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I. Explanatory Memorahd~m 

1. On 20 April 1988, the Commission sent the Council a proposal for 

a Directive on a solvency ratio for credit institutions (1). 

2. The Economic and Social Committee delivered its opinion (2) at 

its 259th session held .in Brussels on 27 October 1988, 
.t· 

and the 

European Parliament delivered its opinion at its sitting of 15 

!1arch 1 S'89 ( 3) . 

~- An amended proposal has been drawn up in order to take into 

accoun~ ~he opinion delivered by these two institutions. Both 

the Parliament and the Economic and Social Committee have 

endorsed the need for a Directive on a solvency ratio £or credit 

institutions which together with the [proposal for aJ Council 

Directive on the own funds of credit institutions is a key 

component of harmonisation necessary for the achievement of 

mutual recognition of authorisations issued by national 

authorities. 

4. The Commission was able to accept nearly all of the amendments 

proposed by the European Parliament. Most of the amendments 

serve to improve and to strengthen the prudential logic of the 

proposal and in several cases to bring the proposal into line 

with ~he recommendation made by the Basle Committee on Banking 

Supervisory Practices in July 1-7'88. The 

Commission view this as welcome international convergence of 

supervisory standards. 
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5. Of ~he amendments adopted by the European Parliament, 

concerning comitology and the one seeking to make the supervisory 

authorities' ability to impose stiicter solvency standards than 

those laid down in the proposal subject to their in:forming the 

Commission prior to such action have been rejected. The 1 ast 

mentioned amendment has been rejected because, in cases where 

supervisors consider thax individual credit institu~ioris should 

respect ratios above the minimum contained in the proposal, the 

need to communicate that information to the Commission would 

violate national rules on the secrecy obligations of supervisors. 

The two amendments on comitology have been rejected, on the 

grounds alr•ady mentioned in the Commissions' re~xamined proposal 

for a Council Directive on the own funds of credit institutions 

Cl > 

6. The majority of the proposed amendments take the form of 

improvements in presentation or in drafting, whereas others have 

a more substantial impact on the provision~. It seems'therefore 

appropriate to comment on.the most important changes. 

a> Article 2 

It is proposed to replace the 'domestic' and 'foreign' concepts 

with 'Zone A' and 'Zone B' where the countries belonging to 'Zone 

A' are all the Member States, all other OECD countries and Saudi 

Arabia, whereas 'Zone.B' is all other countries. 

is proposed to i n't roduce a definition of 

development banks' 

b ) Art i c 1 e 5 . 

The proposed new paragraphs· makes it clear that, 

are only pa~tl·y g~~rant~ed _o~ collate~alised, the 
. . 

Furthermore it 

'multilateral 

where claims 

3.fford-:.d because· ·of the gu~rantee or collateral shall be girven 
f 

only ~o that par~ ~hich is guira~teed or collateralised. 

c) Article 6. 

Most of the proposed amendments take the form of improvement~ in 

presentation or·arise as a resUlt of tha introduction of the new 
'• I 

( ·1 ) OJ No L ·124 , 5 . 5 . ·1989, p . ·1 6 
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·zone A· concep~- ~he weighting of o~f-balance sheet'items bas 

been deleted fro~ A~iicle o (1) and a general.descript~on of the 

treatment of these it~~s has now been given in the pr~posed new 

Art ic le.s .:;. t 2) - (4) <which to a large extent corresp9nd to the 

former Annex 1). -The f~llowing more substan~f~l ~~endments 

should be mentioned: 

claims fully and completely secured by a combihation in 

of ~he asset items recognised as aggregate 

collateral under the weight categori~s 096 and 

·appropriate 

2096\shall be 

weighted at 10 96, 

- claims on the European Investment Bank <EIB) and •multilateral 

development banks' are proposed to be weighted at 2096:;<the same 

weight as in the Basle recommendation>, 

- claims on 'Zone B' c~edit institutions shall be weigh~ed at 2096 

i£ the residual maturity is one year or less, and 

- it is proposed to extend the 50% weight for loans ~ecured by 

mortgage to cover all loans fully and completely secured by 
.Y 

mortgages on residential property which is or will b~ occupied 

by the borrower or which.is rented~ 

d) Ar'ticle 7 
'-

Notwithstanding that claims on 'Zone A' regional gover~ments and 

local authorities shall be weighted at 20%, it ·is proposed that 

Member States may fix a weight ~f 096 for their own: r~gional 

governmentS and 1 OC a 1 aut,hor it i es I.·- i f there iS no appreciable .. 

difference in risk be~ween claims on the latter and : 6laims en 
. ~ 

their cen'tral gove~nments because of specific strict! criteria 

being used. 

Article 8 

It is proposed to make modifications in the definition ~f 'Zone 

A' and the definition of 'mul~ilater~l development banks' in 

Article 1 subjec~ to the comi~ology procedure set out in Arti~le 

8 C2 1--

'f);, Ar~ fc.l·es 9· - ·1 2 , arid Ann'exes 

The propo~ed ,amendmen.-c s ar.e made in order 'to improve the 

ppesen.ta-c ion or c.tari fy the text. 
. I .. i " 



AMENDED PROPOSAL FOR A COUNCIL DIRECTIVE 
ON A SOLVENCY RATIO FOR CREDIT INSTITUTIONS1· 

COM(88)194 FINAL 
(Submitted by the Commission to the council on ... / •.. /89) 

(89/ ... I .... ) 

ORIGINAL PROPOSAL 

THE COUNCIL OF THE EUROPEAN COMMUNITIES, 

Having regard to the Treaty establishing 

the European Economic Communities. and In 

particular Article 57(2). third sentence 

thereof. 

Having regard to the proposal from the 

Commission, 

In cooperation with the European 

Par I I amant. 

Having regard to the opinion of the 

Economic and Social Committee, 

Whereas the Directive Is a development 

from the work undertaken by the Banking 

Advisory Committee which has under 

Article 6(4) of the Council Directive 

77 /780/EEC of 12 December 1977 on the 

coordination of laws, regulations and 

administrative provisions relating to the 

taking up and pursuit of the business of 

credit institutions2 as amended by 

Directive 86/524/EEc3, responsibility 

for making 'suggestions to the Commission 

with a view to coordinating the 

coefficients aPP!Icable in the Member 

states'; 

1. oJ N8 c 135, 25.5.1988, p.2 
2 OJ N° L 322, 17.12.1977, p.30 
3 OJ N° L 309, 4.11.1986, p. 15 

AMENDED PROPOSAL 

Unchanged 

Unchanged 

Unchanged 
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ORIGINAL PROPOSAL AMENDED PROPOSAL 

Whereas appropriate solvency ratios play Unchanged 

a central role In the prudential 

supervision of credit Institutions; 

