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Regulation (EU) No 575/2013 of the European Parliament and of the Council of
26 June 2013 on prudential requirements for credit institutions and investment
firms and amending Regulation (EU) No 648/2012 (Text with EEA relevance)

PART THREE

CAPITAL REQUIREMENTS

TITLE II

CAPITAL REQUIREMENTS FOR CREDIT RISK

CHAPTER 3

Internal Ratings Based Approach

Section 5

Exposure value

Article 166

Exposures to corporates, institutions, central
governments and central banks and retail exposures

1 Unless noted otherwise, the exposure value of on-balance sheet exposures shall be the
accounting value measured without taking into account any credit risk adjustments made.

This rule also applies to assets purchased at a price different than the amount owed.

For purchased assets, the difference between the amount owed and the accounting value
remaining after specific credit risk adjustments have been applied that has been recorded
on the balance-sheet of the institutions when purchasing the asset is denoted discount if
the amount owed is larger, and premium if it is smaller.

2 Where institutions use Master netting agreements in relation to repurchase transactions
or securities or commodities lending or borrowing transactions, the exposure value shall be
calculated in accordance with Chapter 4 or 6.

3 In order to calculate the exposure value for on-balance sheet netting of loans and
deposits, institutions shall apply the methods set out in Chapter 4.

4 The exposure value for leases shall be the discounted minimum lease payments.
Minimum lease payments shall comprise the payments over the lease term that the lessee is or
can be required to make and any bargain option (i.e. option the exercise of which is reasonably
certain). If a party other than the lessee may be required to make a payment related to the residual
value of a leased asset and this payment obligation fulfils the set of conditions in Article 201
regarding the eligibility of protection providers as well as the requirements for recognising other
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types of guarantees provided in Article 213, the payment obligation may be taken into account
as unfunded credit protection in accordance with Chapter 4.

5 In the case of any contract listed in Annex II, the exposure value shall be determined by
the methods set out in Chapter 6 and shall not take into account any credit risk adjustment made.

6 The exposure value for the calculation of risk weighted exposure amounts of
purchased receivables shall be the value determined in accordance with paragraph 1 minus the
own funds requirements for dilution risk prior to credit risk mitigation.

7 Where an exposure takes the form of securities or commodities sold, posted or lent
under repurchase transactions or securities or commodities lending or borrowing transactions,
long settlement transactions and margin lending transactions, the exposure value shall be
the value of the securities or commodities determined in accordance with Article 24. Where
the Financial Collateral Comprehensive Method as set out under Article 223 is used, the
exposure value shall be increased by the volatility adjustment appropriate to such securities or
commodities, as set out therein. The exposure value of repurchase transactions, securities or
commodities lending or borrowing transactions, long settlement transactions and margin lending
transactions may be determined either in accordance with Chapter 6 or Article 220(2).

8 The exposure value for the following items shall be calculated as the committed
but undrawn amount multiplied by a conversion factor. Institutions shall use the following
conversion factors in accordance with Article 151(8) for exposures to corporates, institutions,
central governments and central banks:

a for credit lines that are unconditionally cancellable at any time by the institution without
prior notice, or that effectively provide for automatic cancellation due to deterioration
in a borrower's credit worthiness, a conversion factor of 0 % shall apply. To apply a
conversion factor of 0 %, institutions shall actively monitor the financial condition of
the obligor, and their internal control systems shall enable them to immediately detect
deterioration in the credit quality of the obligor. Undrawn credit lines may be considered
as unconditionally cancellable if the terms permit the institution to cancel them to the
full extent allowable under consumer protection and related legislation;

b for short-term letters of credit arising from the movement of goods, a conversion factor
of 20 % shall apply for both the issuing and confirming institutions;

c for undrawn purchase commitments for revolving purchased receivables that are able
to be unconditionally cancelled or that effectively provide for automatic cancellation
at any time by the institution without prior notice, a conversion factor of 0 % shall
apply. To apply a conversion factor of 0 %, institutions shall actively monitor the
financial condition of the obligor, and their internal control systems shall enable them
to immediately detect a deterioration in the credit quality of the obligor;

d for other credit lines, note issuance facilities (NIFs), and revolving underwriting
facilities (RUFs), a conversion factor of 75 % shall apply;

e institutions which meet the requirements for the use of own estimates of conversion
factors as specified in Section 6 may use their own estimates of conversion factors
across different product types as mentioned in points (a) to (d), subject to permission
of the competent authorities.

9 Where a commitment refers to the extension of another commitment, the lower of the
two conversion factors associated with the individual commitment shall be used.

10 For all off-balance sheet items other than those mentioned in paragraphs 1 to 8, the
exposure value shall be the following percentage of its value:

a 100 % if it is a full risk item;
b 50 % if it is a medium-risk item;
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c 20 % if it is a medium/low-risk item;
d 0 % if it is a low-risk item.

For the purposes of this paragraph the off-balance sheet items shall be assigned to risk
categories as indicated in Annex I.

Article 167

Equity exposures

1 The exposure value of equity exposures shall be the accounting value remaining after
specific credit risk adjustment have been applied.

2 The exposure value of off-balance sheet equity exposures shall be its nominal value
after reducing its nominal value by specific credit risk adjustments for this exposure.

Article 168

Other non credit-obligation assets

The exposure value of other non credit-obligation assets shall be the accounting value
remaining after specific credit risk adjustment have been applied


