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ANNEX  

 

1. The effective provisioning rate of the common provisioning fund shall be calculated 

taking into account the amount of expected and unexpected losses for each 

contributing instrument and the diversification ratio, which accounts for the 

correlation between the contributing instruments’ losses, as set out in the following 
formula:  

  

௧ܴܲܧ = ∑ ௜,௧ே௜ୀଵܮܧ + ௧ݔ ∗ ∑ ௜,௧ܮܷ ∗ ∑ே௜ୀଵܴܦ ௜,௧ே௜ୀଵܮܧ + ௧ݔ ∗ ∑ ௜,௧ே௜ୀଵܮܷ  

 

Where  ܴܲܧ௧ – the effective provisioning rate, expressed as a percentage of the amount of the 

resources foreseen for the payment of the guarantee calls for the year t, if the 

provisioning for contributing instruments were held and managed separately;  ܮܧ௜,௧ – the expected loss for the compartment i, for the year t, determined by the 

authorising services for the relevant compartment and representing the amount of 

resources that is necessary to meet expected guarantee calls for the year t; ܷܮ௜,௧ – the unexpected loss for the compartment i, for the year t, determined by the 

authorising services for the relevant compartment and representing the volatility 

(standard deviation) of the expected loss for the compartment;  ݅, ݆ – the compartment 1,ܰ ; ݐ – the year 1, ܶ, where ܶ represents the total lifetime of the relevant compartment;  ݔ௧ – the adjustment coefficient, expressed as percentage of ܷܮ௜,௧ for the year t, 

reflecting the margin necessary to cover the short term volatility of the loss estimates, 

providing additional protection against insufficient liquidity;  ߩ௜,௝ – the correlation matrix between the individual compartments’ losses over the 
lifetime of the contributing instruments;  ܴܦ – the diversification ratio, reflecting the difference between the sum of the lifetime 

unexpected losses of all the contributing instruments in the denominator and the 

lifetime joint unexpected losses for all the compartments, calculated as follows: 

ܴܦ = ට∑ ∑ ௜,௝ே௝ୀଵே௜ୀଵߩ்,௝ܮ்ܷ,௜ܮܷ ∑ ௜,்ே௜ୀଵܮܷ  
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2. The diversification ratio shall be calculated by the financial manager for the year t, 

based on the inputs from the authorising services and correlation matrix estimates.  

3. The correlation matrix between the compartments shall be determined by the 

financial manager, using historical data when available, proxies for the 

compartments using publicly available data (such as bond, equity indices) that 

represent the geographic or sectoral coverage for the respective compartments. The 

correlation matrix may be adjusted by the financial manager to take into the account 

market conditions and other relevant factors.  
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