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A.
Definition of operational risk
644.

Operational risk is defined in Directive 350 of Proper Conduct of Banking Business (Operational Risk Management). 
B.
Measurement approaches
645.
The Directive presents two approaches for calculating operational risk capital requirements, in rising order of sophistication and sensitivity to risk: (i) the Basic Indicator Approach (BIA) and the Standardized Approach (TSA).
646.

The Banking Supervision Department encourages banking corporations to move up along the spectrum of available approaches by developing more sophisticated systems and practices for the measurement of operational risk. Qualifying criteria for the Standardized Approach are presented below.

647.

The Banking Supervision Department expects internationally active banking corporations and banks with significant operational risk exposure to use an approach that is more sophisticated than the BIA and that is appropriate for their risk profile.


A banking corporation may apply the BIA if it meets the following two conditions: its equity is does not exceed NIS 4 billion and the ratio of its balance of assets abroad to all assets, and the ratio of its annual overseas income to total annual income, are less than 10 percent. 

Banking corporations may not use the BIA for some activity and the Standardized Approach for other activity. This rule shall also apply at the level of the banking group, on a consolidated basis.

647a.
A banking corporation that allocates capital for credit risk using advanced methods (AIRB, FIRB) may not base its capital allocation for operational risk on BIA.

648.

A banking corporation may not choose to revert to a simpler approach once it has been approved for a more advanced approach except with the Supervisor’s approval. However, if the Supervisor determines that a bank using a more advanced approach no longer meets the qualifying criteria for this approach, it may require the bank to revert to a simpler approach for some or all of its operations until it meets the Supervisor’s conditions for returning to a more advanced approach.
Transitional Arrangements
648a.
A banking corporation that does not satisfy the conditions set in Section 647 regarding the use of the BIA approach, shall be allowed to apply it until December 31, 2012.
1.
The Basic Indicator Approach
649.

Banking corporations using the Basic Indicator Approach must hold capital for operational risk equal to the average over the previous three years of a fixed percentage (denoted α) of positive annual gross income. Figures for any year in which annual gross income is negative or zero should be excluded from both the numerator and denominator when calculating the average. 
 The charges may be expressed as follows:

KBIA= (( (GI1…n×()( /n

where:


KBIA = capital charge under the Basic Indicator Approach;


GI = annual gross income, where positive, over the previous three years;


N = number of the previous three years for which gross income is positive;


α = 15%, as determined by the Basel Committee, connecting between the requisite level of capital and Indicator GI.
Average gross income of the past three years shall be calculated on the basis of audited/reviewed financial statements for the previous 12 quarters. When audited/reviewed financial statements are unavailable, banking corporations may use estimates per prior approval of the Supervisor.


Below is an example of the calculation of gross income under BIA:
· positive gross income of NIS 25 in each of the first eight quarters;

· negative gross income of NIS 5 in each of the last four quarters;

· the average gross income is NIS 100, calculated as NIS 200 (total positive income in the first eight quarters) divided by eight positive quarters and multiplied by four (in order to reconcile the calculation with an annualized one).

650.
Gross income is defined as net interest income plus net non-interest income.
 It is intended that this measure should: 
(i)
be gross of all provisions (e.g., interested not yet paid);

(ii)
be gross of operating expenses, including fees paid to outsource service providers
;

(iii)
exclude realized profit/losses from the sale of securities in the banking book
; and
(iv)
exclude extraordinary or irregular items as well as income derived from insurance.

651. Repealed.

651a.
Activity acquired and activity terminated/sold

Activity acquired—a capital charge on account of activity acquired shall be performed by adding the historical data of gross income from the activity acquired to the historical data of the banking corporation’s gross income in the preceding 12 quarters, on the basis of audited/reviewed statements. When audited/reviewed financial statements are unavailable, banking corporations  may use estimates per prior approval of the Supervisor.

