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EXPLANATORY MEMORANDUM 

1. On 23 Apri I 1991 the Commission laid before the Counci I a proposal for 

a Directive on monitoring and controlling large exposures of credit 

institutions.1 The main purpose of the Directive is to lay down 

limits on the exposures which a credit institution may incur to a 

single counter-pa~ty (or group of connected counter-parties). 

2. The Economic and Social Committee issued its opinion on 

25 September 1991.2 Pari iament held a first reading and issued an 

opinion on 13 May 1992 on the basis of a report drawn up by the 

Committee on Legal Affairs and Citizens' Rights.3 In accordance with 

Article 149(3) of the Treaty and taking account of the two opinions 

delivered, the Commission is presenting an amended version of its 

proposal for a Directive. 

3. The Commission has incorporated several amendments proposed by 

Pari iament and the Economic and Social Committee. Several other 

amendments aimed at refining certain provisions and specifying their 

scope are also proposed. 

Comments on the principal amendments are given below. 

COM(91)68, OJ No C 123 of 9 May 1991, p. 18. 
2 OJ No C 339 of 31 December 1991, p·. 35. 
3 Not yet pub I ished in the OJ, 
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Recitals 

An eleventh recital has been included to give reasons for the provision 

specific to the Republic of Portugal in Article 6(10), while a fourteenth 

recital has been added concerning the treatment of market risks (see the 

comments below on Articles 1 and 8(3)). 

Article 1 

Following the amendments by Pari iament and the opinion of the Economic and 

Social Committee, the definitions of "exposures" at (h) and of "group of 

connected clients" at (m) have been clarified. In particular, the 

definition of "exposures" no longer includes activities exposed mainly to 

market risks. 

Commit tee, the 

In accordance with the opinion of the Economic and Social 

I imiting of large exposures in connection with these 

activities wi I I be covered by the forthcoming Directive on capital adequacy 

(see also comments on Article 8(3) below). 

Article 3 

In accordance with an amendment proposed by Pari iament and with the opinion 

of the Economic and Social Committee, the detai Is of the reporting method 

referred to in the first indent of paragraph 2 have been clarified. A new 

paragraph 3 allows alI or some of the reporting requirements to be waived 

in the case of certain exposures exempted from the I imits. Finally, a new 

paragraph 4 concerns the internal control measures to be taken by credit 

institutions. 

Article 4 

Paragraph 2 

In order to allow Member States greater flexibility, and in view of the 

smal I difference between the normal 25% I imit specified in paragraph 1 and 

the special 20% I imit for group exposures, the text has been supplemented 
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in such a way as to a I I ow Member 

procedures instead of the special 

course,: continue to app 1 y. 

Paragraph 6 

States to apply other measures or 

20% I im it. The 25% I im it w i I I, of 

Former paragraphs 6 and 7 have been merged. 

Paragraph 7 

In view of the opinions delivered to the Commission, provision has been 

made for new cases of exemption, essentially at (j), (m), (o), (p), (Q), 

(r) and (s). These are specific exemptions which are subject to various 

conditions and do not call into question the fundamental objectives of the 

Directive. 

Paragraphs 9. 10 and 12 

In accordance with an amendment proposed by Pari iament and with the op)nion 

of the Economic and Social Committee, the new paragraphs 9 and 10 are aimed 

at allowing Member States to apply reduced weight ings (and,· therefore, 

higher I imits) to exposures on other credit institutions with a maturity of 

over one year. The object of these provisions is to allow more ·flexibi I ity 

for Member States whose domestic interbank market is, for reasons relating 

to the actual structure of their banking system, organized in such a way as 

to include long-dated claims. 

The new paragraph 12 contains a clause for reviewing the system of 

interbank exposures. 

Paragraph 11 

This paragraph (which corresponds to paragraph 10 in the initial proposal) 

has been supplemented to take account of col lateral in the form of 

securities as provided for at (o) in paragraph 7. 
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Article 5(3) 

This paragraph has been amended slightly to bring it into I ine with the new 

Directive 92/20/EEC relating to the supervision of credit institutions on a 

consolidated basis. 

Article 6 

Paragraph 3 

The Commission has acted on a comment by .the Economic and Social Committee 

according to which app I i cat ion of the pena I ty consisting in I oss of the 

benefit of the transitional provisions in the event of an increase in an 

exposure was too automatic. While such increases are sti II prohibited in 

principle, the text has been amended in such a way as to allow the 

Member State to determine the penalty. This amendment is also in keeping 

with the spirit of an amendment proposed by Pari iament. 

Paragraph 4 

In accordance with the gist of Pari iament's amendments, the Commission has 

agreed to extend from five to eight years the transitional period for 

excessive exposures existing at the time of publication of the Directive. 

