Official Journal of the Polish Financial Supervision Authority No. 8

Resolution No. 369/2010 of the Polish
Financial Supervision Authority
of 12 October 2010

amending the Resolution of the Polish Financial Sipvision Authority on the scope and
detailed procedures for determining capital requirenents for specific types of risk

Pursuant to Art. 128 (6)(1, 3, 4, 5 and 7) and Aditlj of the Act of 29 August 1997 r. — The
Banking Act (Journal of Laws of 2002 No. 72, iter656 as amended) it is resolved as
follows:

§ 1. In the Resolution No. 76/2010 of the Polishaficial Supervision Authority of 10 March
2010 on the scope and detailed procedures forrdeterg capital requirements for specific
types of risk (Journal of Laws PFSA No. 2, item:11)
1) 8 12 shall read as follows:
"8 12. The bank is obliged, within the scope nemgs$o observe the provisions of the
Resolution, to develop an internal procedure in attem form, approved by the
Management Board of the bank, stipulating detagedciples regarding: isolation of a
trading book and bank book, determination of unaegl positions, determination of the
market result, determination of loss on operatimttuded in bank book, application of
estimation methods, classification of exposuremdividual classes of exposures for the
purpose of calculating the capital requirementd@dit risk (stipulating in particular the
principles based on which segmentation is perfojessignment of credit risk weights to
exposures, carrying out the capital adequacy ad¢caamd application of the capital
adequacy standard on consolidated basis.";
2) § 13 shall read as follows:
"8 13.1. In respect of the period of observatidienred to in 8 197 par. 1 Annex no. 5to
the Resolution, the bank that is not granted thesenot to use its own estimations of the
loss given default (LGD) and conversion factors, eagyon implementation of the internal
ratings based approach, use the data regardireytrms of default covering a period of at
least three years, and the period shall be probbegery year by another year, until it is at
least a five-year long period.
2. In respect of the period of observation refeteed § 203 par. 1 of Annex no. 5 to the
resolution, at the moment of implementation of thiernal ratings based method, the
bank may use the data regarding the events of lefatering the period of at least three
years, and this period shall be prolonged every pgaanother year, until it is at least a
five-year long period.
3.In respect of the period of observation referredino§ 218 of Annex no. 5 to the
Resolution, at the moment of implementation of ititernal ratings based approach, the
bank may use the data regarding the event of detauering the period of at least three
years, and the period shall be prolonged every pgaanother year, until it is at least a
five-year long period.
4.1n respect of the period referred to in § 227 oh&x no. 5 to the Act, at the moment of
the implementation of the internal ratings basegraegch, the bank may use the data
regarding the events of default covering the peabdt least three years, and the period
shall be prolonged every year by another year iinslat least a five-year period.";
3) § 15 shall read as follows:
"8 15. Until 31 December 2015, while calculating &amounts of risk-weighted exposures
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for the purposes specified in 8§ 4 of Annex no. thiresolution:

1) in relation to exposures to the State Treasury thedNational Bank of Poland
denominated and funded in the national currency Bfember State the same risk
weight shall be applied that would be assignedch#&exposures denominated and
funded in Polish zloty,

2) in relation to exposures to governments or cenia@hks of Member States
denominated and funded in Polish zloty or the maiocurrency of another
Member State, the same risk weight shall be apphetl would be assigned to
such exposures denominated and funded in themmadtcurrency.";

4)in Annex no. 2 8 4(1) shall read as follows:
"8 4. 1. Options for: interest rates, debt instratae equity instruments, stock exchange
indices, goods, commodity derivative transactiohgure stock broking contracts on
financial instruments, foreign exchange transastiand subscribed guarantees (warrants)
on: debt instruments, equity instruments and gomds,included in an account of primary
positions in the amount of its delta equivalentgua to nominal amount of options
multiplied by the corresponding delta coefficiamhereas:

1) delta coefficient of options is understood as thetignt of option value change
and infinitesimal (converging to zero) change @ tption underlying instrument
value that implies such change;

2) in case of options offered in exchange tradingdéia coefficient established for
these transactions by stock exchange shall beeahpli

3) in case of options offered in OTC trading deltafftoent calculated based on own
models of options pricing shall be applied.

5)in Annex no. 2 8 4(3)(7) shall read as follows:
"7) if a typical range of prices variation of optieinderlying instrument is considered, the
value of the underlying instrument of options ieffices significantly the calculation of
delta coefficients, bank adjusts values of theudated delta coefficient that is increasing or
decreasing accordingly or provides compliance ef itidicated delta equivalent with the
exposure amount otherwise;";

6)in Annex No. 2, 8§ 5 shall read as follows:
"8 5. A bank that concludes option future trangadiis required to control and limit the
risk resulting from an influence of factors othkan current price parameters affecting the
options value and making adjustments increasimggoreasing the value of calculated delta
coefficient accordingly.

7)in Annex no. 2, 8§ 19 shall read as follows:
"8 19. The bank that transfers credit risk ("seguouyer") determines underlying positions
based on the symmetrical opposition to the methmmtifed in 8 18 to the position of a
security seller, excluding a debt instrument asgedi with credit events (CLN eredit
linked not@ that does not generate the short position ofst@er, where:

1) if at a given moment there is a valid call optieall) combined with the increase of
interest value of a particular instrumestep-up, such moment is considered as the
maturity date of the credit protection;

2) in the case of a first-to-default credit derivatieed an n-th-to-default credit
derivative, instead of determining the positiondzhen the symmetrical opposition, the
following principle shall be applied:

a) first-to-default credit derivatives — when the baekeives a credit protection
for a specific number of reference entities coanshg the underlying credit
derivative, conditioned by the fact that the fidstfault regarding these assets
shall activate payment and that this credit evemhinates/causes to terminate
the agreement, the bank may compensate for thdéfispesk for the reference
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entity for which the lowest percentage surchargesfeecific risk among basis
reference entities is applied, according to thdetdtom Annex no. 9 to the
resolution;

b) n-th-to-default credit derivatives — if the n-thfalelt launches payment for
credit protection, the security buyer may compens$at the specific risk only
if the protection covered also the default from fingt to n-1 liability or when
the failure to perform the n-1 liability has alrgadccurred. In this case the
method specified above shall be applied, relatingfitst-to-default credit
derivatives, adjusted according to the n-th-to-diéfaroducts.

8) in Annex no. 3, 8 6(4) shall read as follows:

1) "4. In the event when the bank hedges the positidaoded in the bank book against the
credit risk using a credit derivative booked intreeding book (using an internal hedge),
for the purposes of calculating capital requireragtite position from the bank book is
not deemed to be hedged, unless the bank purcli@sesan eligible third party
provider of credit protection the security resugtirom the conclusion of a credit
derivative contract that fulfils the requirementedfied in § 42 (1) of Annex 17 to the
resolution with regard to the bank book exposuudjé&t to § 8 sentence 2 of Annex 11
to the resolution, if such protection is purchaaed is recognised as a hedge of a bank
book for the purposes of calculating capital reguients, neither the internal nor
external credit derivative hedge shall be incluttetthe trading book for the purposes of
calculating capital requirements.";

9) in Annex no. 4, 8§ 20(1)(14) shall read as fobow
"14. Exposures to institutions and entrepreneutis thie short-term credit assessment;";

10) in Annex no. 4, 8§ 20(4) shall read as follows:

"4. Exposure secured with real estate property si@mnexposure for which the real estate
collateral was established, up to the value to ke amount of exposure without taking
into account the reduction by special-purpose vesgrobtained discounts and premiums
and write-offs for permanent impairment is not legthan the value of such collateral.”;

11) in Annex no. 4, 8§ 23a shall be added to reafdlows:

"8 23a. Apart from those listed in § 91—99, thelbshall classify as other exposures these

exposures which cannot be classified to any otkposure classes listed in 8 20(1)(1-

