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l. LIST OF ABBREVIATIONS

ADC
AIR
AMA
AIRB approach
BEEL
BOLI
CCF
CDC
CEDE
CEIO
CRM
EAD
EL

GSE
HELOC
HVCRE
IAA
IPRE
1/O strips
LGD

M

MDB
MSA
NUA

Acquisition, development and construction
Accrued interest receivable

Advanced measurement approaches
Advanced internal ratings-based approach
Best estimate of economic loss
Bank-owned life insurance

Credit conversion factor

Community development corporation
Community and economic development entity
Credit-enhancing interest-only strip receivable
Credit risk mitigation

Exposure at default

Expected loss

Government-sponsored entity

Home equity line of credit

High-volatility commercial real estate
Internal assessment approach
Income-producing real estate

Interest-only strips

Loss given default

Effective maturity

Multilateral development bank

Mortgage servicing asset

Notional undrawn amount



NRSRO
PCCR
PD
PFE
PFGs
PLGD
PSE
QRE
RBA
RBE
SFA
SL
SME
UL

Nationally recognized statistical rating organization
Purchased credit card relationship

Probability of default

Potential future exposure

Performance and financial guarantees

Potential loss given default for a defaulted exposure
Public sector entity

Qualifying revolving retail exposures
Ratings-based approach

Retail business exposures

Supervisory formula approach

Specialized lending

Small- and medium-sized enterprise

Unexpected loss

1. INTRODUCTION

A. Objective

1. The objective of this fourth quantitative impact study (QIS-4) is to help the U.S.
bank regulatory agencies (Agencies) better understand the likely regulatory risk-
based capital effects of the U.S. implementation of the recently proposed Basel
capital framework (the June Framework)® on an industry, institution, and portfolio
basis. Information submitted in the QIS-4 survey will assist the Agencies in

developing future policy positions on a new capital framework.

B. QIS-4 Process and Package

2. The QIS-4 survey, as conducted by the Agencies, consists of three parts:

Worksheets that are to be completed by participating banking organizations
using these instructions, which are based on the June Framework;

! “International Convergence of Capital Measurement and Capital Standards: A Revised Framework”,
June 2004. For a description of the capital calculation and the risk weight formulas used within the

worksheets, see Appendix A.



A questionnaire that describes the process used by each participant in generating
the data provided in the worksheets; and

Follow-up discussions through which the Agencies can understand better the
data, methodologies, and assumptions used by institutions in completing the
worksheets.

In completing the requested worksheets and questionnaire, survey participants
should refer to relevant draft supervisory guidance, where available, regarding the
risk measurement processes and regulatory capital requirements that the Agencies
expect to require of institutions using the Advanced Internal Ratings-Based (AIRB)
approach to credit risk or the Advanced Measurement Approaches (AMA) to
operational risk.

Differences from QIS-3

Participants in QIS-4 will notice a number of changes from the earlier QIS-3
worksheets, most of which are intended to reduce the amount of information
requested. Most importantly, QI1S-4 solicits information only on the AIRB and
AMA approaches, and, therefore, excludes previously requested information on the
Basel Il Standardized and Foundation approaches to credit risk. Other notable
changes are described below:

A single worksheet replaces the corporate, bank, and sovereign worksheets found
in QIS-3. QIS-4 requests aggregate reporting of these exposures, whereas QIS-3
requested separate reporting for each of these exposure types.

Conversely, the retail portfolios are now reported on separate worksheets, rather
than combined onto one worksheet, as in QIS-3. In addition, exposures arising
from home equity lines of credit (HELOCS) are to be reported separately from
other exposures collateralized by residential mortgages.

In both the wholesale and retail portfolios, exposure types have been redefined.
QIS-4 requests maturity information (for certain portfolios) along both the PD
and LGD dimensions, rather than by PD only. This change should produce a
more accurate calculation of risk-weighted assets.

PD estimates are identified only by a single point estimate; the QIS-3 request for
information describing the lower and upper boundaries for each PD band has
been eliminated.

All exposures relating to securitized assets--whether as originator or as investor--
are reported on a single “Securitization” worksheet, whereas they were broken
out separately in QIS-3. In addition, the “Securitization” worksheet requests
information in a more aggregate form, unlike QIS-3, which requested exposure-
level information.



The “Input” worksheet provides additional quality controls.

