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OVERVIEW
The Institute of International Bankers represents internationally headquartered
banking/financial institutions from approximately 40 countries in connection with U.S. legislative,
regulatory, compliance and tax issues that affect their banking, securities, insurance and other
financial activities in the United States. As of March 31, 2011, the combined banking and
non-banking assets of the U.S. operations of international banks were $5 trillion according to data
from the Federal Reserve, with banking assets of $2.7 trillion and non-banking assets of $2.3
trillion. Collectively, the U.S. operations of international banks contribute significantly to the U.S.
economy and to the depth, liquidity and vitality of the U.S. financial markets.
This 24th annual Global Survey of Regulatory and Market Developments in Banking,
Securities and Insurance is part of the Institute’s ongoing efforts to contribute to the understanding
of the trends toward globalization of financial markets and convergence of regulatory systems
around the world. This year’s Global Survey covers developments during the period from July 1,
2010 to June 30, 2011 in 33 countries and the European Union (EU). We are very grateful to the
banking associations and financial services supervisory authorities from those countries and the
EU that have contributed to this year’s Survey and without whose participation this publication
would not be possible.
A matter selected for special attention in this year’s Global Survey is the ongoing
implementation of regulatory reforms by various countries to address the causes and consequences
of the financial crisis. In this regard, contributors were asked to relevant developments relating to
the following:
regulatory/supervisory structures, including changes in the organization and/or
responsibilities and powers of regulatory, central bank and other governmental authorities
in the financial sector;
imposition of enhanced capital requirements, including stress testing and contingent
capital requirements;
resolution planning/ “living will” requirements;
other prudential or regulatory limitations on financial institutions’ activities, including
limitations on incentive compensation arrangements;
regulation of over-the-counter (OTC) derivatives, including registration of derivatives
dealers and the imposition of execution, clearing and reporting requirements on OTC
derivatives transactions;
the establishment of special resolution regimes; and
as applicable with respect to any of the foregoing, efforts undertaken by home country
authorities to consult and coordinate with their counterparts in other countries.
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In describing the diversity of initiatives undertaken in these areas by countries around the
world, the Global Survey provides a useful point of reference for assessing these developments
and their impact on the international financial community.
As in past years, the Survey includes an updated table on permissible securities, insurance
and real estate activities of banking organizations in various countries.

For further information contact:
Institute of International Bankers
299 Park Avenue
New York, New York 10171
Tel: (212) 421-1611
Fax: (212) 421-1119
E-Mail: IIB@IIB.org
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PERMISSIBLE ACTIVITIES FOR BANKING ORGANIZATIONS
IN VARIOUS FINANCIAL CENTERS1

Bank Investments in
Industrial Firms5

Industrial Firm
Investments in
Banks

Country

Securities2

Insurance3

Real Estate4

Argentina

Permitted

Limited; based Limited
on bank
capital and
investment

Permitted but
subject to prior
approval of
authorities

Australia

Permitted

Permitted, but
only with
regard to
pension fund
affiliates
Permitted
through
subsidiaries or
sister
companies,
subject to
controls under
the insurance
laws

Limited

Permitted; a bank (and banking
group) is required to deduct
equity investments and other
capital investments in
non-subsidiary entities that
exceed (i) 0.15% of the bank’s
(banking group’s) capital base
before deductions for an
individual investment; and (ii)
5% in aggregate for all such
investments.

Shareholdings of
more than 15%
in a bank need
the approval of
the Treasurer.
The Treasurer
has signaled a
willingness to
consider an
association
between a bank
and a
non-financial
company where
a sound case can
be presented.
This policy will
be applied
conservatively.

Austria

Permitted

Permitted
through
subsidiaries

Permitted

Permitted, subject to capital
deduction rules relating to equity
investments in non-financial
entities.

Permitted, but
subject to
notification and
prohibition
under certain
circumstances

_________________________________________
1

With respect to the activities described, the chart indicates which types of financial activities are permitted. The chart
is not intended to summarize the complete range of prudential restrictions which may apply to any such activities.
2
Securities activities include underwriting, dealing and brokering all kinds of securities and all aspects of the mutual
fund business.
3
Insurance activities include underwriting and selling insurance as principal and agent.
4
Real estate activities include real estate investment, development and management.
5
Including investments through holding company structures, where applicable.
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Bank
Investments in
Industrial
Firms5

Industrial Firm
Investments in
Banks

Country

Securities2

Insurance3

Real Estate4

Belgium

Permitted

Permitted
through
subsidiaries

Generally
limited to
holding bank
premises

Single
qualifying
holding may not
exceed 15% of
bank's own
funds and such
holdings on an
aggregate basis
may not exceed
45% of own
funds

Permitted, but
subject to prior
approval of
authorities

Bermuda

Permitted

Permitted

Permitted

Permitted,
subject to
regulatory
consent

Permitted,
subject to
regulatory
vetting of
business

Brazil

Permitted
through
subsidiaries

Permitted
through
subsidiaries

Generally
limited to
holding bank
premises

Limited to
suppliers to the
bank

Permitted
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Country

Securities2

Insurance3

Real Estate4

Canada

Permitted
through
subsidiaries

Permitted
through
subsidiaries

Permitted

Cayman Islands

Permitted, upon
issuance of a
securities
business license
or exemption

Permitted upon
Permitted,
issuance of an
subject to an
insurance license exposure limit
of 20% of net
worth, or
otherwise with
approval of the
Authority

3

Industrial Firm
Bank Investments
Investments in
5
in Industrial Firms Banks

Permitted up to 10%
interest in industrial
firm

Permitted up to
the following
limits: a 20%
voting share
limit in banks
with equity of
C$8 billion or
more; a 65%
voting share
limit in banks
with equity of
C$2 billion to
C$8 billion; and
a 100% voting
share limit in
banks with
equity of up to
C$2 billion.

Permitted, subject to
an exposure limit of
20% of net worth, or
otherwise with
approval of the
Authority

Approval of the
Monetary
Authority is
required. The
Authority may
grant exemption
when the shares
are publicly
traded on a
recognized stock
exchange and
the Authority is
notified of any
change in
control or the
acquisition of
10% of the
shares or voting
rights
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Bank
Investments in
Industrial
Firms5

Industrial Firm
Investments in
Banks

Country

Securities2

Insurance3

Real Estate4

Chile

Permitted

Insurance
brokerage
permitted

Not permitted

Permitted up to
10% of a bank’s
shares after
which the
Superintendent’s
prior approval is
required

Not permitted

China

Not permitted

Not Permitted

Not permitted

Not permitted

Permitted;
acquisitions of
5% or more
require approval
of the banking
regulatory
authority

Denmark

Permitted

Permitted
through
subsidiaries

Permitted up to
20% of the
bank's capital

Permitted with
restrictions;
permanent
controlling
holdings in
industrial
companies are
prohibited

Permitted, but
acquisitions of
10% or more in a
financial
institution are
subject to
regulatory prior
fit and proper
approval by the
Danish FSA.
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Bank
Investments in
Industrial
Firms5

Industrial Firm
Investments in
Banks

Country

Securities2

Insurance3

Real Estate4

European
Union1

Not applicable;
permissibility is
subject to home
country
authorization
and limited to
host country
regulation

Not applicable;
permissibility is
subject to home
country and host
country
regulation

Not applicable;
permissibility is
subject to home
country and host
country
regulation

Each 10% or
more
share-holding
may not exceed
15% of the
bank's own
funds and such
shareholdings on
an aggregate
basis may not
exceed 60% of
own funds

Finland

Permitted

Only selling of
insurance
policies as an
agent is
permitted

Permitted to
hold real estate
and shares in
real estate
companies up to
13% of the
bank's total
assets

Permitted,
Permitted
subject to the EU
directive on
qualified
companies

1

No general
restrictions; does
not allow
investments of
10% or more if
home country
supervisor is not
satisfied with the
suitability of the
shareholder

The Second Banking Directive contains a long list of securities and commercial banking activities that EU "credit
institutions" (i.e., entities engaged in deposit-taking and lending) may conduct directly or through branches throughout
the EU so long as their home countries authorize the activities. Subsidiaries of credit institutions governed by the law
of the same member state may also conduct activities on the list throughout the EU, subject to conditions which
include 90% ownership and a guarantee of commitments by the parent credit institutions. Insurance and real estate
activities are not on the list and are therefore determined by home country and host country regulations.
5
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Bank
Investments in
Industrial
Firms5

Industrial Firm
Investments in
Banks

Country

Securities2

Insurance3

Real Estate4

France

Permitted

Permitted;
usually through
subsidiaries

Permitted

Permitted, but
limited to 15%
of the bank's
capital; in the
aggregate
limited to 60%
of the bank's
capital

Not prohibited

Germany

Permitted

Permitted, but
only through
insurance
subsidiaries

Permitted

Permitted, but
limited to 15%
of the bank's
capital; in the
aggregate
limited to 60%
of the bank's
capital

Permitted,
subject to
regulatory
consent based on
the suitability of
the shareholder

Hong Kong

Permitted,
through
registration with
the Securities
and Futures
Commission and
subject to limits
based on the
capital of the
bank

Agency
permitted,
subject to
regulatory
requirements.
Underwriting
permitted
through
subsidiaries.

Permitted,
subject to limits
based on the
capital of the
bank

Permitted,
subject to limits
based on the
capital of the
bank

Permitted,
subject to
regulatory
consent based on
suitability of the
shareholder with
a 10% or more
controlling
interest.

India

Underwriting
permitted;
trading activities
through
subsidiaries

Permitted
through joint
ventures and
agency business
only

Generally
limited to
holding bank
premises

Limited to 30%
of the capital
funds of the
bank

Permitted up to
30% of the
capital and
reserve of the
investing
company subject
to approval of
RBI of the
transfer of 1% or
more of the
bank's capital
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Bank
Investments in
Industrial
Firms5

Industrial Firm
Investments in
Banks

Country

Securities2

Insurance3

Real Estate4

Ireland

Permitted;
usually
conducted
through a
subsidiary

Permitted to
engage in
agency and
certain life
assurance
activities
through a
subsidiary,
which must be
separate and
independent

Permitted

Acquisition of
more than 10%
of voting rights
of a firm
requires Central
Bank approval

Permitted, but
subject to prior
notification to
the Central Bank
for acquisition of
more than 5% of
total bank shares

Israel

Permitted;
brokerage and
investment advice
by banks directly,
underwriting and
portfolio
management
activities through
subsidiaries

Permitted in an
advisory
capacity but not
in underwriting

Permitted on a
limited basis

Permitted on a
limited basis

Permitted, but
subject to prior
approval of the
Bank of Israel

Italy

Permitted

Limited to 10%
of own funds for
each insurance
company and
20% aggregate
investment in
insurance
companies

Generally
limited to
holding bank
premises

Permitted, up to
15% of the
bank's capital,
subject to
approval of the
Bank of Italy

Permitted, up to
5% of shares of
the bank, subject
to the approval
of the Bank of
Italy
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Bank
Investments in
Industrial
Firms5

Industrial Firm
Investments in
Banks

Country

Securities2

Insurance3

Real Estate4

Japan

Some services
(e.g., selling of
government
bonds,
investment trusts
and securities
brokerage
services)
permitted to
banks, others
permitted
through
subsidiaries.

Some services
(only selling
insurance
products)
permitted to
banks, others
permitted
through
subsidiaries

Generally
limited to
holding bank
premises

Limited to
holding 5%
interest2

Permitted –
acquisitions of
shares in excess
of 5% must be
filed and shares
equal or in
excess of 20%
subject to
regulatory
approval

Latvia

Permitted

Permitted
through
subsidiaries

Permitted

Permitted, but
limited to 15%
of bank's capital;
in the aggregate
limited to 60%
of the bank's
capital

Subject to
regulatory
approval for
acquisitions of
voting shares
equal to or in
excess of 10, 20,
33 and 50%
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Bank
Investments in
Industrial
Firms5

Industrial Firm
Investments in
Banks

Country

Securities2

Insurance3

Real Estate4

Luxembourg

Permitted

Permitted
through
subsidiaries

Permitted

Permitted, but
limited
according to EU
Directives

Permitted, but
majority
shareholdings
are very
restricted

The Netherlands

Permitted

Permitted
through
subsidiaries

Permitted

Subject to
regulatory
approval for
voting shares in
excess of 10%

Subject to
regulatory
approval for
voting shares in
excess of 5%

Norway

Permitted; the
activities need
no longer be
conducted in
separate
subsidiaries;
mutual fund
management
permitted
through
dedicated
subsidiaries

Permitted
through
subsidiaries

Permitted, only
4 % of total
bank assets
permitted to be
invested in real
estate

Investments of
up to 49% in
single
companies
permitted; only
4% of total bank
assets permitted
to be invested in
shares

Any person who
intends to
acquire a
“qualified
holding” (10%
or more) in a
financial
institution must
notify the
authorities and
get prior
authorization

Panama

Permitted
through
subsidiaries

Not permitted

Not permitted

Permitted up to
25% of the
bank’s capital

Permitted
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Country

Securities2

Insurance3

Real Estate4

Bank
Investments in
Industrial
Firms5

Philippines

Permitted;
universal banks
may engage in
securities
activities
directly or
through a
subsidiary with
limitations;
regular
commercial
banks may
engage in
securities
activities only
through the
investment
house where
they have a
minority interest

Insurance
companies/
insurance
agency and
brokerage
permitted for
universal banks
through
subsidiaries with
limitations;
insurance
agency and
brokerage
permitted for
regular
commercial
banks through
subsidiaries with
limitations

Permitted for
universal banks
through
subsidiaries with
limitations

Permitted for
universal banks
through
subsidiaries with
limitations

Portugal

Permitted;
mutual funds
only through
subsidiaries

Permitted
through
subsidiaries

Generally
limited to
holding bank
premises

10

Permitted up to
15% of bank's own
funds (but not to
exceed 25% of the
voting rights of the
company) and
such investments
may not in the
aggregate exceed
60% of the bank's
own funds

Industrial Firm
Investments in
Banks
Permitted with
limitations on
foreign and/or
corporate
ownership

Subject to
regulatory
approval for
acquisitions
equal to or in
excess of 10, 20,
33 and 50% of
capital or voting
shares.
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Country

Securities2

Insurance3

Real Estate4

Romania

Banks allowed
to engage in
underwriting,
dealing and
brokering; with
regard to mutual
fund business,
only carrying on
the function of
depositary
institution is
permitted

Not permitted;
however
investments in
insurance
companies are
not limited, but
are subject to
notification to
the NBR or in
certain
circumstances,
to prior approval

Permitted only
for carrying
out banking
activity in
compliance
with the
Banking Law,
for
employees’
use, and the
enforced
collection of
claims

Singapore

Banks may
engage in the
full range of
underwriting,
dealing,
brokering and
mutual fund
activities

Banks can act
as a distributor
but not as a
manufacturer of
insurance
products unless
they possess a
separate
license to
conduct
insurance
business, which
is governed
under the
Insurance Act
administered by
MAS

11

Investment in
real estate is
limited in the
aggregate to
20% of bank’s
capital funds.
Banks are
generally not
allowed to
engage in
property
development or
management

Bank Investments
in Industrial
Industrial Firm
Firms5
Investments in
Banks
Permitted up to
15% of the bank’s
own funds; such
investments in the
aggregate may not
exceed 60% of the
bank’s own funds.

Permitted, but
acquisition of
10% or more
requires prior
notification of
the National
Bank of
Romania and no
objection from it

Interests in excess of
10%, or that give the
bank significant
influence over the
management of a
company, require
regulatory approval.
In addition, a bank
may not invest more
than 2% of its capital
funds in any
individual firm.

Acquisitions of
5%, 12% and
20% or more by
any single
shareholder
require
regulatory
approval
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Bank Investments
in Industrial Firms5 Industrial
Firm
Real Estate4
Investments in
Banks
Only a bank or
A bank may not Banks require prior
written
permission
bank
invest money
from the Registrar to controlling
in immovable
property, taken establish subsidiaries company may
or a joint venture
control (hold
at the book
within
or
outside
more than 50%
value thereof,
South
Africa
or
to
of the nominal
where the
acquire an interest in value of the
aggregate
companies or open a issued shares of
amount
branch or
the bank) a
exceeds its
representative office bank.
qualifying
outside of South
Permission is
amount of
Africa, including
required from
primary and
beneficial interest in the Registrar for
secondary
a trust or establish
holdings in
capital and
any financial or
excess of 15%
reserve funds,
other business
of the nominal
undertakings under
value and from
without the
its direct or indirect
the Minister of
written
control
Finance for
approval of the
holdings in
Minister of
excess of 49%
Finance.

Country

Securities2

Insurance3

South Africa

Generally
permitted, but
subject to
financial
reporting
requirements
and prudential
liquid and
capital
requirements
on trading book

Banks and
associates of
banks may not
without prior
written
approval of the
Registrar hold
more than 49%
of a registered
insurer

Spain

Permitted; banks
themselves
allowed to
become
members of the
stock exchange;
mutual funds
managed
through separate
affiliate

Marketing
permitted
directly and
through
subsidiaries

Permitted

Permitted,
subject to
capital-based
limits under EU
Directives

Acquisitions of
5% or more
require the
approval of the
Bank of Spain

Sweden

Permitted

Permitted

Generally
limited to
holding banking
premises

Limited

Not prohibited,
but such
investments are
generally not
made
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Country

Securities2

Insurance3

Real Estate4

Bank
Investments in
Industrial
Firms5

Switzerland

Permitted
through specific
license as
securities dealer

Permitted
through
subsidiaries

Permitted

Permitted

Not prohibited

Turkey

Permitted

Permitted to act
as agent but not
permitted to act
as principal

Not permitted
unless
specifically
authorized by
bank's charter

Limited to 15%
of bank's own
funds and in the
aggregate
limited to 60%
of bank's own
funds

Not prohibited

United Kingdom

Permitted;
usually
conducted
through
subsidiaries

Permitted
through
subsidiaries

Permitted

Permitted,
subject to
supervisory
consultations

No statutory
prohibition

United States

Permitted, but
underwriting and
dealing in
corporate
securities must
be done through
(1) a nonbank
subsidiary of a
bank holding
company
(subject to
revenue limits),
(2) a nonbank
subsidiary of a
financial holding
company (no
revenue limits)
or (3) a financial
sub of a national
bank (no
revenue limits)

Insurance
underwriting and
sales are
permissible for
nonbank
subsidiaries of
financial holding
companies.
National banks
and their
subsidiaries are
generally
restricted to
agency sales
activities.

