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RBI invites public comments on the draft Amendment Directions on
‘Standardised Approach for Counterparty Credit Risk (SA-CCR)’

The extant guidelines require the use of the Current Exposure Method (CEM) for
the computation of Counterparty Credit Risk (CCR) exposure. In 2016, RBI issued
final ‘Guidelines for Computing Exposure for Counterparty Credit Risk arising from
Derivative Transactions’ and ‘Guidelines on Capital Requirements for Bank
Exposures to Central Counterparties’, both based on the Standardised Approach for
Counterparty Credit Risk (SA-CCR), with an intended implementation date of April 1,
2018. However, the implementation of these guidelines was subsequently deferred.

2. Since then, the Bilateral Netting of Qualified Financial Contracts Act, 2020, has
been enacted, while the margining framework has been implemented under the
Reserve Bank of India (Margining for Non-Centrally Cleared OTC Derivatives)
Directions, 2024. The Basel Committee on Banking Supervision (BCBS) has also,
over time, issued various FAQs providing further clarity on the SA-CCR guidelines.

3. Considering the time elapsed and the recent legal and regulatory developments,
the guidelines have been comprehensively reviewed. The key changes between the
2016 guidelines (currently part of the Commercial Banks — Forthcoming Instructions,
Directions, 2025) and the proposed draft Directions include, inter alia, (i) clarification
on the scope of CCR across both banking and trading book exposures, (ii) treatment
of multiple margin agreements and multiple netting sets elaborated in view of the legal
/ regulatory developments in netting and margining guidelines, (iii) guidance on the
treatment of transactions where a bank acts as a clearing member of SEBIrecognised
stock exchanges in the equity derivatives and commodity derivatives segments, (iv)
treatment for deferment of option premium, (v) guidance on computation of effective
notional for options, and (vi) inclusion of disclosure templates for SA-CCR.

4.  Accordingly, the Reserve Bank has today released the Reserve Bank of India
(Commercial Banks — Forthcoming Instructions) Amendment Directions, 2026.

5. The comments on the draft Amendment Directions are invited from the
Regulated Entities, market participants, and other interested parties till July 1, 2026.
The comments / feedback may be submitted through the link under the ‘Connect 2
Requlate’ Section available on the Reserve Bank’s website or may alternatively be
forwarded to

The Chief General Manager
Market Risk Group
Department of Regulation, Central Office
Reserve Bank of India, 12" Floor


https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12682
https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12682
https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12682
https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12682
https://rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12682
https://www.rbi.org.in/scripts/Bs_Connect2Regulate.aspx
https://www.rbi.org.in/scripts/Bs_Connect2Regulate.aspx
https://www.rbi.org.in/scripts/Bs_Connect2Regulate.aspx
https://www.rbi.org.in/scripts/Bs_Connect2Regulate.aspx
https://www.rbi.org.in/scripts/Bs_Connect2Regulate.aspx
https://www.rbi.org.in/scripts/Bs_Connect2Regulate.aspx

Shahid Bhagat Singh Marg
Fort, Mumbai — 400 001
Or by
email
With the subject line ‘Feedback on ‘Standardised Approach for Counterparty Credit
Risk (SA-CCRY’

(Brij Raj)
Press Release: 2026-2027/430 Chief General Manager
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Reserve Bank of India (Commercial Banks — Forthcoming Instructions)
Amendment Directions, 2026 - Draft for comments
Please refer to Chapter Il & IIl of the Reserve Bank of India (Commercial Banks —
Forthcoming Instructions) Directions, 2025 dated November 28, 2025, which specify
the methodology for minimum capital requirements for counterparty credit risk. Upon
review and to ensure greater alignment with international standards, there is a felt
need to amend these instructions.

2. Accordingly, in exercise of the powers conferred by Section 35A of the Banking
Regulation Act, 1949 and all other provisions / laws enabling the Reserve Bank of
India (RBI) to issue instructions in this regard, the Reserve Bank being satisfied that
it is necessary and expedient in the public interest so to do, hereby, issues the
Amendment Directions hereinafter specified.

3. (i) These instructions shall be called the Reserve Bank of India (Commercial
Banks — Forthcoming Instructions) Amendment Directions, 2026.

(i) These Amendment Directions shall come into effect from April 1, 2027.

4. The Reserve Bank of India (Commercial Banks — Forthcoming Instructions)
Directions, 2025 are amended as provided below:

()  The existing Annex shall be renamed Annex 1, and two new annexures Viz.
Annex 2 and Annex 3 respectively shall be inserted.

(i)  In the Directions, the paragraphs 7 to 21 are hereby substituted by paragraphs
6A to 21, while Annex 2 and 3 are inserted after Annex 1, as detailed below: -

“ A. Definitions

6 A. In these Directions, unless the context states otherwise, the terms herein shall

bear the meanings assigned to them below:

(1) 'Central Counterparty’ (CCP) is a clearing house that interposes itself
between counterparties to contracts traded in one or more financial markets,

becoming the buyer to every seller and the seller to every buyer and thereby



ensuring the future performance of open contracts. A CCP becomes

counterparty to trades with market participants through novation, an open offer



(2)

(3)

(4)

system, or another legally binding arrangement. For the purposes of the capital
framework, a CCP is a financial institution.

‘Clearing Member’ is a member of, or a direct participant in, a CCP that is
entitled to enter into a transaction with the CCP, regardless of whether it enters
into trades with a CCP for its own hedging, investment or speculative purposes
or whether it also enters into trades as a financial intermediary between the
CCP and other market participants.

Explanation: For the purpose of these Directions, where a CCP has a link to a
second CCP, that second CCP is to be treated as a clearing member of the
first CCP. Whether the second CCP’s collateral contribution to the first CCP is
treated as initial margin or a default fund contribution will depend upon the
legal arrangement between the CCPs. In such cases, RBI shall be consulted
for determining the treatment of such initial margin and default fund
contributions.

‘Client’ is a party to a transaction with a CCP through either a clearing member
acting as a financial intermediary, or a clearing member guaranteeing the
performance of the client to the CCP.

‘Counterparty Credit Risk (CCRY)’ is the risk that the counterparty to a

transaction could default before the final settlement of the transaction’s cash

(5)

(6)

flows. An economic loss would occur if the transactions or portfolio of
transactions with the counterparty has a positive economic value at the time
of default. Unlike a firm’s exposure to credit risk through a loan, where the
exposure to credit risk is unilateral and only the lending bank faces the risk of
loss, CCR creates a bilateral risk of loss: the market value of the transaction
can be positive or negative to either counterparty to the transaction. The
market value is uncertain and can vary over time with the movement of
underlying market factors.

‘Credit Valuation Adjustment’ is an adjustment to the mid-market valuation
of the portfolio of trades with a counterparty. This adjustment reflects the
market value of the credit risk of the counterparty or the market value of the
credit risk of both the bank and the counterparty.

‘Cross-product netting’ refers to the inclusion of transactions of different

product categories within the same netting set.



(7) ‘Current Exposure’ is the larger of zero, or the current market value of a
transaction or portfolio of transactions within a netting set with a counterparty
that would be lost upon the immediate default of the counterparty, assuming
no recovery on the value of those transactions in bankruptcy. Current exposure
is often also called Replacement Cost.

(8) ‘Default funds’, also known as clearing deposits or guarantee fund
contributions (or any other names), are clearing members’ funded or unfunded
contributions towards, or underwriting of, a CCP’s mutualised loss sharing
arrangements. The description given by a CCP to its mutualised loss sharing
arrangements is not determinative of their status as a default fund; rather, the
substance of such arrangements will govern their status.

(9) ‘Hedging Set’ is a set of transactions within a single netting set within which
full or partial offsetting is recognized for the purpose of calculating the PFE
add-on of the standardised approach for counterparty credit risk (SA-CCR).

(10)‘Independent Collateral Amount’ (ICA) means (i) the collateral other than
variation margin posted by the counterparty that the bank may seize upon
default of the counterparty, the amount of which does not change in response
to the value of the transactions it secures and / or (ii) the Independent Amount
(IA) parameter as defined in standard industry documentation. ICA can change
in response to factors such as the value of the collateral or a change in the
number of transactions in the netting set.

Explanation: For example, the 1992 (Multicurrency-Cross Border) Master
Agreement and the 2002 Master Agreement published by the International
Swaps & Derivatives Association, Inc. (ISDA Master Agreement). The ISDA
Master Agreement includes the ISDA Credit Support Annexes: the 1994 Credit
Support Annex (Security Interest — New York Law), or, as applicable, the 1995
Credit Support Annex (Transfer — English Law) and the 1995 Credit Support
Deed (Security Interest — English Law).

(11)‘Initial margin’, in relation to exposures to a CCP, means a clearing member’s
or client’s funded collateral posted to the CCP to mitigate the potential future
exposure (PFE) of the CCP to the clearing member arising from the possible
future change in the value of their transactions. For the purposes of calculation

of counterparty credit risk capital requirements, initial margin does not include



contributions to a CCP for mutualised loss sharing arrangements (i.e., in case
a CCP uses initial margin to mutualise losses among the clearing members, it
shall be treated as a default fund exposure). Initial margin also includes
collateral deposited by a clearing member or client in excess of the minimum
amount required, provided the CCP or clearing member may, in appropriate
cases, prevent the clearing member or client from withdrawing such excess
collateral.

(12)'Long settlement transactions’ are transactions where a counterparty
undertakes to deliver a security, a commodity, or a foreign exchange amount
against cash, other financial instruments, or commodities, or vice versa, at a
settlement or delivery date that is contractually specified as more than the
lower of the market standard for this particular instrument and five business
days after the date on which the bank enters into the transaction.

(13)‘Margining Agreement’ is a contractual agreement or provisions to an
agreement under which one counterparty must supply variation margin to a
second counterparty when an exposure of that second counterparty to the first
counterparty exceeds a specified level.

(14)‘Margin lending transactions’ are transactions in which a bank extends
credit in connection with the purchase, sale, carrying or trading of securities.
Margin lending transactions do not include other loans that happen to be
secured by securities collateral. Generally, in margin lending transactions, the
loan amount is collateralised by securities whose value is greater than the
amount of the loan.

(15)‘Margined netting sets’ are netting sets covered by a margin agreement
under which the bank’s counterparty has to post variation margin; all other
netting sets, including those covered by a one-way margin agreement where
only the bank posts variation margin, are treated as unmargined netting sets
for the purposes of SA-CCR.

(16)‘Margin period of risk’ is the time period from the last exchange of collateral
covering a netting set of transactions with a defaulting counterparty until that
counterparty is closed out and the resulting market risk is re-hedged.

(17)‘'Margin threshold’ is the largest amount of an exposure that remains

outstanding until one party has the right to call for variation margin.



(18)’Multi-level client structure’ is one in which a bank can centrally clear as
indirect client; that is, when clearing services are provided to the bank by an
institution which is not a direct clearing member butis itself a client of a clearing
member or another clearing client. For exposures between clients and clients
of clients, the term higher-level client is used for the institution providing
clearing services; and the term lower-level client is used for the institution
clearing through that client.

(19)‘Netting Set’ is a group of transactions with a single counterparty that are
subject to a legally enforceable bilateral netting arrangement and for which
netting is recognised for regulatory capital purposes. Each transaction that is
not subject to a legally enforceable bilateral netting arrangement that is
recognised for regulatory capital purposes should be interpreted as its own
netting set for the purpose of these Directions.

(20)‘Net Independent Collateral Amount’ (NICA) represents the amount of
collateral that a bank may use to offset its exposure on the default of the
counterparty. NICA means the amount of segregated or unsegregated
collateral posted by the counterparty to the bank, less the unsegregated
collateral posted by the bank to the counterparty. With respect to ‘Independent
Amount’ parameter defined in standard industry documentation, NICA takes
into account the differential of Independent Amount required for the bank
minus Independent Amount required for the counterparty.

(21)‘Offsetting transaction’ means the transaction leg between the clearing
member and the CCP when the clearing member acts on behalf of a client
(e.g., when a clearing member clears or novates a client’s trade).

(22)‘One-Sided Credit Valuation Adjustment’ is a credit valuation adjustment
that reflects the market value of the credit risk of the counterparty to the bank
but does not reflect the market value of the credit risk of the bank to the
counterparty.

(23)‘Qualifying central counterparty’ (QCCP) is an entity that is licensed to
operate as a CCP (including a license granted by way of confirming an
exemption) and is permitted by the appropriate regulator / overseer to operate
as such with respect to the products offered. This is subject to the provision

that the CCP is based and prudentially supervised in a jurisdiction where the



relevant regulator / overseer has established, and publicly indicated that it
applies to the CCP on an ongoing basis, domestic rules and regulations that
are consistent with the Principles for Financial Market Infrastructures issued
by the Committee on Payments and Market Infrastructures and the
International Organization of Securities Commissions. In addition, for a CCP
to be considered a QCCP, the requirements of paragraphs 17.4(a) and 17.4(b)
of these Directions must be met to permit each clearing member bank to
calculate its capital requirement for its default fund exposures in accordance
with paragraphs 17 to 20 of these Directions.

(24)‘Securities Financing Transactions’ (SFTs) are transactions such as
repurchase agreements, reverse repurchase agreements, security lending
and borrowing, and margin lending transactions, where the value of the
transactions depends on market valuations and the transactions are often
subject to margin agreements.

(25)‘Trade exposures’ include the current and potential future exposure of a
clearing member or a client to a CCP arising from over-the-counter derivatives,
exchange traded derivatives transactions or securities financing transactions,
as well as initial margin. For the purpose of this definition, the current exposure
of a clearing member includes the variation margin due to the clearing member
but not yet received.

(26)‘Variation margin’ means a clearing member’s or client’'s funded collateral
posted on a fixed periodicity (e.g., daily or intraday basis) to a CCP based upon

price movements of their transactions.



B Scope of counterparty credit risk

6 B. The scope of application of counterparty credit risk shall be as under:

(1) A bank shall calculate counterparty credit risk charge for all exposures that give
rise to counterparty credit risk, with the exception of those transactions listed in

paragraph 6B.2 of these Directions below.

0] The categories of transactions that give rise to counterparty credit risk are over
the counter (OTC) derivatives, exchange-traded derivatives, securities financing

transactions, and long-settlement transactions in the banking book.

(i) The categories of transactions include OTC derivatives, repo-style and other
transactions booked in the trading book, separate from the capital requirement for
market risk. The risk weights used in this calculation shall be consistent with those
used for calculating the capital requirements in the banking book. Thus, a bank shall
use the standardised approach risk weights in the trading book. The calculation of the
counterparty credit risk charge for collateralised OTC derivative transactions is the

same as the rules prescribed for such transactions booked in the banking book.

Note - The treatment for unsettled foreign exchange and securities trades shall be as

provided in paragraph 86 of the Commercial Banks- Prudential Norms on Capital

Adequacy Directions, 2025.

(2) Exemptions and Caps

() For ‘sold options’ and for ‘credit default swaps where the bank is the protection
seller’, that are outside netting and margin agreements, a bank may cap the
counterparty credit risk exposure at the amount of unpaid premia. In order to
apply the cap, a bank may remove such derivative transactions from their
legal netting sets and treat them as individual unmargined transactions.

(i) While applying the counterparty credit risk charge, a bank may exclude credit
default swaps (CDS) protection purchased by the bank against a banking

book exposure, where the capital requirement for the hedged exposure is
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deemed to have been substituted as provided in paragraph 129 of the

Commercial Banks- Prudential Norms on Capital Adequacy Directions, 2025.

(i) A bank may defer premium on options subject to the following:

(a) A bank may, at its discretion, defer the premium on permissible
options (generic or structured) sold by it to users subject to the
following conditions:

1. the bank shall satisfy itself that the user is able to adhere to
the premium deferment schedule, in accordance with its Board
/ Risk Management Committee of the Board approved policy
in this regard, before extending this facility to the users;

2.  the deferment of premium shall not extend beyond the maturity
date of the original contract; and

3.  the premium shall be received uniformly over the maturity of
the contract and the periodicity of such payment shall be at

least once in a quarter.

Provided that, the above facility shall not be available to an
intermediary bank which does not have its own option book but offers
the product to corporate clients on a completely covered basis, since

an intermediary bank itself is not a ‘user’.

Provided further that, options and option structures shall continue to
be governed by instructions on suitability and appropriateness laid
down in the Master Direction — Reserve Bank of India (Market-makers
in OTC Derivatives) Directions, 2021.

(b) A bank shall include the amount of premium deferred on options, as
per para (a) above, in the Replacement Cost (RC) for calculation of

CCR exposure.

(c) While computing the credit exposure, a bank may exclude ‘sold
options’ that are outside netting and margin agreements, provided the
entire premium / fee or any other form of income is received / realised.
For ‘sold options’ (outside netting and margin agreements) where the

premium / fee or any other form of income is not fully received /



realised, the PFE add-on amount shall be capped such that the CCR
exposure (i.e., RC + PFE) does not exceed such unpaid amounts.

C. Methodology to calculate counterparty credit risk

6 C. A bank shall calculate counterparty credit exposure using the following methods:
(1) For exposure arising from OTC derivatives, exchange-traded
derivatives and long settlement transactions, standardised approach for
measuring counterparty credit risk exposures (SA-CCR) as set out in
paragraphs 10 to 14 of these Directions. This treatment is applicable to
transactions booked in both banking and trading book.

(2) For securities financing transactions (SFTs) that are not cleared through
a CCP, the methodology as provided in paragraphs 157 to 165 of the
Commercial Banks- Prudential Norms on Capital Adequacy Directions, 2025.
This treatment is applicable to transactions booked in both banking and trading
book.

