Regulation governing the capital adequacy of ingtns,
groups of institutions and financial holding groups
(Solvency RegulatiorSolvabilitatsverordnungy’

of 14 December 2006

as last amended by article 1 of the Regulatiomtthér implement the amended Capital
Requirements Directive/erordnung zur weiteren Umsetzung der geédnderten
Bankenrichtlinie und der geanderten Kapitaladaquailinie) of 5 October 2010 (Federal
Law Gazette |, page 1330).

The German Federal Ministry of Finance hereby dectke following

- on the basis of section 1a (9) sentences 1 aridi® Banking ActKreditwesengesetzas
inserted by Article 1 number 3 of the Act of 17 avber 2006 (Federal Law Gazette I,
page 2606),

- on the basis of section 10 (1) sentences 9 andl4o in conjunction with section 10 (1e)
sentence 2, of the Banking Act, section 10 (1)eased and section 10 (1e) as inserted by
Article 1 number 12 letters (b) and (f) of the A¢tl7 November 2006 (Federal Law
Gazette | page 2606),

- on the basis of section 10 (9) sentence 6 oB#rgking Act, as inserted by Article 1
number 12 letter (u) (bb) of the Act of 17 NovemB@06 (Federal Law Gazette | page
2606), and

- on the basis of section 10a (9) sentences Baal$o in conjunction with section 26a (1)
sentence 3, of the Banking Act, section 10a (9eased and section 26a as inserted by
Article 1 numbers 13 and 35 of the Act of 17 NovemB006 (Federal Law Gazette | page
2606),

" This Regulation serves to further implement Direc2006/48/EC of the European Parliament and ®f th
Council of 14 June 2006 relating to the taking od pursuit of the business of credit institutiorecast) (OJ
L177/1 of 30 June 2006) and Directive 2006/49/E@hefEuropean Parliament and of the Council ofureJ
2006 on the capital adequacy of investment firns@edit institutions (recast) (OJ L177/201 of 3@d 2006).

This translation of th&erordnung Uber die angemessene Eigenmittelaugstatton Instituten, Institutsgruppen
und Finanzholding-Gruppehas been prepared by the Deutsche Bundesbartkefeonhvenience of English-
speaking readers. It is not official. The Germatt & published in the Federal Law GazeBer(desgesetzblatt
is the sole official and authoritative version.
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in each case in consultation with the Deutsche Babadnk and after consultation with the
central associations representing the institutions:
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Section 1

Part 1
General provisions

Section 1
Scope of application

This Regulation shall apply to

1. credit institutions which conduct banking businegthin the meaning of section 1 (1)
sentence 2 of the Banking Aéfreditwesengesetand

2. financial services institutions which
a) trade for their own account or

b) which are authorised as investment brokers, canra&kers or portfolio managers to
obtain the ownership or possession of money orrgesuof customers or to trade in
financial instruments for their own account.

’Sections 298 to 307 do not apply to non-tradingkbostitutions.

Section 2
Adequacy of an institution's own funds

(1) *An institution has adequate own funds if it mebts¢apital requirements for credit risk
and operational risk pursuant to subsection (2yelkas the capital requirements for market
risk pursuant to subsection (3) each day at theeotd busines$The close of business is
governed by section 1 (1) of the Regulation govegharge exposures and loans of 1.5
million euro or moreGrosskredit- und Millionenkreditverordnungf 14 December 2006
(Federal Law Gazette | page 3065).

(2) The capital requirements for credit risk and operat risk shall be regarded as being met
if the total capital charge for credit risk and ttapital charge for operational risk calculated
pursuant to sections 269 to 293 do not, in theeggde, exceed an institution’s modified
available capital.

(3) 'The capital requirements for market risk shallégarded as being met if, at the close of
each working day, the sum of capital charges faketaisk exposures and, in the case of
section 308 (2) and (3) sentence 1, the capitabelsafor an institution’s options trades do not
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Section 2

exceed the sum of the modified available capiéss the capital requirements for credit risk
and operational risk, and the available tier 3 fufithe market risk exposures referred to in
sentence 1 are constituted by

1. foreign exchange risk exposures pursuant to sedti@),
2. commodity risk exposures pursuant to section 4 (5),
3. trading book risk exposures pursuant to sectiod) 4 (
4. other market risk exposures pursuant to sectiaf).4 (

3In the case of institutions which use internal ns&surement models pursuant to section
313, the market risk exposures are composed oé thositions referred to in sentence 2
numbers 1 to 4 whose risk content the institutias taken into account in its internal risk
model.*Partial consolidation of the positions pursuargeatence 2 numbers 1 to 4 is
permissible>The capital charge for a market risk exposure captby an institution’s

internal risk measurement model which, as a creskitexposure of the institution allocated to
the banking book, would constitute a Credit Riskn@ardised Approach (CRSA) position
and would be allocated to the CRSA exposure classr8isation positions or, in the case of
an institution adopting the Internal Ratings-Basggroach (IRBA), would constitute an
IRBA exposure and thus be allocated to the IRBAosxipe class Securitisation positions, is
calculated as the market value of the positionyipiex the market risk exposure, pursuant to
sections 225 to 268, would have to be risk-weiglateti 250 per cent or, pursuant to section
265, recognised by the deduction amount for Sésation positions’Sentence 5 does not
apply to market risk exposures for which the ingiin is a trader in these Securitisation
positions and can demonstrate to the Federal Fala®apervisory Authority (Bundesanstalt
fur Finanzdienstleistungsaufsicht, hereinafter BaEaat a liquid two-way market for such
exposures exists.

(4)'Notwithstanding subsection (1), a financial sersitestitution that does not trade in
financial instruments for its own account must hadequate own funds according to

sentences 2 and 3f the fixed overheads-based capital requiremengymnt to section 10 (9)
sentences 1 and 2 of the Banking Act exceeds tineo$the total capital charge for credit
risk and own funds requirements for market risk, itistitution is regarded as having
adequate own funds if the fixed overheads-baseitbtapquirement pursuant to section 10
(9) sentences 1 and 2 of the Banking Act does xa#exl the sum of modified available

capital and available tier 3 fund¥ the fixed overheads-based capital requiremersyant

to section 10 (9) sentences 1 and 2 of the Bankaigs less than or equal to the sum of the
total capital charge for credit risk and own fumelguirements for market risk, the institution
is regarded as having adequate own funds if batlcdipital requirements for credit risk
pursuant to subsection 2 and the own funds reqeinéfor market risk pursuant to
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Section 3

subsection 3 are met; notwithstanding sectionst@@®3, the capital charge for operational
risk is zero*Section 10 (9) sentences 3 to 5 of the Bankingafggliesmutatis mutandis

(5) 'The ratios pursuant to subsections (2) to (4) akeetcalculated daily at the close of
business’An institution may refrain from calculating theicst each working day if it can
ensure, through suitable internal measures, cong@iavith the requirements of subsections
(2) to (4) and the overall capital ratio pursuanstibsection (6) sentence 2 does not fall below
a value of 8.4 per cent.

(6)'Institutions shall calculate an overall capitaloat the end of each calendar quaft€he
overall capital ratio is the ratio of the eligilde/n funds pursuant to sentence 3 as the
numerator to the sum, multiplied by 12.5, of theatgapital charge for credit risk, the capital
charge for operational risk and the sum of thetahpharges for market risk exposures
including options trades as the denominator; firerservices institutions to which
subsection (4) applies shall use 12.5 times thiednigf the two amounts pursuant to
subsection (4) sentence 2 or 3 as the denomirt&iagible own funds are composed of
modified available capital and tier 3 funds usetdok the capital charges for market risk
exposures and options trades; the use of tier @sfisrestricted to five-sevenths of the capital
charges for market risk exposures and options $t&8entence 1 applies to housing
enterprises with savings facilities subject tophaviso that the overall capital ratio is to be
calculated at the end of each calendar year.

Section 3
Adequacy of consolidated own funds

(1) *The requirements pursuant to section 2 (2) toid))(&) apply accordingly to groups of
institutions and financial holding groups for tlaios

1. of the consolidated modified available capitaliie tapital charge for operational risk
pursuant to sections 269 to 293 and the total @lagditarge for credit risk pursuant to
section 8, excluding the positions included indleduction pursuant to section 10a (6)
sentence 3 numbers 1 and 2 of the Banking Act,

2. of the modified available capital of the group dtitutions or financial holding group
less the capital requirements for credit risk apdrational risk plus the available tier 3
funds to the capital charges for market risk expesand, in the case of section 308 (2)
and (3) sentence 1, the capital charges for thermptrades of all enterprises belonging to
the group, and

3. of the total eligible own funds to the sum, mulgpl by 12.5, of the total capital charge
for credit risk, the capital charge for operationsk and the sum of the capital charges for
market risk exposures including options trades.
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Section 4

“Section 2 (5) appliesutatis mutandiso groups of institutions and financial holdingaps.

(2) !If an institution within a group of institutions @inancial holding group is a trading book
institution, the group of institutions or financlablding group is subject to the provisions of
sections 298 to 307 on trading book risk exposdMsn-trading book institutions belonging
to a group may calculate the capital charges fair trading book positions pursuant to
sections 8 to 268.

(3) The calculation requirements for the ratios purst@asubsection (1) sentence 1 numbers
2 and 3 may be based on the capital charges fdwatask exposures and options trades of
the subsidiary enterprises domiciled abroad whrehcalculated according to the market risk
rules applicable in the respective country of doliat the reference dates pursuant to section
6 (1) if the market risk rules applicable in thepective country of domicile

1. in countries of the European Economic Area (EEAg,eqjuivalent to those in Directive
2006/49/EC of the European Parliament and of then€ibof 14 June 2006 on the capital
adequacy of investment firms and credit instituigrecast) (Official Journal of the
European Union (OJ EU L 177, page 201) of 30 JW@$2as amended, or,

2. in non-EEA countries, are equivalent to those «f Regulation.

Section 4
Positions subject to capital charges, group of eoted clients

(1) 'The positions subject to capital charges whichnatitition is required to calculate are its
credit risk exposures, foreign exchange risk expessicommodity risk exposures and other
market risk exposures and, if it is a trading bowtitution, its trading book risk exposures.
“Investment firms organised in the legal form obkesroprietorship or a partnership shall
also include the transactions concluded for the avgount of the proprietor or of the general
partners in the calculation of the positions subjecapital charges.

(2) 'Credit risk exposures are constituted by thosetipasi which

1. are subject to a counterparty credit risk (CCR)alhs not captured by a trading book
risk exposure of a trading book institution purduarsubsection (6) sentence 1,

2. as tangible assets are subject to depreciation risk

3. inthe case of an IRBA institution, constitute tim risk exposures pursuant to section 71
(2), or,

4. if the institution is a trading book institutiorrjse from a transaction assigned to the
trading book and are subject to settlement risk,
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Section 4

unless they are deducted from liable capital pursteasection 10 (6) sentence 1 of the
Banking Act or are fully backed by liable capif@CR is the risk that a natural or legal
person or partnership on whom/which the instituth@s a conditional or unconditional claim
does not meet it or does not meet it on time oirtbgtution is required to meet such a claim
vis-a-vis a person or partnership owing to nontuknt by a third party, as well as the
institution’s financial risk with regard to equippsitions 3Institutions shall ensure that the
personal data stored for the purposes of this Réigul are either completely deleted or
anonymised not later than at the end of the focatendar year after the completion and
liquidation of the debt relationship with the oldrgor after the failure to establish a debt
relationship*Settlement risk is the risk of a change in the ealfithe underlying instrument
in a transaction that neither party has settleer afte due delivery datéCredit risk exposures
shall be recognised according to the proceduredimulating the total capital charge for
credit risk pursuant to section 8.

(3) 'Foreign exchange risk exposures are claims or afidigs, including equity positions, in
foreign currency and in gold as well as cash hgjslim foreign currency and gold holdings.
The overall currency position is to be derived friira foreign exchange risk exposures
pursuant to sections 294 and 295 and the capitapetfor this calculatedPositions in gold
and foreign currency up to a total value of 128,60 may be excluded from the overall
currency positionIf the threshold pursuant to sentence 3 is excegdedull amount of gold
and foreign currency positions shall be includethmoverall currency position.

(4) *Foreign exchange risk exposures which are deddiciedtier 1 or liable capital pursuant
to section 10 (2a) sentence 2 or (6) of the Bankicigor are fully backed by liable capital, as
well as equity positions, including shares in &féd undertakings recorded in foreign
currency which are valued at historical costs ¢itmal currency positions), may be excluded
when calculating the overall currency position parg to subsection (3) sentence 2 at the
institution’s request and subject to BaFin's pgermissionPermission shall be deemed to
have been given if the institution communicatesrédspective positions to BaFin with its
application pursuant to sentence 1 and BaFin doesamtradict this within three months.
3Any changes to the positions to be excluded abetootified to BaFin‘The amount of the
excluded positions shall be noted in reports nunBbesind number 63 pursuant to section 6
(1) sentences 1 and 2.

(5) *Commaodity risk exposures are claims or obligation®spect of commodities and stocks
of commodities?The commodities position is to be derived fromdbenmodity risk
exposures pursuant to sections 296 and 297 arwhfiel charge for this calculated.
3positions in silver and platinum up to a total eatif 26,000 euro may be excluded from the
commodities positiorfIf the threshold pursuant to sentence 3 is excegHedull amount of
silver and platinum positions shall be includedhie commodities position.

(6) “Trading book risk exposures are the interest natieeguity price-related risk exposures
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Section 5

in a trading book institution's trading bodkhe capital charge for trading book risk
exposures is to be calculated pursuant to sec#®840 307 from the sum of the partial
capital charges for general and specific positisk r

(7) *Other market risk exposures are contractual clainusobligations which create a
financial asset for one contracting party and arfsial liability for the other contracting party
and which are not captured pursuant to subsect®)rts (6).°The capital charge for other
market risk exposures is to be calculated pursigsesgction 312.

(8) Two or more natural or legal persons or partnesshifall generally be deemed to
constitute a group of connected clients if, takimgir legal and actual situation into account,
they are linked in such a way that payment difties| of one of the persons would make it
difficult for the other or others to fully meet theayment obligations to the institution
regarding the credit granted. If one of the perstescribed in sentence 1 can exercise a direct
or indirect dominant influence on one or more pessthe institution may refrain from

treating them as a group of connected clients puntsto sentence 1 only in substantiated
cases.

Section 5
Positions denominated in foreign currency

(1) *A position denominated in a foreign currency shalkconverted to euro at the reference
rate calculated by the European Central Bank omdperting date and published by the
Deutsche Bundesbank (euro reference ratestead of the euro reference rate on the
reporting date, institutions may use the exchaaggabtaining at the time when the positions
were first entered in its books for equity posispmcluding shares in affiliated enterprises,
which are not treated as part of its overall curygmosition pursuant to section 4 (4)
sentences 1 and &When converting currencies for which no euro refeeerate is published,
the middle rates derived from ascertainable bugimg) selling rates quoted on the respective
reporting day shall be applied.

(2) Subsection (1) does not apply to institutions whisk internal risk measurement models
pursuant to sections 313 to 318 and which apply thiernal foreign currency conversion
rates used in these models consistently to altipasidenominated in foreign currency.

Section 6
Capital adequacy reports

(1) YInstitutions shall submit to the Deutsche Bundekbaports on the requirements
pursuant to section 2 (2) to (4) and (6), giving $sttatus on the reporting date at the end of a
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calendar quarter, using the templates pursuanhteR 3 numbers 1 to 33 each by the 15th
working day of the month following the reportingtelaBaFin may extend the deadline at the
institution's requestSuperordinated institutions are required to sulboiihe Deutsche
Bundesbank reports on the requirements pursuadion 3, giving the status on the
reporting date at the end of a calendar quartarguke templates pursuant to Annex 3
numbers 34 to 67, each by the last working dajpefmbonth following the reporting date;
BaFin may extend the deadline at the instituticergiest®Sentence 1 applies to housing
enterprises with savings facilities, subject tophaviso that the reports are to be submitted
only once a year, giving the status on the repgiate at the end of a calendar year and
solely using the template pursuant to Annex 3 nuriibaot later than the last working day of
the calendar quarter following the reporting date.

(2) 'The reports pursuant to subsection (1) are to bmited electronically’The Deutsche
Bundesbank will publish the record formats to bedur electronic data submission and the
submission procedure on its websitewill forward the reports to BaFiffInstitutions shall
store the reports pursuant to Annex 3 numbers3Bt@and superordinated institutions
additionally the reports pursuant to Annex 3 nuraldr to 67, for the current calendar year
and the two preceding calendar yearsstitutions must store the market price data lfer t
information pursuant to Annex 3 for the last repmytdate, the reporting dates of the past 24
months and for the current reporting period anderthkem available to BaFin or the Deutsche
Bundesbank upon requedf.the overall capital ratio pursuant to sectio(6p sentence 2 falls
below the value of 8.4 per cent, institutions shdllitionally store the relevant market data
and the calculations pursuant to this Regulatioritfe last 30 trading day®8oth BaFin and
the Deutsche Bundesbank may require the informatimauant to sentences 5 and 6 to be
submitted at the latest within 15 working days.

Section 7
Reporting non-compliance with the capital requiratae

(1) YInstitutions must promptly report in writing
1. any non-compliance with the capital requirementsyant to section 2 (2) and
2. any non-compliance with the own funds requirementsuant to section 2 (3)

between the reporting dates to BaFin and the DeetBandesbankThe report pursuant to
sentence 1 must, in each case, contain the amgunwitibh the capital or own funds fall short
of the requirements.

(2) Financial services institutions that do not traulénancial instruments for their own
account must notify non-compliance with the requieat pursuant to section 2 (4) between
the reporting dates to BaFin and the Deutsche Babatgk promptly in writing?Subsection
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(1) sentence 2 appliesutatis mutandis

(3) The reporting requirements pursuant to subseclipagplymutatis mutandiso
superordinated enterprises of a group of institigior a financial holding group.

Part 2
Credit risk

Section 8
Calculating the total capital charge for credikris

(1) *The total capital charge for credit risk is caltethby identifying the CCR exposures
among all credit risk exposures excluding settlemisk exposures and recognising them
either according to the CRSA or the IRB®nly an IRBA institution may recognise CCR
exposures according to IRBAAnN institution that is not an IRBA institution sha¢cognise
all CCR exposures according to CRSA.

(2) 'The total capital charge for credit risk is the sumaltiplied by 0.08, of

1. the risk-weighted CRSA exposure amounts or riskghieid IRBA exposure amounts
calculated for all

a) CRSA positions pursuant to section 24 senteraredl
b) IRBA positions pursuant to section 71 (1),
which are not securitisation positions, and

2. the risk-weighted exposure amount for securitisagiositions pursuant to sections 225 to
268.

*Trading book institutions shall increase their tepital charge for credit risk by the total
capital charge for settlement risk pursuant toisec6.
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Chapter 1
Risk exposures

Section 9
Counterparty credit risk exposures

(1) *CCR exposures comprise the

1. balance sheet CCR exposures pursuant to section 10,
2. derivative CCR exposures pursuant to section 11,

3. off-balance sheet CCR exposures pursuant to setii@md
4. free delivery exposures pursuant to section 14;

this also applies where they are deemed to betekbcsecuritised pursuant to subsection
(2).%Several CCR exposures can arise from a singleactinas *Securities or commodities
transferred under repurchase agreements or leer lentding agreements are to be assigned

to the transferor or lender regardless of how treyshown on the balance shéetr a credit
linked note for which the institution is the praiea seller, both the CCR exposure to the
issuer of the credit linked note and the CCR expotuthe reference asset or the reference
portfolio are to be recognised.

(2) *A CCR exposure is deemed to be effectively sesetif it belongs to a portfolio
securitised by a securitisation transaction purstesection 1b (6) of the Banking Act for
which the institution is deemed to be an origingtorsuant to section 1b (7) of the Banking
Act and for which it meets the minimum requiremeotsmaterial and effective risk transfer
pursuant to section 233f the securitisation transaction pursuant to seteel is a
securitisation transaction which includes an inmestinterest in securitisation transactions to
be recognised by the originator, CCR exposuregjaadito the dedicated portfolio are
deemed to be effectively securitised provided they

1. are recognised as revolving CCR exposures in theAC&sessment basis pursuant to
section 248 or in the IRBA assessment basis putsaaection 262 sentence 2 of the
investor's interest in securitisation transactimnise recognised by the originator, or

2. are not recognised in the assessment basis afitbstor's interest in securitisation
transactions to be recognised by the originatorgawel rise to payment claims which are
junior to those from CCR exposures pursuant to rerb
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Section 10
Balance sheet counterparty credit risk exposures

Balance sheet CCR exposures include

1.

asset items within the meaning of section 19 (hjesece 2 numbers 1 to 9 of the Banking
Act, with the exception of securities or commoditan the balance sheets of the
transferee or borrower or in the case of repurchasdending agreements relating
thereto,

tangible assets and other assets,

prepaid expenses if they are not counterparts loffidsued below nominal value and are
included on the liabilities side at their nominalue, and

in the case of housing enterprises with savingéitias, current asset positions regarding
properties and other inventories earmarked for, sath the exception of work in
progress relating to operating costs not yet irsito the tenants.

Section 11
Derivative counterparty credit risk exposures

(1) 'Derivative CCR exposures include

1.

2.

derivatives pursuant to section 19 (1a) of the Bamlct, with the exception of

a) those derivative instruments for transferring dredk in which the institution is the
protection provider and is required to recognise derivative instrument as an off-
balance sheet CCR exposure, or for which the uisdit is a protection buyer and
recognises this derivative instrument as eligilsiunded credit protection when
calculating the risk-weighted exposure amount aftlaer CCR exposure, as well as

b) option writers’ obligations under options

which have not evolved into a novation positiomiran eligible contract for novation
pursuant to subsection (2), and

a novation position from an eligible contract favation pursuant to subsection (2).

“Notwithstanding sentence 1 number 1 letter (a)seaiternative, an institution may
consistently recognise all named derivatives inetloh the trading book and consistently
recognise all named derivatives included in thekivanbook as derivative CCR exposures.

(2) *A novation position from an eligible contract fasvation is any claim or obligation
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which results in connection with an eligible naftismgreement concerning derivatives from a
single debt relationship pursuant to sections 2@5207.2A contract for novation is any
amendment, netting or debt rescheduling contraathiich the debt relationship arising from
a derivative is restructured so as to eliminateréiseltant claims and obligations either in
whole or in part.

(3) A long settlement transaction is a derivative CQRosure pursuant to subsection (1)
which is constituted by a transaction in which

1. one counterparty has assumed an obligation toetedivreceive a security, a commodity
or an amount in foreign currency against cash,rdthancial instruments or other
commodities, and

2. the number of days between the conclusion of gnestiction and the contractually
calculated delivery or settlement date is more therminimum of five working days and
the customary number of working days for this tgp&ansaction.

Section 12
Netting positions

(1) A netting position comprising derivatives is thesgion that is constituted by all claims
and obligations from derivatives which are covdrgan eligible netting agreement
concerning derivatives pursuant to section 207.

(2) A netting position comprising monetary claims amethts is the position that is constituted
by all monetary claims and debts which are coveredn eligible netting agreement
concerning monetary claims and debts pursuantctiose208.

(3) A netting position comprising non-derivative tracisans with remargining is the position
which is constituted by

1. all lent, sold or pledged securities and commoslitie well as lent or pledged monetary
amounts and

2. all borrowed, purchased or received securitiescamimodities as well as borrowed or
received monetary amounts

which are covered by an eligible netting agreensenterning non-derivative transactions
with remargining pursuant to section 209.

(4) A cross-product netting position is the positioattis constituted by all claims and
obligations which are covered by an eligible crpesduct netting agreement pursuant to
section 210 and which, in addition, includes albficial collateral that the institution has
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either posted or, if eligible pursuant to secti®d 1) sentence 1 number 1, received in
connection with this netting agreement.

(5) No separate risk-weighted exposure amounts halve tecognised for CCR exposures
included in eligible netting positions.

Section 13
Off-balance sheet counterparty credit risk expasure

(1) Off-balance sheet CCR exposures include

1. off-balance sheet transactions within the meanfregotion 19 (1) sentence 3 of the
Banking Act,

2. credit default swaps which are embedded in crestivdtives in the form of credit linked
notes which at the same time represent balancée Gli#e exposures,

3. forward purchases and option writers’ obligatiomsf put options if the underlying
would constitute a balance sheet CCR exposure anir$o section 10 assuming actual
delivery or receipt,

4. unpaid portions of securities which have partlyrbpaid in,

5. documentary credits issued and confirmed in whiehunderlying shipment acts as the
collateral,

6. in the case of an IRBA institution, derivatives guant to section 19 (1a) of the Banking
Act not included under number 3 of equity positisrisch are not exempted from using
IRBA pursuant to either section 70 sentence 1 nusnbe8 or 9 or pursuant to section
338 (4),

including CCR exposures from securitisation ligtydacilities pursuant to section 1b (3)
sentence 3 of the Banking Act and the investot&r@st in securitisation transactions to be
recognised by the originator pursuant to sectids (23.

(2) Transactions which are derivative CCR exposuresyaunt to section 11 and which form
part of off-balance sheet CCR exposures pursuasitisection (1) numbers 1 to 6 constitute
both a derivative CCR exposure and an off-balaheetsCCR exposure.
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Section 14
Free delivery risk exposures

(1) For a trading book institution, a free deliveryjkrexposure is any claim from a transaction
assigned to the trading book

1. in which the institution

a) has paid for securities, foreign currency or comitiegland has not yet received
these, or

b) has delivered securities, foreign currency or cowhities and has not yet been paid for
these,

2. in which more than one working day has elapsedcespayment or delivery by the
institution if the transaction is a cross-bordangaction, and

3. if, pursuant to section 10 (6a) number 4 of thel®amAct, no deduction from tier 1 or
tier 2 capital is necessary.

(2) Free deliveries created by system-wide failuresettiement or netting systems may, upon
application and subject to BaFin's permission, ibeedarded until the functional ability of the
systems has been restored.

Section 15
Settlement risk exposures

(1) For a trading book institution, a settlement rigk@sure is any claim to delivery or receipt
of securities, foreign currency or commaodities frartransaction assigned to the trading book
which is not a repurchase, lending or comparablestction in securities or commaodities if
the claim to delivery or receipt has not been llelfi by both parties once the delivery or
receipt deadline agreed for this transaction hagseld.

(2) Settlement risk exposures created by system-witlgda of settlement and netting
systems may, upon application and subject to Bapermission, be disregarded until the
functional ability of the systems has been restored

Section 16
Total capital charge for settlement risk

The total capital charge for settlement risk isshen of the capital charges for all settlement
risk exposures’These are calculated from the differences, innigtition’s favour, between
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each respective agreed settlement price and thentunarket value of the underlying
securities, foreign currencies or commodities, Whace to be multiplied by

1. 8 per cent from the 5th up to and including thehMsbrking day,

2. 50 per cent from the 16th up to and including t@#h3vorking day,

3. 75 per cent from the 31st up to and including thin 4vorking day, and
4. 100 per cent from the 46th working day

following the agreed settlement date.

Chapter 2
Assessment basis for derivative counterparty cresktexposures and
counterparty credit risk exposures from non-denatransactions
with remargining or other repurchase, lending onparable
transactions involving securities or commodities

Section 17
Assessment basis for derivative counterparty cregsktexposures and counterparty credit risk
exposures from non-derivative transactions withaegiming or other repurchase, lending or
comparable transactions involving securities or waaities

(1) 'The assessment basis for a derivative CCR expsbatkbe calculated, at the
institution's discretion and on a consistent andna@ent basis, using

1. the Internal Model Method (IMM) pursuant to sect2B subject to BaFin's permission,
2. the Standardised Method (SM) pursuant to secti@) @il
3. the marking-to-market method pursuant to sectian 18

“The institution may vary its consistent and pernma@oice for individual enterprises
belonging to a grougFor a long settlement transaction pursuant tosedti (3), the

institution may, notwithstanding the method chogarsuant to sentence 1, use one of the
other methods described in sentenctf.institution using SM or IMM to calculate net
assessment bases pursuant to section 211 or IMfsldalate net assessment bases pursuant
to section 217 for cross-product netting agreemehish include derivatives pursuant to
section 210 (1) sentence 2 shall also use the cegpenethod to calculate all assessment
bases for derivative CCR exposures not includesiagh netting positionsPositions pursuant
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Section 18

to section 220 (4) and section 222 (3) and (4eaemnpted from this rul8Notwithstanding
sentence 1 and subject to the proviso of sentene@d@n-trading book institution may
calculate the assessment basis for derivative GBseaires, at the institution’s discretion and
on a consistent basis, using the maturity-basddeement cost pursuant to section 23
(original exposure method) if the replacement sbt based on changes in the prices of
equities, commodities, precious metals other th@d gr other transactions not relating to
interest rates, currency or gold pricB&hen using the original exposure method, instingio
may vary their choice for particular and unambiglpulefined segmentiSegments may be
defined according to various financial instrumemtslifferently defined organisational areas
of the institution®The institution may switch at any time from thegimal exposure method
to one of the methods listed in sentence 1, irc#se of IMM subject to BaFin's permission.

(2) 'The assessment basis for CCR exposures from noratiee transactions with
remargining as well as from other repurchase, lendr comparable transactions concerning
securities or commodities may be calculated acogrth IMM pursuant to section 223
subject to the proviso of section 222 (3), at tisiiution’s discretion and on a consistent and
permanent basis, and subject to BaFin's prior sasiom.?An institution that uses IMM to
calculate net assessment bases pursuant to s2tbaor 217 shall also use IMM to calculate
all assessment bases for CCR exposures from noratiee transactions with remargining as
well as from other repurchase, lending or compar#iansactions concerning securities or
commodities.

(3) Non-derivative transactions with remargining aesgactions in which

1. the CCR exposures incurred by the transactionsotloanstitute derivative CCR
exposures pursuant to section 11 (1) and

2. the CCR exposures or dilution risk exposures pumstaasection 71 (2) constituted by
these transactions are protected by collateral and

3. the institution is contractually entitled to demaedargining given corresponding
changes in the market values of the transactions.

Section 18
Market price-based replacement cost

The market price-based replacement cost is
1. the current potential replacement cost pursuaséttion 19 plus

2. the expected future increase in the current patkergplacement cost pursuant to section
20 unless it is a single-currency floating-floatinterest rate swap.
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Section 19
Current potential replacement cost

The current potential replacement cost is the higheero and the current market value of
the derivative.

Section 20
Expected future increase in the current potengiplacement cost

(1) *The expected future increase in the current patereplacement cost is the product of
the market price-based claim from the derivativespant to section 21 and the volatility rate
resulting from Table 1 of Annex 1 in accordancewiite transaction's relevant maturity
pursuant to section 22f the replacement cost for the transaction is dasethe volatility of
prices in several categories, the transaction etassigned to the category with the highest
volatility rate pursuant to Table 1 of Annex 1.

(2) 'For each derivative CCR exposure which is inculngad credit derivative in the form of
a total return swap or credit default swap, theeeigd future increase in the current potential
replacement cost is the product of the nominal arhofithis credit derivative and

1. O per cent if the credit derivative is a creditaldf swap, the institution is a protection
seller under the credit derivative and — even edbent that the protection buyer under
the credit derivative defaults — only has to rermuBgrment to the protection buyer if the
reference unit has defaulted,

2. 5 per cent if the reference liability of the credigrivative, as the institution’s trading book
risk exposure, constitutes a qualified item purstasection 303 (3),

3. otherwise, 10 per cent.

’For a credit derivative that can be drawn on as ssoa credit event has occurred for tfe n
time for a majority of given counterparties (ba3k#tus terminating the contract, the
percentage to be applied in sentence 1 is

1. 10 per cent if the basket contains at least neefax liabilities which, as trading book risk
exposures of the institution, would not constitgtlified items,

2. otherwise, 5 per cent.

*The expected future increase in the current patereplacement cost for credit default
swaps for which the institution is the protectionypder and which do not fall under sentence
1 number 1 is limited to the premiums not yet gaidhe entity to the institution.
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Section 21
Market price-based claim from a derivative

The market price-based claim from a derivativeénshe case of

1. swaps and unfunded credit protection provided imeation therewith: the effective
principal amount or, in the absence of such priacgmount, the current market value of
the underlying instrument,

2. futures contracts or options and unfunded creditgution provided in connection
therewith: the institution’s claim to the delivesy receipt of the underlying instrument, on
the assumption that the underlying instrument fgally delivered or received, converted
at the current market price.

Section 22
Relevant maturity for the replacement cost

The relevant maturity for a transaction's replaa@ngest is, for each transaction which
constitutes a derivative CCR exposure,

1. the maturity of the underlying instrument in theeaf derivatives concerning underlying
instruments that have a given time to maturity,

2. the period remaining until the next interest ratpistment date in the case of derivatives
concerning variable-yield securities and single<eney floating-floating interest rate
swaps,

3. otherwise, the maturity of the derivative.

Section 23
Maturity-based replacement cost

The maturity-based replacement cost for a deriedliCR exposure is the product of the

market price-based claim from the derivative aredublatility rate resulting from Table 2 of
Annex 1 in accordance with the transaction's relewaaturity.
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Chapter 3
Credit Risk Standardised Approach (CRSA)

Section 24
Calculating risk-weighted CRSA exposure amounts

To calculate risk-weighted CRSA exposure amountsedit institution shall assign all CCR
exposures to be included under the CRSA pursuasgdiion 9 and netting exposures
pursuant to section 12 (CRSA exposures) to the CB&asure classed-or each CRSA
exposure that is not a CRSA securitisation positiloa risk-weighted CRSA exposure
amount shall be calculated as the product of itS&£Rsk weight pursuant to sections 26

to 40 and its CRSA exposure value pursuant toaes#8 to 51°The risk-weighted CRSA
exposure amount of each CRSA securitisation posgi@ll be calculated pursuant to
section 240.

Section 25
Assigning CRSA exposures to CRSA exposure classes

(1) *Each CRSA exposure shall be assigned to one dblloeiing CRSA exposure classes:

=

central governments,

2. regional governments and local authorities,
3. other public-sector entities,

4. multilateral development banks,

5. international organisations,

6. institutions,

7. covered bonds issued by credit institutions,
8. corporates,

9. retail business,

10.exposures secured by real estate property,
11.exposures in the form of collective investment utadengs (CIU),

12.equity exposures,
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13.securitisation positions,
14.other items,
15.past due items.

?Off-balance sheet CCR exposures shall be assigriie {CRSA exposure class of the assets
in question and not that of the counterparty.

(2) A CRSA exposure shall be assigned to the CRSA expadass Central governments if it
is to

1. the Federal Republic of Germany, the Deutsche Babratek or a legally dependent
special fund of the Federal Republic of Germany,

2. aforeign central government or central bank or
3. the European Central Bank.

(3) A CRSA exposure shall be assigned to the CRSA expadass Regional governments
and local authorities if it is to

1. a domestic state governmehafd),
2. a domestic local government,
3. adomestic local government association,

4. alegally dependent special furtsibhdervermoggrof one of the government authorities
specified under numbers 1 to 3,

5. aforeign regional government or local authority or

6. a church or religious community with the legal foofra public-law corporation
(Korperschaft des offentlichen Reghasd which levies taxes or shares in the tax newen
of tax-levying church corporations at public lawyguant to article 140 of the Basic Law
(Grundgesetzin conjunction with article 137 (6) of the Weimanperial Constitution
(Weimarer Reichsverfassungf)11 August 1919 (Imperial Gazetieichsgesetzblatt,
page 1383).

(4) A CRSA exposure shall be assigned to the CRSA expadass Other public-sector
entities if it is to an administrative body or noommercial undertaking, including public-
sector bodies pursuant to section 1 (30) of thekBanAct.

(5) A CRSA exposure shall be assigned to the CRSA expadass Multilateral development
banks if it is to a multilateral development bankguant to section 1 (27) of the Banking Act.
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(6) A CRSA exposure shall be assigned to the CRSA expadass International

org

anisations if it is to an international orgatisa pursuant to section 1 (28) of the Banking

Act.

(7) A CRSA exposure shall be assigned to the CRSA expadass Institutions if it is to

1.

6.

7.

(8)
the

an institution falling under this Regulation or whiwould do so had it not been exempted
pursuant to section 2a of the Banking Act fromdbelication of section 10 of the
Banking Act,

an institution within the meaning of article 3 (&jter (c) of Directive 2006/49/EC
domiciled in another EEA state and which is supgadion the basis of Directive
2006/48/EC of the European Parliament and of thenCibof 14 June 2006 relating to the
taking up and pursuit of the business of crediituisons (recast) (OJ L 177/1, 30 June
2006) as amended, or Directive 2006/49/EC,

a credit institution within the meaning of artielg1) of Directive 2006/48/EC domiciled
in a non-EEA country and authorised in that couatrgl subject to prudential
requirements which are materially equivalent td firavided for by the Banking Act,

a financial institution within the meaning of atéiét (5) of Directive 2006/48/EC
domiciled abroad that is authorised by the bankimgervisory authority in the country of
domicile and is subject to a prudential regime thahaterially equivalent to that provided
for by the Banking Act,

a recognised investment firm from a non-EEA country
a central counterparty domiciled abroad or

a stock exchange or futures exchange.

'Covered debt securities pursuant to section 2@aeoBanking Act may be assigned to
CRSA exposure class Covered bonds issued it oTstitutions.’Claims on a

Pfandbriefbank pursuant to section 4 (3) of thenBlaief Act (Pfandbriefgesetz) may also be
assigned to this CRSA exposure class provided ttiagas arise from derivative transactions

whi

ch are used to cover Pfandbriefe pursuant tbaset (1) sentence 2 numbers 1 to 4 of the

Pfandbrief Act.

(9) A CRSA exposure shall be assigned to the CRSA expadass Corporates if it is to an
enterprise, another natural or legal person onpaship of natural persons and is not
assignable to any other CRSA exposure class.

(10) 'A CRSA exposure may be assigned to the CRSA expasass Retail business if it is

not

a security and meets the following conditions:
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1. itis an exposure to a natural person, a partnexdimatural persons or a small or
medium-sized enterprise,

2. it belongs to a large number of CRSA exposures siithlar features so that the risk
associated with it is materially lessened by difeegion effects and

3. the aggregate amount owed by the obligor and thealar legal persons or commercial
partnerships constituting a group of connectedtdigvith that obligor pursuant to
section 4 (8) to the institution or group of ingtibns or financial holding group to which
the institution belongs does not, to the institaiknowledge, exceed 1 million euro; the
institution shall undertake all appropriate stepadquire such knowledge.

“When calculating the ceiling pursuant to sentennariiber 3, CCR exposures which are
secured by mortgages on residential property madidvegarded.

(11) A CRSA exposure may be assigned to the CRSA expasass Exposures secured by
real estate property if it has a CRSA risk weigintspiant to section 35.

(12) 'A CRSA exposure shall be assigned to the CRSA expasass Exposures in the form
of collective investment undertakings (CIU) if risees from an exposure in the form of a CIU.

“An exposure in the form of a CIU within the meanafigentence 1 is a share in an
investment fund which

1. represents a pro-rata claim on the value oirthestment fund which is left over after
deducting loans and other obligations that haveetéulfilled from the invested assets and
which, if further holders in the investment fundstxis of equivalent rank with their
claims, and

2. gives the shareholder the right to call in tlanc listed in number 1, at least at certain
times, by returning his share and to be satisfiethfthe investment fund without this
triggering the calling-in of the relevant claimsather holders of shares in this investment
fund.

3f the opportunity pursuant to sentence 1 numbefr&alling in the claim pursuant to
sentence 1 number 1 exists only in as much astieual value of the investment fund does
not fall below a certain amount, and the sharel@dts® does not have the opportunity to
dissolve, in a timely manner, the investment fugpdlistributing it pro rata to the shareholders
if this amount is undershot, the share up to thmsunt, but not in excess of the total invested
amount, is regarded not as an exposure in the dd@aCIU but as a junior residual claim on
the investment fund.

(13) A CRSA exposure shall be assigned to the CRSA expasass Equity exposures if
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Section 25

it is not a credit risk exposure constituted byagipent claim and constitutes a junior
residual claim on the assets or income of an issuer

it is a credit risk exposure constituted by a paynotaim which, owing to its legal
construction or actual circumstances, gives rissnteconomic substance comparable to
that of a risk exposure pursuant to number 1.

“Notwithstanding sentence 1, an institution maygseiuity holdings in undertakings
offering ancillary services to the CRSA exposueasslOther items.

(14) A CRSA securitisation position pursuant to sec2@i (3) shall be assigned to the
CRSA exposure class Securitisation positions.

(15) The following CRSA exposures shall be assigneth¢oGRSA exposure class Other
items:

1.

2.

7.

tangible assets,

prepayments and accrued income for which the utsidit is unable to determine an
obligor,

cash items in the process of collection for whiolresponding payment was already
advanced,

gold bullion,

credit derivatives for which the institution is eofection seller and which can trigger
payment as soon as th® default amongst the exposures occurs, termingtiegontract,
if all such exposures in the basket, as CCR expssnirthe institution, would be CRSA
exposures,

the residual values of leased assets assumed eidhaf the leasing agreement at the time
the contract was drafted, unless

a) asum has been fixed for the residual value whehédssee is or can be obliged to
pay, or

b) the residual value is covered by a purchasewotifering the lessee an incentive to
exercise it,

equity holdings in undertakings offering ancilaervices which the institution has not

assigned to the CRSA exposure class Equity expssanel

8.

cash in hand and equivalent cash items.

(16) 'A CRSA exposure shall be assigned to the exposass Past due items if the
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underlying payment claim is past due for more tB@rsuccessive calendar days to the
amount of 100 euro or mor&Vhen assigning a CRSA exposure to this CRSA exposur
class, an institution may instead of sentence lydpp provisions pursuant to section 125.
3Sentences 1 and 2 do not apply to CRSA securiis@isitions.

Division 1
CRSA risk weights

Section 26
CRSA risk weights for central governments

The CRSA risk weight for a CRSA exposure of the BRSposure class Central
governments shall be calculated as follows.

1.

If, notwithstanding numbers 2 to 4, a relevant ttraglsessment pursuant to section 43 is
available from an external credit assessment utigtit (ECAI) or export credit agency
nominated by an institution pursuant to sectioradd if the prerequisites for using credit
assessments and country classifications for prislgnirposes pursuant to section 42
have been met, the CRSA risk weight shall be cated|

a) where the relevant credit assessment is from anlE@Accordance with the credit
quality step to which the specific credit assesdméthe nominated ECAI has been
prudentially mapped according to Table 3 of Anngx 1

b) where the relevant credit assessment is a coulatsgification of an export credit
agency, in accordance with the minimum export iasae premiums for export credits
specified in the Arrangement on Guidelines for €é#fily Supported Export Credits of the
Organisation for Economic Co-operation and Develepn{OECD Arrangement; see
Scheibe/Moltrecht/Kuhn, Garantien und Burgschaffarsfuhrgewahrleistungen des
Bundes und Rechtsverfolgung im Auslan® &lition, 2006, in German only) according
to Table 4 of Annex 1.

If the exposure is to

a) the Federal Republic of Germany, a legally depensigecial fund of the Federal
Republic of Germany, the Deutsche Bundesbank or

b) a central government or a central bank of anotligk Eountry
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Section 27

and if it is incurred and refinanced in the natianarency of the country, a CRSA risk
weight of O per cent may be applied.

If the CRSA exposure is to the European CentrakBtre CRSA risk weight shall be 0
per cent.

If the CRSA exposure is to a central governmerat ndbn-EEA country whose prudential
regime is materially equivalent to that providedlfg the Banking Act, and if it is
incurred and refinanced in the national currencthaf country, the risk weight applied in
that country for the exposure in question may hepseatl.

Otherwise the CRSA risk weight shall be 100 pet.cen

Section 27
CRSA risk weight for regional governments and |laathorities

The CRSA risk weight for a CRSA exposure of the BRSposure class Regional
governments and local authorities shall be caledlass follows:

1.

If the exposure is to

a) a domestic state government, a legally dependemiadund of a domestic state
government, a domestic local government, a domkxstad government association or

b) a regional government or a local authority in arotBEA country for which, because
of the specific revenue-raising powers of the farraad the existence of specific

institutional arrangements the effect of whichageduce their risk of default, the risk of
this exposure is no different from that of exposuesaid country’s central government,

it shall be assigned the CRSA risk weight of thetigé government pursuant to section 26
under whose jurisdiction the obligor comes.

If the exposure is to a regional government orllacahority in a non-EEA country whose
prudential regime is materially equivalent to thedvided for by the Banking Act, and if
the CRSA exposure is treated in that country likex@posure to the central government,
the risk weight applied in that country may be addp

If the exposure is to a regional government orcallauthority in an EEA country and is
denominated and funded in the domestic currendlyaifregional government or local
authority, it may be assigned a CRSA risk weigh2@per cent.

Otherwise the exposure shall be risk-weighted acoetance with the rules for institutions
pursuant to section 31; section 31 number 4 doeapyy.
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Section 28
CRSA risk weight for other public-sector entities

The CRSA risk weight for a CRSA exposure of the BRSposure class Other public-sector
entities shall be calculated as follows.

1. Ifitis a CRSA exposure to a public-sector enpitysuant to section 1 (30) of the German
Banking Act or a self-administered body subjegbablic supervision which is also
operated by the Federal Republic of Germany anthiosettlement of whose payment
obligations the Federal Republic of Germany haarass liability equivalent to an
explicit guarantee, or which is a legally indepamtd&omotional institution in the legal
form of a Federal agencipyndesunmittelbare Anstglit shall be assigned the same risk
weight as the Federal Republic of Germany pursteaséction 26.

2. Ifitis a CRSA exposure to

a) a domestic non-commercial legal person under pudiovhich is operated by the
Federal Republic of Germany, a domestic state gowent, a domestic local government,
a domestic local government association, or

b) a domestic non-commercial enterprise wholly owngadre or more of the
government entities specified in (a),

it shall be risk-weighted in accordance with thiesuor institutions pursuant to
section 31; section 31 number 4 does not apply.

3. Ifitis a CRSA exposure

a) to a public-sector entity domiciled in an EEA cayrdr domiciled in a non-EEA
country whose prudential regime is materially egléwt to that provided for by the
Banking Act, and

b) which in that country is treated like an exposarenstitutions or the central
government of that country,

the risk weight applied in that country may be addp

4. Otherwise the CRSA risk weight shall be 100 pet.cen
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Section 29
CRSA risk weight for multilateral development banks

The CRSA risk weight for a CRSA exposure of the BRSposure class Multilateral
development banks shall be calculated as follows.

1. Ifitis an exposure to one of the development Baspecified in section 1 (27) numbers 1
to 12 of the Banking Act, the CRSA risk weight shwed O per cent.

2. For not yet fully paid up capital shares in a nialéral development bank pursuant to
section 1 (27) number 12 of the Banking Act, theSBRisk weight shall be 20 per cent.

3. If, notwithstanding numbers 1 and 2, a relevandit@ssessment pursuant to section 43 is
available from an ECAI nominated by the institutfmursuant to section 41 and if the
prerequisites for using credit assessments forgial purposes pursuant to section 42 have
been met, the CRSA risk weight shall be calculaismbrding to the credit quality step to
which the specific credit assessment of the norath&CAI has been prudentially mapped
according to Table 5 of Annex 1.

4. Otherwise the CRSA risk weight shall be 50 per cent

Section 30
CRSA risk weight for international organisations

The CRSA risk weight for a CRSA exposure of the BRSposure class International
organisations shall be 0 per cent.

Section 31
CRSA risk weight for institutions

The CRSA risk weight for a CRSA exposure of the @BRRposure class Institutions shall be
calculated as follows.

1. Ifitis a CRSA exposure to a promotional instibutithat operates non-competitively and
is domiciled in Germany and is exclusively operdigane or more of the government
authorities specified in section 27 number 1 (&) whose payment obligations enjoy a
declaration of liability equivalent to an expligtiarantee from one or more of the
operating authorities, it shall be assigned the £R&k weight of the operating
authorities.

38 of 306



Section 32

2. If the central government of the country in whible institution is domiciled has a
relevant credit assessment pursuant to sectioroda8dn ECAI or an export credit agency
nominated by the institution pursuant to sectioradd if the prerequisites for using credit
assessments and country classifications for prisgnirposes pursuant to section 42
have been met, the CRSA risk weight shall be cated| subject to numbers 3 to 5,

a) where the relevant credit assessment is from anlH@Accordance with the credit
assessment of the central government of the coohttgmicile and the credit quality step
to which the specific credit assessment of the nated ECAI has been prudentially
mapped according to Table 6 of Annex 1,

b) where the relevant credit assessment is a coulatsgitication of an export credit
agency, in accordance with the country classificatf the central government of the
country of domicile and the minimum export insurupcemiums for export credits
specified in the OECD Arrangement according to @a&bbf Annex 1.

3. Ifitis a CRSA exposure which is allocated to astitution's own funds, the CRSA risk
weight shall be 100 per cent.

4. Ifitis a CRSA exposure which has a residual mtaf not more than three months and
is incurred and refinanced in the obligor's natiauarency, it may, subject to numbers
3 and 5, be assigned the CRSA risk weight, raigeshle step, applicable to the central
government pursuant to section 26 number 2 or@e2% number 4 of the country in
which the obligor is domiciled.

5. Ifitis a CRSA exposure which has an original mi&gwof not more than three months,
the CRSA risk weight shall be 20 per cent.

6. Otherwise the CRSA risk weight shall be 100 pet.cen

Section 32
CRSA risk weight for covered bonds issued by criedititutions

The CRSA risk weight for a CRSA exposure of the BRSposure class Covered bonds
issued by credit institutions shall be calculateddcordance with Table 7 of Annex 1
depending on the CRSA risk weight pursuant to se@il numbers 2 or 6 for exposures to
the issuing credit institution.
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Section 33
CRSA risk weight for corporates

The CRSA risk weight for a CRSA exposure of the BRRposure class Corporates shall be
calculated as follows.

1. If arelevant credit assessment pursuant to sedas available from an ECAI
nominated by the institution pursuant to sectioradd if the prerequisites for using credit
assessments for prudential purposes pursuanttiorsd@ have been met, the CRSA risk
weight shall be calculated according to the crqddlity step to which the specific credit
assessment of the nominated ECAI has been pruttgmiapped,

a) for CRSA exposures for which a relevant credit ssseent for short-term risk
exposures is available, according to Table 8 ofednh,

b) otherwise according to Table 9 of Annex 1.

2. In all other cases the CRSA risk weight shall legreater of 100 per cent or the CRSA
risk weight pursuant to section 26 for the cergatlernment of the country in which the
obligor is domiciled.

Section 34
CRSA risk weight for retail business

The CRSA risk weight for a CRSA exposure of the BRSposure class Retail business
shall be 75 per cent.

Section 35
CRSA risk weight for exposures secured by realtestaperty

(1) “The CRSA risk weight for a CRSA exposure of the BRSposure class Exposures
secured by real estate property shall be:

1. 35 per cent where an exposure is fully and comliyiscured by mortgages on residential
real estate property which is or will be occupieded by the owner and if the
prerequisites specified in subsection (2) have Ineet

2. 50 per cent where an exposure is fully and comiyisecured by mortgages on
commercial real estate property within Germanynahe territory of another EEA
country which has chosen the option pursuant toe&Xinl, part 1, 51 of Directive
2006/48/EC, and if the prerequisites specifieduinsection (3) have been met,
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3. 50 per cent, applicable at an institution's disereédnd on a consistent basis, for all of the
following exposures of building and loan associai@ausparkassgrto contract
holders:

a) building loans from drawdowns on contracts, inahgdiendings pursuant to number 1,
and

b) prefinancing and bridging loans in connection viatyments made by building and
loan associations in respect of saving-and-loarraots,

if at least 60 per cent of these loans are grantedmpliance with the mortgage lending
value ceilings pursuant to section 7 (1) sentenaktBe Building and Loan Associations
Act (Gesetz Uber Bausparkas3amd are secured by mortgages on real estaterpyope

’Sentence 1 number 1 appliesitatis mutandiso CRSA exposures from leasing residential
real estate property for which an institution is tessor and remains the owner of the leased
asset until the tenant exercises its purchaseropentence 1 number 2 appliesitatis
mutandisto CRSA exposures from leasing commercial reategiroperty for which an
institution is the lessor and remains the ownedhefleased asset until the tenant exercises its
purchase option, provided that in the case of tkassets which are located in the territory of
another EEA country, that country has chosen thi@opursuant to Annex VI, part 1, 53 of
Directive 2006/48/EC’A CRSA exposure shall be deemed fully and completetured by
mortgages if its CRSA assessment basis pursuaetctmn 49 (2) does not exceed the
following limits.

1. Inthe case of a mortgage on residential real@giatperty, 60 per cent of the mortgage
lending value of the residential property pursuargection 16 (2) sentences 1 to 3 of the
Pfandbrief Act in conjunction with the Regulation calculating the mortgage lending
value(Beleihungswertermittlungsverordnuraf) 12 May 2006 (Federal Gazette |, page
1175) or of a continuously measurable figure oladiby other means which meets the
requirements of section 16 (2) sentences 1 totBeoPfandbrief Act, or, if the residential
real estate property is located in another EEA tguthe upper limit set by the
competent authorities in that country for full edéralisation by residential real estate

property.
2. In the case of a mortgage on commercial real eptajgerty

a) the lower of 50 per cent of the market value opé0cent of the mortgage lending
value of the commercial real estate property pursteasection 16 (2) sentences 1 to 3 of
the Pfandbrief Act in conjunction with the Regubattion calculating the mortgage lending
value of 12 May 2006 (Federal Gazette |, page 1bd75f a continuously measurable
figure obtained by other means which meets theireapents of section 16 (2)

sentences 1 to 3 of the Pfandbrief Act or, if tbenmercial real estate property is located
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in an EEA country which has comparably stringeatutory or prudential rules for
calculating the mortgage lending value, the lowés@per cent of the market value or 60
per cent of the mortgage lending value calculatad@ing to the rules valid in that
country,

b) otherwise 50 per cent of the market value of theroercial real estate property.

°If the option pursuant to subsection (1) sentenoartiber 3 is exercised, the further
recognition of credit protection instruments purdua section 154 (1) is hereby excluded for
the CRSA exposures to which the option appfiger the purposes of this Regulation, real
estate used for agricultural purposes pursuargdbasn 22 of the Regulation on calculating
the mortgage lending value shall be equated to cential real estate property.

(2) 'The prerequisites for applying subsection (1) sereel numbers 1 and 3 are that

1. the value of the real estate property does mdenally depend upon the credit quality of
the obligor of the exposure,

2. the institution complies with the requirements piarg to section 20a (4) to( 8) of the
Banking Act and pursuant to section 172, for thigopse the mortgage lending value
calculated according to the rules for calculatingrtgage lending values pursuant to
section 7 (7) of the Building and Loan Associatiéws, while observing a provision
approved by BaFin pursuant to section 5 (2) nurBbafrthe Building and Loan
Associations Act, is equivalent to a mortgage legdialue pursuant to section 16 (2)
sentences 1 to 3 of the Pfandbrief Act,

3. the mortgage covers all obligor payment obligatifsas the CRSA exposure secured by
mortgage, and

4. for real estate property located outside Germdreypbligor’s solvency

a) does not materially depend upon the economic dpustait of the hypothecated
property or on the project to which the propertiohgs and especially not on cash flows
generated by the underlying property, and

b) depends on its capacity to repay the debt fromrcberces.

%If the competent authorities in an EEA country hdeeided that the prerequisites pursuant
to Annex VI part 1 number 49 of Directive 2006/48/&re met in their territory, the
requirement pursuant to sentence 1 number 4 foestate property located in that country
shall be deemed to have been ripplication of subsection (1) sentence 1 numbex 3 i
governed by the requirements pursuant to sentenodywith respect to those loans which
are secured by mortgages pursuant to sectionse(itgnce 3 of the Building and Loan
Associations Act within the mortgage lending valiuats.
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(3) 'The prerequisites for applying subsection (1) sereel number 2 are that
1. the requirements stated in subsection (2) sentemcenbers 1 to 3 have been met, and
2. the obligor's solvency

a) does not materially depend on the economic devetopiof the hypothecated
property or on the project to which the propertiohgs and especially not on cash flows
generated by the underlying property, and

b) depends on its capacity to repay the debt fromraberces.

The requirement of sentence 1 number 2 shall beeeé¢o have been met for commercial
real estate property located in Germany if BaFimoamces at least annually that the
maximum loss rates for CCR exposures secured bigages on commercial real estate
property located in Germany have not been exceé8edtence 2 applieautatis mutandiso
commercial real estate property located in andiitek country which exercises the option
pursuant to Annex VI part 1 number 58 of Directdg®6/48/EC.

(4) *BaFin will publicly announce on its website that thaximum loss rates pursuant to
subsection (3) sentence 2 have not been exceedebifiblishes that the total losses incurred
by CCR exposures of institutions, groups of intitlus and financial holding groups in the
preceding calendar year

1. which are secured by mortgages on the lower ofe8@ent of the mortgage lending value
pursuant to section 16 (2) sentences 1 to 3 dPthrdbrief Act in conjunction with the
Regulation on calculating the mortgage lending eafiMay 2006 (Federal Gazette
1/1175) or of a continuously measurable figure otgd by other means which meets the
requirements of section 16 (2) sentences 1 totBeoPfandbrief Act, and of 50 per cent of
the market value, of commercial real estate prgdedated in Germany has not exceeded
0.3 per cent, and

2. which are secured by mortgages on commercial stateeproperty located in Germany
has not exceeded 0.5 per cent

of the total CCR exposures of institutions, groapsstitutions and financial holding groups
which are secured by mortgages on commercial stateeproperty located in Germany.
?|nstitutions, groups of institutions and finandwalding groups shall submit annually to
BaFin the data required to enable it to estabhshatove.
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Section 36
CRSA risk weight for exposures in the form of ClUs

(1) The CRSA risk weight for a CRSA exposure of the @RSposure class Exposures in
the form of collective investment undertakings (C#ball be calculated as follows.

1. If arelevant credit assessment pursuant to sed8da available from an ECAI
nominated by an institution pursuant to sectiorictexposures in the form of ClUs and
if the prerequisites for using credit assessmeantpriudential purposes pursuant to
section 42 have been met, the CRSA risk weight bleatalculated in accordance with
the credit quality step to which the specific ctedisessment of the nominated ECAI has
been prudentially mapped according to Table 9 afexnl.

2. If the preconditions specified in subsection (2ydhaeen met, the institution may, for
these exposures in the form of CIUs,

a) if the institution is aware of the underlying exposs of the CIU, calculate pursuant to
sections 24 to 54 an amount-weighted average CiREAwveight by looking through to
those underlying exposures or,

b) if the institution is not aware of the underlyingpesures of the CIU, calculate
pursuant to sections 24 to 54 an amount-weightedage CRSA risk weight based on the
assumption that the CIU invests its assets, tori@wemum extent laid down in its sales
prospectus or equivalent document, in the expadasses attracting the highest CRSA
risk weight and then continues making investmamtdeiscending order until the
maximum total investment limit is reached.

3. Otherwise the CRSA risk weight shall be 100 pet.cen

(2) The preconditions for applying the procedures d@etpursuant to subsection (1)
number 2 are as follows.

1. The exposures in the form of ClUs are issued bynapany which
a) is supervised in an EEA country or,

b) is subject to supervision in a non-EEA country vimnigaFin or the competent
supervisory authority of another EEA country hasficoned to be equivalent to that laid
down in European Union law, and cooperation betwgsfin and the competent
supervisory authority of said non-EEA country ieqdately ensured,

2. The CIU's sales prospectus or an equivalent docustell contain

a) all categories of assets in which the CIU may vesited and,

44 of 306



Section 37

b) if there are ceilings for investment in certainedssthe relative ceilings and the
methodology of calculating these.

3. Areport shall be prepared at least annually orCiéeshowing the asset and liability
items, the net income and business activity duitvegreporting period.

(3) *Provided that the correctness of the calculatiahraporting to the institution are
adequately assured, institutions may rely on a tharty to calculate the CRSA risk weight
pursuant to subsection (1) numbef/n external auditor must confirm the correctnesthef
calculation pursuant to sentence 1 by three maatttize latest after the end of the CIU’s
business year.

(4) BaFin may define a CRSA risk weight of 150 per aarttigher for exposures in the form
of ClUs associated with particularly high risks.

Section 37
CRSA risk weight for equity exposures

The CRSA risk weight for a CRSA exposure of the BRSposure class Equity exposures
shall be 100 per cent.

Section 38
CRSA risk weight for other items

(1) The CRSA risk weight for a CRSA exposure of the BRRposure class Other items
shall be 0 per cent for gold bullion in the inditn's possession, for certificates evidencing
pro rataownership of gold bullion, provided that they beeked by corresponding gold
bullion liabilities, and for cash in hand and eglent cash items.

(2) Notwithstanding subsection (1) the CRSA risk weigjmll be 20 per cent for cash items
in the process of collection for which correspogdagvance payments have already been
made.

(3) Notwithstanding subsection (1) the CRSA risk weigjmll be 100 per cent for
1. tangible assets,

2. prepayments and accrued income for which the utglnt is unable to determine the
counterparty,

3. aresidual value of a leased asset to be includesiipnt to section 25 (15) number 6, and
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4. equity holdings in providers of ancillary serviagich the institution has not assigned to
the CRSA exposure class Equity exposures.

(4) Notwithstanding subsection (1) the following skaglbly to a credit derivative pursuant to
section 25 (15) number 5.

1. If arelevant credit assessment pursuant to se28a@ris available for the CRSA exposure
from an ECAI nominated by the institution pursuemsection 235 and if the prerequisites
for using credit assessments for prudential purppsesuant to section 236 have been
met, the CRSA risk weight shall be calculated adicy to the credit quality step to which
the specific credit assessment of the relevanttcasdessment has been prudentially
mapped, according to Table 11 of Annex 1.

2. In all other cases the CRSA risk weight shall legtm of the CRSA risk weights of all
exposures contained in the credit derivatives dagkéo a ceiling of 1,250 per cent, whereby
the CRSA risk weights of n-1 exposures showingakest risk-weighted CRSA exposure
amounts are to be excluded from the aggregation.

Section 39
CRSA risk weight for past due items

'The CRSA risk weight for a CRSA exposure of the BRRposure class Past due items
shall be 150 per cerfif the individual value adjustments for this expesamount to at least
25 per cent of the unprotected part of the CRS&ssuent basis pursuant to section 49 (2)
for this exposure, the CRSA risk weight shall b8 per cent’If the exposure was assignable
before it became past due to the CRSA exposurs Elgsosures secured by real estate
property and had

1. a CRSA risk weight of 35 per cent, the CRSA riskgiewhen it is past due shall be

a) 50 per cent, if the individual value adjustmentstfos exposure amount to at least
25 per cent of the CRSA assessment basis pursuaattion 49 (2) for this exposure,

b) otherwise 100 per cent,

2. a CRSA risk weight of 50 per cent, the CRSA riskghewhen it is past due shall be 100
per cent.
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Section 40
Recognising unfunded credit protection, life insw@policies and financial collateral at their
CRSA risk weight

(1) *The risk-weighted CRSA exposure amount of a CRS#osure adjusted to the CRSA
risk weight of unfunded credit protection, life imance policies and financial collateral
recognisable using the Financial Collateral Sinid&thod shall be, subject to section 241 (2),
for each CRSA exposure to which at least an amoiugligible unfunded credit protection
pursuant to section 162, an eligible life insurapokcy pursuant to section 170 or of the
market value of an eligible financial collaterant pursuant to section 154 (1) sentence 1
number 1, recognised at the institution's discrefiorsuant to section 180 using the Financial
Collateral Simple Method, has been assigned, threcfu

1. the sum of the products of the protected partipbsure value calculated according to
subsections (2) to (4) for each of the eligiblewnafed credit protection items of which an
amount is assigned to this CRSA exposure, andegpttbtection provider's CRSA risk
weight calculated according to sentence 2,

2. the sum of the products of the protected partipbsure value calculated according to
subsections (2) to (4) for each financial collatésan recognised according to the
Financial Collateral Simple Method of which an ambof the market value has been
assigned to this CRSA exposure, and of the CRSAw&ght of that financial collateral
item calculated according to sentence 3,

3. the sum of the products of the protected partipbsure value calculated according to
subsections (2) to (4) for each of the eligible Ifisurance policies pursuant to section
170 of which an amount of the market value has lassigned to this CRSA exposure,
and of the CRSA risk weight for the surrender vaitithis life insurance policy according
to Table 11a of Annex 1, and

4. the product of the unprotected partial exposuraevahlculated according to subsections
(2) to (4) and the CRSA risk weight of this CRSApegure.

The protection provider's CRSA risk weight shalithe CRSA risk weight which would be
assigned to a CRSA exposure to that protectionigeov'The CRSA risk weight of a
financial collateral item shall be the CRSA riskigig which would be assigned to a CRSA
exposure to that financial collateral item takiegtson 185 into account.

(2) To define the protected partial exposure valuesthedinprotected partial exposure value
of a CRSA exposure for subsection (1) sentenceid first necessary to calculate the non-
substituted assessment basis for a CRSA expostodags.
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1. In the case of eligible unfunded credit protectoran eligible life insurance policy, if the
institution has chosen the Financial Collateral @oghensive Method pursuant to
section 180 and if at least one financial colldtdesn has been assigned to the CRSA
exposure using the Financial Collateral Comprelvensiethod, the CRSA assessment
basis shall be calculated recognising financidbatetal pursuant to section 49 (1)
sentence 1 number 2,

2. otherwise the CRSA assessment basis shall be adulvithout recognising financial
collateral pursuant to section 49 (2).

(3) *An amount of the non-substituted assessment bagie €RSA exposure shall be carved
out as follows and recorded as the substitutedsassnt basis of the CRSA exposure for the
unfunded credit protection, life insurance policyfinancial collateral item recognisable
using the Financial Collateral Simple Method:

1. for each eligible unfunded credit protection itessigned to the CRSA exposure, in the
amount of the unfunded credit protection adjustedrfismatches pursuant to section 204
assigned to this exposure,

2. for each portion of the market value of a financiallateral item recognisable using the
Financial Collateral Simple Method and assignethé€oCRSA exposure, in the amount of the
portion of the market value of that financial ctdial item assigned to this CRSA exposure,
and

3. for each eligible life insurance policy assignedhe CRSA exposure, in the amount of
the eligible portion of the life insurance policyrguant to section 170 (2) assigned to this
exposure.

The value of the unfunded credit protection, theender value of the life insurance policy
or of the market value of the financial collatatam recognisable using the Financial
Collateral Simple Method shall be reduced by thei@o assigned to the CRSA exposure.
*The difference between the non-substituted assesdrasis and the substituted assessment
basis for the CRSA exposure for unfunded creditgutoon, a life insurance policy or
financial collateral shall be used as the non-suiteti assessment basis of the CRSA
exposure for recognising further unfunded credtgxtion, life insurance policies or

financial collateral pursuant to sentence 1.

