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1. Overview 
Market risk capital disclosures of BBVA Compass Bancshares, Inc. and its subsidiaries (the “Company”) 

contained in this report are required by Section 12 Market Risk Disclosures of Risk-Based Capital 

Guidelines: Market Risk published by the Federal Reserve on August 30, 2012 and its subsequent 

revisions and amendments (the “Market Risk Rule” or the “MRR”). 1 

The MRR defines market risk as the risk of loss on a position that could result from movements in 

market prices. It distinguishes two broad types of market risk: general and specific.  

General market risk is defined as the risk of loss that could result from broad market movements, such 

as changes in the general level of interest rates, credit spreads, equity prices, foreign exchange rates, or 

commodity prices (referred to as “market risk factors” or “risk factors”).  

Specific risk is the risk of loss on a position that could result from factors other than broad market 

movements and includes event risk, default risk, and idiosyncratic risk. In this instance, idiosyncratic 

risk means the risk of loss in the value of a position that arises from changes in risk factors unique to 

that position. 

The four most common market risk factors are the potential for changes in interest rates, foreign-

exchange rates, equity prices, and commodity prices. The market risk associated with both individual 

financial instruments and portfolios of instruments can be a function of one or a combination of several 

or all of these factors and, in many cases, can be significantly complex.  

Market risk is inherent in certain activities of the Company, although the risk levels historically have 

been low.  In the event of a significant market stress, market risk could have a material impact on the 

results the Company.   

Market risk of the Company originates principally from trading activities of the, Company’s broker-

dealer, money transfer unit and subsidiary bank.  

The trading and sales activities are divided into two major lines of business: 

 Interest Rates and Foreign Exchange (“FX”): The purpose of Interest Rates and FX 

activities is to provide customers with access to interest rate and FX markets for 

hedging purposes that allow them to reduce their exposure to fluctuations of interest 

rates and FX rates. Booked in the Company, trades with customers and reciprocal 

                                                           
1
 FEDERAL RESERVE SYSTEM 12 CFR Parts 208 and 225 [Regulations H and Y; Docket No. R–1401], Risk-

Based Capital Guidelines: Market Risk, Joint Final Rule, Federal Register /Vol. 77, No. 169 / August 30, 2012 
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trades with street counterparties include, but are not limited to, derivatives products 

such as interest rate swaps, caps and floors, FX forwards, swaps, and options and 

approved product structures that include combinations of these products.   

 

 Fixed Income: Conducted by the broker-dealer, this activity includes but is not limited 

to underwriting and secondary markets sales and trading activities in fixed income and 

equity securities.  

Market risk exposures may originate from other areas of the Company. Through participation in 

approval of new businesses and products, interaction with business areas and the ongoing monitoring 

of positions, the Market Risk Department (the “MRD”) identifies new activities, positions and risk 

factors that need to be added to risk monitoring processes. The MRD will review its control processes 

and limits on a regular basis, at least annually.  

2.  Risk Governance  
Market risk management is of vital importance to the Company, which is why criteria have been 

established to properly identify, assess, control and manage market risk in every trading operation.  

Consistent with industry best practices, the Board of Directors and executive management of the 

Company have established the MRD to assist with independent market risk oversight and ensure 

compliance with regulatory requirements. The MRD is under the direction of the Chief Risk Officer.   

Market risk management objectives include the following: 

1.  Limiting the absolute level of losses, consistent with the Enterprise Risk Management policies 
and the risk appetite approved by the Board of Directors.  

2.  Establishing a system of alerts and risk indicators that allow monitoring and decision making by 
lines of business, risk and senior management of the organization.  

3. Calculating the economic resources necessary to cover losses that could be generated due to 
trading activity, in compliance with requirements of the MRR and internal policies of the 
Company.  

The Company has the proper policies, governance model and control tools in place to achieve these 

objectives. These policies assign responsibilities to both the MRD and lines of business from which the 

market risk originates. The quality of their work is monitored on an ongoing and regular basis by the 

Internal Control and Internal Audit areas. The quality of models employed by the MRD is independently 

reviewed periodically by the Model Risk Management unit. There has not been a significant change to 

the models used in the last twelve months.  
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3. Risk-based Capital Guidelines: Market Risk 
The Company performs its calculation of risk-based capital according to the guidelines provided in the 

MRR.  In addition to trading assets and liabilities, other positions currently covered under the MRR 

include the FX exposure in all applicable areas of the Company. 