Generally
limited to
holding bank
premises

Permitted to
hold up to 5% of
voting shares
through a BHC
(bank holding
company), but a
BHC that is
designated as a
financial holding
company and
has a securities
affiliate may
exercise
merchant
banking powers
to make
controlling
investments,
subject to certain
regulatory
restrictions

Permitted to
make
noncontrolling
investments up
to 25% of the
voting shares,
subject to
restrictions to
ensure
noncontrol;
acquisition of a
10% or greater
voting interest
subject to prior
regulatory
review

13
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ARGENTINA

During 2010, the Argentine economy resumed the fast growth trend that it had followed
until 2008. After a three-year period during which the international crisis and a number of local
developments put Argentina's resilience to the test, the economy did not fall into the traumatic
situations that tend to have broad and sustained undermining effects on the country's economy.
The Argentine banking system has demonstrated it is in a position to successfully deal with
such turbulence. Over the year 2010, deposit growth consolidated and accelerated, sustaining a
trend that had started by mid last year. Following a four-month period during which demand
leveled off, credit to the private sector also increased at a fast pace, thus resuming a growth pattern
that helped improve its share as source of funding for production, consumption and investment
after its collapse during the 2001-02 crisis.
Furthermore, it can be said that 2010 marks the end of a peculiar period in the Argentine
banking system's history: following the collapse brought about by the State's financial crisis and
the subsequent default and pesification, the bank solvency and liquidity ratios started a slow and
gradual but sustained recovery path which, during the last three years has shown that the Argentine
banking system, unlike that of other countries, is now strong enough to absorb such shocks without
putting in risk its stability or the capacity to re-establish credit as soon as calm is restored.
Without the financial and cash problems that tend to curb credit growth after crises and
having regained most of the confidence lost following the crisis at the beginning of the decade, the
Argentine bank system is expected to follow a path of sustained growth.
Even though Argentina’s banking system has proved strong to withstand unfavorable
conditions, it clearly continues to lag behind the banking sectors of comparable countries, with
savings that are twice or three times those managed by Argentine banks and capital markets that
are critical to addressing their long-term funding needs.
At this stage, the expansion of bank funding is essentially restrained by the low level of
savings channeled through formal and regulated financial markets and by the clearly short-term
nature of savers' decision making.
During 2010, various initiatives were either presented and/or introduced to modify the
banking regulatory framework, promoted either by specific regulatory entities or by legislative
authorities at the national, provincial and municipal levels, with a wide specter of potential effects:
from helping to address the problem to ultimately aggravating it.
Furthermore, some initiatives were introduced to promote access to banking services, such
as the introduction of zero or low cost accounts and transfers, aimed at promoting access to
banking services by unbanked or underbanked segments of the population. Such measures include
the Universal Free Bank Account, the reduction of money transfer costs and the implementation of
the financial payment check (cheque cancelatorio).
Since January 2011, the coverage of the Deposits Guarantee System increased to $120
thousand Pesos, for both deposits constituted in pesos and foreign currency.
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Other regulations that were modified during this period were those related to public bond
valuations according to international standards. The Central Bank also announced corporate
governance and risk management guidelines for financial institutions.
There were also many initiatives by lawmakers to modify the regulatory framework of the
banking industry. The wide range of initiatives included projects related to bank security, service
pricing, consumer protection, access to transactional services, measures against money laundering
and the financing of terrorism, etc. The most outstanding project is a bill that proposes a
comprehensive amendment of the financial entities law.
Money Laundering Prevention
By the end of June 2011, the Penal Code and the Money Laundering Prevention Act were
both modified to change the minimum punishment for money/asset laundering from 2 to 3 years
(the 10 year maximum remain unchanged).
The Financial Information Unit (UIF) is the only organization that can establish rules
against money laundering and terrorism financing, but regulatory organizations have the ability to
enact complementary rules. The UIF can also supervise and inspect to verify compliance with
these rules such as reporting suspect operations. The Decree 1936/10 broadened the authority of
the UIF and granted it direction over all public organizations related to money laundering and
terrorism financing prevention. The UIF has enacted more than 50 regulations to redesign the
prevention system.

AUSTRALIA
Introduction
Australia’s position in the global economy remains strong despite a number of large natural
disasters. The outlook for 2011-12 is positive, as outlined in the Government’s Budget Speech:
Real GDP growth is forecast to be a strong 4 per cent in 2011‑ 12 and 3¾ per cent in 2012‑ 13. Over
300,000 jobs have been created in the past year and the unemployment rate is forecast to fall further, to
4½ per cent by mid 2013, creating another half a million jobs. Mining investment will rise to around 8 times
the level preceding the boom to $76 billion in 2011‑ 12, underpinned by the highest sustained terms of
trade in 140 years.1
Australia’s uninterrupted economic growth, healthy financial system, and strong regulatory
framework have underpinned continued sound performance by the Australian banks, which have a largely
domestic focus and limited exposure to exotic derivatives.
Profitability of the Australian banking system increased further in the latest half year. The outlook for
profits is favourable, given that bad and doubtful debt charges are expected to continue to decline in the
period ahead.2
1
2

http://www.budget.gov.au/2011-12/content/speech/html/speech.htm
http://www.rba.gov.au/publications/fsr/2011/mar/html/aus-fin-sys.html
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Australian banks are well capitalised and well placed to meet Basel III capital requirements:
The Australian banking system remains well capitalised, with the aggregate Tier 1 capital ratio increasing
by 0.3 percentage points over the second half of 2010, to 9.7 per cent... As a result of the strengthening of
their capital levels in recent years, Australian banks are well placed to meet the more stringent Basel III
capital requirements that are being phased in over the next decade or so. Their starting positions were also
more favourable than for banks in some other countries because APRA [Australian Prudential Regulation
Authority] applies Basel II standards more conservatively in its existing capital rules.3
Australian banks continue to have strong credit ratings, despite Moody’s downgrading the four major
Australian banks to Aa2 (outlook stable), in May 2011.4 The major Australian banks currently hold a AA
rating from Standard & Poor’s.5
Financial Sector Reforms
The regulatory structure of the Australian financial system continues to be relatively stable. In
Australia the ‘twin peaks’ model is followed, where there is a dedicated prudential supervisor, APRA, and a
dedicated supervisor for wider market integrity, ASIC (Australian Securities and Investment Commission).
APRA uses the assessment and supervisory response tools known as the Probability and Impact Rating
System (PAIRS) and the Supervisory Oversight and Response System (SOARS).6 These systems ensure
that supervisory interventions are targeted and timely.
To increase the competition and stability in the Australian banking system, the Australian
Government announced a number of initiatives in December 2010.7,8 These initiatives look to build on
Australia’s already stable financial system and provide increased stability going forward. The initiative
announced includes the confirmation of the Financial Claims Scheme (i.e. depositor guarantee) as a
permanent feature of the Australian financial system. In May 2011, the Australian Government released a
consultation paper regarding proposed changes to the scheme including possible adjustments to the cap,
currently at $1 million per depositor, per institution.9
The announcement also included continued support of the RMBS market. The aim of this support is
to further boost competition in the mortgage market, provide support to lending to small businesses and
encourage a transition towards a sustainable and innovative securitisation market10:
Private investor demand has been strong for longer-dated RMBS tranches, allowing the Australian Office
of Financial Management (AOFM) to scale back its involvement to zero in some issues.11

3

Ibid.

4

http://www.moodys.com/research/Moodys-downgrades-Australias-four-major-banks-to-Aa2-outlook-stable?lang=en&cy=global
&docid=PR_219148
5
Banks’ websites.
6
http://www.apra.gov.au/PAIRS/upload/SOARS_112010_ex.pdf
7
http://www.treasurer.gov.au/DisplayDocs.aspx?doc=pressreleases/2010/091.htm&pageID=003&min=wms&Year=&DocType
8
This follows two major reports released by the Australian Government in the first half of 2010 on: enhancing Australia as a
financial centre (the “Johnson report”); and reforming Australia’s tax system (the “Henry report”).
9
http://www.treasury.gov.au/contentitem.asp?NavId=037&ContentID=2025
10
http://www.aofm.gov.au/content/_download/Treasurer_Directions_for_RMBS_2011.pdf
11
http://www.rba.gov.au/publications/smp/2011/may/html/dom-fin-mkts.html
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Additional support for the RMBS market is being pursued through the development of a bullet
RMBS market for smaller lenders. Industry is actively working with government to develop efficient ways
for Australian financial institutions to best access and utilise this market.
The Australian Government’s announcement also includes developing the corporate bond market.
To provide a more visible pricing benchmark for retail investors that wish to purchase corporate bonds
issued by Australian businesses, the Australian Government will facilitate the trading of Commonwealth
Government Securities on a securities exchange in Australia. Additionally, the red tape associated with the
issuance of corporate bonds will be reduced.
The development of a deep domestic corporate bond market should reduce Australian banks
reliance on offshore wholesale funding markets. Further, the Australian Government is making legislative
changes to allow the issuance of covered bonds in Australia:
The Australian Government has also released draft legislation that will enable Australian ADIs
[Authorised Deposit Taking Institutions] to issue covered bonds. After a period of consultation with
industry, the legislation will be introduced to Parliament later this year. The proposed legislation sets a
limit on the value of the cover pool of assets of 8 per cent of an ADI's Australian assets and modifies the
depositor preference provisions of the Banking Act 1959.12
Regulators in Australia are continuing work to implement and adjust to the new Basel rules. In
relation to the Liquidity Coverage Ratio (LCR) a recent review by APRA has established that there are not
enough Level 1 and Level 2 assets to make the LCR workable in Australia. In response to this the RBA and
APRA issued a joint release on the approach for the LCR in Australia, which will be applied to (around 40
of) the larger ADIs.13,14
Under the approach to be adopted in Australia, an ADI will be able to establish a facility with the Reserve
Bank, large enough to cover any shortfall between the ADI's holdings of high-quality liquid assets and the
LCR requirement. Qualifying collateral for the facility will comprise all assets eligible for repurchase
transactions with the Reserve Bank under normal market operations. In return for the committed facility,
the Reserve Bank will charge a market-based commitment fee. The fee is intended to leave participating
ADIs with broadly the same set of incentives to prudently manage their liquidity as their counterparts in
jurisdictions where there is an ample supply of high-quality liquid assets in their domestic currency.15
On the international front, the Financial Stability Board (FSB) is currently conducting a country
peer review of the Australian financial sector.16 The review is focusing on two issues: Australia's response
to relevant recommendations from the IMF Financial Sector Assessment Program that was undertaken in
2006; and features of the Australian financial landscape that supported our relatively strong performance
during the global financial crisis. The review is expected to be released in the second half of 2011.

12

http://www.rba.gov.au/publications/smp/2011/may/html/dom-fin-mkts.html
http://www.apra.gov.au/media-releases/10_27.cfm
14
On 17 December, APRA clarified this position in a subsequent release, on 28 February.
15
http://www.rba.gov.au/publications/fsr/2011/mar/html/dev-fin-sys-arch.html
16
“FSB member jurisdictions have committed to undergo an FSAP assessment every five years and, to complement that cycle, an
FSB peer review two to three years following an FSAP.” - http://www.financialstabilityboard.org/press/pr_110207a.pdf
13
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AUSTRIA
Banking Supervision
Reform of European Supervisory Architecture
After long and intensive discussions on the EU’s new supervisory structure proposed by
the European Commission in September 2009, political agreement was reached in September
2010. The new supervisory package prepared to remedy supervisory shortcomings that became
apparent during the financial crisis includes the following acts of European law:
Three Regulations to create the European Supervisory Authorities (ESAs): European
Banking Authority (EBA), European Securities and Markets Authority (ESMA) and
European Insurance and Occupational Pensions Authority (EIPOA). The Regulations
entered into force on 1 January 2011.
A special Directive (the so-called “Omnibus I Directive”) defining the powers of the
European Supervisory Authorities in respect of existing secondary legislation. This has
been supplemented by the European Commission’s proposal for an "Omnibus II
Directive”, published in January 2011 and still under negotiation.
Regulation establishing a European Systemic Risk Board (ESRB), which entered into
force with its publication in the Official Journal of the European Union on 16 December
2010, and a Council Regulation conferring on the European Central Bank (ECB) the task
of ensuring the Secretariat to the ESRB.
Austria
CRD III – Remuneration Policies
Based on the Principles for Sound Compensation Practices of the Financial Stability Board,
the European Commission introduced in the second half of 2010 amendments to the Capital
Requirements Directive (CRD III) including rules for remuneration policies. These rules were the
model for amendments to the Austrian Banking Act (BWG-Novelle), which went into effect on 1
January 2011. Moreover, the regulatory framework included in the Directive was complemented
by other guidelines of the Committee of European Banking Supervisors (CEBS) in early
December 2010.
The objective of the new remuneration principles is to ensure adequacy of variable
remuneration and its alignment with long-term objectives to minimise incentives for excessive
risk-taking.
As from 1 January 2011 credit institutions must implement in-house rules on variable
components of remuneration.
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FMA Ordinance on National Transposition of CRD II Package
The first phase of national transposition of the CRD II package took the form of an
amendment to the Austrian Banking Act (BWG-Novelle) published in August 2010. The CRD II
includes revisions of Directives 2006/48/EC (CRD) and 2006/49/EC (CAD) concerning large
exposures, securitisations, hybrids, cross-border supervision and liquidity, and can be seen as a
first response to the financial crisis.
The second phase involves the implementation of two other Commission Directives
adopted under the comitology procedure and relating to technical changes to the CRD and CAD
annexes. They were transposed on 29 October 2010 by four ordinances issued by the Financial
Market Authority (FMA) and became fully applicable on 31 December 2010 as part of the CRD II
implementation process in Austria.
The most comprehensive change has been introduced by an amendment to the solvability
ordinance (Federal Law Gazette II no. 335/2010). It includes express recognition of leasing claims
under the standardised approach to credit risks, as well as new requirements for pledged life
insurances to be eligible for reducing credit risks. It also specifies that the cash-in value must be
paid in a timely manner at the request of the credit institution, with payment being subject to the
approval of the credit institution. In addition, the amendment includes rules on the hedging of
claims by life insurance policies and the impact this has on the weighting of these claims,
depending on whether the standardised or the internal ratings based approach has been adopted. In
the context of securitisations it specifies when claims or the credit risk exposure arising from
claims is to be considered effectively assigned. Other changes concern the advanced measurement
approach to operational risk and the treatment of credit derivatives for identifying the position risk.
The ordinance on hybrids (HybV – Federal Law Gazette II no. 336/2010) is a new
ordinance issued to help interpret certain eligibility requirements for hybrid capital instruments,
which have been completely revised under CRD II implementation.
The ordinance on liquidity risk management (LRMV – Federal Law Gazette II no.
338/2010) is also new and provides minimum quality standards for credit institutions’ liquidity
risk management including, inter alia, the requirement to introduce robust internal strategies and
procedures to measure, monitor and control liquidity risks and to have adequate liquidity buffers.
Finally, the changed made necessary by the implementation of the CRD II also involved a
revision of the disclosure ordinance (OffV – Federal Law Gazette II no. 337/2010), with most of
the changes relating to disclosure requirements for hybrids.
Money Laundering – Financial Offences Act
The key aspect of the amendment to the Financial Offences Act (FinStrG-Novelle), which
entered into force on 1 January 2011, is the introduction of a new offence, i.e. tax fraud. Financial
offences qualifying as tax fraud will now be sanctioned similar to serious fraud offences. This in
turn may mean that in certain situations tax fraud constitutes a predicate offence for money
laundering.
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Financial Sector Taxation - National Measures
In response to these EU-wide discussions the Austrian Council of Ministers adopted a
position paper at end September 2010, which sees merit in introducing a Financial Transaction Tax
(level: 0.01% to 0.05%). It supports a coordinated European solution, though it does not exclude a
national solo run.
The Federal Government also adopted the Stability Fee Act (Stabilitätsabgabegesetz)
under the 2011-2014 Public Finance Act (BBG). It introduces a stability fee to be paid by financial
institutions, which is supposed to contribute some EUR 500 million to general revenue. The fee,
which is to be calculated by the banks themselves, consists of the following two elements:
A stability fee that varies by total assets
Depending on the level of average modified total assets (liabilities), this element of the stability fee
amounts to 0.055% for those parts of the assessment basis that exceed EUR 1 billion, but
do not exceed EUR 20 billion,
amounts to 0.085% for those parts of the assessment basis that exceed EUR 20 billion.
Stability fee for derivatives
The stability fee for derivatives totals 0.013% of the business volume (nominal value) of all
derivatives held in the trading book plus all sold options of the trading book. There is no exemption
for this part of the stability fee.
Financial Markets
Dynamic Adjustment of the Standard Compliance Code (SCC)
In March 2010 Austria's Financial Market Authority (FMA) suggested a discussion on the
staff dealings module of the Standard Compliance Code (SCC), in particular on the aspect of
handling and monitoring staff dealings. For this purpose it expressly proposed the following
changes to the SCC:
Widening the group of people monitored for staff dealings – covered groups as defined by
§24 of the 2007 Securities Supervision Act (WAG 2007).
Immediate identification of personal dealings (more detailed rules on handling securities
accounts with own bank or other bank)
Detailed monitoring policies to be pursued by the compliance officer in relation to staff
dealings.
They were integrated into the SCC on 24 February 2011.
FMA letter concerning the identification of large orders
In the context of SCC revision the FMA also wrote a letter explaining its position on the
SCC issue of "definition of large order". This letter was in reply to an individual request, but it also
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included the FMA’s legal opinion on general questions of large order identification. The FMA
states that the concrete definition and appropriate monitoring of a large order needs to be provided
by the individual credit institution. The Austrian supervisor goes on to explain other more general
issues, such as period of monitoring, average trading volume and identification of a large order
(10% of the average trading volume of a security).
2011 Investment Fund Bill (InvFG)
For the purpose of transposing the UCITS IV Directive into Austrian law, the Federal
Ministry of Finance (BMF) published a draft for a new Investment Fund Bill, which should repeal
the Investment Fund Act of 1993. The new rules relate in particular to
organisational requirements and rules of conduct for management companies,
cross-border management of investment funds, master-feeder structures,
fund mergers,
investor information (harmonised information document), and
regulatory procedure for cross-border fund distribution.
The proposed legislative text will become applicable on or after 1 July 2011.
FMA Circular on Securities Law
FMA circular on marketing communications
In late April 2011 the FMA published a circular on “information including marketing
communications pursuant to the 2007 Securities Supervision Act (WAG 2007)”. The circular
addresses the requirements set forth in §§40 ff of the WAG 2007 and in the ordinance on
“managing conflicting interests and customer information”. The circular aims to clarify the FMA’s
viewpoint concerning these legal requirements and gives practical examples to explain this
viewpoint.
FMA circular on prospectus law
In December 2010 the FMA published a circular letter on issues relating to prospectus law,
which replaces the FMA’s previous circular on this subject dated 29 March 2007.
In this circular the FMA sets out, on the basis of its supervisory and enforcement practice, its legal
opinion and interpretation in relation to the relevant provisions of the Capital Market Act (KMG),
Stock Exchange Act (BörseG) and EU Regulation No 809/2004/EC. The circular covers all the
key aspects of prospectus law. It is aimed in particular at issuers who wish to make a public offer of
securities or wish their securities to be admitted to trading on a regulated market. It is also
addressed to members of the public and other interested parties.
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Consumer Law
Amendments to Lending and Credit Legislation (DaKRÄG)
Most of the legal provisions in the Austrian Banking Act (BWG) and the Credit Protection
Act (KSchG) that relate to consumer credits were repealed. They migrated to the Consumer Credit
Act (VKrG), where they were greatly improved for consumers, especially in respect of
pre-contractual information requirements and capital amortisation plans. Also the right of
withdrawal and early repayment is now subject to a more consumer-friendly framework. The same
applies to linked credit agreements.