Whereas ratios which weight assets and Unchanged 

off-balance sh.eet transact Ions according 
to the degree of credIt r I sk are 

particularly useful measures of solvency; 

Whereas the development of common Unchanged 

standards of capital adequacy In relation 

to assets and off-balance sheet Items at 

risk Is accordingly, one of the essential 

areas of harmonisation necessary for the 

achievement of mutual recognition and 

thus completion of the Internal market In 

banking services; 

Whereas In this respect the Directive Is 

connected with other specific legislation 

also harmonising the fundamental 

techniques of prudential supervision: 

Council Directive ... / ... /EEC on own 

funds, the 
87/62/EEC1 

Commission recommendations 
and 87 /63/EEc2 on 1 arge 

Whereas In this respect the Directive Is 

connected with other specific legislation 

also harmonising the fundamental 

techniques of prudential supervision: 

council Directive 89/299/EEC1 on own 

funds, the 
87/62/EEC2 

COmmission recOIM1endatlons 
and 87/63/EEC3 on large 

exposures and deposit protection schemes; exposures and deposit protection schemes; 

Whereas the Directive should also be seen Unchanged 

as directly complementary to the Second 

Coord I nat I on D .1 rect lve wh lch lays out the 

broader framework of which this Directive 

Is an Integral part; 

1 oJ N6 C 33, 4.2.1987, p. 10 
2 OJ N° L 33, 4.2.1987, p. 16 

1 OJ N° L 124, 5.5.1989, p. 16 
2 OJ no L 33, 4.2.1987, p. 10 
3 OJ N° L 33, 4.2.1987. p. 16 
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ORIGINAL PROPOSAL 

Whereas the minimum ratio contained In 

this Direct lve is provisional In nature; 

whereas It will be reviewed following a 

statistical survey; whereas the 

Commission will, If necessary, duly 

propose an amendment to the figure before 

the final adoption of the Directive; 

Whereas measurement of, and allowance 

for, Interest and exchange rate risk, and 

other market risks, are also of great 

importance In prudential supervision; 

whereas the Commission shal I, 

accordingly, In cooperation with the 

competent authorities of Member States 

and others working towards similar ends, 

further study the available techniques; 

whereas It sha II then make approprIate 

proposals for the further harmonisation 

of prudential rules relating to these 

risks; 

AMENDED PROPOSAL 

Deleted 

Whereas measurement of, and allowance 

for, interest and exchange rate risk, and 

other market risks, are also of great 

Importance In prudential supervision; 

whereas the Commission shall, 

accordingly, In cooperation with the 

competent authorities of Member States 

and others working towards similar ends, 

further study the avai fable techniques; 

whereas It sha II then make appropriate 

proposals for the further harmonisation 

of prudential rules relating to these 

risks; whereas In so doing It shall pay 

full attention to the Interaction of the 

various banking risks, whereas It shall, 

accordingly, examine the coherence of the 

separate proposals; 



- 4 -

ORIGINAL PROPOSAL AMENDED PROPOSAL 

New Recital 9 

Whereas the risk weights In this 

Directive could not expect exactly to 

reflect actual credit risk relativities 

in all cases; whereas In this regard the 

application of a 20X rather than 0% 

we lght to the European Investment Bank 

reflects agreement on the supervisory 

treatment of borrowing by multi lateral 

Investment and development banks made In 

a wider international context and not the 

high credit-standing of the EIB; 

Whereas technical modifications to the Unchanged 
deta lied rules contained In this 
Directive may from time to time be 

necessary to respond to new developments 

in the bank lng sector; whereas the 

Commission shall accordingly make such 

modifications as are necessary, after 

consulting the Banking Advisory 
Committee. within the limits of the 
Implementing powers delegated to the 
Commission by the provisions of the 
Treaty; whereas that CommIttee sha I I act 

as a 'Regulatory' Committee. according to 

the rules of procedure laid down In 

Article 2, procedure 1 II, variant (a) of 

Council Decision 87/373/EEC of 13 July 

1987 laying down procedures for the 

exercise of Implementing powers conferred 

to the Commlsslon1 

HAS ADOPTED THIS DIRECTIVE: 
1 oJ N6 C 197. 18.7. 1987. p. 33 

HAS ADOPTED THIS DIRECTIVE: 
Unchanged 



1 • ThIs D l re~t i ve sh3 I ! app 11' t-:-; credIt Un!;,iu~nget1. 

institutions within the meanin~ of tha 

first Indent of Article 1 of Directive 

77/780/EEC. 

2. Notwithstanding Indent 1 above, the Unr.hanged 

Member States ne.sd not app I y thIs 

Directive to crGd!t institutions listed 

In Article 2(2) of Directive 77/780/EEC. 

3. Credit Institutions which, as defined Unchanged 

in Article 2(4)(a) of Directive 

77/780/EEC are aff lllated to a central 

body in the same Member State, may be 

exempted from the provisions of this 

Directive, provide~ that the totality of 

those affiliated credit institutions and 

the central body are Included In 

consolidated solvency ratios In 

accordance with this Directive. 

Article 2 

--·-- . --·- --·- -- -------·----~····--·---

Article 2 

For the purpose of this Directive: For the purpose of this Directive: 

Indent 1 

'competent authorities' shall be 

defined In accordance with the fifth 

Indent of Article 1 of Council 

Directive 83/350/EF.C of 13 June 1983 

on the supervision of crodit 

Institutions on a consolidated 

basis1, 

1 oJ N" L 193,""18. 7.1983, p.18 

Indent 1 

Unchanged 

Unchanged 
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ORIGINAL PROPOSAL 

Indent 2 

'Domestic 

comprise 

authorised 

credit institutions' shal I 

alI credit institutions 

In the Member States, in 

accordance with Article 3 of Directive 

77/780/EEC, and branches of those 

institutions established outside the 

European Communities, 

Indent 3 

'foreign credit institutions' in this 

Directive shall comprise all private 

and public undertakings outside the 

Member States which satisfy the 

definition in the first indent of 

Article 1 of Directive 77/780/EEC, 

including their branches, 

AMENDED PROPOSAL 

Indent 2 

·Zone A' sha II comprIse a II Member 

States and all other countries which 

are ful I members of the Organisation 

for Economic Cooperation and 

Development or countries which have 

concluded special lending 

arrangements with the International 

Monetary Fund associated with the 

General Arrangements to Borrow; 'Zone 

B' shall comprise all other 

countries, 

Indent 3 

'Zone A' credit institutions' shall 

comprise all credit Institutions 

authorised in the Member States, in 

accordance with Article 3 of 

Directive 77/780/EEC, including their 

branches and a 1.1 pr Iva te and pub I I c 

undertakings licensed in other Zone A 

countries, which satisfy the 

definition in the first indent of 

Article 1 of Directive 77/780/EEC, 

including their branches, 

Indent 4 

'Zone B credit institutions' shall 

comprise a II private and pub I i c 

undertakings licensed outside Zol')e A 

which satisfy the definition in the 

first Indent of Article 1 of 

Directive 77/780/EEC, including their 

branches, 

/ 
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Indent 4 

'domestic' s~.a!l n'!Gsn of ti1a Msmbar 

States, 'foreign' ~~~il maar. of oth~r 

c::cuntries, 

-- --~- --------- -· -- -~-- --- .. - .... ------~ ··- ......... -----------··""'- ............. _ .. _ --··--·· ----~ --------

lndant 5 lnc'lant 5 

'non-bank sector' shall b~ dsfinad as 

a I I borrowers other U'mn creel it 

Institutions as defined In the second 

and third Indents above, ce~ntral 

governments and central b3nks. 

