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A fresh look at the Nordic FRTB 
implementation effort

Deloitte recently conducted a Nordic 
survey on the Fundamental Review 
of the Trading Book (FRTB). The 
purpose of the survey was to provide 
participants with insight into overall 
industry progress and the pain points 
experienced by others during the 
lead up to the final implementation 
date. It should be noted that the 
survey responses were based on the 
2016 Basel Committee on Banking 
Supervision’s (BCBS) FRTB rules, and not 
the final FRTB rules published by the 
BCBS in 2019. 

Background
The BCBS committee published the final rules for the FRTB 
detailing the minimum capital requirements for market risk 
in January 2019. This long-awaited update to the FRTB rules 
originally published in January 2016 incorporates most of the 
changes suggested in the March 2018 consultative paper and 
in various FAQs. It takes on board further points raised by the 
industry and identified through attempts to implement the 
rules, for example for Quantitative Impact Studies. However, 
in doing so it remains faithful to the original objectives of the 
FRTB, i.e.:

 •  A clearly defined boundary between the banking book and the 
trading book

 • A revised Internal Models Approach (IMA) that takes into 
account some of the failings exposed by the crisis and some 
of the criticisms of the subsequent Basel 2.5 revisions (e.g. by 
accounting for illiquidity and by placing restrictions on banks’ 
use of data and ability to diversify risk factors without sufficient 
historical justification)

 • A more risk sensitive Standardised Approach (SA) that 
serves as a fall-back for Internal Models and less supervisory 
discretion (i.e. automated tests) to determine what is eligible 
for SA vs. IMA.
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Survey results

In this report, we highlight some key 
insights from the Nordic survey. 

The survey addressed all major areas of FRTB and was grouped 
into ten sections with approximately 50 questions, covering the 
themes listed below:

1. General

2. Standardised Approach 

3. Internal Models Approach

4. Non-Modellable Risk Factors (NMRFs)

5. Model Performance

6. Regulatory Boundary and Internal Risk Transfers (IRTs)

7. Stress Testing and Economic Capital

8. Overall Capital Impact

9. Business Strategy

10. CVA Capital Charge
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When asked what the most 
pressing challenges were with 
regards to implementation of 
FRTB, banks were most likely to 
select delays or uncertainty from 
the Regulator or infrastructure 
upgrades.

Obtaining regulatory approval, 
calculating cost benefit of SA 
vs IMA and funding due to 
extended timelines are seen as 
the least challenging areas.

In relation to banks’ strategic 
system solution for FRTB, most 
participants plan to either use 
an in-house model, or the same 
vendor system for Front Office 
(FO) and Market Risk.

What do you consider to be the main challenges
that you will face to deliver FRTB?

What will your strategic system solution for FRTB be? 

What is the estimated completion of your strategic SA implementation?

What is the estimated completion of your strategic IMA implementation? 

What percentage of your current population of risk factors estimate
are non-modellable under the current FRTB rules? 

How much progress have you made in defining and documenting risk
factors, their bucketing, and data source lineage under FRTB? 

Which of the following items would be the most
challenging to implement?

 What is the expected change in capital charge per trading desk?

Do you expect changes to your current desk structure (other than those
driven by IRT rules and the new regulatory boundary) under FRTB? 
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Most survey participants have focused their efforts on the 
calculations related to the Standardised Approach (up to Q4 
of 2018), while planning to pursue the strategic areas of FRTB 
from 2019 onwards. This is expected and originates from the 
extension of the FRTB deadline as well as the fact that the final 
FRTB rules were only available early in 2019. 

As it stands, most participating banks 
are in the early stages of their SA 
implementation and testing. The most 
common implementation challenge in 
this area is the sourcing & preparation 
of clean and consistent static data for 
bucketing purposes. 

From the responses, it is also clear that not all participants have 
performed quantitative exercises to measure the change in the 
capital requirements. 

Most participants have initiated their IMA programs although 
they are in the early stages of implementation and testing.

About 60% of participants indicated that 
they are still considering whether they 
will apply for IMA approval, while others 
will definitely apply.

Some of the questions in this section had a low response rate 
indicating a low level of general maturity.

What do you consider to be the main challenges
that you will face to deliver FRTB?

What will your strategic system solution for FRTB be? 

What is the estimated completion of your strategic SA implementation?

What is the estimated completion of your strategic IMA implementation? 

What percentage of your current population of risk factors estimate
are non-modellable under the current FRTB rules? 

How much progress have you made in defining and documenting risk
factors, their bucketing, and data source lineage under FRTB? 

Which of the following items would be the most
challenging to implement?

 What is the expected change in capital charge per trading desk?

Do you expect changes to your current desk structure (other than those
driven by IRT rules and the new regulatory boundary) under FRTB? 
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What do you consider to be the main challenges
that you will face to deliver FRTB?

What will your strategic system solution for FRTB be? 

What is the estimated completion of your strategic SA implementation?

What is the estimated completion of your strategic IMA implementation? 

What percentage of your current population of risk factors estimate
are non-modellable under the current FRTB rules? 

How much progress have you made in defining and documenting risk
factors, their bucketing, and data source lineage under FRTB? 

