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Preamble 

On 24 November 2011 the General Council approved the ratification of the Monetary 

Agreement between the Principality of Andorra and the European Union that allows Andorra to 

officially adopt the euro as legal tender and to issue its own coins for circulation and collecting. 

The Monetary Agreement was accompanied by an annex listing the European legal provisions 

that the Andorran Government must implement in accordance with the calendar agreed by 

Andorra and the European Union concerning the prevention on money laundering, the 

prevention of fraud and counterfeiting, the rules on euro notes and coins, legislation in banking 

and financial matters, and the gathering of statistical information. 

This framework of this Regulation lies with the context of the Monetary Agreement referred to 

in the previous paragraph, by which certain European rules within the area of the solvency, 

liquidity and prudential supervision of credit institutions and investment firms are incorporated 

into the Andorran legal system. 

The legislation mentioned includes Directive 2013/36/EU of the European Parliament and of the 

Council of 26 June 2013 on access to the activity of credit institutions and the prudential 

supervision of credit institutions and investment firms, amending Directive 2002/87/EC and 

amending Directives 2006/48/EC and 2006/49/EC as well as Regulation (EU) No 575/2013 of the 

European Parliament and of the Council of 26 June 2013 on the prudential requirements of 

credit institutions and investment firms, amending Regulation (EU) No 648/2012. This European 

Directive and this European Regulation were passed with the aim of strengthening the resilience 

of the EU banking sector, recovering market confidence and promoting the equality of 

conditions in the banking sector. 

In this regard, it has been considered appropriate to incorporate the mentioned provisions at a 

double regulatory level. Firstly, through a legally binding rule: Law 35/2018 of 20 December on 

the solvency, liquidity and prudential supervision of credit institutions and investment firms. 

This Law transposed the majority of the provisions of Directive 2013/36/EU to the Andorran 

legal-financial system, and it also introduced the main obligations of Regulation (EU) 575/2013 

in relation to requirements on solvency, large exposures, liquidity, leverage and market 



transparency. This Regulation completes the transposition of the rest of the provisions of 

Directive 2013/36/EU as well as the majority of the provisions of Regulation (EU) 575/2013, the 

approval of which represents a very significant qualitative leap in terms of putting the entities 

that operate in the Andorran financial sector on a level footing with the European financial 

entities that they compete with. Regarding the aforementioned European Regulation, the 

totality of provisions have been transposed with the exception of those provisions that refer to 

the use of internal risk models, and cooperation and supervisory convergence with European 

bodies, since the Monetary Agreement with the European Union does not envisage this level of 

integration with European prudential or macroprudential structures. On the other hand, this 

Regulation develops the requirements in relation to the exemption from deducting from 

Common Equity Tier 1 capital of the significant investments in computer applications of the 

credit institutions and investment firms envisaged under Article 30 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, so that the institutions can address these investments that strengthen the 

international development of the Andorran financial sector, and also to facilitate the digital 

transformation of the civil society in such a way that it does not cause an overload in the solvency 

of these entities. In this regard, it should be pointed out that with regard to this exemption from 

a deduction, the Regulation anticipates the review procedure of Regulation (EU) 575/2013 that 

is being implemented within the European context. Even though the Austrian Presidency of the 

EU and the European Parliament reached an agreement at the Tripartite Talks meetings held 21 

and 22 November 2018, for the exemption of the deduction of own funds for investments in 

computer applications, the mechanism and details of the exemption from the deduction have 

yet to be specified fully. In this regard, and to implement the law implementing this Regulation, 

a sample mechanism for a provisional deduction has been envisaged until such time as the 

Principality of Andorra has transposed, by virtue of the Monetary Agreement, the updated 

European provisions in matters of the solvency, liquidity and prudential supervision envisaged 

under Directive 2013/36/EU and Regulation (EU) No 575/2013. 

On the other hand, making use of the power envisaged under final provision seven of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, the Government has developed with this Regulation the 

content requirements included in the aforementioned Law. In this regard, this Regulation 

regulates in detail the requirements on the solvency, liquidity and prudential supervision of 

credit institutions and investment firms in nine Titles: the first Title outlines the general 

provisions; the second Title deals with requirements for own fund items; Title Three specifies 

the capital requirements for credit risk, operational risk, market risk, liquidation risk and credit 

valuation adjustment risk, as well as certain provisions related to the establishment and specific 

recognition of countercyclical capital buffers and systemic risk; the fourth Title details the 

requirements in relation to large exposures; Title Five sets out the requirements regarding credit 

risk transferred into securitisations; Title Six focusses on liquidity requirements; Title Seven deals 

with transparency requirements in relation to leverage; Title Eight establishes the requirements 

for information reporting and market transparency that credit institutions and investment firms 

must follow; while Title Nine is concerned with prudential supervision measures. 

This Regulation also includes up to thirty-three transitional provisions that regulate the gradual 

application of the solvency requirements in different calendars of between four and eight years, 

depending on the type of new requirement, with a view to facilitating the gradual adaptation of 



the capital requirements with the same calendar as that used by the European financial 

institutions when they approved the European Directive and Regulation in 2014. 

At the proposal of the Minister responsible for Finance, the Government, at the session of 6 

March 2019, 

It Decrees: 

Sole article  

The Regulation implementing of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms is hereby approved. 

Regulation implementing Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms 
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Title I. General provisions 



Chapter one. Purpose, scope of application and definitions 

Article 1. Purpose 

The purpose of this Regulation is to develop certain provisions of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment firms 

in relation to the solvency requirements and the system for supervising institutions. 

This Regulation does not regulate the publication requirements that are applicable to the 

Andorran Financial Authority (AFA) in the field of the regulation and prudential supervision of 

entities established under Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms. 

Article 2. Scope  

This Regulation is applicable to credit institutions and investment firms established in the 

Principality of Andorra and to groups or subgroups or consolidated groups of credit institutions 

and investment firms with a parent company in the Principality of Andorra. Pursuant to the 

terms envisaged in Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms, it also applies to financial holding 

companies, mixed financial holding companies and groups of companies that are parent 

institutions. 

Article 3. Supervisory powers 

For the purposes of guaranteeing the fulfilment of this Regulation, the AFA has the powers and 

it follows the procedures established in Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms. 

Article 4. Definitions 

1. For the purposes of this Regulation, the following definitions shall apply: 

1. Defined pension benefit fund assets: these are assets as defined in point 1 of section 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

2. Intangible assets: These are assets as defined in point 2 of paragraph 1 of Article 3 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

3. Deferred tax assets: These are assets as defined in point 3 of paragraph 1 of Article 3 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

4. Deferred tax assets that depend on future returns: these are deferred tax assets, the future 

value of which is realised only if the institution generates a taxable profit in the future; 



5. External credit assessment institution (or ECAI): this is a credit assessment institution as 

defined in point 4 of paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms; 

6. Designated external credit assessment institution: this is an external credit assessment 

institution designated by an institution; 

7. Credit risk adjustment: this has the same meaning as that established in point 5 of paragraph 

1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

8. Other accumulated comprehensive income: this has the same meaning as the one in the 

applicable accounting framework; 

9. Other capital instruments: these are capital instruments issued by a financial sector entity 

that do not qualify as Common Equity Tier 1, additional Tier 1 or Tier 2 instruments, or Tier 1 

own-fund insurance items, additional Tier 1 own-fund insurance items, or Tier 2 own-fund 

insurance items or Tier 3 own-fund insurance items; 

10. Other reserves: these are reserves within the meaning of the applicable accounting 

framework that must be disclosed under this framework, excluding any amounts that have 

already been included in accumulated other comprehensive income or retained earnings; 

11. Competent authority: this is a public authority, or an official body as defined in point 6 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

12. Central banks: these are the central banks of the European System of Central Banks (ESCB) 

and the central banks of third countries; 

13. Central banks of the ESCB: these are the national central banks that are members of the 

European System of Central Banks (ESCB), and the European Central Bank (ECB); 

14. Consolidated basis: this has the same meaning as that established in point 7 of paragraph 1 

of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

15. Sub-consolidated basis: this has the same meaning as that established in point 8 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

16. Residential property: this means a residence, which is occupied by its owner or by the lessee 

of the property; 

17. Profit: this has the same meaning as that established in point 10 of paragraph 1 of Article 3 

of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 



18. Discretionary pension benefits: this has the same meaning as that established in point 11 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

19. Retained earnings: these have the same meaning as that established in point 9 of paragraph 

1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

20. Covered bonds: these are the obligations, understood as securities representing a debt 

guaranteed by portfolio of assets, issued by a credit institution that has its registered offices in 

the Principality of Andorra or in a country belonging to the EU, and which is subject by law to a 

special public supervision designed to protect the holders of the obligations; 

21. Eligible capital: 

a) For the purposes of the Chapter Three of Title II, the sum of the following: 

i) The Tier 1 capital referred to in Article 27 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, without 

applying the deduction of letter (a) of Article 20 of this Regulation; 

ii) The Tier 2 capital referred to in Article 37 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, equal to or 

less than a third of the Tier 1 capital calculated in accordance with point (i) of this letter; 

b) For the purposes of Article 50 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, and of Title IV of this 

Regulation, the sum of the following: 

i) The Tier 1 capital referred to in Article 27 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms; 

ii) The Tier 2 capital referred to in Article 37 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, equal to or 

less than one third of the Tier 1 capital. 

22. Initial capital: this means the amount and the type of own funds of the credit institutions 

and the investment firms specified in Law 7/2013 of 9 May on the legal system of entities 

operating in the Andorran financial system and other provisions regulating the exercise of 

financial activities in the Principality of Andorra; 

23. Trading book: this has the same meaning as that established in point 13 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

24. Unfunded credit protection: this means a credit risk mitigation technique in which the 

reduction of the credit risk on the exposure of an institution arises from the obligation of a third 



party to pay an amount in the event of a default of the borrower or the occurrence of other 

specified credit events; 

25. Funded credit protection or similar instruments: this is a credit risk mitigation technique in 

which the reduction of the credit risk of the exposure of an institution arises from the right of 

the institution – in the event of the default of the counterparty or the occurrence of other 

previously specified credit events relating to the counterparty  – to liquidate certain assets or 

amounts, to obtain the transfer of these or their appropriation, or retain them, or to reduce the 

amount of the exposure to the difference between the amount of the exposure and the amount 

of a claim on the institution or replace it with the amount corresponding to this difference; 

26. Internal hedge: this means a position that significantly offsets the component risk  elements 

between a position or series of positions included in the trading book and a position or series of 

positions in a non-trading book; 

27. Capital conservation buffer: these are the own funds that an institution is obliged to 

maintain, in accordance with Article 57 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms; 

28. Specific countercyclical capital buffer of each institution: this refers to the own funds that an 

institution is obliged to maintain in accordance with Article 58 of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment firms; 

29. Capital buffer for an SII: these are the own funds that an institution is obliged to maintain in 

accordance with Article 59 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms; 

30. Capital buffer against systemic risks: these are the own funds that an institution is obliged 

or can be obliged to maintain in accordance with Article 60 of Law 35/2018 of 20 December on 

the solvency, liquidity and prudential supervision of credit institutions and investment firms; 

31. Independent price verification: this is the process through which market prices or marketing 

to model inputs are regularly verified for accuracy and independence; 

32. Share premium account: this has the same meaning as that used in the applicable accounting 

framework; 

33. Pre-funded contribution to the default fund of a CCP: this is a contribution to the default 

fund of a central counterparty paid by an institution. 

34. Control: this has the same meaning as that established in point 14 of paragraph 1 of Article 

3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

35. Officially supported export credits: these are loans or credits to finance the export of goods 

or services for which an official export credit agency provides guarantees, insurance or direct 

financing; 



36. Temporary differences: this has the same meaning as that used under the applicable 

accounting framework; 

37. General management: this has the same meaning as that established in point 15 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

38. Distributions: this has the same meaning as that established in point 16 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

39. Additional Tier 1 own fund insurance items: these are the basic own fund items of companies 

subject to the requirements of paragraph 2 of Article 41 of Law 12/2017 of 22 June on the 

administration and supervision of insurance and reinsurance in the Principality of Andorra, when 

the aforementioned elements are classified in Tier 1 capital, and their inclusion is limited by the 

delegated acts that are adopted; 

40. Tier 1 own-fund insurance items: these are the basic own fund items of companies subject 

to the requirements of paragraph 2 of Article 41 of Law 12/2017 of 22 June on the administration 

and supervision of insurance and reinsurance in the Principality of Andorra Principality of 

Andorra, when the aforementioned items are classified in Tier 1 capital; 

41. Tier 2 own fund insurance items: these are the basic own fund items of companies that are 

subject to the requirements of paragraph 2 of Article 41 of Law 12/2017 of 22 June on the 

administration and supervision of insurance and reinsurance in the Principality of Andorra, when 

the aforementioned items are classified in Tier 2 capital; 

42. Tier 3 own fund insurance items: these are the basic own fund items of companies subject 

to the requirements of paragraph 2 of Article 41 of Law 12/2017 of 22 June on the administration 

and supervision of insurance and reinsurance in the Principality of Andorra, when the 

aforementioned items are classified in Tier 3 capital; 

43. Investment firm: these are certain types of financial investment institutions as defined in 

point 18 of paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms; 

44. Recognised third-country investment firm: this is a company that fulfils the following 

conditions: 

a) If it were established in the Principality of Andorra, it would be covered by the definition of 

an investment firm; 

b) It is authorized in a third country; 

c) It is subject to and complies with the prudential rules, which, according to the AFA, are at least 

as strict as those established in this Regulation and in Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms. 



45. Ancillary services undertaking: this is an ancillary-services undertaking as defined in point 17 

of paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms; 

46. Financial undertaking: this is any of the following entities: 

a) An insurance undertaking, a reinsurance undertaking; 

b) A mixed-financial holding company. 

47. Parent company: this is a parent company as defined in point 19 of paragraph 1 of Article 3 

of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

48. Financial sector entity: this is a financial sector entity as defined in point 20 of paragraph 1 

of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

49. Public sector entity: this is a public sector entity as defined in point 21 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

50. Institution: this has the same meaning as that established in point 23 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

51. Insurance undertaking: this is an insurance undertaking as defined in point 19 of Article 6 of 

Law 12/2017 of 22 June, on the administration and supervision of insurance and reinsurance in 

the Principality of Andorra; 

52.  Insurance undertaking domiciled outside the Principality of Andorra: this is an insurance 

undertaking domiciled outside the Principality of Andorra as defined in point 22 of Article 6 of 

Law 12/2017 of 22 June on the administration and supervision of insurance and reinsurance in 

the Principality of Andorra; 

53. Credit institution: this is a credit institution as defined in point 25 of paragraph 1 of Article 3 

of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

54. Central counterparty (or CCP): this has the same meaning as that established in point 27 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

55. Qualifying central counterparty (or QCCP): this is a central counterparty that has been 

recognised by the AFA or authorized or recognised officially by other competent authorities of 

third countries; 



56. Financial institution: this has the same meaning as that established in point 28 of paragraph 

1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

57. Parent institution in the Principality of Andorra: this a parent institution in the Principality of 

Andorra as defined in point 29 of paragraph 1 of Article 3 of Law 35/2018 of 20 December on 

the solvency, liquidity and prudential supervision of credit institutions and investment firms; 

58. Reinsurance undertaking: this is a reinsurance undertaking as defined in point 27 of Article 

6 of Law 12/2017 of 22 June on the administration and supervision of insurance and reinsurance 

in the Principality of Andorra; 

59. Reinsurance undertaking domiciled outside the Principality of Andorra: this is a reinsurance 

undertaking domiciled outside the Principality of Andorra as defined in point 22 of Article 6 of 

Law 12/2017 of 22 June on the administration and supervision of insurance and reinsurance in 

the Principality of Andorra; 

60. Trade exposure: this is the current exposure, including the variation margin due to a clearing 

member or a client, but not yet received, and any future potential exposure of a clearing 

member or a client, to a central counterparty arising from contracts and transactions listed in 

letters (a) to (e) of paragraph 1 of Article 187, as well as the initial margins; 

61. Conversion factor: this is the ratio of the currently undrawn amount of a commitment that 

could be drawn, and that therefore would be outstanding at default to the currently undrawn 

amount of the commitment; the extent of the commitment is determined by taking into account 

the reported limit, unless the unreported limit is higher; 

62. Subsidiaries: this has the same meaning as that established in point 33 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

63. Trade finance: this is financing, including guarantees, related to the exchange of goods and 

services through financial products of fixed short-term maturity (generally less than one year), 

without automatic rollover; 

64. Speculative immovable property holding: this is any loan for the purpose of the acquisition 

of, or development or construction on land in relation to immovable property, or which holds a 

relation to such property, with the aim of obtaining a profit through the resale; 

65. Goodwill: this has the same meaning as that used in the applicable accounting framework; 

66. Default fund: this is a fund established by a CCP in order to limit its credit exposures with 

regard to its clearing members resulting from the non-fulfilment of one or several clearing 

members, including the initiation of insolvency proceedings, and which could be used to cover 

losses arising from the clearing members that have not fulfilled their payment obligations. 

67. Funds for general banking risk: in the cases envisaged under the applicable accounting 

framework, these make up the amounts that the credit institution decides to assign to the cover 



of these risks, when reasons of prudence so require, taking into account the particular risks 

inherent in banking operations; 

68. Own funds: this has the same meaning as that established in point 34 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

69. Basic own funds: these are own funds as set out in paragraph 1 of Article 48 of the 

Regulations implementing Law 12/2017 of 22 June on the administration and supervision of 

insurance and reinsurance in the Principality of Andorra; 

70. Group of connected clients: this has the same meaning as that established in point 35 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

71. Cash assimilated instrument: this is a certificate of deposit, a bond, including a covered bond 

or any other non-subordinated instrument that has been issued by an institution, for which the 

institution has already received full payment and which shall be unconditionally reimbursed by 

the institution at its nominal value; 

72. Financial instrument: this has the same meaning as that established in point 36 of paragraph 

1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

73. Own funds instruments: these are the capital instruments issued by the institution that enter 

into the category of Common Equity Tier 1 capital or Additional Tier 1 capital or Tier 2 capital; 

74. Minority interest: this has the same meaning as that established in point 37 of paragraph 1 

of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

75. Applicable accounting framework: this has the same meaning as that established in point 38 

of paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms; 

76. Recognised exchange: this is a market that fulfils all the following conditions: 

a) It is a regulated market; 

b) It has a clearing mechanism whereby contracts listed in Annex II are subject to compulsory 

daily margin requirements, which, in the opinion of the competent authorities, offer appropriate 

protection. 

77. Regulated market: this is a market of financial instruments as defined in point 39 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 



78. Credit enhancement: this is the contractual arrangement whereby the credit quality of a 

securitisation position is improved in relation to what it would have been if the enhancement 

had not been provided, including the enhancement provided by more junior tranches in the 

securitisation and other types of credit protection; 

79. Reference obligation: this is an obligation used to determine the net asset value of a credit 

derivative; 

80. Repurchase transaction: this is any transaction that is governed by a repurchase agreement 

or a reverse repurchase agreement; 

81. Management body: this has the same meaning as that established in point 41 of paragraph 

1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

82. Collective investment undertaking (or CIU): this is a collective investment undertaking as 

defined in Article 2 of the recast text of Law 10/2008 of 12 June regulating collective investment 

undertakings under Andorran law, including alternative investment undertakings as defined in 

Article 31 of the recast text of Law 10/2008 of 12 June regulating collective investment 

undertakings under Andorran law; 

83. Originator: this is an originator as defined in point 42 of paragraph 1 of Article 3 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

84. Repurchase agreement and reverse purchase agreement: this is an agreement as defined in 

point 43 of paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms; 

85. Simple repurchase agreement: this is a repurchase transaction of a single asset or of similar 

assets non-complex assets, as opposed to a basket of assets; 

86. Leverage: this has the same meaning as that laid down in point 44 of paragraph 1 of Article 

3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

87. Participation: this has the same meaning as that laid down in point 45 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

88. Qualifying holding: this has the same meaning as that laid down in point 46 of paragraph 1 

of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

89. Distributable items: this is the amount of the profits at the end of the last financial year, plus 

any profits of the current financial year and reserves available for this purpose before the 

distributions to holders of own funds instruments, less the losses of the current financial year, 

non-distributable profits in accordance with the law or the bye-laws of the institution, as well as 



the sums placed to non-distributable reserves in accordance with the law or the bye-laws of the 

institution, provided that these losses and reserves are determined on the basis of the individual 

accounts of the institution and not on the basis of the consolidated accounts; 

90. Deferred tax liabilities: this has the same meaning as under the applicable accounting 

framework; 

91. Sponsor: this is a sponsor as defined in point 47 of paragraph 1 of Article 3 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms; 

92. “Buffer guide” is the benchmark parameter consisting of a buffer percentage calculated in 

accordance with paragraph 1 of Article 68. 

93) Percentage of countercyclical capital buffer: this has the same meaning as that established 

in letter (f), paragraph 1 of Article 54 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms; 

94. Small enterprise” (SE), within the SME category (see below): this is defined as an enterprise 

that employs fewer than 50 persons and has either an annual turnover or an annual balance 

sheet total not exceeding 10 million euros. An enterprise should be considered to be any 

institution, regardless of its legal form, engaged in economic activities, including in particular, 

entities engaged in a craft activity or other activities on an individual or family basis, partnerships 

or associations regularly engaged in economic activities. 

95. Small or medium/sized enterprise: this is a category of companies (SME) that groups micro, 

small and medium-sized enterprises. It is defined as an enterprise that employs fewer than 250 

persons and which has an annual turnover not exceeding 50 million euros, or an annual balance 

sheet total not exceeding 43 million euros. 

96. Re-securitisation position: this is the exposure to a re-securitisation; 

97. Securitisation position: this has the same meaning as that established in point 48 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

98. The positions held with trading intent are the following: 

a) Proprietary positions and positions arising from client servicing and market making; 

b) The positions intended to be resold in the short term; 

c) The positions intended to benefit from actual or expected short-term price differences 

between buying and selling prices, or from other price or interest-rate variations. 

99. Reduction of the credit risk: this has the same meaning as that established in point 40 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 



100. Combined capital buffer requirements: this has the same meaning as that established a 

letter (e) of paragraph 1 of Article 54 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms; 

101. Re-securitisation: this is a securitisation in which the risk associated with a series of 

underlying exposures is divided into tranches, and at least one of the underlying exposures is a 

securitisation position; 

102. Risk of excessive leverage: this has the same meaning as that established in point 51 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

103. Dilution risk: this has the same meaning as that established in point 49 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

104. Model risk: this has the same meaning as that established in point 50 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

105. Operational risk: this has the same meaning as that established in point 52 of paragraph 1 

of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

106. Systemic risk: this has the same meaning as that established in point 53 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

107. Cross-guarantee scheme: this is the mechanism that meets all the following conditions: 

a) The institutions fall within the same institutional protection scheme referred to in paragraph 

7 of Article 79; 

b) Institutions are fully consolidated in accordance with letters (b), (c), (d) or (e) of point 7 of 

Article 2 of Law 8/2013, of 9 May 2013 on the organisational requirements and operating 

conditions of the institutions operating in the financial system, investor protection, market 

abuse and financial collateral arrangements, and they are included in the supervision on a 

consolidated basis of the institution that is the parent institution in the Principality of Andorra, 

in accordance with what is established in Section Two and Three of Title III of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, and subject to the own funds requirement; 

c) The parent institution and its subsidiaries are established in the Principality of Andorra and 

are subject to authorization and supervision by the AFA; 

d) The parent institution in the Principality of Andorra and its subsidiaries have entered into a 

contractual or statutory liability arrangement that protects these institutions, and in particular, 

guarantees their liquidity and solvency, in order to avoid bankruptcy, if that becomes necessary; 



e) There are provisions aimed at guaranteeing the prompt provision of financial means in terms 

of capital and liquidity if this is required under the contractual or statutory liability arrangement 

referred to in letter (d); 

f) The adequacy of the arrangement referred to in letters (d) and (e) is checked regularly by the 

AFA; 

g) The minimum period of notice for a voluntary exit of a subsidiary from the liability 

arrangement is ten years; 

h) The AFA is empowered to prohibit a voluntary exit of a subsidiary from the liability 

arrangement. 

108. Multilateral trading facility (or MTF): multilateral trading facility operated by a financial 

system operator that provides investment services or by a market operator which brings 

together, within the facility and in accordance with non-discretionary rules, multiple third-party 

buying and selling interests in financial instruments that results in a contract in accordance with 

the legal and regulatory provisions that regulate the authorization and the functioning of this 

type of trading facility; 

109. Pension scheme arrangements: These comprise: 

a) Occupational pension funds, including any authorised institution responsible for managing 

this fund and acting on its behalf, as well as any legal entity created for the investment aims of 

this fund, that acts solely and exclusively in the interest of the fund; 

b) Activities related to the payment of professional retirement benefits developed by 

institutions; 

c) Activities related to the payment of professional retirement benefits developed by companies 

providing life insurance regulated by Law 12/2017 of 22 June, on the administration and 

supervision of insurance and reinsurance in the Principality of Andorra or an equivalent 

regulation in a third country, provided that all the assets and liabilities corresponding to these 

activities are clearly delimited and they are managed and organized independently from the rest 

of the activities developed by the insurance undertakings, without any transfers being possible 

in any circumstances; 

d) Any other authorized and supervised entities, or other systems, provided that they are 

recognised in the national legislation of that of a third country, and their primary aim is to 

provide retirement benefits. 

110. Consolidated situation: has the same meaning as that established in point 54 of paragraph 

1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

111. Default of an obligor: this is the situation in which a default occurs in relation to a certain 

debtor when at least one of the following circumstances are present: 



a) The institution considers that there are reasonable doubts concerning the payment by the 

obligor of the totality of its credit obligations to the institution itself, the parent undertaking or 

any of its subsidiaries, without recourse by the institution to actions such as executing 

guarantees; 

b) The debtor is in a default situation for more than 90 days with regard to any significant credit 

obligation to the institution, the parent undertaking or any of its subsidiaries. 

In the case of retail exposures, institutions may apply the definition of default laid down in 

letters (a) and (b) above at the level of an individual credit facility rather than in relation to the 

total obligations of a borrower. 

112. Financial holding company: has the same meaning as that established in point 55 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

113. Parent financial holding company in the Principality of Andorra: has the same meaning as 

that established in point 56 of paragraph 1 of Article 3 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms; 

114. Mixed financial holding company: as the same meaning as that established in point 57 of 

paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

115. Parent mixed financial holding company in the Principality of Andorra: has the same 

meaning as that established in point 58 of paragraph 1 of Article 3 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms; 

116. Mixed holding company: has the same meaning as that established in point 59 of paragraph 

1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

117. Management companies of collective investment undertakings: are the legal entities, as 

defined in paragraph 1 of Article 38 of Law 7/2013 of 9 May, on the legal system of the entities 

operating in the Andorran financial system and other provisions that regulate the exercise of 

financial activities in the Principality of Andorra; 

118. Branch: has the same meaning as that established in point 61 of paragraph 1 of Article 3 of 

Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

119. Indirect holding: this is any exposure to an intermediate institution that has an exposure to 

capital issued by a financial sector entity when in the event of these capital instruments issued 

by the financial sector entity being permanently written off, the loss that the institution would 

incur as a result would not be significantly different from the loss that the institution would incur 

from a direct holding of the capital instruments issued by the financial sector entity; 



120. Reciprocal cross holding: has the same meaning as that established in point 62 of paragraph 

1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms; 

121. Synthetic holding: has the same meaning as that established in point 63 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

122. Securitisation: has the same meaning as that established in point 64 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

123. Tranche: this is the contractually established segment of the credit risk associated with an 

exposure or a number of exposures, in such a way that a position in the segment entails a risk 

of credit loss greater than or less than a position of the same amount in each of the remaining 

segments, without taking into account the credit protection offered by third parties to the 

holders of the positions in the remaining segment or segments; 

124. Market value: has the same meaning as that established in point 67 of paragraph 1 of 

Article 3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms; 

125. Mortgage lending value: this is the value of immovable property determined by a prudent  

assessment of the future possibility of marketing the aforementioned property, taking into 

account the long-term sustainable aspects of this property, the normal and local market 

conditions, its use at the moment of the valuation and alternative appropriate uses of the 

property; 

126. Marking to market: this is the valuation of the positions at the market-closing price 

available immediately and obtained from independent sources, such as stock market prices, 

screen prices or quotes from several independent intermediaries of prestige; 

127. Marking to model: this is any valuation that is obtained by taking as a benchmark, or 

extrapolating market data, or making any calculation from those data; 

128. Securitisation Special purpose Entity (or SSPE): it has the same meaning as that established 

in point 68 of paragraph 1 of Article 3 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms; 

129. Close links: has the same meaning as that established in in point 69 of paragraph 1 of Article 

3 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

2. The shares that constitute an indirect holding of real estate may be treated as a direct holding 

of real estate, provided that this indirect holding is specifically regulated in the national 

legislation of the third country concerned and, when pledged as collateral, it provides equivalent 

protection to creditors. 



3. The trade finance referred to in point 63 of paragraph 1 is generally uncommitted and requires 

satisfactory supporting transactional documentation for each drawdown request, in such a way 

that the transaction may be turned down in the event of any doubts about the solvency or the 

documentation provided. Generally, the repayment of trade finance exposures takes place 

independent of the borrower, while the funds instead come from the proceeds of import 

transactions or sales of underlying goods. 

Article 5. Definitions specific to capital requirements in relation to credit risk 

For the purposes of Chapter Three, the following definitions shall apply: 

1. Exposure: this is an asset or off-balance sheet item; 

2. Loss: this is the economic loss, including material discount effects, as well as major direct and 

indirect costs associated with the collecting on the instrument; 

3. Expected loss (or EL): this is the ration of the amount that expected to be lost in an exposure 

from a potential default of a counterparty or dilution over a one-year period to the amount 

outstanding at default. 

Chapter Two. Exceptions to the application of prudential requirements on an 

individual sub-consolidated and consolidated basis. 

Section One. Exceptions to the application of prudential requirements on an individual 

basis 

Article 6. Exception to the application of the requirements on qualifying holdings outside the 

financial sector 

No institution that is an subsidiary in the Principality of Andorra and is subject to supervision by 

the AFA or parent company in the Principality of Andorra, and no institution included in the 

consolidation envisaged in Article 10 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms, are not subject 

individually to the obligations that are established in articles 56, 57 and 58 of this Regulation. 

Article 7. Exception to the application of liquidity requirements on an individual basis 

1. In accordance with what is established in Article 7 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, the 

AFA may waive, with a prior application, totally or partially the application of Title VI to an 

institution, and to all or several of subsidiaries located in the Principality of Andorra, and 

supervise them as a single liquidity subgroup, provided that the following conditions are fulfilled: 

a) The parent institution on a consolidated basis or the subsidiary institution on a consolidated 

basis fulfils the obligations established in Title VI; 

b) The parent institution on a consolidated basis or the subsidiary institution on a consolidated 

basis controls and supervises at all times the liquidity positions of all the institutions of the group 



or of the subgroup to which the exemption applies and it guarantees a sufficient level of liquidity 

for each of these institutions; 

c) The institutions have entered into contracts, which, to the satisfaction of the AFA, provide for 

the free circulation of funds between them in order to be able to fulfil their individual and joint 

obligations as they come due; 

d) There is no current or foreseen material practical or legal impediment to the fulfilment of the 

contracts referred to in letter (c). 

2. The AFA may also apply paragraph 1 to the institutions that have adhered to the same 

institutional protection system referred to in 7 of Article 79, provided that they meet all the 

conditions established in this same paragraph and article, and to other entities linked by a 

relationship such as that envisaged in paragraph 6 of Article 79, provided that they meet all the 

conditions are established in this same paragraph and article. In this case, the AFA shall 

designate one of the institutions exempt from complying with Title VI on the basis of the 

consolidated situation of all the institutions of the single liquidity subgroup. 

3. When an waiver has been granted by virtue of paragraph 1, the AFA may apply Article 25 of 

Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms or parts thereof, at the level of the single liquidity subgroup, 

and waive the application of Article 25 of the same Law or of parts of this article, individually. 

Section Two. Exceptions to the application of prudential requirements on a 

consolidated basis  

Article 8. Exceptions to the application of requirements on a consolidated basis 

In addition to what is provided for in Article 9 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, when it is 

justified for supervisory purposes by the specific risk characteristics or of the capital structure of 

an institution or when the regulations require the structural separation of activities within a 

banking group, the AFA may require the structurally separate institutions to fulfil the obligations 

laid down in Title II, in Title IV, in Title VI and in Title VIII of this Regulation and the provisions of 

Sections Four and Five of the Chapter One, Section Two of Chapter Three and Chapter Eight of 

Title III and Title IV of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms, as well as Articles 6 to 6 (13) of the Law 

8/2013, of 9 May 2013, on the organisational requirements and operating conditions of the 

institutions operating in the financial system, investor protection, market abuse and financial 

collateral arrangements, on the basis of the their sub-consolidated situation. 

The application of this approach shall be carried out without prejudice to the effective 

supervision on a consolidated basis and shall neither entail disproportionate adverse effects on 

the whole or parts of the financial system, nor create obstacles to the functioning of the internal 

market. 

Article 9. Financial holding companies or mixed financial holding companies that have both a 

subsidiary credit institution and an investment firm as subsidiaries. 



In accordance with what is established in letter (a) of paragraph 4 of Article 9 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, when a financial holding company or a mixed-financial holding company has 

at least one credit institution and one investment firm as subsidiaries, the requirements that 

apply on the basis of the consolidated situation of the financial holding company or of the mixed-

financial holding company shall apply to the credit institution. 

Article 10. Application of the requirements of Title V on a consolidated basis 

1. In accordance with what is established in letter (c) of paragraph 4 of Article 9 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the parent companies and their subsidiaries subject to the aforementioned 

Law and to this Regulation shall comply with the obligations established in Title V on a 

consolidated or sub-consolidated basis, and they shall ensure the coherence and adequate 

integration of the systems, procedures and mechanisms that they must have, in order to be able 

to facilitate any type of data and information pertinent for supervision purposes. In particular, 

they shall ensure that the subsidiaries that are not subject to this Regulation have systems, 

procedures and mechanisms that guarantee the fulfilment of these provisions. 

2. Institutions shall apply an additional risk weight in accordance with Article 272, when applying 

Article 59 on a consolidated or sub-consolidated basis, if an institution established in a third 

country and included in the consolidation in accordance with Article 10 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms breaches what is established in Articles 270 or 271, provided that this breach 

is significant for the overall risk profile of the group. 

3. The obligations resulting from Title V concerning subsidiaries that are not themselves subject 

to the provisions of this Regulation are not applicable if the parent institution or the institutions 

controlled by a parent financial holding company or a parent mixed-financial holding company 

can show the AFA that the application of Title V is illicit according to the legal system of the third 

country where the subsidiary is established. 

Article 11. Exception to the application of own-funds requirements on a consolidated basis for 

groups of investment firms 

1. In accordance with what is established in letter (d) of paragraph 4 of Article 9 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the AFA, as the consolidating supervisor, has the capacity to waive, on a case-

by-case basis, the application, on a consolidated basis, of Title III of this Regulation and of the 

Section Two, of Chapter Three, of Title III of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, provided that: 

a) Each and every one of the investment firms established in the Principality of Andorra in the 

group calculate the total risk exposure using the alternative method envisaged in paragraph 1 

of Article 48 or in paragraph 2 of Article 49 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms; 



b) Each and every one of the investment firms established in the Principality of Andorra of the 

group enter the categories referred to in paragraph 1 of Article 48 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, with the exception of the  direct modality asset management firms, or in 

paragraph 1 of Article 49 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms; 

c) Each and every one of the investment firms established in the Principality of Andorra in a 

consolidated group fulfils the requirements laid down in Articles 48 or 49 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms on an individual basis and at the same time deducts from its Common Equity 

Tier 1 items  any contingent liability in favour of investment firms, financial institutions, 

management companies of collective investment undertakings and ancillary services 

undertakings which would otherwise be consolidated; 

d) Any financial holding company that is the parent financial holding company in the Principality 

of Andorra of any investment firm of the group holds at least sufficient capital, defined in this 

case as the sum of the items specified in paragraph 1 of Article 14 of this Regulation, in paragraph 

1 of Article 32 and in paragraph 1 of Article 35 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, that allow it to 

cover the sum of the following elements: 

i) The sum of the full book value of any claims, subordinated claims and the instruments 

mentioned in letters (g) and (h) of paragraph 1 of Article 30, letters (c) and (d) of paragraph 

1 of Article 33, and letters (c) and (d) of paragraph 1 of Article 36 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, in investment firms, financial institutions, management companies of 

collective investment undertakings and ancillary services undertakings which would 

otherwise be consolidated; and 

ii) The total amount of any contingent liability in favour of investment firms, financial 

institutions, management companies of collective investment undertakings and ancillary 

services undertakings which would otherwise be consolidated; 

e) The group does not include credit institutions. 

When the criteria established in the first paragraph are met, each investment firm established 

in the Principality of Andorra shall have in place systems to monitor and control the sources of 

capital and funding of all the financial holding companies, investment firms, financial 

institutions, management companies of collective investment undertakings and ancillary 

services undertakings of the group. 

2. The AFA may also apply the waiver if the financial holding companies holds a lower amount 

of own funds than the amount calculated under letter (d) of paragraph 1, but not less than the 

sum of the own-funds requirements imposed on an individual basis to investment firms, 

financial institutions, management companies of collective investment undertakings and the 

ancillary services undertakings which would otherwise be consolidated, and the total amount of 

any possible contingent liability in favour of the investment firms, the financial institutions, les 



management companies of collective investment undertakings and the ancillary services 

undertakings which would otherwise be consolidated. For the purposes of this paragraph, the 

own funds requirement for investment firms, financial institutions, management companies of 

collective investment undertakings and ancillary services undertakings is a notional own funds 

requirement. 

Article 12. Exception to the application of the leverage ratio requirements on a consolidated 

basis for groups of investment firms 

In accordance with what is established in letter (d) of paragraph 4 of Article 9 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, when all the institutions in a group of investment firms, including the parent 

company, are investment firms that are exempt from the application of the requirements 

established in Title VII on an individual basis in accordance with the provisions of paragraph 4 of 

Article 6 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms, the parent investment firm can opt not to apply the 

requirements established in Title VII of this Regulation on a consolidated basis. 

Article 13. Supervision of the investment firms waived from the application of own-funds 

requirements on a consolidated basis 

1. In accordance with what is established in letter (d) of paragraph 4 of Article 9 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the investment firms of a group which has been granted the waiver envisaged 

in Article 11 shall notify the AFA of the risks that could undermine its financial situation, including 

those associated with the composition and sources of their own funds, internal capital and 

funding. 

2. When the AFA, as an authority responsible for the prudential supervision of the investment 

firm, waive the application of supervision on a consolidated basis in accordance with what is 

provided for in Article 11, they shall adopt other adequate measures to monitor the risks, 

notably,  the major risks, of the group as a whole, including any undertakings that are not located 

in the Principality of Andorra. 

3. When the AFA, as the authority responsible for the prudential supervision of the investment 

firm, waives the application of own-funds requirements on a consolidated basis in accordance 

with Article 11, the requirements set out in Title VIII shall be applied on an individual basis. 

Title II. Own funds 

Chapter One. Elements of own funds 

Section One. Common Equity Tier 1 

Article 14. Common Equity Tier 1 items  

1. Pursuant to paragraph 2 of Article 28 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, the institution 



may include the interim or year-end profits in the Common Equity Tier 1 capital  before this 

institution has adopted a formal decision confirming the final profit or loss for the financial year, 

only with the prior authorization of the AFA. The AFA shall grant the authorization when the 

following conditions are met: 

a) The profits have been verified by persons independent of the institution who are responsible 

for auditing the accounts of that institution; 

b) The institution has shown, to the satisfaction of the AFA, that all possible expenses or any 

foreseeable dividends have been deducted from the amount of these profits. 

