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Annex 2

to the Regulations No. 60 

of the Financial and Capital Market Commission 

 of 2 May 2007   
Standardised Approach to Calculating Capital Requirements for Credit Risk

Section 1. Determining Risk Weights

1. Risk Weights of Exposures to Central Governments or Central Banks 

Framework

1.1. Exposures to those national central banks or central governments for which nominated ECAI rating is available shall be subject to the risk weights set out in Table 1. Mapping of ECAI ratings accross credit quality steps is set out in Annex 13.
Table 1. Credit quality steps of claims on central banks and central governments and appropriate risk weights

	Credit quality step
	1
	2
	3
	4
	5
	6

	Risk weight
	0%
	20%
	50%
	100%
	100%
	150%


1.2. Exposures to the European Central Bank shall be assigned a 0% risk weight.

Exposures in the National Currency of the Borrower

1.3. Exposures to the central banks and central governments of member states that are denominated and funded in the domestic currency of that member state, i. e., the exposures disclosed in assets in the national currency of a member state and matched with the liabilities of an institution in the same national currency, shall be assigned a risk weight of 0%.
1.4. The exposures to the central banks and central governments of the foreign countries whose supervisory practice and laws are at least equivalent to the requirements of European Community Directives 2006/48/EC and 2006/49/EC (see the list in Annex 5) that are denominated and funded in the national currency of the respective member state shall be subject to the risk weight as established in the regulatory provisions of the respective country for such exposures, where it is lower than the risk weight established in accordance with the requirements of Paragraph 1.1 of this Annex.

1.5. Exposures to central governments and central banks shall be subject to a 100% risk weight unless otherwise noted in Paragraphs 1.1–1.4 or 1.6(1.11.

Using Credit Assessments by Export Credit Agencies 

1.6. An institution shall be entitled to use credit assessment by ECA for establishing the risk weight provided that it meets at least one of the following conditions:

1.6.1. the assessment is a consensus risk score from an ECA participating in the "Arrangement on Guidelines for Officially Supported Export Credits" of the Organisation for Economic Cooperation and Development (hereinafter, OECD )
;

1.6.2. it is the assessment published by a particular ECA and made available to any user. The ECA subscribes to the OECD agreed methodology and the credit assessment is associated with one of the eight minimum export insurance premiums (hereinafter, MEIP) that are established by the OECD agreed methodology.

1.7. Where an institution has taken a decision to apply credit assessment in line with the requirements of Paragraph 1.6 hereof to exposures to national central banks and central governments, it shall apply the risk weights in accordance with MEIP categories set out in Table 2. 

Table 2. Risk weights according to MEIP categories

	MEIP
	0
	1
	2
	3
	4
	5
	6
	7

	Risk weight
	0%
	0%
	20%
	50%
	100%
	100%
	100%
	150%


1.8. Where an institution decides to use ECA assessment for claims against central banks and central governments, it shall apply this credit assessment to all exposures included in that class for which the assessment is available. The assessment shall be applied continuously and consistently as determined in Section 2 of this Annex in respect of ECAI ratings.

1.9. Where only one ECA assessment is available to the exposure under assessment, that assessment shall be used to determine the risk weight.

1.10. Where two ECA assessments are available for an exposure under assessment or an assessment of one ECA and a rating of a nominated ECAI and a different risk weight corresponds to each assessment, the assessment with the highest risk weight shall be applied.

1.11. Where ratings of more than one nominated ECAI or assessments of more than one ECA are available for an exposure under assessment, two assessments with the lowest risk weights shall be chosen first. Where different risk weights correspond to the two chosen assessments, the one with the higher risk weight shall apply. Where the same risk weight corresponds to both chosen assessments, it shall be applied.
2. Risk Weights of Exposures to Regional Governments or Local Authorities

2.1. Risk weights of exposures to regional governments or local authorities shall be determined under the method that is based on the ratings assigned to the central governments of the countries where the regional governments or local authorities are located (hereinafter, a CGR Method). In accordance with that method, exposures to regional governments or local authorities shall be subject to one step higher risk weight than the risk weight of a credit quality step assigned for claims against the central governments of those countries. In respect of exposures to regional governments or local authorities, the risk weights that depend on the credit quality step to which the central government of the respective country is assigned are set out in Table 3. Where the ratings of a nominated ECAI are not available to the central government of the country where the regional government or the local authority is located, a 100% risk weight shall be applied to exposures to the regional governments or local authorities of those countries.