This eight-year period runs from 1 January 1994 (see Article 8(1)) and 

expires on 31 December 2001. 

Paragraph 5 

Also in accordance with the amendments proposed by Par I iament and in the 

I ight of the reactions received since the publication of the initial 

proposal, the Commission is amenable to making the transition to the 
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25% I imit more gradual by allowing Member States, on a special temporary 

and optional basis, to Jay down a 40% limit on large exposures for a 

five-year period beginning on 1 January 1994 (i.e. unti I 31 December 1998); 

under the same conditions, the special limit for group exposures could be 

30% (instead of 20%). 

Paragraph 6 

In its initi.al proposal, the Commission had already laid down i.n respect of 

the smallest credit institutions the principle of a further five-year 

adjustment period during which the 1 imit on large exposures could be fixed 

at 40%. The principle has been retained, and this five-year period is now 

added to that envisaged for all institutions in the new paragraph 5 <see 

preceding comment). It wi II therefore be possible for Member States to 

apply to th~ institutions concerned, which are also more broadly defined as 

being those with own funds not exceeding ECU 7 million, a 40% limit for 

ten years, followed by a three-year period in which to bring within the 

limits laid down in Article4 the excess exposures existing at the end of 

the ten-year period: 

Paragraphs 7 and 8 

For the same reasons as those given for the solutions opted for in 

paragraphs 5 and 6, these two new paragraphs provide for more flexible 

temporary arrangements for reporting risks. These ~mendment~ ~irror 

Pari lament's amendments. 

Paragraph 9 

This new paragraph introduces special temporary arrangements for treating 

mortgage loans and property leasing transactions, by analogy with 

Article 11(4) and (5) of Directive 89/647/EEC on the solvency ratio. 
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Paragraph 10 

This new paragraph concerns a temporary derogation of a specific nature. 

Article 8 

Paragraph 

Taking account of the time which has elapsed since it presented its initial 

proposal, the Commission has postponed unt i J January 1994 C instead of 

1 January 1993) the date for transposing the Directive into national law. 

Paragraph 3 

This new paragraph Jays down that, pending the adoption of Community 

provisions governing the monitoring of large exposures concerning 

activities which are principally subject to market risks (in principle,;·, 

the future directive on covering market risks with adequate own funds), 

Member States will treat such exposures according to national rules (see 

also comment on Article 1 above). 
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AMENDED PROPOSAL FOR A COUNCIL DIRECTIVE 

ON MONITORING AND CONTROLLING LARGE EXPOSURES 

OF CREDIT INSTITUTIONS 

THE COUNCIL OF THE EUROPEAN COMMUNITIES, 

Having regard to the Treaty establishing the European Economic Community, 

and in particular the first and third sentences of Article 57(2) thereof, 

Having regard to the proposa1 from the Commission<1>, 

In co-operation with the European Pari iament<2>, 

Having regard to the Opinion of the Economic and Soci~l Committee<~>. 

Whereas this Directive is consistent with the aims set out in the 

Commission's White Paper on completing the internal market<4>, 

Whereas the essential rules for monitoring should be.harmonized; whereas 

Member States should have the option ~f adopting more stringent provisions 

than those provided for by this Directive; 

Whereas this Directive has been the subject of consultation with the·· 

Banki.ng Advisory Committee, which· is responsible, under Article 6(4) of 

Council Directive 77/780/EEC of 12.December 1977 on the co-ordination of 

( 1) OJ No C .123, 9. 5. 1991 , p. 18. 
(2) Not yet pub I i shed. 
(3) OJ No C 339, 31.12.1991, p. 35. 
(4) COM(85) 310. 
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laws, regulations and administrative prov1s1ons relating to the taking-up 

and pursuit of the business of credit institutions(5), as last amended by 

Directive 89/646/EEc(6), for making suggestions to the Commission with a 

view to co-ordinating the coefficients applicable in the Member States; 

Whereas monitoring and control I ing the exposures of a credit institution is 

an integral part of its supervision; whereas an excessive concentration of 

exposures through a single client or group of connected clients may result 

in an unacceptable risk of loss; whereas such a situation may be deemed to 

be prejudicial to the solvency of a credit· institution; 

Whereas common guidelines for monitoring and control I ing exposures of 

credit institutions were introduced ini t ia II y by Commission 

Recommendation 87/62/EEc(7); whereas that instrument was chosen s i nee it 

permitted existing systems to be adjusted gradually and new systems to be 

establ lshed without causing dislocation to the banking system of the 

Community; whereas, with that first phase now over, it is necessary for a 

binding instrument to be adopted, applicable to alI Community credit 

institutions; 