(4) 'The protected partial exposure value of a CRSA sumopursuant to subsection (1)
sentence 1 numbers 1, 2 and 3 shall be, for edcimded credit protection item, life

insurance policy or financial collateral item rengsgd pursuant to subsection (3), the product
of the substituted assessment basis of this CRPAsexe for this unfunded credit protection
life insurance policy or financial collateral iteand the CRSA conversion factor of this

CRSA exposure pursuant to section &the unprotected partial exposure value of a CRSA
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exposure pursuant to subsection (1) sentence 1endnb the product of the non-substituted
assessment basis of this CRSA exposure remaini@gadlf unfunded credit protection items,
life insurance policies and financial collateralnts assigned to that CRSA exposure have
been recognised and the CRSA conversion factdni®QRSA exposure pursuant to

section 50.

Division 2
Use of external credit assessments and countrgifitagions

Section 41
Nominating eligible ECAIls and export credit agescie

(1) * When determining the CRSA risk weight for a CRShasure belonging to a credit
assessment-related asset category according te Taldf Annex 1, an institution may use an
ECAI credit assessment only if BaFin has recognssed ECAI as being eligible for risk-
weighting purposes pursuant to sections 52 anch83tee institution has nominated this
ECAI to BaFin for the credit assessment-relateétasategory in questiofAn institution

may nominate one or more eligible ECAIs for riskigiging purposes for a credit
assessment-related asset categditye nomination may differ for the various credit
assessment-related asset categories.

(2) When determining the CRSA risk weight for a CRSA@sure in the credit assessment-
related asset category Countries according to TEblgf Annex 1, an institution may use a
country classification of an export credit agenalyaf the institution has nominated at least
one export credit agency to BaFin for the credseasment-related asset category Countries.
The institution may nominate one or more exportlitragencies to BaFin for the credit
assessment-related exposure class Countries ictespef whether it has nominated one or
more eligible ECAIs for this exposure class.

(3) *An institution may revoke its nomination of an @i ECAI or export credit agency
only with BaFin's permissioAThe institution must substantiate its applicationgermission
to revoke a nominatioriBaFin will refuse said permission only if there aomcrete
indications that the intention underlying the reatban is to reduce the capital adequacy
requirements.

Section 42
Use of credit assessments and country classifitatio

(1) An institution which has nominated an ECAI for adit assessment-related exposure
class according to Table 12 of Annex 1 must appdy ECAI's credit assessments
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permanently and consistently for all CRSA exposurdhlat class for which a relevant credit
assessment is available from an ECAI nominatedhéyristitution.

(2) Subsection (1) appligautatis mutandiso the country classifications of export credit
agencies.

Section 43
Relevant credit assessment

The relevant credit assessment of a CRSA expobaikl® calculated pursuant to

section 44%For a CRSA exposure of the CRSA exposure claskutishs pursuant to
section 25 (1) sentence 1 number 6 the relevadit@ssessment shall be the issuer credit
assessment, as calculated pursuant to sectiom#ghses 1, 3 and 4, of the central
government of the country in which the obligor listCRSA exposure is domicilethn
issuer credit assessment is defined as a creésssent which makes a general statement,
unrelated to specific assets, about an obligoesliororthiness?in determining the relevant
credit assessment, section 47 stipulates thatcaibéi country classifications from export
credit agencies which an institution has nominateall rankpari passuwith issuer credit
assessments.

Section 44
Relevant credit assessment of a rated CRSA exposure

The institution shall identify all applicable credssessments pursuant to section 46 from the
ECAIs it has nominated which relate to a CRSA expegIf there are no applicable credit
assessments, the CRSA exposure shall be deemdddiaral the procedure pursuant to
section 45 for calculating the relevant credit asseent of an unrated CRSA exposure shall
apply.3If only one applicable credit assessment is avi|abshall be used to calculate the
CRSA risk weight?If more than two applicable credit assessmentsiaaable, the relevant
ones are those which lead to the two lowest CRSiAweights in accordance with the
prudential mapping of the specific credit assessswencredit quality steps; if the two lowest
CRSA risk weights differ, the relevant credit assesnt is the one leading to the higher

CRSA risk weight.

Section 45
Relevant credit assessment of an unrated CRSA expos

(2) If, for unrated CRSA exposures of the CRSA exposlass Corporates pursuant to
section 25 (1) sentence 1 number 8, at least coré-rm applicable credit assessment
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pursuant to section 46 is available from an ECAhmated by the institution with a
prudential mapping pursuant to section 54 to creility steps 4 to 6, which

1. refers to other asset items exposed to the sangoohk the CRSA exposure, or
2. is an issuer credit assessment relating to thgabtf the CRSA exposure,
this shall be the relevant credit assessment.

(2) *For unrated CRSA exposures other than those farhwdarelevant short-term credit
assessment can be determined pursuant to subsgdtidime institution shall determine the
relevant credit assessment on the basis of compagaposures’Comparable exposures are
unprotected exposures to the same obligor as tf&ACGRposure for which at least one
applicable credit assessment pursuant to sectios @ilable from an ECAI nominated by
the institutionSection 44 sentence 4 appliestatis mutandiso each comparable exposure
for which there is more than one credit assessifamt ECAls nominated by the institution.
“The risk weights resulting from the prudential miagpare the presumed CRSA risk weights
for the comparable exposuré§hese presumed CRSA risk weights are to be mataftad

the CRSA risk weight that would be assigned toGRSA exposure without a credit
assessmentThe relevant credit assessment of the unrated C&®asure shall be calculated
as follows.

1. If, looking at all comparable exposures that arejmaior to the CRSA exposure, one of
the presumed CRSA risk weights is higher than tR&L risk weight obtained without
applying a credit assessment, the credit assesamdatlying this higher presumed
CRSA risk weight shall be relevant.

2. Otherwise the relevant credit assessment may balatdd from all comparable
exposures that are rankpdri passuwith the CRSA exposure pursuant to section 44
sentences 3 and 4.

’If there are no comparable exposures that are dguee passuwith the CRSA exposure, the
relevant credit assessment pursuant to sentenembar 2 may be calculated from junior
comparable exposures.

(3) !If there are no comparable exposures pursuantisestion (2), the institution shall
identify all applicable issuer credit assessmeuntsymnt to section 46 from the ECAIs it has
nominated?A presumed CRSA risk weight shall be calculatedtieridentified issuer credit
assessments; the CRSA risk weight obtained withpplying a credit assessment shall be
calculated for the CRSA exposur8ubsection (2) sentences 5 and 6 applietatis
mutandis “However, issuer credit assessments for which tesupned CRSA risk weight is
lower than the CRSA risk weight of the CRSA expesuithout applying a credit assessment
may be recognised only if the CRSA exposure rgrakspassuwith or senior in all respects
to the senior unprotected exposures of the sanigoobilf there are no issuer credit
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assessments, there is no relevant credit assessment

Section 46
Applicable credit assessments

A credit assessment which has been issued bygiblelECAI nominated by the institution
is applicable only if

1. the obligor has solicited it,

2. itincludes all amounts and especially nominal gaund interest owed to the institution in
the position,

3. itis not a short-term credit assessment, unles€RSA position is assigned to the
exposure class Corporates pursuant to section)2s(

4. in the case of section 45 (2) and (3) for a CRSposxyre that is not denominated in the
domestic currency of the obligor of the CRSA expesthe credit assessment does not
refer to an exposure denominated in the obligaatsonal currency.

’Notwithstanding sentence 1 number 1, credit assassmvhich the obligor has not solicited
shall be applicable with BaFin's permissitBaFin may refuse permission, in particular, if
the solicited and unsolicited credit assessmentiseoECAI differ in quality or if the ECAI
uses the unsolicited credit assessments to putypresn the rated entity to place an order for
a credit assessment or other servitéshe credit assessment is to be used for a s@ation
position, section 237 (2) applies.

Section 47
Applicable country classifications from export dtexfjencies

The following country classifications from exporedit agencies are applicable for a CRSA
exposure in the credit assessment-related expokgg Countries according to Table 12 of
Annex 1:

1. aconsensus risk score expressed as a minimumtexparance premium from an export
credit agency which participates in the OECD Aremgnt, or

2. a country classification from an export credit agewhich applies the country
classification methodology as laid down in the OE&IBangement, publishes its country
classifications and assigns them to the minimunoexpsurance premiums using that
methodology.
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Division 3

CRSA exposure value

Section 48
CRSA exposure value

The CRSA exposure value of a CRSA exposure istbeuet of its CRSA assessment basis
pursuant to section 49 (1) and its CRSA converfaotor pursuant to section 50.

Section 49
CRSA assessment basis

(1) The CRSA assessment basis for a CRSA exposure,

1.

if it has not been assigned an amount of the Jityasidjusted market value of a financial
collateral item pursuant to the Financial Collat€tamprehensive Method, is the CRSA
assessment basis excluding financial collateraistpursuant to subsection (2),

otherwise the CRSA assessment basis shall be detstmecognising financial collateral
pursuant to subsection (3).

(2) The CRSA assessment basis excluding financialteodlbfor a CRSA exposure,

1.

for a balance sheet CCR exposure:

a) is its book value plus the free contingency reseati&ibutable to the individual asset
items pursuant to section 340f of the German CoroileCode(Handelsgesetzbuch,
HGB' recognised as liable capital pursuant to sectio(2Ppsentence 1 number 1 of the
Banking Act, less fees booked but creditable teseghent financial years and deferrals
for loan discount,

b) where use is made of the option pursuant to setfiof2) sentence 1, it is its
assessment basis defined in section 17 (2) senience

c) where said assessment basis is the outcome aofiadesgreement and is not the
residual value of a leased asset recognisable gnirso section 25 (15) number 6, it is the
present value of the minimum lease payments, wtocisist, firstly, of all payments to
which the lessee is or can be obliged for the tefrthe leasing agreement, including an
amount for the residual value of the leased askathithe lessee is or can be obliged to
pay and, secondly, of any purchase option offetliregessee the incentive to exercise it,
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d) in the case of the residual value of a leased assetjnisable pursuant to section 25
(15) number 6, it is the present value of the tealidalue assumed at the end of the
leasing agreement at the time the leasing agreewsnbeing drafted less the present
value of purchase options recognised pursuant)to (b

2. for an off-balance sheet CCR exposure:
a) itis the book value of claims and contingent ckitonstituting that CRSA exposure,

b) where use is made of the option pursuant to setfiof2) sentence 1, it is its
assessment basis defined in section 17 (2) senience

3. inthe case of a derivative CCR exposure, it iastsessment basis pursuant to section 17,

4. in the case of a free delivery risk exposure purst@section 14 (1), it is the value of the
institution's claim from the transaction which lgigen rise to the free delivery risk
exposure,

5. in the case of a netting position comprising
a) derivatives, it is their net assessment basis pnitsio section 211
b) monetary claims and debts, it is their net assesshasis pursuant to section 212,

c) non-derivative transactions with remargining, itheir net assessment basis pursuant
to section 215,

6. in the case of a cross-product netting positiors, iifs net assessment basis pursuant to
section 217,

7. in the case of a CRSA exposure incurred by a taiosawith an enterprise in its capacity
as a central counterparty pursuant to section 1lqBthe Banking Act or by a collateral
item posted to that end, it is zero.

’In the case of a CRSA exposure incurred by cobatmssted for an obligation of the
institution arising from transactions which for tinstitution incur derivative CCR exposures
or a netting position comprising derivatives, sattl00 (11) and (12) appliesutatis

mutandis ®In the case of a CRSA exposure incurred by a CGRR®xe to the reference asset
or the reference portfolio of a credit linked ndtee assessment basis may be reduced by 8
per cent of the risk-weighted exposure amountifer@CR exposure to the issuer of the credit
linked note.

(3) !If an institution has opted to use the Financiala@eral Comprehensive Method
pursuant to section 180 and has assigned at Irastligible financial collateral item to the
CRSA exposure, the CRSA assessment basis exclfidargial collateral pursuant to
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subsection (2) shall be raised by the product @itlarket value volatility adjustment for that
CRSA exposure pursuant to section 188 and the C&SAssment basis excluding financial
collateral.? For a CRSA exposure of this type, the CRSA assesshasis including financial
collateral shall be the maximum of zero and théedtince between the raised CRSA
assessment basis excluding financial collateradyant to sentence 1 and the sum of the
protected partial assessment bases calculatedgmirtsusentence 3-or each part of the
market value assigned to this CRSA exposure afantial collateral item recognisable at the
volatility-adjusted value for financial collategalirsuant to section 187, an amount shall be
carved out from the raised CRSA assessment badisdaxg financial collateral pursuant to
sentence 1 as the protected partial assessmestibése amount of the product of

1. the volatility-adjusted value for financial collaa for the portion of the market value of
the financial collateral assigned to the CRSA expssand

2. the maturity mismatch adjustment pursuant to sed®6 for the financial collateral item
in relation to the CRSA exposure.

“The market value of the financial collateral shellreduced by the portion assigned to the
CRSA exposure pursuant to sentence 3.

Section 50
CRSA conversion factor

(1) 'The CRSA conversion factor is as follows:

1. for the undrawn amount of immediately cancellab&lit facilities pursuant to section 51:
O per cent,

2. for the undrawn amount of not immediately cancddlaiedit facilities with an original
maturity of up to and including one year: 20 pettce

3. for the undrawn amount of not immediately cancédlaioedit facilities with an original
maturity of more than one year: 50 per cent,

4. documentary credits
a) secured by underlying shipment: 20 per cent,
b) otherwise: 50 per cent,

5. transactions pursuant to section 19 (1) sentemzav®er 4 of the Banking Act: 50 per
cent,

6. irrevocable standby letters of credit:
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a) 100 per cent, if they have the character of a teedistitute,
b) otherwise 50 per cent,

7. obligations arising from a note issuance facilityaaevolving underwriting facility: 50
per cent,

8. in all other cases: 100 per cent.

?If an off-balance sheet CCR exposure consists ofn@alled obligation to incur a further
CCR exposure, the lower of the two CRSA conver&ators shall be used.

(2) The CRSA conversion factors pursuant to section(2p9r (3) apply to CCR exposures
which are CRSA securitisation positions pursuarsetiction 227 (3).

Section 51
Immediately cancellable credit facility

A credit facility shall be defined as immediatebncellable when determining the CRSA
conversion factor if the institution has the rigtcancel it without notice and

unconditionally, or if a deterioration in the oligs creditworthiness immediately triggers the
cancellation of the credit facilityFor a credit facility which constitutes a CRSA espe@
assigned to the CRSA exposure class Retail busitreasment of the right to cancel as being
without notice and unconditional shall not be ceamanded by a restriction of an
institution’s right to cancel it on the mandatorpgnds of consumer protection legislation.
*The institution shall actively monitor the obligsfinancial condition and have an internal
control and monitoring system in place to immedyatketect a deterioration in the credit
quality of the obligor.

Division 4
Recognising ECAIs and mapping specific credit aasests to credit quality
steps

Section 52
Recognising eligible ECAIs

(1) *An ECAIl shall be recognised as eligible by BaFinrisk-weighting purposes only if its

credit assessment methodology guarantees objgciivitependence, ongoing review and

transparency and if the credit assessments whechererated using that methodology

guarantee credibility and transparerf@s regards methodology, the ECAI must meet

especially the preconditions for recognition stgtetl in section 53 sentence 1 numbers 1 to 6,
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and as regards credit assessments, especiallyabenglitions for recognition stipulated in

section 53 sentence 1 numbers 7 arB&Fin and the Deutsche Bundesbank will assess
tandemwhether the recognition criteria have been ffitan ECAI has been recognised as
eligible for risk-weighting purposes by the commetauthorities in an EEA country, BaFin
can also recognise said ECAI as eligible for rigkighting purposes without conducting its
own recognition procedure if the recognition pragedmplemented by the competent

authority is equivalent to that of BaFfif the ECAI is a credit rating agency registeredem
Regulation (EC) 1060/2009 of the European Parlidraed of the Council of 16 September
2009 on credit rating agencies (OJ L 302 of 17 Mawer 2009, page 1; L 350 of 29
December 2009, page 59), the requirements of semteshall be deemed to be met in
respect of the objectivity, independence, ongoewiew and transparency of the credit
assessment methodology.

(2) *An ECAI shall be recognised as eligible for riskigiging purposes only upon
application from the enterprise which is seekingpgmition as an ECAI for risk-weighting
purposes®The application must be accompanied by a declaraijoa central association of
the banking industry that at least one of its menmmitutions, or an institution falling within
the scope of application of section 1, would likeise the enterprise in question for risk-
weighting purposeslf the declaration pursuant to sentence 2 is subthhiy a central
association of the banking industry, the declarasioall contain the names of the member
institutions of the central association which woliké to use the enterprise for risk-weighting
purposes, and details of those credit assessmatddeasset categories according to Table 12
of Annex 1 for which the enterprise shall be udédhe declaration pursuant to sentence 2 is
submitted by an institution falling within the s@pf application of section 1, it shall specify
those credit assessment-related asset categocieslang to Table 12 of Annex 1 for which it
nominates the enterprise subject to the provisosidid enterprise will be recognised by
BaFin as an eligible ECAI for risk-weighting purgss’The application shall contain details
of the market segments which the application coVtarket segments are

1. exposures to public sector entities,

2. structured financing, including securitisation thas within the meaning of section 1b (2)
of the Banking Act, and exposures in the form d€Wwithin the meaning of section 25
(12),

3. other exposures.

"BaFin may demand the submission of further detaikded for the recognition procedure.
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Section 53
Preconditions for recognising eligible ECAIs

The following preconditions must be met for ECAdge recognised as being eligible.

1.

The methodology used for assigning credit assegsmaust be rigorous, systematic and
continuous and subject to validation based on héstbexperience.

The methodology must be free from external politicluences or constraints and may
not be exposed to any economic pressures that adflidnce the credit assessment.

The independence of the ECAI's methodology musgjuseanteed, having special regard
to the ECAI's

a) ownership and organisation structure,
b) financial resources,

c) staffing and expertise, and

d) corporate governance.

The ECAI must continually review its credit assessta and adjust them if the financial
situation of the rated entity changes; said reviskaal occur after every event which
might have a significant influence upon the ratettys creditworthiness, and at least
annually.

Before any recognition, the ECAI must prove forreatarket segment that it has
established an assessment methodology meetingltbeihg standards.

a) A backtesting procedure must be established flwast a year.
b) The regularity of the ECAI's review process mustibmonstrated.

c) At BaFin's request, the ECAI shall disclose infotimraon the extent of its contacts
with the senior management of the firms for whicissues a credit assessment.

The principles of the methodology employed by tiiAEto generate its credit
assessments must be publicly available in suchyalved all potential users are able to
assess their appropriateness.

The ECAI's credit assessments must be perceividgkimarket as credible and reliable;
criteria for this shall be in particular:

a) the ECAI's market share,
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b) the source and magnitude of the ECAI's revenueijtargneral financial resources,
c) the influence the credit assessments have on farig&tion in the market, and

d) the use of credit assessments for issuing bondsraaskessing credit risks by at least
two institutions.

8. The credit assessments shall be accessible atadgpiiverms to all domestic and foreign
institutions which have a legitimate interest ierth

*The ECAI must inform BaFin promptly of any matetthlanges in the methodology it uses
for assessing credit assessments.

Section 54
Mapping specific credit assessments to credit tusteps

(1) 'BaFin shall map each specific credit assessmendtimsan ECAI recognised for risk-
weighting purposes to a credit quality stép.so doing, it shall apply the principles listed i
subsections (3) to (6JBaFin will publish the mappings pursuant to senéehon its website.

(2) If the competent authorities of an EEA country haeaducted a mapping for an ECAI,
BaFin may recognise said mapping for risk-weighpragposes without conducting its own

mapping.

(3) BaFin will take the following factors into accowst as to differentiate between the
relative degrees of risk expressed in the varipesific credit assessments:

1. quantitative factors such as the long-term defaté of all liabilities assigned by an
ECAI to the same specific credit assessment, and

2. qualitative factors such as the pool of issuerssifieed by the ECAI; the range of specific
credit assessments which the ECAI assigns, theingeaheach credit assessment and the
definition of default which an ECAI uses.

(4) 'BaFin shall first compare the default rates expeee for each specific credit assessment
of a given ECAI with one another and then compheert with a benchmarkThe benchmark
shall be based on default rates experienced by BBAls on a population of issuers which
present an equivalent level of credit risk.

(5) If BaFin ascertains that the default rates expegdrfor the specific credit assessment of a
given ECAI are materially and systematically higtiean those of the benchmark, it shall map
the ECAI's specific credit assessment to a higheticquality step.

(6) If BaFin has raised the credit quality step to whacgiven specific credit assessment from
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an ECAI has been mapped pursuant to subsectioit ¢a); consider restoring the original
credit quality step once the ECAI has furnishedptbat the default rates experienced for its
specific credit assessment are no longer mate@aaltlysystematically higher than those of the
benchmark.

Chapter 4
Internal Ratings-Based Approach (IRBA)

Divison 1
Basis of IRBA

Section 55
Structure of IRBA

(1) *Under the internal ratings-based approach (IRB#,dstimates of risk parameters used
to derive the risk-weighted exposure amounts of @Zposures are determined internally
using rating systeméUse of IRBA is subject to approval from BaFin pwastto sections 58
to 70.

(2) 'The IRBA exposures pursuant to section 71 are @sbigned to the IRBA exposure
classes pursuant to sections 73 to’88addition, for every IRBA exposure which is not a
IRBA securitisation position pursuant to sectior? 22), the IRBA risk weight shall be
determined pursuant to sections 85 to 98 and tBAI&posure value pursuant to sections 99
to 103.3To determine the IRBA risk weight, the forecasthability of default (PD) pursuant
to sections 88 to 91, the forecast loss given diefaGD) pursuant to sections 92 to 94 and
the IRBA maturity adjustment pursuant to sectiohsi@d 96 must be calculatédo
calculate the IRBA exposure value, the IRBA assesdibasis pursuant to section 100 and
the IRBA conversion factor pursuant to section h@ge to be determinetlhe risk-
weighted IRBA exposure amount is calculated purst@section 84 from the assigned
exposure class, the IRBA risk weight and the IRB@asure value’Additionally, the
expected loss amount must be calculated for eaBA Bkposure pursuant to section 104.

(3) 'The risk-weighted IRBA exposure amount of each IRB&uritisation position pursuant
to section 227 (4) is determined pursuant to se@E8.°For those IRBA securitisation
positions pursuant to section 255 for which the ARBk weight is 1,250 per cent, an
institution, in exercising the option pursuant éztson 266, must calculate the deduction for
IRBA securitisation positions pursuant to sectiéb i accordance with section 10 (6a)
number 3 of the Banking Act.
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Division 2
Using IRBA

Subdivision 1
Requirements for use

Section 56
Requirements for using IRBA

(1) *To be able to recognise credit risk exposures daugto IRBA for the purpose of
calculating the total capital charge for credik qmrsuant to section 8 and the expected loss
amounts for IRBA exposures pursuant to section af4nstitution must

1. have been granted approval by BaFin to use IRBAyant to section 58,

2. have identified, for each rating system to be usster IRBA, all of the new business
exposures pursuant to section 68 (1) and all ofébegnisable existing business
exposures pursuant to section 68 (4) which falhinithe scope of this rating system
pursuant to section 108,

3. comply with the minimum requirements for using IRBArsuant to sections 106 to 153,

4. meet the disclosure requirements pursuant to se2ia of the Banking Act and pursuant
to sections 319 to 337 of this Regulation, and

5. comply with the implementation plan authorised WRIBA approval; in particular, an
institution shall provide evidence that it has reatthe supervisory reference point
pursuant to section 65 after 2.5 years at thetlatas full implementation of IRBA
pursuant to section 66 after 5 years at the latedtthat it ensures ongoing compliance
with each threshold reached.

?Prior to the first-time use of a rating systemIfRBA to determine the risk parameter
estimates used to calculate the total capital @sngcredit risk and expected loss amounts
for IRBA exposures, an institution shall have histal data for the observation period
specified in the IRBA minimum requirements, shal/é made plausible the informative
value of the estimates for an appropriate perioddigparing them with the historical data,
shall have calculated the resulting risk-weightRBA exposure amounts and expected loss
amounts for IRBA exposures at least once, and thakt met the track record requirements
pursuant to section 63 (PAn institution shall be permitted to use a ratiggtem or equity
risk model to calculate its total capital chargediedit risk only after its use for IRBA has
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been specified by BaFin in the IRBA approval afiaid system or model has passed the
suitability examination pursuant to section 62.

(2) If an institution does not furnish the evidencesuant to section 56 (1) sentence 1
number 5 or if BaFin ascertains during a suitap#gitamination pursuant to section 62
sentence 2 or otherwise that the institution iscootplying with its implementation plan as
authorised by the IRBA approval or a plan pursuarsiection 67 (4) sentence 2, BaFin may
require the institution

1.

2.

to disclose this circumstance using the disclosmedium pursuant to section 320,
to submit an amended implementation plan for aightion,

for business units for which the risk exposures matyyet be recognised in the numerator
for the degree of coverage pursuant to sectior2ftd add a surcharge, to be defined by
BaFin, to these risk-weighted exposure amounts, or

for business units for which the risk exposures adegady be recognised in the
numerator for the degree of coverage pursuantaiose67 (2), to use the highest of the
risk-weighted exposure amounts in each case wemlhtrfor the respective risk exposure,

a) if itis not a type of risk exposure falling withthe meaning of section 59 (1)
sentence 2 number 1 letter (b), as the risk-wethiRBA exposure amount and the risk-
weighted CRSA exposure amount, and

b) if itis a type of risk exposure falling within timeaning of section 59 (1) sentence 2
number 1 letter (b), as the risk-weighted IRBA esqo@ amount using internal estimates
of the forecast LGD and forecast conversion fa@stthe risk-weighted IRBA exposure

amount using the supervisory LGD and the superyisonversion factor and as the risk-
weighted CRSA exposure amount.

(3) *Once IRBA approval has been granted, an institwutail, for every rating system

specified for using IRBA in the IRBA approval, redall credit risk exposures arising from
new business pursuant to section 68 (1) or frorageisable existing business pursuant to
section 68 (4) of the business unit falling witkive scope of the rating system consistently
over time using this rating system, and it shabatalculate the total capital charge for credit
risk and the expected loss amounts according ten#tbod specified for each type of IRBA
exposure in the IRBA approvaDnly if substantive reasons exist and followingopri
permission from BaFin

1. may the institution be allowed to stop using iteinal estimates of forecast LGDs and
forecast conversion factors for IRBA exposure tyjadisng within the meaning of
section 59 (1) sentence 2 number 1 letter (b),
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2. may the institution calculate the IRBA risk weidbt IRBA exposure types falling within
the meaning of section 59 (1) sentence 2 numbettdrI(c) differently from the method
specified in the IRBA approval,

3. may the institution switch to using CRSA for IRBAp®sures.

*The institution shall apply to BaFin for permissiarsuant to sentence 2, citing the reasons.

Section 57
Use of IRBA by groups of institutions or financkalding groups

(1) The provisions for institutions shall apptyutatis mutandisvhen a group of institutions
or financial holding group calculates risk-weightegosure amounts for CCR exposures
using IRBA, so as to demonstrate appropriate cateteld capital adequacy pursuant to
section 10 (1) sentence 1 of the Banking Act, stiligethe proviso that

1. the superordinated enterprise submits an applicé&iolRBA approval for the purpose of
demonstrating appropriate consolidated capital aaeg

2. the superordinated enterprise registers the ragsgems and equity risk models for a
suitability examination, and

3. the implementation plan submitted for authorisatiouers all enterprises within the
group in question.

(2) For the purpose of demonstrating appropriate dagiequacy pursuant to section 10 (1)
sentence 1 of the Banking Act, an institution bglog to a group may submit an application
to use IRBA independently of an application for RBpproval submitted by the group of
institutions or financial holding group to whichbélongs.

Subdivision 2
Approval to use IRBA

Section 58
IRBA approval

(1) 'BaFin will grant IRBA approval upon applicationaifi institution has reached the entry
threshold pursuant to section 8%he IRBA approval may contain covenants, especiaitly
regard to satisfying particular conditions, proxgliparticular information and evidence or
eliminating identified deficiencies in meeting ttegjuirements for using IRBAIf an
institution does not satisfy the conditions fomgsIRBA pursuant to section 56, BaFin may
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revoke already granted approval to use IRBA foerdain type of risk exposure or
authorisation to use internal estimates of forec&dds and forecast conversion factors for
types of IRBA exposures pursuant to section 5&éhfence 2 number 1 letter (b), or it may
revoke the IRBA approval for the institution ordimcial holding group as a whof&aFin

can waive revocation of the IRBA approval if thetitution

1. submits a plausible plan showing how it will acle@evtimely return to compliance, and
implements said plan on time, or

2. demonstrates that the effects of non-compliancénameaterial.

(2) An institution shall register every rating systend a&quity risk model which it wishes to
use for IRBA with BaFin for a suitability examinati.

3) 'Once the use of a rating system or equity risk rhfmtdRBA has been defined in the
IRBA approval for the institution, BaFin shall card follow-up examinations pursuant to
section 61 in cooperation with the Deutsche Bundeklon the basis of an audit pursuant to
section 44 (1) sentence 2 of the Banking Act taldisth whether the model is still suitable.
%In the case of extensions or material changesrttended rating system or equity risk model
shall be resubmitted to BaFin for a suitability ewaation; IRBA use is permitted only if this
has been specified by BaFin in the IRBA approvatpant to section 62 following a passed
suitability examination?Significant and insignificant changes do not regamrenewed
suitability examination but must be notified to Bagknd the Deutsche Bundesbank in
writing. 4Significant changes are to be coordinated with Bafior to use of the amended
rating system or equity risk model for IRBA.

Section 59
Application for IRBA approval

(1) *The application for IRBA approval submitted pursiiansection 58 (1) sentence 1 shall
be accompanied by an authorisable implementatiam. fAn implementation plan shall be
deemed authorisable if

1. it shows

a) for which types of risk exposures an institutiorsés to use CRSA and for which
types it wishes to use IRBA,

b) for which types of risk exposures in the IRBA exjp@sclasses Central governments,
Institutions or Corporates, which do not resultirpurchased receivables, are not IRBA
special lending exposures pursuant to section Biviicch the institution has decided to

use the simple IRBA risk weight pursuant to sec8@nand are not credit risk exposures
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which as CRSA exposures would be assignable t€Rf®A exposure class Covered
bonds issued by credit institutions and for whioh institution, at its discretion and on a
consistent basis, wishes to use supervisory LG®irstitution intends to use its own
estimates of forecast LGDs and forecast convefsictors,

c) how the institution intends to calculate the ris&igihted IRBA exposure amount for
the types of risk exposure for which it wishes $e IRBA pursuant to letter (a) and which
do not fall under letter (b);

2. it plausibly demonstrates that the institution withieve the supervisory reference point
pursuant to section 65 within 2.5 years of reachiegentry threshold, and full
implementation of IRBA pursuant to section 66 witbiyears at the latest,

3. it specifies the points in time at which the ingiin intends to apply the rating systems
and equity risk models to be used for IRBA as tég ikstrument for measuring and
controlling risk pursuant to section 63 (2) anetimds to be ready for the suitability
examination pursuant to section 62, and

4. it specifies the point in time as from when it imde to apply said rating systems and
equity risk models for IRBA and, for that purpogal] be ensuring compliance with the
requirements for using IRBA pursuant to sectiombbyet evidenced at the time of the
suitability examination, especially the requirenseoft section 56 (1) sentence 1 numbers
2 and 3, the viability of the reporting frameworidathe conclusion of preparations for
validation and stress testing.

(2) Once an authorisable implementation plan has béemited pursuant to subsection (1),
BaFin will forward an application submitted by astitution that is a subsidiary of an EU
parent institution or of an EU parent financialdio company domiciled in another member
state to the entity that is responsible for suang that EU parent institution or that EU
parent financial holding company on a consoliddtasis.

Title 1
Definition and suitability of rating systems andigy risk models

Section 60
Definition of rating systems and equity risk model$RBA

(1) A rating system shall comprise all of the methguiecesses, controls, data collection and
IT systems that support the assessment of cre#ittie assignment of IRBA exposures to
grades or pools (rating), and the quantificatiodefault and loss estimates for a given type of
IRBA exposure.
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(2) An equity risk model shall comprise all of thethods, processes, controls, data collection
and IT systems that are used to estimate and du#mi maximum potential loss on a

portfolio of equity exposures derived as th& @@rcentile, one-tailed confidence interval of
the difference between quarterly returns and amogpiate risk-free rate calculated over a
long-term sample period.

Section 61
Suitability of rating systems and equity risk madel

Rating systems and equity risk models shall be @eesuitable for use in IRBA if they meet
the requirements of this Regulation, in partictler requirements for use pursuant to
section 56.

Section 62
Suitability examination

'BaFin will conduct suitability examinations in cangtion with the Deutsche Bundesbank on
the basis of an audit pursuant to section 44 (idesee 2 of the Banking Act in respect of
rating systems or equity risk models submittedefcaamination pursuant to section 58 (2) if
the institution, with the submitted rating systesmnsl those rating systems which the
institution is already permitted to use under IRBAsuant to section 56 (1) sentence 3,
would reach the entry threshold or has alreadyhe@d, if, for each of the rating systems and
equity risk models submitted for examination, astethe application requirements pursuant
to section 63 (2) have been met and, in the caagating system, the track record
requirements pursuant to section 63 (1) have besrsufficiently to enable said track record
requirements to be satisfied completely by the saged time the rating system will be used,
if new business pursuant to section 68 (1) andaatla significant part of recognisable
existing business pursuant to section 68 (4) has mentified, and if the institution in
guestion can providerima facieevidence that it will be complying with the necass
requirements for using the rating system or equsty model for IRBA by the time their use
under IRBA is scheduled in the implementation pfatvhen performing a suitability
examination after IRBA approval has been grantediBwill also assess whether the
institution is complying with the authorised implentation plan.

Section 63
Application and track record requirements for rqtaystems and equity risk models

(1) An institution shall have met the track record riegments for a given business unit
constituting the scope of application of a ratiggtem to be used for calculating the risk-

66 of 306



Section 64

weighted IRBA exposure amounts pursuant to se@8and expected loss amounts pursuant
to section 104 if

1. it has been using a rating system which was braadiye with the requirements of this
Regulation, in particular the minimum requiremeitsusing IRBA, for the principal risk
measurement and management processes for atlesstears, and,

2. where the IRBA exposures in this business unitrzpto the IRBA exposure classes
Central governments, Institutions or Corporatesanedot incurred by purchased
receivables which meet the requirements of se@b(8) sentence 2 and the institution
wishes to use its own estimates of LGD and IRBAvewsion factors, has been estimating
and employing own estimates of LGDs and IRBA cosier factors in a manner that was
broadly consistent with the minimum requirementsuging own estimates of these risk
parameters for at least three years.

(2) An institution shall have met the requirementsusing a rating system or equity risk
model for a given business unit constituting thepscof application for using a rating system
or equity risk model to calculate the risk-weightBBA exposure amounts pursuant to
section 99 and the expected loss amounts pursuaettion 104 if, at the time of the
suitability examination, it has been using saithgasystem or equity risk model for an
appropriate period as the principal instrumentni@asuring and managing its credit risks and,
on this basis, has satisfied itself that said gasiysstem or equity risk model to be used for
calculating the risk-weighted IRBA exposure amotand expected loss amounts is
concretely suited to achieving its intended purpose

Title2
Applicability of the IRBA

Section 64
Entry threshold

The entry threshold for IRBA is reached if both tegyree of coverage for IRBA exposure
values pursuant to section 67 (3) sentence 1 anddabree of coverage for risk-weighted
IRBA exposure amounts pursuant to section 67 (3esee 2 using suitable rating systems
and equity risk models is at least 50 per cenaghecase.
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Section 65
Supervisory reference point

The supervisory reference point is reached if lo¢hdegree of coverage for IRBA exposure
values pursuant to section 67 (3) sentence 1 anddfree of coverage for risk-weighted
IRBA exposure amounts pursuant to section 67 (esee 2 using suitable rating systems
and risk equity models is at least 80 per cenaithease’Until BaFin establishes that an
institution has reached the supervisory referemdet pthe institution must be able to
calculate the risk-weighted CRSA exposure amoundffacredit risk exposures with the
exception of settlement risk exposurd#fan institution has already been granted IRBA
approval on the basis of an implementation plasyamt to which none of the institution's
types of risk exposures fall under section 59 €htance 2 number 1 letter (b), and if the
institution has already reached full implementattdtRBA on the basis of that
implementation plan, then the institution needawnply with the requirement pursuant to
sentence 2 for its IRBA exposures for a subsegugpiementation plan in which certain
types of risk exposures of the institution fall endection 59 (1) sentence 2 number 1
letter (b) if the institution, until BaFin has dsliahed that the institution has reached the
supervisory reference point, is able instead toutate the risk-weighted IRBA exposure
amounts for its IRBA exposures on the assumptiahritbne of the institution’s IRBA
exposures fall under section 59 (1) sentence 2 euthketter (b).

Section 66
Full implementation of IRBA

Full implementation of IRBA terminates the implerteion phase and is reached when both
the degree of coverage for the IRBA exposure vaiuwesuant to section 67 (3) sentence 1
and the coverage for the risk-weighted IRBA expesamounts pursuant to section 67 (3)
sentence 2 using suitable rating systems are stt9aper cent in each caéBaFin may

lower the said figure for an institution upon apgtion if the institution furnishes substantive
reasons for doing so.

Section 67
Degree of coverage

(1) The denominator for the degree of coverage shaliao all IRBA and CRSA exposures
which belong to the population for that coverage.

(2) *The numerator for the degree of coverage may aontai
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1. if the institution has no risk exposure types fdnat the institution is seeking to use its
own estimates of forecast LGD or forecast conver&ators and this information is
required to be communicated separately in the imptegation plan pursuant to section 59
(1) sentence 2 number 1 letter (b), all risk expesudentified using suitable rating
systems or equity risk models pursuant to sectioar@l for which all those risk
parameters have been estimated which themselvdasaireast be estimated to calculate
the risk-weighted IRBA exposure amount of the ggkosure in question;

2. if there are risk exposure types for which theiingbn is seeking to use its own estimates
of forecast LGD or forecast conversion factors, #mslinformation is required to be
communicated separately in the implementation plasuant to section 59 (1) sentence 2
number 1 letter (b), all those risk exposures which

a) belong to the types of risk exposures for whichitisitution’s implementation plan
must contain a special notification pursuant tdieacs9 (1) sentence 2 number 1

letter (b) indicating that the institution is se®ito use its own estimates apart from PD
and which have been identified using rating systetmsh are suitable pursuant to
section 61 both for estimating forecast PD anddaseLGD and, where applicable, the
forecast conversion factor, or

b) do not belong to the types of risk exposures foictvithe institution’s implementation
plan must contain a special notification pursuargection 59 (1) sentence 2 number 1
letter (b) indicating that the institution is se®ito use its own estimates apart from PD
and have been identified using suitable ratingesystor risk equity models pursuant to
section 61 and for which all those risk parameseesestimated which themselves must at
least be estimated to calculate the risk-weighRHlA exposure amount of the risk
exposure in question.

“Risk exposures shall be recognised pursuant teseatl only insofar as they belong to the
population for the degree of coveratjehe decision as to which business units pursuant to
section 108 sentence 1 are to have their risk expsesecognised in the numerator, provided
that the requirements of sentence 1 have beensibg responsibility of the institution and
must be exercised consistently for all risk expesuin new business or recognisable existing
business of a given business unit and documentiekirmplementation plan by means of the
details pursuant to section 59 (1) sentence 2 nuBERBA exposures for recognisable
existing business pursuant to section 68 (4) afamgbusiness unit may be recognised for the
degree of coverage in the numerator only if alhafse IRBA exposures are allowed to be
recognised for that degree of coverage in the natoepursuant to sentences 1 to 3.

(3) 'The degree of coverage for IRBA exposure valudisdsatio of

1. the sum of the IRBA exposure values of all IRBA esygres which may be recognised for
the degree of coverage in the numerator pursuaslisection (2) to
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2.

Section 67

the sum of the CRSA exposure values of all CRSAsnpes and of the IRBA exposure
values of all IRBA exposures which may be recoghiee the degree of coverage in the
denominator.

’The degree of coverage for risk-weighted IRBA expesmounts is the ratio of

1.

the sum of the risk-weighted IRBA exposure amouwftsl IRBA exposures which may
be recognised for the degree of coverage in theenatior pursuant to subsection (2)
provided these risk-weighted IRBA exposure valuesracognised in the total capital
charge for credit risk or have been deducted wiadcutating the modified available
capital pursuant to section 10 (1d) of the Banlagto

. the sum of the risk-weighted CRSA exposure artsoohall CRSA exposures and of the risk-
weighted IRBA exposure amounts of all IRBA exposumhich are recognisable for coverage
in the denominator provided these risk-weightedosype values are recognised in the total
capital charge for credit risk or have been deduetken calculating the modified available
capital pursuant to section 10 (1d) of the Bankhay

*To determine the degree of coverage, the exposumes and the risk-weighted exposure
amounts shall be calculated according to the pureeeinvisaged for each risk exposure at
that point in time in the implementation plan aealdy specified by the IRBA approval.

(4) 'The population for the degree of coverage shaltainrall CRSA exposures and IRBA
exposures with the exception of

1.

those which have been indefinitely exempted fromguRBA at the institution's
discretion pursuant to section 70,

other non credit-obligation assets pursuant taae&2,
equity claims pursuant to section 78,
securitisation positions pursuant to section 1lo{3he Banking Act ,

risk exposures incurred by a ClIU transaction wlachtains an exposure in the form of a
CIU within the meaning of section 25 (12),

risk exposures of enterprises belonging to a gmupuant to section 10a (1) sentence 1
of the Banking Act which are not a superordinatetgprise pursuant to

section 10a (1) sentence 1 of the Banking Act anavhich BaFin has identified
substantive reasons, as submitted by the institutor excluding them from the
population and where these reasons existed bdfer&egulation came into force, or

which belong to a credit risk exposure type foratha transitional exemption may apply.
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%A credit risk exposure type for which a transitibememption may apply pursuant to number
7 is one for which BaFin has identified substante@&sons, as submitted by the institution,
for excluding it from the population for the degi#ecoverage and has approved a plan
submitted by said institution the implementatiomdiich over an appropriate transitional
period will nullify the reasons for excluding thisedit risk exposure type from the
population*Substantive reasons within the meaning of sent2rst®ll be constituted, in
particular, if the credit risk exposures are inedrby the transactions of a business unit
pursuant to section 108 sentence 1 which did nlonbeo the institution's business units at
the time the implementation plan was submittecafghorisation pursuant to section 59 (1)
sentence 1 and these credit risk exposures dakaetithin the scope of application of a
rating system or equity risk model which the ingtdn is already allowed to use for IRBA or
which it intends to use for IRBA according to itglaorised implementation plan.

(5) In compliance with the requirements of subsect®rséntence 3, an institution may
additionally recognise the following IRBA exposuraghe population for the degree of
coverage:

1.

IRBA equity portfolios subject to the internal méglapproach which have been identified
using an equity risk model which the institutionymsse for IRBA pursuant to section 56
(1) sentence 3,

IRBA equity claims belonging to an equity portfoBabject to the PD/LGD approach
which have been identified using a rating systentivthe institution may use for IRBA
pursuant to section 56 (1) sentence 3,

IRBA exposures assignable to the IRBA exposuresciesuritisation positions whose
IRBA securitisation risk weight is calculated usihg supervisory formula approach
pursuant to section 258, if the institution hasided the CCR exposures of the
securitised portfolio using a rating system whicé institution may use for IRBA
pursuant to section 56 (1) sentence 3, or whos@I&Ruritisation risk weight pursuant
to section 259 (1) sentence 2 is calculated usitrg@it assessment generated by an
internal rating procedure,

risk exposures incurred by a CIU transaction wlrightains an exposure in the form of a
CIU within the meaning of section 25 (12) and whigve been recognised as IRBA
exposures pursuant to section 83 (4) sentence 1.

(6) *An institution may recognise in the population floe degree of coverage and in the
numerator and denominator for the degree of coeeadldCCR exposures pursuant to
section 10c (3) of the Banking Act which it hasleged from using IRBA pursuant to
section 70 sentence 1 number 6 and is treatindR&AGxposures if the institution, using
suitable rating systems pursuant to section 61 wkagability has been confirmed by a
suitability examination pursuant to section 62¢cuatdtes IRBA risk weights or risk-weighted
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IRBA exposure amounts for these CCR exposuresthe IECR exposures were IRBA
exposures? When recognising CCR exposures pursuant to semtertbe institution may use
the IRBA risk weights and risk-weighted IRBA exposamounts pursuant to sentence 1 in
the numerator and denominator for the degree céra@e instead of the CRSA risk weights
or risk-weighted CRSA exposure amounts.

Section 68
New business, exemptible existing business, resagie existing business

(1) New business in a business unit which is not aifriegpbusiness unit pursuant to

section 69 and constitutes the scope of applicati@rating system pursuant to section 108
specified for using IRBA in the implementation pleamprises transactions entered into from
the time this rating system starts to be usedeasgptincipal instrument to measure and manage
credit risks in compliance with the applicationuggments pursuant to section 63 (2).

(2) Existing business in a business unit which is mogxpiring business unit pursuant to
section 69 and constitutes the scope of applicati@rating system pursuant to section 108
specified for using IRBA in the implementation pleamprises transactions which fall within
the scope of application of the rating system amdat recognised as new business.

(3) Exemptible existing business is existing businessfnon-expiring business unit where

1. the institution has decided currently to exclude ¢ntire existing business of a business
unit from application of the IRBA rating systemlie used for that business unit, and

2. the institution can demonstrate that applicatiothefrating system to be used for IRBA
exposures for this business unit would currentlybéuly burdensome in comparison
with the burden usually involved for the institution applying a rating system to
comparable existing business.

(4) Recognisable existing business is existing busimbssh is not exemptible existing
business.

Section 69
Expiring business units

An expiring business unit of an institution is asimess unit pursuant to section 108 sentence

1 in which the institution is neither incurring natends to incur new credit risk exposures by
concluding new transactions.
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Section 70
Indefinite exemption from using IRBA

'Even after the end of the implementation phaseyauntsto section 66, an institution may, in
addition to the credit risk exposures that belanthe population for the degree of coverage
and are not recognised in the numerator for theesegf coverage, indefinitely exempt the
following CCR exposures from using IRBA and trdarh as CRSA exposures:

1. CCR exposures to

a) the Federal Republic of Germany, a domestic staterpment, a legally dependent
special fund of the Federal Republic of Germangfa domestic state government, a
domestic local government, a domestic local govermrassociation or an administrative
entity which is subject to the exclusive authodfythe Federal Republic of Germany, its
state governments or local governments or locaégouwent associations and discharges
their tasks,

b) a promotional institution domiciled in Germany tlogerates non-competitively and is
exclusively operated by one or more of the govemtraathorities specified in letter (a)
and for whose payment obligations one or more oiviters has assumed liability
equivalent to an explicit guarantee, or which isgally independent promotional
institution in the legal form of a Federal agency,

c) another EEA country,

d) aregional government, local authority or admimitibe entity of another EEA country
where the risk of claims on the obligor is not eliéint from that of claims on this central
government because of specific public arrangementsjded the CRSA risk weight
pursuant to section 26 number 1 or number 2 feverit CRSA exposures to the Federal
Republic of Germany in the case of letters (a) @)&nd to the other EEA country in the
case of letters (c) and (d) is O per cent,

2. equity exposures if a claim on the enterprise ifctvithe equity is held would attract a
CRSA risk weight of O per cent,

3. CCR exposures which would be assignable to the IRB#osure class Central
governments if

a) the number of material obligors for all those CGfRasures is limited and

b) implementing a suitable rating system for theségobé would be unduly burdensome
for the institution,

4. CCR exposures to public-law corporations pursuasettion 25 (3) number 6,
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10.

11.

Section 70

CCR exposures which would be assignable to the IRB#osure class Institutions if
a) the number of material obligors for all those CGfRasures is limited and

b) implementing a suitable rating system for theségob$ would be unduly burdensome
for the institution,

CCR exposures pursuant to section 10c (3) of thrkiBg Act,

exposures which belong to an expiring businessairifie institution or to exemptible
existing business of a non-expiring business uri@ institution,

equity exposures incurred under a legislative @ogne to promote specified sectors of
the economy that involves some form of governmeptsight and investment restrictions
if the sum of their book values does not excee@elrlcent of the institution's liable
capital,

equity exposures, including the parts of the Classified as other IRBA equity exposures
pursuant to section 83 (2) and (4) sentence 2 nufnbesentence 5 if the sum of their
book values, excluding equity exposures pursuantiober 8, on average over the
preceding one-year period,

a) does not exceed 5 per cent of the amount of thigutisn's modified available capital,
excluding the deduction pursuant to section 10 (ea)ber 2 of the Banking Act, if the
equity exposures relate to fewer than ten equitgstments in different enterprises,

b) does not otherwise exceed 10 per cent of the anafuhe institution's modified
available capital, excluding the deduction pursuargection 10 (6a) number 2 of the
Banking Act,

exposures which are guaranteed or counter-guadhbtea guarantor named in
section 164 (3) sentence 1 number 2 letters (&))af this guarantee meets the conditions
specified in section 164 (3) sentence 2 numbers2]. and

long settlement transactions pursuant to sectiof3)L1

“To calculate the totals specified in sentence 1berm8 and 9, institutions may recognise
netting effects in the formation of IRBA net equétyposures pursuant to section 10%he
conditions pursuant to sentence 1 number 3 lef@@rand (b) shall be deemed to have been
met if the sum of the obligors of an institutiom f@hich the credit risk exposures would be
assignable to the IRBA exposure class Central gmrents does not exceed 40he
conditions pursuant to sentence 1 number 5 lef@@rand (b) shall be deemed to have been
met if the sum of the obligors of an institutiom f@hich the credit risk exposures would be
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assignable to the IRBA exposure class Institutiersjuding the obligors of the CCR
exposures pursuant to number 6, does not exceed 40.

Division 3

Risk-weighted IRBA exposure amounts

Section 71
IRBA exposures

(1) 'IRBA exposures include CCR exposures pursuantdiiosed, netting positions pursuant
to section 12 and dilution risk exposures purst@asubsection (2) if the approval for using
IRBA specifies IRBA for such exposures (IRBA expas).?’CCR exposures incurred by
purchasing receivables for which the conditionspant to sections 142 to 146 have not been
met shall invariably constitute CRSA exposuresijaidn risk exposure shall not be
recognised in this case.

(2) 'Dilution risk is the risk in respect of the existerand realisability of a purchased
receivable that the obligor of said purchased w@t@é is not obliged to meet it in fufFor
each CCR exposure incurred by purchasing receisadldilution risk exposure position shall
additionally be set up, unless the institution damonstrate to BaFin that the dilution risk for
said purchased receivable is immateriatespective of possible recourse to the selléhef
receivable, a dilution risk exposure shall be inedrby

1. each purchased receivable and

2. any undrawn part of an institution's purchase comemt for revolving purchased
receivables.

(3) !If the institution has full recourse to the seliém receivable both in respect of the
counterparty credit risk and the dilution riskmay treat the IRBA exposure as a CCR
exposure to the seller of the receivable and wisigitotected by the claims arising from the
receivable as if the receivable had been assign#tktinstitution by way of securit§in this
case, a dilution risk exposure shall not be recsaghi

(4) As soon as an institution has received approvas®IRBA, it shall assign all CIU
exposures within the meaning of section 25 (12xjeosure classes pursuant to section 83,
and it shall use IRBA for all equity exposures jpiarst to section 78, unless they can be
indefinitely exempted from using IRBA pursuant exgon 70 sentence 1 numbers 2, 8 or 9
or temporarily exempted pursuant to section 338gddl for all credit risk exposures
assignable to the exposure class Other non crbtigadion assets.
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(5) CCR exposures and netting positions which are RB&l exposures pursuant to
subsections (1) to (4) are to be recognised as C&PAsures pursuant to section 24
sentence 1.

Section 72
Calculating risk-weighted IRBA exposure amounts

After assignment to one of the IRBA exposure clagaesuant to section 73, the risk-
weighted IRBA exposure amount of each IRBA exposinal be calculatedThe risk-
weighted IRBA exposure amount of each IRBA exposurih is not an IRBA securitisation
exposure pursuant to section 227 (4) is to be kel pursuant to section 8 he risk-
weighted exposure amount of each IRBA securitisagxposure is to be calculated pursuant
to section 253.

Subdivision 1
IRBA exposure classes

Section 73
Assigning IRBA exposures to IRBA exposure classes

'Each IRBA exposure shall be assigned to one ofaff@ving IRBA exposure classes:
1. Central governments

2. Institutions

3. Retail claims

4. Equity claims

5. Securitisation positions

6. Corporates

7. Other non credit-obligation assets

’The IRBA exposures in the IRBA exposure class Relaims shall be additionally assigned
to one of the three sub-portfolios pursuant toisect7.*When assigning CIU claims within
the meaning of section 25 (12) to IRBA exposurss®#s, section 83 shall be taken into
accountThe methodology used by the institution for assigréxposures shall be
appropriate and consistent over timierespective of the assignment of CCR exposures
incurred by purchasing receivables, the assocditation risk shall invariably be assigned to
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the exposure class Corporat¥sn IRBA exposure incurred by a written credit detive

which can be drawn as soon as a credit eventli@asket has occurred for the nth time, thus
terminating the contract, shall be assigned teiposure class Central governments if all the
exposures contained in the basket would be asdeyaaldRBA exposures of the institution to
the exposure class Central governments; it shakbggned to the exposure class Institutions
if all the exposures contained in the basket wana@ldssignable as IRBA exposures of the
institution to the exposure class Institutionsalinother cases, it shall be assigned to the
exposure class Corporates.

Section 74
IRBA exposure class Central governments

An IRBA exposure to the following shall be assignedhe IRBA exposure class Central
governments pursuant to section 73 sentence 1 nuinbe

1. central governments or central banks,

2. regional governments, local authorities or pubécter entities which pursuant to
section 27 number 1 as the obligor of a CRSA exoatiract the CRSA risk weight for
central governments or pursuant to section 28 nuihltiege same CRSA risk weight as the
Federal Republic of Germany or which in a non-EBArdry are treated as claims on
central governments and pursuant to section 27 suthbr section 28 number 3 attract
the risk weight applicable in that non-EEA country,

3. international organisations and multilateral depetent banks which as the obligor of a
CRSA exposure attract the CRSA risk weight of Ogeett pursuant to section 29 number
1.

Section 75
IRBA exposure class Institutions

An IRBA exposure shall be assigned to the IRBA expe class Institutions pursuant to
section 73 sentence 1 number 2 if it is to

1. an institution

a) within the meaning of section 1 (1b) of the Banki#g to which the requirements of
adequate own funds pursuant to section 10 (1) seatk apply, or which pursuant to
section 2a of the Banking Act is exempt from secti® of the Banking Act, or
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b) within the meaning of article 3 (1) point (c) ofrBetive 2006/49/EC domiciled in
another EEA country which is supervised on thedatDirective 2006/48/EC or
2006/49/EC,

2. a credit institution within the meaning of artiélg1) of Directive 2006/48/EC domiciled
in a non-EEA country and authorised in that couatrgl subject to a prudential regime
which is materially equivalent to that provided by the Banking Act,

3. arecognised investment firm from non-EEA couniries

4. an enterprise domiciled abroad in its function asmtral counterparty within the meaning
of section 1 (31) of the Banking Act,

5. aregional government or local authority other thiase specified under section 74
number 2,

6. a multilateral development bank which as the oblmjoa CRSA exposure does not attract
the CRSA risk weight of O per cent pursuant toisec29 number 1, or

7. another public-sector entity which as the obligba €RSA exposure attracts the CRSA
risk weight for Institutions pursuant to sectionr28nbers 2 and 3, or

8. a stock exchange or futures exchange.

Section 76
IRBA exposure class Retail claims

(1) *An IRBA exposure shall be assignable to the exposlass Retail claims pursuant to
section 73 sentence 1 number 3 if all the follongongditions have been met.

1. Itis to a natural person, a partnership of natpessons or a small or medium-sized
enterprise.

2. If the obligor is neither a natural person nowraipership of natural persons, the total
amount, excluding the amounts of CCR exposuregeséan residential real estate,
which the obligor and the enterprises constitutirggoup of connected clients with it
pursuant to section 4 (8), to the institution's\wlemlge, owed to said institution and the
group of institutions or financial holding groupwich it belongs does not exceed 1
million euro.

3. The institution treats the exposure consistentiysimisk management over time and in a
similar manner to comparable exposures.
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4. The institution does not manage the exposure agid@lly as IRBA exposures in the
IRBA exposure class Corporates.

5. Itis one of a significant number of similarly mgea exposures.

“The institution must have taken reasonable stepbtain the knowledge specified in
sentence 1 number 2.

(2) All CCR exposures incurred by purchasing receivakblbich meet the requirements for
use pursuant to sections 142 to 146 and, in addisiatisfy the criteria for assignment to
Retail claims pursuant to subsection (1) shalldstgned to the IRBA exposure class Retail
claims.

Section 77
Sub-portfolios of retail claims

(1) A distinction shall be made within the IRBA exposatass Retail claims between the
sub-portfolios

1. qualifying revolving,
2. secured by real estate collateral, and
3. other IRBA retail exposures.

(2) *An IRBA exposure within the meaning of section 7&ynbe assigned to the sub-portfolio
pursuant to subsection (1) number 1 if it meetdalewing requirements.

1. Itis to one or more natural persons.

2. ltis revolving in the sense that borrowings anshgements may fluctuate within a limit
set by the institution.

3. Itis unprotected.

4. The undrawn portion within the limits pursuant towber 2 is immediately and
unconditionally cancellable at any time to the aktdlowable under consumer protection
and related legislation.

5. The maximum exposure to a single individual arignogn IRBA exposures in this sub-
portfolio is 100,000 euro.

6. The institution can demonstrate, especially withimlow PD bands, that the volatility of
loss rates in this sub-portfolio is low relativeth@ average level of loss rates.
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7. BaFin agrees that treatment of the IRBA exposui@ @salifying revolving IRBA retail
exposure is consistent with the underlying riskraberistics of this sub-portfolio.

’Sentence 1 number 3 shall not apply to a collasemicredit facility linked to a wage
account.

(3) An IRBA exposure within the meaning of section Bélsbe assigned to the sub-portfolio
pursuant to subsection (1) number 2 if it is sedune residential or commercial real estate
and the institution recognises this collateraksnimternal risk measurement.

(4) An IRBA exposure within the meaning of section 7éich does not fall under the
provisions of subsections (2) and (3) shall begaesd to the sub-portfolio pursuant to
subsection (1) number 3.

Section 78
IRBA exposure class Equity claims

(1) *An IRBA exposure which is an equity portfolio pasit or a portfolio-raising or
portfolio-reducing (ie long or short) equity expos@lIRBA equity exposure ) shall be
assigned to the IRBA exposure class Equity claiorsymnt to section 73 numberAn
equity exposure is any IRBA exposure that

1. is a non-debt credit risk exposure conveying a glibated, residual claim on the assets
or income of the issuer, or

2. is a debt credit risk exposure the economic substahwhich, owing to its legal
construction or actual circumstances, is similahtexposure specified in number 1.

(2) *When assigning an IRBA exposure, the instituticallsdentify whether it

1. belongs to an equity portfolio in which the instiiden internally manages each equity
exposure uniformly

a) by recognising the PD/LGD for the enterprise inethihe equity investment is held
and using a rating system for these equity claitigkvhas been approved as suitable by
BaFin (IRBA equity portfolio subject to the PD/LGipproach), or

b) by applying an internal equity risk model which l&gn approved as suitable for
calculating risk-weighted IRBA exposure amountBayin (IRBA equity portfolio
subject to the internal models approach), or

2. is to be valued at the simple risk weight pursiarsection 98.
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2 If an institution does not classify its IRBA eguéxposures uniformly, it shall demonstrate
to BaFin that its classification method is consis@nd is not determined by regulatory
arbitrage consideration¥The institution shall distinguish between the faliog when

valuing IRBA equity exposures at the simple riskghé

1. exchange traded equity exposures,
2. private equity exposures in sufficiently diversifiequity portfolios, and
3. other equity exposures.

(3) Notwithstanding subsection (1) sentence 1, antutgin may assign equity exposures to
ancillary services undertakings to the IRBA expestlass Other non credit-obligation assets.

Section 79
IRBA exposure class Securitisation positions

Each IRBA securitisation position pursuant to sec27 (4) shall be assigned to the IRBA
exposure class Securitisations positions purswasettion 73 number 5.

Section 80
IRBA exposure class Corporates

All IRBA exposures which cannot be assigned to @inyne IRBA exposure classes Central
governments, Institutions, Retail claims, Equitgieis or Securitisation positions and which
are not Other non credit-obligation assets withmnmeaning of section 82 shall be assigned
to the IRBA exposure class Corporates pursuargd¢ba 73 number 6.

Section 81
Specialised lending exposures

An IRBA specialised lending exposure is an IRBA@syre in the IRBA exposure class
Corporates

1. which is normally to an entity which was createdafically to finance or operate
physical assets,

2. the contractual arrangements of which give theitenahstitution a substantial degree of
control over the financed or operated assets anthtome that they generate and
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3. the primary source of repayment of the obligat®thie income generated by the financed
or operated assets rather than the independentitapha broader commercial
enterprise.

Section 82
Exposure class Other non credit-obligation assets

The following shall be assigned to the IRBA expestiass Other non credit-obligation assets
pursuant to section 73 number 7:

1. equity exposures to ancillary services undertakimigeh the institution has not assigned
to the IRBA exposure class Equity claims,

2. the residual values of leased assets assumed endhaf the lease when the contract was
drafted, unless

a) a sum has been fixed for the residual value wtehdssee is or can be obliged to
repay,

b) the residual value is covered by a purchase ojpfif@mning the lessee an incentive to
exercise it,

3. tangible assets,

4. prepayments and accrued income for which the utgtit is unable to determine a
counterparty, and

5. cash in hand and equivalent cash items.

Section 83
Assigning claims in the form of collective investmendertakings (CIUs) to exposure
classes

(1) When assigning claims in the form of collectiveastment undertakings (CIUs) within
the meaning of section 25 (12) to exposure classaisps on a ClU which is itself exposed to
one or more other ClUs shall be assigned to expadasses based on the underlying
exposures of the other ClUs.

(2) If an institution holds a claim in the form of alCWithin the meaning of section 25 (12),
it shall classify that part of it for which it ishaware of the underlying exposures of the CIU
and may not make assumptions pursuant to subsé8ji@bout said exposures based on the
ClU's investment mandate as IRBA other equity eMpes pursuant to section 78 (2)
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sentence 3 number 3 recognised at the simple esghivpursuant to section 98.

(3) *An institution may make assumptions about a Cldeulying exposures of which it is
not aware based on the CIU's investment mandé#te I€1U satisfies the conditions of
section 36 (2)°The assumptions about the composition of the uyiderkexposures based on
the investment mandate shall be made in such ahedyhe classification of the credit risk
exposures pursuant to subsection (4) sentence Barsrt and 2 results in the highest-
possible sum of the risk-weighted exposure amodnte basis of the investment mandate is
determined by the document pursuant to sectior2 By mber 2.

(4) !If a credit risk exposure is to a CIU which sa#sfthe conditions stipulated in section 36
(2) and the institution is aware of, or could reedady be aware of, the underlying exposure,
or it would not be unduly burdensome for the insitn to look through the underlying
exposure and to calculate the risk-weighted IRBposure amount and the expected loss
amounts such as for an IRBA exposure, and if aitcrisét exposure incurred by an identical
own exposure of the institution would be an IRBAesure pursuant to section 71 (1), then
the credit risk exposure shall be recognised d&BA exposure’For any other credit risk
exposure due to an exposure of which the institusaaware or for which it makes an
assumption based on the investment mandate pursusmbsection (3) or to an exposure of
which the institution can reasonably be expectdaktaware without it being unduly
burdensome, and for which the institution can dateuthe risk-weighted IRBA exposure
amount and the expected loss amount such as I®EB¥ exposure, the institution shall,

1. if it is an equity exposure, classify it as an IRB@uity claim recognised at the simple
IRBA risk weight pursuant to section 98 and assigo the categories specified in section
78 (2) sentence 3,

2. otherwise it shall be assigned to the relevant CR8#osure class for such exposures.

3For a credit risk exposure to be assigned to a CB&bsure class pursuant to sentence 2
number 2, the CRSA risk weight, provided that it b& calculated by assignment to a credit
quality step and that a CRSA risk weight whichas the highest CRSA risk weight for the
relevant CRSA exposure class is assigned to taditaquality step, shall be the CRSA risk
weight of the credit risk exposure pursuant toisest24 to 40, multiplied by a factor of 1.1
yet not less than 5 per cefitvhere the CRSA risk weight for a credit risk expesu
assignable to a CRSA exposure class pursuant tereen2 number 2 cannot be calculated by
assignment to a credit quality step or the hig#s8A risk weight for the relevant CRSA
exposure class is assigned to the credit quabty, she CRSA risk weight shall be the CRSA
risk weight laid down for the credit risk exposumesections 24 to 40 multiplied by a factor of
two but not exceeding 1,250 per celthere the institution cannot differentiate equity
exposures for sentence 2 pursuant to the categpéesfied in section 78 (2) sentence 3, it
must assign these as other equity exposures putsus@ction 78 (2) sentence 3 number 3.
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(5) If the correctness of the calculation and repothwinstitution is adequately ensured, the
institution may rely on a third party to calculaeposures for which an assumption is made
based on the investment mandate pursuant to subs€8} and to calculate the risk-weighted
exposure amounts or their average pursuant to stilns¢4) sentences 1 and 2; the
correctness of the calculation must be confirmed biym of independent auditors by three
months at the latest after the CIU's financial yess ended.

(6) The assignment of a risk exposure to a CRSA or IRBposure class renders the
exposure subject to all provisions contained ia Begulation for that exposure class, with
due regard to derogations contained in subsec{irs (5).

Subdivision 2
Calculating risk-weighted IRBA exposure amounts

Section 84
Overview of risk-weighted IRBA exposure amounts

(1) The risk-weighted exposure amount for an IRBA exjpess the product of its IRBA risk
weight pursuant to section 85 and its IRBA exposaiee pursuant to section 9%.an

IRBA exposure is hedged by eligible unfunded crpditection pursuant to section 162 and
the institution may treat credit risk exposureshi protection provider as CRSA exposures,
the institution may, for that part of the IRBA exgowe which is hedged by this unfunded
credit protection, take as the risk-weighted IRBg@sure amount the risk-weighted CRSA
exposure amount which would result if the parthef tredit risk exposure that is hedged by
this unfunded credit protection were a CRSA expasund the institution recognised the
unfunded credit protection for this CRSA exposure.