Table 3. Risk weights for exposures to regional governments or local authorities depending on the credit quality step to which the central government of the home country is assigned

	Credit quality step to which the central government is assigned
	1
	2
	3
	4
	5
	6

	Risk weight of exposures to regional governments or local authorities
	20%
	50%
	100%
	100%
	100%
	150%


2.2. For exposures to regional governments or local authorities of member states that may be treated as exposures to the central government in whose jurisdiction the regional government or the local authority is located because there is no difference in risk between such exposures and the regional governments or local authorities are specifically entitled to specific revenue–raising powers and there are specific institutional arrangements the effect of which is to reduce risk of default, the risk weight shall be determined in accordance with Paragraph 1 of this Annex. The supervisory authorities of those member states shall make public on their Internet homepages the list of the regional governments and local authorities to be risk–weighted like central governments.
2.3. Exposures to the regional governments or local authorities of those foreign countries whose supervisory practice and laws are at least equivalent to the requirements of European Communities Directives 2006/48/EC and 2006/49/EC (see the list in Annex 5) that shall be risk–weighted like central governments of those foreign countries shall be subject to the risk weights for such exposures as established in the regulatory provisions of the respective country.

2.4. Exposures to churches and religious communities or establishments that are constituted in the form of a legal person under public law, in so far as they raise taxes in accordance with the national legislation conferring on them the right to do so, shall be treated as exposures to regional governments and local authorities of the respective country and shall be subject to the risk weight determined in due course of Paragraph 2.1.
3. Risk Weights of Exposures to Public Institutions

Public Sector Entities

3.1. Exposures to public sector entities of member states that are treated as exposures to central governments under the legislation of that member state shall be subject to the risk weight applicable to the exposures to the central government of that country. The lists of such public sector entities shall be available on the Internet homepage of the supervisory authority of each member state and the reference shall be made available at the homepage of the Committee of European Banking Supervisors at www.c–ebs.org, in the Section "Supervisory Disclosure. Rules and Guidelines. Additional Information".

3.2. Exposures to the public sector entities of those foreign countries whose supervisory practice and laws are at least equivalent to the requirements of European Communities Directives 2006/48/EC and 2006/49/EC (see the list in Annex 5) that shall be risk–weighted like central governments of those foreign countries shall be subject to the risk weights for such exposures as established in the regulatory provisions of the respective country.

3.3. For exposures to the public sector entities of the Republic of Latvia the risk weight shall be established under the CGR Method. Under this method, exposures to the public sector entities of the Republic of Latvia shall be subject to one step higher risk weight than the credit quality step assigned to the claims against the central government of the Republic of Latvia. The risk weights for the exposures to the public sector entities of the Republic of Latvia are disclosed in Table 4.  

Table 4. Risk weights for the exposures to the public sector entities depending on the credit quality step assigned to the central government of the Republic of Latvia

	Credit quality step to which the central government of the Republic of Latvia is assigned 
	1
	2
	3
	4
	5
	6

	Risk weights of the exposures to public sector entities
	20%
	50%
	100%
	100%
	100%
	150%


3.4. For exposures to public sector entities of member states to which the risk degree determined under the CGR Method is applied under the national laws, an institution shall also apply the risk degree determined in the national laws of the respective member state that is a step higher than the one applied to the central government of that member state. For exposures to the public sector entities of the member states to which the national laws of the respective member state apply the risk degrees assigned according to the institution's rating (hereinafter, IR), an institution shall apply the risk degrees established in the national laws of the respective member state in accordance with the nominated ECAI ratings.

3.5. For exposures to public sector entities of a foreign country whose supervisory practice and laws are at least equivalent to the requirements of European Communities Directives 2006/48/EC and 2006/49/EC (see the list in Annex 5) to which the legal acts of the respective country apply the risk weight established under the CGR Method, an institution shall apply also the risk weight set out in the legal acts of the respective country that is one step higher that the one applied to the central government of that country. For exposures to the public sector entities of a foreign country whose supervisory practice and laws are at least equivalent to the requirements of the European Communities regulatory requirements (see the list in Annex 5) to which the legal acts of the respective country apply the risk weights established under the IR, an institution shall also apply the risk weights set out in the national law of the respective country that have been determined in accordance with the nominated ECAI ratings available to public sector entities.