regional governments and local 

author I t i es. the European COIMlun 1 t I as 

and the European Investment Bank, and 
the Bank for lnt~rnatlonal Sattlement$ 

(BIS) the International Bank for 

Reconstruction and Development (IBRD) 

and the lnt~rnatlonal Monatary Fund 

( IMF), 

• nt~n~;:,'-'n!c ~e~tor' S~ila 1 I bG defIned as 

a II borrow$r3 oth~Jr than credIt 

Institution~ a~ defined In the third 

and fourth lndenta above. central 
=· ~..:::-<-........... ._.. ... 

govsrnr.:onta a.nd centra I banks, 

reg I on a 1 govo mmon t s and I oca I 

aut :-tor 1 t i {)til. tho Eurc;,-,pean CommunI t I as 

and the European Investment Bank 

(EIE). r..nd mult.il~teral development 

banka aa d~l'ln~d ~ulow, 
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ORIGINAL PROPOSAL 

Indent 6 

'full risk', 'medium risk', 

'medium/low risk' and 'low risk' off

ba I ance sheet Items are descr 1 bed 1 n 

Annex 1 and listed In Annex 2, 

AMENDED FROPO~AL 
lndani: a 

'multllatera.l development banks' 

shall be doflned as the International 
-----·-·---~---·· 

Bank for Reconstruction and 

Development and the lntarnat lona I 

Finance Corporation, the Inter

American Development Bank, the 

African Development Bank, the Nordic 

Investment Bank, the CarIbbean 

Investment Bank, the Counc I I of 

Europe Resettlemnnt Fund and other 
multilateral development banks In 

which Member States are shareholdlng 

members, 

Indent 7 

'full risk', 'medium risk', 

'medium/low risk' and 'low risk' off

balance sheet Items are described In 

Article 6(2) and listed In Annex 1, 

'participation' shall be defined In Deleted 

accordance with the third Indent of 

Article 1 of Directive 83/350/EEC. 



- 9 -

ORIGINAL PROPOSAL 
--~~,--·---· 

ArtiGfe 3 

Genera! prlnclple3 

1. For the purposes of measuring ~~e Unchanged 

solvency of credit Institutions as 

defined In Article 1. the competent 

authorities of Member States shal I ensure 

that ratios are calculated for each 

credit institution which express Its own 

funds, as defined in Article 4, as a 

proportion of its total risk-adjusted 

assets and off-balance sheet Items, as 

defined in Article 5. 

2. Rat los sha II be ca I cuI a ted on a Unchanged 

consolidated basis in accordance with 

Directive 83/350/EEC and Councl I 

Direct lve 86/635/EEC of 8 December 1986 

on the annua I accounts and conso II dated 

accounts of banks and other financial 

institutions1. Notwithstanding the above 

requirement, unconsol !dated ratios shall 

a I so be ca I cuI a ted for a II credIt 

lnst I tut Ions. However. the competent 

authorities shall have the discretion to 

require subconsol !dated rather than 

unconsolidated ratios for credit 

institutions subsidiaries. 

3. Without prejudice to the compliance Unchanged 

obligations of credit Institutions 

established In Article 9(2), (3) and (4), 

the competent authorities shall ensure 

that the rat los are controlled not less 

than twice each year. 

i oJ N6 l 372, 31.12.1986, p. 1 Unchanged 

AMENDED PROPOSAL 

Article 3 
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ORIGINAL PROPOSAL 

4. Valuation of assets and off-balance 

sheet Items shall be undertaken In 

accordance with Directive 86/635/EEC. 

Article 4 

Own funds: the numerator 

Own funds, as def I ned In DIrectIve 

.•• / ••. /EEC of ... 1988 on the own funds 

AMENDED PROPOSAL 

4. Valuation of assets and off-balance 

sheet I terns ::;;,a II be undertaken 1 n 

a.ccordance wIth DIrectIve 86/635/EEC. 

Article 4 

Own funds: the numerator 

Own funds, as def I ned In DIrect I ve 

89/299/EEC of 17 Apr II 1989 on the own 

of credIt I nst I tut Ions, sha I I form the funds of credIt I nst I tut Ions, sha I I form 

numerator of the solvency ratio. 

Article 5 

Risk adjusted assets and off-balance 

sheet transactions: 

the denominator 

1 • Degrees of credIt r I sk, expressed as 

percentage weights, shall be assigned to 

the asset Items In accordance with 

provisions of Article 6. The balance 

sheet value of each asset shall then be 

multlpl led by the relevant weight to 

arrive at a risk-adjusted value. 

the numerator of the solvency ratio. 

Article 5 

Risk adj~sted assets and off-balance 

sheet transactions: 

the denominator 

1. Degrees of credit risk, expressed as 

percentage weights, shal I be assigned to 

the asset I ttims In accordance wIth 

provisions of Articles 6 and 7. The 

ba 1 ance sheet va I ue of each asset sha I I 

then be multiplied by the relevant weight 

to arrive at a risk-adjusted value. 
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ORIGINAL PROPOSAL 

~. In the case of tile off·~-!:-.ttlance sheet 

Items Included in c3.tegorles (a) to (e) ltews !i8terl in f.,m:·,.:·;r ·1 1!1: two·-stage 
~--··· ~-.,.- ......... -~- •.. ,_~ ...... ~--~..-...... , .... ~--~· ,_..._ ..... . 

of Article 6, a two-stage calculation, In culcu.latlc.m, pn:):~er.ted In Article 6(2), 

accordance with rules presented In Ann(l,r: shall b~ usecL 

1, shall be used to arrive at risk 

weights. Risk adjusted values shall l:!e 

obtained by multiplying the value of each 

off-ba I ance sheet 1 tem by the re 1 evant 

risk weight. 

3. In the case of the Interest rate and 

foreign exchange rate related off-balance 

sheet Items In Article 6(2), the 

potential costs of replacing cash flows 

In the event of counterparty default 

sha II be assessed by the app II cat ion of 

eIther of the two methods presented In 

Annex 3. These costs shall be multlpl led 

by the relevant counterparty weights In 

Article 6(1) to give risk-adjusted 

values. 