BERMUDA
During the period 1st July 2010 to 30th June 2011, the Bermuda Monetary Authority (‘The
Authority’ or ‘The BMA’) remained focused on key strategic and operational objectives designed
to develop a leading regulatory framework for Bermuda’s financial services sector.
In order to remain successful in the post-financial crisis environment, Bermuda has had to
further strengthen its international regulatory and transparency standards. Therefore since early
2009, the Authority has been on the path of ensuring that Bermuda’s financial services regulation
keeps pace with the ever-evolving standards of international regulators. Several years ago this
meant preparing for, and implementing, the provisions of the Basel II regulatory framework for
banking entities, however, for the period ending 31st December 2010 and beyond, this means
continuing to enhance the Authority’s risk-based regulatory regime for insurers, ensuring it
remains consistent with international best practice for insurance supervision standards.
The Authority successfully executed against its business plan for 2010 which saw
Bermuda’s already effective and quality regulatory framework become augmented by a range of
risk-based regulatory enhancements that were appropriate for supervising Bermuda’s banking,
investment and insurance sectors.
Importantly, the BMA’s changes ensure that Bermuda’s framework remains not only
compliant with the relevant international standards but also workable for the markets under our
responsibility. When making such regulatory changes, maintaining the right balance is a top
priority, because even as we ensure alignment with international standards, we remain committed
to doing what is right for the Bermuda market.
Insurance
Any discussion concerning the BMA’s insurance activities for 2010 would be incomplete
without first mentioning the Authority’s equivalence assessment for Europe’s forthcoming
Solvency II Directive.
Bermuda was last year confirmed to be one of the three initial non-European jurisdictions
on the ‘first wave’ list for Solvency II equivalence assessments (other ‘first wave’ countries
include Switzerland and Japan). Our regulatory development work has placed us in a good position
to face this major test. The Authority has continued its programme of framework enhancements in
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preparation for its strategic objective of achieving regulatory equivalence with other major
international insurance markets. The enhancements are primarily focused on the commercial
sector, which comprises the jurisdiction’s largest firms (with the highest risk profiles). We are
continuing to conduct this work pragmatically, in line with our risk-based approach, phasing
implementation of the new standards in a proportionate manner, in accordance with the risk
profiles of various classes of insurers.
Much progress was achieved in 2010: we successfully completed pilot reviews for our
internal capital models (ICM) applications process. As a result, the Authority collected much
valuable information regarding the ICM framework development, as well as the qualification
process. To ensure that the review and evaluation of internal capital models is efficient and
effective, the Authority is taking a phased approach in the development of its ICM framework for
the commercial insurance sector.
The Authority also completed consultation regarding the Commercial Insurers’ Solvency
Self-Assessment requirement last year, our Bermuda-specific Own Risk and Solvency Assessment
(ORSA) process. Within our overall regulatory development programme, and in line with
prevailing international standards for the sector, the Authority is also enhancing its framework for
Long-Term insurers.
The framework for group-wide supervision for (re)insurers was established after the
passage of enabling legislation in March 2010. The Authority also accelerated its plans for further
development of the group supervision framework, publishing its Consultation Paper to receive
market feedback on its proposals ahead of schedule.
The Insurance Code of Conduct was issued on 13th February 2010 and came into effect on
1 July 2010. The Code builds on requirements previously established for the Bermuda insurance
market in relation to corporate governance, risk management, outsourcing and market discipline
and disclosure, and also reflects international standards.
st

The Authority also continues to participate actively with the International Association of
Insurance Supervisors (IAIS) via membership in various IAIS committees, subcommittees and
working groups, assuming leadership roles as appropriate.
Regarding additions to the insurance market, incorporations increased slightly during 2010.
A total of 43 new (re)insurers were incorporated during the year compared to 42 in 2009. A large
percentage of entrants to the market for 2010 included Special Purpose Insurers and Long-Term
Insurers. These new companies covered various lines of business such as property and catastrophe,
life, and professional liability.
Overall, we have completed a significant amount of our policy infrastructure development
for the insurance sector. We are also continuing to build up our technical resources and
supervisory teams since, moving forward, the focus will be on implementing our enhanced
supervisory regimes. Strategic initiatives planned for 2011 include: extending risk-based capital
adequacy requirements for (re)insurers (including the Long-Term sector); implementing our group
supervision regime; further phased development of our transparency and disclosures regime; and
the pre-application trials for the internal capital models framework.
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Banking
During 2010, the Authority continued to progress with its ongoing work to build on the
continued resilience of Bermuda’s banking sector. Its efforts were concentrated on policy
development and implementing key Basel II-compliant initiatives, highlights of which include:
applying enhanced regulatory capital standards across the sector;
reviewing and enhancing the Authority’s liquidity policy; and
establishing new mandatory stress testing requirements for Bermuda’s banks.
The BMA’s work has already strengthened capital and liquidity within Bermuda’s banking
system, however, we intend to continue our review of the regulatory framework for the sector and
as we move forward will take into account anticipated changes to global capital and liquidity
standards under the upcoming Basel III Accord.
During 2010 we focused on supplementing the Authority’s existing supervisory tool kit for
the banking sector by developing initiatives specifically directed towards enhancing depositor
protection. The BMA also adapted for Bermuda lessons learned by regulators around the world in
the aftermath of the global financial crisis and developed proposals for introducing enhanced bank
intervention powers for the Authority. These proposals will enable us to deal with challenged
institutions even more promptly. With input received by the end of 2010 from both the Ministry of
Finance and the International Monetary Fund, the next step will be public consultation in 2011,
with a view to implementation taking place at the end of the year.
Our work towards the introduction of a deposit insurance scheme (DIS) for Bermuda also
progressed significantly during 2010 and by year-end we had completed initial market
consultation on our proposals, as well as draft legislation, for the DIS. Further developmental work
(including how an independent Bermuda Deposit Insurance Corporation will operate) and
consultation on the proposed DIS framework will take place in 2011. The Authority anticipates
that the DIS will be fully established by 2012, thereby extending depositor protection within the
sector.
Remaining consistent with global standards, developments relating to the investment funds
sector in 2010 also focused on investor protection. In addition to enhancing the legislative
framework for funds, we completed a Statement of Best Practice for Hedge Fund Regulation in
collaboration with other fund jurisdictions and in consultation with the market. While resulting in a
proactive, tangible contribution to raising global standards for fund regulation, our participation in
this initiative also proved to be a positive example of supervisory cooperation and demonstrated a
collective commitment to quality supervision standards for the funds sector. The International
Organisation of Securities Commissions (IOSCO) has already recognised the significance of this
work, which is consistent with its own Principles of Hedge Fund Regulation. IOSCO is also
currently reviewing the Statement within the context of its further development of the global
standards of fund regulation
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Anti-Money Laundering/Anti-Terrorist Financing
Our supervision of institutions under Bermuda’s Anti-Money Laundering/Anti-Terrorist
Financing (AML/ATF) regime included an active on-site programme and related follow-up
activity. While many institutions have worked to reach compliance with our enhanced AML/ ATF
regime, in 2010 the Authority undertook public enforcement action in the form of fining one firm
that proved to have deficient systems. This was Bermuda’s first ever action using the Authority’s
expanded AML/ATF powers. It was also an important demonstration of the Authority’s
willingness to act and follow through on its plans and previously stated commitment to ensuring
AML/ATF compliance within the market. The market is clearly aware that Authority is committed
to using its powers in the best interests of Bermuda and to ensure that the interests of depositors,
investors or policy holders are protected as far as possible. However, while we recognise the
importance of following through where necessary, we also remain committed to maintaining a
measured enforcement approach, imposing civil penalties only where regulatory breaches are
extensive. We also recognise the efforts firms are making to reach compliance and via an active
programme of outreach activities, continue to ensure that they understand what is required of them.
As the market continues to adapt to the new requirements we continue to be encouraged and
provide ongoing support. We also remain prepared to use our enforcement powers judiciously to
resolve any issues as they arise.
Growth in Resources and Operational Effectiveness
We achieved a significant measure of success with building on the Authority’s resources in
2010. Much of the recruitment focus for the year was placed on supporting our equivalence
resourcing needs and by the end of 2010 we had added several senior-level, highly-experienced
members to our supervisory teams (especially in the risk analytics and policy development areas).
These targeted recruitment efforts, which have continued in 2011, will ensure that the Authority
has all the expertise it requires to support the implementation of its expanded supervisory
programmes fully (particularly with respect to the insurance framework).
Continuing to target resources that deliver quality regulation for Bermuda is both
important and necessary. However, we also recognise the importance of operating efficiently and
effectively. As such, during 2010 we completed the initial phase of an IT strategy that will build
further efficiencies into our processes and interactions with the market, especially via initiatives
such as e-filing for our planned enhanced funds reporting process. We also progressed further into
building a technological platform that will facilitate electronic submissions of information from
insurers under our enhanced supervisory regimes for that sector. To complement this ongoing
activity, towards the end of the year we began a comprehensive review of all the Authority’s
business critical processes. Our goal is to produce further operational efficiencies by streamlining
the execution and delivery of our work, in order to continue providing value to Bermuda as we
serve the interests of the community.
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BRAZIL
The past year has seen Brazil sustaining the solid fundamentals which had been put into
place over the previous few years, and to a certain extent actually building on them. These
fundamentals were put to the test during the global economic crisis in 2008, and were strong
enough to bring Brazil's economy through it virtually unscathed. It is particularly noteworthy that
the country was able to maintain a sustained rate of economic growth, to keep inflation under
control, to reduce its external and fiscal vulnerabilities and to show an improvement in social
indicators.
By consistently achieving a primary surplus, the country has been able to continue
reducing the net public debt/GDP ratio, which in June 2011 had fallen to 39.7%. Even the gross
debt situation is favorable, standing at around 56% of GDP in June 2011. Brazil’s nominal deficit
and gross debt indicators are among the lowest in the world. We can also point to some recent
signs of progress, such as the largest ever primary surplus which was posted in the first half of this
year, the R$50 billion reduction in government expenses announced at the beginning of the year,
and the reduction in Treasury funding for the National Bank for Economic and Social
Development – BNDES. This funding, after reaching an annual figure of around R$100 billion in
2009 and 2010, will fall to less than half this amount in 2011. These factors give credence to the
sovereign debt ratings which Brazil has been accorded by the main international risk rating
agencies, in contrast to the situation in some developed economies.
The floating exchange rate has continued to ensure that the economy remains in balance
externally, enabling it to adjust to external shocks and avoiding exchange rate and balance of
payments crises. Brazil’s vulnerability to outside factors has continued to wane as a result of the
rise in global demand for commodities and the consistent inflow of foreign investment. Our level
of annual exports exceeded US$ 200 billion and foreign exchange reserves grew to US$ 340
billion. There has been some progress too in this area, with a significant increase in direct
investment into the country, amounting to US$ 68,8 billion in the 12-month period until June, and
a corresponding fall in investments in portfolios, shares and fixed interest securities. This has
allowed the current account deficit, of US$ 48,9 billion in the 12-month period, to be funded more
effectively.
Macroeconomic stability has brought broad improvements in employment figures, in
income distribution and in social inclusion, together with the growth of the consumer market in
Brazil. The rate of unemployment, at 6.2%, is around its lowest ever level. In the last 12 months, 2
million official jobs have been created in Brazil, with 1.4 million new registered vacancies in the
first half year of 2011 alone. A stronger jobs market was, and continues to be, of the utmost
importance in sustaining the level of domestic consumption and minimizing the effects of a lower
rate of global economic growth.
The financial system remains solid, profitable, well capitalized, technologically advanced
and subject to strict modern controls. The Central Bank of Brazil has laid down minimum capital
reserve requirements of 11%, as against the 8% required by the Basel international agreement. But
Brazilian banks operate at the even more conservative level, of 17%. The banks are also highly
liquid. Compulsory deposits with the Central Bank are extremely high in Brazil, amounting to
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55% of sight deposits and 32% of term deposits. This gives rise to a buffer of liquidity, currently
amounting to R$ 400 billion (US$ 250 billion), or 10% of GDP and of bank assets, deposited in the
Central Bank and available for use in emergencies (as it was in the last crisis). The annual return on
bank assets is around 2.2%, with a return on equity of 17.2%.
Credit has expanded rapidly, but without prejudicing the quality of the assets, because of
the country’s macroeconomic stability, the improvement in the jobs market and the strength of the
financial system. Total loan operations reached a figure of R$ 1.8 trillion in June (47.2% of GDP)
and, having grown 21% in 2010, should continue to advance by about 15% in 2011 and again in
2012. There has been no deterioration in loan quality: bad loans in the system amounted to 3.4% in
June, close to the lowest level ever seen; and provisions are held at around 167% of bad loans. Real
estate lending, at 4.5% of GDP (and of the assets in the banking system), is among the lowest in the
world, pointing to both a low level of systemic risk and a significant growth potential. In the
make-up of the loan portfolio there is a good spread between public, private and foreign
institutions, on the supply side, and on the demand side between individuals and companies.
Brazil is today enjoying a period of growth, stability and improved income distribution.
The problem now is the opposite of the one confronting the developed countries: that is, how to
deal with a level of growth which may be excessive in relation to installed capacity. The country’s
major short-term challenge is to stop inflation getting out of control. This is the same problem
faced by a number of the developing economies and is caused by the high levels of liquidity in the
international markets, the upward pressure on the price of commodities and the acceleration in
domestic growth. The official inflation rate as measured by the IPCA (retail price index), which
operates on a target system, is above the ceiling of the permitted variation, showing an increase of
6.7% in 12 months. The government has been putting new measures into place on this front: the
tax situation has improved in recent months; the Central Bank has adopted so-called
macroprudencial measures to reduce the rate of credit expansion; and Copom (the Monetary
Policy Committee) adjusted the Selic rate (the short-term interest rate), which has risen 2.5 p.p.
since the second half of 2010 and now stands at 12.5% p.a.. Fiscal and monetary restrictions have
already produced results, moderating the pace of economic activity and reducing monthly inflation
indices.
If the challenge in the short term is to control inflation and bring it back within targets in
2012, the country's major challenge in the medium and long term is to take advantage of the factors
in its favor - the high levels of liquidity and the demand which will be created by the world
sporting events to take place in Brazil, by the pre-salt exploitation, and by the related infrastructure
projects - so as to expand the rate of investment and to ensure a sustained trend of growth. Brazil is
a country with low levels of savings and investment. The current investment rate (Gross Fixed
Capital Formation – GFCF) of 18.4% of GDP would need to rise to at least 23% of GDP in order
for the country to be able to sustain growth of about 5% on average over the next few years. To
achieve this, we are talking of new investments amounting to at least R$1.3 trillion by 2016.
To summarize: the Brazilian economy and its financial system are doing well at the
moment. Unlike the somewhat distressing state of the so-called central economies, in Brazil the
government is being obliged to take measures aimed at reining in the rate of growth of the
economy and of credit, and at controlling inflationary pressures. And so Brazil, like other
developing economies, has been seeing the value of its currency rise significantly – this is partly a
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consequence of the comfortable economic situation, but also brings with it worries for the
government about the potential negative impact on our competitiveness in the long term. The years
to come promise major investment projects for the Brazilian economy. The challenges are great,
but the opportunities can be greater still.
As the following details show, the principal events in the banking sector are linked to the
outlook described above: the efforts to moderate the rate of economic growth and the growth in
lending, which will also be affected by stricter regulation, to ease the process of strengthening of
the Real and to encourage long-term financing in Brazil.
Highlights of the banking economy:
July 2010
Credit Cards – in July 2010, under new rules intended to increase regulation of the sector and
promote more competition, Cielo and Redecard were authorized to handle other credit card
transactions in addition to their current brands, respectively Visa and Mastercard.
December 2010
Compulsory Deposits – The Central Bank increased the rate of compulsory deposits from 15% to
23% on time deposits held, and of the additional requirement on time and sight deposits from 8%
to 12%. These measures brought the total rates up from 51% to 55% on sight deposits and from
23% to 32% on time deposits. The Central Bank also issued a new definition of the deductions
allowed, which vary from zero to R$3 billion, according to each institution’s Reference Net
Worth. To maintain the same ratio to the new compulsory deposit rate, the CB reduced, from 45%
to 36%, the amount which institutions are allowed to deduct from the compulsory deposit when
they buy assets, such as loan portfolios, from small banks. In spite of having reduced the limit for
deductions, the CB extended the validity of these measures from December 31, 2010 to June 30,
2011.
Basel – the CB raised the capital requirement for loans to individuals for terms exceeding 24
months, by raising the Risk Weighting Factor (FPR) for such operations from 100% to 150%. Real
estate and rural credit operations, and financing and leasing of vehicles were excluded. In the case
of payroll-deductible loans, the factor was increased only for operations with maturities in excess
of 36 months. The situation with vehicle financing will depend on the term and on the amount of
the first payment. The factor increased in cases where: i) the term is between 24 and 36 months
and the deposit is less than 20% of the value of the asset; ii) the term is between 36 and 48 months
and the deposit is less than 30% of the value of the asset; iii) the term is between 48 and 60 months
and the deposit is less than 40% of the value of the asset.
FGC – Credit Guarantee Fund: The annual amount of Fixed Deposits with Special Guarantee
(DPGE), of up to R$20 million per depositor, which financial institutions are allowed to issue, will
be reduced gradually, by 20% each year, over the period 2012 to 2016, at which time the raising of
deposits of this sort will be terminated. This was an important instrument during the crisis for
smaller-sized banks to raise liquidity. The overall guarantee limit for deposits guaranteed by the
FGC was raised from R$60 thousand to R$70 thousand per depositor.
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Financial Bonds – (Letras Financeiras ) , which were subject to the same compulsory deposit rate
as fixed deposits, are now exempt. This measure is in line with the longer maturities of deposits
with banks.
Long-Term Financing Measures – 1) Infrastructure Debentures A new class of debentures
(corporate bonds) was created for issue by Special Purpose Companies (SPE) for specific
infrastructure projects, with coupons payable free of income tax, which can be purchased directly
or through an investment fund: i) the individual investor will become exempt from income tax,
whereas formerly tax was payable at 15% to 22.5%; ii) the corporate investor will be subject to a
maximum rate of 15% for income and social contribution taxes; iii) the non-resident investor,
other than tax haven residents, will pay tax at zero rate (formerly 15%). 2) Private Sector
Long-Term Securities: issued by non-financial companies to finance investments, and acquired
by non-residents, they will pay interest free of tax, making lower funding costs possible. To
qualify for these benefits, the debentures and securities must: i) be issued for a minimum term of 4
years (total term about 6 years); offer no repurchase option during the first two years; iii) pay
interest at a fixed rate or according to a price index; iv) pay coupons for periods not less than 180
days; v) be for an issue amount not greater than the amount of the project; and vi) be for a project
approved by the Federal Government. 3) Liquidity Fund for Corporate Bonds: to increase the
liquidity of the secondary private securities market; 4) Capital Markets Taxation: Improvements
made in order to create more liquidity and to develop the secondary market for government and
private securities. Elimination of IOF for purchase and sale of private securities within 30 days,
except for CDBs. 5) Financial Bonds: The Securities Commission (CVM) will regulate the
public offer of the bills (registration, prospectus, roadshow, bookbuilding etc.). The National
Economic and Social Development Bank - BNDES was authorized to issue financial bonds as an
alternative source of funding, in particular for non-priority lines of credit (working capital,
mergers and acquisitions etc.). The measure is intended to reduce transfers of funds from the
Union to the BNDES; 6) Recovery of Banking Credits: Modification of the tax treatment
adopted in the case of renegotiation of private loans written off by banking institutions. In the case
of renegotiation of rural and personal loans (outstanding balance of up to R$30 thousand), the
measure allows payment of income and social contribution taxes (40%) to be paid over the period
renegotiated. At present, banks are required to pay the taxes when the renegotiation agreement is
signed; 7) Financial Operations Tax (IOF) on Foreign Exchange reduced: IOF charged on
funds remitted into Brazil by foreign investors will be reduced from 6% to 2% where they are
invested in Private Equity Funds (FIP) and Emerging Company Mutual Funds (FMIEE); 8)
Securitization of Real Estate Credit: Banks will be allowed to apply savings accounts (65%) to
the funding of securitized loans, for a period of 36 months, reducing by 1/36 per month. The
intention of this measure is to encourage securitization of old loans, freeing up savings accounts
for new credit operations.
February 2011
Basel: The Central Bank released a communication ( Comunicado 20.615 ) with preliminary
guidelines and a timetable for the implementation in Brazil of the Basel III recommendations; and
confirming the adoption of the rules laid down by the Banking Supervision Committee of the Bank
for International Settlements (BIS). These rules are intended to increase the level of prudential
regulation, seeking to improve the capital structure of financial institutions world-wide and to
protect the system from fresh crises. The document purports to outline the Central Bank’s first
impressions on the subject and its implementation in Brazil. It contains some new thinking and
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indicates that the CB intends to bring forward the adoption of certain measures, as follows: i) It is
studying the possibility of applying the deductions to the Primary Capital (Common Equity or
CET1) with effect from July 1, 2012, although percentages are not defined; ii) minimum Primary
Capital to be 4.5% as from January 2013; iii) minimum Level 1 Capital to be 5.5% in January 2013
and 2014, rising to 6% in January 2015; v) Total Capital Requirement in Brazil to remain at 11%
until January 2015 and then to fall gradually to 8% in January 2019 as the Conservation Buffer is
adopted: the Conservation Buffer starts at 0.625% in January 2016 and rises to 2.5% in January
2019. In practice, the total index in Brazil remains at 11% until January 2015 and then drops to
10.5% a year later (including the Conservation Buffer but not the Countercyclical Buffer).
Other relevant points: Payroll: Payroll acquisitions will be treated in the same way as goodwill, i.e.
only those established after January 2012 will be deducted. Countercyclical Buffer: This may be
adopted gradually from January 2014, at a level of up to 0.625%, until the limit of 2.5% is reached
in January 2017. If adopted in full from 2017, it would raise the levels required to 9.5% for
Primary Capital, to 11% for Level 1 and to 13% for Total Capital. Adoption will be confirmed 12
months in advance, and criteria defined by December 2012.
March 2011
Provisional Measure 526 – authorizes the transfer of R$ 55 billion from the National Treasury to
the BNDES in 2011. The amount is less than the R$110 billion made available in 2010 and the
R$100 billion in 2009. The PM also makes official the creation of Phase 3 of the Investment
Support Program (PSI), which is operated by the BNDES, and which will be for R$75 billion. The
program provides finance for infrastructure investments at reduced rates of interest. It was to have
been closed at the end of March, and will now remain in force until December 2011. The
government made changes in the interest rates charged, increasing the rates for various PSI lines of
credit by 2 to 3 p.p.
IOF on Credit – The government raised the annual rate of Financial Operations Tax, as applied to
new loans to individuals, by 1.5 p.p. With this increase, the rate goes from 1.5% to 3% p.a.
Housing loan operations remain exempt from IOF. The new rules apply only to amounts borrowed
for the purchase of commercial properties.
IOF on foreign exchange - a decree increased the IOF on funds raised by overseas companies
from 5.38% to 6% for periods of up to 90 days, and from zero to 6% for 91 to 360 days. The 6%
rate for funding for periods of less than 720 days was extended.
Positive Bureau of Credit – A law was sanctioned establishing the positive register and making it
possible for data banks to be created and consulted, containing the payment history (showing
punctual payments) of individuals and companies.
Comef - The CB set up the Committee for Financial Stability, to be made up of the president and
directors of the CB, all with voting rights. Heads of departments involved with the preservation of
financial stability will take part in the meetings, but without the voting rights. The creation of the
committee represents an institutional improvement, to fulfill the mission of ensuring the stability
of the purchasing power of the currency in a stable and efficient financial system.
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June 2011
Circular 3.542 provided for the further renewal, from June 30 to December 30, 2011, of the
deductions that institutions are allowed to make in the compulsory deposit when they purchase
loan portfolios from small-sized banks with a Reference Net Worth of up to R$2.5 billion (this is
the case for almost 90% of financial institutions).