Other Public Sector Entities and Administrative Bodies and Non–commercial Undertakings

3.6. For exposures to other public sector entities and administrative bodies a 100% risk weight shall apply.

4. Risk Weights of Exposures to Multilateral Development Banks

4.1. A 0% risk weight shall be applied for exposures to the following multilateral development banks:

4.1.1. International Bank for Reconstruction and Development;

4.1.2. International Finance Corporation;

4.1.3. Inter–American Development Bank;

4.1.4. Asian Development Bank;

4.1.5. African Development Bank;

4.1.6. Council of Europe Development Bank;

4.1.7. Nordic Investment Bank;

4.1.8. Caribbean Development Bank;

4.1.9. European Bank for Reconstruction and Development;

4.1.10. European Investment Bank;

4.1.11. European Investment Fund. Where an institution obtains financial instruments of this Fund during their initial placement but the whole amount is still outstanding, a 20% risk weight shall be applied to the outstanding part of the investment;

4.1.12. Multilateral Investment Guarantee Agency;

4.1.13. International Finance for Immunisation;

4.1.14. Islamic Development Bank;

4.1.15. Black Sea Trade and Development Bank, where an institution uses the SA to calculate capital requirements for credit risk;

4.1.16. Central American Bank for Economic Integration, where an institution uses the SA to calculate capital requirements for credit risk.

4.2. For the purposes of establishing risk weights, other multilateral development banks shall be treated as institutions. Short–term exposures for which short–term ratings of nominated ECAI are not available shall not be singled out and shall be subject to the same risk weights as apply for claims against the long–term claims of the respective multilateral bank.

5. Risk Weight for Exposures to International Organisations

A 0% risk weight shall be applied for exposures to the following international organisations:

5.1. European Economic Community and European Atomic Energy Community;

5.2. International Monetary Fund;

5.3. Bank for International Settlements.

6. Risk Weights for Exposures to Institutions

6.1. For exposures to the financial institutions which are subject to supervision and for which regulatory requirements are the same as those set for institutions shall be subject to the risk weight applied for exposures to institutions.

6.2. For an institution's exposure that is not included in the class of short–term transactions referred to in Paragraph 97.14 of the Regulations, the risk weight shall be established under the CGR Method. Under this method, exposures to institutions shall be subject to one step higher risk weight than established for the credit quality step assigned for the claims against the central government of the country where the institution is registered. In respect of exposures to institutions, the risk weights that depend on the credit quality step to which the central government of the respective country is assigned are set out in Table 5.Where the central government of the registration country of the institution does not have an ECAI rating, a 100% risk weight shall be applied for exposures to an institution of that country.

Table 5. Risk weights for exposures to institutions depending on the credit quality step to which the central government of the respective country is assigned
	Credit quality step to which central government is assigned
	1
	2
	3
	4
	5
	6

	Risk weight of exposures to institutions
	20%
	50%
	100%
	100%
	100%
	150%


(As amended by the Regulations No. 173 of the Board of the Financial and Capital Market Commission of 14.12.2007 taking effect on 20.12.2007)
6.3. Notwithstanding the requirements of Paragraph 6.2, a 20% risk weight shall be applied to those exposures to institutions whose initial maturity is three months or less. 

6.4. For short–term claims against institutions which are denominated in the currency of their home country, whose residual maturity is three months or less and to which, after the application of Paragraphs 1.3 and 1.4, the remaining claims of the institution in the national currency of the respective country apply, the risk weight applied may be one credit quality step higher than the one applied to the exposures to the central government of that country that are denominated and funded in the national currency of the respective country in accordance with Paragraphs 1.3 and 1.4, but the risk weight shall not be lower than 20%.

6.5. Holdings in own funds instruments of other institutions that are not deducted from the institution's own funds shall be subject to a 100% risk weight.

