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Agenda

➢ The Development of a Simpler Regime for Small Firms

➢ PRA CP4/23 – Phase 1 Proposals

➢ Questions and Discussion
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Reducing the Regulatory Burden

➢ The basic aim of the PRA’s 

initiative is to mitigate the 

‘complexity problem’ that 

can arise for smaller banks 

and building societies

➢ The proposed changes are 

consistent with the 

government’s aim to deliver 

smart regulatory reform
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Simpler Regime for Small Firms
➢ CP 16/22 sets out the proposed criteria that small firms should meet in 

order to qualify for the simpler regime, which include:

Size of 

total 

assets 1

Assets 

located 

domestically

Small scale 

trading and 

foreign 

exchange 2

No 

commodities 

or commodity 

derivatives

No IRB 

approach 

to credit 

risk

No clearing, 

settlement 

or custody 

credit risk

No payment 

system 

operation

Satisfaction 

of parent and 

consolidation 

requirement

1. Average total assets of less than and £20bn and complying with the other items

2. The trading book business is less than £44m (assets) and is less than 5% of the firm’s total assets 

and foreign exchange positions do not exceed 3.5% of own funds or 2% of own funds on average

Note, the proposed Pillar 3 Remuneration disclosures (CP5/23) are subject to a similar set of criteria, but, in 

this case, satisfying a size threshold alone (average total assets of less than £4bn) will be sufficient to qualify 

for small firm arrangements
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Objectives of the Framework

Simplify prudential framework for small domestic 

banks and building societies (where there are 

little or no public policy benefits from compliance)

Reduce cost of 

understanding, 

interpreting and 

operationalising 

requirements
Reduce 

barriers to 

growth

Maintain 

resilience
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Simpler Regime for Small Firms

➢ The development of the new regime is to be split into two phases:

Phase 1

Phase 2

Non-capital related prudential 

measures (02/2023)

Capital related prudential 

measures (H1 2024)

➢ The approach has been designed to ensure that firms benefit as 

soon as possible from prudential simplification
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Phase 1 Proposals

➢ New liquidity requirements for the application of the Net Stable 

Funding Ratio 

➢ Revisions to the application of Pillar 2 liquidity add-ons

➢ A new, streamlined Internal Liquidity Adequacy Assessment 

Process (ILAAP) template

➢ The removal of certain liquidity reporting templates

➢ New Pillar 3 disclosure requirements for Simpler-regime firms

➢ Simplification of certain proportionality approaches (applicable 

in the PRA Rulebook)

1
2

3

4

5
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Application of the Net Stable Funding Ratio

➢ The PRA introduced the NSFR on 1 January 2022 to help to ensure 

that banks maintain a stable funding profile in relation to their assets

The NSFR is calculated as follows:

Available amount of stable funding

Required amount of stable funding

➢ Firms that qualify as ‘Small and Non-complex Institutions’ can apply a 

simplified version of the NSFR (sNSFR) calculation with a reduced 

number of data points

➢ In practice, this approach has not been commonly selected by smaller 

firms

1

> 100%
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Application of the Net Stable Funding Ratio 1

BCBS NSFR Factors  - Available Stable Funding

Retail and SME 

deposits are 

considered to be stable 

and an excellent long-

term source of funding
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Application of the Net Stable Funding Ratio

- PRA Proposal
Proposal

➢ Apply a new Retail Deposit Ratio 

(RDR) to Simpler-regime Firms

RDR (%)  = 

➢ Disapply NSFR to Simpler-regime 

firms if RDR condition met

➢ Otherwise apply the NSFR

➢ Remove the sNSFR from the 

liquidity part of the PRA rulebook

1

Conditions/Definitions

➢ 4 quarter moving average of the RDR 

must be greater than or equal to 50% 

for 4 consecutive quarters

➢ Total Retail Deposits = sum of 

liabilities to natural persons and 

SMEs (up to £880,000)

➢ Total Funding = Total Retail Deposits 

and wholesale funding

➢ A firm that has a 4 quarter moving 

average RDR of below 50% has 1 

year to implement NSFR. Transitional 

arrangements for new firms

Total Retail Deposits

Total Funding
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NSFR Proposal – Analysis and Discussion 

Points

➢ The PRA considers a 50% RDR a reasonable proxy for the point at 

which a firm’s funding structure switches from predominantly retail to 

predominantly wholesale (and exposure to funding stress increases)

➢ PRA has calculated that the proposals would reduce the number of 

data points reported by 758 as firms no longer required to submit C80, 

C81 and C84 (with associated cost savings)

➢ Cost of RDR calculation negligible as calculated from existing returns

Discussion Point:

✓ Why shouldn’t the same ‘proportionality’ logic be applied to firms that do not 

meet the conditions for the ‘Simpler-regime’, but have an RDR above 50%?