The maximum number of PD point estimates is twenty, and the maximum
number of LGD point estimates is fifteen. This change, which maintains more
consistently formatted worksheets among all Q1S-4 participants, will facilitate
analysis of the data.

Submission of Completed Materials

Both the worksheets and the questionnaire should be submitted by no later than
January 28, 2005. Prompt submission of survey materials will permit timely
analysis of the results. Submit completed materials to both your primary supervisor
and to James Houpt, Associate Director, Mail Stop M-199, Federal Reserve Board,
Washington, D.C. 20551 or e-mail responses to: james.houpt@frb.gov.

Confidentiality of Submissions

Information provided in the QIS-4 worksheets and related questionnaire are
considered by the Agencies to be information that is "commercial and financial” in
nature and, therefore, will be protected from public disclosure to the fullest extent
provided by law.

GENERAL ISSUES
Dialogue with Supervisors

Participants are strongly encouraged to consult with their supervisor throughout the
QIS-4 process as questions arise, in order to ensure the survey is interpreted
accurately and consistently. Each participating institution will have a designated on-
site supervisory contact (QIS-4 coordinator). Institutions may channel enquiries
through this contact person or may also contact any of the following individuals
directly:

Jim Houpt (202) 452-3358 (james.houpt@frb.gov)

Fred Phillips-Patrick (202) 906-7295 (fred.patrick @ots.treas.gov)
Andrea Plante (202) 898-7449 (aplante@FDIC.gov)

Roger Tufts (202) 874-4925 (roger.tufts@occ.treas.gov)



B.

10.

11.

12.

Web Site

Participants should refer to the following QIS-4 web site for frequently asked
questions, relevant documents, and administrative notices:
http://www.ffiec.gov/qis4/

Informed Assessments

The Agencies recognize that an institution's current systems may not produce
directly all of the risk measurement information (e.g., PDs, LGDs, EADs, etc.) that
is solicited in the QIS-4 worksheets. In such cases, however, the Agencies request
that each institution make informed assessments for all worksheet input cells on a
best-efforts basis, so that the worksheets capture the institution's complete credit risk
portfolio and operational risk profile. Where such best-efforts assessments are
material, as part of its response to the questionnaire the institution should identify the
affected portfolios and the techniques used to develop the worksheet inputs.

Units

Participants should report exposure data in millions of U.S. dollars, rounded to the
nearest million. Percentages should be reported as decimals and will be
automatically converted to percentages by the worksheets (for example, 1.2 percent
should be entered as 0.012).

As of Date

In completing the worksheets for credit and market risk, institutions should use data
as of June 30 or September 30, 2004 and should specify the reporting date in the
“Input” worksheet. Information provided regarding operational risk should also
reflect the bank's estimated exposure as of June 30 or September 30, 2004. The as of
date used for operational risk should be the same as that used for credit and market
risk.

Consolidated Basis

For non-foreign-owned U.S. banking organizations, amounts reported should reflect
exposures for their consolidated, worldwide banking operations. In most cases, this
consolidation approach will be consistent with practices used in preparing the
Federal Reserve’s Consolidated Financial Statements for Bank Holding Companies
(FR Y-9). The primary exception to a full consolidation approach relates to material
insurance underwriting activities. For the purposes of QIS-4, banking organizations
should deconsolidate the assets and liabilities associated with such activities, as well
as deduct from the consolidated capital the banking organization’s investment in the
insurance subsidiary. Participants are asked not to reflect the aforementioned
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13.

14.

15.

16.

adjustments in their QIS-4 results. That is, the data reflected in the QIS-4
worksheets should be after adjustments for material insurance activities. Participants
are encouraged to consult with their regulatory reporting staffs, as necessary, to
resolve questions regarding the calculation of permissible regulatory capital and
consolidation practices.

To the extent possible, QIS-4 participants that are owned by foreign banking
organizations should report exposures for the consolidated U.S. bank holding
company. These exposures would include those of non-bank subsidiaries of the U.S.
parent company, but would exclude those of U.S. branches and agencies of the
foreign bank and of other U.S. subsidiaries of the foreign parent that are not owned
through a U.S. holding company that also owns the reporting U.S. bank(s). Foreign-
owned participants should discuss their anticipated and possible coverage with their
primary supervisor to ensure that supervisors understand the activities covered in the
survey results.

Data Entry and Cell Colors

Enter data only in the yellow or green shaded cells. The worksheets calculate risk-
weighted assets and related regulatory capital requirements using the information
provided by respondents. The yellow cells are essential for the calculation of capital
requirements, while the green cells provide supplementary information that will
assist supervisors in analyzing the results. Respondents should ignore other cell
colors and certain parts of the worksheets that are locked.