3) For exposures that are cleared through a CCP, a bank shall apply the
methodology as provided in paragraphs 15 to 20 of these Directions.

7. A bank shall ensure that the exposure amount for a given counterparty, under

the methods outlined above, is equal to the sum of the exposure amounts calculated

for each netting set with that counterparty, subject to the exception outlined in

paragraph 8 of these Directions.

8. A bank shall ensure that the exposure amount for a given OTC derivative
counterparty is the greater of zero and the difference between the sum of exposure
amounts across all netting sets with the counterparty and the credit valuation
adjustment (CVA) for that counterparty which has already been recognised by the
bank as an incurred write-down (i.e., a CVA loss). A bank shall calculate CVA loss as
a prudent valuation adjustment as per paragraph 213 of the Commercial Banks-
Prudential Norms on Capital Adequacy Directions, 2025, without taking into account
any offsetting debit valuation adjustments (DVA) which have been deducted from
capital (in terms of paragraph 28.5 of the Commercial Banks- Prudential Norms on
Capital Adequacy Directions, 2025). This reduction of exposure by incurred CVA

losses does not apply to the determination of the CVA risk capital requirement.



9. A bank shall calculate the risk weighted assets for counterparty credit risk by

multiplying the applicable risk weight and the exposure amount for the counterparty.

Chapter II: Standardised Approach for Counterparty Credit Risk (SA-CCR)

10. Overview

(1)  Subject to paragraph 13 of these Directions, a bank shall calculate counterparty
exposure to a single counterparty arising from OTC derivatives, exchange-traded
derivatives, and long settlement transactions separately for each margined and

unmargined netting set as follows:
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where:

(i) alpha=1.4

(i)RC = the replacement cost calculated according to methodology given in
paragraph 11 of these Directions, and

(iin) PFE = the amount for potential future exposure calculated according to

the methodology given in paragraph 12 of these Directions.

(2) A bank shall calculate the replacement cost (RC) and the potential future
exposure (PFE) differently for margined and unmargined netting sets. A bank shall cap
the exposure for a margined netting set at the exposure of the same netting set
calculated on an unmargined basis.

Explanation: The cap addresses the possible issue resulting from a high threshold (TH)
under margin agreement which could lead to higher values of replacement cost for

margined transactions vis-a-vis replacement cost under unmargined transaction.

(3) Requirements for recognition of netting agreement

() For the purpose of these Directions, a bank may net transactions subject to
novation under which any obligation between a bank and its counterparty to deliver a
given currency on a given value date is automatically amalgamated with all other
obligations for the same currency and value date, legally substituting one single
amount for the previous gross obligations. In case RBI is not satisfied about

enforceability under relevant laws, the benefit of netting while computing exposure

10



amount cannot be obtained. A bank may also net transactions subject to any legally

valid form of bilateral netting not covered in the preceding sentence, including other

forms of novation. In every such case where netting is applied, a bank shall satisfy

that it has:

a)

b)

A netting contract with the counterparty or other agreement which creates a
single legal obligation, covering all included transactions, such that the bank
would have either a claim to receive or obligation to pay only the net sum of
the positive and negative mark-to-market values of included individual
transactions in the event a counterparty fails to perform due to any of the

following: default, bankruptcy, liquidation, or similar circumstances.

Note - The netting contract shall not contain any clause which, in the event of
default of a counterparty, permits a non-defaulting counterparty to make limited
payments only, or no payments at all, to the estate of the defaulting party, even
if defaulting party is a net creditor.

Written and reasoned legal reviews that, in the event of a legal challenge, the

relevant courts and administrative authorities would find the bank’s exposure

to be such a net amount under:

() The law of the jurisdiction in which the counterparty is incorporated and, if
the foreign branch of a counterparty is involved, then also under the law of
the jurisdiction in which the branch is located.

(i) The law that governs the individual transactions; and

(i) The law that governs any contract or agreement necessary to effect the
netting.

Procedures in place to ensure that the legal characteristics of netting

arrangements are kept under review in light of the possible changes in relevant

law.

(4) The detailed illustrations on computation of counterparty credit risk exposure are

given in Annex Il.
11. Replacement Cost (RC)

(1) For unmargined transactions, a bank shall calculate RC for each netting set using

the following formula:

11
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1) V is the current market value of the derivative transactions in the netting
set; and

i) C is the haircut value of net collateral held (i.e., Net Independent Collateral
Amount (NICA) adjusted by applying the standard supervisory haircuts
provided in paragraph 163 of the Commercial Banks- Prudential Norms on
Capital Adequacy Directions, 2025 such that the value of non-cash
collateral posted by the bank to its counterparty is increased and the value
of the non-cash collateral received by the bank from its counterparty is

decreased).

Note - As set out in paragraph 6A.15 of these Directions, netting sets that
include a one-way margin agreement in favour of the bank’s counterparty
(i.e., the bank posts, but does not receive variation margin) are treated as
unmargined for the purposes of SA-CCR. For such netting sets, C also
includes, with a negative sign, the variation margin amount posted by the

bank to the counterparty.

(2) For unmargined transactions, RC is defined as the greater of: (i) the current
market value of the derivative contracts less net haircut collateral held by the bank (if
any), and (ii) zero. The RC intends to capture the loss that would occur if a counterparty
were to default and were closed out of its transactions immediately. This is consistent
with the use of replacement cost as the measure of current exposure, meaning that
when the bank owes the counterparty money it has no exposure to the counterparty if

it can instantly replace its trades and sell collateral at current market prices.

(3) For the purpose of paragraph 11.1 of these Directions, while applying the
formula provided in paragraph 163.8 of the Commercial Banks- Prudential Norms on

Capital Adequacy Directions, 2025, for calculating haircuts, a bank shall use the

maturity of the longest transaction in the netting set as the value for &l &z =, capped at

12



250 days, to scale haircuts for unmargined transactions. A bank shall cap the haircut

calculated at 100 per cent.

(4) The formulation set out in paragraph 11.1, does not permit the replacement
cost, which represents today’s exposure to the counterparty, to be less than zero.
However, a bank may sometime hold excess collateral (even in the absence of a
margin agreement) or have out-of-the-money trades which can further protect the bank
from the increase of the exposure. As discussed in paragraphs 12.1 to 12.4, the SA-
CCR allows such over-collateralisation and negative mark-to-market value to reduce

PFE, but they are not permitted to reduce replacement cost.

(5) For margined transactions, a bank shall calculate the replacement cost for each

netting set using the following formula:
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1) V is the current market value of the derivative transactions in the netting
set.

ii) C is the haircut value of net collateral held (i.e., net variation margin and
NICA adjusted by applying the standard supervisory haircuts provided in
paragraph 163.8 of the Commercial Banks- Prudential Norms on Capital
Adequacy Directions, 2025, such that the value of non-cash collateral
posted by the bank to its counterparty is increased and the value of the

noncash collateral received by the bank from its counterparty is decreased).

Note - In calculating the net variation margin, the amount received by the
bank is accounted with a positive sign and the amount posted by the bank

is accounted with a negative sign.

iii) TH is the positive threshold before the counterparty must send the bank

collateral.
Iv) MTA is the minimum transfer amount applicable to the counterparty; and

v) NICA is the net independent collateral amount.

13



(6) For margined trades, the RC intends to capture the loss that would occur if a
counterparty were to default at the present or at a future time, assuming that the

closeout and replacement of transactions occur instantaneously.

(7) TH + MTA — NICA represents the largest exposure that would not trigger a VM
call and it contains levels of collateral that need always to be maintained. For example,
without initial margin or 1A, the greatest exposure that would not trigger a variation
margin call is the threshold plus any minimum transfer amount. In the adapted
formulation, NICA is subtracted from TH + MTA. This makes the calculation more
accurate by fully reflecting both the actual level of exposure that would not trigger a
margin call and the effect of collateral held and / or posted by a bank. The calculation
is floored at zero, recognising that the bank may hold NICA in excess of TH + MTA,

which could otherwise result in a negative replacement cost.

(8) For the purposes of paragraph 11.3 of these Directions, while applying the
formula provided in paragraphs 163(10) of the Commercial Banks- Prudential Norms

on Capital Adequacy Directions, 2025 for calculating haircuts, a bank shall use the

margin period of risk of the transaction as the value for & &zz.

12. Potential Future Exposure (PFE)

(1) There may be a period (the margin period of risk) between the last exchange of
collateral before default and replacement of the trades in the market. The PFE add-on
represents the potential change in value of the trades during this time period. A bank

shall calculate PFE for each netting set using the following formula:
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calculated in accordance with paragraph 12.5 of these Directions; and

b) multiplier is calculated using the following formula:

14
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where,
(i) exp(...) is the exponential function.
(i) Flooris 5 per cent.

(i) V and C are calculated in accordance with paragraph 11.1 of these
directions for unmargined netting sets or paragraph 11.5 of these

directions for margined netting sets, whichever is applicable.

(2)  Asageneral principle, over-collateralisation should reduce capital requirements
for counterparty credit risk. A bank may hold excess collateral (i.e., collateral greater
than the net market value of the derivatives contracts) precisely to offset potential
increases in exposure represented by the add-on. As discussed in paragraph 11.1 and
11.4, collateral may reduce the replacement cost component of the exposure under
the SACCR. The PFE component also reflects the risk-reducing property of excess

collateral.

(3) When the collateral held is less than the net market value of the derivative
contracts (“under-collateralisation”), the current replacement cost is positive, and the
multiplier is equal to one (i.e., the PFE component is equal to the full value of the
aggregate add-on). Where the collateral held is greater than the net market value of
the derivative contracts (“over-collateralisation”), the current replacement cost is zero
and the multiplier is less than one (i.e., the PFE component is less than the full value

of the aggregate add-on).

(4)  The multiplier will also be activated when the current value of the derivative
transactions is negative. This is because out-of-the-money transactions do not

currently represent an exposure and have less chance to go in-the-money.
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Aggregate add-on across asset classes

(5) A bank shall calculate the aggregate add-on using the following formula (i.e.,

without recognising diversification benefits across asset classes):

HEEEHESESEEEE R P

where, & 28 S5 55 S5 S22 2883838283828 |s the respective add-on for

each asset class within the netting set, calculated in accordance with paragraph
12.16 to 12.29 of these Directions.

Allocation of derivative transactions to one or more asset classes

(6)  Subject to paragraph 12.8 of these Directions, a bank shall allocate each
derivative transaction to one of the asset classes on the basis of the primary risk driver

of the transaction, defined by the transaction’s underlying instrument.

Explanation: For example, an interest rate curve is the primary risk driver for an interest
rate swap, a reference entity is the primary risk driver for a credit default swap, and a

foreign exchange rate is the primary risk driver for a foreign exchange call option.

(7) For more complex transactions that may have more than one risk driver, a bank
shall take sensitivities and volatility of the underlying into account for determining the

primary risk driver.

Explanation: Examples of transactions with more than one risk driver include

multiasset derivative transactions or hybrid derivative transactions.

(8) RBI may require a bank to allocate more complex transactions to more than
one asset class, resulting in the same position being included in multiple asset classes.
In such case, for each asset class to which the position is allocated, a bank shall
determine appropriately the sign and supervisory delta adjustment of the relevant risk

driver.
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General steps for calculating the PFE add-on for each asset class

(9) A bank shall determine the primary risk factor or factors for each transaction
and attribute them to one or more of the five asset classes, including interest rate,
foreign exchange, credit, equity, and commodity. The add-on for each asset class is

calculated using asset-class specific formulas.

Explanation: The formulas for calculating the asset class add-ons represent stylised
Effective expected positive exposure calculations under the assumption that all trades

in the asset class have zero current mark-to market value (i.e., they are at the money).

(10) Although the formulas for the asset class add-ons vary between asset classes,

they all use the following general steps:

() A bank shall calculate the effective notional (D) for each derivative (i.e., each
individual trade) in the netting set. The effective notional is a measure of the sensitivity
of the trade to movements in underlying risk factors (i.e., interest rates, exchange rates,
credit spreads, equity prices and commodity prices). The effective notional is

calculated as the product of the following parameters (i.e., D =d * MF * §)

(@) The adjusted notional (d) is a measure of the size of the trade. For foreign
exchange derivatives, it is the notional value of the foreign currency leg of the
derivative contract, converted to the domestic currency. For equity and commodity
derivatives, it is the current price of the relevant share or unit multiplied by the number
of shares or units referenced by the derivative. For interest rate and credit derivatives,
the notional amount is adjusted by a measure of the instrument’s duration to account
for the greater sensitivity of longer-duration instruments to movements in underlying

risk factors (i.e., interest rates and credit spreads).

(b)  The maturity factor (MF) is a parameter that takes account of the time period
over which the potential future exposure is calculated. The calculation of the maturity

factor varies depending on whether the netting set is margined or unmargined.

(©) The supervisory delta (8) is used to ensure that the effective notional take into
account the direction of the trade, i.e., whether the trade is long or short, by having a

positive or negative sign. It also considers whether the trade has a non-linear
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relationship with the underlying risk factor (which is the case for options and

collateralised debt obligation tranches).

(i) A supervisory factor (SF) is identified for each individual trade in the netting set.
The supervisory factor is the supervisory specified change in value of the underlying
risk factor on which the potential future exposure calculation is based, which has been

calibrated to take into account the volatility of underlying risk factors.

(i)  The trades within each asset class are separated into supervisory specified
hedging sets. The purpose of the hedging sets is to group together trades within the
netting set where long and short positions should be permitted to offset each other in

the calculation of potential future exposure.

(iv)  Aggregation formulas are applied to aggregate the effective notionals and
supervisory factors across all trades within each hedging set and finally at the
assetclass level to give the asset class level add-on. The method of aggregation varies
between asset classes and for credit, equity and commodity derivatives it also involves
the application of supervisory correlation parameters to capture diversification of

trades and basis risk.

Time period parameters

(11) There are four time period parameters that are used in the SA-CCR methodology
(all expressed in years)

M For all asset classes, the maturity Mi of a contract is the time period (starting
today) until the latest day when the contract may still be active. This time period
appears in the maturity factor defined in paragraphs 12.35 to 12.39 that scales down
the adjusted notionals for unmargined trades for all asset classes.

(i) For interest rate and credit derivatives, Si is the period of time (starting today)
until start of the time period referenced by an interest rate or credit contract. If the
derivative references the value of another interest rate or credit instrument (eg
swaption or bond option), a bank shall determine the time period on the basis of the
underlying instrument. Si appears in the definition of supervisory duration defined in
paragraph 12.31 (i).

(i)  For interest rate and credit derivatives, Ei is the period of time (starting today)

until the end of the time period referenced by an interest rate or credit contract. If the
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derivative references the value of another interest rate or credit instrument (eg
swaption or bond option), a bank shall determine the time period on the basis of the
underlying instrument. Ei shall be used in the computation of supervisory duration
defined in paragraph 12.31(i). Further, Ei shall be used for allocating derivatives in the
interest rate asset class to maturity buckets, which are used in the calculation of the
asset class add-on as explained paragraph 12.17(c).

(iv)  For options in all asset classes, Ti is the time period (starting today) until the
latest contractual exercise date as referenced by the contract. This period shall be
used for the determination of the option’s supervisory delta as explained in paragraph
12.33.

(12) Table 1 includes example transactions and provides each transaction’s related

maturity M, start date S and end date E.

Table 1
Instrument Mi Si Ei
Interest rate or credit default swap maturing in 10 years 10 years 0 10 years
10-year interest rate swap, forward starting in 5 years 15 years 5 years 15 years
Forward rate agreement for time period starting in 6 months| 1 year 0.5year |1 year
and ending in 12 months
Cash-settled European swaption referencing 5-year interest| 0.5 year 0.5year |5.5years
rate swap with exercise date in 6 months
10-year Bermudan swaption with annual exercise dates 10 years 1 year 10 years
Interest rate cap or floor specified for semi-annual interest| 5 years 0 5 years
rate with maturity 5 years
Option on a bond maturing in 5 years with the latest exercise| 1 year 1 year 5 years
date in 1 year
3-month Eurodollar futures that matures in 1 year 1 year 1 year 1.25 years
Futures on 20-year treasury bond that matures in 2 years | 2 years 2 years 22 years
6-month option on 2-year futures on 20-year treasury bond | 2 years 2 years 22 years
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Allocation of derivative transactions within each asset class to hedging sets

(13) Subject to paragraph 12.14 and 12.15 of these Directions, a bank shall group

transactions into hedging sets within each asset class as follows:

a) Interest rate derivatives into separate hedging sets for each currency.

b) Foreign exchange derivatives into separate hedging set for each currency pair.

c) Credit derivatives into a single hedging set.

d) Equity derivatives into a single hedging set; and

e) Commodity derivatives into four separate hedging sets according to the broad
categories of commodity derivatives: energy, metals, agricultural and other

commodities.

(14) A bank shall group derivative transactions that reference the basis between two
risk factors and are denominated in a single currency (i.e., basis transactions) into
separate hedging sets within the corresponding asset class (examples of specific basis
include a 3-month OIS versus 6-month T-Bill). Derivatives with two floating legs that
are denominated in different currencies (such as cross-currency swaps) are not
subject to this treatment; rather, they should be treated as non-basis foreign exchange
contracts. A bank shall have a separate hedging set for each pair of risk factors (i.e.,
for each specific basis) and shall determine the long and short positions within the
hedging set with respect to the basis. For hedging sets consisting of basis
transactions, the supervisory factor applicable to a given asset class must be multiplied

by one-half.

