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Directive 2006/48/EC of the European Parliament and of the council
of 14 June 2006 relating to the taking up and pursuit of the business
of credit institutions (recast) (Text with EEA relevance) (repealed)

TITLE V

PRINCIPLES AND TECHNICAL INSTRUMENTS FOR
PRUDENTIAL SUPERVISION AND DISCLOSURE

CHAPTER 2

Technical instruments of prudential supervision

Section 3

Minimum own funds requirements for credit risk

Subsection 1

Standardised approach

Article 78

1 Subject to paragraph 2, the exposure value of an asset item shall be its balance-sheet
value and the exposure value of an off#balance sheet item listed in Annex II shall be the
following percentage of its value: 100 % if it is a full-risk item, 50 % if it is a medium-risk item,
20 % if it is a medium/low-risk item, 0 % if it is a low-risk item. The off-balance sheet items
referred to in the first sentence of this paragraph shall be assigned to risk categories as indicated
in Annex II. In the case of a credit institution using the Financial Collateral Comprehensive
Method under Annex VIII, Part 3, where an exposure takes the form of securities or commodities
sold, posted or lent under a repurchase transaction or under a securities or commodities lending
or borrowing transaction, and margin lending transactions the exposure value shall be increased
by the volatility adjustment appropriate to such securities or commodities as prescribed in Annex
VIII, Part 3, points 34 to 59.

2 The exposure value of a derivative instrument listed in Annex IV shall be determined
in accordance with Annex III with the effects of contracts of novation and other netting
agreements taken into account for the purposes of those methods in accordance with Annex III.
The exposure value of repurchase transactions, securities or commodities lending or borrowing
transactions, long settlement transactions and margin lending transactions may be determined
either in accordance with Annex III or Annex VIII.

3 Where an exposure is subject to funded credit protection, the exposure value applicable
to that item may be modified in accordance with Subsection 3.

4 Notwithstanding paragraph 2, the exposure value of credit risk exposures outstanding,
as determined by the competent authorities, with a central counterparty shall be determined in
accordance with Annex III, Part 2, point 6, provided that the central counterparty's counterparty
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credit risk exposures with all participants in its arrangements are fully collateralised on a daily
basis.

Article 79

1 Each exposure shall be assigned to one of the following exposure classes:
a claims or contingent claims on central governments or central banks;
b claims or contingent claims on regional governments or local authorities;
c claims or contingent claims on administrative bodies and non-commercial

undertakings;
d claims or contingent claims on multilateral development banks;
e claims or contingent claims on international organisations;
f claims or contingent claims on institutions;
g claims or contingent claims on corporates;
h retail claims or contingent retail claims;
i claims or contingent claims secured on real estate property;
j past due items;
k items belonging to regulatory high-risk categories;
l claims in the form of covered bonds;

m securitisation positions;
n short-term claims on institutions and corporate;
o claims in the form of collective investment undertakings (‘CIU’); or
p other items.

2 To be eligible for the retail exposure class referred to in point (h) of paragraph 1, an
exposure shall meet the following conditions:

a the exposure shall be either to an individual person or persons, or to a small or medium
sized entity;

b the exposure shall be one of a significant number of exposures with similar
characteristics such that the risks associated with such lending are substantially reduced;
and

c the total amount owed to the credit institution and parent undertakings and its
subsidiaries, including any past due exposure, by the obligor client or group of
connected clients, but excluding claims or contingent claims secured on residential real
estate collateral, shall not, to the knowledge of the credit institution, exceed EUR 1
million. The credit institution shall take reasonable steps to acquire this knowledge.

Securities shall not be eligible for the retail exposure class.

3 The present value of retail minimum lease payments is eligible for the retail exposure
class.

Article 80

1 To calculate risk-weighted exposure amounts, risk weights shall be applied to all
exposures, unless deducted from own funds, in accordance with the provisions of Annex VI,
Part 1. The application of risk weights shall be based on the exposure class to which the exposure
is assigned and, to the extent specified in Annex VI, Part 1, its credit quality. Credit quality may
be determined by reference to the credit assessments of External Credit Assessment Institutions
(‘ECAIs’) in accordance with the provisions of Articles 81 to 83 or the credit assessments of
Export Credit Agencies as described in Annex VI, Part 1.
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2 For the purposes of applying a risk weight, as referred to in paragraph 1, the exposure
value shall be multiplied by the risk weight specified or determined in accordance with this
Subsection.

3 For the purposes of calculating risk-weighted exposure amounts for exposures to
institutions, Member States shall decide whether to adopt the method based on the credit quality
of the central government of the jurisdiction in which the institution is incorporated or the
method based on the credit quality of the counterparty institution in accordance with Annex VI.

4 Notwithstanding paragraph 1, where an exposure is subject to credit protection the
risk weight applicable to that item may be modified in accordance with Subsection 3.