The verification of the interim or year-end profits shall offer sufficient guarantees that the 

aforementioned profits have been assessed in accordance with the principles established in the 

applicable accounting framework. 

2. The AFA shall assess whether the issuances of Common Equity Tier 1 instruments fulfil the 

criteria established in Article 15. As far as issues subsequent to 20 December 2018 are 

concerned, institutions shall classify the capital instruments as Common Equity Tier 1 capital 

instruments  only after the concession of the authorization of the AFA. 

3. The Ministry responsible for finance shall draft regulatory technical standards to specify the 

meaning of foreseeable, for the purpose of determining whether any possible expenses or any 

foreseeable dividend has been deducted, in accordance with letter (b) of paragraph 1 of this 

article. 

Article 15. Common Equity Tier 1 capital instruments  

1. Pursuant to letter (b) of paragraph 3, of Article 28 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, the 

capital instruments are considered instruments Common Equity Tier 1 capital instruments  only 

when all the following conditions are met: 

a) They are issued directly by the institution with the prior authorization of their owners or, 

when where this is permitted under applicable national legislation, that of the management 

body of the institution; 

b) They are paid up and their purchase has not been financed directly or indirectly by the 

institution; 

c) As regards their classification, the instruments shall meet the following conditions: 

i) They qualify as capital in accordance with the applicable accounting framework; 

ii) They are classified as shares or participations (equity capital)  in accordance with the 

applicable accounting framework; 

iii) They are classified as shares or participations (equity capital) for the purpose of 

determining balance sheet insolvency, in accordance with national legislation. 



d) They are clearly and separately presented in the balance sheet in the financial statements of 

the institution; 

e) They are perpetual; 

f) The principal amount of the instruments may not be reduced or repaid, except in the following 

cases: 

(i) The liquidation of the institution; 

(ii) There is a discretional repurchase instruments or other discretionary means of reducing 

the capital, provided that the institution has obtained the prior authorization from the AFA 

in accordance with points (iv) and (iv) bis of paragraph 2 of Article 20 of Law 8/2013 of 9 May 

on the organisational requirements and the operating conditions of institutions operating in 

the financial system, investor protection, market abuse and financial collateral 

arrangements; 

g) The provisions governing the instruments do not explicitly or implicitly indicate that the 

principal amount of the instruments would or might be reduced or repaid other than in the 

liquidation of the institution, and the institution has not given this indication prior to the 

issuance of the instruments or at the moment they are issued; 

h) The instruments meet the following conditions as regards distributions: 

i) The instruments do not enjoy preferential distribution treatment regarding the order of 

distribution payments, including in relation to other Common Equity Tier 1 instruments , and 

the terms governing the instruments do not provide preferential rights in the payment of 

distributions; 

ii) The distributions to the holders of the instruments may only be paid out of distributable 

items; 

iii) The conditions applicable to the instruments do not include a cap or any other restriction 

in relation to the maximum level of distributions; 

iv) The level of distributions is not determined on the basis of the amount for which the 

instruments were purchased at issuance; 

v) The conditions applicable to the instruments do not include any obligation for the 

institution to make distributions to the holders of these instruments and the institution is not 

subject to this obligation in any other way; 

vi) the non-payment of distributions does not constitute an event of default of the institution; 

vii) the cancellation of distributions does not impose any restriction on the institution; 



i) Compared to all the capital instruments issued by the institution, these instruments absorb 

the first and proportionally greatest share of losses as they occur, and each instrument absorbs 

losses to the same degree as all other Common Equity Tier 1 instruments ; 

j) That these instruments rank below all other claims in the event of the insolvency or liquidation 

of the institution; 

k) That these instruments entitle their holders to a claim over the residual assets of the 

institution which, in the event of its liquidation, and once all senior claims have been paid, shall 

be proportional to the amount of such instruments issued and is not fixed or subject to a cap; 

l) The instruments are not secured or subject to a guarantee that enhances the seniority of the 

claim in the event of any of insolvency or liquidation, by any the following companies: 

i) The institution or its subsidiaries; 

ii) The parent undertaking of the institution or its subsidiaries; 

iii) The parent financial holding company or its subsidiaries; 

iv) The mixed activity holding company or its subsidiaries; 

v) The mixed-financial holding company or its subsidiaries; 

vi) Any undertaking that has close links with the institutions referred to in points (i) to (v); 

m) These instruments are not subject to any arrangement, contractual or otherwise, that 

enhances the seniority of claims under the instruments in the event of insolvency or liquidation. 

It is considered that the condition established letter (j) of the first paragraph is not fulfilled even 

if the instruments are included in the Additional Tier 1 or Tier 2 capital by virtue of paragraph 3 

of transitional provision seventeen, provided that they have the same priority in the order of 

payments. 

2. It is considered that the conditions established in letter (i) of paragraph 1 are not fulfilled even 

though the principal amount of the additional Tier 1 or Tier 2 capital instruments are written 

down on a permanent basis. 

It is considered that the condition established in letter (f) of paragraph 1 is fulfilled 

notwithstanding the reduction of the principal amount of the capital instrument in a resolution 

process or as a consequence of a write-down of the capital instruments required by the State 

Agency for the Resolution of Credit institutions (AREB). 

It is considered that the condition established in letter (g) of paragraph 1 is fulfilled even if the 

provisions governing the capital instrument expressly or implicitly indicate that the principal 

amount of the instrument would or might be reduced within a resolution process or as a 

consequence of a write-down of capital instruments required by the AREB. 



3. It is considered that the condition established in point (iii) of letter (h) of paragraph 1 is met 

even though the instrument pays a multiple dividend, provided that this dividend does not result 

in a distribution that causes a disproportionate drag on own funds. 

4. For the purposes of point (i) of letter (h) of paragraph 1, the differentiated distribution shall 

only reflect the differentiated voting rights. In this respect, a higher distribution shall only apply 

to Common Equity Tier 1 instruments with fewer or no voting rights. 

5. The Ministry responsible for finance can draft the regulatory technical standards to specify 

the following: 

a) The forms and nature indirect financing of the own-funds instruments; 

b) Whether and when the multiple distributions would constitute a disproportionate drag on 

own funds; 

c) The meaning of preferential distribution. 

Article 16. Consequences of Common Equity Tier 1 capital instruments ceasing to meet the 

conditions envisaged 

In accordance with letter (c) of paragraph 3 of Article 28 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, if a 

Common Equity Tier 1 instrument cease to meet the conditions set out in Article 15 of this 

Regulation, the following shall apply: 

a) The instrument immediately ceases to qualify as a Common Equity Tier 1 instrument capital; 

b) The share premium accounts related to this instrument immediately cease to be considered 

as Common Equity Tier 1 items. 

Article 17. Capital instruments subscribed by public authorities in emergency situations  

In emergency situations, the AFA may authorize the institutions to include in Common Equity 

Tier 1 the capital instruments that comply at least with the conditions established in letters b to 

e of paragraph 1 of Article 15, provided that: 

a) The capital instruments have been issued after 24 January 2019; 

b) The Government considers the capital instruments as state aid; 

c) The capital instruments have been issued in the context of recapitalisation measures in 

accordance with State aid rules existing at the time; 

d) The capital instruments are fully subscribed and held by the State or a relevant authority or 

public-owned entity; 

e) The capital instruments are able to absorb losses; 



f) In the event of liquidation, the capital instruments entitle their owners to a claim on the 

residual assets of the institution, once all senior claims have been paid; 

g) There are adequate exit mechanisms of the State or, where applicable, of the public authority 

or publicly owned entity or undertaking; 

h) The AFA has granted prior authorization and has published its decision together with an 

explanation of the same decision. 

Article 18. Cash flow hedges and changes in the value of own assets 

1. In accordance with what is established in letter (b) of paragraph 5 of Article 29 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, and without prejudice to the provisions of letter (b) of paragraph 2 of this 

same article, an institution may include in its own funds the amount of the losses or gains of its 

liabilities provided that the following conditions are fulfilled: 

a) The liabilities are in the form of bonds issued as referred to in paragraph 4 of Article 22 of the 

recast text of Law 10/2008 of 12 June, regulating collective investment undertakings under 

Andorran law; 

b) The changes in the value of the assets and liabilities of the institution are due to the same 

changes in the credit institution’s own credit standing; 

c) There is a close correspondence between the value of the bonds referred to in letter (a) and 

the value of the assets of the institution; 

d) It is possible to redeem the mortgage loans by buying back the bonds that finance them at 

the nominal or market value. 

2. The Ministry responsible for finance can draft regulatory technical standards to specify what 

constitutes a close correspondence between the value of the bonds and the value of the assets, 

as referred to in letter (c) of paragraph 1. 

Article 19. Credit risk adjustments 

Pursuant to paragraph 3 of Article 29 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms, institutions shall apply 

the provisions of Article 65 of this Regulation to all their assets valued at fair value when they 

calculate the amount of their own funds and, moreover, they shall deduct from Common Equity 

Tier 1 the amount of any additional value adjustment that may be necessary. 

Article 20. Deduction of certain items as an alternative to their weight at 1.250% 

In accordance with what is laid out in letter (j) of paragraph 1 of Article 30 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions may deduct from Common Equity Tier 1 the amount of the 



exposure of certain items that receive a risk weight of 1.250%, as an alternative to applying this 

risk weight of 1.250%. The items subject to this deduction are the following: 

a) Qualifying holdings outside the financial sector; 

b) The securitisation positions, in accordance with letter (b) of paragraph 1 of Article 150, letter 

(b) of paragraph 1 of Article 151, and Article 165; 

c) Free deliveries, in accordance with paragraph 2 of Article 245; 

Article 21. Deduction of intangible assets 

1. For the purposes of what is provided for in letter (b) of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, institutions shall determine the amount of the intangible 

assets that have to be deducted from the Common Equity Tier 1 capital , in the following way: 

a) The amount to be deducted shall be reduced by the amount of associated deferred tax 

liabilities that would be extinguished if the intangible assets became impaired or were 

derecognized in accordance with the applicable accounting framework; 

b) The amount to be deducted shall include goodwill included in the valuation of the significant 

investments of the institution. 

c) The amount to be deducted may not include the investments in computer applications that 

are specified in points (i) and (ii) of letter (b) of paragraph 1 of Article 30 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, provided that the requirements of paragraph 2 of this article are met. 

2. Investments in computer applications that are eligible for the deduction of Common Equity 

Tier 1 items (eligible investments in computer applications) shall comply with letter (a) and (i) 

letter (b) or (c) below: 

a) They are recognised in the accounts as intangible assets in the corresponding accounting 

framework; 

b) They involve or have involved the substitution of a significant part of the applications. It is 

considered that an investment is significant if it exceeds 25% of the total of the investments in 

computer applications at the time the investment is approved (the budget) by the institution, 

and not according to the percentage that the net accounting value (net of write downs) of the 

investment in question represents at any moment over the pool of intangible assets/computer 

applications. It is also understood that there is a significant substitution of the computer 

applications when more than a quarter part of the investments in pre-existing computer 

applications such as transactional or informational platforms of the institutions are replaced, 

transformed or improved. In the case of investments by phases, as the investment materialises, 

the value of the investments to be made shall be considered rather than the accounting 

recognition; 



c) They represent a substantial technological advance both in the obtaining of new products or 

services, and in the execution of business processes or the evolution of pre-existing information 

systems through the creation, combination and configuration of advanced programming, 

through new theorems and algorithms or operating systems, languages, interfaces and 

applications. 

Products, services or processes whose characteristics or applications, from the technological 

point of view, differ substantially from those that existed previously shall be considered to be 

new; 

3. The treatment to be given to investments in computer applications that fulfil the 

requirements established in paragraph 2 is as follows: 

a) The net accounting value of the investments in computer applications, whether it be on an 

individual or on an aggregate basis, that exceeds 20% of Common Equity Tier 1 capital  (prior to 

the deduction of this intangible asset) shall be deducted from Common Equity Tier 1 capital. 

b) The part of investments in computer applications that does not exceed 20% of Common 

Equity Tier 1 capital: 

i) It shall not be deducted from Common Equity Tier 1 capital during the five years following 

the implementation of the application or a relevant subsequent extension of functionality. 

For the eligible investments in computer applications made prior to the approval of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, the five-year exemption from a deduction applies from the 

date that the Law comes into force; 

ii) Until such time as it is deducted, it shall be weighted at 250%. 

c) From the sixth year following the implementation of the computer application or a relevant 

subsequent extension of functionality, the totality of the net book value of the asset shall be 

deducted from Common Equity Tier 1. 

4. Notwithstanding the provision of point (i) of letter (b) and letter (c) of paragraph 3, the five-

year period of exemption from deducting eligible investments in computer applications from 

Common Equity Tier 1 may be extended to the number of years of useful life of the intangible 

asset in question, if the institution makes a reasoned request to the AFA, accompanied by a 

report from an independent expert accrediting the remaining useful life of the investment in 

question. 

Article 22. Deduction of deferred tax assets that depend on future returns 

1. For the purposes of what is provided for in letter (c) of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, institutions shall determine the amount of deferred tax assets 

that rely on future profitability that require deduction from Common Equity Tier 1 capital, in 

accordance with this article. 



2. Except when the provisions of paragraph 3 are fulfilled, the amount of the deferred tax assets 

that rely on future profitability shall be calculated without reducing this amount by the amount 

of the associated deferred tax liabilities of the institution. 

3. The amount of the deferred tax assets that rely on future profitability may be reduced by the 

amount of the associated deferred tax liabilities of the institution, provided that the following 

conditions are fulfilled: 

a) The institution has legally recognised the right, in accordance with current national legislation, 

to compensate these current assets for taxes with current liabilities of the same nature; 

b) The deferred tax assets and the deferred tax liabilities related to taxes levied by the same tax 

authority and over the same taxable entity. 

4. The associated deferred tax liabilities of the institution used for the purposes of what is 

established in paragraph 3 may not include the deferred tax liabilities that reduce the amount 

of intangible assets or defined benefit pension fund assets required to be deducted. 

5. The amount of the associated deferred tax liabilities referred to in paragraph 4 shall be 

distributed among the following elements: 

a) Deferred tax assets that depend on future returns and arising from temporary differences 

that are not deducted in accordance with paragraph 1 of Article 31; 

b) All other deferred tax assets that depend on future returns. 

Institutions shall distribute the associated deferred tax liabilities in accordance with the part of 

deferred tax assets that depend on future returns that represent the elements indicated in 

letters (a) and (b). 

Article 23. Tax overpayments, tax losses carry backs and deferred tax assets that do not 

depend on future returns 

1. The following items shall not be deducted from own funds and are subject to a risk weight, in 

accordance with the Section Two of Chapter Three of Title III: 

a) Overpayments of tax by the institution in relation to the current financial year; 

b) The tax losses of the current financial year recorded by the institution and carried back to 

previous financial years that give rise to a claim on, or a receivable from a central government, 

regional government or local tax authority. 

2. The deferred tax assets that do not depend on future returns are limited to the deferred tax 

assets that arise from temporary differences, when all the following conditions are met: 

a) These assets shall be substituted automatically and compulsorily, without any delay with 

regard to the legally defined terms, by a tax credit, in the event of the institution reporting a loss 



when the annual financial statements of the institution are formally approved or in the event of 

the liquidation or insolvency of the institution; 

b) The institution is entitled, in accordance with the current national tax legislation, to 

compensate a tax credit of those envisaged in letter (a) with any tax liability of the institution or 

of any other company included in the same consolidation as the institution for tax purposes, in 

accordance with this same legislation, or of any other company subject to supervision on a 

consolidated basis, in accordance with what is provided for in the Section Two and Section Three 

of the Chapter One of Title III of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, as well as Section Two of 

Chapter Two of Title I of this Regulation; 

c) When the amount of the tax credits referred to in letter (b) exceeds the tax liabilities that are 

referred to in this same letter, any such excess shall be substituted, without delay, with a direct 

claim on the central government of the State in which the institution is established. 

Institutions shall apply a risk weight of 100% to the deferred tax assets when the conditions 

established in letters (a), (b) and (c) are fulfilled. 

Article 24. Deduction of defined pension benefit fund assets 

1. For the purposes of what is provided for in letter (d) of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, the amount of the defined pension benefit fund assets to be 

deducted shall be reduced by the following amounts: 

a) The amount of any associated deferred tax liability that could be extinguished if the assets 

were impaired through deterioration or they were derecognised in accordance with the 

applicable accounting framework; 

b) The amount of the defined pension benefit fund assets that the institution may use without 

restrictions, provided that the institution has previously obtain the permission of the AFA. 

The assets used to reduce the amount to be deducted shall be assigned a risk weight in 

accordance with Section Two of Chapter Three of Title III. 

2. The Ministry responsible for finance can draft the regulatory technical standards to specify 

the criteria that the AFA has to apply to allow an institution to reduce the amount of the defined 

pension benefit fund assets, in accordance with letter (b) of paragraph 1 of this article. 

Article 25. Deduction of holdings of own Common Equity Tier 1 instruments  

For the purposes of what is provided for in letter (e) of paragraph 1 of Article 30 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions shall calculate holdings of own Common Equity Tier 1 instruments 

on the basis of gross long positions, with the following exceptions: 



a) institutions shall calculate the amount of holdings of own Common Equity Tier 1 instruments 

on the basis of the net long position provided that the following two conditions are satisfied: 

i) The long and short positions and refer to the same underlying exposure and the short 

positions do not involve counterparty risk; 

ii) Both long and short positions are either included in the trading book or else both are held 

in the non-trading book; 

b) Institutions shall determine the amount to be deducted for direct, indirect and synthetic 

holdings in index securities by calculating the underlying exposure to own Common Equity Tier 

1 instruments included in these indices; 

c) Institutions may compensate gross long positions in own Common Equity Tier 1 instruments 

resulting from holdings of index securities against short positions in holdings of own Common 

Equity Tier 1 instruments resulting from short positions in the underlying indices, even when 

these short positions involve counterparty risk, provided that the following two conditions are 

met: 

i) The long and short positions are in the same underlying indices; 

ii) Both long and short positions are either included in the trading book or else both are held 

in the non-trading book. 

Article 26. Significant investments in a financial sector entity 

For the purposes of the deduction referred to in letter (h) of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, it shall be understood that the institution has a significant 

investment in a financial sector entity when any of the following circumstances are given: 

a) The institution has more than 10% of the Common Equity Tier 1 instruments issued by the 

relevant entity; 

b) The institution has close links with the relevant entity and holds Common Equity Tier 1 

instruments of that entity; 

c) The institution has Common Equity Tier 1 capital instruments  issued by the relevant entity 

and this entity is not included in the consolidation in accordance with Section Two and Section 

Three of Chapter One of Title III of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, as well as with Section Two of 

Chapter Two of Title I of this Regulation, but is included in the same accounting consolidation as 

the institution for the purposes of financial reporting in accordance with the applicable 

accounting framework. 

Article 27. Deduction of holdings of Common Equity Tier 1 instruments of financial sector 

entities and when the institution has a reciprocal cross holding designed to artificially inflate 

own funds 



Institutions shall make the deductions referred to in letters (f), (g) and (h) of paragraph 1 of 

Article 30 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms, in accordance with the following: 

a) The holding of Common Equity Tier 1 instruments and other capital instruments of financial 

sector entities is calculated on the basis of the gross long positions; 

b) The Tier 1 own-funds items of insurance or reinsurance undertakings shall be treated as 

Common Equity Tier 1 capital instruments for the purposes of the deduction. 

Article 28. Deduction of the holding of Common Equity Tier 1 instruments of financial sector 

entities 

Institutions shall make the deductions referred to in letters g and h of paragraph 1 of Article 30 

of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, in accordance with the following: 

a) They may calculate the direct, indirect and synthetic holdings of Common Equity Tier 1 

instruments of the financial sector entities on the basis of the net long position in the same 

underlying exposure, provided that the following two conditions are satisfied: 

i) The maturity of the short position matches the maturity of the long position, or has a 

residual maturity of at last one year, 

ii) Both the short and the long position are included either in the trading book or else in the 

non-trading book; 

b) Institutions shall determine the amount to be deducted for direct, indirect and synthetic 

holdings of index securities by calculating the underlying exposure to the capital instruments of 

the financial sector entities included in those indices. 

Article 29. Deduction of the holding of Common Equity Tier 1 capital instruments when the 

institution does not have a significant investment in a financial sector entity 

1. For the purposes of what is provided for in letter (g) of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, institutions shall calculate the relevant amount to be 

deducted by multiplying the amount referred to in letter (a) of this paragraph by the factor 

resulting from the calculation referred to in letter (b) of this paragraph: 

a) The aggregate amount by which the direct, indirect and synthetic holdings by the institution, 

of Common Equity Tier 1, Additional Tier 1 and Tier 2 capital instruments of financial sector 

entities in which the institution does not hold a significant investment, exceeds 10% of the 

aggregate amount of the Common Equity Tier 1 capital  of the institution, calculated after 

applying the following to the items of this Common Equity Tier 1 capital: 



i) Article 29 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms and Articles 18 and 19 of this 

Regulation; 

ii) The deductions referred to in letters (a) to (f), points (ii) and (iii) of letter (j) and letter (l) 

of paragraph 1 of Article 30 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, except for the amount to 

be deducted for the concept of deferred tax assets that depend on future returns and arising 

from temporary differences; 

iii) Articles 27 and 28; 

b) The amount of the direct, indirect and synthetic holding by the institution of Common Equity 

Tier 1 capital instruments  of the financial sector entities in which the institution does not 

maintain a significant investment, divided by the aggregate amount of the direct, indirect and 

synthetic holding by the institution of Common Equity Tier 1 capital instruments, Additional Tier 

1 capital and Tier 2 capital of these financial sector entities. 

2. Institutions shall exclude underwriting positions held for five or less business days from the 

amount referred to in letter (a) of paragraph 1, and from the calculation of the factor referred 

to in letter (b) of paragraph 1. 

3. The amount to be deducted in accordance with paragraph 1 shall be distributed among all 

Common Equity Tier 1 instruments held. Institutions shall determine the quantity of each 

Common Equity Tier 1 instrument to be deducted in accordance with paragraph 1, multiplying 

the amount that is specified in letter (a) of this paragraph by the proportion that is specified in 

letter (b) of this paragraph: 

a) The amount of the holdings to be deducted in accordance with paragraph 1; 

b) The proportion of the aggregate amount of Common Equity Tier 1 instruments that the 

institution possesses, directly, indirectly and synthetically in a financial sector entity in which the 

institution does not hold a significant investment that each Common Equity Tier 1 instrument 

held represents. 

4. The amount of the holding referred to in letter (g) of paragraph 1 of Article 30 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms that is equal to or less than 10% of the Common Equity Tier 1 capital of the 

institution, once the provisions of points i to iii of letter (a) of paragraph 1 have been applied, 

does not have to be deducted and it is subject to the risk weights applicable in accordance with 

Section Two of Chapter Three of Title III, and with what is laid down in Chapter Five of Title III, 

as applicable. 

5. Institutions shall determine the amount of each of Common Equity Tier 1 instrument that is 

risk weighted in accordance with paragraph 4, multiplying the amount that is specified in letter 

(a) of this paragraph by the amount that is specified in letter (b) of this paragraph: 

a) The amount of the holdings that are subject to risk weight in accordance with paragraph 4; 



b) The proportion resulting from the calculation of letter (b) of paragraph 3. 

Article 30. Deduction of the holding of Common Equity Tier 1 instruments when the institution 

has a significant investment in a financial sector entity 

For the purposes of what is provided for in letter (h) of paragraph 1 of Article 30 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the relevant amount to be deducted from Common Equity Tier 1 items  shall 

exclude the underwriting positions held for five or less business days and it shall be determined 

in accordance with Articles 27 and 28, as well as Articles 31 and 32. 

Article 31. Threshold exemptions from the deduction made from Common Equity Tier 1 items  

1. When making the deductions established in letters c and h of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, institutions are not required to deduct the amounts of the 

elements that are specified in letters (a) and (b) of this paragraph which in aggregate terms are 

equal to or less than the threshold amount indicated in paragraph 2: 

a) The deferred tax assets that depend on future returns and arising from temporary differences, 

and which in aggregate terms are equal to or less than 10% of the Common Equity Tier 1 items 

of the institution calculated after applying the following: 

i) Article 29 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms and Articles 18 and 19 of this 

Regulation; 

ii) Letters a to g, points ii and iii of letter (j) and letter l of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, excluding the deferred tax assets that depend on future 

returns and caused by temporary differences; 

b) When an institution has a significant investment in a financial sector entity, the, direct, 

indirect and synthetic holdings of the institution of the Common Equity Tier instruments 1 of 

these financial sector entities which, in aggregate terms, are equal to or less than 10% of the 

relevant Common Equity Tier 1 items of the institution after applying the following: 

i) Article 29 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms and Articles 18 and 19 of this 

Regulation; 

ii) Letters a to g, points ii and iii of letter (j) and letter l of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, excluding deferred tax assets that depend on future 

returns and which arise from temporary differences. 



2. For the purposes of paragraph 1, the threshold amount shall be equal to the amount referred 

to in letter (a) of this paragraph multiplied by the percentage that appears in letter (b) of this 

paragraph: 

a) The residual amount of the Common Equity Tier 1 items after applying the adjustments and 

deductions indicated in Article 29 and 30 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, as well as articles 

18 and 19 of this Regulation, in full and before applying the treatment laid out in this article; 

b) 17.65%. 

3. For the purposes of paragraph 1, institutions shall determine the part of the deferred tax 

assets in the total amount of the Common Equity Tier 1 items that do not have to be deducted 

by dividing the amount that is specified in letter (a) of this paragraph by the amount that is 

specified in letter (b) of this paragraph: 

a) The amount of the deferred tax assets that depend on future returns and which arise from 

temporary differences and which in aggregate terms are equal to or less than 10% of the 

Common Equity Tier 1 items of the institution; 

b) The sum of the following: 

i) The amount referred to in letter (a); 

ii) The amount of the direct, indirect and synthetic holdings by the institution of the own 

funds instruments of the financial sector entities in which the institution maintains a 

significant investment, and which in aggregate terms is equal to or less than 10% of the 

Common Equity Tier 1 items of the institution. 

The proportion of significant investments in the total amount of the items that is not required 

to be deducted is equal to one, minus the proportion referred to in the first paragraph. 

4. The amounts of the items that are not deducted in accordance with paragraph 1 shall be risk 

weighted at 250%. 

Article 32. Requirements for the deduction where consolidation, supplementary supervision 

or institutional protection schemes are applied 

1. For the purposes of calculating own funds on an individual, consolidated or sub-consolidated 

basis, when the AFA requires or allows institutions to apply method 1, 2 or 3 of Annex I of Law 

36/2018 of 20 December on financial conglomerates financers, the AFA may allow institutions 

not to deduct the holding of own-funds instruments of a financial sector entity in which the 

parent institution, the parent financial holding company, the parent mixed-financial holding 

company or the institution have a significant investment, provided that the conditions 

established in letters (a) to (e) of this paragraph are met: 

a) The financial sector entity is an insurance undertaking or a reinsurance undertaking; 



b) The insurance undertaking or the reinsurance undertaking is included in the same 

supplementary additional supervision as the parent institution, parent financial holding 

company, parent mixed-financial holding company, or the institution that maintains the holding, 

by virtue of Law 36/2018 of 20 December on financial conglomerates; 

c) That the institution has previously received the authorization of the AFA; 

d) That, prior to the granting of the authorization envisaged in letter (c) and on a continuing 

basis, the AFA are satisfied that the level of integrated management, risk management and 

internal control regarding the institutions that would be included in the scope of the 

consolidation in accordance with methods 1, 2 or 3 of Annex I of Law 36/2018 of 20 December 

on financial conglomerates is adequate; 

e) The holdings in the institution belong to one of the following: 

i) The parent credit institution; 

ii) The parent financial holding company; 

iii) The parent mixed-financial holding company; 

iv) The institution; 

v) A subsidiary of one of the institutions or companies referred to in points i to iv that is 

included in the consolidation by virtue of the Section Two of Chapter Two of Title I. 

The method chosen shall be applied in a constant manner over time. 

2. To calculate own funds on an individual basis or sub-consolidated basis, institutions subject 

to supervision on a consolidated basis in accordance with Section Two and Section Three of 

Chapter One of Title III of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms, as well as Section Two of Chapter Tow of 

Title I of this Regulation, shall not deduct the holding of own-funds instruments issued by 

financial sector entity included in the scope of the consolidated supervision, unless the AFA 

determine that these deductions are necessary for specific purposes, in particular the structural 

separation of banking activities and resolution planning. 

The application of the approach referred to in the first paragraph shall not entail 

disproportionate adverse effects on the whole or parts of the financial system of third countries, 

in such a way that an obstacle to the functioning of the respective internal markets is created or 

formed. 

3. To calculate the own funds on an individual basis or sub-consolidated basis, the AFA can 

permit institutions not to deduct the holding of own-funds instruments in the following cases: 

a) When an institution has a holding in another institution and the conditions referred to in 

points i to v below are met: 



i) The institutions fall within the same institutional protection scheme referred to in 

paragraph 7 of Article 79; 

ii) The competent authorities have granted the authorization referred to in paragraph 7 of 

Article 79; 

iii) The conditions established in paragraph 7 of Article 79 are met; 

iv) The institutional protection scheme draws up the consolidated balance sheet referred to 

in letter (e) of paragraph 7 of Article 79 or, when it is not obligatory to draw up consolidated 

accounts, an extended aggregate calculation which, to the satisfaction of the AFA, is 

equivalent to the provisions established within the applicable accounting framework. The 

equivalence of this extended aggregate calculation shall be verified by an external auditor, 

who must check, in particular, that there is no multiple use of elements eligible for the 

calculation of own funds, and any inappropriate creation of own funds between the member 

of the institutional protection scheme is eliminated. The consolidated balance sheet or the 

extended aggregate calculation is notified to the AFA with a frequency no less than that 

established In Article 52 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms; 

v) The institutions included in an institutional protection scheme meet together, on a 

consolidated basis or on an extended aggregate basis, the requirements established in Article 

59, and they report on compliance with these requirements in accordance with Article 52 of 

Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms. In an institutional protection scheme, it is not compulsory 

to deduct the interests owned by legal entities that are not members of the institutional 

protection scheme, provided that the multiple use of elements eligible for the calculation of 

the own funds, as well as any inappropriate creation of own funds among the members of 

the institutional protection scheme in question and the minority shareholder, when it is an 

institution, is eliminated; 

b) When a local credit institution has a holding in its central credit institution or in another local 

credit institution and the provisions of points i to v of letter (a) are fulfilled. 

4. The holdings in relation to which the deduction is not applied in accordance with paragraphs 

1, 2 or 3 shall qualify as exposures and shall be risk-weighted in accordance with Section Three 

of Chapter Three of Title III of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, and also with the Section Two 

of Chapter Three of Title III of this Regulation. 

5. When the institution applies method 1, 2 or 3 of Annex I of Law 36/2018 of 20 December on 

financial conglomerates, shall publish its own funds additional requirements and the capital 

adequacy ratio of the financial conglomerate, calculated in accordance with Article 7 and Annex 

I of this same Law. 

6. The Ministry responsible for finance can draft the regulatory technical standards to specify 

the conditions for the application of the calculation methods indicated in Annex I, part II of Law 



36/2018 of 20 December on financial conglomerates for the purposes of the deduction options 

referred to in paragraph 1 of this article. 

Section Two. Additional Tier 1 capital 

Article 33. Additional Tier 1 instruments 

1. In accordance with what is established in letter (b) of paragraph 2 of Article 32 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, capital instruments shall qualify as additional Tier 1 instruments only if the 

following conditions are met: 

a) That they are issued and paid up; 

b) That they have not been acquired by any of the following companies: 

i) The institution or its subsidiaries; 

ii) An undertaking in which the institution has a participation, in the form of ownership, direct 

or by way of control, of 20% or more of the voting rights or capital; 

c) That its acquisition has not been financed directly or indirectly by the institution; 

d) The instruments rank below a Tier 2 capital instruments in the event of the insolvency of the 

institution; 

e) The instruments are not secured or subject to a guarantee that enhances the seniority of the 

claim in the event of the insolvency or liquidation by any of the following companies: 

i) The institution or its subsidiaries; 

ii) The parent undertaking of the institution or its subsidiaries; 

iii) The parent financial holding company or its subsidiaries; 

iv) The mixed activity holding company or its subsidiaries; 

v) The mixed-financial holding company and its subsidiaries; 

vi) Any undertaking that maintains close links with the companies or corporations that are 

referred to in points (i) to (v); 

f) The instruments are not subject to any agreement, contractual or otherwise, that enhances 

the seniority of the claims arising from instruments in the event of insolvency or liquidation; 

g) The instruments are perpetual and the provisions governing them include no incentive for the 

institution to redeem them; 



h) Where the provisions governing the instruments include one or more call options, the 

exercise of these options may be exercised at the sole discretion of the issuer; 

i) The instruments redeemed or repurchased only where the conditions established in points (iv) 

and (iv) bis of paragraph 2 of Article 20 of Law 8/2013 of 9 May, on the organisational 

requirements organisational requirements and operating conditions of the institutions 

operating in the financial system, investor protection, market abuse and the financial collateral 

arrangements are met, and in no case before five years have gone by from the date of issue, 

except when the conditions established in paragraph 3 of Article 41 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms are satisfied; 

j) The provisions governing the instruments do not indicate explicitly or implicitly that the 

instruments would or might be redeemed or repurchased and the institution does not otherwise 

provide such an indication, except in the following cases: 

i) The liquidation of the institution; 

ii) The discretionary repurchase of the instruments or other means of reducing the amount 

of the amount of Additional Tier 1 capital, when the institution has obtained the prior 

authorization of the AFA in accordance with points (iv) and (iv) bis of paragraph 2 of Article 

20 of Law 8/2013 of 9 May, on the organisational requirements and operating  conditions of 

the institutions operating in the financial system, investor protection, market abuse and 

financial collateral arrangements; 

k) That the institution does not indicate explicitly or implicitly that the AFA would consent to a 

request for a write down, including an early write-down, or repurchase the instruments; 

l) The distributions under the instruments meet the following conditions: 

i) They are paid out of distributable items; 

ii) The level of distributions made on the instruments will not be amended on the basis of the 

credit standing of the institution or its parent undertaking; 

iii) The provisions governing the instruments grant the institution full discretion at all times 

to cancel the distributions on the instruments for an unlimited period and on a non-

cumulative basis, and the institution may use such cancelled payments without restriction to 

meet its obligations as they fall due; 

iv) The cancellation of distributions does not constitute an event of default of the institution; 

v) The cancellation of distributions imposes no restrictions on the institution. 

m) The instruments are not used to determine whether the liabilities of an institution exceed its 

assets, when this determination constitutes a test of solvency in accordance with applicable 

national legislation; 



n) The provisions governing the instruments require that, upon the occurrence of a trigger event, 

the principal amount of the instruments be written down on a permanent or temporary basis, 

or that the instruments be converted to Common Equity Tier 1 instruments; 

o) The provisions governing the instruments do not envisage any feature that could hinder the 

recapitalisation of the institution; 

p) When the instruments are not issued directly by an institution, the following two conditions 

must be fulfilled: 

i) The instruments are issued by an institution within the consolidation in accordance with 

Section Two and Section Three of Chapter One of Title III of Law 35/2018 of 20 December on 

the solvency, liquidity and prudential supervision of credit institutions and investment firms, 

and also with Section Two of Chapter Two of Title I of this Regulation; 

ii) The proceeds are immediately available to the institution, without limitation and in a way 

that satisfies the conditions laid down in this paragraph in regard to this institution. 

The condition established in letter (d) of the first paragraph shall be deemed to be met, even if 

the instruments are included in Additional Tier 1 or Tier 2 by virtue of paragraph 3 of transitional 

provision seventeen, provided that they rank pari passu in the order of payments. 

2. The Ministry responsible for finance can draft the regulatory technical standards to specify 

the following concepts: 

a) The form and nature of incentives to redeem; 

b) The nature of any write up of the principal amount of an Additional Tier 1 instrument 

following a write down of its principal amount on a temporary basis; 

c) The procedures and the calendar to: 

i) Determining when a trigger event has occurred; 

ii) Writing up the principal amount of the Additional Tier 1 instrument following a write down 

of its principal amount on a temporary basis. 

d) The characteristics of the instruments that could hinder the recapitalisation of the institution; 

e) The use of special purposes entities for the indirect issuance of own funds instruments. 

Article 34. Restrictions on the cancellation of distributions on Additional Tier 1 instruments, 

and features that could hinder the recapitalisation of the institution 

For the purposes of the point (v) of letter (l) and letter (o) of paragraph 1 of Article 33, the 

provisions governing Additional Tier 1 instruments shall, in particular, not include the following: 



a) A requirement for distributions on the instruments to be made in the event of a distribution 

being made on an instrument issued by the institution when that ranks to the same degree as, 

or is more junior than inferior an Additional Tier 1 instrument, including a Common Equity Tier 

1 instrument; 

b) A requirement for the payment of distributions on Common Equity Tier 1, Additional Tier 1 or 

Tier 2 capital instruments to be cancelled when distributions are not made on those additional 

Tier 1 instruments; 

c) An obligation to substitute the payment or interest or dividends by a payment in any other 

form. The institution shall not otherwise be subject to this obligation. 

Article 35. Write down or conversion of Additional Tier 1 instruments 

1. For the purposes of what is provided for in letter (n) of paragraph 1 of Article 33, the following 

provisions shall apply to Additional Tier 1 instruments: 

a) It is considered that there is a trigger event when the of Common Equity Tier 1 capital ratio of 

the institution referred to in letter (a) of paragraph 1 of Article 46 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms falls below one of the following values: 

i) 5.125%; 

ii) A level higher than 5.125%, when the institution so decides, and it is specified in the 

provisions governing the instrument. 

b) The institution may specify in the provisions governing the instrument one or more trigger 

events in addition to that those envisaged in letter (a); 

c) When the provisions governing the instruments require these instruments to be converted 

into Common Equity Tier 1 instruments upon the occurrence of a trigger event, these provisions 

must specify one of the two following aspects: 

i) The conversion ratio and a limit on the permitted amount of conversion; 

ii) A range within which the instruments will convert into Common Equity Tier 1 instruments. 

d) When the provisions governing the instruments require that the principal of the same 

instruments to be written down upon the occurrence of a trigger event, the write down shall 

reduce all the following: 

i) The claim of the holder of the instrument in the event of the insolvency or liquidation of 

the institution; 

ii) The amount that is required to be paid in the event of a write down, including an early 

write-down, of the instrument; 



iii) The distributions made on the instrument. 

2. The write down or conversion of additional Tier 1 capital instruments must generate, by virtue 

of the applicable accounting framework, items that qualify as Common Equity Tier 1 items. 

3. The amount of the additional Tier 1 instruments recognised in additional Tier 1 items is limited 

to the minimum amount of Common Equity Tier 1 items  that would be generated if the principal 

amount of additional Tier 1 instruments were fully written down or converted into Common 

Equity Tier 1 instruments. 

4. The aggregate amount of Additional Tier 1 instruments that is required to be written down or 

converted upon the occurrence of the trigger event shall be no less than the lower of the 

following amounts: 

a) The amount required to completely restore the Common Equity Tier 1 ratio of the institution 

to 5.125%; 

b) The full principal amount of the instrument. 

5. When a trigger even occurs, institutions shall proceed as follows: 

a) Immediately inform the AFA; 

b) Inform the holders of the additional Tier 1 instruments; 

c) Write down the principal amount of the instruments or convert them into instruments of 

Common Equity Tier 1 capital without delay, and no later than one month, in accordance with 

the provisions of this article. 

6. An institution that issues additional Tier 1 instruments that are converted into Common Equity 

Tier 1 capital at the moment a trigger event occurs must guarantee that its authorized share 

capital is sufficient at all times to be able to convert all the aforementioned Additional Tier 1 

instruments into shares if the aforementioned trigger event occurs. All the necessary 

authorizations shall be obtained on the date of issue of the additional Tier 1 capital convertible 

instruments. The institution shall maintain at all times the prior authorization necessary to issue 

the Common Equity Tier 1 instruments into which the additional Tier 1 instruments would be 

converted if a trigger event were to occur. 