CANADA
Executive Summary
The banking system in Canada is purely under federal jurisdiction and was one of the most
successful in dealing with the recent global financial crisis. In its 2010/11 “Competitiveness
Report”, the World Economic Forum, for the third consecutive year, again ranked Canada’s
banking system as the soundest in the world.
Canada’s banks are capitalized significantly above the standards set by the Bank of
International Settlements and regulated by a number of federal agencies. Prudential regulation is
done by the Office of the Superintendent of Financial Institutions (OSFI), while market conduct is
regulated by the Financial Consumer Agency of Canada. Deposit insurance is provided by the
Canada Deposit Insurance Corporation.
The Bank of Canada and OSFI are active members of the Basel Committee on Banking
Supervision. To be consistent with the international G20 initiatives, Canadian regulators are
taking steps to address the causes and consequences of the financial crisis.
Federal financial services legislation, including the Bank Act which governs the activities
of banks in Canada, is reviewed every five years, and the next review is scheduled to be completed
by April 2012. It is unlikely that this review will lead to substantive changes, partly since the
federal government has enacted a number of new measures in the last few years, especially with
respect to consumer-related products and services.
Recently, the Supreme Court of Canada considered the proposed legislation to establish a
“federal” securities regulator (currently, securities activities are regulated by the provinces) and is
likely to release its decision before the end of 2011. In addition, the federal government has
established a Task Force to review the Payments System and the Task Force is due to release its
report, including recommendations for changes, before the end of 2011.
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Federal Financial Legislation and Regulations
2012 Financial Services Legislation Review
Finance Minister Flaherty announced the scheduled review of legislation governing
federally regulated financial institutions on September 20, 2010, and since that date has held
consultations and received proposals for changes from interested parties.
Federal financial institutions legislation is reviewed every five years. The last legislative
review was completed in April, 2007 and, therefore, the deadline for the completion of the next
review of financial institutions statutes is April 20, 2012.
The 2012 review is not likely to lead to major reforms. Instead, any amendments will be
technical in nature and will:






deal with anomalies, inconsistencies, and unintended consequences
provide clarifications
streamline unnecessary procedures
improve workability and efficiency of measures, and
make some “housekeeping” improvements

Credit and Debit Card Measures
Over the last few years, the federal government has introduced several measures that are
intended to regulate the relationship between federal financial institutions and their retail
customers.
For example, new credit card regulations (that apply only to credit cards issued by
federally-regulated financial institutions) were passed in September 2009 and these measures were
all in force by September 1, 2010. As a result, banks are now required to:









Provide a summary box on credit contracts and application forms that sets out key
features, such as interest rates and fees.
Inform consumers how long it would take to fully repay their balance if they only make
a minimum payment every month.
Mandate an effective minimum 21-day interest-free grace period on all new credit card
purchases when a customer pays the outstanding balance in full.
Lower interest costs by mandating allocations of payments in favour of the consumer.
Require express consent for credit limit increases.
Limit debt collection practices used by financial institutions.
Prohibit over-the-limit fees solely arising from holds placed by merchants.
Mandate advance disclosure of interest rate increases prior to their taking effect, even if
this information had been included in the credit contract.
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A “Code of Conduct for the Credit and Debit Card Industry in Canada” also came into
effect on August 16, 2010 that is intended to make fees and rates more transparent for business
owners and for consumers who use credit and debit cards. Under the Code, merchants will be:






Provided with clear information regarding fees and rates.
Given advance notice of any new fees and fee increases.
Able to cancel contracts without penalty should fees rise or new fees be introduced.
Given new tools to promote competition, and in particular.
Will have the freedom to accept credit payments from a particular network without the
obligation to accept debit payments and vice versa.

2011 Federal Budget Measures
In its 2011 Budget, the federal government stated that it intended to introduce pooled
retirement pension plans and new measures to improve financial literacy in Canada. The federal
government also created a “Task Force on Financial Literacy” to develop a national strategy to
strengthen the financial literacy of all Canadians.
AML Measures
The 2010 Budget announced that the Proceeds of Crime (Money Laundering) and
Terrorist Financing Act will be amended to provide the Minister of Finance with the power to
issue directives imposing measures with respect to certain financial transactions. The amendments
also confer on the federal government the power to make regulations that limit or prohibit certain
financial transactions. Over the last few months the federal government tabled legislation entitled
the “Freezing Assets of Corrupt Regimes Act”. The purpose of the Act is to "permit, at the request
of a foreign state, the taking of restrictive measures in respect of the property of officials and
former officials of the foreign state and persons associated with them."
Proposed Federal Securities Regulator
Although Canada has a strong prudential and consumer regulatory system, an area of
continuing concern is securities regulation, where Canada’s system is fragmented among 13
sub-national bodies (provinces and territories). Canada remains the only industrialized country
without a national securities regulator and there is a widely-held view that a national form of
securities regulation would strengthen enforcement and investor protection across the country, and
improve access to capital for businesses seeking to tap the capital markets.
In the last few years the federal government has taken several steps to establish a federal
securities regulator. In February 2008, the federal government created an “Expert Panel” to report
on issues related to Canada's capital markets and, in January 2009, it recommended the
establishment of a “Canadian Securities Commission” to administer a single securities statute for
Canada.
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In June 2009, the government acted on these recommendations by announcing the
establishment of a “Transition Office”, whose role is to develop a federal securities statute and to
develop a plan to work with the provinces to transition to a national regulatory body.
In May 2010, a proposed “Canadian Securities Act” (CSA) was released to create the
Canadian Securities Regulatory Authority (CSRA), targeted to begin operations within the next
three years. While the majority of provinces, including Ontario (which is the largest province and,
with Toronto, has Canada’s major financial centre), support the proposed CSRA, it is opposed by
several provinces, especially Alberta and Quebec. Courts in Quebec and Alberta recently held that
the federal government does not have the constitutional right to establish a federal securities office,
but the Supreme Court of Canada held a hearing on the matter in mid-April after being asked by
the federal government to provide its opinion as to whether the CSA is within the legislative
authority of the Parliament of Canada.
It is thought that the Supreme Court of Canada will release its decision before the end of
2011 and, if the decision does declare that the CSA is within the legislative authority of the
Parliament of Canada, it is understood that the federal government will introduce the proposed
CSA in Parliament as a bill, which will follow the normal legislative process. It is envisaged that
consequential amendments to existing federal legislation and to participating provinces’ and
territories’ securities statutes will also be required before the CSRA can begin operations.
Basel III in Canada
The Basel Committee issued final “Basel III" rules in December 2010 to strengthen the
regulation, supervision and risk management of the banking sector. The extended observation and
transition period under Basel III will provide the industry with an opportunity to work out some of
the implementation details. To participate in the continued evolution of regulatory reform, the
Canadian Bankers Association (CBA) has responded to additional Basel Committee consultative
documents (e.g. capitalization of bank exposures to central counterparties, an update on sound
practices and guidelines for the advanced approach to operational risk). In addition, eight of the
largest Canadian banks are currently participating in a Quantitative Impact Study (QIS) on the
leverage ratio and liquidity measures, and OSFI will be sending the CBA’s data to the Basel
Committee in July 2011.
On February 1, 2011, OSFI issued its action plan for implementation of the Basel III
Capital Adequacy and Liquidity Requirements in Canada. OSFI’s expectation is that the banks
will meet the Basel III capital requirements early in the transition period. Also, once the Basel III
leverage measure has been finalized, OSFI will consult with the industry on its implementation
and develop a time line and mechanisms for the change to the new measure. On February 4, 2011
OSFI issued its draft advisory on Non-Viability Contingent Capital (NVCC), which requires all
non-common instruments to meet NVCC requirements by 2013. On February 4, 2011 OSFI also
issued an advisory on the treatment of non-qualifying capital instruments, which provides
guidance on the treatment of instruments that will no longer qualify as capital after the 2013
deadline. Specifically, it clarifies OSFI's expectations with respect to rights of redemption under
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regulatory event clauses. CBA will engage with OSFI throughout 2011 as they develop guidance
to implement the Basel III rules in Canada. This will include an update to their Guideline on
Liquidity in 2011, which will reflect enhanced qualitative guidance on sound practices for
liquidity risk management, with the quantitative Basel III liquidity requirements to follow in the
future once finalized.
Payments System Task Force
The Task Force for the Payments System Review was launched on June 18, 2010 with a
broad mandate to review the payments system, including the economics of the current
environment, the competitive landscape and the regulatory and institutional structures. The Task
Force’s membership draws from a variety of backgrounds including academia, business and retail.
The timeline is for the Task Force to provide recommendations to the Minister of Finance by
December 2011.
The Task Force is planning to use a phased consultation process and the first stage was a
request for submissions by September 15, 2010 commenting on issues with the current payments
system. This will be followed by a series of by-invitation-only roundtables (on the future of
payments system) and then the release of a draft “strategic direction” for broad public comment.
The Task Force has also indicated that, in addition to these formal structured processes, it intends
to seek input from stakeholders (including the banking industry) through a range of more informal
settings throughout this period. For the first round of submissions (i.e. on current issues), the Task
Force suggested a few broad themes (competition; efficiency; innovations and technology; safety,
soundness and security; meeting the needs of consumers and merchants; and other issues) and
invited participants to review and respond to them. Submissions are posted online so that all
Canadians can access them and read the reports.
Summary of Financial Crisis Regulatory Actions
Imposition of Enhanced Capital Requirements
As part of sound capital management and in response to the continuing uncertainty caused
by regulatory reform, Canadian banks must be able to demonstrate to OSFI (both continually and
prior to any transaction that may negatively impact their capital levels) that they have prudent
internal capital targets and that they would have sufficient capital to meet their internal capital
targets at all times.
OSFI expects Canadian banks will implement many of the new capital regulatory
requirements early (by 2013). While this is not a stated requirement, banks will, never-the-less, be
expected to comply.
In February 2011 OSFI started the process of implementing non-viability contingent
capital in Canada by issuing a draft advisory which proposes a contractual approach to conversion.
Further and in response to the Basel Committee on Banking Supervision’s 2009 Revisions to the
Basel II market risk framework of July 18, 2010 (relating to internal model application procedures
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including prescribed stress tests for banks), OSFI has updated the Canadian Capital Adequacy
Requirements in accordance with the Basel Committee’s revisions. Canadian banks will also be
required to adopt Basel II Pillar 3 securitization disclosure enhancements.
Solo capital is another focus for OSFI. In order to ensure greater consistency of solo capital
measurements and to better evaluate the level of protection for depositors and policy-holders of
banks, OSFI will be proposing a common methodology for evaluating stand alone capital
adequacy.
Resolution Planning
On a bilateral basis, OSFI has engaged with large Canadian banks to develop their living
wills. OSFI’s expectations are that conglomerate federally regulated financial institutions (FRFI)
would each submit a recovery plan by March 2011, a resolution plan by October 2011, and a
merged recovery and resolution plan (RRP) in 2012. The merged plan is to have a shared
background information and analysis, but separate sections for recovery actions and management
proposals for resolution actions. Mid- and small-sized domestic FRFIs will develop RRPs scaled
to their size and complexity. Based on their parent banks’ timelines, foreign bank subsidiaries and
branches will utilize the work done by their parent bank and must have a clear view how Canadian
operations are captured in the plan. OSFI will also be looking for how banks’ crisis management
work will be linked to their existing stress testing programs. RRPs will need to be revised
frequently.
Regulation of Over-the-Counter (OTC) Derivatives
Canada is working on two central clearing initiatives. One is a central counterparty for
clearing repurchase and reverse repurchase agreements (repos), and the Bank of Canada has
engaged the Investment Industry Association of Canada (IIAC) to coordinate the development of
this facility in Canada. The focus of the project is to increase fixed income repo market efficiency,
provide balance sheet relief and expand liquidity.
The second initiative is related to OTC derivatives, and the Canadian OTC Derivatives
Working Group is in dialogue and engagement with various stakeholders. Key decisions
regarding the establishment of local infrastructure for clearing and transaction reporting are
expected to be made in the course of 2011. The intent of the clearing facility for OTC derivatives
will be to clear OTC trades for standard transactions such as interest rate swaps.
Home Country Authority Coordination with Other Jurisdictions
OSFI has been an active participant in the international response for the development and
promotion of consistent and coordinated methods of regulating internationally active financial
institutions. It is an active participant in the Basel Committee and its Basel III subcommittees.
OSFI also participates in supervisory colleges, and has ongoing bilateral discussions with their
counterparts in other countries. OSFI will continue to work with other international regulators to
assess how agreed changes will be incorporated in domestic guidance and reporting requirements.
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CAYMAN ISLANDS
The Cayman Islands Monetary Authority (“CIMA” or “the Authority”) was established
under the Monetary Authority Law in 1997 and is the product of a merger between Financial
Services Supervision Division and the Currency Board. CIMA is the sole regulatory body charged
with the responsibilities of licensing and regulating the financial industry of the Cayman Islands
including Banks, Money Service Business, Building Societies, Credit Unions, Development
Banks, Trust Companies, Company Managers, Mutual Funds, Mutual Fund Administrators,
Securities Investment Business, and Insurance Companies.
•
•
•
•