6.6. Where claims against an institution are in the form of the European Central Bank's minimum reserves, these claims shall be subject to the risk weights used for exposures to the Bank of Latvia, where the reserves are held in accordance with the Regulation (EC) No. 1745/2003 of the ECB of 12 September 2003 on the application of minimum reserves or another regulation adopted later to replace it and in the case of a bankruptcy or insolvency of the institution holding the minimum reserves the reserves are repaid to the institution in full amount and in a timely manner and are not used to meet other liabilities of the institution.
7. Risk Weights for Exposures to Corporates

7.1. For exposures to corporates for which the nominated ECAI ratings are available, the risk weights set out in Table 6 shall be applied. 

Table 6. Credit quality steps and risk weights assigned to entities

	Credit quality step
	1
	2
	3
	4
	5
	6

	Risk weight
	20%
	50%
	100%
	100%
	150%
	150%


7.2. For short–term exposures to which a rating of a nominated ECAI is assigned the risk weight shall be established in due course of Paragraph 14 of this Annex.

7.3. For exposures to entities for which a rating of a nominated ECAI is not available, either a 100% risk weight or the risk weight for exposures to the central government of the home country shall apply, whichever is higher.

8. Risk Weights in the Pools of Retail Exposures

For exposures included in the pool of retail exposures a 75% risk weight shall apply.

9. Risk Weight of the Exposures Secured with Real Estate

9.1. A 35% risk weigh shall apply to exposures or any part thereof that is fully secured with a mortgage of a real estate that has been registered with the Land Register of the Republic of Latvia and that is occupied, will be occupied or let by the owner or the beneficial owner within a joint property of an investment undertaking of several owners. A mortgage of a real estate shall be a combination of senior and mortgages of continuously ascending grades that gives an institution an advantage for selling the pledged real estate in comparison with other pledgees of the real estate.

9.2. An exposure shall be considered as fully secured where the exposure and the collateral meet simultaneously the following criteria:

9.2.1. the value of the real estate does not depend materially the borrower's credit quality. This shall not refer to the cases when one and the same macroeconomic factor affects both the value of the real estate and the meeting of liabilities by the borrower;

9.2.2. borrower's risk does not depend materially on the increase in the value of the pledged real estate or the performance of the property, or any income from implementation of a project related to the property, but rather on the borrower's ability to repay the debt from other sources, thus repayment ability does not depend materially on any cash flows generated as a result of using the pledged real estate;

9.2.3. the minimum requirements set out in Paragraph 23 of Section 2 of Annex 3 and the valuation procedure set out in Paragraphs 100–103 of Chapter 3 of Annex 3 is observed;

9.2.4. the exposure value does not exceed a substantial margin of 70% of the market value of the real estate underlying the mortgage or of the value of the property as determined by a licensed or certified real estate valuator or valuators. Were more than one valuator have valuated the property, the value of the real estate shall be the lowest determined value.

9.3. A risk weight of 35% shall be applied to exposures that have been arranged under the rules of a financial lease according to which the lessor retains ownership of the funded property until the lessee exercises the rights to buy real estate and will use that property for securing the loan. The collateral of such exposures shall comply with the requirements of Paragraph 9.1.

9.4. Where a member state allows the application of a 35% risk weight to exposures or any part thereof that is fully secured with a mortgage of a real estate registered in a member state whose owner or beneficial owner occupies, will occupy or let in a joint property of owners of an investment undertaking provided that the requirements of the laws of the member state are met, then also the Latvian institutions shall be entitled to apply a 35% risk weight to exposures or any part thereof that is secured with a mortgage of a real estate registered in a member state and in respect of which all requirements established by the member state for such collateral are met.

9.5. Exposures secured with a mortgage of a residential real estate shall be treated as exposures referred to in Paragraphs 9.1–9.4.

9.6. The unsecured part of an exposure secured with a mortgage of a residential real estate shall be included in another class referred to in Paragraph 97 of the Regulations.

(As amended by the Regulations No. 173 of the Board of the Financial and Capital Market Commission of 14.12.2007 taking effect on 20.12.2007) 
9.7. For exposures that are fully secured with a mortgage of a real estate but do not meet the requirements set out in Paragraphs 9.1(9.6, a 100% risk weight shall apply.

