r Re-estimated index matrix at 99.5" percentile J

Assumptions :

The assumptions underpinning the re-estimated matrix are identical (same group of banks, same
models and portfolios; one year modelling horizon, 100% loss given default, 100% usage given
default) to those underlying the original index but for the loss percentile, which has been increased
from 99" t0 99.5".

Main findings :

The re-estimated matrix is attached. Comparing the new matrix with the original one, the main
observations are as follows :

1. The benchmark capital increases from 2.5% to 3.45%, which is consistent with the models used
and the distributions underlying these models.

2. On average, the sensitivity of the index to maturity at lower default probabilities (higher credit
quality) is larger at 99" percentile than at 995" In contrast, the index variation for sub-investment
grade assets does not show tenor dependency.

These results confirm intuition. Credit risk capital numbers generally account for two distinct

phenomena :
-default, whose influence on the numbers is independent of maturity (an asset either defaults

within the models’ time frame or does not).
-downgrade and re-pricing at horizon, the impact of which is driven by maturity.

For low quality assets, the re-pricing component is dominated by the default element, which
explains the insensitivity of index moves, and indeed the index itself, to maturity.

For investment grade assets, moving to a higher percentile slightly tips the balance towards default
(a greater proportion of assets in the portfolio will default), rendering the capital numbers
relatively less maturity sensitive.
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