Which of the following items would be the most
challenging to implement?

 What is the expected change in capital charge per trading desk?

Do you expect changes to your current desk structure (other than those
driven by IRT rules and the new regulatory boundary) under FRTB? 
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Under the 2016 FRTB rules, most 
participants believe that up to 40% 
of their risk factors (RFs) are non-
modellable, and that the modellability 
requirement of RFs under FRTB would 
have a significant part to play in their 
decision-making around new desk 
structures.

Most participating banks consider there to be a significant 
benefit to perform an exercise to determine ways in which the 
number of Modellable Risk Factors (MRFs) can be maximized.

75% of participating banks have 
made some progress in defining 
and documenting risk factors, their 
bucketing and the data source lineage 
under FRTB although the extent of the 
progress made varies.

The capital reductions stemming from the latest revisions of the 
NMRF rules will be welcomed. While it is difficult to estimate the 
overall impact, it will be highly significant and, for many banks, 
will likely restore the capital benefit of using IMA that many 
observed was missing in the rules as they previously stood. 
However, the implementation challenges remain. 

There is a huge capital incentive to increase the number of MRFs. 
Banks need to get a more accurate view of how many RFs will 
be modellable or non-modellable, and use this information as a 
catalyst to develop solutions, or a combination of solutions, to 
achieve higher modellability. This can be in the form of exercises 
to determine ways in which the number of MRFs can be 
maximized i.e. banks should increase their focus to decompose 

What do you consider to be the main challenges
that you will face to deliver FRTB?

What will your strategic system solution for FRTB be? 

What is the estimated completion of your strategic SA implementation?

What is the estimated completion of your strategic IMA implementation? 

What percentage of your current population of risk factors estimate
are non-modellable under the current FRTB rules? 

How much progress have you made in defining and documenting risk
factors, their bucketing, and data source lineage under FRTB? 

Which of the following items would be the most
challenging to implement?

 What is the expected change in capital charge per trading desk?

Do you expect changes to your current desk structure (other than those
driven by IRT rules and the new regulatory boundary) under FRTB? 
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RFs into major MRFs plus basis RFs, which are likely to be NMRFs. 
Another solution can be in the form of data pooling whereby 
grouped data from various sources can be used to pass the RF 
eligibility test (RFET). 
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Although there are a number of 
challenges with regard to the Regulatory 
Boundary & Internal Risk Transfer 
(IRT), the most challenging items to 
implement seem to be the process 
for obtaining senior management and 
supervisory approval of risk transfers. 

As expected, the most common risk type amongst participating 
banks currently being shifted from the banking book to the 
trading book via IRTs is interest rate risk.

Some of the questions in this section had a low response rate, 
indicating a low level of maturity and a high level of uncertainty 
around the overall capital impact.

As indicated earlier, the survey was 
based on the 2016 FRTB rules and the 
expected change in capital charge per 
trading desk under the final rules could 
look different.

The most common contributing factor for the significant increase 
in a bank’s overall capital charge was the Default Risk Charge 
(DRC) for credit and equity, followed by delta and vega charges 
for desks on SA. Some banks indicated that NMRFs will lead to 
significant increase in capital.

What do you consider to be the main challenges
that you will face to deliver FRTB?

What will your strategic system solution for FRTB be? 

What is the estimated completion of your strategic SA implementation?

What is the estimated completion of your strategic IMA implementation? 

What percentage of your current population of risk factors estimate
are non-modellable under the current FRTB rules? 

How much progress have you made in defining and documenting risk
factors, their bucketing, and data source lineage under FRTB? 

Which of the following items would be the most
challenging to implement?

 What is the expected change in capital charge per trading desk?

Do you expect changes to your current desk structure (other than those
driven by IRT rules and the new regulatory boundary) under FRTB? 
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What do you consider to be the main challenges
that you will face to deliver FRTB?

What will your strategic system solution for FRTB be? 

What is the estimated completion of your strategic SA implementation?

What is the estimated completion of your strategic IMA implementation? 

What percentage of your current population of risk factors estimate
are non-modellable under the current FRTB rules? 

How much progress have you made in defining and documenting risk
factors, their bucketing, and data source lineage under FRTB? 

Which of the following items would be the most
challenging to implement?

 What is the expected change in capital charge per trading desk?

Do you expect changes to your current desk structure (other than those
driven by IRT rules and the new regulatory boundary) under FRTB? 
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What do you consider to be the main challenges
that you will face to deliver FRTB?

What will your strategic system solution for FRTB be? 

What is the estimated completion of your strategic SA implementation?

What is the estimated completion of your strategic IMA implementation? 

What percentage of your current population of risk factors estimate
are non-modellable under the current FRTB rules? 

How much progress have you made in defining and documenting risk
factors, their bucketing, and data source lineage under FRTB? 

Which of the following items would be the most
challenging to implement?

 What is the expected change in capital charge per trading desk?

Do you expect changes to your current desk structure (other than those
driven by IRT rules and the new regulatory boundary) under FRTB? 
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There are varying views on the future 
business strategy of banks, and the 
products that they will offer their clients. 
In general, the majority of banks expect 
minor changes to desk structures.