For many portfolios and within limits, participants have flexibility to specify the
number of PD, LGD, EAD, and maturity estimates they wish to use. However,
respondents must limit the number of parameter point estimates to the maximum
number permitted in the worksheets, that is, 20 PD point estimates and 15 LGD
point estimates. Within these limitations, institutions are encouraged to provide a
level of detail consistent with that used for internal risk measurement purposes and
to avoid unnecessary aggregation of PD or LGD bands. If fewer than 20 rows or 15
columns are needed, respondents should leave the lower rows or right-most columns
blank. If your institution uses more than 20 PD or 15 LGD buckets internally, please
regroup the more detailed distributions into this maximum number of point estimates
in a manner that recognizes both the volume of exposures and the level of PDs and
LGDs (i.e., try to avoid undue concentrations). If the permitted number of rows or
columns does not allow for adequate differentiation of risk, please consult with your
primary supervisor.

Data Quality Checks

The worksheets have built-in “Checks” (in red) that indicate whether the inputs
agree with the relevant data (*'Yes” or “No”). Please review these checks to ensure
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the inputs are consistent (i.e., the check boxes should display a “Yes”). If they are
not, please identify why they are not and make appropriate adjustments. If you are
unable to resolve any inconsistencies, please discuss the issue with your QI1S-4
coordinator.

IV. OVERVIEW OF WORKSHEETS

17. This section provides an overview of the worksheets contained within the QIS-4
workbook. The first three worksheets (“Input,” “Checks,” and “Current”) in the
workbook provide information about the size of the respondent’s current portfolios
and components of regulatory capital requirements. Together, they provide a basis
for estimating changes in capital requirements as institutions move from the current
Accord to the framework described in these instructions, and they also promote
integrity of the worksheets. The next thirteen worksheets (“Sov-Bank-Corp”
through “Operational Risk”) provide AIRB information on exposures by business
line or portfolio and the AMA. Note that the parameters (e.g., assumed asset
correlation) used in the supervisory risk-weight function relevant to the reported
exposures are shown in the top left corner of each portfolio worksheet. The final
worksheet entitled “Results” provides capital ratios using data provided by
institutions in the other worksheets.

18. The initial worksheet (“Input”) requests information on the amount of on- and off-
balance sheet exposures in each AIRB portfolio. The amounts covered for each
portfolio are carried to the relevant areas of the “Current” worksheet (see below),
which calculates risk-weighted assets under the current Accord, and also to the
respective portfolio worksheets related to the AIRB approach. As such, these entries
provide a control to ensure that capital requirements calculated under the two
methods apply to the same exposures. As discussed below, the “Input” worksheet
also provides selected information from regulatory reports for use in reconciling
those reports with the institution’s QIS-4 submissions. For clarification of specific
line items requested within the “Input” worksheet, see Appendix B.

19. The “Checks” worksheet consolidates the edit checks that are contained throughout
the workbook. Respondents should investigate all checks for which the indicated
response is “No” and correct the data to yield a “Yes” response.

20. The “Current” worksheet shows the allocation of exposures among the categories
of the current regulatory capital requirements, based on the type of transaction, the
borrower or counterparty, and the presence of any collateral or guarantor. This
worksheet provides key inputs to the “Results” worksheet. This worksheet is
divided into sub-portfolios in the same manner as the worksheets requesting AIRB
information. To permit an accurate assessment of the AIRB approach’simpact on
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21.

22,

23.

24,

25.

26.

individual portfolios, it iscritical that institutionsreport exposuresin the same
sub-portfolio under both the current Accord and the AIRB. For example, if a
respondent reports an exposure under the drawn exposures area of the “Sov-Bank-
Corp” worksheet for AIRB, that exposure should be reported under the same area of
the “Current” worksheet. Institutions should report trading book exposures in the
“Input” worksheet as described in Appendix B and should not include them as part
of their AIRB portfolio exposures.

Sovereign, bank, and corporate exposures use the same risk-weight function to
calculate risk-weighted assets and, accordingly, are combined into a single
worksheet (“Sov-Bank-Corp”).