(As amended by the Regulations No. 173 of the Board of the Financial and Capital Market Commission of 14.12.2007 taking effect on 20.12.2007) 
10. Risk Weights of Past Due Items 

10.1. For the unsecured part of past due items the following risk weights shall apply:

10.1.1. 150% where the special provisions for exposures are less than 20% of the unsecured part of the exposure before making the special provisions;
10.1.2. 100% where special provisions for exposures equal or exceed 20% of the unsecured part of the exposure before making the special provisions.

10.2. When establishing the unsecured part of a past due item, eligible collateral shall be a collateral that is eligible for mitigating credit risk (see Annex 3).

10.3. Notwithstanding the requirements of Paragraph 10.1, for past due items secured with a mortgage of a real estate the following risk weights shall apply:

10.3.1. 50% risk weight where special provisions for an exposure are not less than 20% of the value of the exposure before making special provisions;

10.3.2. 100% risk weight for other past due items secured with a mortgage of a real estate.

(As amended by the Regulations No. 173 of the Board of the Financial and Capital Market Commission of 14.12.2007 taking effect on 20.12.2007) 
11. Risk Weight of Exposures Included in High Risk Categories

11.1. A 150% risk weight shall be applied for the exposures in the high risk category.

11.2. Where special provisions are made for exposures in the high risk category, even if they are not past due items, the following risk weights may be applied for such exposures:

11.2.1. a 100% risk weight where special provisions for such investment equal or exceed 20% of the volume of the investment before making the provisions;

11.2.2. a 50% risk weight where special provisions for such investments equal or exceed 50% of the volume of the investment before making the provisions.

.

12. Claims Arising from Covered Bonds

12.1. Covered bonds are debt securities that in essence comply with the criteria referred to in Paragraph 4 of Article 66 of the Law on Investment Management Companies and that are secured with eligible assets with the following underlying exposures:

12.1.1. exposures to central governments and central banks, public sector entities, regional governments or local authorities of member states or exposures guaranteed by them;

12.1.2. exposures to central governments and central banks of foreign countries that comply with the credit quality step 1 in accordance with this Annex, exposures to multilateral development banks, international organisations or exposures guaranteed by them;

12.1.3. exposures to public sector entities, regional governments or local authorities of foreign countries that comply with the credit quality step 1 in accordance with this Annex or exposures guaranteed by them;

12.1.4. exposures to public sector entities, regional governments or local authorities of foreign countries that, for the purposes of establishing the risk weight, are treated as institutions and such exposures comply with the credit quality step 1 in accordance with this Annex or exposures guaranteed by them. Where such exposures qualify for the credit quality step 2, they may be considered as eligible collateral provided that the volume of such exposures does not exceed 20% of the total nominal value of outstanding (circulated) covered bonds of the issuing institution;

12.1.5. exposures to institutions that are assigned to the credit quality step 1 in accordance with this Annex. The total volume of such exposures shall not exceed 15% of the total nominal value of the outstanding covered bonds of the issuing institution. Claims arising to the borrower whose loan is secured with a mortgage of a real estate against the holder of covered bonds when making payments for an exposure secured with a real estate in the normal settlement procedure or in the liquidation process shall not be included in the above limit of 15%. The exposures to institutions of member states whose maturity does not exceed 100 days shall be considered eligible investments even if they do not qualify for the credit quality step 1, but they shall qualify for at least the credit quality step 2;

12.1.6. loans secured with a mortgage of a residential real estate or shares in Finnish residential housing companies that meet the requirements of Paragraph 9 of this Annex, and a combination of such residential real estate and residential housing companies give an advantage to an institution to sell the pledged real estate in comparison to other mortgagees of that real estate. The volume of the loan shall not exceed 80% of the market value of the mortgaged property;

12.1.7. loans that are secured with senior securities issued by French Fonds Communs de Créances or a similar securitisation entity whose activity is governed by the laws of a member state under which  the total of the securitised mortgages of residential real estate shall ensure at least 90% of the assets of the fund or a similar entity, and a combination of such residential real estate grants an institution the advantage to sell the pledged real estate in comparison with other mortgagees of the real estate.  The volume of the loan shall not exceed 80% of the market value of the pledged property, the rating of the said securities shall qualify for the credit quality step 1 referred to in this Annex and the total nominal value of the pledged securities shall not exceed 20% of the total volume of circulated securities. Claims that arise as a result of settlement by the obligor or selling of the pledge shall not be included in the calculation of the limit of 90%;