(2) For an IRBA exposure in the IRBA exposure classaaRelaims incurred by a purchased
receivable that belongs to a hybrid pool of pureldadaims assignable as CCR exposures to
the IRBA exposure class Retail claims for whichitistitution cannot separate qualifying
revolving exposures or exposures secured by réatleefsom the other retail exposures, the
risk-weighted IRBA exposure amount is the prodd¢he IRBA exposure value and the
highest IRBA risk weight pursuant to section 77tfus IRBA exposure for one of the sub-
portfolios of the IRBA exposure class Retail claithat may be present in the pool.

(3) 'The risk parameters for an IRBA dilution risk expasfor which the CCR exposure
incurred by the purchased receivable is assign#tettRBA exposure class Retail claims
may be calculated using the minimum requirementsisong IRBA applicable to Retail
claims.?The foregoing shall also apply to the calculatibrisk parameters for CCR
exposures incurred by purchasing receivables ahdssigned to the IRBA exposure class
Retail claims and to dilution risk exposures if thstitution can demonstrate that, for these
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purchased receivables, complying with the minimequirements for using IRBA for the
exposure class Corporates would be unduly burdeasom if each of the following criteria
is met.

1. The institution has purchased the receivables raranrelated third party and there are
no CRSA exposures or IRBA exposures to the obligbtke purchased receivables
which are originated directly or indirectly by tmstitution itself.

2. The receivables must have been generated on amlargth basis between the seller and
the obligor ?Inter-company accounts receivable and receivabiegst to contra-
accounts between firms that buy and sell to eacérare ineligible pursuant to sentence
1.

3. The purchasing institution has a claim on all peatsefrom the purchased receivables or
an equal-ranking interest in the proceeds.

4. The portfolio of purchased receivables is suffithediversified.
(4) The risk-weighted IRBA exposure amount for an IR&#&osure in an equity portfolio

1. that is subject to the PD/LGD approach pursuasetdion 78 (2) sentence 1 number 1
letter (a) is the minimum of

a) 12.5 times the difference between the IRBA exposatee and the expected loss
amount pursuant to section 104 and

b) the product of the IRBA risk weight and the IRBApesure value for this IRBA
exposure,

2. that is subject to the internal models approaclkymnt to section 78 (2) sentence 1
number 1 letter (b) is the maximum

a) of the product of the IRBA risk weight and the IRBAposure value for this IRBA
exposure and

b) of the sum of the risk-weighted IRBA exposure antswvhich result for all
appertaining equity exposures when using the praesdor IRBA equity portfolios
subject to the PD/LGD approach plus 12.5 timestpected loss amounts pursuant to
section 104 for those equity exposures; the caiomaf the IRBA exposure values and
expected loss amounts shall be based on a foleBagtirsuant to section 88 (4)
sentence 2 and a forecast LGD pursuant to sec8@@)%entence 1 or 2,

3. that does not satisfy the conditions of numberadLais the product of the IRBA
exposure value and the simple IRBA risk weightdquity claims pursuant to section 98
for this IRBA exposure.
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(5) (Repealed)

(6) For an IRBA exposure incurred by a written creditigative that triggers payment as
soon as the nth default amongst the basket of expe®®ccurs, terminating the contract, the
risk-weighted IRBA exposure amount,

1.

if its IRBA risk weight is calculated pursuant ecsion 85 (6) sentence 1 number 1, is the
higher of zero and the difference between

a) the product of the IRBA risk weight and the IRBApesure value for this IRBA
exposure and

b) 12.5 times the provisions recognised in the anauaiterim financial statements for
actual or potential value impairments for the dredk-related loss risk set up for this
IRBA exposure,

if its IRBA risk weight is calculated pursuant ecsion 85 (6) sentence 1 number 2, is the
lesser

a) of 12.5 times the difference between the IRBA expewvalue and the expected loss
amount of this IRBA exposure pursuant to sectioh 4:0d

b) the product of the IRBA risk weight and the IRBApesure value for this IRBA
exposure.

Subdivision 3
Calculating the IRBA risk weight

Section 85
Calculating the IRBA risk weight

(1) The IRBA risk weight for an IRBA exposure is itskiweight subject to the PD/LGD
approach pursuant to section 86.

(2) For IRBA specialised lending exposures for whiah ithstitution does not meet the
requirements for own estimates of PD pursuantd¢taes 129 and 130, the simple IRBA risk
weight for specialised lending exposures pursuasettion 97 shall be used.

(3) For IRBA equity exposures
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1. which belong to an IRBA equity portfolio subjecttte internal models approach, the
IRBA risk weight is 100 per cent,

2. which belong to an IRBA equity portfolio subjectttee PD/LGD approach,the IRBA risk
weight is the risk weight subject to the PD/LGD aggeh pursuant to section 86; for
equity claims about which the institution does iIma¥e adequate information to apply the
default definition pursuant to section 125, the MRisk weight is 1.5 times the risk
weight subject to the PD/LGD approach,

3. which do not meet the conditions of numbers 1 arti€simple IRBA risk weight for
equity claims pursuant to section 98 applies.

(4) The IRBA risk weight for an IRBA exposure in thepesure class Other non-credit
obligation assets pursuant to section 82 is O @et for cash in hand and equivalent cash
items and 100 per cent otherwise.

(5) The IRBA risk weight for a split-off IRBA exposupirsuant to section 100 (8) is 50 per
cent.

(6) “The IRBA risk weight for an IRBA exposure incurtey a written credit derivative that
triggers payment as soon as the nth default amdingstasket of exposures occurs,
terminating the contract,

1. is its rating-based IRBA securitisation risk weiglirsuant to section 257 if for this IRBA
exposure there is a relevant credit assessmenigur® section 237 from an ECAI
nominated by the institution pursuant to sectioh 28d the institution meets the
application requirements pursuant to section 236,

2. is otherwise the lesser of 1,250 per cent and ifferehce between

a) the sum of the risk weights subject to the PD/LGIpraach for all exposures
contained in the basket and

b) the sum of the risk weights subject to the PD/L@Praach for those n-1 exposures in
the basket for which the lowest risk-weighted IRB¥posure amount results.

?If a risk weight subject to the PD/LGD approachrmtrbe determined for all exposures
contained in the basket, a risk weight of 1,250qeeit shall be applied to those exposures in
the basket for which such a risk weight subje¢htoPD/LGD approach cannot be
determined.

(7) *For free delivery risk exposures whose IRBA expestalue is immaterial, the institution
may waive calculating the IRBA risk weight pursutmsubsections (1) to (6) and instead
apply an IRBA risk weight of 100 per cefit its own discretion and on a consistent basis for
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all free delivery risk exposures, the institutioaytwaive calculating the IRBA risk weight
for free delivery risk exposures pursuant to sutises (1) to (6) and may either apply for
each of these IRBA exposures the CRSA risk weiggit would be applicable to the free
delivery risk exposure as a CRSA exposure or,radterely, a uniform risk weight of 100 per
cent for all such IRBA exposures.

Titlel
Calculating the IRBA risk weight subject to the BGD approach

Section 86
IRBA risk weight subject to the PD/LGD approach

(1) *The risk weight subject to the PD/LGD approachaioiRBA exposure for which the
obligor has not been deemed to be in default is

1. zero, if the forecast PD for this IRBA exposur® iger cent,

2. otherwise it is the product of 12.5 times the suery scaling factor pursuant to
subsection (4) and

a) the difference between the conditional PD purstasection 87 and the forecast PD,
b) the forecast LGD pursuant to section 92 and,

c) if the IRBA exposure has not been assigned toRi8Al exposure class Retail claims,
the IRBA maturity adjustment pursuant to sectiorf@3his IRBA exposure.

?If the institution recognises the protection oflRBA exposure by a guarantee or a credit
derivative when calculating forecast PD pursuarseiction 88 (2) sentence 2 or LGD
pursuant to section 92 (2) sentence 2, the risighteiubject to the PD/LGD approach for this
IRBA exposure shall be the higher of the risk weghbject to the PD/LGD approach
obtained by recognising this guarantee or credivdive pursuant to sentence 1 and the risk
weight subject to the PD/LGD approach which resplissuant to sentence 1 without
recognising this guarantee or credit derivativearrtie assumption of a comparable direct
IRBA exposure to the protection provider.

(2) The risk weight subject to the PD/LGD approachaionRBA exposure for which the
obligor has been deemed to be in default,

1. if the institution may not use its own estimatd.&D for this IRBA exposure, is zero,
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2. if the institution must use its own estimate of L@&ID this IRBA exposure, is the greater
of

a) zero and

b) 12.5 times the difference between the forecast laB®the best estimate of EL for
this IRBA exposure under current economic circumsga calculated according to the
definition in section 132 (9).

(3) !If an IRBA exposure which meets the requirementsymant to section 166 number 2 is
hedged by guarantees or credit derivatives for wthe requirements pursuant to section 163
(4) and (5) and section 166 numbers 1 and 3 tov@ haen met and the obligor is not deemed
to be in default for this IRBA exposure, this IRBAposure may be treated as an IRBA
exposure with special recognition of unfunded drpdhtection and the risk weight subject to
the PD/LGD approach may thus be calculated asrbabupt of 12.5 times the supervisory
scaling factor pursuant to subsection (4) and

1. the difference between the conditional PD purstmasection 87 and the forecast PD of
the obligor,

2. the forecast LGD for a comparable direct IRBA expedo the protection provider
pursuant to sentence 2,

3. the IRBA maturity adjustment pursuant to sectiorf®@3his IRBA exposure and
4. the sum of 0.15 and 160 times the forecast PDeoptbtection provider.

’A direct IRBA exposure to the protection providemparable to an IRBA exposure
pursuant to sentence 1

1. isincurred by the claim on the obligor deemeddaibhedged if the available information
and the structure of the guarantee give groundsppose that, in the event of the double
default of the protection provider and the obligaring the life of the hedged claim, the
amount recovered would depend on the financial itmndof the obligor, and

2. isincurred by a comparable unhedged claim on tbeegtion provider if the available
information and the structure of the guarantee greeinds to suppose that, in the event of
the double default of the protection provider amel abligor during the life of the hedged
claim, the amount recovered would depend on thanfiral condition of the protection
provider.

(4) The supervisory scaling factor is 1.06.
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Title2
Calculating conditional probability of default

Section 87
Conditional PD

The conditional PD for an IRBA exposure is to bieglated using Formula 1 in Annex 2.

Section 88
Forecast PD

(1) The forecast PD for an IRBA exposure is the PDa@&timated pursuant to the
provisions of sections 129 to 131

1. for the rating system grade to which the obligoth&f IRBA exposure has been assigned,
or

2. for the rating system risk pool to which the IRB#pesure in the IRBA exposure class
Retail claims has been assigned.

%I the IRBA exposure is a free delivery risk expasand there is no credit risk exposure to
the counterparty from a transaction assignablbdartstitution’s banking book, the institution
may use an external credit assessment to assigotimterparty to a rating grade pursuant to
sentence 1 number 1 or to assign the IRBA expdsuaigisk pool pursuant to sentence 1
number 2.

(2) !If an IRBA exposure for which the institution musste the supervisory LGD pursuant to
section 93 is hedged by unfunded credit proteaiaible for such IRBA exposures and if
this protection has not been recognised by applyiegisk weight subject to the PD/LGD
approach for IRBA exposures with special recognitdd unfunded credit protection pursuant
to section 86 (3), the institution may, providedttthe minimum requirements for unfunded
credit protection pursuant to section 177 and themum requirements for credit derivatives
pursuant to section 178 are observed, apply théoPiat part of the IRBA assessment basis
that is protected by this protection which is asalge to the protection provider's rating, or,
where more appropriate, that is assignable toilagraetween that of the obligor and that of
the protection providefFor an IRBA exposure for which the institution Ifdeas to estimate
LGD pursuant to section 92 (1), it shall be peraditto recognise unfunded credit protection
in the form of guarantees or credit derivatives mvastimating PD as long as it complies with
the provisions of section 92 (2) sentence 2.

(3) If an institution cannot estimate the forecast BDemuired by sections 129 to 131 for
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IRBA exposures incurred in connection with purcldaszeivables and if the institution may
not apply its own estimate of LGD for this IRBA @qure or, when applying its own LGD
estimate, cannot demonstrate the reliability ofdeeomposition of estimated EL into PD and
LGD, then the forecast PD is the quotient of Elinegted pursuant to the definition in section
127 and the forecast LGD for this IRBA exposurespant to section 92.

(4) *The forecast PD must have a minimum value of 0&&pnt>The minimum value for
an IRBA exposure in the IRBA exposure class Eqcigyms,

1. for an equity claim traded on the stock exchange

a) for which the institution's investment is part dbag-term customer relationship with
the issuer of the claim, is 0.09 per cent,

b) otherwise, also in the case of a short equity mwsiwhich reduces the portfolio, it is
0.4 per cent.

2. for an equity claim not traded on a stock exchafaeyhich

a) the returns on the investment are based on regathperiodic cash flows not derived
from capital gains, is 0.09 per cent,

b) otherwise, also in the case of a short equity oswhich reduces the portfolio, it is
1.25 per cent.

3For an IRBA exposure in the IRBA exposure classtegovernments, the minimum value
is 0 per cent!lf the obligor has defaulted on an IRBA expostuie, forecast PD shall be
100 per cent.

Section 89
Calculating the correlation with the economic facto

(1) The correlation with the economic factor for IRBRpesures in the IRBA exposure
classes Central governments, Institutions, Corperd&quity claims subject to the PD/LGD
approach and Other retail claims is the correlat@oulated pursuant to section 90 in
conjunction with Formula 2 of Annex 2. The corredatpursuant to sentence 1 may be
reduced by the deduction calculated pursuant tiiose@1 if the IRBA exposure is to a small
or medium-sized enterprise pursuant to sectiorilar{d this IRBA exposure

1. is assigned to the IRBA exposure class Corporates,

2. is an IRBA exposure with special recognition ofumded credit protection pursuant to
section 86 (3) assigned to the IRBA exposure draegail claims.
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(2) The correlation with the economic factor for an IRBxposure in the IRBA exposure
class Retail claims is,

1. ifitis secured by real estate collateral, uniftyr.15, and,

2. ifitis a qualifying revolving IRBA exposure, unifimly 0.04.

Section 90
Supervisory parameters for calculating correlations

(1) The following supervisory parameters shall applgdtculations using Formula 2 of
Annex 2 for IRBA exposures in the IRBA exposuressks Central governments, Institutions
or Corporates, IRBA exposures with special recogmiof unfunded credit protection in the
IRBA exposure class Retail claims and Equity clasuiject to the PD/LGD approach:

1. the minimum correlation &, shall equal 0.12,
2. the maximum correlation R« shall equal 0.24 and
3. the coefficient K shall equal 50.

(2) The following supervisory parameters shall applgdtculations using Formula 2 of
Annex 2 for IRBA exposure values in the IRBA exp@scdlass Retail claims which are other
retail claims and which are not IRBA exposures \gplecial recognition of unfunded credit
protection:

1. the minimum correlation &, shall equal 0.03,
2. the maximum correlation R« shall equal 0.16 and

3. the coefficient K shall equal 35.

Section 91
Reduced correlation for small or medium-sized gmises

(1) For enterprises for which the size indicator punsu@ subsection (2) does not exceed 50
million euro, the reduced correlation for IRBA espoes assigned to the IRBA exposure
class Corporates or IRBA exposures with specialgeition of unfunded credit protection
assigned to the IRBA exposure class Retail clage be calculated using Formula 3 of
Annex 2.

(2) 'The size indicator is the enterprise's total ansals, if this is a meaningful indicator of
the enterprise’s siz#f total annual sales are not an informative simidator, the balance
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sheet total may be used instead provided that Badés not objecfIn the case of an
enterprise belonging to a corporate group, theldégize indicator shall be the consolidated
total annual sales or the consolidated balance sbieé of the corporate group.

(3) In the case of an IRBA exposure incurred by puretiasceivables, the size indicator may
also be calculated as the average, weighted b\RiBA risk exposures, of the size indicators
for all enterprises which are obligors of the paséd receivables in the pool.

Title3
Calculating forecast loss given default

Section 92
Forecast LGD

(1) *An institution must use its own estimate of LGDttas forecast LGD of an IRBA
exposure pursuant to sections 132 to 134 if thesxe

1. is assigned to one of the IRBA exposure classesr@aovernments, Institutions or
Corporates for which the simple IRBA risk weight pecialised lending exposures
pursuant to section 97 is not applied, and if RBA exposure is captured by a rating
system which the institution must use to calcutat@ estimates of LGD after it has been
permitted to use IRBA,

2. is assigned to the IRBA exposure class Retail daon

3. isincurred by purchased receivables and the utistit can decompose its own estimates
of EL for this IRBA exposure, as performed in adzorce with the definition in section
127, into own estimates of PD and own estimatdsE® in a reliable manner.

’For every other IRBA exposure the institution may use its own estimates of LGD but
must instead use the supervisory LGD as the foré€ab pursuant to section 93 or, where
recognising guarantees or credit derivatives punstoasubsection (2) sentence 1, the LGD
resulting from subsection (2) sentence 1, if ngikle collateral is available or if the IRBA
exposure is an IRBA equity claim subject to the IRED approach, otherwise the supervisory
LGD recognising collateral pursuant to section 94.

(2) !If an IRBA exposure for which the institution muste supervisory LGD is incurred by a
subordinated claim and if this IRBA exposure istpcted by non-subordinated guarantees or
credit derivatives, the institution shall be all@se recognise this by applying the
supervisory LGD for non-subordinated exposuresyamsto section 93 (13If an IRBA
exposure for which the institution has to comptgewn estimate of forecast LGD is
protected by guarantees or credit derivatives atigtiminimum requirements for estimating
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the effect of guarantees and credit derivativesymmt to sections 138 to 141 are met, the
institution may recognise this when estimatingfthrecast LGD pursuant to subsection (1)
and PD pursuant to section 88, unless it recognistsided credit protection by applying the
risk weight subject to the PD/LGD approach for IRB#posures with special recognition of
unfunded credit protection pursuant to section36 (

(3) An institution may treat free delivery risk expossirfor which it must compute its own
estimate of LGD pursuant to subsection (1) senténeg¢its own discretion and on a
consistent basis for all such free delivery rispasures, as IRBA exposures for which it must
use supervisory LGD pursuant to subsection (1)eseet 2.

Section 93
Supervisory loss given default

(1) The supervisory LGD, before recognising collatei@,an IRBA exposure in the IRBA
exposure classes Central governments, Institubo@orporates,

1. if the claims or contingent claims associated wiid IRBA exposure are subordinated,

a) if the IRBA exposure is incurred by a subordingbedchased receivable and is not an
IRBA dilution risk exposure and the institution can estimate forecast PD pursuant to
sections 129 to 131, is 100 per cent,

b) otherwise itis 75 per cent,
2. ifitis an IRBA dilution risk exposure, it is 7®pcent,

3. if it would be assignable as a CRSA exposure tdClRSA exposure class Covered bonds
issued by credit institutions, it is 11.25 per ¢ent

4. ifitis a free delivery risk exposure pursuanséztion 92 (3), it is 45 per cent,
5. in all other cases, it is 45 per cent.

(2) 'For an IRBA equity exposure which does not relatedquity claims traded on a stock
exchange and which belongs to a sufficiently dies equity portfolio, the supervisory
LGD shall be 65 per cerfitor all other IRBA equity exposures the supervidoBD shall be
90 per cent.
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Section 94
Recognising available collateral in supervisory LGD

(1) *The supervisory LGD recognising available colldtésaan IRBA exposure is the sum of
the weighted LGDs for each available category dlateral plus the weighted LGD for the
unprotected portion of the IRBA exposut&entence 1 and subsections (2) to (8) shall not
apply to exposures split off pursuant to sectio® () and recognised at the alternative risk
weight for real estate collateral pursuant to sec85 (5) or to the corresponding value of the
real estate collateral.

(2) All collateral assigned to the IRBA exposure shallallocated to one of the following
categories:

1. financial collateral pursuant to section 154 (I)tsace 1 number 1,
2. receivables assigned as collateral pursuant tasetf0,

3. real estate collateral pursuant to section 15%ssithe alternative risk weight for real
estate collateral is used,

4. other IRBA physical collateral pursuant to sectidi.
(3) *The supervisory LGD for the category

1. financial collateral is O per cent,

2. receivables assigned as collateral,

a) if the claims or contingent claims associated s#id IRBA exposure are
subordinated, is 65 per cent,

b) otherwise it is 35 per cent,
3. real estate collateral,

a) if the claims or contingent claims associated \sditd IRBA exposure are
subordinated, is 65 per cent,

b) otherwise it is 35 per cent,
4. other physical collateral,

a) if the claims or contingent claims associated \s#id IRBA exposure are
subordinated, is 70 per cent,

b) otherwise it is 40 per cent.
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The supervisory LGD for the IRBA exposure pursuargection 93 or, recognising
guarantees or credit derivatives pursuant to se&ib(2) sentence 1, the LGD pursuant to
section 92 (2) sentence 1 shall be used for theoteqgied portion.

(4) The LGD weight pursuant to subsection (1) is detias the quotient of the respective
sub-assessment basis and the IRBA assessmentdrabis IRBA exposure.

(5) UIf financial collateral is available, for the pugEs of calculation pursuant to subsection
(6), the IRBA assessment basis pursuant to set€@0rof the IRBA exposure shall be raised
by the product of the market value volatility adjuoent pursuant to section 188 and the IRBA
assessment basfdhe sub-assessment basis shall be calculated puitsusubsections (6)

and (7) for each of the collateral categories rataple for the IRBA exposurdAll

collateral in a given category shall be assigneti¢aelevant sub-assessment b&3ise
remainder constitutes the sub-assessment basie ahprotected portion of the IRBA
exposure.

(6) The sub-assessment basis for the category finazaiateral shall be calculated as the
minimum of

. the IRBA assessment basis given the availabilitiimaincial collateral pursuant to subsection
(5) sentence 1 and

2. the sum, calculated from the individual financiallateral items, of the products of the
volatility-adjusted value for financial collateqalirsuant to section 187 and the maturity
mismatch adjustment pursuant to section 186 fan éaancial collateral item in relation
to the IRBA exposure.

(7) 'The sub-assessment basis for the collateral afategjories receivables assigned as
collateral, real estate collateral and other IRB¥gical collateral shall be calculated as the
guotients of

1. the sum of the values of the collateral in a&gieategory assigned to the IRBA exposure
and

2. the required excess cover for the category,esged as a decimal figure, pursuant to
sentence 2.

’The required excess cover for
1. receivables assigned as collateral is 125 per cent,
2. real estate collateral is 140 per cent, and

3. other IRBA physical collateral is 140 per cent.
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(8) Collateral in the categories real estate collaterather IRBA physical collateral shall be
recognised only if the quotient of

1. the sum of the values of the collateral in a gigategory assigned to the IRBA exposure
and

2. the sub-assessment basis pursuant to subsectisanfénce 1 for this category

does not undershoot the required minimum covelOgie&d cent.

Title4
Calculating the IRBA maturity adjustment

Section 95
IRBA maturity adjustment

The IRBA maturity adjustment for an IRBA exposurkieh is assigned to one of the IRBA
exposure classes Central governments, Institubo@orporates, which is an IRBA exposure
with special recognition of unfunded credit protectassigned to the IRBA exposure class
Retail claims or which is an IRBA equity claim sebij to the PD/LGD approach, is to be
calculated using Formula 4 of Annex 2.

Section 96
Relevant residual maturity

(1) The relevant residual maturity for an IRBA exposiarewhich an institution must use
supervisory LGD, as well as for IRBA dilution riskposures for which the institution must
use its own estimate of LGD or its own estimatéhefIRBA conversion factor,

1. for an IRBA equity claim subject to the PD/LGD apach, is 5 years,

2. for an IRBA exposure arising from repurchase tratisas or securities or commodities
lending or borrowing transactions, is 0.5 year,

3. for an IRBA dilution risk exposure, is 1 year, and
4. for all other IRBA exposures is 2.5 years.

(2) The relevant residual maturity for an IRBA exposuréhe IRBA exposure classes
Central governments, Institutions or Corporatesctviis not an IRBA dilution risk exposure
and for which the institution must use its ownrastie of LGD or its own estimate of the
IRBA conversion factor shall be recognised withamum of five years and shall be
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calculated in years as follows.

1.

For an IRBA exposure subject to a fixed principad anterest cash flow schedule, the
relevant residual maturity, which is to be recogdisvith a minimum of one year, is given
in Formula 5 of Annex 2.

For an IRBA derivatives exposure subject to a mmasing agreement, the relevant
residual maturity is the greater of one year aedawverage remaining maturity under the
agreement, weighted by the nominal amounts ofrtiridual exposures, of the claims
and liabilities arising from the exposure.

'For an IRBA exposure subject to a master nettimgeargent not covered by number 2,
the relevant residual maturity is the greater efrifinimum maturity to be recognised for
the IRBA exposure subject to a master netting ageed pursuant to sentences 2 and 3
and the average of the remaining maturities urfteagreement, weighted by the nominal

amounts of the individual exposures, of the assedielaims and liabilitie<$The relevant
residual maturity is ten calendar days for expasstdbject to a master netting agreement
arising from fully or nearly-fully protected deritnee CCR exposures or fully or nearly-
fully protected CCR exposures arising from nonagive margin lending transactions
which are not repurchase transactions or secudtiesmmodities lending or borrowing

transactions’For exposures subject to a master netting agreeanisitig from repurchase
transactions or securities or commodities lendinigarrowing transactions, the relevant
residual maturity is five calendar days.

'For purchased receivables for which own PD estisnlaéee to be used, the relevant
residual maturity shall be the greater of 90 caderthys and the average remaining
maturity under the agreement of the purchasedvalblgs, weighted by the respective
IRBA exposure valu¢The same value shall be used for the undrawn pooti@
committed revolving purchase facility if effectieevenants, early amortisation triggers or
other features of the revolving purchase facilitytpct the purchasing institution over the
whole maturity against a significant deterioratinrthe quality of the receivables to be
purchased in the futurdlf such effective protection is lacking, the releveesidual
maturity for the undrawn part of the revolving puase facility shall be the greater of

90 calendar days and the sum of the remaining matfrthis committed purchase
facility and the time-span from the expiry of thaghase facility to the longest-dated
potential receivable under the purchase facility.

'For IRBA exposures which meet the criteria of seoés 2 and 3, do not fall under
numbers 6 to 8 and belong to one of the followiagggories:

a) repurchase transactions and similar agreements,

b) securities or commodities lending or borrowing saetions,
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c) fully or nearly-fully protected non-derivative mandending transactions which are
not repurchase transactions or securities or contresdending or borrowing
transactions,

d) fully or nearly-fully protected derivatives,

e) short-dated, easily liquidated commodity traderitiag transactions, import and
export letters of credit according to their residuaturity,

f) receivables arising from the settlement of se@sifiurchases or sales, within the
usual delivery period (two business days),

g) receivables arising from the settlement of electrgayment transactions, including
overdrafts arising from faulty credit transferssa&id overdrafts do not exceed a short,
fixed number of business days,

h) receivables arising from foreign currency settletweith banks,
i) short-term loans and deposits,

the relevant residual maturity shall be the gmeat®ne day and the remaining maturity of
the claims or contingent claims under the agreerigat the transactions listed in
sentence 1 under letters (a) to (d), the assoctiiedmentation must require daily
revaluation and daily remargining and include fartprovisions that allow for the prompt

liquidation or setoff of collateral in the eventagfault or failure to remargiﬁThe
transactions listed in sentence 1 under letterto(@) must not be part of the ongoing
financing of the obligor by the institution and ttesidual maturities of the claims against
the obligor and contingent claims must be less tranyear.

. 'For IRBA exposures whose assessment basis theutitsticalculates pursuant to section
17 (1) sentence 1 number 1 and for which the ntgtafithe longest-dated contract
contained in an eligible netting position is longgan one year, the relevant residual
maturity is to be calculated using Formula 6 of &x.*Notwithstanding sentence 1, an
institution which uses an internal model to calteia one-sided credit value adjustment
(CVA) may, subject to BaFin's permission, apply ¢fffiective credit duration estimated
by this internal model as the relevant residualumigt

. For IRBA exposures with special recognition of urdad credit protection pursuant to
section 86 (3), the relevant residual maturity lsbalat least one year.

. The relevant residual maturity for an IRBA exposimeurred by an enterprise whose
total annual sales and balance sheet total doxeeed 500 million euro in each case and
which is domiciled in an EEA country shall not betefrmined according to numbers 1 to
7 and 9, but instead according to subsectiorEby. an enterprise that primarily invests in
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real estate and is domiciled in an EEA countryillioh euro shall be the relevant balance
sheet total amount pursuant to sentenétntthe case of an enterprise belonging to a

corporate group, the consolidated total annuaksatel consolidated balance sheet total of
the group shall apply.

9. In all other cases, the relevant residual matusithe greater of 1 year and the maximum
remaining time that the obligor is permitted tdyiudischarge all claims or contingent
claims arising from the IRBA exposure.

Title5
Simple IRBA risk weight for specialised lending espres

Section 97
Simple IRBA risk weight for specialised lending espres

(1) An IRBA specialised lending exposure for which astitution cannot demonstrate that its
own PD estimate for this IRBA exposure meets tlggirements of the definition pursuant to
section 129 shall be assigned a simple IRBA risigitdor specialised lending exposures,
which is to be calculated using Table 14 of Annadepending on the residual maturity and
risk weight category of the IRBA exposure.

(2) *An IRBA specialised lending exposure pursuant twssation (1) for which the obligor is
not deemed to have defaulted according to the tefafinition pursuant to section 125 shall
be assigned to one of four risk weight categos&®Kg, good, satisfactory and weak) for
specialised lending exposures in accordance witlidliowing criteria and in line with
assignment to one of the rating grades pursuasgdtion 110 (8):

1. financial strength,
2. political and legal environment,
3. transaction and/or asset characteristics,

4. strength of the sponsor and developer, includingpablic-private partnership income
stream,

5. security package.

’An IRBA specialised lending exposure pursuant tmseation (1) for which the obligor is
deemed to have defaulted according to the defadfihitdon pursuant to section 125 shall be
assigned to the defaulted risk weight categtBgFin shall publish on its website guidelines
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for assigning IRBA specialised lending exposureth#orisk weight categories for specialised
lending exposures pursuant to sentence 1.

Title6
Simple IRBA risk weight for equity claims

Section 98
Simple IRBA risk weight for equity claims

The simple IRBA risk weight for an IRBA exposuretite IRBA exposure class Equity
claims, with the exposure belonging neither toRBA equity claims portfolio subject to the
internal models approach nor to one subject td?bA.GD approach,

1. if the equity exposure relates to an equity claohtraded on a stock exchange and is part
of a sufficiently diversified equity portfolio, (590 per cent,

2. if the equity exposure relates to an equity clamdéd on a stock exchange, is 290 per
cent,

3. otherwise it is 370 per cent.

%If an IRBA equity exposure to be recognised purstmsentence 1 is hedged by an eligible
guarantee or eligible credit derivative, the porttmvered by this guarantee or credit
derivative can be recognised at the protectionides's IRBA risk weight as long as the
minimum requirements for unfunded credit protecfomsuant to section 177 are complied
with. *The protection provider's IRBA risk weight shallthe risk weight subject to the
PD/LGD approach which would be calculated as tr@ARXxposure for the contingent claim
on this protection provider arising from the unfeddtredit protection.

Subdivision 4
Calculating the IRBA exposure value

Section 99
IRBA exposure value

The IRBA exposure value is the expected amounttilbbe exposed to a loss risk as a

result of an obligor default, a dilution risk, aelgoration in the quality of tangible assets or a
counterparty risk’The IRBA exposure value for an IRBA exposure isghaduct of the
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IRBA conversion factor pursuant to section 101 sredIRBA assessment basis pursuant to
section 100.

Section 100
IRBA assessment basis

(1) The IRBA assessment basis for an IRBA exposurbédrcase of a balance sheet CCR
exposure is

1.

the amount drawn, and at least the sum of the atrimuwhich the liable capital would be
reduced were the exposure to be written off anti@amounts recognised in the annual
or interim financial statements for actual or péitnvalue adjustments as a consequence
of the credit risk-related loss risk,

the exposure's book value if it is assignable é6olRBA exposure class Equity claims and
Is neither an IRBA net equity exposure pursuarseiction 102 nor belongs to an IRBA
equity portfolio subject to the internal models eggeh pursuant to section 78 (2)
sentence 1 number 1 letter (b),

in the case of a purchased receivable
a) for the resulting IRBA dilution risk exposure, ¢ the outstanding amount,

b) for the resulting IRBA CCR exposure, it is the IRBAsessment basis pursuant to
letter (a), less 8 per cent of the product of RBA assessment basis pursuant to letter (a)
and the risk weight subject to the PD/LGD appradhett results from using the forecast
LGD calculated for this IRBA dilution risk exposypeor to credit risk mitigation,

if it is assigned to the IRBA exposure class Otimar-credit obligation assets and is not a
leased asset to be recognised pursuant to se@ioarber 2, its book value,

insofar as use is made of the option pursuantdibiosel7 (2) sentence 1, its assessment
basis pursuant to section 17 (2) sentence 1.

(2) The IRBA assessment basis for an IRBA exposurbearcase of an off-balance sheet CCR
exposure is

1. the book value of the claims and contingent clavhgh constitute this IRBA exposure,

and in the case of conditional delivery or accepgariaims on equities, the assessment
basis pursuant to subsection (1) number 2 for g@iaims for which the institution has a
claim to delivery or acceptance assuming actudbpeance, whereby said assessment
basis is imputed to the likelihood of occurrencéne with the delta equivalent,
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2. ifitis an obligation arising from a note issuataeility (NIF) or a revolving underwriting
facility (RUF) or is constituted by the undrawn fpafr a credit line or a revolving
purchase facility for receivables, the amount cottedibut not drawn,

3. insofar as use is made of the option pursuantdiiosel7 (2) sentence 1, its assessment
basis pursuant to section 17 (2) sentence 1.

(3) The IRBA assessment basis for an IRBA exposura figrivative CCR exposure is its
assessment basis pursuant to section 17.

(4) The IRBA assessment basis for a free deliveryeigiosure pursuant to section 14 (1) is
the value of the institution's claim arising fronettransaction which has given rise to the free
delivery risk exposure.

(5) 'The IRBA assessment basis for a netting positionmising
1. derivatives is its net assessment basis for deéraspursuant to section 211,

2. monetary claims and debts, its net assessmentfoasi®netary claims and debts
pursuant to section 212,

3. non-derivative margin lending transactions, itsastessment basis for non-derivative
margin lending transactions pursuant to section 215

%For a cross-product netting position the IRBA assest basis is its net assessment basis
pursuant to section 217.

(6) The IRBA assessment basis for an IRBA exposurbearcase of an IRBA net equity
position pursuant to section 102 is its IRBA natiggassessment basis pursuant to section
103.

(7) The IRBA assessment basis for an IRBA exposura iliRBA equity portfolio subject to
the internal models approach is 12.5 times the mami possible portfolio loss for the
population of exposures belonging to the portfalbjch is derived, using the equity risk
model to be used for said portfolio, as th& @@rcentile, one-tailed confidence interval of the
difference between quarterly returns and an ap@atgprisk-free rate computed over a long-
maturity sample period.

(8) If an institution has decided pursuant to sectib@ () to use the alternative risk weight
for real estate collateral for an IRBA exposureused by real estate for which it has to use
supervisory LGDs, it shall split off that part tietIRBA exposure pursuant to subsection (1)
which, if the property

1. is residential real estate property located withermany, does not exceed 60% of the
mortgage lending value pursuant to section 16€8)ences 1 to 3 of the Pfandbrief Act in
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conjunction with the Regulation on calculating thertgage lending value or of a
sustainably achievable value calculated in a d#ffewvay which meets the requirements
of section 16 (2) sentences 1 to 3 of the Pfantibeg

2. is commercial real estate property located withe@rr@any, does not exceed the lower of
50 per cent of the market value and 60% of the gaget lending value pursuant to
section 16 (2) sentences 1 to 3 of the Pfandbra¢fiiconjunction with the Regulation on
calculating the mortgage lending value or of aaunsably achievable value calculated in a
different way which meets the requirements of secli6 (2) sentences 1 to 3 of the
Pfandbrief Act,

3. is residential or commercial real estate propertated in another EEA country pursuant
to section 159 (2) sentence 1 number 3 and doesxigeed the value for real estate
collateral eligible for the alternative risk weidbt institutions domiciled in this country,
in implementation of Annex VIII Part 3 number 73@ifective 2006/48/EC.

from the IRBA assessment basis of the IRBA expoauarkrecognise the split-off amount as a
separate IRBA exposure, with this split-off amobeing the IRBA assessment basis.

(9) The IRBA assessment basis for an IRBA exposurewhiés been incurred on the basis of
a lease,

1. ifitis assigned to the IRBA exposure classedtion credit-obligation assets and is
incurred by a residual value of a leased asset te@ognised pursuant to section 82

number 2, is the present value of the residualevaksigned to the end of the lease at the time
the contract was drafted, less the present valpei@hase options recognised pursuant to
number 2 letter (b),

2. otherwise it is the present value of the minimaase payments, consisting of

a) all payments over the lease term which the lesseecan be required to make,
including an amount for the residual value of #saslked property which the lessee is or
can be required to pay, and

b) every purchase option which provides the lessaaa@mtive to exercise it.

(10) The IRBA assessment basis for an IRBA exposuretwisioncurred by a transaction
with an enterprise in its capacity as central cerparty pursuant to section 1 (31) of the
Banking Act or by collateral posted to that endeso.

(11) *For an IRBA exposure which is incurred by the pustf collateral for an obligation of
the institution arising from a transaction that stiates a derivative CCR exposure for the
institution, the IRBA assessment basis may be Gked pursuant to sentence 3 if the
requirements pursuant to sentence 2 are Tfiee option pursuant to sentence 1 may be
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exercised if

1. the institution calculates the IRBA assessmentsifasithe derivative CCR exposure
using the marking-to-market method,

2. the current market value of the derivative usechiculating the current potential
replacement cost pursuant to section 19 is negatna

3. the conditions pursuant to section 206 (2) numBers5 in respect of the transaction
included and the collateral posted have been met.

%If the option pursuant to sentence 1 is exerciger|RBA assessment basis for the CCR
exposure incurred by posting the collateral shaltalculated by multiplying the IRBA
assessment basis which would result if the optiosyant to sentence 1 were not exercised
by the market value volatility adjustment for CCpesures pursuant to section 188 and
deducting the absolute amount of the current masilee pursuant to sentence'®here the
absolute amount of the negative current marketevafia derivative is deducted pursuant to
sentence 3, it may not be recognised elsewherbdgourpose of reducing the capital charge.

(12) *For an IRBA exposure which is incurred by the pustf collateral for an obligation of
the institution arising from transactions which stitute a derivatives netting exposure for the
institution, the IRBA assessment basis may be Gked pursuant to sentence 3 if the
requirements pursuant to sentence 2 are ffiee option pursuant to sentence 1 may be
exercised if

1. the institution calculates the IRBA assessmentstfasithe derivatives netting exposure
using the marking-to-market method,

2. when calculating the net assessment basis foratams pursuant to section 211 (2)
sentence 1, the difference between the positivenagdtive market values of the
transactions included in the netting agreemenégatve, and

3. the conditions pursuant to section 206 (2) numBews5 in respect of the transactions
included and the collateral posted have been met.

%f the option pursuant to sentence 1 is exerciges|RBA assessment basis for the CCR
exposure incurred by posting the collateral shaltalculated by multiplying the IRBA
assessment basis which would result if the optiosymant to sentence 1 were not exercised
by the market value volatility adjustment for CCkpesures pursuant to section 188 and
deducting from this the absolute difference betwberpositive and negative market values
of the transactions included in the netting agragrparsuant to sentencé'\®here the

absolute difference between the positive and negatiarket values of the transactions
included in the netting agreement is deducted @untsto sentence 3, it may not be recognised
elsewhere for the purpose of reducing the capitaige.
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(13) In the case of an IRBA exposure which is fadrbg a CCR exposure to the reference
asset or the reference portfolio of a credit linketk, the assessment basis may be reduced by
8 per cent of the risk-weighted exposure amountiferCCR exposure with regard to the

issuer of the credit linked note.

Section 101
Calculating the IRBA conversion factor

(1) *The institution must use own estimates of the IRBAversion factor pursuant to the
provisions of sections 135 to 137 for IRBA exposurose supervisory IRBA conversion
factor pursuant to subsection (2) is less thangegd@ent and which

1. are assignable to one of the IRBA exposure claSsasral governments, Institutions or
Corporates and fall within the scope of a ratingteyn which the institution has to use to
calculate its own estimates of the IRBA converdewmtor after being permitted to use
IRBA, or

2. are assignable to the IRBA exposure class Retihgl.

“The institution shall not be permitted to use owtineates of the IRBA conversion factor for
any other IRBA exposure but must use the supenvigIBA conversion factor instead.

(2) The supervisory IRBA conversion factor
1. for the undrawn part of a credit line granted byrestitution

a) is 0 per cent if the institution has granted anammmitted credit line or if the
institution can cancel it unconditionally at anyé without prior notice or it effectively
provides for automatic cancellation due to detation in the obligor's creditworthiness,
and if the institution actively monitors the finaalccondition of the obligor and its
internal control and monitoring systems enableiisgtution to immediately detect a
deterioration in the obligor’s credit quality,

b) otherwise itis 75 per cent,

2. for opening or confirming a documentary letter wedit
a) is 20 per cent if it is short-term or collateratidey securities,
b) otherwise it is 50 per cent,

3. for obligations arising out of a note issuancelityodr a revolving underwriting facility,
is 75 per cent,
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4. for purchased receivables

a) is 0 per cent for the undrawn purchase commitmients revolving purchase
receivable if it is immediately cancellable pursu@nsection 51,

b) is 75 per cent for the undrawn purchase commitmients revolving purchase
receivable if the requirements for the facility puant to letter (a) are not met,

c) otherwise it is 100 per cent,

5. is 50 per cent for a transaction pursuant to sedtb(1) sentence 3 number 4 of the
Banking Act,

6. for an irrevocable loan guarantee
a) is 100 per cent, if it is a loan substitute,
b) otherwise it is 50 per cent,

7. and in all other cases it is 100 per cent.

(3) If a commitment refers to the extension of anottenmitment, the lower of the two
conversion factors associated with the individwshmitment shall be used.

Section 102
IRBA net equity exposures and proportional owngrsimares

(1) *An IRBA net equity exposure may consist, at théitason's discretion, of long positions
in IRBA equity exposures which have identical featuand IRBA equity portfolio exposures
to the same enterprise, on the one hand, and leligiitort positions in IRBA equity
exposures, on the othéBuch short positions in IRBA equity exposures digghde if they

1. relate to the same enterprise and likewise havdixhd features,

2. are used by the institution expressly to hedge [mrgjtions in equity exposures and
portfolio exposures, and,

3. if they are not cash positions, have a contracemtiual maturity of at least one year.

(2) *The proportional ownership share of an IRBA egaiposure belonging to an IRBA net
equity exposure shall be calculated as the pergersiaare of the subordinated residual claim
on the assets or income of the enterprise in witietownership share is hefdhe

percentage share of the subordinated residual dtatalculated,

1. for portfolio exposures, from the existing proponil ownership share,
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2. for long positions in equity exposures, from theeiieable proportional ownership share,
in the case of conditional delivery claims in lwéh the delta equivalent for the
likelihood of occurrence,

3. for short positions in equity exposures, from tleéwdrable proportional ownership share,
in the case of conditional acceptance claims i@ Vith the delta equivalent for the
likelihood of occurrence,

Section 103
IRBA net equity exposure assessment basis

(1) 'The IRBA net equity exposure assessment basis lshathlculated as follows for an
IRBA net equity exposure for which the sum of thegwortional ownership shares of the
portfolio exposures is no smaller than the sunhefgroportional ownership shares of the
short positions in equity exposuréshe difference between the sum of the proportional
ownership shares of portfolio exposures and the aiuiime proportional ownership shares of
short positions in equity exposures is to be miidiipby the average IRBA assessment basis
for portfolio exposures and increased by the suth@iRBA assessment bases for the long
positions3>The average IRBA assessment basis for portfolidtipas is the sum of all
weighted IRBA assessment bases for the portfolgitioms across all portfolio positions.
“The weighted IRBA assessment basis shall be thé\ [&Bessment basis for a given
portfolio position multiplied by the quotient ofdlgiven proportional ownership share and the
sum of all proportional ownership shares of thefpbo positions.

(2) For all other IRBA net equity exposures the IRBA eguity exposure assessment basis is
the sum of the sub-assessment bases resultinigef@quity exposures belonging to this IRBA
net equity exposure as follows.

1. Portfolio exposures shall be netted fully with ghmositions in equity exposures by
consecutively reducing for all portfolio positiotige not yet netted proportional ownership
shares of a portfolio exposure and of a short jposih equity exposures by the same
number of proportional ownership shares in eack.cas

2. Long positions in equity exposures shall be nettgld short positions in equity exposures
with at least the same contractual residual matbgtreducing the not yet netted
proportional ownership shares of a long positioequity exposures and of a short
position in equity exposures with at least the saordractual residual maturity by the
same number of proportional ownership shares ih ease.

3. The sub-assessment basis for an equity exposuvenhioh all proportional ownership
shares have been netted is zero; for all othetyeguposures the sub-assessment basis
shall be the product of the IRBA assessment basithis equity exposure and the
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quotient of the number of non-netted proportionahership shares and of the original
number of proportional ownership shares in thaitgagxposure.

Division 4
Value adjustment offset and expected loss amount

Section 104
Expected loss amount

(1) *The expected loss amount for each IRBA exposurelwisinot an IRBA securitisation
position pursuant to section 227 (4) and whose IRBRweight is not calculated pursuant to
section 85 (6) sentence 1 number 1 shall be caéxlilaith the aim of determining the value
adjustment offset pursuant to section 105 and &log the eligible value adjustment surplus
pursuant to section 10 (2b) sentence 1 numbeiti®edBanking Act or the value adjustment
deficit pursuant to section 10 (6a) number 1 ofBaeking Act.’The expected loss amount is
the product of the expected loss (EL) and the IRBposure value.

(2) “The EL for an IRBA exposure is the product of f@ascPD and forecast LGD for this
IRBA exposure?The EL for an IRBA exposure whose IRBA risk weighto be calculated
pursuant to section 85 (6) sentence 1 numberiidifference of

1. the sum of the ELs of all the exposures containdtie basket to which the IRBA risk
weight pursuant to section 85 (6) sentence 1 nuialenot to be applied and

2. the sum of the ELs for the n-1 exposures of allekgosures contained in the basket to
which the IRBA risk weight pursuant to section 8% ¢entence 1 number 2 is not to be
applied for which the lowest expected loss amoesiilts.

(3) If an institution must use own estimates of LGDdorIRBA exposure in the exposure
classes Central governments, Institutions, Corperat Retail claims and if an obligor has
defaulted on this IRBA exposure, the EL is the lessimate of EL for said IRBA exposure
given current economic circumstances pursuanteaéifinition in section 132 (9).

(4) The EL for an IRBA specialised lending exposurevitaich the simple IRBA risk weight
for specialised lending exposures is applied sfettalculated using Table 15 of Annex 1
depending on the residual maturity of the IRBA spléesed lending exposure and its risk
weight category.

(5) The EL for an IRBA exposure in the exposure clagsity claims is

1. the product of forecast PD and forecast LGD fod $8BA exposure if it belongs to an
IRBA equity portfolio subject to the PD/LGD apprbac
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2. zero ifitis an IRBA equity portfolio subject tbe internal models approach,
3. 0.8 per cent
a) if it is an exchange-traded equity exposure, or
b) if itis a private equity exposure in a sufficigndliversified portfolio,
and
4. 2.4 per cent for all other equity exposures.

(6) The EL for an IRBA exposure in the exposure claggeOnon credit-obligation assets is 0
per cent.

(7) The EL for an IRBA exposure for which the IRBA rigleight subject to the PD/LGD
approach is calculated pursuant to section 86s(B8)@der cent.

(8) The EL for part of a credit risk exposure hedgedibfunded credit protection for which
the institution calculates the risk-weighted IRB¥pesure amount pursuant to section 84 (1)
sentence 2 is 0 per cent.

(9) If a trading book institution, for an IRBA exposuassigned to the trading book that is a
free delivery risk exposure pursuant to sectiorfl}4a derivative CCR exposure not traded
with a central counterparty pursuant to sectionaliign-derivative CCR exposure with
remargining pursuant to section 17 (3) or a nefpiogition pursuant to section 12, can
demonstrate to BaFin that it has adequately resegrthe counterparty default risk in the
IRBA assessment basis of this IRBA exposure puttsioasection 100, it may, subject to
BaFin's permission, apply an EL of O per cent fos tRBA exposure.

Section 105
Value adjustment offset

'An IRBA institution must calculate the differencetiveen the sum of the expected loss
amounts for all IRBA exposures in the exposuresdasCentral governments, Institutions,
Corporates and Retail claims and the provisionaétmal or potential value impairments due
to credit-related loss risk set up for these IRBfaasures and recognised in the annual or
interim financial statement&Discounts on balance-sheet exposures purchasediwhen
default shall be assigned to the provisions sdbupalue impairments pursuant to

sentence *Where provisions set up for value impairments pamsto sentence 1 are
counted towards an institution’s own funds or a®gnable to CCR exposures which are
deemed to be effectively securitised CCR expospuesuant to section 9 (2) or for which the
IRBA risk weight is calculated pursuant to sectii(6) sentence 1 number 1, they may not
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be included in the calculation pursuant to sentdnég an institution has set up provisions
for actual or potential deterioration of the coupgety's creditworthiness for an IRBA
exposure for which it is allowed to use an EL ¢dféd cent pursuant to section 104 (9), it may
not recognise them towards the amounts pursuadritence 1.

Division 5
Minimum requirements for using IRBA

Section 106
Minimum requirements for using IRBA

The institution's risk management and rating systemast be sound and their introduction
must ensure system integrifyn particular, the institution shall meet the foliog
requirements in compliance with sections 107 to. 153

1. The institution's rating systems provide for a megful assessment of obligor and
transaction characteristics, a meaningful diffaegin of risk and accurate and consistent
guantitative estimates of risk.

2. Internal ratings and default and loss estimated usthe calculation of capital
requirements pursuant to section 2 and associgteinss and processes play an essential
role in the risk management and decision-makinggss, and in the credit approval,
internal capital allocation and corporate govermeafiunictions of the institution.

3. The institution has a counterparty risk controltwasponsible for its rating systems that is
independent and free from undue influence.

4. The institution collects and stores all relevartada provide effective support to its
counterparty risk measurement and management [groces

5. The institution documents its rating systems amdr#ttionale for their design and
validates its rating systems.

%Where the IRBA is used on a unified basis withgreup of institutions or financial holding
group, the requirements of section 107 to 153,esuibp BaFin’s permission, shall be
regarded as met if these requirements are meteéysiitution and the other enterprises
belonging to the group considered together.
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Subdivision 1
Rating systems

Section 107
Rating systems

(2) If the institution uses multiple rating systems thtionale for assigning an obligor or a
transaction to a rating system must be appliednraaner that appropriately reflects the level
of risk; this shall be documented.

(2) Assignment criteria and processes shall be peadigiceviewed to determine whether
they remain appropriate for the current portfoll &xternal conditions.

Section 108
Scope of application of a rating system

A business unit within the meaning of this Regualattomprises transactions which incur the
same type of credit risk exposur&Bhe scope of application of a rating system is tirisd

by that particular business unit whose transactioos the type of credit risk exposures to
which the rating system can be appli&&ibusiness unit may be limited to a single entsori
belonging to a group if the same type of credk egposure is managed differently in
different enterprises within the group.

Titlel
Structure of rating systems

Section 109
Direct estimates of risk parameters

Where an institution uses direct estimates of peslameters for individual obligors or IRBA
exposures, these may be seen as the outputs afsgnaca continuous rating scale.

Section 110
Requirements for the exposure classes Central gmests, Institutions or Corporates and
certain IRBA equity exposures

() A rating system for IRBA exposures in the IRBA egpre classes Central governments,
Institutions or Corporates and for IRBA equity egpres subject to the PD/LGD approach
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shall take into account obligor and transactiok cisaracteristics.

(2) *A rating system shall have an obligor rating seatéch reflects exclusively
quantification of the risk of obligor default puesu to section 125The obligor rating scale
shall have a minimum of seven grades for non-defdwdbligors and one for defaulted
obligors.

(3) *Each obligor grade shall mean a risk category wighiating system's obligor rating scale
to which obligors are assigned on the basis okaiipd and distinct set of rating criteria
from which estimates of PD are derivé@he institution shall document the relationship
between obligor grades in terms of the level ohd#frisk each grade implies and the criteria
used to distinguish that level of default risk.

(4) *An institution with portfolios concentrated in arpieular market segment and range of
default risk shall have enough obligor grades withiat range to avoid undue concentrations
of obligors in a particular grad&Significant concentrations within a single gradelshe
supported by convincing empirical evidence that

1. the obligor grade covers a reasonably narrow P eamd
2. the default risk posed by all obligors in the gréales within that band.

(5) To qualify for recognition by BaFin of the use afmestimates of LGDs for capital
requirement calculation, a rating system shall ipocate a distinct facility rating scale which
exclusively reflects LGD-related transaction ch&ggstics.

(6) *Each facility grade shall mean a risk category inithrating system's facility scale, to
which exposures are assigned on the basis of #ispgeand distinct set of rating criteria,
from which own estimates of LGDs are derivéthe grade definition shall include both a
description of how IRBA exposures are assignetiéograde and of the criteria used to
distinguish the level of risk across grades.

(7) Significant concentrations within a single gradalsbe supported by convincing
empirical evidence that

1. the facility grade covers a reasonably narrow LGId) and
2. the risk posed by all exposures in the grade ¥eilisin that band.

(8) An institution which uses the method for calculgtthe simple IRBA risk weight for
specialised lending exposures to assign risk weighsuch IRBA exposures is exempt from
the requirement to have an obligor rating scalectvineflects exclusively quantification of the
risk of obligor default for these exposures pursuarsection 125. Notwithstanding
subsection (5), this institution shall have forlsliiRBA exposures at least four grades for
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non-defaulted obligors and at least one gradedtaudted obligors.

Section 111
Requirements for the exposure class Retail claims

(1) Rating systems for IRBA exposures in the IRBA expe<lass Retail claims shall reflect
both obligor and transaction risk and shall capalireelevant obligor and transaction
characteristics.

(2) 'The level of risk differentiation shall ensure tttz¢ number of IRBA exposures in a
given grade or pool is sufficient to allow for mesgful quantification and validation of the
loss characteristics at the grade or pool |&\de distribution of exposures and obligors
across grades or pools shall be such as to avo&bssive concentrations.

(3) 'The institution shall demonstrate that the procésssigning IRBA exposures to grades
or pools provides for a meaningful differentiatioirisk, provides for a grouping of
sufficiently homogenous IRBA exposures and alloarsaiccurate and consistent estimation of
loss characteristics at grade or pool le¥ar purchased receivables the grouping shall
reflect the seller's underwriting practices andhbterogeneity of its customers.

(4) 'The institutions shall consider the following rigkvers when assigning IRBA exposures
to grades or pools:

1. obligor risk characteristics,

2. transaction risk characteristics, including produrctollateral types or both, whereby the
institution shall explicitly address guidelines ftealing with cases where several IRBA
exposure amounts benefit from the same collatenal,

3. payment delinquency, unless the institution denrates to BaFin that delinquency is not
a material risk driver for the IRBA exposure.

% The guidelines to be laid down by the institutamsuant to sentence 1 number 2 must
ensure that collateral is not recognised more tree.
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Title2
Assignment to rating grades or risk pools

Section 112
Assignment to rating grades or risk pools

(1) The institution shall have specific definitionsppesses and criteria for assigning IRBA
exposures to grades or pools within a rating system

1. The grade or pool definitions and criteria shalkbéficiently detailed to allow those
charged with assigning ratings to consistentlygassbligors or facilities posing similar
risk to the same grade or po®rhis consistency shall exist across lines of bissine
departments and geographic locations.

2. The documentation of the rating process shall alognisant third parties to understand
the assignments of IRBA exposures to grades oisptmreplicate grade and pool
assignments and to evaluate the appropriatendbe agsignments to a grade or a pool.

3. The assignment criteria shall also be consistettit thie institution's internal lending
standards and its policies for handling troubleligoibs and facilities.

(2) *The institution shall take all relevant informatiimto account in assigning obligors and
facilities to grades or pooldnformation shall be current and shall enable tisitution to
forecast the future performance of the IRBA expestithe less information an institution
has, the more conservative shall be its assignnoém&BA exposures to obligor and facility
grades or pool$If an institution uses an external rating as a prinfactor determining an
internal rating assignment to a grade or poohadtisensure that it also considers other
relevant information.

Title3
Assignment of IRBA exposures

Section 113
Requirements for the exposure classes Central gmesits, Institutions or Corporates and
certain IRBA equity exposures

(1) Each obligor for IRBA exposures in the IRBA expasualasses Central governments,

Institutions or Corporates and for IRBA equity egpres subject to the PD/LGD approach
shall be assigned to an obligor grade as parteo€tédit approval process.
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(2) For an institution that is permitted to use ownneates of LGDs and/or IRBA conversion
factors for IRBA exposures assigned to the IRBAasywe classes Central governments,
Institutions or Corporates, each of these IRBA axpes shall also be assigned to a facility
grade as part of the credit approval process.

(3) The institution which uses the supervisory methHodsssigning risk weights for
specialised lending exposures shall assign eattiesé IRBA specialised lending exposures
to a grade in accordance with section 110 (8) sesté.

(4) *Each natural or legal person or partnership to ke institution has IRBA exposures
shall be separately rated-he institution shall demonstrate to BaFin théizis acceptable
policies regarding the treatment of individual gblis and groups of connected clients
pursuant to section 4 (8).

(5) 'Separate IRBA exposures to the same obligor skadissigned to the same obligor grade,
irrespective of any differences in the nature ahespecific transactioRExceptions to this
rule apply

1. where a country transfer risk exists, whereby gsgnment of the obligor to multiple
grades for separate IRBA exposures depends on et IRBA exposures are
denominated in local or foreign currency,

2. where the treatment of associated guarantees|f®Bh exposure may be reflected in an
adjusted assignment to an obligor grade; or

3. where bank secrecy or legislation prohibit the exgle of obligor data

Section 114
Requirements for the exposure class Retail claims

Each IRBA exposure in the IRBA exposure class Relaims shall be assigned to a grade or
a pool as part of the credit approval process.

Section 115
Overrides

'For grade and pool assignments an institution steaiiment

1. the situations in which human judgement may ovarturalter the inputs or outputs of the
assignment process,

2. the personnel responsible for approving these me=rrand
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3. the actual overrides and the personnel responsible.

’The institution shall analyse the actual paymerfopmance of IRBA exposures whose
assignments have been overridddinis analysis shall include assessment of the peefnce
of IRBA exposures whose rating has been overridgea particular person, whereby all the
personnel responsible for overrides shall be adealior.

Title4
Integrity of the assignment process

Section 116
Requirements for the exposure classes Central gmests, Institutions or Corporates and
certain IRBA equity exposures

(1) 'For IRBA exposures in the IRBA exposure classesi@egovernments, Institutions or
Corporates and for IRBA equity exposures subjeth¢éoPD/LGD approach, assignments and
periodic reviews of assignments shall be completempproved by an independent party.
“That independent party shall not directly benetinf decisions to grant the credit.

(2) 'The institution shall review assignments at leasiually and update them if the outcome
of the review does not justify retaining the cutrassignmentHigh-risk obligors and
problem IRBA exposures shall be subject to moreueat review>The institution shall
undertake a new assignment if material informatiorthe obligor or IRBA exposure
becomes available.

(3) The institution shall have an effective processlitain and update relevant information
1. on obligor characteristics that affect PDs, and
2. on transaction characteristics that affect LGDY@ndRBA conversion factors

pursuant to numbers 1 and 2.

Section 117
Requirements for the exposure class Retail claims

'For IRBA exposures in the IRBA exposure class Retaims the institution shall at least
annually update obligor and facility assignmentgrides or review the loss characteristics
and delinquency status of each identified risk ptidie institution shall also at least annually
review in a representative sample the status oViohabl IRBA exposures within each pool as
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a means of ensuring that IRBA exposures continleetassigned to the correct pool, or shall
take comparably effective measures to that end.

Title5
Use of mathematical-statistical models in ratingtems

Section 118
Use of mathematical-statistical models in ratingtssns

If the institution uses statistical models and &athomic methods to assign IRBA exposures to
obligor or facility grades or pools, it must meae following requirements.

1. 'The institution shall demonstrate to BaFin thatrtreel has good predictive power and
that the risk-weighted IRBA exposure amounts arkeeted loss amounts are not
distorted as a result of its u§&he model's input variables shall form a reasonabte
effective basis for the resulting predictiofiBhe model shall not have material biases.

2. The institution shall have in place a process fiting data inputs into the modélhe
process shall include an assessment of the accu@typleteness and appropriateness of
the data.

3. The institution shall demonstrate that the datal usduild the model are representative
of the population of the institution's actual oblig or IRBA exposures.

4. The institution shall have a regular cycle of mogaldation that includes monitoring of
model performance and stability; review of moded@fication; and testing of model
outputs against outcomes.

5. 'The institution shall complement the statisticaldeidby human judgement and human
oversight to review model-based assignments aedgare that the models are used
appropriately’Review procedures shall aim at finding and limitergors associated with
model weaknesse¥Human judgements shall take into account all releirgformation
not considered by the modéThe institution shall define and document how human
judgement and model results are to be combined.
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Title6
Documentation of rating systems

Section 119
Documentation of rating systems

(1) *The institution shall document the design and djmral details of its rating system.
*The documentation shall evidence compliance wighntinimum requirements for using the
IRBA and suitability requirements for rating systerand address topics including

1. portfolio differentiation,

2. rating criteria,

3. responsibilities of parties that rate obligors #RBA exposures,
4. frequency of assignment reviews, and

5. management oversight of the rating process.

(2) *The institution shall document the rationale fod amalysis supporting its choice of
rating criteria”The credit institution shall document all major ehes in the risk rating
process®Such documentation shall support identificatiomdinges made to the risk rating
process subsequent to the last review by B&Fime organisation of rating assignment
including the rating assignment process and thegnat control structure shall also be
documented.

(3) The institution shall document the specific defonis of default and loss used internally
and demonstrate consistency with the definition®sein this Regulation.

(4) UIf the institution employs statistical models ire thating process, it shall document their
methodologies?This material shall fundamentally

1. provide a detailed outline of the theory, assummaiand/or mathematical and empirical
basis of the assignment of estimates to gradewjaucl obligors, IRBA exposures, or
pools, and the data source(s) used to estimatadilel;

2. establish a rigorous statistical process (includingof-time and out-of-sample
performance tests) for validating the model; and

3. indicate any circumstances under which the modes amt work effectively.

(5) 'Use of a model obtained from a third-party vendiat tlaims proprietary technology is
not a justification for exemption from documentatar any other of the requirements for

119 of 306



Section 120

rating systems'The burden is on the institution to satisfy the petent authorities of this.

Title7
Data collection and use

Section 120
Requirements for all IRBA exposures

The institutions shall collect and store data greats of its internal ratings as required
pursuant to sections 319 to 337.

Section 121
Requirements for the exposure classes Central gmests, Institutions or Corporates and
certain IRBA equity exposures

(1) YInstitutions shall collect and store the followidata on IRBA exposures in the IRBA
exposure classes Central governments, Institubo@orporates and on IRBA equity
exposures subject to the PD/LGD approach:

1. complete rating histories on obligors and recoghgarantors,
2. the dates the ratings were assigned,

3. the key data and the methodology used to derivestiey,

4. the person responsible for the rating assignment,

5. the identity of obligors and IRBA exposures thdiadéed within the meaning of section
125,

6. the dates and circumstances of such defaults,

7. data on the PDs and realised default rates asedaath rating grades and migration of
obligors and IRBA exposures between the variousgatiasses.

An institution that does not use own estimates®bis and/or conversion factors for IRBA
exposures shall collect and store data on comperigbrealised LGDs to the supervisory
values and on comparisons of realised IRBA congarfctors to the supervisory IRBA
conversion factors.

(2) An institution that uses own estimates of LGDs antlRBA conversion factors for IRBA
exposures in the IRBA exposure classes Centralrgoments, Institutions or Corporates shall

120 of 306



Section 122

collect and store the following data for such IRB¥posures:

1.

complete histories of data on the facility ratigsl on LGD and IRBA conversion factor
estimates associated with each rating scale,

the dates the ratings were assigned and the essmatre done,

the key data and methodology used to derive thktyaatings and LGD and IRBA
conversion factor estimates,

the person who assigned the facility rating andogrson who provided LGD and IRBA
conversion factor estimates,

data on the estimated and realised LGDs and IRB&e@wsion factors associated with
each defaulted IRBA exposure within the meaningeation 125,

data on the LGD of the IRBA exposure before anedradvaluation of the effects of a
guarantee/or credit derivative if the instituti@ilects the counterparty risk-mitigating
effects of guarantees or credit derivatives througid, and

data on the components of loss for each defauR&ahlexposure.

Section 122
Requirements for the exposure class Retail claims

For IRBA exposures in the IRBA exposure class Retaims the institution shall collect and

store the following data:
data used in the process of allocating IRBA expestw grades or pools,

data on the estimated PDs, LGDs and IRBA conveffsictors associated with grades or
risk pools of IRBA exposures,

the identity of obligors and IRBA exposures thatdéed within the meaning of section
125,

for every defaulted IRBA exposure, data on the gsaal pools to which the IRBA
exposure was assigned over the year prior to dedadlthe realised outcomes on LGD
and conversion factor, and

data on loss rates for IRBA exposures assignedetgub-portfolio qualifying revolving
IRBA retail claims.
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Title8
Use of stress tests in assessing capital adequacy

Section 123
Use of stress tests in assessing capital adequacy

(1) *The institution shall have in place sound strestrtg processes for use in the assessment
of its capital adequacyStress testing shall involve identifying possiblerts or future

changes in economic conditions that could havewmiiable effects on an institution's credit
risk exposures and assessment of the institutamlisy to withstand such changes.

(2) 'The institution shall regularly perform a credglkistress test to assess the effect of
certain specific conditions on its total capitajugements for credit riskThe test shall be
one chosen by the institution, subject to superyiseview by BaFin®The test to be
employed shall be meaningful and reasonably coasigey considering at least the effect of
mild recession scenarid he institution shall assess migration in its géininder the stress
test scenariodStressed portfolios shall contain the vast majarftgn institution's total IRBA
exposures.