The four principal functions of CIMA are:
Monetary
issue & redeem currency; manage Currency Reserve
Regulatory
regulate and supervise financial service business
Co-operative
provide assistance to overseas regulators and
Advisory
advise Government on the above matters
Legislation for the granting of full operational independence of the Authority was passed
by the Governor in Council (Executive Council) and officially gazetted on 10 March 2003. This
places complete operational decisions and responsibility for certain decisions, such as the approval
of licences, in the hands of the Board of Directors of the Authority. Operational independence
enables the Authority to execute directly the key functions of licensing, ongoing supervision,
enforcement and regulatory cooperation. Essentially the key area of change resulting from the
Monetary Authority Law (2004 Revision) is the power of the Monetary Authority to licence.
Overview of Regulatory Divisions
The Banking Supervision Division of the Authority is responsible for ongoing supervision
and regulation of Banks, Banks and Trusts, Credit Unions, Building Societies, Development
Banks, and Money Service Business providers through, receipt and analysis of regular audited and
un-audited financial statements and on-site inspections. Capital adequacy, asset quality, earnings,
corporate governance, liquidity etc. are all assessed on a quarterly basis. The Division is also
responsible for registering the activities of Controlled Subsidiaries of Banks.
The Fiduciary Services Division is responsible for the ongoing supervision and regulation
of the activities of all trust companies not having a banking licence, company management, and
corporate services business through receipt and analysis of regular audited financial statements,
annual meetings with the licensees' management, and periodic detailed reports or examinations by
auditors on specific areas of internal controls and systems. Capital adequacy, asset quality,
management capability and expertise, earnings and liquidity are all assessed on an ongoing basis.
The Fiduciary Services Division is also responsible for the registration of private trust companies
and controlled subsidiaries.
The Insurance Division monitors licensed insurance entities to ensure that they are
operating in a satisfactory manner and remain solvent. Monitoring is ongoing and is both
compliance and risk based - an assessment of whether the licensee complies with the relevant
legislation, applicable instruments issued by the Authority and any conditions or enforcement
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directives issued to the entity. Regular reporting, on-site inspections and off-site supervision are all
essential elements of monitoring.
The Investments and Securities Division's duties encompass the supervision and regulation
of mutual funds, mutual fund administrators as well as persons licensed to conduct securities
investment business, which includes market makers, broker-dealers, securities arrangers,
securities advisors and securities managers. The division processes all applications for those
entities specified above and makes recommendations to the Authority's Board of Directors on the
issue ,or non-issue, of a licence when necessary.
CATEGORIES OF FINANCIAL INSTITUTIONS FOR WHICH CIMA HAS
REGULATORY OVERSIGHT (as at 30 June 2011)

Banks/Trust Companies
(Supervised by the Banking Supervision Division &
Fiduciary Services Division)
Bank/Trust – Category A
Bank/Trust – Category B
Trust Company - Restricted
Trust Company - Unrestricted
Nominee Trust Licence
Company Manager (Full)
Corporate Service Provider
Money Services Business
Credit Unions &Development Banks
Building Societies
Controlled Subsidiaries

Number of Active
Licences
16
233
71
53
42
82
9
8
3
1
4

At the end of June 2011, there were a total of 249 licensed banks comprised of 16 Category
“A” banks and 233 Category “B” banks, the majority of which are branches or subsidiaries of
major international banks. There were also 42 Nominee Trust Licenses issued by the Banking
Division. Holders of Category “A” licences are generally permitted to conduct banking business
both within and outside the Cayman Islands. Category “B” licence holders are licensed to conduct
banking business with non-residents of the Islands; they usually provide services to international
markets and facilitate inter-bank transactions.
For the same period, the Fiduciary Services Division had supervisory responsibility
for 147active trust licences which was comprised of 53 Trust Licences, 71 Restricted Trust
Licences and 23 Nominee Trust Licences. There were also 23 Registered Controlled Subsidiaries
and 56Registered Private Trust Companies.
Insurance Entities
(Supervised by the Insurance Division)
Insurance Company (Class A)
Insurance Company (Class B)
Insurance Company (Class B Res.)
38

Number of Active
Licences
29
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Insurance Managers

32

Insurance Brokers

37

Insurance Agents

60

At the end of June 2011, there were 725 Class “B” companies under the supervision of the
Insurance Supervision Division. Pure Captives and Segregated Portfolio Companies represent the
two main categories of Class “B” entities, with 415 and 118 companies respectively.
The Cayman Islands is the leading jurisdiction for healthcare captives. The captive
insurance industry is composed mainly of companies insuring risks in North America. The next
most important geographical source is the Caribbean and Latin American region.
Investment Services
Number of Active
(Supervised by the Investments & Securities Division) Licences
MF Administrator (Exempted)
MF Administrator (Full)
MF Administrator (Restricted)
Mutual Funds

2
94
34
9,409

At the end of June 2011, there were 9,409 mutual funds, comprised of 8,857 registered
funds, 424 administered funds and 128 licensed funds.
Significant Legislative Changes
During the period July 2009 to June 2011, there were amendments of pertinent laws and
regulations and publication of policy statements and guidance notes impacting banks and other
financial service providers. These amendments seek to solidify the Authority as an independent
financial regulator and enhance its transparency with respect to international cooperation. A
number of regulatory laws were also amended in late 2009 to make provision for new fees and/or
increase fees payable by licensees. The amendments are summarised below.
In March 2010, the independence of CIMA was further enhanced when the Legislative
Assembly enacted the Monetary Authority (Amendment) Law, 2010. This extended CIMA’s
ability to issue Rules, Statements of Guidance and Statements of Principles not only to licensees
but to all regulated entities without the approval of the Cabinet of the Cayman Islands. Prior to
this, the power to issue these measures was subject to Cabinet approval and limited only to
licensees. The amendments also allow CIMA to enter into memoranda of understanding with
overseas regulatory authorities for the purpose of consolidated supervision without the need for
Cabinet approval, as previously obtained, following consultation with the Financial Se cretary.
In addition, the amendments allow for CIMA to apply for a warrant to obtain documents in
pursuance of providing assistance to an overseas regulatory authority to address those limited
circumstances in which CIMA’s existing powers of direction under section 34 of the Monetary
Authority Law (MAL) may not be sufficient or appropriate. Additionally, Section 52 of the
MAL, as amended, gives authority for a licensee/regulated entity to provide information to the
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Authority or, in the case of a foreign branch or subsidiary, to an overseas regulatory authority
that regulates its parent company, for the purpose of consolidated supervision. The provision of
the information will not be considered a breach of any restriction upon the disclosure of
information by or under any Law and will not give rise to any criminal or civil liability.
The Insurance Law
The Insurance Law was extensively revised and updated as a result of recommendations
made by the International Monetary Fund following the organisation’s March 2009 review of
the jurisdiction. The revisions include stricter reporting requirements for Class A (i.e.,
domestic) insurers, a restructuring of Class B insurers into three categories depending on the
amount of related party business, a new class of insurance licence for reinsurance companies
and a new class for special purpose vehicles; a new definition of insurance broker;
harmonisation of enforcement provisions with other Cayman regulatory laws, and more minor
administrative adjustments. The updated law, the Insurance Law 2010, was subsequently passed
by the Legislative Assembly in September 2010.
To complement the Insurance Law, new Insurance Regulations were also drafted to
amend application forms, annual return forms and capital, solvency and admissible assets
requirements. These were under review at the end of the fiscal year.
Anti-Money Laundering
The Guidance Notes on the Prevention and Detection of Money Laundering (“Guidance
Notes”) were amended in March 2010 to include sector specific guidance for Mutual Funds and
Fund Administrators (section 8) as well as additions and amendments to section 3 and section 8 of
the Guidance Notes to incorporate Private Trust Companies into the Guidance Notes.
Fees
The Monetary Authority Law was amended in 2009 to make provision for the Governor
in Cabinet to vary the paid-up capital of the Authority, and that where such variation reduces
paid-up capital, any excess capital shall be transferred to general revenue of the Islands; to create
new administrative fees; and to make provision for incidental and connected matters.
The Banks and Trust Companies (Licence Application and Fees) Regulations were amended
to vary application and annual fees payable by banks and trust companies.
The Money Services Law was amended in 2009 to make provision for a fee in relation to every
subsidiary, branch, agency or representative office of a money services business; to provide for a
transaction fee; and for incidental and connected purposes.
The Building Societies Law was amended in 2009 to introduce a regulatory fee for societies
registered under that law; and for incidental and connected purposes.
The Securities Investment Business Law was amended in 2009 to increase the annual fee in
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respect of certain categories of securities investment business; and for incidental and connected
purposes.
Basel II Update
The Basel II E-Reporting System was officially launched on 19 July 2010. The system was
designed for the electronic submission of Basel II and Quarterly Prudential Returns to the
Authority. The Authority commenced a parallel run during the period 19 July to 31 December
2010 to allow banks to test and become familiar with the new reporting system. Banks impacted
by the new Basel II requirements were required to submit at least one live prudential return during
the parallel run period. The Basel II Framework applies to banks that are locally incorporated in
the Cayman Islands (Category A and B banks), all home regulated banks and host regulated banks
(subsidiaries of foreign banks), with or without a physical presence and will be implemented in
two phases leveraging a practical measured approach.
The first phase of the implementation commenced on 1 January 2011 and comprised the
following Pillar 1 Standardized approaches for Credit Risk, Market Risk and Operational Risk as
well as the Basic Indicator Approach for Operational Risk. The first phase of the Basel II
implementation will also include Pillar 2 – Supervisory Review Process and Pillar 3 - Market
Discipline. As such, the Banking Division is currently working on the implementation of Pillars II
and III which are anticipated to be completed by 31 December 2012.
The second phase of the Basel II implementation will be considered for implementation
after 2012. It will include considering the implementation of advanced approaches, specifically
Pillar 1 – Credit Risk – Advanced Approaches (IRB), Operations Risk – Advanced Measurement
Approaches (AMA) and Market Risk – Internal Risk Management Models.

CHILE
M&A
The Royal Bank of Scotland (Chile) was acquired by Scotiabank.
Central Bank
In November 2010 the Central Bank’s Board decided that, beginning in December 2010, it would
gradually increase the maximum global limit of pension funds in foreign investments from 60% to
80%, the same as the maximum limit of investments per fund. Its objective is to contribute to
obtaining an adequate profitability and security for pension savings.
Insurance Committee
Since this is a topic of greatest interest for the industry, during 2010 a committee was formed in
order to carry out an effort of self-regulation, attempting to improve the processes of information,
transparency and quality of those products.
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Based on this work was the document "Proposal for best marketing practices for fire and
earthquake insurances for mortgage portfolios”. The proposal includes concrete suggestions on
topics such as delivery of information relevant to the product being offered and/or purchased;
client’s ability for purchasing insurance on their own; after sales service and permanent counseling
by the broker for the client and creation of a basic policy.
Tax Stamps
Congress approved a group of tax reforms, which are of special interest to the banking industry
and their clients. The modification maintained the 50% reduction on the rate of tax stamps. Thus,
the reform took into account that one of the elements hindering access to the credit by individuals
and PYME was precisely this tax.
Plan of Guarantees to Support PYME
The Economic Development Agency initiated a series of improvements to the Program of
Guarantee to Support PYME. These improvements became operative in November 2010. The
following aspects are especially noteworthy.
1. COBEX: Guarantees are granted for operation of credit in dollars, currencies forwards and
prime financing for exchange rate.
2. Small companies can reprogram with the Agency guarantee all types of liabilities, including
debts in DICOM (credit scores and profiles company), tax debts and pension debts. This
instrument will concentrate its actions in the Mipymes, since it will raise the percentages to be
guaranteed as the companies dealt with are smaller and smaller.
3. Larger size firms can access the Agency's Guarantees Program as long as the purpose of the
credit operation is to invest in indigenous land as through productive alliances with individual
persons or indigenous communities.
Foreign Exchange options
Taking into account the deterioration of exchange rates, as well as the impact this situation has on
exporters in general and on PYME in particular, in 2010 the Treasury and the Banking Association
began a project for the purpose of fomenting the use of exchange options in order to mitigate the
aforementioned process on these companies.
On the one hand, after analyzing various considerations on this topic, the authority sends to the
Congress a proposed bill that established tax incentives for the use of these products. Among
others was that revenue of derivatives with a foreign counterpart be considered from a foreign
source and would not, therefore, pay additional tax; differentiate possible tax the underlying
activity would have in case that option be used and that the premium of the options could be
deducted as business expenses, so that if taxation were necessary it would only be on the
difference between income (sales price) and expenses (value of the premium).
In this sense, the Association with the support of the Treasury and the participating banks in this
market, began to coordinate the development of an information campaign of exchange options in
order to make the existence of these products and their advantages known to the exporting PYME.
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Tax collection with online services
In November the Banking Association together with the General Treasury Department and with
the banking entities subscribed to the Agreement for the Collection of Taxes, initiated a new
system for collection with online services (banking).
This initiative was begun at the request of the authorities in order to modernize the system for tax
collecting, in order to place the collected money into the fiscal account shorter time, and also to
reduce errors that occur in processing the forms. The new system will allow banks to access the tax
payers' information at the tellers' windows by means of bar scanners, and to consult Treasury
online for the sum to be paid, thus avoiding delays and keeping the payers information up-to-date
in real time.
Antifraud educational campaign
The banking industry, coordinated by this Association carried out an innovative educational
campaign for the purpose of making clients with transactional online accounts aware of cybernetic
crimes and for preventing said crimes. The initiative, broadcast via press, radio, television and
on-line media, among others, emphasized the importance of protecting secret passwords, so that
they would not become victims of phishing or other fraudulent activities.
In order to offer complete information to clients, the campaign considered the development of a
website (avispate.cl), which included the principal advice for recognizing and preventing this type
of crime. The information is intended to achieve a change in consumer habits so they would be
alert to any abnormality and would adopt the corresponding safeguards.
Anti-Money Laundering
During 2010 the Banking Association and members of the board of AML Committee participated
in a series of interviews with the evaluating group of experts of GAFISUD (Financial Action
Group of South America). This group was in charge of the study of the AML and financing
terrorism systems in our country.
Pilot Credit Program for Entrepreneurs
The Ministry of Economy began to develop a pilot program called "Guaranteed Credit for Gacela
Companies”. The objective is to make the financial system participate with the innovative
entrepreneurs from the beginning or early phases of their development. For this it is hoped that
advantage can be taken of the guarantees given by the Society for Reciprocal Guarantees, and the
activity of FOGAPE as a refinancer, as well as of their experience, advisory capacity and
evaluation of risks installed in the incubators of businesses and the networks of angel investors.
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CHINA
Significant Developments in the Banking Industry
In November 2010, the State Administration of Foreign Exchange (SAFE), China’s foreign
exchange regulator, introduced measures to curb hot money inflows. The SAFE set a floor on
the size of foreign exchange positions for banks operating in China, saying banks’ daily net
U.S. dollar positions should not be less than that of the previous day. It would also strictly
supervise financial institutions’ quotas for the use of short-term foreign debt and prevent banks
from overusing their quotas.
Over the past eight years (2002 – 2010), China had shut down 500 underground banks in its
action against money laundering, according to a statement released by the Ministry of Public
Security of PRC in November 2010. In the action of anti-money laundering, over 100 cases
involving more than 200 billion yuan ($30 billion) had been handled by the police authorities.
In 2011, China will implement a prudent monetary policy, striving to make it more targeted,
flexible and effective, according to the People’s Bank of China (PBOC). More efforts of the
central bank will also go to pushing forward financial reform, preventing systematic risks in
the financial sector and safeguarding financial stability.
The China Banking Regulatory Commission (CBRC) has tightened the rules on the issuance
and use of credit cards. The new regulation does not allow minors under 18 to have a bank
credit card except as a secondary card affiliated to a family member’s bank account. In
addition, it placed a tight borrowing limit on young cardholders. In 2010, credit card turnover
in China reached 5.1 trillion yuan ($775 billion), a 46% year-on-year increase, and consumers’
credit card spending rose by 44% year-on-year to 2.7 trillion yuan, according to CBRC.
China launched a currency swap business for bank customers beginning March 1, 2011, in a
move to help enterprises hedge against exchange rate risks, according to SAFE. China began a
currency swap business in the interbank market in August 2007, and the newly issued rules
provide more tools for enterprises to reduce risks due to changing exchange rates and interest
rates. The SAFE said that it will simplify market entry approval procedures, allowing banks
which have operated RMB and foreign currency swaps for one year to start offering currency
swap services to clients.
China’s banking regulator is drafting new rules to set tougher criteria for capital adequacy,
provisions, leverage, and liquidity conditions for lenders, according to CBRC. The regulator
will add leverage and liquidity ratios into the regulatory parameters, while setting the provision
ratio on outstanding loans to 2.5%, with a two-year grace period for the larger banks and a
five-year grace period for small- and medium-sized lenders. The leverage ratio (i.e. the ratio of
core capital to total assets) will be set at 4%, one percentage point higher than required by
Basel III.
In 2010, the cross-border RMB trade settlement handled in Hong Kong reached 370 billion
yuan following the revision of the Settlement Agreement on the RMB Business in July, and for
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years ahead, Hong Kong will foster the further development of offshore RMB business to
enhance the competitiveness of its financial markets, according to HK financial authorities.
China’s banking regulator will set the minimum capital adequacy ratio at 11.5% for
systematically important banks, while the ratio for banks with non-systematic importance will
be set at 10.5%. This new regulation will go into effect on January 1, 2012, according to
CBRC.
Systematically important banks will be required to meet the new standards by the end of 2013,
while banks with non-systematic importance will be up to the new standards by the end of
2016.
In November 2010, the CBRC issued a notice to further enhance the supervision of
bank-assurance operations so as to effectively protect bank clients’ rights and boost the orderly
and sound development of related activities.
The notice requires commercial banks to inform, in a detailed and factual manner, their clients
of the characteristics and risks associated with the insurance products. Commercial banks are
also required to not mix insurance products with saving products in sales promotions or
overstate the return on insurance products, etc.
In January 2011, the CBRC issued a notice on further regulating the wealth management
cooperation between banks and trust companies. For commercial banks, they must transfer the
off-balance-sheet assets concerning bank-trust wealth management cooperation into their
balance sheets by the end of 2011. In principal, the bank-trust cooperation loan balances
should be reduced by at least 25% quarterly. For trust companies, they should draw 10.5% of
the remaining off-balance-sheet bank-trust loans as risk-based capital; they should not draw
dividends if the trust compensation reserves fall below 150% of the non-performing bank-trust
loans or 2.5% of the total balance of bank-trust loans.
A new regulation to simplify some procedures regarding the management of capital accounts
became effective on June 1, 2011, according to SAFE. Under the new regulation, companies
will not be required to register with the local foreign exchange authority for deferred payment
under the trade credit registry regulation. Further, the new regulation will raise the benchmark
ratio from 30% to 50% for advance payment under trade credit arrangements.
Significant Developments in the Securities Industry
In early November 2010, new rules issued by the Chinese Securities Regulatory Commission
(CSRC) came into effect. The regulations allow underwriters to allocate more shares to every
institution for smaller initial public offerings (IPOs). Chinese regulators have adjusted some
rules for supporting the small- and medium-sized enterprises (SMEs) to directly raise funds in
stock markets, and more private capital has been injected into the stock pool.
In 2010, China approved another 15 foreign agencies’ applications to publish financial
information in China, bringing the total number to 25, according to the State Council
Information Office (SCIO). So far, some of leading global information providers like
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Thomson Reuters, Bloomberg and Dow Jones have performed financial services work in
China.
Qualified futures firms will be allowed to run consulting businesses on futures investment for
profit, according to CSRC. The businesses include consultations on risk management and
futures transactions, as well as futures research and analysis.
Significant Developments in the Insurance Industry
At the end of 2010, China’s insurance sector assets totaled 5 trillion yuan, according to the
China Insurance Regulator Commission (CIRC). In 2010, total profit of the industry amounted
to 60.7 billion yuan, and property premiums rose 35% to 389.4 billion yuan while life
insurance premiums climbed 31% to 1.08 trillion yuan.
MetLife Inc., the largest life insurer in the United States, has gained regulatory approval to
merge its two life-insurance joint ventures in China to consolidate its business in the rapidly
growing market. MetLife’s two ventures generated a combined premium income of $636
million last year in China.

