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Outline

Disclaimer

TNP neither owes nor accepts any duty, liability or responsibility in respect of the information presented. All decisions and remedial actions

determined necessary following the reading of this document remain the responsibility of the reader. Receipt of this presentation does not

constitute an engagement of work and it is recommended that the reader substantiates any information by referring to the referenced

source material.

▪ Interpretation of Proposed Changes to Requirements for Non-retail Exposures

– Changes to IRB exposure classes and sub-classes and restrictions on IRB 

modelling

– Changes to the standardised approach

– Roll-out, permanent partial use and reversion

– IRB modelling requirements – will be covered in our next post “Key 

takeaways for non-retail exposures (Part 2 of 2)

▪ Appendix A: Who are we

▪ Appendix B: Themes considered by the PRA when proposing CP 16/22

▪ Appendix C: Definitions
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Interpretation of proposed changes
▪ This paper is our first of two papers covering the proposed 

changes to non-retail exposures. In this paper we outline 

changes to exposure classes, additions of sub-exposure 

classes, restrictions on IRB modelling, changes to the 

standardised approach, roll-out, permanent partial use and 

reversion to less sophisticated approaches.

▪ The second paper on non-retail exposures covers changes 

related to IRB modelling requirements and techniques for 

non-retail exposures.

▪ Previous posts in this series can be found on our website.

https://tnp.eu/news/
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Changes to IRB exposure classes and sub-classes 

and restrictions on IRB modelling

▪ Exposure classes:

– Central governments and central banks

– Institutions

– Corporates

– Equity exposures
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Restrictions to

modelling

Changes to exposure

class classifications

Changes to exposure classes and sub-classes and restrictions on IRB modelling
Central governments and central banks

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

▪ Central governments and central banks exposure class 

includes exposures to central governments and central banks 

as well as the following exposures:

− Regional governments 

− Local authorities 

− Public sector entities (which are treated as 

exposures to central governments)

− Multilateral development banks 

− International organisations (when they are 

assigned a risk weight of 0% under the 

standardised approach)

▪ Central governments and central banks exposure class will include exposures to central 

governments and central banks only

▪ Remaining exposures, previously included in the central governments and central banks exposure 

class (listed below) will now be included in the institutions exposure class (see next slide):

− Regional governments 

− Local authorities

− Public sector entities

− Multilateral development banks

− International organisations

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

▪ Central government and central bank exposures are 

permitted to use the FIRB and AIRB approaches
▪ All central government and central bank exposures will fall under the standardised approach

▪ Exposures to regional governments, local authorities, public 

sector entities, multilateral development banks and 

international organisations (when they are assigned a risk 

weight of 0% under the standardised approach) are permitted 

to use the FIRB and AIRB approaches – i.e. there are no 

restrictions to modelling

▪ The AIRB approach is not permitted for institutions (see next slide), and therefore the AIRB 

approach will be removed for all exposures to regional governments, local authorities, public 

sector entities, multilateral development banks and international organisations that are assigned a 

risk weight of 0% under the standardised approach
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Restrictions to

modelling

Changes to exposure

class classifications

Changes to exposure classes and sub-classes and restrictions on IRB modelling
Institutions and corporates

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

▪ Institutions exposure class includes exposures to financial 

institutions as well as the following exposures:

− Regional governments, local authorities and public 

sector entities (which are not treated as exposures 

to central governments)

− Multilateral development banks (when they are 

not assigned a risk weight of 0% under 

standardised)

▪ Institutions exposure class will have two sub-classes:

− Quasi-sovereigns – all exposures to regional governments, local authorities, public 

sector entities, multilateral development banks as well as international organisations 

that are assigned a risk weight of 0% under the standardised approach

− Other institutions – all other exposures to institutions that are treated as institutions 

under the standardised approach

▪ Any exposures that cannot be assigned to the following and 

do not represent securitisation positions are considered as 

corporate exposures:

− Central governments and central banks

− Institutions

− Retail

− Equity

▪ No explicit corporate exposure sub-classes

▪ Corporate exposure class will have three sub-classes:

− Specialised lending – for the changes proposed to the specialised lending exposure 

class, refer to post 1 in this series

− Financial corporates and large corporates – all exposures to financial sector entities, 

as defined in CRR Article 4(1)(27), that fall within the corporate exposure class (financial 

corporates) and all other exposures to corporates with total consolidated annual 

revenues greater than £440 million, measured over a rolling average of three years prior 

(large corporates)

− Other general corporates – all other corporate exposures

▪ Exposures to institutions, financial corporates and large 

corporates are permitted to use the FIRB and AIRB 

approaches

▪ The AIRB approach is not permitted for:

1. Exposures to institutions and financial corporates, where financial corporates would 

comprise other financial sector entities, as defined in the CRR

2. Exposures to large corporates, where the exposures are not classified as specialised 

lending

▪ Modelling of exposures to corporates that are not large corporates or financial corporates, 

including exposures to SME, would still be permitted to use the AIRB approach
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Restrictions to

modelling

Changes to exposure

class classifications

Changes to exposure classes and sub-classes and restrictions on IRB modelling
Equity exposure

