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EXPLANATORY MEMORANDUM.

’."The pquose of th1s proposal is to amend D1rect1ve 89/647/EEC ona solvency ratlo for credlt
- mstrtutrons : _ .

"fArtrcle l new. subnaragranh in Artrcle 6( l)(c)( n

= ] Artlcle 2 new wordm" of Artrcle 11(4)

B ; ’Thrs allows mortgage-backed secuntres to be treated n. the same way as the mortgage loans
réferred to in Articles 6. and 11 fromthe point of view of the risk- welghtmg As the Directive

R A EXAMINATION OF THE ARTICLES OF - THE PROPOSAL FOR A DIRECI‘IVE PR

stands at present, the risk on these securities is weighted at 100% and it is desirable to enable o

~ the competent’ authorities to. weight them at 50% if they consrder that the nsk is the same as_ B \4
- for the underlymg mortgage loans P - '

until 1 January 1996: the amendment extends: this: possrblhty to all Member States for'a

. further five years, until 1 January 2001. During’ this period, an 1mprovement is desirable’in’
" the statistics relating to rates of default and rates of losses on loans secured by mortgages on = -
- - residential and non-tesidential’ immovable property, so that the situation can be reassessed at L

.- the end of the penod and if necessary a deﬁmttve solutlon can be found ‘ . L

‘ _The property must . be srtuated w1th1n the terntory of the Member States whrch accord the

more favourable werghtmg of 50%, in order to limit possible distortions of competition which
might arise in the Member-States that do not apply this weighting. Certain conditions of a .
- prudential nature have been added to ensure that the mortgage loan is repaid and to tule out -~
. loans to property developers:in: partlcular the property must be either actively used of let by -
- the owner, and, in the latter case, the rental income must.be secured so that it is always m
L 'keeplng w1th the value attnbuted to the property 1n order to operate the we1ght1ng

The extensron SH just1ﬁed on the grounds that the endlng of the favourable Welghtmg of o
commercial ° ~mortgage loans on ' 1 January 1996 “would have .adverse macroeconomic . -

consequences in the four countries concerned, with prices increasing by an estimated 0.25%:

- "~ The equality of conditions of competition is a reason for allowing all. Member States to- « -

. weight the credits in question at 50%, but the. competent authorities aré not obliged to_apply =

* the said weighting if they do not consider it necessary. The national authorities may always. - -

- be stricter than rs env1saged by the D1rect1ve on the solvency ratlo as amended by thrs--7 R
oo proposa] . oL . . , , s . .

V 'The ex1st1ng prowsron allows only four Member States (Denmark Germany, Greece and L o
“Austfia) to weight certain'commercial mortgage loans at 50% (instead of 100%) and to do so

RAN:



; .- Proposal fora =~ = -
_EUROPEAN PARLIAMENT AND COUNCIL DIRECTIVE

‘amendmg Councrl Dlrectrve 89/647/EEC on a solvency ratro
- for credit mstltutlons ' :

o V(T'e\xt»with EEA Relevance)

' TI-IE EUROPEAN PARLIAMENT AND. THE COUNCIL OF THE EUROPEAN UNION

. ‘Having: regard to the Treaty estabhshmg the European Commumty and n partlcular the ﬁrst |
and thlrd seniences of ‘Article 57(2) thereof, :

Havmg regard to the proposal from the Commrssron R
- Havmg regard to the opinion of the Economlc and Social Commlttee(z)
s Actmg in accordance w1th the procedure referred to in Artlcle 189b of the Treatym
. ;Whereas mortgage-backed securrtres may be treated ‘as the loans referred 10 in
~Article 6(1)(c)(1) and Atticle 11(4). of Council Directive 89/647/EEC® if the competent |
authorities consider that they are entirely equivalent in the light of the credit risk; whereas the -
issuer of .such securities ‘must be’ legally and economrcally mdependent m relatron to the

ongmal mortgage lender;

‘Whereas Art1cle 11(4) -of Directive 89/647/EEC provides for a derogatlon on certam'
- conditions, for four Member States, from Article 6(1)(c)(1), as regards the weighting to be

applxed to assets secured by mortgages on offices or on multr-purpose commerc1al premrses;- .

- whereas this derogatlon explred on I January 1996,

Whereas when Dlrectlve 89/647/EEC was adopted the Commission undertook to examine thlS :
_ transitional provision to determine whether, in the light of its findings and of international .
developments and in view of the need to avoid distortions of competition, it considered that
. 'there was a case for amending this provision and, if so, to put forward appropriate proposals;

' whereas the results of the study relating to this provision, although not absolutely conclusive,:

-show that there is no significant-differénce between the rates of losses recorded: in the

Member States covered by the derogation and in those not so covered; whereas, therefore; this
- derogation can be extended to all Member States which so wish for a perlod of five years;
whereas the property to which the mortgage relates must be subject to- TIgOrous assessment,
whereas the property must be either occupied or let by the owner; whereas in the latter case,
~ the rental income must be secured to the ‘satisfaction of the ‘competent authorltles whereas_ )
" loans. for property development are excluded from thrs provrslon

Whereas this Drrectrve is the most appropnate means of attaining the objectrves sought and. -
- is limited to the minimum requlred to attam those objectlves and does not exceed what 1S
~ Decessary for this purpose '

- @™ OJNoC

@ . QJNoC Lo o R
- ® . Opinion of the European Parlrament of ... ‘..._,...(OJ NoC...., ... .......), cOmMMmon position
of the . Council .of (OINo C........ ) s ) “and ‘Decision of . the
* 'Furopean Parliament of ............. (OIJNoC ..oy oo, ). . L ’ '