5 Risk-weighted exposure amounts for securitised exposures shall be calculated in
accordance with Subsection 4.

6 Exposures the calculation of risk-weighted exposure amounts for which is not
otherwise provided for under this Subsection shall be assigned a risk-weight of 100 %.

7 With the exception of exposures giving rise to liabilities in the form of the items
referred to in paragraphs (a) to (h) of Article 57, competent authorities may exempt from the
requirements of paragraph 1 of this Article the exposures of a credit institution to a counterparty
which is its parent undertaking, its subsidiary, a subsidiary of its parent undertaking or an
undertaking linked by a relationship within the meaning of Article 12(1) of Directive 83/349/
EEC, provided that the following conditions are met:

a the counterparty is an institution or a financial holding company, financial institution,
asset management company or ancillary services undertaking subject to appropriate
prudential requirements;

b the counterparty is included in the same consolidation as the credit institution on a full
basis;

c the counterparty is subject to the same risk evaluation, measurement and control
procedures as the credit institution;

d the counterparty is established in the same Member State as the credit institution; and
e there is no current or foreseen material practical or legal impediment to the prompt

transfer of own funds or repayment of liabilities from the counterparty to the credit
institution.

In such a case, a risk weight of 0 % shall be assigned.

8 With the exception of exposures giving rise to liabilities in the form of the items
referred to in points (a) to (h) of Article 57, competent authorities may exempt from the
requirements of paragraph 1 of this Article the exposures to counterparties which are members
of the same institutional protection scheme as the lending credit institution, provided that the
following conditions are met:

a the requirements set out in points (a), (d) and (e) of paragraph 7;
b the credit institution and the counterparty have entered into a contractual or statutory

liability arrangement which protects those institutions and in particular ensures their
liquidity and solvency to avoid bankruptcy in case it becomes necessary (referred to
below as an institutional protection scheme);

c the arrangements ensure that the institutional protection scheme will be able to grant
support necessary under its commitment from funds readily available to it;

d the institutional protection scheme disposes of suitable and uniformly stipulated
systems for the monitoring and classification of risk (which gives a complete overview
of the risk situations of all the individual members and the institutional protection
scheme as a whole) with corresponding possibilities to take influence; those systems
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shall suitably monitor defaulted exposures in accordance with Annex VII, Part 4, point
44;

e the institutional protection scheme conducts its own risk review which is communicated
to the individual members;

f the institutional protection scheme draws up and publishes once in a year either,
a consolidated report comprising the balance sheet, the profit-and-loss account, the
situation report and the risk report, concerning the institutional protection scheme as
a whole, or a report comprising the aggregated balance sheet, the aggregated profit#
and#loss account, the situation report and the risk report, concerning the institutional
protection scheme as a whole;

g members of the institutional protection scheme are obliged to give advance notice of at
least 24 months if they wish to end the arrangements;

h the multiple use of elements eligible for the calculation of own funds (‘multiple
gearing’) as well as any inappropriate creation of own funds between the members of
the institutional protection scheme shall be eliminated;

i the institutional protection scheme shall be based on a broad membership of credit
institutions of a predominantly homogeneous business profile; and

j the adequacy of the systems referred to in point (d) is approved and monitored at regular
intervals by the relevant competent authorities.

In such a case, a risk weight of 0 % shall be assigned.

Article 81

1 An external credit assessment may be used to determine the risk weight of an exposure
in accordance with Article 80 only if the ECAI which provides it has been recognised as eligible
for those purposes by the competent authorities (‘an eligible ECAI’ for the purposes of this
Subsection).

2 Competent authorities shall recognise an ECAI as eligible for the purposes of Article
80 only if they are satisfied that its assessment methodology complies with the requirements
of objectivity, independence, ongoing review and transparency, and that the resulting credit
assessments meet the requirements of credibility and transparency. For those purposes, the
competent authorities shall take into account the technical criteria set out in Annex VI, Part 2.

3 If an ECAI has been recognised as eligible by the competent authorities of a Member
State, the competent authorities of other Member States may recognise that ECAI as eligible
without carrying out their own evaluation process.

4 Competent authorities shall make publicly available an explanation of the recognition
process, and a list of eligible ECAIs.

Article 82

1 The competent authorities shall determine, taking into account the technical criteria
set out in Annex VI, Part 2, with which of the credit quality steps set out in Part 1 of that Annex
the relevant credit assessments of an eligible ECAI are to be associated. Those determinations
shall be objective and consistent.

2 When the competent authorities of a Member State have made a determination under
paragraph 1, the competent authorities of other Member States may recognise that determination
without carrying out their own determination process.
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Article 83

1 The use of ECAI credit assessments for the calculation of a credit institution's risk#
weighted exposure amounts shall be consistent and in accordance with Annex VI, Part 3. Credit
assessments shall not be used selectively.

2 Credit institutions shall use solicited credit assessments. However, with the permission
of the relevant competent authority, they may use unsolicited assessments.