3. In the case of the intere3t rate and 

foreign exchange rate related off-balance 

sheet items referred to In Article 6(3), 

and I isted In Annex 3 the potential costs 

of replacing contracts In the event of 

counterparty dafau It sha II be assessed by 

the appl lcatlon of either of the two 

methods presented In Annex 2. These costs 

shall be multiplied by the relevant 

counterparty weights In Article 6(1), 

except that 100% w~ights In that Article 

sha II be put at 50%, · to gIve rIsk-

adjusted values. 

4. The total of the risk-adjusted values 4. Unchanged 

of assets and off-balance sheet items 

described above shall be the denominator 

of the solvency ratio. ~ew, paragrap_~ 

5. When asset Items are afforded a lower 

weight because of the exlster.co of an 

exp II c 1 t guarantee or of co II atera I 

acceptable to the relevant competent 

authorities the lower weight shall apply 

only to that part which Is guaranteed or 

which Is fully and completely secured by 

tho collateral. 
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ORIGINAL PROPOSAL AMENDED PROPOSAL 

Article 6 Article 6 

1. The following weights shal I be appl led 1. The following weights shall be 

to the asset and off-balance sheet items 

shown below, although the competent 

authorities may establish higher weights 

as they see fit: 

(a) N I I we I gh t 

-cash In hand or equivalent· Items, 

asset Items representing claims on 

'domestic' central governments and 

central banks, 

applied to the asset and off-balance 

sheet Items shown below, although the 

competent authorities may establish 

higher weights as they see fit: 

(a) N I I we I g h t 

-(I) cash in hand or equivalent Items, 

-(II) asset Items representing claims on 

'Zone A' central governments and central 

banks, 

asset 1 tams representIng cIa I ms - ( I II) asset I terns representIng cIa I ms 

carrying the expl lett guarantee of carrying the expl lett guarantee of 'Zone 

'domestic' central governments and A' central governments and central banks, 

central banks, 

New Indent (IV) 

-asset items representing claims on Zone 

B centra I governments and centra I banks 

denominated In the national currency of 

the borrowers and funded in that 

currency, 

New Indent (V) 

asset items representing claims 

carrying the explicit guarantee of Zone B 

central governments and central banks 

denominated in the national currency of 

the guarantor and the borrower and funded 

In that currency, 
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ORIGINAL PROPOSAL AMENDED PROPOSAL 

- asset Items representing claims on the -(VI) asset Items representing claims on 

European Communities and the EIB, the European communities, 

asset Items carrying the explicit - (vii) asset Items carrying the explicit 

guarantee of the European Communities and guarantee of the European COmmunities, 

the EIB, 

- asset Items representing claims on the Deleted 

BIS, IBRD and IUF, 

asset Items carrying the explicit Deleted 

guarantee of the BIS, IBRD and IUF, 

-all off-balance sheet items Incurred on Deleted 

behalf of 'domestic' central governments 

and central banks, 

- a II off-ba I ance sheet 

the expl lclt guarantee 

items carrying 

of 'domest lc' 

central governments and central banks, 

Deleted 

-all off-balance sheet Items Incurred on Deleted 

beha If of the European COmmunI t I es and 

the EIB, 

all off-balance sheet Items carrying Deleted 

the explicit guarantee of the European 

Communities and the EIB, 

- all off-balance sheet Items Incurred Deleted 

on behalf of the BIS, IBRD and IUF, 

all off-balance sheet Items carrying Deleted 

the explicit guarantee of the BIS, IBRD 

and IMF, 
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ORIGINAL PROPOSAL 

loans and off-balance sheet Items, 

fullY and completely secured to the 

satisfaction of the relevant competent 

authorItIes. by any of the asset Items 

shown above and by deposits and 

certificates of deposit with the lending 

Institutions, 

all off-balance sheet items having low 

risk, regardless of counterparty; 

AMENDED PROPOSAL 

(VIII) asset Items, fully and 

completely secured to the satisfaction of 

the relevant competent authorities, by 

collateral In the form of Zone A central 

government secur It I es and secur It I es 

I ssued by the Europe an Commun I t I es , by 

cash or by deposIts and certIfIcates of 

deposit Issued by the lending 

Institution, 

Deleted 

(b) 10% weight (b) 10% weight 

- off-balance sheet items, having medium Deleted 

risk, Incurred on behalf of 'domestic' 

credit Institutions, 

- off-balance sheet Items, having medium Deleted 

risk, carrying the explicit guarantee of 

'domestic' credit Institutions, 

- off-balance sheet Items, having medium Deleted 

risk and an or lglnal matur lty of up to 

and Including one year, Incurred on 

behalf of 'foreign' credit lnstltut~ons, 

- off-balance sheet Items, having medium Deleted 

risk and an original maturity of up to 

and Including one year, carrying the 

expl left guarantee of 'foreign' credit 

institutions; 



ORIGINAL PROPOSAL 

(c) 20% weight 
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AMENDED PROPOSAL 

New Indent (I> 

- (I) claims fully and completely secured 

to the satisfaction of the relevant 

competent authorItIes, by a combination 

In aggregate of the asset items 

recognIsed as appropr I ate co I I a ter a I In 

Article 6(1)(a) and 6(1)(c). 

(c) 20% weight 

New Indent (i) 

- (I) asset items representing claims on 

the EIB, 

New Indent (il) 

- (II) asset Items representing cIa ims 

carrying the explicit guarantee of the 

EIB, 

New Indent (I II) 

-(Ill) asset Items representing claims 

on multilateral development banks, 

New Indent {IV) 

- (I v) asset Items representIng cIa lms 

carrying the explicit guarantee of 

multi lateral development banks, 

New Indent (v) 

- (v) asset Items representing claims on 

Zone A regional governments and local 

authorities, other than those fall lng 

under the exceptional provisions of 

Article 7, 
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ORIGINAL PROPOSAL 

- asset items representing claims on 

'domestic' credit Institutions, 

asset Items representing claims, with 

an original maturity of up to and 

Including one year, on 'foreign' credit 

Institutions, 

AMENDED PROPOSAL 

New Indent (vi) 

