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Implementing the standardised approach for counterparty credit 
risk
Financial institutions using the current exposure or the standard method to calculate regulatory capital for

counterparty credit risk are faced with a significant effort to meet the standardised approach for counterparty

credit risk (SA CCR) requirement. This impacts the calculation and reporting of exposures and regulatory

capital requirements.

What is it?
The Basel Committee on Banking Supervision (BCBS) aims to 

reduce the variation in the calculation of capital requirements due 

to different approaches adopted by various financial institutions. 

Underlying this is a concern that significant variations in risk 

exposures are largely due to different methods used to calculate 

risk exposures.

The revision proposed by the BCBS and employed by the 

European Banking Authority (EBA) is to remove the currently 

used Current Exposure (CEM) and Standard Methods (SM) and 

to replace them with a standardised approach. The SA CCR will 

apply to exchange-traded and non-exchange traded (OTC) 

derivatives and trades where the settlement or delivery date is 

more than standard market practice or five business days (long 

settlement transactions).

Disadvantages of the CEM and SM

methods
• Lack of differentiation between margined and un-margined 

trades.

• The Projected Future Exposure (PFE) was calculated solely at 

trade level and consists of the Notional Amount multiplied by 

a Supervisory Factor.

• Stressed volatilities were not captured under regulators' add-

ons.

• Netting was too simplistic and hedging was calculated at the 

netting set level based on the ratio of net to gross exposures.

• Complex hedging process.

• Exposure At Default used concepts borrowed from the 

internal credit models.
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Proposed changes 
The BCBS' intention is to introduce an approach which can be 

implemented simply and easily, addresses existing disadvantages, 

uses existing approaches, minimises discretion and improves risk 

sensitivity.

The credit exposure calculation will still use this formula:

EAD = Replacement Cost (RC) + Projected Future 

Exposure (PFE) 

This will be multiplied by a factor of 1.4 (very similar to the 

internal model approach).

The proposed changes address some of these shortfalls but 

introduce significant complexity and increased demands on data:

• The RC will take account of both collateral and margining.

• The EAD for netting sets is capped.

• The PFE will be calculated at both trade level and aggregated 

across hedging sets.

• The PFE uses Notional, Delta, Maturity Factors and a 

Supervisory Factor, making it more risk sensitive.

• The PFE is reduced for over-collateralisation.

• The regulators' discretion is reduced.

• The EBA intend to introduce a threshold for smaller 

derivative businesses.

Additional burden
SA CCR will impose an additional burden on financial 

institutions in terms of:

• Data – Additional data requirements such as threshold 

amounts, minimum transfer amounts, collateral data, sourcing 

of data and re-design of data flows.

• Complexity – The new calculation logic is complex, 

introducing a number of new steps and aspects such as 

volatilities, duration and regulatory correlations, which some 

institutions may find particularly challenging.



Summary
Implementation of the SA CCR approach is currently delayed 

from 2017 to early 2018. Institutions will need this additional 

time to prepare for the transition to the SA CCR and to 

ascertain how best to utilise the additional benefits provided 

by this approach.

Contact
Grant Thornton provides internal audit and assurance 

solutions that can help you interpret and respond to 

regulatory change.  Our team consists of industry experts with 

skills covering all aspects of risk and financial regulatory 

reporting. We work with clients from all parts of the financial 

services sector and with the regulators that oversee it.

We will be happy to discuss your organisation's needs and 

demonstrate how we can help you meet the requirements 

along with the added perspective of market best practice.
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