(3) If the institution calculates the IRBA risk weigtibject to the PD/LGD approach for an
IRBA exposure pursuant to section 86 (3), it sbafisider as part of its stress testing
framework the impact of a deterioration in the érgdality of protection provideréThis
shall apply in particular to the impact of proteatiproviders falling outside the eligibility
criteria of section 163 (5) number 3.

Subdivision 2
Risk quantification

Section 124
Provisions for estimating risk parameters

In estimating the risk parameters to be associatttdrating grades or pools, institutions shall
apply the requirements pursuant to sections 1230
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Titlel
Definition of terms

Section 125
Default

(1) *A default shall be considered to have occurred vétfard to a particular obligor when
either or both of the two following events has takéace.

1. The institution has material reason to considetrtth@obligor is unlikely to pay its credit
obligations in full to the institution or any groepterprise belonging to the group of
institutions or financial holding group to whichetinstitution belongs without recourse by
the institution to actions such as realising s\ held).

2. The obligor is past due more than 90 successiwndal days on any material part of its
overall credit obligation to the institution ora&ogroup enterprise belonging to the group
of institutions or financial holding group to whithe institution belongs.

An obligor shall be past due to the institutioraagroup enterprise pursuant to sentence 1
number 2 if the current overall obligation of tledigor exceeds the current advised limit by
more than 2.5 per cent and at least 100 €titee current overall obligaticshall be

calculated as the sum of the amounts currently dwettlis obligor to the institution or group
enterprise pursuant to all existing legal contrd@ise current advised limit shall be

calculated as the sum of the amounts made avagalole@dvised to the obligor pursuant to
said legal contracts through current lending, peesive of current drawings on said amounts.
°For overdrafts, days past due pursuant to sentencenber 2 commence once an obligor has
breached an advised limit, has been advised admatler than current outstandings, or has
drawn credit without authorisation and the undedyamount is materialAn advised limit

shall mean a limit which has been brought to thevkadge of the obligorDays past due for
credit card receivables commence on the earligshpat due datéln the case of IRBA
exposures in the IRBA exposure class Retail claihesjnstitution may use this definition of
default at the level of individual legal contraatsderlying these IRBA exposurén each of

the cases mentioned in sentences 5 to 8 the thdestemtioned in sentence 2 must have been
exceeded.

(2) Events to be taken as indications of unlikelinessay within the meaning of subsection
(1) sentence 1 number 1 shall include the following

1. The institution makes a value adjustment resulfiam a significant perceived decline in
credit quality subsequent to the institution takamgthe IRBA exposure.

2. The institution sells the credit obligation at aterel credit-related economic loss.
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3. The institution consents to a distressed restrungof the credit obligation where this is
likely to result in a diminished financial obligati caused by the material forgiveness, or
postponement of principal, interest or (where ratgyfees. This includes, in the case of
equity exposures whose risk weight is assessedigtrso a PD/LGD approach,
distressed restructuring of the equity itself. Bissed restructuring is defined as a
situation in which the institution, according te itsual credit standards, would not have
been prepared to continue the legal contract uyidgrthe obligation in its original form.

4. The institution has filed for the obligor's bankitypor a similar order in respect of an
obligor's credit obligation to the institution itker any group enterprise of the group of
institutions or financial holding group to whichetinstitution belongs.

5. The obligor has sought or has been placed in battywr similar protection where this
would avoid or delay repayment of a credit obligatio the institution itself or to any
group enterprise of the group of institutions oaficial holding group to which the
institution belongs.

(3) An institution that uses external data which arethemselves consistent with the
definition of default shall demonstrate to BaFiatthppropriate adjustments have been made
to achieve broad equivalence with the definitionlefault.

(4) !If the institution considers that a previously défad IRBA exposure is such that no
trigger of default continues to apply, the creddtitution shall rate the obligor or facility as it
would for a non-defaulted IRBA exposuf&hould the definition of default subsequently be
triggered, another default would be deemed to loaecarred.

(5) For IRBA exposures in the IRBA exposure class Retaims and CCR exposures to
public entities pursuant to section 25 (4), théitason may, for IRBA exposures to
counterparties situated in other EEA states, afy@dynumber of days past due set by the
competent authorities there as the definition dfudé pursuant to subsection (1) sentence 1
number 2.

Section 126
Loss

Loss means economic loss, including material distetfects, and material direct and
indirect costs associated with collecting on thetriment.
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Section 127
Own estimates of expected loss

'own estimates of EL for an IRBA exposure shall mgnestimated ratio of the amount
expected to be lost on an exposure from a potesefalult of a counterparty or dilution over a
one-year period to the amount outstanding at defatshall be based on the definition of
default pursuant to section 125 and of loss putsigesection 126, and the minimum
requirements for rating systems, risk quantifica@émd validation of own estimates shall be
observedSection 109 shall apply in cases of direct assigroiown estimates of EL to

this IRBA exposure.

Title2
Overall requirements for estimation

Section 128
Overall requirements for all estimates

(1) *The institution's own estimates of the risk pararePD, LGD, IRBA conversion factor
and EL shall incorporate all relevant data, infotioraand methodSThe estimates shall be
derived using both historical experience and erogividence, and not based purely on
judgemental consideratiori&he estimates shall be plausible and intuitive strall be based
on the material drivers of the respective risk peeters*The less data the institution has, the
more conservative it shall be in its estimation.

(2) *The institution shall be able to provide a breakdm#its loss experience in terms of
default frequency, LGD, IRBA conversion factor,lass where EL estimates are used, by the
factors it sees as the drivers of the respectileparameter$The institution shall

demonstrate that its estimates are representdtioagrun experience.

(3) *Any changes in lending practice or the proces@iwsuing recoveries over the
observation periods referred to in section 13048¢tion 131 (5), sections 133, 134 (4),
sections 136 and 137 (2) shall be taken into adcélhe institution's estimates shall reflect
the implications of technical advances and new dathother information, as it becomes
available 3The institution shall review its estimates when riefermation comes to light but
at least on an annual basis.

(4) *The population of credit risk exposures represeinteéhe data used for estimation, the
lending standards used when the data were generatedther relevant characteristics shall
be comparable with those of the institution's aurtB&BA exposures and lending standards.
“The institution shall also demonstrate that theneouic or market conditions that underlie
the data are relevant to current and foreseeaidittons.>The number of credit risk
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exposures in the sample and the data period usegiémtification shall be sufficient to
provide the institution with confidence in the a@y and robustness of its estimates.

(5) *For purchased receivables the estimates shaltteflerelevant information available to
the purchasing institution regarding the qualityhed underlying receivables, including data
for similar pools of purchased receivables providgdhe seller, by the purchasing
institution, or by external sourcéd.he purchasing institution shall evaluate any deliad
upon which is provided by the seller.

(6) 'The institution shall add to its estimates a maajinonservatism that is related to the
expected range of estimation erri&/here the quality of the methods or the quality or
guantity of the data are less satisfactory anéxpected range of errors is larger, the margin
of conservatism shall be larger.

(7) If the institution uses different estimates for tadculation of risk weights and for internal
purposes, it shall document this and demonstrategthsonableness of the estimates and of
their use to BaFin.

(8) If the institution can demonstrate to BaFin that,data that have been collected prior to
the date of implementation of this Regulation, appiate adjustments have been made to
achieve broad equivalence with the definitionsefbdlt pursuant to section 125 or loss
pursuant to section 126, it may use them subjeBatein's consent even if it does not fully
meet the required standards for data pursuantctmaes 125 and 126.

(9) If the institution uses data that is pooled acrsstutions it shall demonstrate that

1. the rating systems and criteria for rating of theeo institutions in the pool are similar to
its own,

2. the data population in the pool is representatiit@® portfolio for which the pooled data
are used, and

3. the pooled data are used consistently over timdynstitution for its continuous
estimates.

(10) If an institution uses data that are pooled acosgutions, it shall remain responsible
for the integrity of its rating systems. The ingibn shall demonstrate to BaFin that it has
sufficient in-house understanding of its ratingtegss, including effective ability to monitor
and audit the rating process.
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Title3
Requirements specific to PD estimation

Section 129
Requirements for all IRBA exposures

The forecast PD for an IRBA exposure shall be dated as the estimated probability that a
counterparty will default within one yedfhe definition of default pursuant to section 125
shall be usedIn cases of directly estimated PDs for individualigors of IRBA exposures,
section 109 shall appl§The one-year default rate for a population of alfgis the ratio of
the number of obligor defaults in a year to thaltaumber of obligors.

Section 130
Requirements for the exposure classes Central gmesits, Institutions or Corporates and
certain IRBA equity exposures

(1) For IRBA exposures in the exposure classes Cegorarnments, Institutions and
Corporates and for IRBA equity exposures subjethéoPD/LGD approach, the institution
shall estimate the PD per obligor grade for obbgoom the long-run average of realised one-
year default rates pursuant to section 129 sent#nce

(2) For purchased receivables not assignable as CCésergs to the IRBA exposure class
Retail claims, the institution may estimate ELsdjigor grade from long-run averages of
realised one-year default rates.

(3) !If the institution derives long-run average estiesabf PDs or LGDs for purchased
receivables not assignable as CCR exposures t&B¥ exposure class Retail claims from
an estimate of EL and an appropriate estimate & b&PD, the process for estimating total
losses shall meet the overall standards for estig®D and LGD set out in the IRBA
minimum requirement$The outcome shall be consistent with the conceptGid pursuant

to section 132 (2).

(4) 'The institution shall use PD estimation technicomely with supporting analysis.
?Institutions shall recognise the importance of juégtal considerations in combining results
of different techniques and in making adjustmeatdimitations of techniques and
information.

(5) 'To the extent that the institution uses data oerivl default experience for the
estimation of PDs, it shall demonstrate in its gsialpursuant to subsection (4) that the
estimates are reflective of underwriting standanmis of any differences between the rating
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system that generated the data and the currengsystem?Where underwriting standards
or rating systems have changed, the institutiofi add a greater margin of conservatism in
its estimates of PD.

(6) To the extent that the institution associates gosnes internal grades to the scale used by
an ECAI or similar organisations and then attributes default rates observed for the external
organisation's grades to the institution's gratlehall comply with the following conditions.

1. Associations and mappings of grades shall be bas@dcomparison of internal rating
criteria to the criteria used by the external orgation and on a comparison of the internal
and external ratings of any obligors rated bothhgyinstitution and the ECAI.

2. Biases or inconsistencies in the mapping approacimaderlying data shall be avoided.

3. The external organisation's criteria underlyingdiag used for quantification shall be
oriented to default risk only and not reflect tractson characteristics.

4. The institution's analysis shall include a compmrisf the default definition used by the
ECAI and the institution’s implementation of thefadt definition pursuant to section
125.

5. The institution shall document the basis for theopiag.

(7) To the extent that an institution uses statistiedault prediction models it is allowed to
estimate PDs as the simple average of default prnlysestimates for individual obligors in a
given grade; section 118 applmsitatis mutandis

(8) YIrrespective of whether an institution is usingezral, internal, or pooled data sources or
a combination of the three for its PD estimatitw, ength of the underlying historical
observation period used for risk exposures for tiihe institution must use own estimates
for LGD shall be at least five years for at least source?For risk exposures for which the
institution is not permitted to use own LGD estiastthe historical observation period
specified in sentence 1 shall be two years atithe & rating system is first used to calculate
LGD estimates for IRBA and shall increase from tirae by one year each year until it
covers a period of five year$f any historical observation period available &y of these
data sources includes a longer time span and tfegaere relevant, the longer time span is to
be used*This subsection shall apply also to calculating viights for equity exposures
using PD and LGD.

Section 131
Requirements for the exposure class Retail claims

(1) For IRBA exposures in the IRBA exposure class Retaims the institution shall
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estimate PDs by obligor grade or pool from long-anerages of one-year default rates
pursuant to section 129 sentence 4.

(2) Notwithstanding subsection (1), PD estimates f@ARxposures in the IRBA exposure
class Retail claims may also be derived from redlissses and appropriate estimates of
LGDs.

(3) 'The institution shall regard internal data for gesig IRBA exposures to grades or pools
as the primary source of information for estimatiogs characteristics. The institution is
permitted to use external data (including poole@)dar statistical models for quantifying the
estimates of loss characteristics, provided a gthmk can be demonstrated between

1. the institution's process of assigning IRBA expesup grades or pools and the process
used by the external data source, and

2. the institution's internal risk profile and the qoosition of the external data.

For purchased receivables assignable as CCR exgsosuthe IRBA exposure class Retalil
claims, the institution may use external and iraéraference dat4The institution shall use
all relevant data sources as points of comparison.

(4) If the institution derives long-run average estiesadf PD and LGD for IRBA exposures

in the IRBA exposure class Retail claims from atmeate of total losses and an appropriate
estimate of PD or LGD, the process for estimatotgltiosses shall meet the overall standards
for estimation of PD and LGD set out in this digisj and the outcome shall be consistent
with the concept of LGD pursuant to section 132 (2)

(5) YIrrespective of whether the institution is usingegral, internal, or pooled data sources or
a combination of the three for its PD estimate,|&mgth of the underlying historical
observation period used for IRBA exposures in RBA exposure class Retail claims, at the
time a rating system is first used for such esw@n&br IRBA, shall be at least two years for at
least one sourcéAs from the time specified in sentence 1, the gesipecified in sentence 1
shall increase by one year each year until it cagueriod of five yearélf any historical
observation period available for any of these dataces includes a longer time span and
these data are relevant, this longer time spambe tused’The institution does not need to

give historical data the same weight if it can dastmte that the more current data have more
predictive power for PDs.

(6) The institution shall identify and analyse expeatbdnges of risk parameters over the life
of IRBA exposures (seasoning effects).
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Title4
Requirements specific to own LGD estimates

Section 132
Requirements for all IRBA exposures

(1) “The LGD for an IRBA exposure shall be estimatethasexpected ratio of the loss on an
exposure due to the default of a counterpartyeathount outstanding at defadhe
definitions of default and of loss are to be used| the minimum requirements for rating
systems, risk quantification and validation of oestimates are to be observégection 109
shall apply in the case of LGDs estimated direfdhindividual IRBA exposures.

(2) The institution shall estimate LGDs by facility geaor pool on the basis of the average
realised LGDs by facility grade or pool using dhserved defaults within the data sources
(default-weighted average).

(3) 'The institution shall use LGD estimates that afgragpriate for an economic downturn if
those are more conservative than the long-run geefBo the extent a rating system is
expected to deliver realised LGDs at a constardl ley grade or pool over time, the
institution shall make adjustments to its estimateassk parameters by grade or pool to limit
the capital impact of an economic downturn

(4) 'The institution shall consider the extent of anpefelence between the risk of the
obligor and that of the collateral or collaterabyider.’Cases where there is a significant
degree of dependence shall be addressed in a eatigermanner.

(5) Currency mismatches between the underlying obbgadind the collateral shall be treated
conservatively in the institution's assessment@DL

(6) 'To the extent that LGD estimates take into accthmexistence of collateral, these
estimates shall not solely be based on the codlgerstimated market valliGD estimates
shall take into account the effect of the potentiability of institutions to expeditiously gain
control of their collateral and liquidate it.

(7) To the extent that its LGD estimates take into aotthe existence of collateral, the
institution must establish internal requirementscallateral management, legal certainty and
risk management that are generally consistent théhminimum requirements for recognising
collateral pursuant to sections 172 to 176 anettian 20a (4) and (6) to (8) of the Banking
Act.

(8) To the extent that an institution recognises cetkdtfor determining the exposure amount
using the IMM pursuant to section 17 (1) sentenoerhber 1 or the SM pursuant to section
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17 (1) sentence 1 number 2, any amount expectee tecovered from the collateral shall not
be taken into account in the LGD estimates.

(9) For LGDs for IRBA exposures defaulted pursuantection 125, the institution shall use
the sum of its best estimate of EL for each expgsgiven current economic circumstances
and IRBA exposure status, and its estimate of tterpial rise in EL owing to additional
unexpected losses during the recovery period.

(10) To the extent that unpaid late fees have beenategeit! in the institution's income
statement, they shall be added to the institutim@asure of the IRBA exposure value and
loss.

Section 133
Requirements for the exposure classes Central gmests, Institutions or Corporates

'Estimates of LGD for IRBA exposures in the IRBA egpre classes Central governments,
Institutions and Corporates shall, at the timetiagasystem is used for the first time for such
IRBA estimates, be based on data over a minimufivefyears for at least one data source.
’As from the time specified in sentence 1, the pksioecified in sentence 1 shall increase by
one year each year until it covers a period of sgears’If any historical observation period
available for any of these data sources includesger time span and these data are relevant,
this longer time span shall be used.

Section 134
Requirements for the exposure class Retail claims

(1) Notwithstanding section 132 (2), LGD estimatesIRBA exposures in the IRBA
exposure class Retail claims may be derived fraahsed losses and appropriate estimates of
PDs.

(2) Notwithstanding section 135 (5), the institutionymfmr IRBA exposures in the IRBA
exposure class Retail claims, reflect future draaiaither in its estimates of IRBA
conversion factors or in its LGD estimates.

(3) For purchased receivables assignable as a CCRumeposthe IRBA exposure class
Retail claims, the institution may use both exteamal internal reference data to estimate
LGDs.

(4) ‘Estimates of LGD for IRBA exposures in the IRBA espre class Retail claims shall, at
the time a rating system is used for the first tfiorecalculating such IRBA estimates, be
based on data over a minimum of two ye&ks.from the time specified in sentence 1, the
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period specified in sentence 1 shall increase leyyaar each year until it covers a period of
five yearsZIrrespective o$ection 132 (2), the institution does not needite bistorical data
the same weight if it can demonstrate that the rmoreent data have more predictive power
for LGDs.

(5) Recovered amounts from collateral for a credit imeonnection with a salary account,
where the credit line is assigned as an IRBA exgoButhe sub-portfolio Qualifying
revolving IRBA retail claims pursuant to section (2] number 1, may not be recognised
when estimating LGD for this IRBA exposure.

Title5
Special requirements for own estimates of the IRBAversion factor

Section 135
Requirements for all IRBA exposures

(1) The own estimate of the IRBA conversion factorlRBA exposures pursuant to section
101 (2) numbers 1 to 4 is the ratio of the estichat@rently undrawn amount of a
commitment that will be drawn and outstanding dadk to the currently undrawn amount of
the commitment.

(2) The own estimate of the IRBA conversion factorl®BA exposures pursuant to section
101 (2) numbers 5 and 6 letter (b) shall be catedlan line with subsection (1).

(3) The institution shall estimate an IRBA conversiantbr pursuant to subsection (1) or (2)
by facility grade or pool on the basis of the ageraealised conversion factors by facility
grade or pool using all observed defaults withmm dlata sources (default-weighted average).

(4) *The institution shall use an estimate for an IRBAersion factor pursuant to subsection
(1) or (2) that is appropriate for an economic dtum if it is more conservative than the
long-run averag€To the extent that a rating system is expecteelivet realised LGDs at a
constant level by grade or pool over time, theitusdn shall make adjustments to its
estimates of risk parameters by grade or poohtd the capital impact of an economic
downturn

(5) The institution's estimates of an IRBA conversiaatér pursuant to subsection (1) or (2)
shall reflect the possibility of additional drawsgy the obligor up to and after the time a
default event is triggered.

(6) The estimate for an IRBA conversion factor pursuargubsection (1) or (2) shall
incorporate a larger margin of conservatism whesganger positive correlation can
reasonably be expected between the default freguaardtthe magnitude of the IRBA
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conversion factor.

(7) !In arriving at estimates of an IRBA conversion taqiursuant to subsection (1) or (2) the
institution shall consider its specific policiesdastrategies adopted in respect of account
monitoring and payment processifghe institution shall also consider its ability and
willingness to prevent further drawings in circuarstes short of payment default pursuant to
section 125, such as covenant violations or oetwhrtical default events.

(8) 'To estimate an IRBA conversion factor pursuanttassction (1) or (2), the institution
shall have adequate systems and procedures intplacenitor facility amounts, current
outstandings against committed lines and changeststandings per obligor and per grade.
’The institution shall be able to monitor outstagdirlances on a daily basis.

(9) If the institution uses different estimates of RBA conversion factor pursuant to
subsection (1 or (2) for the calculation of riskigfeged exposure amounts and for internal
purposes, this shall be documented and the reaeoeals of the estimates and of their
application shall be demonstrated to BaFin

Section 136
Requirements for the exposure classes Central gaestts, Institutions or Corporates

'Estimates of an IRBA conversion factor pursuargection 135 (1) or (2) for IRBA

exposures in the IRBA exposure classes Centralrgowents, Institutions or Corporates shall,
at the time a rating system is used for the finsetfor calculating such estimates for IRBA,

be based on data over a minimum of five yearstfteast one data sour¢és from the time
specified in sentence 1, the period specified mesee 1 shall increase by one year each year
until it covers a period of seven yeall any historical observation period available &y

of these data sources includes a longer time spath&se data are relevant, this longer time
span shall be used.

Section 137
Requirements for the exposure class Retail claims

(1) Notwithstanding section 135 (5), the institutionymaflect, for IRBA exposures in the
IRBA exposure class Retail claims, future drawiaghker in its estimate of the IRBA
conversion factor or in its estimate of the LGD.

(2) ‘Estimates of an IRBA conversion factor pursuargection 135 (1) or (2) for IRBA
exposures in the IRBA exposure class Retail claimast, at the time the rating system is used
for the first time to calculate such estimatesIRIBA, be based on data over a period of at
least two yearsAs from the time specified in sentence 1, the mesipecified in sentence 1
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shall increase by one year each year until it agueriod of five yearslrrespective of
section 135 (3), the institution does not needve Yistorical data the same weight if it can
demonstrate that the more current data have medkgbive power for drawings.

Title6
Minimum requirements for estimating the effect abgantees and credit
derivatives

Section 138
Requirements for IRBA exposures for which own eates of LGDs are used

(1) *Where IRBA exposures in the IRBA exposure classa#i@l governments, Institutions
and Corporates for which own estimates of LGDsuaedl or IRBA exposures in the IRBA
exposure class Retail claims are protected by gtea or credit derivatives of protection
providers whose credit risk exposures would begasdile to the IRBA exposure classes
Central governments or Institutions or who are ocafe entities which meet the requirements
pursuant to section 163 (1) number 8, and if tiséituttion is allowed to treat credit risk
exposures of said protection providers as CRSA sx@s, sections 139 to 141 shall not
apply to these guarantees or credit derivatiflassuch cases, the guarantees or credit
derivatives shall meet the eligibility criteria guant to sections 162 to 165, 167 and 168 and
the minimum requirements pursuant to sections 172,and 178*For those IRBA exposures
not assigned to the IRBA exposures class Retaihslaguarantees or credit derivatives must
additionally meet the eligibility criteria in a maity mismatch pursuant to section 184, and
the eligible amount must be the product of the phrt

1. the amount of the guarantee or credit derivatiwigagd to this IRBA exposure, and

the maturity mismatch adjustment factor purstiasection 186 for this guarantee or this
credit derivative in respect of this IRBA exposure.

(2) For guarantees or credit derivatives for IRBé@sures which are assigned to the IRBA
exposure class Retail claims, sections 139 to hdll apply also for the assignment of IRBA
exposures to grades or pools and the estimati®bof

Section 139
Eligible guarantors and guarantees

(1) The institution shall have clearly specifiedemia for the types of guarantors they
recognise for the calculation of risk-weighted IRBRposure amounts.
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(2) For recognised guarantors the same rules for asgiginto grades or pools, assignment to
IRBA exposures and integrity of assignment shablyaps set out for obligors in sections 112
to 117.

(3) *The guarantee
1. shall be evidenced in writing,
2. shall be non-cancellable on the part of the guarant

3. shall be in force until the obligation is satisfiadfull, to the extent of the amount and
term of the guarantee, and

4. shall be legally enforceable against the guarantarjurisdiction where the guarantor has
assets to attach and enforce a judgement.

“Guarantees prescribing conditions pursuant to wiielguarantor may not be obliged to
perform (conditional guarantees) may be recogrésiiect to BaFin's permissiofi.he
institution shall demonstrate that the assignmgater@ adequately address any potential
reduction in the risk mitigation effect

Section 140
Adjustment criteria

(1) *The institution shall have clearly specified ciitefor adjusting grades, pools or LGD
estimates and, in the case of IRBA exposures itRB& exposure class Retail claims and
purchased receivables eligible for treatment acngrtb the requirements for retalil
exposures, the process of allocating IRBA expostarggades or pools, to reflect the impact
of guarantees for the calculation of risk-weightieBA exposure amountéThese criteria

shall comply with the minimum requirements for gagig grades or pools, the assignment of
IRBA exposures and the integrity of assignment pamsto sections 112 to 117.

(2) *The criteria pursuant to subsection (1) shall keigible and intuitivé’They shall address
1. the guarantor’s ability and willingness to perfounder the guarantee,
2. the likely timing of any payments from the guaranto

3. the degree to which the guarantor’s ability to perf pursuant to the guarantee is
correlated with the obligor’s ability to repay, and

4. the extent to which residual risk to the obliganeens.
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Section 141
Credit derivatives

(1) *The minimum requirements for guarantees pursuasedtion 139 shall apply also to
single-name credit derivativedn relation to a mismatch between the underlyinkigation
and the reference obligation of the credit derxatr the obligation used for determining
whether a credit event has occurred, the requirgrfienexposures for which a credit
derivative is eligible pursuant to section 167 kapply.*For IRBA exposures in the IRBA
exposure class Retail claims and purchased redes/ahgible for treatment as retail
exposures pursuant to the requirements for riskrpater estimation, the requirements for
exposures for which a credit derivative is eligiplesuant to section 167 shall apply to the
process of assigning IRBA exposures to grades olspo

(2) 'The criteria shall address the payout structutt@tredit derivative and conservatively
assess the impact this has on the level and tinfingcoveries®The institution shall consider
the extent to which other forms of residual risknagn.

Title7
Minimum requirements for purchased receivables

Section 142
Legal certainty

Where an institution purchases receivables, thetstre of the facility shall ensure that,
under all foreseeable circumstances, it has leghkffective ownership and control of all
cash remittances from the receivabf#ghen the obligor makes payments directly to a selle
or servicer, the institution shall verify regulathat payments are forwarded completely and
within the contractually agreed ternis. servicer is an entity that manages a pool of
purchased receivables or the underlying IRBA crexifosures on a day-to-day basihe
institution shall take all possible legal precanido ensure that ownership over the
receivables and cash receipts is protected adaamgruptcy stays or legal challenges that
could materially delay the lender's ability to lidate or assign the receivables or retain
control over cash receipts.

Section 143
Monitoring systems

The institution shall monitor both the quality bktpurchased receivables and the financial
condition of the seller and servicén particular, the following provisions apply.
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1. The institution shall assess the mutual dependehite quality of the purchased
receivables and the financial condition of bothdbler and servicer, and have in place
internal policies and procedures that provide adexisafeguards to protect against any
contingencies due to that mutual dependence, imgutie assignment of an internal risk
rating for each seller and servicer.

2. The institution shall have clear and effective giels and procedures for determining
seller and servicer eligibility. The institution il agent shall conduct periodic reviews of
sellers and servicers in order to verify the accyiat reports from the seller or servicer,
detect fraud or operational weaknesses, and virgfygjuality of the seller's credit policies
and servicer's collection policies and procedurée. findings of these reviews shall be
documented.

3. The institution shall assess the characteristithepurchased receivables pools,
including overadvances; history of the seller'eanrs, bad debts, and bad debt allowances;
payment terms, and potential contra-accounts.

4. The institution shall have effective policies andgedures for monitoring on an aggregate
basis single-obligor concentrations both within astbss purchased receivables pools.

5. The institution shall ensure that it receives fribra servicer timely and sufficiently
detailed reports of receivables ageings and ditstio ensure compliance with the credit
institution's eligibility criteria and advancing lppes governing purchased receivables,
and provide an effective means with which to marated confirm the seller's terms of
sale and of dilution risk.

Section 144
Work-out systems

The institution shall have systems and procedureddtecting deteriorations in the seller's
financial condition and purchased receivables typatian early stage, and for addressing
emerging problems proactivefiin particular, the institution shall have clear affictive
policies, procedures, and information systems taitabcovenant violations, and clear and
effective policies and procedures for initiatingaeactions and dealing with problem
purchased receivables.

Section 145
Systems for monitoring collateral, credit availdpiand payments

The institution shall have clear and effective giet and procedures governing the
monitoring of purchased receivables, credit aviitgland paymentsiin particular, written
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internal policies shall specify all material elerteeaf the receivables purchase programme,
including the advancing rates, eligible collaters¢cessary documentation, concentration
limits, and the way payment receipts are to be leahiThese elements shall take appropriate
account of all relevant and material factors, idahg the seller and servicer's financial
condition, risk concentrations, and foreseeabledsen the quality of the purchased
receivables and the seller's customer b&gee internal systems shall ensure that funds are
advanced only against specified supporting coli@nd documentation.

Section 146
Compliance with the institution's internal policesd procedures

The institution shall have an effective internadqess for assessing compliance with all
internal policies and proceduré$he process shall include regular audits of atlaai phases

of the institution's receivables purchase programiftee process shall include verification of
the separation of duties between the assessméme eéller and servicer on the one hand and
the assessment of the obligor on the othire process shall also includerification of the
separation of duties between the assessment eétlee and servicer on the one hand and the
field audit of the seller and servicer on the otfiehe process shall also contain evaluations
of back-office operations, with particular focus qumlifications, experience, staffing levels,
and supporting automation systems.

Subdivision 3
Validation of own estimates

Section 147
Validation of own estimates

(1) *The institution shall have robust systems in placealidate the accuracy and consistency
of rating systems and processes and to estimatel@#ant risk parameterdhe institution

shall demonstrate to BaFin that the internal vaiileprocess enables it to assess the
performance of internal rating and risk estimasgatems consistently and meaningfully.

(2) 'The institution shall regularly compare realisethdé rates with estimated PDs for each
grade and, where realised default rates are outsédexpected range for that grade, it shall
specifically analyse the reasons for the deviafitithe institution uses own estimates of
LGDs or IRBA conversion factors, it shall also menh analogous analysis for these
estimates®Such comparisons shall make use of historical tii@iacover as long a period as
possible ‘The institution shall document the methods and dséal in such comparisons.
*This analysis and documentation shall be updatézhat annually.
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(3) 'The institution shall also use other quantitatiaéidation tools and perform comparisons
with relevant external data sourc&Ehe analysis shall be based on data that are afg®p

to the institution's portfolio, are updated regiyiaand cover a relevant observation period.
*The institution's internal assessments of the pedoce of its rating systems shall be based
on as long a period as possible.

(4) “The methods and data used for quantitative vatidathall be consistent through time.
Changes in estimation and validation methods aral (i@th data sources and periods
covered) shall be documented.

(5) *The institution shall have sound internal standéodsituations where deviations in
realised one-year default rates pursuant to set8rsentence 4, realised LGDs, realised
IRBA conversion factors or, where EL estimatesus®d, realised total losses from
expectations become significant enough to calitiility of the estimates into question.
These standards shall take account of businesscgiold similar systematic variability in
default experiencéWhere realised values continue to be higher thpeerd values, the
institution shall revise its estimates upward titeiet its default and loss experience.

Subdivision 4
Calculation of risk-weighted IRBA exposure amouiotsiIRBA equity
portfolios subject to the internal models approach

Section 148
Risk quantification

The institution shall adhere to the following stards for calculating risk-weighted IRBA
exposure amounts for IRBA equity portfolios subjiecthe internal models approach.

1. The estimate of potential loss shall be robustiteese market movements relevant to
the long-term risk profile of the institution's sjfec holdings.?The data used to represent
return distributions shall reflect the longest ségeriod for which data are available and
meaningful in representing the risk profile of thstitution's specific equity exposures.
*The data used shall be sufficient to provide coratare, statistically reliable and robust
loss estimates that are not based purely on sisgemt judgmental consideratiorfghe
institution shall demonstrate to BaFin that theckhemployed provides a conservative
estimate of potential losses over a relevant l@mgrimarket or business cyct@he
institution shall combine empirical analysis of #afale data with adjustments based on a
variety of factors in order to attain model outpilat achieve appropriate realism and
conservatism’ln constructing Value at Risk (VaR) models for estiing potential
quarterly losses, the institution may use quarteata or convert shorter horizon period
data to a quarterly equivalent using an analytycatipropriate method supported by
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empirical evidence and through well-developed avclichented theoretical
considerations and analyséSuch an approach shall be applied conservatively an
consistently over tim&Where only limited relevant data are availableittstitution shall
add appropriate margins of conservatism.

2. The VaR models used shall be able to capture atilgyuwl of the material risks
embodied in equity returns, including both the gahmarket risk and specific risk
exposure of the institution's equity portfolf@he internal models shall adequately explain
historical price variation, capture both the magé and changes in the composition of
potential concentrations and be robust to advees&ehenvironment$The population of
risk exposures represented in the data used fionaggin shall be closely matched to or at
least comparable with those of the institution'siggexposures

3. The internal model shall be appropriate for thk pisofile and complexity of the
institution's equity portfolic®Where the institution has material holdings witfues that
are highly non-linear in nature, the internal VaBdals shall be designed to capture
appropriately the risks associated with such imgémnts.

4. Mapping of individual positions to proxies, markadices and risk factors shall be
plausible, intuitive, and conceptually sound.

5. The institution shall demonstrate through empirarzlyses the appropriateness of its
choice of risk factors, including their ability éover both general and specific risk.

6. 'The estimates of the return volatility of equitypesures shall incorporate all relevant
and available data, information, and methéthslependently reviewed internal data or
data from external sources (including pooled dsita)l be used.

\‘

. Arigorous and comprehensive stress-testing prograshall be in place.

Section 149
Risk management process and controls

with regard to the development and use of intemmadels for capital requirement purposes,
the institution shall establish policies, proceduaad controls to ensure the integrity of the
model and modelling proce€ghese policies, procedures, and controls shallidethe
following.

1. 'Full integration of the internal model into the calemanagement information systems of
the institution and in the management of the bamkinok equity portfolio®Internal
models shall be fully integrated into the instibuts risk management infrastructure if
they are particularly used in measuring and assgesjuity portfolio performance
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(including the risk-adjusted performance), alloogteconomic capital to equity exposures

and evaluating overall capital adequacy and thestmaent management process.

2. 'Established management systems, procedures, atrdldonctions for ensuring the
periodic and independent review of all elementthefinternal modelling process,
including approval of model revisions, vetting obdel inputs, and review of model
results, such as direct verification of risk congtisns.?These reviews shall assess the
accuracy, completeness, and appropriateness ofl impdés and results and focus on
both finding and limiting potential errors assoethtvith known model weaknesses and
identifying unknown model weakness&Such reviews may be conducted by an internal
independent unit, or by an independent externed {harty.

of equity exposures.

4. The units responsible for the design and applicaticthe model shall be functionally
independent of the units responsible for managidgridual investments.

5. Parties responsible for any aspect of the modefiogess shall be adequately qualified.
“Management shall allocate sufficient skilled anthpetent resources to the modelling
function.

Section 150
Validation and documentation

(1) *The institution shall have a robust system in ptacealidate the accuracy and
consistency of its internal models and modellingcesses’All material elements of the
internal models and the modelling process and &atid shall be documented.

(2) The institution shall use the internal validationgess to assess the performance of its
internal models and processes in a consistent aachimgful way.

(3) *The methods and data used for quantitative vatidathall be consistent through time.
’Changes in estimation and validation methods atel @@ath data sources and periods
covered) shall be documented.

Adequate systems and procedures for monitoringsinvent limits and the risk exposures

(4) *The institution shall regularly compare actual eguéturns (computed using realised and

unrealised gains and losses) with modelled estsz8each comparisons shall make use of
historical data that cover as long a period asiptes$The institution shall document in a
meaningful way the methods and data used in sutipansons?This analysis and
documentation shall be updated at least annually.

(5) 'The institution shall make use of other quantigtalidation tools and perform
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comparisons with external data souré@$ie analysis shall be based on data that are
appropriate to the portfolio, are updated regulaahd cover a relevant observation period.
*The institution's internal assessments of the pedace of its internal models shall be based
on as long a period as possible.

(6) 'The institution shall have sound internal standé&dsituations where comparison of
actual equity returns with the model estimatessdhik validity of the estimates or of the
model as such into questidithese standards shall take account of businessscgod
similar systematic variability in equity returnsll Adjustments made to internal models in
response to model reviews shall be documentedlaaible consistent with the institution's
model review standards.

(7) The internal model and the modelling process dlf@mtlocumented, including the
responsibilities of parties involved in the modsadliand in the model approval and model
review processes.

Subdivision 5
Corporate governance and oversight

Section 151
Corporate governance

(1) *All material aspects of the rating and estimatioocpsses shall be approved by the
institution's management body or a designated cdt@enihereof and by senior management.
These parties shall be able to prove to BaFinttieat possess a general understanding of the
institution's rating systems and detailed comprstwenof its associated management reports.

(2) Senior management shall provide notice to the mamagt body or a designated
committee thereof of material changes or exceptimm established policies that will
materially impact the operations and outputs ofitiséitution’s rating systems.

(3) 'Senior management shall ensure on an ongoing thasithe rating systems are operating
properly.’Senior management shall be regularly informed leyctiedit risk control units

about the performance of the rating process, areeding improvement, and the status of
efforts to improve previously identified deficiersi*Senior management shall be able to
prove to BaFin that it has a comprehensive undaigtg of the structure and function of the
rating systems.

(4) *Internal ratings-based analysis of the instituiamedit risk profile shall be an essential
part of the management reporting to the managebuayt and senior management.
“Reporting shall include at least risk profile byde, migration across grades, estimation of
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the relevant parameters per grade, and comparfsealesed default rates, LGDs and IRBA
conversion factors against expectations and stesssesults’Reporting frequencies shall
depend on the significance and type of informaéiod the level the recipient has in the
hierarchy.

Section 152
Credit risk control

(1) *The credit risk control unit shall be independeiithe personnel and functional units
responsible for originating or renewing IRBA expasiand report directly to senior
managementThe unit shall be responsible for the design aectin, implementation,
oversight and performance of the rating systéthshall regularly produce and analyse
reports on the output of the rating systems.

(2) The areas of responsibility for a credit risk cohtmit shall particularly include

=

testing and monitoring grades and pools,
2. producing and analysing summary reports from tkétirtion’s rating systems,

3. implementing procedures to verify that grade anal pefinitions are consistently applied
across departments and geographic areas,

4. reviewing and documenting any changes to the psoakassigning obligors and IRBA
exposures to grades and pools, including the readeonhe changes,

5. reviewing the rating criteria on an ongoing basisvaluate whether they remain
predictive of risk, documenting and archiving chesitp the process of assigning obligors
and IRBA exposures to grades and pools, to ratigria or to individual rating
parameters,

6. participating in the design or selection, implenad¢ioh and validation of models used in
the process of assigning obligors and IRBA expastogrades or pools,

7. overseeing and supervising models used in the gsagieassigning obligors and IRBA
exposures to grades and pools, and

8. ongoing review of and alterations to models usetiénprocess of assigning obligors and
IRBA exposures to grades and pools.

(3) *Notwithstanding subsection (2), an institution thsés pooled data pursuant to section
128 (9) and (10) may outsource the following tasks:

1. production of information relevant to testing andmtoring grades or pools,
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2. production of summary reports from the institut®rating systems,

3. production of information relevant to review of ttaging criteria to evaluate whether they
remain predictive of risk,

4. documentation of changes to the process of asgigriohgors and IRBA exposures to
grades and pools, to changes in rating criteriadividual rating parameters, and

5. production of information relevant to ongoing ravief and alterations to models used in
the process of assigning obligors and IRBA expastogrades and pools.

An institution which outsources such tasks shasuea that BaFin, or the Deutsche
Bundesbank acting on its behalf, have access telalfant information from the third party
that is necessary for examining compliance witlséh@inimum requirements and that BaFin
may perform on-site examinations to the same exgmtithin the institution.

Section 153
Internal audit

YInternal audit or another comparable independeditiag unit shall review at least annually
the institution's rating systems and its operatiorguding the operations of the credit
function and the estimation of PDs, LGDs, ELs aRBA conversion factors. The review
shall include adherence to all applicable minimeuirements.

Chapter 5
Credit risk mitigation techniques

Divison 1
Protection instruments

Section 154
Eligible protection instruments

(1) !If an institution fulfils the minimum requiremerfsr credit risk mitigation techniques, it
may, when calculating the risk-weighted exposureamts, apply

1. eligible financial collateral pursuant to sectidis to 157,
2. eligible unfunded credit protection pursuant tatisecl162 and

3. other eligible IRBA collateral pursuant to sectidris3 to 161,
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as protection instruments for risk mitigation puses?Eligible protection instruments must
be legally effective and legally enforceabliastitutions which apply eligible protection
instruments for risk mitigation purposes have {tflfthe disclosure requirements of section
336.

(2) UIif part of the CCR from a CCR exposure is transféfoy one or more protection
instruments which are in a ranking relationshipne another or are in a ranking relationship
to the unprotected portion of the risk as a coneeqge of the contractual terms, each of the
risk exposures thereby created — the unprotectecpd the parts created by the protection
instruments — is to be treated as a securitisgimition.’Sentence 1 appligautatis mutandis
to the protection seller in respect of the CCR sxpe amounts assumed by the protection
seller through the partial protecticiateriality thresholds on losses below which no
payment from the protection instrument may be etqukare considered to be equivalent to
retained first loss positions and to give rise toaached transfer of risk.

Subdivision 1
Eligible collateral

Titlel
Financial collateral

Section 155
Generally eligible financial collateral

(1) *The following items are generally eligible finariaiallateral:
1. cash on deposit with the protection-buying insittoit

2. certificates of deposit or similar instruments e$iy and lodged with the protection-
buying institution,

3. debt securities issued by a central governmentcengral bank whose securities have a
credit assessment from an eligible ECAI with a ttrgdality step of 1 to 4 or an
applicable country classification from an expogdit agency with a minimum export
insurance premium of 0 to 4 pursuant to Table Arinex I,

4. debt securities issued by a regional governmeldoad authority whose unprotected
payment claims, if they were CRSA exposures opitmeection-buying institution, would
be assigned the CRSA risk weight of the centrakgawient of its country of domicile if
these debt securities have a credit assessmengafiafigible ECAI with a credit quality
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step of 1 to 4 or an applicable country classiftwatrom an export credit agency with a
minimum export insurance premium of O to 4 pursuarkable 4 in Annex I,

5. debt securities issued by a public-sector entitgnriEEA country whose unprotected
payment claims, if they were CRSA exposures oftladection-buying institution, would
be assigned the CRSA risk weight of the centrakgawient of its country of domicile if
these debt securities have a credit assessmengafmatigible ECAI with a credit quality
step of 1 to 4 or an applicable country classiftoatrom an export credit agency with a
minimum export insurance premium of 0 to 4 pursuarkable 4 in Annex I,

6. debt securities issued by multilateral developniamks or international organisations
whose unprotected payment claims are assigned & CBSweight of O per cent,

7. debt securities issued by a regional governmeatlocal authority which do not fall
under number 4 if the debt security has a credgéssment from an eligible ECAI which,
pursuant to section 29 number 3, leads to a coedility step of 1 to 3 as a CRSA
exposure,

8. debt securities issued by a corporate whose urgtestgpayment claims, as CRSA
exposures, would have to be assigned to the CR$8sexe class Institutions if the debt
security has a credit assessment from an eligiGlalkvhich, pursuant to section 29
number 3, leads to a credit quality step of 1 to 3,

9. debt securities issued by a corporate whose urgteatpayment claims, as CRSA
exposures, would have to be assigned to the CR$ésexe class Institutions if the debt
securities do not have a credit assessment froefigible ECAI, if

a) these debt securities are listed on a stock ordataxchange,
b) these debt securities represent a senior paymant of the issuer,

c) no other debt security of the same issuer witrsdrae or higher seniority has a credit
assessment from an eligible ECAI which, pursuasetdion 29 number 3, is associated
with a credit quality step of 4 to 6,

d) the protection-buying institution has no informatto suggest that these debt
securities would justify a credit assessment fronelegible ECAI which, pursuant to
section 29 number 3, is associated with a credilityustep of 4 to 6,

e) the protection-buying institution demonstrates thatarket for these debt securities
exists which is sufficiently liquid for the purposécollateralisation,

10.debt securities of a public-sector entity whoseratgeted payment claims are permitted
to be treated like unprotected payment claims oyeithstitutions which have a credit
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assessment from an eligible ECAI which, pursuarseition 29 number 3, leads to a
credit quality step of 1 to 3,

11.debt securities of a multilateral development bahkse unprotected payment claims are
not assigned a CRSA risk weight of O per cent, wihiave a credit assessment from an
eligible ECAI which, as a CRSA exposure, would léad credit quality step of 1 to 3,

12.debt securities of a corporate which have a ces$iessment from an eligible ECAI
which, as a CRSA exposure, would lead to a credgitity step of 1 to 3,

13.debt securities of corporates whose unprotectethpaiclaims, as CRSA exposures,
would be assigned to the CRSA exposure classe@Gbgs or Institutions if these debt
securities have a short-term credit assessmentdroaligible ECAI which, pursuant to
section 33 number 1 letter (a), are to be assignaddit quality step of 1 to 3,

14.equities and convertible bonds which can be cordaat the bearer's discretion by
delivery of equities if these equities are included widely used stock index of a stock or
futures exchange,

15.gold bullion possessed by the protection-buyingjtunson as well as each certificate
deposited with the protection-buying institutionigthrepresents proportional ownership
of gold bullion,

16.exposures in the form of ClUs within the meaning@étion 25 (12)
a) for which repurchase prices are published eachmbasiday and

b) where the CIU is limited to investing in instrum&mthich would represent eligible
financial collateral pursuant to numbers 1 to 1Wbich serve as derivatives to hedge
these instruments which represent eligible findren#dateral,

if the protection-buying institution meets the getheequirements for the use of credit risk
mitigation techniques pursuant to section 172 aediinimum requirements for eligible
financial collateral pursuant to section 173 fds financial collateral’For the purposes of
this chapter, the institution shall not nominatg ahgible ECAIs or export credit agencies
pursuant to section 4i0nly a credit assessment which meets the requirenfienapplicable
credit assessments pursuant to section 46 sertemombers 1 to 4 may be used to determine
the eligibility of financial collateral pursuant sentence I'Where there is no credit
assessment referring to the debt security fromedigible ECAI for financial collateral
pursuant to sentence 1 numbers 3 to 5, the isse@it assessment of the obligor of the
financial collateral may be used instea@the proceeds from the issue of a credit linked note
may also be recognised as cash on deposit witprttection-buying institution pursuant to
sentence 1 number 1 if the credit default swap elehoe in the credit linked nopeer se

would be eligible unfunded credit protection; foistpurpose, it may be assumed that this
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embedded credit default swap was issued by arbdigrotection providefSection 205
sentence 1 number 3 appliesitatis mutandiso the calculation of the amount of the credit
linked note.

(2)1A part may be split off from an exposure in thariasf a CIU within the meaning of
section 25 (12) for which the requirement pursuargubsection (1) sentence 1 number 16 is
not met and recognised separately as an exposthie form of a CIU for which this
requirement is mefThe non-eligible part of the exposure in the fofma &€IU is defined as
the maximum extent to which the CIU is allowedrteast under its mandate in those assets
which do not belong to the assets listed in subm®¢l) sentence 1 number 16 letter (b) plus
the shortfall from non-eligible asself.the sum of the values of all non-eligible assets
which the CIU is invested is negative, the shdrt&lthe absolute amount of this sum;
otherwise, the shortfall from non-eligible assetgero It is necessary to verify whether the
sum of all values of non-eligible assets is negatinly in those cases in which a non-eligible
asset can be negative, eg as a consequence bfialar contingent liabilities incurred by
ownership of this asset.

Section 156
Financial collateral eligible only at its volatytadjusted value

Yif an institution applies the Financial CollateGdmprehensive Method pursuant to section
180, the following items represent financial calal that is eligible at its volatility-adjusted
value in addition to the instruments listed in gBTL55:

1. equities and convertible bonds which can be cordeat the bearer's discretion by
delivery of equities if these equities are tradadaastock or futures exchange,

2. exposures in the form of ClUs within the meaning@dtion 25 (12)
a) for which repurchase prices are published everiness day and

b) where the CIU is limited to investing in instrumetisted in number 1 and in section
155 (1) sentence 1 number 16 letter (b),

if the protection-buying institution meets the getheequirements for the use of credit risk
mitigation techniques pursuant to section 172 aediinimum requirements for eligible
financial collateral pursuant to section 173 fos timancial collateral’A part may be split off
from an exposure in the form of a CIU within theamimg of section 25 (12) for which the
requirement pursuant to sentence 1 number 2 [glfés not met and recognised separately as
an exposure in the form of a CIU for which thisuggment is metThe non-eligible part of

the exposure in the form of a CIU is defined asntaimum extent to which the CIU is
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allowed to invest under its mandate in those asgleitsh do not belong to the assets listed in

sentence 1 number 2 letter (b) plus the shortfathfnon-eligible assetdf the sum of the
values of all non-eligible assets in which the @lUhvested is negative, the shortfall is the

absolute amount of this sum; otherwise, the sHoftan non-eligible assets is zertt is
necessary to verify whether the sum of all valdason-eligible assets is negative only in
those cases in which a non-eligible asset can gative, eg as a consequence of liabilities or
contingent liabilities incurred by ownership ofdtasset.

Section 157
Eligible trading book collateral

'For CCR exposures from repurchase transactionsemndities or commodities lending or
borrowing transactions which a trading book insitiio assigns to its trading book, the trading
book institution which uses the Financial Collak&amprehensive Method may recognise
financial instruments and commodities which aregasdble to the trading book pursuant to
section la (1) of the Banking Act as trading bookateral if these financial instruments or
commodities collateralise at least one of these @gpdsures of the institution and are not
already recognised towards the generally eligilnlaricial collateral or the financial collateral
eligible only at its volatility-adjusted valu&-or derivative CCR exposures which a trading
book institution assigns to its trading book, seo&el applies subject to the proviso that, for
these CCR exposures, only commodities which algreasle to the trading book pursuant to
section la (1) of the Banking Act may be recogneettading book collateral.

Titel 2
Other eligible IRBA collateral

Section 158
Other eligible IRBA collateral

Other eligible IRBA collateral is

1. any eligible IRBA real estate collateral pursuanseéction 159,

2. any eligible IRBA collateral assignments pursuangection 160 and
3. any eligible other IRBA physical collateral purstmsection 161.

*These may be recognised as credit risk-mitigatimgRRBA exposures for the IRBA
exposure classes Central governments, InstituaodsCorporates for which the institution is
required to apply supervisory LGD.
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Section 159
IRBA real estate collateral

(1) 'Eligible collateral includes mortgages secured on

1. residential real estate property which is or waldcupied or let by the owner if, for this
mortgage, the requirements pursuant to sectior2B8efitence 1 are met; if the competent
authorities in an EEA country exercise the waivwaispant to Annex VIl Part 1 point 16 of
Directive 2006/48/EC, the requirement pursuanetdisn 35 (2) sentence 1 number 4 for real
estate property situated within this state is régdras met;

2. commercial real estate property if, for this moggathe requirements of section 35 (3)
sentence 1 are met; if the competent authoriti@niBEEA country exercise the waiver
pursuant to Annex VIII Part 1 point 17 of Directi2806/48/EC and announce, at least
annually, that the maximum loss rates for mortgagesired by commercial real estate
property in that country are being complied witie tequirement pursuant to section 35 (3)
sentence 1 number 2 for real estate property siuaithin that state is regarded as met; for
commercial real estate property situated withinn@ery, section 35 (4) appliesutatis
mutandis

?If the institution meets the minimum requiremenisspiant to section 176 for treating lease
exposures as collateralised by the leased asssdyitalso recognise ownership of the real
estate property which is the leased asset in #msa&ction giving rise to the IRBA exposure as
a mortgage under the conditions of sentence 1.

(2) 'For an IRBA exposure collateralised by real egpapperty for which it must use
supervisory LGDs, an institution may recognisealhernative risk weight for real estate
collateral pursuant to section 85 (5) for the splitiRBA exposure pursuant to section 100
(8) if the mortgage

1. is secured on residential real estate propertytéocaithin Germany and, within the
jurisdictional reach of the Banking Act, the suntlod losses over the past calendar year
relating to CCR exposures of institutions withie theaning of section 1

a) which are secured by mortgages on the lower ofe8@ent of the mortgage lending
value, pursuant to section 16 (2) sentences lofal® Pfandbrief Act in conjunction with
the Regulation on calculating the mortgage lendige of 12 May 2006 (Federal Law
Gazette |, page 1175), or of a continuously medseifegure obtained by other means,
which meets the requirements of section 16 (2)esemts 1 to 3 of the Pfandbrief Act, and
of 50 per cent of the market value of the residéméal estate property located within
Germany has not exceeded 0.3 per cent

and
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b) which are secured by mortgages on residentialestate property located within
Germany has not exceeded 0.5 per cent

of the sum of all CCR exposure values of institasiovithin the meaning of section 1
which are collateralised by mortgages on residerga estate property located within
Germany,

2. is secured on commercial real estate propertyéacaithin Germany and the maximum
loss rates for mortgages on commercial real eptafgerty located within Germany pursuant
to section 35 (4) sentence 1 have not been excexded

3. is secured on residential or commercial real egtaiperty located in another EEA
country where the competent authorities of saichtgthave exercised their option pursuant
to Annex VIII Part 3 number 73 of Directive 2006/B€ and institutions domiciled in this
countries are permitted to use the alternativewisight for real estate collateral for an IRBA
exposure secured on this property .

%Section 35 (4) sentence 2 applies mutadis mutandis.

Section 160
Eligible IRBA collateral assignment of receivables

Receivables assigned or pledged as collateraktprbtection-buying institution may be
recognised as IRBA collateral assignment if

1. the receivables assigned or pledged as collataxed arisen from
a) a commercial transaction or
b) transactions whose original maturity does not ectase year,

2. the receivables assigned or pledged as collatezala from employees of the borrower
or from a person who, together with the borrowenis a group of connected clients
pursuant to section 4 (8), and

3. the receivables assigned or pledged as collaterala themselves protected by the IRBA
exposure for which they are to be recognised agA\IB&8lateral assignment,

if the protection-buying institution meets the getheequirements for the use of credit risk
mitigation techniques pursuant to section 172 aediinimum requirements for the
eligibility of IRBA collateral assignments of regables pursuant to section 174 for this
IRBA collateral assignment and the receivablesgagsi or pledged as collateral.
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Section 161
Eligible other IRBA physical collateral

A prior legal claimin remon an asset protected by the protection-buyintifition may be
recognised as other IRBA physical collateral if

1. aliquid market exists for disposal of the assetrirexpeditious and economically efficient
manner,

2. well-established and publicly available market gsiexist for the asset, and

3. the institution can show that the net price it reeg when the collateral is realised will not
deviate significantly from its valued market priead

if the protection-buying institution meets the geteequirements for the use of credit risk
mitigation techniques pursuant to section 172 aediinimum requirements for the
eligibility of other IRBA physical collateral purant to section 175If the institution meets
the minimum requirements pursuant to section 17&éating lease exposures as
collateralised by the leased asset, it may alsogrse as other IRBA physical collateral
within the meaning of sentence 1 ownership of §setwhich is the leased asset in the
transaction underlying the IRBA exposure.

Subdivision 2
Eligible unfunded credit protection

Section 162
Eligible unfunded credit protection

'Unfunded credit protection may be recognised if

1. it constitutes a direct claim on the protectionvyider for the protection-buying institution
subject to the proviso of section 177 (2),

2. its extent is clearly defined and incontrovertible,

3. it contains no contractual clause the fulfilmentdiich is outside the direct control of the
institution and which

a) gives the protection provider a retroactive uniateght to cancel the protection,

b) increases the effective costs of credit proteditwrihe protection-buying institution as
a result of deteriorating credit quality of the engling exposure,
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c) allows the protection provider to unilaterally reduhe residual maturity of the credit
protection in some other fashion, or

d) does not require the protection provider to paytouhe protection-buying institution
in a timely manner if the credit protection eveoturs; in particular, the credit protection
event must be structured such that the institutaonclaim on the protection provider as
soon as the obligor of the underlying exposures famlmake any payments due,

4. it was issued by an eligible protection provider,

5. it meets the requirements for the following asiblgyprotection:
a) eligible guarantees or
b) eligible credit derivatives

and the protection-buying institution meets theggahrequirements for the use of credit risk
mitigation techniques pursuant to section 172 nim@mum requirements for unfunded credit
protection pursuant to section 177 and, where itb@itcprotection is a credit derivative, the
minimum requirements for credit derivatives purduarsection 178, for the credit protection.
“Other claims pursuant to sections 169 and 171 rsayte recognised if the protection-
buying institution meets the general requiremeottgtfe use of credit risk mitigation
techniques pursuant to section 172.

Section 163
Eligible providers of unfunded credit protection

(1) The following shall be regarded as eligible provedef unfunded credit protection:
1. central governments and central banks,

2. regional governments and local authorities,

3. multilateral development banks,

4. public sector entities in an EEA country whose oigxted payment claims in their
country of domicile are assigned the CRSA risk Wwedaf the central government of their
country of domicile,

5. international organisations whose unprotected paymriaims are assigned a CRSA risk
weight of O per cent,

153 of 306



Section 163

6. public sector entities whose unprotected paymemtnd in their country of domicile are
assigned the CRSA risk weight which is given torotgcted payment claims on institutions
in that country,

7. corporates whose unprotected payment claims, aA@Rgosures, would have to be
assigned to the CRSA exposure class Institutions,

8. other corporates, including corporates which, togetvith the protection-buying
institution, form a group of connected clients st to section 4 (8), which

a) have an issuer credit assessment from an eligiBkel lvhich is associated with a
credit quality step of 1 or 2 for long-term creasessments of corporates, or

b) have no issuer credit assessment from an eligiGel Eand where credit protection
for an IRBA exposure is to be recognised, if thet@ction-buying institution has assigned
the provider of unfunded credit protection to atiguy grade or pool within a suitable
rating system and the PD for this obligor gradéha pool is not higher than the PD for
credit assessments that are associated with & quedity step of 1 or 2 for long-term
credit assessments of corporates.

(2) Where unfunded credit protection is to be recoghfee IRBA dilution risk, the seller of
the receivable may also be recognised as an digiolvider of unfunded credit protection in
addition to the parties listed in subsection (1) if

a) has a credit assessment from an eligible ECAI wis@ssociated with a credit quality
step of 1 to 3 for long-term credit assessmentogiorates, or

b) has no credit assessment from an eligible ECAlafgrotection-buying institution has
assigned the provider of unfunded credit protecttoan obligor grade or a pool within a
suitable rating system and the PD for this obliggade or this pool is not higher than the
PD for credit assessments that are associatecaveitedit quality step of 1 to 3 for long-
term credit assessments of corporates.

(3) *Where unfunded credit protection is to be recoghfse an IRBA exposure, the
protection-buying institution must assign the petitsn provider to an obligor grade or a pool
within a suitable rating systerfSentence 1 does not apply to IRBA exposures whieh a
protected by credit protection from providers ofunded credit protection for which the
institution must treat CCR exposures to these ptiote providers as CRSA exposures.

(4) For IRBA exposures with special recognition of urdad credit protection pursuant to
section 86 (3), only the following are recognisecehgible providers of unfunded credit
protection:

1. protection providers listed under subsection (Ihber 7,
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2. insurance undertakings within the meaning of atit(2) of Directive 2002/87/EC of the
European Parliament and of the Council of 16 De@@b02 on the supplementary
supervision of credit institutions, insurance unalings and investment firms in a financial
conglomerate and amending Council Directives 73E2B€, 79/267/EEC, 92/49/EEC,
92/96/EEC, 93/6/EEC and 93/22/EEC, and Directi&3F&'EC and 2000/12/EC of the
European Parliament and of the Council (OJ L 3bloFebruary 2003, p 1), as amended,

3. reinsurance undertakings within the meaning otk (6) of Directive 2002/87/EC and

4. export credit agencies if they do not have a caugiarantee from a counter-guarantor
for this unfunded credit protection obligation puaat to section 164 (3) number 2.

(5) The protection providers listed in subsection {4)&ligible for the purposes of section 86
) if

1. the protection provider has expertise in providimfunded credit protection,
2. the protection provider

a) is subject to a supervisory regime that is matgreduivalent to that of the Banking
Act or,

b) at the time the credit protection was provided, &adedit assessment pursuant to
section 45 (1) number 2 by an eligible ECAI whistagsociated with a credit quality step
of 1 to 3 for long-term credit assessments of cai@s, or

3. the PD for the obligor grade of the suitable rasggtem which the protection-buying
institution assigned to the protection provider

(a) since the credit protection was provided was atleace not higher than the PD
applying to an obligor credit assessment from ajildé ECAI which is assigned a credit
quality step of 2 for long-term credit assessmentorporates and

(b) is currently not higher than the PD applying too@atigor credit assessment by a
recognised ECAI which is assigned a credit qualigp of 3 for long-term credit
assessments of corporates.
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Titlel
Guarantees and credit derivatives

Section 164
Guarantees eligible as unfunded credit protection

(1) A guarantee is eligible as unfunded credit protecii

1. the protection-buying institution, upon the occuaoe of the credit guarantee event, has
the right to pursue, in a timely manner, the gumafor any monies due under the claim in
respect of which the protection is provided withfdt having to pursue the obligor of the
exposure, and

2. the guarantee is an explicitly documented obligaissumed by the guarantor.

(2) Where a guarantee covers a CCR exposure collseddby a residential mortgage, the
requirements pursuant to subsection (1) numbedIparsuant to section 162 sentence 1
number 3 letter (d) are deemed to be met if payro@mtoe demanded not later than 24
months after occurrence of the credit guaranteateve

(3) 'The requirements pursuant to subsection (1) nurhlaed pursuant to section 162
sentence 1 number 3 letter (d) are considered satisfied where a guarantee

1. was provided under a mutual guarantee scheme argoyarantee bank or
2. was provided as a guarantee or a counter-guarbptee
a) a central government or central bank,

b) aregional government or local authority whose otgmted payment claims in its
country of domicile are assigned the CRSA risk Weaf the central government of its
country of domicile,

c) a public-sector entity in an EEA country whose wtgcted payment claims in its
country of domicile are assigned the CRSA risk \Wwedf the central government of its
country of domicile,

d) a multilateral development bank or internationglamisation whose unprotected
payment claims are assigned a CRSA risk weightpdrCcent, or

e) a public-sector entity whose unprotected paymeaitnd in its country of domicile are
assigned the CRSA risk weight which is assignaghfarotected payment claims owed by
institutions in that country.
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“This applies, however, only on condition that,

1. upon occurrence of the credit guarantee evenpribtection-buying institution has the
right to obtain in a timely manner a provisionaypent by the guarantor calculated to
represent a robust estimate of the economic loss fthe underlying exposure, including the
loss from non-payment of interest or other paymentsd by the obligor of the underlying
exposure, or

2. the protection-buying institution demonstrates,tf@tother reasons, the guarantee
effectively protects all payments owed under thedeutying exposure, including interest and
other payments.

Section 165
Credit derivatives eligible as unfunded credit potibn

A credit derivative in the form of a credit defasivap, total return swap or credit linked note,
or an instrument that may be composed of suchtadediatives, is eligible as unfunded
credit protection if

1. any of the events pursuant to letters (a) to (@here the event can occur for the obligor —
has been contractually agreed as a credit derevatrent and it is possible to assert a claim
against the protection provider upon the occurra@i@ny of the events defined as a credit
derivative event; the following are regarded aslitr@derivative events:

a) following the elapse of a grace period which mayb®longer than the grace period
in the underlying exposure, the obligor of the uhdieg exposure has failed to pay the
amounts due,

b) insolvency proceedings have been initiated conngrtiie assets of the obligor of the
underlying exposure,

c) the obligor of the underlying exposure is unabledy its debts or has generally
stopped paying its debts,

d) the obligor of the underlying exposure has admjtitedvriting, its general inability to
pay its debts as they become due,

e) analogous events to those in letters (a) to (dg leurred,
and

2. if the identity of the parties responsible for detming whether a credit event has
occurred has been clearly defined, this deternunas not the sole responsibility of the

157 of 306



Section 166

protection provider and the protection-buying igton has the right to inform the protection
provider of the occurrence of a credit derivativerd.

Section 166
Guarantees and credit derivatives eligible as wddrcredit protection for treatment pursuant
to section 86 (3)

The risk weight subject to the PD/LGD approachlRBA exposures which are protected by
guarantees or credit derivatives can be calculatiesiant to section 86 (3) if the following
conditions are met.

1. The unfunded credit protection meets the conditfursuant to section 162 sentence 1
numbers 1 to 4 and sections 164, 165, 167, 1743a8dSection 164 (3) shall not apply.

2. The underlying IRBA exposure

a) is to be assigned to the IRBA exposure class Catpsybut is not to an insurance
undertaking within the meaning of Article 2 (2)irective 2002/87/EC or a reinsurance
undertaking within the meaning of Article 2 numBeof Directive 2002/87/EC, or

b) is to a regional government or local authority whipursuant to section 75 number 5,
is assigned to the IRBA exposure class Institutmmn® another public-sector entity
which is assigned to the IRBA exposure class umsbihs pursuant to section 75 number
7, or

c) is to a small or medium-sized enterprise and igjaed to the IRBA exposure class
Retail claims pursuant to section 76.

3. Neither the obligor nor, if the credit protectioovers the hedging of dilution risks, the
seller of the underlying exposure form, togethehwhe provider of the unfunded credit
protection, a group of connected clients pursuasettion 4 (8).

4. The credit protection consists of
a) a single-name guarantee or a single-name creditatiee, or

b) a credit derivative where payment is triggeredamsas a basket has undergone the
nth credit event, thereby terminating the contract.

5. The IRBA risk weight of the IRBA exposure priordpplication of section 86 (3) does
not already factor in any aspect of the creditgxbon.
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6. The unfunded credit protection hedges all typdssd risks of the protection-buying
institution under the underlying exposure resulfiogn the occurrence of credit events
outlined in the contract.

7. If the credit protection envisages, upon the o@nwe of a credit protection event, that the
cash settlement by the protection provider to ttaégetion-buying institution is only rendered
versus the transfer of a deliverable obligatiothefobligor of the underlying exposure by the
protection-buying institution to the protection pider, it must be agreed that the protection-
buying institution can effectively fulfil its oblagions by transferring a loan, bond or
contingent liability of the obligor of the undenhg exposure. If the protection-buying
institution intends to deliver, instead of the urigiag exposure, another obligation of the
obligor of the underlying exposure, it must enghigd it has access to a liquid market for
deliverable obligations of the obligor of the urgierg exposure where it can purchase the
obligation for delivery in order to fulfil the trafer obligation.