- (vI) asset items representIng c 1 a 1 ms 

carrying the explicit guarantee of Zone A 

reg lena I governments and local 

authorities, other than those falling 

under the provisions of Article 7, 

-(vii) asset Items representing claims 

on Zone A credit institutions, which do 

not form an Integral part o~ the own 

funds of those Institutions, 

-(viii) ass~t Items representing claims, 

with a residual matur lty. of up to and 

lnclud I ng one year. on Zone B credIt 

Institutions. which do not form an 

Integral part of the own funds of tho~e 

Institutions, 

asset Items carrying the explicit -(IX) asset Items carrying the explicit 

guarantee of 'domestic' credit guarantee of Zone A credit lnst)tutions, 

institutions, 

-asset items representing claims with an - (x) asset Items representing claims 

original maturity of up to and Including with a residual maturity of up to and 

one year, carrying the explicit guarantee including one year, carrying the explicit 

of 'foreign' credit institutions, guarantee of Zone B credit Institutions, 

- off-ba 1 ance sheet 1 tems, havIng fu II 

r 1 sk. incurred on beha If of ·domestIc' 

credit institutions, 

Deleted 
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- off-balance sheet Items, having full 

risk, carrying the explicit guarantee of 

'domestic' credit Institutions, 

- off-balance sheet Items, having fu_ll 

risk and an original maturity of up to 

and including one year, Incurred on 

behalf of 'foreign• credit Institutions, 

- off -ba 1 a nee sheet i terns, having fu I I 

risk and an original maturity of up to 

and Including one year carrying the 

expl lei~ guarantee of 'foreign' credit 

Institutions, 

- loans and fu II and med I urn r lsk off

balance sheet Items, fully and completely 

secured to the sat I sf act ion of the 

re It.· .mt competent authorIties, by any of 

the a~ ;at I terns shown above in the 20% 

weight category, 

- off-balance sheet Items having medium/ 

low risk Incurred on behalf of the 

'domestic' 

sectors, 

and 'foreign' non-bank 

AMENDED PROPOSAL 

Deleted 

·-.- ·-::·.::-. ---- - ---

Deleted 

Deleted 

- (xi) asset items, fully and completely 

secured to the sat I sf act ion of the 

reI evant competent authoritIes. by 

co I I a ter a I In the form of secur i t i es 

issued by the EIB and multi lateral 

development banks, Zone A regional 

governments and local authorities and 

Zone A credit institutions, or by 

deposits or certificates of deposit with 

Zone A credit Institutions other than the 

lending Institution. 

Deleted 
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- off-balance sheet Items representing Deleted 

local currency claims of 'foreign' 

branches of domestic credit Institutions 

on 'foreign' central governments, funded 

by local currency deposits, 

- cash I terns In process of co I I ect I on. Unchanged 

where the corresponding prior payments 

have already been made, 

(d) 50% weight (d) 501 weight 

- off-balance sheet Items, having medium Deleted 

risk, Incurred on behalf of 'foreign' 

central and regional governments, local 

authorities and central banks and the 

'domestic' and 'foreign non bank sectors, 

- off-balance sheet items, having medium Deleted 

risk and an original maturity of more 

than one year, Incurred on behalf of 

'foreign' credit institutions, 

-off-balance sheet items, havlngs medium Deleted 

. r I sk and an or I gIna I maturIty of more 

than one year. carrying the expllclty 

guarantee 

Institutions. 

of 'foreign' credit 

- loans to Individuals for the purchase 

of residential property In the Community 

for their own occupation, fully and 

completely secured to the satisfaction of 

the relevant competent authorities. by 

mortgages on the property In Question; 

<I) claims, fully and completely 

secured to the sat I sf act ion of the 

relevant competent authorities, by 

mortgages on res I dent I a I property wh 1 ch 

Is or will be occupied by the borrower or 

which Is rented; 
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(e) 100% weight 

asset items representing claims on 

'foreign' central and regional 

governments, local authorities and 

central banks, 

AMENDED PROPOSAL 

(e) 100% weight 

- (I) asset Items representing claims on 

Zone B central governments and central 

banks, except where denominated In the 

national currency of the borrower and 

funded In that currency, 

New Indent (II) 

-(II) asset Items representing claims on 

Zone B regional governments and local 

authorities, 

-asset items representing claims with an - (Ill) asset items representing claims 

original maturity of more than one year, with a residual maturity of more than one 

on 'foreign' credit Institutions, year, on Zone B credit Institutions, 

asset 

'domestic' 

sectors, 

Items representing 

and 'foreign' 

claims on 

non-bank 

- off-ba 1 ance sheet I terns, havIng fu I I 

risk, incurred on behalf of 'foreign' 

central and regional governments, local 

authorities and central banks and the 

'domestic' 

sectors, 

and 'foreign' non-bank 

- off-balance sheet Items, having full 

r 1 sk and an or lg Ina I maturIty of more 

than one year, Incurred on behalf of 

'foreign' credit Institutions, 

- (iv) asset items representing claims on 

Zone A and Zone B non-bank sectors. 

Deleted 

Deleted 
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· - -tangible assets in accorda.nce wl th 

assets hsadin€f C.ll of Artlcle.-9 of 

Counc i I DIrect I ve 78/660/EEC of 25. Ju I y 

1978 on the annua I accounts of certaIn 

typ~s ot·bompanles1 _ 

(V) Unchangsd 

--p~rticlpatlons where. not deducted from -(vi) holdlr.~s of 5haros, participations 
~_,_ .... __ ,...,._._,_.- _____ ,.,....._,..._ ........... .. 

own funds and other e iemeni:s wh! ch forr.r the own 
~-----·--,-~ .. ·--------~-·-·---·· 
funds of other ~redlt Institutions, where 
-------...--~""""': ..... _. ....... -
not -deducted from the own funds of the 

tending Institution; 

- a II other assets except where deducted - (vII) a II other assets except where 

from own funds deducted from own funds, Including 

prepayments and accrued income other than 

where, In accordance with Directive 

86/635/EEC, such Items can be assigned to 

cour.terpartles 

categories; 

In lower weight 

2. The methods laid out In Annex 3 shall 2. The following treatment shall apply to 

be applied to Interest rate and foreign off-balance sheet Items other than those 

exchange rate re Ia ted off-balance sheet 

instruments 

1 oJ N6 L 222, 14.8. 1978, p. 11 

covered In Article 6(3). They shall first 

be grouped according to the risk 
·-· 

groupings presented In Annex I. The full 

value of the full-r lsk Items shall be 

taken Into account; 50X of the value of 

the medium-risk Items; 20% of the medlum

low-r lsk Items; the value of low r lsk 

1 tems sha I 1 be set at zero. The second 

stage shall be to multiply the off

balance sheet values, adjusted as 

described above, by the weights 

attr lbutable to the relevant 

Unchanged 
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Article 7 

1. Member States shal I fix weights of 

either 0%, 20% or 50% In the case of 

asset items representing claims on their 

own regional governments and local 

AMENDED PROPOSAL 

counterparties, in accordance with the 

treatment of asset items in Article 6(1) 

and Article 7. In the case of asset sale 

and repurchase agreements and outright 

forward purchases, the we I ghts sha I I be 

those attaching to the assets in question 

and not to the counterparties to the 

transactions. 

3. The methods laid out in Annex 2 shall 

be applied to interest rate and foreign 

exchange rats contingencies listed in 

Annex 3. 