Activity terminated/sold—historical gross income shall not be subtracted from the calculated average gross income in the preceding 12 quarters on account of activity that is terminated or sold. In other words, income from activity in previous quarters shall be included in gross income. For the sake of clarity, it is stated that if additional income is received after the activity is terminated/sold, said income shall be included in gross income.
2.
The Standardized Approach
,

652.
In the Standardized Approach, banking corporations’ activities are divided into eight business lines: corporate finance, trading & sales, retail banking, commercial banking, payment & settlement, agency services, asset management, and retail brokerage. The business lines are defined in detail in Appendix A.
653.
Within each business line, gross income is an indicator that serves as a proxy for the scale of business operations and thus the likely scale of operational risk exposure within each of these business lines. The capital charge for each business line is calculated by multiplying gross income by a factor (denoted () assigned to that business line. Beta serves as a proxy for the industry-wide relationship between the operational-risk loss experience for a given business line and the aggregate level of gross income for that business line. It should be 
noted that in the Standardized Approach gross income is measured for each business line, not the whole institution, i.e., in corporate finance, the indicator is the gross income generated in the corporate-finance business line.
654.
The total capital charge is calculated as the three-year average of the simple summation of the regulatory capital charges across each of the business lines in each year. In any given year, negative capital charges (resulting from negative gross income) in any business line may offset positive capital charges in other business lines without limit.
 However, where the aggregate capital charge across all business lines within a given year is negative, then the input to the numerator for that year will be zero.
 The total capital charge may be expressed as:


KTSA =( ∑years 1-3 max(( (GI1-8×(1-8), 0((/3

where:


KTSA = 
the capital charge under the Standardized Approach


GI1-8 = annual gross income in a given year, as defined above in the Basic Indicator Approach, for each of the eight business lines


(1-8 = a fixed percentage, set by the Committee, relating the level of required 
capital to the level of the gross income for each of the eight business 
lines. The values of the betas are detailed below.
	Business Lines
	Beta Factors

	Corporate finance (β1)
	18%

	Trading and sales (β2)
	18%

	Retail banking (β3)
	12%

	Commercial banking (β4)
	15%

	Payment and settlement (β5)
	18%

	Agency services (β6)
	15%

	Asset management (β7)
	12%

	Retail brokerage (β8)
	12%



Average gross income in the past three years shall be calculated on the basis of audited/reviewed financial statements for the previous 12 quarters. When audited/reviewed financial statements are unavailable, banking corporations may use estimates per prior approval of the Supervisor.


See Appendix B for a description of how gross income is calculated.

Activity acquired and activity terminated/sold shall be treated as described in Section 651a above.


An example for calculating the capital charge under the Standardized Approach:

	Business Lines
	Beta factors
	Quarterly gross income
	Capital charge

	Corporate finance 
	18%
	90
	16.2

	Trading and sales 
	18%
	80
	14.4

	Retail banking 
	12%
	100
	12.0

	Commercial banking 
	15%
	–20
	–3.0

	Payment and settlement 
	18%
	50
	9.0

	Agency services
	15%
	42
	6.3

	Asset management 
	12%
	60
	7.2

	Retail brokerage 
	12%
	70
	8.4

	Total
	
	
	70.5



The total capital charge for the other ten quarters adds up to 60 per quarter 
and –10 per additional quarter

 i.e., [(70.5+10×60+0)/12]×4=223.5
3.
Advanced Measurement Approaches (AMA)
655–659.
N/A.
C. 
Qualifying criteria

1.
Standardized Approach

660.

Material deficiencies in the implementation of Directive 350 of Proper Conduct of Banking Business (Operational Risk Management) may hinder with a banking corporation qualification for use of the Standardized Approach. 

661.
The Supervisor will have the right to insist on a period of initial monitoring of a banking corporation’s Standardized Approach before it is used for regulatory capital purposes.

662.
A banking corporation must develop specific policies and have documented criteria for mapping gross income for current business lines and activities into the standardized framework. The criteria must be reviewed and adjusted for new or changing business activities as appropriate. The principles for business line mapping are set out in Appendix A.

663.

