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Circular to Credit Institutions on the inclusion of Annex 2J and Annex 2K to Banking Rule BR/12 and the deletion of Annex 2E
The Authority is issuing Annex 2J to Banking Rule BR/12 on the: “Calculation of General Interest Rate Risk on Debt Instruments - the Duration-Based Approach” (hereinafter “Annex 2J”).

Annex 2J implements the requirements outlined in the EBA Guidelines on corrections to modified duration for debt instruments under the second subparagraph of Article 430(3) of Regulation (EU) 575/2013 (EBA/GL/2016/09).

Annex 2J provides guidance to credit institutions which apply the duration-based calculation when computing capital requirements for general interest rate risk. This Annex establishes two approaches which can be used to correct the modified duration calculation for all debt instruments subject to prepayment risk. The first approach treats the instrument with embedded optionality as if it were a combination of a plain vanilla bond and an option whilst the second approach proposes to calculate directly the change in value of the whole instrument subject to prepayment risk. The Annex also requires credit institution to compute additional adjustments to reflect the negative convexity as well as transaction costs and, where relevant, behavioural factors that may affect the modified duration of the instrument.

Furthermore, the Authority is also issuing Annex 2K to Banking Rule BR/12 on the: “Implicit Support for Securitisation Transactions by Credit Institutions Authorised under the Banking Act (Chap. 371) (hereinafter “Annex 2K”).

Annex 2K implements the requirements outlined in the EBA Guidelines on implicit support for securitised transactions (EBA/GL/2016/08). Annex 2K applies in relation to the support provided to securitisations by sponsor institutions and originator institutions beyond their contractual obligations. In this regard, Annex 2K specifies the conditions where a transaction is considered to be executed at arm’s length and provides details on when a transaction is considered as not structured to provide support in accordance with Article 250 of the Regulation (EU) 2017/2401 (“the Regulation”).

Further to the above, Annex 2K provides guidance with respect to the application of the factors contemplated in points (a) to (e) of Article 250(2) of the Regulation and the notification requirements applicable to such transactions. 

Finally, it should be noted that Annex 2E of BR/12 on ‘Remuneration Principles: Policy, Committee and Elements’ is being deleted and is being incorporated into a new Banking Rule BR/21 on ‘Remuneration Policies and Practices’.
Annex 2J and 2K shall come into force with immediate effect. Any queries in relation to the above should be directed to Banking Supervision (Policy Section) on bsupolicy@mfsa.com.mt. 

This Circular shall not be construed as a replacement of the provisions of the new Annexes. The new Annexes shall prevail over this Circular in case of conflict. 
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