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Amznded proposal for a Council Directive —“y

" on a solvency ratic for credit instituvions. |

N

Explanatory Hemorandum

on 20 April 1%88, the Commission sent the Council a proposal for

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

The Economic and Social Committee delivered its opinion (2) at
its 259th session held.én Brussels on 27 October 1988, and the

European Parliament delivered its opinion at its sitting of 15
March 1$8% (3).

An amended propesal has been drawn up in order to take into
accCount the 'opinion dalivered by these two ‘institutions. Both
the Pariiament and the Economic and Social Committee have
endorsed the need for a Directive on a solvency ratio for credit
institutions which together with the ([(proposal for aj Council
Directive on the own funds of credit institutions is a Rkey
component - of harmonisa;ioh' necessary for the achievement of
murual recegnition of authorisations issued by national

authorities.

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 logiq of the
proposal and in several cases to bring' fhe proposal {nto'line
with zhe re:émmehd-tién made by +the Basle Committee on Banking

Reguistion and Supervisory FPractices in July 1785, The

Zommission wiew this as welcome international convergence of

supervisory srtandards. .

¢1) OJ No < 135, 25.5.1988, p. 2
(2) OJ No € 337, 31.12.1%38, p. 8
{33 0J No




S. 0f the amendments adopted Dy the European Farliament, the two
concerning comitology and the one seeking to make the subervisory
authorities' ability to impose stricter solvency standards than
those laid down in the proposal subject to their informing the
Commission prior to such action have been rejacted. " The last
mentioned amendment has been rejected because, in cases where
supervisors consider | thar individual credit institutions 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 alreéady mentioned in the Commissions' reexamined proposal

for a Council Directive on the own funds of credit institutions
1)

6. The majority of the proposed amendments take the form of
improvements in presentation or in drafring, whereas others have
a more substantial impact on the provisions. 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 Membér.States, all other CECD countries and Saudi
Arabia, whereas 'Zone B' is all other countries. Furthérmore it
is proposed to introduce a definition of ‘multilateral

development banks'.

b) Article 5.
The proposed newiparagfaph 5 makes it clear that, where claims
are only partly guaranteed :o; collateralised, the lower weight
afford=d because -éf_the guéréhteé .or collateral shall be gi?en
sniy te that parr whicn is guéféﬁ#éed or collateralisaed.

<) Arvicie &. ‘
Mozt of the proposed amendments take thé form of improvements in
presentation br‘grise as a reggl; of the introduction of the new

(1Y OJ No L 124, 5.5.1%8%
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‘Zone A coﬁﬁepr. -The we1ght1ng ot off-balance sheet“items'has

been del:ted'from Art1c1e ¢ (1) and a gpneral descrlptlon of the

trestment of thase - 1tems has now Deen given in .the proposnd new’
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(4 (whych tTo a large extent-Cereaand to the

former Annex 1). - The following more Substantfélt amendment s

should. be mentioned; : _ S

- Plalms tully and completely . secured - by a Cmeiﬁation in

aggregate of the asseﬁ items recognised as approprzate
collateral under the .weight categories 0% and 20% shall be
weighted:ét 10 %, ' :

- claims on the European Investment Bank (EIB) and"muitilateral
development banks' are proposed to be we1ghted at 20% (the same'
weight as in the Basle recommendation?, :

- Claims on 'Zone B' credit institutions shall be weigh%éd at 20%
if the residual maturity is one year or less, and '? | ,

- it is proposed to gitend the 350% weight for loans éecured'by
mortgage'tdk cover all loans fully and completely %écured by
mortgages on residential property whiqh is or will b; oc;gpied,

by the borrower or which,is-rehted;f

Article 7 : _

ﬁotwithstandingvthat claims on ‘Zone~A' reglonal governments and
local authorities shall' be welghted at 20%, ic 1s.prpposed that
Member ' States may fix a weight of O% for their owui_regional

governments and locai__auphorities,fif there is no appreciable.

‘difference in risk between claims on.the latter and 'dlaimsfon'uv-

their central governmenth because of spec1r1c strxct 'critEria
belng used

Articie 3

-

it iz proposed . to make modifications in the definition'df tZone
A'  3nd the definifion of"multilatérél developmenthﬁanks‘_ in
Articie 2 subiect te the comitology procedure set out in Article
8 (2. | ‘ |

Articles % - 12 and Annexes

" The proposed Aaqeﬁdmen;s ~are made in order to improve the

presantation or clarify the text.

+



AMENDED PROPOSAL FOR A COUNCIL DIRECTIVE
ON A SOLVENCY RATIO FOR CREDIT INSTITUTIONS!-
COM(88)194 FINAL
(Submitted by the Commission to the Council on .../.../89)

(89/..