8. All terms and conditions of the credit protectioraagements between the protection
provider and the protection-buying institution stoe legally effective and confirmed in
writing.

9. The protection-buying institution must have inténr@cesses in place to detect excessive
correlation between the creditworthiness of thegmiton provider and that of the obligor of
the underlying exposure due to their performanaeegogependent on common factors beyond
the systematic risk factor.

Section 167
Exposure for which a credit derivative is eligible

() A credit derivative which represents eligible urded credit protection may only be used
to hedge an exposure which

1. is either the reference obligation of the credrivdgive or is to be used to determine when
a credit event has occurred, or

2. inrelation to the obligation listed under number 1
a) is not junior to this obligation,
b) shares the same obligor and
c) is linked through legally enforceable cross-defaultross-acceleration clauses.

(2) For a credit derivative, the reference obligati®ithie obligation used to determine cash
settlement value or the obligation designated enciiedit derivative as the deliverable
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obligation.

(3) If the protection provider of the credit derivatigerequired to deliver only against
transfer of the underlying exposure, any requir@isent by the obligor of the exposure may
not be unreasonably withheld under the terms ottmract.

(4) If the protection-buying institution records netpeents received on a total return swap as
net income, the deterioration in the value of thetqrted asset has to be recorded in the
balance sheet.

(5) If the credit derivative may be drawn as soon ashisket has undergone the nth credit
event, thereby terminating the contract, the regments of subsections (3) and (4) must be
met for each of the assets contained in the basket.

Section 168
Exposure for which an nth-to-default credit denvats eligible

For a credit derivative where payment is triggeasdoon as a basket has undergone the nth
credit event, thereby terminating the contract-fotilefault credit derivative), that part of an
exposure is considered protected whose assessamstidno greater than the amount of the
credit protection pursuant to section 205 from thnexlit derivative and for which,

1. if nis equal to 1, this produces the smallest-vigighted exposure amount in the absence
of credit protection,

2. if nis greater than one, this produces the nthisstaisk-weighted exposure amount in
the absence of credit protection if either

a) the protection-buying institution is also protectgghinst the occurrence of the first
n-1 credit events through eligible credit derivatwor

b) the first n-1 credit events have already occurred.
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Titel 2
Eligible other claims and life insurance policies

Section 169
Cash on deposit with a third-party institution

Cash on deposit held with, or a certificate of dgjpor similar instrument of the protection-
buying institution held by, a third-party institati in a non-custodial arrangement may be
recognised as eligible credit protection providgdHe third-party institution if

1. the borrower’s claim against the third-party indian is openly pledged or assigned as
collateral to the protection-buying institution,

2. the pledge or assignment of collateral is uncood#l and irrevocable,
3. the third-party institution is notified of the plgel or assignment of collateral, and

4. as a result of this notification, the third-pamgtitution is able to make payments solely to
the protection-buying institution or to other pastionly with the prior consent of said
institution.

Section 170
Life insurance policies

A life insurance policy may be recognised for CR&#osures by adjusting the CRSA risk
weight pursuant to section 40 and for IRBA expos@® other physical collateral if

1. the claim under the life insurance policy is opegplgdged or assigned to the protection-
buying institution and the pledge or assignmeidgslly effective and enforceable in all
jurisdictions which are relevant at the time of tomclusion of the contract on which the
underlying exposure is based,

2. the insurer is notified of the pledge or assignnadrihe claim under the life insurance
policy and as a result may not pay amounts payatder the life insurance contract without
the prior consent of the protection-buying instaot

3. the insurer is subject to requirements set forthrder to implement Directive 2002/83/EC
of the European Parliament and of the Council Biosember 2002 concerning life assurance
(OJ L 345, 19 December 2002, p 1) and Directivel2D0EC of the European Parliament
and of the council of 19 March 2001 on the reorgaindon and winding-up of insurance
undertakings (OJ L 110, 20 April 2001, p 28), asaded, or the insurer is supervised by a
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competent authority of a third country which applgeipervisory and regulatory provisions
that are at least equivalent to those applieder&iropean Union,

4. the insurer has declared a non-reducible surreralee for the life insurance policy
which is to be paid in a timely manner upon request

5. the surrender value cannot be requested withouwtdhsent of the protection-buying
institution and the protection-buying institutioasithe right to cancel the life insurance
contract and to receive the surrender value up@mticurrence of the default event for the
obligor of an exposure for which the life insuramoatract is recognised,

6. the protection-buying institution is informed ofyamon-payments under the policy by the
policy-holder, and

7. either the life insurance policy can serve as sgcuntil the maturity of the exposure to
be protected or, if this is not possible becaueeartburance relationship already ends before
the exposure to be protected has reached matiln@ynstitution has ensured that the amount
deriving from the insurance contract serves asrggaintil the exposure to be protected has
reached maturity.

“The eligible amount of the life insurance is cadtetl the same way as the mismatch-
adjusted amount for unfunded credit protection pans to section 204; the surrender value of
this life insurance policy is the amount and tredeal maturity of the underlying exposure is
the residual maturity.

Section 171
Debt securities which must be repurchased by #herig third-party institution on request

Debt security exposures to third parties, whoseatepted payment obligations, as CRSA
exposures, would have to be assigned to the CR$édsexe class Institutions, which are not
generally eligible financial collateral and whidhtlae holder's request must be repurchased by
the issuer may be recognised as funded creditgiroteprovided by the issuer.

Section 171a

Payment commitments for the residual value of lé@ssets
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If a third party which is not the lessee has uradeat to pay an amount for the residual value
of a leased asset or if he may be obliged to ma&k@ayment, and if the respective obligation
meets the requirements for eligible unfunded crauitection pursuant to section 162,
notwithstanding the fact that the credit protecewent is permitted to be restricted to the
expiry of thdease agreement, this obligation may be recograsedguarantee of the credit
risk exposure created by the residual value ofedased asset.

Division 2
Minimum requirements for credit risk mitigation kexques

Section 172
General requirements for the use of credit riskgaiton techniques

(1) An institution must be able to demonstrate to Bdkat it has adequate risk management
processes in place to control the risks associatidthe use of credit risk mitigation
practices.

(2) *An institution must undertake a full credit risksessment also for those exposures for
which credit risk mitigation techniques are taketoiaccount for the purposes of calculating
capital requirements, and be in a position to destrate the fulfilment of this requirement to
BaFin.2In the case of securities repurchase transactimhsecurities or commodities lending
or borrowing transactions, this credit risk asses#mnshall relate to the netted balance of the
exposures.

(3) An institution shall establish legal effectivenessl enforceability pursuant to section 154
(1) sentence 2 and shall continuously ensure thieéans oad hocreviews.

Section 173
Minimum requirements for eligible financial colladé

(1) In order to be allowed to recognise generally blggfinancial collateral or financial
collateral that is eligible for recognition onlyitg volatility-adjusted value, an institution
shall satisfy the provisions for low correlationrpuant to subsection (2), legal certainty
pursuant to subsection (3), and operational remergs pursuant to subsections (4) to (8).

(2)'The credit quality of the obligor of the protectgosure may not be materially

positively correlated with the value of the finaalatollateral protecting this exposure.
“Securities issued by the obligor or a person wigether with the obligor, forms a group of
connected clients pursuant to section 4 (8) mayaatcognised as financial collateral unless
the security
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1. acts as collateral as part of a securities repgech@ansaction and a securities or
commodities lending or borrowing transaction and

2. is a covered bond issued by a credit institutiorspant to section 25 (8).

(3) For a collateral arrangement, an institution musénall contractual and statutory
requirements for its legal enforceability and take¢he necessary steps to ensure its legal
enforceability.

(4) The collateral arrangement shall be properly docuete and clear and robust precautions
taken for the timely liquidation of the financiallateral.

(5) An institution shall have taken precautions for aging the risks resulting from the
transfer of financial collateral, including

1. the risk of failed or reduced credit protection,
2. valuation risks,
3. risks associated with the termination of the crpditection, and

4. concentration risks resulting from the use of d¢elal or its interaction with the
institution’s overall risk profile.

(6) An institution shall have documented policies anatpces concerning the types and
amounts of collateral accepted.

(7) An institution shall mark financial collateral iaf accepted to market at least once every
six months, and whenever the institution has reésdelieve that the market value of the
financial collateral has decreased significantly.

(8) Where the financial collateral is held by a thiatty, an institution must have taken
reasonable steps to ensure that the third partgdtgestered the financial collateral from its
creditors’ legal access.

Section 174
Minimum requirements for the recognition of IRBAlleteral assignments of receivables

(1) The requirements concerning legal certainty pursteasubsection (2) and risk
management pursuant to subsection (3) must beanetidibility of IRBA collateral
assignments of receivables.

(2) The requirements concerning legal certainty congphe following.
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1. The collateral arrangement shall ensure that tbeeption-buying institution has a claim
to the cash flows from the receivables assignqueatged as collateral.

2. The institution shall have taken all steps to fdfi the necessary requirements for the
legal enforceability of its security interest; ttalateral arrangement must ensure that the
protection-buying institution's claim to the recdmes assigned or pledged, both in the event
of the assigner's or pledger's insolvency anddifiidual execution on the receivables
assigned or pledged, has priority over the claifredl®f the assigner’s or pledger’s creditors,
with the sole exception of claims of preferentiaditors provided for in legislative or
implementing provisions.

3. The collateral arrangement shall be properly docuetk with clear and robust
procedures for the timely collection of receivaldssigned or pledged; the institution shall
have taken precautions to ensure that all legaliregpents have been met in order to declare
the protected event effective and ensure the timahgction of the receivables assigned or
pledged; the protected event shall be agreed im aweay that, if the borrower is in default or
financial distress, the protection-buying instibutiis entitled to sell the receivables assigned
or pledged without requiring authorisation from #ssigner or the consent of an obligor of
the assigned or pledged receivables.

(3) The requirements for risk management comprisedh@ning.

1. The institution shall apply sound processes foeheining the credit risk associated with
the receivables assigned or pledged; these shajpicee at least an analysis of the business
operations and the industry of the assigner orgaedas well as the type of obligors of the
receivables assigned or pledged, or, if an ingtitutelies on the assigner or pledger to
determine the credit risk associated with the retdes assigned or pledged, the latter's credit
practices shall be examined and their soundnessradaility confirmed.

2. The excess value of the receivables assigned dgeteover the IRBA assessment basis
of the protected IRBA exposure shall reflect albegpriate factors, including the cost of
collection, concentration within the receivableslpas well as the potential concentration
risk resulting from eligible collateral beyond tlwaintrolled by the institution’s general credit
risk assessment and management framework; thecpootéouying institution shall
appropriately monitor, on a continuous basis, doeivables assigned or pledged, particularly
in respect of compliance with loan covenants ahértegal constraints.

3. The receivables assigned or pledged as collateitect an IRBA exposure shall be
sufficiently diversified, and their creditworthireeshall either not be unduly positively
correlated with the borrower’s credit quality, ésesthe resulting risks shall be taken into
account when setting the required measure of exB&s.
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4. A protection-buying institution shall have docunmeshtvork instructions for the collection
of receivables assigned or pledged in the evedistifess on the part of the assigner or
pledger; the requisite facilities for the orderbllection of receivables assigned or pledged
shall be in place at the institution, even if thstitution normally relies on the assigner or
pledger for collection.

Section 175
Minimum requirements for the recognition of othRBIA physical collateral

The following requirements must be met for otheBMphysical collateral to be recognised.

1. The collateral arrangement shall enable the priotedtuying institution to realise the
value of the physical collateral within a reasoeabheframe.

2. The protection-buying institution's prior legaliofein rem as set out in the collateral
arrangement, to the physical collateral assigngaestged, both in the event of the borrower's
insolvency and of individual execution on the plgsicollateral assigned or pledged, shall be
subject to the sole exception of claims of prefeatereditors provided for in legislative or
implementing provisions.

3. The value of the physical collateral shall be mamr@tl on a frequent basis and at least
once a year; it shall be monitored more frequeiittye market for the physical collateral is
subject to significant changes in conditions.

4. The collateral arrangement shall include a detaalsd precise description of the physical
collateral and provisions allowing the protectiamyimg institution to demand the
documentation and information required for valuing physical collateral.

5. An institution shall have a documented businesstigecovering the types of physical
collateral that are accepted and the amount ofpdedehysical collateral in relation to the
IRBA assessment basis of exposures for which palysallateral is recognised.

6. The procedure to determine the appropriate coliatevel in relation to the credit amount
shall be clearly and verifiably documented in intdrcredit principles and procedures; taking
the respective business structure into consideratine institution’s credit principles are to
include the appropriate ratio of collateral to thepective exposures, the possibility of timely
realisation of the collateral, the ability to detéme an objective price or market value, the
frequency of the valuation of each asset, inclugirajessional appraisals and estimates, and
the volatility or a proxy of the volatility of thealue of the collateral.
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7. Any deterioration or obsolescence of the collatexréb be taken into account in both
initial valuation and revaluation; this particuladpplies to collateral where markets are
subject to strong volatility.

8. The institution shall be entitled to inspect théateral on site; the institution’s policies
and procedures shall address its exercise ofigtis r

9. The institution shall have procedures to monitat the eligible physical collateral is
adequately insured against damage.

Section 176
Minimum requirements for treating lease exposusesofiateralised by the leased asset

In order for a lease exposure to be treated aateddllised by the leased asset, the following
requirements shall have been met.

1. If the leased asset is real estate property, tpgn@ments pursuant to section 20a (4) to
(8) of the Banking Act must be met.

2. If the leased asset is other IRBA physical col&tghe minimum requirements for the
recognition of other IRBA physical collateral puasii to section 175 must be met.

3. The leasing institution's risk measurement and mpamant procedure shall include the
location of the leased asset, its use, its agettanplanned duration of its use.

4. The lease agreement shall establish the leasitigiiien's legal ownership of the leased
asset and its ability to exert its rights as owsfahe leased asset in a timely fashion.

Section 177
Minimum requirements for unfunded credit protection

(1) *The institution must be able to demonstrate thaag systems in place to manage
potential concentrations of risk arising from tree wf unfunded credit protecticiThe
institution must be able to demonstrate how it€ficra of recognising unfunded credit
protection interacts with the management of itsraleisk profile.

(2) An exposure which is protected by unfunded creditgetion where the protection
provider has a counter-guarantee provided by atygnitrsuant to section 164 (3) number 2
may be treated as protected by this entity if

1. the counter-guarantee covers all payment clainsgngrirom the protected exposure,
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2. the credit protection and counter-guarantee méet@lirements of subsections (1) to (3)
and those of section 162 sentence 1 numbers latod3pf sections 163 and 164, with the
exception that the counter-guarantee need notlestamy direct claim of the protection-
buying institution against the counter-guarantor,

3. BaFin has no indication that the coverage is nbtist, and

4. nothing in the historical evidence suggests thatcthverage of the counter-guarantee is
less than at least equivalent to a direct claimresg#he counter-guarantor for the protection-
buying institution.

(3) Subsection (2) shall appigiutatis mutandiso counter-guarantors other than those
specified in section 164 (3) if this entity’s coerguarantee is itself guaranteed by an entity
listed in section 164 (3) number 2.

Section 178
Minimum requirements for credit derivatives

For a credit derivative which allows cash settlenierbe recognised, the protection-buying
institution shall apply a process to reliably estimlosses arising from a credit evéfte
institution shall obtain estimates for the valuehaf protected exposure within a certain post-
credit-event period.

Division 3
Calculating the effects of credit risk mitigation

Section 179
Exposures protected by protection instruments

A CCR exposure is regarded as protected by arbldigrotection instrument if the protection
instrument

1. may be contractually realised or claimed in thenéwé non-fulfilment or partial non-
fulfilment of the obligations under the exposuned a

2. has not already been recognised elsewhere asexpootinstrument.
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Section 180
Choice of method for financial collateral

(1) *An institution that recognises
1. eligible financial collateral or
2. eligible netting agreements covering
a) reciprocal cash balances pursuant to section 208 or
b) non-derivative transactions with remargining purgua section 209

may, subject to sentence 2, recognise financidteral either generally at its CRSA risk
weight (Financial Collateral Simple Method) or t&tvolatility-adjusted value (Financial
Collateral Comprehensive Method{nly the Financial Collateral Comprehensive Method
may be used for all CCR exposures which a tradoak nstitution assigns to its trading
book, as well as all IRBA exposuréd-or all CCR exposures not covered by sentence 2, a
institution may only choose the Financial Collakt&amprehensive Method on a permanent

basis.*On a case-by-case basis, an institution, notwitiaitey sentence 3, may apply the
Financial Collateral Simple Method to individuapgs of CCR exposures which the
institution has decided may be temporarily or, parg to section 70, permanently exempted
from the use of IRBA as long as it demonstrate83abin that this exceptional application of
both methods is not used selectively with the psepaf achieving reduced minimum capital
requirements for credit risk and does not leactutatory arbitrage.

(2) !If an institution has chosen the Financial Collat&imple Method pursuant to
subsection (1), it may only recognise generallgikele financial collateral for all of its CRSA
positions ?Moreover, in such cases, CCR exposures which amered by netting agreements
on

1. reciprocal cash balances where not all recipraasi dalances included in the netting
agreement are denominated in the netting currercy,

2. non-derivative transactions with remargining
are to be recognised as separate CRSA exposures.

(3) If an institution has opted to recognise financlateral for CRSA exposures using the
Financial Collateral Comprehensive Method purst@aisubsection (1), it may, for all of its
CCR exposures, recognise

1. generally eligible financial collateral and finaalccollateral eligible only at its volatility-
adjusted value as financial collateral, and
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2. exposures from reciprocal cash balances and frawdeavative transactions with
remargining as netting positions.

(4) If, pursuant to subsection (1) sentence 2, a topdook institution applies the Financial
Collateral Comprehensive Method, it may, pursuarseiction 157, additionally recognise
eligible trading book collateral for all CCR expossiwhich it assigns to its trading book.

Section 181
Internal hedges

Yif an institution hedges a CCR exposure in the ankook with a credit derivative booked
in the trading book, the credit risk transferredrte trading book shall first be transferred out
to a third party or parties in order for the hetlyee recognised as eligible protecti@ifithe
credit risk from the trading book has been tramsfieto an eligible protection provider, the
hedge can be recognised as unfunded credit pratefcti the CCR exposure in the banking
book.

Section 182
Residual maturity of CCR exposures and protectistriments to be recognised for credit
protection

(1) For each CCR exposure, the residual maturity teebegnised for credit protection shall
be the longest possible remaining time before thiigaor is scheduled to fulfil its obligations,
up to a maximum of five years.

(2) 'For each protection instrument, the residual mitwoi be recognised for credit
protection shall be the time to the earliest datghach the protection may terminate or be
terminated?lf the protection seller has an option to termirtaeprotection, the maturity of
the protection shall be the time to the earliesisgae date at which the option of termination
may be exercisedWhere the protection buyer has an option to tertaittee protection and
the terms of the arrangement at origination ofpiftzeection instrument contain an incentive
for the protection buyer to terminate the proteciitstrument before contractual maturity, the
residual maturity of the protection instrument sbalthe time to the earliest date at which the
protection may be terminatetDther termination options on the part of the prioecbuyer
shall not reduce the residual maturity of a pratecinstrument’lf a credit derivative may
terminate prior to the expiration of any grace peénequired for a default on the underlying
obligation to occur as a result of a failure to g residual maturity of the protection
instrument shall be reduced by the amount of theeyperiod.
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Section 183
Recognition of protection instruments subject ® maturity of the exposure

An exposure for which a protection instrument mayécognised subject to the maturity of
that exposure is constituted by

1. any CCR exposure protected by the protection ingni that is not a short-term IRBA
exposure for which a one-day floor in respect eféffective residual maturity value applies
pursuant to section 96 (2) number 5 if the protecinstrument is an eligible protection
instrument in a maturity mismatch pursuant to secli84,

2. otherwise, only such CCR exposures whose residatalnty to be recognised for credit
protection is no longer than that of the protectisirument.

Section 184
Eligible protection instrument in a maturity misiciat

An eligible protection instrument in a maturity mmatch is any protection instrument that is
1. neither other eligible IRBA collateral pursuantsttion 158,

2. nor financial collateral to be recognised in acemicke with the Financial Collateral
Simple Method pursuant to section 155

if its original maturity is at least one year atglresidual maturity to be recognised for credit
protection pursuant to section 182 (2) is at |daste months.

Subdivision 1
Financial Collateral Simple Method

Section 185
Protection under the Financial Collateral Simpletioe

(1) *In the Financial Collateral Simple Method, a CCR@sure collateralised by generally
eligible financial collateral is assigned the CR&¥k weight of this financial collateral if the
protection is available for the entire residual uniéy of the CRSA exposuréThe financial
collateral is to be recognised at its market valugch is to be adjusted pursuant to section
173 (7).

(2) *'Subject to subsections (3) to (5), the risk weigftthe collateralised portion shall be at
least 20 per centThe uncollateralised portion of the CRSA expostia@ibe given the
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CRSA risk weight that would be assigned to an eajaivt unprotected CRSA exposure.

(3) *Securities repurchase transactions and secustietrig or borrowing transactions shall
be assigned a 0 per cent CRSA risk weight if thegtnall of the following conditions.

1. Both the exposure and the collateral are cashadr dabt securities pursuant to section
155 (1) sentence 1 numbers 3 to 6 that would Iggbédifor a O per cent CRSA risk weight if
they were unprotected CRSA exposures of the piotebtiuying institution.

2. Both the exposure and the collateral are denonmdnatthe same currency.

3. Either the original maturity of the transactioms more than one business day or both the
exposure and the collateral are subject to dailskimg-to-market and daily remargining.

4. If the counterparty fails to remargin as a restih oevaluation within four business days,
it must be possible to liquidate the collateral lat¢r than the end of the fourth business day.

5. The transaction is settled across a settlemergmsygstoven for that type of transaction.
6. The transaction is executed on the basis of stdrfdamework agreements.

7. According to the terms of the contract, the tratisads immediately terminable if the
counterparty fails to satisfy its obligation toiglet cash or securities, or to deliver margin, or
otherwise defaults.

8. The counterparty is a “core market participantecmarket participants include

a) issuers of debt securities pursuant to section(1p5entence 1 numbers 3 to 6 whose
unprotected payment obligations are assigned & Ogme CRSA risk weight,

b) entities whose unprotected payment obligation§;RSA exposures, would be
assigned to the CRSA exposure class Institutions,

c) other financial and insurance companies whose teqer payment obligations are
assigned a maximum CRSA risk weight of 20 per cent,

d) regulated investment companies or regulated forewdjective investment
undertakings which are subject to capital or legensequirements from the supervisory
authorities,

e) regulated pension funds.

*The CRSA risk weight for securities repurchasesaations and securities lending or
borrowing transactions which meet all the condgiparsuant to sentence 1, with the
exception of number 8, is 10 per celiitsentence 1 is applied by a competent authofity o
another country for securities repurchase transastor securities lending or borrowing
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transactions in securities which were issued byc#rgral government or central bank of that
country, institutions may adopt the same approackédcurities repurchase transactions or
securities lending or borrowing transactions irstheecurities.

(4) 'Derivative CCR exposures subject to daily markingrtarket which are not based on
derivatives traded on a stock or futures exchaagiégng as they are collateralised by cash or
cash-assimilated instruments, are assigned a €eperisk weight if the obligations from the
derivative are paid in the same currency as thttefinancial collaterafTo the extent that

the transactions stated in sentence 1 are, pursuaattion 155 (1) sentence 1 numbers 3 to
6, collateralised by debt securities issued bytiestwhich are assigned a 0 per cent CRSA
risk weight for their unprotected payment obligatipthe collateralised portions of the CCR
exposure shall be assigned a 10 per cent CRSAvegiht.

(5) CCR exposures may be recognised at a 0 per cenA@RSweight if the exposure and
financial collateral are denominated in the sanreecicy and as long as one of the following
conditions is met.

1. The collateral is financial collateral pursuansextion 155 (1) sentence 1 numbers 1 or 2,
or

2. the collateral is a debt security issued by artyehsted in subsection (4) sentence 2, and
is recognised as financial collateral at a maxinamount of 80 per cent of its market value.

Subdivision 2
Financial Collateral Comprehensive Method

Tited 1
Weighting method

Section 186
Maturity mismatch adjustment for a protection instent

The maturity mismatch adjustment for a protectimstrument in relation to an exposure to be
protected is

1. 1, if the residual maturity of the protection instrent to be recognised for credit
protection pursuant to section 182 (2) is at laadbng as the residual maturity to be
recognised for credit protection of the protecteposure,

2. otherwise, the quotient of the residual maturityhef protection instrument TP to be
recognised for credit protection pursuant to secti82 (2) reduced by 0.25 year (numerator)
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and the residual maturity to be recognised foricf@otection of the exposure to be protected
TS pursuant to section 182 (1) reduced by 0.25 (gsarominator): (TP-0.25)/(TS-0.25).

Section 187
Volatility-adjusted value of financial collateral

The volatility-adjusted value of financial collaatrs calculated as the product of the market
value of the financial collateral and the differermetween 1 and the sum of the market value
volatility adjustment pursuant to section 188 amel¢urrency volatility adjustment pursuant
to section 189 for this financial collateral (CVAG=x [1-(HC+HFX)]).

Section 188
Market value volatility adjustment for financialllzderal and CCR exposures

The market value volatility adjustment for finariaallateral, HC, or the market value
volatility adjustment appropriate to a CCR expostii, is the product of

1. the supervisory market value volatility adjustmpuatsuant to section 192 or
2. the institution's own estimate of volatility adjosnt pursuant to section 196

and the adjustment for non-daily revaluations pamsto section 194The market value
volatility adjustment HE is zero for

1. eligible netting positions and

2. derivative CCR exposures.

Section 189
Currency volatility adjustment for financial cokail and unfunded credit protection

The currency volatility adjustment HFX for eligidi@ancial collateral or eligible unfunded
credit protection where there is a currency misimatetween the protection and the protected
CCR exposure is the product of either the superyisorrency volatility adjustment pursuant
to section 195 or the own estimate of volatilityustiment pursuant to section 196 for the
currency of the financial collateral or unfundeddit protection and the adjustment for non-
daily revaluations pursuant to section 194.
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Section 190
Option of using own estimates of volatility adjustmts

(1) Subject to subsection (2), an institution can opide, on a consistent and permanent
basis, own estimates of volatility adjustments ifas suitable methods pursuant to section
198

1. for estimating market value volatility adjustments
a) for all CCR exposures
b) for all types of financial collateral and

c) for every type of security pursuant to section 23 for all netting positions
comprising non-derivative transactions with remairgg for which it does not need to
apply internal models-based volatility surcharges

as well as
2. for estimating currency volatility adjustments

a) for all financial collateral where there is a cimecg mismatch between the protection
and the protected CCR exposure,

b) for all unfunded credit protection where there uaency mismatch between the
protection and the protected CCR exposure, and

c) for net amounts of currencies in the case of cagrenismatch surcharges pursuant to
section 214 for a netting position comprising reagal cash balances or for a netting
position comprising non-derivative transactionsgwemargining for which the institution
does not need to apply internal models-based Vibfadurcharges.

(2) Immaterial portions of all the exposures listegubsection (1) may be exempted from the
consistent use of own estimates of volatility atijpents.

Section 191
Exemption for securities repurchase transactiodssanurities lending or borrowing
transactions

Yif the conditions stated in section 185 (3) are, imstitutions may apply a volatility
adjustment of O per cent for securities repurch@seactions and securities lending or
borrowing transactions instead of the market vahlatility adjustments calculated pursuant
to section 188, irrespective of whether they ugestsory market value volatility
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adjustments or own estimates of volatility adjustte€Sentence 1 does not apply to netting
positions comprising other non-derivative trangattiwith remargining for which internal
models-based volatility surcharges are used putsaaection 203.

Titel 2
Supervisory market value volatility adjustments

Section 192
Supervisory market value volatility adjustment

(1) *The supervisory market value volatility adjustmemt
1. a CCR exposure,
2. eligible financial collateral, or

3. any type of security pursuant to section 216 (8efmible netting positions comprising
non-derivative transactions with remargining

is the resulting market value volatility adjustmbeased on Table 16 of Annex 1 for an
underlying liquidation period of 10 business daysspant to section 193 (2) sentencéf?.
pursuant to section 193 (2) sentence 1, an underliguidation period of 5 business days is
to be used, the market value volatility adjustnmsuant to sentence 1 is to be divided by
the square root of 2 to determine the supervisagkat value volatility adjustmerifor an
underlying liquidation period of 20 business daysspant to section 193 (1), the market
value volatility adjustment pursuant to sentencetd be multiplied by the square root of 2 to
determine the supervisory market value volatilifjuatment*The credit quality steps listed

in Table 16 of Annex 1 refer to the supervisory piag of specific credit assessments to
credit quality steps for the purposes of sectich§o239.

(2) For financial collateral pursuant to section 15pgdntence 1 number 9, a credit quality
step of 2 is to be assumed for calculating the etar&lue volatility adjustment.

(3) For exposures in the form of ClUs within the megroh section 25 (12) which would be
generally eligible financial collateral or financ@llateral eligible only up to its volatility-
adjusted value, the supervisory market value Mgiatidjustment, if the actual composition
of the CIU's underlying investments

1. is known, is the amount-weighted average of thoaeket value volatility adjustments
that would apply to the assets in which the Cluhigsted, or,
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2. ifitis not known, it is the highest market valh@atility adjustment that would apply to
the assets in which the CIU is allowed to invest.

(4) In all other cases, including

1. securities or commodities sold or lent under séesrrepurchase transactions and
securities lending or borrowing transactions anitwiare not eligible financial collateral,
and

2. eligible trading book collateral,

the supervisory market value volatility adjustmesnie same as for equities not included in a
widely used stock index but listed on a stock turfes exchange.

Section 193
Underlying liquidation period

(1) Subject to subsection (2), the underlying liquidatperiod for a protected CCR exposure
is 20 business days.

(2) !If the protected CCR exposure relates to a seesniépurchase transaction and securities
lending or borrowing transaction for which margande demanded, the underlying
liquidation period is 5 business das§.the protected CCR exposure relates to anothgitata
market-driven transaction for which margin can bendnded, the underlying liquidation
period is 10 business days.

Section 194
Adjustment for non-daily revaluation

(1) The adjustment for non-daily revaluations for
1. a CCR exposure,
2. eligible financial collateral or

3. atype of security for a netting position comprigimon-derivative transactions with
remargining

is the square root of the quotient of the sum efrtamber of business days between
revaluations pursuant to subsection (2) minus 1lth@dinderlying liquidation period pursuant
to section 193 as the numerator and the underlignglation period as the denominator.

(2) The number of business days between revaluatioassritee number of business days
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that have elapsed since the day of the last pnegedvaluation for every exposure pursuant
to subsection (1) numbers 1 to 3.

Section 195
Supervisory currency volatility adjustment

The supervisory currency volatility adjustmentf@s, the currency
1. of eligible financial collateral
2. of eligible unfunded credit protection, or

3. of the net amount of a currency in the case oftilitjasurcharges for currency
mismatches pursuant to section 214 for a nettirsitipa comprising reciprocal cash balances
or from non-derivative transactions with remarg@in

8 per cent for an underlying liquidation periodl®f business days pursuant to section 193,
the quotient of 8 per cent and the square rootfof 2 period of 5 business days, and the
product of 8 per cent and the square root of Zfperiod of 20 business days.

Titel 3
Own estimates of volatility adjustments

Section 196
Own estimate of a volatility adjustment

The own estimate of a volatility adjustment for gvewn estimate of currency volatility
adjustment or every own estimate of market valuatiity adjustment is the product of

1. the volatility adjustment estimated by the instdntusing an appropriate method for
estimating volatility adjustments and

2. the adjustment for own estimates of volatility atjnents to the applied liquidation period
pursuant to section 197.

Section 197
Adjustment for own estimates of volatility adjustm=to the applied liquidation period

The adjustment for own estimates of volatility atjnents to the applied liquidation period,
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1. if the underlying liquidation period TM is greatdan the liquidation period used by the
institution in its internal risk management, is Hgpare root of the quotient of the underlying
liquidation period as the numerator and the ligticdaperiod used for the estimate as the
denominator,

2. otherwise, it is the square root of the quotienthefliquidation period used by the
institution in its internal risk management as inenerator and the liquidation period used for
the estimate as the denominator.

Section 198
Appropriate procedure for estimating volatility asjments

(1) *An appropriate procedure for estimating volatiifjustments shall meet the minimum
requirements laid down in subsections (2) to {8hprrelations between the unprotected
exposure, the financial collateral and/or excharages may not be taken into consideration in
estimating the volatility adjustments.

(2) *For debt securities which have an investment-gcaeit assessment from an eligible
ECAI, institutions may calculate the volatility adiment for every category of securftin
determining categories of securities, institutishall take into account the type of issuer, the
external credit assessment of the securities, tesidual maturity, and their modified
duration.*Volatility adjustment estimates must be represeraif the securities assigned to
a category by the institution.

(3) For debt securities having a non-investment graeeittassessment from an eligible
ECAI, and for eligible financial collateral which not in the form of debt securities pursuant
to subsection (2), the volatility adjustments maesicalculated for each individual item.

(4) *In determining the volatility adjustments, a 99&rgentile one-tailed confidence interval
and an effective historical observation periodtdéast one year shall be usédinstitutions
use weighting schemes or other methods, the eftectiservation period shall be at least one
year; if the weighted average time lag betweerotiservations and the reference point does
not fall below six months, the effective observatjieriod is at least one yedBaFin may, in
individual cases, set a shorter observation pefitis is justified by a significant upsurge in
price volatility.

(4a) Institutions must be able to establish whrethe data used lead to an understatement of
the volatility adjustment. If the data used leadmounderstatement of the volatility
adjustment, stress scenarios must be used.

(5) The data used for the estimate and, on that dhsigwn estimates of volatility
adjustments, shall be updated where there are iadatkanges in market prices, and at least
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quarterly.

(6) The volatility adjustment estimates must be usdtienday-to-day risk measurement and
management process, including the system of intexposure limits.

(7) The institution shall have established proceduregfsuring and reliably monitoring
compliance with its documented policies and costfot its own estimates of volatility
adjustments and for integrating such estimatesiiatask measurement and management
process.

(8) 'The institution’s procedures for calculating itsroestimates of volatility adjustments
shall be reviewed regularly by the institution’seimal audit unit’The following issues are to
be reviewed at least annually by internal audit:

1. the integration of own estimates of volatility astjments into daily risk measurement and
management,

2. the validation of any material change in the estiiomaprocess,

3. the verification of the consistency, timeliness$iatality and independence of the data
sources used for the estimate, and

4. the accuracy and appropriateness of the volagbgumptions.

Titel 4
Internal models-based volatility surcharges

Section 199
Option of using volatility surcharges subject te thternal Models approach

(1) *To calculate volatility surcharges for netting fimsis comprising non-derivative
transactions with remargining, an institution mag internal models-based volatility
surcharges pursuant to section 203 if it has alsig@itinternal model for determining volatility
surcharges pursuant to section Zdthe institution chooses to use internal modeisdal
volatility surcharges, it must do so on a consisée permanent basis.

(2) immaterial portions of all the netting positionsmarising non-derivative transactions
with remargining may be exempted from the constater of internal models-based volatility
surcharges’in accordance with section 190 (2), the institutiosy use own estimates of
volatility adjustments or supervisory market vaaurel currency volatility adjustments for
these immaterial portfolios.

(3) *An institution that uses a suitable internal mddadetermine volatility surcharges
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pursuant to section 200 may switch to using owimeges of volatility adjustments or
supervisory market value and currency volatilityjustments only for material reasons and
only upon permission from BaFifiThe institution must request permission for therinied
switch from BaFin, stating the reasons.

Section 200
Suitable model for determining internal models-lolagaatility surcharges

(1) A suitable internal risk measurement model withie@ mmeaning of section 313 (1)
sentence 1, whose scope of application at leagtrsdkie risk factors to be included in a
model to determine volatility surcharges, shalbppropriate for determining internal
models-based volatility surcharges if an institatiakes account of the transactions for which
it uses its internal risk measurement model tordates volatility adjustments when assessing
the accuracy of the risk measurement model purdoasdction 318.

(2) YIf an institution does not have a suitable interigd measurement model within the
meaning of section 313 (1) sentence 1, it may, &@a&f&n has recognised the suitability in
writing, use a model which meets the minimum reguients pursuant to sections 201 and
202 to determine internal models-based volatilischarges’BaFin shall confirm the
suitability of such a model at the institution'guest and on the basis of an audit pursuant to
section 44 (1) sentence 2 of the Banking Aiéa model which has been confirmed as
suitable no longer meets the minimum requiremeuntsyant to sections 201 and 202, BaFin
may revoke its confirmation of suitability.

Section 201
Qualitative minimum standards for a suitable inédémodel for calculating volatility
surcharges

The system which the institution uses to manades @sising from the transactions covered
by a netting agreement covering non-derivativedaations with remargining shall be
conceptually sound and integrated into the intepnatessesin particular, the following
conditions must be met.

1. The internal risk measurement model used for calimyg potential price volatility is
closely integrated into the daily risk managementess and serves as the basis for reporting
risk exposures to the institution's senior managgme

2. The institution has a risk control unit which isl@pendent of business trading units and
reports directly to senior management; this uradldie responsible for designing and
implementing the institution’s risk management egstit shall produce and analyse daily
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reports on the output of the risk measurement mawi@lon the appropriate measures to be
taken in terms of position limits.

3. The daily reports produced by the risk control @mé reviewed by a level of management
with sufficient authority to order reductions oflimidual positions taken and of overall risk
exposure.

4. The institution employs sufficient skilled stafaimed in the use of sophisticated models in
its risk control unit.

5. The institution has established procedures for toang and ensuring compliance with a
documented set of internal policies and controleceoning the overall operation of the risk
measurement system.

6. The institution’s models have a proven track readrceasonable accuracy in measuring
risks which can be demonstrated by backtestingtigut of the model in terms of forecast
versus actual changes in value using at least eaeof data.

7. The institution regularly conducts a programmetdss testing and the results of these
tests are reviewed by senior management and redléctthe policies and limits set by
management.

8. As part of its internal auditing process, the iogitbn subjects its risk measurement
system to an independent review, which must incha@é the activities of the independent
risk control unit and the business trading units.

9. The institution conducts a review of its risk magagnt system at least once a year.

10.The institution’s models meet the requirementséin sections 224 (6) and 317 (4).

Section 202
Quantitative minimum standards for a suitable imi&model for calculating volatility
surcharges

The calculation of the potential change in valualldte subject to the following quantitative
minimum standards.

1. The potential change in value shall be calculatddasst daily.
2. The calculation of the potential change in valumibe based on

a) a one-tailed 99th percentile confidence interval;
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b) a liquidation period of 5 days for securities refhase transactions and securities
lending or borrowing transactions and of 10 day=ntise, and

c) an effective historical observation period of adeone year.

3. The empirical data set used shall be updated ataemtervals, and at least quarterly or,
as appropriate, promptly.

’BaFin may set a shorter historical observationqgukifiit believes this is justified by a
significant upsurge in price volatility.

Section 203
Internal models-based volatility surcharge

The internal models-based volatility surchargdésdstimated potential change in value using
the previous business day’s model output.

Subdivision 3
Calculation method for unfunded credit protection

Section 204
Unfunded credit protection adjusted for mismatches

For any eligible unfunded credit protection, thedit protection amount adjusted for
mismatches assigned to an exposure is the profluct o

1. the portion of the value of the unfunded credittection assigned to this exposure
pursuant to section 205,

2. the maturity mismatch adjustment for this unfundestlit protection relating to this
exposure pursuant to section 186 and,

3. if there is a currency mismatch for this unfundeetldt protection relating to this
exposure, the difference between 1 and the curreoieyility adjustment pursuant to section
189.

Section 205
Value of eligible unfunded credit protection

The value of eligible unfunded credit protectidtif i
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1. has an upper limit, is the maximum amount,

2. is a guarantee that does not cover all types afneay the obligor is expected to make in
respect of the guaranteed position, it is the amm@ss the value of uncovered payments or
the maximum amount of the guarantee,

3. is a credit derivative where the credit events dbimclude the obligor restructuring his
payment obligation of the position for which thedit derivative is to be recognised,
involving forgiveness or postponement of principaderest or fees at the expense of the
protection-buying institution, where such restruictg results in a value adjustment or debit
to the profit and loss account for the protectiayibg institution,

a) if the sum of the assessment bases of all exposuragich the credit derivative is to
be recognised is not less than the amount to lekqrathe occurrence of a credit event, it
is 60 per cent of this amount,

b) otherwise it is 60 per cent of the sum of the asvesit bases of all exposures for
which the credit derivative is to be recognised,

4. is cash on deposit with a third-party institutiorbe recognised as other eligible funded
credit protection or a certificate of deposit of fhrotection-buying institution held by a third
party institution pursuant to section 169, it is ttominal amount of cash on deposit or the
certificate of deposit,

5. is a debt security to be recognised as other é&idimded credit protection pursuant to
section 171 which is repurchased on request bissuer,

a) itis its face value if the debt instrument woulila to be repurchased at its face value,
or

b) it is the value at which it would be recognisedjaserally eligible financial collateral
pursuant to section 155 (1) sentence 1 numbeth@ iflebt instrument would have to be
repurchased at market price.

%In all other cases, the amount to be paid to tbeeption-buying institution on the
occurrence of a credit default event is decisive.
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Division 4
Netting agreements

Subdivision 1
Eligible netting agreements

Section 206
Eligible netting agreements

(1) Eligible netting agreements which must meet theiregnents pursuant to subsection (2)
are netting agreements covering derivatives putdoasection 207, netting agreements
covering reciprocal cash balances pursuant tose208, netting agreements covering non-
derivative transactions with remargining pursuargdction 209 and cross-product netting
agreements pursuant to section 210.

(2) An eligible netting agreement may be recogniseg dnl

1. itis a bilateral netting agreement between antutgin and its counterparty with regard to
the included transactions,

2. itisin standard use either domestically or ind¢iomally or has been recommended for
use by a central association of credit institutjons

3. it ensures that, if insolvency proceedings areatat, only a single net amount is owed by
one party to the other from the netting of all wlaiand liabilities,

4. it gives the institution the right to terminate tlinsactions under the agreement
unilaterally with effect pursuant to number 3 iétbounterparty does not render the service
owed under an individual transaction, and

5. it contains no provisions which permit a non-detiagl party to make limited payments
only, or no payments at all, to the estate of #faulter if the defaulter is a net creditor.

(3) *To be recognised as eligible pursuant to subse¢®prihe institution must maintain the
necessary documentation to validate, in a legdlerige, the conclusion of the netting
agreement and the inclusion of the transactionsladed on this basis and must also have
satisfied itself of the legal validity of the agneent and of the transactions included therein
on the basis of an appropriate legal opinion drap/y an expert agency and, where a
foreign jurisdiction is concerned, by an expert amtependent agenc$The legal validity
must be kept under review in the light of possitilanges in the relevant lawghe effects of
eligible netting arrangements are to be factoréal lnoth the overall credit risk measurement
and management of each individual party to theraghtand the overall credit risk
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measurement and management of the institutinstitutions which apply eligible netting
agreements for risk mitigating purposes have tfil thie disclosure requirements of section
336.

(4) BaFin may deny institutions permission to recogmaisetting agreement if the
requirements set forth in subsections (2) or (3h@ections 207 to 210 are not met or if there
are grounds for doubting the legal validity of thiateral netting agreement.

Section 207
Eligible netting agreement covering derivatives

(1) An eligible netting agreement covering derivatiigany bilateral netting agreement
covering derivatives between an institution andasnterparty if the derivative CCR
exposures under this netting agreement, if theywegposures to the netting institution,
would be recognised exclusively as either CRSAtmos or exclusively as IRBA positions.

(2) *An institution shall report, on paper and electeatiy, its intention to calculate the net
assessment basis for derivatives pursuant to se2lib, taking into account a certain type of
netting agreement, to BaFin and the Deutsche Binaahds specifying the title of the netting
agreement and the legal opinion pursuant to se2én(3) sentence 1 and including any
existing updates; the institution is permitted ubmit subsequent updates solely
electronically if it so wishe€BaFin shall be sent a copy of the netting agreermi¢mer

directly or via a central association of creditiitgions. ®If the netting agreement specified in
sentence 2 is not written in German, BaFin mayestjthe submission of a translation
prepared by a publicly appointed translaf@his shall be without prejudice to section 23 of
the Act on Administrative ProceduregefwaltungsverfahrensgesgtzAt BaFin's request, the
institution shall submit to it the legal opinionrpuant to section 206 (3) sentence 1.

Section 208
Eligible netting agreements covering reciprocahdaalances

(1) An eligible netting agreement covering reciproasit balances is any bilateral netting
agreement which exclusively covers claims and alibgs between counterparties resulting
from the payment of cash and to be settled in cash.

(2) An institution shall report, on paper and electeatly, its intention to calculate the net
assessment basis for reciprocal cash balancesgmiiteusection 212, taking into account a
certain type of netting agreement, to BaFin andeetsche Bundesbank, specifying the title
of the netting agreement and the legal opinionymamsto section 206 (3) sentence 1 and
including any existing updates; the institutiopé&mitted to submit subsequent updates
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solely electronically if it so wishe8A copy of the netting agreement and legal opinion
pursuant to section 206 (3) sentence 1, includimgaaailable updates, shall be sent to BaFin
either directly or via a central association ofdirénstitutions *If the documentation

specified in sentence 2 is not written in Germaaf-iB may request the submission of a
translation prepared by a publicly appointed tratos| “This shall be without prejudice to
section 23 of the Act on Administrative Procedures.

(3) A netting agreement covering reciprocal cash ba&ssball be eligible only if the
institution

1. enjoys unrestricted use of the received cash amdbrdughout the term of the agreement
and these amounts cannot be unilaterally reposséysitne counterparty during the term of
the agreement,

2. can determine at any time the CCR associated halpaid cash amounts on a net basis,

3. can identify at any time those cash amounts tleasalbject to the netting agreement.

Section 209
Eligible netting agreement covering non-derivatnasactions with remargining

(1) An eligible netting agreement covering non-deri@tiransactions with remargining is
any bilateral netting agreement which

1. either exclusively covers non-derivative transadiwith remargining which are
securities repurchase transactions and securitiesromodities lending or borrowing
transactions, or exclusively covers non-derivatraasactions with remargining which are not
securities repurchase transactions and securittes@mmodities lending or borrowing
transactions, and

2. entitles the institution to regularly demand marigom the counterparty as soon as the
value of the institution’s relevant claims on tloaiterparty and the collateral posted by the
institution exceed the value of the institutioreéevant obligations to the counterparty and the
collateral posted by the counterparty, and thetuigin has the right to repossess from the
counterparty collateral posted within the framewofkon-derivative transactions with
remargining if and to the extent that the valuéhefposted collateral exceeds the value of the
protected obligations from the non-derivative tegt®ns with remargining by an amount
fixed in the netting agreement.

(2) If a netting agreement covers non-derivative tratisas with remargining assignable to
both the trading book and the banking book, thetuteon may recognise this netting
agreement in its entirety for calculating the rstessment basis for non-derivative
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transactions with remargining pursuant to sectibh @nly if exclusively eligible financial
collateral pursuant to section 155 has been resegnOtherwise, the institution may
recognise the netting agreement only if this ngtigreement splits up the non-derivative
transactions with remargining into those assigoeth¢ trading book and those assigned to
the banking book.

(3) If an institution intends to calculate the net asggent basis for non-derivative
transactions with remargining pursuant to sectibb, 2aking into account a certain type of
netting agreement, section 207 (2) shall applyatis mutandis

Section 210
Eligible cross-product netting agreement

(1) *A cross-product netting agreement excluding deisieatis any bilateral netting
agreement between an institution and a counterpdrigh covers claims and obligations

from non-derivative transactions with remarginingpther securities repurchase transactions
and securities or commodities lending or borrowtnagsactions and is not covered by section
209 (1) sentence 1 numberA. cross-product netting agreement including deiwestis any
bilateral netting agreement between an institudéiod a counterparty which covers claims and
obligations from derivatives and also claims anliigaltions from non-derivative transactions
with remargining as well as other securities repase transactions and securities or
commodities lending or borrowing transactioi@laims and obligations can also be a single
net amount pursuant to section 206 (2) numbersngrirom netting agreements pursuant to
sections 207 and 209.

(2) For the purposes of recognising reduced a weiglttirsgcross-product netting
agreement, the legal opinion pursuant to secti@(3Psentence 1 must invariably be drawn
up by a qualified and independent legal agefi€yan institution intends to calculate the net
assessment basis for cross-product netting posiparsuant to section 217, taking into
account a certain type of netting agreement, se@@8 (2) shall applynutatis mutandis

Subdivision 2
Net assessment bases for netting agreements

Section 211
Net assessment basis for derivatives

(1) 'The institution may opt, on a consistent and peenabasis, to calculate the net
assessment basis for derivatives for each netéhgmnprising derivatives
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1. in accordance with the SM pursuant to section 218,
2. subject to the permission of BaFin, in accordanitk the IMM pursuant to section 223,

3. pursuant to subsection (2) if the captured denresgtare recognised in accordance with
the marking-to-market method, or

4. pursuant to subsection (3) if the captured denreatiare recognised pursuant to the
original exposure method.

The consistent and permanent option may be exerdifferently for individual entities
belonging to a grougin the case of claims and obligations from trarisastthat are

included in a netting set from foreign exchangewdgives, the netting set comprising foreign
exchange derivatives is to be treated as a simghsaction®A netting set comprising foreign
exchange derivatives results from the netting tfeadfing obligations with claims arising
from forward foreign exchange transactions and @raidge transactions

1. that are included in the same eligible netting egrent concerning derivatives,
2. that are in the same currency and settled on te salue date, and
3. whose nominal value equals the existing claim &yrpent.

®Subject to section 220 (4) and section 222 (3)(&hdan institution that uses the IMM for
net assessment bases pursuant to section 21bfs-product netting sets including
derivatives pursuant to section 210 (1) sentenzetBe SM or the IMM for determining
assessment bases for derivative CCR exposuresgotiteusection 17, must use the same
method also for determining all net assessmenttfasélerivatives.

(2) UIf the derivative CCR exposures captured by aritééiqnetting set comprising

derivatives are recognised at the replacementoadstilated in accordance with the mark-to-
market method pursuant to section 18, the net sisgag basis for derivatives for each netting
set comprising derivatives is the sum of the deifee between the positive and negative
market values of the transactions included in #iéimg agreement (zero in the case of a
negative difference) plus the surchargéNegative market values from written option
positions which do not constitute derivative CCR@&ures pursuant to section 11 but are
included in the netting agreement underlying thigéimge set for derivatives may also be
recognised>Z shall be determined pursuant to Formula 7 of Arfhé&The market values

shall be determined each business day.

(3) !If the derivative CCR exposures captured from agiléé netting set comprising
derivatives are recognised at the replacementoadatilated in accordance with the original
exposure method pursuant to section 23, the nessis®nt basis for derivatives for each
netting set comprising derivatives is the sum efpihoducts from the claim calculated in
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accordance with the mark-to-market method fromdé@vative pursuant to section 21 and
the volatility adjustment resulting from Table 1f7Amnex 1 in accordance with the relevant
maturity of the transaction pursuant to sectiorid2all derivative CCR exposures captured
by the netting se€The market values shall be determined each busitesss

Section 212
Net assessment basis for cash balances

The net assessment basis for cash balances iigdoteshetting set comprising monetary
claims and debts is the sum of the maturity-adglstt assessment basis pursuant to section
213 and the currency mismatch surcharge pursua®cdioon 214 for this netting set.

Section 213
Maturity-adjusted net assessment basis for a igesgn

(1) 'For each netting set comprising cash balances acfureetting set comprising non-
derivative transactions with remargining, the miggeadjusted net assessment basis for the
netting set shall be determined as follofftst, all claims and obligations from the netting
set which have the same maturity date shall beeggged to subtotal¥-or each of these
subtotals, the net assessment basis is to be fdnoradhe difference between the sum of the
individual assessment bases for the claims andatiins."The procedure for determining
the individual assessment bases is based on wrathelaims would be CRSA positions or
IRBA positions if they were not included in the tireg agreement.

(2) *Each subtotal with a positive net assessment bastitutes an unprotected position in
the amount of its net assessment b&giach subtotal with a negative net assessment basis
constitutes a protection position in the absolmewant of its net assessment badfsa
protection position with a later maturity date éxi®r an unprotected position, a partial
amount of the protection position no higher thamnbt assessment basis of the unprotected
position is to be aggregated with this positiofoton a new unprotected positicfThe net
assessment basis of the remaining protection paosiis to be reduced by the amount of the
obligations which, if they were available as a potibn instrument, would not be eligible
protection instruments in a maturity mismatch parguo section 184Finally, where an
unprotected position with a positive net assesstoasis and a later maturity date exists for a
protection position with a net assessment bastaghwot equal to zero, a partial amount of
the protection position no higher than the quotaihe net assessment basis of the
unprotected position and the maturity mismatch stdpent for the protection position in
relation to the unprotected position is to be aggted with the latter to form a new
unprotected positiofThe maturity-adjusted net assessment basis isffeestice between

the sums of the net assessment bases of all remgainprotected positions and protection
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positions.

Section 214
Currency mismatch surcharge for a netting set

(1) 'In the case of a netting set comprising cash baknocfrom non-derivative transactions
with remargining, a surcharge shall be calculatedymant to subsection (3) for the net
amount of every currency that is not the nettingency.’The sum of the surcharges results
in the currency mismatch surcharge.

(2) The absolute difference between

1. the monetary claims and debts to be settled inrcammency in the case of a netting set
comprising cash balances, or

2. the market values of all transferred and receiwestisties denominated in one currency
plus the transferred and received monetary amonrlkss currency in the case of a netting
set comprising non-derivative transactions with asgming

is the net amount for this currency, converted threporting currency.

(3) The product of the net amount and the currencyt¥ibfeadjustment pursuant to section
189 for this currency results in the surchargelics currency.

(4) The netting currency is the currency stipulatednreligible netting agreement in which
the net claim or obligation arising from the naftimust be settled.

Section 215
Net assessment basis for non-derivative transactigih remargining

(1) If an institution has chosen neither the optiocatulating internal models-based
volatility surcharges for netting sets comprisirggn+derivative transactions with remargining
nor the option pursuant to subsection (4), theasséssment basis for non-derivative
transactions with remargining shall be the sunhefrhaturity-adjusted net assessment basis,
the currency mismatch surcharge and the markeewallatility surcharge for each of the
types of securities in this netting set, provideat the sum is positive, otherwise it shall be
zero.

(2) If an institution has chosen the option of caldainternal models-based volatility
surcharges for netting sets comprising non-desedtiansactions with remargining, the net
assessment basis shall be the sum of the matuljilgtad net assessment basis and the
internal models-based volatility surcharge for tiesting set, provided that this sum is
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positive, otherwise it shall be zero.

(3) If netting sets have been excluded from the apipdicaof internal models-based volatility
surcharges as immaterial pursuant to section 19%h@ir net assessment basis shall be
determined pursuant to subsection (1).

(4) *'Subject to BaFin's permission, an institution mpj; on a consistent and permanent
basis, to calculate the net assessment basisttorgisets comprising non-derivative
transactions with remargining in accordance with M. *The consistent and permanent
option may be exercised differently for individeaitities belonging to a groufSubject to
section 220 (4) and section 222 (3) and (4), atitit®n that uses the IMM pursuant to
section 17 for calculating assessment bases fodeamative transactions with remargining,
for other repurchase transactions and securitiesrmmodities lending or borrowing
transactions or for net assessment bases pursus@ttion 217, must also use the IMM for
determining all net assessment bases for non-diméviaansactions with remargining.

(5) In addition to eligible financial collateral pursuao sections 155 and 156, eligible trading
book collateral pursuant to section 157 may alscebegnised for calculating the net
assessment basis pursuant to subsections (Ind4%a provided that the netting agreement
refers exclusively to transactions that are assilgnia the trading book of a trading book
institution.

Section 216
Market value volatility surcharge for securitiesaimetting set

(1) “The market value volatility surcharge for secusitiie a netting set comprising non-
derivative transactions with remargining is the safrthe products of the market value
volatility adjustment and the net market valuedach of the security types of this netting set.
The net market value for a given security typdesabsolute difference between the sum of
the market values of the transferred securitighisftype and the sum of the market values of
the received securities of this type, converted the reporting currency.

(2) For a netting set comprising non-derivative tratieas with remargining, the market
value volatility adjustment for securities is

1. the supervisory market value volatility adjustmpuatsuant to section 192 for this type of
security unless an institution has opted to use wolatility adjustments or this netting set
belongs to the immaterial portion of all the pasis for which the institution uses own
volatility adjustments,

2. otherwise it is the own volatility adjustment fbetsecurities in the netting set belonging
to this type of security.
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(3) A type of security means securities

1. which are issued by the same natural or legal perso

2. whose maturity starts on the same day and endseosaime day,

3. which have the same contractual or statutory temasconditions of issue, and

4. which either are all repurchase transactions aodrges lending or borrowing
transactions or which are all not such transactions

5. which, where the institution uses own volatilityjugtments, have the same liquidation
period that is used by the institution in its imirrisk management pursuant to section 197.

Section 217
Net assessment basis for cross-product netting sets

As soon as an institution recognises a cross-ptatkiting set, its net assessment basis is to
be determined pursuant to the IMM following perraasby BaFin.

Section 218
Net assessment basis pursuant to the SM

(1) 'The net assessment basis is to be calculated selpdoa each netting set pursuant to
Formula 8 of Annex ZEach derivative CCR exposure that is not includea netting set
with other CCR exposures, including posted or neafinancial collateral, constitutes a
netting set by itselfThe assessment basis for this CCR exposure istisssessment basis
pursuant to the SMThe inclusion of posted collateral is permittedydfithe collateral
arrangement fulfils the minimum requirements punsta section 206 (2) numbers 3 to 5
regarding the included transactions and posteateotl.°"Received financial collateral may
be included in the calculation only if it is eliggb®Financial collateral received that is
recognised pursuant to the SM may not be recogmisedvhere for the purpose of reducing
the capital charge.

(2) 'The derivative CCR exposures must be split intor8ki positions pursuant to section
219.?These SM risk positions are to be uniquely assigaehe risk categories pursuant to
column 1 of Table 26 of Annex iIn this case, posted and received financial cobihie also
to be assigned to the risk categories as SM riskipns. Written option positions which do
not constitute derivative CCR exposures pursuasettion 11 but are included in the netting
agreement underlying the netting set for derivativey also be recognised.

(3) 'The relevant amount for each SM risk position ibeadetermined pursuant to
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section 220°If the relevant amount of a risk position consgtia delivery or payment claim
for the institution, this is indicated by a plugrsi and if it constitutes a delivery or payment
obligation, this is indicated by a minus sign.

(4) Received financial collateral shall be recogniséith & plus sign, posted financial
collateral with a minus sign.

(5) The SM risk positions that belong to one nettingase to be aggregated with their
relevant amounts to form hedging sets pursuargdban 221.

Section 219
Splitting into SM risk positions

(1) 'SM risk positions are the underlying instrumentshef derivative CCR exposures
(underlying legs) and/or the cash flows linked ¢oivhative CCR exposures (payment legs).
%Interest-rate-related underlying legs and paymems tonstitute SM interest rate risk
positions.

(2) An institution may disregard SM interest rate m&lsitions in payment legs with a
residual maturity of less than one year.

(3) If an SM interest rate risk position is denominated foreign currency, an additional SM
risk position shall be recorded in this foreignreacy.

(4) 'Received financial collateral is recognised as BiriSk position which constitutes a
delivery or payment claim on the counterparty thatue today’Posted financial collateral is
recognised as an SM risk position which constitatéglivery or payment obligation to the
counterparty that is due today.

Section 220
Relevant amounts of SM risk positions

(1) 'In the case of SM risk positions in derivative C&osures with a linear risk profile, it
is the current market values of the underlyingriumsients that are relevant for non-interest-
related underlying legéln the case of SM interest rate risk positionsjestito subsection
(2), the relevant amount is the current marketeslor present values of the underlying
instruments or cash flows multiplied by the respecinodified duration®in the case of SM
risk positions in derivative CCR exposures withoatinear risk profile, the amounts
mentioned in sentences 1 and 2 are to be deltaltesig

(2) In the case of SM risk positions in underlying Iégsn credit default swaps, the relevant
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amount is the nominal value of the liability of tteference unit multiplied by the residual
maturity in years of the credit default swap.

(3) In the case of SM risk positions in financial ct#lal, subsection (1) appliesutatis
mutandis

(4) YIf the institution cannot determine the delta factod/or the modified duration for
individual SM risk positions, BaFin shall determiihe relevant amount and the risk factor
pursuant to column 2 of Table 26 of Annex 1 for &M risk positions in question or shall
request the institution to determine the assesshesis for the derivative CCR exposure
pursuant to the mark-to-market methtthese SM risk positions may not be included in
eligible netting agreements.

Section 221
Assigning SM risk positions to hedging sets

(1) Each SM risk position constitutes a separate hgdggh unless it is to be aggregated with
other SM risk positions to a hedging set pursuaisubsections (2) to (5).

(2) The SM interest rate risk positions assigned fogaegory 1 pursuant to Table 26 of
Annex 1 are to be assigned to one of the six adeesnding on the maturity and type of their
underlying reference interest rate pursuant tod aflof Annex 12The SM interest rate risk
positions in each of the cases in Table 27 of Arfhernstitute a hedging set provided that
they are denominated in the same currency.

(3) A separate hedging set is to be formed for ea@erte obligor of an underlying leg
from a credit default swapNth-to-default credit default swaps shall be trdats follows:

1. The size of the risk position from an undendyiag in a basket underlying an nth-to-
default credit default swap is the notional valfighe liability of the reference unit multiplied
by the modified duration of the nth-to-default atetefault swap with respect to a change in
the credit spread of the reference unit.

2. For each underlying leg in a basket underlamgven nth-to-default credit default swap,
a separate hedging set shall be formed. Risk pasifrom different nth-to-default credit
default swaps shall not be included in the samegihgdset.

3. For each hedging set formed for an underlyiggoliean nth-to-default credit default
swap, the risk factor is 0.3 for underlying legatthave received a credit assessment
corresponding to credit quality steps 1 to 3 frore@gnised ECAI and 0.6 for other
underlying legs.

(4) *A separate hedging set is to be formed for eadgabdf an SM interest rate risk
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position whose specific risk pursuant to sectio @@uld have to be recognised with a
weight of more than 1.6 per cefilotwithstanding subsection (3), SM risk positions i
underlying legs from credit default swaps are &tsbe assigned to the separate hedging set
pursuant to sentence 1 if their reference obligadentical to the obligor pursuant to sentence
1.

(5) 'SM risk positions other than SM interest rate pskitions may be assigned to the same
hedging set only if they have the same underlyingricial instruments, commaodities or
precious metal€Notwithstanding this, the following may each be reggted within one
hedging set:

1. SMrisk positions in equities of the same issuer,

2. SM risk positions in delivery rights or obligatiofts electric power, provided that they
refer to the same peak or off-peak load time irgkwithin any 24-hour interval,

3. SMrisk positions in commaodities which refer to #ame commodity, and
4. SM risk positions in precious metals which refetite same precious metal.

%Indices may not be aggregated within one nettingosgther with the financial instruments,
commodities or precious metals included in themrbust each be assigned to a separate
hedging set.

Section 222
Use of the IMM

(1) *An institution may use the IMM only after obtainipgrmission from BaFirfPermission
may be granted only if BaFin has established thgtition's compliance with the minimum
requirements pursuant to section 224, based ondihursuant to section 44 (1) sentence 2
of the Banking Act®For the purpose of a partial use of the IMM pursuarsubsections (3)
and (4), BaFin may grant a corresponding restriperhission?Following permission by

BaFin, an institution must use the IMM permanerﬁMateriaI changes and extensions to the

IMM require renewed permissio?Significant and insignificant changes do not regair
renewed suitability examination but must be natifie writing to BaFin and the Deutsche
Bundesbank; significant changes have to be coaetinaith BaFin prior to the use of the
amended IMM.

(2) YIf an institution no longer meets the requirementssuant to section 224, it must inform
BaFin and the Deutsche Bundesbank promptly and

1. present a plausible plan showing how it will beeatol meet the requirements again in a
timely manner and implement this plan on time, or
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2. demonstrate that the effects of non-compliancenaneaterial.
Otherwise, BaFin may revoke the permission for IM#&.

(3) An institution may permanently exclude CCR exposuaed netting sets that are of lesser
importance with reference to their assessment lmssst assessment bases from IMM use.

(4) *The institution may include the assessment or segssment bases of positions in the
IMM in sequential stages only on the basis of aegponding plan and with BaFin's
permission®BaFin shall grant permission only in cases whereterial part of the positions
specified in sentence 1 are already included whenMM is first used and the other
positions are captured according to the IMM withireasonable timeframe, subject to
subsection (1).

(5) *An institution that uses the IMM to determine assesnt bases or net assessment bases
of netting sets may switch to a different approfactthese positions only if there are material
reasons for doing so and only following permisdigrBaFin.?The institution must request
permission for the intended switch from BaFin,istathe reasons.

Section 223
Net assessment basis according to the IMM

(1) *For IMM purposes, each CCR exposure that is ndtadéez in an eligible netting set
constitutes an own netting séfthe assessment basis for this CCR exposure istits n
assessment basis according to the IMM.

(2) 'The net assessment basis according to the IMMeiserage of the effective expected
exposure value of the distribution of the positivarket values weighted pursuant to
subsection (6) and multiplied by a factor to beed®ined pursuant to subsection (7).
“Notwithstanding this, an institution may, subjecBaFin's permission, use calculation
measures that lead to higher net assessment bases.

(3) 'The net assessment basis must be determined s#p#oatach netting set-or this
purpose a model is to be used that estimates sh@bdition of future positive market values

of the netting set as the result of changes in mepk'ces?lf the negative simulated market
values of the individual netting sets are set to ne the estimation of the distribution of the
positive market values, all netting sets with ggrcounterparty may be treated as a single
netting set.

