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Minimum Total Capital Requirement Formula

® Minimum total capital requirement formula:

𝐶𝑎𝑝𝑖𝑡𝑎𝑙
𝑅𝑊𝐴!"#$%& + 𝑅𝑊𝐴'(")#& + 𝑅𝑊𝐴*+#"(&%*,(- + 𝑅𝑊𝐴./0

≥ 8%
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Market Risk – Timeline to FRTB

8.4.2026

Capital Requirement in Basel I-II

® Capital requirement to market risk can be calculated using:

® Standardised measurement method (SMM),

® Internal models approach (IMA).

® SMM:

® Based	on	notional	amount	methods	or	sensitivity	methods	(duration,	option	Greeks)

® IMA:

® Based	on	Value	at	Risk	(VaR)	model,	99%	confidence	level,	10-days	horizon

® Capital	requirement	= 𝑚𝑎𝑥 𝑉𝑎𝑅!"#; 3 + 𝑎𝑑𝑑_𝑜𝑛 V 𝑉𝑎𝑅$%&
® Maximum of VaR of previous trading day and VaR60 day average V (3 + add_on).

® The add-on depends on backtesting results for the last 250 days, add_on falls into the interval 0,1 .
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Capital requirement in Basel II.5

® Aggregated capital requirement: 

𝐴𝐶𝑅'(!$) = 𝑚𝑎𝑥 𝑉𝑎𝑅!"#; 3 + 𝑎𝑑𝑑_𝑜𝑛 V 𝑉𝑎𝑅$%& + 𝑚𝑎𝑥 𝑠𝑉𝑎𝑅!; 3 + 𝑎𝑑𝑑_𝑜𝑛 V 𝑠𝑉𝑎𝑅$%& + IRC + CRM

® sVaR = value at risk calculated on historical time series from stressed period

® IRC (Incremental Risk Charge) = incremental default and migration risk of trading book positions 

® CRM (Comprehensive Risk Measure) = an estimate of risk in the correlation trading portfolio, taking into account credit spread, 
correlation, basis, recovery and default risks.
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FRTB - Objectives

® To develop an effective trading/banking book boundary condition.

® To achieve a regulatory framework that captures and capitalizes all market risks in the trading book.

® To achieve comparable levels of capital across internal risk models and standardised approach.

Fundamental Review of the Trading Book 98.4.2026

FRTB – Key Changes

Issues

® Banks “intent to trade“ an instrument is the sole basis for 
the classification into banking and trading book

® Model approval is at the Bank’s level

® Internal models approach (VaR) was not sufficiently 
comprehensive

Remediation

® Prescriptive rules for allocation

® Enhanced supervisory oversight

® Restrictions on the ability to arbitrage the boundary

® Trade desk level approval and enhanced validation tests of 
models

® Expected shortfall method

® Non-modellable risk factors

® Revised treatment of default risk

Fundamental Review of the Trading Book 108.4.2026
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FRTB – key changes (2)

Issues

® The standardised approach lacked risk sensitivity and 
therefore was not a credible alternative and complement 
to the internal models approach 

Remediation

® Sensitivity based capital (SBM)

® Default risk charge (DRC)

® Residual risk add-on (RRAO)

® Simplified sensitivity based approach for small/medium 
sized banks

Fundamental Review of the Trading Book 118.4.2026

FRTB Approaches

® FRTB allows to use:

® Simplified standardised approach (SSA),

® Standardised approach (SA-TB),

® Internal models approach (IMA).

® Contrary to the Basel II.5 framework, the SA-TB method is very important even if banks calculate the capital charge with the IMA
method. Indeed, the bank must implement SA-TB in order to meet the output (or capital) floor requirement, which is set at 
72.5% in January 2028:

𝜅*$+,-! = max 𝜅./0, 72.5% V 𝜅10"'2

8.4.2026 Fundamental Review of the Trading Book 12
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FRTB – Approaches and Components

8.4.2026

14Fundamental Review of the Trading Book8.4.2026

Adoption of FRTB Standard as of 31/10/2025
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Simplified Standardised Approach (SSA)

® Following the release of the BCBS (2016), the BCBS concluded that the sophistication of the proposed approach may pose a 
difficult challenge for some banks and therefore SSA was proposed. 