4. Where off-balance sheet items carry 

explicit guarantees, they sha II be 

weighted as if they were incurred on 

behalf of the guarantor rather than the 

counterparty. Where potential exposure 

arising from off-balance sheet 

transactions is fully and completely 

secured, to the satisfaction of the 

relevant competent authorities, by any of 

the asset items recognised as appropriate 

collateral in Article 6(1)(a) and 

6(1)(c), weights of 0% or 20% shall apply 

In accordance with the col lateral in 

question. Where the conditions of Article 

6(1)(b) are met a 10% weight shal 1 apply. 

Article 7 

1. Notwithstanding the requirement In 

Article 6(1)(c), Member States may fix a 

weight of 0% for their own regional 

governments and local 

,•" 
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authorities, and full risk off-balance authorities. If there is no appreciable 

sheet I terns Incur red on beha If of t hal r dlfferen~~ In r!s~ b~tween claims on the 

own regional governments -and· local !attar and claims on their csntral 

authorities. Medium risk off-balance governments because of the revenue -

sheet · I terns Incur red on beha 1 f of the 1 r 

own regional governments and local 

authorities shall correspondingly be 

weighted at 0%, 10% or 20%. Loans and 

off-balance sheet Items carrying the 

raising powers of the regional 

governments and local authorities and the 

ex I stance of specIfIc const 1 tut ion a 1 

arrangements acting to reduce the chances 

of default by the latter. A ni I weight 

exp I I cIt guarantee of a reg iona 1 or loca 1 f 1 xed 1 n accordance wl th these crIterIa 

authorIty sha II have the same we lght as wi II app I y to cIa ims on and off-balance 

loans to, or off-balance sheet Items sheet Items Incurred on behalf of the 

incurred on behalf of, the same regional 

government or local authority. 

regional governments and local 

authorities In question and claims on 

others and off-balance sheet Items 

Incurred on behalf of others guaranteed 

by those reg lona I governments and loca I 

authorities. 

2. Member 

Commission 

Commission 

States shall notIfy the 2. Member States shall notify the 

of 

shall 

their weights, 

disseminate 

the 

that 

Information and ·Member States sha II 

mutually respect the weights chosen by 

each other. They shall have the 

discretion to apply weights of either 0%, 

Commission If they believe a ni I weight 

to be just 1 f 1 ed accor.d I ng to the crIterIa 

laid out In paragraph 1. The Commission 

shal 1 disseminate that Information and 

other Member States may offer the credit 

institutions under the supervision of 

20% or 50% In the case of those foreign .:.t.:.:.he.:...;..lr;_ __ c:..:om~p-e_t_e_n_t __ a_u_t_h_o_r_i_t_l_e_s ___ t_he_ 

countries determined in accordance with possibility of applying a nl I weight 

Article 8(2), with medium risk off- where they undertake business with the 

balance sheet Items weighted regional governments and local 

correspondingly at 0%. 10% or 20%. authorities In question or where they 

hold claims guaranteed by the latter. 
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1. Technical rnodlfic~.;t ions In the areas 

of this Directive shown bolow may be made 

In accordancl9 with the prcccdl.lro sat out 

In paragraph S: 

- the minimum establ lshed In Article 9, 

the weights and asset Items In Article 

6, 

the list and classification of off

balance sheet Items In Annexes 2 and 4 

and their treatment In the calculation 

of the ratio as described in Article 5 

and Annexes 1 and 3. 

2. The Commission may also, according to 

the procedure set out In paragraph 3, 

extend to foreign countries the same 

weights applied to domestic central 

governments, central banks and credit 

Institutions, where the risks are 

considered equivalent, notably In the 

case of credIt I nat i tut 1 ons. because of 

1. Technical ~~dlficatlons In the areas 

of thIs o 1 rcc.~t i ·o~c n;,own bs low may be made 

In accordance wi·~:n the procedure set out 

In paragraph 3: 

th~ minimum establ lshed In Article 9, 

the weights <Uld asset Items In 

Article 6, 

-the definition ol' 'Zone A' In Article 

2, 

the definition of 'multilateral 
----~·-··-·-----h-~--~-~---

development banks' In Article 2, 

the list and cla~;lslficatlon of off

bo.l anca sheet Item~ In Annexes 1 and 

3 and their treatment In the 

calculation of the ratio as described 

In Articles 5 and 6 and Annex 2. 

Deleted 
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arrangements made In an international 

context and similarly to extend the SOX 

weight for mortgage-backed loans for the 

purchase of property In foreign 

countries. 

3. The CommIssIon sha I I be assIsted by a 2. Unchan~sd 

Committee composed of representatives 

from the Member States and chaIred by a 

representative of the Commission. 

The representative of the Commission Unchanged 

shal I submit to the Committee a plan 

within a tlrr.e limit to be fixed by the 

Chairman In accordance with the urgency 

of the matter. The opinion shal I be given 

on a qualified majority basis according 

to Art lcle 148(2) of the Treaty In the 

case of decIsIons whIch the Counc II Is 

cal led upon to take following a proposal 

of the Commission. In the Committee the 

votes of the representatives shall be 

weighted according to the abovementioned 

article. The Chairman shall not vote. 

The Commission shall Implement the Unchanged 

envisaged measures when they are In 

conformity with the opinion of the 

CommIttee. 

When the envisaged measures do not 

confIrm WIth the opinion of the 

Comml ttee, or In the absence of an 

opinion, the Commission shall wl thout 

delay subml t to the council a proposal 

relating to the measures to take. The 

Unchanged 

A~ENOED PROPOSAL 
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majority votl~~. 
1 f ~.t th!'l e;,rl~ nf th:3 1.~'-·w lo.:,; !;::;: L::h wi I! b,;} Un~;har.ged 

set 1 n t h~ e:'l~a .,~f &rJ<m ."'1,;;::.: i <:Jl on \.() !:.~ 

para.gni.~h. a ri~ricd w~1fch mv;:.>t r.ot a~~~~c! 

three months from the day on wh lch the 

cour.c i 1 was ! nform~~. the CoHn!:: I I ha_s not 

acteci, the Cc:.:-;.ml~::;!on sha.ll lr:'!plem~nt the 

proposed meiU~Ilfec~. 

Article 9 Article 9 

1. Member Sh.tes shall adopt the measures 0!)1eted (new Article 11(1}) 

necessary to comply with the provisions 

of the Directive by 1 January 1990. 

2. Unt II 31 December 1992, credit 

1 nst I tut ions whose rat lo are be low 6%1 

shal 1 not allow their ratio~ to fall 

unless such fal Is are associated with tha 

Issue of new cap I tal and occur In the 

per lod immediately following such 

Issuance. The competent authorities shall 

ensure that corractlve measures are taken 

If fa I Is occur for any reason other tahn 

that referr~d to above. 