The “HVCRE” worksheet requests information on credit exposures related to high
volatility commercial real estate lending. HVCRE exposures are those that involve
the financing of the land acquisition, development and construction phases of
commercial real estate properties for which loan repayment relies on the property’s
uncertain sale or cash flows. The “IPRE” worksheet requests information on credit
exposures related to in-place (i.e., completed) income-producing real estate.

For a given set of risk parameters, the June Framework requires less regulatory
capital for exposures to small- and medium-sized enterprises (SMES) than it requires
for large corporate exposures. SMEs are defined as exposures to businesses with
annual revenues or assets less than $50 million but exclude specialized lending (i.e.,
commercial real estate and project, object and commodity finance) and securities.
The “SME-Corporate” worksheet identifies exposures to this class of borrowers
based on whether the obligor meets the size requirement.

Information about risk parameters and exposures associated with retail exposures is
requested on five separate but similarly structured worksheets: “HELOCs”, “Other
Mortgages”, “QRE”, “RBE”, and “Other Retail.” These worksheets require
information for only two exposure types — drawn exposures and undrawn lines. If
this presumption is incorrect, please notify your primary supervisor to determine the
appropriate QIS-4 reporting for such transactions. Credit exposures for business
purposes that are managed by the institution as retail exposures should be reported as
retail business exposures in the “RBE” worksheet.

Exposures acquired from unrelated entities (i.e., purchased receivables) that are
subject to material dilution risk, should be reported in the “Dilution Risk”
worksheet.

Exposures arising from traditional or synthetic securitizations should be reported in
the “Securitization” worksheet, regardless of whether the institution is an originator
or sponsor of, or investor in, the securitization exposure. As noted in the
corresponding instructions, any tranching of credit risk should be reported in the
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27.

28.

29.

30.

31.

“Securitization” worksheet. For example, if an institution provides protection on,
or purchases protection for, a single loan or a pool of loans, and that protection
represents a first-, mezzanine, or senior-loss exposure, the reporting institution’s
exposure should be reported in the “Securitization” worksheet and in the
securitization section on the “Current” worksheet.

The “Equity” worksheet collects information on all equity investments owned by
the reporting institution that are not held in the trading account.

The “Operational Risk” worksheet requests key estimates of the respondent’s
operational risk.

The “Results” worksheet represents the overall “answer sheet” by summarizing the
institution’s eligible regulatory capital, risk-weighted assets, and regulatory capital
ratios under both the current Accord and the treatment described in this QIS-4.
Statistics are provided for each major risk (credit, market, and operational). All of
the results on this worksheet are generated from calculations made within other
sheets. For a brief overview of the total risk-based capital calculation under AIRB,
see Appendix A.

INPUT WORKSHEET

The “Input” worksheet requests information needed to calculate the institution’s
regulatory capital ratios and also to identify the amount and nature of the
institution’s exposures. Much of the information entered into this worksheet is
automatically copied into the relevant portfolio worksheets. Since capital figures are
requested only on this sheet, particular attention should be given to the capital and
provisioning sections. For information on specific line items, see Appendix B.

Data provided on this worksheet define the institutions portfolios for purposes of
QIS-4 and help to ensure that the current measurements of exposures recorded in the
“Current” worksheet are comparable with those reported in the portfolio
worksheets under AIRB. Institutions that have notified the agencies of their plan to
participate in QIS-4 will be provided selected items from regulatory reports to serve
as data quality checks based on the as of date they have selected. This information
will be provided in a separate transmittal to each of these participants.

12



VI.

32.

33.

VII.

34.

35.

36.

CURRENT ACCORD WORKSHEET

The “Current” worksheet requests information about the composition of the
institution’s current risk-weighted assets, as they are measured using existing U.S.
capital rules. In completing this worksheet (as well as the prior “Input” worksheet)
respondents are encouraged to coordinate their data entries with individuals involved
in preparing the institution’s regulatory financial reports and calculating its current
regulatory capital requirements.

In preparing the “Current” worksheet it is critical that within each portfolio type the
institution report only those exposures that have been included in the corresponding
AIRB portfolio worksheets. For example, if a certain exposure is reported as an
undrawn line of credit within the “Sov-Bank-Corp” worksheet, it should be reported
within the “Current” worksheet as a Sovereign-Bank-Corporate Undrawn

Exposure. After determining which exposures to include in the “Current”
worksheet, those exposures must then be allocated among the various risk-weight
categories based on current U.S. capital requirements (e.g., 100 percent or 50 percent
risk-weighted loans). As stated earlier, an accurate allocation is crucial to
providing sound comparisons between capital requirements produced by the two
methods and must include both on- and off-balance sheet exposures.