A banking corporation using the Standardized Approach must meet the following criteria
: 
(a)
It must have an operational risk management system with clear responsibilities assigned to an operational risk management function, as specified in Proper Conduct of Banking Business directive Number 350 regarding "Operational Risk Management".  

(b)
As part of the banking corporation’s internal operational risk assessment system, the banking corporation must systematically track relevant operational risk data including material losses by business line. 
(c)-(e)
Repealed.
 (f)
The banking corporation’s operational risk assessment system (including the internal validation processes) must be subject to regular review by external auditors.
D.
Alternative Standardized Approach
663a.
Under the Alternative Standardized Approach (ASA), the capital charge for operational risk is calculated in the following way:

a.
For the retail banking business line—outstanding loans and advances (LA)—multiplied by 3.5 percent—replaces gross income as an indicator of the exposure. This income estimate shall be multiplied by 12 percent, as in the Standardized Approach.

b.
For the commercial banking business line—outstanding loans and advances (LA)—multiplied by 3.5 percent—replaces gross income as an indicator of the exposure. This income estimate shall be multiplied by 15 percent, as in the Standardized Approach.

c.
Gross income in the other six business lines shall be calculated jointly by adding the profit and loss items that are unrelated to the retail and commercial banking business lines. This income shall be multiplied by 18 percent. 

663b.
Outstanding loans and advances (LA) shall be calculated, for this purpose, as the average of total loans and advances (not risk-weighted and before subtraction of provisions) in the past twelve quarters.


Total loans and advances in the retail banking business line are composed of the total drawn amounts in the following credit portfolios: retail, SMEs treated as retail, and purchased retail receivables. In commercial banking, total loans and advances are composed of drawn amounts from the following credit portfolios: corporate, sovereign, banks, special loans, SMEs treated as corporate, and purchased corporate receivables. The book value of securities held in the banking book shall also be included.

As in the Standardized Approach, the total capital charge under the ASA is calculated as the simple summation of the regulatory-capital charges for each of the eight business lines.

Once a banking corporation is allowed to use the ASA, it may not revert to the Standardized Approach without the Supervisor’s approval.


See Appendix B for a description of gross income calculation.

663c.
Qualifying criteria for use of the Alternative Standardized Approach:


A bank that wishes to apply the ASA shall apply to the Supervisor in advance for the issue of a permit and shall prove:

a.
that it meets the qualifying criteria for the Standardized Approach;

b.
that it is active mainly in the retail and commercial banking business lines, i.e., that it derives at least 90 percent of its income from these activities;

c.
that a meaningful share of its retail and commercial activity (equal to or greater than 3.5 percent) is composed of PD loans and that its operational risk estimate would be more accurate if the Alternative Standardized Approach were used.
2.
Advanced measurement approaches (AMA)
664–683.
N/A.
,

Appendix A
Mapping of Business Lines

	Level 1
	Level 2
	Activity Group

	Corporate Finance
	Corporate Finance
	Mergers and acquisitions, underwriting, privatization, securitization, research, debt (government, high-yield), equities, syndications, IPOs, secondary private placements

	
	Central/municipal government funding
	

	
	Merchant banking
	

	
	Advisory services
	

	Trading & Sales
	Sales
	Fixed income, equities, foreign exchange, commodities, credit, funding, proprietary securities positions, loans and repo, brokerage, debts, prime brokerage

	
	Market-making
	

	
	Proprietary positions
	

	
	Treasury
	

	Retail Banking
	Retail banking
	Retail loans and deposits, banking services, trusts and estates

	
	Private banking
	Private loans and deposits, banking services, trusts and estates, investment consulting

	
	Card services
	Merchant/commercial/corporate credit cards, private labels, and retailing

	Commercial Banking
	Commercial banking
	Project loans, real estate, export finance, trade finance, discounting, leasing, guarantees, bills of exchange

	Payment and Settlement254
	External clients
	Payments and receives, transfers of funds, clearing and settlement

	Agency Services
	Custody
	Escrow-account management, depository receipts, customers, corporate actions

