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THE CLIENT:

A tier-1 Investment bank Keeping up to date with counterparty credit risk regulation is an on-going challenge for banks.

After an overhaul of the Internal Model Method (IMM) under Basel lll, regulation has turned to
improving the standardized approach with SA-CCR. Despite being the simpler of the regulatory
USERS: capital approaches, regional variations in SA-CCR are causing headaches for international banks.

Head of risk, derlv.atl\./es trader, and Under the Counterparty Credit Risk framework, firms require timely risk measures in order to
counterparty credit risk manager manage counterparty credit risk exposure and create timely trading reports.
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Pain Points Achieved target in

This tier 1 bank already used a third-party risk management solution, however excess of 400k trades

they faced significant challenges both in its performance and level of .

transparency, which impacted its ability to gain IMM approval. aCross mu ltl p I e asset
classes for over 29k

e The bank’s previous third-party risk management software took over eight
hours to calculate credit risk, impacting its ability to generate timely risk
metrics.

counterparties.

e  This slow performance hindered the bank’s ability to achieve Internal Model
Method (IMM) approval for a wider range of trading and business activities.

e The bank required a solution that provided the necessary transparency to
support its IMM approval process and scalability to grow with its business.

e  Amidst budgetary constraints the cost of the existing solution was an
ongoing challenge

The Solution

Counterparty Credit Risk by S&P Global Market Intelligence provides support for regulatory capital calculations and an extensive range of pricing
valuation adjustments on a single, modular platform. Our subject matter experts collaborated with bank resources for a detailed business analysis
to align the bank’s requirements with technical specifications, before rolling out the extended solution. This was then followed by additional phases
of implementation, which focused on integrating highly complex trades into a very large portfolio and generating the relevant risk measures.

Already a client of S&P Global Market Intelligence’s Counterparty Credit Risk solution for managing exposure through Potential Future Exposure
(PFE), the bank decided to extend the implementation for IMM approval after running scalability tests to achieve the target requirement of
supporting in excess of 400,000 trades across multiple asset classes (interest rate, foreign exchange, credit, equity and inflation), for over 29,000
counterparties over several regions within the required calculation window.

This enabled the bank to upgrade/migrate scenario generation to Monte Carlo simulation of foreign exchange, interest rates, equity prices,
inflation and par credit spreads and extend S&P Global Market Intelligence pricing models to exotic instruments and firm-specific requirements.
The solution calculates a broad range of risk measures, including regulatory capital, PFE and credit valuation adjustment (CVA). It also performs risk
factor and portfolio backtesting as well as exposure stress testing required for the IMM approval process.
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The technology underpinning the solution allows users to store intermediate results so that PFE
and Exposure at default (EAD) calculations can be explored for model validation and reused for

Aggregation without compromise portfolio calculations.

Consistent risk control and regulatory A consistent view of Potential Future Exposure (PFE) and counterparty credit risk capital under
. both IMM and SA-CCR.
capital

The solution enables efficiency gains by calculating real-world PFE alongside risk neutral

/ \ Unifying front and middle office valuation adjustments so that risk managers and traders can work off the same platform giving
a consistent view of the risk.

(_/\) Cloud compatible across major providers Pay only for what you use with our cloud enabled componentized technology. Our solution is

built to scale up or down depending on your needs.

The platform allows firms to reduce total cost of ownership (TCO) execution costs by leveraging
turnkey capabilities and a proven project acceleration track-record without sacrificing flexibility.
Managed by our team of technology and subject matter experts, the solution frees up our
clients’ internal resources.

Reducing TCO

‘ o

Track record of IMM approval

Our platform has been used by multiple clients to gain IMM approval for their regulatory capital
and have benefited from the capital savings compared to the standardized approach. Fast track

~‘ your path to IMM with support from our subject matter experts.

Key Benefits

The bank’s end users were able to run ad-hoc what-if analyses and provide transparency into methodology and inputs of calculations for model
validation and trader enquiries. The project also demonstrated efficient integration with other components of the bank’s architecture and flexibility
to support multiple hierarchies.

In addition, the bank was able to reduce calculation time from more than eight hours to less than three while providing full support through the
IMM validation process and meet regulatory requirements around collateral management.

They also introduced flexibility by simulating risk factors from internal or external source alike and perform multiple aggregations on results

without performing additional valuations. Operationally, the project successfully integrated with existing systems within the bank while supporting
various requirements with a single solution.

Click here to learn more about our Counterparty Credit Risk solution.



https://www.spglobal.com/marketintelligence/en/mi/products/counterparty-credit-risk.html
https://www.spglobal.com/marketintelligence/en/mi/products/counterparty-credit-risk.html
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Copyright © 2022 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved.

These materials have been prepared solely for information purposes based upon information generally available to the public and from sources believed to be reliable. No
content (including index data, ratings, credit-related analyses and data, research, model, software or other application or output therefrom) or any part thereof (Content) may
be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P
Global Market Intelligence or its affiliates (collectively, S&P Global). The Content shall not be used for any unlawful or unauthorized purposes. S&P Global and any third-party
providers, (collectively S&P Global Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Global Parties are not responsible for any
errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON “AS IS” BASIS. S&P GLOBAL PARTIES DISCLAIM
ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE,
FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

S&P Global Market Intelligence’s opinions, quotes and credit-related and other analyses are statements of opinion as of the date they are expressed and not statements of fact
or recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P Global Market
Intelligence may provide index data. Direct investment in an index is not possible. Exposure to an asset class represented by an index is available through investable instruments
based on that index. S&P Global Market Intelligence assumes no obligation to update the Content following publication in any form or format. The Content should not be relied
on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business
decisions. S&P Global keeps certain activities of its divisions separate from each other in order to preserve the independence and objectivity of their respective activities. As a
result, certain divisions of S&P Global may have information that is not available to other S&P Global divisions. S&P Global has established policies and procedures to maintain
the confidentiality of certain non-public information received in connection with each analytical process.
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