12.1.8. loans that are secured with the senior securities issued by French Fonds Communs de Créances or a similar securitisation entity whose activity is governed by the laws of a member state under which the total of the securitised mortgages of commercial real estate shall ensure at least 90% of the assets of the fund or a similar entity, and a combination of such mortgages of residential real estate grants an institution the advantage to sell the pledged real estate in comparison with other mortgagees of the real estate. The volume of the loan shall not exceed 60% of the market value of the pledged property, the rating of securities shall qualify for the credit quality step 1 referred to in this Annex and the total nominal value of the pledged securities shall not exceed 20% of the total volume of circulated units. Claims that arise as a result of settlement by the obligor or selling of the pledge shall not be included in the calculation of the limit of 90%;

12.1.9. loans secured with a mortgage of a ship or a combination of mortgages of ships that grants an institution an advantage in selling the pledged real estate in comparison with other mortgagees of that real estate and the volume of the loan shall not exceed 70% of the market value of the pledged property;

12.1.10. for the purposes of this Paragraph, secured means that the assets referred to in Paragraphs 12.1.1(12.1.9, under the effective laws, shall only protect the holders of covered bonds from losses;

12.1.11. by 31 December 2010 the limit of 20% referred to in Paragraphs 12.1.7 and 12.1.9 may not be applied where the appropriate ECAI rating assigned to the securities offered as collateral is higher than the rating of the covered bonds themselves.

12.2. The real estate that is used by an institution as collateral for secured bonds shall meet the requirements of Paragraph 23 of Section 2 of Annex 3 of the Regulations and its valuation rules shall meet the requirements of Paragraphs 100–103 of Section 3 of Annex 3.

12.3. Covered bonds that is essence comply with the criteria set out in Paragraph 4 of Article 66 of the Law on Investment Management Companies and have been issued prior to 31 December 2007, may be treated as compliant for the purposes of establishing risk weights in accordance with the requirements of Paragraph 12.4 until the end of their redemption, even if they do not meet the requirements of Paragraphs 12.1 and 12.2.

12.4. Risk weights for covered bonds shall be established on the basis of the risk weight assigned for an unsecured exposure to an institution that has issued the respective covered bonds. The following correspondence shall apply between the risk weights:

12.4.1. where an exposure to an institution is subject to a 20% risk weight, the covered bonds shall be subject to a 10% risk weight;

12.4.2. where an exposure to an institution is subject to a 50% risk weight, the covered bonds shall be subject to a 20% risk weight;

12.4.3. where an exposure to an institution is subject to a 100% risk weight, the covered bonds shall be subject to a 50% risk weight;

12.4.4. where an exposure to an institution is subject to a 150% risk weight, the covered bonds shall be subject to a 100% risk weight.

13. Risk Weight for a Securitisation Position

Risk weight for a securitisation position shall be established in accordance with Section 5 of Chapter 2 of Title II.

(As amended by the Regulations No. 173 of the Board of the Financial and Capital Market Commission of 14.12.2007 taking effect on 20.12.2007) 
14. Risk Weights for Short–term Exposures to Institutions and Corporates

For short–term exposures with a short–term rating of a nominated ECAI the risk weights set out in Table 7 shall apply.

Table 7. Risk weights for exposures of institutions and corporates with a short–term rating by a nominated ECAI according to the credit quality steps of these short–term ratings

	Credit quality step assigned to exposures with ECAI short–term ratings


	1
	2
	3
	4
	5
	6

	Risk weight
	20%
	50%
	100%
	150%
	150%
	150%


(As amended by the Regulations No. 173 of the Board of the Financial and Capital Market Commission of 14.12.2007 taking effect on 20.12.2007) 
15. Risk Weights of Claims Arising from Obtaining CIUs

15.1. Claims that arise as a result of obtaining CIUs for which a rating of a nominated ECAI is available shall be subject to the risk weights set out in Table 8 corresponding to the credit quality assessment of the CIUs.

