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9 June 2004

Rules

 on FME criteria for assessing the exposure of financial undertakings and decisions on capital adequacy ratios above the statutory minimum, with later amendments 

Article 1


These Rules specify the criteria applied by the Financial Supervisory Authority (FME) for assessing levels of exposure and the need to request capital adequacy ratios above 8% for financial undertakings.

Article 2


The weighted overall grade of a financial undertaking must on average be lower than 2.25 as measured by the special risk assessment system which is detailed in Annexes I-III to these Rules where the ratings are based on a scale from 1-5, with 1 being the highest and 5 the lowest grade.

[Article 3


A financial undertaking must be in a position to face setbacks that simultaneously may lead to a reduction in asset items as listed under items a), b), c) and d) and the influence of item e) on the capital base and risk weighted assets when calculating the capital adequacy ratio without having its capital adequacy ratio drop below 8%:










Reduction ratio

a) Non-performing/impaired loans and appropriated assets, net

20%

b) Share portfolio in domestic companies at own risk


35%
c) Share portfolio in non-domestic companies at own risk

25%
d) Marketable bond portfolio at own risk



  
  7%

e) Increase in foreign currency denominated capital base 


and risk weighted assets





25%] 

Article 4

If a financial undertaking fails to meet the criteria stated in Articles 2 and 3 above, the FME may request a minimum CAR of above 8% for the undertaking in question. Prior to taking such a decision, the FME shall initiate talks with the Board and Management of the undertaking on its risk measurement methods and capital position and the action intended on behalf of the Management in order to meet the statutory minimum requirements.

Article 5


If the FME deems the talks described in Article 4 not to have provided satisfactory results concerning the risk assessment and capital position of the undertaking, the Authority takes a formal decision on requesting a higher minimum CAR for the undertaking. The decision entails a supplementary ratio on the 8% minimum CAR which is based on the undertaking passing a stress test in accordance with Article 3 as well as an additional supplement if the weighted overall rating is higher than 2.25 as shown in the following table:

Weighted overall rating from:


Supplementary ratio, %




2.25 - 2.50                                                     
  0.5

2.50 - 2.75




  1.0

2.75 - 3.00




  2.0

3.00 - 3.25




  3.0

3.25 - 3.50




  4.0

3.50 - 3.75




  6.0

3.75 - 4.00




  8.0

>4.00 





10.0


Article 6

Upon issuing an operating licence on behalf of a financial enterprise the required minimum CAR shall generally be higher than 8% but not higher than 16%. The business plans of the undertaking should be taken into consideration as well as risk assessment results as stated in Articles 2 and 3 above. If an undertaking is rated at 2.25 or lower for three consecutive six-month calculation periods, cf. Article 2, its minimum capital adequacy ratio shall be reviewed. The CAR may be reduced in steps with a view to the operating plans of the undertaking.

For assessing the minimum capital adequacy ratio as stated in Article 1 the FME has full authority to consider previous corporate history if the enterprise has been involved in comparable operations before.

Article 7
These Rules are made in accordance with the provisions of Article 84, Paragraph 2, Subparagraph 2 of Act No 161/2002 on Financial Undertakings and shall enter into force immediately.
Reykjavík, 9 June 2004

FINANCIAL SUPERVISORY AUTHORITY
Páll Gunnar Pálsson

                       

Ragnar Hafliðason
[image: image1.emf]Annex I. Risk Assessment System for Commercial Banks and Credit Undertakings

Grades are given on the scale of 1 to 5 with 1 being the highest grade

GRADES

1 2 3 4 5 Weight

Capital Adequacy Ratio as defined by law, consolidated statements

>10 10-9,5 9,5-9 9-8,5 <8,5 50%

Access to additional equity by means of market, incorporation, listing

Listed and 

rated Listed Not listed

20%

Subordinate Tier 2 and 3 loans, proportion of Tier 2 and 3 loan to Own Fund Tier 1

<25 25-30 30-35 35-40 >40 15%

SubordinateTier 1 loans, proportion of Tier 1 to Own Fund Tier 1

<5 5-10 >10 15%

Own Capital 10%

Loan disbursement by industry, given the largest industry be within certain parameters of total loans

<15 15-25 25-35 35-50 >50 10%

Non-performing loans as a percentage of total loans

<1 1-2 2-5 5-10 >10 15%

Appropriate assets as a percentage of total loans

<1 1-2 2-5 5-10 >10 10%

Defaulted loans as a percentage of total loans > 90 days

<2 2-5 5-6 6-8 >8 15%

Unlisted shares as a ratio of CAR-capital

<5 5-10 10-15 15-20 >20 10%

Twelve-months loans increase

<5 5-10 10-15 15-20 >20 20%

Large exposures, i.e. total large exposures as % of CAR-capital

<150 150-200 200-300 300-400 >400 10%

Number of large exposures >20%of CAR-capital

1 2 3 4 >4 10%

Quality of Assets 40%

Return on Equity

>12 9-12 6-9 0-6 <0 100%

Return on Equity 10%

Current liquidity position, if the accumulated positions are positive at the end of all four periods

4 3 2 1 0 50%

Participation in the inter-bank market

Yes No 20%

Foreign debt with maturity > 1 year and < 2 years as a ratio of Total Assets

<10 10-20 20-30 30-40 >40 30%

Liquidity Position 15%

CAR-ratio : 7% reduction of the book value of debt instruments at own risk

>9,5 9,5-9 9-8,5 8,5-8 <8 25%

CAR-ratio : 25% recuction of the book value of shares at own risk

>9,5 9,5-9 9-8,5 8,5-8 <8 25%

Net balance of index linked assets and liabilities as a percentage of CAR-capital

<30 30-65 65-85 85-120 >120

10%

              "              ,if negative

<10 10-20 20-25 25-40 >40 "