The Company currently calculates daily its Value at Risk-based measure of the general market risk of its 

covered positions (“VaR”). The internal models used to calculate the VaR include risk factors sufficient 

to measure the market risk inherent in all covered positions. The Stressed VaR (“SVaR”) based measure 

is calculated using the same risk model but with inputs calibrated to historical data from a continuous 

12-month period of significant financial stress appropriate to the current portfolios. The entity 

calculates the Specific market risk using the Standardized Measurement Method, provided in the MRR.   

Therefore, the Market Risk Capital Charge calculation currently includes VaR, SVaR and Specific risk 

measures and does not include Incremental risk, Comprehensive risk or De Minimis exposures (defined 

in the MRR), as these do not apply to current positions.  

The table below shows the total market risk capital charge and Risk-Weighted Assets by component 

type under the MRR. 

 

              

 

3.1 Covered Positions 
The Market Risk Rule generally defines covered positions as trading assets or trading 

liabilities (whether on- or off-balance sheet). Certain FX and commodity positions, 

regardless of whether those positions meet the criteria for trading book positions, are also 

categorized as covered positions. 
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Currently, the Company includes as covered positions for purposes of its market risk capital 

calculation trading assets and liabilities and FX exposures found in all other areas of the 

Company. The Covered Position Working Group is a management body responsible for 

monitoring the scope of the capital calculation through identification of new trading 

positions, correlated trading positions and covered positions in all units of the Company.  

 

3.2 VaR and SVaR Models 
The Company uses industry-standard analytical models and tools for quantifying the 

market risk in trading areas. The primary market risk metric used is VaR.  

VaR is an estimate of the maximum amount that the value of a position or portfolio could 

decline due to market price or rate movements during a fixed holding period within a stated 

confidence interval.  

For market risk, the Company uses a 1-day holding, multi-factor, non-parametric Historical 

Simulation VaR at a one-tailed 99th confidence interval.  

The VaR model used by the Company is independently validated at least annually by Model 

Validation department.  

In addition to the daily VaR measure, the Company calculates SVaR according to the 

methodology described in the MRR. The MRD calculates the SVaR for the trading portfolio 

and covered positions using the same model used to calculate the daily VaR. For the 

calculation of SVaR, the same confidence interval and holding period as described above 

are used, but with model inputs calibrated to historical data taken from a selected period of 

significant financial stress. A consecutive 12-month historical period is selected for the 

SVaR, representing the highest historical continuous financial stress period appropriate to 

the current portfolio of the Company.  

 

 

 

1 Day VaR by Risk Factor Quarter Figures Ended December 31, 2017

As of December 31, 2017 Max Min Mean

Total Portfolio SVaR 654,487.31$                           880,083.77$              388,645.98$ 613,981.03$              

Total Portfolio VaR 233,821.07$                           346,246.12$              85,709.10$    166,631.41$              

Foreign Exchange VaR 246,610.48$                           270,330.90$              27,978.09$    104,065.50$              

Interest Rate VaR 90,147.98$                             231,281.06$              67,778.84$    118,872.56$              

Spread Risk 15,920.17$                             81,488.62$                2,685.21$      39,133.61$                

Equity Risk -$                                          -$                             -$                -$                             
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4. Stress Testing 
Stress testing is an important complement to the VaR calculation as it can help identify potentially 

extreme events that could cause large losses in the Company’s positions that might otherwise be 

missed using a purely statistical approach. It alerts managers to unexpected adverse outcomes related 

to a variety of risks and provides an indication of how much capital might be needed to absorb losses 

should such an extreme event occur. Stress testing also allows management to analyze and anticipate 

potential risk concentrations and market liquidity issues under stressed conditions.    

In addition to the SVaR described above, the MRD calculates several historical and ad hoc stress 

scenarios tailored to the market risk profile (in terms of factors and maturities) of each legal entity. 

5. Backtesting 
Backtesting is the comparison of internal estimates with actual outcomes during a sample period not 

used in model development. Backtesting provides an evaluation of conceptual soundness of internal 

models used by the risk area. 

The MRD performs regular backtesting of the VaR model to confirm its conceptual soundness. 

Backtesting enables the Company to identify instances where the VaR model underestimates the 

actual P&L movements. The validation of the VaR measurement system is performed by comparing the 

ex ante risk estimates provided daily by the VaR model with actual (ex post) profit and loss results to 

determine whether resulting risk levels were consistent with the results obtained.  

The backtesting results are reported to and reviewed by senior management, Internal Audit, and 

external auditors. 

During the fourth quarter of 2017, there were no backtesting exceptions for the portfolio of the 

Company.  

6. Disclosure Attestation 
The Board of Directors and Senior Management are responsible for establishing an effective internal 

control structure over financial reporting, including disclosures required by the MRR. This disclosure is 

submitted in conjunction with the quarterly Form 10-Q and annual Form 10-K filings. 

 

 

 

 