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

▪ The following exposures are considered equity exposures:

− Non-debt exposures conveying a subordinated, 

residual claim on the assets or income of the 

issuer

− Debt exposures and other securities, partnerships, 

derivatives or other vehicles, the economic 

substance of which is similar to those specified in 

the previous point

▪ A clarified equity exposure definition has been provided, where an equity exposure is defined as 

an instrument that meets all of the following requirements:

− The return of the invested funds can be achieved only by the sale of the investment or 

sale of the rights to the investment or by the liquidation of the issuer;

− It does not put an obligation on the issuer; and

− It conveys a residual claim on the assets or income of the issuer

▪ There are three approaches available, namely the simple 

risk weight approach, PD/LGD approach and the internal 

models approach

▪ All equity exposures will fall under the standardised approach

▪ No explicit equity sub-classes

▪ Equity exposure class will have two sub-classes:

− Units or shares in collective investment units

− Other equity – to align with those exposures that are treated as equity under the 

standardised approach

Transition Period for equity exposures

▪ A five year IRB transitional period from the PRA’s proposed implementation date of 1 January 2025 has been proposed

▪ The PRA proposes two transitional approaches for equities: the standardised transitional approach (covered later in this paper) and the IRB transitional approach

▪ Under the proposed IRB transitional approach firms will need to apply the higher of the risk weight for the exposure calculated under the CRR (based on the firm’s IRB permission as of 31 December 

2024) and the risk weight for the exposure calculated under the SA transitional approach for individual equity exposure

▪ Firms are not required to calculate any expected loss (EL) amounts in respect of exposures subject to the IRB transitional approach 

▪ There will be an ‘opt-out’ option from the IRB equity transitional arrangements entirely allowing the firm to move to the final SA risk weights for all equity exposures at any point before or 

during the transitional period by notifying the PRA, however for these cases firms would not be able to revert back to the transitional arrangements 

▪ Some exceptions are introduced in the transition programme for the simple risk weight approach (covered in Appendix C)
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Changes to the Standardised Approach

▪ External credit ratings and due diligence

▪ Exposure values for off-balance sheet items

▪ Exposures to:

– Central governments and central banks, regional 

governments and local authorities, public sector 

entities and multilateral development banks

– Institutions and covered bonds

– Corporates

▪ Capital instruments, defaulted exposures and high-

risk items
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Due diligence

External credit

ratings

Changes to the Standardised Approach
External credit ratings and due diligence

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

▪ Credit ratings of nominated external credit assessment institutions will need to be used 

consistently for all types of exposures for risk management as well as risk-weighting purposes

▪ A greater focus and importance has been placed on firms’ own understanding of risks associated 

with the exposures, rather than blindly relying on external credit ratings of exposures

▪ For changes related to external credit ratings, please refer to individual exposure classes

▪ There is currently no specific due diligence requirement for 

the standardised approach

▪ A new requirement on due diligence is introduced for the standardised approach, as follows: 

1. Monitoring counterparties: firms will need to demonstrate that they sufficiently 

understand the risk profile and risk characteristics of their portfolio via monitoring and 

assessing the operating and financial condition of each counterparty. This will need to 

be conducted at group level and applicable to all exposure under SA. Due diligence 

needs to be performed at the origination and at least annually thereafter. 

2. Requirement to increase risk weights: when external credit ratings are used for risk 

weighting purposes, due diligence is required to assess the adequacy of the risk weight. 

Where a firm’s due diligence indicates that an exposure has higher credit risk than the 

external credit rating, the firm will need to assign the risk weight of a CQS at least one 

higher than the CQS indicated by the counterparty’s external credit rating. This 

requirement is applicable to exposures to corporates, institutions, and covered bonds.

▪ As it stands, the due diligence analysis will not be part of the Supervisory Review and Evaluation 

Process (SREP)

▪ There is no explicit requirement that banks need to use 

external credit ratings of nominated external credit 

assessment institutions consistently for all types of exposures 

for risk management as well as risk-weighting purposes
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CF calibration for 

commitments

Definition of

‘commitment’ for

off-balance sheet

items

Changes to the Standardised Approach
Exposure values for off-balance sheet items (1 of 2)

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

▪ The CRR does not provide any clear definition of 

commitments when considering the calculation of conversion 

factors (CFs) for exposures following the standardised 

approach

▪ A revised definition of commitment is introduced, which is based on contractual arrangements 

that have been entered into by firms. Additionally, it has been clarified that a commitment would 

be considered to exist where a firm has entered into a binding contractual arrangement