DENMARK
During the period under review, Denmark continued to address the causes of the financial
crisis and follow up legislatively as well as managerially within the banks to restore public
confidence and investor confidence in the financial sector. Specific measures included the passing
of new resolution schemes, revised and strengthened internal governance arrangements,
risk-labelling of certain investment products, variable remuneration and OTC derivatives.
Special Resolution Scheme – Use of Funds from the Deposit Guarantee Fund
Last year a new special resolution regime was established under the Financial Stability
Company17 based on a voluntary agreement according to which a distressed bank can decide to be
handled according to a controlled special resolution scheme under the Financial Stability
Company or according to general rules (bankruptcy).
According to the new resolution scheme the Financial Stability Company can set up and
capitalise a subsidiary (bridge bank) to continue the activities of the distressed bank. The
subsidiary will take over all the assets and parts of the liabilities and will carry out a controlled
winding-up. The subsidiary cannot use marketing to increase business or compete in the market.
Under the new special resolution scheme any loss in the distressed bank will initially be
covered by the shareholders and owners of subordinated capital.
17

The Financial Stability Company was established in October 2008 as part of an agreement between the Danish State and the Danish financial
sector (the Private Contingency Association) on a scheme to secure financial stability in Denmark. This agreement was reached in response to the
international crisis and the impact it was having on the financial sector. The Financial Stability Company is state-owned through the Danish
Ministry of Economic and Business Affairs. The objective of the Company is to contribute to ensure financial stability in Denmark, including
winding-up of distressed banks.
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All depositors with ordinary net deposits corresponding to amounts of up to EUR 100,000
will be covered in full by the Deposit Guarantee Fund and their commitments will be transferred to
the subsidiary and will remain unchanged.
If needed the major depositors (above EUR 100,000) and other unsecured creditors will
carry a part of the loss together with the Deposit Guarantee Fund.
In June 2011 the Danish Parliament adopted an act that empowered the Deposit Guarantee
Fund to use the financial means to cover non-subordinated creditors and depositors in the case of
sale of assets and liabilities to another bank. The cost of the measures may not exceed the cost of
compensating the depositors under the special resolution scheme, and the continuing bank should
be viable after purchase.
Unlike the aforementioned resolution scheme this resolution scheme does not imply a
"haircut" of the claims of the unsecured creditors as they are fully overtaken by the new bank.
The measures became effective on June 23, 2011.
Governance Arrangements
In December 2010 the Danish Financial Supervisory Authority (FSA) published an
executive order on governance arrangements.
The executive order replaces the previous guidelines on the same issue with legally binding
rules and contains adjustments and a number of new requirements. The requirements for good
corporate management have increased considerably within recent years because of greater
complexity of financial activities and in order to reduce the risk of future financial crises.
The executive order is based on the principles contained in the CEBS revised document of
23 June 2010 on the management of operational risk in market-related activities.
The executive order specifies the responsibility of the management board and the board of
directors in relation to the requirements laid down in the financial legislation in terms of effective
forms of corporate governance, a clear organisational structure with transparent and consistent
division of responsibilities, good administrative and accounting practices, written procedures for
all significant areas of activity and effective procedures to identify, manage, monitor and report
risks to which the bank is exposed. In this respect annexes to the executive order specify the
management requirements in relation the individual risks: Credit risks, market risks, operational
risks, liquidity risks and IT risks.
As a follow-up to the recent financial crisis, the executive order enhances the management
board’s oversight of the various risks banks are exposed to, enhances the risk management
processes and the reporting lines within the bank. In this respect it is mandatory for banks to
appoint a person responsible for risk management across the various types of risks and across the
bank entity. The said person shall have direct reference to the board of directors and shall be
consulted prior to the undertaking of transactions implying a major risk or if the transaction is
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considered to be unusual. Some banks have gone a step further and established formal risk
committees.
Risk-Labelling of Certain Investment Products
By executive order of 15th of April the Danish government introduced a new requirement
for banks to provide information on risk-labelling of certain investment products the bank sells to
retail clients or provides investment advice on. The included types of investment products are
divided into categories green, yellow or red according to the level of risk and complexity of the
investment product.
In addition to the aforementioned, a requirement on licensing staff who provide
investment advice to retail clients has been introduced. Members of staff who provide investment
advice on investment products risk-labelled in the red category must pass an exam. As regards
members of staff who provide investment advice on investment products risk-labelled in the green
or yellow category, banks are required to have written procedures for education schemes and
requirements.
Variable Remuneration
On the 30th of April 2009 the European Commission published a recommendation on
remuneration in the financial service sector. The Member States were encouraged to take the
necessary measures before the 31st of December 2009. The recommendation was, however,
handled with such considerable differences in the Member states that the Commission decided to
make provisions of remuneration in the form of a directive instead.
Regulation of remuneration became a part of the capital requirement directive (CRD III) on
the 30th of September 2010, and the new provisions had to be implemented in the Member States
before the end of 2010.
The Danish implementation was made in The Financial Business Act, and the most
important provisions are:
The restrictions on variable remuneration apply to the senior management, risk takers, staff
engaged in control functions and employees with a total remuneration at the same level as
senior management.
Variable remuneration to senior management cannot exceed 50 percent of the total
remuneration.
At least 50 percent of any variable remuneration shall consist of share or equivalent
ownership interests.
At least 40 percent of variable remuneration must be deferred over a minimum of 3 years
on a pro rata basis. For the senior management the deferral period is 4 years.
Options for the senior management to acquire securities must not exceed 12,5 percent of
the person’s total remuneration.
Hedging of the risk of the value of shares etc. is not allowed.
Deferred variable remuneration can only be paid out, if certain performance criteria for the
individual, the unit and the credit institution have been fulfilled.
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Discretionary pension benefits have to be held by the credit institution for a period of 5
years, and it has to be in shares or equivalent instrument.
All credit institutions of a significant size shall establish a remuneration committee.
The law came into force on the 1st of January 2011.
OTC Derivatives
Regulators and financial supervisory authorities in Denmark have in the past year closely
monitored the legislative initiatives related to OTC derivatives that are currently being drafted at
the European Union level. In addition, authorities in Denmark along with the authorities in
Sweden, Iceland, Finland and Norway have taken the necessary steps to prepare for extending the
scope of transaction reporting. As of September 1, transactions in securities derivatives whose
underlying instrument is traded on a regulated market must be reported to the Financial
Supervisory Authorities with certain exceptions.