7. An institution that issues additional Tier 1 capital instruments that are converted into 

Common Equity Tier 1 capital at the moment a trigger event occurs shall ensure that there are 

no procedural obstacles to this conversion, in accordance with its incorporation or statutes or 

contractual arrangements. 

Article 36. Consequences of the conditions for Additional Tier 1 instruments no longer being 

met  

In accordance with what is established in letter (c) of paragraph 2 of Article 32 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 



investment firms, if an Additional Tier 1 instrument no longer meets the conditions that are 

envisaged in 1 of Article 33, the following shall apply: 

a) The instrument immediately ceases to be considered an additional Tier 1 capital instrument; 

b) The part of the share premium accounts that relates to this instrument immediately ceases 

to be considered an element of the additional Tier 1 capital. 

Article 37. Deduction of the holdings of own Additional Tier 1 instruments 

For the purposes of what is provided for in letter (a) of Article 33 of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment firms, 

institutions shall calculate the holding of own Additional Tier 1 instruments on the basis of the 

gross long positions, taking into account the following exceptions: 

a) Institutions may calculate the amount of the holdings of own Additional Tier 1 instruments on 

the basis of the net long position provided that the following two conditions are met: 

i) The long and short positions refer to the same underlying exposure and the short positions 

involve no counterparty risk; 

ii) Both the long and the short positions are held either in the trading book or else both are 

held in the non-trading book. 

b) Institutions shall determine the amount to be deducted for direct, indirect or synthetic 

holdings of index securities by calculating the underlying exposure to own Additional Tier 1 

instruments that form part of these indices; 

c) Institutions may net the gross long positions in own Additional Tier 1 instruments resulting 

from holdings of index securities against short positions own Additional Tier 1 instruments 

resulting from short positions in the underlying indices, even when these short positions involve 

a counterparty risk, provided that the following two conditions are satisfied: 

i) The long and short positions are in the same underlying indices; 

ii) Both the long and the short positions are included either in the trading book or else in the 

non-trading book. 

Article 38. Deduction of the holding of additional Tier 1 instruments of a financial sector entity 

when the institution has a reciprocal cross holding designed to artificially inflate own funds 

Institutions shall make the deductions envisaged under letters (b), (c) and (d) of Article 33 of 

Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, in accordance with the following: 

a) The holding of additional Tier 1 instruments shall be calculated on the basis of the gross long 

positions; 



b) Additional Tier 1 own-fund items of insurance or reinsurance undertakings shall be treated as 

Additional Tier 1 instruments for the purposes of the deduction. 

Article 39. Deduction of the holding of additional Tier 1 instruments of financial sector entities 

Institutions shall make the deductions set out in letters (c) and (d) of Article 33 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, in accordance with the following: 

a) Institutions can calculate the direct, indirect and synthetic holdings of additional Tier 1 capital 

instruments of financial sector entities on the basis of the net long position in the same 

underlying exposure provided that the following two conditions are satisfied: 

i) The short position has the same maturity as the long position or a residual maturity of at 

least one year; 

ii) Both the short and the long position are included either in the trading book or else in the 

non-trading book; 

b) Institutions shall determine the amount to be deducted for the direct, indirect and synthetic 

holdings of index securities by calculating the underlying exposure to the capital instruments of 

the financial sector entities included in these indices. 

Article 40. Deduction of holdings of Additional Tier 1 instruments when the institution does 

not have a significant investment in a financial sector entity 

1. For the purposes of what is provided for in letter (c) of Article 33 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions shall calculate the applicable amount to be deducted by 

multiplying the amount referred to in letter (a) of this paragraph by the factor derived from the 

referred to in letter (b) of this paragraph: 

a) The aggregate amount by which the direct, indirect and synthetic holdings by the institution 

of Common Equity Tier 1, Additional Tier 1 and Tier 2 capital instruments in financial sector 

entities in which the institution does not maintain a significant investment, exceeds 10% of the 

Common Equity Tier 1 items  of the institution, calculated after applying the following: 

i) Article 29 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms and Articles 18 and 19 of this 

Regulation; 

ii) Letters a to g, points ii and iii of letter (j) and letter (l) of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, excluding deferred tax assets that depend on future 

profitability and which arise from temporary differences; 

iii) Articles 27 and 28; 



b) The amount of the institution’s direct, indirect and synthetic holding of additional Tier 1 

instruments of those financial sector entities in which this institution does not have a significant 

investment divided by the aggregate amount of the institution’s direct, indirect and synthetic 

holdings of Common Equity Tier 1, Additional Tier 1 and Tier 2 capital instruments of these 

financial sector entities. 

2. Institutions shall exclude the underwriting positions held for five or less business days from 

the amount referred to in letter (a) of paragraph 1, and from the calculation of the factor 

referred to in letter (b) of paragraph 1. 

3. The amount to be deducted in accordance with paragraph 1 shall be distributed among all the 

Additional Tier 1 instruments held. Institutions shall determine the quantity of each Additional 

Tier 1 instrument that is to be deducted in accordance with paragraph 1 multiplying the amount 

specified in letter (a) of this paragraph per la proportion specified in letter (b) of this paragraph: 

a) The amount of the holding to be deducted in accordance with paragraph 1; 

b) The proportion of the aggregate amount of additional Tier 1 capital instruments that the 

institution holds, directly, indirectly and synthetically, in a financial sector entity in which the 

institution does not maintain a significant investment represented by each Additional Tier 1 

instrument capital that it possesses. 

4. The amount of the holdings referred to in letter (c) of Article 33 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms that is equal to or less than 10% of the Common Equity Tier 1 items of the 

institutions after applying the provisions of points (i), (ii) and (iii) of letter (a) of paragraph 1 shall 

not be deducted and shall be subject to the applicable risk weights in accordance with Section 

Three of Chapter Three of Title III of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, and Section Two of Chapter 

Three of Title III, and the requirements laid down in Chapter Five of Title III of this Regulation. 

5.  Institutions shall determine the quantity of each Additional Tier 1 instrument that is risk 

weighted in accordance with paragraph 4 multiplying the amount that is specified in letter (a) of 

this paragraph by the amount that is specified in letter (b) of this paragraph: 

a) The amount of the holdings subject to risk weight in accordance with paragraph 4; 

b) The proportion resulting from the calculation of letter (b) of paragraph 3. 

Section Three. Tier 2 capital 

Article 41. Tier 2 instruments 

As provided for in letter (b) of paragraph 2 of Article 35 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, capital 

instruments and subordinated loans are deemed to be Tier 2 capital instruments if they fulfil the 

following requirements: 



a) The instruments have been issued or the subordinated loans have been raised, as applicable, 

and they are fully paid up; 

b) The instruments have not been acquired or the subordinated loans have not been granted, 

as applicable, by any of the following companies: 

i) The institution or its subsidiaries; 

ii) An undertaking in which the institution has a participation, in the form of ownership, direct 

or by way of control, of 20% or more of the voting rights or capital of that undertaking. 

c) The acquisition of the instruments or the granting of the subordinated loans, as applicable, 

has not been financed directly or indirectly by the institution; 

d) The claim on the principal amount of the instruments under the provisions governing the 

instruments, or the claim of the principal amount of the subordinated loans under the provisions 

governing the subordinated loans, as applicable, is wholly subordinated to claims of all non-

subordinated creditors; 

e) The instruments or the subordinated loans, as applicable, are not secured or covered by a 

guarantee that enhances the seniority of the claim by of the following companies: 

i) The institution or its subsidiaries; 

ii) The parent undertaking of the institution or its subsidiaries; 

iii) The parent financial holding company or its subsidiaries; 

iv) The mixed activity holding company or its subsidiaries; 

v) The mixed-financial holding company or its subsidiaries; 

vi) Any company that maintains close links to the companies or referred to in points (i) to (v); 

f) The instruments or the subordinated loans, as applicable, are not subject to any arrangement 

that enhances the seniority of the arising from the instruments or subordinated loans, 

respectively; 

g) The instruments or the subordinated loans, as applicable, have an original maturity of at least 

five years; 

h) The provisions governing the instruments or the subordinated loans, as applicable, do not 

include any incentive for their principal amount to be redeemed or repaid, as applicable, by the 

institution prior to their maturity; 

i) Where, the instruments or the subordinated loans, as applicable, include one or more call 

options or early repurchase options, the exercise of these options depends exclusively on the 

wishes of the issuer or debtor, as applicable; 



j) The instruments or subordinated loans, as applicable, may be called, redeemed or 

repurchased  or repaid early only if the conditions established in points (iv) and (iv) bis of 

paragraph 2 of Article 20 of Law 8/2013 of 9 May on the organisational requirements and 

operating conditions of institutions operating in the financial system, investor protection, 

market abuse and financial collateral arrangements are met, and in no case earlier than five 

years from the date of issuance or raising, as applicable, except when the conditions established 

in paragraph 3 of Article 41 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms are fulfilled; 

k) The provisions governing the instruments or subordinated loans, as applicable, do not 

explicitly or implicitly indicate that the instruments or the subordinated loans, as applicable, will 

be or could be amortised, including in advance, repurchased or returning the principal early 

(reducing the nominal amount), as applicable, by the institution except in the case of the 

insolvency or liquidation of the institution itself, and that the institution does not indicate 

otherwise; 

l) The provisions governing the instruments or subordinated loans shall not empower the holder 

to speed up envisaged future payments of interest or of principal, except in the case of the 

insolvency or liquidation of the institution; 

m) The level of the payments for interest or dividends, as applicable, appropriate for the 

instruments or the subordinated loans, as applicable, shall not be amended according to the 

credit quality of the institution, or its parent company; 

n) When the instruments are not issued directly by an institution, or when the subordinated 

loans have not been granted directly to an institution, as applicable, the following two conditions 

must be fulfilled: 

i) The instruments have been issued or the subordinated loans have been raised, as 

applicable, by an institution included in the consolidation in accordance with Section Two 

and the Section Three of the Chapter One of Title III of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, and 

the Section Two of Chapter 2 of Title I of this Regulation, 

ii) The proceeds are immediately available to the institution, without limits and in such a way 

that the conditions established in this paragraph are fulfilled. 

Article 42. Amortisation of Tier 2 instruments  

As set out in letter (c) of paragraph 2 of Article 35 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, the 

extent to which Tier 2 capital instruments qualify as Tier 2 items during the five years prior to 

their maturity is calculated by multiplying the result obtained in the calculation referred to in 

letter (a) below by the amount referred to in letter (b) below: 

a) The nominal value of the instruments or the subordinated loans the first day of the period of 

five years prior to the contractual maturity divided by the number of calendar days of this 

period; 



b) The number of calendar days remaining until the contractual maturity of the instruments or 

subordinated loans. 

Article 43. Consequences in the event of the Tier 2 instruments no longer meeting the 

conditions envisaged 

As provided for in letter (d) of paragraph 2 of Article 35 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, if a Tier 2 

instrument no longer meets the conditions envisaged under Article 41, the following must be 

applied: 

a) The instrument immediately ceases to be considered a Tier 2 instrument; 

b) The part of the share premium accounts that relates to this instrument immediately ceases 

to be considered a Tier 2 item. 

Article 44. Deduction of the holdings of own Tier 2 instruments 

For the purposes of letter (a) of Article 36 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, Institutions shall 

calculate the own instruments on the basis of the gross long positions, with the following 

exceptions: 

a) Institutions may calculate the amount of the instruments on the basis of the net long position 

provided that the following two conditions are satisfied: 

i) The long and the short position refer to the same underlying exposure and the short 

positions do not have counterparty risk: 

ii) Both long and the short position are included either in the trading book or else in the non-

trading book. 

b) Institutions shall determine the amount to be deducted for the direct, indirect and synthetic 

holdings of index securities calculating the underlying exposure to the own Tier 2 capital 

instruments in these indices; 

c) Institutions may compensate the gross long positions in own Tier 2 capital instruments caused 

by the holding of index securities with the short positions in own Tier 2 capital instruments 

caused by short positions in the underlying indices, even when these short positions involve 

counterparty risk, provided that the following two conditions are satisfied: 

i) The long position and the short position refer to the same underlying indices; 

ii) Both the long and the short position are included either in the trading book or else in the 

non-trading book. 

 



Article 45. Deduction of the holding of Tier 2 instruments of financial sector entities when the 

institution has a reciprocal cross holding designed to artificially inflate the own funds 

Institutions shall make the deductions laid out in letters (b), (c) and (d) of Article 36 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms in accordance with the following: 

a) The holding of Tier 2 capital instruments shall be calculated on the basis of the gross long 

positions; 

b) The own funds of Tier 2 and Tier 3 instruments of insurance or reinsurance undertakings are 

considered as Tier 2 instruments for the purposes of the deduction. 

Article 46. Deduction of the holding of Tier 2 instruments of a financial sector entity 

Institutions shall make the deductions that are envisaged in letters (c) and (d) of Article 36 of 

Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms in accordance with the following: 

a) Institutions may calculate the direct, indirect and synthetic holdings of Tier 2 instruments of 

the financial sector entity on the basis of the net long position in the same underlying exposure 

provided that the following two conditions are satisfied: 

i) The maturity of the short position matches that of the long position or has a residual 

maturity of at least one year; 

ii) Both the short and the long position are included either in the trading book or else in the 

non-trading book. 

b) Institutions shall determine the amount to be deducted for direct, indirect and synthetic 

holdings of index securities by calculating the underlying exposure to the capital instruments of 

the financial sector entity included in these indices. 

Article 47. Deduction of Tier 2 instruments when the institution does not have a significant 

investment in a relevant entity 

1. For the purposes of letter (c) of Article 36 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, institutions shall 

calculate the applicable amount to be deducted by multiplying the amount referred to in letter 

(a) of this paragraph by the factor derived from the calculation referred to in letter (b) of this 

paragraph: 

a) The aggregate amount of Common Equity Tier 1, Additional Tier 1 and Tier 2 instruments that 

the institution has, directly, indirectly and synthetically, in a financial sector entity in which the 

institution does not maintain a significant investment, that exceeds 10% of the elements of 

Common Equity Tier 1 capital of the institution, calculated after applying the following: 



i) Article 29 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms and Articles 18 and 19 of this 

Regulation; 

ii) Letters (a) to (f), points ii and iii of letter (j) and letter (l) of paragraph 1 of Article 30 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, excluding deferred tax assets that depend on future 

returns and caused by temporary differences; 

iii) Articles 27 and 28. 

b) The amount of instruments of Tier 2 capital that the institution has, directly, indirectly and 

synthetically in financial sector entity in which the institution does not maintain significant 

investments, divided by the aggregate amount of Common Equity Tier 1, Additional Tier 1 capital 

and Tier 2 instruments that the institution has, directly, indirectly and synthetically, in these 

financial sector entities. 

2. Institutions shall exclude underwriting positions held for five business days or fewer from the 

amount referred to in letter (a) of paragraph 1, and from the calculation of the factor referred 

to in letter (b) of paragraph 1. 

3. The amount to be deducted in accordance with paragraph 1 shall be distributed among all the 

Tier 2 instruments held. Institutions shall determine the quantity of each instrument of Tier 2 

capital that has to be deducted in accordance with paragraph 1, multiplying the amount that is 

specified in letter (a) of this paragraph by the proportion that is specified in letter (b) of this 

paragraph: 

a) The total amount of the holdings required to be deducted in accordance with paragraph 1; 

b) The proportion of the aggregate amount of Tier 2 instruments that the institution holds 

directly, indirectly and synthetically in a financial sector entity in which the institution does not 

maintain a significant investment. 

4. The amount of the holding referred to in letter (c) of paragraph 1 of Article 36 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms that is equal to or less than 10% of the Common Equity Tier 1 items of the 

institution, after applying the provisions laid down in points (i) to (iii) of letter (a) of paragraph 

1, shall not be deducted and are subject to the applicable risk weights in accordance with Section 

Three of Chapter Three of Title III of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms or with Section Five of Chapter 

Three of Title III of this Law, as applicable, and with Section Two of Chapter Three of Title III and 

Chapter Five of Title III of this Regulation, as applicable. 

5. Institutions shall determine the quantity of each Tier 2 instrument that is risk weighted in 

accordance with paragraph 4 multiplying the amount that is specified in letter (a) of this 

paragraph by the amount that is specified in letter (b) of this paragraph: 



a) The amount of the holdings that are required to be risk weighted in accordance with 

paragraph 4; 

b) The proportion resulting from the calculation of letter (b) of paragraph 3. 

Section Four. General requirements on own funds 

Article 48. Distributions on own funds instruments  

1. In accordance with the provisions of letter (a) of paragraph 3 of Article 39 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the AFA shall grant the authorization so that the capital instruments of which 

an institution has discretion to decide to pay distributions in a form other than cash or an own 

funds instrument, shall be qualified as Common Equity Tier 1, additional Tier 1 capital 

instruments or Tier 2 capital instruments, only when all the following conditions are considered 

to have been met: 

a) The ability of the institution to cancel payments under the instrument would not be adversely 

affected by the discretion referred to in paragraph 1 of Article 39 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, or by the form in which distributions could be made; 

b) The ability of the instrument to absorb losses would not be adversely affected by the 

discretion referred to in paragraph 1 of Article 39 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, or by 

the form in which distributions could be made; 

c) The quality of the capital instrument would not be reduced by the discretion referred to in 

paragraph 1 of Article 39 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, or by the form in which 

distributions could be made. 

2. In accordance with the provisions of letter (b) of paragraph 3 of Article 39 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions may use a broad market index as one of the bases for determining 

the level of distributions on additional Tier 1 and Tier 2 instruments. 

3. Paragraph 2 does not apply when the institution is a reference entity in the aforementioned 

broad market index, unless the following two conditions are met: 

a) The institution considers that the fluctuations of the aforementioned broad market index do 

not have a significant correlation with the credit standing of the institution, the parent 

institution, the parent financial holding company, the parent mixed-financial holding company 

or the parent mixed activity holding company; 

b) That the AFA has not reached a conclusion different than that envisaged in letter (a). 



4. Institutions shall publish and reveal the broad market indices on which their capital 

instruments are based. 

5. The Ministry responsible for finance may develop the regulatory technical standards to 

specify the conditions in accordance with which the indices may be considered general indices, 

for the purposes of paragraph 2 of this article. 

Article 49. Deduction and maturity requirements of short positions 

The maturity requirements for the short positions referred to in letter (a) of Article 28, letter (a) 

of Article 39 and letter (a) of Article 46 are considered applicable with regard to the positions 

held when the following conditions are met: 

a) The institution has a contractual right to sell on a future date to the counterparty providing 

the hedge the long position that is being hedged; 

b) That the counterparty providing the hedge to the institution is contractually obliged to acquire 

from the institution the long position envisaged in letter (a) on a future date. 

Article 50. Index holdings of capital instruments  

1. For the purposes of the what is provided for in letter (a) of Article 25, letter (a) of Article 28, 

letter (a) of Article 37, letter (a) of Article 39, letter (a) of Article 44 and letter (a) of Article 46, 

institutions may reduce the volume of their long position in a capital instrument in the portion of 

an index that is made up of the same underlying exposure that is being covered, provided that: 

a) Both the long position that is being covered and the short position in an index used to cover 

the long position are maintained either in the trading book or else in a non-trading book; 

b) The positions indicated in letter (a) are maintained at the fair value in the balance sheet of 

the institution; 

c) The short position indicated in letter qualifies as an effective hedge under the internal control 

procedures of the institution; 

d) The AFA assesses the adequacy of the control processes envisaged in letter (c) at least once a 

year and are satisfied that they continue to be appropriate. 

2. When the AFA has given its prior authorization, the institution may use a conservative 

estimate of the underlying exposure of the institution to the capital instruments included in 

indices, as an alternative to an institution calculating its exposure to the items envisaged in 

letters (a) and/or (b): 

a) Own Common Equity Tier 1 capital, Additional Tier 1 and Tier 2 capital instruments, included 

in indices; 

b) Common Equity Tier 1, Additional Tier 1 and Tier 2 instruments of financial sector entities, 

included in indices. 



3. The AFA shall grant the authorization referred to in paragraph 2 only if the institution shows, 

to the satisfaction of the AFA, that it would have practical difficulties to monitor its underlying 

exposure to the items referred to in paragraph 2, letters (a) and/or (b), as applicable. 

4. The Ministry responsible for finance shall develop the specific regulatory technical standards 

to specify the following: 

a) When an estimate used as an alternative to the calculation of the underlying exposure 

established in paragraph 2 of this article are sufficiently prudent; 

b) The meaning of practical difficulties, for the purposes of paragraph 3 of this article. 

Chapter Two. Minority interests and additional Tier 1 and Tier 2 capital instruments 

issued by subsidiaries 

Article 51. Minority interests that qualify for inclusion in consolidated Common Equity Tier 1 

capital   

1. In accordance with the provisions of letter (a) of paragraph 2 of Article 45 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions shall determine the amount of the minority interests of a 

subsidiary included in the consolidated Common Equity Tier 1 capital by  deducting from the 

minority interests the result of multiplying the amount referred to in letter (a) by the percentage 

indicated in letter (b): 

a) The Common Equity Tier 1 capital of the subsidiary less the smaller of the following two 

amounts: 

i) The amount of the Common Equity Tier 1 capital of the subsidiary required to meet the 

sum of the requirement established in letter (a) of paragraph 1 of Article 46 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions 

and investment firms, the specific own-fund requirements referred to in Article 97 and the 

combined capital buffer requirements defined in Article 56 of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment 

firms, as well as the specific requirements referred to in Articles 318 and 319 of this Regulation, 

together with any other additional local of supervisory regulations in third countries, to the 

extent that these requirements are to be met by Common Equity Tier 1 capital; 

ii) The amount of the consolidated Common Equity Tier 1 capital  that corresponds to this 

subsidiary that is required on a consolidated basis to meet the sum of the requirement 

established in letter (a) of paragraph 1 of Article 46 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, the 

specific requirements of own funds referred to in Article 97 and the combined requirements 

of capital buffers in accordance with Article 56 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, as 

well as the specific requirements referred to in Articles 318 and 319 of this Regulation, together 

with any other additional supervisory provision of a local nature in third countries, to the 

extent that these requirements are to be met by Common Equity Tier 1 capital. 



b) The minority interests of the subsidiary expressed as a percentage of all the Common Equity 

Tier 1 instruments of the same subsidiary, plus the corresponding retained earnings, share 

premium accounts and other reserves. 

2. The calculation referred to in paragraph 1 shall be done on a consolidated basis for each 

subsidiary envisaged in paragraph 1 of Article 43 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms. 

An institution may choose not to make this calculation for a subsidiary envisaged in paragraph 

1 of Article 43 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms. When an institution adopts this decision, 

the minority interests of this subsidiary may not be included in the consolidated Common Equity 

Tier 1 capital. 

3. When the AFA derogates from the application of prudential requirements on an individual 

basis, as laid down in Article 6 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, the minority interests of the 

subsidiaries to which the exemption applies should not be recognised in own funds at a 

consolidated or sub-consolidated level, as applicable. 

4. The AFA may grant a waiver from the application of this Article to a parent financial holding 

company that meets all the following conditions: 

a) Its main activity is to acquire holdings; 

b) It is subject to prudential supervision on a consolidated basis; 

c) It consolidates a subsidiary institution in which it only has a minority holding by virtue of the 

control relationship defined in point 14 of paragraph 1 of Article 3 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms; 

d) More than 90% of the consolidated required Common Equity Tier 1 capital  arise from the 

subsidiary institution indicated in letter (c) calculated on a sub-consolidated basis. 

If after 24 January 2019, a parent financial holding company that fulfils the conditions laid down 

in the first paragraph becomes a parent mixed-financial holding company, the AFA may grant 

the exception referred to in the first paragraph provided that the conditions established in the 

aforementioned paragraph are fulfilled. 

5. When the institutions established in an institutional protection scheme subject to the 

conditions established in paragraph 7 of Article 79 has set up a cross-guarantee scheme that 

provides that there is no current or foreseen material practical or legal obstacle to the transfer 

of the amount of the own funds above the regulatory requirements of the counterparty to the 

credit institution, these institutions are exempted from the provisions of this Article regarding 

deductions and they may recognise any minority interest arising from the cross-guarantee 

scheme in full. 



6. The Ministry responsible for finance may develop the regulatory technical standards to 

specify the calculation of the sub-consolidation required, in accordance with paragraph 2 of this 

article and with Articles 52 and 53 of this Regulation. 

Article 52. Qualifying Tier 1 instruments included in consolidated Tier 1 capital  

1. In accordance with the provisions of letter (b) of paragraph 2 of Article 45 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions shall determine the amount of qualifying Tier 1 capital of a 

subsidiary that is included in consolidated own funds, by subtracting from the qualifying Tier 1 

eligible of this company the result of multiplying the amount referred to in letter (a) by the 

percentage indicated in letter (b): 

a) The Tier 1 capital of the subsidiary less the lower of the following two amounts: 

i) The amount of Tier 1 capital of the subsidiary necessary to meet the sum of the 

requirement laid down in letter (b) of paragraph 1 of Article 46 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the specific own-funds requirements referred to in Article 97 and the 

combined capital  buffer requirements defined in Article 56 of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment 

firms, as well as the specific requirements referred to in Articles 318 and 319 of this 

Regulation, as well as any other additional supervisory provision of a local nature in third 

countries, to the extent that these requirements are to be met by Tier 1 capital; 

ii) The amount of consolidated Tier 1 capital that corresponds to this subsidiary that is 

required on a consolidated basis to meet the sum of the requirement laid down in letter (b) 

of paragraph 1 of Article 46 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, the specific requirements 

of own funds referred to in Article 97 and the requirements combined capital  buffer 

requirements in accordance with Article 56 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, as well as the 

specific requirements referred to in Articles 318 and 319 of this Regulation, as well as any 

other additional local supervisory regulations in third countries, insofar as these 

requirements are to be met by Tier 1 capital; 

b) The qualifying Tier 1 capital of the subsidiary expressed as a percentage of all Tier 1 

instruments of that subsidiary, plus the related retained earnings, share premium accounts and 

other reserves. 

2. The calculation referred to in paragraph 1 shall be undertaken on a consolidated basis for 

each subsidiary referred to in paragraph 1 of Article 43 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms. 

An institution may opt not to make this calculation for a subsidiary envisaged in paragraph 1 of 

Article 43 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms. When an institution adopts this decision, the 

qualifying Tier 1 eligible of this subsidiary may not be included in consolidated Tier 1 capital. 



3. When the AFA derogates from the application of the prudential requirements on an individual 

basis, as laid down in Article 6 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, the Tier 1 instruments of the 

subsidiaries to which the exemptions are applied cannot be recognised as own funds on a 

consolidated or sub-consolidated basis, as applicable. 

Article 53. Qualifying Tier 1 capital included in consolidated Additional Tier 1 capital  

In accordance with the provisions of letter (c) of paragraph 2 of Article 45 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, without prejudice to paragraphs 4 and 5 of Article 51 of this Regulation, 

institutions shall determine the amount of Tier 1 eligible capital of a subsidiary included in 

consolidated Additional Tier 1 capital subtracting from the qualifying Tier 1 capital of this 

subsidiary included in consolidated Tier 1 capital the minority interests of that subsidiary 

included in consolidated Common Equity Tier 1 capital. 

Article 54. Qualifying own funds included in consolidated own funds  

1. In accordance with the provisions of letter (d) of paragraph 2 of Article 45 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions shall determine the amount of qualifying own funds of a subsidiary 

included in consolidated own funds subtracting from the qualifying own funds of this subsidiary 

the result of multiplying the amount referred to in letter (b) by the percentage indicated in letter (b): 

a) The own funds of the subsidiary less the smaller of the following two amounts: 

i) The amount of the own funds of the subsidiary required to meet the sum of the 

requirement laid down in letter (c) of paragraph 1 of Article 46 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the specific own-funds requirements referred to in Article 97 and the 

combined capital buffer requirements in accordance with Article 56 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, as well as the specific requirements referred to in Articles 318 and 319 of 

this Regulation, and also any other additional local supervisory regulations in third countries; 

ii) The amount of consolidated own funds that correspond to this subsidiary required on a 

consolidated basis to meet the sum of the requirement established in letter (c) of paragraph 

1 of Article 46 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms, the specific requirements of own 

funds referred to in Article 97 and the combined capital buffer requirements in accordance 

with Article 56 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms, as well as the specific requirements 

referred to in Articles 318 and 319 of this Regulation, and also any additional local supervisory 

regulations in third countries; 

b) The qualifying own funds of the company, expressed as a percentage of all the own funds 

instruments of the subsidiary that appear among the Common Equity Tier 1, Additional Tier 1 and 

Tier 2 items and the corresponding retained earnings, share premium accounts and other reserves. 



2. The calculation referred to in paragraph 1 must be made on a consolidated basis for each 

subsidiary set out in paragraph 1 of Article 43 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms. 

An institution may opt not to make this calculation for a subsidiary set out in paragraph 1 of 

Article 43 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms. When an institution adopts this decision, the 

qualifying own funds of this subsidiary may not be included in the consolidated own funds. 

3. When the AFA derogates from the application of the prudential requirements on an individual 

basis, as set out in Article 6 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, the own funds instruments of 

the subsidiaries to which the exemption applies shall be recognised as own funds on a 

consolidated or sub-consolidated basis, as applicable. 

Article 55. Qualifying own funds Instruments included in consolidated Tier 2 capital  

In accordance with letter (e) of paragraph 2 of Article 45 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, 

notwithstanding the provisions of paragraphs 4 and 5 of Article 51 of this Regulation, institutions 

shall determine the amount of the qualifying own funds of a subsidiary included in consolidated 

Tier 2 capital, subtracting from the consolidated own funds of this company that are included in 

consolidated own funds, the Tier 1 eligible capital of that undertaking that is included in 

consolidated Tier 1 capital. 

Chapter Three. Qualifying holdings outside the financial sector 

Article 56. Risk weight and prohibition of the qualifying holdings outside the financial sector 

1. Any qualifying holding higher than 15% of the eligible capital of the institution in an 

undertaking, which is not one of those indicated below, shall be subject to the provisions of 

paragraph 3: 

a) A financial sector entity; 

b) An undertaking that is not a financial sector entity and which carries out activities, which, 

according to the AFA, constitute: 

i) A direct extension of banking activities; 

ii) Activities ancillary to banking; 

iii) Financial leasing, factoring, management of collective investment undertakings, the 

management of data processing services or any other similar activity. 

2. The total amount of the qualifying holdings of an institution in companies different from those 

referred to in letters (a) and (b) of paragraph 1 that exceeds 60% of the eligible capital of this 

institution is subject to the provisions of paragraph 3. 



3. In relation to the qualifying holdings of the institutions referred to in paragraphs 1 and 2 

above, the following applies: 

a) For the purposes of the calculation of the minimum capital requirements in accordance with 

Title III of this Regulation, institutions shall apply a risk weight of 1.250% to the larger of the 

following two amounts: 

i) The amount of the qualifying holdings referred to in paragraph 1 that exceed 15% of the 

eligible capital; 

ii) The total amount of the qualifying holdings referred to in paragraph 2 that exceed 60% of 

the eligible capital of the institution; 

b) There shall be a prohibition on having the qualifying holdings referred to in paragraphs 1 and 

2 when their amount exceeds the percentages of eligible capital established in these paragraphs. 

Article 57. Alternative to 1.250% risk weight 

As an alternative to applying a risk weight of 1.250% to the amounts that exceed the limits 

specified in paragraphs 1 and 2 of Article 56, institutions may deduct these amounts from the 

Common Equity Tier 1 capital items  in accordance with letter (j) of paragraph 1 of Article 30 of 

Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms. 

Article 58. Exceptions 

1. Shares of undertakings not referred to in letters (a) and (b) of paragraph 1 of Article 56 shall 

not be included in calculating the eligible capital limits that are specified in the aforementioned 

article if any of the following circumstances are present: 

a) The shares are held temporarily during a financial assistance operation as stipulated in Article 

42 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms; 

b) These shares represent an underwriting position held for five business days or less; 

c) They are held in the name of the institution and on behalf of others. 

2. Shares, which are not financial fixed assets, in accordance with the applicable accounting 

framework, shall not be included in the calculation envisaged in Article 56. 

Title III. Capital requirements 

Chapter One. General requirements, valuation and reporting 

Section One. Required level of own funds  

Article 59. Own-funds requirements 



1. The total risk exposure amount shall be calculated as the sum of letters (a) to f of this 

paragraph after taking into account the provisions established in paragraph 2: 

a) The risk-weighted exposure amount for credit risk and dilution risk, calculated in accordance 

with the Chapter Three of this Title and Article 245, in respect of all the business activities of the 

institution, excluding risk-weighted exposure amounts from the trading book of the institution; 

b) The own-funds requirements determined in accordance with Chapter Five of this Title, or Title 

IV,  as applicable, for the trading book of an institution, for the following: 

(i) Position risk; 

(ii) Large risks that exceed the limits specified in Articles 260 to 266 to the extent that an 

institution is permitted to exceed those limits; 

c) Own-funds requirements determined in accordance with Chapter Five and Chapter Six, with 

the exception of Article 245, as applicable, for the following: 

i) Foreign exchange risk 

ii) Settlement risk; 

iii) Commodities risk. 

d) Own-funds requirements determined in accordance with Chapter Seven, for credit valuation 

adjustment risk resulting from OTC derivative instruments other than credit derivatives 

recognised to reduce risk-weighted exposure amounts for credit risk; 

e) Own-funds requirements determined in accordance with Chapter Four, for operational risk; 

f) The amount of the risk-weighted exposures determined in accordance with Chapter Three, for 

counterparty risk arising from the trading book of the institution in relation to the following 

types of transactions and agreements: 

i) The contracts listed in Annex II and credit derivatives; 

ii) Repurchase transactions, securities or commodities lending or borrowing transactions; 

iii) Margin lending transactions based on securities or commodities; 

iv) Long settlement transactions. 

2. In the calculation of the total risk exposure amount referred to in paragraph 1, the following 

provision shall apply: 

a) The own-funds requirements envisaged under letters (c), (d) and (e) of paragraph 1 shall 

include all those corresponding to all business activities of the institution; 



b) Institutions shall multiply the own-funds requirements set out in letters (b) to (e) of paragraph 

1 by 12.5. 

Article 60. Initial capital requirement on going concern 

The own funds of an institution may not fall below the amount of initial capital required under 

the legislation in force at any given time moment for the authorization of a newly created 

institution. 

Article 61. Exception for small trading book businesses 

1. In accordance with what is established in letter (a) of paragraph 2 of Article 47 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, when institutions calculate the volume of their on- and -off-balance sheet to 

apply the exemption for small volume trading-book business, Institutions shall apply the 

following: 

a) The debt securities are valued at their market price or at their nominal value, equities at their 

market price and derivative instruments at the nominal or market value of the underlying 

instruments; 

b) The absolute values of the long positions shall be summed with the absolute values of the 

short positions. 

2. In accordance with what is established in letter (b) of paragraph 2 of Article 47 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, if an institution no longer fulfils the provisions of letter (b) of paragraph 1 of 

Article 47 of Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision 

of credit institutions and investment firms, it shall immediately notify the AFA of this. If the AFA, 

after making an assessment, considers that the provisions laid down in letter (a) of paragraph 1 

of Article 47 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms are not met, and notifies the institution 

of this, the institution shall cease to make use of paragraph one from the next reporting date. 

Section Two. Calculation and reporting requirements 

Article 62. Specific reporting obligations 

1. In accordance with paragraph 3 of Article 52 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, institutions shall 

report the data for each national property market to which they are exposed to the AFA on a 

half-yearly basis: 

a) The losses resulting from exposures for which the institution has recognised immovable 

residential property as collateral, up to the lower of the pledged amount and 80% of the market 

value or 80% of the mortgage lending value, unless otherwise decided under paragraph 2 of 

Article 90; 



b) The losses resulting from exposures for which the institution has recognised immovable 

residential property as collateral, up to the part of the exposure treated as fully secured by 

immovable residential property by virtue of paragraph 1 of Article 90; 

c) The exposure value of all the remaining exposures for which the institution has recognised 

immovable residential property as collateral, limited to the part of the exposure treated as fully 

secured by the immovable residential property by virtue of paragraph 1 of Article 90; 

d) The losses resulting from exposures for which the institution has recognised immovable 

commercial property as collateral, up to the lower of the pledged amount and 50% of the market 

value or 60% of the mortgage lending value, unless otherwise decided under paragraph 2 of 

Article 90; 

e) The losses resulting from exposures for which the institution has recognised as immovable 

commercial property, up to the part of the exposure treated as fully secured by the immovable 

commercial property by virtue of paragraph 1 of Article 90; 

f) The value of all the remaining exposures for which the institution has recognised as collateral 

immovable commercial property, limited to the part of the exposure treated as fully secured by 

the immovable commercial property by virtue of paragraph 1 of Article 90. 

2. The AFA shall publish annually on an aggregate basis the data that are specified in letters (a) 

to (f) of paragraph 1, together with historical data, when it has these data available. 

3. The AFA may draw up the technical communiqué to specify the formats, definitions, 

frequencies and dates of communication, as well as the computer solutions, of the elements 

referred to in paragraph 1. 

Section Three. Specific requirements applicable to the trading book, its management, 

its prudent valuation and the internal hedges 

Article 63. Management of the trading book 

In accordance with what is established in paragraph 2 of Article 53 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the institution shall manage its positions or groups of positions of the trading 

book in accordance with the following: 

a) The institution shall have a clearly documented trading strategy for the position, instrument 

or portfolios, which shall be approved by the general management, which shall include the 

expected holding period; 

b) The institution shall have clearly defined policies and procedures for the active management 

of the positions entered into on a trading desk. These procedures and policies shall specify the 

following: 

i) What positions may be entered into by trading desks; 



ii) The positions limits are set and monitored for appropriateness; 

iii) The persons in charge of the trading shall have autonomy to take and manage positions 

within the agreed limits and respecting the approved strategy; 

iv) The senior management has to be informed of the positions held as an integral part of the 

institution’s risk management process; 

v) Positions are actively monitored with reference to market information sources, and an 

assessment made on the marketability or hedge-ability of the position or its component risks, 

including an assessment of the quality and availability of market data that is useful for the 

valuation process, the level of market turnover and the volume of positions traded in the 

market; 

vi) Active procedures and controls against fraud. 

c) The institution shall have clearly defined policies and procedures for monitoring the positions 

in relation to its trading strategy, including monitoring the volume of transactions and the 

positions for which the originally intended holding period has been exceeded. 

Article 64. Inclusion in the trading book 

1. In accordance with what is established in paragraph 3 of Article 53 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions shall have clearly defined policies and procedures to determine 

the positions that have to be included in the trading book for the purpose of calculating the 

capital requirements in a manner coherent with the criteria established in Article 53 of Law 

35/2018 of 20 December on the solvency, liquidity and prudential supervision of credit 

institutions and investment firms, and the definition of trading book established in point 23 of 

paragraph 1 of Article 4 of this Regulation, taking into account the capacities and the practices 

of the institution in matters of risk management. The institution shall fully document the 

fulfilment of these procedures and policies, and it shall regularly submit them to an internal audit. 

2. Institutions shall have clearly defined policies and procedures for the overall management of 

the trading book. These procedures and policies shall refer at least to the following elements: 

a) The activities that the institution considers to be trading and as constituting part of the trading 

book for own funds requirement purposes; 

b) The extent to which a position can be marked-to-market daily by reference to an active, liquid 

two-way market; 

c) For positions that are marked-to-model, the extent to which the institution can: 

i) Identify all material risks of the position; 

ii) Hedge all material risks of the position with instruments for which there is an active liquid 

two-way market; 



iii) Calculate reliable estimates concerning the hypotheses and the key parameters used in 

the model. 

d) The extent to which the institution can and shall generate valuations of the risk for the p 

position that can be validated externally in a consistent manner; 

e) The extent to which the legal limitations or other operational requirements could impede the 

institution’s ability to affect a liquidation or to cover the position in the short term; 

f) The extent to which the institution can and shall actively manage the risks of the positions of 

its trading activity; 

g) The extent to which the institution can transfer risks or positions between the trading book 

and what has been excluded from the trading book, and the criteria for these transfers. 