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} lament,

Having regard to the opinion of the
Economic and Social Committes,

Whereas the Directive is a development
from the work undertaken by the Banking
Advisory Committee which has under
Article 6(4) of the Councii Directive
77/780/EEC of 12 December 1977 on the
coordination of laws, regulations and
administrative provisions reiating 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
coefficlents applicable in the Member
States’;

T.0JN® C 135, 25.5.1988, p.2

2 O0J N° L 322, 17.12.1977, p.30
3 O0J N° L 309, 4.11.1986, p. 15

Soodd)

AMENDED PROPOSAL

Unchanged

Unchanged

Unchanged



ORIGINAL PROPOSAL

Whereas appropriate solvency ratiocs play
the
supervision of credit Institutions;

a central roie. In prudentlal

Whereas ratios which weight assets and
off-balance sheet transactlons'accordlng
to the '
particutlarly useful measures of solvency;

degree of credit risk are

the deve lopment of

standards of capital adequacy in relation

Whereas
to assets and off-balance sheet items at
risk is accordingly, one of the essential
areas of harmonisation necessary for the
achievement of mutual recoghltlon and
thus completion of the internal markei in

banking services;

Whereas in this respect the Directive is

connected with other specific Ieglslat!on
the
prudential
../.../EEC on own
Commission

also harmonising fundamental

techniques of supefvlslon:
Directive
funds, the recommendat ions
87/62/EEC? 87/63/EEC2  on

exposures and dGDOSIt pfotectlon schemes;

Council

and large

Whereas the Directive should also be seen
as directly complementary to the Second
Coordination Directive which lays out the
broader framewofk of which this Directive
is an integral part;

T O0J N° L 33, 4.2.1987, p. 10
-2 0J N° L 33, 4.2.1987, p. 16

common

AMENDED PROPOSAL

Unchanged

Unchanged -

Unchanged

Whereas Iin this respect the Directlive is
connected with other specific Ibglslatlon
the
techniques of prudential subervislon:
Council Directive 89/289/EEC! on own
funds, the COmmlss!on recommendat ions
87/s2/EEc?' and 87/63/EEC3 on

exposures and deposit protection schemeé;

also harmpnising fundamental

large

Unchanged

1 0J N° L 124, §.5.1989, p. 16
20Jn° L 33, 4.2.1987, p. 10
3 0J N° L 33, 4.2.1987, p. 16



ORIGINAL PROPOSAL

Whereas the minimum ratio contained Iin

this Directive 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 shall,
with the
States

and others working towards similar ends,

accordingly, 1In cooperation

competent authorities of MWMember

further study the available techniques;
it shall
proposals for the further harmonisation

whereas then make appropriate

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
States

and others working towards similar ends,

competent authorities of Member

further study the available techniques;
it shall

proposails for the further harmonisation

whereas then make appropriate

of prudential rules reiating to these

risks; whereas in so doing it shall pay

full attention to the interaction of the
it shall,
accordingly, examine the coherence of the

various banking risks, whereas

separate proposals;




ORIGINAL PROPOSAL

Whereas technical

detailed

rules contained in

this
time be
necessary to respond to new developments
in  the the
’Commlésion shall accordingly make :such

Directive may from time to

bank ing whereas

sector;
modifications as are necessary,

the
within
implementing powers the
the provisions of the
Treaty; whereas that Committee shali act

as a 'Regulatory’ Committee, according to
the

after
consulting Bank ing
the

delegated to

Advisory

Commi ttee, limits of the

Commission by

ruies of procedure laid down in
111, variant (a) of
Decision 87/373/EEC of 13 July
laying down the

exercise of implementing powers conferred

Article 2, procedure
Counclili

1987

procedures for

to the Commissiont

HAS ADOPTED TH!S DIRECTIVE:
T O N L 197, 18.7.1987, p. 33

modifications to the

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
a 20%

weight to the European

in this regard the
than 0%
Investment Bank

appliication of rather

reflects agreement on the supervisory

treatment of borrowing by multilateral

investment and development banks made in

a wider ‘international context and not the
high credit-standing of the EIB;

Unchanged

HAS ADOPTED THIS DIRECTIVE:
Unchanged



CRIGIMAL

Scopa s God bl v

1. This Direstive shali apply 1o credit
instituticns within the msaning of the
indent of Article 1 of Directive
77/780/EEC.

first

indent 1 the
apply this
institutions listed

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

2. Notwithstanding above,

Member States nasd not

Directive to credit

3. Credit institutions which, as defined
in Article 2(4)(a) of Directive
77/780/EEC are affiliated to a central

body
exempted

in the same Member State, may be
this
provided that the totality of
those afiiliated credit
the body

consol idated solvency

from the provisions of
Directive,
institutions and
central are included in
ratios in

accordance with this Directive.

Article 2

For the purpose of this Directive:

Indent 1

- ‘competent shall ba
defined in accordance with the fifth
indent of Articlae 1

authorities’

of Counclil

Directive 83/350/EFC of 13 June 1983
the
instituticns on

on supsrvigion of credit
a consolidated

basist,

T OJN° L 183,718.7.1983, p.18

AMERGED PROPORAL

R 7L L Y T A A A TP

Articie 1
tnchanged.
Unchangsed
Unchanged

Article 2

For the’purpose of this Directive:
indent 1

Unchanged

Unchanged



ORIGINAL PROPOSAL

Indent 2

‘Domestic credit institutions’ shall

comprise all credit institutions

authorised in the Member States, in
accordance with Article 3 of Directive
77/780/EEC,

institutions established outside the

and branches of those

European Communities,

Iindent 3
‘foreigh credit institutions’ in this
Directive shall comprise all private

and public undertakings outside the
States the
definition in the first
Article 1 of Directive 77/780/EEC,

including their branches,

Member which satisfy

indent of

[4

AMENDED PROPOSAL

Indent 2

‘Ione A’ shail comprise all Member

States and all other countries which

are full members of the Organisation

for Economic Cooperation and

Development or countries which have

conc luded special lending

arrangements with the International

Monetary Fund associated with the

Indent 3

General Arrangements to Borrow; ‘Ione
B’ shall compr ise all other
countries,

'‘Ione A’ credit institutions’ shall

comprise- all credit institutions

authorised in the Member States, in
accordance with Article 3 of
Directive 77/780/EEC,

branches and all

including their
private and public

undertakings licensed in other Zone A

countries, which satisfy the
definition in the first indent of
Article 1 of Directive 77/780/EEC,

inctuding their branches,

Indent 4

‘Ione B credit institutions’ 'shaill

comprise all private and public

undertakings licensed outside Zone A
which satisfy the definition in the
first indent of Article 1 of
Directive 77/780/EEC, including their

branches,



i
central

banke,

o e aea 3 e B o T 8 g
ragional  governments

angd iocal suthorillss
hainky. esctors

thva Msmber

maan of othsr

‘domestic’ =zhiat!l mgan of

States, ‘foraign’ shail

ecuntries,

Indent &

e e acat)

