
Lawrence Habahbeh, Tawq Almakhater LLC 1 / 38



Lawrence Habahbeh, Tawq Almakhater LLC 2 / 38



Lawrence Habahbeh, Tawq Almakhater LLC 3 / 38



Lawrence Habahbeh, Tawq Almakhater LLC 4 / 38



Lawrence Habahbeh, Tawq Almakhater LLC 5 / 38



Outline of Presentation

1 Motivation:Issues with Current Regulatory Regime

2 Understanding FRTB Timescales

3 FRTB vs. Basel 2.5

4 Trading Book vs. Non-Trading Book boundary

5 Measurement of Market Risk for Trading Activities-Standardized Approach (SA)

6 Measurement of Market Risk for Trading Activities-Internal Models Approach
(IMA)

7 Case study: Calculation of General Interest Rate Risk Capital Charge

Lawrence Habahbeh, Tawq Almakhater LLC 6 / 38



Motivation:Issues with Current Regulatory Regime

Lawrence Habahbeh, Tawq Almakhater LLC 7 / 38



Motivation:Issues With Current Regulatory Regime

Lawrence Habahbeh, Tawq Almakhater LLC 8 / 38



Understanding FRTB Timescales

Lawrence Habahbeh, Tawq Almakhater LLC 9 / 38



Understanding FRTB Timescales

FRTB is a comprehensive set of regulations aimed at overhauling the capital
requirements for market risks, which has different go-live dates across the impacted
jurisdictions

✬ Korea, China, Canada, and India: Already live
✬ Hong Kong: Reporting goes live in July 2024, capital requirements in January

2025
✬ UK:January 2025
✬ Japan: Already live for global banks; March 2025 for domestic banks
✬ USA: July 2025
✬ Eurozone: January 2026 (new date announced on June 18, 2024)
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FRTB vs. Basel 2.5

There are two approaches that FRTB recommends for calculating Capital Charge
associated with Market Risk Weighted Assets (RWA).

✥ Standardised Approach is more conservative approach and results into higher
capital charge requirements

✥ Internal Models Approach subject to desk level calculation and approval ,and
potentially less expensive option

➤ Standardized Approach
❄ FRTB

➤ Sensitivity Based Risk Charge + Default Risk Charge + Residual Risk Add-On
❄ Basel 2.5

➤ Standardized Capital Charge

➤ Internal Model Approach
❄ FRTB

➤ Expected Shortfall + Default Risk Charge + Non-Modellable Risk Charge
❄ Basel 2.5

➤ VaR + Stressed VaR + Incremental Risk Charge (IRC)
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Trading Book vs. Non-Trading Book boundary
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Regulatory Definition of a Trading Desk

A Trading desk is defined as a group of trading accounts or traders who have a well
defined business strategy and robust risk management framework

Requirements to Classify Books as Trading Books. Banks maintain for each trading
desk a plan that describes the business trading activities

✓ Risk appetite
✓ Trading strategy-main sources of profit & loss, hedging strategy, and the main

risk drivers associated with this approach
✓ Approved product list to trade
✓ Business specific market risk limits (currencies, maturities, sensitivities, VaR

metrics, OCP)
✓ Expected holding period and holding horizons permitted
✓ Front office booking systems , data aggregation for Profit and Loss , and

accounting requirements
✓ Regulatory capital calculation basis: standardized or internal models
✓ Limits on intra-day risk
✓ Legal and compliance requirements per activity
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Measurement of Market Risk for Trading
Activities-Standardized Approach (SA)
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Standardized Approach
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Sensitivity Based Risk Charge link
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Sensitivity Based Approach - Methodology
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Default Risk Charge
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Default Risk Charge
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Measurement of Market Risk for Trading
Activities-Internal Models Approach (IMA)
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Determining The Eligibility Of Trading Activities For The
Internal Models Approach
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Shift From Value-at-Risk to Expected Shortfall
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Expected Shortfall Modality
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Default Risk Charge
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Definition Of Modellable Risk Factors
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Definition Of Modellable Risk Factors
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Case study: Calculation of General Interest Rate Risk
Capital Charge

Lawrence Habahbeh, Tawq Almakhater LLC 30 / 38



Case study: Calculation of General Interest Rate Risk Capital
Charge

➤ Calculate risk weighted sensitivity WSk for each risk factor and each regulatory
bucket, across all the portfolios on a trading desk that fall under the GIRR risk
class. link

(1) WSk = RWk ∗ sk

➤ Aggregate the weighted sensitivities to the different risk factors within each
bucket, using the correlations for weighted sensitivities within the same bucket ρkl

(2) Kb =
√∑

k

WS2
k +

∑
k

∑
k ̸=l

ρklWSkWSl

➤ Aggregate weighted sensitivities to all risk factors across buckets using the
corresponding correlations γbc for weighted sensitivities in different buckets. Own
funds requirement for ∆ Risk For GIRR Class

(3) ∆ =
√∑

b

K2
b +

∑
b

∑
c ̸=b

γbcSbSc
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