Net-balance of assets and liabilities denominated in foreign currency as a percentage of CAR-capital

<10 10-22 22-28 28-40 >40 10%

Risk weighted base related to market risk as a percentage of total risk weighted base

<5 5-11 11-14 14-20 >20 30%

Market Risk Sensitivity 15%

Board and managerial competence

         

20%

Is there an adherance to laws, regulations and procedural rules in the business

         

20%

Is there an adherance to guidance provided by internal and external auditors and FME

         

20%

Quality of internal control and risk management

         

20%

Quality of strategic planning of CAR-capital

         

20%

Management 10%
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Grades are given on the scale of 1 to 5 with 1 being the highest grade

GRADES

1 2 3 4 5 Weight

Capital Adequacy Ratio as defined by law, consolidated statements

>10 10-9,5 9,5-9 9-8,5 <8,5 50%

Access to additional equity by means of market, incorporation, listing

Listed og 

rated Listed Not listed

20%

Subordinate Tier 2 and 3 loans, proportion of Tier 2 and 3 loan to Own Fund Tier 1

<25 25-30 30-35 35-40 >40 15%

SubordinateTier 1 loans, proportion of Tier 1 to Own Fund Tier 1

<5 5-10 >10 15%

Own Capital 10%

Loan disbursement by industry, given the largest industry be within certain parameters of total loans

<15 15-25 25-35 35-50 >50 10%

Non-performing loans as a percentage of total loans

<1 1-2 2-5 5-10 >10 15%

Appropriate assets as a percentage of total loans

<1 1-2 2-5 5-10 >10 10%

Defaulted loans as a percentage of total loans > 90 days

<2 2-5 5-6 6-8 >8 15%

Unlisted shares as a ratio of CAR-capital

<5 5-10 10-15 15-20 >20 10%

Twelve-months loans increase

<5 5-10 10-15 15-20 >20 20%

Large exposures, i.e. total large exposures as % of CAR-capital

<150 150-200 200-300 300-400 >400 10%

Number of large exposures >20%of CAR-capital

1 2 3 4 >4 10%

Quality of Assets 40%

Return on Equity

>10 7-9 4-6 0-3 <0 100%

Return on Equity 10%

Current liquidity position, if the accumulated positions are positive at the end of all four periods

4 3 2 1 0 70%

Deposits as a percentage of total loans

>90 70-90 50-70 40-50 <40

30%

Liquidity Position 15%

CAR-ratio : 7% reduction of the book value of debt instruments at own risk

>9,5 9,5-9 9-8,5 8,5-8 <8 25%

CAR-ratio : 25% recuction of the book value of shares at own risk

>9,5 9,5-9 9-8,5 8,5-8 <8 25%

Net balance of index linked assets and liabilities as a percentage of CAR-capital

<30 30-65 65-85 85-120 >120

10%

              "              ,if negative

<10 10-20 20-25 25-40 >40 "

Net balance of assets and liabilities denominated in foreign currency as a percentage of CAR-capital

<10 10-22 22-28 28-40 >40 10%

Risk weighted base related to market risk as a percentage of total risk weighted base

<5 5-11 11-14 14-20 >20 30%

Market Risk Sensitivity 15%

 

Board and managerial competence

         

20%

Is there an adherance to laws, regulations and procedural rules in the business

         

20%

Is there an adherance to guidance provided by internal and external auditors and FME

         

20%

Quality of internal control and risk management

         

20%

Quality of strategic planning of CAR-capital

         

20%

Management 10%
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GRADES

1 2 3 4 5 Weight

Capital Adequacy Ratio as defined by law, consolidated statements

>10 10-9,5 9,5-9 9-8,5 <8,5 60%

Subordinate Tier 2 and 3 loans, proportion of Tier 2 and 3 loan to Own Fund Tier 1

<25 25-30 30-35 35-40 >40 20%

SubordinateTier 1 loans, proportion of Tier 1 to Own Fund Tier 1

<5 5-10 >10 20%

Own Capital 10%

Large exposures, i.e. total large exposures as % of CAR-capital

<150 150-200 200-300 300-400 >400 20%

Number of large exposures >20%of CAR-capital

1 2 3 4 >4 20%

Unlisted debt instruments as a ratio of CAR-capital

<10 10-15 15-20 20-25 >25 20%

Unlisted shares as a ratio of CAR-capital

<5 5-10 10-15 15-20 >20 20%

Calculated tax assets as a ratio of CAR-capital

<5 5-10 10-15 15-20 >20 20%

Quality of Assets 30%

Return on Equity

>10 7-9 4-6 0-3 <0 100%

Return on Equity 10%

Cash, bank deposits and listed securities as a ratio of Total Assets

>50 50-40 40-30 30-20 <20 100%

Liquidity Position 15%

CAR-ratio : 7% reduction of the book value of debt instruments at own risk

>9,5 9,5-19 9-8,5 8,5-8 <8 25%

CAR-ratio : 25% recuction of the book value of shares at own risk

>9,5 9,5-19 9-8,5 8,5-8 <8 25%

Risk weighted base related to market risk as a percentage of total risk weighted base

<5 5-11 11-14 14-20 >20 50%

Market Risk Sensitivity 25%

Board and managerial competence

         

20%

Is there an adherance to laws, regulations and procedural rules in the business

         

20%

Is there an adherance to guidance provided by internal and external auditors and FME

         

20%

Quality of internal control and risk management

         

20%

Quality of strategic planning of CAR-capital

         

20%

Management 10%

Annex III. Risk Assessment System for Securities Companies, Securities Brokerages and Management Companies of UCITS


� Rules No 177 of 17 February 2006, published in the Legal Gazette 10 March 2006.


� Article 1 of Rules No 177 of 17 February 2006.