‘non-bank secter’ shall be definaed as

all borrowsrg other than credit

institutions as definad In the second

and third indsnts above, cantral
governmants and central banks,
regional governments and local

authorities, the European Communities
and the European
the Bank for international Settlements
(BiS) ths Bank
Reconstruction and Development (IBRD)
and the
(IMF),

Investment Bank, and

International for

International Monatary Fund

Bsiaisd

'non-bank sector’ shall bs defined as

ail borrowars othsgr than credit
institutions as defined In the Eﬂlig
and ‘ourth indents above, central
geverpnmonts and central banks,
regional govoriments and local

authorities, the European Communities

andd he European investment Bank
(El&), and multilateral development

bankg az datined Holow,




GRIGINAL PROFGSAL _ _ AMENDED FROPOZAL

‘Indeni 6

———— S P T

- ‘multilateral devs lopment banks*

shall ‘bas dofined as the International

Bank for Reconatruction  and

Development and the International

Finance Corporation, the Inter-

Amer ican Deve lopment Bank, the

African Development Bank, the Nordic

Investment Bank, the Car tbbean

investment Bank, the Council of

Europs Resettlemant Fund and other

multilateral dovelopment banks in

which Member States are shareholding

members, .
Indent 6 . ‘Indent 7
- full risk’, ‘medium risk’, - full risk’, ‘med fum risk’,
'medium/low risk’ and ‘ifow risk’ off- ‘medium/low risk’ and 'lcw risk’ off—
balande sheet Items are described in " balance sheet items are dascribed in
Annex 1 and listed In Annex 2, o Artlclé_6(2) and listed in Annex 1,

- ‘participation’ shall be deflnéd ‘in Deleted
accordance with the third Indent of
Article 1 of Directive 83/350/EEC.



OR1GINAIL. PROPOSAL

Article 3
Gensarai principies

1. For the purposes of measuring the
solvency of <credit institutions as
defined in Article 1, the competent
authorities of Member States shall 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

dafined in Article §.

2. Ratlos shall be <calculated on a
consolidated basis Iin accordance with
.Dlrectlve 83/350/EEC and Counci |
Directive. 86/635/EEC of 8 December 1986
on the annual accounts and consolidated
accounts of banks and other financial
institutions!. Notwithstanding the above
requirement, unconsolidated ratios shall

also be calculated for all credlt‘

Institutions. However, the competent
authorities shalt have the discretion to
require subconsol idated rather than
unconsolidated ratios for  credit

institutions subsidiaries.

3. Without prejudice to the compliance

cbligations of credit institutions

~estabiished In Article 9(2), (3) and (4),
the competent authorities shall ensure
that the ratios are controlled not less
than twice each year.

i OJ N L 372, 31.12.1986, p. 1

Unchanged

Unchanged

Unchanged

“Unchanged

AMENDED PROPQSAL

Article 3



ORIGINAL PROPOSAL

4. Valuation of assets and off-balance

sheét items shall be wundertaken In

accordance with Directive 86/635/EEC.

Article 4

Own funds: the numerator

Own funds, as defined In Directive
veo/ ... JEEC Of

institutions,

1288 on the own funds

of credit shall form the

numerator of the solvency ratio.

Article 5

Risk adjusted assets and off-balance
sheet transactions:

the denominator

1. Degrees of credit risk, expressed as

shall be assigned to

with

percentage weights,

the asset items in accordance
The batance
then be

weight to

provisions of Article 6.
sheet value of each asset shall
multiplied by the relevant

arrive at a risk-adjusted value.

AMENDED PROPOSAL.

4., Valuation of assets and off-balance

sheet items zhall be undertaken in

accordance with Directive 85/635/EEC.

Article 4
Oown funds: ths numerator

defined In Directive

1989 on the own

own funds, as
89/299/EEC of 17 April
institutions,

funds of credit shall form

the numerator of the solvency ratio.

*

Article 5

Risk adjusted assets and off~balance
shect transactions:
the denominator

1. Degrees of credit risk, expressed as
percentage weights, shall be assigned to
the asset Items in accordance Wwith
provisions of Article§_ 6 and 7. The
balance sheet value of each asset shall
then be multiplied by the relevant weight

to arrive at a rlsk-adjusted value.
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ORIGINAL PROPOSAL

-~

2. In the case of the off-bzlance shect

items included in categories (a) to (e)

of Article 6, a two-stage calculation, In

accordance with rules presented In Annex
1, shall be used to arrive at risk
weights. Risk adjusted values shall be

obtained by multiplying the value of each
off-batance sheet item by the relevant

risk weight.

3.

foreign exchange rate reiated off-balance

In the case of the interest rate and

sheet Items in Article 6(2), the
potential costs of replacing cash flows
in the event of counterparty default

shall be assessed by the application of
either of the two methods presented in
Annex 3. These costs shall be multiplied
by the relevant counterparty weights

6(1)

in

Article to give r isk-adjusted

values.