® Based on scaled Basel II.5

® The capital requirement arising from the SSA is the simple sum of the recalibrated capital requirements arising from each of the
four risk classes – interest rate risk (both general and specific), equity risk (both general and specific), FX risk and commodity risk:

𝜅110 = 1.3 V 𝜅.33 +3.5 V 𝜅45 + 1.2 V 𝜅67 +1.9 V 𝜅89/

® SSA is designed for banks with relatively small or simple trading portfolio.

® The use of SSA must be approved by supervisor and following criteria should be considered:

® the bank is not G-SIB,

® IMA should not be used for any trading desk,

® no CTP’s (correlation trading portfolio) held by the bank.

8.4.2026 Fundamental Review of the Trading Book 16
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Standardised Approach (SA-TB)

® The standardised approach capital requirement is the simple sum of three components:

𝜅10"'2 = 𝜅12/ + 𝜅:38 + 𝜅3309

® 𝜅12/ - capital requirement under the sensitivities-based method (SBM),

® This component must be viewed as the pure market risk and is the equivalent of the capital charge for the general market 
risk.

® 𝜅:38 - default risk capital (DRC) requirement,

® The component that captures the jump-to-default risk (JTD) and replaces the specific risk.

® 𝜅3309 - residual risk add-on (RRAO),

® The component that captures specific risks that are difficult to measure in practice.

8.4.2026 Fundamental Review of the Trading Book 17

Sensitivities-based Method (SBM)

® The capital requirement under the SBM must be calculated by aggregating three risk measures:

𝜅12/ = 𝜅:-)!$ + 𝜅;-&$ + 𝜅8<+%$!<+-

® The capital requirement to 𝜅12/ is calculated in following steps:

1. Calculation of 𝜅:-)!$ and 𝜅;-&$

2. Calculation of 𝜅8<+%$!<+-

3. Adding-up of 𝜅:-)!$, 𝜅;-&$, 𝜅8<+%$!<+- - „medium correlations“ scenario

4. Repeat steps 1-3 for two scenarios „low correlations“ and „high correlations“

5. Take the maximum capital requirement from 3 scenarios

8.4.2026 Fundamental Review of the Trading Book 18
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FRTB – Definitions

® Risk class:

® the seven risk classes defined for the SBM. 

® Risk factor:

® variables (e.g. a given vertex of a given interest rate curve or an equity price) within a pricing function decomposed from trading book 
instruments and which fall within scope of the risk factor definitions, 

® risk factors are mapped to a risk class.

® Risk position: 

® the main input that enters the risk charge computation,

® for delta and vega risks, it is a sensitivity to a risk factor, 

® for curvature risk, it is the worst loss of two stress scenarios.

® Bucket: 

® a set of risk positions which are grouped together by common characteristics. 

® Risk charge: 

® the amount of capital that a bank should hold as a consequence of the risks it takes, 

® it is computed as an aggregation of risk positions first at the bucket level, and then across buckets within a risk class defined for the SBM.

8.4.2026 Fundamental Review of the Trading Book 19
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® For each risk factor sensitivities are calculated as the change in the market value of the instrument as a result of applying a specified shift 
to each risk factor, assuming all the other relevant risk factors are held at the current level.

® GIRR:

® The sensitivity of the instrument i to risk factor ℱ! is defined as the PV01 (present value basis point)

® PV01 is measured by changing the interest rate IR at tenor k (𝐼𝑅! ) of the risk-free yield curve in a given currency by 1 basis point (i.e. 
0.0001 in absolute terms) and dividing the resulting change in the market value of the instrument (𝑉") by 0.0001:

𝑠",! =
𝑉" ℱ! + 0.0001 − 𝑉" ℱ!

ℱ! + 0.0001 − ℱ!
=
𝑉" 𝐼𝑅! + 0.0001 − 𝑉" 𝐼𝑅!

0.0001

® CSR:

® The sensitivity of the instrument i to risk factor ℱ! is defined as the CS01

𝑠",! =
𝑉" ℱ! + 0.0001 − 𝑉" ℱ!

ℱ! + 0.0001 − ℱ!
=
𝑉" 𝐶𝑆! + 0.0001 − 𝑉" 𝐶𝑆!