(4) *In addition to financial collateral posted and iieed as part of non-derivative
transactions with remargining, the model may akgature the market values of further
financial collateral posted and eligible finanaallateral received in connection with the
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netting set?The inclusion of posted collateral pursuant toeeece 1 is permitted only if the
collateral arrangement meets the minimum requirgsnamrsuant to section 206 (2) numbers
3 to 5 regarding the included transactions andegbsollateral*Financial collateral received
that is recognised according to the IMM may notdmognised elsewhere for the purpose of
reducing the capital charg®&Vritten options which do not constitute derivati’€R
exposures pursuant to section 11 (1) number I igtjdout are included in the netting
agreement underlying the netting set for derivativey likewise be recogniseif the
transactions included in the IMM are subject to aegming and the institution's model is able
to capture this, future posted and received colateargins are to be included in addition to
future changes in market val(#.the model cannot capture these, the institutiorst either
not recognise them or recognise the threshold uh@emargin agreement plus an add-on as
the net assessment basighis add-on is, starting from a current positive@sure of zero, the
expected increase in the positive market valubdefietting agreement from the time of the
last margin payment to when the existing transastigith the counterparty would terminate
and be closed out upon the latter's def8lritthis case, a floor of five days applies to this
period for netting sets that solely comprise nonva¢ive transactions with daily remargining
and revaluations and ten days for all other netgtg.

(5) 'To establish the effective expected exposure ofltsteibution of the positive market
values, the institution must first determine aesof sequential points

1. during the year beginning on the day the net asss#sbasis is calculated, or

2. if the residual maturity of all transactions of thetting set is less than a year, during the
period beginning on the day the net assessmert isasalculated and ending on the due date
of the transaction with the longest residual maguri

’The start and the end of the period must each itatesone of the points, while the
institution shall determine the other points suddt they adequately reflect the time structure
of cash flows and maturities of the transactiomtudied in the IMM and also mirror the
materiality and composition of the netting séThe effective expected exposure of the
distribution of the positive market values is todsermined for each of these poiriEhe
effective expected exposure of the distributiothef positive market values on the day the net
assessment basis is calculated is the curreniyesitposure®For every subsequent point,
the effective expected exposure of the distributibthe positive market values is either the
respective expected exposure of the distributiothefpositive market values at this point or,
if this is greater, the effective expected exposire distribution of the positive market
values of the immediately preceding point.

(6) 'The weighted average of the effective expected sxmoof the distribution of the

positive market values is determined by weightingrg effective expected exposure of the
distribution of the positive market values with tirae period between the point in time for
which this effective expected exposure of the tigtion of the positive market values was
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determined and the immediately preceding poinintetin the seriesThe effective expected
exposure of the distribution of the positive mankaues on the day the net assessment basis
is calculated is counted as one day in the weightin

(7) 'The weighted average of the effective expected sxygoof the distribution of the
positive market values shall be multiplied by thetbr 1.4, subject to sentence 2.
“Notwithstanding sentence 1, an institution may ritsewn estimate for this factor, subject
to a floor of 1.2, following permission by BaFiiT.he factor is to be estimated by the
institution by dividing the internal capital fordlCCR of the netting sets, based on a full
simulation across all counterparties, by the irdeoapital determined on the basis of the
weighted average of the expected exposure of gtaldition of the positive market values.
“In the denominator of this division, the weightegrmge of the expected exposure of the
distribution of the positive market values is toused as if it were a fixed outstanding
amount>The institution shall demonstrate that its interegpital in the numerator of the
equation captures material sources of stochagpierdtency of the distribution of market
value of individual transactions, financial colli@keor hedging sets as well as the granularity
of the hedging setélf the market value distribution is dependent onnterparty credit risks,
the choice of volatilities and correlations of tharket prices used in the joint simulation of
market and counterparty credit risks must refleteptial increases in volatilities and
correlations in the event of an economic downt(iFhe institution must ensure that the
numerator and denominator of the division are cdeygbin a consistent fashion with respect
to the modelling, parameter specifications andfptotcomposition®The approach used
shall be based on the internal capital allocati@nwell documented and subject to validation.
Persons who are directly involved in developingittiernal model must not be prominently
involved in validation!®The institution must review its estimate at leasanterly.**The
frequency of the reviews is to be increased appatgly if the composition of the portfolio
varies over time*?The institution shall also assess the model risk.

Section 224
Minimum requirements for using the IMM

(1) 'Before using the IMM, the institution shall demaagt that it has been using a model to
calculate the distributions of future positive metrikalues, on which the calculation according
to the IMM is based, that broadly meets the minintequirements for at least one year prior
to authorisation by BaFiAThis requirement shall also be deemed to be ntkéifnstitution

has used other measures for measuring the creklianising from those types of risk
positions for which the institution wants to use tNMM which are based on the distribution

of replacement costs generated by the same model.

(2) “The model used for the IMM shall employ current keadata to compute current
exposures’When using historical data to estimate volatilitglaorrelations, at least three

199 of 306



Section 224

years of historical data shall be used and shaligaated quarterly or more frequently if
market conditions warrant thidf the model is based on market data that are asedproxy

for non-existent historical data, internal rulesstegulate which market data are recognised
as suitable proxieéMoreover, the institution shall demonstrate emplticthat these market
data provide a conservative representation of tliendying risk under adverse market
conditions.

(3) 'The internal model that is used to determine th&ibiutions of future positive market
values must be an integral part of the institu@®cision-making process for lending, for
credit risk management, internal capital allocationl corporate governané&he institution
must at least measure and manage the expecteduegmdshe distributions of future positive
market values and its current positive exposuna fderivatives as well as non-derivative
transactions with remarginingThe current positive exposure must be measuredgrotis

and net of collateral receivelin the case of non-derivative transactions withaegiming as
well as other repurchase transactions and seaudatieommodities lending or borrowing
transactions, an institution may refrain from theasurement net of collateral received.

(4) Section 317 (4) shall apphutatis mutandis

(5) *The forecasting quality of the distributions oftfte positive market values shall be
reviewed regularly on a number of representativengeagreements using static back-testing.
%If back-testing shows that the model used for MM lis not sufficiently accurate, BaFin

may revoke its authorisation for it to be used.

(6) ‘Every exposure shall be monitored over the lifalbéontracts in a netting séThe
institution shall have procedures in place to idgr@nd control the risks for counterparties
where the exposure extends beyond the one-yeaomofThe forecast increase in exposure
shall be an input into the institution’s internapdtal allocation model.

(7) 'The institution shall have in place stress-tesiraresses for use in the assessment of the
adequacy of the internal capital allocation fordireisk arising from derivatives as well as
from non-derivative transactions with remarginiffgor this purpose, the institution must
subject the expected exposure of the distributadrigture market values to strict and routine
stress tests by means of a simultaneous variafioratket and credit risk factors.

(8) 'The institution must adequately recognise expodina@sgive rise to a significant degree
of general wrong-way riskGeneral wrong-way risk is the correlation betwéen t
counterparty’s PD and general market risk factors.

(9) *The institution shall have procedures in place amitor cases of specific wrong-way risk
throughout the life of the transactid@pecific wrong-way risk occurs when, owing to the
type of transactions with a certain counterpatig, D of this counterparty and the future
replacement costs of the transactions with the teoparty are positively correlated.
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(10) The internal audit unit shall review compliancetwtiie requirements pursuant to
subsections (2) to (9) regularly, and at least angear.

Chapter 6

Securitisations

Divison 1
Scope of application of the securitisation prowisiodefinitions

Section 225
Target groups

(1) *An institution that is the originator, investorsponsor of a securitisation transaction
must determine risk-weighted exposure amountslfaf &s securitisation positions.
’Notwithstanding sentence 1, no risk-weighted exposmount has to be determined for
securitisation positions which the institution deduduring the calculation of its available
modified capital pursuant to section 10 (6a) nuntbef the Banking ActAn institution that
is the originator of a securitisation transactioes not have to recognise any risk-weighted
exposure amount for the securitisation positionsriggng to this securitisation transaction if
it does not claim any reduction in the capital geafrom this securitisation transaction.

(2) An institution must comply with the disclosure silgursuant to section 334 for each
securitisation transaction it recognises pursuastbsection (1).

Section 226
Securitisation transaction

(1) (Repealed)

(2) A securitisation transaction involving the transbéexposures (true-sale securitisation) is
defined as the legal transfer of a securitisedfplastby an originator.

(3) A securitisation transaction not involving the s#er of exposures (synthetic
securitisation) is defined as the transfer of tlkRGrom a securitised portfolio by an
originator through the use of guarantees, credivatves or eligible financial collateral,
without legally transferring the securitised politio

(4) *For an institution, a CRSA securitisation transatis any securitisation transaction
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whose securitised portfolio, measured in term$iefassessment bases, consists mostly of
CCR exposures which,

1. if the institution is deemed to be the originatbthe securitisation transaction, are CRSA
exposures, or,

2. if the institution is deemed to be the sponsoneestor of the securitisation transaction,
as CCR exposures of the institution would not dtutst IRBA-compatible exposures
pursuant to sentence 2.

|IRBA-compatible exposures within the meaning ofteseoe 1 number 2 are exposures
which, as CCR exposures of the institution, wolddRBA exposures or, where the
institution would have to apply the Internal Assesat Approach pursuant to section 259 if
the exposure were classified as an IRBA securitisatansaction, would have to be assigned
to the same IRBA exposure class as CCR exposutée aistitution which are IRBA
exposures.

(5) For an institution, an IRBA securitisation transactis any securitisation transaction that
is not a CRSA securitisation transaction and foicWlit is deemed to be the originator,
sponsor or investor.

Section 227
CRSA and IRBA securitisation positions

(1) *An institution that completely, or proportionatétya non-subordinate fashion,
guarantees or hedges securitisgimsitions shall treat the risk exposure createthlsy
guaranteed or hedged securitisation position agytineither of the latter were held directly.

(2) (Repealed)

(3) A CRSA securitisation position is any securitisatpmsition that is part of a securitisation
tranche belonging to a CRSA securitisation transact

(4) An IRBA securitisation position is any securitigattiposition that is part of a
securitisation tranche belonging to an IRBA se@ation transaction.

(5) A partially collateralised CRSA securitisation gasi is any CRSA securitisation position
with the exception of securitisation positions st to subsection (1) sentence 2 number 3
to which eligible unfunded credit protection punsugp section 162 or eligible financial
collateral pursuant to section 154 (1) sentencember 1 is assigned and for which an
unprotected partial exposure value pursuant tosedD (4) sentence 2 remains after
recognising the unfunded credit protection andl@kgfinancial collateral according to the
Financial Collateral Simple Method pursuant to isecp41.
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(6) A partially collateralised IRBA securitisation ptisn is any IRBA securitisation position
with the exception of securitisation positions piarst to subsection (1) sentence 2 number 3
that is collateralised by eligible unfunded cregabtection or by eligible financial collateral
pursuant to section 154 (1) sentence 1 numbebg tecognised at its volatility-adjusted
value for financial collateral pursuant to secti@y and for which an unprotected partial
exposure value pursuant to section 254 (5) sen2mnemains after recognising the unfunded
credit protection and the eligible financial codledl to be recognised at its volatility-adjusted
value for financial collateral assigned to it.

Section 228
Securitised portfolio

(1) (Repealed)

(2) When following one of the approaches pursuant ¢tiae 243 (2) to (4) or section 260,
notwithstanding subsection (1) an institution may, on a consistent and permanent basis for
a securitisation transaction, to disregard CCR sups in a securitised portfolio that were
incurred by the ancillary business of this secsaiion transaction specified in subsection (3).

(3) The following constitute ancillary business witlive meaning of subsection (2):

1. alternative investments if the resulting paymeatrak are not subordinate and the
securitisation position is either part of a secsation transaction for which there is a credit
assessment pursuant to sections 235 to 237 feastt dne securitisation tranche or
compliance with the following requirements is cactually ensured;

a) the payment claims resulting from the alternativeestments may only be exposures
to counterparties whose unprotected payment omiggtvould have to be assigned as
CRSA positions to one of the CRSA exposure cla€sgdgral governments, Institutions or
Corporates;

b) in the case of a CRSA securitisation transactios counterparty of the payment claim
resulting from an alternative investment must havelevant issuer credit assessment
pursuant to section 45 (1) number 2 from an elggbCAI; this issuer credit assessment
must be prudentially mapped to one of the credifigusteps 1 to 2 pursuant to section 26
number 1 letter (a) in the case of assignmentddRSA exposure class Central
governments, pursuant to section 29 number 3 icdke of assignment to the CRSA
exposure class Institutions or pursuant to se@®number 1 letter (b) in the case of
assignment to the CRSA exposure class Corporates;

c) inthe case of an IRBA securitisation transacttbere must either be an issuer credit
assessment pursuant to section 45 (1) number 2droetigible ECAI which meets the
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requirements pursuant to letter (b), or the foreB&sdetermined by the institution
pursuant to section 88 shall not be higher tharhitjeest one-year PD of a specific credit
assessment that meets the requirements for relsguar credit assessments as stipulated
in letter (b);

2. derivative CCR exposures pursuant to section 1kdB)ence 2 number 1 of the Banking
Act, provided that no claim for compensation fog tharket price-based claim pursuant to
section 21 from the derivative or netting situatiowolving such a claim has arisen for any of
the counterparties to these derivatives, and peavitie issuer of the securitisation position
may be exposed via these derivative CCR exposuresumterparty CCR exposures from
derivatives only to counterparties for which, ie ttase of a CRSA securitisation transaction,
the requirements stipulated in number 1 lettersa) (b) and, in the case of an IRBA
securitisation transaction, the requirements stijgal in number 1 letters (a) and (c) are met.

(4) Notwithstanding subsection (1), when following ari¢he approaches pursuant to section
243 (2) to (4) or section 260, an institution mérelgard CCR exposures in the securitised
portfolio where it is contractually ensured thaithCCR can no longer be realised at the
expense of this securitisation position.

(5) *Notwithstanding subsection (1), when applying sec49 (1) and (3) sentence 1 or
section 263 (1) to determine the maximum risk-wegdrexposure amount for the purpose of
calculating the risk-weighted exposure amountsexebcted loss amounts, an institution
need only recognise pursuant sentence 2 the CCésargs within the meaning of subsection
(3) number 1 contained in the securitised portf@sioall securitisation positions belonging to
a securitisation transactiofhe CCR exposures within the meaning of subse¢8pnumber

1 contained in the securitised portfolio shall,

1. when calculating risk-weighted exposure amountsymamt to sentence 1, be recognised
as the product of their exposure value and theageerisk weight, or

2. when calculating expected average loss amountsigir$o sentence 1, be recognised as
the product of their exposure value and the aveeagected loss

of those CCR exposures of the securitised porttbld are neither alternative investments
within the meaning of subsection (3) number 1 mamilkary business within the meaning of
subsection (3) number 2 excluded pursuant to stibeg@).

(6) Notwithstanding subsection (1), an institution noissregard CCR exposures contained in
the securitised portfolio within the meaning of settion (3) number 2 for all securitisation
positions belonging to a securitisation transacimothe following cases:

1. when calculating the risk-weighted exposure amoantsthe expected loss amounts if the
institution applies the provisions of section 2494nd (3) or of section 263 (1) for
calculating the maximum risk-weighted exposure amtou
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2. when calculating the IRBA securitisation risk weiglirsuant to section 258 for an IRBA
securitisation position recognised according toSbpervisory Formula.

Section 229
(Repealed)

Section 230
Securitisation liquidity facility

(1) (Repealed)
(2) A securitisation liquidity facility is deemed to leégible if

1. the circumstances under which the facility may tanah are specifically defined in the
documentation on which it is based,

2. the facility cannot be drawn to finance CCRs alygadurred at the time of the draw, in
particular for financing exposures in default oyimg exposures at above their market value,

3. itis not used to provide permanent or regular flngaf the securitised portfolio,

4. the repayment of amounts drawn on it is not sulpateito any claims other than those
arising from securitisation positions pursuanteot®n 1b (3) sentence 2 number 1 of the
Banking Act, regular fees or other such paymemid,their repayment is not subject to a
waiver of claims or a deferral,

5. it may no longer be drawn after its subordinatelitrenhancements are exhausted, and

6. its available amount is automatically reduced leydmount of the CCR exposures that
are deemed to be in default after the transacéind,at least by the amount of the CCR
exposures of the securitised portfolio that areentban 90 calendar days past due or, if the
securitised portfolio includes CCR exposures forchitredit assessments are available from
eligible ECAIs, it contains a provision which autatically terminates the possibility of
drawing on the facility as soon as the averageitcgelity of the securitised portfolio falls
below investment grade.

Section 231
Additional definitions in connection with secur#t®ons

(1) (Repealed)
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(2) *A securitisation special-purpose entity is an @rise whose unprotected payment
obligations, as a CRSA position, would not be as=iigto the CRSA exposure class
Institutions and that was set up for the sole psepaf carrying out one or more securitisation
transactions with the intention of isolating thdigdtions of the securitisation special-purpose
entity from those of the originator and whose shalders have the right to pledge or
exchange their interests in the securitisationisp@eirpose entity without restrictiofithe
activities of the securitisation special-purposgtgmre limited to those appropriate to
accomplishing that objective.

Division 2
Requirements for institutions that are deemed ttheeriginator or sponsor of
securitisation transactions

Section 232
Minimum requirements for significant and effectivek transfer

(1) An institution that is deemed to be the originaiba securitisation transaction can
achieve a reduction in the capital requirementsiftiois only if the securitisation transaction
provides an effective transfer of risk and

1. the institution recognises all the securitisatiogipons it holds in this securitisation
transaction either with a risk weight of 1,250 pent when calculating the total capital charge
for counterparty risks or, pursuant to section 285¢eductible securitisation positions in the
deduction amount for securitisation positions, or

2. the risk transfer is regarded as significant witihi@ meaning of subsection (2).
(2) *A significant risk transfer is usually deemed topbevided if

1. the ratio of the sum of the risk-weighted exposammunts for the securitisation positions
in the relevant mezzanine securitisation trancleds by the institution to the sum of the risk-
weighted exposure amounts for all relevant mezzasaturitisation tranches belonging to
this securitisation transaction is not greater th@per cent or

2. the originator in a securitisation transaction withrelevant mezzanine securitisation
tranches does not hold more than 20 per centrrimstef the exposure value, of the first-loss
position of this securitisation transaction and damonstrate that the exposure value of the
first-loss position substantially exceeds the etgubfoss on the securitised exposure.
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’In a specific instance, BaFin may decide, evenghdbe preconditions of sentence 1 are
provided, that the possible reduction in the cap&quirements through the securitisation

transaction which the originator would achieveas jastified by a significant risk transfer to
third parties and may, for that reason, deny tigirator the right to claim a reduction in the

capital requirement§]’he relevant mezzanine securitisation tranchessetaritisation
transaction are the securitisation tranches iridh@wing interval whose securitisation risk
weight is less than 1,250 per cent; the intenatsiwith the securitisation tranche that carries
the risk of first losses and ends exactly one segaftion tranche below the securitisation
tranche which

1. is the most senior securitisation tranche o #ieicuritisation transaction, or

2. for which there is either a relevant credit asseent from an eligible ECAI which, in
supervisory terms, is assigned to

a) credit quality step 1, if it is a CRSA secusdtisn transaction, or

b) credit quality step 1 or 2 in an IRBA securitisa transaction.

*A first-loss position within the meaning of sentericnumber 2 is any securitisation tranche
to which a securitisation risk weight of 1,250ase applied or which can be recognised in
the deduction for securitisation positions pursuargection 265.

(2a) The institution may also furnish proof to BaFintleé existence of significant risk

transfer in other cases than those mentioned isestion 2 sentence 4To this end, the
institution must have policies and methodologieplate which ensure that the reduction in
the capital requirements which the originator dredititution intends to achieve is justified

by a commensurate transfer of CCR to third parfiBise institution must demonstrate, in
particular, that the transfer of CCR to third pestis also recognised for purposes of the
institution’s internal risk management and intercegbital allocation.

(3) An institution that is deemed to be the originaiba securitisation transaction involving
the transfer of exposures may disregard CCR expesnrthe securitised portfolio when
calculating the total capital charge for countetypasks and the expected loss amount
pursuant to section 104 if a significant risk tf@ngursuant to subsection (2) is assured and
the following minimum requirements for an effectigk transfer are met.

1. The documentation of the securitisation transaatdiects the economic substance of the
transaction.

2. The CCR exposures transferred by the instituticthéosecuritised portfolio are put
beyond the reach of the institution and its credijtocluding in the event of the institution's

207 of 306



Section 232

insolvency or in the event of individual executmmthe exposures, which shall be supported
by the opinion of a qualified legal counsel.

3. The securities issued do not represent paymergatldins of the institution.

4. The CCR exposures transferred by the institutiathéosecuritised portfolio are legally
transferred to a securitisation special-purposiyemt another entity.

5. The institution does not maintain effective or nedi control over the CCR exposures
transferred to the securitised portfolio; the itgidbn shall be deemed to maintain effective
control, in particular, if it has the right to repbase transferred CCR exposures from the
transferee in order to realise associated berwfifst is obligated to reassume risk that was
transferred.

6. A contractually agreed right granted to the insitituto prematurely repurchase or redeem
securitisation positions or a securitised portfalgosoon as the outstanding CCR exposures of
the securitised portfolio fall below a certain amb(clean-up call option) shall be deemed not
to contravene an effective risk transfer only & ttlean-up call option may solely be exercised
at the discretion of the institution and only ietamount of the securitised portfolio does not
exceed 10 per cent of its original value; the cleprcall option is not structured to avoid
allocating losses to securitisation positions gorovide credit enhancement.

7. Other than in the case of a creditworthiness-rdlatgly amortisation provision, the
documentation of the securitisation transactiorsdu# contain a clause that requires the
institution to improve securitisation positionghe credit quality of the securitised portfolio
deteriorates, in particular by altering the CCRenhdng the securitised portfolio or
increasing the yield payable to investors in theugésation positions in response to the
deterioration in the credit quality of the secwseti portfolio.

(4) *An institution that is deemed to be the originatba synthetic securitisation transaction
may determine risk-weighted CRSA exposure amountislo-weighted IRBA exposure
amounts and expected loss amounts pursuant tsnser2dor the CCR exposures contained
in the securitised portfolio if a significant rittansfer pursuant to subsection (2) is achieved
and the following minimum requirements for an efifiee risk transfer are met.

1. The documentation of the securitisation transaatdiects the economic substance of the
transaction.

2. The protection instruments used for transferrirg@CR are eligible for the CCR
exposures contained in the securitised portfol the institution meets the minimum
requirements for these protection instruments @nsto sections 172 and 173, 177 and 178;
in this context, notwithstanding section 163, seisation special-purpose entities shall under
no circumstances be recognised as eligible prosideunfunded credit protection.
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3. The instruments used for transferring the CCR mastontain any terms or conditions
that

a) impose significant materiality thresholds below @rhthe protection instrument
cannot be triggered if a credit default occurdhim CCR exposures contained in the
securitised portfolio,

b) allow for or trigger the termination of the protect due to a deterioration of the credit
quality of the CCR exposures of the securitisedfplo, other than in the case of a
creditworthiness-related provision triggering eagortisation,

c) require the institution to improve securitisatiarsfions, in particular by altering the
underlying CCR, or

d) increase the institution’s cost of protection a jteld payable to holders of
securitisation positions in response to a determran the credit quality of the securitised
portfolio.

4. An opinion is obtained from qualified legal counsehfirming the enforceability of the
protection instruments in all relevant jurisdictson

?In calculating the risk-weighted CRSA exposure amau the risk-weighted IRBA exposure
amount as well as the expected loss amount pursuaettion 104 for the CCR exposures
contained in the securitised portfolio, the inditn shall replace all of its CCR exposures
contained in the securitised portfolio with alltbé securitisation tranches created from this
securitised portfolio; each of these securitisatranches constitutes one of the institution’s
securitisation positions, for which it must detemmrisk-weighted exposure amounts pursuant
to sections 238 to 268, taking the protection unmsgnts that exist for the securitisation
tranches into accounn this case, any maturity mismatch of the protects to be

recognised pursuant to section 233.

(5) If an institution that is deemed to be the origmmaif a securitisation transaction achieves
no significant or effective risk transfer througfistsecuritisation transaction, it need not
recognise any risk-weighted exposure amounts ®s#turitisation positions of this
securitisation transaction which it holds.

Section 233
Recognising a protection maturity mismatch of thgioator

(1) *An institution that is deemed to be the originatba synthetic securitisation transaction
for which there is a protection maturity mismatblalsrecognise each of the securitisation
positions of this securitisation transaction atig&-weighted exposure amount RW*
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determined pursuant to Formula 9 of Annex 2 andsid§l to the maturity mismatci
protection maturity mismatch occurs when the slsbdentractual residual maturity of one of
the protection instruments by which the tranchiggahieved is shorter than the longest
contractual residual maturity of a CCR exposureithaurrently or potentially contained in
the securitised portfolidThe contractual residual maturity of the proteciiwstrument is to

be determined pursuant to section 182 {Phe residual maturity of the CCR exposures
currently or potentially contained in the secuetigortfolio that is eligible for protection
purposes is the longest residual maturity of atmwscurrently or potentially contained in the
securitised portfolio, stated in years and limitedive years.

(2) 'Subsection (1) shall not apply to an instituticsésuritisation positions arising from a
synthetic securitisation transaction for whicksitlieemed to be the originator and for which
there is a protection maturity mismatch if they an@rotected and their risk weight is 1,250
per cent’These securitisation positions shall be recogrageteir risk-weighted exposure
amount determined pursuant to sections 238 to 2@8 deductible securitisation positions
pursuant to section 265.

Section 234
Prohibition of providing implicit support to sectisation transactions

(1) An institution that is deemed to be the originaiba securitisation transaction which
leads or has led to a reduction in its capital reguents, or that is deemed to be the sponsor
of a securitisation transaction may not provideliaipsupport to this securitisation
transaction.

(2) Implicit support means any measure beyond thetutigtn's contractual obligations which
for the institution leads to an increase in riskanrassumption of losses from the CCR
exposures of the securitised portfolio and whiahitistitution does not carry out on market
terms.

(3) *An institution that is deemed to be the originatba securitisation transaction and that
provides implicit support to it must recognise @ER exposures of the securitised portfolio
when calculating the total capital charge for cegparty risks as if the CCR exposures in the
portfolio securitised by this securitisation tractsan constituted direct exposures of the
institution, and it must disclose the fact thattteesoriginator, it has provided implicit support
to one of its securitisation transactions and tieeeemust fully recognise the CCR exposures
of the portfolio securitised by this securitisattoansaction when calculating its total capital
charge for counterparty risks he institution need not calculate risk-weightegasure
amounts for the securitisation positions whichalids in the relevant securitisation
transaction.

(4) Subsection (3) appligautatis mutandiso an institution that is deemed to be the sponsor
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of a securitisation transaction and that provideglicit support to it.

Division 3

Use of credit assessments for securitisations

Section 235
Nominating ECAIs for securitisations

An institution that wants to use securitisatiork ngeights for securitisation positions arising
from securitisation transactions pursuant to saci?2 or section 257 must nominate to
BaFin at least one ECAI that is recognised as bgradentially eligible for securitisations.
BaFin shall recognise ECAIs pursuant to sectioa$Being prudentially eligible for
securitisations only if they enjoy a strong marketeptance for securitisation transactions
placed on the capital market.

Section 236
Requirements for using credit assessments for isations

'Relevant credit assessments from nominated EC/l$ st used consistent§Credit
assessments available from several nominated EfoA&ecuritisation positions arising from
the same securitisation transaction may not be ssledtively, even if a credit assessment
from a nominated ECAI is not available for eaclthefse securitisation positions.

Section 237
Relevant credit assessment for securitisations

(1) *The relevant credit assessment for a securitisatimthe shall be determined pursuant to
section 44 from the credit assessments of nomiraals eligible for securitisations
pursuant to subsection (2) which do not constitsgaer credit assessments pursuant to
section 45 (1) number 2Notwithstanding section 44 sentence 4, to deterthiagelevant
credit assessment of the reference securitisatimiciie for an IRBA securitisation position
recognisable with a derived credit assessment patga section 256, the institution may rely
on the credit assessment of a nominated ECAI shaligible for securitisations pursuant to
subsection (2) whose specific credit assessmegmtigentially mapped to the lowest credit
quality step pursuant to section 257 (‘H).for a securitisation tranche, only one applieab
credit assessment from a nominated ECAI is ava|ahls credit assessment, notwithstanding
section 44 sentence & only regarded as relevant if this ECAI hadvppasly been named by
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the institution as the leading ECAI for this setigation transaction.

(2) *An applicable credit assessment for securitisatineans any credit assessment from an
ECAI recognised as being prudentially eligible $ecuritisations which

1. does not constitute an unsolicited credit assessanetii the credit assessment is
unsolicited, is approved for use by BaFin; sectiérsentence 3 appliesutatis mutandis

2. is a credit assessment of all types of paymenthiciwthe institution is entitled from its
share of the securitisation tranche assigned thiditcassessment,

3. is publicly available; a credit assessment shattdiesidered to be publicly available only

if it is published in a publicly accessible forulmntaining, at least, an explanation of how the
performance of the securitised portfolio’'s CCR esgpes affects the credit assessment, and is
included by this ECAI in the reporting populatiar the transition matrix of credit
assessments of this type.

%A credit assessment pursuant to sentence 1 the saicount of available protection
instruments in addition to the securitised portdahall be eligible if this solely concerns
protection instruments that were provided direttlyhe issuer of the securitisation tranche
and which would be recognisable for the issuehefdecuritisation tranche pursuant to
section 154 (1) if it were an institution withinetiscope of application of section’lf.the
protection instruments are provided directly faeauritisation tranche, the credit assessment
shall not be eligible; the provisions of sectioig 10 224 on recognising protection
instruments for the purpose of reducing the capharge remain unaffected.

Division 4
Calculation method for CRSA securitisation tranisencst

Section 238
CRSA assessment basis of a CRSA securitisatiotiquosi

(1) The CRSA assessment basis of a CRSA securitisatisition corresponds to its CRSA
assessment basis excluding financial collateradyant to section 49 (2).

(2) *Notwithstanding subsection (1), the CRSA assesshuasis of a CRSA securitisation
position that is protected by financial collatel@tognisable at its volatility-adjusted value for
financial collateral corresponds to the CRSA assess basis including financial collateral
pursuant to section 49 (3)f the institution is deemed to be the originatbthe CRSA
securitisation transaction to which the CRSA sdisation position belongs, and if the
financial collateral is the protection instrumegtvehich the securitisation tranche of which
the CRSA securitisation position forms part is tedaand if there is a protection maturity
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mismatch pursuant to section 233 (1) sentencesh, sbntence 1 shall apply subject to the
proviso that a maturity mismatch adjustment of ased for determining the CRSA
assessment basis pursuant to section 49 (3) serBemember 2°A protection maturity
mismatch with reference to this financial collatestaall be recognised pursuant to section 233
(1) sentence 1.

(3) 'The CRSA assessment basis of a CRSA securitisptisition that is an investor's
interest in securitisation transactions to be raw®Eyl by the originator shall be calculated
pursuant to section 248. Subsections (1) and (2adapply.

Section 239
CRSA exposure value of a CRSA securitisation pasiti

(1) The CRSA exposure value of a CRSA securitisatisitjom is the product of its CRSA
assessment basis and its CRSA conversion figusaigat to subsection (2).

(2) The CRSA conversion figure of a CRSA securitisaposition amounts to
1. 0 per cent for the undrawn portion of a qualifiedwritisation liquidity facility which
a) (Repealed)

b) grants the institution an unconditional right ohcallation at any time without notice
and for which the repayment of amounts drawn utitkefacility is senior to all other
claims on the cash flows of the assets it finances,

2. 50 per cent for the undrawn portion of a qualifseduritisation liquidity facility with no
relevant credit assessment, and

3. 100 per cent for all other CRSA securitisation poss.

(3) The CRSA conversion figure of a CRSA securitisaposition that is an investor's
interest in securitisation transactions to be ra®Ey by the originator shall be determined
pursuant to section 247.

Section 240
Risk-weighted CRSA exposure amount of a CRSA sgsation position

(1) *The risk-weighted CRSA exposure amount of a CRAs#sation position shall be
determined as the product of its CRSA exposureevahd its CRSA securitisation risk
weight.’Notwithstanding sentence 1, the risk-weighted CR8posure amount of an
investor's interest in securitisation transactimnise recognised by the originator is to be
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determined pursuant to section 246.

(2) 1If a CRSA securitisation position is protected kigible unfunded credit protection or by
financial collateral recognisable by the institat@ccording to the Financial Collateral Simple
Method, the risk-weighted CRSA exposure amount sleamodified pursuant to section 241.
’Sentence 1 does not apply to a securitisationipoghat is an investor's interest in
securitisation transactions to be recognised bytignator.

(3) If an institution holds two or more CRSA securitisa positions in the same CRSA
securitisation transaction for which it is contredty agreed that no more than one of these
CRSA securitisation positions may incur the sanssds from the portfolio securitised by this
CRSA securitisation transaction, the CRSA secatit® positions, to the extent that they
overlap, shall be included in the calculation & tlsk-weighted CRSA exposure amount
solely with the CRSA securitisation position thaslihe highest risk-weighted CRSA
exposure amount.

Section 241
Recognising unfunded credit protection and findnmdlateral at their CRSA risk weight

(1) 'For a CRSA securitisation position that is protédig eligible unfunded credit protection
or by financial collateral recognisable accordiogite Financial Collateral Simple Method, a
modified risk-weighted CRSA exposure amount adpisteCRSA risk weights for unfunded
credit protection and financial collateral recogiie according to the Financial Collateral
Simple Method shall be calculatétt.shall be calculated pursuant to section 40.

(2) YIf the institution is deemed to be the originatbtre CRSA securitisation transaction to
which the CRSA securitisation position belongs, dilde credit protection is the protection
instrument by which the securitisation tranche bfol the CRSA securitisation position
forms part is created, and if there is a proteatmaturity mismatch pursuant to section 233

(1) sentence 1 with reference to the credit praiecthen subsection (1) applies subject to the
proviso that a maturity mismatch adjustment of @ised for calculating the adjusted amount
of the unfunded credit protection pursuant to sectio (3) sentence 1 numberfTIhe

protection maturity mismatch with reference to #nadit protection shall be recognised
pursuant to section 233 (1) sentence 1.
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Subdivision 1
CRSA securitisation risk weight of CRSA securitisatpositions

Section 242
CRSA securitisation risk weight of rated CRSA sé@ation positions

The CRSA securitisation risk weight of a CRSA séiation position for which there is a
relevant credit assessment depends on the cralitygsiep to which the specific credit
assessment of the relevant credit assessmentdsrrally mapped, pursuant to Table 11 of
Annex 1 in the case of a long-term credit assessorguursuant to Table 10 of Annex 1 in
the case of a short-term credit assessment.

Section 243
CRSA securitisation risk weight of unrated CRSAws#sation positions

(1) The CRSA securitisation risk weight of a CRSA séation position for which there is
no relevant credit assessment (unrated CRSA sisatiioh position) is 1,250 per cent.

(2) *Notwithstanding subsection (1), the CRSA secutitiserisk weight for an unrated

CRSA securitisation position may be derived aspttoeluct of the CRSA average risk weight
of the securitised portfolio of this CRSA secuatisn transaction pursuant to sentence 2 and
the risk concentration ratio pursuant to sentendktBe institution has access to sufficient
current information about the composition of theusgised portfolio underlying the
securitisation transaction and is therefore abldetermine the CRSA average risk weight of
the securitised portfolio of the CRSA securitisatiansaction’The CRSA average risk
weight of the securitised portfolio of a CRSA séiisation transaction is the ratio of the sum
of the risk-weighted CRSA exposure amounts to time ef the CRSA exposure amounts of
all the CCR exposures contained in the securijetfolio of this CRSA securitisation
transaction, if these CCR exposures were CRSA exps®f the institutiortThe risk
concentration ratio is the ratio of the sum ofleeninal amounts of all securitisation tranches
to the sum of the nominal amounts of all juniopari passusecuritisation tranches,

including the securitisation tranche in which tHeSA securitisation position is heftff the

risk weight that is to be applied to an unrated 8R8curitisation position pursuant to
sentence 1 is lower than the CRSA securitisatiskwieight for a securitisation tranche
senior to this CRSA securitisation position in H#ane securitisation transaction for which
there is a relevant credit assessment, the CR3Aigsation risk weight of this securitisation
tranche shall be appliedThe CRSA securitisation risk weight that is to pelaed pursuant

to sentence 1 shall not be higher than 1,250 pdr ce

(3) *Notwithstanding subsection (1), for an unrated CR®Auritisation position from an
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ABCP programme that

1. is part of a securitisation tranche that is ecomaity in a second-loss or better position
and the first-loss tranche provides meaningful itreehancement to this securitisation
tranche,

2. has a credit quality that at least correspondiedatedit quality of a securitisation
position for which there is a relevant credit assent that is prudentially mapped to credit
quality step 3 or lower, and

3. is held by an institution that does not simultarsdpihold a share of the first-loss tranche,

an institution may apply the highest CRSA risk virtinat would have to be applied as a
CRSA position for a CCR exposure contained in #wustised portfolio, and at least a risk
weight of 100 per cent. A first-loss position puastito sentence 1 number 3 is any
securitisation tranche for which a CRSA securittsatisk weight of 1,250 per cent is
applicable or which is recognised in the deductiotount for CRSA securitisation positions
pursuant to section 267.

(4) For an unrated CRSA securitisation position that gaalified securitisation liquidity
facility, an institution may apply the highest CR88k weight that would be applicable to a
CCR exposure contained in the securitised portfmia CRSA exposure.

Section 244
CRSA securitisation risk weight for partially proted CRSA securitisation positions

(1) The CRSA securitisation risk weight for the unpobeel part of a partially protected
CRSA securitisation position shall be determinespant to sections 242 and 243 where the
protection-buying institution's claim regarding teprotected partial exposure amount
pursuant to section 40 (4) sentence 2 is not sutlto its protection claim regarding the
eligible unfunded credit protection or financiallateral assigned to the CRSA securitisation
position.

(2) If the institution's claim regarding the unprotetartial exposure amount is subordinate
to its protection claim regarding the protectiomtnened in subsection (1), the CRSA
securitisation risk weight for the unprotected pdrthe partially protected CRSA
securitisation position shall be determined aied.

1. If there is a relevant credit assessment for thelinate CRSA securitisation position
that comprises the institution’s subordinate claggarding the unprotected partial exposure
amount pursuant to section 40 (4) sentence 2 RISACsecuritisation risk weight is to be
determined pursuant to section 242.
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2. If there is no relevant credit assessment for tislinate CRSA securitisation position
pursuant to number 1 and the institution has adecesgfficient current information about the
composition of the portfolio securitised by this &Rsecuritisation transaction and is thus
able to determine the CRSA average risk weighhefsecuritised portfolio of this CRSA
securitisation transaction, its CRSA securitisatisk weight may be determined pursuant to
section 243 (2); in this case, for the purposeatémining the risk concentration ratio, the
sum of the sub-assessment bases pursuant to sé8t{@h sentence 3 and the sub-assessment
bases of the CRSA securitisation position substitgiursuant to section 40 (3) sentence 1, for
which the subordinate CRSA securitisation posipansuant to number 1 exists, is to be
treated as being senior to this subordinate CR$Argmsation position.

(3) In all other cases than the ones mentioned in stibas (1) and (2), the CRSA
securitisation risk weight for the unprotected pdra partially protected CRSA securitisation
position shall be 1,250 per cent.

Subdivision 2
Special provisions for originators of CRSA secaation transactions which
include an investor's interest in securitisati@m$actions to be recognised by
the originator

Section 245
Calculating risk-weighted CRSA exposure amountsrfeestors' interests in securitisation
transactions to be recognised by originators

(1) An institution that is deemed to be the originatba CRSA securitisation transaction
whose securitised portfolio includes revolving C&osures must recognise a risk-weighted
CRSA exposure amount for the CRSA securitisatigsitfpm in this CRSA securitisation
transaction which comprises the investor's intaresecuritisation transactions to be
recognised by the originator, if

1. the CRSA securitisation transaction includes aitsedthiness-related early amortisation
provision, and

2. the CCR exposures incurred after the provisioniggéred which result from revolving
CCR exposures that, at this time, belong to th&qar assigned to the securitisation
transaction pursuant to section 248 sentence dtimvariably or do not completely belong
to the securitised portfolio of this securitisatioansaction.

(2) The investor's interest in a securitisation transado be recognised by the originator in
the case a securitisation transaction pursuantlisestion (1) is the CRSA exposure value of
thepro rataamounts drawn on revolving CCR exposures whode ftass are used to
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service the claims of the holders of securitisafiositions in this securitisation transaction.

(3) 'Revolving CCR exposures are exposures under whiebhligor's outstanding balances
are permitted to fluctuate up to an agreed lifitevolving CCR exposures include both the
balance sheet CCR exposures incurred within suichiteand the off-balance sheet CCR
exposures of the undrawn portion of the limit.

(4) A creditworthiness-related early amortisation psam is any provision which, upon the
occurrence of a defined event linked to the qualitthe securitised portfolio or to the
originator’s creditworthiness, requires invest@sturitisation positions to be redeemed
before the originally stated maturity of the setessiissued.

Section 246
Risk-weighted CRSA exposure amount of an investotesest in securitisation transactions
to be recognised by the originator

(1) The risk-weighted CRSA exposure amount to be detenfor an investor's interest in
securitisation transactions to be recognised bythgnator pursuant to section 245 (1) is the
product of its CRSA assessment basis pursuanttmse48, its CRSA conversion figure
pursuant to section 247 and the average CRSA resghwof the revolving securitised
portfolio pursuant to subsection (2).

(2) The average CRSA risk weight of the revolving setised portfolio pursuant to

subsection (1) is the ratio of the sum of the nskghted CRSA exposure amounts pursuant
to section 24 sentences 2 and 3 or the risk-wealgiRBA exposure amounts pursuant to
section 72 sentences 2 and 3 and 12.5 times tlee®xploss amounts pursuant to section 104
for all revolving CCR exposures of the securitipedtfolio of this securitisation transaction

to the sum of the CRSA assessment bases pursuseittion 49 or the IRBA assessment
bases pursuant to section 100 for all revolving @GRpPosures of the securitised portfolio of
this securitisation transaction.

Section 247
CRSA conversion figures for an investor's intenestecuritisation transactions to be
recognised by the originator

(1) “The CRSA conversion figure to be applied to an $twes interest in securitisation
transactions to be recognised by the originatoeddp on the type of the securitised
revolving CCR exposures and on whether the redempptiggered by the creditworthiness-
related early amortisation provision is deemedeadntrolled or uncontrolledEarly
amortisation shall be deemed to be controlled if
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1. the institution has an appropriate capital andididy plan in place to ensure that it has
sufficient modified capital and liquidity availahie the event of an early amortisation to be
able to finance the balance sheet CCR exposuragd@icfrom the start of early amortisation,
assuming the securitised revolving CCR exposuresi@wn at a constant rate, and to be able
to meet regulatory capital requirements for thigopse,

2. throughout the duration of the transaction theqadsrata sharing between the

originator's interest and the investor's interégtayments of interest and principal, expenses,
losses and recoveries based on the balance oftsecweceivables outstanding at one or
more reference points during each month,

3. the early amortisation period is sufficient fotatbe expected that at least 90 % of
amounts receivable outstanding at the beginnirtgeearly amortisation period will either
have been repaid or will be recognised as in defauthe securitisation transaction, and

4. the scheduled speed of early amortisation is nemapid than would be achieved by
straight-line amortisation over the period detemuipursuant to number 3.

30Otherwise early amortisation shall be deemed tortwentrolled.

(2) As long as the event triggering early amortisatias not yet occurred, the CRSA
conversion figure shall be 90 per cent for early#drsations deemed to be controlled and 100
per cent for early amortisations that are deemdxtoncontrolled.

(3) As soon as the event triggering early amortisati@s occurred, a CRSA conversion figure
of 100 per cent must always be applied.

(4) *Notwithstanding subsection (2), the relevant CR®Aversion figure pursuant to Table
28 of Annex 1 may be applied to a CRSA securitisafiosition resulting from the investor's
interest in a CRSA securitisation transaction tedm®gnised by the originator where the
securitised portfolio solely comprises revolving E€xposures that result from directly
cancellable retail exposures and for which theitsedithiness-related early amortisation
provision may only be triggered if the excess spifadls to a specified levelA directly
cancellable retail exposure is any exposure witastg CCR exposure, could be assigned to
the CRSA exposure class Retail business and gitantastitution an unconditional right of
cancellation at any time without notic@he same applies to CRSA securitisation transastion
which do not require excess spread to be trappdjee to the proviso that the trapping point
is deemed to be 450 basis points greater tharnxttesse spread level at which early
amortisation is triggeredThe excess spread is the excess of interest asdéeeived for a
securitisation transaction over expenses and costs.

(5) *Where a CRSA securitisation position that meetseheirements laid down in

subsection (4) but for which the creditworthinesksied early amortisation provision is

triggered not by the excess spread level but hffereint quantitative value, an institution
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may apply to BaFin to use this different quanttatvalue within the meaning of
subsection (4)¥In its application, the institution must demonsgrtitat the requirements laid
down in subsection (4) are met and explain howfarént suitable quantitative value
triggering early amortisation is to be defined émavhat extent its economic effect
corresponds to a creditworthiness-related claussupnt to subsection (4BaFin shall
decide on the application after having given infation to and, if necessary, consulting the
competent authorities of all the other member statéhe European Union.

Section 248
CRSA assessment basis for an investor's interesstdaritisation transactions to be
recognised by the originator

'The CRSA assessment basis for a CRSA securitispdisition that is an investor's interest
in securitisation transactions to be recognisethbyoriginator is the product of

1. the distribution key pursuant to sentence 3,

2. the revolving rate of the portfolio assigned tstbecuritisation transaction pursuant to
sentence 4, and

3. the CRSA exposure value of all CCR exposures belgng the portfolio assigned to this
securitisation transaction which are balance sG&R exposures.

The portfolio assigned to a securitisation trarisaatomprises all the CCR exposures whose
cash flows are contractually used, either whollpartially, to determine the payments to the
holders of securitisation tranches of this seaatton transactioriThe distribution key is the
ratio as per the documentation of the securitigatiansaction according to which cash flows
from the CCR exposures belonging to the portfaiisigned to this securitisation transaction
are considered to be payable to the holders ofrisisation tranches of this securitisation
transaction; if such a relationship is not detemdicontractually, the distribution key shall be
the ratio of

1. the sum of the CRSA assessment bases of all dsatidh tranches of this securitisation
transaction and

2. the CRSA exposure value of all CCR exposures bélgng the portfolio assigned to this
securitisation transaction which are balance sB&R exposures.

“The revolving rate of the portfolio assigned teeawsitisation transaction shall be the ratio of

1. the sum of the CRSA exposure values of all CCR sums belonging to the portfolio
assigned to this securitisation transaction whrehravolving balance sheet CCR exposures,
and
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2. the sum of the CRSA exposure values of all balasheet CCR exposures belonging to
the portfolio assigned to this securitisation testi®n.

Subdivision 3
Upper limits for calculating CRSA securitisatioansactions

Section 249
Maximum risk-weighted CRSA exposure amount of a 8R8curitisation transaction

(1) 'Subject to sentence 2, institutions that are deemée the originator or sponsor of a
CRSA securitisation transaction may limit the surthe risk-weighted CRSA exposure
amounts for all CRSA securitisation positions bgiag to the same CRSA securitisation
transaction pursuant to subsections (2) and (8)asum of the risk-weighted exposure
amounts plus 12.5 times the expected loss amoon#dl {CCR exposures of the securitised
portfolio. °Section 250 applies to institutions that are deetndx the originator of a CRSA
securitisation transaction and have a CRSA sesatibin position that comprises the
investor's interest in securitisation transactimnise recognised by the originator.

(2) 'The total risk-weighted CRSA exposure amount tajygied by an originator for all
CRSA securitisation positions pursuant to sectioiri3) sentence 1 and 2 numbers 1 and 2 of
the Banking Act from the same CRSA securitisatrangaction may be limited to the sum of
the risk-weighted CRSA exposure amounts pursuasgd¢tion 24 sentence 2 of all CRSA
positions pursuant to section 24 sentence 1 isebaritised portfolio and the risk-weighted
IRBA exposure amounts pursuant to section 84, RS times the expected loss amounts
pursuant to section 104 of all IRBA exposures mdgbcuritised portfolio, minus 12.5 times
the deduction amount pursuant to section 267 fob&Recuritisation positions, provided that
the deduction amount is attributable to the CRSAisgsation positions belonging to this
CRSA securitisation transactio# CRSA risk weight of 150 per cent must always be
applied to CCR exposures contained in the secedifrtfolio which, as CCR exposures of
the institution, would be assignable to the CRSposure class Past due items pursuant to
section 25 (16).

(3) 'Subsection (1) appliesutatis mutandiso an institution that is deemed to be the sponsor
of a CRSA securitisation transactiéBubsections (1) and (2) do not apply if a sponsesd

not comply with the minimum requirements for IRBAeupursuant to sections 106 to 153
relevant for calculating risk-weighted IRBA expos@mounts and expected loss amounts for
the IRBA-compatible claims of the securitised palrtf.
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Section 250
Maximum risk-weighted CRSA exposure amount for ioagprs of CRSA securitisation
transactions which include an investor's intenestecuritisation transactions to be recognised
by the originator

(1) An institution that is deemed to be the originatba CRSA securitisation transaction
which includes an investor's interest in secutitisatransactions to be recognised by the
originator may limit the risk-weighted CRSA expas@mount calculated for all the CRSA
securitisation positions belonging to this CRSAusiisation transaction to the higher of the
following two amounts:

1. the sum of the risk-weighted CRSA exposure amolanthhose CRSA securitisation
positions held by the originator of the securiimatransaction which are not an investor's
interest in securitisation transactions to be ra®yl by the originator plus 12.5 times the
deduction amount for CRSA securitisation positipossuant to section 267, provided that the
deduction amount is attributable to the CRSA sésation positions belonging to this CRSA
securitisation transaction, or

2. the risk-weighted CRSA exposure amount for the stvés interest in securitisation
transactions to be recognised by the originatoctwhesults from applying a CRSA
conversion figure of 100 per cent.

(2) The net gains from the capitalisation of the futa@me from the CCR exposures of the

securitised portfolio, which pursuant to section(38) sentence 4 of the Banking Act are not
part of the reserves pursuant to section 10 (3ageee 1 of the Banking Act, shall be treated
outside the maximum amount calculated pursuanitsexction (1).
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Divison 5
Method of calculation for IRBA securitisation tratsions

Section 251
Assessment basis of an IRBA securitisation position

(1) The assessment basis of an IRBA securitisatiortipnss the IRBA assessment basis
pursuant to section 100.

(2) *Notwithstanding subsection (1), the assessmens loéisin IRBA securitisation position
which is protected by financial collateral pursumsection 154 (1) sentence 1 number 1, to
be recognised at its volatility-adjusted valueffoancial collateral pursuant to section 187, is
the positive difference between the following amsun

1. the product of its IRBA assessment basis purswesuibsection (1) and the market value
volatility adjustment pursuant to section 188 im&ed by 1 and expressed as a decimal
number for the IRBA exposure which is incurred big tRBA securitisation position, and

2. the sum of the protected sub-assessment basemaetdmpursuant to sentence 2.
2An amount equivalent to the product of

1. the volatility-adjusted value for financial collaa for that part of the financial collateral’s
market value assigned to this IRBA securitisatiositoon, and

2. the maturity mismatch adjustment pursuant to sed®6 for the financial collateral in
relation to this IRBA securitisation position

shall be split off as a protected sub-assessmeig fram the IRBA assessment basis of this
IRBA securitisation position which has been incegapursuant to sentence 1 number 1 for
each portion of the market value assigned to finaincial collateral which is to be recognised
at its volatility-adjusted value for financial caferal *The market value of the financial
collateral shall be reduced by the portion assigoetis IRBA securitisation position
pursuant to sentence 2 number 1.

(3) !If the institution is deemed to be the originatbtt® IRBA securitisation transaction to
which this IRBA securitisation position belongsdahthe financial collateral is the

protection instrument by which the securitisatimnthe, of which the IRBA securitisation
position forms patrt, is created, and if there pg@ection maturity mismatch pursuant to
section 233 (1), then subsection (2) applies stibpeihe proviso that a maturity mismatch
adjustment of 1 shall be used to determine the IRBgessment basis pursuant to subsection
(2) sentence 2 number?A protection maturity mismatch in relation to tfiisancial

223 of 306



Section 252

collateral shall be recognised pursuant to se@g (1) sentence 1.

(4) 'The IRBA assessment basis of an IRBA securitisgtisition that is an investor's
interest in securitisation transactions to be ra®yl by the originator shall be determined
pursuant to section 262 sentencéSibsections (1) and (2) do not apply.

Section 252
IRBA exposure value of an IRBA securitisation piasit

(1) The IRBA exposure value of an IRBA securitisatiasifion is the product of its IRBA
assessment basis and its IRBA conversion figursyaunt to subsection (2).

(2) The IRBA conversion figure of an IRBA securitisatiposition amounts to

1. O per cent for the undrawn portion of a qualifiedwitisation liquidity facility that grants

the institution an unconditional right of cancabhatat any time without notice and for which

the repayment of amounts drawn is senior to angratlaims on the cash flows of the assets
it finances, and

2. 100 per cent for all other IRBA securitisation piosis.

(3) The IRBA conversion figure of an IRBA securitisatiposition that is an investor's
interest in securitisation transactions to be ra®yl by the originator shall be determined
pursuant to section 247.

Section 253
Risk-weighted IRBA exposure amount of an IRBA séation position

(1) The risk-weighted IRBA exposure amount of an IRBA&witisation position shall be
determined as the product of its IRBA exposure &and its IRBA securitisation risk weight.

(2) YIf protection instruments in the form of eligiblefunded credit protection pursuant to
section 162 are assigned to an IRBA securitisgiasition, the risk-weighted IRBA exposure
amount shall be modified pursuant to section 2Sdntence 1 does not apply to an IRBA
securitisation position that is an investor's ieg¢in securitisation transactions to be
recognised by the originator.

(3) The risk-weighted IRBA exposure amount of an IRBA&witisation position may be
reduced by 12.5 times the amount of the value &dgrsts made for this IRBA securitisation
position down to zero provided these value adjusteare not part of the institution’s liable
capital pursuant to section 10 (2) sentence 2eB#inking Act.
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(4) For an IRBA securitisation position whose IRBA sdtsation risk weight is 1,250 per
cent and which belongs to an IRBA securitisati@ms$action for which the institution is
deemed to be the originator, the value adjustnmaatde for the CCR exposures contained in
the securitised portfolio, provided they do notstitnte part of the institution’s liable capital
pursuant to section 10 (2) sentence 2 of the Bankit, may be recognised as a value
adjustment made for this IRBA securitisation pasitif subsection (3) is applied.

(5) If an institution holds several IRBA securitisatipasitions in the same IRBA
securitisation transaction for which it is contradty ensured that no more than one of these
IRBA securitisation positions can incur the sanssé&s from the portfolio securitised by this
IRBA securitisation transaction, the IRBA secudtien positions, to the extent that they
overlap, shall be recognised for the purpose adrdahing the risk-weighted exposure
amount solely with the IRBA securitisation posititrat has the highest risk-weighted IRBA
exposure amount.

Section 254
Recognition of unfunded credit protection at it8iRrisk weight

(1) 'For an IRBA securitisation position which is pratstby eligible unfunded credit
protection and which is not an investor's intenestecuritisation transactions to be recognised
by the originator, a risk-weighted IRBA exposurecamt modified to IRBA risk weights of
unfunded credit protection shall be calculafdthe risk-weighted IRBA exposure amount
modified to IRBA risk weights of unfunded credippection is calculated by adding the
following two sub-amounts:

1. the sum of the products of the protected partipbsyre value determined pursuant to
subsections (3) to (5) for any unfunded creditgebon pursuant to sentence 1 and the
protection provider's IRBA risk weight pursuantsentence 3, and

2. the product of the unprotected partial exposuraevahlculated pursuant to subsections
(3) to (5) and the IRBA securitisation risk weigtitpartially protected IRBA securitisation
positions pursuant to section 261.

*The protection provider's IRBA risk weight is tHeBA risk weight subject to the PD/LGD
approach which would be determined as the IRBA sypofor the contingent claim arising
from the unfunded credit protection owed by thigtpction provider.

(2) YIf the institution is deemed to be the originatbthe IRBA securitisation transaction to
which the IRBA securitisation position belongs, @nthe unfunded credit protection is the
protection instrument by which the securitisati@nthe, of which the IRBA securitisation
position forms part, is created, and if there pg@ection maturity mismatch pursuant to

section 233 (1) sentence 2 in relation to the uiddincredit protection, then subsection (1)
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applies subject to the proviso that a maturity nagan adjustment of 1 shall be used to
determine the modified amount of the unfunded ¢neditection pursuant to section 204.
The protection maturity mismatch in relation tostbihfunded credit protection shall be
recognised pursuant to section 233 (1) sentence 1.

(3) 'To calculate the protected partial exposure vatmesthe unprotected partial exposure
value of an IRBA securitisation position pursuanstibsection (1) sentence 2, the non-
substituted assessment basis of the IRBA sectuiaisposition must first be determined.
The non-substituted assessment basis is the IRBdsament basis of the IRBA
securitisation position, taking account of finahciallateral pursuant to section 251 (2) if
financial collateral pursuant to section 154 (Ijteace 1 number 1 recognised at its
volatility-adjusted value for financial collategalirsuant to section 187 is assigned to the
IRBA securitisation position, otherwise it is IBRBA assessment basis pursuant to section
251 (1).

(4) *For each portion of the amount of eligible unfundeetlit protection assigned to this

IRBA securitisation position, the mismatch-adjusaéedount of the unfunded credit protection
pursuant to section 204 shall be split off from tlo&-substituted assessment basis pursuant to
subsection (3) and recorded as the substitutedsseat basis of the IRBA securitisation
position for this unfunded credit protectidithe value of the unfunded credit protection shall
be reduced by the amount assigned to the IRBA #isation position>The difference

between the non-substituted assessment basis @adgbassment basis of the IRBA
securitisation position substituted for unfundeelddr protection shall be set as the non-
substituted assessment basis of the IRBA sectiatisposition for recognising additional
unfunded credit protection pursuant to sentence 1.

(5) *The protected partial exposure value of an IRBAIE&sation position pursuant to
subsection (2) is, for all recognised unfunded itq@atection pursuant to subsection (4), the
product of the substituted assessment basis ofRBiA securitisation position for this
unfunded credit protection and the IRBA converdigare of this IRBA securitisation
position.’The unprotected partial exposure value of an IRB&usitisation position pursuant
to subsection (1) is the product of the non-sulitstit assessment basis of this IRBA
securitisation position which remains after recegmg all unfunded credit protection assigned
to this IRBA securitisation position, and the IRBAnversion figure for this IRBA
securitisation position.
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Subdivision 1
IRBA securitisation risk weight of IRBA securitigah positions

Section 255
Procedures for determining the IRBA securitisatisk weight

(1) *The following procedures can be used to deterntindRBA securitisation risk weight of
an IRBA securitisation position.

1. Ratings-Based Method pursuant to section 257 rktisea credit assessment for an IRBA
securitisation position from an ECAI nominated puanst to section 235 or an inferred credit
assessment pursuant to section 256,

2. Supervisory Formula Method pursuant to section 258,
3. Internal Assessment Approach pursuant to secti@n 25

%|RBA securitisation positions to which none of thethods listed under numbers 1 to 3 are
applied and which are not recognised pursuantdtioses 260 or 261 shall be assigned an
IRBA securitisation risk weight of 1,250 per cefithe IRBA securitisation risk weight for an
IRBA securitisation position that is an investanterest in securitisation transactions to be
recognised by the originator shall be determinegymnt to section 262.

(2) *Notwithstanding subsection (1) sentence 2, antirigth may apply the securitisation risk
weight pursuant to section 243 (2) or (3) as th@ARecuritisation risk weight to an unrated
IRBA securitisation position which is not an askatked money market paper and which
relates to an ABCP programme and which falls withiescope of application of an Internal
Assessment Approach for which approval is beinglsb@An institution may invoke the
exception clause described in sentence 1 onlg BaFin's estimation, the ratio of the sum of
all IRBA exposure values calculated pursuant taesese 1 to the sum of the exposure values
of all IRBA securitisation positions is immater&ld, in particular, does not exceed 10 per
cent of the aggregated IRBA exposure values dhallinstitution’s IRBA securitisation
positions to be recognised in connection with ajpglygection 259.

Section 256
Inferred credit assessment

(1) 'For an IRBA securitisation position which formstpafra securitisation tranche for which
there is no relevant credit assessment pursuaeictions 235 to 237 (unrated IRBA
securitisation position), an institution shall dise relevant credit assessment available for a
reference securitisation position as an inferredlicrssessmerftA reference securitisation
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position is any of the securitisation tranches bgiog to the same IRBA securitisation
transaction which is, in all respects, subordinatihe securitisation tranche of which the
unrated IRBA securitisation position forms part avitbse residual maturity is not shorter
than that of the securitisation tranche of whiah tinrated IRBA securitisation position forms
part.*An inferred credit assessment is the credit assassitom an ECAI nominated

pursuant to section 235 which is available forriest senior reference securitisation
position.*If several credit assessments by nominated EC/Alsweailable for this reference
securitisation position, the relevant credit assesd shall be that which has been prudentially
mapped to the lowest credit quality step pursuasettion 257.

(2) The credit assessment reached using the Intersas8ment Approach may be applied to
an IRBA securitisation position within the meanofgsection 259 (1) sentence 1 for which
both an inferred credit assessment pursuant taestibs (1) and a credit assessment reached
using the Internal Assessment Approach pursuasgdton 259 are available.

Section 257
Ratings-Based Method

(1) The Ratings-Based Method shall be applied to IRBéusitisation positions for which a
credit assessment from an ECAI nominated purswesgdtion 235 or an inferred credit
assessment pursuant to section 256 is available.

(2) *When applying the Ratings-Based Method, the IRBAug#sation risk weight for an
IRBA securitisation position shall be determineciatordance with the credit quality step to
which the specific credit assessment of the relesaatit assessment has been prudentially
mapped and the category to which the IRBA secatits position is to be assigned pursuant
to subsection (3), namely according to Table 18miex 1 for a long-term credit assessment
or Table 19 of Annex 1 for a short-term credit asseent?If the IRBA securitisation risk
weight determined pursuant to sentence 1 is snthéer 1,250 per cent, it shall be multiplied
by the supervisory scaling factor pursuant to sedc86 (4).

(3) 'Every IRBA securitisation position pursuant to i®n (1) which belongs

1. to a securitisation transaction whose securitisetigio contains fewer than six effective
CCR exposures pursuant to sentence 3 shall benassig the “non-granular” category,

2. to a securitisation transaction whose securitiswtfqlio contains at least six effective
CCR exposures pursuant to sentence 3 and whiclsfpam of the most senior securitisation
tranche pursuant to subsection (4) shall be assignthe “granular and most senior”
category,
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3. to a securitisation transaction whose securitiswtfqlio contains at least six effective
CCR exposures pursuant to sentence 3 and whichndddésrm part of the most senior
securitisation tranche pursuant to subsectioni{dll e assigned to the “granular and not
most senior” category.

’To determine the number of effective exposuressaaritised portfolio, all exposures
contained in the securitised portfolio to personsanmercial partnerships of a group of
connected clients within the meaning section 4a(8)to be aggregated; if the securitised
portfolio contains portions of securitisation traes, this aggregation shall be carried out at
the level of these portions of securitisation treswithout looking through the securitised
portfolios of these securitisation tranch&he institution can opt to determine the number N
of effective CCR exposures of a securitised pddfatcording to either Formula 10 or
Formula 11 of Annex 2.

(4) The most senior securitisation tranche is a sesatibn tranche whose holders are
subordinated to no claims other than those frorh fasvs for market value hedging
transactions of the securitised portfolio, fees atier similar payments.

Section 258
Supervisory Formula Method

(1) *An institution may apply the Supervisory Formulathte to any IRBA securitisation
position that is not an IRBA securitisation positior which, pursuant to section 257 (1), the
Ratings-Based Method or, pursuant to section 2&9|rtternal Assessment Approach shall be
usedAn institution that is deemed to be neither aningtpr nor a sponsor of an IRBA
securitisation transaction may apply the Superyis@mrmula Method only to an IRBA
securitisation position for which BaFin has noteaitgd to the use of the IRBA securitisation
risk weight calculated according to the Supervigesymula.>This is conditional on the
institution having access to sufficiently up-to-@atformation on the composition of the
securitised portfolio underlying the securitisatteemsaction.

(2) When using the Supervisory Formula Method, the IR®Auritisation risk weight is the
greater of the following two risk weights:

1. arisk weight of 7 per cent;
2. the risk weight calculated according to Formuldari3nnex 2.

(3) !If the ratio G, pursuant to section 257 (3) sentence 3 in cotijumevith Formula 11 of
Annex 2, of the assessment basis of the CCR expastine securitised portfolio with the
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largest assessment basis to the sum of the assedsases of all CCR exposures contained in
the securitised portfolio does not exceed 3 pet, ¢tken for determining the risk weight
pursuant to subsection (2) number 2 in conjunctvdh Formula 13 of Annex 2,

1. the exposure-weighted LGD, ELGD, may, notwithstagdrormula 13 of Annex 2
sentence 5 number 6, be set equal to 50 per cdnt an

2. the number N of effective CCR exposures of the segsed portfolio may be determined,
notwithstanding the calculation method for Forml@aof Annex 2, according to Formula 11
or Formula 12 of Annex 2, at the institution’s detton.

The reduced rate set forth in sentence 1 numbkallreot apply to re-securitisations.

(4) If the securitised portfolio of the IRBA securitigm transaction to which the IRBA
securitisation position to be recognised using3bpervisory Formula belongs predominantly
comprises CCR exposures which, as CCR exposutég afistitution, would be assigned to
the IRBA exposure class Retail claims, the pararadte= 0 and v = 0 may be used in the
eguation to determine the risk weight pursuanutmssection (2) number 2 in conjunction with
Formula 13 of Annex 2.

Section 259
Internal Assessment Approach

(1) *Where the conditions pursuant to subsections (&)tare met, an institution shall apply
a credit assessment determined using an interaeégs (Internal Assessment Approach) to
an unrated IRBA securitisation position that is aotasset-backed money market paper and
which relates to an ABCP programme if

1. this IRBA securitisation position falls within tisgope of application of the Internal
Assessment Approach determined by the institutiosyant to subsection (5) and

2. the credit assessment for the IRBA securitisatiositppn derived using the Internal
Assessment Approach, at the time of its inceptiowleen it was initially included in this
Internal Assessment Approach, was assigned todat cpeality step within this Internal
Assessment Approach which is associated with a mated ECAI's specific credit
assessment which has been prudentially mappedetofahe credit quality steps 1 to 8
pursuant to section 257.

