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I N T R O D U C T I O N

This consultation paper will be effective as of October 
2019.  It addresses:
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Refinement of P2A scaling of stress outcomes
The approach to assessing weaknesses in risk 
management and governance
The process for updating the benchmarks used to 
calculate the Pillar 2A requirement for credit risk; 
and
The PRA Buffer
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The PRA proposes that all firms, including those not 

participating in the annual stress tests, may choose to 

consider the new approach when conducting the stress tests 

as part of their ICAAP:

 
To ensure Pillar 2A requirements in the stress test better 

reflect the probable impact of the stress on capital 

requirements, each Pillar 2A risk component would scale 

with an appropriate base. 

For example, Pillar 2A requirements for credit risk would 

scale with changes in credit RWAs rather than total 

RWAs.

KnowCo Note: 
Surely this is already common practice? Certainly, when we 

support firms with ICAAPs, this is the approach we've always 
taken.
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The PRA also proposes to clarify its approach to assessing 
weaknesses in risk management and governance
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Where the PRA assess a firm’s risk management and/or 
governance to be significantly weak, it may set an RMG 
capital scalar. This scalar…is always additive to the 
combined buffer
Before applying a scalar, the PRA may…allow the firm time 
to address the identified weaknesses before applying a 
scalar. The PRA may give the firm an indicative figure for 
the size of the [suspended] scalar
The firm would not need to maintain any additional capital 
but outcomes or actions would need to be agreed to 
prevent a scalar being applied
If a scalar is applied, the amount may vary from the 
indicative figure, as it will be based on the facts at the time
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The PRA also proposes to clarify its approach to explain the 

process for updating the benchmarks used to calculate the 

Pillar 2A requirement for credit risk. The PRA:
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Has considered movements in IRB risk weights [and] 
considers that an update of the published IRB benchmark 
is not necessary at this time
Is proposing to update the benchmark when significant 
movements are observed in the IRB risk weights. This 
could result in a full or partial update to the benchmark
Acknowledges that frequent updates may transmit 
volatility in IRB risk weights to the capital requirements 
for standardised approach firms [and] proposes to limit 
excessive volatility by smoothing out changes
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The PRA buffer [also called the Pillar 2B buffer] and the 

capital conservation buffer (CCoB) aim to ensure that firms 

can meet their minimum capital requirements in a severe but 

plausible stress. 
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The purpose of these two buffers overlap.
To avoid double counting, the component of the PRA 
buffer that relates to the impact of the stress is calculated 
as the excess amount of capital required over and above 
the CCoB

The countercyclical capital buffer (CCyB) is set to capture 
system-wide cyclical risk while the PRA buffer captures 
firm-specific or idiosyncratic risk.

The PRA buffer will therefore generally be the amount 
of excess capital firms need to withstand the stress over 
and above the CCyB
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KNOWCO IS A SPECIALIST UK BANK SUPPORT 

RESOURCE FOR:

.

- ICAAP, ILAAP, RRP
 

- RISK APPETITE STATEMENT DEVELOPMENT 
AND ENHANCEMENT

 
- CRR COMPLIANT PILLAR 3 STATEMENTS

 
- STRATEGIC BUSINESS PLANNING AND 

MODELLING
 

- GOVERNANCE POLICIES,PROCESSES, 
ASSURANCE

PLEASE CONTACT

Paul Ashton 

 paul.ashton@knowco.co.uk

Dr Lise Land

 lise.land@knowco.co.uk

www.knowco.co.uk   07799 113535

OUR INTUITIVE AND TRANSPARENT SOFTWARE 

FACILITATES COMPLIANCE WITH REGULATORY 

REQUIREMENTS FOR:

 
- CREDIT RISK CAPITAL

 STRESS TESTING AND MANAGEMENT
 

- IRRBB STRESS TESTING AND 
MANAGEMENT

 
- LIQUIDITY RISK STRESS TESTING AND 

MANAGEMENT
 

- FUNDS TRANSFER PRICING
 

- IFRS 9 COMPLIANCE AND REPORTING