@ oy No L 386, 30.12.1989, p 14, as last amended by Directive . (contractual netting).‘ o
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Whereas thrs Drrectrve concerns the European Economrc Area (EEA) and the procedure of
Article 99 of the EEA Agreement has been complled wrth

B .D1rect1ve 89/647/EEC lS amended as follows .

lWhereas ‘the Bankrng Advrsory Commrttee has been consulted on the adoptlon of
-~ this Drrectrve - ’ :

. HAVE ADOPTED THIS DIRECTIVE L N R

The f0110w1ng subparagraphs are added to Amcle 6(1 gc)(l) )

T

"mortgage backed securltres whrch may be treated as ‘the loans referred to in the' 4

L first subparagraph of this point or in Article 11(4), if the competent authorrtles consider,

R

- lrght of -the- credlt l'lSk

given the legal framework in force i in "each Member Sterre that they are equ1valent in the )

/

'The authorltles must n Dartrcular be satlsﬁed that

N -

- (1) such securrtres are fully and drrectly backed by a pool of mortgages whlch are of R )
] _the same nature as those defined in the first subparagraph of this pomt orin -

Article 11(4) agd are fully performmg when the mortgage backed securities are_»
-»created : R o oo o .

(i) "a frrst charge ori the underlying‘ mortgage assets is held directly by investors in -
mortgage -backed securities, or in their name by a trustee, in the same proportron '

as theittholdings. bear to. the securities they hold;. when the- trustee exercises the S

ﬁrst charge he does S0 on behalf of these mvestors

: _lArtrcle 11(4) 1s replaced by the followlng : ., oo

"4 - Until l January 2001 the competent authormes of the Member States may“ '

- .authorize their. creédit institutions to apply-a 50% risk weighting to loans fully-and

-vcompletely secured to their satisfaction by mortgages on offices or on multi- -

- purpose commercial premises situated within the territory of those Member States

- “that allow the 50% nisk werghtmg The sum borrowed cannot exceed 60% of the
. value of the property in question, calculated on. the basis of rigorous assessment - -
criteria laid down in statutory or regulatory provrsrons and the property must be

-either used or let by the owner; in the latter case, the rental value must be secured:
 to the satisfaction of the competent authorrtres at least at a level envrsaged inthe
S assessment of the value of the property

: ':The first sentence of the ﬁrst subparagraph does not exclude that competent
-, authorities- of ‘a Member State, - which -applies a higher risk weighting in. its

terrrtory, may-allow the 50% risk weighting to apply for this type of lendrng in Sl

. the terrrtorres of those Member States that allow the 50% rrsk werghtlng

1/

Artrcle 2

Member States shall brlng into’ force the laws regulatrons and administrative prov151ons

: -necessary for -them to.comply . with this Directive by 31 December 1997 They shall -
1mmed1ately inform the Commrssron thereof ‘ ; e

N

: When Member’ States adopt these provrsrons these ‘shall contam a reference to. thls

Directive .or - shall be  accompanied by such. reference ‘at-the time of their -official-

_ . -',publrcatron The procedure for such reference shall be adopted by Member States

RN



2. A Member States shall commumcate to the Commission the text of the provnsions of"
natlonal law which they adopt in the ﬁeld covered by thxs Dlrectxve :

| Artlcle 3

E . This Dlrectlve shall enter nto force on the day of its pubhcatlon n the Official Journal of the/
. ‘European Communities. : .

. Article 4

. This Difectivé is addressed to the Member States.

Done at Brussels,

For the European Parhament L For the Council
"The Presxdent o _ The President
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" IMPACT ASSESSMENT FORM THE IMPACI‘ OF THE PROPOSAL ON
' COMPET]TIVENESS AND EMPLOYMENT , - ‘-

 What is the main iustification for the measure?

It reduces the credrt risk werghtlng to be applied to certarn assets, where the risk does"
not correspond to the present werghtrng '

Characterrstrcs of the enterorrses concemed : R . _ -

~The enterprxses concemed by thrs Drrectlve are the credrt mstrtutrons of the_"

European Union.

'What are the obllgatrons 1mposed dlrectb/ on entemnses"

The proposal imposes no new obhgatron on enterprrses

~ What are the obhgatrons llkelv to be rmposed mdlrectlv on enterpnses bv the local_
wthorrge T 3 S S

" None.

Are there special measures for SMEs? If so, what_ kind of rneasures?

None

.- What is the foreseeable effect

(a) on the competrtrVenessof firms? -

" (b) on employment‘7

(a) The aim of certain artlcles of the proposal is to grant . more favourable
: treatment to certain asset items constituting claims in relation to the
~ solvency ratio. Since the own fund requirements are lower, for the same
balance sheet, the hope is that the capital liberated in this way can be used

" to increase credits to enterprises and to reduce their reﬁnancing costs.

" In addition, the extension of Artrcle 11(4) to all Member States and for an
- additional transitional period may favour economic growth, in that mortgage -
* loans on property for office and/or commiercial use can be made at lower - -
. interest rates :

(b) © The effects on employment are conﬁned to the consequences on the :
. increased capacity to grant addrtlonal loans whrch may result from the
proposed measures. . : ‘

VII Have the social partners been consulted? What i is therr oprmon?

No. The proposed measures have a drrect effect only on the prudentral legislation of
credrt 1nstrtutrons whrch are not requrred to consult the social partners.
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