Annex 8 

to the Regulations No. 60 

of the Financial and Capital Market Commission 

of 2 May 2007  
Calculation of Capital Requirements for Options under the Delta–plus Method

1. Under the Delta–plus Method an institution shall include options in the calculation of the position in the underlying asset as a delta equivalent when determining capital requirements for foreign exchange, position and commodities risks and simultaneously calculates capital requirements for gamma and vega risks of options whose amount shall be determined in accordance with gamma ratio and vega ratio. Gamma ratio shows the expected level of changes in delta ratio depending on the changes in the market price of the underlying asset. Vega ratio shows the expected price sensitivity of an option where the volatility of the underlying asset price, profitability, yield, and other similar factor changes.

2. Capital requirements for gamma risk shall be calculated for each option as 50% of the amount of the absolute value of gamma ratio multiplied with the changes in the market price of the underlying asset to the second power.

3. The changes in the market price of the underlying asset shall be determined as follows:

3.1. for interest rate options whose underlying asset is debt securities, it shall be determined by multiplying the market price of the respective debt securities with the corresponding weighting as indicated in Table 3 of the Regulations in the column "Weighting (%)";

3.2. for other interest rate options, it shall be determined by multiplying the notional basic value of the contract with the corresponding assumed changes in the interest rates as indicated in Table 3 of the Regulations in the column "Assumed interest rate change (%)";

3.3. for equity securities, share indices, foreign exchange and gold options, it shall be determined by multiplying the market price of the underlying asset with the ratio of 0,08;

3.4. for commodities options, it shall be determined by multiplying the market price of the underlying asset with the ratio of 0,15.

4. Capital requirements for gamma risk shall be calculated as a sum of the capital requirements calculated under the provisions of Paragraph 2 of this Annex.

5. Capital requirements for vega risk shall be calculated for each option as the amount of the vega ratio multiplied with the volatility of the market price of the underlying asset and with the ratio of 0,25. Capital requirements for vega risk shall be calculated as a sum of capital requirements for separate options.
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Calculation of Capital Requirements for Options under the Simple Method

1. An institution shall be entitled to use the Simple Method for the calculation of capital requirements for options only where its trading book comprises only purchased options or identical purchased options have been concluded to hedge all sold options.

2. Where an institution does not have the respective instrument (securities, foreign exchange or commodities) or liabilities for the delivery of the respective instrument, but it has the purchased put or call option whose underlying asset is the respective instrument, capital requirements for the options in the trading book shall be calculated as the smaller of the following two indicators:

2.1. market value of the underlying asset of the option multiplied with the respective ratio in accordance with the conditions set out in Paragraph 4 of this Annex; 

2.2. market value of the option.

3. Where an institution has the respective instrument, the purchased option for its selling or the institution has liabilities to supply the respective instrument and it has the purchased option for its buying, capital requirements for the options included in the trading book shall be calculated as the difference between the market value of the underlying asset of the option that is multiplied with the corresponding ratio in accordance with the conditions of Paragraph 4 of this Annex and the potential gains of the option.

4. Depending on the type of the underlying asset of the option, the market value of the underlying asset shall be multiplied with the following ratio:

4.1. for debt securities options, with the ratio that is equal with the sum of the ratio that shows the amount of capital requirements for the specific risk of debt securities determined in accordance with Paragraph 195 of the Regulations and of the ratio of 0,08;

4.2. for interest rate and interest index options, with the ratio of 0,08;

4.3. for equity securities options, with the ratio that is equal with the sum of the ratio that shows the amount of capital requirements for the specific risk of equity securities determined in accordance with Paragraph 203 of the Regulations and of the ratio of 0,08;

4.4. for share index options, with the ratio of 0,08;

4.5. for foreign exchange options, with the ratio of 0,08;

4.6. for commodities options, with the ratio of 0,15.

5. The purchased put option has potential gain where price of the underlying asset of the option is above the current market price of that asset (for options whose residual maturity is up to six months) or the future price (for options whose residual maturity is more than six months). The difference between the price of the underlying asset of the option and its current market price or future price that is multiplied with the number of units of the underlying asset shall be the potential gain of the purchased put option.