	
	Corporate agency
	Issuer and paying agents

	
	Corporate trust
	

	Asset management
	Discretionary-fund management
	pooled, segregated, retail, institutional, closed, open, private equity

	
	Non-discretionary-fund management
	pooled, segregated, retail, institutional, closed, open

	Retail Brokerage
	Retail brokerage
	Execution and full service


Principles for business-line mapping255:
a.
All activities must be mapped into the eight Level 1 business lines in a mutually exclusive and jointly exhaustive manner.

b.
Any banking or non-banking activity that cannot be readily mapped into the business-line framework but represents an ancillary function to an activity included in the framework must be allocated to the business line that it supports. If more than one business line is supported through the ancillary activity, an objective mapping criteria must be used.

c.
When mapping gross income, if an activity cannot be mapped into a particular business line then the business line yielding the highest capital charge must be used. The same business line equally applies to any associated ancillary activity.
d.
Banking corporations may use internal pricing methods to allocate gross income between business lines provided that total gross income for the banking corporation (as would be recorded under the Basic Indicator Approach) still equals the sum of gross income for the eight business lines.

e.
The mapping of activities into business lines for operational risk capital purposes must be consistent with the definitions of business lines used for regulatory capital calculations in other risk categories, i.e. credit and market risk. Any deviations from this principle must be clearly motivated and documented. 

f.
The mapping process used must be clearly documented. In particular, written business-line definitions must be clear and detailed enough to allow third parties to replicate the business-line mapping. Documentation must, among other things, clearly motivate any exceptions or overrides and be kept on record. 

g.
Processes must be in place to define the mapping of any new activities or products. 
h.
Senior management is responsible for the mapping policy (which is subject to the approval by the board of directors). 
i.
The mapping process to business lines must be subject to independent review. 

Appendix B
Calculation of Gross Income

a.
Calculation of gross income under the Basic Indicator Approach (BIA)
The method to be used to calculate gross income under the Basic Indicator Approach (BIA), corresponding to the principles on reporting to the public issued by the Banking Supervision Department, is presented below.

	Item
	Bank
	Credit-card company
	For period ending
 31.12. xx

	
	Note
	

	Interest income and expenses/Net interest income—see further detail
	20
	23
	xx

	Non-interest financing income – see further detail
	21
	--
	xx

	Income from credit-card transactions
	--
	22
	xx

	Fees
	22
	--
	xx

	Other income—see further detail
	23
	24
	xx

	Other expenses/operating expenses—see further detail
	26
	25
	(xx)

	Bank’s share in profits (losses) from ordinary activities of held companies (consolidated: included) before effect of tax—see further detail
	6
	8
	xx

	Total gross income
	
	
	(xx)

	15%
	
	
	x 15%

	Capital allocation under Basic Indicator Approach
	
	
	xxx



a.
Calculation of gross income under the Basic Indicator Approach (BIA)—

(1)
Banking corporations

Note 6—Investment in Held Companies and Company Details
	Item
	For period ending 31.12.(xx)

	b. Share of banking corporation in held companies’ profits (losses)
	

	Banking corporation’s share in profits (losses) on ordinary activities of held companies (consolidated: included) before effect of tax 
	xx

	
	

	Total profits (losses) in held companies
	xx


Note 20—Interest income and expenses
	Item
	For period ending 31.12.(xx)

	a. Interest income
	

	From credit to the public
	xx

	From credit to the government
	xx

	From deposits with banking corporations
	xx

	From deposits with Bank of Israel and from cash
	xx

	From securities borrowed or acquired under repo agreements
	xx

	From bonds
	xx

	From other assets
	xx

	
	

	b. Interest expense
	

	From public’s deposits
	(xx)

	From government deposits
	(xx)

	From deposits from Bank of Israel and from cash
	(xx)

	From bank deposits
	(xx)

	From securities lent out or sold under repo agreements
	(xx)

	From bonds 
	(xx)

	From other liabilities
	(xx)

	
	