4. The total of the risk-adjusted values
of assets and off-balance sheet Iitems
described above shall be the denominator

of the solvency ratio.

AHENDED PROFGEAL

St R AT S T WL 10 I S R r—r—. S T TP

in

2.

i tedis

the ihe off--baiance sheet

listed in "”ith{ 1

cass of

&

two-gtage

e s,

caiculation, prosented In Article 6(2),

shall be used.

3. intereat rate and
foreign exchange rate related of f~balance
in Article 6(3),

and listed in Annex 3 the potential costs

In the case of the

sheet items referred to

e -

of replacing contracts in the event of
counterpariy default shall be assessed by
the application of eithar of the two
methods presented in Annex E; These costs
Il be muitiplied by the
counterparty wsights in Articie 6(1),
except that 100% weights in that Article

at 50%, to

sha refevant

shall be put give risk-

adjusted values.

4. Unchanged

New paragraph
5.

When asset items are afforded a lower

weight because of the existence of an

explicit guarantee of collateral
the

authorities the lower waght shal! apply

or

acceptable to relevant competent

only to that part which
which
the collateral.

is guaranteed or

is fully and completeiy secured by
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ORIGINAL PROPOSAL

Article 6

1. The following weights shall be applied
to the asset and off-balance sheet items
although the

authorities may establish higher weights

shown below,

as they see fit:

(a) Nil weight
- cash in hand or equivalent items,
items

.= asset representing claims on

‘domestic’ central governments and

central banks,

- asset items representing claims
carrying the explicit guarantee of
‘domestic’ central governments and

central banks,

competent

AMENDED PROPOSAL

Article 6
1. The following weights shall be
applied to the asset and off-balance
sheet items shown below, although the

competent authorities may establish

higher weights as they see fit:.

(a) Nil weight
- (1) cash in hand or equivalent items,

- (il) asset items representing ciaims on

‘Zone A’ central governments and central
banks,

= (iit) asset Items representing claims

carrying the explicit guarantee of ‘Zone

A’ central governments and central banks,

New indent (iv)

- asset items representing claims on Zone

B central governments and central 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 Ione B

centrai governmsnts 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

- asset items representing claims on the

European Communities and the EIB,

the
guarantee of the European Communities and
the EIB,

- asset Items carrying explicit

~ asset items representing claims on the
BIS, {BRD and IMF,
- asset items carrying the explicit

guarantee of the BIS, IBRD and IMF,

- all off-balance sheet items incurred on
behalf of

and central banks,

‘domestic’ central governments

- all off-balance sheet
the

central governments and central banks,

items carrying

explicit guarantee of ‘domestic’

- all off-balance shest items incurred on
behalf of the European Communities and

the EIB,

- all off-balance sheet items carrying
the explicit guarantee of thé European
Communities and the EIB,

incurred

off-balance sheet Iitems

IBRD and IMF,

- all
on behalf of the BIS,
off-batance sheet

- all items carrying

the explicit guarantee of the BIS, IBRD

and IMF,

'AMENDED PROPOSAL

- (vi) asset items representing claims on

the European Communities,

- (vii) asset items carrying the explicit

guarantee of the European Communities,

Deleted

Deleted

Deleted

Deleted

Deleted

Deleted

Deleted

Deleted
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ORIGINAL PROPOSAL

- loans and off-balance sheet I.tems,

fuily and completely secured to the
satisfaction of the relevant competent
authorities, by any of'the asset items

shown above and by deposlts and
certificates of deposit with the lending

institutions,

- all off-balance sheet items having low
risk, regardless of counterparty;

(b) 10% weight
~ off-balance sheet items, having medium

risk, incurred on behalf of ‘domestic’

credit institutions,
- off-balance sheet items, having medium
risk, carrying the explicit guarantee of

‘domestic’ credit institutions,

- off-balance sheet items, having medium
risk and an original maturity of up to

and including one year, Incurred on

behalf of ‘foreign’ credit institutions,

- off-balance sheet [tems, having medium
risk and anworlglnal maturlty of ub'to
and incliuding dne year, carrying the
explicit guarantee of

institutions;

‘foreign’ credit

AMENDED PROPOSAL

- (viiD) fuily and

completely secured to the satisfaction of

asset Items,

the relevant competent authorities, by

collateral in the form of Zone A central

government securities and securities

issued by the European Communities, by

cash or by deposits and certlficates of

deposit lending

issued by the
institution, '

Deleted

(b) 10% weight
Deleted

Deleted

Deleted

Deleted



ORIGINAL PROPOSAL

{¢c) 20% welight

- 15 -

AMENDED PROPOSAL

New indent (i)

- (1) claims fully and completely secured

to the satisfaction of the relevant

competent authorities, by a combination

in aggregate of the asset items

recognised as approprliate collateral 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 (ii)

- (li) asset items representing claims

carrying the explicit guarantee of the

EIB,

New Indent (iii)

- (ili) asset items representing claims

on multilateral development banks,

New Indent (iv)

- (iv) asset items representing claims

carrying the explicit guarantee of

multilaterai development banks,

New indent (v)

- (v) asset items representing claims on

Ione A regional governments and local

authorities, other than those falling

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 wup to and
including one year, on ‘foreign’ credit

institutions,

- asset items carrying the explicit

guarantee of ‘domestic’  credit

institutions,

- asset items representing claims -with an
original maturity of up to and including
onhe year, carrying the explicit guarantee

of ‘foreign’ credit institutions,

- off-balance sheet items, having full
risk, incurred on behalf of ‘domestic’

credit institutions,

AMENDED PROPOSAL

New Indent (vi)