▪ Firms are required under the CRR to apply a 100% CF to 

certain types of commitments that are considered to have 

certain or near certain drawdowns

▪ No change has been proposed, however it has been clarified that ‘other commitments’ with 

certain drawdown would be subject to a 100% CF

▪ Firms using the standardised approach for note issuance 

facilities (NIFs) and revolving underwriting facilities 

(RUFs) apply a 50% CF to NIFs and RUFs, whereas firms using 

the FIRB approach apply a 75% CF

▪ The FIRB approach CFs for NIFs and RUFs will be reduced to 50% in order to align with the 

standardised approach

▪ CF for unconditionally cancellable commitments (UCCs) are 

set at 0%

▪ UCCs have been defined as:

i. Commitments that are unconditionally cancellable at any time without prior notice; 

and

ii. Commitments that provide for automatic cancellation due to a deterioration in the 

borrower’s creditworthiness

▪ CF for UCCs will be increased from 0% to 10%

▪ Other commitments are assigned a 20% CF under the 

standardised approach if they have an original maturity of 

less than one year and a 50% CF otherwise. Under the FIRB 

approach, other commitments are assigned a 75% CF if they 

are classed as ‘credit lines’, otherwise the standardised 

approach CFs apply

▪ Other commitments are defined as commitments that are not NIFs or RUFs, are not subject to a 

100% CF under the standardised approach and are not UCCs

▪ A 50% CF has been proposed for other commitments under both the standardised approach and 

the FIRB approach – i.e. under all credit risk approaches,, except where modelling is permitted 

under the AIRB approach
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Other transaction-

related

contingent items

Self-

liquidating trade

letters of credit

Direct credit

substitutes

Changes to the Standardised Approach
Exposure values for off-balance sheet items (2 of 2)

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

▪ Under the CRR, a 100% CF is applied to certain types of 

issued off-balance sheet items that are considered to be 

direct credit substitutes (including standby letters of credit)

▪ No change proposed

▪ Under the CRR, a 20% CF is applied to trade finance 

documentary credits where the underlying shipment acts as 

collateral and to other self-liquidating trade finance 

collateral. This treatment can generally only be applied to 

exposures with a fixed maturity of less than one year

▪ A 20% CF should be applied to all short-term self-liquidating trade letters of credit arising from the 

movement of goods with an original maturity of less than one year, whereas a 50% CF would 

apply to self-liquidating trade letters of credit with a maturity of greater than one year

▪ A 20% CF is applied to warranties and guarantees without 

credit substitute characteristics

▪ ‘Transaction-related contingent items’ relate to the movement of goods. Under the Basel 3.1 

standards, ‘other transaction-related contingent items’ includes guarantees, warranties, and 

standby letters of credit that do not have the characteristics of credit substitutes

▪ A higher CF of 50% should be applied for below transaction-related contingent items:

− documentary credits issued or confirmed;

− documentary credits in which the underlying shipment acts as collateral and other self-

liquidating transactions with maturity equal to or greater than one year

− warranties (including tender and performance bonds and associated advance payments 

and retention guarantees), and guarantees not having the character or credit 

substitutes;

− irrevocable standby letters of credit not having the character of credit substitutes;

− shipping guarantees, customers, and tax bonds; and

− other issued off-balance sheet items that do not have the character of credit
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Exposures to 

multilateral

development banks

(MDBs)

Exposures to 

regional

governments and

local authorities

Exposures to 

public sector entities

Changes to the Standardised Approach
Exposures to central governments and banks, regional governments, PSEs and MDBs

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

▪ In exceptional circumstances, exposures to public sector 

entities may be treated as exposures to the central 

government, regional government or local authority in whose 

jurisdiction they are established where, in the opinion of the 

competent authorities of this jurisdiction, there is no 

difference in risk between such exposures because of the 

existence of an appropriate guarantee by the central 

government, regional government or local authority – CRR 

article 116(4)

▪ CRR article 116(4) will not be maintained, which means no change to risk weight treatments, as the 

PRA considers UK public sector entity exposures to not be of the same risk as central 

government, regional government or local authority exposures

▪ Exposures to regional governments or local authorities shall 

be treated as exposures to the central government in whose 

jurisdiction they are established, where there is no 

difference in risk between such exposures because of 

specific revenue-raising powers of the former, and the 

existence of specific institutional arrangements, the effect 

of which is to reduce their risk of default – CRR article 115(2)

▪ CRR article 115(2) will be amended to only capture the UK’s devolved administrations. The 

amended article will only make reference to exposures in to the following regional governments:

i. The Scottish Government;

ii. The Welsh Government; and

iii. The Northern Ireland Executive.

▪ Exposures to MDBs that are not assigned a risk weight of 0% 

are treated in the same way as exposures to institutions

▪ Unrated MDBs are risk-weighted based on the external 

rating of the sovereign

▪ Externally rated MDB exposures that are not eligible for a 0% risk weight would be classified as 

‘exposures to other MDBs’ and their risk weights would be determined by the applicable CQS as in 

the table below:

CQS 1 2 3 4 5 6 Unrated

Risk weight 20% 30% 50% 100% 100% 150% 50%
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Exposures to

Rated Institutions

Changes to the Standardised Approach
Exposures to institutions and covered bonds (1 of 3)

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

▪ CRR external credit rating approach (ECRA) for 

institutions is currently available

▪ The CRR ECRA for institutions will be retained with the addition that external credit ratings used 

for regulatory purposes should not incorporate assumptions of implicit government support, 

unless the rating refers to an institution owned by or set up and sponsored by its central 

government, regional government or local authority

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

CQS 1 2 3 4 5 6

Risk 

weight

Residual maturity 

> 3 months

20% 50% 50% 100% 100% 150%

Residual maturity 

<= 3 months

20% 20% 20% 50% 50% 150%

CQS 1 2 3 4 5 6

Risk 

weight

Original maturity > 3 months 20% 30% 50% 100% 100% 150%

Original maturity <= 3 months 

(short term exposure)