Whereas the monitoring requirements throughout the Community should be 

equivalent as credit institutions in a unified banking market are engaged 

in direct competition with one another; whereas, to that end, the criteria 

applied for determining the concentration of exposures should be the 

subject of legally binding rules at Community level and cannot be left 

entirely to the discretion of the Member States; whereas the adoption of 

common rules wi II therefore best serve the interests of the Community, 

since it will prevent differences 'in competitive conditions, while at the 

same time strengthening the Community's banking system; 

(5) OJ No L 322, 17.12.1977, p. 30. 
(6) OJ No L 386, 30.12.1989, p. 1. 
(7) OJ No L 33, 4. 2.1987, p. 10. 
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Whereas, as regards the precise accounting technique to be used for 

assessing exposures, ~eferenc~ is made to the provisions of Council 

Directive 86/635/EEC of 8 December 1986 on the annual accounts and 

consolidated accounts of banks and other financial institutions<8>; 

Whereas counci 1 Directive 89/647/EEC of 18 December 1989 on a solvency 

ratio for credit institutions<9> contains a I ist of credit risks whi6h ~ay 
' be incurred by credit institutions; whereas it is therefore justified to 

refer to that list in the definition of exposure for the purposes of this 

Directive; whereas it is not, howev~r. appropriate to refer on principle, 

to the weightings or degrees of risk set out by Directive 89/647/EEC; 

whereas those weightings and de~rees of risk have been devised in order to 

set up a general solvency requirement to cover the credit risk of credit 

institutions; whereas, i'n the, framework of regulating .large e·xposures, the 

purpose is to limit the maximum potential loss that'a credit institution 

may incur through a single ~~ ient or a group of connected 61)ents~ wherea~ 

it is therefore appropriate to adopt a prudent approach involving· taking 

account of the nominal value of exposures, without application of any 

weighting~ 6r degree of risk; 

Whereas, when a credit .institution has an exposure to its own parent 

undertaking or to other subsidi~ries of its ~arent undertaking, partitular 

prudence is ne·cessary; whereas the management of exposures incur red by 

credit institutions must be carried out in a fully autonomous manner, with 

respect to the principles of sound banking management, without regard to 

any other considerations beyond these principles; whe~eas the provisions of 

the Second Counci I ~irective 89/64~/EEC of 15 Decembet 1989 on the co-
... ,. 

ordination of laws, regulations and administrative provisions relating to 

the taking up and pursuit of the business of credit institutions, -and 

amending Directive 77/780/EEC, require that where the influence exercised 

by persons holding a qualifying participation in a credit institution 

(8) OJ No L 372, 31.12.1986, p. 1. 
( 9) OJ No L 386, 30. 1 2. 1989, p. 14. 

i 
I 
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directly or indirectly is likely to operate to the detriment of the sound 

and prudent management of the institution, the competent authorities shal I 

take appropriate measures to put an end to that situation; whereas, in the 

large exposures field, specific standards. should also be laid down with 

respect to exposures he I d by a credit i nst i tut ion on its own group and 

whereas in such cases more stringent restrictions are justified than for 

other exposures; whereas more stringent restrictions must, however, not be 

appl led when the parent undertaking is a financial holding company or a 

credit institution and the other subsidiaries are either credit or 

financial institutions or undertakings offering anci I lary banking services, 

to the extent that all such undertakings are covered by the supervision of 

the credit institution on a consolidated basis; whereas in such cases the 

consolidated moni~oring of the grouped undertakings allows for an adequate 

level of supervision, without the imposition of more stringent limits on 

exposure being necessary; whereas under this approach banking groups wi I I 

also be encouraged to organize their structures in such a way as to make 

consolidated monitoring possible, which is a desirable result because it 

allows a more comprehensive level of monitoring to be carried out; 

Whereas, in order to ensure harmonious application of the Directive, Member 

States should be allowed to make provision for a two-stage application of 

the new I imits; whereas, for smaller credit institutions, a longer 

transitional period may be warranted inasmuch as too rapid an application 

of the 25% rule would reduce. their lending activity too abruptly; 

Whereas, as regards the risks assumed in respect of two undertakings whose 

continued financing is of vital importance for Portugal's energy supply, 

the PortugueseRepublic should be given a transitional period until 31 

December 1998 in order to allow Portuguese credit institutions to undertake 

a restructuring operation to enable them to maintain, at the end of that 

period, their capacity to finance the said undertakings while respecting 

the I imits laid down in this Directive; 
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Whereas implementing powers of the same nature as those which the Counci 1 

reserved for i tse If in Directive 89/299/EEC of 17 Apr i I 1989 on the own 

funds of credit institutionsPOl were granted to the Commission 

in Directive 89/646/EEC; 

Whereas, taking account of the specific characteristics of the sector in 

quest ion, it is appropriate to give . the Committee provided for 

in Article 22 of.Directive 89/646/EEC the role of assisting the Commission 

in .carrying out the responsibi I it ies confer.red on it. according to 

Procedure. 11.1, Variant (a) of Counci I Decision 87/373/EEC of 13 July 1987 

laying_ .down the procedures for the exercise of implementing .powers 

conferred on the Commission<11); 

