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1: Prudent Valuation
Overview
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present
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Risk measures
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Price distribution
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Capital

See A. Meucci, “P versus Q: Differences and Commonalities between the Two Areas of Quantitative Finance”, 
GARP Risk Professional, pp. 47-50, February 2011, http://ssrn.com/abstract=1717163
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1: Prudent Valuation
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1: Prudent Valuation
History [2/2]
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1: Prudent Valuation
Key regulatory concepts
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1: Prudent Valuation
AVAs [1/2]

Core approach
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1: Prudent Valuation
AVAs [2/2]

Relationships between AVA MoRi and AVA MPU, AVA CoC, fair value, fair value adj.

AVA = 0.5xMPU + 0.5xCoCo + 0.5xMoRi
Prudent Value = Fair Value Adj. + AVAFair value 

(mean)
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1: Prudent Valuation
Scope of application
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1: Prudent valuation
EBA Quantitative Impact Exercise Nov. 2013

 The EBA conducted a QIS to estimate the total impact of the requirements of the RTS
including 59 banks across 15 jurisdictions, with the following results.

 Small banks: < EUR 15 billion
 Medium banks: between EUR 15 

bln and EUR 100 bln
 Large banks: > EUR 100 billion

Average 

227 €mln 

per bank
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1: Prudent Valuation
Simplified vs core approaches

FV under prudent valuation scope = FV asset & liabilities – FV under prudential filters
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1: Prudent valuation
Hot topics

 The CRR is in place since 1st Jan. 2014, and EBA RTS are in the final phase of
approval, so prudent valuation is mandatory.

 The practical application of the EBA RTS requires a lot of expert judgment, in
particular to achieve the required 90% level of certainty in the prudent value.

 P&L variance test for AVA market price uncertainty and close out costs is rather
difficult and controversial.

 AVA Investing & Funding cost is FVA, so banks still not accounting FVA in their
balance sheets must account the full FVA in the prudent valuation, with the benefit of
the diversification factor 0.5. Banks already accounting FVA must calculate a prudent
FVA, e.g. stressing the funding curve.

 New regulation and lack of standard market practices allows for widely different
applications of the same rules across different institutions. It is reasonable to expect
follow ups from Regulators.
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 Il tema del FVA è da tempo oggetto di dibattito all’interno della comunità finanziaria (cfr. ad es. ref. [1] - [11]). 

La presenza di diversi possibili approcci metodologici e l’assenza di uno standard di mercato universalmente 

accettato si è tradotta in comportamenti e scelte molto differenti da parte degli operatori del mercato. 

 A partire dalla fine del 2011 molte banche hanno iniziato a riportare la voce FVA a conto economico, come 

aggiustamento del fair value, registrando le corrispondenti perdite, fra cui spicca quella da 1.5 mld USD di JP 

Morgan  (ref. [8] - [10]). 

 Altre istituzioni, invece, sulla base dei limiti evidenziati da questo approccio, non hanno riconosciuto a conto 

economico tali valori.

1: Prudent valuation
Focus Funding Valuation Adjustment (FVA)
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2: Commissione Rischi di Mercato
Position paper

Il Position Paper contiene una serie di 

linee guida, regole e casi di studio che costituiscono, nel loro 

insieme, una base di partenza per la creazione di una pratica di mercato per la Prudent 

Valuation.
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2: Commissione Rischi di Mercato
Stato avanzamento lavori

Termine dei lavori: dicembre 2015.
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Conclusions

Questions & Answers
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