20% 20% 20% 50% 50% 150%

▪ The risk weight mapping for exposures to institutions for which a credit assessment by a nominated 

ECAI is available will change slightly, as highlighted in the table below where maturity is based on 

original maturity rather than residual maturity:

▪ Exposures to institutions for which a credit assessment by a 

nominated external credit assessment institution (ECAI) is 

available are assigned a risk weight in accordance with the 

table below where maturity is based on residual maturity:

▪ Institutions where the original maturity of the exposure is <= 6 months and the exposure arose 

from the movement of goods across national borders are allowed to receive risk weights for 

short-term exposures

▪ Firms are required to conduct due diligence and if a firm’s due diligence analysis identifies higher 

risk characteristics than implied by a counterparty’s external rating(s), the firm would be required 

to assign the exposure to a CQS at least one higher than determined by the external rating

▪ CRR article 119(2) and 119(3) do not need to be maintained

▪ Exposures to institutions of a residual maturity of three 

months or less denominated and funded in the national 

currency of the borrower shall be assigned a risk weight that 

is one category less favourable than the preferential risk 

weight assigned to exposures to the central government in 

which the institution is incorporated (CRR article 119(2))

▪ No exposures with a residual maturity of three months or less 

denominated and funded in the national currency of the 

borrower shall be assigned a risk weight less than 20 % (CRR 

article 119(3))
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Exposures to

Unrated Institutions

Changes to the Standardised Approach
Exposures to institutions and covered bonds (2 of 3)

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

Central Government 

CQS

1 2 3 4 5 6 Un-

rated

Risk 

weight

Maturity 

> 3 months

20% 50% 100% 100% 100% 150% 100%

Maturity 

<= 3 months

20% 20% 20% 20% 20% 20% 100%

▪ Exposures to institutions for which a credit assessment by a 

nominated ECAI is not available (i.e. unrated institutions) are 

assigned a risk weight associated to the CQS to which 

exposures to the central government of the jurisdiction in 

which the institution is incorporated are assigned

▪ New approach proposed for unrated institutions – the Standardised Credit Risk Assessment 

Approach (SCRA)

▪ Under this approach institutions are categorised into one of three grades (A, B or C) depending on 

the institution’s ability to meet or exceed minimum regulatory requirements, and the firm’s 

internal assessment of the credit risk of the counterparty

▪ The exposure is then assigned a risk weight depending on the grade

▪ This proposed treatment removes the link between the risk weights of institutions and their 

sovereigns

▪ One exception is that exposures to unrated institutions of Grade A can be assigned a risk weight 

of 30% if the unrated institution has a CET 1 ratio >= 14% and a Tier 1 leverage ratio >= 5%

▪ Institutions where the original maturity of the exposure is <= 6 months and the exposure arose 

from the movement of goods across national borders are allowed to receive risk weights for 

short-term exposures 

▪ Risk weights assigned to unrated institutions may not be less than the risk weight applicable to 

the sovereign exposures in the jurisdiction were the unrated institution is incorporated, subject 

to certain conditions

SCRA Grade A B C

Risk weight

Maturity > 3 months 20% 50% 100%

Maturity <= 3 months 20% 20% 20%
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Exposures to

covered bonds

Changes to the Standardised Approach
Exposures to institutions and covered bonds (3 of 3)

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

Risk weight for issuing 

institution

20% 50% 100% 150%

Risk weight for exposure to 

unrated covered bonds

10% 20% 50% 100%

▪ Unrated covered bonds are assigned a risk weight on the 

basis of the risk weight assigned to senior unsecured 

exposures to the institution which issues them, as follows:

▪ A more risk-sensitive mapping from the issuing institution’s risk weight to the unrated covered 

bond risk weight will be introduced

▪ New requirements have been proposed that are designed to reduce firms’ mechanistic use of 

external credit ratings for risk-weighting covered bond exposures. Under the proposal, firms 

should perform due diligence on covered bond exposures as per the due diligence proposal in the 

CP. If a firm’s due diligence analysis identifies higher risk characteristics of an exposure than 

implied by a counterparty’s external rating(s), the firm would be required to assign the exposure 

to a CQS at least one higher than determined by the external rating

CQS of issuing institution (rated) 1 2 3 4 5 6

Risk weight for the issuing institution 20% 30% 50% 100% 100% 150%

Risk weight for exposure to unrated covered bonds 10% 15% 25% 50% 50% 100%

CQS of issuing institution (unrated) A B C

Risk weight for the issuing institution 40% 75% 150%

Risk weight for exposure to unrated covered bonds 20% 35% 100%
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Exposures to

unrated Corporates 

Exposures to 

externally rated

Corporates 

Changes to the Standardised Approach
Exposures to corporates

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

2: Approach can only be used by firms using the standardised approach and has been permitted (upon application) by the PRA to use this approach