THE PORTFOLIO WORKSHEETS: STRUCTURE AND INPUTS

This section describes the tables appearing in one or more worksheets. Each table
generally represents a separate exposure type. This section also describes the key
AIRB parameter inputs used in the worksheets associated with each of the wholesale
and retail portfolios. Although discussed briefly below, the equity, and
securitization portfolios employ a different structure. Table 1 shows the exposure
types / tables found in each worksheet. Instructions for filling out the worksheets are
found in Sections V to XIV below, which also provide the definitions of each
portfolio type and parameter input that respondents must provide. Note that not all
exposure types are relevant to all portfolios.

Definitions of Exposure Types

Each QIS-4 wholesale and retail worksheet requires that exposures be allocated
among several exposure types as described below.

Drawn exposures (rows 30 through 49 of each wholesale and retail worksheet).

Drawn amounts are exposures reported as assets in the institution’s consolidated
report of condition.
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37.

38.

39.

40.

Undrawn lines (both committed and advised) (rows 77 through 96 of the wholesale
and retail worksheets).?> This exposure type includes unused amounts of both
committed exposures for which the institution has a contractual, legal commitment
to lend based upon payment of a fee or other consideration by the customer and
advised lines for which the institution has a conditional commitment to lend. Such
undrawn lines do not include “guidance lines” or other internal authorizations of the
institution that are used for credit monitoring by the lender and have not been
disclosed to the customer.

Repo-style transactions (rows 121 through 140 of the “Sov-Bank-Corp”
worksheet). This exposure type includes transactions such as reverse repurchase
agreements and repurchase agreements, as well as securities lending and borrowing
transactions, including those executed on an indemnified agency basis.® Similar
transactions such as prime brokerage activities will also be treated as repo-style
transactions.*

OTC derivative exposures (rows 165 through 184 of the “Sov-Bank-Corp”, “SME
Corporate”, “HVCRE”, and “IPRE” worksheets). This exposure type includes all
OTC derivative transactions, reflecting the total credit equivalent amounts of
counterparty credit risk arising from those transactions, as defined by the current
capital regulations. All counterparty credit risk associated with exposures held for
trading purposes should be captured in the “Sov-Bank-Corp” worksheet.

Performance and financial guarantees (rows 210 through 229 of the “Sov-Bank-
Corp”, “SME Corporate”, “HVCRE”, and “IPRE” worksheets). Performance and
financial guarantee (PFG) exposures should include all commercial, performance, or
financial letters of credit; participations in acceptances; written credit protection
using credit derivatives; and other guarantees for which the institution has provided
credit protection. Do not include counterparty credit exposures related to OTC
derivatives transactions, which comprise a separate exposure type. (See 4, above).
Also do not include any credit derivatives that meet the definition of securitization,
as described in Section XI1.

% Note that in the "Other Mortgage" worksheet, this item is labeled “Undrawn Mortgage Commitments”
to distinguish this category from revolving home equity lines of credit (HELOCS), which are reported
separately.

¥ Some banking organizations, particularly those that are custodians, lend, as agent, their customers’
securities on a collateralized basis. Typically, the agent banking organization indemnifies the customer
against risk of loss in the event the borrowing counterparty defaults. Where such indemnities are
provided, the agent banking organization has the same risks it would have if it had entered into the
transaction as principal.

* Margin loans to retail customers generally should be treated within the retail portfolio and reported in the
“Other Retail” worksheet.
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41. Residual Value of Corporate Leases (rows 276 to 295 of the “Sov-Bank-Corp”,
“SME Corporate”, “HVCRE”, and “IPRE” worksheets). Institutions are requested
to report the residual values of leased corporate assets in these tables. Residual
value risk is the institution’s exposure to possible loss due to the fair value of the
leased asset declining below the original (or current) estimate of the value of the
asset at the termination of the lease. Corporate residual values should not be
included in the “drawn exposures” tables of the portfolio worksheets, but rather
should be reported in the “Input” worksheet and in this residual value table of the
portfolio worksheets. (Information on the residual values of leased retail assets is
not being collected within the AIRB retail worksheets. It should be included in the
“Other assets” portion of the “Input” worksheet.)