(15) A bank shall group derivative transactions that reference the volatility of a risk
factor (i.e., volatility transactions, examples include variance and volatility swaps and
options on realized or implied volatility) into separate hedging sets within the
corresponding asset class. A bank shall apply to volatility hedging sets the same

hedging set construction as provided in paragraph 12.13 of these Directions.

Add-on for interest rate derivatives

(16) The calculation of the add-on for the interest rate derivative asset class captures
the risk of interest rate derivatives of different maturities being imperfectly correlated.

It does this by allocating trades to maturity buckets, in which full offsetting of long and
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short positions is permitted, and by using an aggregation formula that only permits

limited offsetting between maturity buckets. This allocation of derivatives to maturity

buckets and the process of aggregation (steps 3 to 5 of sub-para (17) below) are only

used in the interest rate derivative asset class.

(17)

A bank shall calculate the add-on for the interest rate derivative asset class

e R4 53 &3 3228 within a netting set using the following steps:

a) Step 1: Calculate the transaction-level effective notional for each transaction ¥’

b)

in the netting set that is in the interest rate derivative asset class using the

following formula:
mEnene - o EHEl Bluanansnsn
where,

() = Ezz==3% is the appropriate transaction-level adjusted notional amount

calculated in accordance with paragraph 12.31(i)(a), 12.11 and 12.32 of

these Directions. = ==z is the appropriate supervisory delta adjustment

calculated in accordance with paragraph 12.33 to 12.34 of these Directions;

and

(i) HELEymen83832 s the appropriate maturity factor calculated in
accordance with paragraph 12.35 to 12.39 of these Directions.

Step 2: Allocate the transactions in the interest rate derivative asset class to
hedging sets in accordance with paragraph 12.13 of these Directions. In the
interest rate derivative asset class, the hedging set consist of all the derivatives

that reference the same currency.

Step 3: Allocate the interest rate derivative transactions within each hedging set

to one of the following three maturity buckets based on the end date (& Zz=)

of the transactions as defined in paragraph 12.11(iii) of these Directions:

()  Maturity Bucket 1: for transactions with I &= less than one year.
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(i) Maturity Bucket 2: for transactions with & &=z between one and five

years; and (iii) Maturity Bucket 3: for transactions with 2 &z = more than five

=

years.

d) Step 4: Calculate the maturity bucket-level effective notional I S meaymzy==taist

maturity bucket ‘k’ of hedging set ‘j using the following formula:

nj n n _ nj n n
oy B R e = e T L
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where,
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transactions of hedging set ‘J’ that belong to maturity bucket ‘k’; and

(i) = Zz===2% refers to effective notional for each transaction ‘i’ as calculated

in Step 1 above.

e) Step 5: Calculate the effective notional for hedging set ‘j' by using either
of the

two following aggregation formulas:
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H
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Explanation: The latter is to be used if a bank chooses not to recognise offsets between

long and short positions across maturity buckets.

f) Step 6: Calculate the hedging set-level add-on for hedging set |’ using

the following formula:
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where, &l E3Ehny32% js the supervisory factor calculated in accordance
with paragraph

12.40 of these Directions.

g) Step 7: Calculate the asset class-level add-on for interest rate derivative asset

class using the following formula:
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Add-on for foreign exchange (including gold) derivatives

(18) The calculation of the add-on for the foreign exchange asset class recognise

full offsetting of long and short positions within the hedging sets.

(19) A bank shall calculate the add-on for the foreign exchange derivative asset

|

class & 28l S8l &1 S8 & %% % within a netting set using the following steps:

a) Step 1: Calculate the transaction-level effective notional for each transaction 7
in the netting set that is in the foreign exchange derivative asset class using the

following formula:
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() = Zzzx==2= s the appropriate transaction-level adjusted notional amount

calculated in accordance with paragraph 12.31(i)(b) and 12.32 of these

Directions.

(i) === is the appropriate supervisory delta adjustment calculated in

accordance with paragraph 12.33 to 12.34 of these Directions; and

23



m|-'

A

(iii)

accordance with paragraph 12.35 to 12.39 of these Directions.

to hedging sets in accordance with paragraph 12.13 of these Directions.

using the following formula:

1|§ﬂ|§ﬂ|§ﬂ Zl0| EP— E|ﬂ ELNENZN S0 ZDZ D S0 S0 24024, I
A EH AA BH AA BH = BH = 2H 1 8H AA BH AA 2H B0 2H Ak BH L BH L 2H A 2H BA 8H = 8H = o
'”lEHe'”lE'”lEH'”lE'”l BYDIZY D S0 2D S 0| 2P 1| 2Y gy
2d IT2d =E28d IT8d =228d NS 2d IT28d =228d IT 8d =2 28d =2 ad T
where,
i nj 1"|§|-""|§’"|§""|El"- NN 20| 20| 2 0|
(|) EHEI_'l € 3H =< 2H XA 8H BA 8 IT a2H El_'lEHEAEH:l:I: H T HN\EH%"—HIE refers

transactions of hedging set ‘J’; and

(ii)

in Step 1 above.

Is the appropriate maturity factor calculated in

b) Step 2: Allocate the transactions in the foreign exchange derivative asset class

c) Step 3: Calculate the hedging set-level effective notional for hedging set ‘j' by

to

£ refers to effective notional for each transaction ‘i’ as calculated

d) Step 4: Calculate the hedging set-level add-on for hedging set ‘|’ using the

following formula:

nPnEnEna2ng ,  nene  n2ng,  nens
B = EH BAEBH BASH BABH A A = *® > = i m e an my @ T H = X
where,
() =E=SBg=== is the supervisory factor calculated in accordance

paragraph 12.40 of these Directions; and
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L 2z 3 23R s the absolute value of hedging set-level effective notional

calculated in Step 3.

e) Step 5: Calculate the asset class-level add-on for foreign exchange derivative

asset class using the following formula:

Ekﬂlsﬂlsﬂlsﬂ|%% =E

nj
2H = 2H 2A 2H 2A 2H 2A 2H

(20) For the purpose of calculation of the add-on for the foreign exchange derivative
asset class as prescribed in paragraph 12.19 above, a bank shall use the same
ordering convention for each currency pair consistently across the bank. The bank
shall choose the ordering convention that corresponds to the market practice for how

derivatives in the respective currency pair are quoted and traded.

Add-on for credit derivatives

(21) The computation of the add-on for the credit derivative asset class only gives
full recognition of the offsetting of long and short positions for derivatives that reference
the same entity while partial offsetting is recognised between derivatives that reference

different entities.

Explanation: A bank is currently not permitted to engage in index credit derivative

transactions.

22) A shall calculate the add-on for the credit derivative asset class

I3

ank
U2 R4 S0 51 S sngaA 243 within a netting set using the following steps:

ElﬂJCT

nu

a) Step 1: Calculate the transaction-level effective notional for each transaction 7
in the netting set that is in the credit derivative asset class using the following

formula:

|§
HA
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where,

||l|-'

2Dy

H =

||l|-'

() =Ezws JE243d  |s the appropriate transaction-level adjusted

notional amount calculated in accordance with paragraph 12.31(i)(a), 12.11

and 12.32 of these Directions.

(i) S=z= is the appropriate supervisory delta adjustment calculated in

accordance with paragraph 12.33 to 12.34 of these Directions; and
(i) & 28l 8tyy3e28383% s the appropriate maturity factor calculated in
accordance with paragraph 12.35 to 12.39 of these Directions.

b) Step 2: Calculate the combined effective notional for all credit derivatives that
reference the same entity. The combined effective notional in the netting set

that reference the same entity ‘k’ is calculated using the following formula:
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— nj

where,

() =8 e ARAFAEGEEZ Ega refers to transactions relating to
entity ‘k’; and

(i) HSuzyssadadAd=d2dd refers to effective notional for each transaction ‘7

as calculated in Step 1 above.

c) Step 3: Calculate the add-on for entity ‘k’ using the following formula:
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where,
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() SEDEnxusdBddU2AUAY s the supervisory factor calculated in
accordance with paragraph 12.40 of these Directions; and

(i) QB 2o enens L 2n2nznen 2T 22T

H A 28d AA28Hd =2 2d . — 2d — — L— 2Hd AN 2H EH

o By SAURBASAARY g the effective notional for entity ‘k’ as calculated

in Step 2.

d) Step 4: Calculate the asset class-level add-on for credit derivative asset class

(23)

using the following formula:
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=
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where, ZlSzgagigagisu=and s the supervisory prescribed correlation factor

corresponding to entity ‘k’. The summations are across all entities referenced

by the derlvatlves 'l'llEI_'I'I'E'I'I'ETI'E'H'E('l'llE'l'llE'l'llEl'l'll;l'l'll;l'l'llgl_’”;“) IS

2H = 2H 2A 2H 2A 2d 2A 2 2A 2d

the add-on amount calculated in step 3 for each entity referenced by the
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H = ad =

EH

=
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derivatives and = Sz <2 |s the supervisory prescribed

correlation factor corresponding to the entity. For the transactions which are
within the legally enforceable netting agreements, correlation factor is specified

in Table 2 of these Directions.

The formula to recognise partial offsetting in step 4 above, is a single-factor

model, which divides the risk of the credit derivative asset class into a systematic

component and an idiosyncratic component. The entity-level add-ons are allowed to

offset each other fully in the systematic component; whereas, there is no offsetting

benefit in the idiosyncratic component. These two components are weighted by a

correlation factor which determines the degree of offsetting/hedging benefit within the

credit derivatives asset class. The higher the correlation factor, the higher the
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importance of the systematic component, hence the higher the degree of offsetting

benefits.

(24) A higher or lower correlation does not necessarily mean a higher or lower
capital requirement. For portfolios consisting of long and short credit positions, a high
correlation factor would reduce the charge. For portfolios consisting exclusively of long
positions (or short positions), a higher correlation factor would increase the charge. If
most of the risk consists of systematic risk, then individual reference entities would be
highly correlated and long and short positions should offset each other. If, however,
most of the risk is idiosyncratic to a reference entity, then individual long and short

positions would not be effective hedges for each other.

Add-on for equity derivatives

(25) The computation of the add-on for the equity derivative asset class allows full
recognition of offsetting between long and short positions only for derivatives
referencing the same entity. Partial offsetting is recognised between derivatives

referencing different entities.

Explanation: A bank is not permitted to engage in transactions in equity derivatives.
Hence, this instruction is applicable only in respect of CCR exposure that arise when
a bank acts as clearing member of an exchange in equity derivatives segment, subject

to the applicable RBI guidelines.

(26) A bank shall calculate the add-on for the equity derivative asset class

|

|2 R4 S0 &1 SEsusad2n83s within a netting set using the following steps:

(a) Step 1: Calculate the transaction-level effective notional for each transaction ‘I

in the netting set that is in the equity derivative asset class using the following

formula:
n|i=z T = « D2
HE YU SURUSNYRYNE = A Fry T alEURULRYRYRE +
m m
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where,
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() = Fzguzuzuzdy L is the appropriate transaction-level adjusted

notional amount calculated in accordance with paragraph 12.31(i)(c) and

12.32 of these Directions.

(i) #=z= is the appropriate supervisory delta adjustment calculated

accordance with paragraph 12.33 to 12.34 of these Directions; and

(i) yanz=2usnidaidyy js the appropriate maturity factor calculated

accordance with paragraph 12.35 to 12.39 of these Directions.

(b) Step 2: Calculate the combined effective notional for all equity derivatives
that reference the same entity. Each separate equity index that is referenced
by derivatives in the equity derivative asset class shall be treated as a
separate entity. The combined effective notional in the netting set that

reference the same entity ‘k’ is calculated using the following formula:
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where,

§|"—"- l"-li"—"—l BN SN Z D I 20| SN 2D Bl mygymy =1y
ETE| X 1 @H AX 2H BA 2H = 2H = = =

() =8 ezl =xal S B2 B al B Eaa refers to transactions relating to entity

‘k’: and

(i) B SnaamdRdg28AYAS refers to effective notional for each transactio
as calculated in Step 1 above.
(c) Step 3: Calculate the add-on for entity ‘k’ using the following formula:
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() & 24! 2ty AR ERYHUYAE s the supervisory factor calculated in accordance
with paragraph

12.40 of these Directions; and

(ii)

in Step 2.

(d) Step 4: Calculate the asset class-level add-on for equity derivative asset class

using the following formula:

()
Bl =

IR AR YA 24

where, ZlS&zgdsisagdaddnd s the supervisory prescribed correlation factor
corresponding to entity ‘k’. The summations are across all entities referenced

by the derivatives, = Eal &l ZalSal G R Fal Bl B8l is

the add-on amount calculated in Step 3 for each entity referenced by the
derivatives and & Szgasisagigddad is the supervisory prescribed correlation
factor corresponding to the entity. For the transactions which are within the

legally enforceable netting agreements, correlation factor is specified in Table

2 of these Directions.

(27) A bank shall not make any modelling assumptions in the calculation of the PFE
add-on, including estimating volatilities or taking publicly available estimates of beta.
Therefore, it shall only use the two values of supervisory factors that are defined for

equity derivatives, one for single entities and one for indices.
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Add-on for commodity derivatives

(28) The computation of the add-on for the commodity derivative asset class allows
full offsetting of long and short positions for derivatives referencing the same type of
underlying commodity. Partial offsetting is recognised between derivatives that
reference different types of commodities. However, such partial offsetting is permitted
only within each of the four hedging sets of the commodity derivative asset class,
where the different commodity types are more likely to demonstrate some stable,
meaningful joint dynamics. Offsetting between hedging sets is not recognised. For

example, a forward contract on crude oil cannot hedge a forward contract on corn.

Note - A bank is not permitted to engage in transactions in commodity derivatives.
Hence, this instruction is applicable only in respect of CCR exposure that arise when
a bank acts as clearing member of an exchange in commodity derivatives segment,
subject to the applicable RBI guidelines. It may be noted that transactions in gold

derivatives are treated as foreign exchange derivatives.

(29) A bank shall calculate the add-on for the commodity derivative asset class

o2 R &3 &3 5482832 within a netting set using the following steps:

a) Step 1: Calculate the transaction-level effective notional for each transaction 7
in the netting set that is in the commodity derivative asset class using the

following formula:

-
-
=]
-

1|
H

1| 2 gy 2 mf
A2 = ad &3 ad

n —
H HA 2d %E:I%—

|
Y
I3
Hu
I3
O
I3
O
5]
Ohu
*
=2
Hu
.—
[E
Hu
.
]
ulﬂl
]
iy
]
Thu
B
zhu
Bl
iy

|I=|
H SE a2 %

'}
mu
mu

where,

() HZzz=82828 s the appropriate transaction-level adjusted notional

amount calculated in accordance with paragraph 12.31.(i)(c) and 12.32 of

these Directions.

(i) ®&z= is the appropriate supervisory delta adjustment calculated in

accordance with paragraph 12.33 to 12.34 of these Directions; and
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(i) naryz=dusmEsdyy is the appropriate maturity factor calculated in

accordance with paragraph 12.35 to 12.39 of these Directions.

b) Step 2: Allocate the transactions in commodity rate derivative asset class to

hedging sets in accordance with paragraph 12.13 of these Directions.

c) Step 3: Calculate the combined effective notional for all commodity derivatives
with each hedging set that reference the same commaodity type (eg all derivative
that reference copper within the metals hedging set). The combined effective
notional of the commodity type is calculated by adding together the trade level
effective notional calculated in step 1 in the hedging set j’ that reference the

same commodity type?! by using the following formula:

NSNS0 S 0| S 0| 20| 2| 1| §_|" E" | D ZN SN 2D 2B 2D S0 2D B mygym =y
2Hd AN BH AN BEH AA EH AA B2H &= 28H — 28H — AA B A S2Hd 20 2d AA2H .—2H ——2Hd AMA2H A E8H =2 2H = s T ad O ad
EnE2n2n2n 2o — NN Engmaenznyz
0O 2H O 2H 3 2H HA 2H HA 28H = 2gH HA 28 =28 D e = ad O
1| 2|
11|EHET|J%T||§T||§T||EH T|IE| ;‘J%AIEJEEH |§|EHIH:
where,
n | 20| 2 1] nj 1| 21 n 1| =24 H
() =2 e AEEEIEDEDEIRI R refers to transactions of

commodity type ‘k’ in hedging set j’; and

(i) B Ezy=sdSdS refers to effective notional for each transaction ‘i’ as
calculated in Step 1 above.

Explanation: The calculation of combined effective notional for all derivatives
within each hedging set shall reference the same commodity type. For example,

all derivative that reference copper within the metals hedging set.

d) Step 4: Calculate the add-on for each commaodity type ‘k’ within the hedging set

using the following formula:
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where,
(i) 2 Z 2l Bt¥S3838 14 is the supervisory factor calculated in accordance with
HEN B e ERE AR Hye
paragraph 12.40 of these Directions; and
WA RN E2n 2N 2020202020 2020 20 2D 20 20 20| 2402
(IV) EH MABH MABH AMAEBH A EBH =228H —28Hd - —B8H MABH MAEBH 20 28Hd MAEBH . —28H . —28Hd AMAEBH EA BH =2 2H =
ngy=sASHEUSHIARELY s the effective notional for commodity type ‘K’ as
calculated in Step 3.
e) Step 5: Calculate the hedging-set level add-on for hedging set j using the

following formula:

1
2 2
2
nj = n| n| n|
A R R R SR R R AR RE Rae¥ Y + (1 - G Sga¥sasus))«
NN SN SN SN SNZAN S0 I D SN ZD| =N =2, 02
Ed =2 2d 2A 28d 2A 28d 2A 8d A 28d HABHd AA B8d —28Hd X 28d = 8d AN 28Hd AT
gy g
where, Zl&za8i8ds s the supervisory prescribed correlation factor

f)

corresponding to commodity type ‘Kk’. For the transactions which are within the
legally enforceable netting agreements, correlation factor is specified in Table

2 of these Directions.