Article 65. Requirements for Prudent Valuation 

1. In accordance with what is established in paragraph 3 of Article 53 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, all the positions of the trading book shall be subject to the standards for 

prudent valuation that are specified in this article. Institutions shall guarantee, in particular, that 

the prudent valuation of the positions of the trading book achieves an adequate degree of 

certainty, taking into account the dynamic nature of these positions, the demands of prudential 

soundness and the mode of operation and the purpose of capital requirements in respect of 

trading book positions. 

2. Institutions shall establish and maintain systems and controls sufficient to provide prudent 

and reliable valuation estimates. The systems and controls shall include at least the following 

elements: 

a) Documented policies and procedures for the process of valuation, which should include 

clearly defined responsibilities in the areas involved in the determination of the valuation, the 

sources of market information and review of their appropriateness, guidelines for the use of 

unobservable data that reflect the institution’s hypotheses as to what market participants would 

use to determine the price of the position, the frequency of independent valuation, the timing 

of closing prices, procedures for adjusting valuations, and month-end and ad hoc verification 

procedures; 

b) Clear and independent reporting lines for the trading units to report information to the 

department in charge of the valuation process, which shall ultimately be to the management 

body. 

3. Institutions shall value positions in their trading book at least daily. 

4. Provided that it is possible, shall value their positions at market prices, even when they apply 

trading book own funds treatment. 



5. When marking to market, the more prudent side of bid and offer shall be used, unless the 

institution close out at mid-market prices. When institutions apply this exception, they shall 

inform the AFA every six months about positions concerned and they shall provide proof that 

they can close out at mid-market prices. 

6. When marking to market is not possible, institutions shall conservatively mark to model their 

positions and portfolios, including when calculating own-funds requirements in relation to the 

positions of the trading book. 

7. When marking to model, institutions shall meet the following requirements: 

a) The general management shall be aware of the elements of the trading book or of other fair-

valued positions, which are subject to mark to model, and they shall understand the importance 

of the uncertainty that this creates in the information on the risk and performance of the 

business; 

b) Institutions shall source market data, insofar as it is possible, from sources that are in line 

with market prices, and they shall assess the appropriateness of the market data of the position 

being valued and the parameters of the model on a frequent basis; 

c) When available, institutions shall use valuation methodologies that constitute an accepted 

market practice for specific financial instruments or commodities; 

d) When the model is developed by the institution itself, it shall be based on appropriate 

assumptions, which have been assessed and challenged by suitably qualified parties 

independent of the development process; 

e) Institutions shall have in place formal change control procedures and shall hold a secure copy 

of the model and use it periodically to verify the valuations; 

f) The department of risk management shall be aware of the weaknesses of the models used 

and it shall know how best to reflect them in the results of the valuation; 

g) The models of institutions shall be subject to periodic reviews in order to determine the 

accuracy of their results (e.g., assessing the continued appropriateness of the hypotheses, 

analysing the losses and gains in relation to risk factors, and comparing the actual close out 

values with the results of the model). 

For the purposes of letter (d), the model shall be developed or approved independently of the 

trading desk and it shall be tested independently. Mathematical formulae, the hypotheses used, 

and software shall also be tested independently. 

8. In addition to the daily valuation at market prices or according to a model, institutions shall 

carry out an independent verification of prices. The verification of the market prices and of the 

data of the model shall be carried out by a person or department that is independent of the 

persons or the departments that benefit from the trading book, at least monthly (or more 

frequently, depending on the nature of the market or of the trading activity). When no 

independent sources are available to determine prices or when the sources to determine prices 



are more subjective, it may be appropriate to adopt prudent measures, such as valuation 

adjustments. 

9. Institutions shall establish and maintain procedures to consider valuation adjustments. 

10. Institutions shall formally consider the following valuation adjustments: unearned credit 

spreads, close-out costs, operational risks, market price uncertainty, early termination, investing 

and funding costs, future administrative costs and, where relevant, model risk. 

11. Institutions shall establish and maintain procedures for calculating an adjustment to the 

current valuation of any less liquid positions, which can in particular arise as a consequence of 

facts related to the market or situations that affect the institution; e.g. concentrated positions 

or positions for which the originally intended holding period has been exceeded. Institutions 

shall make these adjustments, where appropriate, in addition to any changes to the value of the 

position that may be necessary, for financial reporting purposes, and they shall design these 

adjustments to reflect the liquidity of the position. Within the framework of these procedures, 

institutions shall take into account several factors to determine a valuation adjustment of the 

less liquid positions whether is necessary. These factors include the following: 

a) The amount of time it would take to hedge out the position or the risks within the position; 

b) The volatility and average of bid/offer spreads; 

c) The availability of market quotes (number and identity of market makers) and the volatility 

and average of trading volumes including trading volumes during periods of market stress; 

d) Market concentrations; 

e) The ageing of the positions; 

f) The extent to which valuation relies on marking-to-model; 

g) The impact of other model risks. 

12. When using third party valuations or marking to model, institutions shall consider whether 

to apply a valuation adjustment. In addition, institutions shall consider the need for establishing 

adjustments for less liquid positions and on an ongoing basis review their continued suitability. 

Institutions shall also explicitly assess the need for valuation adjustments relating to the 

uncertainty of parameter inputs used by models. 

13. With regard to complex products, including securitisation exposures and n-th-to-default 

credit derivatives, institutions shall explicitly assess the need for valuation adjustments to reflect 

the model risk associated with using a possibly incorrect valuation methodology and the mode 

risk associated with using unobservable (and possibly incorrect) calibration parameters in the 

valuation model. 

14. The Ministry responsible for finance can draft the regulatory technical standards to specify 

the prudent valuation of the positions of the trading book as required in paragraph 1. 



Article 66. Internal hedges 

1. In accordance with the provisions of paragraph 4 of Article 53 of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment firms, 

internal hedges shall have, in particular, the following characteristics: 

a) They shall not be primarily intended to avoid or reduce own-funds requirements; 

b) They shall be properly documented and subject to specific internal approval and audit 

procedures; 

c) They shall be dealt with at market conditions; 

d) The market risk that is generated by the internal hedge shall be dynamically managed in the 

trading book within the authorized limits; 

e) They shall be subject to strict monitoring in accordance with appropriate procedures. 

2. The requirements of paragraph 1 shall be applied without prejudice to the provisions of the 

applicable to the hedged positions in the non- trading book. 

3. Notwithstanding the provisions of paragraphs 1 and 2, when an institution hedges a non- 

trading book credit risk exposure or a counterparty risk exposure using a credit derivative 

included in its trading book (through an internal hedge), the exposure not included in the trading 

book or the exposure to the counterparty risk shall not be deemed to be hedged for the purpose 

of calculating the risk-weighted exposure, unless the institution purchases from an eligible third-

party protection provider, a credit derivative that meets the requirements applicable to 

unfunded credit protection in the non-trading book. 

Without prejudice to letter (h) of paragraph 1 of Article 185, when such third-party protection 

is purchased and recognised as a hedge of a non-trading book exposure for the purpose of 

calculating capital requirements, neither the internal hedge nor the external hedge with credit 

derivatives should be included in the trading book for the purpose of this calculation. 

Chapter Two. Capital buffers 

Article 67. Calculation of the percentages of specific countercyclical capital buffer of each 

institution. 

1. In accordance with what is established in paragraph 1 of Article 58 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions shall maintain a specific countercyclical capital buffer of each 

institution equivalent to the amount of their exposure to the risk calculated in accordance with 

paragraph 1 of Article 59, multiplied by the weighted average of the taxes of countercyclical 

capital buffer rates published by the AFA. 

2. The percentage of specific countercyclical capital buffer depending on the institution consists 

of the weighted average of the percentages of countercyclical buffers that are applicable to the 



territories in which the relevant credit exposures of the institution are situated, or which is 

applied for the purposes of this Article by virtue of what is envisaged under paragraphs 1 or 3 of 

Article 69. 

In order to calculate weighted average referred to in the previous paragraph, institutions shall 

apply to each percentage of countercyclical buffer applicable the total amount of their own-

funds requirements for credit risk, determined in accordance with Chapter Three and Chapter 

Five of Title III, and corresponding to the relevant credit exposures in the territory in question, 

divided by the total amount of their own-funds requirements for credit risk corresponding to 

the totality of their relevant credit exposures. 

3. The relevant credit exposures shall include all the categories of exposures, other than those 

referred to in letters (a) to (f) of Article 78, which are subject to the following: 

a) The own-funds requirements for credit risk established in Chapter Three of Title III; 

b) When the exposure is included in the trading book, the own-funds requirements for specific 

risk that are set out in Section Two of Chapter Five of Title III; 

c) When the exposure is a securitisation, the own-funds requirements set out in Section Four of 

Chapter Three of Title III. 

4. To determine the percentage of countercyclical buffer applicable to the exposures located in 

the Principality of Andorra, the provisions set out Article 68 shall be applied and with regard to 

those located in third countries, the provisions set out in Article 69. 

5. The countercyclical buffer percentages applicable to exposures located in the Member States 

of the European Union shall follow the following criteria: 

a) The percentages set by the corresponding designated authorities that do not exceed 2.5%; 

b) The percentages set by the corresponding designated authorities that exceed 2.5% and which 

have been recognised by the AFA. 

c) 2.5% when the corresponding designated authorities have set a higher percentage superior 

and this percentage has not been recognised by the AFA. 

6. The percentage of countercyclical buffer applicable to exposures located in third countries is 

as follows: 

a) That set, where applicable, by the AFA when the corresponding designated authorities have 

not set any percentage. 

b) That set by the corresponding designated authorities provided that does not exceed 2.5% and 

unless the AFA decides to set a higher percentage. 

c) That set by the corresponding designated authorities provided that exceeds 2.5% and has 

been recognised by the AFA. 



7. Institutions shall identify the geographical location of a relevant credit exposure in accordance 

with the regulatory technical standards. 

8. For the purposes of the calculation envisaged under paragraph 2, the decisions of the AFA to 

set a given percentage of buffer shall be adopted as follows: 

a) The percentage of the countercyclical buffer corresponding to the exposures located in the 

Principality of Andorra or in other member States of the European Union shall be applied from 

the data specified in the information that is published in accordance with Article 68 or in 

accordance with the equivalent national provisions of these Member States that are applicable, 

if the decision has the effect of an increase in the percentage of the buffer; 

b) Without prejudice of what is envisaged in letter (c), the percentage of countercyclical buffer 

corresponding to a third country is applied twelve months after the date on which the pertinent 

authority of this State has announced a change of the percentage, regardless of whether this 

authority requires the institutions established in the State to apply the change in a shorter 

period, if the decision has the effect of an increase of the percentage of the buffer; 

c) When the AFA sets the percentage of the countercyclical buffer concerning a third country 

that does not belong to the EU in accordance with paragraph 6, this percentage shall be applied 

from the data specified in the information that is published according to that paragraph. 

d) The percentage of the countercyclical buffer shall be applied immediately if the decision has 

the effect of a reduction of the same buffer. 

For the purposes of what is envisaged under letter (b), it is considered that any modification of 

the percentage of the countercyclical buffer concerning a non-Member State has been 

announced on the date on which the pertinent authority of the third country publishes it in 

accordance with the national rules applicable for that purpose. 

9. The Ministry responsible for finance can draft regulatory technical standards to specify the 

method through which the geographical location of the relevant credit exposures is determined 

to calculate the percentage of the specific countercyclical capital buffer of each institution 

indicated in paragraph 7. 

Article 68. Setting of the percentages of the countercyclical buffers for exposures located in 

the Principality of Andorra 

1. The AFA shall calculate each quarter a buffer guide that shall be taken as a benchmark to set 

the percentage of the countercyclical buffer in relation to exposures located in the Principality 

of Andorra. 

This buffer guide shall be a benchmark parameter consisting of a percentage of countercyclical 

buffer and it shall be calculated and  published in accordance with the criteria and the procedure 

that the AFA determines. In any case, it shall reflect in a transparent manner the credit cycle and 

the risks deriving from any excessive growth of credit in the Principality of Andorra, and due 

consideration shall be given to the peculiarities of the Andorran economy. Likewise, it shall be 



based on the deviation of the credit ratio with respect to the gross domestic product of its long-

term trend, bearing in mind, among other aspects: 

a) An indicator of the growth of credit volumes in the Principality of Andorra and, in particular, an 

indicator that reflects the changes in the credit ratio granted in the Principality in relation to GDP; 

b) The current guidelines issued by international bodies responsible for the supervision of 

systemic risks. 

2. The AFA shall assess and set the appropriate percentage of the countercyclical buffer for 

credit exposures in the Principality of Andorra on a quarterly basis and, in doing so, it shall take 

into account the following elements: 

a) The countercyclical capital buffer guideline calculated in accordance with paragraph 1. 

b) The current guidelines and recommendations issued by international bodies responsible for 

supervising systemic risks. 

c) Any other variables that the AFA deems relevant to address the cyclic systemic risks. 

3. When the AFA sets for the first time a percentage of countercyclical buffer higher than a zero, 

or when, subsequently, it increases the current percentage of countercyclical buffer, it shall also 

decide the date from which institutions shall apply this increased buffer for the purposes of the 

calculation of their respective specific countercyclical capital buffer. This data shall not be more 

than twelve months later than the date on which the setting of an increased buffer is announced 

in accordance with paragraph 5. If the date is less than twelve months later than the date on 

which the setting of an increased buffer is announced, this shortened period of application shall 

be justified on the basis of exceptional circumstances. 

4. If the AFA reduces the current percentage of the countercyclical buffer, regardless of whether 

or not it moves to zero, it shall also determine an indicative period during which no increase of 

the countercyclical buffer is envisaged. However, this indicative period is not binding for the 

setting of a new countercyclical buffer by the AFA. 

5. The AFA shall announce the quarterly setting of the percentage of the countercyclical buffer 

by publishing it on its website, accompanied by the following information: 

a) The percentage of countercyclical buffer applicable; 

b) The relevant ratio of credits of GDP and its deviation in relation to the long-term trend; 

c) The buffer guide calculated in accordance with paragraph 1; 

d) A justification of this percentage of buffer; 

e) In the event of the percentage of the buffer being increased, the date from which institutions 

shall apply this increased percentage for the purpose of calculating their respective specific 

countercyclical capital buffer; 



f) If the date referred to in letter (e) is less than twelve months after the date of the 

announcement envisaged in this paragraph, a reference to the exceptional circumstances that 

justify this shortened period of application; 

g) In the event of the percentage of the buffer being reduced, the indicative period during which 

no increase of this percentage is envisaged, together with a justification of this period. 

Article 69. Recognition of the percentages of countercyclical buffers of third countries 

1. When the competent authority of a third country has not established or published a 

percentage of countercyclical buffer that the authorised institutions in that country have to 

apply for the purposes of the calculation of their respective countercyclical capital buffer, in the 

event of one or more Andorran institutions having significant credit exposures, the AFA my set 

percentage of the countercyclical buffer that the institutions authorized in the Principality of 

Andorra have to apply for the purposes of their respective specific countercyclical capital 

buffers. 

2. In accordance with paragraph 4 of Article 58 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, when a 

designated authority or the pertinent authority of a third country has established a percentage 

of the countercyclical buffer higher than 2.5% of the total amount of exposure to the risk 

calculated in accordance with paragraph 1 of Article 59, the AFA may recognise this percentage 

for calculation purposes, by the institutions authorized in the Principality of Andorra, of their 

respective specific countercyclical capital buffer. 

3. When the pertinent authority of a third country has established and published a percentage 

of countercyclical buffer applicable to this third country, the AFA may establish, with regard to 

this country, a different buffer percentage for the purposes of the calculation, by the institutions 

authorized in the Principality of Andorra, of their respective specific countercyclical capital 

buffer,  if it reasonably considers that the percentage established by the pertinent authority of 

the third country is not sufficient to duly protect the institutions and their consolidated groups 

before the risks of excessive credit growth in this third country. 

In making use of the power granted by the first paragraph, the AFA shall not set a percentage of 

countercyclical buffer that is less than the level established by the pertinent authority of the 

third country, unless this percentage exceeds 2,5% of the total amount of the risk exposure 

calculated in accordance with paragraph 1 of Article 59, corresponding to institutions with credit 

exposure in this third country. 

4. When the AFA establishes a percentage of countercyclical buffer applicable to a third country, 

in accordance with what is established in paragraphs 1 and 3, that increases the current 

percentage of countercyclical buffer, it shall also decide the date from which institutions shall 

apply this buffer for the purpose of calculating their respective specific countercyclical capital 

buffer. This date cannot be more than twelve months later than the date on which the 

establishment of an increased buffer is announced in accordance with paragraph 5. If the date 

is less than twelve months after the date on which the establishment of buffer was announced, 

this shortened term of application shall be justified on the basis of exceptional circumstances. 



5. The AFA shall publish the establishment of a percentage of countercyclical buffer applicable 

to a third country on its website in accordance with paragraphs 1 and 3, and the following 

information shall be included therein: 

a) The percentage of the countercyclical buffer and the third country to which it applies; 

b) A justification of this percentage of buffer; 

c) In the case of a percentage of countercyclical capital buffer higher than zero being set for the 

first time or which increases the percentage, the date from which institutions shall apply this 

increased percentage for the purposes of the calculation of their respective specific 

countercyclical capital buffer; 

d) If the referred to in letter (c) is subsequent by at least twelve months to the date of the 

publication of the percentage established in accordance with this paragraph, a reference to the 

exceptional circumstances that justify this shortened period of application. 

6. In the event of, in accordance with paragraph 2, the AFA recognising the percentage of the 

buffer, it shall announce it by publishing it on its website. The announcement shall include at 

least the following information: 

a) The percentage of countercyclical buffer applicable; 

b) The Member State or the countries to which it applies; 

c) In the case of the percentage of the buffer being increased, the date from which the 

institutions authorized in the Principality of Andorra shall apply this increased percentage for 

the purposes of the calculation of their respective specific countercyclical capital buffer; 

d) If the date referred to in letter (c) is less than twelve months later than the date of the 

announcement envisaged in this paragraph, a reference to the exceptional circumstances that 

justify this shortened period of application. 

Article 70. Setting of the capital buffer for systemically important institutions 

1. When the AFA requires the maintenance of a capital buffer by a systemically important 

institution by virtue of paragraph 2 of Article 59 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, the AFA shall be 

reviewed at least once a year. 

2. Before setting a capital buffer for an systemically important institution or modifying it, the 

AFA shall notify this to the Ministry responsible for finance a month before the publication of 

the decision referred to in paragraph 2 of Article 59 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms. In the 

notification the AFA shall describe the following elements in detail: 

a) The reasons why it is considered that the capital buffer for a systemically important institution 

can be efficient and proportionate to reduce the risk; 



b) An assessment of the probable positive or negative impact of the capital buffer for a 

systemically important institution to the whole of the Andorran financial system; 

c) The percentage of capital buffer for the systemically important institution that the AFA wishes 

to require. 

3. Without prejudice to the provisions of paragraph 4 of Article 60 and paragraph 2 of Article 59 

of the Law 35/2018 of 20 December on the solvency, liquidity and prudential supervision of 

credit institutions and investment firms, when a systematically important institution is a 

subsidiary or else of a Global Systematically Important Institution (G-SII) or of a systematically 

important institution that is a parent institution outside the Principality of Andorra and is obliged 

to maintain a capital buffer for a systemically important institution on a consolidated basis, the 

buffer applicable on an individual or sub-consolidated basis for the systematically important 

institution in the Principality of Andorra shall not exceed the highest of the following 

percentages: 

a) 1% of the total amount of exposure to the risk, calculated in accordance with paragraph 1 of 

Article 59; 

b) The percentage of the capital buffer for the global systematically important institutions or of 

the capital buffer for an SII applicable to the group on a consolidated basis. 

4. The AFA shall notify the Ministry responsible for finance the name of the systematically 

important institutions and the name shall be made public. 

Article 71. Requirement to maintain a systemic risk buffer 

1. In accordance with what is established in paragraph 9 of Article 60 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, before establishing a buffer against systemic risks or modifying it in this 

regard, the AFA shall notify this to the Ministry responsible for finance one month before the 

publication of the decision referred to in paragraph 2 of Article 60 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms. If the buffer is applicable to exposures located in third countries, the AFA shall 

also notify this to the Ministry responsible for finance. In the notification the AFA shall describe 

the following elements in detail: 

a) The systemic or macroprudential risk existing in the Principality of Andorra or in the third 

country. 

b) The reasons why the magnitude of the systemic or macroprudential risks pose a threat to the 

stability of the Andorran financial system or that of the third country, which justifies the 

percentage of buffer against systemic risks; 

c) The reasons why it is considered that against systemic risk buffer is efficient and proportionate 

to reduce the risk; 



d) An assessment of the probable positive or negative repercussion of the systemic risk buffer 

in the third countries in which the institutions subject to this article are present, on the basis of 

the information that the AFA possesses; 

e) The reason why none of the measures available under this Regulation or Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms are sufficient, by themselves or combined, to deal with the macroprudential 

or systemic risk in question, bearing in mind the relative efficiency of these measures; 

f) The percentage of the buffer against systemic risks that the AFA wishes to require. 

2. The AFA shall announce the setting of the buffer against systemic risks, publishing it on its 

website. The announcement shall include at least the following information: 

a) The percentage of buffer against systemic risks; 

b) The institutions to which the buffer against systemic risks is applied; 

c) The reasons that justify the buffer against systemic risks; 

d) The date from which institutions shall apply the buffer against systemic risks that has been 

set or modified; 

e) The names of the countries where the exposures to which the buffer against systemic risks 

applies are located. 

The information indicated in letter (c) might not be included in the announcement if its 

publication could endanger the stability of the financial system. 

Article 72. Recognition of the percentage of systemic risk buffer 

In accordance with what is established in paragraph 1 of Article 61 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, when the AFA recognises a percentage of capital buffer against systemic risks 

established by the competent authority of a third country, to apply it for the institutions 

authorized in the Principality of Andorra for the exposures located in this third country, shall 

notify this to Ministry responsible for finance one month before publication. 

Chapter Three. Capital requirements for credit risk 

Section One. General principles 

Article 73. Approaches to credit risk 

1. Following on from what is set out in letter (b) of paragraph 3 of Article 64 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, for trade exposures and for contributions to the default fund of the central 

counterparties, institutions shall apply the specific treatment included Section Five of this 



Chapter when calculating their risk-weighted exposures for the purpose of letters (a) and (f) of 

paragraph 1 of Article 59. For all other types of exposures to a central counterparty or CCP, 

institutions shall treat these exposures in the following manner: 

a) For other types of exposure to a qualifying CCP, institutions shall treat these exposures as 

exposures to an institution; 

b) For other types of exposure to a Non-qualifying CCP, institutions shall institutions shall treat 

these exposures as exposures to a corporate. 

2. For the purposes of paragraph 2 of Article 64 of Law 35/2018 of 20 December on the solvency, 

liquidity and prudential supervision of credit institutions and investment firms, the AFA may 

adopt, with the prior request of an institution, a decision as to whether a third country applies 

supervisory and regulatory prudential arrangements  that are at least equivalent to those 

applied in the Principality of Andorra. In the absence of this decision, Institutions shall continue 

treating exposures to the institutions referred to in paragraph 2 of Article 64 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms as exposures to institutions. 

3. For the purposes of paragraph 2, it is considered that the countries of the EU apply supervisory 

and regulatory prudential arrangements equivalent to those applied in the Principality of Andorra. 

On the other hand, when the supervisory and regulatory prudential arrangements of a third 

country have been recognised by the European Commission as equivalent to those applied in 

the EU for the purposes of paragraph 4 of Article 107 of Regulation (EU) No 575/2013, it is 

considered that these supervisory and regulatory prudential arrangements of the third country 

are equivalent to those of the Principality of Andorra, for the purposes of paragraph 2 of Article 

73. 

Article 74. Use of credit risk mitigation technique under the Standardised Approach 

Following on from what is set out in letter (c) of paragraph 3 of Article 64 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, for exposures for which institutions apply the Standardised Approach of the 

Section Two, the institution may use credit risk mitigation in accordance with Section Three in 

calculating the risk-weighted exposures for the purposes of the letters (a) and (f) of paragraph 1 

of Article 59, or when relevant, the expected loss amounts a for the purposes of the calculation 

referred to in letter (c) of paragraph 1 of Article 35 of this same Regulation. 

Article 75. Treatment of securitised exposures under the Standardised Approach 

Following on from what is set out in letter (d) of paragraph 3 of Article 64 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, when an institution uses the Standardised Approach in accordance with 

Section Two for the calculation of the risk-weighted exposures corresponding to the category to 

which the securitised exposures are assigned in accordance with Article 78, it shall calculate the 

risk-weighted exposure corresponding to  a securitisation position in accordance with Articles 

152, 153 and 158 to 165. 



Article 76. Treatment of credit risk adjustments 

1. Following on from what is set out in letter (e) of paragraph 3 of Article 64 of Law 35/2018 of 

20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions that use the Standardised Approach shall apply the adjustments 

for general credit risk in accordance with letter (c) of paragraph 1 of Article 35 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms. 

2. For the purposes of this article and of the Section Two, the adjustments for general and 

specific credit risk shall include the fund for general banking risks. 

3. The Ministry responsible for finance can draft regulatory technical standards to specify the 

calculation of the adjustments for general and specific credit risk in accordance with the 

applicable accounting framework in relation to the following: 

a) The exposure value according to the Standardised Approach referred to in Article 77; 

b) The exposure value for the purpose of calculating the risk-weighted exposures corresponding 

to the securitisation positions referred to in Article 153. 

Section Two. Standardised Approach 

Article 77. Exposure value 

1. Following on from what is set out in paragraph 2 of Article 65 of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment firms, 

the exposure value of an off-balance sheet listed in Annex I shall be the following percentage of 

its nominal value, reduced for specific credit risk adjustments: 

a) 100% if it is a high-risk item; 

b) 50% if it is an item of average risk; 

c) 20% if it is an item of average/low risk; 

d) 0% if it is a low-risk item. 

The off-balance sheet items included in the first paragraph shall be assigned to the risk 

categories indicated in annex I. 

When an institution uses the Financial Collateral Comprehensive Method in accordance with 

Article 134, the exposure value of securities or commodities sold, posted or lent through a 

repurchase transaction or through a securities or commodities borrowing or lending transaction, 

or a margin lending transactions, shall be increased with the adjustment of the appropriate 

volatility for these securities or commodities according to the provisions of Articles 134 to 136. 



2. The exposure value of a derivative instrument listed in Annex II shall be determined in 

accordance with Section Five, taking into account the repercussions of the novation contracts 

and other netting agreements for the purposes of these methods in accordance with Section 

Five. The exposure value of the repurchase transactions, of securities or commodities lending or 

borrowing transactions, of the long settlement transactions and the margin lending 

transactions, can be determined in accordance with Section Five or with Section Three. 

3. When an exposure is subject to funded credit protection or similar instruments, the exposure 

value applicable to this item can be modified in accordance with Section Three. 

Article 78. Exposure classes 

Following on from what is established in paragraph 2 of Article 66 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, each exposure shall be classified into one of the following categories: 

a) Exposures before central governments or central banks; 

b) Exposures to regional governments or local authorities; 

c) Exposures to public sector entities; 

d) Exposures to multilateral development banks; 

e) Exposures to international organisations; 

f) Exposures to institutions; 

g) Exposures to corporates; 

h) Retail exposures; 

i) Exposures secured by mortgages on immovable properties; 

j) Exposures in default; 

k) Exposures associated with a particularly high risk; 

l) Exposures in the form of covered bonds; 

m) Items representing securitisation positions; 

n) Exposures to institutions and corporates with a short-term credit assessment; 

o) Exposures in the forms of units or shares in collective investment undertakings (CIUs); 

p) Equity exposures; 

q) Other elements. 



Article 79. Calculation of risk-weighted exposures 

1. As set out in Article 1 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms, when calculating the risk-weighted 

exposures, risk weights shall be applied to all the exposures, unless they are deducted from own 

funds in accordance with the provisions of Articles 80 to 100. The application of the risk weights 

is based on the exposure class in which the exposure is classified and, to the extent specified in 

Articles 80 to 100, on their credit quality. The credit quality can be determined by reference to 

the credit assessments of the ECAIs or the credit assessments of the ECAs in accordance with 

the provisions of Article 68 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms. 

2. For the purposes of the application of the risk weights included in Section 1, the exposure 

value shall be multiplied by the risk weight specified or determined in accordance with the 

provisions of Articles 80 to 100. 

3. Following on from what is established in letter (b) of paragraph 3 of Article 67 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, when an exposure is subject to subject to credit risk protection, the risk weight 

applicable to this item may be amended in accordance with Section Three. 

4. Following on from what is established in letter (c) of paragraph 3 of Article 67 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the risk-weighted amount of the securitised exposures is calculated in 

accordance with Section Four. 

5. The exposures for which no calculation is established in Articles 80 to 100 shall be assigned a 

risk weight of 100%. 

6. Following on from what is established in letter (d) of paragraph 3 of Article 67 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, with the exception of the exposures that give rise to Common Equity Tier 1, 

Additional Tier 1 or Tier 2 items, the institutions may, with the prior authorization of the AFA, 

choose not to apply the requirements of paragraph 1 of this article to their exposures to a 

counterparty that is the parent institution, its subsidiary, a subsidiary of the its parent company, 

or a corporate that is associated in accordance with a relationship of control. The AFA may 

authorise the institutions that request it, if the following conditions are met: 

a) The counterparty is an institution, a financial entity or an ancillary services company subject 

to the appropriate prudential requirements; 

b) The counterparty is fully included in the same consolidation as the institution; 

c) The counterparty is subject to the same procedures for the assessment, measurement and 

control of risks as the institution; 



d) There are no major real or envisaged obstacles of a practical or legal nature against the 

immediate transfer of own funds or the redemption of liabilities the counterparty as the 

institution. 

When the institution, in accordance with this paragraph, is authorized to not apply the 

requirements of paragraph 1, it may assign a risk weight of 0%. 

7. Pursuant to letter (e) of paragraph 3 of Article 67 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, with 

the exception of the exposures that lead to Common Equity Tier 1, Additional Tier 1 and Tier 2 

items, institutions may, with the prior authorization of the AFA, not apply the requirements of 

paragraph 1 of this article to the exposures to counterparties with whom the institution has 

entered into a contractual or statutory liability arrangement, within the framework of an 

institutional protection scheme, that protects the institutions and, in particular, guarantees their 

liquidity and solvency, in order to avoid bankruptcy, when this is necessary. The AFA is 

empowered to grant the authorization when the following conditions are present: 

a) The conditions established in letters (a) and (d) of paragraph 6 are met; 

b) The arrangements ensure that the institutional protection scheme is able to grant the support 

necessary in accordance with the commitment undertaken, from funds that it has directly 

available to it; 

c) The institutional protection scheme has suitable and uniformly established mechanisms  for 

the monitoring and classification of risk which offer a complete overview of the situation of risk 

of each member and of the institutional protection scheme as a whole, with the corresponding 

possibilities to exercise an influence. These mechanisms shall make it possible to adequately 

control defaulted exposures as defined in point 111 of paragraph 1 of Article 4; 

d) The institutional protection scheme conducts its own risk review and communicates it to its 

members; 

e) The institutional protection scheme draws up and publishes on an annual basis 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 else a report comprising 

the aggregate balance sheet, the aggregate profit and loss account, the situation report and the 

risk report of the institutional protection scheme as a whole; 

f) The members of the institutional protection scheme who wish to abandon the system are 

obliged to give advance notice of at least 24 months; 

g) The multiple use of elements eligible for the calculation of own funds, as well as any 

inappropriate creation of own funds between the members of the institutional protection 

scheme shall be ruled out; 

h) The institutional protection scheme shall be based on a broad membership of credit 

institutions of a predominantly homogeneous profile; 



i) The adequacy of the mechanisms referred to in letters c and d has been approved and tested 

at regular intervals by the competent authorities. 

When the institution, in accordance with this paragraph, decides not to apply the provisions laid 

down in paragraph 1, shall be assigned a risk weight of 0%. 

Article 80. Exposures to central governments or central banks 

1. Exposures to central governments and central banks shall be assigned a risk weight of 100% 

unless the treatments set out in paragraphs 2 to 6 are applicable. 

2. Exposures to central governments and to central banks for which a credit assessment carried 

out by a nominated ECAI is available shall be assigned the risk weight set out in Table 1 

corresponding to the credit assessment of the ECAI in accordance with Article 102. 

Table 1 

Credit quality step 1 2 3 4 5 6 

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

3. Exposures to the ECB shall be assigned a risk weight of 0%. 

4. Exposures to the central government of the Principality of Andorra, and of the central 

governments and central banks of the Member States of the EU denominated and financed in 

the national currency of the corresponding central government and the corresponding central 

bank, shall be assigned a risk weight of 0%. 

5. For the exposures included in transitional provision twenty-eight: 

a) In 2023, the risk weight to be applied to exposure values shall be 20% of the risk weight 

assigned to such exposures in accordance with paragraph 2; 

b) In 2024, the risk weight to be applied to exposure values shall be 50% of the risk weight 

assigned to such exposures in accordance with paragraph 2; 

c) In 2025, the risk weight to be applied to exposure values shall be al 100% of the risk weight 

assigned to such exposures in accordance with paragraph 2. 

6. When the competent authorities of a third country that applies supervisory and regulatory 

arrangements that are at least equivalent to those applied in the Principality of Andorra assigns 

a risk weight less than that indicated in paragraphs 1 and 2 to the exposures to its central 

government and its central bank denominated and financed in the national currency, institutions 

may risk weight these exposures in the same manner. 

For the purposes of this paragraph, the AFA may adopt, upon the prior request of an institution, 

a decision as to whether a third country applies prudential supervisory and regulatory 

requirements that are at least equivalent to those applied in the Principality of Andorra. 



7. For the purposes of paragraph 6, it is considered that the countries of the EU apply prudential 

supervisory and regulatory arrangements equivalent to those applied in the Principality of Andorra. 

On the other hand, when the prudential supervisory and regulatory arrangements of a third 

country have been recognised by the European Commission as equivalent to those applied in 

the EU for the purposes of paragraph 7 of Article 114 of Regulation (EU) No 575/2013, it is 

considered that these prudential supervisory and regulatory arrangements of the third country are 

equivalent to those of the Principality of Andorra, for the purposes of paragraph 6 of Article 80. 

Article 81. Exposures to regional governments or local authorities 

1. The exposures to the municipal (communal) administrations and the regional governments or 

local authorities of third countries shall have the same risk weight as the exposures to 

institutions, unless they are treated as  exposures to central governments according to the 

provisions laid down in paragraphs 2 or 4 or the receive a risk weight as specified in paragraph 

6. The preferential treatment of the short-term exposures indicated in paragraph 2 of Article 85, 

and in paragraph 2 of Article 86 shall not apply. 

2. Exposures to the municipal (communal) administrations of the Principality of Andorra shall be 

applied a risk weight of 0%. The exposures to regional governments or to the local authorities 

of countries of the EU shall receive the same treatment as the exposures to the central 

government of the jurisdiction in which they are established, when there is no risk  difference 

between these exposures because of the specific revenue-raising powers of the former and the 

existence of specific institutional agreements, the effect of which is to reduce their risk of 

default. 

3. The exposures to churches or to religious communities constituted in the form of a legal 

person under public law shall, insofar as they raise taxes in accordance with legislation that 

grants them the right to so, be treated as exposures to regional governments and local 

authorities. In this case, paragraph 2 shall not apply. 

4. When the competent authorities of a third country that applies supervisory and regulatory 

arrangements that are at least equivalent to those applied in the Principality of Andorra applies 

the same treatment to the exposures to regional governments and local authorities as that 

applied to exposures to their central government, and when there is no difference of risk 

between these exposures to the specific capacity of the regional governments and of the local 

authorities to raise revenue and the existence of specific institutional mechanisms to reduce the 

risk of default, the institutions may weigh the exposures to these regional governments and local 

authorities in the same way. 

For the purposes of this paragraph, the AFA may adopt, upon the prior request from an 

institution, a decision as to whether a third country applies supervisory and regulatory 

arrangements that are at least equivalent to those applied in the Principality of Andorra. 

5. For the purposes of paragraph 4, it is considered that the countries of the EU apply prudential 

supervisory and regulatory arrangements equivalent to those applied in the Principality of 

Andorra. On the other hand, when the prudential supervisory and regulatory arrangements of a 

third country have been recognised by the European Commission as equivalent to those applied 

in the EU for the purposes of paragraph 4 of Article 115 of Regulation (EU) No 575/2013, it is 



considered that these prudential supervisory and regulatory arrangements of the third country 

are equivalent to those of the Principality of Andorra, for the purposes of paragraph 4 of Article 81. 

6. Exposures to regional governments and local authorities of Member States of the UE not 

included in paragraphs 2 and 4 and which are denominated and financed in the national 

currency of the relevant regional government or local authority receive a risk weight of 20%. 

Article 82. Exposures to public sector entities 

1. Exposures to public sector entities for which a credit assessment carried out by a nominated 

ECAI is not available, shall be assigned a risk weight according to the credit quality step assigned 

to the exposures to the central government of the country in which the public sector entity is 

incorporated, in accordance with Table 2 below.+ 

Table 2 

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

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

For exposures to public sector entities incorporated in countries in which the central 

government does not have a credit rating, the risk weight to be applied by the institutions shall 

be 100%. 

2. The exposures to public sector entities for which a credit assessment carried out by a 

nominated ECAI is available shall be treated in accordance with what is established in Article 86. 

The preferential treatment for short-term exposures indicated in paragraph 2 of Article 85 shall 

not be applied to these entities and neither shall those set out in paragraph 2 of Article 86. 

3. For exposures to public sector entities with an original maturity of three months or less, the 

risk weight to be applied shall be 20%. 

4. In exceptional circumstances, exposures to public sector entities may receive the same 

treatment as exposures to the central government, the regional government or local authority 

of the jurisdiction in which they are established, when in the opinion of the competent 

authorities of this jurisdiction, there is no difference in risk between these exposures because 

of the existence of an adequate guarantee by the central government, regional government or 

local authority. 

5. When the competent authorities of the jurisdiction of a third country that applies supervisory 

and regulatory arrangements at least equivalent to those applied in the Principality of Andorra 

treats exposures to public sector entities in the same way as that set out in paragraphs 1 or 2, 

the institutions may risk weight exposures to these public sector entities in the same way. 

Otherwise, institutions shall apply a risk weight of 100%. 

For the purposes of this paragraph, the AFA may adopt a decision, upon a previous request made 

by an institution, as to whether a third country applies prudential supervisory and regulatory 

requirements that are at least equivalent to those applied in the Principality of Andorra. 



6. For the purposes of paragraph 5, it is considered that the countries of the EU apply prudential 

supervisory and regulatory arrangements equivalent to those applied in the Principality of 

Andorra. On the other hand, when the prudential supervisory and regulatory arrangements of a 

third country have been recognised by the European Commission as equivalent to those applied 

in the EU for the purposes of paragraph 4 of Article 115 of Regulation (EU) No 575/2013, it is 

considered that these prudential supervisory and regulatory arrangements of the third country 

are equivalent to those of the Principality of Andorra, for the purposes of paragraph 5 of Article 82. 

Article 83. Exposures to multilateral development banks 

1. Exposures to multilateral development banks not included in paragraph 2 shall be treated in 

the same way as exposures to institutions. The preferential treatment for short-term exposures 

as specified in paragraph 2 of Article 85, paragraph 2 of Article 86 and paragraph 3 of Article 87 

shall not be applied. 

The Inter-American Investment Corporation, the Black Sea Trade and Development Bank, the 

Central American Bank for Economic Integration and the CAF-Development Bank of Latin 

America shall be considered multilateral development banks. 