Table 8. CIUs assigned to credit quality steps and corresponding risk weights

	Credit quality step
	1
	2
	3
	4
	5
	6

	Risk weight
	20%
	50%
	100%
	100%
	150%
	150%


15.2. An institution shall be entitled to apply the risk weight established in due course of Paragraphs 15.4 or 15.5 where a CIU meets the following requirements:

15.2.1. the CIU is managed by an investment management company registered in a member state or, upon the Commission' s approval, an investment management company registered in a foreign country whose supervisory practice and laws are at least equivalent to the regulatory requirements of the European Community (see the list in Annex 5);

15.2.2. the CIU's prospectus or an equivalent document sets out the classes of assets  in which the CIU shall be entitled to invest where the legal acts contain investment restrictions, i. e., relative restrictions and their calculation methodology;

15.2.3. at least once a year the financial statements of the CIU are drawn up to enable assessment in respect of its assets and liabilities, income and general performance over the reporting period.

15.3. Where an institution has information about the actual investment structure of a CIU and the CIU meets the criteria set out in Paragraph 15.2, the risk weights for such CIU may be established in proportion to the respective investment value by the undertaking. Risk weight of the CIU shall be calculated as the total of proportional risk weights of all underlying investments. The proportional risk weight for each underlying investment shall be calculated as the share of the size of a particular investment in total investments and the result shall be multiplied with the risk weight assigned to the investment.

15.4. Where an institution does not have information about the actual investment structure of a CIU, but the CIU meets the requirements of Paragraph 15.2, the risk weights for such CIU shall be established as follows:

15.4.1. it is assumed that the first investment is made in the asset indicated in the prospectus of the CIU that has the highest risk weight and at the maximum permissible amount and further investments are made in assets with a descending risk weight at the maximum permissible amount for each class of assets until the total volume of the CIU is reached;

15.4.2. in proportion to investment shares set out in Paragraph 15.4.1 (see Paragraph 15.3).

15.5. An institution shall be entitled to entrust another entity with the calculation of CIU risk weight under the methods referred to in Paragraphs 15.3 and 15.4 and the reporting of the calculations where the entity ensures correctness of the calculation and the reports.

15.6. Claims arising from obtaining other CIU shall be subject to a 100% risk weight. 

16. Risk Weights of Other Exposures 

16.1. Exposures with assigned 0% risk weight shall be as follows:

16.1.1. cash and cash equivalents in hand;

16.1.2. gold bullions held in vault.

16.2. A 20% risk weight shall be applied to the claims arising from cash and cash equivalents in the process of collection.

16.3. Exposures with assigned 100% risk weight are as follows:

16.3.1. fixed assets;

16.3.2. prepayments and accrued income for which a particular counterparty cannot be determined;

16.3.3. holding in the capital and other holding that is not a reduction of own funds;

16.3.4. other exposures.

16.4. For asset sale and repurchase agreements and outright forward purchases, the risk weight shall be that assigned to the assets in question and not to the counterparties to the transactions.
16.5. Where an institution provides credit protection (an institution is a credit risk buyer) for a definite number of exposures (a basket) under terms that the n–th default is a threshold above which the exposures shall trigger payment and that this credit event shall terminate the contract, the risk weight for such protection credit derivative instrument shall be established as follows:

16.5.1. where the instrument under protection has a rating from a nominated ECAI, the risk weights prescribed in Section 5 shall be assigned to the exposures subject to protection;

16.5.2. where the instrument under protection is not rated by a nominated ECAI, the risk weights of the exposures included in the basket of exposures under protection shall be aggregated to calculate the risk weight of the basket, excluding n–1 exposures, up to a maximum of 1 250%. The risk weighted value of the basket of exposures under protection shall be calculated by multiplying the nominal amount of the protection provided by the credit derivative instrument with the risk weight of the basket. The n–1 exposures to be excluded from the aggregation shall be determined on the basis that the risk–weighted value of each such exposure shall be less than the risk–weighted value of any of the exposures included in the aggregation.
Section 2.  Using ECAI Ratings to Establish the Risk–Weighted Value

17. Framework

17.1. An institution shall be entitled to nominate (select) one or several ECAI from the list referred to in Annex 13 of the Regulations that will be used to establish the risk weight for assets and off–balance sheet exposures and derivative instruments.