The IRBA securitisation risk weight of an IRBA seitisation position pursuant to sentence
1 shall be calculated pursuant to section 257 usiegredit assessment reached using the
Internal Assessment Approach as a bafithe credit assessment calculated using the
Internal Assessment Approach is worse than suass@ssment pursuant to sentence 1
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number 2, the risk-weighted IRBA exposure amourthefsecuritisation position may be
calculated using the Supervisory Formula Methogpat to section 258 if the relevant
conditions are in placéWhen calculating the amount pursuant to sententeeXIRB

capital requirement pursuant to Formula 13 in An2emay be determined based on the data
obtained using the Internal Assessment Approach.

(2) *An institution may apply an Internal Assessment Wyagh pursuant to subsection (1)
only if

1. it has obtained approval from BaFin,

2. it complies with the minimum requirements for usthg Internal Assessment Approach
for IRBA securitisation positions pursuant to sudbem (3) and

3. the Internal Assessment Approach for an IRBA séisation position is applied to an
ABCP programme for which the requirements for ABZ8grammes suited for the Internal
Assessment Approach pursuant to subsection (4) beme met.

>Approval pursuant to sentence 1 number 1 shalréeted by BaFin upon application for
each Internal Assessment Approach for which alsililltaexamination has determined
compliance with the minimum requirements for the asInternal Assessment Approaches.
3Suitability examinations shall be ordered by Bastirthe basis of section 44 (1) sentence 2
of the Banking Act for each Internal Assessmentdpph which the institution has
submitted for a suitability examinatiotBaFin may revoke the approval granted under
sentence 1 number 1 if the Internal Assessmentagmbr no longer complies with the
minimum requirements for the use of Internal Asses# Approach®An institution using an
Internal Assessment Approach to calculate the IRBéuritisation risk weight of IRBA
securitisation positions may switch to one of thpraaches pursuant to section 258 or section
260 only on material grounds and only with BaFawasent®The institution must request
permission to the intended switch from BaFin, atathe reasons.

(3) An institution’s Internal Assessment Approach is€ampliance with the minimum
requirements for the use of Internal Assessmentdéguhes if

1. the institution can demonstrate that its Internssé@ssment Approach reflects the publicly
available assessment methodology of one or magibkiECAIs for securities backed by
CCR exposures which are of the same type as theitt®ed CCR exposures; an assessment
methodology that is disclosed only to the instdntmay also be regarded as publicly
available if it is the assessment methodology tseithat ECAI which has issued the relevant
credit assessment for the money market paper ®™BCP programme, if this assessment
permits a more robust internal assessment owitigetspecific features of the ABCP
programme, the securitised portfolio or the IRBAwsdisation position, and provided BaFin
has not objected to this approach;
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2. quantitative elements, especially stress factonsclnthe institution uses to assign the
IRBA securitisation position to a rating grade e tnternal Assessment Approach associated
with a specific credit assessment are at leasbrasecvative as the quantitative elements used
by the ECAI in its assessment methodology, to driikeospecific credit assessments of which
the rating grade of the IRBA securitisation positaetermined using the Internal Assessment
Approach is assigned;

3. in developing its Internal Assessment Approachjnkgtution takes into consideration

the published ratings methodologies of eligible BC#at rate the commercial paper of the
ABCP programme for rating shares in securitisatranches used to securitise the same type
of CCR exposures as those contained in the sesadiportfolio of this IRBA securitisation
transaction; the method of consideration and theae for any non-consideration shall be
documented and updated regularly;

4. the Internal Assessment Approach shall includegagrades which permit internal
assessments to be unambiguously mapped to the assdssments of those ECAIls whose
ratings methodologies for assigning shares in @#sation tranches to specific credit
assessments are relevant for the institution’sialeAssessment Approach; the procedure for
assigning internal assessments to these credasamssats shall be documented;

5. the Internal Assessment Approach is a key elemfahieanstitution’s risk management
processes, including its lending policy, its mamaget information systems and its internal
capital allocation processes;

6. the Internal Assessment Approach and the subsemiental assessments of IRBA
securitisation positions are regularly reviewedjoglified internal or external bodies; the
review and the result shall be documented; qudlifiternal bodies include the institution’s
internal audit or risk management functions if theyterms of organisational structure and
procedures, are independent of both the unit witeninstitution which is responsible for
ABCP programme business as well as of those unitksnithe institution which manage
business with the sellers of the CCR exposuregitised by the securitisation transaction
and with the obligors of the securitised CCR expesuqualified external bodies include
external auditors or ECAIs; internal and exterradibs must have sufficient specialist
knowledge to review Internal Assessment Approaches;

7. the institution compares the assumptions underlgsmternal assessment of the IRBA
securitisation position and the internal assessitezif with the credit performance of the
securitised portfolio and the IRBA securitisatiarsjtion in order to evaluate the robustness
of its Internal Assessment Approach; if this congzar shows that the assumptions
underlying the internal assessment or the inteass¢ssments themselves routinely diverge
from the tracked credit performance of the se@ediportfolio or the IRBA securitisation
position, the Internal Assessment Approach shatidsescted.
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(4) The requirements for ABCP programmes deemed saifablinternal Assessment
Approaches shall be met for every ABCP programnad iéf the following conditions are
met.

1. An eligible credit assessment for securitisatiomspant to section 237 (2) is available for
the commercial paper issued under the ABCP prog&mm

2. The ABCP programme contains credit and investmeialegines that obligate the ABCP
programme administrator,

a) in deciding on the purchase of assets to be semdtjtto consider the characteristics
of the assets being purchased, the type and mgnethre of the securitisation liquidity
facilities and credit enhancements provided toABEP programme, the contractual
assignment of loss risks from the assets beingisised and the legal and economic
isolation of the assets to be securitised fronetitéy selling the assets, and

b) to perform a credit analysis of the asset selieksprofile, including an analysis of
past and expected future financial performancegatiand expected future market
position and competitiveness, current leverageeotiand expected future cash flow and
interest coverage, the existence and level of xtereal debt rating and the seller's
underwriting standards, servicing capabilities eoliection processes.

3. The ABCP programme has defined criteria for puricitpassets to be securitised which,
in particular, exclude the purchase of assetsateasignificantly past due or defaulted, limit
excess concentration to individual obligor or gepdyic area, and limit the residual maturity
of the assets to be purchased.

4. The ABCP programme has policies and processefdardllection of purchased assets
that take into account the operational capabilityf eredit quality of the servicer and which
mitigate seller/servicer risk for the collectibjliof the purchased assets, especially through
contractual clauses triggered by changes in thaitayaality of the seller or servicer which
would preclude the commingling of funds accruingne ABCP programme with funds of the
seller/servicer.

5. The servicer of the ABCP programme is obligatethka into account all risk factors
when valuing the asset portfolio that is being ader®d for purchase, especially counterparty
credit risk and dilution risk of the assets to beghased.

6. If the credit enhancements to be provided by thersef the assets to be purchased are
sized based only on the counterparty credit risthefassets in question, the servicer of the
ABCP programme is obligated to establish a sepaeatrve for dilution risk if dilution risk
is material for the particular exposure pool.
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7. The servicer of the ABCP programme is requirecetoew several years of historical
information in order to size the required credih@mcements for the ABCP programme,
including losses, delinquencies, dilutions andttineover rate of the receivables to be
securitised.

8. The ABCP programme incorporates structural featuries example, wind-down triggers
— into the purchase of exposures in order to nigigatential credit deterioration of the assets
to be securitised.

(5) The scope of application of an Internal Assessmgptroach to be determined by the
institution is defined by the type of IRBA secwsdtion position which can be captured by
this Internal Assessment Approach according tastsfeatures, especially the type of
securitised CCR exposures underlying an IRBA sésation position, the features of the
IRBA securitisation position, IRBA securitisatiammhsaction or ABCP programme or the
range of available data.

Section 260
IRBA securitisation risk weight calculated accoglio the fallback solution for qualified
securitisation liquidity facilities

'For an unrated IRBA securitisation position
1. which is formed by the undrawn portion of a quelifisecuritisation liquidity facility,
2. for which there is no inferred credit assessmergymant to section 256,

3. for which the IRBA securitisation risk weight puesu to section 259 (1) is not applicable
and

4. for which an institution may not use the Superwdeormula Method pursuant to section
258,

an institution, subject to the consent of BaFin apdn prior application, may temporarily
apply the highest of the CRSA risk weights to bpliad to one of the CCR exposures
contained in the securitised portfolio of this s@sation transaction as the IRBA
securitisation risk weighfinstitutions making use of sentence 1 are requetksignate, via
a report to be submitted by the reporting datéeend of a calendar quarter, the IRBA
securitisation positions for which they are applythe IRBA securitisation risk weight
pursuant to sentence>This report shall contain

1. the type of the respective IRBA securitisation posi

2. each of the attendant IRBA securitisation transasti
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3. the reason why the IRBA securitisation risk weighthe respective IRBA securitisation
position cannot be set pursuant to sections 2259y

4. the residual maturity of the respective IRBA seitsation position and

5. the point in time by which the institution intentdsbe able to calculate the IRBA
securitisation risk weight for the respective IRBécuritisation position pursuant to sections
257, 258 or 259.

Section 261
IRBA securitisation risk weight for partially pratied IRBA securitisation positions

(1) The IRBA securitisation risk weight for the unprcted portion of a partially protected
IRBA securitisation position shall be calculated@ding to the relevant method described in
section 255 sentence 1 if the protection-buyingtutson's claim in respect of the unprotected
partial exposure value pursuant to section 254€Bjence 2 is not contractually subordinated
to its claim to the eligible unfunded credit prdten or financial collateral, to be recognised
at its volatility-adjusted value for financial caleral, assigned to the IRBA securitisation
position.

(2) If the institution's claim in respect of the ungrcted partial exposure value is subordinate
to its claim to the credit protection mentionedubsection (1), the IRBA securitisation risk
weight for the unprotected portion of the partigllptected IRBA securitisation position shall
be determined as follows.

1. If, for the subordinated IRBA securitisation pasitiwhich is formed by the institution’s
subordinated claim in respect of the unprotectetigg@xposure value, there is a relevant
credit assessment pursuant to sections 235 to 1287 inferred credit assessment pursuant to
section 256, its IRBA securitisation risk weightlbe calculated according to the Ratings-
Based Method pursuant to section 257.

2. If the subordinated IRBA securitisation positiorrguant to number 1 is recognised by the
institution using the Supervisory Formula Methadsd IRBA securitisation risk weight shall be
calculated pursuant to section 258 (2). The vafueaccording to Formula 13 of Annex 2
shall be defined as the difference between theeption ratio for financial collateral, e*, and
the protection ratio for unfunded credit protectignthe protection ratio for financial
collateral, e*, is the ratio, expressed as a dddigare, of the IRBA assessment basis, taking
into account financial collateral pursuant to sat251 (2) for the IRBA securitisation
position, to the product of the value accordingréomula 13 in Annex 2 and the share of the
IRBA securitisation position in the securitisatimanche; the protection ratio for unfunded
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credit protection, g, is the ratio, expressed ds@mal figure, of the sum of the substituted
assessment bases calculated for all unfunded gredéction assigned to the IRBA
securitisation positions pursuant to section 254&éhtence 1 to the product of the value
according to Formula 13 of Annex 2 sentence 5 nurhbetter (b) and the IRBA
securitisation position's share in the securitisatranche; the IRBA securitisation position's
share in a securitisation tranche is the ratideflRBA assessment basis excluding financial
collateral of the IRBA securitisation position tetiIRBA assessment basis excluding
financial collateral of the securitisation tran@eezording to Formula 13 of Annex 2 sentence
5 number 7, of which this IRBA securitisation pasitforms part.

(3) In all other cases than the ones mentioned in stibss (1) and (2), the IRBA
securitisation risk weight for the unprotected fmortof a partially protected IRBA
securitisation position shall be 1,250 per cent.

Subdivision 2
Special provisions for originators of IRBA secugdiion transactions which
include an investor's interest in securitisati@msactions to be recognised by
the originator

Section 262
Calculating risk-weighted IRBA exposure amountsifimestors’ interests in securitisation
transactions to be recognised by originators

An institution that is deemed to be the originatban IRBA securitisation transaction whose
securitised portfolio includes revolving CCR exp@asuand which contains a
creditworthiness-related early amortisation pransshall recognise a risk-weighted IRBA
exposure amount for the IRBA securitisation positichich, for this IRBA securitisation
transaction, is formed by the investor's intenesacuritisation transactions to be recognised
by the originator?For calculating the risk-weighted IRBA exposure amp sections 245 to
248 shall apply subject to the following provisions

1. In sections 245 to 248, in each case, the IRBArgesation transaction shall replace the
CRSA securitisation transaction, the IRBA secuatien position shall replace the CRSA
securitisation position, the IRBA exposure valuallteplace the CRSA exposure value, the
average IRBA risk weight of the revolving secugtiportfolio shall replace the average
CRSA risk weight of the revolving securitised polith, and the IRBA assessment basis shall
replace the CRSA assessment basis.
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2. The IRBA assessment basis pursuant to section&48rsce 1 shall be increased by the
product of

a) the distribution key pursuant to section 248 setgehand

b) the sum of IRBA exposure values for all off-balaisteet CCR exposures belonging
to the portfolio dedicated to this securitisaticamsaction pursuant to section 248
sentence 2 which are revolving CCR exposures.

Subdivision 3
Upper limits for the method of calculating IRBA setisation transactions

Section 263
Maximum risk-weighted IRBA exposure amount of aBARsecuritisation transaction

(1) *The total risk-weighted IRBA exposure amount tabplied by an institution to all

IRBA securitisation positions belonging to the sdRBA securitisation transaction may,
subject to sentence 3, be limited to the sum ofidkeweighted CRSA exposure amounts
pursuant to section 24 sentences 2 and 3 of all’\ORSitions pursuant to section 24
sentence 1 of the securitised portfolio and ofrisle weighted IRBA exposure amounts
pursuant to section 72 sentences 2 and 3 andifri5 the expected loss amounts pursuant to
section 104 of all IRBA positions of the securitiggrtfolio minus 12.5 times the deduction
amount for IRBA securitisation positions pursuanseéction 268, provided that the deduction
amount pursuant to section 268 (2) relates toRBAl securitisation positions belonging to
this IRBA securitisation transactiotA CRSA risk weight of 150 per cent must always be
applied to CCR exposures contained in the secedifrtfolio which, as CCR exposures of
the institution, would have to be assigned to tRSE& exposure class Past due items pursuant
to section 25 (16YSection 264 applies to institutions that are deetads the originator of

an IRBA securitisation transaction containing aBMRsecuritisation position that is formed

by the investor's interest in securitisation tratisas to be recognised by the originator.

(2) Subsection (1) does not apply to IRBA securitisatransactions for which an institution
is deemed to be the sponsor or investor and foclwihidoes not meet the minimum
requirements for IRBA use pursuant to sectionstb@b3 for determining risk-weighted
IRBA exposure amounts and expected loss amountREk-compatible assets of the
securitised portfolio.
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Section 264
Maximum risk-weighted IRBA exposure amount for aragors of IRBA securitisation
transactions which include an investor's intenestecuritisation transactions to be recognised
by the originator

(1) An institution that is deemed to be the originaitban IRBA securitisation transaction that
includes an investor's interest in securitisatrangactions to be recognised by the originator
may limit the risk-weighted IRBA exposure amountedimined for all the IRBA

securitisation positions belonging to this IRBA skiisation transaction to the greater of the
following two amounts:

1. the sum of the risk-weighted IRBA exposure amotmtshose IRBA securitisation
positions held by the originator in the securitsatransaction which are not an investor's
interest in securitisation transactions to be ra®yl by the originator plus 12.5 times the
deduction amount for IRBA securitisation positigmssuant to section 268 (1), provided that
the deduction amount pursuant to section 268 (2)agto the IRBA securitisation positions
belonging to this IRBA securitisation transaction,

2. the risk-weighted IRBA exposure amount for the Btw€s interest in securitisation
transactions to be recognised by the originatoctvhesults from applying an IRBA
conversion figure of 100 per cent.

(2) The net profits from capitalising future cash flofnem the securitised portfolio, which
pursuant to section 10 (3a) sentence 4 of the Bgnkct are not part of the reserves pursuant
to section 10 (2a) sentence 1 of the Banking Awll9e excluded from the comparative
calculation pursuant to subsection (1).

Division 6
Deduction amounts for securitisation positions

Section 265
Deduction amount for securitisation positions

'A securitisation position is regarded as havingddacked fully by own funds if a CRSA or
IRBA risk weight of 1,250 per cent is applied to’fthe deduction amount for securitisation
positions in the banking book for which an instidathas chosen the deduction pursuant to
section 10 (6a) number 3 of the Banking Act isghm of the deduction amount for CRSA
securitisation positions pursuant to section 26¥tae deduction amount for IRBA
securitisation positions pursuant to section 268 (1
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Section 266
Recognising securitisation positions by deducthogf capital

(1) A CRSA securitisation position or an IRBA secuatisn position to which a CRSA or
IRBA securitisation risk weight of 1,250 per ceastbeen assigned may be disregarded when
calculating the total capital charge for countetypasks pursuant to section 8 and may

instead be deducted when calculating the modifiedlable capital pursuant to section 10

(1d) of the Banking Act.

(2) *An IRBA securitisation position recognised undex Supervisory Formula Method
which is part of a securitisation tranche for whikk value of L according to Formula 13 of
Annex 2 is smaller than the value of KIRBR as dafiin Formula 13 of Annex 2, and the
value of the sum of L and T as defined in Form@BaflAnnex 2 is greater than the value of
KIRBR, is either to be included in the calculatwithe total capital charge for counterparty
risk or to be split, pursuant to the procedure died in subsection (3), into a deductible
securitisation sub-position and a securitisatidmgosition to be recognised under the
Supervisory Formula Metho@The deductible securitisation sub-position shalkekeluded
from the calculation of the total capital chargedounterparty risk and shall instead be
treated as a deduction amount when calculatingiibdified available capital pursuant to
section 10 (1d) of the Banking AZThe securitisation sub-position to be recognisetkeun
the Supervisory Formula Method shall be factoréd the calculation of the total capital
charge for counterparty risk.

(3) The IRBA securitisation position shall be split puant to subsection (2) sentence 1 as
follows.

1. The splittable share of the IRBA securitisationipos in the splittable securitisation
tranche shall be calculated. This is the ratidefIRBA assessment basis pursuant to section
100 for the IRBA position pursuant to section 7lickhs formed by this IRBA securitisation
position and the IRBA assessment basis of thet@iplé securitisation tranche, which shall be
calculated according to sentence 5 number 7 of &lerd3 of Annex 2.

2. The splittable securitisation tranche shall betspli

a) into a deductible securitisation sub-tranche 1 withvalue of L 1 as the value of L
for the splittable securitisation tranche and thkig of T 1 as the difference between the
value of KIRBR and L, and

b) a securitisation sub-tranche 2 to be recognisetjubie Supervisory Formula Method
with the value of L 2 taken to be the value of KIREd the value of T 2 to be the
difference between the value of T for the splitaddcuritisation tranche and the
difference between the values of KIRBR and L.
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3. For the deductible securitisation sub-position aeteed pursuant to subsection (2)
sentence 1, the IRBA assessment basis for the IRB#&ion formed by this securitisation
sub-position shall be based on the product of

a) the share of the splittable IRBA securitisationipos in the splittable securitisation
tranche, calculated according to number 1, and

b) the value of T 1 calculated according to numbestet (a), multiplied by the sum of
the assessment bases of the CCR exposures contaihedsecuritised portfolio

in order to determine the IRBA exposure value pamstio section 252 of the deductible
securitisation sub-position when calculating thdwi#ion amount for IRBA securitisation
positions pursuant to section 268 (1).

4. The securitisation sub-position determined pamsto subsection (2) sentence 1 that is to be
recognised according to the Supervisory Formulahbigshall be given the IRBA
securitisation risk weight that results for thiswgtisation sub-position pursuant to section
258 if the value of L is taken to be the value & talculated according to number 2 letter (b)
and the value of T is taken to be the value ofchl2ulated according to number 2 letter (b).

Section 267
Deduction amount for CRSA securitisation positions

The deduction amount for CRSA securitisation posgiis the sum of the CRSA exposure
values of those CRSA securitisation positions whpelrsuant to section 266 (1), are
recognised as the deduction amount when calcul#tmghodified available capital.

Section 268
Deduction amount for IRBA securitisation positions

(1) The deduction amount for IRBA securitisation pasit is the sum of the deduction
amounts calculated according to subsection (2lh@iRBA securitisation positions and the
deductible securitisation sub-positions which aduwtted pursuant to section 266 (1) and (2)
when calculating the modified available capital.

(2) The deduction amount for an IRBA securitisationifias and a deductible securitisation
sub-position is

1. either its IRBA exposure value or

2. the positive difference between its IRBA exposuakig and
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a) either the value adjustments made by the institutio this IRBA securitisation
position, provided that these value adjustmentsatdorm part of the institution’s liable
capital pursuant to section 10 (2b) sentence 1 eu@lof the Banking Act,

b) or, if the institution is deemed to be the origoratf the IRBA securitisation
transaction to which this IRBA securitisation pmsitbelongs, the value adjustments
made by the institution for the CCR exposures dgoathin the portfolio securitised by
this IRBA securitisation transaction, provided tttese value adjustments do not form
part of the institution’s liable capital pursuaotsection 10 (2b) sentence 1 number 9 of
the Banking Act and have not been recognised patgaaection 253 (4).
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Part 3
Operational risk

Chapter 1
General provisions

Section 269
Approaches to determining the capital charge farational risk

(1) 'Operational risk means the risk of loss resultigrfinadequate or failed internal
processes, people and systems or from externate@€his definition includes legal risk.

(2) *An institution may use a Basic Indicator ApproaalStandardised Approach or an
Advanced Measurement Approach to calculate theaagiarge for operational riskThis
shall applymutatis mutandiso groups of institutions and financial holding@gps, unless
stated otherwise.

(3) Financial service institutions which trade in fisal instruments on their own account
and investment firms may, notwithstanding the apphes listed under subsection (2),
calculate the capital charge for operational riskng the methodology for calculating the
fixed overheads-based capital requirement purdoasgction 10 (9) sentences 1 to 2 of the
Banking Act if they

1. deal on their own account only for the purposeutfflfing or executing a client order or

for the purpose of gaining access to a clearingsatitement system or a recognised stock or
futures exchange within the meaning of sectione) @ the Banking Act, when acting on a
commission basis or executing a client order, or

2. do not hold client money or securities, undertakly dealing on their own account, have
no external customers and execute and settletthasactions under the responsibility of a
central clearing institution pursuant to sectiof31) of the Banking Act and are guaranteed
by that central clearing institution.

’Section 10 (9) sentences 3 to 5 of the of the Bankict appliesmutatis mutandis

(4) The chosen approach to calculating the capitalgehfor operational risk shall be
adequate with regard to the scale and complexitii@business activities.

(5) *An institution which uses a Standardised ApproacamAdvanced Measurement
Approach to calculate the capital charge for openat risk may not revert to a simpler

242 of 306



Section 270

approach except for demonstrated good cause agavithl BaFin's permissiorfinstitutions
shall apply to BaFin for permission for the inteddeversion, stating the reasons.

Chapter 2
Basic Indicator Approach

Section 270
Calculating the capital charge

(1) The capital charge for operational risk is equal3qer cent of the average over three
years of the relevant indicator.

(2) 'The three-year average of the relevant indicatoalsulated on the basis of the last three
twelve-monthly observations at the end of the fngtin's financial yea®When audited
figures are not available, business estimates dynttitution may be used.

(3) *When calculating the three-year average of thevagleindicator, only positive annual
figures shall be counte@iThe three-year average of the relevant indicatoaisulated as the
sum of the annual positive figures divided by thenber of positive annual figures.

Section 271
Definition of the relevant indicator

(1) The relevant indicator shall be calculated by tostins on the basis of the following
items pursuant to the Bank Accounting Regulati®aghnungslegungsverordnyngith
income items being added and expense items bebirpsted:

1. interest receivable and similar income,

2. interest payable and similar charges,

3. income from shares and other variable-yield seiegrit
4. commissions/fees receivable,

5. commissions/fees payable,

6. net profit or net loss on the trading portfolio and

7. other operating income (including leasing result).
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(2) 'Realised losses from the sale of non-trading bteyks must not reduce the relevant

indicator.’The following items may be omitted when calculatihg relevant indicator even if
they are included in the items under subsection (1)

1. income from extraordinary or irregular items,

2. realised profits from the sale of non-trading bdekns, and
3. income derived from insurance.

“This shall be documented appropriately.

(3) When revaluation of trading book items is bookethm profit and loss statement,
revaluation shall be included.

4) lExpenditure on the outsourcing of services rendbyeithird parties may reduce the
relevant indicator only if the expenditure is in&a from enterprises belonging to a group
pursuant to section 10a of the Banking Act or fremterprises subject to equivalent

supervision.zThis shall also apply even if these are containdtié items pursuant to
subsection (1).

(5) *Institutions which prepare their annual accountsgian accounting standard deviating
from the Bank Accounting Regulation (Directive 886EC) shall calculate the relevant
indicator on the basis of data that best refleetdéfinition set out in subsection (1).
Subsections (2) to (4) shall apphutatis mutandisThe same shall apply to calculation on a
consolidated basis.

(5a) For groups of institutions and financial halgligroups, the consolidation definition on
which the calculation of the capital charge forrapienal risk is based may correspond to the
accounting standard used and, to that extent, @efram the consolidation definition
pursuant to section 10a of the Banking Act if pibalesevidence is given that this does not
significantly reduce the relevant indicator.

(6) *Housing enterprises with saving facilities may irte only the respective items in the
saving facilities when calculating the relevantidador.?The derivation of the income and
expenses of the saving facilities from the accagntecords shall be documented
appropriately.
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Chapter 3
Standardised Approach

Section 272
Use of the Standardised Approach

(1) If an institution intends to use a StandardisedrApph to calculate the capital charge for
operational risk, it shall notify BaFin and the Dsahe Bundesbank in writing, stating the
intended date of implementation.

(2) *The notification shall contain a statement thatitiséitution meets the qualifying criteria
for the Standardised Approach pursuant to sec@@dsand 276°The institution shall have
satisfied itself of this fact by means of an insdmeview, and it shall maintain the
documentation pertaining to the internal assessarahits results.

(3) BaFin may prohibit use of the Standardised Apprafah institution does not comply
with the qualifying criteria.

Section 273
Calculating the capital charge

(1) *In the Standardised Approach, an institution simalp its business activities and the
relevant indicator to the eight regulatory businesss listed in subsection (4) pursuant to
section 275°Section 271 shall appiyputatis mutandi$or calculating the relevant indicator.
*The capital charge shall be calculated on the ldgtse figures for the last three financial
years.*When audited figures are not available, internaiess estimates of these figures
may be used.

(2) The partial capital charge for a business lineafgiven year is obtained by weighting the
indicator assigned to the respective businessiitiea certain percentage assigned to the
business line (beta factor) pursuant to subse{ipn

(3) *The capital charge for operational risk is the agerof the sum of the partial capital
charges of the individual business lines calculfdeeach of the last three financial yedts.
each financial year, a negative partial capitatgban one business line resulting from a
negative value for the indicator may be offset agigpositive partial capital charges in the
other business linedWhere the aggregate capital charge across all éssiines within a
given year is negative, then the input to the ayeifar that year shall be zero.

(4) The following beta factors shall be assigned tordgrilatory business lines:
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1. Corporate finance 18 per cent
2. Trading and sales 18 per cent
3. Payment and settlement 18 per cent
4. Agency services 15 per cent
5. Commercial banking 15 per cent
6. Retail banking 12 per cent
7. Asset management 12 per cent
8. Retail brokerage 12 per cent.
Section 274

Use of an alternative indicator

(1) To calculate the partial capital charges in theil&gry business lines commercial

banking and retail banking, an institution may usthe Standardised Approach an alternative
indicator pursuant to subsection (2) instead ofréhevant indicator within the meaning of
section 273 (1) sentence 2, upon application tosafect to prior permission from BaFin, if

1. the institution is overwhelmingly active in retaihd/or commercial banking,

2. these regulatory business lines account for at 8a%6 of the relevant indicator,

3. a significant proportion of its retail and/or conmeial banking activities comprise loans
associated with a high PD, and

4. the alternative indicator provides an improved &si assessing the operational risk.

(2) The alternative indicator is the total nominal amtoof loans and advances pursuant to
subsection (3) multiplied by the factor 0.035.

(3) “The nominal amount of loans and advances in ratailor commercial banking shall
consist of the total drawn amounts in the corredpancredit portfolios?For the commercial
banking business line, securities held in the bamkiook shall also be included.

Section 275
Business line mapping

An institution using the Standardised Approach lsth@elop specific policies and criteria
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for mapping its business activities and the relévgticator to the regulatory business lines
specified in section 273 (4) and listed in Tableo2@nnex 1.2These policies and criteria
shall be documented, regularly reviewed and adjusseappropriate for new or changing
business activitieSThe policies and criteria shall meet the followneguirements:

1. each business activity shall be clearly mappedtoregulatory business line,

2. ancillary activities which cannot be readily mappe regulatory business line shall be
allocated to the regulatory business line they stpfif an ancillary activity supports several
business activities which are mapped to differegutatory business lines, an objective
criterion shall be used for mapping this activity,

3. business activities, including ancillary activitiést support them, which cannot be
mapped to a particular regulatory business lind beamapped in full to a regulatory
business line yielding the highest beta factor gamg to section 273 (4),

4. institutions may use internal pricing methods t@rttee relevant indicator to the
regulatory business lines if these methods carbfeetively substantiated, and costs
generated in one business line which are imputabdedifferent business line may be
reallocated to that business line,

5. the criteria for mapping business activities tordgulatory business lines shall be
consistent with the criteria used for credit andkaarisks,

6. notwithstanding the overall responsibility of thevgrning bodies, senior management,
especially that which signs off on the institutgmiternal business lines, shall be responsible
for the mapping policy for the business activigesl the relevant indicator, and

7. the mapping process is subject to review by inlesnaxternal auditors.

Section 276
Qualitative standards

(1) *An institution which uses the Standardised Apprastwhil have an appropriate and
documented system for identifying, assessing, rodnig, reporting on and controlling
operational risk with clearly assigned respondibii °The institution shall track relevant data
on operational risk, including material loss d&Tais system shall be subject to regular
internal or external audit.

(2) The output of the operational risk assessmentsystall be an integral part of the
process of monitoring, reporting and controlling thstitution's operational risk profile.

(3) The operational risk assessment system shall Iselglotegrated into the institution's risk
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management processes.

(4) 'The institution shall have an appropriate reporigstem that provides meaningful
information about operational risk to relevant ftiogs within the institution?The institution
shall determine decision-making competencies aadrtls So as to take appropriate action
according to this information.

Section 277
Combined use with the Basic Indicator Approach

(2) It shall not be possible to combine the Standaddisaproach with the Basic Indicator
Approach except in the cases specified under stibed@).

(2) *In well reasoned exceptional circumstances BaFiy, mngon application, approve partial
use of the Standardised Approach along with thecBadicator Approach for a transitional
period.?Approval for this transitional combined use shalldonditional upon a commitment
by the institution concerned to use the Standaddiggproach to determine the total capital
charge for operational risk in the foreseeablertutu

Chapter 4
Advanced Measurement Approaches

Division 1
General provisions

Section 278
Definition of terms

(1) An institution may use an Advanced Measurement 8agih to calculate the capital
charge for operational risk only after obtainingegval from BaFin.

(2) *An Advanced Measurement Approach shall be deemigabteionly if the requirements
of sections 279 to 292 are m&&ompliance with the approval requirements shall be
evidenced and, prior to approval, will be reviewegrinciple on the basis of an approval
examination to be carried out by BaFin in conjumttivith the Deutsche Bundesbank
pursuant to section 44 (1) sentence 2 of the Bankot and, subsequent to approval, in
follow-up examinations’Any material changes or extensions to the Advahtedsurement

Approach require renewed approval pursuant to m’bx;e(l).“Signifioant and insignificant
changes do not require a renewed suitability exatiwn but shall be notified to BaFin and
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the Deutsche Bundesbank in writing; significantrades shall be coordinated with BaFin
prior to the use of the amended Advanced MeasureApproach.

(3) If an Advanced Measurement Approach is used wahgnoup of institutions or a
financial holding group, the requirements pursuargections 279 to 292 may be met jointly
by the institutions belonging to the group.

(4) If a group of institutions or a financial holdingogip would like to use a joint Advanced
Measurement Approach to calculate the capital @srgoperational risk for the group and
the capital charges for operational risk for thatitations belonging to the group, the group’s
application for approval shall contain the follogiadditional details:

1. a description of the procedure used to allocatesmdithe capital charge for operational
risk calculated for the group of institutions oe timancial holding group to the various legal
entities within that group, and

2. adescription of whether and how diversificatiofeefs are taken into account in the risk
measurement system.

(5) Partial use of an Advanced Measurement Approachinbination with the Basic
Indicator Approach or the Standardised Approagsersnitted after approval by BaFin
pursuant to section 293.

Division 2
Qualitative standards

Section 279
Risk management system and framework

(1) The institution shall have rolled out an integradgdtem to identify, measure, monitor,
report on and control its operational risk.

(2) The management body shall have implemented a framkewhich contains the principles
for identifying, measuring, monitoring, reporting and controlling operational risk and
allocates the relevant responsibilities unambiglyous

Section 280
Risk management function and resources

(1) *The institution shall have an independent centratfion for managing operational risk.
2This function shall be responsible for developitrgtegies, policies and procedures to
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identify, measure, monitor and report on operatios& and for developing procedures to
control operational risk, including any necessatjpstments, and shall ensure that they are
implemented and usetinsofar as some of these tasks are performed ntratised units, it
shall be ensured that these units comply withnis&uctions of the central function.

(2) The institution shall have adequate resourcesdrcémtral operational risk management
function, in the major internal business lines anohternal audit to be able to use its
Advanced Measurement Approach.

Section 281
Integration of risk measurement system and repprtin

(1) The operational risk measurement system shalltegrated into the institution's day-to-
day risk management processes.

(2) 'The institution shall have methods of allocatinpita for operational risk to the major
internal business lines and of creating incentteamprove the management of operational
risk throughout the institutioAThe operational risk measurement system shall stufip®
allocation of economic capital to the internal Ioesis lines.

(3) 'The institution shall have an appropriate reporigstem via which the relevant
functions within the institution are regularly imfoed about operational risk exposures and
material operational loss everftshe institution shall define decision-making congneies
and channels so as to be able to react adequattlistinformation.

Section 282
Documentation of and compliance with the risk mamagnt system

(1) The operational risk management system shall bguadely documented.

(2) 'The institution shall have routines in place fosing compliance with the documented
operational risk management systéfthese shall include policies for the treatmentai-n
compliance with internal rules.

Section 283
Audit

(1) *The operational risk management processes and neeasut systems shall be subject to
regular reviews performed by internal or externaliors.’These audits shall include both
the relevant activities of the internal businessuand those of the independent operational
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risk management function.

(2) Institutions shall ensure that data flows and pseee associated with the operational risk
measurement system are accessible to internabdedhal auditors without delay.

Division 3
Requirements for determining the capital chargefmrational risk

Subdivision 1
Model framework

Section 284
Quiality of the measurement system

(1) *Advanced Measurement Approaches shall use interssidata, external data, scenario
analysis and factors reflecting the institutionesfie business environment and internal
control systems in calculating the capital chaageoperational risk’An institution shall
combine these four elements appropriately in itsakted Measurement Approach and
document the facfin particular, it shall ensure that, in combinihgse elements, multiple
counting of qualitative assessments or risk mittgatechniques is avoided.

(2) 'The capital charge for operational risk calculaisihg an Advanced Measurement
Approach shall include both expected and unexpdotafinsofar as the institution
determines the expected loss appropriately andegrthat it takes a portion of the expected
loss adequately into account in its internal bussraractices, BaFin will authorise it to reduce
the capital charge for operational risk by thatipaorof the expected loss.

(3) 'The Advanced Measurement Approach shall capturentjer drivers of operational risk
affecting the shape of the tail of the loss estémAtn particular, the capital charge for
operational risk shall capture potentially sevaiklbss events, achieving a soundness
standard comparable to a 99.9 percentile confidanieeval over a one-year holding period.

(4) The institution shall use appropriate techniquedewveloping a model for measuring its
operational risk and in validating the model. Tlaéidation processes, techniques and
outcomes shall be documented.
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Section 285
Correlations

YIndividual risk estimates for different operatiomiak estimates may be added when
calculating the capital charge for operational.rfflut if correlations between individual risk
estimates are recognised when calculating thealagiairge, the following requirements shall
be met.

1. All correlation assumptions made when calculathmgydapital charge for operational risk
shall be plausible and substantiated.

2. The systems for determining correlations shalldaend and take uncertainty into account.

3. The institution shall validate its correlation asgions using quantitative and qualitative
techniques and if necessary adjust them.

Subdivision 2
Data

Section 286
Internal loss data

(1) *When calculating the capital charge for operatigisi, an institution shall use internal
loss data based on a minimum historical observat@iod of five years’When an institution
first moves to an Advanced Measurement Approathree-year historical observation

period for loss data is acceptable, starting whenAdvanced Measurement Approach is used
following approval to determine the capital chafgeoperational risk.

(2) The internal loss data shall be so comprehensatethiey capture all material activities
and operational risks across the institutfde institution shall be able to justify that any
excluded activities or exposures, both individualhd in combination, would not have a
material impact on the overall risk estimates.

(3) The institution shall define appropriate minimumetholds for capturing losses in the
loss data collection.

(4) The following minimum data shall be collected fack recorded loss event:
1. the loss amount, kind and size of recoveries assl haitigation,
2. the business units in which the loss has occumedndnich are affected by the loss event,

3. a description of the causes or drivers of the éa®&nt, and
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4. the date the loss event occurred and the datesitigaovered.

(5) *The ongoing relevance of the loss data used shahbured by clear-cut internal rules
and documented proceduréall changes and adjustments to loss data shalbbardented
transparently>The competencies for making such adjustments, iiicpiar who is authorised
to make them in which situations and to what extsimll be laid down clearly.

Section 287
Mapping internal loss data

(1) Institutions shall be able to map their internalslalata to the regulatory business lines
pursuant to section 273 (4) and to the regulatosg event types pursuant to subsection (3),

and to provide the data thus classified to Bth)rupequestz.Internal loss data which affect
the entire institution may, due to exceptional winstances, be allocated to the regulatory

business line Corporate items defined in Annex Hlga9aThe institution shall have in
place documented and objective criteria for allogpkoss data to the regulatory business
lines and loss event types.

(2) The institution shall develop specific criteria foapping the following loss data:
1. events in centralised functions

2. activities that span more than one business limg, a

3. related events, including related events over time.

(3) The following loss event types, in accordance whndefinitions in Table 30 of Annex 1,
shall be used for mapping pursuant to subsectipn (1

1. internal fraud,

2. external fraud,

3. employment practices and workplace safety,
4. clients, products and business practices,

5. damage to physical assets,

6. business disruptions and system failures, and

7. execution, delivery and process management.
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Section 288
Losses related to credit risk

'Operational risk losses that are related to créslitshall be identified, recorded as
operational risks in a loss database and sepatateiled within that databas®uch losses
shall not be used to calculate the capital chasgeperational risk.

Section 289
External data

(1) 'Relevant external data shall be used when detemmthie capital charge for operational
risk. 2Data may only be used if they are not personaf trey are personal, have been
anonymised.

(2) *An institution shall have a systematic processifetermining the situations in which
external data are used and for establishing metbges for incorporating these data into the
measurement systefiThe conditions and practices for using externaa daall be
documented, adjusted as required and subject thareigdependent review.

Subdivision 3
Scenario analyses, business environment and iht@ynaol system

Section 290
Scenario analyses

The institution shall use scenario analyses basegkpert opinions and external data in

order to evaluate its exposure to high-severitynes/&/hen calculating the capital charge for
operational risk’The institution shall validate the results of thesenario analyses over time
and adjust the latter in the light of actual lospegxience so as to ensure their reasonableness.

Section 291
Business environment and internal control system

The operational risk measurement system shall pate key factors of the business
environment and the internal control system thiicathe institution’s operational risk
profile. ?The following requirements shall be met:

1. the chosen factors shall be meaningful risk drivanese choice must be justified on the
basis of experience and involving the expert judgretnof the affected business areas,
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2. the sensitivity of the risk estimates to changehéfactors and the relative weighting of
these factors need to be well reasoned, in paati@ilered risks due to changes in the risk
control system, in the complexity of activitiesiotthe business volume must be taken into
account,

3. over time, the choice and implementation of therim&l control and business environment
factors and their influence on the measuremenesysieed to be validated and, if
appropriate, reassessed by empirical means, eBpélcraugh comparison with internal loss
data and relevant external data, and

4. the choice and implementation of the internal aardnd business environment factors
shall be documented and subject to independergwevi

Subdivision 4
Risk transfer mechanisms

Section 292
Insurance and other risk transfer mechanisms

(1) Insurance and other risk transfer mechanisms magdmgnised when determining the
capital charge for operational riskhe alleviation of the capital charge for operagiarisk
resulting from recognition of risk transfer mechams shall not exceed 20 per cent of the
capital charge before recognition of risk transfechanisms.

(2) YInsurance may be recognised only if all of thedwihg requirements have been met:
1. the provider is authorised to provide insuranceearsurance,

2. the provider has an appropriate credit quality,

3. the insurance policy has an initial term of at lea®e year,

4. where a period of notice for cancellation is stgtedl in the insurance contract, this shall
be at least 90 days,

5. the insurance policy has no exclusions or limitaitriggered by supervisory actions,

6. the insurance policy has no exclusions or limitagithat preclude recovery of damages or
expenses if the institution becomes insolvent,

7. the insurance coverage is recognised in a manaeistiransparent and consistent with
the loss probability and severity used in the deieation of the capital charge for operational
risk,
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8. the insurance is provided by a company that isnedtided in the capital consolidation, or
else the insured risk was laid off, through re-masige or other measures, to an independent
third-party entity that meets the eligibility crite for recognition of insurance, and

9. the framework for recognising insurance is wels@aed and documented.

The requirement stipulated in sentence 1 numbé&grb ot apply to events which occur
after the initiation of insolvency or liquidatiomqzeedings’lnsurance pursuant to sentence 1
shall not include any recovery of fines or othengdées which an institution shall pay as a
result of action by the supervisory authorities.

(3) When recognising insurance, appropriate haircud be made for insurance policies
with a period of notice for cancellation or a resititerm of less than one year and for
uncertainty of payment and for mismatches in inscegoolicy coverages. If an insurance
policy has a residual term of less than 90 dayshatl not be recognised for risk mitigation
purposes.

(4) Other risk transfer mechanisms may be recognistx iinstitution can demonstrate that
they achieve a noticeable and reliable mitigatibaperational risk.

Division 4
Partial use

Section 293
Combination with the Basic Indicator Approach ae 8tandardised Approach

(1) Upon application and subject to permission fromiBa&n institution may use an
Advanced Measurement Approach for some of its asgdional units and for the others
either the Basic Indicator Approach or the StandadlApproach to calculate the capital
charge for operational risk (partial use).

(2) The organisational units whose capital charge parational risk is calculated using the
Basic Indicator Approach or the Standardised Apgincshall be demarcated by the
institution's internal organisational structures tegulatory business lines or legal entities
from the organisational units whose capital chdog®perational risk capital is determined
using an Advanced Measurement Approach.

(3) Approval for partial use requires compliance witbk following conditions:

1. all operational risks of the institution are captaiby the capital charge for operational
risk calculated under partial use, and
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2. the requirements for the Advanced Measurement Aggbr@and Standardised Approach
have been met for those organisational units whapéal charge for operational risk is
determined using the respective approach.

(4) 'The institution shall show in the application f@paoval that on the date of
implementation it captures a significant part efaperational risk already by the Advanced
Measurement ApproacfiThe application for approval shall also contaiingetable
documenting that the institution will be using thévanced Measurement Approach to
calculate the capital charge for operational r@ktiie bulk of its business by five years at the
latest after approval is grantédn implementation plan for the ongoing rollout bét
Advanced Measurement Approach after approval istgchshall be agreed with BaFfin
immaterial part of the business may remain exengoh the rollout of an Advanced
Measurement ApproacPA capital charge for operational risk for said imeral part of its
business activities shall be determined, in agre¢nvegh BaFin, either by an appropriate
procedure within the framework of the Advanced Measent Approach or using the Basic
Indicator Approach or Standardised Approach.

(5) 'In substantiated individual cases, BaFin may, wumgplication, exempt an institution
from applying subsection (4The exemption may be revoked if there is a lastimnge in
the circumstances substantiating the exemption.

(6) 'The institution shall be allowed to include newanigational units in the Advanced
Measurement Approach subject to BaFin's permisdimfioreseen changes to the degree of
coverage, especially owing to mergers or hivingedfibusiness lines in which the Advanced
Measurement Approach was already being used, Isbalbtified to Bafin, and a new
timetable shall be submitted.
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Part 4
Market risk positions

Chapter 1

Overall currency position

Section 294
Calculating and recognising the overall currencgifpan

(1) *The overall currency position shall be calculatetha close of each business day
separately for each currency (open individual auwyepositions) and for gold (open gold
position) from the differences, converted to thegoréing currency, between the long and short
positions.?Long and short positions in gold shall be convettethe reporting currency at the
rate quoted on the market which is deemed repratemin terms of turnover volume.
3Institutions shall document which markets they deepresentative and state the principal
reasons for their decision.

(2) 'The open individual currency positions shall beraggted separately to form total long
and total short positionéThe higher of these two totals (overall net foredgehange
position) together with the open gold position ddintes the institution's overall currency
position.

(3) If the overall currency position exceeds 2 per centhe higher of the two separately
calculated sums of all long and short positionaliioreign currencies converted to the
reporting currency exceeds 100 per cent, of th&utien's own funds, an 8 per cent weight
shall be applied to the overall currency positiondalculating the capital charge.

(4) *When calculating the capital charge for the ovarattency position, the institution may
choose, on a consistent and permanent basis, iadexapposite positions of equal amounts
after conversion to the reporting currency (matotwaency position) in verifiably closely
correlated currencies when calculating the opeividglal currency positions pursuant to
subsection (1) and instead add 50 per cent ofrtftmuat of the matched currency position to
the overall net foreign exchange position purstiasubsection (2fAn 8 per cent weight
shall be applied to the overall currency positiondalculating the capital charge.
3Subsection (3) does not applyWhen the institution exercises the option for tingt time, it
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shall submit the conducted statistical analysiBafin and the Deutsche BundesbaiiaFin
may prohibit the exercise of the option if the gsa pursuant to sentence 4 was not carried
out appropriately’This shall be considered especially likely if trigameters set out in
subsection (5) have not been observed.

(5) Foreign currencies may be deemed to be verifidolsety correlated if — calculated on the
basis of daily exchange rate data for the precettireg or five years — the likelihood that any
loss occurring on matched individual currency posg in such currencies over the following
ten working days will not exceed 4 per cent ofihkie of the matched currency position is at
least 99 per cent, when an observation periodrettlears is used, or at least 95 per cent,
when an observation period of five years is used.

(6) *When calculating long and short positions purstasection 295 (1) and (2), exposures
in the form of ClUs within the meaning of sectidh @2) shall be recognised proportionately
in accordance with their actual currency breakddihe institution may employ third parties
to calculate the currency breakdown of the CIU pted that the correctness of the
calculation and its reporting to the institutior appropriately ensuredif the institution does
not calculate the currency breakdown of the Cldlifsan external auditor shall confirm the
correctness of the calculation pursuant to sent2muelater than three months after the end
of the CIU's financial yeaflf the institution is not aware of the actual cmeg breakdown of
the CIU, it shall be assumed that it has investddrieign currencies up to the maximum
extent allowed in the sales prospectus or equivalecument’lf leveraging is allowed in the
case of CIU exposures which are trading book rasitpns, when proceeding pursuant to
sentence 4 the CIU exposure shall be increasedeomaximum permissible leverage allowed
in the sales prospectus or equivalent docuni@he assumed foreign currency position
calculated in accordance with sentences 4 andlbshtieated as a separate currency,
analogously to the recognition of gold, when calting the overall currency positiofif the
direction of the CIU's investment is known, thereacy position of the relevant CIU may,
notwithstanding sentence 6, be added in accordaitiets direction pursuant to subsection
(2) to the sum of the long open individual currepogitions or to the sum of the short open
individual currency position§Such positions shall not be netted prior to catiwta®lf an
institution uses an internal risk measurement madtgin the meaning of section 313 (1)
sentence 1 which has been recognised as suitatb\tayse scope of application at least
covers foreign currency risks, CIU exposures dhaltecognised in a way that reflects their
actual currency breakdown pursuant to sections@838.°Sentences 2 and 3 apphutatis
mutandis *f the institution is not aware of the actual cmey breakdown of the CIU in
which it is invested through its CIU exposure, thieign currency risk exposures incurred
from the CIU exposure shall be carved out fromitiséitution’s internal risk measurement
model and shall be recognised pursuant to sentdnie8 when calculating the capital charge
for the overall currency position.
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Section 295
Long and short positions

(1) *Long positions comprise

1. asset items shown on the assets side of the badaeet including accrued income, even
if it has not yet been allocated to the relevataiee sheet items and the asset items are not
included in the long positions under numbers 4,or 5

2. rights to the payment of principal amounts undeariicial swaps, delivery and payment
rights arising under spot contracts and other déxigs excluding option rights pursuant to
numbers 4 and 5 where these rights are not inclurd#égk long position under number 1,

3. contingent claims under sale and repurchase agrésritethe return of items included in
the long position under number 1,

4. delivery or payment rights of the institution, arggwhen exercising its own option rights
or when third parties exercise option rights, urfdezign exchange or gold options pursuant
to the rules stated in section 308,

5. own option rights not included in number 4,

6. irrevocable guarantees and similar instrumentsatreatertain to be called, if this
increases the long positions under numbers 1 to 5.

“The institution may choose, on a consistent anthgeent basis, to allocate expected income
other than accrued income to the long positiossich income has verifiably been hedged by
one or more of the short positions pursuant toesttimn (2) sentence 1 numbers 1 to 5.

(2) 'Short positions comprise

1. debt items shown on the liabilities side of theabak sheet including accrued charges,
even if these have not yet been allocated to tlegart balance sheet items,

2. obligations to pay principal amounts under finahsveaps, delivery and payment
obligations arising under spot contracts and otleeivatives excluding option rights pursuant
to numbers 4 and 5 where these obligations areoltded in the short position under
number 1,

3. contingent liabilities under sale and repurchaseegents to return items included in the
long position under number 1,

4. delivery or payment obligations on the institutiansing from the exercise of its own
option rights or when third parties exercise optigihts, under foreign exchange or gold
options pursuant to the rules stated in section 308
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5. third-party option rights not included in number 4,

6. irrevocable guarantees and similar instrumentsatreatertain to be called, if this
increases the short positions under numbers 1 to 5.

“The institution may choose, on a consistent anthgeent basis, to allocate expected
expenses other than accrued expenses to the sisdrops if such expenses have verifiably
been hedged by one or more of the long positionsuaint to subsection (1) sentence 1
numbers 1 to 5.

(3) *Long and short positions pursuant to subsectionar(d (2) numbers 1, 3 and 6 shall be
included at their book values, long and short pmsét pursuant to subsections (1) and (2)
number 5 at their market values and the other &nthshort positions at their nominal values.
’The institution may choose, on a consistent anthgeent basis, to include delivery and
payment obligations arising from forward foreigrckeange and forward gold transactions to
be included in the long and short positions purst@subsections (1) and (2) number 2 at
their present valuedlndividual value adjustments made to long positismall be deducted
from these items irrespective of how they are showthe balance sheet.

(4) The institution may choose, on a consistent anchpeent basis, to treat long or short
positions denominated in units of account whosénamge rate is computed from the
exchange rates of other currencies as a foreigermcy or to break them down into the
component currencies used to calculate their exgsheate.

(5) *A simplified procedure may be applied to calculhieaccrued interest amount of long
and short positiongAccording to this procedure, an institution may treamount from the
most recent interest accrual calculatidFhis amount shall be extrapolated using linear
extrapolation based on the regular calculationgaeior the interest accrual calculation that is
chosen by the institutiofilf an institution wishes to adopt the procedurespant to sentence
1, it must notify BaFin and the Deutsche Bundeshain&n it applies it for the first time.

Chapter 2

Commodities position

Section 296
Calculating and recognising the commodities pasitio

(1) *The commodities position shall be calculated atcthse of each business day, separately
for each commodity, from the differences betweenltimg and short positions based on the
spot market prices of the commodities and convedete reporting currency (open
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individual commodity positionsfThe capital charge shall be calculated in accorelavith
subsection (5) or section 297.

(2) *When calculating the commodities position, an togitin, upon request, may choose, on
a consistent and permanent basis and subject tm'Bgiermission, to disregard stocks of
commodities and their hedges that constitute mdtplesitions for the entire duration of the
transaction as a result of outright agreementsdefa or deliver the commodity in question at
the time of performancéPermission shall be deemed to have been givee iftitution
applies for the positions informally and BaFin does object within three months of the
application being receivedThe application must describe the type of business
commodity.*The application shall be submitted to BaFin atethe of each year for the
following year and can be made via the regionaltassociations’If an institution intends

1. to extend the size of the matched commodities iposibat it communicated in its last
regular application by 20 per cent or more andebgexceed the average business volume of
the previous year by 1 per cent or

2. to conclude a covering transaction only after a tindvas elapsed

it shall make an appropriate application to BaRwonptly.
(3) Long positions comprise
1. stocks of commodities to be shown on the assetsddithe balance sheet,

2. delivery rights under spot transactions and derieatexcluding option rights pursuant to
number 3,

3. delivery rights of the institution arising from tke&ercise of its own option rights or when
third parties exercise option rights, pursuantrules stated in section 308,

4. contingent rights under sale and repurchase agrsrttethe return of items included in
the long position under number 1,

(4) Short positions comprise

1. delivery obligations under spot transactions amivd@ves excluding option rights
pursuant to number 2,

2. delivery obligations of the institution arising fnothe exercise of its own option rights or
when third parties exercise option rights, pursuarthe rules stated in section 308,

3. contingent liabilities under sale and repurchaseegents to return long position items
pursuant to subsection (3) number 1.
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(5) *To calculate the capital charge, the open indiMidoenmodity positions shall be
aggregated, irrespective of whether they are larghort positions, and assigned a 15 per cent
weight.?The amounts for the long and short positions dfatiggregated, irrespective of
whether they are positive or negative, and 3 pet ckthis sum shall be added to the sum
calculated pursuant to sentence 1.

Section 297
Maturity ladder approach

(1) The institution may choose, on a permanent basisltulate the capital charge for the
commodities position from the partial capital clewdor the open individual commodity
positions using a risk measurement ladder witredkifit maturity bands, using a separate
ladder for each commodity, for the seven conseewtigighting categories (maturity bands)
shown in Table 20 of Annex 1.

(2) * To calculate the partial capital charges for theroindividual commodity positions, the
long and short positions shall be allocated tontla¢urity bands of the risk measurement
ladder in accordance with their maturity, and opegsositions of equal amount in each
maturity band (matched maturity band positions) #aedremaining differences between the
long and short positions (unmatched maturity bavsitipns) shall be calculate®lhe

matched maturity band positions shall be assigri@ger cent weight and shall be aggregated
to yield the partial capital charg@lotwithstanding sentence 2, the weight for matched
maturity band positions in the same commaodity pe0cent if the underlying transactions
mature on the same date or mature within ten dbgaah other and are traded on markets
which have daily delivery dates.

(3) “The unmatched position in each maturity band, begqwith the first maturity band
listed in Table 20 of Annex 1 pursuant to subsectiy, shall be aggregated with the
unmatched position of the next maturity band, dednbatched and unmatched positions
deriving from this aggregation shall be calculaaed allocated to the next maturity band.
?Each unmatched maturity band position includedhénaggregation shall be assigned a 0.6
per cent weight in each maturity band and be atlnéue partial capital charge pursuant to
subsection (2) sentence®*The matched weighted band positions deriving froen t
aggregation shall be assigned a 3 per cent weighadded to the partial capital charge
pursuant to subsection (2) sentenc&2e remaining unmatched maturity band positionlshal
be assigned a 15 per cent weight and be addee fmattial capital charge pursuant to
subsection (2) sentence 2.
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Chapter 3

Trading book risk positions

Section 298
Trading book risk positions

(1) Trading book risk positions are net positions dagvrom

1. interest rate-related financial instruments purst@section 1la (3) of the Banking Act
(net interest positions) and

2. equity price-related financial instruments pursuargection 1a (3) of the Banking Act
(net equity positions).

(2) 'When calculating the net positions within the magrof subsection (1), the institution
shall recognise its underwriting commitments toegtaebt or equity instruments on the basis
of the time, expressed in working days, that hapsd since the date of assuming the initial
binding underwriting commitment at the weightsdisin Table 21 of Annex 1, unless the
securities are assigned to the institution's piotféCommitments made by third parties to
underwrite the institution’s debt or equity instremts shall be deducted from the positions.

(3) Securities transferred as part of sale and repsecagreements or lent as part of securities
lending agreements which are included in the nsitipos pursuant to subsection (1) shall be
assigned to the transferor or lender.

Section 299
Net positions

(1) *Net positions are the differences arising from

1. holdings of identical securities, delivery rightedadelivery obligations arising from spot
transactions and derivatives relating to the sanaedying securities or which contractually
relate to the same securities, and

2. closely matched opposite derivatives to the extaattthey are included in the net interest
position and belong to the same category of inséntsas forward securities transactions,
interest rate futures, forward rate agreementspswaforward foreign exchange
transactions.

%Index-linked transactions and trading book recdisbhall be treated as securities.
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(2) *When calculating the net positions, derivativedidrasplit into components in
accordance with their interest rate effect on theidof the associated cash flows and shall be
recognised at their relevant amourithe components of derivatives pursuant to subsectio
(1) sentence 1 number 1 which are not relateddorgies (financing components) shall be
included in the calculation of the net positioridaling the split in accordance with

subsection (1) sentence 1 numbefi2the case of a net positions pursuant to sultse¢ti)
sentence 1 number 1, the relevant amounts is tinentumarket price of the security, and in
the case of a net position according to subse€lipeentence 1 number 2 the present value,
converted to the reporting currency in each cé3ptions trades shall be included pursuant to
the rules stated in section 308.

(3) Securities shall be deemed to be identical if
1. they were issued by the same issuer,
2. they are denominated in the same currency anddradbe same national market,

3. inthe event that they are included in the netr@geposition, they have the same
repayment profile,

4. in the event that they are included in the nettgquosition, they give the holder the same
status in terms of voting rights, and

5. in the event of the issuer's insolvency, they ltheesame rank.
(4) Positions arising from derivatives shall be deenadoe closely matched if
1. they have the same notional value and are denoedimathe same currency,

2. in the event that they are included in the netr@giposition, their nominal interest rate in
terms of their coupon or the same floating refeeaerate does not differ by more than 0.15
percentage point and

3. the residual maturity or next interest fixing date within the time limits set out in Table
22 of Annex 1.

(5) *Unless otherwise specified, the notional valuehefdredit derivative contract shall be
used in the case of credit derivativésa credit derivative is exclusively based on ference
obligation, the positions for the party assuming ¢hedit risk (the protection seller) shall be
calculated as follows when calculating the padégital charges for general and specific risk.

1. A total return swap shall be decomposed into a f[oogjtion of the reference obligation,
for which general and specific risk shall be cadt¢edl, and a short position in the form of a
financing component with the corresponding fixedloating interest rate, for which general
risk shall be calculated.
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2. A credit default swap creates a synthetic longtposin a reference obligation for which
specific risk shall be calculated,; if future premiwor interest payments are due, these cash
flows shall be represented as long positions irfdhm of financing components with the
corresponding fixed or floating interest rate fengral risk.

3. A credit linked note shall be decomposed into @lpasition in a debt security of the
issuer of the credit linked note, for which genenadl specific risk shall be calculated, and a
synthetic long position in a reference obligatifom,which specific risk shall be calculated.

(6) !If a credit derivative provides proportional prdten to a basket of reference obligations,
synthetic long positions in each individual referembligation shall be proportionately
recognised for the specific risks associated Wighreference obligation§These proportions
are derived from the ratio of the reference obiaget contained in the basket to the notional
value of the total baskelif more than one reference obligation can be setk¢he obligation
with the highest risk weight determines the specifik. “The other positions to be included
pursuant to subsection (5) remain unaffected.

(7) *For an nth-to-default credit derivative pursuanséstion 168, the institution, as the
protection provider, must recognise one long posiin the notional amount in an obligation
to each reference obligor belonging to the basketus the n-1 obligations to those reference
obligors with the lowest partial capital charge;, fidhich specific risk shall be calculatétf.

the resulting partial capital charge for specifgkiis higher than the maximum agreed credit
event payment, this agreed maximum credit evennpeay may be taken as the partial capital
charge for specific riskThe other positions to be included pursuant to ectin (5)

sentence 2 remain unaffected.

(8) A credit derivative pursuant to subsection (5) seoé 2, number 2 or 3 and subsections
(6) or (7) that has an external credit assessmmehtvich fulfils the conditions for qualifying
items pursuant to section 303 (3) sentence 2 n@yde single long position reflecting the
credit derivative’s external credit assessmentHerpurpose of calculating the partial capital
charge for specific risk rather than the synthleting position in the obligations of the
respective reference entities.

(9) For the party that transfers the credit risk (thatection buyer) positions are determined
as the mirror image of those of the protectioneselith the exception of a credit linked note,
whose short position in the issuer of the credkdid note entails no specific rigkt at any

given moment there is a call option in connectiath\a cost step-up clause, this moment will
be treated as the maturity of the protectiftéhere an institution obtains credit protection for
a number of reference entities underlying a créglitvative under the terms that the first
default among the assets shall trigger paymentlaatdhis credit event shall terminate the
contract (first-to-default credit derivative) thestitution, notwithstanding sentence 1, may opt
not to recognise that net interest position whtirsuant to section 303 (2) to (4), is included
in the calculation of the partial capital chargedpecific risk of the net interest position at the
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lowest Weight.4For net positions which, pursuant to section 3Q31(8nbers 1 to 3, are not to
be recognised pursuant to section 303 (1), a weigbtshall be applied for the purposes of

the calculation pursuant to sentenc@8here the nth default among the risk positions
triggers payment under the credit protection, ttoégetion buyer may opt not to recognise a
net interest position only if protection has algei obtained for defaults 1 to n-1 or when n-1

defaults have already occurréth such cases, the methodology set out in sent@fmefirst-
to-default credit derivatives shall be followed eqriately modified for nth-to-default credit
derivatives.

(10) 'Subsection (3) appligsutatis mutandiso opposite positions in credit derivatives.
“Positions protected by a total return swap mayffsebagainst the opposite positions within
the meaning of subsection (1) sentence 1 numbasih@from the total return swap.

(11) The relevant maturity for a synthetic long positmmsuant to subsection (5) sentence 2
numbers 2 and 3 and subsections (6) and (7), im @se other than for total return swaps
regulated therein, is that of the credit derivatis@ch gives rise to this position.

Section 300
General risk of the net interest position

(1) In order to calculate the partial capital chargegeneral risk, net interest positions shall
be assigned in accordance with the maturity-bassttiad with their relevant amounts to
appropriate maturity bands and weights, based @n tbsidual maturity or period until the
next interest fixing date, separately for eachency and for long or short positions and
differentiated according to their coupon.

(2) An institution may choose, on a consistent and peant basis for particular clearly
defined sub-segments, to use the duration methatdad of the maturity-based method.

Section 301
Maturity-based method

(1) *Where the maturity-based method is applied, theiritatands for net positions with a
coupon of less than 3 per cent (coupon categomoAjprise the periods listed in column A of
Table 23 in Annex 1%For a coupon of 3 per cent or more (coupon cateBdihie maturity
bands comprise the periods listed in column B dfl@23 in Annex 13The maturity bands,
which are measured from the respective calculatair, are assigned the weights listed in
column C of Table 23 in Annex iThe maturity bands are grouped into the followinges:

1. the first four maturity bands to form the shortrtematurity zone,
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2. the following three maturity bands to form the maditerm maturity zone,
3. the other maturity bands to form the long-term mgtzone.

(2) After the net interest positions have been assigmélde appropriate maturity bands and
weights in accordance with section 300 (1), thegiveid net interest positions of the two
coupon categories shall be aggregated for eachritydtand separately for long and short
positions.

(3) For each maturity band the matching amounts oiigighted long and short net positions
(matched weighted band positions) and the remaidiiiigrences (unmatched weighted band
positions) shall be calculated.

(4) 'The matched weighted band positions shall be agtgddo yield the sum of the matched
weighted band position&-or each maturity zone the unmatched weighted basifions in
that zone shall be aggregated separately for ladgshort positions.

(5) *For each maturity zone the matching amounts ofitimeatched long and short weighted
band positions, aggregated according to subse@iosentence 2 (matched weighted zone
positions) and the remaining differences (unmatcheighted zone positions) shall be
calculated?The unmatched long/short weighted zone positiora| ahaturity zones shall be
netted with one another individually in order tdccéate the net matched weighted zone
positions and the net unmatched weighted zoneiposjtand the remaining net unmatched
weighted zone position shall be calculatithis shall be done by, firstly, netting the
unmatched weighted zone position of the short-tawme with the unmatched weighted zone
position of the medium-term zone, and then netiivegremaining unmatched weighted zone
position of the medium-term zone with the unmatcwedyhted zone position of the long-
term zone and the remaining unmatched weighted gosition of the long-term zone with
the remaining unmatched weighted zone positioh@fshort-term zone.

(6) The partial capital charge for general risk shalkchlculated as the sum of
1. 10 per cent of the sum of the matched weighted pasdions,

2. 40 per cent of the matched weighted zone positidheoshort-term zone,

3. 30 per cent of the matched weighted zone positidheomedium-term zone,
4. 30 per cent of the matched weighted zone positidheolong-term zone,

5. 40 per cent of the matched net weighted zone poditetween the short-term and
medium-term zones,
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6. 40 per cent of the matched net weighted zone poditetween the remaining unmatched
weighted zone position of the medium-term zonetardinmatched weighted zone position
of the long-term zone,

7. 150 per cent of the matched net weighted zoneipodietween the remaining unmatched
weighted zone positions of the short-term and lerg: zones,

8. the remaining unmatched net weighted zone position.

Section 302
Duration-based method

(1) *Where the duration-based method is applied, thenterest positions shall be allocated
to the maturity bands shown in Table 24 of Annewlich are measured from the respective
calculation date, in accordance with their duratf@ection 301 (1) sentence 4 appliestatis
mutandis

(2) In order to calculate the weights, the assumedl yiblnges listed in Table 24 of Annex 1
shall be multiplied by the modified duration, a hehatical ratio to be calculated for each net
position.