- {(vi) asset items representing claims

carrying the explicit guarantee‘of lone A

regional ‘governments and local

authorities, othsr than those falling

under the provisions of Article 7,

~ (vii) asset items representing claims

on Ione A credit institutions, which do

not form an integral part of the own

funds of those institutions,

- (viil) asset items representing claims,
with a residual maturity of up to and
inciuding one year,' on Ione B credit

“which do

integral part of .the own funds of those

institutions, not - form an

institutions,

- (ix) asset items carrying the explicit

- guarantee of Zone A credlt-inst}tutions,

-~ (x) asset items fepresenting claims

with a residual maturity of up to and
including one year, carrying the expliclt
guarantes of Zone B credit institutlions,

Deleted
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ORIGINAL PROPOSAL

~ off-balance sheet Iitems, having full

risk, carrying the explicit guarantee of

‘domestic’ credit institutions,

- off-balance sheet items, having full

risk and an original maturity of up to

and including one year, incurred on

behaif of ‘foreign’ credit institutlions,

- off-balance sheet items, having ful!

risk and an original maturity of‘up to
and including one

year carrying the

explicit guarantee of ‘foreign’ credit

institutiong,
- loans and fuli and medium risk off-

balance shest [tems, fuliy and completsly

secured to the satisfaction of the
rele¢ ant competent authorities, by any of
in the 20%

the a:;et items shown above

welght catsgory,

- off-balance sheet items having medium/
behalf of the

‘foreign’

low risk incurred on

'domestic’ and non-bank

sectors,

Ione A credit

AMENDED PROPOSAL

Deleted

Deleted

Deleted

- (xi) asset items, fuliy and completely

secured to the satisfaction of the

relevant competent authorities, by
coliateral in the form of securities
issued by the EIB and multilateral
deve lopment banks, Zone A regional
governments and local authorities and
Ione A credit institutions, or by

deposits or certificates of deposit with

institutions other than the
iending institution.

Deleted
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- off-balance sheet items representing

local currency claims of ‘forelgn’
branches of domestic credit institutions
on ‘foreign’ central governments,'funded

by local currency deposits,

- cash items in process of collection,
where the corresponding prior payments
have already been made, '

(d) 50% weight
- off-balance sheet Items, having medium

risk, incurred on behalf of ‘foreign’
central and regional governments, qual
authorities and central banks - and the

‘domestic’ and ‘foreign non bank sectors,

~ off-balance sheet items, having medium
risk and an original maturity of more
than one year, Incurred on behalf of

‘foreign’ c¢redit institutions,

~off-balance sheet items, havings medium
maturity of more
than one year, carrying the eipllclty
guarantee of

‘foreign’ credit

institutions,

- loans to Individuais for the purchase
of residential property in the Community
for their own occupation, 'fdlly and
completely secured to the satisfaction of
the relevant competent authorltlés, by

mor tgages on the property in question;

AMENDED PROPOSAL

Deloted

Unchanged

(d) 50% weight
Deleted ’

Deleted

Deleted

- (1)
secured to the

claims, fully and completely

satisfaction of the
authorlties, by

relevant 'competent

mortgages on residential property which

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,

- asset items representing claims with an
original maturity of more than one year,

on ‘foreign’ credit institutions,

- asset Iitems representing claims on

‘domestic’ and ‘foreign’ non-bank

sectors,

- off-baiance sheet items, having full

risk, incurred on behalf of ‘foreign’

local

central and regional governments,

authorities and central banks and the

‘domestic’ and ‘foreign’ non-bank
sectors,
- off-balance sheet Items, having full

risk and an original maturity of more

than one year, incurred on behalf of

‘toreign’ credit institutions,

AMENDED PROPOSAL

(e) 100% weight

- (i) asset items representing claims on

governments and centrail
in the

the borrower and

Zone B central

banks, except where denominated

national currency of

funded in that currency,

New Indent (1i)
- (1i) asset items representing claims on

Zone B regional governments and iocal

authorities,

- (ili) asset items representing claims

with a residual maturity of more than one

year, on Zone B credit Institutions,

- (iv) asset items representing claims on

Zone A and Zone B non-bank sectors,

Deleted

Deleted
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':-¥' iangIb1e assets in accordénce With
aésets-ﬂheading‘ C.lt of Article. 9 of

‘Council Directive 78/660/EEC of 25 July
1978 on the annual accounts of certain

types of companies?

- participations where not deducted from
own funds ' '

- all other assets except where deducted
from own funds

2. The methods laid out in Annex 3 shall
be applied to Interest rate and foreign
exchange rate related off-balance sheet

instruments

T 0J N® [ 222, 14.8.1978, p. 1

AMENDED PROTOSAL
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{v) Unichangad

- (vi) holdlggs of sharas, participations

and oiher giements wh!ch forr” the own

funds of other cradit institutions, where

o

not - daducted from fhe cwn funds of the
fending institution;

- (vii) all other assets except whers

deducted

brepayments and accruad income other than

from own funds, including

where, in accordance with Directive

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

courtsrparties in lower weight

categories;

2. The following treatment shall apply to

off-balance sheet items other than those

covered in Article 6(3). They shall first

be grouped according to the risk
The full

items shall be

groupings presented in Annex |.

value of the full-risk
50% of the value of
the medium-risk items; 20% of the medium-

taken into account;

low-risk items; the value of IJow risk

items shall be 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
Unchanged
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Article 7

States shall -fix
20% or 50%
items representing claims on their

1. Member
either 0%,
asset

weights of
in the case of

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 weights shall 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 CaI'I’Y

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
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 0X or 20% shall apply
in accordance with the collateral in

question. Where the conditions of Article

6(1)(b) are met a 10¥ weight shall apply.