Step 6: Calculate the asset class level add-on for commodity derivative asset

class using the following formula:
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where, 223 B3 EaEal e

o]

hedging set |’ as calculated in Step 5.

Effective notional for options

(30) For the purposes of paragraphs 12.16 to 12.29 of these Directions, a bank shall

calculate the effective notional of an option as follows:

(a)For single-payment options, a bank shall calculate the effective notional using the

following specification,

0] For European, Asian, American and Bermudan call and put options, a bank
shall calculate the supervisory delta adjustment using the formula specified in
paragraph 12.33 of these Directions. In the case of American and Bermudan options,
Tiis the period of time (starting from the current reporting date) until the latest allowed
exercise date of the option. In the case of Asian options, a bank shall set Pi referred

to in these Directions to the current value of the average used in the payoff.

(i) For Bermudian swaptions, a bank shall set the start date Si to the earliest
allowed exercise date while the end date Ei should be equal to the end date of the

underlying swap.

(i)  For digital options, the payoff of each digital option (bought or sold) with strike
Ki shall be approximated via the “collar’” combination of bought and sold European
options of the same type (call or put), with the strikes set equal to 0.95* Ki and 1.05*
Ki. The size of the position in the collar components shall be such that the digital
option’s payoff is reproduced exactly outside the region between the two strikes. The
effective notional shall then be computed for the bought and sold European
components of the collar separately, using the option formula for the supervisory delta
specified in paragraph 12.33 to 12.34 of these Directions (the exercise date Ti and the
current value of the underlying Pi of the digital option). The absolute value of the
digitaloption effective notional shall be capped by the ratio of the digital payoff to the

relevant supervisory factor.
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(iv) If a trade’s payoff can be represented as a combination of European option

payoffs, each European option component must be treated as a separate trade.
Explanation: Examples include collar, butterfly/calendar spread, straddle, strangle.

(b) For the purposes of effective notional calculations, multiple-payment options may
be represented as a combination of single-payment options. In particular, interest rate
caps/ floors may be represented as the portfolio of individual caplets/floorlets, each of
which is a European option on the floating interest rate over a specific coupon period.
For each caplet/floorlet, S and T are the time periods starting from the current date to
the start of the coupon period, while E is the time period starting from the current date

to the end of the coupon period.

Explanation: A bank may decompose options (such as interest rate caps/floors that
may be represented as the portfolio of individual caplets/floorlets) in a manner
consistent with paragraph 12.30(b). The bank shall not decompose linear products (eg.

ordinary interest rate swaps).

o 24

Trade-level adjusted notional amount (for transaction i of asset class a): & Fzz=%

(31) The adjusted notionals are defined at the trade level and take into account both

the size of a position and its maturity dependency, if any.

(). For the purposes of paragraph 12.16 to 12.29 of these Directions, a bank shall

calculate the transaction-level adjusted notional amount as follows:

a) For interest rate and credit derivatives, the transaction-level adjusted notional

amount is the product of the transaction notional amount converted to the

domestic currency, and the supervisory duration = E&E Sz= which is

calculated using the following formula:
_ exp(—0.05 = S;) — exp(—0.05 = E})
HEd Sy 0.05

-

o]

where,
(i) Si and Ei (expressed in years) are the periods of time (starting from
the current reporting date) until the start and end, respectively, of the

time period referenced by the interest rate or credit derivative, as
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b)

(32)

applicable. In case the start date has occurred (e.g., an ongoing interest

rate swap), a bank shall set Sito zero; and (ii) = =& Sz = is subject to
a minimum of ten business days.

For foreign exchange derivatives, the adjusted notional amount is defined as
the transaction notional amount of the foreign currency leg of the contract
converted to the domestic currency. In case both legs of a foreign exchange
derivative are denominated in currencies other than the domestic currency, the
notional amount of each leg is converted to the domestic currency and the leg

with the larger domestic currency value is the adjusted notional amount.

For equity and commaodity derivatives, the adjusted notional amount is defined
as the product of the current price of one unit of the stock or commodity and

the number of units referenced by the transaction.

For the purpose of paragraph 12.31 of these Directions, a bank shall use the

transaction notional amount stated in the contract in the case where it is stated clearly

and fixed until maturity. In other cases, the bank shall determine the transaction

notional amount as follows:

a)

b)

For transactions where the notional amount is a formula of market values, the
bank shall calculate the transaction notional amount by using current market
values in the formula.

For all interest rate and credit derivatives with variable notional amounts
specified in the contract, the bank shall calculate the transaction notional
amount as the time-weighted average notional over the remaining life of the
derivative. This treatment does not apply to transactions where the transaction
notional amount varies due to price changes (examples include foreign
exchange derivatives).

Note - Examples of derivatives with variable notional amounts include
amortising and accreting swaps.

For leveraged swaps, the bank shall calculate the transaction notional amount
by converting the stated notional amount into the notional amount of an

equivalent unleveraged swap. Where all rates in a swap are multiplied by a
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factor, the bank shall calculate the transaction notional amount as the product

of the stated notional amount and the factor on the rates.

d) For a derivative contract with multiple exchanges of principal, the bank shall
calculate the transaction notional amount as the product of the stated notional
amount and the remaining number of exchanges of principal in the derivative

contract.

e) For a derivative contract that is structured such that on specified dates any
outstanding exposure is settled and the terms are reset so that the fair value
of the contract is zero, the bank shall calculate the remaining maturity based

on the next reset date.

Supervisory delta adjustments: = =212

(33) For the purposes of paragraph 12.16 to 12.29 of these Directions, a bank shall

ng

calculate the appropriate supervisory delta adjustment &= for transaction i’ to

reflect the direction of the transaction and its non- linearity (if applicable) as follows:
Long in the primary | Short in the primary risk
risk factor factor

Instruments that are not
options or CDO tranches

Bl
n |:,'

=
pEmay = —1

Fyw=+1

where,

‘Long in the primary risk factor” means that the market value of the instrument
increases when the value of the primary risk factor increases; and

“Short in the primary risk factor” means that the market value of instrument
decreases when the value of the primary risk factor increases.

Note - The delta adjustment under negative sign is relevant only for those transactions
which are within the legally enforceable netting agreements. For those transactions
which are not covered under such a netting agreement, the delta adjustment will be
positive in all cases, i.e., for both long and short positions.

Bought Sold
n| 2} n| 2}
2H 2o 2d 20
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where, ¢ represents the standard normal cumulative distribution

function.

Pi is the underlying price (for example, spot, forward, average, etc.). Where
appropriate, the bank shall use the forward value instead of the spot value of the
underlying in the supervisory delta adjustment formula in order to account for the
risk-free rate and for possible cash flows prior to the option expiry such as dividends.
Kiis the strike price.

Ti is the period of time (starting from the current reporting date) until the latest

contractual exercise date of the option, expressed in years. @ &Szz is the
appropriate supervisory option volatility specified in Table 2 of these Directions; and

Aj— For interest rate options where & &z= /= Etzz is zero or negative, a bank shall

=

incorporate a shift in the price and strike values and Aj represents the presumed
lowest possible extent to which interest rates in the respective currency can become
negative. In all other cases, Ajis zero.

Note - In case a bank uses non-zero values of A, the bank shall seek specific
approval from the Reserve Bank for the appropriate value of A;. The bank shall apply
the same value of A; consistently for all interest rate options in the same currency.

Purchased (long protection) Sold (short protection)
cDO Y EEEE
tranches —4 15 __ 15
(1+ 14 ,21) * (1+ 14 ,71) (1+ 14 .1 * (1+ 14 ,11)
where,
Ai is the attachment point of the CDO tranche; and Di
is the detachment point of the CDO tranche.

(34) A bank shall treat an n"-to-default transaction on a pool of m reference names
as a CDO tranche for the purposes of calculating the supervisory delta adjustment for
the transaction. The bank shall use an attachment point of A=(n-1)/m and a

detachment point of D=n/m to calculate the supervisory delta adjustment for the
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transaction in accordance with the formula applicable to CDO tranches in paragraph

33 of these Directions.

Maturity Factors

(35) The minimum time risk horizon for an unmargined transaction is the lesser of one

year and the remaining maturity of the derivative contract, floored at ten business days.
A bank shall calculate the appropriate maturity factor = E Il Stxadznsasnz for

transaction i’ reflecting the time risk horizon appropriate for the type of transaction

(i.e., unmargined or margined) as follows:

a) for unmargined transactions, using the following formula:

1| 2t 1| EI‘ﬂl HOZEI D SN SN D 2P D 2PD2P N SN 2P| 2 =
BH E BH el sy S Eau T ad & E=3 =ad I

?—!'ﬂil 1y 2| lll%(l H 2 0 20 20| 20| =,

i 3H = 3d = = od o od ez 1 e

where,

(i) Mi (expressed in years) is the remaining maturity of transaction ‘', and is
based on the time period (starting from the current reporting date) until the

latest date when the transaction may still be active; and
(i) Miis subject to a minimum of 10 business days.

Explanation: For example, for a one-month option on a 10-year Treasury bond, & Etz=

of the transaction is one month, (i.e., the one-month to expiration date of the derivative

contract) and & &=z = of the transaction is based on the 10-year remaining maturity on

the Treasury bond and is 10 years.

b) For margined transactions, using the following formula:

nEngmgNg g N uE 3 "E"J B0 20| 20| 2l w5
[=] I

= cH 20 2 @A 8Hd HAas =
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where MPOR; is the margin period of risk appropriate for the margin agreement

containing transaction ‘i ', subject to the floors as specified in paragraph 12.36

of these Directions.

(36) For the purposes of paragraph 12.35(b) of these Directions, a bank shall

calculate maturity factor using margin period of risk (MPOR), subject to specified floor.

The bank shall first estimate the margin period of risk for each of its netting sets. It

shall then use the higher of their estimated margin period of risk and the relevant floor

in the calculation of the maturity factor. The floor for the margin period of risk are as

follows:

a) Ten business days for non-centrally-cleared derivative transactions subject to

daily margin agreements,

b) The sum of nine business days plus the re-margining period for non-centrally

cleared transactions which are not subject to daily margining agreements.

(37) The following are exceptions to the floors on the minimum margin period of risk

set out in paragraph 12.36

(i)

(ii)

20 business days for netting sets that are not with a central counterparty
and where the number of transactions exceed 5,000 at any time during
previous quarter.

20 business days for netting sets containing one or more transactions
involving either filliquid collateral’, or an ‘OTC derivative that cannot be
easily replaced’, determined in the context of stressed market conditions.
Explanation: (1) Examples of situations where transactions are deemed
illiquid for this purpose include, but are not limited to, transactions that are
not marked daily and transactions that are subject to specific accounting
treatment for valuation purposes (e.g., OTC derivatives transactions
referencing securities whose fair value is determined by models with inputs
that are not observed in the market).

(2) Stressed market conditions will be characterised by the absence of
continuously active markets where a counterparty would, within two or

fewer days, obtain multiple price quotations that would not move the
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market or represent a price reflecting a market discount (in the case of
collateral) or premium (in the case of an OTC derivative).

(i) In case a bank has experienced more than two margin call disputes on a
particular netting set over the previous two quarters that have lasted longer
than the applicable floor on MPOR [before consideration of this
subparagraph (iii)], then the bank shall use double the applicable floor on

MPOR for that netting set for the subsequent two quarters.

Explanation: In the case of non-centrally cleared derivatives, the provision

is applicable only to variation margin call disputes.

(38) For the purposes of the calculation of the maturity factor for a transaction in
accordance with paragraph 12.35 of these Directions, a bank shall use standard

market convention to convert business days into years, and vice versa.

Explanation: For example, (a) for unmargined transactions, a bank should calculate
the floor for Mi as 10/250 to indicate Miin years, where a year is represented by 250
business days; and (b) for margined transactions, a bank should represent the

denominator as 250 business days if the MPOR is expressed in business days.

(39) If a derivative transaction has another derivative transaction as its underlying
and may be physically exercised into the underlying derivative transaction (i.e., the
bank would assume a position in the underlying derivative transaction in the event of
exercise), then a bank shall set Mireferred to in paragraph 12.35(a) of these Directions
as the time period (starting today) until the final settlement date of the underlying

derivative transaction.

Explanation: Example of a derivative transaction that has another derivative

transaction as its underlying includes swaptions.

Supervisory parameters

(40) For the purposes of paragraph 12.16 to 12.29 of these Directions, a bank shall
apply the supervisory parameters for the supervisory factor, correlation factor and
supervisory option volatility as provided in Table 2 of these Directions, except in the

following cases:
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a) for a hedging set consisting of basis transactions, the bank shall adjust the

applicable supervisory factor as provided in Table 2 of these Directions by

multiplying it by a factor of 0.5; and

b) for a hedging set consisting of volatility transactions, the bank shall adjust the

applicable supervisory factor as provided in Table 2 of these Directions by

multiplying it by a factor of 5.

Table 2

: : Supervisor

Asset Class Sub-Class Su?:zrcvtlc;srory Co;;e;lflotlron pOpti_o_n ’

Volatility
Interest Rate - 0.50% Not Applicable 50%

Foreign Not

Exchange i 4.00% Applicable 15%
AAA 0.38% 50% 100%
AA 0.38% 50% 100%
Credit, Single A 0.42% 50% 100%
Name BBB 0.54% 50% 100%
BB 1.06% 50% 100%
B 1.60% 50% 100%
CCcC 6.00% 50% 100%
_ IG 0.38% 80% 80%
Credit, Index SG 1.06% 80% 80%
cauity ig‘gg 32% 50% 120%
Index 20% 80% 75%
Electricity 40% 40% 150%
Oil/Gas 18% 40% 70%
Commodity Metals 18% 40% 70%
Agricultural 18% 40% 70%
Other 18% 40% 70%

Note - A bank is currently not permitted to engage in index credit derivative

transactions.
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13. Treatment of multiple margin agreements and multiple netting sets

(1)

In the case where a single netting set consists of both margined and

unmargined transactions or where a single netting set consists of margined

transactions covered by multiple variation margin agreements, a bank shall divide the

netting set into sub-netting sets that align with their respective margin agreements.
The bank shall:

a)

b)

calculate the RC for the entire netting set in accordance with paragraph 11.5 of

these Directions where:

(i) V is the current market value of all derivative transactions (i.e., margined

and unmargined) in the netting set.

(i) C is the haircut value of net collateral held by the bank for all derivative
transactions within the netting set (i.e., variation margin and NICA adjusted
by applying the standard supervisory haircuts provided in paragraph 163 of
the Commercial Banks- Prudential Norms on Capital Adequacy Directions,
2025, for the margin period of risk of the transactions, such that the value
of non-cash collateral posted by the bank to its counterparty is increased,
and the value of non-cash collateral received by the bank from its

counterparty is decreased).

(i) TH is the sum of the counterparty thresholds across all variation margin

agreements within the netting set; and

(iv) MTA is the sum of the minimum transfer amounts across all variation margin

agreements within the netting set.

calculate the PFE of the entire netting set as the product of the aggregate addon

and the multiplier where:

() the multiplier is calculated in accordance with paragraph 12.1(b) of these
Directions, with the inputs V and C calculated in accordance with

paragraphs 13.1(a)(i) and 13.1(a)(ii) of these Directions; and

(i) the aggregate add-on is calculated as the sum of the aggregated add-ons

for each sub-netting set where:

43



(2)

a. all unmargined transactions within the netting set form a single sub-

netting set; and

b. all margined transactions within the netting set that share the same

MPOR form a single sub-netting set.

In case a single margin agreement applies to multiple netting sets, a bank shall:

a) calculate the replacement cost for the entire margin agreement as follows:

DRI Ry gy — DI E| DD 2 D20 ZYT 2 (T2}, =

1
2H HA 8H HAGs Eau = 2 ——28d =2 28d AN BH — 28H = 2d J\A{EH IT B4 20 ed =) 0}_
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D20 2 -1 21

2H 30 8H I H = gd =

1 1 1 h)
—E R B B {E Blagne; 030
=

|21

c }
BHBO 8 X T ad = a8d =

where,

() the summation NSEMA is across the netting sets covered by the margin

agreement.
(i) Vns is the current mark to market value of the netting set NS; and

(iif) Cwma is the haircut value of all currently available collateral under the margin

agreement.

Explanation: The first term is equal to the unmargined current exposure of the
bank to the counterparty aggregated across all netting sets within the margin
agreement reduced by positive current net collateral (i.e., collateral is
subtracted only when the bank is a net holder of collateral). The second term is
equal to the current net posted collateral (if any) reduced by the unmargined
current exposure of the counterparty to the bank aggregated across all netting
sets within the margin agreement (i.e., it is non- zero only when the bank is a
net poster of collateral). Net collateral available to the bank should include both
VM and NICA.
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b) allocate the available collateral C to the netting sets, for the calculation of

multiplier, as follows:

(i) in case the bank is a net receiver of collateral (C>0), all individual collateral
amounts that are allocated to the individual netting sets shall be positive or
zero. The bank shall first allocate to netting sets with positive market values,
collaterals up to the amount of the market values of the respective netting
sets. The bank may attribute surplus collateral freely among all other netting
sets only after all the netting sets with positive market values have been

compensated.