	Total income and interest expenses
	xxx


Note 21—Non-interest financing income

	Item
	For period ending 31.12.(xx)

	a. Non-interest financing income from non-trading activities
	

	Ineffective portion of hedging relations
	xx

	Income (expense) on account of ALM derivatives, net
	xx

	Dividends from equities available for sale
	xx

	Exchange rate differences
	xx

	Profit (loss) from securitization transactions, net
	xx

	Profit (loss) from loans sold, net
	xx

	
	

	 Total non-interest financing income from non-trading activities
	xxx

	
	

	b. Non-interest financing income from trading activities
	

	Income (expense) from other derivative instruments, net
	xx

	Realized and unrealized profit (loss) from fair value adjustments of bonds for trading, net
	xx

	Realized and unrealized profit (loss) from fair value adjustments of equities for trading, net
	xx

	Dividends from equities for trading
	xx

	
	

	Total non-interest financing income from trading activities
	xxx

	
	

	Total non-interest financing income
	xxx


Note 23—Other Income
	Item
	For period ending 31.12.(xx)

	Management fees from other related companies
	xx

	Profit from realization of assets received on account of credit settlement
	xx

	Other (if material, provide details)
	xx

	
	

	Total other income
	xxx


Note 26—Other Expenses
	Item
	For period ending 31.12.(xx)

	Fees
	(xx)

	Loss on assets received on account of credit settlement
	(xx)

	Fines payments to Bank of Israel
	(xx)

	
	

	Total other expenses
	(xxx)


a.
Calculation of gross income under the Basic Indicator Approach (BIA)—

(2)
Credit-card companies


Note 8—Investment in Held Companies and Company Details

	Item
	For period ending 31.12.(xx)

	b. Share of company in held companies’ profits (losses)
	

	Company’s share in profits (losses) on ordinary activities of held companies (consolidated: included) before effect of tax 
	xx

	
	

	Total profits (losses) in held companies
	xxx


Note 23—Profits from Financing Activity before Loan-Loss Provisions

	Item
	For period ending 31.12.(xx)

	a. Interest income
	

	From credit to cardholders
	xx

	From credit to businesses
	xx

	From deposits with banking corporations
	xx

	From securities borrowed or acquired under repo agreements
	xx

	From bonds
	xx

	Total interest income
	xxx

	
	

	b. Interest expense
	

	To banking corporations
	(xx)

	From securities lent out or sold under repo agreements
	(xx)

	From bonds 
	(xx)

	Total interest expense
	(xxx)

	
	

	Total interest income, net
	xxx


Note 24—Other Income 
	Item
	For period ending 31.12.(xx)

	a. Non-interest financing income from non-trading activities
	

	Ineffective portion of hedging relations
	xx

	Income (expense) on account of ALM derivatives, net
	xx

	Dividends from equities available for sale
	xx

	Exchange rate differences
	xx

	Profit (loss) from securitization transactions, net
	xx

	Profit (loss) from loans sold, net
	xx

	
	

	Total non-interest financing income from non-trading activities
	xxx

	
	

	b. Non-interest financing income from trading activities
	

	Income (expense) from other derivative instruments, net
	xx

	Realized and unrealized profits (losses) from fair-value adjustments of bonds for trading, net
	xx

	Realized and unrealized profits (losses) from fair-value adjustments of equities for trading, net
	xx

	Dividends from equities for trading
	xx

	Total from trading activities
	xxx

	
	

	Total non-interest financing income from trading activities
	xxx

	
	

	Leasing of properties
	xx

	Other (if material, provide details)
	xx

	
	

	Total other income
	xxx


Note 25—Operating Expenses 
	Item
	For period ending 31.12.(xx)

	Fees paid to other card issuers
	(xx)

	Fees paid to settlement institutions
	(xx)

	Fines paid to Bank of Israel
	(xx)

	
	

	Total operating expenses
	(xxx)


b.
Calculation of gross income under the Standardized Approach (TSA)
Under the TSA approach, gross income shall be calculated in a manner similar to the calculation under BIA but shall be segmented into the eight business lines set forth in Appendix A. For clarity, it is stated that gross income from the eight business lines under the TSA approach is identical to that under the BIA approach.
c.
Calculation of gross income under the Alternative Standardized Approach (ASA)—