2. Exposures to the following multilateral development banks shall be assigned a risk weight of 0%: 

a) The International Bank for Reconstruction and Development; 

b) The International Finance Corporation; 

c) The Inter-American Development Bank; 

d) The Asian Development Bank; 

e) The African Development Bank; 

f) The Council of Europe Development Bank; 

g) The Nordic Investment Bank; 

h) The Caribbean Development Bank; 

i) The European Bank for Reconstruction and Development; 

j) The European Investment Bank; 

k) The European Investment Fund; 

l) The Multilateral Investment Guarantee Agency; 

m) The International Finance Facility for Immunisation; 

n) The Islamic Development Bank. 



3. A risk weight of 30% shall be assigned to the portion of unpaid capital subscribed to the 

European Investment Fund. 

Article 84. Exposures to international organisations 

Exposures to the following international organisations shall be assigned a risk weight of 0%: 

a) The European Union; 

b) International Monetary Fund; 

c) The Bank for International Settlements; 

d) The European Financial Stability Facility; 

e) The European Stability Mechanism; 

f) An international financial institution established by two or more Member States of the EU 

which has the purpose to mobilise funding and provide financial assistance to the benefit of its 

members that are experiencing or threatened by severe financing problems. 

Article 85. Exposures to institutions  

1. Exposures to institutions for which a credit assessment carried out by a nominated ECAI is 

available shall be risk-weighted in accordance with Article 86. Exposures to institutions for which 

a credit assessment carried out by a nominated ECAI is not available shall be risk-weighted in 

accordance with what is established in Article 87. 

2. Exposures to institutions with a residual maturity of three months or less, denominated and 

funded in the national currency of the borrower, shall be assigned a risk weight that is one 

category below the preferential  risk weight, as described in paragraphs 4 to 6 of Article 80, 

assigned to exposures to the central government in which the institution is incorporated. 

3. No exposures with a residual maturity of three months or less, denominated and funded in 

the national currency of the borrower, shall be assigned a risk weight that is less than 20%. 

4. Exposures to an institution in the form of minimum reserves required by the ECB or by the 

central banks of the Member States of the EU shall receive the same risk weight as exposures to 

central banks of the Member States of the EU, provided that: 

a) The reserves are held in accordance with Regulation (EC) No. 1745/2003 of the ECB of 12 

September 2003 on the application of minimum reserves or subsequent regulations that replace 

it posteriors, or in accordance with national requirements that are equivalents in all material 

aspects to those envisaged in this Regulation; 

b) In the event of the bankruptcy or insolvency of the institution in which the reserves are held, 

these reserves are fully repaid and in a timely manner to the institution and are not used to 

meet other liabilities of the institution. 



5. Exposures to an Andorran credit institution or that of a Member State of the EU corresponding 

to investments in which the deposit guarantee reserve or the investment guarantee reserve set 

out in the first additional provision of Law 20/2018 of 13 September, regulating the Andorran 

Deposit Guarantee Fund and the Andorran System of Investment Guarantees is materialised, 

receive the same weight as exposures to the central government of the Principality of Andorra. 

6. Exposures to financial institutions authorized and supervised by the competent authorities 

and subject to prudential requirements comparable to those applied to the institutions in terms 

of robustness shall be treated in the same way as exposures to institutions. 

Article 86. Exposures to rated institutions 

1. Exposures to institutions with a residual maturity of more than three months for which a 

credit assessment by a nominated ECAI is available shall be assigned a risk weight in accordance 

with what is established in Table 3, which corresponds to the credit assessment of the ECAI in 

accordance with what is established in Article 102. 

Table 3 

Credit quality step  1 2 3 4 5 6 

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

2. Exposures to an institution with a residual maturity of up to three months for which a credit 

assessment by a nominated ECAI is available, shall be assigned a risk weight in accordance with 

what is established in Table 4, which corresponds to the credit assessment of the ECAI in 

accordance with what is established in Article 102. 

Table 4 

Credit quality step  1 2 3 4 5 6 

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

3. The interaction between the treatment of short-term credit assessment in accordance with 

what is established in Article 97 and the preferential treatment general of short-term exposures 

set out in paragraph 2 shall be as follows: 

a) If there is no short-term exposure assessment, the preferential treatment general for short-

term exposures, as specified in paragraph 2 shall apply to all exposures to institutions with a 

residual maturity of up to three months; 

b) When there is a short-term assessment and this assessment determines the application of a 

more favourable or identical risk weight than the use of the general preferential treatment for 

short-term exposures set out in paragraph 2, then the short-term assessment shall be used for 

this specific exposure only. The others short-term exposures shall receive the preferential 

treatment general applicable to the short-term exposures as specified in paragraph 2; 



c) When there is a short-term assessment and this assessment determines the application of a 

risk less favourable weight than the use of the general preferential treatment short-term 

exposures set out in paragraph 2, then the general preferential treatment for short-term 

exposures shall not be used, and consequently, all unrated short-term claims shall be assigned 

the risk weight as that applied by this short-term assessment. 

Article 87. Exposures to unrated institutions 

1. Exposures to institutions for which a credit assessment carried out by a nominated ECAI is not 

available shall be assigned a risk weight according to the credit quality assigned to the exposures 

to the central government of the country in which the institution is incorporated, in accordance 

with Table 5. 

Table 5 

Credit quality step assigned to the central Government 1 2 3 4 5 6 

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

2. For exposures to unrated institutions incorporated in third countries where the central 

government has no credit rating, the risk weight shall be 100%. 

3. For exposures to unrated institutions with an original effective maturity of three months or 

less, the risk weight shall be 20%. 

4. Notwithstanding paragraphs 2 and 3, for exposures to unrated institutions concerning trade 

finance transactions that are short-term self-liquidating transactions, linked to trade in goods 

and services, with a residual maturity of up to one year referred to in point 63 of paragraph 1 of 

Article 4, the risk weight to be applied shall be 50% and when the maturity of these exposures 

is 30 days at most, the risk weight shall be 20%. 

Article 88. Exposures to corporates 

1. The exposures in relation to which credit assessment carried out by a nominated ECAI is 

available shall be assigned a risk weight in accordance with table 6, which corresponds to the 

credit assessment of the ECAI in accordance with what is established in Article 102. 

Table 6 

Credit quality step  1 2 3 4 5 6 

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

2. Exposures for which this credit assessment is not available shall be assigned a risk weight of 

100% or that assigned to exposures to the central government of the jurisdiction in which the 

corporate is incorporated, if the later were higher, except for publicly-owned companies  under 

Andorran law that meet the criteria defined by the AFA through a technical communiqué to 



bring them into line with exposures to the central government of the State. This communiqué 

shall be issued as soon as this Regulation becomes applicable. 

Article 89. Retail exposures 

Exposures that meet the following criteria shall be assigned a risk weight of 75%: 

a) The exposure shall either be to a natural person or persons or to a small or medium-sized 

enterprise (SME). 

b) The exposure shall be one of a significant number of exposures with similar characteristics in 

such a way that the risks associated with such lending are substantially reduced. 

c) The total amount owed to the institution and parent undertakings and its subsidiaries, 

including any exposure in default, by the obligor client or group of connected, but excluding, 

however, exposures, fully and completely secured on immovable residential property collateral 

that have been assigned to the exposure category set out in letter (a) and Article 78, shall not, 

to the knowledge of the institution, exceed 1 million euros. The institution shall take reasonable 

steps to acquire this knowledge. 

Exposures in third countries to small or medium-sized enterprises shall follow the criteria 

defined in this matter by the competent authority of the third country in question. In the 

absence of a definition of a small or medium-sized enterprise in a third country in which the 

institution has an exposure to this type of enterprise, the criteria defined for small or medium-

sized enterprises in the Principality of Andorra shall be applied. 

Institutions shall have a period of one year from the coming into effect of this Regulation to 

obtain the financial-economic information of the enterprises that can be classified as small or 

medium-sized enterprises in order to receive the favourable treatment envisaged in letter (a) of 

this article. 

Securities shall not be eligible for the retail exposure class. 

Exposures that do not fulfil the requirements of letters (a) to (c) of the first paragraph of this 

article shall not be eligible for the retail exposure class. 

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

Article 90. Exposures secured by mortgages on immovable property  

1. An exposure, or any part of an exposure, full secured by a mortgage on immovable property 

shall receive a risk weight of 100%, when the conditions set out in Articles 91 or 92 are not met, 

except for any part of the exposure that is classified in another exposure class. The part of the 

exposure that exceeds the mortgage value of the property shall be assigned a risk weight 

applicable to the unsecured exposures of the counterparty involved. 



The part of an exposure treated as fully secured by immovable property shall not be higher than 

the pledged amount of the market value or the mortgage lending value of the immovable 

property in question. 

2. Based on the data collected by virtue of Article 62 and any other relevant indicators, the AFA 

shall periodically, and at least annually, ass whether the risk weight of 35%, referred to in Article 

91, assigned to the exposures secured by mortgages on residential immovable property, as well 

as the risk weight of 50%, referred to in Article 92, assigned to the exposures secured on 

commercial immovable property locate in the Principality of Andorra or in third countries, is 

appropriately based on the following aspects: 

a) The loss experience of exposures secured by immovable property; 

b) The future perspectives of immovable property markets developments. 

The AFA may set, where appropriate, a higher risk weight or stricter criteria than those set out 

in paragraph 2 of Article 91 and paragraph 2 of Article 92, on the basis of financial stability 

considerations. 

For exposures secured by mortgages on residential immovable property, the AFA may set, 

through a technical communiqué a risk weight at a percentage from 35% through 150%, both 

for exposures located in the Principality of Andorra and those in third countries. 

For exposures secured by mortgages on commercial immovable property, the AFA may set, 

through a technical communiqué a risk weight at a percentage from 50% through 150%, both 

for exposures located in the Principality of Andorra and those in third countries. 

Within these ranges, the higher risk weight shall be set based on the loss experience and taking 

into account the future perspectives of real estate market in the Principality of Andorra and third 

countries in which the institutions have relevant exposures, as well as financial stability 

considerations. When the assessment demonstrates that the risk weights set out in paragraph 

2 of Article 91 and paragraph 2 of Article 92 do not reflect the actual risks related to each of the 

of the property segments of these exposures, fully secured by mortgages on residential or on 

commercial immovable property, the AFA shall set higher risk weights for these property 

segments of exposure corresponding to the actual risks. 

The AFA shall consult the Ministry responsible for finance on the adjustments of the risk weights 

and the criteria applied, which will be calculated in accordance with criteria set out in this 

paragraph as well as the conditions defined in letter (b) of paragraph 4. 

3. When the AFA sets a higher risk weight or stricter criteria, Institutions shall have a transitional 

period of six months to apply the new risk weight. The AFA shall publish on its website the risk 

weights and the criteria observed in the setting of risk weights that are higher than the lower 

values of the ranges set out in paragraph 2 applicable to the exposures secure by mortgages on 

residential and commercial immovable property located in the Principality of Andorra, or the 

risk weights that are different to the risk weights set on these same types of exposures by other 

competent authorities of third countries in which the institutions have relevant exposures in 

these jurisdictions. 



4. The Ministry responsible for finance shall draft the regulatory technical standards to specify 

the following: 

a) The rigorous criteria for the assessment of the mortgage lending value envisaged in paragraph 1; 

b) The conditions envisaged in paragraph 2 that the AFA shall take into account when 

determining higher risk weights, in particular the term of “financial stability regulations”. 

Article 91. Exposures fully and completely secured by mortgages on residential property 

1. Unless the AFA decides otherwise in accordance with paragraph 2 of Article 90, exposures 

fully and completely secured by mortgages on residential immovable property shall be treated 

in the following way: 

a) Exposures of any part of these exposures, fully and completely secured by mortgages on 

residential immovable property which is or shall be occupied or let by the owner or the beneficial 

owner in the case of personal investment companies personal, shall be assigned a risk weight of 

35%; 

b) The exposures to a tenant under a property leasing transaction concerning residential 

immovable property in which the institution is the lessor and the tenant has an option to 

purchase the property shall be assigned a risk weight of 35%, provided that the exposure of the 

institution is fully and completely secured by the ownership of the property in question. 

2. Institutions shall consider an exposure, or a part of this exposure as fully and completely 

secured for the purposes of paragraph 1 only when the following conditions are met: 

a) The value of the property shall not substantially depend on the credit quality of the owner. 

When determining the scope of this dependence, institutions may exclude situations where 

purely macroeconomic factors affect both the value of the property and the borrower’s capacity 

to comply; 

b) The risk of the borrower shall not depend substantially on the performance of the underlying 

property or project, but on the underlying capacity of the borrower to repay the debt from other 

sources, in such a way that the repayment of the facility does not depend substantially on any 

cash flow generated by the underlying property as collateral. In relation to those other sources, 

institutions shall determine the maximum loan-to-income ratios within the framework of their 

lending policy and they shall obtain suitable evidence of the relevant income when granting the 

loan; 

c) The requirements set out in Article 122 and the valuation rules established in paragraph 1 of 

Article 140 are met; 

d) Unless otherwise determined under paragraph 2 of Article 90, the part of the loan to which 

the risk weight of 35% is assigned does not exceed 80% of the market value of the property 

concerned, or 80% of its mortgage lending value. 



3. Institutions may decide not to apply the provisions of letter (b) of paragraph 2, concerning the 

exposures fully and completely secured by mortgages on residential immovable property 

situated within the territory of a third country, when the competent authority of this country 

has published data showing that a well-developed and long-established residential property 

market is present in that territory, with loss rates that do not exceed the following limits: 

a) Losses stemming from loans secured by residential property up to 80% of the market value or 

80% of the mortgage lending value (unless otherwise decided in accordance with paragraph  2 

of Article 90) do not exceed 0.3% of the outstanding loans secured by residential immovable 

property in any given year; 

b) Overall losses stemming from loans secured by residential property do not exceed 0.5% of 

the outstanding loans secured by residential immovable property in any given year. 

4. If either of the limits referred to in paragraph 3 is not satisfied in a given year, it shall be no 

longer possible to use paragraph 3, and the condition contained in point b of paragraph 2 shall 

apply until the conditions of paragraph 3 are satisfied in a subsequent year . 

Article 92. Exposures fully and completely secured by mortgages on commercial immovable 

property 

1. Unless otherwise decided by the AFA by virtue of paragraph 2 of Article 90, exposures fully 

and completely secured by mortgages on commercial immovable property shall be treated in 

the following manner: 

a) The exposures, or any part of these exposures fully and completely secured by mortgages on 

offices or other commercial premises shall be assigned a risk weight of 50%; 

b) Exposures related to property leasing transaction involving offices or other commercial 

premises in which the institution is the lessor and the tenant has a purchase option over the 

property may be assigned a risk weight of 50%, provided that the exposure of the institution is 

fully and completely secured by its ownership of the property in question. 

2. Institutions shall only consider an exposure, or a part of the exposure, is fully and completely 

secured for the purposes of paragraph 1 when the following conditions are met: 

a) The value of the property shall not materially depend on the credit quality of the borrower. 

When determining the scope of such dependence, institutions may exclude situations in which 

purely macro-economic factors affect both the value of the property and the capacity of the 

borrower to comply; 

b) The risk of the borrower shall not materially depend upon the performance of the underlying 

property or project, but rather on the underlying capacity of the borrower to repay the debt 

from other sources, in such a way that the repayment of the facility does not materially depend 

no on any cash flow generated flux by the underlying property that serves as collateral; 

c) The requirements set out in Article 122 are met; 



d) The 50% risk weight applicable, unless otherwise provided for in accordance with paragraph  

2 of Article 90, shall be assigned to a part of the loan that does not exceed 50% of the market 

value of the property or, in third countries that have established rigorous criteria to assess the 

mortgage lending value through statutory or regulatory provisions, 60% of its mortgage lending 

value, unless otherwise provided for in accordance with paragraph 2 of Article 90. 

3. Institutions may decide not to apply what is established in letter (b) of paragraph 2 with regard 

to the exposures fully and completely secured by mortgages on commercial property situated 

in the territory of a third country, when the competent authority of this country has published 

data that show the presence in this territory of a well-developed and long-established market in 

commercial immovable property, with loss rates that do not exceed the following limits: 

a) Losses stemming from loans collateralised by commercial immovable property up to 50% of 

the market value or 60% of the mortgage lending value, unless otherwise provided for by virtue 

of paragraph 2 of Article 90, do not exceed 0.3% of the outstanding loans collateralised by 

commercial immovable property; 

b) Total losses stemming from loans collateralised by loans collateralised by commercial 

immovable property do not exceed 0.5% of the outstanding loans collateralised commercial 

immovable property. 

4. If any of the limits referred to in paragraph 3 are not fulfilled in a given year, the eligibility to 

use paragraph 3 shall cease, and the condition of letter (b) of paragraph 2 shall be applied until 

the conditions of paragraph 3 in a subsequent year are met. 

Article 93. Exposures in default 

1. The unsecured part of any item, where the obligor has defaulted in accordance with point 111 

of paragraph 1 of Article 4, or, in the case of retail exposures, the unsecured part of any credit 

facility, which has defaulted, shall be assigned a risk weight of: 

a) 150%, when the specific credit risk adjustments are less than 20% of the unsecured part of 

the exposure value without these adjustments; 

b) 100%, when the specific credit risk adjustments are not less than 20% of the unsecured part 

of the exposure value without these adjustments. 

2. For the purpose of determining the secured part of a past due item, eligible collateral and 

guarantees shall be those eligible for credit risk mitigation in accordance with Section Three. 

3. The exposure value remaining, after specific credit risk adjustments of exposures fully and 

completely secured by mortgages on residential immovable property, in accordance with Article 

91, shall be assigned a risk weight of 100%, if a default has occurred in accordance with point 

111 of paragraph 1 of Article 4. 

4. The exposure value remaining, after specific credit risk adjustments of exposures fully and 

completely secured by mortgages on commercial immovable property, in accordance with 



Article 92, shall be assigned a risk weight of 100%, if a default has occurred in accordance with 

point 111 of paragraph 1 of Article 4. 

Article 94. Items associated with particularly high risk 

1. Institutions shall assign, where appropriate, a risk weight of 150% to exposures, including 

exposures in the form of shares or units in collective investment undertakings, that are 

associated with particularly high risks. 

2. Exposures with particularly high risks shall include any of the following exposures: 

a) Investments in venture capital firms; 

b) Investments in AIFs except when the mandate of the fund does not allow a leverage using 

derivative financial instruments higher than the total net value of the portfolio of the fund; 

c) Investments in private equity; 

d) Speculative immovable property financing. 

3. When assessing whether an exposure other than the exposures referred to in paragraph 2 is 

associated with a particularly high risk, the entities shall take into account the following risk 

characteristics: 

a) There is a high risk of loss as a result of a default of the obligor; 

b) It is impossible to assess adequately whether the exposure falls under point a. 

4. Using a technical communiqué, the AFA may draw up guidelines or adopt guidelines of 

internationally recognised bodies to specify what types of exposures are associated with 

particularly high risks and under what circumstances. 

Article 95. Exposures in the form of covered bonds 

1. To be eligible for the preferential treatment established in paragraphs 4 and 5, the bonds 

referred to in 4 of Article 22 of Law 10/2008 of 12 June regulating collective investment 

undertakings under Andorran law (hereinafter, “covered bonds”) shall meet the requirements 

established in paragraph 7 and they shall be collateralised by any of the following eligible assets: 

a) Exposures to central governments, central banks, public sector entities, regional governments 

or local authorities, both in the Principality of Andorra and in other countries of the EU or which 

are guaranteed by these. 

b) Exposures to central governments and central banks of third countries, multilateral 

development banks and international organisations, or guaranteed by these, that qualify for 

credit step 1 in accordance with this paragraph, and the exposures to public sector entities, 

regional governments and local authorities of third countries, or guaranteed by these, that 

receive the same risk weight as exposures to institutions or central governments and central 



banks, in accordance with paragraphs 1 or 2 of Article 81, or in paragraphs 1, 2 and 4 of Article 

82, respectively, and which qualify for credit quality step 1 in accordance with this paragraph, 

as well as exposures in the sense set out in this point that qualify at least for credit quality step  

2 in accordance with this paragraph, provided that do not exceed 20% of the nominal amount 

of the outstanding covered bonds of the issuing institution. 

c) Exposures to institutions that qualify for the credit quality step 1 as set out in this paragraph. 

The total exposure of these characteristics shall not exceed 15% of the nominal amount of the 

outstanding covered bonds of the issuing institution. Exposures to institutions domiciled in a 

Member Country of the EU with a maturity not exceeding 100 days shall not be subject to the 

credit quality step 1, but these institutions shall qualify for at least credit step 2, in accordance 

with this paragraph. 

d) Loans secured by: 

i) Residential immovable property up to the lesser of the principal amount of the liens that 

are combined with any prior liens, and 80% of the valued of the pledged properties; or 

ii) Senior units issued by securitisation entities authorized and governed by the national 

legislation of a Member State of the EU that securitise exposures related to residential 

immovable property. In the event of such senior units being used as collateral, the special 

public supervision per to protect the bond holders referred to in paragraph 4 of Article 22 of 

Law 10/2008 of 12 June regulating collective investment undertakings under Andorran law 

shall ensure that the assets underlying these units are, at any time while they are included in 

the cover pool, composed of at least 90%, of residential mortgages combined with any prior 

liens up to the lesser amount of the principal amounts due under the units, the principal of 

the liens and 80% of the value of the pledged properties, that the units qualify for the credit 

quality step 1 in accordance with this paragraph and that these units do not exceed 10% of 

the nominal amount of the outstanding issue; 

e) Loans secured by: 

i) Commercial immovable property up to the lesser amount of the principal amount of the 

liens, combined with any prior liens, and 60% of the value of the pledged properties; or 

ii) Senior units issued by securitisation entities authorized and governed by the national 

legislation of a Member State of the EU that securitise exposures related to commercial 

immovable property. In the event of such senior units being used as collateral, the special 

public supervision to protect the bond holders referred to in paragraph 4 of Article 22 of Law 

10/2008 of 12 June regulating collective investment undertakings under Andorran law shall 

ensure that the assets underlying assets of these units are, at any time while they are 

included in the cover pool, composed of at least 90%, of commercial mortgages combined 

with any prior liens up to the lesser amount of the principal amounts due under the units, 

the principal of the liens and 60% of the value of the pledged properties, that the units qualify 

for the credit quality step 1 in accordance with this paragraph and that these units do not 

exceed 10% of the nominal amount of the outstanding issue. 



The loans guaranteed by commercial immovable property are eligible when the loan/value ratio 

is higher than 60% up to a maximum of 70%, if the total value of the assets pledged to cover the 

covered bonds exceed the pending nominal amount of the covered  good by at least 10% and 

the claim of the bond holder meets the legal certainty requirements established in the Section 

Three. The claim of the bond holder shall take priority over all other claims on the collateral; 

f) Loans guaranteed by maritime liens on ships, up to the difference between the 60% of the 

value of the pledged ship and the value of any prior maritime liens. 

For the purposes of letter (c), point (ii) of letter (d) and point (ii) of letter (e) of paragraph 1, the 

limits to which these points refer shall not apply to exposures caused by the transmission and 

management of payments of the obligors, or liquidation proceeds in respect of loans secured by 

pledged properties of the senior units or debt securities. 

The AFA may partly waive what is set out in letter (c) of paragraph 1 and authorise credit quality 

step 2 in relation to a total exposure of up to 10% of the nominal amount of the outstanding 

covered bonds of the issuing institution, provided that it can be shown that the application of 

the credit quality  step 1 requirement set out in this letter would result in significant potential 

concentration problems both in the domestic scene and in third countries. 

2. The situations mentioned in letters (a) to e of paragraph 1 shall also include collateral that is 

exclusively restricted by legislation to the protection of the bond holders against possible losses. 

3. Institutions shall meet, with regard to the immovable property that collateralise covered 

bonds, the requirements established in Article 122. 

4. The covered bonds for which a credit assessment by a nominated ECAI is available shall be 

assigned a risk weight according to Table 6 bis, which corresponds to the credit assessment of 

the ECAI in accordance with what is established in Article 102. 

Table 6 bis 

Credit quality step  1 2 3 4 5 6 

Risk weight 10 % 20 % 20% 50% 50% 150% 

5. The covered bonds for which a credit assessment carried out by a nominated ECAI is not 

available shall assigned a risk weight on the basis of the risk weight assigned to senior unsecured 

exposures to the issuing institution. The following correspondence between risk weights shall 

apply: 

a) When the risk weight of the exposures to the institution is 20%, the covered bond shall be 

assigned a risk weight of 10%; 

b) When the risk weight of the exposures to the institution is 50%, the covered bond shall be 

assigned a risk weight of 20%; 



c) When the risk weight of the exposures to the institution is 100%, the covered bond shall be 

assigned a risk weight of 50%; 

d) When the risk weight of the exposures to the institution is 150%, la the covered bond shall be 

assigned a risk weight of 100%. 

6. Covered bonds issued before 31 December 2012 are not subject to the requirements of 

paragraphs 1 and 3. They are eligible for the preferential treatment referred to in paragraphs 4 

and 5 until their maturity. 

7. Exposures in the form of covered bonds are eligible for the preferential treatment, provided 

that the institution that invests in the covered bonds can show the AFA the following: 

a) That it receives information on the portfolio, at least in relation to: 

i) The value of the cover pool and the outstanding covered bonds; 

ii) The geographical distribution and type of cover assets, loan size, interest rate and 

exchange risk; 

iii) The maturity structure of the cover assets and covered bonds; 

iv) The percentage of loans more than 90 days past due; 

b) The issue makes the information referred to in letter (a) available to the institution at least 

every six months. 

Article 96. Items representing securitisation positions 

Risk-weighted exposures corresponding to securitisation positions shall be calculated in 

accordance with Section Four. 

Article 97. Exposures to institutions and corporates with a short-term credit assessment 

Exposures to institutions and exposures to corporates for which a short-term credit assessment 

carried out by a nominated ECAI is available shall receive a risk weight according to Table 7, 

which corresponds to the credit assessment of the ECAI. 

Table 7 

Credit quality step  1 2 3 4 5 6 

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

Article 98. Exposures in the form of units or shares in collective investment undertakings (CIUs) 

1. Exposures in the form of units or shares in collective investment undertakings shall be 

assigned a risk weight of 100%, unless the institution applies the credit risk assessment method 



set out in paragraph 2, the look-through approach envisaged in 4 or the of the average risk 

weight method laid out in 5, when the conditions of paragraph 3 are met. 

2. The exposures in the form of units or shares in CIUs in relation to for which a credit assessment 

carried out by a nominated ECAI  is available shall receive the risk weight established in Table 8, 

which corresponds to the credit assessment of the ECAI in accordance with what is established 

in Article 102. 

Table 8 

Credit quality step  1 2 3 4 5 6 

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

3. Institutions may determine the risk weight of a CIU in accordance with paragraphs 4 and 5, 

provided that the following eligibility criteria are met: 

a) It is a CIU under Andorran law or of a third country that is managed by a company subject to 

supervision, and the following conditions are met: 

i) The supervision of the management company of the CIU is considered equivalent to that 

which is applied in the Principality of Andorra; 

ii) There is sufficient cooperation between the AFA and the competent authority of the third 

country; 

b) The complete prospectus or equivalent document of the CIU indicates the following: 

i) The asset categories in which the CIU is authorised to invest; 

ii) If investment limits apply, the relative limits applied, and the methodologies used to 

calculate them; 

c) The activities of the CIU are subject to a report presented on at least an annual basis, in such 

a way that an assessment can be made of the assets and liabilities, as well as the income and 

operations during the period of reference. 

4. When the institution is aware of the underlying exposures of a CIU, it may take them into 

account in order to calculate an average risk weight for its exposures in the form of units or 

shares in the CIU in accordance with the methods indicated in this paragraph. Where an 

underlying exposure of the CIU is itself an exposure in the form of shares or units in another CIU 

which fulfils the criteria of paragraph 3, the institution may take the underlying exposures of this 

other CIU into consideration. 

5. When the institution is not aware of the underlying exposures of a CIU, it may calculate an 

average risk weight for its exposures in the form of units or shares in the CIU in accordance with 

the methods referred to this paragraph; therefore, it shall assume the CIU first invests, to the 

maximum extent permitted under its mandate, in the exposure classes attracting the highest 



capital requirements, and then continues making investments in descending order until the 

maximum total investment limit is reached. 

Institutions may rely on the following third parties to calculate and report, in accordance with 

the methods envisaged in paragraphs 4 and 5, the risk weight of the CIU: 

a) The depository institution or the depository financial institution of the CIU, provided that the 

CIU invests exclusively in securities and deposits all securities in this depository institution or 

depository financial institution; 

b) When the CIU is not covered by the provisions of letter (a), the management company of the CIU, 

provided that CIU management company meets the criteria set out in letter (a) of paragraph 3. 

The correctness of the calculation referred to in paragraph 1 shall be confirmed by an external 

auditor. 

Article 99. Equity exposures 

1. The following exposures shall be considered equity exposures: 

a) Non-debt exposures conveying a subordinated, residual claim on the assets or income of the 

issuer; 

b) Debt exposures and other securities, partnerships, derivatives or other vehicles, the economic 

substance of which is similar to that of the exposures specified in letter (a). 

2. Equity exposures shall be assigned a risk weight of 100%, unless they are required to be 

deducted in accordance with Title II, assigned a risk weight of 250% in accordance with 

paragraph 4 of Article 31, or a risk weight of 1.250% in accordance with paragraph 3 of Article 

56, or treated as high risk items in accordance with Article 94. 

3. Investments in variable income or regulatory capital instruments issued by institutions shall 

be classified as equity claims, unless they are deducted from own funds, or receive a risk weight 

of 250% in accordance with paragraph 4 of Article 31 or treated as high risk items in accordance 

with Article 94. 

Article 100. Other items 

1. Tangible assets, in accordance with the accounting framework, shall receive a risk weight of 

100%. 

2. Prepayments and accrued income foe which an institution is unable to determine the 

counterparty in accordance with the accounting framework shall be assigned a risk weight of 100%. 

3. Cash items in the process of collection shall be assigned a risk weight of 20%. Cash in hand 

and equivalent cash items shall be assigned a risk weight of 0%. 



4. Gold bullion held in own vaults or deposited in custody, to the extent backed by bullion 

liabilities shall be assigned a risk weight of 0%. 

5. In the case of asset sale and repurchase agreements, and outright forward purchases, the risk 

weights shall be those corresponding to the assets in question and not to the counterparties of 

the transactions. 

6. When an institution provides credit protection for a number of exposures, on the condition 

that the nth default among the exposures shall trigger payment and that this credit event shall 

terminate the contract, and when the product has an external credit assessment carried out by 

an ECAI, the risk weights assigned in Section Four shall be assigned. If the product does not have 

a rating from an ECAI, , the risk weights of the exposures included in the basket will be 

aggregated, excluding n-1 exposures, up to a maximum of 1.250%, and multiplied by the nominal 

amount of the protection provided by the credit derivative to obtain the value of the risk-

weighted assets. To determine the n-1 exposures to be excluded from the aggregation, shall be 

determined on the basis that they shall include those exposures that individually produce a 

lower risk-weighted exposure amount than any of exposures included in the aggregation. 

7. In the case of leases, the exposure value shall be the discounted minimum lease payments. 

Minimum lease payments shall be the payments that the lessee is or can be obliged to make, 

during the term of the lease as well as any bargain obtain that has a reasonable probability of 

being exercised. In the event of a party other than the lessee being required to make a payment 

in relation to the residual value of a leased asset and that payment conditions meets all the 

requirements set out in Article 116, concerning the eligibility of the eligible of protection 

providers, as well as the requirements for recognising other types of guarantees provided for in 

Articles 126 to 128, the payment obligation may be taken into consideration as unfunded credit 

protection, in accordance with Section Three. These exposures shall be assigned to the relevant 

exposure class in accordance with Article 78. When the exposure is the residual value of leased 

assets, the risk-weighted exposure is calculated in the following manner: 1 / t × 100% × residual 

value, where “t” is the greater of 1 and the nearest number of whole years of the lease remaining. 

Article 101. Use of credit assessments by ECAIs 

1. In accordance with what is established in letter (a) of paragraph 2 of Article 68 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, institutions may use, to determine the risk weight of an exposure in 

accordance with this section, an external credit assessment that has been issued by an ECAI or 

confirmed by an ECAI established in the EU and registered in accordance with Regulation (EC) 

No. 1060/2009 of the European Parliament and of the Council of 16 September 2009, on credit 

rating agencies, or a subsequent regulation that replaces it. 

2. Institutions shall use the correspondence between the credit quality step established in this 

section and the relevant credit assessments of the ECAI established in the EU and recorded in 

accordance with Regulation (EC) No. 1060/2009 that they designate, as established by the 

European Banking Authority by virtue of paragraphs 1 and 3 of Article 136 of Regulation (EU) No 

575/2013 of the European Parliament and of the Council of 26 June 2013, on the prudential 

requirements of the credit institutions and investment firms, or a  subsequent regulation that 

replaces it. 



3. Notwithstanding the provisions of paragraphs 1 and 2, the AFA may issue, in accordance with 

paragraph 3 of Article 68 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, a technical communiqué that 

sets out the list of ECAIs recognised in the EU whose credit assessments cannot be used by 

institutions to determine the risk weight of an exposure in accordance with this paragraph. 

Article 102. Mapping of credit assessments of the ECAI recognised specifically in the 

Principality of Andorra 

1. In accordance with what is established in letter (b) of paragraph 3 of Article 68 of Law 35/2018 

of 20 December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the AFA shall establish through a technical communiqué, in relation to all 

ECAIs recognised specifically in the Principality of Andorra, the mapping between the credit 

quality step set out in this Section and the relevant credit assessments of the ECAI recognised 

specifically in the Principality of Andorra. These determinations shall be objective and consistent. 

2. When determining the mapping, the AFA shall meet the following requirements: 

a) In order to determine the relative degrees of risk expressed for each credit assessment, AFA 

shall take into account quantitative factors such as the long-term default rate associated with 

all the elements that have the same credit assessment. In the case of the recent ECAIs and those 

that only have default data gathered in a short period, the AFA shall gather from the ECAI an 

estimate of the long-term default rate associated with all items that have the same credit 

assessment; 

b) In order to differentiate the relative degrees of risk expressed for each credit assessment, the 

AFA shall take into account qualitative factors such as the group of issuers covered by each ECAI, 

the range of assessments assigned by the ECAI, the meaning of each credit assessment, as well 

as the definition of default used by the ECAI; 

c) The AFA shall compare the default rates registered in the credit assessments of a particular 

ECAI with a reference that is determined in accordance with the default rates recorded for other 

ECAIs on a population of issuers that present an equivalent level of credit risk; 

d) When the default rates registered in the credit assessment of a certain ECAI are substantially 

and systematically higher than the benchmark, the AFA shall assign a higher credit step in the 

credit quality assessment scale to this assessment; 

e) When the AFA has increased the risk weight associated with a specific credit assessment of a 

certain ECAI, and in the case that the default rates registered in the credit assessment of this 

ECAI cease to be substantially and systematically higher than the benchmark, the AFA may assign 

the original quality step in the credit quality assessment scale to the assessment of the ECAI. 

Article 103. Use of the credit assessments carried out by Export Credit Agencies 

1. Pursuant to letter (a) of paragraph 2 of Article 68 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, and for 



the purpose of Article 80, institutions can use the credit assessments carried out by a ECA that 

the institution has nominated, if some of the following conditions are met: 

a) It consists of a consensus risk score from ECAs participating in the OECD’s Agreement on 

Guidelines for Officially Supported Export Credits; 

b) The ECA publishes its credit assessments and subscribes to the methodology agreed by the 

OECD, and the credit assessment is associated with one of the eight Minimum Export Insurance 

Premiums (MEIP) established in the methodology agreed by the OECD. The institution may 

revoke its nomination of an ECA. The institution shall justify the revocation if there are concrete 

indications that the intention underlying the revocation is to reduce the capital adequacy 

requirements. 

2. Exposures for which a credit assessment carried out by an ECA is recognised for risk weighting 

purposes shall be assigned a risk weight in accordance with Table 9. 

Table 9 

MEIP 0 1 2 3 4 5 6 7 

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

Article 104. General requirements for the use of ECAI credit assessments to determine risk 

weights 

Pursuant to letter (b) of paragraph 2 of Article 68 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, each 

institution may nominate one or several ECAIs to determine the risk weights assigned to the 

assets and the off-balance sheet items. The institution may revoke its nomination of an ECAI. 

The institution shall justify the revocation if there are concrete indications that the intention 

underlying the revocation is to reduce the capital adequacy requirements. Credit assessments 

shall not be used selectively. The institution shall use solicited credit assessments. However, it 

may use unsolicited credit assessments if the AFA confirms that these unsolicited credit 

assessments of an ECAI do not differ in quality from the credit scores of this ECAI. The AFA shall 

refuse or revoke this confirmation, in particular if the ECAI has used an unsolicited credit 

assessment to pressurise the rated institution to request a credit assessment or other services. 

When using the credit assessments, institutions shall fulfil the following requirements: 

a) The institution that decides to use the credit assessments carried out by an ECAI for a certain 

class of items shall use these assessments in a consistent manner for all the exposures belonging 

to this class; 

b) The institution that decides to use the credit assessments carried out by an ECAI shall use 

them continuously and consistently over time; 

c) The institution shall only use the credit assessments of an ECAI that take into account all the 

amounts all the amounts due to it, including both capital and interest; 



d) When there is only one credit assessment carried out by a nominated ECAI for a rate item, 

this assessment shall be used to determine the risk weight of this item; 

e) When two credit assessments are available from nominated ECAIs that correspond to two 

different weights for the same rated item, the highest risk weight shall be assigned; 

f) When there are more than two credit assessments from nominated ECAIs for the same rated 

item, the two assessments that generating the lowest risk weights shall be assigned. If the two 

lowest risk weights do not coincide, the higher of the two shall be assigned. If the two lowest 

risk weights coincide, this weighting shall be applied. 

Article 105. Issuer and issue credit assessment  

1. When there is a credit assessment for a specific issuing programme or facility to which the 

item constituting the exposure belongs, this assessment shall be used to determine the risk 

weight assigned to this item. 

2. When there is no credit assessment directly applicable to a certain item, but there is a credit 

assessment referring to a specific issuing programme or facility to which the item constituting 

the exposure does not belong or a general credit assessment exists for the issuer, this 

assessment shall be used in the following two cases: 

a) When it produces a higher risk weight than would otherwise be obtained and the exposure in 

question ranks pari passu or junior in all respects to the specific issuing program or facility or to 

senior unsecured exposures of this issuer, as may be relevant. 

b) When it produces a lower risk weight and the exposure in question ranks pari passu or senior 

in all respects to the specific issuing programme or facility or to senior unsecured exposures of 

that issuer, as may be relevant. 

In all other cases, the exposure shall be treated as unrated. 

3. Paragraphs 1 and 2 shall be understood without prejudice to Article 95. 

4. Credit assessments corresponding to issuers of a corporate group cannot be used as credit 

assessment of other issuers from the same group. 

Article 106. Long-term and short-term credit assessments 

1. Short-term credit assessments may only be used for short- term asset and off-balance sheet 

items constituting exposures to institutions and corporates. 

2. Short-term credit assessments shall only apply to the item the short-term credit assessment 

refers to and shall not be used to determine the risk weights of other items, except in the 

following cases: 



a) When a short-term rated credit facility is assigned a risk weight of 150%, all the unrated 

unsecured exposures on the obligor in question, whether they be short-term or long-term, shall 

also be assigned a risk weight of 150%; 

b) When a short-term rated credit facility is assigned a risk weight of 50%, no unrated short-

term exposure shall be assigned a risk weight lower than 100%. 

Article 107. Domestic and foreign currency items 

A credit assessment refers to an item denominated in the national currency of the obligor cannot 

be used to determine the risk weight of another exposure to the same obligor denominated in 

a foreign currency. 

In the case of an exposure arising from the participation of an institution in a loan granted by a 

multilateral development bank that has recognised preferred creditor status in the market, the 

credit assessment concerning the item denominated in the national currency of the obligor may 

be used for the purpose of the risk weight. 