15).%

12) in Annex no. 4 in 850(1) the introductory s shall read as follows:

"1. Exposures to institutions with a residual miégudate of more than 3 months, subject

to 8 82, shall be assigned a risk weight accortiripe Table 7, depending on the external

credit assessment assigned to these exposuresaputsig 11 and 12 of Annex 15 to the
resolution.”;

13) in Annex no. 4 in § 51(1) the introductory serde shall read as follows:

"1. Exposures to institutions with a residual méyudate of up to three months, subject to

8§ 52 to 54 and § 82, shall be assigned a prefatemsk weight according to Table 8,

depending on external credit assessments assigrtbdde exposures pursuant to 8 12 of

Annex 15 to the resolution.”;

14)in Annex no. 4, 8§ 52 shall read as follows:

"8 52. If no exposure to an institution is assigaeshort-term external credit assessment, the
general preferential treatment for exposures asifgubin 8 51 shall apply to all exposures
to this institution of up to three months residomturity date.";

15)in Annex no. 4 in § 53 item 2 shall read ales:

"2) other exposures with residual maturity datehoée months or less shall be assigned

risk weights according to general preferentialtiresnt for exposures as specified in §
51."
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16)in Annex no. 4 in 8§ 54 item 2 shall read abios:

"2) all exposures to such institution with a residmaturity date of three months or less

without credit assessment shall be assigned thee g8k weight as the risk weight

according to the external short-term credit asseasmassigned to the exposure specified

in item 1.";

17)in Annex no. 4, Section 3 shall read as follows
"Section 3. Exposures in the national currencyhefdebtor with residual maturity date of
up to 3 months";

18)in Annex no. 4, 8§ 55 shall read as follows:

"8 55. Exposures to institutions, denominated amtiéd in the national currency of the

debtor with residual maturity date of up to 3 mantbubject to § 82, may be assigned a

risk weight of 20%.";

19) in Annex no. 4 § 64(2)(1) shall read as fobow

"1) 50% of the value established on the basis @fdluation of an independent appraiser,
referred to 8§ 34(2)(f) of Annex 17 (if the valuatiodoes not include earlier
encumbrances, the value shall be first reducedhdiy total value) or";

20)in Annex no. 4, Title XIV shall read as follows
"Title XIV. EXPOSURES TO INSTITUTIONS AND ENTREPRERURS WITH THE
SHORT-TERM CREDIT ASSESSMENT";

21)in Annex no. 4, 8 96 shall read as follows:
"8 96. Subject to § 56(2), package of stocks arateshshall be assigned a risk weight of
100%, if not deducted from own funds.";

22)in Annex no. 4, 8§ 99a shall be added to reddlkmsvs:

"8 99a. The exposure value for leasing agreemeall §le the discounted minimum

payments under the lease. The minimum paymentsruhédeleasing agreement shall

mean the payments due for the leasing agreemeindpehich the user is obliged to bear
or to which he may be obliged and the possiblemgdi®on amount in the event when, due
to the terms of the redemption, there is a readeraiesumption that it will be made by
the user. Any guaranteed residual value fulfillthg set of conditions specified in § 26 of

Annex no. 17 to the resolution regarding the elijjbof protection providers as well as

the minimum requirements for recognising other sypeguarantees provided for in § 39-

41 of Annex no. 17 to the resolution shall be aisduded in the minimum lease

payments. Such exposures shall be assigned tom@@Eieoexposure classes, pursuant to

the provisions of Annex no. 4 to the resolutiontio® determination of capital requirements
for credit risk by the standardised method. If élx@osure is a residual value of the leasing
agreement subject, the amounts of risk-weightedsxes shall be calculated as follows:
1/t x 100% x exposure value,
where t is the value of 1 or the most approximatiee of the number of years remaining
until the expiry of the lease, depending on whitthem is greater.";
23)in Annex no. 4, 8 100 the introductory sentesuce item 1 shall read as follows:

"§ 100. Balance sheet equivalent due to contingértalance sheet liability is calculated

by multiplying the value of the liability (takingnio account the value of provisions for

this liability) and percentage of product risk waigassigned to it according to the
following classification:

1) product risk weight 0% (low risk) - the unused ar@dmmitments (commitments to
grant loans, purchase securities, provide guaranggant guarantees, collaterals or
accepted bills) which can be unconditionally terat@d at any time without prior
notice or that effectively allow the automatic caltation due to deterioration of the
credit rating of the debtor; Retail credit linesymae considered as unconditionally
cancelable if the terms permit the bank to cankeimt to the full extent allowable
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under consumer protection laws;";

24)in Annex no. 5 to the resolution, 8 6(2)(2)Isiead as follows:
"2) exposures to public sector units pursuant tme¥nno. 4 to the resolution, subject to
par. 3 item 2;";

25)in Annex no. 5, § 12(1)(4) shall read as fobow
"4) exposures to the government of the Member Staied Poland and their local
governments and local authorities and administationcluding in particular the State
Treasury and the national public sector entitiethey may be assigned a risk weight of
0%, pursuant to Annex 4 to the resolution;";

26)in Annex no. 5, 8 13 par. 13—15 shall readodlsws:
"13. If the exposures for the units of collectivevestment institutions meet the criteria
specified in § 86-87 of Annex 4 to the Resolutio dhe bank has information on all or
some of the underlying exposures of institutionsdallective investment, the bank shall
analyse the underlying exposures in order to cafeutisk-weighted exposure amounts
and the amounts of expected losses in accordante tihe methods specified in this
Annex.
In relation to this part of underlying exposuregtoé collective investment institutions on
which the bank does not have information or cowt lmave sufficient information, item
15 and 8§ 15 shall apply, in particular in the everiten the analysis of underlying
exposures in order to calculate the risk-weightegosure amounts and the amounts of
expected losses in accordance with the methodsfispem this Annex are excessively
onerous for the bank.
14. If the bank fails to meet the conditions allogv them to apply methods specified in
this Annex to exposures for the units of colleciiveestment institutions, in respect of all
or some of the underlying exposures of collectimgestment institutions, the risk-
weighted
amounts and the amounts of expected losses arelataelt in accordance with the
following methods:

1) for exposures belonging to the exposure class regfeto in 8§ 6 (1)(5), in
accordance with the method specified in § 47-51;

2) for all other underlying exposures the standardisegthod of calculating the
capital requirement for credit risk shall be apglias specified in Annex 4 to the
Resolution, which shall be subject to the followtlganges:

a) the risk weight of exposures which are assignedatbight corresponding
to the exposures without rating or qualified to tlegree of credit quality
corresponding to the highest risk weight, needeartultiplied by a factor
2, however, it cannot be higher than 1250%;

b) the risk weight of all other exposures shall betipligd by a factor 1.1 and
assigned the minimum value of 5%.

In the event when for the purpose of item 1 thekhamot able to distinguish between the
equity exposures not allowed to be traded on tmeregulated market of equity securities,
equity exposures related to securities allowedetdradded on the stock market and other
equity exposures, the bank shall treat such expesas other equity exposures. If such
exposures, considered together with the bank'stdegposures in a specific exposure
class are not relevant within the meaning of § 42 p and 3, then the provisions of § 12
Par. 1 may be applied within the scope specifietthénapproval to use the internal ratings
based approach.