▪ Exposures to corporates for which an external rating is 

available are assigned a risk weight in accordance with the 

table below:

▪ The risk weight mapping for exposures to corporates for which an external rating is available will 

change slightly, as highlighted in the table below:

▪ Firms are required to conduct due diligence and if a firm’s due diligence analysis identifies higher 

risk characteristics than implied by a counterparty’s external rating(s), the firm would be required 

to assign the exposure to a CQS at least one higher than determined by the external rating

▪ Exposures to unrated corporates are assigned the higher of:

− 100% risk weight 

− The risk weight of exposures to the central 

government of the jurisdiction  in which the 

corporate is incorporated

▪ Two approaches have been proposed for unrated corporate exposures (that are not classified as 

“Corporate SME”):

1. A risk-sensitive approach², where a firm has sound, effective and comprehensive strategies, 

systems and due diligence processes to accurately assess the risk of unrated corporate 

exposures, such that the firms can distinguish between investment grade (IG) and non-IG 

unrated corporates. Under this approach, an IG exposure is assigned a risk weight of 65% and a 

non-IG exposure is assigned a risk weight of 135%. Further guidance will be provided on the 

assessment and calibration of IG

2. A risk-neutral approach of 100% risk weight, where the risk-sensitive approach is too costly or 

too complex for a firm to implement, or the firm lacks the capability to robustly assess the risk 

of unrated corporate exposures

▪ One of the above approaches must be applied consistently across all unrated corporate 

exposures

CQS 1 2 3 4 5 6

Risk weight 20% 50% 100% 100% 150% 150%

CQS 1 2 3 4 5 6

Risk weight 20% 50% 75% 100% 150% 150%
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High-risk items

Subordinated debt

Equity exposures

(including the 

standardised 

transitional 

approach)

Changes to the Standardised Approach
Capital instruments, defaulted exposures and high-risk items (1 of 2)

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA 

▪ The CRR requires standardised risk weights of 100% or 150% 

for equities, where 150% is assigned to items identified as 

high risk

▪ Under the ‘simple risk weight’ approach (i.e. the IRB 

approach for equity exposures discussed in the first section 

of this paper), risk weights for equity exposures are 190%, 

290% or 370%

▪ The risk weight assigned to equity exposures will be 250% unless the exposure is venture capital 

(for definition of venture capital, see appendix C)

▪ Venture capital exposures (also termed ‘speculative unlisted equity’ exposures) will be assigned a 

400% risk weight 

▪ A five year transition phase has been proposed for standardised equity risk weights as follows:

Time period 2025 2026 2027 2028 2029 2030 onwards

Not venture capital 100% 130% 160% 190% 220% 250%

Venture capital 100% 160% 220% 280% 340% 400%

▪ 100% risk weight is held for subordinated debt and other 

capital instruments that are not equity exposures

▪ Risk weight for subordinated debt and other capital instruments that are not equity 

exposures will be 150%

▪ Speculative immovable property financing’ is currently 

defined in the CRR Article 4(79) as ‘loans for the purposes of 

the acquisition of or development or construction on land in 

relation to immovable property, or of and in relation to such 

property, with the intention of reselling for profit’ and is 

assigned 150% risk weight

▪ CRR article 128(2) outline exposures with particularly high 

risk

▪ An explicit treatment for loans financing the land, acquisition, development and construction (ADC) 

has been introduced in ‘Residential and commercial mortgages’ section. This will capture loans to 

companies or special purpose vehicles financing ADC of any residential or commercial property. A 

150% risk weight would apply to these exposures unless specific criteria are met

▪ A real estate exposure to an individual (out of scope of ADC) in respect of any land acquired for 

development and construction purposes, or for the purposes of financing development and 

construction of any residential or commercial real estate, would be treated as an ‘other real estate 

exposure’

▪ Article 128(2) will be removed, given the new rules proposed for speculative immovable property 

financing and the treatment of equity exposures
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Defaulted 

exposures

Changes to the Standardised Approach
Capital instruments, defaulted exposures and high-risk items (2 of 2)

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA

2: To be covered in the upcoming post on retail exposure classes

▪ Specific provisions are compared against the unsecured part 

of the exposure value (gross of specific provisions) to 

determine risk weights for defaulted exposures

▪ Preferential treatment is available for all defaulted 

exposures secured on residential and commercial property, 

provided they are fully and completely secured

▪ Standardised risk weights for defaulted exposures have been proposed as:

− 150% where specific provisions are less than 20% of the outstanding loan amount;

− 100% where specific provisions are equal to or greater than 20% of the outstanding loan 

amount; and

− A preferential risk weight of 100% for residential real estate exposures where 

repayments do not materially depend on cash flows generated by the property.