Section Three. Credit risk mitigation 

Article 108. Definitions 

For the purposes of this section, the following definitions shall apply: 

1. Lending institution: this is the institution that has the exposure in question. 

2. Secured lending transaction: this is any transaction that gives rise to an exposure secured by 

collateral that does not include a provision that confers the institution with the right to receive 

margins at least daily. 

3. Capital market-driven transaction: this is any transaction that gives rise to an exposure 

secured by collateral that includes a provision that confers the institution with the right to 

receive margins at least daily. 

4. Underlying collective investment undertaking: this is a collective investment undertaking in 

which other collective investment undertakings have invested. 

Article 109. Principles for recognising the effect of credit risk mitigation techniques 

1. When the provisions of Articles 111 to 129 are fulfilled, institutions may amend the calculation 

of the risk-weighted exposures in accordance with what is set out in Articles 130 to 148. 

2. Institutions shall treat cash, securities or commodities purchased, borrowed or received in a 

repurchase transaction or in a securities or commodities lending or borrowing transaction, as 

collateral. 

3. In the case in which an institution having more than one form of credit risk mitigation to cover 

a single exposure, it shall proceed in the following manner: 



a) It shall subdivide the exposure into parts covered by each type of credit risk mitigation 

instrument; 

b) It shall calculate the risk-weighted exposure corresponding to each of the parts referred to in 

letter (a) separately, in accordance with what is set out in Section Two and this Section. 

4. In the case in which an institution covering a single exposure through a credit protection 

provided by a single provider and this cover having differing maturities, it shall proceed as 

follows: 

a) It shall subdivide the exposure into parts covered by each type of credit risk mitigation 

instrument; 

b) It shall calculate the risk-weighted exposure corresponding to each of the parts referred to in 

letter (a) separately, in accordance with what is set out in Section Two and this Section. 

Article 110. Principles governing the eligibility of credit risk mitigation techniques 

1. Following on what is set out in letter (a) of paragraph 3 of Article 69 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms, the technique used to provide the credit protection together with the actions 

and steps taken an the procedures and policies applied by the lending institution, shall be such 

as to constitute credit protection arrangements that are legally effective and enforceable in all 

relevant jurisdictions. 

The lending institution shall provide, upon request of the AFA, the most recent version of the 

independent written and reasoned legal opinion or opinions that it has used to determine 

whether its risk protection arrangements fulfil the conditions established in the first paragraph. 

2. The lending institution shall take all appropriate steps to ensure the effectiveness of all credit 

protection arrangements and to address the risks related to those arrangements. 

3. Institutions may recognise credit protection funded through collateral or similar instruments 

in the calculation of the effect of the credit risk mitigation only when the assets relied on for the 

protection meet the following two conditions: 

a) They are included in the list of eligible assets that appear in Articles 113 to 115, as applicable. 

b) They are sufficiently liquid and their value over time is sufficiently stable to offer an 

appropriate degree of certainty with regard to the credit protection obtained, taking into 

account the method used to calculate the risk-weighted exposures and the degree of recognition 

permitted. 

4. Institutions may recognise the risk cover through collateral or similar instruments in the 

calculation of the effect of the mitigation of the credit risk only when the lending institution has 

the right to liquidate or retain, in a timely manner the assets from which the protection derives 

in the event of the default, insolvency or bankruptcy – or other credit events envisaged in the 

documentation of the transaction – of the obligor and, where applicable, of the custodian 



holding the collateral. The degree of correlation between the value of the assets in which the 

cover is based and the credit quality of the obligor shall not be excessively high. 

5. In the case of unfunded credit risk protection, the protection provider shall only be eligible 

when it is included in the list of risk protection providers that appears in Article 116. 

6. In the case of unfunded credit risk protection, the protection agreement shall only be eligible 

when the following two conditions are met: 

a) It is included in the lists of eligible protection agreements set out in Articles 117 and paragraph 

1 of Article 118; 

b) It is legally effective and enforceable in the relevant territories to offer an adequate degree 

of certainty with regard to the credit protection obtained, taking into account the method used 

to calculate the risk-weighted exposures and the degree of recognition permitted. 

c) The protection provider shall meet the criteria established in paragraph 5. 

7. The credit protection shall comply with the conditions established in Articles 119 to 129, as 

applicable. 

8. The institution shall show the AFA that it has adequate risk management procedures to 

control the risks to which it may find itself exposed as a result of applying credit risk mitigation 

techniques. 

9. The taking into consideration of any reduction of the credit risk for the purposes of the 

calculation of the risk-weighted exposures does not exempt the institutions from continuing to 

carry out an exhaustive assessment of the credit risk of the underlying exposure, or from 

showing, if it is the case, compliance of this requirement to the AFA. In the case of repurchase 

transactions, securities or commodities lending or borrowing transactions, the underlying 

exposure shall, for the purposes of this paragraph only, be deemed to be the net amount of the 

exposure. 

10. The Ministry responsible for finance can draft the regulatory technical standards to specify 

what constitutes sufficiently liquid assets and when asset values can be considered as 

sufficiently stable for the purpose of paragraph 3. 

Article 111. On-balance sheet netting 

Institutions may use on-balance sheet netting of mutual claims between themselves and their 

counterparties as an eligible form of credit risk mitigation. 

Without prejudice to the provisions of Article 112, eligibility is limited to reciprocal cash balances 

between the institution and the counterparty. Institutions can only amend the risk-weighted 

exposures for loans and deposits that they have received themselves and which are subject to 

an on-balance sheet netting agreement. 



Article 112. Contractual master netting agreements covering repurchase transactions, 

securities or commodities lending or borrowing transactions or other capital market-driven 

transactions 

Institutions that adopt the Financial Collateral Comprehensive Method set out in Article 134 may 

take into account the effects of bilateral netting contracts covering repurchase transactions, 

securities or commodities lending or borrowing transactions or other capital market-driven 

transactions, signed with a counterparty. Without prejudice to the provisions of Article 185, the 

collateral taken and the securities or the commodities borrowed in accordance with these 

agreements or operations shall fulfil the eligibility requirements for collateral set out in Articles 

113 and 114. 

Article 113. Eligible collateral 

1. Institutions may use the following elements as eligible collateral: 

a) Cash on deposit with lending institution or cash assimilated instruments held by this 

institution; 

b) Debt securities issued by central governments or central banks with a credit assessment by 

an ECAI or export credit agency recognised as eligible for the purposes of the Section Two, and 

that the AFA has determined that to be associated with credit quality step 4 or above in 

accordance with the rules for the risk weighting of exposures to central governments and central 

banks under Section Two; 

c) Debt securities issued by institutions with a credit assessment by an ECAI that the AFA has 

determined to be associated with credit quality step 3 or above in accordance with the rules for 

the risk weight of the exposures to institutions in accordance with Section Two; 

d) Debt securities issued by other companies with a credit assessment by an ECAI that the AFA 

has determined to be associated with credit quality step 3 or above in accordance with the rules 

for the risk weight of the exposures to corporates contained in Section Two; 

e) Debt securities with a short-term credit assessment by an ECAI that the AFA has determined 

to be associated with credit quality step 3 or above in accordance with the rules for the risk 

weighting of short-term the exposures contained in Section Two; 

f) Equities or convertible bonds that are included in a main stock index; 

g) Gold; 

h) Securitisation positions that are not re-securitisation positions, with an external credit 

assessment by an ECAI that the AFA has determined to be associated with credit quality step 3 

or above in accordance with the rules for the risk weight of the securitisation positions in 

accordance with the method outlined in Articles 158 to 165 of Section Four. 

2. In relation to letter (b) of paragraph 1, it is considered that the debt securities issued by 

central governments or central banks include: 



a) The debt securities issued by regional governments or local authorities, when the exposures 

to these administrations are treated as exposures to the central government in the country in 

which these administrations are established in accordance with paragraph  2 of Article 81; 

b) The debt securities issued by public sector entities that are treated as exposures to the central 

government in accordance with paragraph 4 of Article 82; 

c) The debt securities issued by multilateral development banks, which are assigned a risk weight 

of 0% in accordance with paragraph 2 of Article 83; 

d) The debt securities issued by international organisations, which are assigned a risk weight of 

0% in accordance with Article 84. 

3. In relation to letter (c) of paragraph 1, it is considered that the debt securities issued by 

institutions include: 

a) The debt securities issued by regional governments or local authorities other than those debt 

securities referred to in letter (a) of paragraph 2; 

b) The debt securities issued by public sector entities, when the exposures to these entities are 

treated in accordance with paragraphs 1 and 2 of Article 82; 

c) The debt securities issued by multilateral development banks other than those to which a risk 

weight of 0% is assigned in accordance with paragraph 2 of Article 83. 

4. Institutions may use debt securities issued by other institutions that do not have a credit 

assessment carried out by an ECAI as eligible collateral, provided that the debt securities fulfil 

all the following conditions: 

a) They are listed on a recognised exchange; 

b) They are classified as senior debt; 

c) All the other rated issues by the issuing institution with the same seniority have a credit 

assessment assigned that has been carried out by an ECAI which has been determined by the 

AFA to be associated with credit quality step 3  or above in accordance with the rules for the risk 

weight of the exposures to institutions or short-term exposures referred to in Section Two; 

d) The lending institution does not have information that indicates that the issue deserves a 

credit assessment lower than that indicated in letter (c); 

e) The market liquidity of the instrument is sufficient for this purpose. 

5. Institutions may use units or shares in collective investment undertakings as eligible collateral 

when all the following conditions are fulfilled: 

a) The units or shares have a daily public price quote; 



b) The collective investment undertakings are limited to investing in instruments recognised as 

admissible in accordance with paragraphs 1 and 4; 

c) The collective investment undertakings meet the conditions established in paragraph 3 of 

Article 98. 

In the case of collective investment undertakings that invest in units or shares of another 

collective investment undertaking, the conditions established in letters (a) to (c) of the first 

subparagraph shall apply equally to the underlying collective investment undertaking. 

The use of derivative instruments by a collective investment undertaking to hedge permitted 

investments shall not prevent units or shares in this undertaking from being eligible as collateral. 

6. For the purposes of what is provided for in paragraph 5, if a collective investment undertaking 

(“the original CIU”) or any of its underlying collective investment undertakings are not limited 

to investing in eligible instruments in accordance with paragraphs 1 and 4, institutions may use 

the units or shares in this CIU as collateral for an amount equal to the value of the eligible assets 

in the hands of the CIU, assuming that the latter or any of its underlying collective investment 

undertakings have invested in non-eligible assets up to the maximum authorized limit by virtue 

of their respective mandates. 

When an underlying collective investment undertaking possesses its own underlying collective 

investment undertakings, the entities may use the units or shares in the original CIU as an eligible 

collateral provided that they apply the methodology indicated in the first paragraph. 

In the cases in which the non-eligible assets can have a negative value due to liabilities or 

contingent liabilities resulting from ownership, the institution shall proceed in the following way: 

a) It shall calculate the total value of the non-eligible assets; 

b) When the amount obtained in accordance with letter (a) is negative, it shall deduct the 

absolute value of this amount from the total value of the eligible assets. 

7. In relation to letters (b) to (e) of paragraph 1, when a security has two credit assessments 

carried out by ECAIs, institutions shall apply the least favourable assessment. In the cases in 

which a security has more than two credit assessments carried out by ECAIs, institutions shall 

apply the two most favourable evaluations. When the two most favourable credit assessments 

are different, institutions shall apply the least favourable of the two. 

Article 114. Additional eligibility of collateral under the Financial Collateral Comprehensive 

Method 

1. In addition to the collateral envisaged in Article 113, when an institution uses the Financial 

Collateral Comprehensive Method set out in Article 134, the institution can use the following 

elements as eligible collateral: 

a) Equities convertible bonds that are not included in a main index, but which are listed on a 

recognised exchange; 



b) Units or shares in collective investment undertakings, provided that the following two 

requirements are fulfilled: 

i) The units or shares have a daily public price quote; 

ii) The collective investment undertakings are limited to investing in instruments that are 

eligible in accordance with paragraphs 1 and 4 of Article 113, and in the elements envisaged 

in letter (a) of this paragraph. 

In the case of a CIU investing in units or shares of another CIU, the conditions of letters (a) and 

(b) of this paragraph shall be equally applied to the underlying CIU. 

The use of derivative instruments by a collective investment undertaking to hedge permitted 

investments in shall not prevent the units or shares in that undertaking from being eligible as 

collateral. 

2. If the collective investment undertaking or any of its underlying collective investment 

undertakings are not limited to investing in instruments that are eligible for recognition in 

accordance with paragraphs 1 and 4 of Article 113 and in the elements envisaged in letter (a) of 

paragraph 1, the entities may use the units or shares in this CIU as collateral for an amount equal 

to the value of the eligible assets in that CIU, under the assumption that the latter or any of its 

underlying collective investment undertakings have invested in non-eligible assets up to the 

maximum limit authorized by virtue of their respective mandates. 

In the cases in which the non-eligible assets can have a negative value due to liabilities or 

contingent liabilities resulting from their ownership, the institution shall proceed as follows: 

a) It shall calculate the total value of the non-eligible assets; 

b) When the amount obtained in accordance with letter (a) is negative, they shall deduct the 

absolute value of this amount from the total value of the eligible assets. 

Article 115. Other funded credit protection 

Institutions may use the following other funded credit protection as eligible collateral: 

a) Cash on deposit with or cash-assimilated instruments held by a third-party institution an 

institution in a non-custodial arrangement and pledged to a lending institution; 

b) Life insurance policies pledged to the lending institution; 

c) Instruments issued by third-party institutions, which will be repurchased by these institutions 

when on request. 

Article 116. Eligible protection providers 

1. Institutions may use the following parties as eligible providers of unfunded credit protection: 



a) Central governments and central banks; 

b) Regional governments or local authorities; 

c) Multilateral development banks; 

d) International organisations, when the exposures to these organisations are assigned a risk 

weight of 0% in accordance with Article 83; 

e) Public sector entities, when claims on these entities are given the same treatment as that 

envisaged in Article 82; 

f) Institutions, as well as exposures to financial institutions that receive the same treatment as 

the exposures to institutions in accordance with paragraph 6 of Article 85; 

g) Other corporate entities, including parent companies, subsidiary and affiliate corporate 

entities of the institution, provided that these other companies have a credit assessment 

assigned by an ECAI; 

h) Central counterparties. 

2. The AFA shall maintain and publish the list of the financial institutions that are eligible 

providers of unfunded credit protection in accordance with the provisions of letter (f) of 

paragraph 1, or the guiding criteria for identifying these eligible providers of protection, together 

with a description of the prudential requirements applicable. 

Article 117. Eligibility of guarantees as unfunded credit protection  

Institutions may use guarantees as eligible unfunded credit protection. 

Article 118. Eligible types of credit derivatives 

1. Institutions may use the following types of credit derivatives, and instruments that may be 

composed of such credit derivatives or that are economically effectively similar as eligible credit 

protection: 

a) Credit default swaps; 

b) Total return swaps; 

c) Credit linked notes, to the extent of their cash funding. 

When an institution buys credit protection through a total return swap and records the net 

payments received on the swap as net income, but does not record the offsetting deterioration 

in the value of the asset that is protected, either through reductions in fair value or by an 

addition to reserves, that credit protection does not qualify as eligible credit protection. 



2. When an institution conducts an internal hedge using a credit derivative, in order for the 

credit protection to qualify as an eligible credit protection for the purposes of this paragraph, 

the credit risk transferred to the trading book shall be transferred out to a third party or parties. 

When an internal hedge has been conducted in accordance with the first paragraph, and 

provided that the requirements set out this paragraph have been fulfilled, institutions shall apply 

the rules laid out in Articles 130 to 148 for the calculation of the risk-weighted exposures where 

they acquire unfunded credit protection credit risk. 

Article 119. Requirements for on-balance sheet netting agreements (other than master netting 

agreements referred to in Article 120) 

On-balance sheet netting agreements, other than master netting agreements referred to in 

Article 120, are eligible as credit risk mitigation techniques if the following requirements are 

fulfilled: 

a) Those agreements are legally effective and enforceable in all relevant jurisdictions, including 

in the event of the insolvency or bankruptcy of the counterparty; 

b) The institution is able to determine at any time the assets and liabilities that are subject to 

the aforementioned agreements; 

c) The institution supervises and controls the risks associated with the termination of the credit 

protection on an ongoing basis; 

d) The institution supervises and controls the relevant exposures on a net basis and does so on 

an ongoing basis. 

Article 120. Requirements for master netting agreements covering repurchase transactions or 

securities or commodities lending or borrowing transactions or other capital-market driven 

transactions   

Master netting agreements covering repurchase transactions, securities or commodities lending 

or borrowing transactions or other capital-market driven transactions shall qualify as an eligible 

form of credit risk mitigation if the collateral provided by virtue of the agreement meets all the 

requirements laid down in paragraphs 2 to 4 of Article 121 and the following requirements are 

also met: 

a) The agreements are legally valid and enforceable in all the pertinent jurisdictions, including in 

the case of the insolvency or bankruptcy of the counterparty; 

b) The agreements give the non-defaulting party the right to cancel and close out in a timely 

manner, in the event of a default, all transactions under in the agreement, including in the event 

of the insolvency or bankruptcy of the counterparty; 

c) The agreements provide for the netting of the gains and losses resulting from the transactions 

closed out under an agreement, in such a way that one party owes a single net amount to the 

other. 



Article 121. Requirements for financial collateral  

1. Financial collateral and gold qualify as eligible collateral in accordance with all the methods, 

provided that all the requirements laid down in paragraphs 2 to 4 are met. 

2. There shall be no material positive correlation between credit quality of the obligor and the 

value of the collateral. In the event of there being a significant reduction in the value of the 

collateral, this shall not alone imply a significant deterioration of the credit quality of the obligor. 

If the credit quality of the obligor becomes critical, this fact shall not alone imply a significant 

reduction in the value of the collateral. 

Securities issued by the obligor or any related group institution shall not qualify as eligible 

collateral. This notwithstanding, the obligor’s own issues of covered bonds falling within the 

terms of Article 95 qualify as eligible collateral when they are posted as collateral for a 

repurchase transaction provided that they comply with the condition set out in the first 

paragraph. 

3. Institutions shall fulfil all contractual and statutory requirements concerning the 

enforceability of the collateral agreements in accordance with the applicable legislation to their 

interest in the collateral and they shall take all necessary steps to ensure this enforceability. 

Institutions shall carry out a sufficient legal review that confirms the enforceability of the 

collateral agreements in all relevant jurisdictions. The credit institutions shall reconduct this 

review when it is necessary to ensure continuing enforceability. 

4. The Institutions shall fulfil the following operational requirements: 

a) They shall properly document the collateral agreements and have in place clear and robust 

procedures for the timely liquidation of the collateral; 

b) They shall use suitable procedures and processes to control risks arising from the use of 

collateral, including those resulting from of the failure or reduction of the credit protection, 

valuation risks, the risks associated with the termination of the credit protection, the 

concentration risk arising from the use of collateral and the interaction with the institution’s 

overall risk profile; 

c) They shall have in place documented policies and practices in relation to the types and 

amounts of collateral accepted; 

d) They shall calculate the market value of the collateral and revalue it accordingly, at least one 

every six months, and whenever the institution has reason to believe that there has been a 

significant decrease in its market value; 

e) When the collateral is held by a third party, they shall take reasonable steps to ensure that 

this third party segregates the collateral from its own assets; 

f) They shall ensure that they devote sufficient resources to the orderly operation of margin 

agreements with the counterparties in OTC derivatives and securities-financing contracts, as 



measured by the timeliness and accuracy of their outgoing margin calls and response time to 

incoming margin calls; 

g) They shall adopt collateral management policies to control, monitor and report the following: 

i) The risks to which they are exposed as a consequence of the margin agreements; 

ii) The concentration risk to particular types of assets provided as collateral; 

iii) The reuse of collateral and any possible liquidity shortfalls resulting from the reuse of the 

collateral received from the counterparties; 

iv) The surrender of rights on collateral posted to counterparties. 

5. In addition to meeting all the requirements set out in paragraphs 2 to 4, for financial collateral 

to qualify as eligible in accordance with the Financial Collateral Simple Method, the residual 

maturity of the protection shall be at least equivalent to the residual maturity of the exposure. 

Article 122. Requirements for immovable property collateral 

1. Immovable property shall only qualify as eligible collateral when all the requirements laid 

down in paragraphs 2 to 6 are met. 

2. With regard to legal certainty, the following conditions shall be met: 

a) A mortgage or charge is legally valid and enforceable in all relevant jurisdictions at the time 

of the conclusion of the credit agreement and shall be properly filed on a timely basis; 

b) All the legal requirements for establishing the pledge must have been fulfilled; 

c) The protection agreement and the legal process underpinning it enable the institution to 

realise the value of the protection with a reasonable timeframe. 

3. In relation el the monitoring of property values, the following conditions shall be met: 

a) Institutions shall verify the value of the property on a frequent basis and, at least, once a year, 

for commercial immovable property, and once every three years in the case of residential real 

estate. A more frequent verification shall be carried out when the market conditions undergo 

significant variations; 

b) The valuation of the property is reviewed when the available information indicates that its 

valuation could have declined significant in relation to general market prices and the review shall 

be done by a valuer who possess the necessary qualifications, ability and experience to execute 

a valuation and who is independent from the credit decision process. For loans that exceed 

€3,000,000 or 5% of the institution’s own funds, the property valuation shall be reviewed by 

such an independent valuer at least once every three years. 



A transitory period of 24 months is established from the coming into effect of the technical 

communiqué referred to in paragraph 4 in order to be able to carry out the valuations of the 

eligible property securing the loans granted before the Regulation comes into force. 

Institutions may use statistical methods to verify the value of the property and to determine the 

properties that need a new valuation. 

4. As far as the valuation of the immovable property envisaged in the second sentence of letter 

(b) of paragraph 3 is concerned, this valuation shall be carried out by an independent valuer at 

a value equal to the market value or the mortgage lending value. The institution shall ask the 

independent valuer to document the market value or the mortgage lending value in a clear and 

transparent way, and not to take speculative elements into account in the valuation of the 

mortgage lending value. The AFA shall issue the technical communiqué that specifies the 

methodological criteria that the valuers accredited in the Principality of Andorra must follow 

when carrying out the valuations indicated in letter (b) of paragraph 3, and it shall also specify 

the independence requirements that the valuers accredited in the Principality of Andorra must 

fulfil. 

5. Institutions shall clearly document the types of residential real estate and commercial 

immovable property that they accept and their lending policies in this regard. 

6. Institutions shall have procedures to verify that the property taken as a protection for the 

credit risk is adequately insured against the risk of damage. 

Article 123. Requirements for receivables 

1. Receivables shall qualify as eligible collateral when all the requirements established in 

paragraphs 2 and 3 are met. 

2. With regard to legal certainty, the following conditions must be met: 

a) The legal mechanism by which the collateral is provided to a lending institution shall be robust 

and effect and it shall ensure that this institution has clear rights over the collateral, including 

the rights to the proceeds from the sale of the collateral; 

b) Institutions shall take all the steps necessary to comply with the local requirements in respect 

of the enforceability of the guarantee. Lending institutions shall have a first priority claim over 

the collateral, even though such claims may continue to be subject to the claims of preferential 

creditors provided for in legislative provisions; 

c) Institutions shall carry out a sufficient legal review, confirming the enforceability of the 

collateral agreements in all relevant jurisdictions; 

d) They shall properly document their collateral agreements they shall establish a clear and 

robust procedure for the timely collection of the collateral; 

e) They shall have procedures that ensure that all legal conditions required for declaring the 

default of a borrower and timely collection of the collateral are observed; 



f) In the event of a borrower’s financial distress or default, the institution shall be empowered 

to sell or assign the receivables to third parties without the consent of the obligors of these 

receivables. 

3. As far as risk management is concerned, they shall meet the following conditions: 

a) The institution shall have in place a sound process to determine the credit risk associated with 

the receivables. This procedure shall include analyses of the borrower’s business and of the 

economic sector in which it operates, as well as of the types of customers with whom it does 

business. When the credit institution uses information provided by its borrowers to assess the 

credit risk of its customers, it shall examine the credit practices of the borrower in order to 

ascertain their soundness and credibility; 

b) The difference between the amount of the exposure and the value of the receivables shall 

reflect all appropriate factors, including the cost of collection, the degree of concentration 

within the pool of the receivables pledged by an individual borrower and the potential 

concentration risk in relation to institution’s total exposures, beyond that controlled by the 

institution’s general methodology. The institution shall maintain a continuous monitoring 

process appropriate to the receivables. Moreover, they shall regularly review compliance with 

the clauses of the loan covenants, the environmental restrictions and other legal requirements; 

c) Receivables pledged by a borrower shall be diversified and shall not be unduly correlated with 

that borrower. In the event of a high correlation positive, institutions shall take into account the 

attendant risks in the setting of margins for the collateral pool as a whole; 

d) Institutions shall not use receivables from affiliates of a borrower, including subsidiaries and 

employees, as eligible credit protection; 

e) The institution shall have a documented process for collecting receivable payments in 

distressed situations. They shall have the services necessary to do make such collections even 

when the borrower generally makes the collections. 

Article 124. Requirements for treating lease exposures as a collateralised 

Institutions shall treat exposures arising from leasing transactions as collateralised by the type 

of property leased, provided that the following requirements are met: 

a) The conditions set out in Article 122 for the type of property leased to be eligible as collateral 

are met; 

b) The lessor caries out a robust risk management in accordance with the use that is made of 

the asset, its location, its age and the planned duration of its use, including appropriate 

monitoring control of the value of the security; 

c) The lessor has legal ownership of the asset and is able to exercise its rights as the owner of 

the asset in a timely fashion; 



d) The difference between the unamortised amount and the market value of the security is not 

so large as to overstate the credit risk mitigation attributed to the leased assets. 

Article 125. Requirements for other funded credit protection 

1. Cash deposits with a third-party institution or instruments similar to cash held by a third-party 

institution shall be eligible for the treatment set out in paragraph 1 Article 140, if all the following 

conditions are met: 

a) The borrower’s claim against the third-party institution is openly pledged or assigned to the 

lending institution and this pledge or assignment is legally effective and enforceable in all 

relevant jurisdictions, and is unconditional and irrevocable; 

b) The third-party institution is notified of the pledge or assignment; 

c) As a result of the notification, the third-party institution can only make payments to the 

lending institution or with the prior consent of the lending institution, to third parties. 

2. The life insurance policies pledged to the lending institution shall qualify as eligible collateral 

when all the following conditions are met: 

a) The life insurance policy is openly pledged or assigned to the lending institution; 

b) The company providing the life insurance policy is notified of the pledge or assignment and, 

as a result of the notification, the company may not pay the amounts owed in accordance with 

the contract, without the consent of the lending institution; 

c) The lending institution has the right to cancel the policy and receive the surrender value in 

the event of the default of the borrower; 

d) The lending institution is informed of any non-payments incurred by the policyholder within 

the framework of the policy; 

e) The credit protection is provided for the maturity of the loan. If this is not possible, because 

the coverage of the policy concludes before the maturity of the loan, the institution shall ensure 

that the cash flows arising from the insurance policy serve the institution as security until the 

end of the duration of the credit agreement; 

f) The pledge or assignment is legal effective and enforceable in all relevant jurisdictions at the 

time of the conclusion of the credit agreement; 

g) The surrender value is declared by the company providing the life insurance and is non-

reducible; 

h) The company providing the life insurance pays the surrender value in a timely manner when 

requested to do so; 

i) The surrender value shall not be requested without the prior consent of the institution; 



j) The company providing the life insurance is subject to supervision by the competent authority 

of a third country and the regulatory and supervisory provisions are at least equivalent to those 

applied in the Principality of Andorra. 

Article 126. Requirements common to guarantees and credit derivatives 

1. Without prejudice to the provisions of paragraph 1 of Article 127, the credit protection 

deriving from a guarantee or credit derivative shall qualify as eligible unfunded credit protection 

provided that the following conditions are met: 

a) The credit protection is direct; 

b) The scope of the credit protection is clearly defined and is unquestionable; 

c) The credit protection does not contain any clause the fulfilment of which is outside the direct 

control of the creditor, and: 

i) It would allow protection provider to unilaterally cancel this protection; 

ii) It would increase the effective cost of the protection as a result of the deterioration of the 

credit quality of the protected exposure; 

iii) It could prevent the protection provider from being obliged to pay out in a timely manner 

in the event of the original obligor failing to make any payment due, or when the financial 

leasing contract has expired for the purposes of recognising the guarantee residual values in 

accordance with paragraph 7 of Article 100; 

iv) It would allow the protection provider to reduce the maturity of the credit protection; 

d) The credit protection is legally effective and enforceable in all relevant jurisdictions at the 

moment of the conclusion of the credit agreement. 

2. The institution shall show the AFA that it has in place systems to manage potential 

concentrations of risk arising from its use of personal guarantees or credit derivatives. An 

institution must be able to show, to the satisfaction of the AFA, that its strategy in respect of its 

use of credit derivatives and personal guarantees is in line with the management of its overall 

risk profile. 

3. The institution shall fulfil any contractual and statutory requirements in respect of the 

enforceability of its unfunded credit protection in accordance with legislation that applies to its 

interest in the credit protection, and it shall take all necessary steps to ensure this enforceability. 

The institution shall carry out a sufficient legal review confirming the enforceability of the credit 

protection in all the relevant jurisdictions. It shall repeat this review whenever it is necessary to 

ensure continuing enforceability. 

 



Article 127. Sovereign and other public sector counter-guarantees  

1. Institutions may consider the exposures referred to in paragraph 2 to be protected by a 

guarantee provided by the entities listed in this same paragraph, provided that the following 

conditions are fulfilled: 

a) The counter-guarantee covers all the credit risk elements of the claim; 

b) Both the original guarantee and the counter-guarantee fulfil all the requirements applicable 

to the guarantees set out in Article 126 and paragraph 1 of Article 128, except that the counter-

guarantee need not be direct; 

c) The cover is robust and nothing in the historical evidence suggests that the coverage of the 

counter-guarantee is less than effectively equivalent to that of direct guarantee provided by the 

institution in question. 

2. The treatment set out in in 1 shall be applied to the exposures covered by a guarantee which 

is counter-guaranteed by one of the following entities: 

a) Central governments or central banks; 

b) Regional governments or local authorities; 

c) Public sector entities, provided that the claims on these are treated as similar to claims on the 

central government, in accordance with paragraph 4 of Article 82; 

d) Multilateral development banks or international organisations to which a risk weight of 0% is 

applied, by virtue of the provisions of paragraph 2 of Article 83 and Article 84, respectively; 

e) Public sector entities, when claims on these entities are applied the treatment set out in 

paragraphs 1 and 2 of Article 82. 

3. Institutions shall also apply the treatment set out in 1 to the exposures counter-guaranteed 

by entities different from those listed in paragraph 2, if the counter-guarantee of the exposure 

is, in turn, guaranteed directly by one of the entities listed and the conditions envisaged in 

paragraph 1 are fulfilled. 

Article 128. Additional requirements for guarantees 

1. Guarantees shall qualify as eligible unfunded credit protection when, in addition to the 

requirements established in Article 126, all the following conditions are fulfilled: 

a) In the event of a qualifying default or non-payment of the counterparty, the lending institution 

has the right to take timely actions against the guarantor for any monies due under the claim in 

respect of which the protection is provided, and the payment by the guarantor shall not be 

subject to the lending institution first having to take legal actions against the obligor. 



When there is unfunded credit protection that covers residential mortgage loans, the 

requirements listed in point iii, of letter (c), of paragraph 1, of Article 126, and in paragraph 1 of 

this letter have only to be satisfied within a period of 24 months; 

b) The guarantee must be an explicitly documented obligation assumed by the guarantor; 

c) It shall fulfil one of the following two conditions: 

i) The guarantee shall cover all the types of payments that the obligor is obliged to make in 

relation to the claim; or 

ii) When certain types of payment are excluded from the guarantee, the lending institution 

as adjusted the value of the guarantee to reflect the limitation of the coverage. 

2. In the case of the guarantees provided in the context of mutual guarantee schemes or 

provided or counter-guaranteed by the entities listed in paragraph 2 of Article 127, it is 

considered that the requirements of letter (a) of paragraph 1 of this article are fulfilled when 

any of the following two conditions are fulfilled: 

a) The lending institution has the right to obtain in a timely manner a provisional payment by 

the guarantor that meets the following two conditions: 

i) It represents a robust estimate of the amount of the loss that the lending institution is likely 

to incur, including the losses resulting from the non-payment of interest and other types of 

payments that the borrower is obliged to make; 

ii) It is proportional to the coverage of the guarantee; 

b) The lending institution can show, to the satisfaction of the AFA, that the effects of the 

guarantee, which shall also cover the losses ting from the non-payment of interest and other 

types of payments that the borrower is obliged to make, justify such treatment. 

Article 129. Additional requirements for credit derivatives 

1. Credit derivatives shall qualify as eligible unfunded credit protection when, in addition to the 

requirements set out in Article 126, all the following conditions are met: 

a) The credit events specified in the credit derivative contract include: 

i) The failure to pay the amounts due under the terms of the underlying obligation that are 

in effect at the time of the such failure, with a grace period that is equal to, shorter than the 

grace period of the underlying obligation; 

ii) The bankruptcy, insolvency of inability of the obligor to pay its debts, or its failure or 

admission in writing of its inability generally to pay its debts as they become due, and 

analogous events, 



iii) The restructuring of the underlying obligation involving forgiveness or the postponement 

of the payment of the principal, interest or fees that result in a credit loss event; 

b) In the case of credit derivatives that allow for cash settlement: 

i) The institution has in place a robust valuation process that allows it to reliably estimate the 

loss; 

ii) The institution clearly establishes the period during which post-credit-event valuations of 

the underlying obligation can be obtained; 

c) In the cases in which it is necessary for to have the right and ability the purchaser of the 

protection to transfer the underlying obligation to the protection provider is required to proceed 

with the settlement, the conditions of the underlying obligation expressly provide that the 

consent to make this transfer shall not be unreasonably withheld; 

d) The identity of the parties responsible for determining whether or not a credit event has 

occurred is clearly defined; 

e) The determination of the credit event is not the sole responsibility of the protection provider; 

f) The purchaser of the protection has the right or ability to inform the protection provider of 

the occurrence of a credit event. 

When the credit events do not include the restructuring of the underlying obligation as 

described in point iii of letter (a), the credit protection may nonetheless be eligible provided that 

there is a reduction in its in accordance with what is specified in paragraph 2 of Article 141. 

2. Mismatches between the underlying obligation and the reference obligation under the credit 

derivative or between the underlying obligation and the obligation used for purposes of 

determining whether a credit event has occurred, is only permissible when the following 

conditions are met: 

a) The reference obligation or the obligation used for purpose of determining whether a credit 

event has occurred, as the case may be, ranks pari passu with or is junior to the underlying 

obligation; 

b) The underlying obligation and the reference obligation or the obligation used for purpose of 

determining whether a credit event has occurred, as the case may be, share the same obligor, 

and there are legally enforceable cross-default or cross-acceleration clauses in place. 

Article 130. Credit linked notes 

Investments in credit linked notes issued by the lending institution may be treated as cash 

collateral when calculating the effects of the credit protection through funded protection or 

similar instruments in accordance with Articles 130 to 140, provided that the credit default swap 

embedded in the credit-linked note is eligible as unfunded credit protection. For the purposes 

of determining whether the credit default swap embedded in a credit-linked note qualifies as 



eligible unfunded credit protection, the institution may consider the condition specified in letter 

(c) of paragraph 6 of Article 110 to be met. 

Article 131. On-balance sheet netting  

Loans to and deposits with the lending institution subject on-balance sheet netting shall be 

treated by this institution as cash collateral when calculating the effects of the funded credit 

protection or similar instruments with regard to those loans and deposits of the lending 

institution subject to on-balance sheet netting which are denominated in the same currency. 

Article 132. Using the Supervisory Volatility Adjustment Approach or the Own Estimates 

Volatility Adjustment Approach for master netting agreements 

1. When institutions calculate the “fully adjusted exposure value” (E*) corresponding to the 

exposures subject to a master netting agreement covering repurchase transactions, securities 

or commodities lending or borrowing transactions or other capital market driven transactions, 

shall calculate the volatility adjustments that they need to apply, either by using the Supervisory 

Approach or Own Estimates Volatility Adjustment Approach, as set out in Articles 134 to 137 in 

relation to the Financial Collateral Comprehensive Method. 

The use of the Own Estimates Approach shall be subject to the same conditions and 

requirements as applicable under the Financial Collateral Comprehensive Method. 

2. For the purpose of calculating E*, institutions shall: 

a) Calculate the net position in each group of securities or in each type of commodities by 

subtracting the amount indicated in point ii from the amount indicated in point i below: 

i) The total value of a group of securities or commodities of the same type lent, sold or 

provided under the master netting agreement; 

ii) The total value of a group of securities or commodities of the same type borrowed, 

purchased or received under the master netting agreement; 

b) Calculate the net position in each currency other than the settlement currency of the master 

netting agreement by subtracting the amount indicated in point ii from the amount indicated in 

point i below: 

i) The sum of the total value of the securities denominated in this currency lent, sold or 

provided under the master netting agreement and the amount of cash in that currency lent 

or transferred under the agreement; 

ii) The sum of the total value of the securities denominated in this currency borrowed, 

purchased or received under the master netting agreement and the amount of cash in that 

currency borrowed or received under that agreement; 

c) Apply the volatility adjustment appropriate to a given group of securities or to a cash position 

to the absolute value of the positive or negative net position in the securities in that group; 



d) Apply the foreign exchange risk (FX) volatility adjustment to the net positive or negative 

position in each currency, other than the settlement currency of the master netting agreement. 

3. Institutions shall calculate E* in accordance with the following formula: 

 

Where:   

Ei = the exposure value for each individual exposure “i”, integrated into the agreement, that 

would apply in the absence of the credit risk protection, when the institution must calculate the 

risk-weighted exposures according to the Standardised Approach   

Ci = the value of the securities of each group or commodities of the same group borrowed, 

purchased or received, or of the cash borrowed or received in respect of each exposure “I” 

Esec
j= the net position (positive or negative) in a given group of securities “j”  

Efx
k = the net position (positive or negative) in a given currency, with the exception of the 

settlement currency of the agreement calculated in accordance with letter (b) of paragraph  2  

Hsec
j = the volatility adjustment appropriate for a given type of securities “j”  

Hfx
k = the foreign exchange volatility adjustment for currency “k” 

4. For the purposes of the calculation of the risk-weighted exposures for repurchase transactions 

or securities or commodities lending or borrowing transactions, or other capital-market driven 

transactions, covered by agreements master netting agreements, the institution must use E*, 

calculated in accordance with paragraph 3, as the value of the exposure to the counterparty 

arising from the transactions subject to the master netting agreement for the purposes of Article 

79 and Article 67 of Law 35/2018 of 20 December on the solvency, liquidity and prudential 

supervision of credit institutions and investment firms, in accordance with the Standardised 

Approach. 

5. For the purposes of paragraphs 2 and 3, “group of securities” means securities issued by a 

same institution, with the same date of issue and the same maturity and subject to the same 

conditions and the same liquidation periods as those indicated in Articles 135 and 136, as 

applicable. 

Article 133. Financial Collateral Simple Method  

1. Institutions may only use the Financial Collateral Simple Method when they calculate the risk-

weighted exposures amounts in accordance with the Standardised Approach. The Financial 

Collateral Simple Method and the Financial Collateral Comprehensive Method shall not be used 

at the same time. 



2. In accordance with the Financial Collateral Simple Method, institutions shall assign to eligible 

financial collateral a value equal to its market value determined in accordance with letter (d) of 

paragraph 4, of Article 121. 

3. Institutions shall assign to those portions of exposure values that are collateralised by the 

market value of eligible value of a collateral admissible, the risk weight that they would assign 

under Section Two if the lending institution had a direct exposure to the collateral instrument. 

For this purpose, the exposure value of an off-balance sheet items listed in Annex I shall be equal 

to 100% of the item’s value rather than the exposure value indicated in paragraph 1 of Article 77. 