Whereasi. with. regard to the monitoring of -large exposures concerning 

activities which are. principally subject to mark~t risks, the requisite co

ordination of .methods of monitoring can be ensured undE;tr. a Community 

arrangement regarding capital adequacy of investment firms and credit 

institutions; ,whereas this implies that, pending Community l~gislation 

concerning the abovementioned large exposures, the monitoring of large 

exposures relating to activities which are principally subject to market 

risk, s,u<;h as _the ;trading portofolio, underwriting commitments .for the 

issue of securities and. claims related to settlement ~f securities 

transactions, may be left to the competent authorities of each Member 

State,-. 

~AS ADOPTED THIS DIRECTIVE: 

( 10) 
' ( 11) 

OJ No L 124, 5.5.1989, p. 16. 
OJ No L 197, 18.7. 1987, p. 33. 
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Article 1 

Definitions 

For the purposes of this Directive: 

(a) "credit institution" means a credit institution as defined in the 

·first indent of Article 1 of Directive 77/780/EEC, including branches 

in third countries of such a credit institution, and any private or 

public undertaking, including its branches, which corresponds to the 

definition given in the first indent of Article 1 of Directive 

77/780/EEC and which has been authorized in a third country; 

(b) "competent authorities" means the competent authorities as defined in 

the ninth indent of Article 1 of Directive 92/30/EEC on the 

supervision of credit institutions on a consolidated basis<1>; 

(c) "parent undertaking" means a parent undertaking as defined in the 

seventh indent of Article 1 of Directive 92/30/EEC; 

(d) ~subsidiary undertaking" means a subsidiary undertaking as defined in 

the eighth indent of Article 1 of Directive 92/30/EEC; 

(e) "financial holding company" means a financial holding company as 

defined in the third indent of Article 1 of Directive 92/30/EEC; 

(f) "financial institution" means a financial institution as defined in 

the second indent of Article 1 of Directive 92/30/EEC; 

(g) "ancillary banking services undertaking" means an undertaking as 

defined in the fifth indent of Article 1 of Directive 92/30/EEC; 

(1) OJ No L 110, 28.4.1992, p. 52. 
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(h) -te~posures'' means the assets and off-balance-sheet. it_ems in Article 6 

of Di'rective 89/647/EEC and in· Annexes I and Ill thereto, -without 

application of-the weightings or degrees of risk set out in those 

provisions; the risks mentioned in Annex Ill must be calculated in 

accordance with the method set out in Annex II to that Directive, 

without application of the weightlngs for counterparty risk; al 1· 

elements 100% of the amount of which is covered by own funds may, with 

the approval of. the· competent authorities,· be excluded from the 

definition -of exposures provided that such own funds are not included 

in the ca I cuI at ion of the so 1 vency ratio and of,. other. monitoring 

ratios laid down in Community acts; exposures shal I not include: 

in· the case of foreign exchange .transact ions, exposures incur red 

.in the. ordinary course of sett-lement during the period· of 

48· hours af.ter payment is made; o~ 

in the case of transa.ctions .for the -sale··or -purchase of 

securities, exposures incurred in the ordinary course of 

settlement during the period of 5 working days following the time 

when payment is made, or the securities are delivered, whichever 

is the ear I i er; 

(i) "Z6ne A" means the zone defined in the second indent of Article 2(1) 

of Directive 89/647/EEC; 

(J) "Zone 8" means the zone defined in the third indent of Article 2(1) of 

Directive 89/647/EEC; 

(k) "own.funds" means the own funds of a credit institution within the 

meaning of Directive 89/299/EEC; 
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(I) "control" means· the relationship between a parent undertaking and a 

subsidiary, as defined in Article 1 of Directive 83/349/EEC, or a 

similar relationship between any natural or legal person and an 

undertaking; 

(m) "group of connected clIents" means: 

(i) either two or more persons, whether natural or legal, who, unless 

shown otherwise, constitute a single rlsl< because one of them 

has,. directly or indirectly, control over the other or others; 

( i i) or two or more persons, whether natura I or I ega I, between whom 

there is no relationship of control as referred to in (i) above 

but who are to be regarded as constituting a singte risk because 

they are so interconnected that, if one of them were to 

experience financial problems, the other or alI of them would be 

I il<ely to encounter repayment difficulties .. 



...; 15 -

Article 2 

Scope 

This Directive shall apply to credit institutions which have obtained the 

authoriz~tion referred to in Article 3 of Dir•ctive 77/780/EEC. 