▪ Thus, under the new proposal, specific provisions are compared to the outstanding loan amount 

(gross of specific provisions) to determine applicable risk weights

▪ The preferential flat 100% risk weight treatment would be restricted to exposures secured on 

residential real estate where repayments do not materially depend on cash flows generated 

by the property. This differs to the CRR where the treatment is available for all exposures secured 

on residential and commercial property, provided they are fully and completely secured. The PRA 

considers its proposal to better reflect the riskiness of defaulted assets
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Roll-out, permanent partial use and reversion

▪ Roll-out and permanent partial use of Standardised

Approach by roll-out class

▪ Roll-out and permanent partial use of Standardised

Approach within roll-out class

▪ Permanent partial use of FIRB Approach

▪ Reversion to less sophisticated approaches
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Roll-out and 

permanent partial 

use of Standardised

Approach by

roll-out class

Roll-out and permanent partial use – Standardised Approach
Changes to full use requirement and introduction of roll-out classes

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA

▪ There is an expectation of “full use” with regard to IRB 

roll-out, that is, firms are currently required to roll-out the 

IRB approach across all exposures once they have obtained an 

IRB permission, unless there are specified exceptions, such 

as, for exposures in non-significant business units as well 

as exposure classes or types of exposures that are 

immaterial in terms of size and perceived risk profile

▪ Up to 15% of the risk weighted exposure can be calculated 

in standardised approach, provided the exposures fall into 

the specified exception categories

▪ Existing expectation of “full use” requirement will be withdrawn, as well as the expectation of the 

maximum proportion of a firm’s RWAs that may remain on the standardised approach when an IRB 

permission is in place

▪ To avoid ‘cherry-picking’ by firms to optimise RWAs through their choice of which exposures remain 

on the standardised approach, a defined set of eight roll-out classes has been proposed (in line 

with changes related to exposure sub-classes) for which firms are able to apply for permission to 

permanently use the standardised approach. If a firm receives this permission, they will be allowed 

to roll-out the IRB approach to some roll-out classes but apply the standardised approach to others. 

The eight roll-out classes are:

− institutions;

− specialised lending;

− corporate purchased receivables;

− general and financial corporates;

− qualifying revolving retail exposures (QRRE);

− retail exposures secured on residential immovable property;

− retail purchased receivables; and

− other retail

▪ A firm will not be permitted to permanently use the standardised approach for a roll-out class 

if this will result in significantly lower credit risk RWAs than under the IRB approach, unless the 

roll-out class is immaterial or cannot be modelled reasonably

▪ Additionally, firms with an IRB permission for any roll-out class should not permanently apply the 

standardised approach for either the QRRE roll-out class or the specialised lending roll-out 

class unless the roll-out class in question is immaterial

▪ See Appendix C for definitions of:

− The eight roll-out classes listed above

− Significantly lower credit risk RWAs

− Immaterial roll-out class

− Cannot be modelled reasonably



20

Roll-out and 

permanent partial 

use (PPU) of 

Standardised

Approach within

roll-out class

Roll-out and permanent partial use - Standardised Approach

Further requirements within roll-out classes

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA

▪ Currently the roll-out class concept does not exist for 

permanent partial use of the standardised approach

▪ Firms with IRB permission for one or more exposure classes, 

may apply the standardised approach for exposures as 

per CRR article 150 (Conditions for permanent partial use)

▪ Under the new proposals, firms should be able to apply for permission to permanently apply the 

standardised approach to subsets of exposures within a roll-out class for the following cases:

a. the firm is unable to model the type of exposure (same definition as for “cannot be 

modelled reasonably”, see Appendix C for definition)

b. the exposures are immaterial (see Appendix C for definition of immaterial)

c. the exposures are to institutions relating to Bank of England minimum reserve 

requirements and certain other conditions (maintaining the CRR Article 150(1)(i) 

exemption); or

d. intragroup exposures meeting certain conditions (maintaining the CRR Article 150(1)(e) 

exemption)

▪ Existing CRR PPU exemptions will be removed, while, CRR exemptions relating to intragroup 

exposures and exposures in the form of minimum reserves required by the Bank of England will be 

retained

▪ PPU use of standardised approach will be limited to a maximum of 50% (upper limit) of total group 

credit risk RWAs for the roll-out class, if the firm has adopted IRB approach for that roll-out class. 

Given the specific nature of exemptions (c) and (d), the PRA does not propose to restrict the use of 

these exemptions - RWAs for these exposures would therefore be excluded from both the 

numerator and denominator in the calculation of the 50% RWA threshold
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Reversion to less

sophisticated

approaches

Permanent partial 

use of FIRB approach

Permanent partial use of FIRB and reversion to less sophisticated approaches

Introduction of non-retail AIRB modelling roll-out category 

Proposed Requirements of CP 16/22 (B3.1)Current Requirements¹

1: Current requirements in the UK firms as per CRR and Supervisory Statements and RTS issued by the PRA

▪ There are currently no restrictions on the PPU of the FIRB 

approach, except where firms wish to revert to a less 

sophisticated approach (CRR article 149 - Conditions to revert 

to the use of less sophisticated approaches)