15. If exposures in the form of participation urofscollective investment institutions do
not meet the criteria set out in 886-87 Annex theResolution and the bank is not aware
of all the underlying exposures of institutions fmllective investment, the bank shall
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examine the aforementioned underlying exposures smal calculate risk-weighted
exposure amounts and the amounts of expected lpssesordance with the methods set
out in 8 47- 51. If for this purpose the bank ig able to distinguish between equity
exposures not allowed to be traded on the reguletaxdket for equity securities, equity
exposures related to securities allowed to be trantethe stock market and other equity
exposures, such exposures shall be treated asexbiy exposures. For these purposes,
non-equity exposures are assigned to one of tleseda(equity exposures not admitted to
be traded on a regulated market for equity seegritequity exposures in respect of
securities admitted to be traded on a stock exahangther equity exposures) as defined
in 8 47 and 48 while undefined exposures shalldsegaed to other equity class.";

27)in Annex No. 5 § 14 shall read as follows:
"§ 14. The Bank may perform calculations on its ommnrely on the calculations and
reports of another entity, of average risk weightegosure amounts based on the
underlying exposures of collective investment utakéngs, in accordance with the
methods referred to in § 13 (14)(1 and 2), haviagfied the correctness of calculations
and reports.";

28)in Annex No. 5, 8§ 58 shall read as follows:
"8 58. The risk weighted exposure amounts at thityegxposure portfolio level shall not
be less than the total sum of minimum risk weighdgrgdosure amounts required under the
PD/LGD approach and the corresponding expecteddossunts multiplied by 12.5 and
calculated on the basis of the PD values refewad € 105 and the corresponding LGD
values referred to in § 106-107.";

29)in Annex no. 5, 8 61 par. 1 shall read as Yadlo
"8 61. 1. If the exposure is a residual value efldasing agreement subject, the amount of
risk-weighted exposure shall be calculated asialo

1/t x 100% x exposure value,

where t is the value of 1 or the most approximakier of the total number of years
remaining until the expiry of the lease, dependingvhich of them is greater.";

30) in Annex no. 5in 8§ 61, paragraph 4 shall beeddo read as follows:
"4, For valuation of assets arising from off bakstieet transactions and accrued interest
related to those transactions net of outstandinginzigsion, risk-weighted exposure
amounts shall be calculated as follows:
Risk-weighted exposure amount = 0% x exposure value

31)in Annex no. 5 8§ 93 par. 4 shall read as faflow
"4. For exposures arising from fully or nearly-fulcollateralised off-balance sheet
transactions stipulated in 8 31 of Annex no. 2h® tesolution and fully or nearly-fully
collateralised margin lending transactions underftamework netting agreement, M shall
be the weighted average, real maturity of the exygysvhere M shall be at least 10 days.
For the transactions with buy-back guarantees ers#turities or commodities lending
transactions, under the framework agreement omget¥ shall be the weighted average,
real maturity of the exposure, where M is at léastays. The notional amount of each
transaction shall be used for weighting the matutéte.";

32)in Annex No. 5, 8 94 shall read as follows:
"8 94. Regardless of § 93 par. 1—6, M is at leagaylin case of:
1) fully collateralised off-balance sheet transactibsted in 8§ 31 of Annex no. 2 to the

resolution;
2) fully collateralised margin lending transactions;
3) transactions with buy-back guarantees or securites commodities lending
agreements.";
33)in Annex no. 5, § 197 par. 1 shall read a®vait
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"§ 197.1. Regardless of whether for the estimatd3Ds the bank uses external, internal
or collective data sources, or a combination ofrththe length of the observation period
regarding the events of default shall cover attléas years for at least one source, and if
for any of the sources the observation period igéo and the data are relevant, then the
longer period shall be used.";

34)in Annex no. 5 8§ 203 Par. 1 shall read asvisio
"8 203.1. Regardless of whether for evaluatingdharacteristics of losses the bank uses
external, internal or collective data sources, aombination of them, the length of the
observation period regarding the events of defhatl cover at least five years for at least
one source.";

35)in Annex No. 5 § 205 shall read as follows:
"8 205. The Bank estimates LGD by grade or pooinsfruments on the basis of the
average realised LGD value by grade or pool ofumséents, taking into account all events
of default recorded in the data sources (defaulghted average).”;

36)in Annex No. 5 § 214 shall read as follows:
"8 214. For exposures to corporates, institutiggos/ernments and central banks, LGD
estimates are based on data from the period regptte events of default covering at
least five years, prolonged by one year at theadrehch year after the implementation of
IRB by the bank, up to the minimum period of seyears for at least one data source,
and if for any of the sources the observation gkisdonger and the data are relevant, the
bank shall use the longer period of observation.";

37)in Annex No. 5, 8§ 218 shall read as follows:
"§ 218. The estimates of the loss given default@).@re based on the data regarding the
events of default from the period of at least fyjgars. Notwithstanding the provisions of
8 205, the bank does not need to attach equal tarpme to all historical data, if it may
provide a justification that the data from receatipds are better basis for predictions of
loss rates.";

38)in Annex No. 5 § 219 shall read as follows:
"§ 219. The bank makes estimates of conversionofacby the grade or pool of
instruments, on the basis of the average expea®edecsion factors by the grade or pool
of instruments, including, subject to § 227, alfaddts occurring in the data sources
(average weighted by the number of the events faiudte

39)in Annex No. 5 § 225 shall read as follows:
"§ 225. Estimates of the conversion factor are thasethe data regarding the events of
default from the period of at least five years,|lpnged by a year every year after the
implementation of IRB approach by the bank, uphi® minimum period of seven years
for at least one data source, and if for any ofsirces the observation period is longer
and the data are relevant, the bank shall usetiget period of observation.”;

40)in Annex No. 5, § 227 shall read as follows:
"§ 227. Estimates of conversion factors are basedhe data regarding the events of
default from the period of at least five years, #mel bank does not need to attach equal
importance to all historical data if it may providgustification that the data from recent
periods are better basis for prediction of employnod the granted limits.";

41)in Annex No. 5 § 228 shall read as follows:
"§ 228. The criteria stipulated in 8§ 229-236 do @apply to guarantees provided by
institutions, governments, central banks and ergregurs who meet the criteria specified
in 8 26(1)(7) of Annex 17 to the Resolution, if thre basis of the approval of the Polish
Financial Supervision Authority referred to in §8 of the Resolution, the bank applies
the standardized method to calculate the capitqlirement for credit risk for the
exposures to these entities. In this case the sdegorth in § 5 of Annex no. 4 to the
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Resolution and § 2-8 of Annex no. 17 to the Regmiuare applied.”;

42)§ 242 shall read as follows:
"§ 242. The bank should have an effective systemafaproving the accuracy and
consistency of rating systems and processes as aselistimates of all relevant risk
parameters (the internal validation process). Téeklshall demonstrate that its internal
estimates approval process ensures a coherent,aridaindependent assessment of the
quality of internal ratings and risk measuremestays.";

43)in Annex No. 9 8 5 item 3 shall read as follows
"3) issued or guaranteed by institutions which rbayassigned credit quality step 3 under
the standardized approach of calculating the damtpirement for credit risk, according
to Annex 4 to the Resolution;";

44)in Annex No. 9 8 5 item 4 shall read as follows
"4) issued or guaranteed by entrepreneurs which lmeagssigned credit quality step 1, 2
or 3 under the standardized approach of calculahiagapital requirement for credit risk,
according to Annex 4 to the Resolution;";

45)in Annex no. 9, § 5 item 5(a) shall read abfws:
"a) long and short positions in assets qualifyingd credit quality step 1, 2 or 3 in the
assignment process applicable to the standardippdoach of calculating the capital
requirement for credit risk, in accordance with Arri5 to the Resolution,”;

46)in Annex no. 9 in 8 6, item 2 shall be deleted;

47)in Annex No. 9 8 6 item 3 shall read as follows
"3) issued or guaranteed by entrepreneurs which Ineagssigned credit quality step 4
under the standardized approach of calculatingctgtal requirement for credit risk,
according to Annex 4 to the Resolution;";