1
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Observation – NSFR Proposal 1

Extract from Draft Amendment to Supervisory Statement SS24/15

The ‘Stop-Start’ nature of the proposed rules may be 

problematic for firms that are close to the 50% RDR cut-off
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Pillar 2 Liquidity Add-ons

➢ Firms are required to undertake their own assessment of liquidity risks 

including Pillar 2 risks, and to take appropriate measures to manage 

these risks

➢ Where the PRA assesses that a firm is exposed to such risks, it may 

apply individual guidance and an ‘add-on’ to the Liquidity Coverage 

ratio, in the form of an additional HQLA requirement

➢ As Simpler-regime firms are limited in the breadth of their activities, the 

PRA proposes to disapply Pillar 2 liquidity guidance

2

Discussion Point:

✓ In practice, is the PRA making much of a concession with this proposed 

amendment?



14© 2023 BTRM/ Chris Westcott

ILAAP Document Template 3

➢ A new simplified ILAAP 

document template is 

proposed. Many of the 

characteristics of the 

SS24/15 template have been 

retained, but with:

➢ greater emphasis on stress-

testing

➢ removal of the quantitative 

assessment of Pillar 2 add-ons 

and aspects not relevant to 

Simpler-regime firms, such as 

discussion on NSFR, marketable 

asset risk, internalisation risk 

etc..

➢ increased guidance to make 

ILAAP preparation more cost 

effective
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ILAAP Template Document

➢ Adoption of the new template is not mandatory for Simplified regime 

firms

➢ The PRA would retain the ability to apply Pillar 2 guidance where 

warranted

3

Discussion Point:

✓ Will the revised template lead to a material reduction in the complexity and 

cost of producing the ILAAP document for Simplified-regime firms
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Liquidity Reporting

➢ The PRA collects Additional Liquidity Monitoring Metrics (ALMM) 

returns to augment the information provided on the LCR and NSFR

4

Metric Explanation Why it is Useful?

A contractual maturity 

ladder

Provides insight into the extent to which 

a bank relies on maturity transformation

Advanced warning of potential future liquidity 

stress

Concentration of 

funding by 

counterparty

The top 10 largest counterparties from 

which funding obtained exceeds a 

threshold of 1% of total liabilities

Identification of those sources of

wholesale and retail funding of such 

significance that their withdrawal could trigger 

liquidity problems

Concentration of 

funding by product 

type

the total amount of funding received 

from each product category when it 

exceeds a threshold of 1% of total 

liabilities

Identification of those sources of

wholesale and retail funding of such 

significance that their withdrawal could trigger 

liquidity problems

C66

C67

C68



17© 2023 BTRM/ Chris Westcott

Liquidity Reporting

Metric Explanation Why it is Useful?

Prices for various lengths 

of funding 

Average transaction volume and 

prices paid by institutions for funding 

with different maturities 

Advanced warning of deteriorating liquidity 

position. Peer Group comparison

Rollover of funding Volume of funds maturing and new 

funding obtained, on a daily basis 

over a monthly time horizon

Validation of behavioural assumptions. 

Advanced warning of deteriorating liquidity 

position. Peer Group comparison

Concentration of 

counterbalancing capacity 

by issuer/counterparty

The 10 largest holdings of assets or 

liquidity lines granted 

Potential borrowing capacity in a stress

4

C69

C70

C71
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Liquidity Reporting – Strong and Simple 

Framework Proposal (Simpler – Regime Firms)

C66 -
Contractual 

Maturity Ladder

C67 –
Concentration 

of Funding by 

Counterparty

C68 –
Concentration of 

Funding by 

Product Type

Additional Liquidity Monitoring Metrics (ALMM)

C69 –
Prices for 

Various 

Lengths of 

Funding

C70 –
Rollover of 

Funding

C71 -
Concentration of 

counterbalancing 

capacity

Implementation date: H2  2024

4
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Revised Reporting Framework for ALMM 

