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A.
Incremental risk capital charge (IRC)

1. Were any material changes made to the firm’s IRC model between the current QIS survey and the third QIS survey that took place between March and June of 2009? If so, please describe these changes.
	

	

	


2. When providing inputs to the IRC worksheet of the quantitative questionnaire, were any scaling factors used to transform results from shorter to longer liquidity horizons (or vice versa)?
	

	

	


3. Has the definition of the portfolio to which the IRC is applied changed in any significant way because of the definition of the correlation trading portfolio that is used in computing the CRM? If so please describe these changes (see also question B.1).
	

	

	


B.
Comprehensive risk model (CRM)
All of the following questions should be answered on the basis of the quantitative information provided.

Data used to generate the capital charge

4. The guidance on defining the specific portfolio that will be used for the CRM computation provides for considerable flexibility in the definition of the correlation trading portfolio. Specifically, the guidance on correlation trading in the Revisions to the Basel II market risk framework (July 2009) states that a “bank may also include in the correlation trading portfolio positions that hedge the positions described above and which are neither securitisation or n-th to default credit derivatives and where a liquid two-way market as described above exists for the instrument or its underlyings” (paragraph 689(iv)).

(a) Describe the process for determining the set of positions that define the correlation trading portfolio for the purposes of the CRM computation. In particular, how do you determine which non-securitisation and non-n-th to default credit derivatives are included in the correlation trading portfolio.

	

	

	


(b) Would these positions typically include interest rate sensitive positions such as swaps? If so what type and why? Do these positions represent a material portion of the current correlation trading portfolio?

	

	

	


(c) Would these positions typically include foreign exchange sensitive positions such as swaps? If so what type and why? Do these positions represent a material portion of the current correlation trading portfolio?

	

	

	


(d) Would these positions typically include positions that would have been, previous to the July 2009 proposal, used in calculating the IRC? Do these positions represent a material portion of the current correlation trading portfolio?

	

	

	


(i) What specific types of positions that would have previously been used in the IRC computation are now defined as part of the correlation trading portfolio, corporate CDS/bonds, sovereign CDS/bonds? 

	

	

	


(ii) What is the process for determining whether a particular position is part of the correlation trading portfolio and thus contributes to the CRM computation or if it is included as part of the IRC computation?

	

	

	


a. In the specific case of single name, corporate CDS how is it determined whether the position contributes to the IRC or CRM computation? 

	

	

	


Model used to generate the capital charge

5. Please describe the firm’s CRM model. In particular, please describe the key aspects of the CRM model that differentiate it form the firm’s IRC model.

(a) How does the model account for the cumulative risk arising from multiple defaults, including the ordering of defaults? Is this handled any differently than in the IRC model?

	

	

	


(b) How does the model account for credit spread risk? How is idiosyncratic spread risk handled? How are higher order sensitivities (gamma, cross gamma) handled? Is full re-pricing employed, a grid based method or a sensitivity (Taylor expansion) based approach? If a sensitivity based approach is employed are all “cross gamma” terms captured?
	

	

	


(c) How are implied correlations handled? How are implied correlations on non-index (non-CDX, non-ITRAXX) handled? How is the cross effect between spreads and correlations handled?

	

	

	


(d) How are basis risks, eg bond-CDS basis, handled in the model? What are the key basis risks in the model? How is the basis between the correlation on a tranched index and the correlation on a bespoke portfolio handled? How is the basis between the spread of an index (and its constituents) and the spread on the names underlying a bespoke portfolio handled?
	

	

	


(e) In the case of LSS positions what are the key basis risks that would be accounted for in the model if these trades were included in the CRM? Do these LSS specific basis risks differ substantially from one trade to another or can they be meaningfully summarised?

	

	

	


(f) How are variable (random) recovery rates handled by the model?
	

	

	


(g) How is hedge slippage recognised within the model? As a specific example, suppose that a bespoke CDO is being hedged with single name CDS. Suppose further that the minimum liquidity horizon is three months. How would the inability to rebalance the CDS positions more frequently than once every three months influence the calculation of the CRM?

	

	

	


6. Please indicate if the firm’s CRM model was developed as an integrated model accounting for each of the risks outlined in the Revisions to the Basel II market risk framework (July 2009). If certain risks are handled using “add-on” or “component” models please describe which risks are handled this way and how this was done.

	

	

	


7. Did the firm elect to use the one year constant position assumption? 

	

	

	


(a) If yes please describe how this was modelled.

	

	

	


(b) If no, please describe how the constant level of risk was determined over the capital horizon and how the roll over was modelled.
	

	

	


(c) Indicate whether a single period or multi-period model was used.
	

	

	


(d) Is your choice of constant risk versus constant position the same across your IRC and CRM models?
	

	

	


8. Describe the methodology used to reflect issuer and market concentrations.
	

	

	


9. Describe the methodology used to include non-linear positions in the model.
	

	

	


10. When providing inputs to the correlation trading (CRM) worksheet of the quantitative questionnaire, were any scaling factors used to transform results from shorter liquidity horizons? 
	

	

	


11. Validation – describe the methods that were used to validate the CRM model. Please discuss how both model inputs and model outputs were validated – or plan to be validated.
	

	

	


12. Stress tests – describe the approach and the specific scenarios used to stress the correlation trading portfolio’s value (or P&L). Please be as specific, precise as possible when describing the scenarios. Also, how often are these stress tests performed and how large is the computational burden associated with running these stress tests?
	

	

	


C.
Securitisation charges

13. Will any specific risk models that are currently being used for regulatory purposes not be used once these charges become effective? If yes please provide an estimate of the impact of not applying these models to securitisation positions. 

	

	

	


Approach taken to determine inputs to supervisory formula approach

14. Did your firm use the supervisory formula approach in calculating specific risk capital charges for securitisations? If not, why not? If not, is it likely that the supervisory formula approach would be used in 2011 or shortly thereafter?
	

	

	


15. If the supervisory formula approach was used, explain how the inputs to the supervisory formula (ie KIRB, ELGD) and the underlying parameters (LGD, PD) were determined. Please provide details.

	

	

	


16. Explain how the underlying parameters used in the supervisory formula approach were validated.
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