0.0001

® FX, EQ, COM:

® The equity delta sensitivity of the instrument i with respect to the equity risk factor ℱ! is given by
𝑠",! = ∆" ℱ! / ℱ!

where ∆" ℱ! measures the (discrete) delta of the instrument i by shocking the equity risk factor ℱ! by 1%:

𝑠",! =
𝑉" 1.01 / ℱ! − 𝑉" ℱ!

1.01 / ℱ! − ℱ!
/ ℱ! =

𝑉" 1.01 / ℱ! − 𝑉" ℱ!
0.01

SBM – Definition of Sensitivities

22Fundamental Review of the Trading Book8.4.2026

® Vega risk sensitivity:

𝑠!,# =
𝑉! 1.01 V ℱ# − 𝑉! ℱ#

1.01 V ℱ# −ℱ#
V ℱ# =

𝑉! 1.01 V 𝑣𝑜𝑙# − 𝑉! 𝑣𝑜𝑙#
0.01

SBM – Definition of Sensitivities (1)
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® Risk Weights:

® GIRR:
® The risk weights for each tenor in risk-free yield curves are set in the table.

® The risk weight (RW) for the inflation risk factor and the cross-currency basis risk factors
is set at 1.6%.

® FX:

® A risk weight of 30% applies to all the FX sensitivities.
® For the specified currency pairs by the Basel Committee the above risk weight may at the 

discretion of the bank be divided by the square root of 2.
® Other classes:

® The risk weights are defined in tables for each class and corresponding bucket, see appendix.

® Weighted sensitivity:
® The weighted sensitivity is the product of the net sensitivity and the corresponding risk-weight of each risk factor ℱ!

𝑊𝑆! = 𝑠! / 𝑅𝑊!

where the net sensitivity is the sensitivity across instruments to each risk factor ℱ!

𝑠! =1
"

𝑠",!

SBM – Risk Weights And Weighted Sensitivity

!"#$%&'(")%*+ ,-
./01 2/3.4
./1 2/3.4
2 2/5.4
0 2/6.4
6 2/0.4
1 2/2.4
2. 2/2.4
21 2/2.4
0. 2/2.4
6. 2/2.4

24Fundamental Review of the Trading Book8.4.2026

® Vega Risk:

® Risk weights for a given vega risk are defined in terms of liquidity horizons:

𝑅𝑊# = 𝑚𝑖𝑛 𝑅𝑊$%& V
𝐿𝐻
10 ; 100%

where 𝑅𝑊$%& = 55%. 

SBM – Risk Weights And Weighted Sensitivity (1)
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® Capital requirement for the risk bucket:

® The risk position for Delta bucket b must be determined by aggregating the weighted sensitivities to risk factors ℱ# within the 
same bucket using the corresponding prescribed correlation 𝜌#&:

𝜅' = max i
#

𝑊𝑆#( +i
#

i
#)&

𝜌#& V 𝑊𝑆# V 𝑊𝑆& , 0

® Capital requirement for the risk class:

® The Delta risk charge is determined from risk positions aggregated between the Delta buckets within each risk class using the
corresponding prescribed correlations 𝛾'*:

𝜅+!,# *&-,,./&0- = i
'

𝜅'( +i
'

i
*)'

𝛾'* V 𝑆' V 𝑆*

where 𝑆' = ∑#𝑊𝑆# for all risk factors in bucket b and 𝑆* = ∑#𝑊𝑆# in bucket c.

® GIRR: parameter 𝛾'* = 50%must be used for aggregating between different currencies.

® FX: uniform correlation parameter 𝛾'* = 60% applies to FX sensitivity or risk exposure pairs.

SBM – Delta & Vega Capital Charge

26Fundamental Review of the Trading Book8.4.2026

® The delta risk correlation 𝜌#& between weighted sensitivities 𝑊𝑆# and 𝑊𝑆& within the same bucket with different tenor and same 
curve is set in the correlation matrix below

® Each element of the correlation matrix is calculated using the following formula:

𝜌#& = max 𝑒12%4
5$15%

678 5$;5% ; 40%

® The delta risk correlation between weighted sensitivities 𝑊𝑆# and 𝑊𝑆& within the same bucket with different tenor and different
curves is equal to 99.9% V 𝜌#&