However, Member States need not apply this Directive to: 

(a) institutions I ijted in Article 2(2) of Directiije 77/780/EEC; 

(b) institutions in the same Member State which,· as defined in 

Article 2(4)(a) of Directive 77/780/EEC, are affiliated to a central 

body in that Member State, provided that, without prejudice to the 

·application of this Directive to the central body, the whole as 

constituted by the central body and its affiliated institutions is 

subject to global monitoring. 
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Article 3 

Reporting of large exposures 

1. An exposure of a credit institution to a.cl ient or group of connected 

clients shal I be considered to be a "large exposure" where its value 

is equal to or exceeds 10% of its own funds. 

2. A report of every large exposure within the meaning of paragraph 1 

shal I be made by the credit institution to the competent authorities. 

Member States shal I provide that this reporting is to be carried out, 

at. their discretion, in accordance with one of the following two 

methods: 

notification of all large exposures at least once a year,back.ed 

up by communication during the year of all new .large exposures 

and any increase of existing large exposures of at least 20% 

compared with the last communication; 

notification of al r large exposures at least four times a year. 

3. However, exposures exempted under Article 4(7)(a), (b), (c), (d), (f), 

(g) and (h) may be dispensed from reporting within the meaning of 

paragraph 2. The reporting frequency laid down in the second indent 

of paragraph 2 may be reduced to twice a year in the case of other 

exposures referred to in other points of paragraph 7 and in Article 

4(8), (9) and (10). 

4. The competent authorities shall require that every credit institution 

has sound administrative and accounting procedures and adequate 

internal control mechanisms for identifying and recording all large 

. !. 
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exposures, and subsequent changes to them, as defined and required by 

this Directive, and for monitoring these exposures against the credit 

institution's own exposure policies. 

Where a credit institution takes advantage of the provisions of 

paragraph 3, it sha I I keep a record of the grounds put forward for at 

least one year from the event giving. rise to .the dispensation, in 

order to enab I e the competent authorities to verify whether it is 

Justifi~d. 
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Art lc le 4 

Limits on large exposures 

1. Credit institutions may not incur an exposure to a cl lent or group of 

connected clients where its value exceeds 25% of own funds. 

2. Where that client or group of connected clients is the parent 

undertaking or subsidiary of the credit institution and/or one or more 

subsidiaries of that parent undertaking, the percentage provided for 

in paragraph 1 sha I I be reduced to 20%. However, Member States may 

exempt the abovementioned large exposures from this limit if they 

provide for specific monitoring of such exposures by other measures or 

procedures. They shal I inform the Banking Advisory Committee and 

the Commission of the content of those measures or. procedures. 

3. Credit institutions may not incur large exposures which, in the 

aggregate, exceed 800% of own funds. 

4. Member States may impose more stringent I imits than those laid down in 

paragraphs 1, 2 and 3. 

5. A credit institution 

paragraphs 1, 2 and 3 

shall comply with 

at alI times in 

the I imits 

respect of 

laid down in 

its exposures. 

However, if in an exceptional case exposures exceed those 1 imits, this 

must be reported without delay to the competent authorities which may, 

where the circumstances warrant it, allow the credit institution a 

I imited period of time in which to comply with the I imits. 
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Member States may fully or partially exempt from the application of 

paragraphs 1, 2 and 3 exposures incurred by a credit institution to 

its parent undertaking, to other subsidiaries of that undertaking or 

to its own subsidiaries, insofar as those undertakings are included in 

the supervision on a consolidated basis to which the credit 

institution itself is subject, in accordance with Directive 92/30/EEC 

or with eQuivalent standards in for~e in a third country. 

7. Member States may fully or partially exempt the following exposures 

from the application of paragraphs 1, 2 and 3: 

(a) asset items constituting claims on Zone A central governments and 

central banks; 

(b) asset items constituting claims on the European Communities; 

(c) asset items constituting claims carrying the explicit guarantees 

of Zone A central governments and central banks or of the 

European Communities; 

(d) other exposures attributable to, or guaranteed by, Zone A central 

governments and central banks or the European Communities; 

(e) asset items which constitute claims and other exposures on Zone B 

central governments and central banks and which are denominated 

and, where appl i~able, funded in _the national currencies of the 

borrowers; 

(f) asset items and other exposures secured, to the satisfaction of 

the competent authorities, by collateral in the form of Zone A 

central government or central bank securities, or securities 
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issued by the European Communities or by the regional or local 

authorities in the Member States for which Article 7 of 

Directive 89/647/EEC lays down a zero weighting as regards 

solvency; 

(g) asset i terns and other exposures secured, to the sat i sf act ion of 

the competent authorities, by collateral in the form of cash 

deposits placed with the lending institution or with a credit 

institution which is the parent undertaking or a subsidiary of 

the lending institution; 