48)in Annex No. 11 § 8 shall read as follows:
"8 8. Where a credit derivative included in theding book forms a part of an internal
hedge and the credit protection is recognised uAgg@endix 17 to the Resolution, the
counterparty risk arising from this instrument $hed deemed to be zero. Alternatively,
for the purposes of calculating capital requireradot counterparty credit risk, the bank
can systematically include all credit derivativesluded the trading book constituting a
part of an internal hedge or purchased as a heglgjash exposure to counterparty credit
risk, if credit protection is recognized in accarde with Annex 17 to the resolution.";

49)in Annex No. 14 § 6 shall read as follows:
"8 6. If the financial data have not been auditgéb auditor, the bank uses the estimates.
After obtaining an opinion of the financial statertseaudit carried out by an auditor, the
bank shall immediately update the relevant indécutations.";

50)in Annex No. 14 § 7 shall read as follows:
"8 7. If the financial result for any of the threesiness years, understood for the purposes
of calculating the capital requirement for openadibrisk by means of a basic indicator
approach as twelve-month periods, is negative aalsgzero, it shall not be included in
the calculation of the average.";

51)in Annex No. 14 § 15 shall read as follows:
"8 15. The capital requirement for operational ragcording to the basic indicator
approach shall constitute 15% of the indicator,edeined in accordance with the
principles stipulated in § 4-8.
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The capital requirement K shall be calculated atiogrto the following formula:

’_Zlmaxé/\/i ;0)

K= x15%

n

where:

w, — annual financial result in the i-th year deteredraccording to the provisions of §
9—13o0r§ 14

n — number of years whew >0

Calculations of the requirement for a given bussngsar (i = 0) include the year by the
end of which the calculations are made (i = —1) @vwl consecutive years preceding that
financial year (i = -2, -3).”;

52)in Annex no. 14, § 21 shall read as follows:
"§ 21. Capital requirement for the business linghject to § 27—31, is equal to the
average calculated at the end of the financial ,yeaderstood for the purposes of
calculating capital requirement for operationak iy means of a standardized method as
a twelve-month period, of capital requirements gt in 8§ 24 from the last three
twelve-month periods (years).";

53)in Annex No. 14 § 22 shall read as follows:
"§ 22. If the financial data have not been audibgdan auditor, the bank uses the
estimates. After obtaining an opinion of the finahstatements audit carried out by an
auditor, the bank shall immediately update thevaal¢ capital requirement calculations.”;

54)in Annex No. 14 § 24 shall read as follows:
"8 24. For each business line in each of the tlyemrs, the bank calculates capital
requirement, as a result allocated to this busiress multiplied by a conversion
coefficient specified in Table No. 3.";

55)in Annex no. 14, 8§ 25 shall read as follows:
"8 25. A negative capital requirement (resultingnfr gross loss) in a given year in any
business line may offset without limitation posttieapital requirements in other business
lines.";

56)in Annex No. 14 § 26 shall read as follows:
"If the capital requirement total in all businesset in a given year is negative, its
contribution to the value of the numerator for syehr is zero.";

57)in Annex no. 14, 8 33 shall read as follows:
"8 33. The total capital requirement for operationsk according to the standardised
method is the sum of capital requirements for dpmral risk of all business lines in the
bank, in accordance with the principles set o ir6-32.
The total capital requirement K is calculated by tbilowing formula:

ima i""ﬁ B, ;OJ
i=—3 =1

K_I

3

where:

wij — annual interest and non-interest income in tleeiti year and j-th line of business
determined as referred to in 8 9-14, with the nest@yn that in case of using the
alternative index for business lines: retail bagkamd commercial banking wij is defined



Official Journal of the Polish Financial Supervision Authority No. 8

as the value of credits and loans calculated imraence with § 29 and multiplied by
coefficient 0.035
B; — conversion coefficient determined for the j-thslmess line.
Calculations of the requirement for a given bussngsar (i = 0) include the year by the
end of which the calculations are made (i = —1) @vwl consecutive years preceding that
business year (i = -2, =3).”;

58)in Annex No. 14 § 40 shall read as follows:
"8 40. Operational risk management processes akdweasurement systems are subject
to regular reviews by an internal audit unit.

59)in Annex No. 14 8§ 41 shall read as follows:
" 41. While giving consent, referred to in § 34e fholish Financial Supervision Authority
examines the operational risk measurement systéimchwncludes checking:
1) whether the procedures related to the internalaygbrand periodic evaluation of the

risk management system function in a satisfactcapmer;
2) whether the flow of data and procedures relatethéorisk measurement system, as
well as its evaluation, are transparent and puybéehilable.";

60)in Annex No. 14 § 49 shall read as follows:
"8 49. The bank is able to allocate internal histirdata on losses to business lines
specified in Table No. 3 and to event types spetiin Table No. 4, and, if necessary, to
provide these data to the Polish Financial Superviduthority at its request. Due to the
exceptional circumstances, losses affecting the&k'dayperation may be assigned to an
additional business line defined as the "generaikipg activity”. The bank has
documented, objective criteria for assigning losgespecific business lines and event
types.";

61)in Annex No. 14 § 65 shall read as follows:
"8 65. Reduction of the capital requirement for teeognition of insurance and other
mechanisms of risk transfer does not exceed 20%hef capital requirement for
operational risk before considering risk mitigatieshniques.";

62)to Annex no. 15in 8 6, item 3 is added to r@adbllows:
"3) publicly available are the explanations of axteenal credit rating assessment
institution on how the results of assets includethe pool asset affect this assessment.";

63)in Annex No. 15 § 18 shall read as follows:
"8 18. If a short-term instrument with a creditimgtassessment shows 50% or 100% risk
weight, all exposures without credit rating assessimwhose residual maturity does not
exceed three months, shall receive risk weight@ntinimum of 100%.";

64)in Annex no. 16, 8 1 item 5 shall read as fetio
"5) netting set denotes a group of transactions witsingle counterparty covered by a
framework agreement referred to in Article 85 oé tAct of 28 February 2003 The
Bankruptcy and Reorganisation Law (Journal of LAw. 60, item. 535, as amended) and
which are subject to netting pursuant to 8 74-78hcf Annex and Annex no. 17 to the
Resolution; any transaction which is not subjedhi® framework agreement, recognized
pursuant to 8 74-78 of this Annex, shall be trea®d separate netting set.
According to the method specified in § 34—73 (ine#rmodel method), all netting sets
with a single counterparty may be treated as desinetting set if the negative simulated
market values of a single netting set are deterhim® zero in the estimation of the
expected exposure (EE);";

65)in Annex no. 16, 8 4 shall read as follows:
"8 4. If a bank purchases credit protection inftiven of a credit derivative instrument for
the exposure within the bank book or for the expasuising from counterparty credit risk
(CCR), the capital requirement for the hedged asmete calculated in accordance with 8
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89 - 97 of Annex no. 17 to the resolution or afétaining the consent of the Polish
Financial Supervision Authority, pursuant to 8§ 20 &2 of Annex no. 5 to the Resolution,
or § 115 of Annex no. 5 to the Resolution.

In such cases and when the possibility providedif& 8, second sentence, of Annex no.
11 to the Resolution is not applied, the value xqfosure for counterparty credit risk
(CCR) in relation to such credit derivatives stwaldetermined as zero.

However, for the purposes of capital requiremengdcutation in relation to the
counterparty credit risk, the bank may decide tascgiently include all credit derivatives
not included in the trading book and purchased gwadection due to the exposure
belonging to the banking book or counterparty dredik (CCR), when the credit
protection is recognized under this Resolution.";

66) in Annex no. 16, 8 10(2) shall read as follows:

"2. In case of contracts for precious metals, eké@pgold, and commodities other than
precious metals, the bank may calculate the amofupbtential future credit exposure,
applying a risk weight of the product specified Table 2, unless in relation to the
agreements regarding such commodities, listed iB18item 3 of Annex 2 to the
Resolution, the bank applies the method referrednt® 15 of Annex no. 7 to the
Resolution.