Correlations Between Risk Factors Within a Bucket – GIRR

! "# !"#$ !"$ % # & $ %! %$ #! &!
!"#$ %!!' ()' (%' *%' )#' $)' +!' +!' +!' +!'
!"$ ()' %!!' ()' (%' *,' ),' $)' +#' +!' +!'
% (%' ()' %!!' ()' (+' *(' ),' ,,' $)' +#'
# *%' (%' ()' %!!' ((' (,' *(' *#' ),' ,,'
& )#' *,' (+' ((' %!!' (*' (&' *(' *+' ),'
$ $)' ),' *(' (,' (*' %!!' ()' (+' (%' *,'
%! +!' $)' ),' *(' (&' ()' %!!' ((' ()' (+'
%$ +!' +#' ,,' *#' *(' (+' ((' %!!' ((' ()'
#! +!' +!' $)' ),' *+' (%' ()' ((' %!!' (('
&! +!' +!' +#' ,,' ),' *,' (+' ()' ((' %!!'
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® The curvature risk uses a similar methodology, but it is based on two adverse scenarios: 

® the risk factor is shocked upward, and 

® the risk factor is shocked downward.

® The curvature risk is close to the gamma risk that we encounter in the theory of options.

SBM – Curvature Risk Charge

28Fundamental Review of the Trading Book8.4.2026

® In order to address the risk that correlations increase or decrease in periods of financial stress, three risk charge figures are to be 
calculated for each risk class, corresponding to three different scenarios on the specified values for the correlation parameter:

® 𝜌#& (correlation between risk factors within a bucket), and 

® 𝛾#& (correlation across buckets within a risk class).

® 3 correlation scenarios are considered:

® high correlations

® 𝜌#&
:!;: = 𝑚𝑖𝑛 1.25 V 𝜌#&; 100% ,  𝛾#&

:!;: = 𝑚𝑖𝑛 1.25 V 𝛾#&; 100%

® medium correlations

® 𝜌#&</=!>< = 𝜌#&, 𝛾#&</=!>< = 𝛾#&

® low correlations

® 𝜌#&&%? = 𝑚𝑎𝑥 2 V 𝜌#& − 100%; 0.75 V 𝜌#& , 𝛾#&&%? = 𝑚𝑎𝑥 2 V 𝛾#& − 100%; 0.75 V 𝛾#&

SBM - Correlation Scenarios
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® Calculated for all instruments bearing residual risk separately in addition to other components of the capital requirement under
the SA-TB.

® What instruments are subject to RRAO?

® Instruments with Exotic Underlyings: Weather derivatives, natural disasters (catastrophe bonds) or longevity risks.

® Instruments with Other Residual Risks: 

® Gap risk: Sudden large price changes (e.g. path-dependent options like Asian or Barrier options).

® Correlation risk: Dependence on the correlation between multiple assets (e.g. Best-of/Worst-of options, Himalayan options).

® Behavioral risk: Risks tied to prepayment or cancellation (e.g. certain mortgage-backed products).

® The RRAO is the simple sum of gross notional amounts of the instruments bearing residual risks multiplied by a risk weight.

® The risk weight for instruments with an exotic underlying is 1.0%.

® The risk weight for instruments bearing other residual risks is 0.1%.

Residual Risk Add-on (RRAO)

30Fundamental Review of the Trading Book8.4.2026

® For each scenario, the bank must determine a scenario-related risk charge at the portfolio level as the simple sum of the risk 
charges at risk class level for that scenario. 

® The ultimate portfolio level risk capital charge is the largest of the three scenario-related portfolio level risk capital charges.

SBM – Capital Charge
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Capital Charge Example
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® What is new?

® Risk measure: Value-at-Risk (VaR) and stressed VaR replaced with one single measure Expected Shortfall (ES),

® ES better captures "tail risk" by accounting for the magnitude of losses beyond the VaR threshold.

® Confidence level: 97.5% 

® Calculation period: ES calculation based on 12-month stressed period in which the portfolio experiences the largest loss.

® Horizon: 5 sets of liquidity horizons – 10 (base horizon), 20, 40, 60, 120 (days)

® Implementation level: Trading desk

® A trading desk is “an unambiguously defined group of traders or trading accounts that implements a well-defined business 
strategy operating within a clear risk management structure”.

® Some trading desks are approved for the use of internal models, while other trading desks must use the SA-TB approach.