▪ Firms applying the AIRB approach for exposures, where both AIRB and FIRB approaches are 

available, will need to apply to the PRA for permission to apply the FIRB approach to such 

exposures. The use of the FIRB approach in these circumstances would not be permitted if the 

change is proposed to lower RWAs relative to applying the AIRB approach

▪ A non-retail AIRB modelling roll-out category of exposures has been introduced, which consists of 

all exposure sub-classes that are eligible for both the FIRB and the AIRB approaches and that would 

be subject to these proposed restrictions

▪ The non-Retail AIRB modelling roll-out category applicable for the IRB Approach is: 

a. with the exception of IPRE and HVCRE, exposures to specialised lending 

b. exposures to other general corporates

(please refer to our specialised lending post as well as Changes to Exposure classes and 

introduction of exposure sub-classes and Restrictions on IRB modelling slides for further 

information on these exposure sub-classes)

▪ Firms are currently only able to revert to less sophisticated 

approaches (either from the IRB approach to the SA or from 

the AIRB approach to the FIRB approach) if they have 

permission from the PRA and the proposed reversion:

− is not proposed in order to reduce the RWAs of 

the firm;

− is necessary on the basis of the nature and 

complexity of the firm’s total exposures of this 

type; and

− would not have a material adverse impact on the 

solvency of the firm or its ability to manage risk 

effectively.

▪ Existing conditions for reversion will be retained and will be applied to both entire roll-out 

classes and subsets of exposures within roll-out classes

▪ However, the reversion conditions are supplemented with expectations that it would consider one-

off costs arising from implementing the requirements proposed in the CP as a relevant factor when 

it considers whether the conditions are met

▪ Firms using the AIRB or the FIRB approaches for specialised lending exposures could only adopt the 

slotting approach where they have the permission from the PRA and their proposed 

implementation of the slotting approach is materially compliant with the PRA’s requirements 

(please refer to our specialised lending post)
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Appendix A: Who are we
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Get in touch with our team of Basel 3.1 credit risk experts 

Dr. Lutz 

Baumgarten
20+ years - M Eng in 

Engineering Science, M Phil 

and D Phil in Economics 

(Oxford)

Christoph 

Saleh FRM

12+ years – MSc (Frankfurt 

School of Finance & 

Management), BA (DHBW 

Karlsruhe)

Raymond    

Sinclaire CFA, FRM

15+ years – Bachelor’s degree 

Accounting, Master’s in 

Economics (Witwatersrand)

Dr. Writam 

Chakraborty
12+ years – MSc in Applied 

Mathematics (Jadavpur), PhD 

in Mathematics (IIEST 

Shibpur) 

Stefanie 

Rynboom CFA

8+ years – BSc Actuarial 

Science and Statistics, BSc 

(Hons) in Advanced 

Mathematics of Finance 

(Witwatersrand)

Vijay 

Krishnaswamy
20+ years – BSc in 

Mathematics (Madras), MBA in 

Finance (Ahmedabad), FRM

Peter      

Rindfleisch

20 years - MA in Politics, 

Philosophy & Economics 

(Oxford), MSc Economics 

(LSE), First Diploma 

Economics (LMU)

Please reach out to:

▪ derek.alston@tnp.eu

▪ stefanie.rynboom@tnp.eu or

▪ writam.chakraborty@tnp.eu

for any further information or to put you in 

touch with the rest of the TNP team

Derek 

Alston
15 years – CA (SA), B Comm 

(Hons) in Management 

Accounting (Witwatersrand)

mailto:derek.alston@tnp.eu
mailto:stefanie.rynboom@tnp.eu
mailto:writam.Chakraborty@tnp.eu
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Who we are

A unique consulting 

boutique

Independent LLP in London 

▪ Local staff and subsidiaries in 

London, Frankfurt, Johannesburg, 

Madrid, Amsterdam and Dubai

▪ Founded in 2010 (precursor track 

record since 2006)

▪ 14 partners and 100+ permanent 

staff

▪ Additional network of senior 

experts

What sets us apart

A unique consulting 

approach

A true partner to our clients

▪ Owner-management for flexibility 

and long term commitment

▪ Delivery of real impact, with 

hands-on senior involvement and 

oversight

What we do

Excellence in financial 

services

Deep knowledge of finance, risk 

and strategy domains

▪ Risk Management

▪ Balance Sheet Management

▪ Finance and Strategy

▪ Advanced analytics

▪ Public Sector and Development 

Finance

▪ Technologies and tools

True North Partners in a nutshell
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Appendix B: Themes considered
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Themes considered by the PRA when proposing CP 16/22

Relative standing of the 

UK as a place to operate 

and competitiveness

to support the competitiveness and the relative standing of the UK while ensuring the safety and soundness of firms and 

strengthening UK financial stability

Relevance to international 

standards

to ensure adherence to international standards, which in turn supports the relative standing of the UK and positions the UK as 

one of the largest global financial centres

Proportionality

even if some of the proposals are expected to create cost for the firms in the short term, these costs will not persist over time 

and the firms are expected to benefit from a clearer clarification of requirements which would justify any increase in costs. Some 

of the proposed changes will also bring proportionality between IRB aspirant firms and IRB incumbent firms, thus ensuring a 

level playing field and reducing barriers to entry to using IRB approaches

Sustainable growth
to ensure that firms are appropriately capitalised for the risks that they face, such that they can continue providing finance for 

the real economy throughout the economic cycle

Efficient and economic use 

of PRA resources

having more visibility and clearer guidance on systems and processes as well as limiting modelling choices will ensure an 

efficient use of PRA’s resources in areas that need ongoing monitoring and engagements, such as monitoring firms’ initial 

implementations and ongoing applications

Climate Change and 2050 

net-zero target

although specific climate risk related measures are not in scope of the CP or Basel 3.1 standards, some of the proposals are 

motivated by net-zero target, such as changes proposed in Specialised Lending exposures can enable firms to model certain 