Table 2
Underlying instrument Residual maturity date
up to 1 year over 1 year over 5 years
— up to 5
(in %)
1) (2) 3) 4)
1 |Precious metals except for gold 2.00 5.00 7.50
2 |Base metals 2.50 4.00 8.00
3 |Agricultural products (non-durable) 3.00 5.00 9.00
4 |Other commodities (including ener¢4.00 6.00 10.00

67) in Annex no. 16 § 27 shall read as follows:

"§ 27. For each issuer of debt instrument, whiclhes underlying instrument of credit
default swap, there is one hedging set. Creditulte$avaps for the "n-th" default shall be
treated as follows:

1) the risk position value of the underlying debt tastent in the basket which is the
basis for the credit default swap, activated by mhin default, shall equal the
effective nominal value of a reference debt inseatrmultiplied by the modified
duration of the derivative activated by the n-tifadé in relation to the credit
spread change of the reference debt instrument;

2) for each underlying debt instrument in the baskétich is the basis of credit
default swap activated by the n-th default, thererie hedging set; risk positions
for different credit default swaps activated by théh default are not included in
the same hedging set;

3) the multiple of the counterparty credit risk (CCRyhich is applied for each
hedging set created for one of the underlying deltruments which is a
derivative activated by the n-th default, is 0.3%aelation to the underlying debt
instruments which have the rating of a recognizdadraal credit rating assessment
institution corresponding to the credit qualitypsteom 1 to 3 and 0.6% in relation
to other debt instruments.”;
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68) in Annex no. 16 8 78 item 1 (b) shall reada@®vs:
"b) resulting from the framework agreement on nettthe future credit exposure in
respect of transactions covered by the framewor&eagent, calculated as:

net PCE = 0,4*gross PCE + 0,6*NGR*gross PCE

where:

net PCE - resulting from the framework agreemenmetting the amount of future

credit risk exposure in respect of all transactioogered by the framework
agreement,

gross PCE - the sum of the potential exposuressexpto credit risk in the future with

respect to all transactions covered by the framkvagreement, calculated
by multiplying the reference amount of capital béte agreements by the
percentage rates listed in Table 1,

NGR - the net / gross rate which may be determined:

- on an individual basis, as the quotient resultirgm the framework
agreement on netting the net replacement costaok#ctions covered by
the framework agreement (numerator) and total oepieent cost of each
transaction covered by the framework agreementofaérator),
- on a collective basis, for all counterpartiesthaes quotient of the total net
replacement costs of the transactions covered byfrdmmework netting
agreement designated separately for each valitekalaframework netting
agreement concluded with these counterparties (rator¢ and the total
costs of replacing all transactions covered bydaHesmework agreements
(denominator),

while the bank is obliged to follow the consequeniceapplication of the chosen approach

for the calculation of NGR;";

69)in Annex no. 17, 8 17 Par. 5 shall read asvait

"5. Participation units in collective investmenstiiutions may be recognised as eligible

collateral if they meet the following conditions:

1) they have a daily price quote;

2) collective investment institution may invest only the instruments recognized
under the provisions of par. 1—4; and the use asibdity to use by a collective
investment institution of derivative transactiomshedge permitted investments
shall not prevent units in such institution fromrgeeligible.

If the collective investment institution may alswést in the instruments which are
not recognized under the provisions of par. 1-4tigpation units in the collective
investment institution may be considered as a tlhin the amount net of the
value of unrecognised instruments, assuming that cbllective investment
institution has invested to the maximum permittedielet in the unrecognised
instruments. If the unrecognised instruments mayeha negative value of
liabilities or contingent liabilities arising frortihe property rights, the bank shall
calculate the total amount of the unrecognisedrunstnts and, when it is
negative, deduct this amount from the value ofréo®gnised instruments.";
70)in Annex No. 17 § 18 shall read as follows:

"8 18. If a bank uses the Financial Collateral Corhpnsive Method stipulated in § 67 -

80, in addition to the collaterals specified ing the following financial instruments may

be recognised as eligible collateral:

1) shares or convertible debt instruments not includegtle main index but traded on
a recognised stock exchange;

2) participation units in collective investment ingtions, if the following conditions
are met at the same time:
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a) they have a daily public price quote,

b) investments of the institutions are limited to thetruments recognized
under 8§ 17 par. 1—4 and instruments listed in itehand the use or
possibility to use by a collective investment ingion of derivative
instruments to hedge permitted investments shalprevent units in such
fund from being eligible.

If the collective investment institution may alswest in the instruments which are
not recognized under the provisions of § 17 pat, &s well as instruments referred
to in item 1, participation units in the collectivevestment institution may be
considered as a collateral in the amount net of/étheée of unrecognised instruments,
assuming that the collective investment institutitas invested to the maximum
permitted extent in the unrecognised instrumeritshd unrecognised instruments
may have a negative value due to their liabilibesontingent liabilities arising from
the property rights, the bank shall calculate thimltamount of the unrecognised
instruments and, when it is negative, deduct tmswnt from the value of the
recognised instruments.";
71) in Annex no. 17, 8 38 shall read as follows:

"8 38. For life insurance policies assigned to keding bank to be recognised, the

following conditions shall be met:

1) the issuer of the life insurance policy may be geised as an eligible unfunded
credit protection provider under § 26;

2) the life insurance policy is openly pledged or gissd to the lending bank;

3) the company issuing the life insurance is notifiédhe pledge or assignment and
as a result it may not pay amounts payable unagecahntract without the consent
of the lending bank;

4) policy surrender value is non-reducible;

5) the lending bank has the right to buy out the yadind pay out the surrender value
in a timely manner in the event when the debtds fi comply with its liability
under the loan;

6) the lending bank is informed of any non-paymenidenrihe policy by the policy-
holder;

7) the period of credit protection shall cover therenperiod until the credit maturity
date; in the event when the insurance contractrexgorior to the expiry of the
loan contract, the bank is obliged to ensure thatdmount deriving from the
insurance contract served as the collateral ofdae until the end of the duration
of the loan agreement;

8) the pledge or assignment of the policy shall ballggffective and enforceable in
all jurisdictions relevant to the loan agreement;

9) policy surrender value shall be paid on requesiaut undue delay;

10)it is not allowed to request payment of the polgtyrender value without the
bank's consent;

11)the issuer of the insurance policy is a nationalfaeign insurer, within the
meaning of the provisions of the Act of 22 May 2083 Insurance Activities
(Journal of Laws of 2010, No. 11, item 66, as aneelind;

72)in Annex no. 17 8 40 par. 1 shall read as vadlo
"1l. Where an exposure is protected by a guarantdehws counter-guaranteed by a
government or central bank, a local government, dodal authority or a public sector
entity, claims on which are treated as claims omireé government of the country on
whose territory they are established, a multi-kEtelevelopment bank or international
organization to which a 0% risk weight is assign@da public sector entity, claims on
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which are treated as exposures to banks under tdreasdised approach for the

calculation of capital requirements for credit rgbecified in Annex 4 to the Resolution,

such exposure may be treated as protected by argaar provided by the entity in
guestion, provided the following conditions are met

1) the counter-guarantee covers all credit risk elémehthe exposure;

2) both the original guarantee and the counter-guaeanteet the requirements for
guarantees specified in 8 39 and 41, except tleatdnter-guarantee need not be
direct;

3) the counter-guarantee issued by an entity ensifiexgiee credit protection and its
effectiveness of protection based on historicabrés is effectively not lower than
that of the direct guarantee issued by the entityuestion.";

73)in Annex No. 17 8§ 61 shall read as follows:

"§ 61. The Bank may not use simultaneously therigiz Collateral Simple Method and

Financial Collateral Comprehensive Method, exceptlie purposes of § 1 par. 1—3 and