17.2. An institution shall not use ECAI ratings of the entities included in the consolidation group.

17.3. Where an institution decides to use a rating of an ECAI for a particular class of exposures, it shall use consistently the ratings of that ECAI for all exposures in that class for which the ratings are available. The ratings shall not be used selectively, i. e., by opting to apply a rating only for a part of the exposures in the class for which ECAI ratings are available.

17.4. Where an institution decides to use a rating of an ECAI for establishing the risk weight, it shall use it non–stop all the time during which the rating is available and rules are effective, and in a consistent manner, i. e., in due course of the Regulations.
17.5. An institution shall be entitled to use those ratings of an ECAI that take account of all liabilities arising as a result of customer's exposures to an institution, i. e., both the principal and the interest payable.

17.6. Where only one rating of a nominated ECAI is available to an exposure under valuation, that rating shall be used to establish the risk weight.

17.7. Where ratings of two nominated ECAI are available to an exposure under valuation and a different risk weight corresponds to each rating, the ECAI rating with the highest risk weight shall be applied.

17.8. Where ratings of more than two nominated ECAI are available to an exposure under valuation, the ratings of two ECAI with the lowest risk weights shall be selected first. Where different risk weights correspond to the two selected ECAI ratings, the ECAI rating with the highest of the two risk weights shall be applied. Where a similar risk weight corresponds to the two selected ECAI ratings, this weight shall be applied.
18. Rating Issuers and Issues

18.1. For the purposes of these Regulations, an issue is issuing financial instruments, granting credits and other facilities incurring a claim to an institution or potential claim against the issuer. An issuer is an issuer of financial instruments, or the person giving the credit and other facilities. 

18.2. Where there is a rating assigned by an ECAI to a particular issue (e. g., rating assigned to a particular issue of financial instruments), the claims of an institution that arise from the instruments of such issue shall be subject to the risk weight corresponding to the respective ECAI rating.

18.3. Where an institution's claim against an issuer does not have an ECAI rating, the risk weight shall be determined as follows:

18.3.1. where other claims of the issuer have an ECAI rating and it assigns a lower risk weight than the risk weight applied to the issuer's unrated exposures, the ECAI rating applicable to the issuer's claims may be used to the unrated issuer's exposures that are in all respects pari passu or senior than the exposures with an ECAI rating. Where they produce a lower weight they shall be deemed without an ECAI rating and the relevant risk weight shall be applied to them;

18.3.2. where there is an issuer assessment rating of an ECAI, it shall be used only to establish the risk weight of that issuer's unsubordinated liabilities in an unsecured exposure. The priority exposure of subordinated liabilities of an issuer shall be deemed a transaction without an ECAI rating and subject to the relevant risk weight. 

18.4. The requirements of Paragraphs 18.2 and 18.3 shall not apply to covered bonds.

18.5. ECAI ratings of an issuer in a group of entities shall not be used for another issuer in the same group of entities.

19. Long–term and Short–term Ratings
19.1. Short–term ratings shall be used only to assess short–term exposures to institutions and corporates that are disclosed in the assets or off–balance sheet items (usually their original maturity is one year or less).

19.2. Short–term ratings shall be used to assess exposures to which short–term rating has been assigned and they shall not be used to establish the risk weight of any other exposure to that counterparty.

19.3. Notwithstanding the requirements of Paragraph 19.2, where a 150% risk weight corresponds to at least one short–term rating, all unrated unsecured long–term and short–term exposures to that obligor shall be subject to a 150% risk weight.

19.4. Notwithstanding the requirements of Paragraph 19.2, where a 50% risk weight corresponds to the assigned short–term rating, for all unrated short–term exposures to that obligor a risk weight of at least 100% shall be applied.

20. Exposures in the Domestic and the Foreign Currency

20.1. A rating assigned to an exposure denominated in the domestic currency of the counterparty shall not be applied to establish the risk weight of other exposure to the same counterparty in a foreign currency.

20.2. Notwithstanding the requirements of Paragraph 20.1, where an exposure arises through a bank's participation in granting a loan that has been extended by a multilateral development bank whose preferred creditor status is recognised in the market, the rating assigned to the obligor's liabilities denominated in the domestic currency may be used to establish the risk–weighted value of such loan.

� Corresponsing credit assessments are available at OECD internet homepage at www.oecd.org.
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