(i) in case the bank is a net provider of collateral (C<0), all individual collateral

amounts that are allocated to the individual netting sets shall be negative

or zero. The bank shall first allocate to netting sets with negative market
values, collaterals up to the amount of the market values of the respective
netting sets. In case the collateral provided is larger than the sum of the
negative market values of the netting sets, the bank shall set all multipliers
to 1; and

(i) the bank shall ensure that the allocated collaterals add up to the total

amount of collaterals available for the margin agreement.

c) calculate the amount for potential future exposure for the entire margin
agreement as the sum of netting set-level PFEs calculated using the formulas
for unmargined transactions, as follows:

213y 24 12 2 2

2 n|= BH BT 2H 2O 2H AKX n
an '-EI:I}\A 0| 20| 2} = ngin 2020
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where, 2 B8 B Soan 2RSS UYUYAAUEUYUE s the PFE for netting set

‘NS’ calculated using the formulas for unmargined transactions.

14. Treatment of collateral taken outside of netting sets

(1) A bank shall treat eligible collateral, which is taken outside a netting set but is

available to the bank to offset losses due to counterparty default on one netting set
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only, as an independent collateral amount associated with the netting set and used
within the calculation of the replacement cost in accordance with paragraph 11.1 and
11.5 of these Directions (depending on whether the netting set is unmargined and

margined).

(2) A bank shall treat eligible collateral, which is taken outside a netting set but is
available to the bank to offset losses due to counterparty default on more than one
netting set, as collateral taken under a margin agreement applicable to multiple netting

sets and calculate RC and PFE in accordance with paragraph 13.2 of these Directions.

3) In cases where the eligible collateral is available to offset losses on
nonderivative as well as exposures determined using the SA-CCR, a bank shall use
only the portion of the collateral assigned to the derivatives to reduce the derivatives

exposure.

Chapter lll: Exposures to central counterparties (CCP)

15. Overview

(1) Abankshallinclude the exposures arising from OTC derivatives transactions,
exchange traded derivatives transactions, securities financing transactions (SFTs),
and long settlement transactions for calculating exposures to a central counterparty
(CCP). While calculating exposures to CCPs, a bank shall notinclude the exposures
arising from the settlement of cash transactions which are subject to the
requirements in paragraph 86 of the Commercial Banks- Prudential Norms on

Capital Adequacy Directions, 2025.

Explanation: Settlement of cash transactions include equities, fixed income, spot

foreign exchange.

(2)  Where the clearing member-to-client leg of an exchange-traded derivative
transaction is conducted under a bilateral agreement, a bank shall, whether it is a
clearing member or a client in the transaction, or a lower-level client or higher-level
client in the case of a multi-level client structure, capitalise that transaction as an

OTC derivative transaction.
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3 For treating a CCP as a qualifying CCP (QCCP), a bank shall ensure that the
CCP meets the definition of QCCP as provided in paragraph (6A)(23)) of these

Directions.

(4)  Subject to paragraph 15.5 of these Directions, a bank shall calculate the risk

weighted assets (RWA) for exposures to a QCCP as the sum of:

a) RWA for QCCP trade exposures calculated in accordance with paragraph 16

of these Directions.

b) RWA for default fund exposures, calculated as the capital requirement in
accordance with paragraphs 17 to 20 of these Directions multiplied by a factor
of 12.5.

Note - A bank shall apply O per cent risk weight to its contributions to prepaid

default funds covering settlement-risk-only products.

(5)  Where a bank’s RWA for exposures to a QCCP is higher than the RWA that
would have applied if the CCP was a non-qualifying CCP (calculated in accordance
with paragraph 15.6 of these Directions), the bank shall calculate its RWA for

exposures to QCCP in accordance with paragraph 15.6 of these Directions.

(6)  Abank shall calculate the RWA for exposures to a non-qualifying CCP as the

sum of;

a) RWA for non-qualifying CCP trade exposures calculated by applying the
applicable risk weight in accordance with the Standardised Approach for credit
risk.

b) 1250 per cent of default fund exposures, including both the funded and the
unfunded contributions which are liable to be paid if the CCP so requires.
Where there is unlimited liability for unfunded contributions arising from
unlimited binding commitments of a bank to the default fund of a CCP, RBI will
review in its Pillar 2 assessments the amount of unfunded commitments to
which a 1250 per cent risk weight has been applied.

Note - A bank shall apply O per cent risk weight to its contributions to prepaid
default funds covering settlement-risk-only products.
@) In case a CCP ceases to meet the requirements to be treated as a QCCP set

out in paragraph 15.3 of these Directions, a bank may continue to calculate RWA
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for exposures to CCP as if the exposures are with a QCCP for a period not
exceeding three months from the date CCP ceases to qualify as a QCCP, unless
the Reserve Bank requires otherwise. After the three months, the bank shall
calculate the RWA for exposures to such a CCP in accordance to rules applicable

for non- QCCP, provided in paragraph 15.6 of these Directions.

(8) Regardless of whether a CCP is classified as a QCCP or not, a bank shall
ensure that it maintains adequate capital for its exposures to a CCP. A bank shall
consider as part of its Internal Capital Adequacy Assessment Process (ICAAP)
whether it should hold capital in excess of the requirements set out in paragraph

15.4 and 15.6 of these Directions, including where:

a) its dealings with the CCP give rise to riskier exposures.

b) given the context of that bank’s dealings with the CCP, it is unclear that the
CCP meets the definition of a QCCP as provided in paragraph (6A)(23) of these

Directions; or

c) an external assessment has found material shortcomings in the CCP or the
regulation of CCPs, and the CCP and/or the CCP regulator have not since

publicly addressed the issues identified.

Explanation: Example of an external assessment include Financial Sector

Assessment Program of International Monetary Fund.

(9)  Where a bank s acting as a clearing member of a CCP, the bank shall assess
through appropriate scenario analysis and stress testing whether the level of capital
held against exposures to a CCP adequately addresses the inherent risks of those
transactions. In the assessment, the bank shall include potential future or contingent
exposures resulting from future drawings on default fund commitments, and from
secondary commitments to take over or replace offsetting transactions from clients
of another clearing member in case of this clearing member defaulting or becoming

insolvent.

(10) A bank shall monitor and report to senior management and the appropriate
committee of the Board on a regular basis (quarterly or at more frequent intervals)

all of its exposures to CCPs, including exposures arising from trading through a CCP
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and exposures arising from CCP membership obligations such as default fund

contributions.

Explanation: Example of appropriate committee of the Board include Risk

Management Committee.

16. Trade Exposures to QCCPs

Clearing member exposures to QCCPs

(1) Where a bank acts as a clearing member of a QCCP for its own purposes, the
bank shall apply a risk weight of 2 per cent to the bank’s trade exposure to the QCCP
in respect of OTC derivatives, exchange traded derivative transactions, SFTs, and
long-settlement transactions. Where a bank acting as a clearing member of a QCCP
offers clearing services to clients, the bank shall apply a risk weight of 2 per cent to its
trade exposure to the QCCP that arises when the clearing member is obligated to
reimburse the client for any losses due to changes in the value of its transactions in
the event that the QCCP defaults. The bank shall calculate its RWA for collateral
posted to the QCCP in accordance with paragraphs 16.10 to 16.15 of these Directions.

Provided that, a clearing member (bank) is not required to maintain capital for such
transactions, for the trade exposure to the QCCP, if it is not obligated to reimburse the
client for such losses, provided the bank obtains and maintains an independent,
written, and reasoned legal opinion that it is protected from any such liability in case of
QCCP defaults.

(2) A bank shall calculate the exposure amount for trade exposure to QCCP in
accordance with the methods set out in paragraph 6C(1) and 6C(2) of these Directions
for derivatives and SFTs respectively. While applying these methods, a bank shall

comply with the following requirements:

a) Provided that the netting set does not contain illiquid collateral or exotic
transactions and provided there are no disputed transactions within the netting
set, the bank shall not apply the 20 business days floor for the margin period of

risk (MPOR)where the number of trades exceeds 5000.
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b) the bank shall, in all cases, apply a minimum margin period of risk of 10
business days for computation of trade exposures to QCCPs for OTC

derivatives.

c) where QCCPs retain variation margin against certain transactions and the
collateral posted by a clearing member is not protected against the insolvency
of the QCCP, the bank shall ensure that the minimum time risk horizon applied
to the bank’s trade exposures on such transactions is the lesser of one year
and the remaining maturity of the transactions, subject to a floor of 10 business

days.

(3)  Where the settlement of transactions is legally enforceable on a net basis in an
event of default, regardless of whether the counterparty is insolvent or bankrupt, a
bank shall calculate the total replacement cost of all contracts relevant to the
calculation of trade exposure as a net replacement cost if the applicable close-out
netting sets meet the requirements set out in paragraph 87 of the Commercial Banks-
Prudential Norms on Capital Adequacy Directions, 2025 for repo-style transactions
and paragraph 10.3 of these Directions in the case of derivative transactions. In case
the bank is not able to demonstrate that netting agreements meet these requirements,
the bank shall treat each single transaction as a netting set of its own for the calculation

of trade exposure.

Note - The treatment is applicable for any netting agreement that provides legally
enforceable rights of set-off in respect of derivative transactions. For example, the
membership agreement together with relevant netting provisions contained in a

QCCP’s bye laws, rules and regulations are also a type of netting agreement.

Clearing member bank exposures to clients

(4) A bank that is a clearing member of a CCP shall capitalise its exposures
(including potential CVA risk exposure) to clients as bilateral trades, irrespective of
whether the clearing member guarantees the trade or acts as an intermediary between
the client and the CCP. However, to recognize the shorter close-out period for cleared
transactions, a bank that is a clearing member of a CCP may capitalise the exposure

to its clients by applying a margin period of risk of at least five business days while
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computing the trade exposure using the SA-CCR. The reduced exposure shall also be

used for the calculation of the CVA capital requirement.

(5) In case a clearing member bank collects collateral from a client for client cleared
trades and passes this collateral on to the CCP, the clearing member bank may
recognise such collateral as credit risk mitigant for capitalising both the CCP-clearing
member leg and the clearing member-client leg of the client cleared trade. Therefore,
a clearing member bank may recognise the initial margin posted by clients to the
clearing member as credit risk mitigant for computing the exposure the clearing
member bank has against these clients. Where the bank is part of a multi-level client
structure, the bank may apply the same treatment for such collateral, in an analogous
fashion, to multi-level client structures (between a higher-level client and a lower-level

client).

Note - In case a clearing member bank is obligated to reimburse the client for any loss
of posted collateral in the event the CCP defaults, it shall compute the capital
requirement for the posted collateral held by the CCP as an exposure to the CCP. If it
is not obligated to reimburse the client for any loss of such posted collateral in the
event the CCP defaults, the clearing member bank may not be subjected to the capital

requirements for the posted collateral.

Client bank exposures

(6)  Subject to meeting the conditions set out in paragraph 16.7 of these Directions,
a bank shall treat the exposures arising from the following transactions as a trade
exposure to CCP and calculate the RWA for such exposure in accordance with

paragraphs 16.1 to 16.3 of these Directions:
a) A bank’s exposure to clearing member where:
() the bank s a client of the clearing member; and

(i) the transactions arise as a result of the clearing member acting as a
financial intermediary (i.e., the clearing member completes an offsetting

transaction with a CCP).
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b) A bank’s exposure to a CCP resulting from a transaction with the CCP where:
(i) the bank s a client of a clearing member; and

(i) the clearing member guaranteeing the performance of the bank’s exposure
to the CCP.

c) Exposures of lower-level clients to higher level clients in a multi-level client
structure, provided that for all client levels in-between the conditions set out in

paragraph 16.7 of these Directions are met.

(7)  For the purpose of paragraph 16.6 of these Directions, the bank shall meet the

following conditions:

a) The offsetting transactions are identified by the CCP as client transactions.

b) The collateral to support the offsetting transaction is held by the CCP and / or
the clearing member, as applicable, under arrangements that prevent any
losses to the client due to
() the default or insolvency of the clearing member.

(i) the default or insolvency of the clearing member’s other clients; and

(i) the joint default or insolvency of the clearing member and any of its other
clients.

Regarding the condition set out in the above paragraph:

a. the bank shall ensure that upon the insolvency of the clearing member,

there is no legal impediment (other than the need to obtain a court order

to which the client is entitled) to the transfer of the collateral belonging to
clients of a defaulting clearing member of the CCP, to one or more other
surviving clearing members of the CCP or to clients or their respective
nominees.

b. The bank shall have conducted sufficient legal review (and undertake such
further review as necessary to ensure continuing enforceability) and shall
have a well-founded basis to conclude that, in the event of legal challenge,
the relevant courts and administrative authorities would find that such
arrangements mentioned above would be legal, valid, binding and

enforceable under the relevant laws of the relevant jurisdiction(s).
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c) Relevant laws, regulations, rules, contractual, or administrative arrangements
provide that the offsetting transactions with the defaulted or insolvent clearing
member are highly likely to continue to be indirectly transacted through the
CCP, or by the CCP, should the clearing member defaults or becomes
insolvent. In such circumstances, the client positions and collateral with the
CCP will be transferred at market value unless the client requests to close out
the position at market value. While assessing if the offsetting transactions are
highly likely to be ported (i.e., indirectly transacted), the bank shall consider (i)
whether there is a clear precedent for transactions being ported at a CCP; and
(i) whether the industry intent is for the practice to continue. The fact that CCP
documentation does not prohibit client transactions from being ported is not
sufficient to say they are highly likely to be ported.

(8) For the purpose of paragraph 16.6 of these Directions, where all the conditions
set out in paragraph 16.7 of these Directions, other than paragraph 16.7(b)(iii) of these
Directions, are met and the concerned CCP is a QCCP, a bank shall apply a risk

weight of 4% to the client’s exposure to the clearing member or to higher-level client.

Note - Where the collateral is posted by a bank as a client of a clearing member and
is not held at the QCCP in a bankruptcy remote manner and where it does not meet
the conditions set out in paragraph 16.7 and 16.8, the bank shall apply the relevant
risk weight of clearing member (i.e., in accordance with the standardised approach for

credit risk) to the collateral posted.

(9) For the purpose of paragraph 16.6 of these Directions, where the conditions set
out in paragraph 16.7 of these Directions are not met, a bank shall capitalize its
exposure (including potential CVA risk exposure) to the clearing member or to the

higher-level client as a bilateral transaction.

Treatment of posted collateral

(10) In all cases, for any assets posted as collateral by a bank, the bank shall
also apply the appropriate capital treatment that otherwise applies to such assets
under the capital adequacy framework, as if they had not been posted as collateral.
That is, collateral posted must receive the banking book or trading book treatment

it would receive if it had not been posted to the CCP.
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(11) Inaddition to the requirements set out in paragraph 16.10, the posted assets
or collateral are subject to the counterparty credit risk requirements, regardless of
whether they are in the banking or trading book. This includes the increase in the

counterparty credit risk exposure due to the application of haircuts.

Explanation: The counterparty credit risk requirements arise where assets or
collateral of a clearing member or client are posted with a CCP or a clearing
member and are not held in a bankruptcy remote manner. In such cases, the bank
posting such assets or collateral must recognise credit risk based upon the assets
or collateral being exposed to risk of loss based on the creditworthiness of the entity

holding such assets or collateral.

(12) Where a bank acts as a clearing member of a CCP, and posts collateral
(collateral may include cash, securities, other pledged assets, and excess initial or
variation margin, also called over-collateralisation) with the CCP that is included in
the definition of trade exposure to CCP as provided in paragraph (6A)(25) of these
Directions, the bank shall apply the following treatment:

a) in case the collateral is held by a custodian, and is bankruptcy remote from
the CCP, the trade exposure for the collateral posted is not subject to a capital
requirement for counterparty credit risk (i.e., the related risk weight is equal
to zero).

Explanation: Custodian may include a trustee, agent, pledgee, secured
creditor or any other person that holds property in a way that does not give
such person a beneficial interest in such property and will not result in such
property being subject to legally-enforceable claims by such persons,
creditors, or to a court-ordered stay of the return of such property, should

such person become insolvent or bankrupt.

b) in case the collateral is held at the CCP and is not held in a bankruptcy remote
manner, the bank shall apply a risk weight of 2% to such trade exposure.
However, where the bank acts as a clearing member and collects collateral
from a client and posts it to a CCP, and the collateral is not held in a
bankruptcy remote manner, the bank is not subject to capital requirements
for the posted collateral if the bank is not obligated to reimburse the client for

any loss of such collateral in the event that the CCP defaults.
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(13) Where a bank posts collateral as a client of a clearing member of a CCP
and the collateral is included in the definition of trade exposure to CCP, the bank
shall apply the following treatment:

a) in case the collateral is held by a custodian, and is bankruptcy remote from
the CCP, the clearing member and other client banks, are not subject to a
capital requirement for counterparty credit risk for the trade exposure arising
from the posted collateral.

b) In case the collateral is held at the CCP on a client’s behalf and is not held in
a bankruptcy remote manner, the bank shall:

(i) apply a risk weight of 2% to the collateral posted, if the conditions set
out in paragraphs 16.6 and 16.7 of these Directions are met; or

(ii) apply a risk weight of 4% to the collateral posted, if the conditions set
out in paragraph 16.6 and 16.7 of these Directions, other than paragraph
16.7(b)(iii) of these Directions, are met.