8 12 par. 1 of Annex 5 to the Resolution. The Ban&bliged to demonstrate the Polish

Financial Supervision Authority, that such an exueyl application of both methods was

not used selectively in order to achieve a reduegdmum capital requirements and does

not lead to the use of the difference between #péta requirements arising from the use
of two different methods of accounting for finari@acurity (regulatory arbitrage).";
74)in Annex no. 17, 8 63 shall read as follows:

"8 63. Those parts of exposure values which arareddoy recognized collateral market

value are assigned a risk weight, which would libig for the standardized method of

calculating the capital requirement for credit rigkthe lender had direct exposure to the
hedge. For this purpose, the risk weight of thedpob for an off-balance sheet item is

100% instead of the value specified in § 100 of &nno. 4 to the Resolution. Where:

1) risk weight of the secured portion of exposuretikast 20%, except as provided in 8§
64-66;

2) a risk weight that would apply to an unsecured exp® to the counterparty for the
needs of the standardized method of calculating#pital requirement for credit risk
is assigned to the part of the exposure not covieyecbllateral, according to Annex
No. 4 to the Resolution.";

75)in Annex no. 17 8 68 par. 4(1) shall read #svics:
"l) E means the exposure value, which would be wgetin accordance with the
standardized method, as specified in Annex No.thédResolution, or the internal ratings
based method, as specified in Annex No. 5 to theoR&on, if the exposure were not
hedged. For this purpose the bank applying thedataiised approach to calculate the risk
weighted exposure amounts, pursuant to Annex Ndo 4he Resolution, uses for
calculation of the equivalent of off-balance shexgbosures the 100% risk weight instead
of the product risk weight specified in § 100 ofrx No. 4 to the Resolution. Similarly,
the bank applying the internal ratings based amrda calculate risk weighted amounts,

pursuant to Annex No. 5 to the Resolution, in refato the exposures specified in § 117-

123 of Annex No. 5 to the Resolution applies a esswon factor of 100%, instead of

conversion factors specified in § 117-123 of Anhix 5 to the Resolution;";

76)in Annex no. 17 § 83 par. 2 shall read as ¥edto

"2. If the ratio of the value of the collateral (©)the exposure value (E) is lower than the

threshold value C * (the minimum required levelcoflateral to the exposure) determined

in accordance with Table 5, the LGD * value is ddgoathe LGD value established in

Annex No. 5 to the Resolution for unsecured expEsuo the counterparty. For this

purpose, the exposure value of the items speaifiegl 117—120 of Annex no. 5 to the

Resolution is calculated using a conversion factbrl00% instead of the conversion
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factors specified in those articles.";
77)in Annex no. 17, 8 87 shall read as follows:
"§ 87. If the conditions set forth in § 38 are nthe portion of exposures secured by the
current surrender value of the credit protectioe|uded in the scope of the provisions of
8 24, is subject to one of the following conditions
1) is subject to the risk weight specified in § 87ahe provisions of Annex no. 4 to
the Resolution on standardised approach are applied
2) is assigned the LGD value of 40% if the exposumgoigerned by the provisions of
Annex no. 5 to the Resolution on IRB approach, thaetbank does not apply its
own estimates regarding LGD.
In the event of currency mismatch, the currentender value is reduced pursuant to 8 91,
and the value of credit protection is the curremtender value of the life insurance.";
78)in Annex no. 17, § 87a shall be added to readlbows:
"8 87a. For the purposes of § 87 item 1, the falhgnassignment of risk weights based on
the risk weight assigned to the senior, unsecurgmbxires to the insurance company
concluding a life insurance agreement shall apply:
1) 20% risk weight, if the senior, unsecured expodoréhe insurance policy issuer
concluding the life insurance agreement is assiginedisk weight of 20%;
2) 35% risk weight, if the senior, unsecured expodordhe insurance policy issuer
concluding the life insurance agreement is assiginedisk weight of 50%;
3) 70% risk weight, if the senior, unsecured expodordhe insurance policy issuer
concluding the life insurance agreement is assignedisk weight of 100%;
4) 150% risk weight, if the senior, unsecured expodoreéhe insurance policy issuer
concluding the life insurance agreement is assigmedsk weight of 150%.";
79)in Annex No. 17 § 94 shall read as follows:
"8 94. For the purpose of the account of risk wetdhexposure amounts in accordance
with 8§ 7-19 of Annex No. 4 to the Resolution, tteue of g is the risk weight assigned to
the exposure whose exposure value (E) is fully eayéy the unfunded protection (GA),
where E is the exposure value calculated accortinghe standardized method of
calculating the capital requirement for the credik; for this purpose, the product risk
weight for the off-balance item is 100%, insteadha value specified in § 100 of Annex
no. 4 to the Resolution; g is the risk weight opesures to the protection provider, as
specified in the calculations of capital requiremnfem credit risk using the standardized
method according to Annex No. 4 to the Resolutaomg GA is the G * value as calculated
in accordance with 8§ 91, additionally adjustedrf@turity mismatch in accordance with §
98-101.";
80)in Annex No. 17 § 95 shall read as follows:
"8 95. If the protected amount is less than theieaf the exposure, and secured and
unsecured parts are equal in terms of prefereheeghy the bank and the supplier of the
collateral shall have a determined proportionateestof losses (sub-participation), lower
capital requirements shall be also determined ptapally. For the purpose of the
account of risk weighted exposure amounts in aesard with Part Il of Annex No. 4 to
the Resolution, the risk weighted exposure amowanés calculated according to the
following formula:
(E-GA) xr+ GAx g,
where:
E shall mean the exposure value calculated acaprttinthe standardized method of
calculating capital requirement for credit riskr fois purpose, the product risk weight for
the off-balance item is 100%, instead of the vatipulated in 8§ 100 of Annex 4 to the
Resolution;



Official Journal of the Polish Financial Supervision Authority No. 8

GA shall mean G* value, calculated in accordancth \gi 91, additionally adjusted by
mismatch of maturities in accordance with provision§ 98-101;

r shall mean the risk weight of exposures to thetate as specified in the calculation of
capital requirement for credit risk using the stmdized method stipulated in Annex No.
4 to the Resolution;

g shall mean the risk weight of exposure to thetgmteon provider, specified in the
calculations of capital requirements for creditkrigsing the standardized method
stipulated in Annex 4 to the Resolution.";

81)in Annex No. 17 8§ 97 shall read as follows:
"8 97.1. In case of the full and partial protectiaith equality in terms of preference, the
credit protection is considered for the purposesaitulating risk weighted exposure
amounts under the principles set forth in par. 2-4.
2. The PD value for the secured part of exposureevéh) (based on the adjusted value of
credit protection GA) can be replaced by PD valfiehe collateral provider for the
purposes of 8§ 80-108 of Annex No. 5 to the Reswmtubr, if full substitution shall be
considered unreasonable, the PD value includdaeimange between the PD value for the
debtor and the PD value for the guarantor.
3.In case of subordinated exposures and independaéumaded protection the LDG value
assigned to senior exposures can be used for mpamdgE 80-108 of Annex No. 5 to the
Resolution.
4.1n the case of unsecured portion of the exposulkeevd), the PD value is equal to the
PD factor of the debtor and LGD is equal to the L&Dhe underlying exposure.
5.GA shall mean G* value, calculated in accordandd \gi91, additionally adjusted by
mismatch of maturities in accordance with provision 8§ 98-101. E shall be the exposure
value in accordance with Annex no. 5 to the ResmiutFor this purpose, the exposure
value of the items specified in § 117—120 of Anmex 5 to the Resolution is calculated
using a conversion factor of 100% instead of thevecsion factors specified in those
articles.";

82)in Annex No. 17 8§ 98 par. 4 shall read as wadlo
"4. If under the agreement for credit protectioa bank is granted the right to withdraw
from this agreement prior to its expiration andheg same time provides for favourable
conditions of such withdrawal, then the expiry dsit@ll be the period remaining to the
earliest date at which the bank can use this optiolther cases it can be assumed that
the bank's contractual right to withdraw does nibéca the expiry date of the credit
protection.":

83)in Annex no. 18, the title of Part | shall resdfollows:
"Part I. Definitions, exposures to the transfereeztlit risk and general terms”.