(h) asset items and other exposures secured, to the satisfaction of 

the competent authorities, by co I I at era I in the form of 

certificates of deposit issued by the lending institution or by a 

credit institution which is the parent undertaking or a 

subsidiary of the lending institution and lodged with either one 

of them; 

(i) asset items constituting claims and other exposures on credit 

institutions, with a maturity of one year or less, but not 

constituting such institutions' own funds as defined in 

Directive 89/299/EEC; 

(j) asset items constituting claims and other exposures, with a 

maturity of one year or less, on those institutions which are not 

credit institutions but which meet the terms of Article 8(2) of 

Directive 89/647/EEC, and secured in accordance with the terms of 

that paragraph; 

(I<) bills of trade and other similar bills, with a maturity of one 

year or I ess, bearing the signature of another credit 

institution; 
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(I) bonds defined in Article 22(4) of Council Directive 85/611/EEC, 

as amended by Counci I Directive 88/220/EEC; 

(m) ·pending subsequent co-ord~nation, holdings in the insurance 

companies referred to in Article 12(3) of Directive 89/646/EEC up 

to amaximum.of 40% of the own funds of the credit institution 

acquiring the holding; 

(n) asset items constituting claims on regional or central credit 

institutions with which the lending institution is associated as 

part of a network by virtue of legal or statutory provisions and 

which are responsible, in accordance with those provisions, for 

cash clearing operations within the network; 

(o) exposures secured, to the satisfaction of the competent 

authorities, by collateral in the form of securities other than 

those issued by Zone A centra I governments or centra I banks or 

the European Communities, provided that the securities are not 

issued by the credit institution itself or its parent company or 

one of their subsidiaries, or by the client or group of connected 

clients in question. The securities given as col lateral must be 

valued on the basis of market prices and have an excess value 

over the exposures guaranteed and either be traded on a stock 

exchange or be genuinely negotiable and regularly quoted on a 

. market operated under the auspices of. recognized stock market 

operators and allowing, to the satisfaction of the competent 

authorities of the Member State of origin of the credit 

institution, for the establishment of an obJective price which 

enables the excess value of the securities to be verified at any 

time. The required excess value is 100%; however, it is 150% in 

the case of shares and 50% in the case of bonds issued by credit 
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institutions, regional or local authorities of the Member States 

other than those referred to in Art i c I e 7 of Counc i I Directive 

89/647/EEC, and in the case of bonds issued by the European 

Investment Bani< and multilateral development banks as defined 

in Article· 2 of Council Directive 89/647/EEC. Collateral in the 

form of securities.may not constitute credit institutions' own 

funds as defined in Directive 89/299/EEC. 

(p) mortgage loans on residential property secured, to the 

satisfaction of the competent authoriti.es, by collateral as well 

as transact ions in respect of leasing under which the lessor 

retains ful I ownership of the residential property leased for as 

long as the lessee has not exercised his option to purchase, in 

both cases up to 50% of the value of the property concerned. The 

value of the property shal I be calculated, to the satisfaction of 

the competent authorities, on the basis of strict valuation 

·standards laid down by statute or administrative provisions. The 

valuation shall be performed at· least once a year. In this 

context residential property is defined as a residence to be 

occupied or rented out by the borrower; 

(q) 50% of the off-balance-sheet items with a moderate risk as 

mentioned in Annex I to Directive 89/647/EEC; 

(r) subJect to agreement· by the competent authorities, guarantees 

other than loan guarantees, which have a legal or regulatory 

basis and are given for their members by mutual guarantee schemes 

possessing the status of credit institutions as defined in 

Article 1(a), subject to a weighting of 20% of their amount. 

Member States shal I inform the Commission of the use they make of 
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'this option in order' to ensure th'at :it does not involve 

-dis-tortions of competition. No later than five years after 

·adoption of this Directive, ttie Commission· shall submit to the 

Council a report accompanied, if necessary, by any appropriate 

proposals. 

(s) off-balance-sheet items with a low risk as mentioned in Annex ·1 

to Counci I Directive 89/647/EEC to· the extent ·that an agreement 

has been concluded with the cl ierit or group of connected-clients 

under which exposure may only be risked provided that tt has been 

ascertained that it wi II not lead to the I imits applicable under 

Articl~ 4(1); (2) and (3) being exceeded. 