Calculation of outstanding loans and advances under the Alternative Standardized Approach (ASA)—
Loans and Advances in Retail Business Line

	Item
	For period ending 31.12.(xx)

	Cash (Note 2)
	Cash (according to section 23(a), p. 662-1, in the Report to the Public Directives) is a separate item in Report to the Banking Supervision Department
	xx

	Credit to individuals—housing (Annex F1)
	Credit to individuals for housing, according to Annex F (Section 2 (f) (9), p. 640-5.2)
	xx

	Credit to individuals—other (Annex F2)
	Other credit to individuals, according to Annex F (Section 2 (f) (9), p. 640-5.2)
	xx

	Specific provision for housing (Note 4)
	
	xx

	Total outstanding loans and advances
	xx

	
	

	3.5% margin imputation
	x 3.5%

	
	

	Multiplied by 12%—capital allocation for retail business line
	xxx


1.
The balances in Annex F are shown before subtraction of general provision and supplemental provision.

2.
The sum is limited to an NIS 400,000 unless special circumstances indicating that the credit is personal are present.

Calculation of Loans and Balances in Commercial Business Line
	Item
	For period ending 31.12.(xx)

	Deposits with banking corporations, less cash (Note 2)
	Deposits with banking corporations (according to Section 23(b)–23(e), p. 662-1, in the Report to the Public Directives) 
	xx

	Bonds held to maturity (Note 3)
	Bonds held to maturity (according to Section 24(b), p. 662-2, in the Report to the Public Directives)
	xx

	Securities available for sale (Note 3)
	Securities available for sale (according to Section 24(d), p. 662-4, in the Report to the Public Directives) 
	xx

	Credit to the public, less credit to individuals (Note 4)
	Balance of credit to the public (according to Note 4) less credit to individuals (housing and other) from Annex F
	xx

	Balance of specific provision (Note 4)
	
	xx

	Credit to the govern​ment (Note 5)
	Credit to the government (according to Section 31, p. 662-12, in the Report to the Public Directives)
	xx

	Total outstanding loans and advances
	xx

	
	

	3.5% margin imputation
	x 3.5%

	
	

	Multiplied by 15%—capital allocation for commercial business line
	xxx


Explanatory notes:
Outstanding credit does not include off-balance-sheet balances.

Outstanding credit is before any provision whatsoever (e.g., specific provision, supplemental, general, or on account of interest).

c.
Calculation of gross income under the Alternative Standardized Approach (ASA)—(continued)

Calculation of outstanding loans and advances under the Alternative Standardized Approach (ASA)—continued

Calculation of Gross Income in the Six Remaining Business Lines
	Item
	Reportage to Public, Note no. 

	Interest Income and expenses:
	20

	20a.
Interest income:
	

	
From other assets
	xx

	20b.
Interest expenses:
	

	
From other liabilities
	(xx)

	20d.
Interest income on accrual basis from bonds for trading
	xx

	
	

	Non-interest financing income
	21

	21a.
Non-interest financing income from non-trading activities: 
	

	
Exchange rate differences (from other assets and other 
liabilities
	xx

	21b.
Non-interest financing income from trading activities:
	

	
Income (expenses), net from other derivative instruments
	xx

	
Realized and unrealized profits (losses) from fair-value 
adjustments of equities for trading, net
	xx

	
Realized and unrealized profits (losses) from fair-value 
adjustments of bonds for trading, net
	xx

	
Dividends received from equities for trading 
	xx

	
	

	Fees*:
	22

	Fees on activity in securities
	xx

	Fees on transfer of rent payments
	xx

	Fees and margin, by extent of collection from Treasury funds 
	xx

	Other fees and margin, by extent of collection
	xx

	*
(Income on account of management fees and life-insurance and home-insurance commissions shall not be included)
	

	
	

	Other income:
	23

	Total other income (excl. earnings on severance-pay fund and capital profit and loss from sale of buildings and equipment)
	xx

	
	

	Investments in held companies:
	6

	6b. 