84)in Annex no. 18, after § 18 the following stibtshall be added:
"EXPOSURES TO THE TRANSFERRED CREDIT RISK”;

85) in Annex no. 18, after § 18 and the subtitl&88 shall be added to read as follows:
"8 18a. 1. The bank other than the initiating bathle sponsoring bank or the original
creditor may have exposures to credit risk of g8zation position included in the trading
or banking book only of the initiating bank, theosporing bank or the original creditor has
clearly disclosed to that bank that they shall t@@non a current basis the material net
business interest, which by no means can be laasbéh.
For the purposes of this article "maintaining tle lbusiness interest” shall mean one of
the following:

1) maintaining the nominal value not less than 5% axfhetranche which has been
resold or transferred to investors;
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2) in the case of securitization of revolving exposumaintaining by the initiating
bank the interest of at least 5% of the nominaleaf securitized exposures;

3) maintaining the randomly selected exposures amogind no less than 5% of the
nominal value of securitized exposures, if otheeveiach exposures would become
the subject of securitization transaction, providddht the number of the
potentially securitized exposures is originally tests than 100; or

4) maintaining the tranche of the first loss and, ecessary, other tranches of the
same or higher risk profile than the tranches fearsd or sold to investors and
whose maturity date is not earlier than that of tiaeche transferred or sold to
investors, so that the maintenance value was sathes 5% of the nominal value
of securitized exposures in total.

Net business interest is calculated at inceptioth @@intained on a current basis. No
methods of credit risk mitigation or short posigoor other hedging instruments shall be
applied to it. For the off-balance sheet items,rteebusiness interest shall be determined
based on their reference value.

For the purposes of this article, the term "on aesu basis" shall mean that the retained
items, interest or exposure are not hedged ordesol

The multiple of requirements regarding maintenasicall not be applied to particular
securitization.

2. In the event when the EU parent institution oreot&U financial holding company or
one of its subsidiaries, as an initiating or spoimgpbank, securitizes the exposures from
several banks, investment companies or financetitutions covered by the scope of the
consolidated supervision, the requirement refetoeth par. 1 may be met based on the
consolidated situation related to the EU parent gaomy or an EU parent entity in the
financial holding company. This paragraph shall lgpmly in the event when banks,
investment companies or financial institutions whicreated the securitized exposures
committed to comply with the requirements stipudate par. 6 and to the timely
submission to the initiating or sponsoring bank #rel EU parent institution or EU parent
company in a financial holding, information requir® satisfy the requirements referred to
in par. 7.

3. Section 1 shall not be applicable in the eventrwtine securitized exposures constitute
the receivables or contingent receivables from tbkowing entities or are fully,
unconditionally and irrevocably guaranteed by them:

1) central governments or central banks;

2) local government units, local authorities or norwgmmental entities of the public
sector of Member States or Poland;

3) institutions which, according to the standardizegraach for calculating the capital
requirement for credit risk, are assigned the wskght of 50% or less as specified in
Annex 4 to the Resolution; or

4) multilateral development banks.

4. Par. 1 shall not apply to:

1) transactions based on a clear, transparent anthlaleaindex in which appropriate
reference entities are the same as the entiti¢srthke up the widely traded index of
entities or are other negotiable securities difiefeom the securitization positions; or

2) syndicated loans, purchased receivables or cretiutt swaps if such instruments are
not used for the purposes of securitization or seguhe securitization referred to in
par. 1.

5. Both prior to the investment and in approprizdses after it, the banks can demonstrate
to the Polish Financial Supervision Authority, feach of their individual securitization
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items, that they have a comprehensive and in-deptierstanding of formal principles of
policy and procedures and that they have implendesueh formal principles of policy and
procedures relevant to the possessed trading amdnigabook and commensurable to the
risk profile of their investments in the securitizgositions in order to analyse and record:

1) the information disclosed pursuant to par. 1 by ithating banks or sponsoring
banks in order to determine the net business isitesich they maintain on a
current basis in securitization;

2) risk characteristics of a given securitization fiosi

3) risk characteristics of exposures which are thésldas a securitization position;

4) reputation and losses incurred so far by the tmigaor sponsoring banks in
connection with earlier securitizations in relevarposure classes constituting the
base of the securitization position;

5) statements made by the initiating or sponsorinckbam by their representatives or
advisers and information disclosed by them in i@tato maintaining due diligence
with respect to securitized exposures and, whemdicaple, in relation to the
collateral quality of the securitized exposures;

6) as appropriate, methodology and concepts on winehvaluation of the collateral
supporting the securitized exposures is based fagbalicy principles adopted by
the initiating bank or sponsoring bank in order émsure the appraiser's
independence; and

7) all structural features of securitization which magnificantly affect the results of
the bank's securitization position.

Banks shall regularly perform their own stressstéstaccordance with their securitization
position. For this purpose, banks may benefit friva financial models developed by
external credit assessment institutions, provithed the banks can demonstrate, on request
of the PFSA, that prior to the investment they coméd with due diligence the relevant
assumptions of the model and its structure as aglthey understood the methodology,
assumptions and results.

6. Banks which are not the initiating banks, spongobanks or original lenders shall
establish formal procedures in accordance withr ttnading and banking book as well as
commensurately to the risk profile of their invesetits in the securitization positions in
order to monitor the information on the resultsegposures underlying their securitization
positions on a current and timely basis. Where @mpte, such procedures shall include
the type of exposure, the percentage of loanseatitsroverdue by 30, 60 and 90 days, the
frequency of default, the frequency of prepaymesgtd|ed credits or loans, types of
collateral and its ownership, as well as the fregyadistribution of scoring ratings or other
measures of creditworthiness related to all theetdgihg exposures, sectoral and
geographical diversification, frequency distributiof the collateral recovery rate in ranges
facilitating adequate analysis of sensitivity. lre tevent when the underlying exposures are
themselves the securitization positions, banksiaréhe possession of the information
specified in this paragraph regarding not onlyuhderlying securitization tranches, such as
the issuer's name and credit quality, but alsordigg the characteristics and results of the
pools underlying these securitization tranches.

Banks have a thorough understanding of all stratteharacteristics of securitization
transactions which may significantly affect theules of their exposures to transactions,
such as agreements in a cascade system, mechanpgesing the cascade effect, credit
quality support, liquidity support, mechanismsdgegng the market value and referring to a
specific transaction, definitions of default.