EUROPEAN UNION
Banking Supervision
Technical details of a possible European crisis management framework
The European Commission (the Commission) launched a consultation on technical details
of a possible European crisis management framework.
The Commission is in the process of adopting (2nd half 2011) a legislative proposal for a
harmonised EU regime for crisis prevention and bank recovery and resolution.
The Consultation presents the technical details for this legislative proposal, which are intended to
give effect to the seven principles mentioned in the Communication, namely:
Put prevention and preparation first;
Provide credible resolution tools;
Enable fast and decisive action;
Reduce moral hazard;
Contribute to a smooth resolution of cross border groups;
Ensure legal certainty, appropriate safeguards for third parties and restrict any interference
with property rights; and
Limit distortions of competition.
New capital requirements
In July and September 2010, the European Parliament and Council respectively approved
various amendments to the third Capital Requirements Directive (CRD III) in relation to bankers’
remuneration. The Directive pursues three objectives:
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To impose a binding obligation on credit institutions and investment firms to have
remuneration policies and practices that are consistent with and promote sound and
effective risk management, accompanied by high level principles on sound remuneration;
To bring remuneration policies within the scope of the supervisory review under the
Capital Requirements Directive (CRD), so that supervisors would be able to require the
firm to take measures to rectify any problems that they might identify; and
To ensure that supervisors may also impose financial or non-financial penalties (including
fines) against firms that fail to comply with the obligation.
The rules took effect in January 2011. Bonuses committed before January 2011 but paid after
this date will also be covered by the rules.
Regulation on Credit Rating Agencies
A new European regulation on Credit Rating Agencies has been enforced in December
2010. The regulation includes:
Registration requirements for CRAs;
equirements to ensure CRAs independence;
Disclosures on methodologies and assumptions; and
Organisational requirements.
The new regulation could affect the eligibility of external ratings for capital adequacy
purposes. In particular, ratings issued in third countries will need to meet new conditions: The
existence of a regulatory framework in the third country that is equivalent to the one of the EU
needs to be proved. In addition, ratings issued by lead analysts of the largest CRAs in third
countries need to be endorsed by the European registered CRA.
The main CRAs have applied for registration and endorsement of ratings issued in third
countries. According to recently published guidelines of the European Securities and Markets
Authority, external ratings will continue to be used until a decision is taken on the applications of
CRAs. From then on, ratings will be eligible depending on the resolution adopted for the
endorsement of ratings from each country and the assessment on the equivalence of its legal
framework. A three-month grace period (that could be extended to three additional months) will be
granted to ratings that may lose its eligibility.
Reforming corporate governance in financial institutions
In response to the financial crisis, the European Commission committed itself in its March
2009 Communication on "Driving European Recovery" to improving corporate governance in
financial institutions. The Commission wanted to ensure that the interests of consumers and other
stakeholders were better taken into account, businesses were managed in a more sustainable way
and bankruptcy risks were reduced in the longer term.
As a first step, the Commission launched a public consultation on a Green Paper that
details possible ways forward to deal with the following issues:
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How to improve the functioning and the composition of boards of financial institutions in
order to enhance their supervision of senior management;
How to establish a risk culture at all levels of a financial institution in order to ensure that
long-term interests of the business are taken into account;
How to enhance the involvement of shareholders, financial supervisors and external
auditors in corporate governance matters; and
How to change remuneration policies in companies in order to discourage excessive
risk-taking.
The Commission has also launched a public consultation that addresses the ways in which
corporate governance of European companies can be improved. The public consultation is open
until 22 July 2011. Feedback statement summarising the results of the consultation can be
expected in autumn 2011. On that basis, the European Commission will decide whether legislative
proposals are necessary. Those would, however, be preceded by impact assessments.
European Commission proposes the establishment of European Stability Mechanism
A new permanent crisis mechanism, the European Stability Mechanism (ESM), will be set
up in the euro area as of mid-2013. Following a proposal by the Commission, this was agreed by
the euro area Ministers of Finance on 28 November 2010.
It is a crisis mechanism set up to safeguard financial stability in the euro area. Its main
features will build on the existing European Financial Stability Facility (EFSF).
The ESM will complement the new framework for reinforced economic surveillance in the
EU. This new framework, which includes in particular a stronger focus on debt sustainability and
more effective enforcement measures, focuses on prevention and will substantially reduce the
probability of a crisis emerging in the future.
New mechanisms will be able to provide assistance to euro area Member States in financial
distress. Assistance will be conditional on the implementation of a strict economic and fiscal
adjustment programme, in line with existing arrangements.
Private sector involvement will be decided on a case-by-case basis, fully in line with the
usual practices of the International Monetary Fund. There will be no automatic solutions and no
prior requirement. The exact form of the participation by private creditors will depend on the
specific nature of the problem to be addressed and will be fully consistent with IMF practices.
European Commission publishes the Communication on reinforcing sanctioning regimes in the
financial services sector
The Commission adopted a communication setting out possible ways to reinforce
sanctioning regimes in the EU's financial services sector. Currently, rules vary greatly between
Member States and, arguably, often do not serve as an effective deterrent. Based on a review of
national sanctioning regimes for violations of national rules transposing some of the most
important EU directives relating to financial services, the Communication presents areas for
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improvement and suggests possible EU actions in order to achieve greater convergence and
efficiency of these regimes.
The Communication is based on a cross-sector stock-taking exercise of the coherence,
equivalence and actual use of sanctioning powers in the Member States carried out by the three
Committees of Supervisors. The exercise covered some of the most important Directives
applicable in the financial sector including securities, banking and insurance legislation. Key
elements of the Communication are:
Sanctioning rules diverge greatly across Member States.
Suggestions for convergence and reinforcement of sanctioning regimes.
Levels of reinforcement activity could increase across Member States.
Increased use of self-reporting could have wide ramifications in some Member States.
Administrative fines could be levelled up across Member States.
Administrative sanctions against individuals and financial institutions could be increased.
Sanctions could be publicised more widely.
Criminal sanctions could be introduced in new areas.
Based on the results of the public consultation (December 2010- February 2011) and
available information the Commission envisages establishing minimum common standards that
Member States should respect in designing and using their administrative sanctioning regimes for
the EU financial services legislation. At this stage, the Commission decided to introduce those
minimum standards as appropriate in each specific piece of EU legislation when that legislation
will be reviewed.
The Commission will also assess whether and in which areas the introduction of criminal
sanctions may prove to be essential in order to ensure the effective implementation of EU financial
services legislation.
European Commission launches a public consultation on possible measures to strengthen bank
capital requirements for counterparty credit risk
The Commission’s DG MARKT launched a public consultation seeking stakeholders'
views on proposed measures to strengthen bank capital requirements for counterparty credit
exposures arising from derivatives, repo and securities financing activities. The measures are
based on the work of the Basel Committee on Banking Supervision, and will form part of the
Commission's upcoming legislative proposal to implement Basel III reforms into EU law.
The proposed measures form an integral part of the Commission's efforts to ensure efficient, safe
and sound derivatives markets. They also complement the Commission's other regulatory
initiatives in this area, including the Regulation of OTC derivatives, central counterparties and
trade repositories The consultation's feedback and the ongoing Quantitative Impact Study (QIS)
being conducted by the Basel Committee will both be essential for finalising the Commission's
legislative proposal which is due for summer 2011.
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Financial Markets
European Commission launches consultation on the harmonisation of securities law
On 5 November 2010, the European Commission launched its second consultation on a
new legal framework for intermediated securities: a public consultation to seek stakeholders'
views on the harmonisation of the legal framework for securities holding and transactions.
Currently, EU Member State laws on the holding and disposition of securities (such as stocks,
bonds, options, futures etc) differ considerably. This fragmentation could lead to legal uncertainty
in cross-border situations, for example when investors have difficulty in exercising their rights
attached to securities acquired in another Member State (receipt of dividends or interests, voting,
agreeing to corporate measures like stock splits, etc).
A first consultation in 2009, based on a questionnaire, helped the Commission to draw a
map of the existing legal practices and obstacles encountered by the market for cross-border
transfers of securities. The second consultation now contains a list of principles that the
Commission would like to submit to stakeholders for further evaluation before further preparing
its legal proposal. The Commission expects to finalise the proposal for a directive on that basis
during the course of 2012.
European Commission reviews the operation of the Transparency Directive and called for views
on future changes
On 28 May 2010, the Commission published a report on the operation of the Directive
2004/109/EC accompanied by a consultation document which is the basis for a public consultation
on possible ways forward to modernise the transparency regime for listed companies. The
European Commission considers that transparency obligations could be adjusted to the size of
issuers to alleviate the burden of smaller issuers. The report also shows that there are transparency
gaps on the disclosure of control of voting rights in companies resulting from the increased use of
sophisticated financial instruments. Finally, the report outlines that the level of harmonisation
achieved by the Directive is not optimal. The Commission services are calling for views on ways
to modify the Directive so as to improve the transparency regime for listed companies. This
consultation was closed on 28 August 2010 and a legislative proposal is expected in October 2011.
European Commission launches consultation on Market Abuse Directive
In June 2010, the European Commission services launched a public consultation on the
review of the Market Abuse Directive (MAD). Its objective is to consult financial market
participants, governments, competent authorities and other stakeholders on the modifications to
the Market Abuse Directive that the Commission is considering for its forthcoming legislative
proposal.
Key objectives:
Increase market integrity and investor protection;
Strengthen effective enforcement against market abuse;
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Increase the cost-effectiveness of the legislation by reducing national discretions and
introducing more harmonised standards;
Contribute to improving the transparency, supervisory oversight, safety and integrity of
derivatives markets; and
Increase coordination of action among national regulators and reduce the risk of regulatory
arbitrage.
The impact assessment for the MAD has already been completed; however, the
Commission is waiting to finalise the MiFID impact assessment in order to align the two
documents before publication. The proposal is expected in July 2011.
European Commission adopts proposal for a Regulation on short selling and certain aspects of
Credit Default Swaps
The European Commission adopted a proposal for a regulation on short selling and certain
aspects of Credit Default Swaps (CDS). Its main objectives are to create a harmonised framework
for coordinated action at European level, increase transparency and reduce risks. The new
framework will mean regulators – national and European - have clear powers to act when
necessary, whilst preventing market fragmentation and ensuring the smooth functioning of the
internal market. Plenary vote is expected in July 2011 with possible application date being 2012.
European Commission acts to improve investor protection and efficiency in the EU investment
fund market
In July 2010, the European Commission completed a programme of improvements to the
EU framework for investment funds. These funds known as UCITS (Undertakings for Collective
Investment in Transferable Securities) accounted for over EUR 5 trillion of assets in 2009, which
is equivalent to half of EU GDP. The new rules better empower investors by requiring a new
standardised fund document, while also setting out in detail the high standards of conduct of
business that UCITS fund managers must comply with. In addition, the new rules improve the
efficiency of the UCITS market in the EU by introducing and facilitating new possibilities for the
pooling of assets from different funds, by simplifying the cross-border distribution of UCITS and
by better coordinating the work of national supervisors.
European Commission tables a proposal for making derivatives markets in Europe safer and more
transparent
As part of its on-going work in creating a sounder financial system, the European
Commission has tabled a proposal for a regulation aimed at bringing more safety and more
transparency to the over-the-counter (OTC) derivatives market. In its draft regulation, the
Commission proposes that information on OTC derivative contracts should be reported to trade
repositories and be accessible to supervisory authorities. More information will also be made
available to all market participants. The Commission also proposes that standard OTC derivative
contracts be cleared through central counterparties (CCPs). This will reduce counterparty credit
risk, i.e. the risk that one party to the contract defaults. The Commission proposal, fully in line with
the EU's G20 commitments and the approach adopted by the United States, has been approved by
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the Economic and Monetary Affairs Committee of the European Parliament. EU Member States
are still considering their final position. Once adopted, the regulation would apply from end-2012.
European Parliament votes through the Directive on Alternative Investment Funds Managers
On 11 November 2010, political agreement was reached by the European Parliament and
the Council of Ministers on the text for a Directive on Alternative Investment Fund Managers.
The proposed Directive is an important part of the European Commission response to the financial
crisis, as set out in the Communication on Driving European Recovery. It aims to create a
comprehensive and effective regulatory and supervisory framework for AIFM in the EU. AIFM,
which includes the managers of hedge funds and private equity funds, managed around EUR 2
trillion in assets at the end of 2008. This is the first attempt in any jurisdiction to create a
comprehensive framework for the direct regulation and supervision in the alternative fund industry.
The proposal has been adopted by the European Parliament and Council and is due to be published
in the Official Journal of the European Union 1 July 2011.
European Commission launches consultation on the review of the Markets in Financial
Instruments Directive
The European Commission has launched a consultation on the review of the Markets in
Financial Instruments Directive (MiFID). The Directive is a central pillar of European regulation
of financial markets. It provides for more competition, economies of scale, a greater variety of
actors on the market, and thus better and cheaper services for investors. In turn, this leads to more
integrated, more liquid, and better functioning financial markets. Included in MiFID are also rules
for investor protection.
However, since MiFID came into force, financial markets have changed substantially. New
actors (for example new types of trading venues) and products have come onto the scene and
technological developments, such as high frequency trading, have altered the landscape
dramatically. Consequently, shortcomings in MiFID have been revealed, leading to the need for its
revision. The consultation will feed into this process.
Key elements of the consultation:
Developments in market structures and practices;
Transparency of markets;
Commodity derivative markets;
Investor protection; and
Supervision.
The text of the MiFID Review proposal is expected in October 2011.
Commission launches a consultation on Central Securities Depositories and on the harmonisation
of certain aspects of securities settlement in the EU
As part of its work in creating a more transparent and stable financial system, the European
Commission Services launched, in January 2011, a consultation on Central Securities Depositories
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(CSDs) and on the harmonisation of certain aspects of securities settlement in the European Union.
The purpose of this consultation is to gather input from all stakeholders in order to inform the
legislative proposals due for release in October 2011.
The initiative is an important part of the Commission's agenda to enhance the safety and
soundness of the financial system. Together with the proposal for a Regulation on "OTC
derivatives, central counterparties and trade repositories" (EMIR), adopted by the Commission on
15 September 2010 and the MiFID, it will form a framework in which systemically important
securities infrastructures (trading venues, central counterparties, trade repositories and central
securities depositories) are subject to common rules on a European level.
Due to an increase in cross-border investment over the last years, the Commission
considers that the time has come to install a common and binding regulatory framework for CSDs
on a European level.
Commission launches a consultation on "Europe 2020 Project Bonds" to fund infrastructure
The principal idea behind the Europe 2020 Project Bond Initiative is to provide EU support
to project companies issuing bonds to finance large-scale infrastructure projects. The Initiative
aims to attract additional private sector financing of individual infrastructure projects by
improving the rating of the senior debt of project companies, thereby ensuring that this can be
placed as bonds with institutional investors. The Commission's key role will be risk-sharing with
the European Investment Bank (EIB) (or other financing partners), enabling them to provide the
described credit enhancement. No bond issuance will be required by Member States' governments,
the EU or the EIB for this purpose.
Following the completion of an impact assessment, the Commission will bring forward a
proposal for the implementation of the Europe 2020 project Bond Initiative.
Commission proposes to make targeted changes to legislation in the area of insurance and
securities regulation to ensure that the new European Supervisory Authorities can work effectively
Following the launch of the three new European Supervisory Authorities on 1 January
2011, the Commission made a proposal for targeted changes to legislation in the area of insurance
and securities regulation to ensure that the new Authorities can work effectively. In particular, the
proposal sets out in detail the scope for the Authorities to exercise their powers, which include the
possibility to develop draft technical standards and to settle disagreements between national
supervisors. The proposed directive will be sent to the Council and the European Parliament for
consideration.
The proposal complements a package of legislative acts on financial supervision which
were agreed on 22 September 2010 and which entered into force on 1 January 2011, creating a
new architecture for supervision at European level with three new European Supervisory
Authorities (ESAs). The ESAs, which replace the former European Committees for the banking,
securities and insurance and occupational pensions sectors, are the European Banking Authority
(EBA), the European Insurance and Occupational Pensions Authority (EIOPA), and the European
Securities and Markets Authority (ESMA). In cooperation and coordination with nationally-based
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supervisors, the ESAs are in place to ensure that rules are applied in a rigorous and consistent
fashion throughout the European Union, to monitor developments within the financial system as
well as to detect potential risks to financial stability.
Taxation
European Commission launches debate on the future of Value Added Tax
On 1 December 2010 European Commission launched a wide public consultation on how
the EU’s Value Added Tax (VAT) system can be strengthened and improved, to the benefit of
citizens, businesses and Member States. The aim is to give all stakeholders a chance to express
their thoughts and views on the problems that currently exist with regard to VAT, and how these
can be addressed. The Commission will use the feedback from this consultation to decide the best
approach in creating a more stable, robust and effective VAT system for the future.
Following this consultation - open until 31 May 2011 - the Commission will publish a
Communication setting out the new VAT priorities and the new VAT strategy which will delineate
the Commission’s work on VAT for the next 10-15 years.
Commission proposes a common system for calculating the tax base of businesses operating in the
EU
The European Commission has proposed a common system for calculating the tax base of
businesses operating in the European Union. The aim of this proposal is to significantly reduce the
administrative burden, compliance costs and legal uncertainties that businesses in the EU currently
face in having to comply with up to 27 different national systems for determining their taxable
profits. The proposed Common Consolidated Corporate Tax Base (CCCTB) would mean that
companies would benefit from a "one-stop-shop" system for filing their tax returns and would be
able to consolidate all the profits and losses they incur across the EU. Member States would
maintain their full sovereign right to set their own corporate tax rate. The Commission estimates
that, every year, the CCCTB will save businesses across the European Union EUR 700 million in
reduced compliance costs, and EUR 1.3 billion through consolidation. In addition, businesses
looking to expand cross-border will benefit from up to EUR 1 billion in savings. The CCCTB will
also make the EU a much more attractive market for foreign investors. The proposal now needs to
be discussed and agreed by Member States in the European Council, following the opinion of the
Parliament.
Commission launches consultation on financial sector taxation
It consists of a two-pronged approach:
a global tax on financial transactions (a Financial Transactions Tax, or FTT), and
an EU-wide tax on profit and remuneration of financial sector companies (Financial
Activities Tax, or FAT).
At global level: FTT could help fund international challenges, taxing every transaction
based on its transaction value. Well-implemented and globally-applied, FTT could be a
way to raise large funds.
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At EU level: there is greater potential for a FAT, a tax on profits and wages. If carefully
designed and implemented, an EU FAT could generate significant revenues, without
posing an undue risk of relocation.
This consultation was closed on 19 April 2011 and the Commission’s report is due in the
summer.
Consumer Affairs
Commission proposes package to boost consumer protection and confidence in financial services
As part of its work creating a safer and sounder financial system, preventing a future crisis
and restoring consumer confidence, the European Commission proposed changes to existing
European rules to further improve protection for bank account holders and retail investors.
Furthermore, the Commission launched a public consultation on options to improve protection for
insurance policy holders, including the possibility of setting up Insurance Guarantee Schemes in
all Member States.
For bank account holders, the measures adopted today mean that in case their bank failed,
they would receive their money back faster (within 7 days), increased coverage (up to
EUR 100, 000) and better information on how and when they are protected.
For investors who use investment services, the European Commission proposes faster
compensation if an investment firm fails to return the investor's assets due to fraud, administrative
malpractice or operational errors, while the level of compensation is to go up from EUR 20,000 to
EUR 50,000. Investors will also receive better information on when the compensation scheme
would apply and get better protection against fraudulent misappropriations where their assets are
held by a third party - such as in the recent Madoff affair. The proposals, fully in line with the EU's
commitments under the G20, are currently being considered by the European Parliament and the
Council of Ministers.
Legal Affairs
Commission proposes to amend existing European rules on the supervision of financial
conglomerates
Drawing lessons from the financial crisis, the European Commission proposed to equip
national financial supervisors with new powers to better oversee the conglomerates' parent entities,
such as holding companies. This would allow supervisors to apply banking supervision, insurance
supervision and supplementary supervision at the same time, thereby remedying the unintended
loopholes identified in the context of the financial crisis. In this way, supervisors should be able to
get better information at an earlier stage should a financial conglomerate run into trouble and be
better equipped to intervene. The proposal now passes to Member States and the European
Parliament for consideration.
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Commission adopts the Single Market Act
The Commission launched the Single Market Act on 13 April 2011. It sets forward 12 key
priorities for 2011-2012. The priorities and flanking measures relevant for the financial sector are
the following:
Access to finance for SME’s;
Consumer Empowerment;
Services;
The digital single market;
Taxation;
Social Cohesion; and
Business environment.
More info: http://ec.europa.eu/internal_market/smact/index_en.htm
Anti-Money Laundering and anti- Terrorist Financing
EU Sanctions: Iran Regulation 961/2010
On 25 October 2010, the European Union Foreign Affairs Council approved the final form
of Regulation No 961/2010 (the Regulation), introducing further restrictive measures against Iran.
The Regulation entered into force on its publication in the Official Journal of the European
Union on 27 October. It replicates the asset freezing measures contained in Regulation No
423/2007 and implements (with variations) the additional restrictive measures set out in Council
Decision 2010/413/CSFP of 26 July 2010. The Regulation also repeals Regulation 423/2007.
The sanctions introduced by the Council Decision and brought into force by the Regulation
are considerably broader and more stringent than those previously in place against Iran, and are no
longer focused directly on Iran's nuclear weapons programme. They affect Iran's trade and energy,
financial and transport sectors, and contain specific restrictions regarding the provision of
insurance and reinsurance to Iranian entities.
Payments
Commission sets deadline for pan-European payment system
The European Commission has proposed to set EU-wide end-dates for the migration of the
old national credit transfers and direct debits to the recently created Single Euro Payments Area
(SEPA) instruments. It will mean that national credit transfers and direct debits are phased out and
the recently created pan-European systems take their place, respectively 12 and 24 months after
the entry into force of the Regulation. This will reduce the costs of payments, increase competition
and make cross-border payments as easy as domestic ones. The Commission's proposal passed to
the European Parliament and the Member States for consideration. Plenary vote in the European
Parliament is expected to be in September.
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Audit
Commission publishes the summary of responses as well as individual replies to the consultation
on audit policy
The Commission published a Green Paper on 13 October 2010 seeking views from
stakeholders and the broader public on a range of issues related to the statutory audit ('audit').
The issues raised, despite having been discussed previously, are of particular interest in light of the
recent financial crisis. There persists an expectation gap between the actual scope of audit and the
public perception of what audits are intended for. It has been indicated that the societal role of
auditors is clear, but clarification or better articulation could be helpful. Academics suggest that
there is a need to align the role of auditor more with expectations of the general public by
enhancing audit reporting and disclosure to add more value to the audit.
Although, the majority of individual business preparers do not see a real need to redefine
the scope or role of auditors, some of them also agree that improvements could be achieved by
redefining the role of audit regarding the veracity of financial statements as well as an increase in
the quality of audit. Some respondents find audit too focused on tax issues rather than on a true and
fair view of the financial statements.