42. Undrawn Lines: Advised Lines Only (rows 320 to 339 of the “Sov-Bank-Corp”,
“SME Corporate”, “HVCRE”, and “IPRE” worksheets). In addition to the table
for total undrawn lines, several worksheets include a table for undrawn, advised
lines, where respondents are requested to disaggregate the amount reported in the
undrawn lines table.

43. Table 1 below indicates the exposure types that are found in each portfolio.

Table 1
Exposure Types Included in Each Wholesale and Retail Worksheet
Worksheet
1 o 4: .4_(3
s |5 |w 8|2 g
m 4 O — (72} wn —_
ro WO | W J)l o | W |w| e
Exposure Type / 25|s|>S||o|sS|e|m| s
2 [l
Table noO|ln | I | =|T |0 0O0|x|O
Drawn v VI v v vV vI|vI]Vv
Undrawn v VI v v vV vI|vI]Vv
PFGs v ViV Y
Repo-Style v
oTC v v [ VTV
Lease Residual 4 vV vV
Advised Lines 4 vV IV Vv

44. Respondents should consult with their primary supervisor if they are uncertain as to
where a particular exposure should be reported.

B. AIRB Parameter Inputs

45. The portfolio worksheets request information on the following risk inputs:
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46.

47.

48.

Probability of default (PD);

Loss given default (LGD);

For defaulted exposures, the institution’s best estimate of economic loss (BEEL)
Exposure at default (EAD), reflecting the credit conversion factor (CCF) assigned to
off-balance sheet exposures’;

For undrawn lines of credit, the notional undrawn amounts (NUA)

Remaining maturity (M), and,

For SME exposures, a measure of the borrower’s size

Because the definitions of these parameters may differ by portfolio type, they are
described relevant to each portfolio in the sections below, when applicable.

Note that credit risk mitigation (CRM), such as obtaining guarantees, credit
derivatives, or various forms of collateral, will affect the PDs or LGDs that would
otherwise be assigned to an exposure on the basis of factors pertaining to the
underlying obligor. The presence of CRM also may affect the worksheet into which
the exposures should be entered. See Section XI for a more complete discussion of
CRM treatments.’®

The EAD for credit exposures should include any accrued interest. If operational
limitations or materiality considerations make this impractical for QIS-4, the
institution may elect to include accrued interest in the “Other assets” portion of the
“Input” worksheet, which will be risk weighted at 100 percent for both the current
and AIRB frameworks. Similarly, some newly originated credit exposures might not
be internally rated in a PD/LGD framework by an institution’s systems as of the
QIS-4 report date. These exposures may also be reported along with accrued interest
in the “Input” worksheet. If respondents elect to report such exposures in this
manner, difficulties encountered in applying the PD/LGD framework to these
exposures should be noted in questionnaire responses.

VIIl. WHOLESALE PORTFOLIOS

49.

This section describes the types of exposures that should be reported in the
institution’s wholesale portfolio worksheets, the relevant definition of default for
these exposures, the input parameters that respondents must provide, and specific
instructions for filling out the worksheets. The June Framework describes as
separate portfolios a variety of exposures (corporate, bank, and sovereign) that use a

® As noted elsewhere in these instructions, the CCF is used to determine EAD.
® For recognition of CRM for securitization exposures, refer to Section XII.
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common supervisory risk weight function in calculating risk-weighted assets for
regulatory capital purposes.

50. For purposes of QIS-4 sovereign, bank, and the majority of corporate exposures are
combined into a single worksheet. Although they are also discussed separately in
the portfolio definitions below, respondents are not asked to segregate these
exposures in the worksheets. Other parts of the corporate portfolio remain separate
in QIS-4, either because they use different risk weight functions or for analytical
purposes, as described below. Accordingly, the workbook contains four separate
worksheets that are subject to the wholesale portfolio definitions and treatments
described below. They are: “Sov-Bank-Corp”, “SME Corporate”, “HVCRE”,
and “IPRE”.

A. Wholesale Portfolio Definitions

51. Wholesale exposures to corporate borrowers include debt obligations of
corporations, partnerships, limited liability companies, proprietorships, and special-
purpose entities (including those created specifically to finance and/or operate
physical assets). Wholesale exposures also include debt obligations of banks and
securities firms (interbank exposures), and the obligations of central governments,
state, county and municipal governments, multilateral development banks (MDBs),
central banks, and certain public-sector entities (sovereigns). Credit exposures to
these counterparties include off-balance sheet credit exposures arising, for example,
from letters of credit, loan commitments, and off-balance sheet derivatives. The
wholesale exposure category should not include securitization exposures, or business
exposures that are eligible to be treated as retail exposures. More specific definitions
are provided below.