Banking corporation’s share in held companies’ profits or 

losses:
	

	Bank’s share in profits from held companies’ ordinary activities (pre-tax)
	xx

	
	

	Other expenses:
	26

	Fees (other than those for outsourcing services)
	(xx)

	
	

	Total gross income
	xx

	Multiplied by 18%—capital allocation on account of income from remaining 6 business lines
	xxx


The total capital charge is the simple summation of capital charges for all business lines.
* Working Framework for Capital Measurement and Adequacy (Transitional Directive), December 2008


� The Supervisor will review the capital charges produced by the operational risk approach that the banking corporation used (Basic Indicator or Standardized Approach) for general credibility, especially in relation to a firm’s peers). If credibility is lacking, appropriate supervisory action under Proper Banking Management Directive 211 (Capital Adequacy Assessment) will be considered.


� If negative gross income distorts the minimum reserve requirement, the Supervisor shall consider appropriate supervisory action under Proper Banking Management Directive 211 (Capital Adequacy Assessment).


� See Appendix B for a calculation of gross income.


� In contrast to fees paid for services that are outsourced, fees received by banks that provide 	outsourcing services shall be included in the definition of gross income. 


� Realised profits/losses from securities classified as “held to maturity” and “available for sale”, 	which typically constitute items of the banking book (e.g. under certain accounting standards), are 	also excluded from the definition of gross income.


� The Basel Committee intends to reconsider the calibration of the Basic Indicator and Standardized Approaches when more risk-sensitive data are available to carry out this recalibration. Any such recalibration would not be intended to affect significantly the overall calibration of the operational risk component of the Pillar 1 capital charge.


� For the Alternative Standardized Approach, see Section 663a.


� Repealed.


� As under the Basic Indicator Approach, if negative gross income distorts a banking corporation’s Pillar 1 capital charge under the Standardized Approach, the Supervisor will consider appropriate supervisory action under Proper Banking Management Directive 211 (Capital Adequacy Assessment).


� Repealed.


� Repealed.


� Repealed.


� Repealed.


254 Payment and settlement losses related to a banking corporation’s proprietary activity shall be integrated into the relevant business line for each loss on the basis of the banking corporation’s experience.


255 Supplementary business line mapping guidance:


There are a variety of valid approaches that banking corporations can use to map their activities to the eight business lines, provided the approach used meets the business line mapping principles. Nevertheless, the Banking Supervision Department is aware that some banking corporations would welcome further guidance. The following is therefore an example of one possible approach that could be used by a banking corporation to map its gross income:


Gross income for retail banking consists of net interest income on loans and advances to retail customers and SMEs treated as retail, plus fees related to traditional retail activities, net income from swaps and derivatives held to hedge the retail banking book, and income on purchased retail receivables. To calculate net interest income for retail banking, a bank takes the interest earned on its loans and advances to retail customers less the weighted average cost of funding of the loans (from whatever source—retail or other deposits).


Similarly, gross income for commercial banking consists of the net interest income on loans and advances to corporate (plus SMEs treated as corporate), interbank and sovereign customers, and income on purchased corporate receivables, plus fees related to traditional commercial banking activities including commitments, guarantees, bills of exchange, net income (e.g., from coupons and dividends) on securities held in the banking book, and profits/losses on swaps and derivatives held to hedge the commercial banking book. Again, the calculation of net interest income is based on interest earned on loans and advances to corporate, interbank, and sovereign customers less the weighted average cost of funding for these loans (from whatever source).


For trading and sales, gross income consists of profits/losses on instruments held for trading purposes (i.e., in the mark-to-market book), net of funding cost, plus fees from wholesale brokerage.


For the other five business lines, gross income consists primarily of the net fees/commissions earned in each of these businesses. Payment and settlement consists of fees to cover provision of payment/settlement facilities for wholesale counterparties. Asset management is management of assets on behalf of others.






ONLY THE HEBREW VERSION IS BINDING