(3) *Section 301 (2) to (5) and (6) numbers 2 to 8 aspliutatis mutandisThe sum of the
matched weighted band positions shall be assigreplest cent weight.

Section 303
Specific risk of the net interest position

(2) In order to calculate the partial capital chargesfoecific risk, the relevant amounts of the
net interest positions shall be aggregated andrasgian 8 per cent weight subject to
subsections (2) to (5).

(2) The following positions shall be disregarded fae purposes of subsection (1):

1. securities-based net positions pursuant to se289n(1) sentence 1 number 1 which
constitute claims on or which are expressly guaehby central governments, international
organisations, multilateral development banks, oplblic-sector entities if they are operated
by the Federal Republic of Germany and for thdesatint of whose payment obligations the
Federal Republic of Germany has assumed liabitjtynalent to an explicit guarantee or
which is a legally independent promotional instdntin the legal form of a Federal agency,
or by regional governments or local authoritieanEEA country if, for these securities, a
credit assessment from an eligible ECAI is avadabhich has been assigned credit quality
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step 1 or if these securities would be assigneR&ACrisk weight of O per cent as CRSA
exposures,

2. net positions arising from components pursuanettien 299 (2) sentences 1 and 2,
where the underlying instrument involves no issadaited risk, and

3. short interest rate positions of time deposits@nd debt securities.

(3) 'In the aggregation pursuant to subsection (1)re¢levant amount for a net interest
position in qualifying items which is not a secigation position shall be weighted according
to the residual maturity of the qualifying itefQualifying items comprise the following:

1. securities for which a credit assessment from gyibéd ECAI is available which has been
assigned credit quality step 1, 2 or 3, wheredlsesurities underlying the net positions are
not recognisable pursuant to subsection (2) nurhper

2. securities which are assigned a forecast PD caémifaursuant to the provisions of
sections 55 to 153 that is no higher than the BsePD of the securities listed under number
1,

3. securities for which no credit assessment fromligibee ECAI is available and which
meet the following conditions:

a) they are traded on at least one regulated markkinthe meaning of Article 4 (14) of
Directive 2004/39/EC of the European Parliamentairtie Council of 21 April 2004 on
markets in financial instruments amending Direti88/611/EEC and 93/6/EEC of the
Council and Directive 2000/12/EC of the Europeari&@aent and of the Council and
repealing Directive 93/22/EEC of the Council (0145 of 30 April 2004, page 1; L 45
of 16 February 2005, page 18), as amended, in &dekntry or on a stock exchange or
futures exchange of a non-EEA country, and

b) they are considered to be sufficiently liquid bg thstitution according to its own
general criteria designed for permanent applicatidrich on request shall be disclosed
to BaFin, and are assigned a CCR that is compatalgelower than that of the
securities specified under number 1; the institusball inform BaFin and the
Bundesbank of its first-time use of its own crigeri

4. securities issued by institutions subject to th@tehadequacy requirements set out in
Article 75 of Directive 2006/48/EC that are consateto be sufficiently liquid by the
institution according to its own general criteris@yned for permanent application, which on
request shall be disclosed to BaFin, and are asdigrCCR that is comparable to or lower
than that of the securities specified under nunibéne institution shall inform BaFin and the
Bundesbank of the institution’s first-time use tsfown criteria, and
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5. securities issued by institutions subject to a pniidl regime which is substantively
equivalent to that provided for by the Banking Aatd which the institution has assigned a
CCR equivalent to credit quality step 1 or 2.

*The relevant weights for qualifying items dependfmnresidual maturity as indicated below:

1. up to six months 3.125 per cent,
2. over six months up to two years 12.500 per cent,
3. more than two years 20.000 per cent.

“*Securities listed under numbers 1 to 5 which wonékt the conditions for assignment to the
CRSA exposure class Covered bonds issued by anstltutions and which as CRSA
positions would be given a risk weight of 10 pemtcghall be weighted at the lower of 10 per
cent or the weight pursuant to sentence 3.

(4) For a net interest position, the relevant amouall &ie allocated a 12 per cent weight if
the underlying security

1. constitutes a claim on, or is explicitly guarantégda central government, international
organisation, multilateral development bank or@egi government or local authority in an
EEA country or institutions or public-sector entitgated as an institution and a credit
assessment from an eligible ECAI is available liag security which has been assigned credit
quality step 6;

2. constitutes a claim on, or is explicitly guarantégdan enterprise and a credit assessment
from an eligible ECAI is available for this secyrnithich has been assigned credit quality step
5 or 6;

3. constitutes a claim on, or is explicitly guarantégda counterparty specified in number 1
and no credit assessment from an eligible ECAVaslable for this security but it has been
allocated a forecast PD calculated pursuant tptbeisions of sections 55 to 153
corresponding to credit quality step 6;

4. constitutes a claim on, or is explicitly guarantéggdan enterprise and no credit
assessment from an eligible ECAI is available lfas security but it has been allocated a
forecast PD calculated pursuant to the provisidrsections 55 to 153 corresponding to credit
quality step 5 or 6.

(5) !If a net interest position is based on securitibEtvpursuant to sections 225 to 268 are
deducted from the liable capital or are allocatedlaweight of 1,250 per cent, the net
interest position in the aggregation pursuant twseation (1) shall likewise be weighted at
1,250 per cenflf a net interest position is based on unrateddigy facilities, the
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recognition provisions set out in sections 22568 ghall applynutatis mutandis
(6) If net interest positions are protected by a créditvative, the following points apply.

1. An 80 per cent offset of the partial capital chai@especific risk shall be applied to the
position with the higher partial capital chargeg\pded

a) the requirements for an effective risk transferraet,

b) there is an exact match between the referenceatigigand the position that is
protected,

c) the credit derivative and the position that is ectéd are denominated in the same
currency,

d) the credit derivative and the position that is ecteéd have the same maturity date and

e) the key features of the credit derivative contdachot cause the price movement of
the credit derivative to materially deviate frone fbrice movements of the position that is
protected;

the partial capital charge for specific risk of thygposite position is zero.

2. Only the position with the higher partial capitabege for specific risk shall be
recognised if

a) the position is protected by a total return swagmstthe reference obligation and the
underlying exposure are not an exact match butettegence obligation rank&" PSUwjith
or is junior to the underlying exposure and thearhydhg exposure and the reference
obligation share the same obligor and have legaifgrceable cross-default or cross-
acceleration clauses,

b) the positions fall under number 1 or constituteasije positions in credit derivatives
pursuant to section 299 (10) sentence 1, exceptitbee is a currency or maturity
mismatch between the credit derivative and the tyidg exposure; currency risks which
are the result of a currency mismatch betweenrbditaderivative and the underlying
exposure shall be included when calculating theallveurrency position;

c) the conditions specified in number 1 are met, ettegt there is not an exact match
between the reference obligation and the underlgkpmpsure, but the underlying
exposure is included in the deliverable obligatibsted in the credit derivative
documentation;

3. in all other cases both the net interest positansthe credit derivative shall be included
when calculating the partial capital charges farcsjc risk.
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Section 304
General risk of the net equity position

The difference between the aggregated relevant arsat the net long and short
equitypositions shall be included, with an 8 pertageight, separately for each national
equity market, as the partial capital charge foregel risk.>The institution’s own equities
which it holds in its portfolio shall not be incled.

Section 305
Specific risk of the net equity position

(1) *In order to calculate the partial capital chargesfeecific risk, the relevant amounts of
the net equity positions shall be aggregated, dtégss of whether they are long or short, and
assigned a 4 per cent weigfithe following shall not be included:

1. net positions arising from exchange-traded forwamatracts on a recognised stock index
and

2. equities pursuant to section 304 sentence 2.

(2) *Net positions pursuant to section 299 (1) senténwember 1 in highly liquid qualifying
equities shall be included in the aggregation pamsto subsection (1) with 50 per cent of
their relevant amount provided that they do nobaat for more than 5 per cent of the value
of the total net positionéThe limit referred to in sentence 1 clause 2 sballO per cent if

the total value of these net positions is 50 pat oeless of the value of the total net
positions Equities are considered to be highly liquid if treeg verifiably included in a
recognised stock indefEquities are considered to be qualifying equitiekey are verifiably
admitted for trading on a stock or futures exchangecountry with a liquid equities market
and if the issuer is not the obligor of securitreduded in the net interest position that are not
qualifying items pursuant to section 303 (3) sectel.

Section 306
Stock index positions

YIn calculating net equity positions, the institutimay choose, on a consistent and permanent
basis, to completely decompose its net positionsidg from stock index transactions into

net positions in the individual equities underlyihg stock index in accordance with the
current index breakdowAThe option pursuant to sentence 1 may be exersiseatately for
each stock index.
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Section 307
Exposures in the form of ClUs

(1) *The sum of the partial capital charges for geremal specific risk associated with CIU
exposures within the meaning of section 25 (13Riper cent of the exposure's relevant
amount pursuant to section 299 (2) sentené# the institution applies the procedure
pursuant to section 294 (6) sentence 6, the cagitalge for general and specific position risk
plus foreign exchange risk shall total no more th@mer cent of the relevant amount for the
position.®Provided the conditions for use described belosuinsection (3) are met, the

partial capital charges for general and specifik for CIU exposures within the meaning of
section 25 (12) may be calculated in accordande thé procedures set out in subsections (4)
to (6), whereby the sum of the partial capital gearthus calculated shall be capped at the
amount specified in sentence 1.

(2) Unless expressly noted otherwise, netting is nohpited between the underlying
investments of a CIU and other positions held yitistitution.

(3) 'The general eligibility criteria for using the metts specified in subsections (4) to (6) are
as follows.

1. The CIU exposures are issued by an enterprise\@gpdrin an EEA country,
2. the CIU’s sales prospectus or equivalent docunmetides
a) all categories of assets in which the CIU is aufieal to invest,

b) if investment limits apply for certain categoridsagsets, the relative limits and the
methodologies to calculate them,

c) if leverage is allowed, the maximum leverage,

d) if investment is allowed in financial derivativestrsubject to daily remargining and
not constituting claims on or carrying the guararaéa stock or futures exchange or in
repurchase transactions, a description of the padidimit counterparty risk arising from
these transactions,

3. areport shall be prepared at least on a half-yeartl annual basis on the CIU in which
the position constitutes a share detailing thetass® liabilities, net income and business
operations over the reporting period,

4. the CIU exposures are redeemable in cash, oueairtertaking's assets, on a daily basis
at the request of the unit holder,

5. investments in the CIU shall be segregated fromafisets of the CIU manager and
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6. there shall be adequate risk assessment of thdZthle investing institution.

’Subsection (1) may be applied to exposures indira bf ClUs within the meaning of

section 25 (12) issued by an enterprise that ismotided under sentence 1 number 1
provided the requirements pursuant to sentenceribarts 2 to 6 are met and BaFin has given
its permission.

(4) *Where the institution is aware of the underlyingestments of the CIU in which it has a
share via the CIU exposure on a daily basis, it lnaly through to those underlying
investments in order to calculate the partial @mharges for general and specific risk for
these positions in accordance with sections 28®6cand sections 308 to 312 or, provided
BaFin has granted its permission pursuant to se®@ (1) sentence 1, in accordance with
sections 313 to 318Under this approach positions in ClUs shall bete®as positions in the
underlying investments of the CIENetting is permitted between positions in the ulyiteg
investments of the CIU and other positions heldhgyinstitution, as long as the institution
holds a sufficient quantity of units to allow fademption in exchange for the underlying
investments.

(5) Provided that

1. the purpose of the CIU's mandate as described sales prospectus or equivalent
document is to replicate the composition and peréorce of an externally generated index or
fixed basket of equities or debt securities, and

2. a minimum correlation of 0.9 between daily pricevements of the CIU and the index or
basket of equities or debt securities it trackslwaclearly established over a minimum period
of six months,

the partial capital charges for general and spedsgk for CIU exposures may be calculated in
accordance with sections 298 to 306 and sectio838812 or, provided BaFin has granted
its permission pursuant to section 313 (1) senténaeaccordance with sections 313 to 318
on the basis of the composition of the externafigayated index or of fixed basket of equities
or debt securities whose composition and performane CIU exposure is intended to track.

(6) Where the institution is not aware of the underyiimvestments of the CIU in which it has
a share via the CIU exposure on a daily basisaif oalculate the capital charges for this CIU
exposure in accordance with sections 298 to 306aations 308 to 312 subject to the
following conditions:

1. it will be assumed that, in an initial step, th&JQ@irst invests to the maximum extent laid

down in the sales prospectus or equivalent documehe asset classes attracting the highest

sum of the partial capital charge for general asl the partial capital charge for specific

risk; this step is then repeated in descendingrartithe sum of the partial capital charges
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until the maximum total investment limit of the CitJreached; the positions in the CIU will
be treated as a direct holding in the assumedsasset

2. if leveraging is allowed, the procedure under nunmibghall be modified by raising the
positions assumed to be held using the maximumipsitofe leverage laid down in the sales
prospectus or equivalent document.

(7) YInstitutions may rely on a third party to calculgte partial capital charges pursuant to
subsections (4) to (6), provided that the corresgrad the calculation and the report to the
institution is adequately ensurédn external auditor must confirm the correctnesthef
calculation pursuant to sentence 1 no later thewetmonths after the end of the CIU’s
business year.

Chapter 4

Options position

Section 308
Recognition of options

(1) With regard to the overall currency position, tleenenodities position, the trading book
risk positions and other market risk positions,itigitution's delivery or payment rights or
delivery or payment obligations arising from opsahall be included in the amount of their
delta equivalent on the assumption that the unishgylypstrument is actually delivered or
received.

(2) In addition to the capital charges for the ovetalirency position, the commodities
position, the partial capital charges for genesid arising from the trading book risk
positions and the capital charge for other marisitpositions, a trading book institution is
also required to add further capital charges fonma factor risk and vega factor risk
pursuant to sections 309 and 310 (delta-plus méthod

(3) *A trading book institution may choose, on a comsisand permanent basis upon request
and with the prior permission of BaFin, to calcaltte capital charge for its options trades
pursuant to the provisions set out in section 3terfario matrix analysis)in cases where
sentence 1 applies, options shall not be includeeivecalculating the capital charges for the
overall currency position, the commodities positm other market risk positions as well as
the partial capital charges for general risk aggiom trading book risk position&The
institution may, when calculating the capital clemdpr its options, additionally include those
other asset or liability items or net positionsifignly hedged by the options that have to be
included in the overall currency position, the coodlities position, the other market risk
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positions or the trading book risk positiofis. cases where sentence 3 applies, these can be
disregarded when calculating the capital chargethiooverall currency position, the
commodities position, other market risk positioasell as the partial capital charges for
general risk arising from trading book risk posito’This discretionary choice may be
applied to certain defined segmeri®aFin may request an institution which uses theadel
plus method to switch to scenario matrix analysissbme or all types of options trades
within a reasonable transitional period if thisreseappropriate in view of the nature, scale or
structure of such options trades for the adequeaterding and capital backing of the risks
associated with these transactions.

(4) 'The delta equivalent of a claim or obligation oramset or liability component shall be
calculated by multiplying the relevant notional ambby the delta factor established for the
option.?The delta factor of an option measures the chamgfeei option price in terms of the
change in the price of the underlying which is assd to be very smalffAn option’s gamma
factor measures the change in the delta fact@ring of the change in the price of the
underlying which is assumed to be very small; aatigg gamma factor denotes the gamma
factor of a third-party option rightAn option’s vega factor measures the change imtien
price in terms of the change in volatility whichaissumed to be very small; a negative vega
factor denotes the vega factor of a third-partyasptight.°The volatility measures the
variation in the price of the underlying.

(5) *When calculating the sensitivity factors and vdilgtieferred to in subsection (4)
sentences 2 to 4 and when using scenario matriysasiahe institution shall use consistently
for options trades of the same type, paying duarcktp market practices, scientifically sound
computer-aided option pricing modeiSection 317 (3) sentences 1 and 2 shall appiiatis
mutandis *The procedures and option pricing models refemed sentence 1 shall be
submitted to BaFir‘BaFin may prohibit an institution from using an uitable option

pricing model and require it to use a suitableappricing model if this seems appropriate in
view of the nature, scale or structure of the tnsbn's options business for the adequate
recording and capital backing of the risks involuedhese transactions.

Section 309
Capital charge for gamma factor risk

(1) If the options trade involves the delivery or retaif shares, other equities, stock indices,
foreign currency or gold, the gamma factor riskdamit of the underlying shall be calculated
by multiplying one-half of the gamma factor of thgtions trade by the square of the market
value of a unit of the underlying weighted with & gent, expressed in the accounting
currency.

(2) If the options trade involves the delivery or reteif commodities or refers to other
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market risk positions, the gamma factor risk ohd af the underlying shall be calculated by
multiplying one-half of the gamma factor of theiops trade by the square of the market
value of a unit of the underlying weighted with dér cent, expressed in the accounting
currency.

(3) !If the options trade involves the delivery or recteif a debt instrument, the gamma
factor risk shall be calculated by multiplying ohal of the gamma factor of the options trade
by the square of the market value of the debtunsént weighted with the relevant weight
factor specified in section 301 (1) sentence 3omunction with Table 23 of Annex 1,
expressed in the accounting currerftithe duration-based method pursuant to sectigh 30
(2) is applied, the weight calculated in accordanitk section 302 (2) shall be used.

(4) !If the options trade involves the delivery or rexaif an interest-rate-related financial
instrument other than those referred to in subsed¢8), the gamma factor risk shall be
calculated by multiplying one-half of the gammatfai®f the options trade by the square of
the weighted market value of the underlying, exsedsn the accounting currenéyhe
calculation of the weight to be used in sentenskall be based on the yield changes
specified in section 302 (2) in conjunction withbl@24 of Annex 1.

(5) 'Gamma factor risks of options trades involving dleéivery or receipt of shares, other
equities or stock indices shall be aggregateddeitent that the shares, other equities or
stock indices are traded on the same national rh&tkemma factor risks of options which
involve the delivery or receipt of foreign curremmygold shall be aggregated for all options
involving the same currency pairs or the same agsitgold pairs’Gamma factor risks of
options trades which involve the delivery or re¢@fcommodities or trades in other market
risk positions shall be aggregated for all optirages involving the same commodities or
trades in other market risk positiofi.an institution applies the maturity-based method
gamma factor risks of options trades which invalebt instruments or other interest-rate-
related instruments shall be aggregated separfateyi maturity bands specified in section
301 (1) in conjunction with Table 23 of Annexlf.an institution applies the duration-based
method, the gamma factor risks pursuant to sent@stall be aggregated separately for all
maturity bands calculated pursuant to section 32 (conjunction with Table 24 of Annex
1.

(6) The capital charge for gamma factor risk is theohlie value of the sum of all gamma
factor risks calculated in accordance with subsest(1) to (4) and aggregated in accordance
with subsection (5) which have a negative sign.
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Section 310
Capital charge for vega factor risk

The vega factor risk shall be calculated for egufivas trade using the vega factor of the
options trade for a relative change in the curverdtility of 25 per cent, expressed in the
accounting currencyThe vega factor risks shall be aggregated in aecme with the
provisions of section 309 (5) for options tradesiring the same underlyingThe capital
charge for vega factor risk shall be calculatethasabsolute amount of the vega factor risks
aggregated in accordance with sentence 2.

Section 311
Scenario matrix analysis

(1) 'If scenario matrix analysis is used, options tradeslving the same underlying shall be
aggregated to form options trade classes pursaasction 309 (5fThe institution may
choose, on a consistent and permanent basisetbatdculate the options trade classes for the
aggregation of debt instruments and other intenastrelated instruments based on the
maturity bands described in section 301 (1) in @oaijion with Table 23 of Annex 1 and
calculated pursuant to section 302 (1) in conjumctvith Table 24 of Annex 1; the options
trades shall be divided into at least six optioadé classes, and not more than three of the
maturity bands calculated in section 301 (1) injepnction with Table 23 of Annex 1 and in
section 302 (1) in conjunction with Table 24 of Axnl may be combined into one options
trade class.

(2) *The capital charge for an options trade class $teatfalculated by revaluing all options
trades included in the aggregation and their amfthiily included collateral pursuant to
section 308 (3) sentence 3 for various combinatadrssmultaneous changes in the price of
the underlying and its volatility and by calculafithe difference compared with the price of
the option if the price of the underlying and itdatility remains unchangedn this case

1. arelative increase and a relative decrease mtilyl of 25 per cent of the current level of
volatility and

2. arelative increase and a relative decrease iprihe of the underlying for

a) underlyings involving foreign currency, gold, edest, stock indices and similar
underlyings of 8 per cent,

b) underlyings involving commodities and other mankeks of 15 per cent,
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c) underlyings involving interest-rate-related finalgnstruments amounting to the
highest assumed change in yield according to Tablef Annex 1 for the maturity band
to which the respective class shall be assigned,

shall be assumetht least six equally spaced intervals shall be dsethe change in the
price of the underlying pursuant to sentence 2 rerm@b'The capital charge for the options
trade class shall be calculated as the absoluterminod the largest loss resulting from the
calculation pursuant to sentence 2 for all comfmat °In order to calculate the capital
charge for all options trades, the capital chafgethe individual options trade classes shall
be aggregated.

Chapter 5

Other market risk positions

Section 312
Calculation and recognition of other market rislsigions

(1) *When calculating the capital charges for other mfarisk positions, all contracts relating
to similar underlyings that are included in thetitagion’s portfolio at the close of business on
the current trading day shall be aggregated in eash to form a single market risk portfolio
(current market risk portfoliofAn institution may choose, on a consistent and peent
basis and with prior permission from BaFin, to sfen individual contracts from one market
risk portfolio to another market risk portfoliotliere is a verifiable hedging relationship
between the contracts contained in this marketpaskfolio and the market risks relating to
this market risk portfolic*Approval shall be deemed to have been given ifrtsttution
applies for such reassignment informally and Bateias not object within three months of
the application being receivethny such application shall specify the type andescéthe
business in the relevant market risk positionssrall also provide evidence of the hedging
relationship>Applications shall be submitted to BaFin annualjytite reporting date of 31
December for the following year and in the evenplahned or actual deviations.

(2) *When calculating the market value of the currentketarisk portfolio, the underlyings of
all contracts in a current market risk portfolioy bptions the delta equivalent, shall be
disaggregated in such a way that none of the reguihderlyings forms a concrete part of
one of the other resulting underlyingBor each individual underlying, the difference, vt
positive or negative sign, between the rights asldations shall be calculated (net position).
3For each trading day during the observation pesjwetific to the underlying, the average
market price for one unit of the individual undeénty calculated for this day shall be
multiplied by the absolute amount of the net poaifior this individual underlying (daily
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market value of the net positioff.he market value of the current market risk poitfon a
given trading day shall be the sum of the abs@uteunts of the market values of the net
positions.’The change in the market value of the current maile portfolio for a given
trading day shall be the difference between thekataralues of this market risk portfolio on
this and the preceding trading d&Jhe cumulative change in market value for a given
trading day shall be the absolute amount of the alutine changes in market value for this
and the preceding nine trading days, providing ed¢hese trading days falls in the
observation period, otherwise it is zefor contracts denominated in foreign currency
section 5 shall applsnutatis mutandis

(3) 'BaFin shall regularly announce the applicable ofz@m periods specific to the
underlying.AIf a position lacks an adequate price history,itiserument’s theoretical prices
shall be calculated.

(4) *The capital charge for each current market riskfplin shall be calculated as the sum of
the standard deviation, multiplied by a factor &, ©f changes in market value of this market
risk portfolio across all trading days in the olsgion period specific to the underlying,
including the current trading day, and the largeshulative change in market value for a
trading day during the observation periéthe method of moments shall be used to estimate
the standard deviatiofiThe total capital charge for other market risk fioss shall be the

sum of the capital charges for the current maik&tportfolios.

(5) “The suitability of calculating the theoretical metrkalues of positions pursuant to
subsection (3) sentence 2 shall be monitored abiifithrough daily back-testing the
estimated changes in value versus the actual ch&ifige those contracts contained in the
institution’s portfolio at the close of businesstbe previous trading day, the market value of
each market risk portfolio shall be calculated lva basis of the market prices calculated at
the close of business on the current trading dag imit of the respective underlying in
accordance with the procedure pursuant to subse@jpand the difference between this
figure and the market value of this market risktfmdio calculated one day previously
(change in value) shall be ascertairinlthe event that this change in value is negative f
the absolute amount of this change in value excedsapital charge of the previous day
divided by the square root of ten, BaFin and thatBehe Bundesbank shall be notified
promptly of this exception, its size and the reaswonts occurrence.

(6) *Crisis scenarios appropriate to the portfolio shalconducted regularly, and at least
once a monttfThe institution shall verifiably and appropriatéhgorporate the results of the
crisis scenarios into its system of risk-mitigatlimgits.
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Chapter 6

Internal risk measurement models

Section 313
Use of risk measurement models

(1) 'Subject to BaFin's permission, an institution msg suitable internal risk measurement
models to calculate the capital charges or paséipltal charges for market risk positions
pursuant to section 2 (3The institution may restrict the use of suitabsk ineasurement
models, subject to BaFin's permission, to the ¢alimn of individual or various capital
charges or partial capital charg8is.individual cases BaFin may restrict the usenadrinal
risk measurement models pursuant to sentenceiinby lbcality or according to other
criteria.

(2) 'Risk measurement models are time-based stochaptiesentations of the changes in
market rates, prices or interest rates and thigcef on the market value of individual
financial instruments or groups of financial instrents based on the sensitivity of these
financial instruments or groups of financial instrents to changes in the factors determining
their risk.’Risk measurement models contain mathematical-talistructures and
distributions for the calculation of risk-capturiratios, notably the degree and correlation of
fluctuations in market rates, prices and interatts (volatility and correlation) and the
sensitivity of financial instruments and groupdin&ncial instruments, which are calculated
by means of suitable computer-aided methods, iticpdar time series analyses.

(3) 'Risk measurement models shall be deemed to békudaly if their method of
calculating risk-capturing ratios is based on tharditative variables pursuant to section 315,
they capture at least the risk factors definecetion 316, meet the qualitative standards set
out in section 317 and demonstrate sufficient aamufCompliance with the suitability
requirements set out in sentence 1 shall be resedroy BaFin on the basis of an audit
performed by it in collaboration with the Deutsdndesbank pursuant to section 44 (1)
sentence 2 of the Banking A&These audits may continue, after the model's slifabas

been recognised, in the form of follow-up examioisi.*Any material changes and
extensions pertaining to the risk measurement mmedgiire renewed permission pursuant to

subsection (1)E?Significant and insignificant changes do not regairenewed suitability
examination but are to be notified in writing to@aand the Bundesbank; significant
changes shall be coordinated with BaFin prior ® afsthe amended risk measurement model.
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(4) *An institution which uses internal risk measurenrantlels after having obtained BaFin's
permission may revert to calculating the capitargles or partial capital charges for market
risk positions in accordance with the provisions@détions 294 to 312 only if there are
material grounds for doing so and only with BaFpesmissionThe institution shall apply

to BaFin for such permission, stating the reasons.

Section 314
Calculating the capital charges

(1) *The relevant capital charge or partial capital ghashall be the higher of the following
amounts:

1. the value-at-risk measure for the financial insteais or groups of financial instruments
in the institution's portfolio at the close of busss on the previous day,

2. the average of the daily value-at-risk measuresti®@financial instruments or groups of
financial instruments in the institution's porttht the close of business on each of the
preceding 60 business days, weighted with a faotbe set by BaFin.

“When calculating the amount pursuant to sentensection 2 (3), sentences 5 and 6 shall be
taken into account.

(2) If an institution uses a risk measurement modebtoulate partial capital charges for
specific risk, the relevant capital charge or @hitapital charge pursuant to subsection (1)
shall be increased above the amount resulting thenguantitative variables set out in section
315 to the extent that, based on these quantitatareards, the risk measurement model does
not adequately capture default risk compared wighresulting capital charges for credit risk.
“When calculating this shortfall, due account shaltaken of the risk that, in the event that
these trading book positions are sold or hedgsti@t notice, the value received will be

lower than their most recently observed marketepoicestimated value.

(3) *The weighting factor to be applied pursuant to satien (1) sentence 1 number 2 shall
be at least ¥BaFin may set a higher factor in individual cadBaFin shall set the factor to
be used in the light of the qualitative standangdspant to section 316 (1), sections 317 and
318 (2) and the risk measurement model's accunasppnt to section 318 (1).

Section 315
Quantitative standards

In calculating the value-at-risk measures,
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1. it shall be assumed that the financial instrumenigroups of financial instruments held in
the portfolio at the close of business will be heldanother ten business days (holding
period),

2. a 99th percentile, one-tailed confidence interval a

3. an effective historical observation period of @seone year shall be applied.

Section 316
Risk factors to be captured by the model

(1) In measuring the value at risk, the model shaltwapall material market risk factors
commensurate with the scale and structure of thigution's business.

(2) The model shall adequately capture the risks imtt@neoptions trades which are not
linearly correlated with the volatility of markedtes, prices or interest rates.

(3) YYield curve risks arise from the asymmetric movenwrshort and long-term interest
ratesIn calculating yield curve risk, the yield curveaditbe divided into a number and
distribution of interest rate risk maturity segnseappropriate to the scale and structure of the
institution's businesgln mature markets the model shall differentiatereen at least six
interest rate risk maturity segmerifhe model shall also adequately capture spreadieisk
asymmetric interest rate movements of differentsga of interest rate-related financial
instruments denominated in the same currency peas/e of whether the positions have
been assigned to general or specific risk.

(4) In calculating equity price risks and commoditycprrisks, the model shall adequately
capture differences in the price movements of pcodroups or products and differences in
the movements of spot and forward prices.

(5) 'Risk measurement models used for calculating pasjgital charges for specific risk
shall be capable of statistically explaining thetdrical price variation in the portfolidThey
shall adequately capture risk concentrations, nagtated basis risks and event risks.

Section 317
Qualitative standards

(1) *The institution shall have operational and orgaiusal procedures in place which
ensure adequate and timely quantitative und qtiaktaisk management and controrThis
shall be properly documented.

(2) *The task of designing, maintaining and further depiag the risk measurement models,
284 of 306



Section 317

of daily calculating, analysing and commenting loa value-at-risk measures and complying
with the requirements pursuant to subsectionso(8)tand section 318 (1) shall be entrusted
to an entity within the institution which is orgaationally independent of the trading unit.
“This organisational entity shall likewise be ressibte for the initial and ongoing validation
process®The entity's independence shall be ensured right tipe institution's senior
management level.

(3) The mathematical-statistical methods for calcutatire value-at-risk measures shall be
adequately documentefhese methods shall be consistent with the proesdused for
actual risk managemeriOnly deviations from the quantitative requiremesgsout in section
315 are permissible.

(4) 'The institution shall have suitable processesaegfor validating the risk measurement
model.?Persons who are directly involved in the risk measient model's development
process shall not have a major role in the valieirocess’The risk measurement model's
suitability shall be validated and evaluated wtemitially developed, on a periodic basis and
when any significant changes are made which megd to the model no longer being
adequate’Validation and evaluation of the model's suitapitihall be appropriately
documented and the model adjusted as and whensagges

(5) 'Potential exceptionally large losses in the vali#he individual financial instruments or
groups of financial instruments included in the mitsdcalculation, which may arise as a
result of unusually large or small changes in tlaeket parameters that determine their value
and their correlations (crisis scenario), shaltllkeulated at regular intervals commensurate
with the scale and structure of the institutionisibess, and at least monttfiyhe crisis
scenarios shall adequately reflect the specifitufea of the groups of financial instruments
included in the model's calculation and shall aéftect the length of time that is required for
hedging and managing riskdhe losses in value pursuant to sentence 1 shatilbalated

for all financial instruments as well as for thasdes of individual financial instruments and
groups of financial instruments appropriately deéirby the institution‘The results of the
crisis scenarios shall be used as the basis fessisg the adequacy of the limits pursuant to
subsection (6).

(6) The quantitative ceilings (limits) to be set by thstitution shall depend verifiably and
appropriately on the value-at-risk measures caedlby the model.

(7) In order to evaluate its risk-bearing capacityjrestitution which uses risk measurement
models to calculate the partial capital chargespacific risk must also take due account of
event risks that are excluded from the calculatibthe value-at-risk measures pursuant to
section 315.

(8) The empirical data on the movement of prices, ntagdtes and interest rates and their
correlations used for time series analyses shalipoated at regular intervals, at least every
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three months and if necessary promptly.

(9) Compliance with the requirements specified in satises (1) to (8) and section 318 (1)
shall be reviewed by the internal audit unit atutagintervals, and at least once a year.

(10) 'Senior management shall ensure that it is direatty verifiably informed by the entity
referred to in subsection (2) of the results ofablequacy review of the risk measurement
model variables and procedures pursuant to subsg@), the results of the crisis scenarios
pursuant to subsection (5) and the internal aesitlts pursuant to subsection ¢ shall

take due account of this information when formulgtihe institution’s business policy.

Section 318
Accuracy of the model

(1) *A risk measurement model's accuracy shall be readey daily back-testing the value-
at-risk measure calculated by the model, basedraiding period of one business day,
against the actual change in value of the indivifinancial instruments or groups of
financial instruments included in the model's citian. *The financial instruments or groups
of financial instruments included in the instituti® portfolio at the close of business on the
previous day shall be revalued using current mapkiees at the close of busined$the
amount is lower than the previous day’s valuatesutt and if the difference exceeds the
value-at-risk measure calculated by the model, BaRd the Deutsche Bundesbank shall be
notified promptly of this overshooting, its scaledats cause.

(2) 'BaFin will set the factor pursuant to section 33igentence 2 based on the number of
overshootings during the most recent 250 businags ith accordance with Table 25 of

Annex 1.2When determining this factor, BaFin may disregadhiidual overshootings if the
institution can demonstrate that the overshootiag not due to the risk measurement model's
inadequate accuracy.
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Part 5
Disclosure

Chapter 1
General provisions regarding the scope of appboatlisclosure
medium and disclosure frequency

Section 319
Scope of application of disclosure

(1) The disclosure requirements set out in this pgrtyajo institutions within the scope of
application of section 1, groups of institutionghin the meaning of section 10a (1) sentence
1 and (2) sentence 1 of the Banking Act and firartoolding groups within the meaning of
section 10a (3) sentences 1 and 2 of the Banking Ac

(2) 'In the case of a group of institutions or finantialding group, the disclosure
requirements apply only to the group's superordthabmpany’The information it gives
shall relate to the group.

(3) Institutions within the meaning of section 53 o BBanking Act and subsidiaries of an
institution or financial holding company domiciledanother EEA country as well as within
the meaning of section 53d of the Banking Act neeidapply the disclosure requirements set
out in this part if information equivalent to thisclosure requirements set out in this part is
disclosed in the course of the group's consolidegpdrting.

(4) The disclosure requirements set out in this pari@apply to housing enterprises with
savings facilities.

Section 320
Disclosure medium

(1) YInstitutions subject to disclosure requirementslghublish, on their own website or in
another suitable medium, the information to beldsed pursuant to this part in compliance
with the principle of materiality, protection andrdidentiality described in section 26a of the
Banking Act.’If such information has already been disclosed praadatory or voluntary
basis under other legal publishing requirementsed&d not be published in the media named
in sentence 1 as long as reference is made to dtbsedisclosure mediarhe disclosure
medium shall be used consistently.
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(2) 'The fact of disclosure shall be announced in teetednic edition of the Federal Gazette
together with a reference to the disclosure medf@aFin and the Deutsche Bundesbank
shall be notified of this announcemefithe information to be disclosed shall be transmiitte
only at BaFin’s written request.

Section 321
Disclosure frequency

(1) *The disclosure pursuant to this part shall be ghkli annually?In individual cases,
BaFin may request more frequent disclosure, inqadar where this is appropriate given the
scope of application and structure of the instinis business and market activity.

(2) Disclosures shall be made as soon as practicalite iight of the availability of data and
external accounts.

Chapter 2
General requirements regarding the informationetalisclosed

Section 322
Description of risk management in relation to indual risks

Institutions shall describe the following detaifsisk management objectives and principles
for each separate category of risk, including cerparty credit risk, market risk, operational
risk and interest rate risk in the banking book:

1. strategies and processes;
2. structure and organisation of risk management;
3. scope and nature of risk reporting and/or the mamagt information system;

4. policies for hedging or mitigating risks and theattgies and processes for monitoring the
continuing effectiveness of hedges and mitigants.

Section 323
Information regarding the scope of applicationto$ Regulation

(1) The following qualitative information shall be dissed:
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1. the name of the undertaking at the top of the gtoaparchy to which the requirements of
this Regulation apply;

2. an outline of the fundamental differences in theidaf consolidation under commercial
law and consolidation pursuant to section 10a efBhnking Act, with a brief description of
the group entities that are

a) fully consolidated,

b) proportionally consolidated,

c) deducted from own funds, and

d) neither consolidated nor deducted;

3. all restrictions or other significant impedimertghe transfer of funds or liable capital
within the group,

4. where use is made of the exemptions for grouptutgins specified in section 2a of the
Banking Act, an explanation of the extent to whieé criteria specified in section 2a of the
Banking Act are met.

(2) The following quantitative information shall be dissed: the aggregate amount by which
the actual own funds are less than the requiredmim in all subsidiaries that are not
included in the consolidation pursuant to sectifa @f the Banking Act but whose equity
share was deducted from liable capital; the suasas shall be named.

Section 324
Own funds structure

(2) The following qualitative information shall be dissed: summary information on the
terms and conditions of the main features of ath dmnds items and componerﬁ@.ther
capital pursuant to section 10 (4) of the Bankirag, particularly capital for which an
incentive to redeem has been agreed, shall betesbseparately.

(2) The following quantitative information shall be dissed separately:

1. the total amount of tier 1 capital pursuant toisecl0 (2a) of the Banking Act and its
composition, broken down by individual capital campnts and deductions; this also
includes other capital pursuant to section 10 {4he Banking Act, particularly capital for
which an incentive to redeem has been agreed,
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2. the sum of tier 2 capital pursuant to section ) (& the Banking Act and tier 3 capital
pursuant to section 10 (2c) of the Banking Act,

3. the sum of capital deductions pursuant to sectib(6) and (6a) of the Banking Act, with
separate disclosure of deductions pursuant tooset (6a) numbers 1 and 2 of the Banking
Act, and

4. the total amount of modified available capital uanst to section 10 (1d) of the Banking
Act and eligible tier 3 capital pursuant to sectidh(2c) of the Banking Act.

Section 325
Adequacy of own funds

(1) The following qualitative information shall be dissed: a summary of the institution’s
approach to assessing the adequacy of its inteamatial to support current and future
activities.

(2) The following quantitative information shall be dissed:

1. under the CRSA, the capital requirements resuftimgn CCR in the banking book,
broken down by CRSA exposure class;

2. under the IRBA, the capital requirements resulfrogh CCR in the banking book, broken
down by IRBA exposure class; the capital requirethessulting from the IRBA exposure
class Equity claims, broken down by weighting methad, under the simple risk-weighting
approach, further broken down by exchange-tradedyegxposures, private equity exposures
in sufficiently diversified portfolios and othergasures, as well as the separate disclosure of
the capital requirement for exposures which argtaarily or permanently exempted from
IRBA use;

3. for the trading book, the total capital requiremimtmarket risk exposures using the
Standardised Approach or the model-based approach;

4. the capital requirement for operational risk ugimg Basic Indicator Approach, the
Standardised Approach or the Advanced Measuremgpitoach;

5. the total capital requirement as well as its ragitier 1 capital as the tier 1 capital ratio
and the total capital ratio pursuant to sectiof)Xséntence 2; also, the tier 1 capital ratio and
the total capital ratio pursuant to section 2 @)jtence 2 of significant subsidiaries of the
institution at single-entity or sub-consolidatedde
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Section 326
Disclosure requirements for derivative CCR exposuargd netting positions

(1) The following qualitative information shall be dissed:

1. a description of the methodology used to assigrrteenal capital and credit limits for
counterparty credit exposures;

2. a description of policies for securing collatenatiastablishing credit reserves;

3. a description of policies with respect to the tneat of correlations between market and
counterparty risks (wrong-way risk exposures);

4. a description of the impact of the amount of cellat the credit institution would have to
provide given a downgrade in its credit rating.

(2) The following quantitative information shall be digsed:

1. gross positive fair values of contracts beforeingtand before collateral arrangements, a
breakdown of these amounts into interest rate aot#y foreign exchange contracts, equity
contracts, credit derivative contracts, commoddgtcacts and other contracts, as well as
available netting arrangements, eligible collatgpakitive fair values after netting and
collateral arrangements;

2. the amount of recognisable counterparty creditinstontracts according to the method
applied;

3. the notional value of credit derivative hedges;

4. the notional value of credit derivatives transawicsegregated between use for the
institution’s own credit portfolio as well as irsiintermediation activities, broken down
further by credit derivative product and by its olagught or sold protection positions;

5. the factor pursuant to section 223 (6) if the drawdtitution has received authorisation
from the competent authorities to estimate thisofac

Section 327
Counterparty credit risk: general disclosure olilgss for all institutions

(1) *The following qualitative information shall be dissed over and above the general
disclosure obligation:

1. the definition of “past due” and “impaired” used fccounting purposes and
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2. adescription of the approaches and methods adémtel@termining value adjustments
and provisions.

“Disclosure of additional information pursuant tatesce 1 may be waived if it is published
under other statutory disclosure obligations.

(2) The following quantitative information shall be dissed:

1. the total amount of exposures without taking intoaunt the effects of credit risk
mitigation, broken down by different types of expasclasses; where the amounts differ
materially from the average amounts on the referelate for disclosure, the average amounts
shall also be disclosed,

2. the distribution of the exposures over significgebgraphical areas, broken down by
material exposure classes;

3. the distribution of the exposures by industry aunrerparty type, broken down by
exposure classes;

4. a breakdown of the various exposure classes bgaigactual residual maturity;

5. a breakdown of impaired and past-due exposuregyhifisant industry or counterparty
type and broken down separately by significant galgjcal areas with their

a) assignable amounts of individual and general vatljastments and provisions and

b) for the breakdown by significant industry or couptety type, also the assignable
charges for individual and general value adjusts\eot provisions and for direct write-
downs or write-offs as well as the assignable raesron written-off exposures during
the reporting period;

6. separate disclosure of the changes in the indivialae adjustments, general value
adjustments and provisions in lending businestingtthe opening balance, adjustments in
the reporting period, liquidations, consumption;leange rate-related and other changes as
well as the closing balance at the end of the tepperiod.

Section 328
Counterparty credit risk: disclosure for CRSA expesclasses

(1) The following qualitative information shall be dissed:

1. the names of the nominated ECAIs and, where apiatepexport credit agencies (ECAS)
as well as the reasons for any changes to the groopminated ECAIs or ECAs;
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2. the CRSA exposure classes for which the individi@AIs are nominated;
3. adescription of the process used to transfer issedit assessments onto exposures.

(2) The following quantitative information shall be dissed: the respective sum of the
exposure values before and after the applicatiamedit risk mitigation techniques that are
assigned to specific credit quality steps purstmsections 26 to 40 and according to the
prudential mapping of credit assessments to coedility steps or are deducted from own
funds.

Section 329
Counterparty credit risk: additional disclosureuggments

(1) Institutions calculating their risk-weighted exposamounts for IRBA exposures for
which the simple risk weight for specialised lerglexposures has to be used shall disclose
the exposure amounts that are assigned to theveght categories determined pursuant to
section 97 (1).

(2) Institutions using the simple IRBA risk weight fequity exposures to calculate risk-
weighted exposure amounts for IRBA equity claimallstlisclose the exposure amounts
assigned to the simple IRBA risk-weight categopassuant to section 98.

Section 330
Disclosure requirements for market risk

(1) Institutions using the standard method to calcula@ own funds requirements for
market risk in the trading book and for foreign leege and commodity exposure risks in all
business lines shall disclose the separate owrsfregglirement for interest rate risk, equity
risk, foreign exchange risk, commodity risk andesthsk.

(2) Institutions which apply internal risk measuremeaidels shall disclose the following
gualitative information:

1. for each portfolio recorded separately for supemyigurposes, the characteristics of the
model used, the scope of acceptance by the cometority, as well as a description of
the stress tests and the processes used to vaheateodel;

2. adescription of the extent of and methodologiesémpliance with the requirements
pursuant to section 1a (8) of the Banking Act.

(3) Institutions which apply internal risk measusrhmodels shall disclose the following
guantitative information:
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1. the highest, the lowest and the mean of thg dalue-at-risk measures over the reporting
period and the value-at-risk measure as at theetig period,;

2. acomparison of the daily end-of-day valueisit-measures to the one-day changes of the
portolio’s value by the end of the subsequent lssrday calculated pursuant to section 318
(1) sentence 2 including an analysis of any imparta&ershootings of such a value-at-risk
measure during the reporting period caused by awttange of the portfolio’s value during

the reporting period.

Section 331
Disclosure requirements for operational risk

(1) The methodology used to determine the supervisapital charge for operational risk
shall be disclosed.

(2) YInstitutions that apply the Advanced Measuremergrdach shall describe this
methodology and the internal and external factorsitlered?in the case of partial use, the
scope of application and coverage of each of tfierdnt methodologies shall be disclosed.

Section 332
Disclosure requirements for equities in the bankiogk

The following shall be disclosed regarding exposumnesquities in the banking book:

1. in qualitative terms, a differentiation between esyres based on their objectives,
including exposures where the intention is to acgheapital gains and those entered for
strategic reasons, and an overview of the valuaihaccounting principles used. These
include the assumptions and practices on whiclvaheation is based and any significant
changes in these practices;

2. in quantitative terms,

a) the balance sheet value and fair value of an eguippsure; for exchange-traded
securities, a comparison to the listed market paikere it is materially different from the
fair value;

b) the types, nature and amounts of equity exposhreken down by exchange-traded
exposures, private equity exposures in sufficiedihersified portfolios from a
supervisory perspective, and other exposures;

c) the cumulative realised gains or losses arisingnfsales and liquidations in the
reporting period,;
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d) the total unrealised revaluation gains or lossges|dtent revaluation gains or losses
and any of these amounts included in the tier 1teemd® capital.

Section 333
Disclosure of interest rate risk in the banking koo

(1) The following qualitative information shall be digsed: the nature of the interest rate risk
in the banking book and the associated key assangtincluding assumptions regarding
loan prepayments and the behaviour of non-matdeposits, and the frequency of
measurement of the interest rate risk in the bankook.

(2) The following quantitative information shall be cdissed: the increase or decrease in
earnings or economic value or other relevant measuhe event of an interest rate shock
according to management's method for measurinmtéeest rate risk in the banking book,
where appropriate broken down by currency.

Section 334
Disclosure requirements for securitisations

(1) Institutions shall disclose the following qualitagiinformation in connection with
securitisation transactions for which they calaulagk-weighted securitisation position
amounts pursuant to sections 225 to 268:

1. a description of the institution’s objectives ifateon to securitisation activity;
2. the roles played by the institution in the secsaition process;
3. an indication of the extent of the institution’saivement in each of them;

4. adescription of the institution's approaches toutating the risk-weighted exposure
amounts for the securitisation transactions tanbtided:;

5. a summary of the institution’s accounting and vatuapolicies for securitisations,
including in particular whether the transactions @meated as sales or refinancings, the
recognition of gains on sales, the key assumpfimngaluing retained interests, the treatment
of synthetic securitisation transactions if thisiag covered by other accounting and valuation
policies;

6. the names of the ECAIs used for securitisationstaedypes of securitised position for
which each agency was used.

(2) Institutions shall disclose the following quantitatinformation in connection with
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securitisation transactions for which they calaulagk-weighted securitisation position
amounts pursuant to sections 225 to 268:

1. the total outstanding amount of positions secwdtisy the institution, broken down into
true-sale and synthetic securitisation transactamntsby securitised position type;

2. details of impaired and past-due parts of the s&senl position amounts pursuant to
number 1 and the associated losses incurred iregwating period, broken down by type of
securitised position;

3. the aggregate amount of securitisation positiotesired or purchased by the institution in
its role as originator, sponsor or investor, broewn by the type of the respective
underlying exposure;

4. for the aggregate amount of the securitisationtjpos pursuant to number 3, a
breakdown into a meaningful number of securitisatiek weight bands; securitisation
positions that have been risk-weighted at 1,25Qpst or treated as deductible securitisation
positions pursuant to section 266 shall be disdpse

5. for securitisation positions in connection with eang CCR exposures for which the
institution is the originator and which include iamestor’s interest in securitisation
transactions to be recognised by the originater GER exposures arising from amounts
drawn under the limit, segregated by originatanteiest and investor’s interest, as well as the
CRSA or IRBA capital requirement for the amountled limit, segregated by the originator’s
interest and the investor’s interest;

6. a summary of the securitisation activity in theaemg period, including the amount of
effectively securitised exposures, and the gairlesses realised from the sale of the
securitised positions, broken down in each casyimy of securitisation activity and type of
securitised position.

Chapter 3
Qualifying requirements for the use of particulastruments or
methodologies

Section 335
Counterparty credit risk: disclosure for exposuesses for which the IRBA is used

(1) Institutions calculating risk-weighted exposure ams in accordance with the IRBA
shall disclose the following qualitative informatio
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1. the IRBA methodologies or approved transition ategfy BaFin;
2. adescription and explanation of

a) the structure of the internal rating system andti@h between the internal assignment
of exposures or obligors to rating classes orpiz#ils and external credit assessments,

b) the use of internal estimates other than for catouy IRBA risk-weighted exposure
amounts,

c) the process for managing and recognising creditmigigation techniques and

d) the control mechanisms for the rating system, thicly a description of independence,
accountability and the rating system's review;

3. adescription of the internal process for assigmeixygosures or obligors to rating classes or
risk pools, provided separately for the followingpesure classes:

a) central governments,
b) institutions,

c) corporates, small and medium-sized enterprisesjajsed lending and purchased
corporate receivables,

d) retail claims, in each case for IRBA retail claisezured by real estate, qualifying
revolving IRBA retail claims and other IRBA retaiaims and

e) equity claims.

(2) Institutions calculating risk-weighted exposure amis in accordance with the IRBA
shall disclose the following quantitative infornati

1. the sum of the exposure amounts for each of thAIBEBosure classes specified in
subsection (1) number 3. Exposures assigned texjpesure classes pursuant to subsection
(1) number 3 letters (a), (b) and (c), and for whie institution uses own estimates of LGD
or of the IRBA conversion factors for calculatingkrweighted IRBA exposure amounts shall
be disclosed separately from the exposures forwihie institutions do not apply such
estimates;

2. for each of the exposure classes pursuant to stifnsét) number 3 letters (a), (b), (¢)
and (e), across a sufficient number of obligom@grades (including “default”) to allow a
meaningful differentiation of credit risk, in eacase:

a) the total exposure amount: for the exposure clgssessiant to subsection (1) number
3 letters (a), (b) and (c) the sum of the outstagtthans and exposure values for undrawn
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commitments, for the exposure class pursuant teesafion (1) number 3 letter (e) the
outstanding amounts,

b) for institutions using their own LGD estimates ftbe calculation of risk-weighted
IRBA exposure amounts, the exposure-weighted aedr&P in per cent,

c) (c) the exposure-weighted average risk weight and

d) (d) for institutions that use their own estimatésRBA conversion factors to calculate
risk-weighted IRBA exposure amounts, the total amai undrawn commitments and
the average exposure value for each exposure class;

3. for each of the retail sub-portfolios specifiecsirbsection (1) number 3 letter (d), either
the disclosure requirements pursuant to numbera® @nalysis of exposures against a
sufficient number of EL grades to allow a meanihgitferentiation of credit risk;

4. actual losses in the form of direct write-downs aalblie adjustments in the preceding
reporting period for each exposure class (for retaims, for each sub-portfolio specified in
subsection (1) number 3 letter (d)) and how théfgdirom past experience;

5. a description of the factors that impacted on ¢ss kexperience in the reporting period
(for example, has the institution experienced highan-average default rates or higher-than-
average LGDs);

6. the institution’s estimates against actual outcoowes a longer period. At a minimum,
this shall include information on estimates of &xsagainst actual losses in each exposure
class. The period under consideration should kiecgirft to allow for a meaningful
assessment of the performance of the processdmnasy exposures or obligors to rating
classes or risk pools for each exposure class. 8\dgoropriate, the institutions shall further
decompose this and provide an analysis of theseshlilefault rates and, for institutions using
own estimates of LGDs, realised LGDs and/or a corspa of the outcomes with the
respective estimates to be disclosed pursuantrtiban?2.

Section 336
Credit risk mitigation techniques: disclosures@RSA and IRBA exposures

(1) Institutions that apply credit risk mitigatieechniques for the calculation of the total
capital charge for credit risk shall disclose tbkofving qualitative information:

1. the policies and processes for, and an indicatidheoextent to which an institution
makes use of, on- and off-balance sheet netting;

2. the policies and processes for valuing and managmeligible collateral used;

298 of 306



Section 337

3. a description of the main types of collateral takgrihe institution;
4. the main types of guarantor and credit derivatventerparty and their creditworthiness;

5. information about (market or credit) risk concetimas incurred within the eligible credit
mitigation taken:

(2) Institutions that apply credit risk mitigatieechniques for the calculation of the total
capital charge for credit risk shall disclose tbiofving quantitative information, where
applicable, following the use of on- and off-balarshieet netting agreements:

1. in the case of institutions that apply the CRBAIRBA institutions that do not use their
own estimates of LGD or of the IRBA conversion tacteperately for each CRSA- or IRBA
exposure classes, the total exposure value tlcavered by

a) eligible financial collateral pursuant to sentiib4 (1) sentence 1 number 1 after
application of market value volatility adjustments,

b) unfunded credit protection pursuant to sectisf (1) sentence 1 number 2 and life
insurance policies pursuant to section 170,

c) other eligible IRBA collateral pursuant to sent154 (1) sentence 1 number 3,

2. in the case of IRBA institutions that use tleeim estimates of LGD or of the IRBA
conversion factor, the total exposure value thabigered, especially those covered by
guarantees or credit derivatives, separately foh #d&BA exposure class.

For IRBA equity claims this shall be disclosed safely for all three of the approaches listed
in section 78 (2).

Section 337
Instruments for transferring operational risks

Institutions using Advanced Measurement Approaébesalculating the capital charge for

operational risk shall disclose a description ef tise of insurance and other risk transfer
mechanisms for the purpose of mitigating operatiosk.
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Part 6
Transitional and final provisions

Section 338
Transitional provisions for estimating parameters

(2) If an application to use IRBA is submitted befor@ahuary 2010, the period for gathering
experience with rating systems pursuant to se@®(1) number 1 is reduced to one year
until 31 December 2009 and the period for gatheexyerience with own estimates of LGD
and IRBA conversion factors outside of retail bess pursuant to section 63 (1) number 2 is
reduced to two years until 31 December 2008.

(2) Until 31 December 2012, the average own estimatés@d, weighted with the respective
IRBA exposure value, for all IRBA exposures witline exposure class Retail claims secured
by residential real estate and not benefiting fogararantees from central governments shall
not be lower than 10 per cent.

(3) Until 31 December 2012, the following supervisoi$L may be used:

1. for the sub-assessment basis fully secured byestate collateral, provided the claims or
contingent claims associated with the IRBA exposuieenot subordinate, notwithstanding
section 94 (3) sentence 1 number 3 letter (b)1@evaf 30 per cent,

2. for senior IRBA exposures in the form of commerces! estate leasing: a value of 30 per
cent,

3. for senior IRBA exposures in the form of equipmieaising: a value of 35 per cent.

(4) *Until 31 December 2017, an IRBA institution may e from IRBA treatment equity
exposures that were held prior to 1 January 20@&idition to equity exposures pursuant to
section 70 sentence 1 numbers 8 arfdBe position exempted pursuant to sentence 1 shall
be measured as the number of shares already hetdpd January 2008 and any additional
share arising directly as a result of owning thoslelings, as long as they do not increase the
proportional share of ownership pursuant to secti@ (2) in this companySentence 1 does
not apply to

1. the exceeding part of the holding if an acquisiilmereases the proportional share of
ownership in a specific company,

2. holdings that were held on 31 December 2007 buéwebsequently sold and then
repurchased.
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*Equity exposures exempted from IRBA treatment pamsto sentence 1 shall be subject to
the capital requirements calculated pursuant tbsec24 to 54.

(5) Own estimates of LGD and IRBA conversion factorsIRBA exposures in the IRBA
exposure classes Central governments, InstituaadsCorporates as well as Advanced
Measurement Approaches for calculating the capitatge for operational risk may not be
used until 1 January 2008.

(6) *Until 31 December 2011 an institution, when assignrtRSA exposures, which were
originally assigned to the CRSA exposure classep@ates, Other public-sector entities or
Retail business to obligors situated in anothentguthat exercises the discretion pursuant to
Article 154 (1) of Directive 2006/48/EC, to the CR8xposure class Past due items, may
apply the deadline set by the competent authoiitistead of the deadline of 90 calendar days
mentioned in section 25 (16) sentencéUntil 31 December 2011, an institution, when
defining default, may apply the deadline set bydbeapetent authorities instead of the
deadline of 90 calendar days mentioned in sect&in(1) sentence 1 number 2 to IRBA
exposures assigned to the IRBA exposure class @gsoto obligors situated in a country
that exercises the discretion pursuant to secti@dn(Z) of Directive 2006/48/EC.

Section 339
Transitional provisions for the adequacy and calioih of own funds

(1) An institution that has calculated the total cdptaarge for credit risk fully or partially
according to the IRBA, shall, during the first, sed, third, fourth and fifth twelve-month
periods after 31 December 2006, provide own funki€hvare at all times more than or equal
to the amounts indicated in subsections (3) to.(5b)

(2) An institution that has used Advanced Measurememrdaches for calculating the
capital charge for operational risk shall, durihg second, third, fourth and fifth twelve-
month periods after 31 December 2006, provide ayma$ which are at all times more than
or equal to the amounts indicated in subsectionar{d (5b).

(3) For the first twelve-month period pursuant to sghise (1), the minimum amount of own
funds shall be 95 per cent of the total minimum amaf own funds that would be required
to be held during that period by the institutiomguant to section 2 of Principle | concerning
the own funds of credit institution&(undsatz ) in the version announced on 29 October
1997 (Federal Gazette page 13,555), last amend#te@nnouncement of 20 July 2000
(Federal Gazette page 17,077) (Principle I).

(4) For the second twelve-month period pursuant toestttzsis (1) and (2), the minimum
amount of own funds shall be 90 per cent of thal toinimum amount of own funds that
would be required to be held by the institutionidgrthat period pursuant to section 2 of
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Principle I.

(5) For the third twelve-month period pursuant to sabeas (1) and (2), the minimum
amount of own funds shall be 80 per cent of thal tminimum amount of own funds that
would be required to be held by the institutionidgrthat period pursuant to section 2 of
Principle .

(5a) For the fourth and fifth twelve-month periagrguant to subsections (1) and (2), the
minimum amount of own funds for the relevant twetaenth period for an institution which
was granted IRBA approval pursuant to section 3®(Bapproval to use an Advanced
Measurement Approach pursuant to section 278 (Blbpecember 2009 shall be 80 per cent
of the total minimum amount of own funds that wob&lrequired to be held by the institution
during the relevant twelve-month period pursuargection 2 of Principle I.

(5b) For the fourth and fifth twelve-month periogrpuant to subsections (1) and (2), the
minimum amount of own funds for the relevant twetaenth period for an institution which
was granted IRBA approval pursuant to section 3®(kapproval to use an Advanced
Measurement Approach pursuant to section 278 ¢tth&ofirst time after 31 December 2009
and which previously did not have approval to utieeethe IRBA or an Advanced
Measurement Approach shall be

1. 80 per cent of the total minimum amount of owndsithat would be required to be held
by the institution during the relevant twelve-mop#riod pursuant to section 2 of Principle I,
or

2. subject to prior permission from BaFin, 80 per aafrthe sum of the total minimum
amounts of own funds that would be required todld by the institution pursuant to the
wording of this Regulation valid prior to 1 Janu@@11, during the relevant twelve-month
period for

a) credit risk exposures according to the CRSA andétlement risk exposures
pursuant to sections 15 and 16,

b) operational risk calculated using the Basic Indic&tpproach or the Standardised
Approach, and

c) market risk positions pursuant to sections 2941®. 3

(6) When carrying out the calculations pursuant to satiens (3) to (5b), the modified
available capital shall be recognised excludingam®unts to be included according to
section 10 (2b) sentence 1 number 9 and sectiga)thumbers 1 and 2 of the Banking Act.

(7) *Until 31 December 2011, financial services insiitns and investment firms that do not
fall under the scope of section 269 (3) may, sulie8aFin’s permission, calculate their
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capital charge for operational risk differentlyrfrdhe approaches listed in section 269 (2) if
their daily trading book position at no time exce&UR 50 million and their average number
of employees carrying out business activities eeldab proprietary trading does not exceed
100 during the financial yedin this case, the capital requirement for operaiioisk shall

be at least the lower of

1. the capital charge for operational risk pursuargetction 269 (2) and
2. 12/88 of the higher of

a) the total capital requirements pursuant to se@i¢h) sentence 1 excluding the capital
charge for operational risk and

b) the fixed overheads-based own funds requirememssipat to section 10 (9)
sentences 1 and 2 of the Banking Act; section )8datences 3 to 5 of the Banking Act
shall apply mutatis mutandis.

%If sentence 2 number 2 applies, the value calatilsitall be adjusted to the capital charge
pursuant to section 269 (2) to section 293 in gmate increments on at least an annual
basis.*Applying sentences 1 to 3 shall not result in aiogidn in the overall level of capital
requirements for the institution in question in g@mson to the requirements as at 31
December 2006, unless such a reduction is justified reduction in the size of the
institution’s business.

(8) Financial services institutions and investment $ittmat calculate the capital charge for
operational risk using the Standardised Approach usa a beta factor of 15 per cent until 31
December 2012 for the regulatory business line iigadnd sales if at least 50 per cent of the
relevant indicator determined pursuant to sectit® (@) can be assigned to the business line
Trading and sales.

(9) (Repealed)
(10) (Repealed)

(11) Until 31 December 2012, an institution may, wheltuating risk-weighted CRSA
exposure amounts for property leasing transactionserning offices or other commercial
premises situated within Germany, assign a 50 @etrriisk weight if the criteria set out in
section 35 (2) sentence 1 numbers 1 and 2 as svellsection 35 (3) sentence 1 number 2 are
met.

(12) Until 31 December 2010, BaFin, when defining theused portion of a past due loan
pursuant to sections 24 to 54, may recognise eodhother than eligible collateral as set out
in sections 154 to 224.
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(13) Until 31 December 2015, an institution may assiggRSA risk weight of O per cent
within the meaning of section 26 number 2 lettgnf(kthe exposure is to a central government
or central bank of another EEA country and is denated and funded in the currency of an
EEA country.

(14) 'Until 30 December 2011, an institution may userdernal risk measurement model to
calculate the partial capital charge for specisi&,reven if it does not measure event risk, if
BaFin gave permission for its use prior to 1 Jap2&07.%In this case, when calculating the
relevant capital charge or partial capital chatige,subtotal calculated for specific risk shall
be added to the total pursuant to section 314gfdfesice 1 number iThe average value-at-
risk measures attributable to specific risk forfinancial instruments or groups of financial
instruments held by the institution at the closeéudiness on each of the preceding 60
business days shall be added to the total pursoaeiction 314 (1) sentence 1 number 2.
“Section 314 (2) does not apply in this case.

(15) (Repealed)

(16) For CIU exposures pursuant to section 294 (6) septel to 8, an institution may
disregard the requirement of proportional recogniin accordance with the actual currency
breakdown until 31 December 2011 if the share efGHJ components invested in foreign
currency or gold accounts for no more than 10 pat of the CIU's total value.

(17) The requirement set out in section 164 (1) numbswels not apply to a guarantee issued
in the form of unfunded credit protection or a ctaurguarantee up to 31 December 2006 by a
company whose unsecured payment obligations wasld, CRSA exposure, be assignable to
the CRSA exposure class InstitutioffSotwithstanding sentence 1, the deadline is exende
to 31 December 2007 for institutions applying thevsion pursuant to subsection (9).

(18) 'The criterion set out in section 35 (2) sentencerhber 2 pursuant to section 20a (6) of
the Banking Act does not apply to a CRSA exposuocarred up to 31 December 2006,
provided it is fully secured by residential reaats.’Notwithstanding sentence 1, the
deadline is extended to 31 December 2007 for uigiits applying the provision pursuant to
subsection (9).

(19) 'Until 31 December 2011, an institution, notwithstay section 49 (2) sentence 1
number 1 letter (d), may choose, on a consistesit lbar all such CRSA exposures, to
calculate the CRSA assessment basis for a CRSAsarpassigned to the CRSA exposure
class Other items, incurred as a result of a leastract and constituting the residual value of
a leased asset to be recognised pursuant to s@&i@b) number 6, as the book value of the
residual value of a leased asset divided by theeseaumber of whole years of the lease
remaining, at least fUntil 31 December 2011, an IRBA institution, notwgitanding section
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100 (9) number 1, may choose, on a consistent fisadl such IRBA exposures, to calculate
the assessment basis for an IRBA exposure assigribd exposure class Other non credit-
obligation assets, incurred as a result of a leas&ract and constituting the residual value of
a leased asset to be recognised pursuant to s8&ioamber 2, as the book value of the
residual value of a leased asset divided by theeseaumber of whole years of the lease
remaining, at least 1.

(20) The disclosure requirements set out in sectiong@B37 shall first apply as soon as the
institution calculates at least one risk-weightedasure amount using the Credit Risk
Standardised Approach or the Internal Ratings-Baggmtoach.

(21) Section 271 (1) number 6 of the Act Modernising duating Law (Bilanzrechts-
modernisierungsgesetz) as amended on 25 May 2@@@(& Law Gazette |, page 1102)
shall apply for the first time to annual financsghtements for financial years starting after 31
December 20009.

(22) The requirement pursuant to section 237 (2) seatémumber 3 that there be an
assessment by an ECAI which can be accessed fparlizly available forum, such as how
development of the value of CCR exposures of tbhargesed portfolio affects the credit
assessment,

1. is applicable only to securitisation transacticonducted for the first time from 31
December 2010 and

2. shall also be applied, from 1 January 2015etmstisation transactions begun prior to 31
December 2010 in which underlying assets have bddad or replaced after 31 December
2014.

(23) Until 31 December 2015, an institution may contitmeetermine IRBA compatibility
pursuant to section 226 (4) sentence 2 in the wgrdf this Regulation valid prior to 31
December 2010 for all of the securitisation posgi@stablished prior to 31 December 2010.

Section 340
Entry into force

This Regulation shall enter into force on 1 Jan2ag7.

Berlin, 14 December 2006
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Federal Minister of Finance

Peer Steinbrick
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