Article 7

1. Notwithstanding the requirement in

Article 6(1)(¢c), Member States may fix a
weight of 0% for their

governments and

own regional

local
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authorities, and full risk off-balance
sheet Items incurred on behaif of thair
own reglonal governments -and - local
risk

incurred on behalf of their

authorities. Medium off-balance
sheet " Items
own regionai governments and local
authorities shall correspondingly be
weighted at 0%, 10X or 20%. Loans and
the

explicit guarantee of a regional or local

off-balance sheet Items carrying

authority shall have the same welight as

loans -to, or off-balance sheet items

incurred on behalf of, the same regional

government or local authority.

2. Member States shall notify the
Commission of their weights, the
Commission shat | disseminate that
information and -Member States shall

mutually respect the weights chosen by
They the
discretion to apply weights of either 0%,
20% or 50% in the case of those foreign

each other. shal | have

in accordance with
risk off-
weighted

- countries determined
Article 8(2),
sheet

with medium
balance items

correspondingly at 0%, 10% or 20%.

AMENDED PROFGRAL

authoritias, i7¥ there is ri0 appreciable

difference In riek bstween claims on the

- latter and <¢laims on their cantral
governmants bacause of the rsvenus -
raising powers of the regional

governments and local authorities and the

existence of specific constitutional

arrangements acting to reduce the chances
of default by the A nil
fixed in accordance with these criteria

will

latter. weight

apply to claims on and off-balance

sheat items Iincurred on bshalf of the

and local

regional governments

authorities In question and c¢laims on

others and off-balance sheet items

incurred on behalf of others guaranteed

by those regional governments and local

authorities.
2. Member States shall notify the
Commission if they believe a nil weight

to be justified according to the criteria

laid out in paragraph 1. The Commission

shall disseminate that information and

other Member States may offer the credit

the supervision of
the
weight

institutions under

their competent authorities

possibility of applying a nil
where they undertake business with the

regional governments and local

authorities in question or where they

hold claims guaranteed by the latter.
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Articie 8

1. Technical modificztions In the areas
of this Directive shown bolow may be made
In accordaince with ths prccedure set out

in paragraph 3:

- the minimum established in Article 9,

- the weights and asset
6,

items In Articla

- the
balance sheet

list and classification of off-
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

governments,

domastic central

central banks and credit
the

notably in

where risks are
the

because of

institutions,
considered equivalent,

case of credit Institutions,

AMERIED PROPOSAL

Artigle §

i. Technical modificetions in the areas
of this Rircetive shown bslow May be made
in accordance with the procedure set out
in paragraph 3:

- the minimum estab!ished In Article 9,

- the assot items in

Articlie 6,

weights and

- the definition ¢f ‘Zone A’ In Article
2,

- the ‘multilateral

davelopmaent banks’ in Article 2,

e — T ——— L 8 175 W T 198 S

definition _ of

- the list &and clausification of off-
balanca sheet itoms in Annexes l_and
3 and their treatment in the

calculation of the ratio as described
in Articlos 5 and 6 and Annex 2.

Delated
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arrangements -madé in an international
context and similarly to extend the 50%
weight for mortgage-backed loans for the
purchase of property in foreign
countries.

3. The Commission shall be assisted by a
Committee composed of representatives
from the Member States and chaired by a

representative of the Commission.

The representative of ths Commission
shall submit to the Committee a plan
within a time limit to be fixed by the
Chairman in accordance with the urgency
of the matter. The opinion shall be given
on a qualified majority basis according
to Article 148(2) of the Treaty in the
case of decisions which the Council is
called 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
envisaged measures when they are In
conformity with the opinion of the
Committee.

When the envlsaged measures. do not
confirm with the opinion of the
Committee, or In the absence of an
opinion, the Commission shall without
delay submit to the CounclIAa proposal
relating to the measures to take. The

2. Unchanged

Unchanged

tUnchanged

Unchanged

AMENDED PROFOSAL




Councii shati ani zasording ¢ quailfled
majority voling.

1f st ihe end of the paviod which witld

set in the cass »f @ag¢h dzzizian 10

o

N » N % 3
{ounnd i ihi

B

taken by e am 8 rezult oF
paragranh, a paviod wiich must not axsesd
three months from the day on which the
Couricil was Informad, the Counzil has nhot
acted, the Cormisoszion shall imnlement (ne

prepesed measure:,

Article 9
1. Membhar Statez shall adopt the measures
necessary to comply with the provisions
of the Directive by 1 January 1990.

2. Until 31 December 1992,

institutions whose ratio are below 8%l

credit

shall not atlow their ratios to fail

unless suchk falls are associated with thes
Iin the

such
Issuance. The competent authorities shatl

issue of new capital and occur

period immediately following
ensure that corrective measures are taken
if falls occur for any reason other tahn

that referrad to above.