Delated (new Article 10) 

3. With effect from 1 Jcmuary 1993, 1. With effect from 1 January 1993, 

credit Institutions shall not allow their credit Institutions shall bo required to 

ratios, as defined In ·Articles 3(1) and maintain ratios. as defined In Article 

(2). to fall b~lcrill 8%1. In the evAnt of 3(1) and (2), of at least 8%. 

such an oc:c•.~r ronc~. the competent 

1 This f lgure--ri"-provislonal. A 
deflnltlvs figure will be proposed 
after study of the results of a 
statistical exercise to be undertaken 
In the first half of 1988. 

Footnote Deleted 
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authorities shall snsura that appropriate 

measures to restore the ratio to the 

agreed minimum a_re taken a$ Quickly as 

possible by the credit Institution In 

question. 

A~EN!1i::D PROPOSAL 

4. Notwithstanding paragraph 3, the 2. Notwithstanding paragraph 1, the 

competent authorities may establish 

rat los above sx1 as they consider 

appropriate. 

competent authorities may establish 

hig~~~~~-~"!1.. ratios as they consider 
appropriate. 

5. Member States shall communicate to the Deleted (new Article 11(2)) 

Comml ss ion the texts of the maIn 1 aws, 

regulations and administrative provisions 

which they adopt In the field covered by 

this Directive. Article 10 

Unt II 31 December 1992, credit 

Institutions whose ratios are below 8% 

shall be required to ensure that the 

minimum target Is attained without their 

ratio fall lng, except temporarily In the 
.,.,...., . 

case of fluctuations which can occur 

around the time new capital Is raised. 

Article 11 

1. Member States shall adopt the measures 

necessary to comply with th~ provisions 

of this Directive by 1/1/1991. 

2. Member States shal I communicate to the 

Commission the texts of the main laws, 

regulations and administrative provisions 

which they adopt In the field covered by 

this Directive. 
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ArtiCI$ 10 Article 12 

This Directive !s ~ddreReed to the M0mbsr 

States. 

Done at For the Counc 1 I Done at For the Counc I I 
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Annex 1 

THE TREATMENT OF OFF-BALANCE SHEET ITEMS 

IN THE SOLVENCY RATIO 

The items shall first be grouped 

according to the perceived credit risk 

attaching to the Instrument In quest ion 

(see Annex 2). 'Full risk' off-balance 

sheet I terns sha II be deemed to carry a 

credit risk equal to balance sheet Items. 

and thus their full value taken Into 

account; 'medium risk' items shal I be 

cons ide red to carry less risk and on IY 

one-ha If of theIr va I ue taken Into 

account; medIum/ I ow r I sk Items sha I I be 

deemed to carry lower risk than the 

med lum category and one-f lfth of theIr 

value taken into account; 'low risk' 

1 tems sha I I be consIdered to carry 

negligible risk and the I r · va I ue 

accordingly set at zero. The second stage 

shall be to multiply the off~balance 

sheet values. adjusted as described 

above, by the weights attributable to the 

relevant counterpartles. In accordance 

with the treatment afforded to asset 

items. In the case of asset sale and 

repurchase agreements and outright 

forward purchases. ·the we lghts sha II be 

those attaching to the assets In question 

and not to the counterparties to ·the 

transactions. Article 6 combines the two

stage process used for off-balance sheet 

items into a single percentage weight. 

Deleted 

AMENDED PROPOSAL 
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Where off-balance sheet Items carry Deleted 

explicit guarantees. they shall be 

weighted as If they were Incurred on 
behalf of the guarantor rather than the 

counterparty. Where potential exposure 

arising from off-balance sheet business 

is fully and completely secured, to the 

satisfaction of the relevant competent 

authorities. by any assets having a OX or 
20% weight, the weight appl lcable to the 

collateral and not to the counterparty 

shall be used. 
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Annex 2. 

CLASSIFICATION OF OFF-BALANCE 

SHEET ITEMS 

Full risk 

- Guarantees having the character of 

credit substitutes 

- Acceptances, 
Endorsements on bl lis not carrying the 

name of other credit Institutions, 

- Transactions with recourse, 

Irrevocable standby letters of credit 

having the character of credit 

substitutes 

- Assets sale and repurchase agreements 

as defined In Article 12(1) and (2) of 

DirectIve 86/635/EEC. If these 

agreements are treated as off-balance 
sheet I terns pendIng fu II comp I I ance 

with Directive 86/635/EEC, 

- Assets purchased under outright 

forward purchase agreements, 

- The unpaid portion of partly-paid 

shares and securities, 

- Other Items also carrying full risk. 

Medium risk 

- Documentary credits Issued and 

confirmed (see also medium/low risk), 

- Warrant les and lndemnlt les (Including 

tender. performance. customs and tax 

bon'ds) and guarantees not having the 

character of credit substitutes, 

AMENDED PROPOSAL 

Annex· 1 

CLASSIFICATION OF OFF-BALANCE 

SHEET ITEMS 

Full r lsk 

Guarantees having the character of 
credit substitutes 

Acceptances, 

Endorsements on bills not carrying 

the name of other credit 
Institutions, 

Transactions with recourse, 
Irrevocable standby letters of credit 

having the character of credit 

subst 1 tutes 

Assets sale and repurchase agreements 

as defined In Article 12(1} and (2) 

of Directive 86/635/EEC, If these 

agreements are treated as off-balance 
sheet I tams pendIng fu I I · comp I I ance 

with Directive 86/635/EEC, 

Assets purchased under outright 

forward purchase agreements, 

Forward forward deposits, 

The unpaid portion of partly-paid 

shares and securities, 

- ·Other Items also carrying full risk. 

Medium r lsk 

Documentary credits Issued and 

confirmed (see also medium/low risk), 

Warranties and Indemnities (Including 

tender. performance, customs and tax 

bonds) and guarantees not having the 

character of credit substitutes, 
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- Asset sale and repurchase agreements 

as defined In Article 12(3) and (5) of 

Directive 86/635/EEC, 

Irrevocable standby letters of credit 

not having the character of credit 

substitutes, 

Undrawn credit facilities (agreements 

to I end pur chase secur It I es, provIde 

guarantees, acceptance facilities) 

with an original maturity of more than 

one year; 

- Other Items also carrying medium risk. 

Medium/low risk 

- Documentary credIts In which 

underlying shipment acts as collateral 

and other self-liquidating 

transactions, 

- Other Items also carrying medium/ow 

risk 

Low risk 

- Undrawn credit facilities (agreements 

to lend, purchase securities, provide 

guarantees, acceptance facilities> 

with an original maturity of up to and 

Including one year; 

- Other Items also carrying low risk 

AMENDED PROPOSAL 

Asset sale and repurchase agreements 

as defined In Art lcle 12(3) and (5) 

of Directive 86/635/EEC, 

Irrevocable standby letters of credit 

not havIng the character of credIt 

substitutes, 

Undrawn credit facl I itles (agreements 

to lend, purchase securities, provide 

guarantees, acceptance facl I !ties) 

with an original maturity of more 

than one year 

note Issuance facil itles and 

revolving underwriting facl I ities, 

Other Items also carrying medium 

risk. 