(i) apply the risk weight as applicable to an exposure to clearing member
not covered under clearing exposure if the conditions to apply the
treatment in paragraph 16.13(b)(i) and 16.13(b)(ii) of these Directions

are not met.

(14) Where a bank posts collateral with a CCP that does not meet the definition
of trade exposure to CCP and is not posted as a default fund contribution, the bank
shall apply the relevant risk weight of CCP (i.e., in accordance with the

standardised approach for credit risk) to the collateral posted.

(15) For the purposes of paragraphs 16.11 to 16.14 of these Directions, in
calculation of the exposure, the bank shall include collateral that is posted and not
held in bankruptcy remote manner in the NICA term in accordance with paragraphs
11(5) to 11(7) of these Directions.

17.  Default Fund Exposures

(1) A bank shall calculate its capital requirement for default fund exposures to a

QCCP in accordance with paragraphs 17.2 to 20 of these Directions.

(2)  Where adefault fund of a CCP is shared between products or types of business

with settlement risk only (for example, equities and bonds) and products or types of
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business which give rise to counterparty credit risk (i.e., OTC derivative transactions,
exchange-traded derivative transactions, or SFTs), a bank shall calculate the capital
requirement for all of the default fund exposures to the CCP in accordance with
paragraphs 17.4 to 20. of these Directions, without apportioning to the different classes

or types of business or products.

(3)  Where the default fund contributions from clearing members to a CCP are
segregated by product types and only accessible for specific product types, a bank
shall calculate the capital requirements for the default fund exposures of the bank to
the CCP in accordance with paragraphs 17.4 to 20 of these Directions for each specific
product giving rise to counterparty credit risk. In case the CCP’s prefunded own
resources are shared among product types, a bank shall obtain confirmation from the

CCP or any other entity performing the calculations that the CCP has allocated those

D DI DI D2

funds to each of the calculations of & Etzznznz, A SE Sz LA LLE and

ru|-'

S Smenznz, as defined in subsequent paragraphs, in proportion to the

respective product specific exposure.

(4)  The calculation of a bank’s capital requirement for the default fund exposures
to a QCCP using the formulae in paragraphs 18 to 20 of these Directions may be
performed by the bank, the QCCP, authority supervising the QCCP or any other entity
with access to the required data. The formula considers the size and quality of a
qualifying CCP’s financial resources, the counterparty credit risk exposures of such
CCP, and the application of such financial resources via the CCP’s loss bearing
waterfall, in the case of one or more clearing member defaults. However, the bank

shall ensure that the following requirements are met:
a) the QCCP, authority supervising the QCCP or any other entity with access to

the required data calculates & Etzzzn=zzz, o &= Hz=z=z= and
I o arozn e HEEAYRE and confirms to the bank
that the calculation is performed in such a way to permit the authority

supervising the QCCP to oversee those calculations.
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b) the QCCP, authority supervising the QCCP or any other entity performing the
calculations makes available sufficient information of the calculation results to
permit the bank to calculate its capital requirement for the default fund exposures
to a QCCP and to permit the Reserve Bank to review and confirm such

calculations.

c) the QCCP, authority supervising the QCCP or any other entity performing the

calculations, calculates SRR ErR ek SR ] and
o Szyzyz dBElElERE on a quarterly basis at a minimum. However,

Reserve Bank may require more frequent calculations in case of material

changes like QCCP clearing a new product.

d) The QCCP, authority supervising the QCCP or any other entity performing the
calculations, makes available to the Reserve Bank sufficient aggregate
information about the composition of the QCCP’s exposures to its clearing

members and information provided to the clearing member for the purposes of

the calculation of R S EEEETEY ke k= SEEEEIEY and
SN e 2B YA | at least quarterly or more frequently if the Reserve

Bank so requires.

e) The QCCP, authority supervising the QCCP or any other entity performing the

nzng
g, 2H BA aH enI'“'%L’J EIE,

calculations, calculates = Els

a
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=
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=
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3
3
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Bk ey g SR ¥RHRE and 3! Bto=nzye at least quarterly, and whenever

there are material changes to the number or exposures of transactions cleared

by the QCCP or material changes to the financial resources of the QCCP.

(18) CCP’s hypothetical capital requirement (2 Etmznzn=)

D A bank shall ensure that the & 2tm=z==n= is calculated in accordance with the

following formula:
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where,

a) = Ztmzz=z= is the hypothetical capital requirement of the CCP due to its
counterparty credit risk exposures to its clearing members and their clients.

Note - Kcep is @ hypothetical capital requirement for a CCP, calculated on a
consistent basis for the sole purpose of determining the capitalisation of
clearing member default fund contributions; it does not represent the actual
capital requirements for a CCP which may be determined by a CCP and its

supervisor.
b) RW is a risk weight of 20 per cent.

Note - The risk weight of 20 per cent is a minimum requirement. The
Reserve Bank may increase the risk weight taking into account, among
other things, the credit rating of clearing members in a CCP. Any such
increase in the risk weight is to be communicated by the affected bank to

the entity performing the calculations.

c) =EE EE Ez= is the exposure amount of the CCP to Clearing Member

I, including both (i) the clearing member’'s own transactions and client
transactions guaranteed by the clearing member; and (ii) all values of
collateral, with applicable haircuts, held by the CCP (including the clearing
member’s prefunded default fund contribution) against these transactions,
relating to the valuation at the end of the regulatory reporting date before

the margin called on the final margin call of that day is exchanged.

d) The bank shall ensure that the exposure amount of the CCP is calculated

by aggregating all clearing member (CM) accounts.
(2) For the purposes of paragraph 18(1) of these Directions:

a) where a clearing member provides client clearing services, and client

transactions and collateral are held in separate (individual or omnibus)
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b)

subaccounts to the clearing member’s proprietary business, the transactions

and collateral in each such client sub-account shall be included in the sum of
o = 2 Sua separately, i.e., 2 =5 Ea &oa is the sum of the exposure

amounts of the client subaccounts and the exposure amount of any house sub-
account. If any of these sub-accounts contains both derivative transactions and
SFTs, the exposure amount of that sub-account is the sum of the exposure

amount of the derivative transactions and the exposure amount of the SFTs.

Explanation: This ensures that the collateral posted by the client and held at the
CCP cannot be used to offset the CCP’s exposures to clearing members’

proprietary activity in the calculation of Kcce.

where collateral is held by the CCP against a clearing member account or client
sub-account containing both SFTs and derivative transactions, the prefunded
initial margin provided by the clearing member or client of a clearing member
shall be allocated to the exposure amounts of the SFTs and derivative
transactions in proportion to the respective product specific exposure amounts,

calculated in accordance with:

(i) paragraph 157 to 165 of the Commercial Banks- Prudential Norms on

Capital Adequacy Directions, 2025 for SFTs; and

(i) paragraph 10 to 14 of these Directions for derivative transactions, without

d)

including the effects of collateral.

where the default fund contributions of a clearing member are not split with
regards to client and house sub-accounts, such default fund contributions are
to be allocated per sub-account according to the respective fraction the initial
margin of the sub-account has in relation to the total initial margin posted by or

for the account of the clearing member.

the netting sets that are applicable to regulated clearing members are the same
as those referred to in paragraph 16.3 of these Directions. For all other clearing
members, the netting rules of the CCP notified to its clearing members shall
apply. The Reserve Bank may specify more granular netting sets than laid out
by the CCP.
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e) For derivative transactions, & &= ZHa &z g is calculated as the bilateral trade

exposure the CCP has against the clearing member ‘i’ using the SA-CCR as

provided in paragraph 10 to 14 of these Directions. In applying the SA-CCR:

() A margin period of risk of 10 business days shall apply (The 20 business
days floor on the margin period of risk for netting sets where the number of

trades exceeds 5,000 at any point in a quarter does not apply).

(i) All collateral held by the CCP to which the CCP has a legal claim in the
event of the default of clearing member ‘I’ or its client, including default fund
contributions of clearing member ‘I, may be used to offset the CCP’s
exposure to clearing member ‘I’ or its client through inclusion in the PFE

multiplier in accordance with paragraph 12.1 of these Directions.

fy For SFTs, A Z& Eal&za isequal to HEH B S E BB Eaa -

=

B Bl — 2 &3 8lae; 0), where:

() =S4 EH 2ta e is the exposure amount to clearing member ‘i’ before

credit risk mitigation in accordance with paragraph 157 to 165 of the
Commercial Banks- Prudential Norms on Capital Adequacy Directions,
2025. For the purposes of this calculation, variation margin that has been
exchanged (before the margin called on the final margin call of that day)

enters into the mark-to-market value of the transactions.

(i) T 2HA 2t is the initial margin collateral posted by the clearing member ‘7

with the CCP; and

(i) & &5 Bogy is the prefunded default fund contribution by the clearing

member ‘' that will be applied upon the default of the clearing member,
either along with or immediately following the initial margin posted by the

clearing member, to reduce the CCP’s loss.
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Capital Requirement for clearing member bank’s default fund exposures to a CCP

(19) A bank shall calculate its capital requirement for default fund exposures to a

CCP using the following formula, where a 2% risk weight floor is applied to the default

fund exposure:

'l Tl Tl mn mn .
mienen B E A ANB NN vz nynangy; 8%

* 204 * nj =2 1|2, B ERE R

2H HA 2H 2o 5y = 2

N2 Elmanyenz + N 20| Elmz=ng
[==] [==] [==]

2H HA 2H 20 et T ad =

where,

a)

b)

d)

H Zlmenzmy is the capital requirement on the default fund exposure of

clearing member bank ‘i ' to the CCP.

nj
aH B

n| 2|0 2yn| g
2H HA 2

I B 2n 2 2ERYALAE s the total prefunded default fund contributions

>H1J

from all clearing members to the CCP.

nj
ad B

>H1J

HEmen=nz is the CCP’s prefunded own resources (eg contributed

capital, retained earnings, and other resources approved by the authority
supervising the CCP) which are contributed to the default waterfall, where
these are junior or pari passu to prefunded default contributions of the

CCP’s clearing members; and

SO Bl gdeE g gdd s the prefunded default fund contributions of the

clearing member bank ‘i ' to the CCP.

(20) For the purposes of calculating the bank’s capital requirement for default fund

exposures to a QCCP as provided in paragraph 19 of these Directions, a bank shall

not subject its exposures for collateral posted as default fund contributions to a QCCP

to haircuts.

61



21. Disclosures

(1) A bank shall disclose all exposures in the banking book and trading book that
are subject to a counterparty credit risk charge, including the charges applied to
exposures to central counterparties (CCPs), as part of its Pillar 3 disclosure

requirements. The disclosure requirements under these Directions are:
a) Table CCRA - Qualitative disclosure related to CCR
b) Template CCR1 - Analysis of CCR exposures by approach
c) Template CCR2 - CCR exposures by regulatory portfolio and risk weights
d) Template CCR3 - Composition of collateral for CCR exposures
e) Template CCR4 - Credit derivatives exposures
f) Template CCR5 - Exposures to central counterparties

(2)  The detailed template and disclosure frequency is provided in Annex lll.

Annex I
l. lllustrative examples of the application of the SA-CCR to sample portfolios

Note - The calculations are for illustrative purposes only to aid banks in their

understanding of the Directions.
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Example 1: Interest Rate and Credit Derivatives (No netting or margining agreement

in place)
1. The table below summarises the relevant contractual terms of an interest rate

derivative and credit default swap. All notional amounts and market values in the table

are given in INR lakhs.

Table A
Instrument Residual | Currency | Notional | Pay Leg Receive | Market
Type maturity Amount Leg Value
1 Interest Rate | 10 years INR 10,000 Fixed Floating 30
Swap
Instrument Residual | Currency | Notional | Reference | Position | Market
Type maturity _ Value
Amount Entity -
Rating
2 Single-name 6 years INR 10,000 AA Protection -40
CDS Seller

2. As set out in the definition of netting set [paragraph 6A(19) of Directions], both
the transactions should be interpreted as their own netting set (Interest rate swap as
Netting Set 1 and Credit Default Swap as Netting Set 2) as the transactions are not
subject to a legally enforceable bilateral netting arrangement. Thus, calculation of CCR
exposure of both the transactions would be done independently. Further, there is no
margin agreement in place, and it is assumed that there is no exchange of collateral

(independent amount/initial margin, or IM) at inception.
CCR Exposure of interest rate swap

3. For the unmargined netting set, the replacement cost is calculated using the

formula provided in paragraph 11.1 of the Directions, as under:

2H . — 2d = 2d AA

0| 2| 0| =24 1 E{ﬂl

all EI-.O}

T BH HA,

Thus, using the market values indicated in the table A:

RC; = max{30-0,0} = 30
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4, Potential Future Exposure is calculated for each netting set using the formula

provided in paragraph 12.1 of the Directions, as under:

1) 2o gpn) 2

E_Dnznzngn g mngmn
2H 20 2H 20 2H AA _EI:IElEAE EglEgl

niZ2n|zyn| 12 10| 2
HEHHI_HI_EHAE g X ¥

gjn|g|n2mn
HEEHI_EHA 2H A

k) k) k) k) k)

5. The value of the multiplier is also based on Addon?%9re%2t¢ thus Addon?@ddresate
should be calculated first. However, given that the transaction is under-collateralised
[i.e., (VC)>0], the value of multiplier can be simply taken as 1, as explained in
paragraph 12.3 of the Directions.

6. The netting set contains only 1 transaction that belongs to interest rate asset

class. Accordingly, the add-on will be computed using the steps provided in paragraph
12.16 of the Directions.

7. Step 1 is to calculate the effective notional for the transaction, using the

following formula:
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a) For interest rate derivative, transaction-level adjusted notional amount

(2 ZH#d8yz ) is the product of the transaction notional amount and the

supervisory duration (SDi). SDi is calculated using the following formula:

__ exp(—0.05+5;)—exp(—0.05+E;)
HEE Sy 0.05

n
2d
where,
Siis the start date and will be equal to 0 (ongoing interest rate swap).

Eiis the end date and will be equal to 10.

Accordingly, SDi would be 7.87; and z &=z =z32%# would be 78,694 [multiplying

SDi and notional amount i.e., 10,000].

b) The supervisory delta adjustment (& &=z=) would be 1 as the

transaction is not an option nor CDO tranche. Since the transaction is not

covered under a netting agreement, the delta adjustment will be positive in all
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cases, i.e., for both long and short positions in the primary risk factor which in

this case is the reference floating rate.

c) The maturity factor (2! 22 &#832353%52) for unmargined transaction

would be calculated using the formula in paragraph 12.35(a) of the Directions.
Since the transaction has a remaining maturity in excess of one year, the

maturity factor would be 1.

Accordingly, the effective notional for the transaction would be as follows:
o FZgy@=HE =1x78,694x1 = 78,694

8. Step 2 to Step 5 involves allocating the interest rate derivatives in a netting set
into hedging sets, which are further divided into maturity categories; and calculation of
effective notional at maturity-bucket level and hedging set level using the transaction-
level effective notional. However, given that the netting set in this example consists of
1 interest rate derivative, the hedging set will also consist of the same derivative and
there will be no offsetting within hedging set (neither within maturity categories nor
across maturity categories). Thus, the hedging set-level effective notional calculated

in Step 5 would be simply equal to transaction level effective notional calculated in

Step 1 (i.e.,
sE s E R P SRR E T PR
% =78,694)

0. Step 6 involves calculation of hedging set level add-on by multiplying the

hedging set-level effective notional by the supervisory factor. As set out in Table 2 of
the

Directions, the supervisory factor for interest rate asset class is 0.5%. Accordingly,

ru|-l

| PN SN S0 2,
2H BA 2H BA 2H BA 2H BA

= === = 0.5% * 78,694 = 393.47
10. As set out earlier, the netting set contains only 1 transaction, thus hedging set
level add-on will be equal to asset class-level add-on and aggregate add-on because

there are no other derivatives in the netting set. Thus,
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11.  Accordingly, PFE for interest rate swap would be:
PFE1 = 1*393.47

12. The CCR exposure for the interest rate swap, not covered by a bilateral netting
agreement, would be calculated using the formula set out in paragraph 10.1 of the

Directions, as under:

""IE""IEI-""IE ""IEH "E"JEEH'I'_El ""IEH (""IEI-""IEI- + ol 2tD 21T E) =14 % (30 +

2H AN 2H = 2d 2H HA 2H HA 2H 20 2H 20 2H AN

393.47) = 592.86

CCR Exposure of credit default swap

13. For the unmargined netting set, the replacement cost is calculated using the

formula provided in paragraph 11.1 of the Directions, as under:

Thus, using the market values indicated in the table A:
RC2 = max{-40-0,0} =0

14.  Potential Future Exposure is calculated for each netting set using the formula

provided in paragraph 12.1 of the Directions, as under:

I'—§|I'-| 202,
2H T 2H AA 2H A&

H AA HEH

15. In this example the transaction is out of money [i.e., (V-C)<0], thus multiplier

will be activated (i.e., it will be less than 1) as explained in paragraph 12.3 of the
Directions. Since the value of the multiplier is based on Addon?%r%e  thus

Addon?99re9ate needs to be calculated first.
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16. The netting set contains only 1 transaction that belongs to credit derivatives
asset class. Accordingly, the add-on will be computed using the steps provided in

paragraphs 12.21 to 24 of the Directions.