3. With effect
credit

from 1 19383,

institutions shall not ailow their

January

ratios, as defined in Articles 3(1) and

(2), to fall below 8%1,
such

In the svent of

an the

cocurrance, competent

1 This fTigure is provisional. A
definitive figure will be proposed
after study of the results of a
statistical exercise to be undertaken
in the first half of 1988,
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Articieo 9

Dzleted (new Ariicle 11(1))

Delated (new Article 10)

1. With effact
credit

from 1
institutions shall

maintain ratios,

January 1993,
bo required to
as deflned

3(1) and (2), of at least 8%.

In Article

Footnote Delsted
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authorities shall ensufa that appropriate
measures to restore the ratio to the

agreed mlﬁimum are taken as qulckfy as
| possible rby the credit institution in

question.

4. Notwithstanding paragraph 3, the
authorities establ ish
above 8%1

appropriate.

competent may

ratios as thsy consider

5. Member States shall communicate to the
Commission the texts of the main laws,
regulations and administrative provisions
which they adopt in the field covered by

this Directive.

AMENDED PROPOSAL

..... T, TR 1T &

2. Notwithstznding rparagraph 1, the

competent avthoirities may establish

highar minimum ratics as they consider

appropriate.

Deleted (new Article 11(2))

Article 10

Untili 31 1992,
institutions whose ratios are below 8%
shall be

minlmum target is attained without their

December credit

required to ensure that the

ratio falling, except temporarily in the

case of fluctuations which c¢an occur

around the time new capital is raised.

Article 11

1. Member States shall adopt the measures

necessary to comply with the provisions
of this Directive by 1/1/1991.

2. Member States shall 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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Articls 10 ' Article 35
This Direztive is addressed 10 the Mombse Unchanged
States.

Dona at For the Council Done at For the Council
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Annex 1

THE TREATMENT OF OFF-BALANCE SHEET ITEMS
IN THE SOLVENCY RATIO h

The items shall first be grouped
according to the perceived cfedit risk
attaching to the Instrument In question
‘(see Annex 2). ‘Full risk’ off-balance
shest items shall be deemed to carry a
credit risk equal to balance sheet ‘items,
and thus their full value taken Into
account; ‘medifum risk’ Iitems shall be
considered to carry less fisk and only
one-half of their value taken Into
account; medium/iow risk items shall be
deemed to carry lower risk than the
med ium category and one-fifth of their
vélue taken into account; ‘Iow risk’
items shall be considered to «carry
negiigible risk and their- 'value
éccordingiy sot at zero. The second stage

shall be to multipiy the off-balance -

sheet values, adjusted as described
above, by the weights attributable to fhe
relevant counterparties, Ih accordance
with the treatment afforded to asset
items. In the case of asset sale and
repurchase agreements  and outrigﬁt
forward purchases, the weights shall be
those attaching to the assets in queétlon
and not to the counterpértles to the
trénsactioné. Article 6 combines the two-
stage process used for of f-batance shéet
items into a single'percentage welight. |

Deleted

AMENDED PROPOSAL
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Where off-balance sheet items carry
explicit guarantees, they shall be
weighted as if they were Incurred on
behalf of the guarantor rather than the
counterparty. Whére potential exposure
arising from off-balancs sheet business
is fully and completely secured, to the
satisfaction of the relevant competent
authorities, by any assets having a 0¥ or
20% weight, the weight applicable to the
collateral and not to the counterparty
shall be used.

Deleted

AMENDED PROPOSAL
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Annex 2.

CLASSIFICATION OF OFF-BALANCE
SHEET ITEMS

Full risk

~ Guarantees having the character of
credit substitutes

- Acceptances,

- Endorsements on bilis not carrying the
name of other credit lnstltutloné,

- Transactions with recourse,

- rrevocabie standby letters qf credit
having the character of credit
substitutes

- Assets sale and repurchase agreements
as defined in Article 12(1) and (2) of

86/635/EEC, if

agreements are treated as off-balance

Directive

sheet items pending full compliance
with Directive 86/635/EEC, _
- Assets purchased under outright

forward purchase agreements,
- The
shares and securities,

unpaid portion of partly-palid

- Other items also carrying full risk.

Medium risk

- 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 substltutes,

these

AMENDED PROPOSAL

Annex 1

CLASSIFICATION OF OFF-BALANCE
SHEET ITEMS -

Full risk .

- Guarantees having the character of
credit substitutes

- Acceptances,

- Endorsements on bills not carrying
the name of other credit
institutions,

- Transactions with recourse,

- Irrevocable standby letteré 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 Items pending full compliance
with Directive 86/635/EEC, - |

- Assets . purchased under outright

forward purchase agreements,

- Forward forward deposits,

- The unpaid portion of partliy-paid
shares and securities, _
- Other items also carrying full risk.

Medium risk

- Documentary crédlts i ssued and.
conflrmed (see aiso hedlum/low risk),
- Warranties and indemnitles (including
tender,'performance,'custoﬁs 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 (§) of
Directive 86/635/EEC,

Irrevocable standby letters of credit
not having the character of credit
substitutes,

Undrawn credit facilities (agreements
to lend purchase securities,
facilities)
with an original maturity of more than

provide
guarantees, acceptance
one year;

Other items also carrying medium risk.

Medium/low risk

which
under lying shipment acts as collateral

Documentary credits in

and other self-liguidating
transactions,
Other

risk

items also carrying medium/ow

Low risk

- Undrawn credit facilities (agreements

to lend, purchase securities, provide
facilities)
with an original maturity of up to and

guarantees, acceptance

including one year;

- Other items also carrying low risk

AMENDED PROPOSAL

Asset sale and repurchase agreements
in Article 12(3) and (5)
of Directive 86/635/EEC,

Irrevocable standby letters of credit

as defined

not having the character of credit
substitutes,

Undrawn credit facilities (agreements
to lend, purchase securities, provide
facilities)

guarantees, acceptance

with an original maturity of more

than one year

- note issuance facilities and
revolving underwriting facilities,

— Other items also <carrying medium
risk.