Specialised Lending exposures (A-IRB and F-IRB) and in turn encourage them to invest in green finance projects

Different business models
while the proposed changes ensure capital adequacy and risk-sensitivity, the impact of the changes can have varying influences 

on firms based on their business mix and risk profile and therefore aligning with one of the objectives of Basel 3.1 standards 

The consideration of the Consultation Paper (CP) is to align with Basel III standards and promote safety and soundness of the firms it regulates. It has 

been highlighted that PRA considered the below aspects, if not more, for this CP, which are referred as “have regards” factors by the PRA
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Appendix C: Definitions and further 

specifications
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Roll-out class Definition

institutions Exposures in the institutions exposure class

specialised lending Exposures in the specialised lending exposure sub-class

corporate purchased receivables Exposures to purchased receivables within the corporates exposure 

class

general and financial corporates Exposures in the financial corporates and large corporates and the 

other general corporates exposure sub-classes, excluding purchased

receivables

qualifying revolving retail exposures Exposures in the qualifying revolving retail exposures exposure sub-

class

retail exposures secured on residential immovable property Exposures in the retail exposures secured by residential property 

exposure sub-class

retail purchased receivables Exposures to purchased receivables within the retail exposures 

exposure class

other retail Exposures in the other retail exposure sub-class, excluding 

purchased receivables

Appendix: Definitions and further specifications (1 of 3)
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Appendix: Definitions and further specifications (2 of 3)

Significantly lower credit risk RWAs mean that RWAs calculated in standardised approach are reasonably estimated to be less than 95% of group credit risk IRB 

RWAs for that roll-out class, prior to application of the proposed output floor

Significantly lower credit risk RWAs

A roll-out class would be considered immaterial if total standardised approach RWAs for the roll-out class do not exceed 5% of total group credit risk RWAs, 

prior to application of the proposed output floor

Immaterial roll-out class

The following criteria has been proposed to determine circumstances in which the PRA considers firms could not reasonably model exposures in a roll-out 

class:

▪ the firm would not have sufficient data to model exposures in the roll-out class, nor could the firm be reasonably expected to obtain sufficient data in a 

timely manner, and that the deficiency in data did not arise due to historic non-compliance with the data collection and storage requirements;

▪ the firm could not reasonably develop a compliant modelling approach due to the nature and complexity of the exposures in the roll-out class; or 

▪ the use of the IRB approach for the roll-out class would not result in significant improvements in risk differentiation or risk quantification than if the 

standardised approaches were applied to that roll-out class.

Cannot be modelled reasonably
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Appendix: Definitions and further specifications (3 of 3)

Unlisted equity investments held with the objective of providing funding to newly established enterprises, including to the development of a new product and 

related research for the enterprise in order to bring this product to the market, to the build-up of the production capacity of the enterprise or to the 

expansion of the business of the enterprise

Venture capital exposures

▪ Where firms apply the look-through or mandate-based approach for risk-weighting collective investment units (CIUs), they need to determine the risk 
weights of the underlying exposures. As an exception, where a firm is using the IRB approach, but equity exposures underlying a CIU are subject to the 
standardised approach via a permanent partial use permission, the simple risk weight approach is used to determine the risk weights of the underlying 
equity exposures instead.

▪ The PRA proposes that firms using the IRB transitional approach for equity would, when determining the risk weight of an equity exposure that would have 
been subject to the standardised approach prior to the start of the equity transitional period, calculate the applicable risk weight as if the exposure had 
been subject to the simple risk weight approach prior to the start of the equity transitional period. This is to reduce undesirable volatility in risk weights 
arising from the introduction of the proposed transitional arrangements.

Exceptions for simple risk weight approach 

transition programme
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www.tnp.eu

True North Partners LLP is an independent consulting firm based in London, Frankfurt, 

Amsterdam, Madrid, Johannesburg and Dubai. We specialise in finance, risk and strategy and 

have extensive global experience and industry recognition in the financial services, risk 

management and finance communities.

We have a track record as an independent partnership since 2006. Our clients are leading 

financial institutions, predominantly in Europe, Middle East and Africa.

Our distinctive value proposition includes three key elements

▪ Leading practice expertise and experience in risk and finance to develop, tailor and 

communicate superior solutions

▪ Strong analytical grounding of our work, be that through financial, economic or 

statistical modelling

▪ Hands-on senior involvement and oversight to drive change at our clients, which 

ensures that we deliver real impact rather than just “PowerPoint concepts”

www.tnp.eu

© 2023 True North Partners LLP.
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