In the event of failure to comply in any materiaspect with the requirements specified in
par. 5, 8 and in this paragraph, as a result digesgce or omission on the part of the bank,
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the Polish Financial Supervision Authority shallpiose a proportional additional risk
weight in the amount not less than 250% of the wslght (up to a maximum of 1250%)
which, subject to this paragraph, would apply te televant securitization positions under
the provisions § 46—123 of this Annex and shalléase progressively the risk weight in
case of each subsequent violation of the provisretating to due diligence. The Polish
Financial Supervision Authority allows for exempisoin case of certain securitizations,
provided for in par. 3 and 4, by decreasing thke weight that it would otherwise impose
under this article with respect to securitizatiowhich par. 3 and 4 apply.
7. Banks that are the sponsoring and initiatingkbashall apply in relation to the
exposures which are to be subject to securitizati@ensame reliable and strictly defined
criteria for assessing the creditworthiness oftthek's customers, pursuant to 8 13 (1)(a) of
the Resolution no. 383/2008 of the Polish FinanSigbervision Authority of 17 December
2008 on detailed principles on the functioning leé tisk management system and internal
control system and detailed conditions of estingaty banks the internal capital and
conducting reviews of the processes of estimatimjraaintaining the internal capital which
they apply to exposures maintained in their pad®lFor this purpose, banks that are the
initiating and sponsoring banks shall apply the eapmocedures of creditworthiness
assessment of bank's customers. Banks also empéoysame standards of examining
interests in or the purchase of securities fronusgzation issuance purchased from third
parties, both when the shares or purchases argaimad in their trading portfolio and in
banking portfolio.
In the event of failure to comply with the requiremts specified in the first section of this
paragraph, the bank which is the initiating ban&llshot apply the provisions of § 21 of
this Annex and shall not exclude the securitizepgosures from the calculations regarding
capital requirements imposed upon it under thisoReisn.
8. Banks that are the sponsoring and initiating kbashall disclose to investors
information on the level of their liabilities pumot to par. 1 in order to maintain the net
business interest in securitization. Banks thattlaeesponsoring and initiating banks shall
ensure that potential investors have at any tinoesscto the actually relevant data on the
credit quality and results of individual underlyirxposures cash flows and collaterals
supporting the exposure of securitization, as veall information required to conduct
comprehensive and willful stress tests within tkepe of cash flows and the value of
collaterals supporting the underlying exposures.this purpose, the "actual relevant data"
are determined at the date of securitization, avitere appropriate due to the nature of
securitization, after that date.
9. Par. 1—8 shall apply to new securitizationsessan 1 January 2011 or after that date.
Par. 1—8 shall apply after 31 December 2014 toetkisting securitizations in the event
when new underlying exposures are added to therepdaced after that date. The Polish
Financial Supervision Authority may decide to temgpiy suspend the requirements
referred to in par. 1 and 2 in the periods of gaherarket tensions related to the liquidity
risk.";
86) in Annex no. 18 in 8§ 32 the introductory serteshall be substituted with paragraphs 1—

4 to read as follows:

"§ 32. 1. In the case of traditional securitizatitine initiating bank may exclude the

securitized exposures from the calculation of mna&kdghted exposure amounts and the

amounts of expected losses, if one of the followdagditions is met:

1) considerable part of credit risk associated witltusézed exposures has been

transferred to a third party;
2) the initiating bank applies the risk weight of 126@0 all securitization positions that
it has within this securitization or deducts theseuritization positions from its own
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funds pursuant to 8 2(1)(4) of the resolution omdunds.

2. Unless the Polish Financial Supervision Autlyodiecides in a particular case that the

possible limitation of risk-weighted exposure amtsuwhich the bank could obtain as a

result of securitization is not justified by theoportional transfer of credit risk to a

different entity, it shall be deemed that the cdasible credit risk has been transferred in

the following cases:

1) risk-weighted exposure amounts of securitizatiositpms of mezzanine type owned
by the initiating bank within this securitizatioro chot exceed 50% of the risk-
weighted exposure amounts of all securitizationtmrs of mezzanine type existing
within this securitization;

2) if there are no securitization positions of mezmanitype within a particular
securitization and the initiator may prove that thgosure value of securitization
positions deducted from the own funds or the riskight of 1250% exceeds
significantly the reasonable estimates regardirey ékpected losses on securitized
exposures, the initiating bank does not have mbam 20% of exposure value of
securitization positions deducted from the own &iadrisk weight of 1250%.

3. For the purpose of par. 2 securitization posgiof mezzanine type shall mean the

securitization positions which are assigned thie wisight lower than 1250% and which are

less privileged than the most privileged positiomighin this securitization and less
privileged than any other securitization positioithim this securitization, in respect of
which:

1) in case of securitization positions subject to ghavisions of § 51—83, credit quality
step 1; or

2) in case of securitization positions subject toghmvisions of § 84—124, credit quality
step lor 2 is assigned pursuant to § 39—45.

4. Considerable credit risk may be also deemecettransferred if the Polish Financial

Supervision Authority decides that the bank appties principles and methodologies

which ensure that the possible reduction of capiguirements complied with by the

initiator as a result of the securitization is ffistl by a proportional transfer of credit risk
to third parties. For this purpose, the initiatlmenk shall demonstrate that such credit risk
transfer to third parties has been recognized dopgses of the internal risk management
process of the bank and its internal allocationagfital and:”;

87) in Annex no. 18 in § 33 the introductory senteshall be substituted with paragraphs 1—

5 to read as follows:

"§ 33. 1. In the case of a synthetic securitizatire initiating bank may calculate the

risk-weighted exposure amounts and the amountxpéated losses for the exposures

included in the securitization respectively, purdua § 34—35, if:

a) a considerable part of credit risk has been traresieto a third person through a
funded or unfunded credit protection, or

b) the initiating bank applies the risk weight of 126@0 all securitization positions that
it has within this securitization or deducts theseuritization positions from own
funds pursuant to § 2(1) (4) of the resolution emdunds.

2. Unless the Polish Financial Supervision Autlyodécides that the possible limitation

of risk-weighted exposure amounts which the bankildcoobtain as a result of

securitization is not justified by the proportioriednsfer of credit risk to third parties, it
shall be deemed that the considerable credit askieen transferred if:

1) risk-weighted exposure amounts of securitizatiositpms of mezzanine type
owned by the initiating bank within this securitiom do not exceed 50% of
the risk-weighted exposure amounts of all secatitin positions of
mezzanine type existing within this securitization,
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2) if there are no securitization positions of mezmaniype within a particular
securitization and the initiator may prove that tegposure value of
securitization positions deducted from the own & the risk weight of
1250% exceeds significantly the reasonable estsnagarding the expected
losses on securitized exposures, the initiatingkldoes not have more than
20% of exposure value of securitization positioadutted from the own funds
or risk weight of 1250%.

3. For the purpose of par. 2 securitization posgiof mezzanine type shall mean the
securitization positions which are assigned thie wisight lower than 1250% and which are
less privileged than the most privileged positiomighin this securitization and less
privileged than any other securitization positienghin this securitization, with respect to
which:

a) in case of securitization positions subject to phavisions of § 51—83, credit

quality step 1; or

b) in case of securitization positions subject toghavisions of 8§ 84—124, credit

quality step 1 or 2 is assigned pursuant to 8§ 39—45
4. Considerable credit risk may be also deemecettransferred if the Polish Financial
Supervision Authority decides that the bank appiies principles and methodologies to
ensure, that the possible reduction of capital irequents complied with by the initiator
as a result of securitization is justified by thegortional credit risk transfer to third
parties. For this purpose, the initiating bankbsiged to demonstrate that such credit risk
transfer to third parties has been recognized @opgses of the internal risk management
process of the bank and its internal allocationagital.
5. Additionally, the transfer shall meet the foliagy conditions”;
88)in Annex no. 18 the introductory sentence 61&hall read as follows:
"8 61. In order to determine the exposure value,dbnversion factor of 50% may be
applied with respect to the nominal value of tiogildity facility if:"
89)in Annex no. 18, § 63 shall be deleted;
90)in Annex no. 18, 8§ 104 shall be deleted;
91)in Annex No. 21 in 8§ 18(b) shall read as follows:
"b) the amount equal to:
- 50% of the value established on the basis of vhkeation of an independent
appraiser, referred to 8 34(2)(f) of Annex 17 (i€ tvaluation does not include earlier
encumbrances, the value shall be first reducedhdiy total value), or
- 60% of the bank-mortgage value of the propertgutated pursuant to Art. 22 of the
Act of 29 August 1997 on mortgage bonds and moedsmks,".

8 2. The Resolution enters into force on 31 Decar@b&0.

For and on behalf of the Polish Financial Supeovighuthority
Per procura of the Chairman of the Polish Finarfsiglervision Authority
Lestaw Gajek