Medium/low risk

- Documentary credits in which
underlying shipment acts as

Low

collateral and other self-liquidating
transactions,

Other
risk

items also carrying medium/ow

risk

Undrawn credit facilitlies (agreements
to lend, purchase securities, provide
facitities)
maturity of up to

guarantees, - acceptance
with an original

and including one year, or which can

be unconditionaliy cancelled at any

time without any notice;

Other items aiso carrying low risk
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Member States shall' communicate to',the

Commission as soon as possible any cases

where they have agreed to classify a new

off-balance sheet instrument uhder'one df

the final Indents in each of the risk

categories. Such items shall then be

definitively «classified at Community

level in accordance with the procedure'
set out in Article 8(2). '
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Annex 3

THE TREATMENT OF INTEREST RATE RELATED
OFF-BALANCE SHEET ITEMS

their
credit

Subject to the consent of

supervisory authorities,
institutions shall choose one of the
methods presented below to measure ths
risks associated with the transactions
listed

rate

in Annex 4. interest and exchange

contracts traded on recognized

exchanges, and exchange rate contracts
with an original maturity of seven days

or less shall be excluded.

Method 1: the ‘marking to market’

approach

AMENDED PROPOSAL

Annex 2

THE TREATMENT OF [INTEREST RATE RELATED

OFF-BALANCE SHEET ITEMS
Subject to the consent of their
supervisory authorities, credit

institutions shall choose one of the
methods presented below to measure the
risks associated with the transactions
listed in Annex E: Interest and exchange
contracts traded on

rate recognized

exchanges where they are subject to daily

margin requirements, and exchange rate

contracts with an original maturity of

fourteen calendar days ‘or jess may be

excluded.

Where there is a separate legal contract,

acceptable to the national supervisory

authorities, between the credit

institution and
which
payments

its counterparty under

mutual obtigations to deliver

in a common currency on a given

date are automatically amalgamated with

other similar obligations due on the same

date, the single net amount fixed by such

novation shall be weighted, in the place

of the gross amount involved.

Method 1: the
approach

‘marking to market’
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on the rbasls of attaching

Step (a):
current market values to contracts
(marking to - market) the current

replacement costs of ali contracts with a
positive value shail be obtained.

(5):- to"

Step obtain a figure for
potential future credit exposures the
notional principal amounts or values
underlying the _Insfltutions' aggregate

shal | be
following percentagel:

books multiplied by the

original maturity interest rate ethﬁngo rote

ccntracts contracts
less thaon one year nil ‘ 1%
one year and over 0,5% 5%

step (c): fhe sum pf curfent replacement
cost and potentfaI future credit exposure
shal!l be multiplied by the risk welight
attached tq the relevant countefpartles

in Article 6.

1 The percentages are provisional and

subject to revision
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‘Step (a): .on the basis of attaching

values to contracts
market) the

replacement costs of afl contracts with a -

current market

(marking to current

positive‘value shall be obtained.

Step obtain a

potential

(b}: to
future credit exposures! the

figure for

notional principal amounts or values

underlying the institutions’

shall be

aggregate
books muitiplied by the

fol lowing percentage:

original maturity intereat rate exchange rote

contracts contracts
one year or less nil 1%
more than one year 0.5% 5%

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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Methcd 2: the original expasure approach

Stop (a): the notional principal amounts
of aach instrument shalil be multiplied by
the parcentages givan below!:

original maturity interest rate exchange rote

contracts contracts
jess than ons year 0.5% =
one year and |ess
than two years 1% 6%
additional aliowance
for cach subsequent
year 1% 4%

Step (b): the original exposures thus
the
counterparty weights given in Article 6.

‘obtained shall be multiplied by

1. These percentages are provisionai and

subject to revision

(4]

(4

AMERDED PROFOSAL

IR

Mathad 2:

the original oxposure 2nproach

Step (aY: 1w notional srincipal asounis

of each instrument aball be myitipiied by
the parcentages gliven helow:

e

original maturitylintarest rate oxchange rate

= M e g .

LR TusTe controcts
one yenr af leaz .5% <R
more than one yaor ond
leas than two vecra 1% a1
additicnal allowance
for aach subsaquent
vyear . 1% 3=
Step (b): the original exposures thus
obtained shall be multiplied by the

counterparty weights given in Article 6,
sub ject to a maximum weight oi 50%.

Footnhote deleted

1 ln_ the case of interest rate
contracts, c¢redit institutions may
choose, subject tq the consent of

their supervisory authorities, either

original or residual maturity.
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Annex 4 Annex 3

TYPES OF INTEREST AND FOREIGN EXCHANGE TYPES OF |INTEREST AND FOREIGN EXCHANGE
RATE RELATED OFF-BALANCE SHEET ITEMS. RATE RELATED OFF-BALANCE SHEET ITEMS

Interest rate contracts Unchangsed

single-currency rate swaps

Basis swaps

Forward rate agreements

Interest rate futures

Interest rate bptlons purchased

Other contracts of similar nature

Exchange rate contracts Unchanged

Cross~-currency Interest rate swaps

Forward foreign exchange contracts

Currency futures

Currency options*purchased

Other contractsof similar nature.

AC SOLVENCY