17. Step 1 is to calculate the effective notional for the transaction, using the

following formula:

1=
2H BA D gy 2

=

lu]-'

E
=

lu]-'

nigyn| 2 n|
EH aH EH 3H I aH =H
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H
=

m]-'

11|§|_11|§|_
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a) For credit derivative, transaction-level adjusted notional amount
o FHEHsdsdsdgdy) is the product of the transaction notional amount and

the supervisory duration (SDi). SDi is calculated using the following formula:

__ exp(—0.05+5;)—exp(—0.05+E;)
e Sy 0.05

where,
Siis the start date and will be equal to 0 (ongoing credit default swap).

Eiis the end date and will be equal to 6.

Accordingly, SDi would be 5.18; and & ZEzy=sadagas3=22 would be 51,836
[multiplying SDi and notional amount i.e., 10,000].

ng

b) The supervisory delta adjustment (z==z=z) would be 1 as the

transaction is not an option nor CDO tranche. Since the transaction is not
covered under a netting agreement, the delta adjustment will be positive in all
cases, i.e., for both long and short positions in the primary risk factor which in

this case is the credit spread.

'l'l|

C) The maturity factor (= 2=l St#8823%3%54) for unmargined transaction

would be calculated using the formula in paragraph 12.35(a) of the Directions.
Since the transaction has a remaining maturity in excess of one year, the

maturity factor would be 1.

Accordingly, the effective notional for the transaction would be as follows:
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D 2oy SRR RNENLAY =1x51,836%1 = 51,836

18.  Step 2 involves computing combined effective notional for all credit derivatives
in the netting set that reference the same entity. However, given that the netting set in
this example consists of 1 credit derivative, there can only be 1 derivative referencing
the entity. Thus, the entity level effective notional is simply equal to transaction level

effective notional calculated in Step 1 (i.e.,

M M M M M 'l'l M M M M M 'l'l 'l'l 'l'l M 'l'l
NENEnEnEngn NN e2n SN 2020 gD 20 2

2H AN 2H AN EH AN EH AN 2H L— 2d AN 2H AA 2H 20 2Hd AN L— 2d . — 2d AN 2H

1
ZEE

=51,836).

19. Step 3 involves calculation of add-on for each entity by multiplying the entity
level effective notional by the supervisory factor. As set out in Table 2 of the Directions,
the supervisory factor for single-name CDS with AA rating of the reference entity is
0.38%.

Accordingly,

D2 2hng) = 0.38% * 51836 = 196.98

20. Step involves calculating asset class-level add-on

4
LEL RN R S0 SHEALALASAEAY for all credit derivatives in the netting set.

1o

Since the netting set / asset class contains only 1 transaction, the
LEL SN R4 S0 SHEAEALASAEAY computed using the formula in paragraph

12.22(d) of the Directions would simply be equal to

NN EnEngn
2A 2H 2A 2H

2H = 2H 2A 2d

S (RSS2 28 BT Elye) as calculated in Step 3. Also,

the asset class-level add-on will be equal to aggregate add-on because there are no

other derivatives in the netting set. Thus,

NN BN SN SN SN NN YRR ENY -
R e e e

DZD SN 2N S0 =2 AN S0 S0 Z| 10| 2|1 2|10 F

EI:IEI-I:IEA H 2A 2Hd 2A I:IEA(H)\A H 2A HEI_| I:IEI_| HEI_lE )_19698
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21.  The value of the multiplier can now be calculated as follows, using the formula

provided in paragraph 12.1(b) of the Directions:

m|j

S D2 S D= = min {1; 0.05 + (1 — 0.05) *

—40-0
0.90
22 % (1— 0.05) * (196. 98))

12
hu
Ij
m|-‘
gh

22.  Accordingly, PFE for credit default swap would be:
PFE2 =0.90 * 196.98 = 178.01

23. The CCR exposure for the credit default swap, not covered by a bilateral netting
agreement, would be calculated using the formula set out in paragraph 10.1 of the

Directions, as under:

""IE"'IEI-""IE ""IEH LI BI = p lE'lJEEH (""IEI-""lEI- + ol 2D 21T E) =1.4 % (0 +

2H AN 2H = 2d = 2H = 2d A 2H HA 2H HA 2H 20 2H 20 2H AN

178.01) = 249.21

Example 2: Interest Rate Derivatives (unmargined netting set)

24.  Netting set consists of three interest rates derivatives: two fixed versus floating
interest rate swaps and one purchased physically settled European swaption. The
table below summarises the relevant contractual terms of the three derivatives. All

notional amounts and market values in the table are given in INR lakhs.

Table B
Instrument Residual | Currency | Notional | Pay Leg Receive | Market
Type maturity Amount Leg Value
1 Interest Rate | 10 years INR 10,000 Fixed Floating 30
Swap
2 Interest Rate 4 years INR 10,000 Floating Fixed -20
Swap
3 European 1linto 10 usD 5,000 Floating Fixed 50
Swaption* years

(*for the swaption, the legs are those of the underlying swap.)

25.  Netting set is not subject to a margin agreement and there is no exchange of
collateral (independent amount/initial margin, or IM) at inception. For the unmargined

netting set, the replacement cost is calculated using the formula provided in paragraph

69



11.1 of the Directions, as under:

26.

Thus, using the market values indicated in the table B:

RC = max{30-20+50-0,0} = 60

Potential Future Exposure is calculated for each netting set using the formula

provided in paragraph 12.1 of the Directions, as under:

27.

1) 241 241

a 'l'l 'l'l 'l'l 'l'l
EI:IE]IEHE]IEI:IA H — HAAEHEHEHEI_lEHEI_lEHA EHEH

nj 1 1| 2
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1 1 1 1 m

The value of the multiplier is also based on Addon?2%9e92t  thus Addon?addresate

should be calculated first. However, given that the transaction is under-collateralised

[i.e., (V-C)>0], the value of multiplier can be simply taken as 1, as explained in

paragraph 12.3 of the Directions.

28.

All the transactions in the netting set belong to the interest rate asset class.

Accordingly, the add-on will be computed using the steps provided in paragraph 12.17

of the Directions.

29.

Step 1 is to calculate the effective notional for each transaction in the netting

set, using the following formula:

E
HA

m[:,'

S ne s D Eoangne« S E D Elyanynznz oy

m[J

HIUBEE =

|
Bl

For interest rate derivatives, transaction-level adjusted notional amount

(2l Z¥#¥8y2 ) is the product of the transaction notional amount and the

supervisory duration (SDj). SDi is calculated using the following formula, as
provided in paragraph

12.31 (a) of the Directions:

__ exp(—0.05+5;)—exp(—0.05+E;)
'l'll E'l'll ET”EH 0.05

2H IT 28H HA G =
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Accordingly, the transaction-level adjusted notional amount (2 Szz=== &) for
each of the three transactions would be as under:

Notional Si Ei SD; Adjusted
Amount notional,
-'E-'Hl §_| 24 zu EI' 24 r:u\
1 10,000 0 10 7.87 78,694
2 10,000 0 4 3.63 36,254
3 5,000 1 11 7.49 37,428

nlg

b) The supervisory delta adjustment (a2 =z=2) would be as set out in paragraph

12.33 of the Directions. In particular:

(i) Transaction 1 is long in the primary risk factor (the reference floating
rate) and is not an option nor CDO tranche, so the supervisory delta is
equal to +1.

(i) Transaction 2 is short in the primary risk factor and is not an option nor
CDO tranche, so the supervisory delta is equal to -1.

(i) Transaction 3 is an option to enter into an interest rate swap that is short
in the primary risk factor and therefore is treated as a bought put option.
As such, the supervisory delta is determined by applying the relevant

formula in paragraph 12.33 of the Directions, using 50% as the

'l‘ll =

supervisory option volatility (z: ==, set outin Table 2 of the Directions)

and 1 year as the option exercise date (Ti). In particular, assuming that
the underlying price (Pi i.e., the appropriate forward swap rate) is 6%
and the strike price (Ki i.e., the swaption’s fixed rate) is 5%, the

supervisory delta is:

s ln(g:ggig)+0.5*0.52*l
- 0.5%/1

rul:,'

=-0.27

=
H BI =

c) The maturity factor (& 23 BHHedgd=sd%y ) for unmargined transaction would

be calculated using the formula in paragraph 12.35(a) of the Directions. Since
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all the transactions has a remaining maturity in excess of one year, the maturity

factor for each transaction would be 1.

30. The results of computation in paragraph 29 of Annex 1 are summarised and
used to calculate the effective notional of each transaction in the table below:

Notional Adjusted Maturity Supervisory delta Effective
Amount notional, Factor, MF; adjustment, Notional,
11' EJ EHMEJ% IEJ -IE-::! I;-I:IHIIK-EJ E.:.J EI:! HEA_IEH a4 El'au HA
1 10,000 78,694 1 +1 78,694
2 10,000 36,254 1 -1 -36,254
3 5,000 37,428 1 -0.27 -10,083

31. Step 2: Allocate the transactions to hedging sets. In the interest rate asset class
the hedging sets consist of all the derivatives that reference the same currency. In this
example, the netting set is comprised of two hedging sets, since the transactions refer
to interest rates denominated in two different currencies (INR and USD).

32. Step 3: Within each hedging set allocate each of the transactions to the
following three maturity buckets: less than one year (bucket 1), between one and five

years (bucket 2) and more than five years (bucket 3). The results of steps 1 to 3 are
summarised in the table below:

Effective Notional, Hedging Set Maturity Bucket
11'?&»2&» |EJ

1 78,694 INR 3

2 -36,254 INR 2

3 -10,083 uUsD 3

33.  Step 4: Calculate the maturity bucket-level effective notional of each maturity
bucket within each hedging set (INR and USD) by adding together all the transaction
level effective notional within each maturity bucket in the hedging set. In this example,
there are no maturity buckets within a hedging set with more than one transaction, and
so this case the effective notional of each maturity bucket is simply equal to the

effective notional of the single transaction in each bucket. Specifically:

a) For the INR hedging set: Dinrz iS zero, Dinrz2 is -36254 and Dinrs is 78,694.
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b) For the USD hedging set: Dusp1 and Duysp2 are zero and Duysps is -10,083.

34.  Step 5 involves calculation of the hedging set-level effective notional

(=
&) using the formula provided in paragraph 12.17(e) of the

m|-'

IEHIEHI HIE""I E}1| §| D Z N EN| 20| 20| 20| 2| 0| F| ""IE""IE""IEHH
AA BH AN BH AN EBH = 2d

‘A 2H = 2H 2H - — 2d AA 2Hd AN EH 20 2d AN 2Hd L — 2Hd L— 2d AN 2H 2A 2d

Directions. Therefore, the effective notional for the INR hedging set and the USD

hedging set is calculated as follows:
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[(—36,254)2 + (78,694)2 + 1.4 * (—36,254) * (78,694)]1/2= 59,270
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35. Step 6 involves calculation of hedging set level add-on by multiplying the
hedging set-level effective notional by the supervisory factor. As set out in Table 2 of
the Directions, the supervisory factor for interest rate asset class is 0.5%. Therefore,

the add-on for INR and USD hedging sets are as under:
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0.5% * 59,270 = 296.35

ru|-'
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0.5% * 10,083 =50.41

36. Step 7 involves calculation of the asset class level add-on by adding together

all of the hedging set level add-ons calculated in step 6, as below.
e B S RE BH=8=296.35+50.41 = 346.76

37. For this netting set, the interest rate add-on is also the aggregate add-on
because there are no derivatives belonging to other asset classes. Accordingly, using

the multiplier as 1, PFE for the netting set would be:

PFE =1*346.76 = 346.76
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38.

The CCR exposure for the netting set would be calculated using the formula set

out in paragraph 10.1 of the Directions, as under:

""IE""IEI-""IE

2H AL 2H = 2H

346.76) =

569.47

11|EH 11|EH 11|§

= 2d = 2d AA

h "E"JEEH (""I El0| 2}

2H HA 2H HA

+

""IEI-""IEI-""IE

20 2H 20 2H AN

) =14 (60 +

Example 3: Interest rate and credit derivatives (unmargined netting set)

39.

Netting set consists of three interest rates derivatives and one credit derivative.

The table below summarises the relevant contractual terms of the four derivatives. All

notional amounts and market values in the table are given in INR lakhs.

Table C
Instrument Residual | Currency | Notional | Pay Leg Receive | Market
Type maturity Amount Leg Value
1 Interest Rate | 10 years INR 10,000 Fixed Floating 30
Swap
2 Interest Rate 4 years INR 10,000 Floating Fixed -20
Swap
3 European linto 10 usD 5,000 Floating Fixed 50
Swaption* years
Instrument Residual | Currency | Notional | Reference | Position | Market
Type maturity _ Value
Amount Entity -
Rating
4 Single-name 6 years INR 10,000 AA Protection -40
CDS Seller
(*for the swaption, the legs are those of the underlying swap.)
40. Netting set is not subject to a margin agreement and there is no exchange of

collateral (independent amount/initial margin, or IM) at inception. For the unmargined

netting set, the replacement cost is calculated using the formula provided in paragraph

11.1 of the Directions, as under:
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41.

Thus, using the market values indicated in the table C:
RC = max{30-20+50-40-0,0} = 20

Potential Future Exposure is calculated for each netting set using the formula

provided in paragraph 12.1 of the Directions, as under:
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The value of the multiplier is also based on Addon?2%9e92t  thus Addon?addresate

should be calculated first. However, given that the transaction is under-collateralised

[i.e., (V-C)>0], the value of multiplier can be simply taken as 1, as explained in

paragraph 12.3 of the Directions.

43.

The aggregate add-on for the combined netting set is the sum of add-ons for

each asset class. In this example, there are two asset classes, and the add-ons for

interest rate and credit derivative asset class have been copied from Examples 2 and

1 (see paragraph 36 and paragraph 20 of the Annex | respectively). Thus,

44,

45.

NN SN SN
3H = =2t BA 2d A ad

: %ﬂ‘v
zl_
2

LED 2202 Sasagagusa Y8y = 346.76 4+ 196.98 = 543.

Accordingly, using the multiplier as 1, PFE for the netting set would be:
PFE = 1*543.74 =543.74

The CCR exposure for the netting set would be calculated using the formula set

out in paragraph 10.1 of the Directions, as under:

'l'll

2H J\A 2H =

Ty 2pm) 2
2d

HA 2H HA 2H HA 2H 2o 2H 2o 2H AA

=ZIE D= R = ) Bl (""IEI-EI 2} 4 Ol 20| 2t 0| E) =1.4* (20 +

543.74) = 789.24
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Example 4: Interest rate and credit derivatives (margined netting set)

46.  Netting set consists of same transactions as considered in Example 3, however,
instead of being unmargined (as assumed in example 3), the transactions are subject
to a margin agreement as specified in the Table below. All notional amounts and

market values in the table are given in INR lakhs.

Margin Threshold, TH Minimum Independent Total net
Frequency Transfer Amount, IA collateral held
Amount, MTA by bank
Weekly 0 5 150 200

47. The above table depicts a situation in which the bank received from the
counterparty a net independent amount of 150 (taking into account the net amount of
initial margin posted by the counterparty and any unsegregated initial margin posted
by the bank). The total net collateral (after the application of haircuts) currently held by
the bank is 200, which includes 50 for variation margin (VM) received and 150 for the

net independent amount.

48.  First, we determine the replacement cost. The net collateral currently held is
200 and the net independent collateral amount (NICA) is equal to the independent
amount (that is, 150). The current market value of the transactions in the netting set
(V) is 20, itis calculated as the sum of the market value of the transactions, i.e., 30 —
20 + 50 — 40 = 20. For the margined netting set, the replacement cost is calculated

using the formula provided in paragraph 11.5 of the Directions, as under:

11
H}IK-E

SIS ST 2R 2 0) = max{20 — 200; 0 + 5 — 150; 0} =0
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49. Potential Future Exposure is calculated for each netting set using the formula

provided in paragraph 12.1 of the Directions, as under:

oz EI-EI% 1| EI"EJEA"E—" = "E—"I EI"E—" EI"E—" 21| g
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50. In this example the transaction is over-collateralised [i.e., (V-C)<0], thus

multiplier will be activated (i.e., it will be less than 1) as explained in paragraph 12.1 of

76



the Direction. Since the value of the multiplier is based on Addon?%9¢%€ thus

Addon?99re9ae needs to be calculated first.

51. The aggregate add-on for the combined netting set is the sum of add-ons for
each asset class. In this example, there are two asset classes, and the add-ons for
interest rate and credit derivative asset class. These add-ons need to be recalculated
based on the value of the maturity factor for margined transactions, which depends on
the margin period of risk. For daily re-margining, the margin period of risk (MPOR)
would be 10 days as set out in paragraph 12.36 (a) of the Directions. In accordance
with paragraph 12.36 (b) of the Directions, for netting set that is subject to weekly

remargining agreement, MPOR in this example is equal to 14 days.

52.  The re-scaled maturity factor for the transactions in the netting set is calculated
using the formula set out in paragraph 12.36(b) of the Directions. Using the MPOR
calculated above, the maturity factor for all transactions in the netting set is calculated
as follows (a market convention of 250 business days in the financial year is used):

neEnznznananenanes— 3B HAFSay

=0.35

53. For the interest rate add-on, the effective notional for each transaction
calculated in paragraph 30 of the Annexure 1 must be recalculated using the maturity
factor for the margined netting set calculated above. That is:

Notional Adjusted Maturity Supervisory delta Effective
Amount notional, Factor, MF; adjustment, Notional,
P T = s uIE LR
1 10,000 78,694 0.35 +1 27,934
2 10,000 36,254 0.35 -1 -12,869
3 5,000 37,428 0.35 -0.27 -3,579

54.  As set out in paragraph 32 and 33 of the Annex 1, allocate the transactions to

hedging sets and maturity buckets. Next, the effective notional of each of the three
maturity buckets within each hedging set must now be calculated. However, as set out
in paragraph 34 of the Annex 1, given that in this example there are no maturity

buckets within a hedging set with more than a single transaction, the effective maturity
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of each maturity bucket is simply equal to the effective notional of the single transaction

in each bucket. Specifically:

a) For the INR hedging set: Dinrz IS zero, Dinrz2 IS -12,869 and Dinrs is 27,934.
b) For the USD hedging set: Dusp: and Duysp2 are zero and Duysps is -3,579.