8. Member States may, fo~ the p~rposes of paragraphs 1~ 2 and 3, apply a 

weighting of 20% to asset items constituting claims on regional and 

loca I· au'thor i_t ies in the Member States and to other exposures to, or 

guaranteed by, such authorities; however, subject to the conditions 

laid down in Article 7 of Directive 89/647/EEC, Member States may 

reduce this rate to 0%.-

9. Member States may, for the purpose of paragraphs l, 2 and 3, apply a 

weighting of 20% to asset items constituting claims and to other 

exposures on credit i~stitutions with a maturity of over one year but 

not more than three years and a weighting of 50% to asset items 

constituting claims on credit institutions with a maturity of over 

three years, provided that the 1 at ter are· represented by debt 

instruments issued bi a credit institution and that those debt 

instruments :are, in the opinion of the competent authorities, 

genuinely negotiable on a market made·up of professional operators and 
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are subject to daily quotation on this market, or the issue of which 

has been authorized by the competent ~uthorities of the Member State 

of origin of the issuing credit instltuti~r:'l· In no case may any of 

these items constitute own funds within the meaning of Directive 

89/299/EEC. 

10. By way of derogation from the provisions of the preceding paragraph 

and of paragraph 7(i), Member States may apply a weighting of 20% to 

asset items constituting claims and other exposures on credit 

institutions, regardless of their maturity. 

11. Where an exposure to a cl lent is guaranteed by a third party, or by 

collateral in the form of securities issued by a third party under the 

condit.ions set out in paragraph 7(o), Member States may: 

deem the exposure to have been incurred to the third party and 

not to the client, if the exposure is directly and 

unconditionally guaranteed by such third party, to the 

satisfaction of the· competent authorities; 

deem the exposure to have been incurred to the third party and 

not to the client, if the exposure defined in paragraph 7(o) is 

guaranteed by col lateral under the conditions set out therein. 

12. No later than five years after the date laid down in Article 8(1), the 

Counci I wi I I examine, on the basis of a report from the Commission, 

the treatment of the interbank exposures provided for in paragraphs 

7{ i), 9 and 10. The Counc i I w i I I, if necessary, decide on changes to 

be made but on the basis of a proposal from the Commission. 
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Article 5 

Supervision on a consolidated or unconsolidated basis 

1. If the credit institution is neither a parent undertaking nor a 

subsidiary, compliance with the obi igations set out in Articles 3 

and 4 or in any other Community provision applicable to this area 

shal I be monitored ~n an unconsolidated basis. 

2. In the other cases, compliance with the obligations set out 

in Articles 3 and 4 or in any other Community provision applicable to 

this area sha I I be monitored on a conso I i dated basis in accordance 

with Directive 92/30/EEC. 

3. Member States may waive monitoring of compl lance with the obi igations 

set out in Articles 3 and 4 or in any other Community provision 

applicable to this area on an individual or subconsol idated basis with 

respect to a credit institution which, as a parent undertaking, is 

subject ~o monitoring on a consolidated basis and to any subsidiary of 

such a credit institution which is subject to their authorization and 
. . . . 

supervision and is included in the monitoring on a consolidated basis. 

The same right of waiver shall be allowed where the parent undertaking 

is a financial holding company established in the same Member State as 

the credit institution, provided that that company is subject to the 

same monitoring as credit institutions. 

In both the above cases, if the right of waiver is exercised, measures 

must be taken to ensure the satisfactory allocation of risks within 

the group. 
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4. Where a credit institution the parent of which is a credit institution 

has been authorized and is situated in another Member State, the 

competent autho.rities which granted that authorization shall require 

compliance with the obi igations set out in Articles 3 and 4 or in any 

other Community provision applicable to. this area, on an individual 

basis.or, when appropriate, a subconsol idated basis. 

5. Notwithstanding paragraph.4, the competent authorities responsible for 

authorizing the subsidiary of a parent undertaking which is a credit 

institution situated in another Member State may, by way of a 

bilateral agreement, transfer responsibi I ity for monitoring compliance 

with the obligations set out in Articles 3 and 4 ·Or in any other 

Community provision applicable to this area to the competent 

authorities which have authorized and which monitor the parent 

undertaking. The Commission and the Banking Advisory Committee shal 1 

be kept informed of the existence and content of such agreements. 

' { 
J 
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Article 6 

Transitional provisions relating to exposures 

in excess of the I imits 

1. Where, at the time of the publication of this Directive in the 

Official Journal of the European Communities, a credit institution has 

already incurred an exposure or exposures exceeding either the large 

exposure I imit or the aggregate large exposure I imits, as referred to 

in this Directive, the competent authorities shal I require the credit 

institution concerned to take steps to have the exposure or exposures 

brought into I ine with the provisions of this Directive. 

2. The process of having the exposure or exposures brought .into I ine 

shal I be devised, adopted, implemented and completed within the period 

deemed by the competent authorities to be consistent with the 

principle of sound administration and fair competition. The competent 

authorities shal I inform the Commission and the Banking Advisory 

Committee of the schedule for the general process adopted. 

3. A credit institution may not take any measure which would cause the 

exposures referred to in paragraph 1 to exceed the level existing at 

the date of the publication of this Directive in the Official Journal 

of the European Communities. 