(Proposed) – Implementation H2 2024
All other Institutions currently 

required to submit ALMM

➢Continue to submit monthly 

reports

Simpler-Regime Firms

➢ Qualifying firms required 

to provide C68 report on 

all product types, not just 

those comprising more 

than 1% of liabilities

➢ Information could still be 

required by PRA but in a 

form available to the firm

➢ Small and Non-

Complex Institutions

➢ Firms meeting conditions 

set out in point 145 of 

Article 4 (1) of the CRR 

but not classified as  

Simpler-Regime Firms:

✓ 3-year transition from 

quarterly to monthly reporting

4
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Revised Reporting Framework for ALMM 

(Proposed) – Implementation H2 2024

➢ PRA has calculated that the proposals would reduce the number of 

data points reported by 4294

➢ In a related EBA exercise, it was estimated that the proposed 

simplification would reduce reporting costs by 2-3%

Discussion Points:

✓ Is it simpler to report all product types rather than those comprising greater 

than 1% of liabilities?

✓ Is the estimated 2-3% cost saving worth the upfront effort?

✓ Could ad-hoc PRA data requests (permitted under the proposals) wipe-out 

any cost savings?

4
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New Pillar 3 Disclosure Requirements for 

Simpler-regime Firms

➢ Public disclosures are an important component of a well-functioning 

financial system

➢ Regulation helps to ensure that disclosures amongst firms are 

consistent

➢ However, for disclosures to be beneficial and support the effective 

exercise of market discipline, they need to be focussed on information 

that is of value to investors and other market participants

➢ The PRA proposes to introduce disclosure requirements for simpler 

firms that recognise the lower capacity for these firms to cause 

significant financial disruption

5
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New Pillar 3 Disclosure Requirements for 

Simpler-regime Firms 5

Simpler-Regime Firms

No Listing

Small and Non-Complex 

Institutions (not 

Qualifying as a Simpler-

Regime Firm)

Simpler-Regime Firms

With a Listing

➢ Pillar 3 disclosure 

requirements to be 

removed

➢ No qualitative disclosure on 

the processes under which 

the regulatory metrics are 

measured and managed

➢ Quantitative disclosure on 

capital and core regulatory 

metrics required (UK KM1 

and UK OV1)

➢ If qualify for the ‘Other’ 

category for disclosure, the 

required number of 

templates would reduce 

from 88 to 7

➢ Existing CRR disclosures 

(Article 433b) removed

➢ Replaced with disclosure 

requirements applicable to 

‘Other Institutions’ per 

CRR Article 433c

➢ 3-year transition period 

proposed (from H2 2024)

➢ The required number of 

templates would reduce 

from 12 to 7
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➢ Qualitative disclosures removed as these are not being consulted by 

market participants

➢ Remuneration disclosures for Simpler-regime firms is the subject of a 

separate consultation

Discussion Points:

✓ In theory, reduced disclosure will allow senior executives of simpler firms to 

spend greater time on risk management activities, but could it mean that by 

not routinely reviewing/signing-off disclosures, they will have a lesser grip on 

the risks being run by their business?

✓ Overall, the proposals are clearly beneficial for simpler firms, but do they go 

far enough?

New Pillar 3 Disclosure Requirements for 

Simpler-regime Firms 5
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PRA Questions and Consultation Timetable

➢ The PRA has posed 5 questions to the industry:

➢ All responses must be submitted by 30 May 2023

Interesting 

question – the 

PRA is asking 

the industry to 

check its work!
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Any Questions?

If questions occur to you later, please feel free to contact me via the forum
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DISCLAIMER

The material in this presentation is based on information that we consider reliable, but we do not 

warrant that it is accurate or complete, and it should not be relied on as such. Opinions expressed 

are current opinions only. We are not soliciting any action based upon this material. Neither the 

authors, their employers, any operating arm of their employers nor any affiliated body can be held 

liable or responsible for any outcomes resulting from actions arising as a result of delivering this 

presentation. This presentation does not constitute investment advice nor should it be considered 

as such. 

The views expressed in this presentation represent those of Chris Westcott in his individual private 

capacity and should not be taken to be the views of any employer or any affiliated body, including  

University of Kent or WBS, or of Chris Westcott as an employee of any institution or affiliated body. 

Either he or his employers may or may not hold, or have recently held, a position in any security 

identified in this document.

This presentation is © BTRM/ Chris Westcott 2023. No part of this presentation may be copied, 

reproduced, distributed or stored in any form including electronically without express written 

permission in advance from the author.
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