The top-3 considerations as deemed by participating banks in 
amending their desk structures are: 

• Capital optimisation
•   Shutting down desks or portfolios that 
 will no longer generate acceptable risk adjusted returns
• Better alignment to the business strategy
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It is useful to consider the survey results in light of the 
final FRTB rules:

 • In the EU, the FRTB was not introduced as a binding capital 
requirement through the second CRR (CCR2), but will be a 
mandatory reporting requirement from 2021. Under the CRR2 
text, banks would be expected to begin reporting revised 
FRTB market risk weights based fully on the new SA one year 
after the adoption of the Delegated Act (potentially as early as 
January 2021, a full year ahead of the BCBS implementation 
target). Banks wishing to obtain IMA approval under the new 
reporting regime for certain trading desks could still seek to do 
so and could begin using these models three years after the 
adoption of the Delegated Act (i.e. in 2023). During this time, 
binding capital requirements for market risk would continue 
to be based on the existing CRR rules, so any reduction in 
risk weights resulting from newly approved CRR2 IMA models 
would not bring a capital benefit for the duration of the 
reporting requirement.

 • Banks will be pleased with the revised SA. The problem points 
from the 2016 rules are largely gone, and the capital number 
will likely be reasonable. However, it will still represent a 
significant increase over Basel 2.5 IMA for large banks present 
in each asset class and with significant optionality. The sourcing 
& preparation of clean and consistent static data for bucketing 
purposes will remain a challenge for the SA, but the changes 
should not have a massive impact on banks’ implementation 
efforts.

 • The percentage of NMRFs is likely to decrease significantly 
under the new rules, but the implementation challenges 
remain, and it is still imperative to do a proper RF 
decomposition exercise. 

 • The key challenges highlighted by participants will remain 
the same, with the EU still to include the full set of FRTB rules 
into the CRR after which Regulators in the respective Nordic 
countries will have to publish their final implementation 
standards. Efforts to finalise infrastructure upgrades will 
continue with new vigour, and is expected to remain a key 
challenge. Banks should seize the opportunity to make 
strategic use of the extra time they will likely have before 
binding capital requirements come into force. Aligning many 
of the risk and data infrastructure upgrades that the FRTB 
requires with a much clearer understanding of the stages in 
which the FRTB will be rolled out could allow banks to pursue 
implementation in a way that supports their broader strategic 
regulatory and business objectives. This may include the 
opportunity to leverage FRTB implementation to align Risk and 
Finance functions more closely, to monitor market risk better 
on a daily and intra-day basis, as well as to enhance operational 
efficiencies throughout the traded risk process.

Key takeaways from the Nordic survey:

 • Participants included mainly Tier 1 banks from Denmark, Finland, Norway and Sweden.

 • The responses in some of the sections of the survey indicate a degree of immaturity in the implementation of some areas 
e.g. overall capital impact, details of the IMA and the CVA capital charge.

 • Most participants focused their efforts on their SA implementations up to the end of 2018, while planning to pursue IMA 
and other strategic areas of FRTB from 2019 onwards.

 • The most common challenge that participants face relates to delays and uncertainty from Regulators and Supervisory 
Authorities, followed by infrastructure upgrades.

 • At this stage, there is still a high degree of uncertainty around the overall capital impact of the final FRTB rules, although it 
is expected to be significant.
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A fresh look at FRTB implementation going forward:
The BCBS’s FRTB guidance touches many areas of internationally 
active banks. Implementation of the guidance requires not only 
an understanding of the immediate impacts, but also insight 
into potential long-range challenges, including capital impact, 
optimisation and business strategy, P&L attribution and NMRFs, 
IT implementation and target operating models. To address 
these challenges, banks have looked to Deloitte’s FRTB front-to-
back advisory services over the past four years for a refreshing 
approach to FRTB implementation. Key features of our approach 
include:

 • Front-office advisory: An in-depth capital impact assessment 
focused on generating strategic insights and understanding. 
Leveraging Deloitte’s proprietary attribution methodology, we 
can help transform quantitative impact study (QIS) data into 
usable information, review and prioritize the build, and provide 
strategic input into effective desk structure, capital mitigation 
and hedging strategies, and benchmarking assumptions 
against peers. We can also assist with trading book boundary 
implementation, booking models for internal risk transfers, and 
design of control and monitoring frameworks.

 • Methodology support and design solutioning: Highly 
experienced and specialized support for risk methodology and 
front-office quant functions, prototyping models, and tactical 
solutions. We can provide regulatory interpretation, peer 
benchmarking and front-to-back IT infrastructure solutioning, 
as well as advising on the building out of NRMF frameworks 
and assisting with profit-and-loss attribution (PLA) remediation.

 • Program support and defining the target operating model: 
Review of existing target operating model, FRTB process 
benchmarking and review of business requirements 
against the bank’s strategic objectives. We can develop 
recommendations for an end-to-end target-operating model 
that is FRTB compliant and focused on alleviating pain points 
for the business, including project management structuring 
and support, strategic planning, and gap assessments.
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