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3: Draft amendments to new draft statement of
policy — The PRA’s methodologies for setting
Pillar 2 capital for Small Domestic Deposit
Takers (SDDTSs)

In this appendix, new text is underlined and deleted text is struck through.

é Pension obligation risk

Definition and scope of application

6.5 Pension obligation risk manifests itself in different forms. The PRA’s focus is on the
impact that changes in the value of a pension scheme could have on Common Equity Tier 1
(CET1). The accounting deficit of an SDDT’s pension scheme is reflected in CET1. Under
Article 36(1)(e) of the Own Funds and Eligible Liabilities (CRR) Part of the PRA Rulebook,
any surpluses are deducted. SDDTsFims are therefore exposed to pension obligation risk
because a material increase in the pension scheme’s deficit under adverse conditions will
have a negative impact on their CET1.

Methodology for assessing Pillar 2A capital for pension obligation risk
6.8 The PRA'’s framework for Pillar 2A pension obligation risk capital consists of two
elements:

e the SDDT’s own assessment of the appropriate level of Pillar 2A pension obligation risk
capital; and

e the PRA’s review a set of stresses on the accounting basis which will be used by the
PRA-irassessing-the-adeguaey-of the SDDT’s own assessment. efthe-level-of-capital
required.

6 9 |Deleted| Ihe%DDL&ewnassessmen%and%heﬁRAstress%est&mﬁh&aeeeunﬂng

6.10 The PRA’s review uses an approach which corresponds to the value at risk of the
accounting surplus or deficit consistent with a stress event that has no more than a 1 in 200
probability of occurring in a one-year period. This includes consideration of various factors
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6.11 [Deleted] Fhetwo-scenarios-are-set-outinTable2:

Fall in equity values i5 30
Fall in property values 10 20
Percentagereduction-intong-term 10 15
nterestrates
heolute i . inflati 05 0.75
Percentage change in credit spreads  -25 +25
in liabilities d | v, 3 5
stress

HabHMes%eJae%he—sam&as%h&Hased—feHFR%reperﬂng—SDDTs approaches to settlng the

valuation assumptions should be stable over time and any changes to the approach should
be justified in the ICAAP. The PRA will review the robustness of the valuation assumptions
and may adjust the surplus or deficit in the capital requirements calculations where the
assumptions are found to be out of line with other firms, or where an alternative set of
assumptions better satisfies the capital adequacy rules.
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This document has been published as part of CP12/25. Please see:
www.bankofengland.co.uk/prudential-regulation/publication/2025/may/pillar-2a-review-phase-1-consultation-paper

Bank of England | Prudential Regulation Authority Page 3

6. 15 |De|eted| Iheseenane&desenbedﬂﬂable—}a%dﬁmepﬁrem%muuweapﬁ#mqmde

Feeegmsed—by%h&PRA—Offsets are reductlons

reflect factors present at the ICAAP effective date which would reduce the impact of a stress
on the SDDT. Management actions are steps the SDDT could, and would, take when a
stress occurs in order to reduce its impact._The PRA will review the SDDT'’s offsets and

management actions and will adjust them, if necessary, when determining the PRA’s view of
the capital required.

6.18 The PRA will apply the following criteria in deciding whether to Fe-be-accept_ed-by-the

PRA;-offsets and management actions:-r+relation-to-the PRA-stress-scenarios-should-comply
with the following eligibility criteria:

e financial performance — the efficacy of offsets and management actions should not
depend on assumptions as to the future financial performance of the SDDT, either before
or after a stress;

e independence from the decisions and actions of third parties — the efficacy of offsets
and management actions should not depend on assumptions as to the future agreement
or behaviour of third parties, either before or after a stress; and

¢ immediacy — recognised offsets should reflect a risk mitigation benefit that is already
effective when the offset is taken. Management actions should be capable of taking effect
quickly enough to mitigate the stress to which they are the proposed response.

seheme—tpustees—The PRA will apply the eI|g|b|I|ty crlterla ina strlct manner on a case-by-
case basis. Offsets and management actions that do not meet the eligibility criteria will not be
accepted.

11 The Single Capital Buffer

Reporting



https://www.prarulebook.co.uk/pra-rules/internal-capital-adequacy-assessment
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11.47 All SDDTs with total assets equal to or greater than £5 billion, at the relevant level of
consolidation used as the basis of their ICAAP, must report the data in the stress testing
Pillar 2 data item (PRA111) in accordance with Reporting Pillar 2. SDDTs are required to
submit the data with their ICAAP submissions. SDDTs with total assets less than £5 billion
may be requested by supervisors to complete PRA111 on a case-by-case basis. The
information in PRA111 includes information on SDDTS’ base and stress scenario projections
used in the ICAAP. PRA111 is aligned to the STDF used in the Bank_Capital ‘s-annual
sStress tTest with reduced granularity.





