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ANNEX I

CALCULATING CAPITAL REQUIREMENTS FOR POSITION RISK
SPECIFIC METHODS

53. Where the institution is aware of the underlying investments of the CIU on a daily
basis, the institution may look through to those underlying investments in order to
calculate the capital requirements for position risk (general and specific) for those
positions in accordance with the methods set out in this Annex or, if permission has
been granted, in accordance with the methods set out in Annex V. Under this approach,
positions in CIUs shall be treated as positions in the underlying investments of the
CIU. Netting is permitted between positions in the underlying investments of the CIU
and other positions held by the institution, as long as the institution holds a sufficient
quantity of units to allow for redemption/creation in exchange for the underlying
investments.

54. Institutions may calculate the capital requirements for position risk (general and
specific) for positions in CIUs in accordance with the methods set out in this Annex
or, if permission has been granted, in accordance with the methods set out in Annex V,
to assumed positions representing those necessary to replicate the composition and
performance of the externally generated index or fixed basket of equities or debt
securities referred to in (a), subject to the following conditions:

(a) the purpose of the CIU's mandate is to replicate the composition and performance of
an externally generated index or fixed basket of equities or debt securities; and

(b) a minimum correlation of 0.9 between daily price movements of the CIU and the
index or basket of equities or debt securities it tracks can be clearly established over
a minimum period of six months. ‘Correlation’ in this context means the correlation
coefficient between daily returns on the CIU and the index or basket of equities or
debt securities it tracks.

55. Where the institution is not aware of the underlying investments of the CIU on a daily
basis, the institution may calculate the capital requirements for position risk (general
and specific) in accordance with the methods set out in this Annex, subject to the
following conditions:

(a) it will be assumed that the CIU first invests to the maximum extent allowed under its
mandate in the asset classes attracting the highest capital requirement for position risk
(general and specific), and then continues making investments in descending order
until the maximum total investment limit is reached. The position in the CIU will be
treated as a direct holding in the assumed position;

(b) institutions shall take account of the maximum indirect exposure that they could
achieve by taking leveraged positions through the CIU when calculating their capital
requirement for position risk, by proportionally increasing the position in the CIU
up to the maximum exposure to the underlying investment items resulting from the
mandate; and

(c) should the capital requirement for position risk (general and specific) according to
this point exceed that set out in point 48, the capital requirement shall be capped at
that level.

56. Institutions may rely on a third party to calculate and report capital requirements for
position risk (general and specific) for positions in CIUs falling under points 53 and
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55, in accordance with the methods set out in this Annex, provided that the correctness
of the calculation and the report is adequately ensured.