The risk weight of the collateralised portion shall be at least 20%, except in the conditions 

envisaged in paragraphs 4 to 6. Institutions shall apply to the remainder of the exposure value 

the risk weight that they would assign to an uninsured exposure to the counterparty, in 

accordance with Section Two. 

4. Institutions shall assign a risk weight of 0% to the collateralised portion of the exposure arising 

from repurchase operations and securities lending or borrowing transactions that fulfil the 

criteria of Article 138. If the counterparty of the operation is not an essential participant in the 

market, a risk weight of 10% shall be assigned. 

5. Institutions shall apply a risk weight of 0%, to the extent of the collateralisation, to the 

exposure values determined in accordance with Section Five corresponding to the derivative 

instruments listed in Annex II and subject to the daily market-to-market, collateralised by cash 

or instruments similar to cash when there are no currency mismatches. 

Institutions shall assign a risk weight of 10%, to the extent of the collateralisation, to the 

exposure values of such transactions collateralised by debt securities issued by central 

governments or central banks, which are assigned a risk weight of 0% in accordance with Section 

Two. 

6. For transactions other than those envisaged in paragraphs 4 and 5, institutions may assign a 

risk weight of 0% when the exposure and the collateral are denominated in the same currency 

and one of the two following circumstances are present: 

a) The collateral is cash on deposit or an instrument similar to cash; 

b) The collateral is in the form of debt securities issued by central governments or central banks 

eligible for a risk weight of 0% under Article 80 and its market value has been discounted by 

20%. 

7. For the purposes of paragraphs 5 and 6 it is considered that the debt securities issued by 

central governments or central banks include: 

a) The debt securities issued by regional governments or local authorities, when the exposures 

to these governments are treated as the exposures to the central government in whose 

jurisdiction they are established, in accordance with Article 81; 



b) The debt securities issued by multilateral development banks to which a risk weight of 0% is 

assigned under paragraph 2 of Article 83; 

c) The debt securities issued by international organisations to which a risk weight of 0% is 

assigned under Article 84; 

d) The debt securities issued by public sector entities which are treated as exposures to the 

central government in accordance with paragraph 2 of Article 82. 

Article 134. Financial Collateral Comprehensive Method 

1. In order to take account of price volatility, institutions shall apply the volatility adjustments 

that are set out in Articles 135 to 138 when valuing collateral for the purposes of the Financial 

Collateral Comprehensive Method. 

When the collateral is denominated in a currency different from that in which the underlying 

exposure is denominated, institutions shall add another adjustment that reflects currency 

volatility to the volatility adjustment that corresponds to the collateral as set out in Articles 135 

to 138. 

In the case of OTC derivatives transactions covered by netting agreements recognised by the 

competent authorities in accordance with Section Five, institutions shall apply a volatility 

adjustment that reflects the volatility of the currency when there are mismatches between the 

currency of the collateral and the currency of liquidation. Even where multiple currencies are 

involved in the transactions covered by the netting agreement, institutions shall apply a single 

volatility adjustment. 

2. Institutions shall calculate the volatility-adjusted value of the collateral (CVA) in the following 

way: 

CVA = C x (1 – HC – Hfx) 

Where: 

C = the value of the collateral 

Hc = the volatility adjustment appropriate to the collateral, calculated in accordance with Articles 

135 and 138 

Hfx = the volatility adjustment appropriate to the currency mismatch, calculated in accordance 

with Articles 135 and 138 

Institutions shall use the formula envisaged in this paragraph when calculating the value of the 

collateral adjusted for volatility for all the operations, with the exception of those that are 

subject to recognised master netting agreements, to which the provisions of Article 132 shall be 

applied. 



3. Institutions shall calculate the value of the collateral adjusted for volatility (EVA) in the 

following way: 

EVA = E x (1 + HE) 

Where: 

E = the exposure value as would be determined under Section Two, if the exposure was not 

collateralised 

HE = the volatility adjustment appropriate to the exposure, calculated in accordance with Articles 

135 and 138 

In the case of OTC derivative transactions, institutions shall calculate the EVA in the following 

way: 

EVA= E. 

4. For the purpose of calculating E in paragraph 3, the exposure value of the off-balance sheet 

items listed in Annex I shall be equal to 100% of the value of the off-balance sheet items listed 

in Annex I, and not to exposure value indicated in paragraph 1 of Article 77; 

5. Institutions shall calculate the fully adjusted value of the exposure (E*) taking into account 

both the volatility and the risk-mitigating effects of the collateral, in the following way: 

E*= max {0; EVA - CVAM} 

Where: 

EVA= the volatility adjusted value of the exposure as calculated in paragraph 3 

CVAM = CVA further adjusted for any maturity mismatch in accordance with what is provided for 

in Articles 144 to 146 

6. Institutions may calculate the volatility adjustments to be applied, either by using the 

Supervisory approach referred to in Article 135 or the Own Estimates Approach referred to in 

Article 136. 

However, when an institution uses the Own Estimates Volatility Approach, it shall apply it to the 

entire range of instruments, with the exception of immaterial portfolios, in which it may use the 

Supervisory Method. 

7. When the collateral consists of a series of eligible items, institutions shall calculate the 

volatility adjustment (H) as follows: 



 

Where: 

ai = the proportion of the value of an eligible items “i” in the total value of collateral 

Hi = the volatility adjustment applicable to this item “i” 

Article 135. Supervisory volatility adjustments under the method Financial Collateral 

Comprehensive Method 

1. The volatility adjustments that institutions shall apply under the Supervisory Volatility 

Adjustments Approach, assuming daily revaluation, shall be those set out in tables 1 to 4. 

Table 1 

Credit 

quality step 

with which 

the credit 

assessment 

of the debt 

security is 

associated 

Residual 

maturity 

Volatility adjustments for debt 

securities issued by the entities 

described in Article 113, paragraph 

1, letter (b) 

Volatility adjustments for the debt 

securities issued by the entities 

described in Article 113, paragraph 

1, letters (c) and (d) 

Volatility adjustments for the debt 

securities issued by the entities 

described in Article 113, paragraph 

1, letter (h) 

   

20-day 

liquidation 

period (%) 

10-day 

liquidation 

period (%) 

5-day 

liquidation 

period (%) 

20-day 

liquidation 

period (%) 

10-day 

liquidation 

period (%) 

5-day 

liquidation 

period (%) 

20-day 

liquidation 

period (%) 

10-day 

liquidation 

period (%) 

5-day 

liquidation 

period (%) 

1 ≤ 1 year 0.707 0.5 0.354 1.414 1 0.707 2.829 2 1.414 

  > 1 ≤ 5 years 2.828 2 1.414 5.657 4 2.828 11.314 8 5.657 

  
More than 5 

years 
5.657 4 2.828 11.314 8 5.657 22.628 16 11.313 

2-3 ≤ 1 year 1.414 1 0.707 2.828 2 1.414 5.657 4 2.828 

  > 1 ≤ 5 years 4.243 3 2.121 8.485 6 4.243 16.971 12 8.485 

  
More than 5 

years 
8.485 6 4.243 16.971 12 8.485 33.942 24 16.970 

4 ≤ 1 year 21.213 15 10.607 N/A N/A N/A N/A N/A N/A 

  > 1 ≤ 5 years 21.213 15 10.607 N/A N/A N/A N/A N/A N/A 

  
More than 5 

years 
21.213 15 10.607 N/A N/A N/A N/A N/A N/A 

 

 

 

 

 

 

 

 

 

 

 

 

       



Table 2 

Credit quality 

step with 

which the 

credit 

assessment 

of short-term 

debt security 

is associated  

Volatility adjustments for debt 

securities issued by the entities 

described in Article 113, 

paragraph 1, letter (b), with short-

term credit assessments 

Volatility adjustments for debt 

securities issued by the entities 

described in Article 113, 

paragraph 1, letters (c) and (d), 

with short-term credit 

assessments  

Volatility adjustments for debt 

securities issued by the entities 

described in Article 113, 

paragraph 1, letter (h) 

  

20-day 

liquidation 

period (%) 

10-day 

liquidation 

period (%) 

5-day 

liquidation 

period (%) 

20-day 

liquidation 

period (%) 

10-day 

liquidation 

period (%) 

5-day 

liquidation 

period (%) 

20-day 

liquidation 

period (%) 

10-day 

liquidation 

period (%) 

5-day 

liquidation 

period (%) 

1 0.707 0.5 0.354 1.414 1 0.707 2.829 2 1.414 

2-3 1.414 1 0.707 2.828 2 1.414 5.657 4 2.828 

 

Table 3 

Other collateral or exposure types 

  

20-day 

liquidation 

period (%) 

10-day 

liquidation 

period (%) 

5-day 

liquidation 

period (%) 

Main Index Equities, main Index Convertible Bonds  21.213 15 10.607 

Other Equities or Convertible Bonds listed on a recognised 

exchange 
35.355 25 17.678 

Cash 0 0 0 

Gold 21.213 15 10.607 

    

Table 4 

Volatility adjustment for currency mismatch 

20-day liquidation period (%) 10-day liquidation period (%) 5-day liquidation period (%) 

11.314 8 5.657 

2. The calculation of the volatility adjustments in accordance with paragraph 1 shall be subject 

to the following conditions: 

a) In the case of the secured lending transactions, the liquidation period shall be 20 business 

days; 

b) In the case of the repurchase transactions, except insofar as they include the transfer of 

commodities or guaranteed rights relating to the ownership of the commodities, and securities 

lending or borrowing transactions, the liquidation period shall be 5 business days; 

c) In the case of other transactions linked to the capitals market, the liquidation period shall be 

10 business days. 

3. In Tables 1 to 4 of paragraph 1 and in paragraphs 4 to 6, the credit quality step corresponding 

to the credit assessment of the debt security shall be the credit quality step that is determined 

by the AFA to correspond to the credit assessment in accordance with Section Two. 



For the purposes of determining the credit quality step corresponding to the credit assessment 

of the debt security referred to in paragraph 1, the provisions of paragraph 7 of Article 113 also 

apply. 

4. In the case of non-eligible securities or commodities lent or sold in accordance with 

repurchase transactions or borrowing transactions of securities or commodities, the volatility 

adjustment is the same as that corresponding to non-mail index equities listed on a recognised 

exchange. 

5. In the case of eligible shares or units in collective investment undertakings, the volatility 

adjustment is the weighted average volatility adjustment that would apply, and which 

corresponds to the assets in which the fund has invested, taking into account the liquidation 

period of the transaction specified in paragraph 2. 

If the institution does not know the assets in which the fun has invested, the volatility 

adjustment is the highest adjustment that would apply to any of the assets in which the fund 

has the right to invest. 

6. In the case of unrated debt securities issued by institutions and which meet the eligibility 

criteria set out in paragraph 4 of Article 113, the volatility adjustments shall to equal to those 

corresponding to the values issued by entities or companies with an external credit assessment 

corresponding to credit quality steps 2 or 3. 

Article 136. Own estimates of volatility adjustments under the Financial Collateral 

Comprehensive Method 

1. The AFA shall allow the institutions to use their own volatility estimates when calculating the 

volatility adjustments that have to be applied to the collateral and to the exposures, provided 

that they meet the requirements established in paragraphs 2 and 3. The institutions that have 

been authorized to use their own volatility estimates shall not revert to the use of other 

methods, except for justified reasons and with the authorization of the AFA. 

When the debt securities have a credit assessment of an ECAI equivalent at least to investment 

grade or better, the institution may calculate a volatility estimate for each category of security. 

For debt securities that have a credit assessment from an ECAI equivalent to below investment 

grade, and for other eligible collateral, the institution shall calculate the volatility adjustments 

for each element. 

The institutions that use the Own Estimates Approach shall estimate the volatility of the 

collateral or currency mismatches without taking into account any possible correlations 

between the unsecured exposure, the collateral or exchange rates. 

When determining the relevant categories, institutions shall take into consideration the type of 

issuer of the security, the external credit assessment of the securities, their residual maturity 

and their modified duration. Volatility estimates shall be representative of the securities 

included  in the category by the institution. 



2. The calculation of the volatility adjustments shall be subject to the following requirements: 

a) The institution on a 99th percentile one-tailed confidence interval; 

b) Institutions shall base the calculation on the following liquidation periods: 

i) 20 business days for secured lending transactions; 

ii) 5 business days when for repurchase transactions, except insofar as they include the 

transfer of commodities or guaranteed rights relating to the ownership of the commodities, 

and securities lending or borrowing transactions; 

iii) 10 business days when for other capital market driven transactions; 

c) Institutions may volatility adjustment numbers calculated according to shorter or longer 

liquidation periods, scaled up or down to the liquidation period set out in letter (b) for the type 

of transaction in question, using the following square-root-of-time formula for this: 

 

Where: 

TM = the corresponding liquidation period 

HM = the volatility adjustment based on the liquidation period TM 

HN = the volatility adjustment based on the liquidation period TN 

d) Institutions shall take into account the illiquidity of the lower-quality assets. In the cases in 

which there are doubts about the liquidity of the collateral, they shall adjust the liquidation 

period upwards. They shall also determine the cases in which the historical data can 

underestimate the potential volatility. Such cases shall be dealt with using “stress tests”; 

e) The length of the historical observation that institutions use for calculating volatility 

adjustments shall be at least one year. In the case of the credit institutions that use weighting 

scheme or other methods to define the historical observation period, the effective observation 

period shall be at least one year. The AFA may also require the institution to calculate its 

volatility adjustments using a shorter period of observation, when it believes that this is justified 

because of a significant increase in price volatility; 

f) Institutions shall update their data sets and calculate the volatility adjustments with a 

frequency of no less than three months. Institutions shall also subject their data sets to a 

revaluation when market prices undergo significant changes. 

3. The estimation of the volatility adjustments shall meet all the following qualitative criteria: 



a) The institution shall use the volatility estimates in the daily risk management process, 

including in relation to its internal limits of exposure; 

b) When the liquidation period used by an institution in its daily risk management process is 

longer than that envisaged in Articles 130 to 143 for the type of transaction in question, this 

institution shall scale up its volatility adjustments in accordance with the square-root-of-time 

formula set out in letter (c) of paragraph 2; 

c) The institution shall have established procedures in place to verify and ensure the fulfilment 

of a documented set of policies and controls for the operation of its system for estimating 

volatility adjustments and integrating these estimates into its risk management processes; 

d) Within the framework of the institution’s internal audit process, independent review shall be 

carried out regularly of the system for estimating volatility adjustments. A review of the overall 

system for estimating volatility adjustments and integrating these adjustments in the 

institution’s risk management procedure shall be carried out at least once a year. This review 

shall include at least the following points: 

i) The integration of estimated volatility adjustments into daily risk management; 

ii) The validation of any significant change in the process for estimating volatility adjustments; 

iii) The verification of the consistency, timeliness and reliability of the data sources used to 

run the system for the estimation of volatility adjustments, including the independence of 

such data sources; 

iv) The accuracy and appropriateness of the volatility assumptions. 

Article 137. Scaling up of volatility adjustment under the Financial Collateral Comprehensive 

Method 

The volatility adjustments set out in Article 135 shall be the adjustments that the institution shall 

apply where there is a daily revaluation. Similarly, when an institution uses its own estimates of 

the volatility adjustments, in accordance with Article 136, it shall calculate these adjustments, 

in the first instance, on the basis of a daily revaluation. When the frequency of the revaluation 

is less than daily, the institution shall apply higher volatility adjustments. These adjustments are 

calculated by scaling up the daily revaluation volatility adjustments calculated using the 

following “square-root-of-time” formula: 

 

Where: 

H = the volatility adjustment to be applied; 



HM = the volatility adjustment where there is a daily revaluation; 

NR = the actual number of business days between revaluations; 

TM = the period liquidation for the type of transaction in question. 

Article 138. Conditions for applying a 0% volatility adjustment under the Financial Collateral 

Comprehensive Method 

1. In relation to repurchase transactions and securities lending or borrowing transactions, when 

an institution uses the Supervisory Volatility Adjustments Approach, in accordance with Article 

135, or of the Own Estimates Approach, in accordance with Article 136, and provided that the 

requirements envisaged in letters (a) to (h) of paragraph 2 are fulfilled, the entities may, instead 

of applying the volatility adjustments calculated in accordance with Articles 135 to 137, apply a 

volatility adjustment of 0%. 

2. Institutions may apply a volatility adjustment of 0% when all the following conditions are 

fulfilled: 

a) The exposure and the collateral are cash or debt securities issued by central governments or 

central banks for the purposes of the provisions of letter (b) of paragraph 1 of Article 113, and 

they can receive a risk weight of 0% in accordance with a Section Two; 

b) The exposure and the collateral are denominated in the same currency; 

c) Either the maturity of the transaction is no more than one day or else the exposure and the 

collateral are subject to daily marking-to-market or daily re-margining; 

d) The time between the last marking-to-market before a failure to re-margin by the 

counterparty and the liquidation of the collateral is no more than four business days; 

e) The transaction is settled in a settlement system proven for that type of transaction; 

f) The documentation covering the agreement or transaction is standard market documentation 

for repurchase transactions or securities lending or borrowing transactions in the securities 

concerned; 

g) The contract that governs the operation establishes that if the counterparty fails to satisfy 

and obligation to deliver cash or securities, or to deliver margin or otherwise defaults, the 

operation can be cancelled immediately; 

h) The counterparty is considered a “core market participant” by the competent authorities. 

3. The core market participants referred to in letter (h) of paragraph 2 include the following 

entities: 

a) The institutions mentioned in letter (b) of paragraph 1 of Article 113, when the exposures to 

these entities are assigned a risk weight of 0% in accordance with the provisions of Section Two; 



b) The institutions; 

c) Other financial undertakings as defined in point 46 of paragraph 1 of Article 4, when the 

exposures to these undertakings are assigned a risk weight of 20% in accordance with the 

Standardised Approach; 

d) Regulated collective investment undertakings that are subject to own funds or leverage 

requirements; 

e) Regulated pension funds; 

f) Recognised clearing organisations. 

Article 139. Calculation of the risk-weighted exposures amounts in accordance with the 

Financial Collateral Comprehensive Method 

Institutions shall use E*, calculated in accordance with paragraph 5 of Article 134, as an exposure 

value for the purpose of what is set out in Article 79 and Article 67 of Law 35/2018 of 20 

December on the solvency, liquidity and prudential supervision of credit institutions and 

investment firms. In the case of the off-balance sheet items listed in Annex I, institutions shall 

use E* as a value to which the percentages indicated in paragraph 1 of Article 77, to obtain the 

exposure value shall apply. 

Article 140. Other funded credit protection 

1. When the requirements established in paragraph 1 of Article 125 are fulfilled, the deposits 

held at third-party institutions may be treated as a guarantee by the third-party institution. 

2. When the requirements established in paragraph 2 of Article 125 are fulfilled, the institution 

shall subject the part of the exposure collateralised by the current surrender value of the life 

insurance policies pledged in favour of the lending institution, and it shall be risk weighted using 

the risk weights specified in paragraph 3; 

In the event of a currency mismatch, the institution shall reduce the current surrender value in 

accordance with what is envisaged in paragraph 3 of Article 141, and the value of the credit 

protection shall be current surrender value of the life insurance policy. 

3. For the purposes of paragraph 2, institutions shall assign the following risk weights on the 

basis of the risk weight assigned to a senior unsecured exposure to the undertaking providing 

the life insurance: 

a) A risk weight of 20%, when the senior unsecured exposure to the undertaking providing the 

life insurance is assigned a risk weight of 20%; 

b) A risk weight of 35%, when the senior unsecured exposure to the undertaking providing the 

life insurance is assigned a risk weight of 50%; 



c) A risk weight of 70%, when the senior unsecured exposure to the undertaking providing the 

life insurance is assigned a risk weight of 100%; 

d) A risk weight of 150%, when the senior unsecured exposure to the undertaking providing the 

life insurance is assigned a risk weight of 150%. 

4. The institution may treat instruments repurchased at the request of the holder and which are 

eligible in accordance with paragraph (c) of Article 115 as a guarantee of the issuing institution. 

The value of the eligible credit protection shall be the following: 

a) When the instrument will be repurchased at its nominal value, this value shall be the amount 

of the protection; 

b) When the instrument will be repurchased at market price, the value of the protection shall 

be the value of the instrument valued in the same way as the debt securities referred to in 

paragraph 4 of Article 113. 

Article 141. Valuation 

1. When calculating the effects of the unfunded credit protection in accordance with Articles 

141 to 143, the value of unfunded credit protection (G) shall be the amount that the protection 

provider has undertaken to pay in the event of the default or non-payment of the borrower or 

on occurrence of other specific credit events. 

2. In the case of credit derivatives, which do not include as a credit event restructuring of the 

underlying obligation of the underlying obligation involving forgiveness or postponement 

forgiveness or postponement of principle, interest principal, or fees that result in a credit loss 

event, the following shall apply: 

a) When the amount that the protection provider has undertaken to pay is not higher than the 

exposure value, the institution shall reduce the value of the credit risk protection calculated in 

accordance with paragraph 1 by 40%; 

b) When the amount that the protection provider has undertaken to pay is higher than the 

exposure value, the value of the credit risk protection shall not be higher than 60% of the 

exposure value. 

3. When unfunded credit protection is denominated in a currency different from that in which 

the exposure is denominated, the institution shall reduce the value of the credit protection by 

the application of a volatility adjustment in accordance with the following formula: 

G* = G x (1 – Hfx) 

Where: 

G* = the amount of credit protection adjusted for foreign exchange risk 

G = the nominal amount of the credit protection 



Hfx = the volatility adjustment for any currency mismatch between the credit risk protection and 

the underlying obligation, determined in accordance with paragraph 4 

When there are no currency mismatches, Hfx is equal to zero. 

4. Institutions shall base the volatility adjustments applicable for any currency mismatch on a 

10-business-day liquidation period, assuming daily revaluation, and they may calculate them in 

accordance with the Supervisory Volatility Adjustment Method approach or the Own Estimates 

Approach envisaged in Articles 135 and 136, respectively. Institutions shall scale up the volatility 

adjustments in accordance with what is envisaged in Article 137. 

Article 142. Calculating the risk-weighted exposure amounts in the event of partial protection 

and tranching  

When an institution transfers part of the risk of a loan in one or more tranches, the rules set out 

in Section Four shall be applied. The institutions may consider materiality thresholds on 

payments below which no payment shall be made in the event of loss to be equivalent to 

retained first loss positions and to give rise to a tranched transfer of risk. 

Article 143. Calculating risk-weighted exposure amounts in accordance under the 

Standardized Approach  

1. For the purposes of paragraph 3 of Article 79, the institution shall calculate the risk-weighted 

exposures in accordance with the following formula: 

max {0; E - GA} x r + GA x g 

Where: 

E = the exposure value in accordance with Article 111; for this purpose, the exposure value of 

an off-balance sheet item listed in Annex I shall be equal to 100% of its value rather than the 

exposure value indicated in paragraph 1 of Article 111 

GA = the amount of credit risk protection (G*), as calculated in accordance with paragraph  3 of 

Article 141 and further adjusted for any maturity mismatch as laid down in Articles 144 to 146 

r = the risk weight of the exposures to the obligor, as specified under Section Two, 

g = the risk weight of the exposures to the protection provider, as specified under Section Two 

2. When the protected amount (GA) is less than the exposure value (E), the institution may apply 

the formula indicated in paragraph 1 only if the protected and unprotected parts of the exposure 

are of equal seniority. 

3. Institutions may extend the treatment envisaged in paragraphs 4 and 6 of Article 80 to the 

exposures or parts of exposures guaranteed by the central government or the central bank, 

when the guarantee is denominated in the national currency of the borrower and the exposure 

is financed in this same currency. 



Article 144. Maturity mismatch 

1. For the purposes of calculating risk-weighted exposures, a maturity mismatch occurs when 

the residual maturity of the credit protection is less than that of the protected exposure. When 

the protection has a residual maturity of less than three months and a maturity of the protection 

is less than that of the underlying exposure, this protection does not qualify as eligible credit 

protection. 

2. Where there is a maturity mismatch, the credit protection shall not qualify as eligible when 

the original maturity is less than one year. 

Article 145. Maturity of credit protection 

1. Subject to a maximum of five years, the effective maturity of the underlying exposure shall be 

the longest possible remaining time before the obligor has to fulfil its obligations. Without 

prejudice to what is provided for in paragraph 2, the maturity of credit protection shall be the 

time to the earliest date at which the protection may terminate or be terminated. 

2. When there is the option to terminate the protection, which is at the discretion of the 

protection seller, institutions shall take the maturity to be the time to the earliest possible date 

at which this option may be exercised. When there is the option to terminate the protection at 

the discretion of the protection buyer and the conditions of the agreement creating the 

protection contain a positive incentive for the institution to call the transaction before the 

contractual maturity, institutions shall consider the effective maturity to be the time until the 

earliest possible date at which this option may be exercised; otherwise, the institutions may 

consider that the option does not affect the maturity of the protection. 

3. When it is not possible to avoid the period that the credit derivative is valid from ending 

before the expiration of any grace period that is  required in order to be able to determine that 

the non-payment of the underlying  obligation has effectively occurred, institutions shall reduce 

the maturity of the protection by the length of the grace period. 

 

 

Article 146. Valuation of the protection 

1. In the case of transactions subject to credit protection through collateral or similar 

instruments in accordance with the Financial Collateral Simple Method, when there is a 

mismatch between the maturity of the exposure and that of the protection, the collateral does 

not qualify as credit protection through collateral or similar instruments. 

2. In the case of transactions subject to credit protection through collateral or similar 

instruments in accordance with the Financial Collateral Comprehensive Method, institutions 

shall reflect the maturity of the credit protection and of the exposure in the adjusted value of 

the collateral according to the following formula: 



 

Where: 

CVA = whichever value is lowest between the volatility adjusted value of the collateral as specified 

in paragraph 2 of Article 134 and the value of the exposure; 

t = whichever value is lowest between the number of years remaining until the maturity of the 

credit protection calculated in accordance with Article 145 and the value of T; 

T = whichever value is lowest between the number of years remaining until the maturity of the 

exposure calculated in accordance with Article 145, or five years; 

t* = 0,25. 

Institutions shall use the CVAM value as CVA value, further adjusted for the maturity mismatch in 

the formula to calculate the fully adjusted value of the  exposure (E*) set out in paragraph 5 of 

Article 134. 

3. In the case of transactions subject to unfunded credit protection, institutions shall reflect the 

maturity of the credit protection and of the exposure in the adjusted value of the  credit 

protection according to the following formula: 

 

Where: 

GA = G* adjusted for any maturity mismatch 

G* = the amount of the protection adjusted for any currency mismatch 

t = whichever value is lowest between the number of years remaining until the maturity of the 

credit protection calculated in accordance with Article 145 and the value T 

T = whichever value is lowest between the number of years remaining until the maturity of the 

exposure calculated in accordance with Article 145, or five years 

t* = 0.25 

Institutions shall use GA as the value of the protection for the purposes envisaged in Articles 141 

to 143. 

Article 147. First-to-default credit derivatives 



When an institution obtains credit protection for a number of exposures under the terms that 

the first default among the exposures shall trigger payment and that this credit event shall 

terminate the contract, the institution may modify the calculation of the risk-weighted exposure 

and, if applicable, of the expected loss amount of the exposure which, in the absence of the 

credit protection, would produce the lower amount of the risk-weighted exposure in accordance 

with this paragraph. The amount of the risk-weighted exposure shall be that calculated 

according to this Standardized approach. 

The treatment set out in this article is only valid if the exposure value is less than or equal to the 

value of the credit protection. 

Article 148. Nth-to-default credit derivatives 

Where the nth default among the exposures triggers payment in accordance with the credit 

protection, the institution purchasing the protection may only recognise this protection for the 

calculation of the risk-weighted exposures and, as applicable, of the expected loss amounts, 

where protection has also been obtained for defaults 1 to n-1 or when n-1 defaults have already 

occurred. In such cases, the institution may amend the calculation of the risk-weighted exposure 

and, as applicable, the expected loss amount of the exposure which, in the absence of the credit 

protection, would produce the nth lowest amount of the risk-weighted exposure in accordance 

with this paragraph. Institutions shall calculate the nth lowest amount according to what is 

indicated in Article 147. 

The treatment set out in this Article shall only apply where the exposure value is less than or 

equal to the value of the credit protection. 

All the exposures in the basket shall meet the requirement laid down in 2 of Article 118, and in 

letter (d) of paragraph 1 of Article 129. 

Section Four. Securitisation 

Article 149. Definitions 

For the purposes of this section, the following definitions shall apply: 

1. Early amortization provision: this is a contractual clause in securitisations of revolving 

exposures or in revolving securitisations that requires, if certain events occur, that the positions 

of the investors are redeemed before the maturity initially set for the securities issued. 

2. Excess spread: this is the finance charge collections and other fee income received in respect 

of the securitised exposures, net of costs and expenses. 

3. Revolving exposure: this is an exposure in which customers outstanding balances are allowed 

to fluctuate within agreed limits based on their decisions to borrow and repay. 

4. Liquidity facility: this is the securitisation position that arises from a contractual agreement 

with aim of providing funding to ensure the timeliness of cash flows to investors. 



5. Clean-up call option: this is a contractual option by virtue of which the originator can 

repurchase or extinguish the securitisation positions before all the underlying exposures have 

been repaid, when the amount of the outstanding exposures falls below a specified level. 

6. Unrated position: this is a securitisation position that does not have an eligible credit 

assessment carried out by an ECAI as mentioned in Articles 166 to 168. 

7. Rated position: this is a securitisation position concerning which has an eligible credit 

assessment carried out by an ECAI as mentioned in Articles 166 to 168. 

8. Asset-backed commercial paper (ABCP) programme: this is a programme of securitisations in 

which the securities issued predominantly adopt the form of commercial paper with an original 

maturity of one year or less. 

9. Revolving securitisation: this is the securitisation in which the securitisation structure itself  

revolves (in other words, exposures are added to or removed from the pool of exposures) 

regardless of whether the exposures revolve or not. 

10. Synthetic securitisation: this is a securitisation in which the transfer of the risk is carried out 

through use of credit derivatives or guarantees, and the securitised exposures continue to be 

exposures of the originator institution. 

11. Traditional securitisation: this is a securitisation involving the economic transfer of the 

exposures being securitised. The operation is carried out through a transfer of the ownership of 

the securitised exposures from the originator institution to an SSPE or through a sub-

participation by an SSPE. The securities issued do not represent payment obligations of the 

originator institution. 

12. First-loss tranche: this is the most subordinated tranche of a securitisation, that is the first 

tranche to bear losses incurred in relation to the securitised exposures and, therefore, it offers 

protection to the second-loss tranche and, where relevant, to the higher-ranking tranches. 

 

 

Article 150. Traditional securitisation  

1. The originator of a traditional securitisation may exclude the securitised exposures from the 

calculation of the risk-weighted exposures if any of the following conditions is fulfilled: 

a) A significant part of the credit risk associated with the securitised exposures is considered to 

have been transferred to third parties; 

b) The originator institution applies a risk weight of 1.250% to all the securitisation positions that 

it holds in this securitisation or deducts these positions from the Common Equity Tier 1 capital , 

in accordance with letter (j) of paragraph 1 of Article 30 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms. 



2. It is considered that a significant part of the credit risk has been transferred in the following 

cases: 

a) The risk-weighted exposures of the mezzanine securitisation positions held by the originator 

in the securitisation do not exceed 50% of the risk-weighted exposures of all the mezzanine 

securitisation positions existing in this securitisation; 

b) Where there are no mezzanine securitisation positions in a given securitisation and the 

originator can demonstrate that the exposure value of the securitisation positions that would 

be subject to a deduction from Common Equity Tier 1 capital  or to a risk weight of 1.250% 

exceeds a reasoned estimate of the expected loss on the securitised exposures by a substantial  

margin, the originator institution does not hold more than 20% of the exposure value of the 

securitisation positions that would be subject to deduction from Common Equity Tier 1 capital  

or a risk weight of 1.250%. 

Where the possible reduction in the risk-weighted exposures that the originator institution 

would achieve through the securitisation is not justified by a commensurate transfer of credit 

risk to third parties, the AFA may decide, on a case-by-case basis, that a significant part of the 

credit risk shall not be considered to have been transferred to third parties. 

3. For the purposes of what is envisaged in paragraph 2, “mezzanine securitisation positions” 

shall mean the securitisation positions to which a risk weight lower than 1.250% applies and that 

are more junior than the most senior position of the securitisation and more junior than any 

securitisation position in this securitisation to which a level 1 credit quality is assigned in 

accordance with Articles 166 to 168. 

4. As an alternative to what is provided for in paragraphs 2 and 3, the AFA shall authorize the 

originator institutions to consider a significant part of the credit risk as having been transferred 

when the originator institution is able to show, in every case of a securitisation, that the 

reduction of the own-funds requirements that it has achieved through the securitisation is 

justified by a commensurate transfer of credit risk to third parties. 

The AFA will grant the authorization only when the institution meets all the following conditions: 

a) The institution has appropriately risk-sensitive policies and methodologies in place to assess 

the transfer of risk; 

b) The institution has also recognised the transfer of the credit risk to third parties in each case 

for the purposes of its internal risk management and of its internal capital allocation. 

5. In addition to the requirements established in paragraphs 1 to 4 that are applicable, all the 

following conditions must be met: 

a) The securitisation documentation reflects the economic substance of the operation; 

b) The securitised exposures are put beyond the reach of the originator institution and its 

creditors, even in the case of bankruptcy and receivership. This shall be supported by the opinion 

of a qualified legal counsel; 



c) The securities issued do not represent payment obligations of the originator institution; 

d) The originator institution does not maintain effective or indirect control over the transferred 

exposures. It is considered that an originator has maintained effective control over the 

transferred exposures if it has the right to repurchase from the transferee the previously 

transferred exposures in order to realize their benefits or of it is obliged to re-assume the 

transferred risk. The originator institution’s retention of the servicing rights or obligations in 

respect of the exposures shall not of itself constitute indirect control of the exposures; 

e) The documentation of the securitisation fulfils all the following conditions: 

i) With the exception of the early amortization provisions, it does not contain provisions that 

require the positions in the securitisation to be improved by the originator institution, in 

particular altering the underlying exposures or increasing the yield payable to investors in 

response to a deterioration of the credit quality of the securitised exposures; 

ii) It does not contain clauses that increase the yield payable to holders of positions in the 

securitisation in response to a deterioration of the credit quality of the underlying pool of 

exposures; 

iii) It makes it clear, where applicable, that any purchase or repurchase of securitisation 

positions by the originator or sponsor, beyond its contractual obligations, is exceptional and 

may only be made at arms’ length conditions; 

f) In the cases in which there is a clean-up call option, this option shall also meet the following 

conditions: 

i) It may be exercised at the discretion of the originator institution; 

ii) It may only be exercised when 10% or less of the original value of the securitised exposures 

remains unamortised; 

iii) It is not structured to avoid allocating losses to credit enhancement positions or other 

positions held by investors, and it is not otherwise structured to provide credit enhancement. 

Article 151. Synthetic securitisation  

1. The originator institution of a synthetic securitisation may calculate the risk-weighted 

exposures amounts and, for the securitised exposures in accordance with Article 156, if either 

of the following conditions is met: 

a) A significant part of the credit risk is considered transferred to third parties, either through 

funded or unfunded credit protection; 

b) The originator applies a risk weight of 1.250% to all the securitisation positions that it 

maintains in this securitisation or deducts these positions from the Common Equity Tier 1 capital 

, in accordance with letter (j) of paragraph 1 of Article 30 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms. 



2. It is considered that a significant part of the credit risk has been transferred if some of the 

following conditions are fulfilled: 

a) The risk-weighted exposures of the mezzanine securitisation positions held by the originator 

institution in the securitisation do not exceed 50% of the risk-weighted exposure amounts of all 

the mezzanine securitisation positions existing in this securitisation; 

b) Where there are no mezzanine securitisation positions in a given securitisation and the 

originator can show that the exposure value of the securitisation positions that would be subject 

to deduction from Common Equity Tier 1 capital  or a risk weight of 1.250% exceeds a reasoned 

estimate of the expected loss per the securitised exposures by a substantial margin, when the 

originator institution does not maintain more than 20% of the exposure value of the 

securitisation positions that would be subject to deduction from Common Equity Tier 1 capital  

or a risk weight of 1.250%. 

Where the possible reduction in the risk-weighted exposures that the originator would achieve 

through the securitisation is not justified by a commensurate transfer of credit risk to third 

parties, the AFA may decide, on a case-by-case basis, that a significant part of the credit risk shall 

not be considered to have been transferred a third parties. 

3. For the purposes of what is envisaged in paragraph 2, “mezzanine securitisation positions” 

means the securitisation positions to which a to risk weight lower than 1.250% is applicable and 

that are more junior than the most senior position in the securitisation and more junior than 

any securitisation position in this securitisation to which a level 1 credit quality is assigned in 

accordance with Articles 166 to 168; 

4. As an alternative to what is provided for in paragraphs 2 and 3, the AFA shall authorize the 

originator institutions to consider a significant part of the credit risk as having been transferred 

when the originator institution is able to demonstrate, in every case of a securitisation, that the 

reduction of the own-funds requirements that the originator by the securitisation is justified by 

a commensurate transfer of credit risk to third parties. 

The AFA shall grant the authorization only when the institution meets all the following 

conditions: 

a) The institution has appropriately risk-sensitive policies and methodologies in place to assess 

the transfer of risk; 

b) The institution has also recognised the transfer of credit risk to third parties in each case for 

purposes of institutions internal risk management and its internal capital allocation. 

5. In addition to the requirements established in paragraphs 1 to 4 as applicable, the transfer 

shall comply with the following conditions: 

a) The securitisation documentation reflects the economic substance of the transaction; 

b) The credit protection by which the credit risk is transferred complies with what is set out in 

paragraph 2 of Article 154; 



c) The instruments used to transfer the credit risk do not contain terms or conditions that: 

i) Impose significant materiality thresholds below which credit protection is deemed not to 

be triggered if a credit event occurs; 

ii) Allow for the termination of the protection due to deterioration of the credit quality of the 

underlying exposures; 

iii) Except in the case of early amortization provisions, require positions in the securitisation 

to be improved by the originator institution; 

iv) Increase the cost for the institution of the credit protection or the yield payable to holders 

of positions in the securitisation in response to a deterioration in the credit quality of the 

pool of underlying exposures; 

d) An opinion is obtained from qualified legal counsel confirming the enforceability of the credit 

protection in all the relevant countries; 

e) The securitisation documentation shall make clear, where applicable, that any purchase or 

repurchase of securitisation positions by the originator or sponsor, beyond its contractual 

obligations, may only be made at arm’s length conditions; 

f) In the cases in which there is a clean call-up option, this option fulfils the following conditions: 

i) It may be exercise at the discretion of the originator institution; 

ii) It may only be exercise when el 10% or less of the original value of the securitised 

exposures remains unamortised; 

iii) It is not structured to avoid allocating losses to credit enhancement positions or other 

positions held by investors and is not otherwise structured to provide credit enhancement. 

Article 152. Calculation of the risk-weighted exposure amounts 

1. When an originator institution has transferred a significant part of the credit risk associated 

with securitised exposures in accordance with Articles 150 to 151, this institution may: 

a) In the case of traditional securitisation, exclude from its calculation of the risk-weighted 

exposure amounts, the exposures which it has securitised; 

b) In the case of synthetic securitisation, calculate the risk-weighted exposure amounts, in 

respect of the securitised exposures in accordance with Articles 156 and 157. 

2. When the originator institution has decided to apply paragraph 1, it shall calculate the risk-

weighted exposures prescribed in this paragraph for the positions that it may hold in the 

securitisation. 



When the originator institution has not transferred a significant part of the credit risk or has 

decided not to apply paragraph 1, it need not calculate the risk-weighted exposure amounts 

corresponding to any position that it may have in the calculation of the risk-weighted exposures 

as if they had not been securitised. 

3. When there is an exposure to different tranches of a securitisation, the exposure to each 

tranche shall be considered a separate securitisation position. It is considered that the providers 

of credit protection to the positions of a securitisation hold positions in the securitisation. 