® No particular type of ES model is prescribed, the model can be based on either historical simulation, Monte Carlo simulation, or
appropriate analytical methods.

® ES model used must capture all the material risks run by the bank, must be confirmed through 

® profit and loss (P&L) attribution (PLA) tests, and 

® backtesting.

IMA – Models and Parameters

34Fundamental Review of the Trading Book8.4.2026

® Aggregate capital requirement (𝐴𝐶𝑅5%0-&) for market risk is equal to the aggregate capital requirement for 

® approved and eligible trading desks,

® the standardised approach capital requirement for trading desks that are either out-of-scope for model approval or that have 
been deemed ineligible to use the internal models approach.

𝐴𝐶𝑅5%0-& = 𝐶@ +𝐷𝑅𝐶@ + 𝐶A +𝐷𝑅𝐶A

where

𝐶@ =	Capital	charge	for	internal	model	approved	trading	desks,

𝐷𝑅𝐶@ =	Default	risk	charge	for	internal	model	approved	trading	desks,

𝐶A =	Aggregate	standardised capital	charge	for	unapproved	trading	desks,

𝐷𝑅𝐶A =	Standardised default	risk	charge	for	unapproved	trading	desks.

® If at least one eligible trading desk is in the PLA test amber zone, a capital surcharge is added. 

Capital Charge
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® The aggregate (non-DRC) capital requirement for those trading desks approved and eligible for the IMA is equal to the maximum 
of the most recent observation and a weighted average of the previous 60 days scaled by a multiplier 

𝐶@ = 𝑚𝑎𝑥 𝐼𝑀𝐶𝐶01B + 𝑆𝐸𝑆01B;𝑚C V 𝐼𝑀𝐶𝐶-$; + 𝑆𝐸𝑆-$;

where

𝐼𝑀𝐶𝐶 = Aggregate capital requirement for modellable risk factors of IM approved trading desks,

𝑆𝐸𝑆 = Capital requirement for non-modellable risk factors of IM approved trading desks,

𝑚C = multiplication factor that is fixed at 1.5 unless it is set at a higher level by the supervisory authority (on the basis 
of their assessment of the quality of the bank’s risk management system).

Capital Charge for Internal Model Approved Trading Desks

36Fundamental Review of the Trading Book8.4.2026

® The aggregate capital requirement for modellable risk factors is based on the weighted average of the constrained and 
unconstrained ES capital requirements

𝐼𝑀𝐶𝐶 = 𝜌 V 𝐸𝑆>D*%D,0+-!D/= + 1 − 𝜌 V 𝐸𝑆*%D,0+-!D/=
where

𝐸𝑆>D*%D,0+-!D/= = ES for all risk factors (honoring diversification),

𝐸𝑆*%D,0+-!D/= = 𝐸𝑆EFG + 𝐸𝑆CH + 𝐸𝑆IJ + 𝐸𝑆KL + 𝐸𝑆CMN , i.e. the sum of individual ES for all risk classes,

𝜌 = relative weight assigned to the bank’s internal model, the value set to 0.5.

® Model approval on trading desk level, but capitalisation on risk class level (for securitizations SA-TB used).

𝐸𝑆>D*%D,0+-!D/= = 𝐸𝑆G,H V
IH&,'
IH(,'

𝐸𝑆*%D,0+-!D/= = 𝐸𝑆G,H,O V
IH&,',)
IH(,',)

where 

𝐸𝑆G,H = ES measure based on the most severe 12-month stress period with a reduced set of risk factors,

𝐸𝑆G,C = ES measure based on the current (most recent) 12-month period with a reduced set of risk factors,

𝐸𝑆K,C = ES measure based on the current (most recent) 12-month period with a full set of risk factors.

Capital Charge for Modellable Risk Factors (IMCC)
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® ES measure must replicate an ES outcome that would be generated on the bank’s current portfolio if the relevant risk factors 
were experiencing a period of stress.