Sov-Bank-Corp

52. Exposures in each of the following three sub-portfolios are not separately identified
and are reported in the same worksheet in QIS-4.

53. The “sovereign” portfolio includes securities issued by, or other direct claims on the
U.S. Government, agencies backed by the full faith and credit of the U.S.
government, as well as all other central governments that are the governing authority
of that country, their agencies, and their central banks.” Claims on the Federal
Reserve System, the World Bank, the IMF, and the European Central Bank are also

" Consistent with the general treatment for credit risk mitigation described in Section XI, the guaranteed
portion of an SBA loan should be treated as a sovereign exposure and reported in the “Sov-Bank-Corp”
worksheet, and would not be subject to the three basis point floor on PD. The non-guaranteed portion
should be treated as a direct exposure to the obligor and reported in the appropriate worksheet (e.g.,
“RBE”, “SME Corporate”, etc).
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54.

55.

56.

57.

included, as are GNMA securities. The aforementioned sovereign exposures are not
subject to the three basis point floor, as discussed below.

The sovereign portfolio also includes claims on state and local governments and
their agencies, if these governments and agencies have revenue-raising powers (such
as the authority to levy taxes). Examples of such exposures include general
obligation bonds of states, counties and municipalities; however, these exposures are
subject to the three basis point floor discussed below.

The “bank” portfolio includes securities issued by, or other direct claims on all
insured depository institutions in the U.S. and any financial institution that is
recognized as a bank by the bank supervisory or monetary authority of its home or
host country. This category also includes claims on securities firms. Government-
Sponsored Entities (GSESs), such as Fannie Mae, Freddie Mac, and Federal Home
Loan Banks are included in this portfolio.?

The “corporate” portfolio includes all other wholesale loan-type exposures that do
not fall into either the sovereign or bank portfolios and that do not represent
exposures to small or medium-sized entities, as described below.

Exposures involving project finance, object finance, and commodity finance also
should be reported in the “Sov-Bank-Corp” portfolio.” General account bank-
owned life insurance (BOLI) should be viewed as an exposure to the insurance
company. For separate account BOLI, institutions should look through to the
underlying exposures held in the separate account and apply the appropriate AIRB
capital treatment. If the underlying exposures are equities, for example, then the
AIRB treatment for equities should be applied.

SME-Corporate

58.

59.

The QIS-4 workbook contains a separate worksheet (labeled “SME Corporate”) to
collect data on the sub-portfolio of exposures to small- and medium-sized entities
not eligible for retail AIRB treatment. These SME loans receive a lower capital
requirement than would be assigned to exposures to larger corporate customers with
similar risk characteristics.

The precise amount of the firm size adjustment is based on borrower size and applies
to a business whose annual revenues (or, if necessary, total assets) do not exceed $50
million. Where possible, respondents should use the annual revenues of the SME,
expressed in millions of dollars. If information about revenues is not available or is

& Note, however, that GSE guaranteed pass-through, collateralized mortgage obligation, and real estate
mortgage investment conduit securities should be reported in the “Securitization” worksheet.
° For definitions of these types of specialized lending, see the June Framework.
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not considered a meaningful indicator of the firm’s size, respondents may use its
total assets. Note that commercial real estate loans (either completed or in the
acquisition, development, and construction stages) and debt securities are not
eligible for treatment as SME loans.

60. The Agencies recognize that many institutions may not have current information
about either customer revenues or assets in the databases used to complete QIS-4. In
these cases, respondents are encouraged to submit data reflecting their best estimates
regarding exposures to these firms.

HVCRE and IPRE

61. Commercial real estate (CRE) exposures finance the construction or acquisition of
real estate (including land, as well as improvements) where the repayment and
recovery depend primarily on the cash flows generated by the lease, rental, or sale of
the real estate. CRE exposures are typically non-recourse exposures, often to special
purpose vehicles, and are distinguishable from corporate exposures that are
collateralized by real estate for which the prospects for repayment and recovery
depend primarily on the financial performance of the broader commercial enterprise
that is the obligor.

62. CRE exposures are divided into low-asset-correlation CRE, reported in the
worksheet for income-producing real estate, “IPRE”, and high volatility CRE,
reported in the worksheet “HVCRE”.

63. For QIS-4, respondents should report all acquisition, development or construction
loans in the “HVCRE