Securitisation positions shall include the exposures to securitisations arising from interest rate 

or currency derivative contracts. 

4. Unless a securitisation position is deducted from Common Equity Tier items 1 pursuant to 

letter (j) of paragraph 1 of Article 30 of Law 35/2018 of 20 December on the solvency, liquidity 

and prudential supervision of credit institutions and investment firms, the risk-weighted 

exposure amount shall be included in the institution’s total of risk-weighted exposure amounts 

for the purposes of what is envisaged in paragraph 1 of Article 59. 

5. The risk-weighted exposure amount of a securitisation position shall be calculated by applying 

to the exposure value of the position, calculated in accordance with what is established in Article 

153, the relevant total risk weight. 

6. The total risk weight shall be equal to the sum of the risk weight established in this section 

and any possible additional risk weight in accordance with Article 272. 

Article 153. Exposure value 

1. The exposure value shall be calculated as follows: 

a) In the cases in which an institution calculates the risk-weighted exposures in accordance with 

Articles 158 to 165, the exposure value of an on-balance sheet securitisation position shall be its 

accounting value remaining after specific credit risk adjustments, treated in accordance with 

Article 76, have been applied; 

b) In the cases in which an institution calculates the risk-weighted exposures in accordance with 

Articles 158 to 165, the exposure value of an off-balance sheet securitisation position shall be its 

nominal value, less any specific credit risk adjustment, multiplied by a conversion factor, pursuant 

to the provisions this section. The conversion factor shall be 100% unless otherwise specified; 

c) The exposure value for counterparty credit risk of a derivative instrument listed in Annex II is 

determined in accordance with Section Five. 

2. When an institution has two or more overlapping positions in a securitisation, it shall, to the 

extent that they overlap, include in its calculation of risk-weighted exposure amounts only the 

position or the portion of a position that produces the higher risk-weighted exposures. The 

institution may also recognise such overlap between its specific risk own-funds requirements for 

positions in the trading book and the own-funds requirements for securitisation positions of the 

non-trading book, provided that the institution is able to calculate and compare the own-funds 

requirements for the corresponding positions. For the purposes of this section “overlapping” 



shall be understood to refer to the fact that the positions represent, totally or partially, an 

exposure to the same risk, such that to the extent of the overlap, they constitute a single 

exposure. 

3. When letter (c) of Article 167 applies to positions in the ABCP, the institution may use the risk 

weight assigned to a liquidity facility in order to calculate the amount for the risk-weighted 

exposure amount corresponding to the ABCP, provided that 100% of the ABCP issued by the 

programme is covered by this or other liquidity facilities and all these liquidity facilities rank pari 

passu with the ABCP so that they form overlapping positions. 

The institution shall notify the AFA of the use that it makes of this possibility. 

Article 154. Recognition of credit risk mitigation for securitisation positions 

1. The institutions may recognise funded or unfunded credit protection obtained in respect of a 

securitisation position in accordance with Section Three and subject to the requirements 

established in this section and in Section Three. 

Eligible funded credit risk protection is limited to the financial collateral which eligible for the 

calculation of the risk-weighted exposure amounts in accordance with Section Two, as laid down 

in Section Three, and recognition is subject to compliance with the relevant requirements as laid 

down in Section Three. 

2. Eligible unfunded credit risk protection and the providers of this protection are limited to 

those that are eligible in accordance with Section Three and recognition is subject to compliance 

with the relevant requirements established in accordance with Section Three. 

3. Notwithstanding the provisions of paragraph 2, the eligible providers of unfunded credit 

protection that are listed in letters (a) to (h) of paragraph 1 of Article 116, except for qualifying 

central counterparties shall have a credit assessment assigned by a recognised ECAI which has 

been determined to be associated with credit quality step 3 or above and shall have been 

associated with credit quality step 2 or above at the time the credit protection was first 

recognised. 

4. Notwithstanding the provisions of paragraph 2, SSPEs can be eligible protection providers 

when they own assets that qualify as eligible financial collateral and over which there are no 

rights or contingent rights preceding or ranking pari passu to the contingent rights of the 

institution that receives unfunded credit protection, and when all the requirements established 

in Section Three for the recognition of the financial collateral are met. In these cases, the GA 

value (the amount of the protection adjusted for any possible currency and maturity mismatches 

in accordance with the provisions of Section Three) is limited to the volatility adjusted market 

value of these assets and g (the risk weight of the exposures to the protection provider as 

specified under the Standardised Approach) is determined as the weighted average of the risk 

weights that would apply to these assets as financial collateral in accordance with the 

Standardised Approach. 

Article 155. Implicit support  



1. Sponsor institutions or originator institutions which, which in respect of a securitisation, have 

made use of paragraphs 1 and 2 of Article 152, in the calculation of the amounts of the risk-

weighted exposures or which have sold instruments from their the trading books, in such a way 

that to the effect that they are no  longer required to hold own funds for the risks of these 

instruments, shall not provide support to the securitisation beyond their contractual obligations 

with a view to reducing the potential or actual losses for investors. A transaction shall not be 

considered to provide support if it is executed at arm’s length conditions and taken into account 

in the assessment of significant risk transfer. Any transaction of these characteristics, regardless 

of whether or not it provides support, shall be notified to the AFA and subject to the credit 

review and approval process carried out by the institution. When assessing whether the 

transaction is not structured to provide support, the institution shall adequately consider at 

least, all the following parameters: 

a) The price of the repurchase; 

b) The capital and liquidity situation of the institution before and after the repurchase; 

c) The evolution of the securitised exposures; 

d) The evolution of the securitisation positions; 

e) The impact of the support on the losses expected to be incurred by the originator relative to 

investors. 

2. Through a technical communiqué, the AFA shall publish or adopt guidelines from 

internationally recognised bodies to determine what conditions constitute arm’s length 

conditions and when a transaction is not structured to provide support. 

3. When an originator or sponsor institution fails to comply with paragraph 1 in respect of a 

securitisation, this institution shall have, at least, own funds against all of the securitised 

exposures as if these exposures had not been securitised. 

 

Article 156. General treatment 

To calculate the risk-weighted exposures for the securitised exposures, when the conditions set 

out in t Article 151 are met, the originator of synthetic securitisation shall use, subject to the 

provisions of Article 157, the relevant calculation methodologies set out in Articles 152 to 165 

and not those set out in Section Two. 

The requirements set out in the first paragraph shall apply to the entire pool of exposures 

included in the securitisation. Subject to Article 157, the originator shall calculate the risk-

weighted exposures in respect of all tranches of the securitisation in accordance with Articles 

152 to 165, including those for which the institutions recognises a credit risk mitigation in 

accordance with Article 154. In this case, the risk weight applicable to this position may be 

modified in accordance with Section Three, subject to the requirements established in this section. 



Article 157. Treatment of maturity mismatches in synthetic securitisations 

To calculate the risk-weighted exposures in accordance with Article 156, any maturity mismatch 

between the credit protection that constitutes a tranche and by which the transfer of risk is 

achieved shall be taken into consideration in the following way: 

a) It is considered that the maturity of the securitised exposures is that corresponding to the 

securitised exposure that has the longest maturity, subject to a maximum of five years. The 

maturity of the credit protection shall be determined in accordance with Section Three; 

b) The originator shall ignore any maturity mismatches in calculating the risk-weighted 

exposures for tranches associated with a risk weight of 1.250% in accordance with Articles 152 

to 165. For the other tranches, the treatment of the maturity mismatch set out in the Section 

Three shall be applied in accordance with the following formula: 

 

Where: 

RW* = the risk-weighted exposures for the purposes of letter (a) of paragraph 1 of Article 59 

RWAss = the risk-weighted exposures for the exposures if they had not been securitised, 

calculated on a pro-rata basis 

RWSP = the risk-weighted exposures, calculated in accordance with Article 156, if there was no 

maturity mismatch 

T = the maturity of the underlying exposures expressed in years 

t = the maturity of the credit protection expressed in years 

t* = 0,25 

Article 158. Risk weights 

Without prejudice to the provisions of Article 159, institutions shall calculate the risk-weighted 

exposure of a rated securitisation or re-securitisation position by applying the relevant risk 

weight to the exposure value. 

The relevant risk weight shall be the risk weight set out in Table 1, with which the credit 

assessment of the position is associated in accordance with Articles 166 to 168. 

Table 1 

Credit quality step 1 2 3 

4 (only for credit 

assessments that are not 

short-term) 

Other levels of credit 

quality 



Securitisation positions  20% 50% 100% 350% 1,250% 

Re-securitisation positions 40% 100% 225% 650% 1,250% 

Without prejudice to the provisions of Articles 159 to 162, the risk-weighted exposure of an 

unrated securitisation position shall be calculated by applying a risk weight of 1,250%. 

Article 159. Originator institutions and sponsors 

For an originator or sponsor, the risk-weighted exposures calculated in respect of its positions 

in any one securitisation may be limited to the risk-weighted exposures that would be calculated 

for the securitised exposures if they were not securitised, subject to the presumed application 

of a risk weight of 150% to the following items: 

a) All items that are currently in default; 

b) All the elements associated with a particularly high risk in accordance with Article 94 amongst 

the securitised exposures. 

Article 160. Treatment of unrated positions  

1. For the purposes of the calculation of the risk-weighted exposure of an unrated securitisation 

position, institutions may apply the weighted-average risk weight that would be applied to the 

securitised exposures, in accordance with Section Two, an institution that holds these 

exposures, multiplied by the concentration ratio referred to in paragraph 2. For this purpose, 

institutions shall know at all times what is the composition of the pool of securitised exposures. 

2. The concentration  ratio shall be equal to the sum of the nominal amounts of all the tranches 

divided by the sum of the nominal amounts of the tranches that are junior to or pari passu with 

the tranche in which the position is held, including that tranche itself. The resulting risk weight 

shall not be higher than 1.250% nor lower than any risk weight applicable to a more senior 

tranche in the order of preference to payments. In the cases in which the institution is not able 

to determine the risk weights that would be applied to the securitised exposures in accordance 

with Section Two, a risk weight of 1.250% shall be applied to the position. 

Article 161. Treatment of securitisation positions in a second-loss tranche or better in an ABCP 

programme 

Subject to the availability of a more favourable treatment for unrated liquidity facilities in 

accordance with Article 162, an institution may apply to the securitisation positions that meet 

the following conditions a risk weight that is the greater of 100% or the highest of the risk 

weights that would be applied to any of the securitised exposures, in accordance with Section 

Two, by an institution holding the exposures: 

a) The securitisation position shall be in a tranche, which is economically in a second loss 

position, or better in the securitisation and the first-loss tranche shall provide meaningful credit 

enhancement to the second-loss tranche; 



b) The quality of the securitisation position shall be equivalent to credit quality step 3 in 

accordance with the Standardised Approach, or better; 

c) The securitisation position of shall be held by an institution that does not hold a position in 

the first-loss tranche. 

Article 162. Treatment of unrated liquidity facilities 

1. Institutions may apply a conversion factor of 50% to the nominal amount of an unrated 

liquidity facility in order to determine its exposure value, when the following conditions are met: 

a) The documentation of the liquidity facility shall clearly identify and limit the circumstances 

under which the facility may be drawn; 

b) It shall not be possible for the facility to be drawn to provide credit support by covering losses 

already incurred at the moment of the draw and, in particular, not so as to provide liquidity in 

respect of exposures in default at the time of the draw or so as to acquire  assets at more than 

fair value; 

c) The facility shall not be used to provide permanent or funding for the securitisation; 

d) The repayment of draws on the facility are not subject to an exemption or postponement or 

subordinated to the claims of investors with the exception of those that arise  in respect of 

interest rate or currency derivatives contracts, fees or other payments of this type; 

e) It shall not be possible for the facility to be drawn after all applicable credit enhancements 

from which the liquidity facility would benefit are exhausted; 

f) The facility shall include a provision that results in an automatic reduction in the amount that 

can be drawn by the amount of exposures that are in default, or, when pool of securitised 

exposures consists of rated instruments, that terminate the facility if the average quality of the 

pool falls below investment grade. 

The risk weight to be applied shall be the highest risk weight that would be applied to any of the 

securitised exposures, in accordance with la Section Two, an institution holding the exposures. 

2. To determine the exposure value of cash advance facilities, a conversion factor of 0% may be 

applied to the nominal amount of a liquidity facility that is unconditionally cancellable provided 

that the conditions established in section 1 are met and the repayment of draws of the facility 

are senior to any other claims on the cash flows arising from the securitised exposures. 

Article 163. Additional own-funds requirements for securitisations of revolving exposures with 

early amortization provisions 

1. When there is a securitisation of revolving exposures subject to an early amortization 

provision, the originator shall calculate, in accordance with this article, an additional risk-

weighted exposure in respect of the risk that the levels of credit risk to which it is exposed may 

increase as a consequence of the activation of the early amortization provision. 



2. The institution shall calculate the risk-weighted exposure amount in respect of the sum of the 

exposure values of the originator’s interest and the investor’s interest. 

For securitisation structures in which the securitised exposures include revolving and non-

revolving exposures, the originator institution shall apply the treatment set out in paragraphs 3 

to 6 to the part of the underlying pool that contains revolving exposures. 

The exposure value of the originator’s interest shall be the exposure value of notional the part 

of the pool of drawn amounts sold into a securitisation. The proportion in relation to the amount 

of the total pool sold into the structure determines the proportion of these cash flows generated 

by the principle and interest collections and other associated amounts, which are not available 

to make payments to those having positions in the securitisation. The originator’s interest shall 

not be subordinate o the investor’s interest. The exposure value of the investor’s interest shall 

be the exposure value of the remaining notional part of the pool of drawn amounts. 

The risk-weighted exposure, in respect of the exposure value of the originator’s interest, shall 

be calculated as that for a pro-rata exposure in relation to the securitised exposures as if they 

had not been securitised. 

3. The originators of the following types of securitisation are exempt from the calculation of the 

additional risk-weighted exposure set out in paragraph 1: 

a) The securitisations of revolving exposures in which the investors remain fully exposed to all 

future draws by borrowers so that the risk on the underlying facilities does not return to the 

originator even after an early amortisation has occurred; 

b) The securitisations in which any early amortization provision is only triggered by events not 

related to the performance of the securitised assets or the originator, such as major changes in 

tax laws or regulations. 

4. For an originator subject to the calculation of an additional risk-weighted exposure in 

accordance with paragraph  1, the total of the risk-weighted exposures in respect of its positions 

in the investor’s interest and the risk-weighted exposures calculated in accordance with 

paragraph 1 no shall be no greater than the greater of: 

a) The risk-weighted exposures calculated for the positions maintained in the investor’s interest; 

b) The risk-weighted exposures that would be calculated, in respect of the securitised exposures 

by an institution holding the exposures as if they had not been securitised, for an amount equal 

to the investor’s interest. 

The deduction of net gains, if any, arising from the capitalisation of future income required 

under paragraph 1 of Article 29 of Law 35/2018 of 20 December on the solvency, liquidity and 

prudential supervision of credit institutions and investment firms, shall be treated outside the 

maximum amount indicated in the preceding paragraph. 

5. The risk-weighted exposure to be calculated in accordance with paragraph 1 shall be 

determined by multiplying the exposure value of the investors’ interest by the product of the 



appropriate conversion factor as indicated in paragraphs 6 to 9 and the weighted average risk 

weight that would apply to the securitised exposures if the exposures had not been securitised. 

It is considered that an early amortization provision is “controlled” when all the following 

conditions are met: 

a) The originator has an appropriate plan that guarantees that it has sufficient own funds and 

liquidity available in the event of an early amortization; 

b) Throughout the duration of the transaction, there is a pro-rata distribution between the 

originator‘s interest and the investor’s interest of payments of interest and principal, expenses 

losses and recoveries based on the balance of the receivables  outstanding at one or more 

reference points during each month; 

c) The amortization period is sufficient for 90% of the total debt (originator‘s interest and the 

investor’s interest) outstanding at the beginning of the early amortisation period to have been 

repaid or recognised as in default; 

d) The speed of repayment is no more rapid than would be achieved by straight-line 

amortisation during the period established in condition c. 

6. In the case of the securitisations of retail exposures that are uncommitted and unconditionally 

cancellable, without prior notice, that are subject to an early amortization provision, when the 

early amortization is triggered as a consequence of the excess spread level falling to a certain 

level, institutions shall compare the three-month average excess spread level from which the 

spread level shall be trapped (in other words, with the trapping level). 

In the cases in which the securitisations do not require excess spread to be trapped, it is 

considered that the trapping point is 4.5 percentage points greater than the access spread level 

at which an early amortization is triggered. 

The conversion factor to be applied shall be determined by the level of the actual three-month 

average excess spread in accordance with Table 2. 

 

Table 2 

  

Securitisations subject to a 

controlled early amortization 

provision  

Securitisations subject to a 

non-controlled early 

amortization provision  

Three-month average excess spread  Conversion factor Conversion factor 

Above level A 0% 0% 

Level A 1% 5% 

Level B 2% 15% 

Level C 10% 50% 

Level D 20% 100% 

Level E 40% 100% 



Where: 

a) Level A: the levels of excess spread less than 133.33% of the trapping level of excess spread 

but not less than 100% of this trapping level. 

b) Level B: the levels of excess spread less than 100% of the trapping level of excess spread but 

not less than 75% of this trapping level. 

c) Level C: the levels of excess spread less than 75% of the trapping level of excess spread but 

not less than 50% of this trapping level. 

d) Level D: the levels of excess spread less than 50% of the trapping level of excess spread but 

not less than 25% of this trapping level. 

e) Level E: the levels of excess spread less than 25% of the trapping level of excess spread. 

7. In the case of the securitisations of retail exposures which are uncommitted and 

unconditionally cancellable, without prior notice, which are subject to an early amortization 

provision that is triggered according to a quantitative indicator other than the three-month 

average excess spread, , provided that the AFA authorise it, institutions shall apply un treatment 

which approximates closely to that prescribed in section 6 above to determine the conversion 

factor indicated. The AFA shall give its authorisation when the following conditions are fulfilled: 

a) The treatment is more appropriate because the institution can establish a quantitative 

measure equivalent, in relation to the quantitative value that triggers early amortisation, to the 

trapping level of excess spread; 

b) The treatment leads to a measure of the risk that increases the credit risk to which the 

institution is exposed, as a consequence of the application of the early amortization provision, 

that is as prudent as that calculated in accordance with paragraph 6. 

8. All the other securitisations of revolving exposures subject to a controlled early amortization 

provision shall be subject to a conversion factor of 90%. 

9. All the other securitisations of revolving exposures subject to a non-controlled early 

amortization provision are subject to a conversion factor of 100%. 

Article 164. Reduction of the credit risk in relation to securitisation positions subject to the 

Standardised Approach 

In the cases in which credit protection is obtained in relation to a securitisation position, the 

calculation of the risk-weighted exposures may be modified in accordance with Section Three. 

Article 165. Reduction of risk-weighted exposures 

When a securitisation position is assigned a risk weight of 1.250 %, institutions may, in 

accordance with letter (j) of paragraph 1 of Article 30 of Law 35/2018 of 20 December on the 

solvency, liquidity and prudential supervision of credit institutions and investment firms, and as 



an alternative to the inclusion of the position in their calculation of the risk-weighted exposures, 

deduct from Common Equity Tier 1 capital the exposure value of the position. For these 

purposes, the calculation of the exposure value may reflect eligible funded credit protection 

through collateral or similar instruments, in a way coherent with Article 164. 

When an originator makes use of this possibility, it may subtract 12.5 times the deducted 

amount, in accordance with letter (j) of paragraph 1 of Article 30 of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment firms, 

from the amount specified in Article 159 as the risk-weighted exposure which would normally 

be calculated for the securitised exposures if they had not been securitised. 

Article 166. Use of the credit assessments carried out by ECAIs 

Institutions may use credit assessments to determine the risk weight of a securitisation position 

only when the credit assessment has been issued or confirmed by an ECAI that has been 

recognised by the AFA. 

Article 167. Requirements to be met by the credit assessments of ECAIs 

For the purposes of the calculation of the risk-weighted exposures in accordance with Articles 

152 to 165, institutions shall only use the credit assessment of an ECAI if the following conditions 

are met: 

a) There shall be no mismatch between the types of payments reflected in the credit assessment 

and the types of payments to which the institution is entitled in accordance with the contract 

that gives rise to the securitisation position in question; 

b) The ECAI has published loss and cash flow analyses, the sensitivity of ratings to changes in the 

underlying ratings assumptions, including the performance of the pool of underlying assets, and 

the credit assessments, procedures, methodologies, hypotheses and the fundamental elements 

on which the assessments are based. The information that is made available only to a limited 

number of entities shall not be considered to have been published. The credit assessments shall 

be included in the transition matrix of the ECAI; 

c) The credit assessments shall not be based or partly based on unfunded support provided by 

the institution itself. In this case, the institution shall consider the relevant position for the 

purpose of calculating the risk-weighted exposures amounts  for this position in accordance with 

Articles 152 to 168, as if it were not rated. 

The ECAI undertakes to publish explanations on the way that the performance of the securitised 

assets affects the credit assessment. 

Article 168. Use of the credit assessments 

1. An institution may nominate one or several ECAI whose credit assessments shall be used for 

the circulation of its risk-weighted exposures in accordance with this paragraph (a designated 

“ECAI”). 



2. The institution shall use the credit assessments in a coherent manner and not selectively in 

relation to its securitisation positions, in accordance with the following principles: 

a) The institution may not use the credit assessments of an ECAI for its positions in tranches and 

the credit assessments of another ECAI for its positions in other tranches of the same 

securitisation, that may or may not have been rated by the first ECAI; 

b) In the cases in which a position has two credit assessments carried out by nominated ECAIs, 

the institution shall use the least favourable credit assessment; 

c) In the cases in which a position has more than two credit assessments carried out by 

nominated ECAIs, the two least favourable credit assessments shall be used. If the two most 

favourable assessments are different, the least favourable of the two shall be used; 

d) The institution shall not actively solicit the withdrawal of the less favourable ratings. 

3. In the cases in which the credit protection eligible in accordance with Section Three is 

provided directly to the SSPE, and this protection is reflected in the credit assessment of a 

position carried out by a nominated ECAI, the risk weight associated with this credit assessment 

may be used. If the protection is not eligible in accordance with Section Three, the credit 

assessment shall not be recognised. When the credit protection is not provided to the SSPE but 

directly to a securitisation position, the credit assessment shall not be recognised. 

Section Five. Counterparty credit risk 

Article 169. Determination of the exposure value 

1. Institutions shall determine the exposure value of the derivative instruments listed in Annex 

II in accordance with the provisions of this paragraph. 

2. Institutions can determine the exposure value of repurchase transactions, securities or 

commodities lending of borrowing transactions, long settlement transactions and margin 

lending transactions in accordance with the provisions of this paragraph, instead of making use 

of Section Three. 

Article 170. Definitions 

For the purposes of this section and of Chapter Seven of this Title, the following definitions shall 

apply: 

General terms: 

1. Counterparty credit risk (hereinafter, “counterparty risk” or “CCR”): this is the risk that the 

counterparty to a transaction could default before the final settlement of the cash flows of this 

transaction. 

Regarding transaction types: 



2. Long settlement transactions: these are the transactions in which a counterparty undertakes 

to deliver a security, a commodity or a foreign exchange amount against cash, other financial 

instruments or commodities, or vice versa, on a settlement date which, as specified by contract, 

shall be subsequent to that which first occurs according to what is the market standard for this 

type of transaction or five business days after the date on which the institution enters into the 

transaction. 

3. Margin lending transactions: these are the transactions in which an institution extends credit 

related to the purchase, sale, transfer or trading of securities. Margin lending transactions do 

not include other loans that are secured by collateral in the form of securities. 

Netting set, hedging sets and related terms: 

4. Netting set: this is a group of transactions between an institution and a single counterparty 

that is subject to a legally enforceable bilateral netting agreement that is recognised by virtue 

of the provisions of Articles 181 to 184 and in Section Three. 

Each transaction not subject to a legally enforceable bilateral netting agreement that is 

recognised under Articles 181 to 184 shall be treated in its own netting set for the purposes of 

this section. 

5. Risk position: this corresponds to a risk number that is assigned to a transaction under the 

Standardised Approach established in Articles 174 to 180 in accordance with a predetermined 

algorithm. 

6. Netting set: this a group of risk positions arising from of the transactions that belong to the 

same netting set, when it is only used to determine the exposure value, in accordance with the 

Standardised Approach of Articles 174 to 180, the balance of these risk positions. 

7. Margin agreement: this is an agreement or the provisions of an agreement under which one 

counterparty is obliged to supply collateral to a second counterparty when an exposure of this 

second counterparty to the first counterparty exceeds a specified level. 

8. Margin threshold: this is the largest amount of an exposure that remains outstanding before 

one party has the right to call for collateral. 

9. Margin period of risk: this is the period of time since the most recent exchange of collateral 

that covers a netting set with a defaulting counterparty until the transactions are closed and the 

resulting market risk is re-hedged. 

10. Cross-product netting: this corresponds to the inclusion of transactions of different product 

categories within the same netting set in accordance with Cross-product netting rules entre set 

out in this section. 

11. Current Market Value (referred to hereinafter as “CMV”): for the purposes of what is set out 

in Articles 174 to 180, this is the net market value of the portfolio of transactions including in a 

netting set, using both the positive and the negative market values for the calculation of the 

CMV. 



Counterparty credit risks or CCRs: 

12. Counterparty: for the purposes of what is set out in Articles 181 to 184, this is any natural or 

legal person that participates in a netting agreement and has the contractual capacity to do so. 

13. Contractual cross product netting agreement: this is a bilateral contractual agreement 

between an institution and a counterparty, which creates a single legal obligation (based on the 

netting of the covered transactions) that affects all the marc bilateral master agreements and 

the transactions belonging to different product categories that are included in the agreement. 

For the purposes of this definition, “different product categories” means: 

a) Repurchase transactions, securities and commodities lending and borrowing transactions; 

b) Margin lending transactions; 

c) The contracts listed in Annex II. 

14. Payment leg: this is the payment agreed in an OTC derivative transaction with a linear risk 

profile, which stipulates the Exchange of a financial instrument for a payment. 

In the case of transactions that stipulate the exchange of payment against payment, those two 

payment legs are determined by the contractually agreed gross payments, including the notional 

amount of the transaction. 

Article 171. Methods for calculating the exposure value 

1. Institutions shall determine the exposure value of the contracts listed in Annex II from one of 

the methods established in Articles 172 to 180, in accordance with the provisions of this article. 

The institutions that are not eligible to the treatment set out in Article 61 shall not use the 

method established in Article 172. To determine the exposure value of the contracts listed in 

point 3 of Annex II, the entities cannot use the method established in Article 172. The institutions 

may use in combination the methods set out in Articles 172 to 180 on a permanent basis within 

a group. A single institution may use in combination the methods established in Articles 172 to 

180 when one of the methods is used for the cases set out in paragraph 6 of Article 180. 

2. When an institution purchases protection through a credit derivative to cover an exposure of 

its non-trading book or an exposure with counterparty risk, it can calculate its own-funds 

requirements with regard to the exposure covered in accordance with Articles 141 to 143; 

The exposure value in counterparty risk for these credit derivatives shall be zero, unless the 

institution applies the method established in point ii of letter (h) of paragraph 1 of Article 185. 

3. Notwithstanding the provisions of paragraph 2, an institution may decide the systematic 

inclusion, for the purpose of calculating own-funds requirements for counterparty credit risk, all 

the credit derivatives not included in the trading book and acquired as protection to cover an 



exposure of the its non-trading book or an exposure to counterparty credit risk, provided that 

the credit risk hedge recognises the use of this Regulation. 

4. When an institution treats credit default swaps sold by another institution as credit protection 

provided by that institution and these swaps are subject to own-funds requirements for credit 

risk of the underlying for the full notional amount total, their exposure value for the purposes 

of counterparty risk in the non-trading book shall be zero. 

5. In accordance with all the methods established in Articles 172 to 180, the exposure value for 

a given counterparty is equal to the sum of the exposure values calculated for each netting set 

with this counterparty. 

For a given counterparty, the exposure value, calculated in accordance with this paragraph, for 

a given netting set of OTC derivative instruments listed in Annex II shall be the greater of zero 

and the difference between the sum of the exposure values across all netting sets with the 

counterparty and the sum of the credit valuation adjustments corresponding to this 

counterparty which the institution recognises as a loss of value. The credit valuation adjustments 

shall be calculated without taking into account the amount of any debit value adjustments 

attributed to the own credit risk of the firm that has already been deducted from own funds by 

virtue of the provisions of letter (b) of paragraph 2 of Article 29 of Law 35/2018 of 20 December 

on the solvency, liquidity and prudential supervision of credit institutions and investment firms. 

6. Institutions shall determine the exposure value resulting from long settlement transactions 

using any of the methods set out in Articles 172 to 180, regardless of the method that has been 

chosen to treat the OTC derivative instruments and the repurchase transactions, securities or 

commodities lending of borrowing transactions and margin lending transactions. 

7. In relation to the methods established in Articles 172 and 173, institutions shall adopt a 

systematic methodology to determine the notional amount for different product types and shall 

ensure that the notional amount to be taken into account provides an appropriate measure of 

the risk inherent in the contract. When the contract provides for a multiplication of cash flows, 

the institution shall adjust the notional in order to take into account the effects of the 

multiplication on the risk structure of the contract. 

In the case of the methods set out in Articles 172 to 180, institutions shall treat transactions in 

which specific wrong way risk has been detected in accordance with what is set out below: 

a) Institutions shall duly consider the exposures that give rise to a material degree of general 

and specific wrong way risk; 

b) Institutions shall maintain procedures to identify, supervise and control the cases of specific 

wrong way risk with regard to each legal entity, commencing at the start of a transaction and 

continuing throughout the life of this transaction. 

c) Institutions shall calculate these own-funds requirements for counterparty risk in relation to 

the transactions in which a specific wrong way risk has been detected and in which there is a 

legal link between the counterparty and the issuer of the underlying OTC derivative or of the 

underlying of the following transactions: 



a) Repurchase transactions; 

b) Securities and commodities lending and borrowing transactions; 

c) Margin lending transactions. 

In relation to these transactions, the following principles shall be observed: 

1. The instruments that show specific wrong way risk shall not be included in the same netting 

set as the other transactions with the same counterparty, and each one shall be treated as a 

separate netting set; 

2. Within any of these separate netting sets, the exposure value, for single-name credit default 

swaps, shall be equal to the full expected loss in the value of the remaining fair value of the 

underlying instruments, based on the assumption that the underlying issuer is in liquidation; 

3. The risk weight applicable shall be that of an unsecured transaction; 

4. For all other transactions referencing a single-name in any of these separate netting sets, the 

calculation of the exposure value shall be consistent with assumption of a jump-to-default of 

the underlying obligations in which the issuer is legally linked to the counterparty. For 

transactions referencing a basket of names of index, the assumption of a jump-to-default of the 

respective underlying obligations in which the issuer is legally connected to the counterparty, 

shall be applied, when appropriate; 

d) Institutions shall provide the general management and the corresponding committee of the 

management body with regular reports on the general and specific risks of adverse correlation 

and the measures that are being taken to manage them. 

Article 172. Mark-to-market Method 

1. In order to determine the current replacement cost of all contracts with positive values, 

institutions shall attach the current values to the contracts. 

2. In order to determine the potential future credit exposure, institutions shall multiply the 

notional amounts or the underlying values, as applicable, by the percentages of Table 1, in 

accordance with the following principles: 

a) The contracts that are not included in any of the five categories indicated in Table 1 shall be 

treated as contracts concerning commodities, other than precious metals; 

b) In the case of the contracts with multiple exchanges of principal, the percentages shall be 

multiplied by the number of payments that still have to be made in accordance with what is 

stipulated in the contract; 

c) In the case of the contracts structured in such a way that the pending exposures are settled 

on the specified payment dates, and the conditions shall be reset so that the market value of 

the contract is null on these specified dates, the residual maturity shall be equal to the time until 



the next reset date. In the case of interest-rate contracts that meet these criteria, and which 

have residual maturity of more than one year, the percentage shall not be less than 0.5%. 

Table 1 

Residual maturity 
Interest/rate 

contracts  

Foreign 

exchange and 

gold 

contracts 

Contracts 

on 

equities 

Contracts on 

precious metals 

except gold  

Contracts on 

basic products, 

except precious 

metals 

One year or less 0% 1% 6% 7% 10% 

More than one year 

but less than five  
0.5% 5% 8% 7% 12% 

More than five years 1.5% 7.5% 10% 8% 15% 

3. In the case of contracts relating to commodities, other than gold, referred to in point 3 of 

Annex II, institutions may apply, instead of the percentages of Table 1, the percentages of Table 

2, provided that they follow the extended maturity ladder approach set out in Article 243 with 

regard to these contracts. 

Table 2 

Residual maturity 
Precious metals 

except gold 

Basic 

metals 

Agricultural 

products (softs) 

Others, including 

energy products  

One year or less 2% 2.5% 3% 4% 

More than one year but 

less than five 
5% 4% 5% 6% 

More than five years 7.5% 8% 9% 10% 

4. The sum of the current replacement cost and the potential future credit exposure is the 

exposure value. 

 

 

Article 173. Original exposure method 

1. The exposure value shall be the notional amount of each instrument multiplied by the 

percentages established in Table 3. 

Table 3 

Original maturity 
Interest-rate 

contracts 

Contracts on foreign exchange 

rates and gold 

One year or less 0.5% 2% 

More than one year but no more than two 1% 5% 

Increase for each subsequent year 1% 3% 



2. For the purposes of calculating the exposure value of interest-rate contracts, institutions may 

choose to use either the original maturity or the residual maturity. 

Article 174. Standardised Approach 

1. Institutions may only use the Standardised Approach to calculate the exposure value in 

relation to OTC derivative instruments and long settlement transactions. 

2. When applying the Standardised Approach, institutions shall calculate the exposure value 

separately for each netting set, net of collateral, as follows: 

Exposure value = β · max{CMV – CMC, Σj|Σi RPTij - Σl RPClj|·CCRMj}, 

Where: 

CMV = current market value of the portfolio of transactions included in the netting set with a 

counterparty, without taking collateral into account, where: 

   CMV = Σi CMVi 

Where: 

CMVi = the current market value of the transaction i; 

CMC = the current market value of the collateral assigned to the netting set, where: 

   CMC = Σl CMCl 

Where: 

CMCl = the current market value of collateral l 

i = index designating transaction 

l = index designating transaction 

j = index designating the hedging set category 

For these purposes, the hedging sets correspond to risk factors for which risk positions of 

opposite sign are posted in order to obtain a net risk position on which the exposure measure is 

then based. 

RPTij = risk position from transaction i with respect to hedging set j 

RPClj = risk position from collateral l with respect to hedging set j 

CCRMj = Multiplier of the counterparty risk set out in Table 5 with respect to hedging set j 



β = 1.4 

3. For the purposes of the calculation set out in paragraph 2: 

a) The eligible collateral received from a counterparty shall have a positive sign and the collateral 

posted to a counterparty shall have a negative sign; 

b) Only collateral that is eligible in accordance with Article 113, Article 114 and letter (d) of 

paragraph 1 of Article 185 shall be used for the Standardised Approach; 

c) Institutions may disregard the interest rate risk corresponding to payment legs with a residual 

maturity of less than one year; 

d) Institutions an institution may treat transactions that consist of two payment legs that are 

denominated in the same currency as a single aggregate transaction. The treatment for payment 

legs applies to the aggregate transaction. 

Article 175. Transactions with a linear risk profile 

1. Institutions shall map transactions with a linear risk profile to risk positions in accordance with 

the following provisions: 

a) Transactions with a linear risk profile that have equity (including equity indices), gold, other 

precious metals or other commodities s as the underlying shall be mapped to a risk position in 

the respective equity (or equity index) or in the respective commodity and an interest rate 

position for the payment leg; 

b) Transactions with a linear risk profile with a debt instrument as the underlying instrument 

shall be mapped to an interest rate risk position for the debt instrument and another interest 

rate risk position for the payment leg; 

c) Transactions with a linear risk profile that stipulate the exchange of payment against payment 

(including foreign-exchange forward contracts) shall be mapped to an interest rate risk position 

for each of the payment legs. 

When, under a transaction mentioned in letters (a), (b) or (c), a payment leg or the debt 

underlying instrument is denominated in a foreign currency, this payment leg or underlying 

instrument shall also be mapped to a risk position in this currency. 

2. For the purposes of paragraph 1, the size of a risk position from a transaction with a linear risk 

profile shall be the effective notional value (market price multiplied by quantity) of the 

underlying financial instruments or commodities, converted to the national currency of the 

institution through the application of the relevant exchange rate, except for debt securities. 

3. For debt securities and for payment legs, the size of the risk position shall be the effective 

notional value of the outstanding gross payments (including the notional amount), converted to 

euros, multiplied by the modified duration of the debt instrument or payment leg, as applicable. 



4. The size of a risk position from a credit default swap shall be the notional value of the 

reference debt instrument multiplied by the residual maturity of the credit default swap. 

Article 176. Transactions with a non-linear risk profile 

1. Institutions shall determine the size of the risk positions corresponding to transactions with a 

non-linear risk profile in accordance with the following paragraphs. 

2 The size of a risk position from an OTC derivative instrument and with a non-linear risk profile 

(including options and swaptions), of which the underlying is not a debt instrument or a payment 

leg, shall be equal to the delta equivalent of the effective notional value of the financial 

instrument that underlies the transaction, in accordance with paragraph 1 of Article 178. 

3. The size of a risk position from a derivative instrument not traded on recognised exchanges 

and with a non-linear risk profile (including options and swaptions), of which the underlying is a 

debt instrument or a payment leg, shall be equal to the delta equivalent of the effective notional 

value of the financial instrument or payment leg multiplied by the modified duration of the debt 

instrument or payment leg, as applicable. 

Article 177. Treatment of collateral 

For the determination of risk positions, institutions shall treat collateral as follows: 

a) Collateral received from a counterparty shall be treated as an obligation to the counterparty 

in accordance with a derivative contract (short position) that is due on the date that the 

determination is made; 

b) Collateral it has posted with the counterparty shall be treated as a claim on the counterparty 

(long position) that is due on the date that the determination is made. 

Article 178. Calculation of risk positions 

1. Institutions shall determine the size and sign of a risk position as follows: 

a) For all instruments that are not debt securities: 

i) As the effective notional value in the case of a transaction with a linear risk profile 

ii) As the delta equivalent of the notional value, , in the case of a transaction with 

a non- linear risk profile, 

Where: 

Pref = price of the underlying instrument, expressed in the reference currency 

V = value of the financial instrument (in the case of an option, the value is the option price) 



p = price of the underlying instrument expressed in the same currency as V 

b) For debt instruments and payment legs of all transactions: 

i) As the effective notional value multiplied by the modified duration in the case of a 

transaction with a linear risk profile 

ii) As the delta equivalent of the notional value multiplied by the modified duration , in 

the case of a transaction with a non-linear risk profile,  

Where: 

V = value of the financial instrument (in the case of an option, the value is the price of the option) 

R = interest rate 

If V is denominated in a currency other than the reference currency, the derivative shall be 

converted into the reference currency by multiplication with the relevant exchange rate. 

2. Institutions shall group the risk positions into hedging sets. The absolute value amount of the 

sum of the resulting risk positions shall be calculated for each netting set. The net risk position 

shall be the result of this calculation and, for the purposes of paragraph 2 of Article 174, it shall 

be calculated as follows: 

 

Article 179. Interest-rate risk positions  

1. In order to calculate interest-rate position, institutions shall apply the following provisions. 

2. For interest-rate position from the following: 

a) Money deposits received from a counterparty as collateral 

b) Payment legs 

c) Underlying debt securities  

to which in each case a capital charge of 1.60% or less applies in accordance with Table 1 of 

Article 218, the entities shall assign these positions to one of the six hedging sets for each 

currency set out in Table 4. 

Table 4 

  Government referenced interest rates Non-government referenced interest rates 


































































































































































































































































