® Banks must specify a reduced set of risk factors that are relevant for their portfolio and for which there is a sufficiently long 
history of observations

® Risk factors:

® Data inputs calibrated to historical data from 12-month stress period,

® If a reduced set is used, it has to explain 75% of variation in full ES model (on average over preceding 12 week period)

1
60 Vi

#PQ

RS
𝐸𝑆G,C01#

𝐸𝑆K,C01#
≥ 75%

® This reduced set of risk factors is subject to supervisory approval

® Stressed period:

® Observation period starting at least from 1. January 2007

® Update stressed period and market data for current period at least 

once a month

Period of Stress Calibration

38Fundamental Review of the Trading Book8.4.2026

® ES versus VaR:

® VaR asks the question “How bad can things get”

® ES asks the question “If things do get bad, how much can the bank expect to lose”

® Expected shortfall formula:

𝐸𝑆0TU
V = 𝐸 𝐿 𝐿 ≥ 𝑉𝑎𝑅0TU

V

where L = portfolio loss

p = confidence level

K = time horizon

® When profits and losses are normally distributed, ES at 97.5% corresponds to a VaR at 99%.

® The ES has to be calculated on a daily basis bank-wide and at least on trading desk level.

Expected Shortfall
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Expected Shortfall (1)

40Fundamental Review of the Trading Book8.4.2026

𝐸𝑆 = 𝐸𝑆 𝑃 ( +i
OW(

𝐸𝑆5 𝑃, 𝑗 V
𝐿𝐻O − 𝐿𝐻O1B

𝑇

(

where

𝐸𝑆 𝑃 = expected shortfall of the portfolio at horizon 10 days considering all risk factors

𝐸𝑆5 𝑃, 𝑗 = expected shortfall of the portfolio at horizon relevant for category j considering the risk factors that belong  
to the liquidity category j of the risk class    

® In each of the periods a potential loss occurs based on the change of active risk factors.

® For computational purpose, individual expected shortfalls are calculated based on 10-day shocks and scaled by the square root 
of time law.

® Assumptions: 

® Risk factors are hedged in their liquidity horizon. (e.g. Risk factors with a LH of 10 days are not relevant for the second time
period).

® Normally distributed and uncorrelated losses.

Impact of the Liquidity
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Impact of the Liquidity (1)
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Aggregation Between Risk Classes for Approved Trading Desks

Trading Desk 1 Trading Desk 2 Trading Desk N⋯ All Desks

GIR CS FX EQ CO

ESGIR ESCS ESFX ESEQ ESCO

All

ESunconstrained

𝐼𝑀𝐶𝐶 = 𝜌 V 𝐸𝑆>D*%D,0+-!D/= + 1 − 𝜌 V 𝐸𝑆*%D,0+-!D/=
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® A bank must determine which risk factors within its trading desks that have received approval to use the IMA are eligible to be 
included in the bank’s internal expected shortfall (ES) model for regulatory capital requirements

® Risk Factor Eligibility Test (RFET) - test requires identification of a sufficient number of real prices that are representative of the 
risk factor. To be modellable, a risk factor must meet one of the following two numerical criteria over the previous 12 months:

® The 24/90 Rule:

® at least 24 real price observations per year (measured over the period used to calibrate the current ES model), and

® over the previous 12 months there must be no 90-day period in which fewer than four real price observations are identified 
for the risk factor.

® The 100-Price Rule:

® at least 100 real price observations over the previous 12 months

® ES model should include all risk factors corresponding to the regulatory risk factors specified under the SA-TB unless they are not 
material for the bank’s trading positions.

® The modellability is linked to an ability to observe price data of sufficient quality and frequency, as well as to the liquidity of 
instruments linked to the specific risk factors

Model Eligibility of Risk Factors

44Fundamental Review of the Trading Book8.4.2026

® All risk factors identified as non-modellable must be capitalised individually, on a bank level and based on stress scenarios for each NMRF, taking into 
account the liquidity horizons.

® Capital requirements for each non-modellable risk factor (NMRF) are to be determined using a stress scenario that is calibrated to be at least as prudent 
as the ES calibration used for modelled risks, i.e. a loss calibrated to a 97.5% confidence threshold over a period of stress. 

® In determining that period of stress, a bank must determine a common 12-month period of stress across all NMRFs in the same risk class.

® For each NMRF, the liquidity horizon of the stress scenario must be the greater of the liquidity horizon assigned to the risk factor and 20 days.

® For NMRFs arising from idiosyncratic credit spread risk and idiosyncratic equity risk banks may apply a common 12-month stress period. 