6. The purchased call option has potential gain where price of the underlying asset of the option is below the current market price of that asset (for options whose residual maturity is up to six months) or the future price (for options whose residual maturity is more than six months). The difference between the current market price or the future price of the underlying asset of the option and the price of the underlying asset of the option that is multiplied with the number of units of the underlying asset shall be the potential gain of the purchase call option.

7. Where an institution does not have reliable information about the price of the underlying asset of the options referred to in Paragraph 3 of this Annex whose residual maturity is more than six months, capital requirements for such options shall be calculated assuming that the potential gain of an option is zero.
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Conditions for the Calculation of Capital Requirements for the Specific Risk and for the General Risk of the Derivative Instruments that are Subject to Position Risk

	No.
	Types of derivative instruments
	Capital require–ment for specific risk 
	Capital requirement for general risk

	1

1.1

1.2

1.3

1.4

1.5
	Future contracts with an obligation to buy or sell:

securities of central governments and central banks

debt securities of local governments (municipalities) 

debt securities of multilateral development banks
debt securities of entities

interest rate indices (e. g., LIBOR)
	no

yes

yes

yes

no
	yes for all future contracts referred to in Paragraph 1 of this Annex; a combination of both long and short positions shall be included

	2

2.1

2.2

2.3

2.4

2.5
	Future contracts with an obligation to buy or sell:

securities of central governments and central banks

debt securities of local governments (municipalities) 

debt securities of multilateral development banks
debt securities of entities
interest rate indices (e. g., LIBOR)
	no

yes

yes

yes

no
	yes for all future contracts referred to in Paragraph 2 of this Annex; a combination of both long and short positions shall be included

	3
	Interest rate forwards and swaps
	no
	yes, a combination of both long and short positions shall be included 

	4
	Foreign exchange forwards 
	no
	yes, one position in each currency

	5

5.1

5.2

5.3

5.4

5.5

5.6
	Options whose underlying assets are:

securities of central governments and central  banks

debt securities of local governments (municipalities) 

debt securities of multilateral development banks
debt securities of entities
interest rate indices 

interest rate forwards and swaps
	no

yes

yes

yes

no

no
	yes for all options referred to in Paragraph 5 of the Annex; under the Delta–plus Method (see Annex 8) or the Simple Method (see Annex 9)

 (sk. 4. pielikumu)     un vienkāršo metodi (sk. 5. pielikumu)
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Minimum Ratings by International Rating Agencies that Correspond to the Investment Grade

	No.


	Rating agency 
	Minimum rating

	
	
	for long–term liabilities
	for short–term liabilities

	1.
	Moody(s Investors Service
	Baa3
	P3

	2.
	Standard & Poor's Corporation 
	BBB–
	A3

	3.
	FitchRatings
	BBB–
	F–3

	4.
	Thomson BankWatch
	BBB–
	A3

	5.
	Canadian Bond Rating Service
	B++ or below
	A–3

	6.
	Dominion Bond Rating Service
	BBB or below
	R–2

	7.
	Japan Credit Rating Agency, Ltd
	BBB–
	J–2

	8.
	Nippon Investor Services
	BBB–
	a–3

	9.
	The Japan Bond Research Institute
	BBB–
	A–2
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Indices of Highly Liquid Shares

	No.
	Country
	Index

	1.
	United States of America
	S&P 500

	2.
	Commonwealth of Australia
	All Ords

	3.
	Republic of Austria
	ATX

	4.
	Kingdom of Belgium
	BEL 20

	5.
	French Republic
	CAC40

	6.
	Japan
	Nikkei 225

	7.
	Canada
	TSE 35

	8.
	United Kingdom of Great Britain and Northern Ireland
	FTSE 100

	9.
	Kingdom of the Netherlands
	EOE25

	10.
	Kingdom of Spain 
	IBEX35

	11.
	Swiss Confederation
	SMI

	12.
	Federal Republic of Germany
	DAX

	13.
	Kingdom of Sweden
	OMX
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