Medium/low risk 

Documentary credits In which 

underlying shipment acts as 

collateral and other self-1 lquldating 

transactions, 
' 

Other items a I so carrying med lum/ow 

risk 

Low risk 

Undrawn credit facll !ties (agreements 

to lend, purchase securities, provide 

guarantees, acceptance facll I ties) 

with an or lg ina I maturity of up to 

and including one year, or which can 

be uncond I t I on a I I y cance I I ed at any 

time without any notice; 

Other items also carrying low risk 
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Member States sha II commun lcate to the 

Commission as soon as possible any cases 

where they have agreed to classify a new 

off-balance sheet Instrument under one of 

the final Indents In each of the risk 

categories. Such Items shall then be 

definitively classified at COmmunity 

I eve I In accordance wl th the procedure 
set out In Article 8(2). 
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Annex 3 Annex 2 

THE TREATMENT OF INTEREST RATE RELATED THE TREATMENT OF INTEREST RATE RELATED 

OFF-BALANCE SHEET ITEMS 

Subject to 

supervisory 

institutions 

the consent 

authorities, 

sha I I choose 

of theIr 

credit 

one of the 

methods presented be low to measure the 

risks associated with the transactions 

1 isted In Annex 4. Interest and exchange 

rate contracts traded on recognIzed 

exchanges, and exchange rate contracts 

w 1 th an or 1 g 1 na 1 maturity of seven days 

or less shall be excluded. 

Method 1: the 'marking to market' 

approach 

OFF-BALANCE SHEET ITEMS 

Subject to 

supervisory 

lnst I tut Ions 

the consent 

authorities, 

sha I I choose 

of 

one 

their 

credit 

of the 

methods presented be low to measure the 

risks associated with the transactions 

listed In Annex 3. Interest and exchange 

rate contracts traded on recognized 

exchanges where they are subject to daily 

margin requirements, and exchange rate 

contracts with an original maturity of 

fourteen calendar days or less may be 

excluded. 

Where there is a separate legal contract, 

acceptable to the national supervisory 

authorities, between the credit 

Institution and Its counterparty under 

which mutual obligations to deliver 

payments In a common currency on a given 

date are automat I ca II y amalgamated w 1 th 

other similar obi igatlons due on the same 

date, the single net amount fixed by such 

novation shal I be weighted, In the place 

of the gross amount Involved. 

Method 1: the 'marking to market' 

approach 
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Step (a): on the basis of attaching 

current market values to contracts 

(marking to market) the current 

replacement costs of ali contracts with a 

positive value shall be obtained. 

Step (ti): to obtain a figure for 

potential future credit exposures the 

notJonal principal amounts 

underlying the Institutions' 

books shall be mult iplled 

following percentage1: 

or values 

aggregate 

by the 

original maturity Interest rate exchange rate 

contracts contrach 

less than one year nil 1X 

one year and over o.sx 5X 

step {C): the sum (;>f current replacement 

cost· and potent I a I ·future cred I t exposure 

shall be multiplied by the risk weight 

attached to the reI evant counterpart I es 

in Article 6. 

1 The percentages are provisional and 

subject to revision 

AMENDED PROPOSAL . 

Step Cab .on the basis of attaching 

current market values to contracts 

(marking to market) the current 

rep I acement costs of a II contracts wIth a -

posltlve'value shall be obtained. 

Step (b): to obtain a figure for 

potential future credit exposures1 the 

notional principal amounts 

underlying the Institutions' 

books shall be multiplied 

following percentage: 

or values 

aggregate 

by the 

original maturity Interest rate exchange rate 

cont racta contracts 

one year or less nil 1X 

!!!2!!. than one year o.sx sx 

Unchanged 

Footnote deleted 

1 Except In the case of single currency 

'floating/floating' Interest rate 

swaps In which the current 

replacement cost only will be 

calculated. 
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Msthcd 2: tha original exposure approach 

St.o~ (a): th~ notional principal amounts 

of each I n$t rwnent sha I I be mu It i pI I ed by 

the parcentagaa glv~n below1: 

original maturity tntereat rate exchange rate 

contract. contra;:ts 

leu th~:~n one year 0.~ 2X 

one year and letf;5 

than two years 1X 

add I tl onal allowance 

for Qaeh •ubsequent 

year 1X 4X 

Step (b): the original exposures thus 

obtained shall be multiplied by the 

counterparty weights given In Article 6. 

1. These percentages are provisional and 

subject to revision 

or f',~'!.t::h instrument aha I 1 be mu It I pI I ed by 

the p~ ,. cent a:ges g I v~n bed cw: 

-~--...... __ , _____ _... .... ~--~~-.- ......... ..., .. ,_ ____ , 

orlglnol maturtty1int•re~t r.:~te exchange rate 

•-~4n~ :.rt~t;~r; Cl)l'lt rC!d:.lll 

-------,-·.·~---~~ .... ~····.,...._, ___ ,." .... ~"-----··--"-•'""''''.,-.···;~--..--·-.-.~~---<-«"o··- ..... , ... '"",..._ 

~~~~ yet!r !IL!.'!'"!:l" •J.~ ~·~"J ,,. 
more th~n ~ne Y~<Jr end 

less thnn two :V""''"' 1~ 5~ 

add I t I ernll o I I owcinco 

for •ach nubl!eque~tt 

yee.r 1" 3X 

·--····-··"-··--·-----·~·.,--~---

Step (b): the original exposures thus 

6btalned shall be multiplied by the 

counterparty weights given in Article 6. 

subject to a maximum weight of 50% . 
. ~--:..··--···---····---· 

Footnote deleted 

1 In the case of Interest rate 

contracts. credit Institutions may 

choose. subject to the consent of 

their supervisory authorities. either 

original or residual m~turlty. 
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ORIGINAL PROPOSAL AMENDED PROPOSAL 

Annex 4 Annex 3 

.• TYPES OF INTEREST AND FOREIGN EXCHANGE TYPES OF INTEREST AND FOREIGN E·XCHANGE 

RATE RELATED OFF-BALANCE SHEET ITEMS RATE RELATED OFF-BALANCE SHEET ITEMS 

Interest rate contracts Unchanged 

- Single-currency rate swaps 

- Basis swaps 

- Forward rate agreements 

- Interest rate futures 

- Interest rate options purchased 

-Other contracts of similar nature 

Exchange rate contracts unchanged 

- Cross-currency Interest rate swaps 

- Forward foreign exchange contracts 

- Currency futures 
- currency opt I ons:''purchased 
- Other contracts'·rof slmflar nature. 

AC SOLVENCY 