55.  Next, the effective notional of each of the two hedging sets (INR and USD) must
be calculated in line with paragraph 35 of the Annex 1. The calculation is as follows:

T'IE‘”IE‘”IE‘”IE‘”IEF‘” | il El il 'l_|§'l_| Lﬂli'ﬁlgl T'IE' Tlli'l'lli'l'l
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= [(—12,869)2+ (27,934)2 + 1.4 x (—12,869) * (27,934)]1/2= 21,039
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56. Next, in line with paragraph 36 of the Annex 1, the hedging set level add-ons
must be calculated by multiplying the hedging set-level effective notional by the

supervisory factor. Therefore, the add-on for INR and USD hedging sets are as under:
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0.5% * 21,039 = 105.20
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0.5% * 3,579 =17.90

57. The interest rate asset class level add-on can be calculated by adding together

all of the hedging set level add-ons as follows: = EHal S8 S5 S4 S3288=105.20

+17.90=123.09

58.The add-on for the credit derivative asset class must also be calculated using
the maturity factor for the margined netting. The effective notional for the transaction
is set out in the table below:

Notional Adjusted notional, Maturity | Supervisory Effective
Amount MElnsnsnsnynansny Factor, delta Notional,
MF; adjustment, 2, 2
11| HHF gy
2H HA 3

78



1| 10,000 51,836 0.35 +1 18,400.08

59. Assetoutin paragraph 18 of the Annex 1, entity level effective notional is simply

equal to transaction level effective notional, as there is only 1 transaction referencing

the entity (i.e.,
DENENEN SN gD 2N En e g n e

H AN 2H 20 2H AN H L — 2d AN 2H

n| g

=
EH aH EH%’H%I

2d = ad

60. As set out in paragraph 19 of the Annex 1, the add-on for each entity is
calculated by multiplying the entity level effective notional by the supervisory factor, as

follows:

e RN R RN EGEIER R E R 2R 8 E Engy) = 0.38% x 18,400.08 =

61. Since the asset class contains only 1 transaction, the

DEN NS Sl FHEsgAgREa™AE would  simply be  equal to

1| 2|11 Eﬂlil-lil-li(ﬂliﬂliﬂl 2|1
3H 2X 2H BA 2H BA 2H 2K E7N

nj
ad =

DENED SN2 2 D20 202D 2D 2|y ey) = 69.92
2 =2 2d 2Aed eABH EABd BA\BH AN EBHdH A E8H 1 —28Hd . —28H —8d Eaw=) —

62. The aggregate add-on for the combined netting set is the sum of add-ons for

each asset class. In this example, there are two asset classes. Thus,

n| n| n| n| n| DD NN N o o ooy 11 n| n| n| n| | gpn) 24
NN SN 2020 SaynynsNY YN YN ENYNY - NN EN SN 20 Sagmy

= 2d

63. The value of the multiplier can now be calculated as follows, using the formula

provided in paragraph 12.1(b) of the Directions:

1E'I ElI'-IEAI'-I 2| Z[ 1l 2| ""IE""IEH%'— |§-I%§-I% = min {1; 0.05 + (1 — 0.05) *

2H = 2d 2H - 28d AL BH =
20— 200
)= o

63
men=n22s (1-0.05)+ (193.01)

64. Accordingly, using the formulations in paragraph 41 of the Annex 1, PFE would
be:
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PFE = 0.63 * 193.01 = 121.89

65. The CCR exposure for the netting set would be calculated using the formula set

out in paragraph 10.1 of the Directions, as under:

""IE""IEI-""IE ""IEH D= = p "E"JEH (""lEI-'”lEI- + ""lEI-""lEI-""lE) =14 % (0 +

2H AL 2H = 2H = 2d = 2d AA 2H HA 2H HA 20 2H 20 2H AN

121.89) =170.64

IIl. lllustrative examples on effect of standard margin agreements on the
calculation of replacement cost with SA-CCR

66. This section illustrates through five examples the calculation of replacement cost
for margined transactions in the context of standard margin agreements. The
replacement cost for the margined transactions is calculated using the formula

provided in paragraph 11.5 of the Directions, as under:

nj 2. 0| £110| %:I' + "E"-I EEI-"E"-I %E’l EEI-

2d 1T 2H HA, 2d =< 2d

Bilateral Exposures other than towards central counterparty

67. Example 5: The value of bank’s transactions with its counterparty (%80 lakh) is
fully offset by cumulative VM in the form of cash collateral received. There is a small
“Minimum Transfer Amount” (MTA) of %1 lakh and a %0 “Threshold” (TH). Furthermore,
an “Independent Amount” (IA) of %10 lakh is agreed in favour of the bank and none in

favour of its counterparty.

68. Example 6: The counterparty has met all VM calls but the bank has some
residual exposure due to the MTA of %1 lakh and TH of %0 in its master agreement.
The value of the bank’s transactions with the counterparty is %80 lakh and the bank
holds ¥79.5 lakh in VM in the form of cash collateral. In addition, the bank holds %10
lakh in independent collateral from the counterparty. The counterparty holds €10 lakh
in independent collateral from the bank, which is held by the counterparty in a
nonsegregated manner.

69. The particulars in both the examples is set out in the table below and the

replacement cost is calculated:
Particulars Example 5 Example 6

80



A Market Value, V 80 80

B Variation Margin 80 79.5
C Threshold, TH 0 0
D Minimum Transfer Amount, MTA 1 1
E Independent Amount received by bank 10 10
F Independent Amount posted by bank 0 10

and held in non-segregated manner

G Net Independent Collateral Amount 10-0=10 0
(NICA = E-F)
H Collateral (H=B+G) 80+10=90 79.5

Example 5: Replacement Cost = = Zl & 21 2/ %{80 —90; 0+ 1 — 10; 0} =0
Example 6: Replacement Cost = =0 Zl & 221 %{80 — 79.5;0+1—-0; 0} =1

Bank as a clearing member

70. The case of central clearing can be viewed from a number of perspectives. One
example in which the replacement cost formula for margined transactions can be
applied is when the bank is a clearing member and is calculating replacement cost for
its own transactions with a central counterparty (CCP). In this case, the MTA and TH
are generally zero. VM is usually exchanged at least daily and the independent

collateral amount (ICA) in the form of a performance bond or IM is held by the CCP.

71. Example 7: The bank, in its capacity as clearing member of a CCP, has posted
VM to the CCP in an amount equal to the value of the transactions it has with the CCP.
The bank has posted cash as initial margin and the CCP holds the IM in a
bankruptcyremote fashion (i.e., in a segregated manner). Assume that the value of
transactions with the CCP are negative %50 lakh, the bank has posted %50 lakh in VM
and %10 lakh in IM to the CCP.

72. Example 8: All the particulars are same as Example 7, except that the IM

posted to the CCP is not bankruptcy remote. The particulars in both the examples is
set out in the table below and the replacement cost is calculated:
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Particulars Example 7 Example 8

A Market Value, V -50 -50
B Variation Margin -50 -50
C Threshold, TH 0 0
D Minimum Transfer Amount, MTA 0 0
E Independent Amount received by bank 0 0
F Independent Amount posted by bank 0 10

and held in non-segregated manner

G Net Independent Collateral Amount 0-0=0 0-10=-10
(NICA = E-F)
H Collateral (H=B+G) -50+0=-50 -50-10=-60

Example 7: Replacement Cost = = 2l & &l 2! & {-50 — (=50); 0+ 0—0; 0} =0

Example 8: Replacement Cost = = 2l &l 2 & & {—-50 — (—60); 0 + 0 — (—10); 0} = 10

Maintenance Margin Agreement

73. Some margin agreements specify that a counterparty (in this case, a bank)
must maintain a level of collateral that is a fixed percentage of the MTM of the
transactions in a netting set. For this type of margining agreement, ICA is the
amount of collateral that the counterparty must maintain above the net MTM of the

transactions.

74. Example 9: Suppose the agreement states that a counterparty must
maintain a collateral balance of at least 140% of the MTM of its transactions and
that the MTM of the derivatives transactions is ¥50 lakh in the bank’s favour. ICA
in this case is %20 lakh (= 140% * %50 — %50). Further, suppose there is no TH, no
MTA, the bank has posted no collateral and the counterparty has posted %80 lakh

in cash collateral. In this example, replacement cost is calculated as under:
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Replacement Cost = & 2l & & &l % {50 — 80; 0 + 0 — 20; 0} =0

Annex Il
Disclosure templates

1. Table CCRA - Qualitative disclosure related to CCR

Purpose: Describe the main characteristics of counterparty credit risk management (e.g.,
operating limits, use of guarantees and other credit risk mitigation (CRM) techniques,
impacts of own credit downgrading).

Scope of application: All banks

Content: Qualitative information

Frequency: Annual

Format: Flexible

A bank shall provide risk management objectives and policies related to counterparty credit
risk, including:

The method used to assign the operating limits defined in terms of internal capital

a .
) for counterparty credit exposures and for CCP exposures;

Policies relating to guarantees and other risk mitigants and assessments concerning

b
) counterparty risk, including exposures towards CCPs;

c) Policies with respect to wrong-way risk exposures;

The impact in terms of the amount of collateral that the bank would be required to

d
) provide given a credit rating downgrade.

2. Template CCR1 - Analysis of CCR exposures by approach

Purpose: Provide a comprehensive view of the methods used to calculate counterparty
credit risk regulatory requirements and the main parameters used within each method.

Scope of application: All banks.

Content: Regulatory exposures, RWA and parameters used for RWA calculations for all
exposures subject to the counterparty credit risk framework (excluding CVA charges or
exposures cleared through a CCP).

Frequency: Semi-annual.

Format: Fixed.

Accompanying narrative: A bank should supplement the template with a narrative
commentary to explain any significant changes over the reporting period and the key
drivers of such changes.
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Potential EAD
future Alpha post- RWA
exposure CRM

Replacement
cost

1 SA-CCR (for derivatives)

2 Comprehensive Approach
for credit risk mitigation
(for SFTs)

3 Total

Instructions:

Replacement Cost (RC): The replacement cost is described in paragraph 11 of these
Directions.

Potential Future Exposure: The potential future exposure is described in paragraph 12 of
these Directions.

EAD post-CRM: This refers to the amount relevant for the capital requirements calculation
having applied CRM techniques, credit valuation adjustments according to paragraph 8 of
these Directions.

Comprehensive Approach for credit risk mitigation (for SFTs): This is described in paragraph
164 of Commercial Banks- Prudential Norms on Capital Adequacy Directions, 2025.

3. Template CCR2 - CCR exposures by regulatory portfolio and risk weights

Purpose: Provide a breakdown of counterparty credit risk exposures calculated according to
SA-CCR: by portfolio (type of counterparties) and by risk weight (riskiness attributed
according to standardised credit approach).

Scope of application: All banks.

Content: Credit exposure amounts

Frequency: Semi-annual.

Format: Fixed. The breakdown of template by risk weight and regulatory portfolio is for
illustrative purposes. A bank may complete the template with the appropriate breakdown
of asset classes and risk weights.

Accompanying narrative: A bank should supplement the template with a narrative
commentary to explain any significant changes over the reporting period and the key drivers
of such changes.

Risk weight
a b C d e f g h
Total
0% | 20% | 30% | 50% |100% | 150% Ot:er credit
Exposure
Domestic Sovereigns
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Foreign Sovereigns and
Foreign Central Banks

Public sector entities

Multilateral development
banks, BIS and IMF

Banks

Primary Dealers

Corporates and NBFCs

Regulatory retail
portfolios

Other assets

Total

Instructions:

Total credit exposure: the amount relevant for the capital requirements calculation, having
applied CRM techniques.

Other assets: the amount excludes exposures to CCPs, which are reported in Template CCR5.

4. Template CCR3 - Composition of collateral for CCR exposures

Purpose: Provide a breakdown of all types of collateral posted or received by a bank to
support or reduce the counterparty credit risk exposures related to derivative transactions
or to SFTs, including transactions cleared through a CCP.

Scope of application: All banks.

Content: Carrying values of collateral used in derivative transactions or SFTs, whether or
not the transactions are cleared through a CCP and whether or not the collateral is posted
to a CCP.

Frequency: Semi-annual.

Format: Flexible (the columns cannot be altered but the rows are flexible).

Accompanying narrative: A bank should supplement the template with a narrative
commentary to explain any significant changes over the reporting period and the key drivers
of such changes.

a b C d e f
Collateralised in derivative transactions | Collateralised in SFTs
Fair value of Fair value of posted | Fair value Fair
collateral received collateral of value of

Segregat | Unsegre | Segregat| Unsegre collateral | posted

ed gated ed gated received | collateral

Cash —INR
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Cash — other currencies

Central Government
Securities
State Government
Securities

Corporate bonds

Equity securities

Other collateral
Total

Instructions:

Collateral used is defined as referring to both legs of the transaction. Example: a bank
transfers securities to a third party, and the third party in turn posts collateral to the bank.
The bank reports both legs of the transaction. The collateral received is reported in column
(e), while the collateral posted by the bank is reported in column (f). The fair value of
collateral received or posted must be after applying haircuts. This means the value of
collateral received will be reduced by the haircut (i.e., C(1 - Hs)) and collateral posted will
be increased after the haircut (i.e., E(1 + Hs)).

Segregated refers to collateral which is held in a bankruptcy-remote manner.
Unsegregated refers to collateral that is not held in a bankruptcy-remote manner.

5. Template CCR4 — Credit derivatives exposures

Purpose: lllustrate the extent of a bank’s exposures to credit derivative transactions broken
down between derivatives bought or sold.

Scope of application: All banks.

Content: Notional derivative amounts (before any netYng) and fair values.

Frequency: Semiannual.

Format: Flexible (the columns are fixed but the rows are flexible).

Accompanying narrative: A bank should supplement the template with a narrative
commentary to explain any significant changes over the reporting period and the key drivers
of such changes.

a b

Protection bought Protection sold

Total Notional

Of which; Single-name credit default swaps

Of which; Other credit derivatives
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Fair values

Positive fair value (asset)

Negative fair value (liability)

6. Template CCR5 - Exposures to central counterparties

Purpose: Provide a comprehensive picture of the bank’s exposures to central counterparties.
In particular, the template includes all types of exposures (due to operations, margins,
contributions to default funds) and related capital requirements.

Scope of application: All banks

Content: Exposures at default and risk-weighted assets corresponding to exposures to
central counterparties.

Frequency: Semi-annual.

Format: Fixed.

Accompanying narrative: A bank should supplement the template with a narrative
commentary to explain any significant changes over the reporting period and the key drivers
of such changes.

a b

EAD (post-CRM) RWA

1 Exposures to QCCPs (total)

2 Exposures for trades at QCCPs (excluding initial
margin and default fund contributions); of
which

3 (i) OTC derivatives

4 (ii) Exchange-traded derivatives

5 (iii) Securities financing transactions

6 (iv) NetYng sets where cross-product netYng has
been approved

7 Segregated initial margin

8 Non-segregated initial margin

9 Pre-funded default fund contributions
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10 | Unfunded default fund contributions

11 | Exposures to non-QCCPs (total)

12 | Exposures for trades at non-QCCPs (excluding
initial margin and default fund contributions); of
which

13 | (i) OTC derivatives

14 | (ii) Exchange-traded derivatives

15 | (iii) Securities financing transactions

16 | (iv) NetYng sets where cross-product netYng has
been approved

17 | Segregated initial margin

18 | Non-segregated initial margin

19 | Pre-funded default fund contributions

20 | Unfunded default fund contributions

Instructions

Exposures to central counterparties: This includes any trades where the economic effect is
equivalent to having a trade with the CCP (e.g., a direct clearing member acting as an agent
or a principal in a client-cleared trade). These trades are described in paragraph 16 of these
Directions.

EAD post-CRM: The amount relevant for the capital requirements calculation, having applied
CRM techniques, credit valuation adjustments according to paragraph 8 of these Directions.
A qualifying central counterparty (QCCP) is an entity that meets the definition provided in
paragraph 6A(23) of these Directions.

Initial margin: Initial margin, for the purpose of this template, is described in paragraph 6A(11)
of these Directions.

Prefunded default fund contributions are prefunded clearing member contributions towards,
or underwriting of, a CCP’s mutualised loss- sharing arrangements.

Unfunded default fund contributions are unfunded clearing member contributions towards,
or underwriting of, a CCP’s mutualised loss- sharing arrangements. If a bank is not a clearing
member but a client of a clearing member, it should include its exposures to unfunded default
fund contributions if applicable. Otherwise, the bank should leave this row empty and explain
the reason in the accompanying narrative.

Segregated refers to collateral which is held in a bankruptcy-remote manner according to the
description included in paragraph 16.10 to 16.15 of these Directions.
Unsegregated refers to collateral that is not held in a bankruptcy-remote manner.
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(Sunil T S Nair)
Chief General Manager
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