𝑆𝐸𝑆 = 1
!"#

$

𝐼𝑆𝐸𝑆%&,!( + 1
)"#

*

𝐼𝑆𝐸𝑆%&,)( + 𝜌 /1
+"#

,

𝑆𝐸𝑆%&,+

(

+ 1−𝜌( / 1
+"#

,

𝑆𝐸𝑆%&,+(

where

𝐼𝑆𝐸𝑆%&,! = stress scenario capital requirement for idiosyncratic credit spread non-modellable risk i from the I risk factors 
aggregated with zero correlation,

𝐼𝑆𝐸𝑆%&,) = stress scenario capital requirement for idiosyncratic equity non-modellable risk j from the J risk factors aggregated 
with zero correlation,

𝑆𝐸𝑆%&,+ = stress scenario capital requirement for non-modellable risk k from K risk factors,

𝜌 = 0.6. 

Capital Charge for Non-modellable Risk Factors (SES)
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® Objective: To assess the overall accuracy of the IMA for market risk capital across the entire bank.

® Aggregated Level of Comparison:

® Compares the aggregate 99th percentile of VaR (1-day horizon) for all desks with IMA approval.

® The VaR is compared against both the aggregate Hypothetical P&L (HPL) and Actual P&L (APL) for the entire portfolio.

® Hypothetical P&L (HPL) - the P&L produced by revaluing the positions held at the end of the previous day using the market 
data at the end of the  current day

® Actual P&L (APL) - the daily economic P&L based on the marking to market of the books and records of the bank (excl. fees 
and commissions) 

® Number of exceptions = 𝑚𝑎𝑥 𝑁IX@YZ, 𝑁IX[YZ

® If the bank-wide test fails, the bank loses the right 

to use internal models globally, regardless of how 

well individual desks performed in their specific 

PLA tests.

Bank-wide Backtesting

Backtesting

® Focus on model coverage

® Compares the 1-day 99th percentile and 97.5th 
percentile VaR against both HPL and APL

® If any given trading desk experiences either more than 
12 exceptions (against HPL or APL) at the 99th percentile 
or 30 exceptions at the 97.5th percentile in the most 
recent 12-month period, the capital requirement for all 
of the positions in the trading desk must be determined 
using the SA-TB.

P&L Attribution (PLA)

® Focus on model precision - verify that simplifications in the risk 
model do not lead to significant deviations from the actual pricing 
of instruments. 

® Compares the HPL with the Risk Model P&L (RTPL)

® Risk Model P&L (RTPL) - the daily desk-level P&L that is predicted 
by the risk management model conditional on a realization of all 
relevant risk factors that enter the model.

® Metrics & Zones:
® Spearman Correlation: Measures the alignment of P&L ranks 

(Green if > 0.8, Red if < 0.7), i.e. measures if the model captures 
the direction and rank of market moves.

® Kolmogorov-Smirnov: Measures the alignment of P&L 
distributions (Green if < 0.09, Red if > 0.12), i.e. measures if the 
model captures the volatility and shape of the P&L

® Consequences:
® Green: Full IMA usage allowed.

® Amber: IMA allowed, but with a capital surcharge.
® Red: Failed, the desk must revert to the SA-TB.

8.4.2026 Fundamental Review of the Trading Book 46

Trading Desk Level Backtesting And P&L Attribution



08.04.2026

24

Agenda

Fundamental Review of the Trading Book 478.4.2026

1. Market Risk Approaches in Basel I-III Framework

2. Why FRTB?

3. Standardised Approach

4. Internal Models Approach

5. FRTB Challenges

48Fundamental Review of the Trading Book8.4.2026

® Data challenges

® Infrastucture challenges – in case of IMA the bank must calculate capital charge using 2 approaches (SA-TB, IMA)

® What if analysis – with so many charges difficult to estimate the impact, the bank needs suitable tools

® In IMA the Bank will compute multiple expected shortfalls or other calculations based on the following configurations:

® 5 risk classes (IRR, CS, FX, EQ, COM)

® 6 levels of aggregation (5 risk classes + 1 firm wide)

® 5 liquidity horizons (10, 20, 40, 60, 120)

® 3 configurations – reduced stressed, full current, reduced current

® Full set of risk factors

® Current scenario

® Stressed scenario

® Monthly recalibration of the stressed period per risk class

® 1 day VaR calculation for backtesting purposes

FRTB Challenges
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