4. The period applicable under paragraph 2 shall expire no later than 

31 December 2001 . Exposures with a longer maturity for which the 

lending institution is bound to respect the contractual terms may be 

continued unti I their maturity . 

,, 
i, 
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5. Unti I 31 December 1998, Member States may, as an option increase the 

I imit laid down in Article 4(1) to 40% and the I imit provided for 

in Article 4(2) to 30%. In such cases and subject to paragraphs 1 to 

4, the time I imi t for bringing the exposures existing at the end of 

this period into I ine with the levels in Article 4 shal I expire on 31 

December 2001. 

6. In the case of credit institutions whose own. funds, within the meaning 

of Article 2(1) of Directive 89/299/EEC, do not exceed ECU 7 mi I I ion, 

and only in the case of such institutions, Member States may extend by 

5 years the time limits laid down in paragraph 5. Member States 

making use of the provisions of this paragraph shal I take measures to 

prevent distortions of competition from occurring and shall inform the 

Commission and the Banking Advisory Committee thereof. 

7. In the cases refer red to in paragraphs 5 and 6, an exposure may be 

considered to be a "large exposure" if its value is equal to or 

exceeds 15% of own funds. 

8. Unti I 31 December 2001, Member States may substitute for the frequency 

of notification of large exposures, as referred to in Article 3(1), 

second indent, a frequency of at least twice a year. 

9. Member States may fully or partially ex.empt from application of 

Article 4(1), (2) and (3) exposures incurred by a credit institution 

consisting of mortgage loans as defined in Article 11(4) of 

Directive 89/647/EEC concluded within eight years of the date laid 

• 
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down in Article 8(1), as well as property leasing transactions as 

defined in Articl• 11(5) of Directive 89/647/EEC concluded within 

eight years of the date laid down in Article 8(1), in both cases up 

to 50% of the value of the property concerned. 

10. Without prejudice to the provisions of paragraph 4, Portugal may, 

unti I 31 December 1998, fully or partially exempt from the application 

of Article 4(1) and (3) exposures incurred by a credit institution to 

Electrlcidade de Po~tugal (EDP) and Petrogal. 
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Article 7 

Subsequent amendments 

1. Technical amendments to the following points shall be adopted in 

accordance with the procedure set out in paragraph 2: 

clarification of definitions to take account of developments on 

financial markets; 

clarification of definitions to ensure uniform application of 

this Directive; 

alignment of the terminology and of the wording of the 

definitions with those contained in subsequent instruments 

concerning credit institutions and related matters; 

clarification of the exemptions provided for in Article 4(5) 

to (10). 

2. The Commission shal I be assisted by the Committee provided for in the 

first subparagraph of Article 22(2) of Directive 89/646/EEC. 

The representative of the Commission shal I submit to the Committee a 

draft of the measures to be taken. The Committee shall deliver its 

opinion on the draft within a time I imit which the Chairman may lay 

down according to the urgency of the matter. The opinion shall be 

delivered by the maJority laid down in Article 148(2) of the Treaty in 

the case of decisions which the Counci.l is required to adopt on a 

proposal from the Comm.ission. The votes of the representatives of the 

Member States within the Committee shal I be weighted in the manner set 

out in 1hat Article. The Chairman shal I not vote. 

'! 
' . ! 
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The Commission shall adopt the measures envisaged if they are in 

accordance with the opinion of the Committee. 

If the measures envisaged are not in accordance with the opinion of 

the Committee, or if no opinion is delivered, the Commission shall, 

without delay, submit to the Counci I a proposal relating to the 

measures to be taken. The Council shall act b~ a qualified ~ajority. 

If, on the expiry of three months from the date of referra I to the 

Counc i I, the Counc i I has not acted, the proposed measures sha II be 

adopted by the Commission. 
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Article 8 

Final provisions 

1. Member States shal I bring into force the laws, regulations and 

administrative provisions necessary to comply with this Directive by 

1 January 1994. They shal I forthwith inform the Commission thereof. 

When Member States adopt these measures, they shal I contain a 

reference to this Directive or be accompanied by such reference on the 

occasion of their official publ !cation. The methods of making such a 

reference shal I be laid down by Member States. 

2. Member States shall communicate to the Commission the texts of the 

main provisions of national law which they adopt in the field governed 

by this Directive. 

3. Pending Community legislation 

exposures concerning activities 

governing the monitoring 

which are principally 

of 1 arge 

subject to 

market risks on a consolidated or non-consolidated basis, the 

competent authorities shal I treat those large exposures in accordance 

with methods to be determined by those authorities, having regard to 

the particular nature of the risks involved. 
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Article 9 

This Directive is addressed to the Member States. 

·'· 
.'.(• 

':~ 

Don~ at B~us~e1s, 

For the Counc i I 

The President 

. . . ~: 
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