FINLAND
Finnish banks have strong capital adequacy, and their results for 2010 were quite good
despite low interest rate levels that affected net interest income. The capital adequacy ratio was
14.4 % at the end of 2010. The amount of credit losses decreased significantly from 2009 and the
number of problem loans remained stable. At the end of 2010 non-performing loans comprised
0.64 % of the loan portfolio.
Banking Regulation
CRD 2 amendments were implemented in Finland via legislative changes that became
effective on 31.12.2010. These amendments concerned the regulation of large exposures, liquidity
risk and securitized assets, international supervisory cooperation and the structure of regulatory
capital.
CRD 3 amendments concerning market risk and risks related to resecuritisation will come
into force on 31.12.2011. Other CRD 3 amendments became effective on 31.12.2010. As a part of
the latter changes, the new rules on remuneration in the financial sector were implemented via
legislative amendments and a Ministry of Finance decree.
The forthcoming CRD 4 (Basel III) includes major changes for credit institutions and will
be implemented in 2013–18. The European Commission is expected to publish the draft directive
in July 2011.
The new legislation on mortgage banks entered into force in August 2010. It gives credit
institutions the right to issue covered bonds without using specific mortgage bank subsidiaries.
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However, permission is required for the activity. After the new legislation covered bond issuance
by Finnish banks has increased remarkably.
The maximum amount compensated by the deposit insurance scheme rose from EUR
50,000 to EUR 100,000 starting from 31.12.2010. The payment of compensations must be done
within 20 business days, although an extension of maximum 10 business days is possible.
Financial Markets
The implementation of the amendments to the UCITS Directive is expected to take place in
Finland in the autumn 2011. The official deadline for implementation is 30.6.2011 but because of
parliamentary election in April 2011 the timetable has been delayed. The new regulatory
framework will specify and harmonize the organization and conduct of fund operations in Europe.
In addition, the directive regulates the content and scope of information that must be given to
investors.
The Program of the New Government
A new government has been formed in Finland after the parliamentary election in April
2011. The following are the main points in the financial market policy program of the new
government:
The Finnish Financial Supervisory Authority will be given a central role in the use of
macro-prudential policy tools. These tools will be used e.g. to dampen excessive growth in
household and corporate indebtedness.
A national capital market strategy will be created in order to secure funding for the
corporate sector, to increase transparency and stability in the market and to support the
international competitiveness of the economy.
The Securities Market Act will be rewritten so that the Finnish legislation is competitive
vis-à-vis the legislation of other countries.
A bank tax/bank levy will be implemented in Finland. The first priority is to have an
EU-level tax/levy, but if that is not achieved a national solution will be introduced.
Finland supports the introduction of a global financial market transaction tax. The first step
could be an EU-level transaction tax.
Finland is in favor of an automatic and multilateral exchange of tax information.
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FRANCE
Retail Banking
An agreement on business credit mediation was signed on 4 April 2011 between the State,
the Mediation of Business Credit, the Central Bank (Banque de France) and the French Banking
Federation. It extends until 31 December 2012 the agreement signed on 27 July 2009. This
agreement complements the established partnership agreements concluded with the various
stakeholders funding and supporting businesses. It details the respective commitments made by
credit institutions and the Ombudsman of business credit.
The banking industry signed the revised AERAS Convention on 1 February 2011. This
agreement classified as "professional standard FBF" aims to foster access to insurance and credit
for people with an increased health risk. Established in January 2007 for a period of three years,
this plan is unique in Europe and is the outcome of a joint work with patients' associations. New
developments phased in between 1 March and 1 September 2011:
Strengthening information.
Extend the benefit of hedging disability.
Improving health questionnaires.
Clipping some insurance premiums.
Increasing the limits on amounts.
Seeking alternatives to insurance guarantees .
The law of 1 July 2010 reforming the Consumer Credit transposes the Directive of 23 April
2008 on credit agreements for consumers. The bill originally intended to transpose the 23 April
2008 European directive on consumer credit for a single market. This Directive aims at
harmonising consumer credit. It strengthens consumer protection and information and intends to
allow consumers to better compare offers and take advantage of competition, especially:
Widening the scope of regulation.
Creation of a standardized pre-contractual information sheet on credit terms.
Harmonization of advertising.
Withdrawal period increased to 14 days.
Creation of a duty of explanation and the obligation to verify the solvency.
Harmonization of the prepayment right with compensation capped.
The law of 1 July 2010 introduced more extensive measures exceeding the simple
transposition of the directive. These measures are designed primarily to prevent
over-indebtedness:
Strengthening advertising supervision
Controlling revolving credit (capping duration) and retail credit (cash payment option on
loyalty cards).
FICP and over-indebtedness procedures reform.
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The first provisions of the law took effect from 2 July 2010. The implementation of other
measures was spread out over several months from September 2010 to May 2011.
Banking and Financial Supervision
The prudential supervisory authority (ACP) has been created through the merger of
banking and insurance licensing and supervision authorities. The ACP is in charge of the stability
of the financial system as a whole. It is also in charge of consumer protection (Order of 21 January
2010).
The ACP has now the capacity to establish colleges of supervisors to improve cross-border
groups’ supervision.
The Act of 22 October 2010 ratified the legislative order of January 2010 and stated in
particular sanction powers of the ACP. It also put the ACP in charge of regulating marketing and
customer protection activities, as well as all kinds of banking intermediaries.
Legal Environment
The Act of 15 June 2010 created a new status, the Sole Proprietorship Limited Liability
(EIRL), in order to encourage entrepreneurship. It allows any individual entrepreneur to divide his
property and to assign a part only to his professional activity, without creating a legal entity.
The Banking and Financial Regulation Law of 22 October 2010 amended the Bankruptcy
Law by creating, along with the traditional backup, a financial backup so-called "fast track". The
accelerated backup procedure is applicable to businesses for which a conciliation procedure was
opened after 1 March 2011.
Financial Markets
The order of 30 January 2009 amending AMF General Regulation has established a
professional knowledge certification for investment service providers-ISP’s employees engaged in
certain key functions.
The content of the minimum knowledge to be acquired and the conditions of certification
of exams have been set by the AMF in July 2009, but the main principles have been set up from 1
July 2010. Employees in office at 30 June 2010 are excluded from this scheme ("grand-fathering"
clause).
Caisse des Dépôts et Consignations
The Decree 2010-411 of 27 April 2010 extended to the Caisse des dépôts et Consignations
prudential and internal control rules as well as accounting provisions applicable to banking
institutions. These provisions came into force on 1 January 2011.
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SEPA
The European Commission published 16 December 2010 a draft Regulation which sets
end-dates for transfer, and niche direct debit products migration (TIP, electronic payment) at 12
months, 24 and 36 months. The Hungarian Presidency has amended this calendar: to date, the
migration end-date is set at 1 February 2013 for transfer, 1 February 2014 for direct debit and 1
August 2016 for niche direct debit products (TIP and electronic payment).
The text also imposes new technical and pricing requirements for credit transfers and
SEPA direct debits. All French banks offer since 28 January 2008 SEPA credit transfer products
and since 1 November 2010 SEPA direct debit products.
Anti-Money Laundering
Tax Instruction 13-L-7-10 of 26 July 2010 prevents the use of the financial system for
money laundering and terrorist financing purpose, implements the reporting obligation under
Article II of the L.561-15 of the Monetary and Financial Code and establishes the list of states or
territories that have concluded with France a convention on administrative assistance in the fight
against fraud and tax evasion for allowing access to bank information for the purposes of section D.
561-32-1 of the Monetary and Financial Code.
Freezing of Assets
The Decree concerning the conditions of application of the measures to freeze assets
(2010-22 of 7 January 2010) specified the measures for implementing the plan.
Legislative and regulatory measures taken during this period to address the causes and
consequences of the financial crisis
Banking and Financial Supervision
The Committee for Financial Regulation and Systemic Risk was established in February
2011. Under the chairmanship of the Minister of Economy, the Committee brings together
Christian Noyer, Governor of the Banque de France and President of the ACP, Jean-Philippe
Thierry, vice-president of the ACP, Jean-Pierre Jouyet, chairman of the Financial Markets
Authority, Jérôme Haas, Chairman of the Authority Accounting Standards, as well as three
qualified persons: Florence Lustman, Jacques de Larosiere and Jean-François Lepetit.
With the banking and financial regulation Law of 22 October 2010, France is one of the
first among European countries developing its own systemic risk surveillance agency. This
Committee, like the European Committee of systemic risk, aims to improve cooperation between
different regulatory authorities and to strengthen the effectiveness of the surveillance of financial
stability.
This Committee is responsible for improving risk prevention and management within the
financial system as well as to exchange information and advise the Minister of Economy.
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It is responsible for improving risk prevention and management within the financial system as well
as to exchange information and advise the Minister of Economy.
Rating Agencies
Rating agencies liability was increased in October 2010. The Law now states that the AMF
is in charge of rating agencies’ registration and supervision.
Financial Markets
Powers of the AMF have been extended to listed or unlisted derivatives products, as well as
to control short sales. The AMF thus has now the power to sanction market abuse (including price
manipulation) on the derivatives markets (CDS and commodity derivatives in particular).
"Naked" short selling are limited, securities delivery and traceability obligations have been
reinforced. Moreover, the Banking and Financial Regulation Act of 22 October 2010 defined
financial instruments and framed the various status of Financial Intermediaries.
Deposit and Securities Guarantee
The 29 September 2010 Order increased the threshold of ensured deposits from EUR70,
000 to EUR100, 000, following the 11 March 2009 European Directive. To finance this, an
exceptional contribution to the Deposit Guarantee Fund will be called from banks from 2010 to
2012.
Prudential Surveillance
Many texts have reinforced the strength and supervision of the banking sector, in particular
through amendment of Regulation 97-02:
Anti-fraud arrangements in the financial institutions have been reinforced : role and
composition of the Audit Committee, mandatory alert to ACP in case of a significant
incident, compensation policy in line with risk management objectives) (Order of 14
January 2009).
Liquidity risk definition and measurement have been improved: a new standard approach
and the possibility of an approach based on internal models (Order of 5 May 2009,
effective 30 June 2010). The new Regulation also introduced the possibility for institutions
to apply, at their request and after ACP approval, an advanced approach using their internal
methods to measure and manage liquidity risk.
Risk measure and monitoring systems have been strengthened, particularly through
identification of a "risks" pathway and greater transparency vis-à-vis the regulator (Order
of 19 January 2010).
Requirements for large exposure securitization control and on bank capital quality have
been reinforced (Order of 25 August 2010 which transposes Directive CRD2, effective the
31 December 2010).
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Prudential Supervision
The Order of 25 August 2010 amended six regulations related to credit institutions and
investment firms’ prudential control. It aims in particular to transpose the provisions of the
guidelines called CRD 2 2009/27/EC, 2009/83/EC and 2009/111/EC (provisions on equity capital,
large exposures and securitization).
Thus, the Order:
Harmonizes the eligibility criteria for the hybrid core capital to the based equity capital.
Hardens the grid of weights used to calculate large exposures, requires institutions to be
able to demonstrate that they have a full and thorough knowledge of each of their
securitization positions and adopt for this purpose, appropriate formal procedures
(requirement of "due diligence").
Covers the arrangements of Pillar 3 (disclosure requirements).
Compensation
Professional standards were developed by the banking industry in February 2009 regarding
market professionals’ variable compensation. These have been updated twice since:
November 2009 to state the principles adopted by the G20 in Pittsburgh and clarify the
provisions of the order of 3 November 2009 ; and
March 2011 to incorporate the provisions of the CRD3 (transposed by the Order of 13
December 2010).
The Law No. 2010-237 of 9 March 2010 introduced a windfall tax on credit institutions and
investment firms. It is allocated within the limit of EUR 360 millions to OSEO for its public
service mission of financing innovation and SMEs. This tax is based on the variable compensation
attributed to financial market professionals, whose activities are likely to have a significant impact
on risk exposure.
The order of 13 December 2010 transposed into French law the provisions on
compensations of the 2010/76/UE Directive of the European Parliament and the Council of 24
November 2010 (CRD 3), adapting and complementing those introduced by the Order of
November 3, 2009 in Regulation 97-02. It extended in particular the scope of the rules to all
employees whose professional activities are likely to have a significant impact on the risk profile
of the company (and not more just to employees, financial market professionals), and set the
quantitative minimum thresholds applicable to deferred rules and payment in shares.
It was also provided in the decree that the ACP may require an institution to restructure a
compensation policy in order to be consistent with a sound risk management and a goal of
long-term growth.
This order also provides a planning by liable institutions, an annual report to the ACP. It
must present information regarding the policies and practices of compensation of the executive
branch, as well as those whose professional activities have a significant influence on the risk
profile of the institution.
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French Crisis Resolution System
New sections of the Monetary and Financial Code have been introduced since July 2010
for banking crises resolution. The ACP already has broad powers to intervene to try to deal with
the crisis of an institution. The Deposit Guarantee Fund may, upon proposal of the ACP, intervene
with a credit institution whose situation raises fears of unavailability of deposits or other repayable
funds (Article L. 312-5 II of the Monetary and Financial Code).
GERMANY
Germany’s financial supervision is under review with the aim of expanding
macro-prudential supervision, improving cooperation between authorities and clarifying
their tasks. The legal framework for investor protection and the functioning of capital
markets has been strengthened, while future initiatives in this field focus on regulating the
“grey capital market”. International standards regarding remuneration of financial
institutions’ managers have been fully implemented into German law, while additional
restrictions apply in the case of institutions recapitalized by the state. In the payments sector,
the system of ATM fees for cash withdrawals has been reviewed to increase transparency
and competition. Germany’s e-government strategy continues to launch important
initiatives. The introduction of a financial transaction tax is still an option to raise
additional tax revenue from the financial sector, but only at the international or at least EU
level. The German government continues to improve the conditions for reducing
bureaucracy and for avoiding new burdensome regulation wherever possible. The return of
state guarantees and recapitalization measures show that the situation in the financial
markets has improved. In addition to the implementation of EU legislation, the German
Restructuring Act has been added to the previous legislative and regulatory reform
measures in response to the financial crisis. Its measures for dealing with distressed
systemically important banks without endangering the stability of the financial system came
into effect at the end of 2010.
Reform of National Supervision
Following the financial crisis, the structure of German banking supervision and the powers
of supervisors came under scrutiny in Germany. The coalition government agreed in December
2010 on a reform of national supervision, implementation of which is now the responsibility of the
Finance Ministry. Key points of the proposed reform are, among other things, broader
macroprudential supervision and improved cooperation between the Bundesbank and the Federal
Financial Supervisory Authority (BaFin). The latter is to be achieved by a clearer separation of
tasks and responsibilities. The extent to which tasks in the field of financial consumer protection
could be performed by BaFin is also being explored. The establishment of an independent
foundation is conceivable in this connection. To ensure high-quality supervision in the future as
well, a particular focus of attention is on retaining and recruiting suitably qualified staff.
New Developments in Securities Law
The Act to Strengthen Investor Protection and Improve the Functioning of the Capital
Market came into force in spring 2011. It introduces comprehensive changes to disclosure of
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shareholdings. In the future, financial instruments which are equivalent in economic terms to the
acquisition of voting rights, e.g. cash-settled equity swaps, will also have to be reported. At the
same time, the investor protection rules contained in the Securities Trading Act have been
expanded considerably. For example, customers will in future have to be provided with a product
information sheet and bank employees giving investment advice will need to be registered with
BaFin. In addition, the legal framework for open-ended property funds has been altered to improve
liquidity management.
The new legislation is to be accompanied by regulation of the legal framework for the
“grey capital market”. In particular, closed-end fund providers and intermediaries are to be
subjected to tighter regulation by means of the Act Amending the Law on Investment
Intermediaries and Capital Investments. This Act, which currently takes the form of a government
bill, is to be debated in parliament in autumn 2011 and subsequently passed.
New Developments in Accounting and Capital Market Reporting
The German standard-setter, the German Accounting Standards Committee e.V. (DRSC),
Berlin, terminated the standardization agreement with the Justice Ministry with effect from
December 31, 2010. Industry, professional associations and the Justice Ministry agreed in
February 2011 on the cornerstones of a new organizational structure for the DRSC. Under this
agreement, there will continue to be a private-sector standard-setter funded by both businesses and
professional associations. The composition of its governing bodies is to adequately reflect the
“general economic interest”, i.e. all relevant stakeholders are to be duly represented. The new
structure was officially adopted on 30 May 2011. The national standard-setter’s operational
activities have been carried on so far by the DRSC.
New Developments in Company Law
The Act on the Restructuring and Orderly Resolution of Credit Institutions, on the
Establishment of a Restructuring Fund for Credit Institutions and on the Extension of the
Limitation Period for the Liability of Governing Bodies under the Companies Act (Restructuring
Act) of December 9, 2010 extended the limitation period for claims for compensation against
directors of listed companies from five to ten years. At the same time, a provision was incorporated
into the German Banking Act (KWG) stating that credit institutions’ claims against senior
managers and members of the supervisory body arising from their mandate and employment
relationship for breach of due diligence become statute-barred after ten years (Section 52a (1)).
The Act on the Supervisory Requirements for Remuneration Schemes of Credit Institutions and
Insurance Companies of July 21, 2010 is the final step in a three-step package of measures
implementing the corresponding Financial Stability Board (FSB) principles and standards
(1.Voluntary commitment in December 2009 by eight big German banks and the three largest
insurance companies to implement the FSB standards as quickly as possible, 2. BaFin circular of
December 21, 2009 on the Requirements for Institutions’ Remuneration Systems and 3. statutory
implementation).
This Act puts the FSB principles and standards for the banking and insurance sectors on a
legal footing. For the banking sector, it also takes into account the remuneration-related provisions
of the directive amending the EU capital requirements (CRD III). It supplements the statutory
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(minimum) requirements for the risk management of credit institutions and insurance companies
with requirements for appropriate and transparent remuneration schemes geared to sustained,
long-term corporate performance. The details of the latter requirements, particularly those for the
structure, monitoring and further development of remuneration schemes, including
decision-making processes, the composition of remuneration, remuneration parameters and
payout periods and for disclosure of both the structure of remuneration schemes and the
composition of remuneration, were set out in the accompanying regulations governing the
supervisory requirements for remuneration schemes of banks and financial institutions. These
came into force on October 12, 2010.
Additional requirements for the structure of remuneration schemes are laid down by the
aforementioned Restructuring Act: members of management bodies and employees of
recapitalized banks in which the Financial Market Stabilization Fund or the Restructuring Fund
(see below) has a shareholding of not less than 75% are entitled to maximum monetary
remuneration of € 500,000 per year; variable remuneration elements are not permitted. If the
shareholding of the respective fund is less than 75%, variable remuneration is permitted within the
€ 500,000 limit. The limit may be exceeded if half of the recapitalization amount is repaid or full
interest is paid on that amount.
Current Developments in the Payments Sector
On January 15, 2011, the German banking industry launched a new system of fees (“direct
customer fees”) for cash withdrawals at German ATMs. It covers domestic girocard-based
withdrawals that are not made at customers’ own banks or within the national ATM group (e.g.
Cash Group or Cash Pool).
The uniform conversion of the more than 56,000 ATMS in Germany to the new system
means that, when making cash withdrawals at other banks’ ATMs with their girocard, customers
are now charged a fee directly by the ATM operator. At the same time, the “interchange fee” that
the card issuer used to have to pay to the ATM operator has been abolished. Moreover, customers
are not charged any additional withdrawal fee by the card-issuing bank.
Another new feature is that customers are shown the cost of the transaction, the so-called
“direct customer fee”, at the ATM before making a cash withdrawal. This is the German banking
industry’s response to the political call for more transparency and competition for national ATM
withdrawals. Following the abolition in Germany in 1997 of the uniform interchange fee for cash
withdrawals by customers at other banks’ ATMs, the fees charged by ATM-operating banks to
card-issuing banks for such cash withdrawals by their customers had steadily risen during the last
few years.
To put an end to this price spiral, the German private banks additionally agreed, when
introducing the direct customer fee, to charge a maximum amount of € 1.95 for cash withdrawals
by non-customers at their approximately 10,000 ATMs as of January 15, 2011.The agreement was
notified to, and accepted by, the Federal Cartel Office. This customer-friendly and transparent
agreement, to which virtually all private banks have subscribed, is open to participation by all
other banks in Germany.
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Developments in the Field of E-government
The German government believes that information and communication technologies and
e-government are of major importance for society, the business sector and the public
administration. As a result, it outlined at the end of 2010 the national e-government strategy for the
next five years, setting the following objectives: focusing on the benefit for citizens, businesses
and the public administration, increasing profitability and efficiency, providing maximum
transparency and reliable data protection, ensuring the participation of citizens in the performance
of government tasks, encouraging innovation designed to promote sustainability and future
viability, and supporting efficient IT infrastructures. A milestone is the incorporation of
information technology into the German Constitution (Article 91c of the Grundgesetz puts IT on a
constitutional footing like, for example, rail traffic, with the aim of simplifying and streamlining
existing IT governance and decision-making structures and gearing these to the needs of rapid
technical progress). This is accompanied by the establishment of the IT Planning Council, whose
purpose it to improve cooperation between the government, the federal states and the local
authorities on IT issues.
As part of the implementation of the e-government initiative, the new electronic identity
document has been issued since November 1, 2010 to gradually replace the current paper-based
document. The new identity document is a major contribution towards securing and simplifying
legal and business transactions conducted electronically. The electronic proof of identity
contained in the document is to be used, for example, for e-commerce, e-business and
e-government services via the internet. A future field of use for banks could be opening accounts
online.
A further government initiative is the “De-Mail” project. Legislation which came into
effect on May 3, 2011 is designed to allow the binding and confidential transmission of documents
and messages via the internet. This means that in future both the private sector and the public
administration will have at their disposal an additional means of legally binding electronic
communication, one that can also be used by banks in business with their customers.
The Fight against Money Laundering and the Financing of Terrorism
Following the amendments to the German Anti-Money Laundering Act in 2008, Germany
was in 2009 one of the countries examined by the IMF/FATF. Despite the fact that no significant
shortcomings were identified in the financial sector, certain legal amendments have been and will
be introduced in the Banking Act, the Criminal Code and the AML Act as a follow-up to this
examination with the aim of, in particular, giving current sub-statutory regulations statutory status.
Subsequent to these modifications of formal law expected in the near future, the process launched
in 2008 whereby supervisory authorities and the banking industry issue detailed guidance on the
legal provisions will be continued.
In addition, new banking regulation to prevent financial fraud was implemented in Section
25c of the Banking Act and the FATF’s comments on combating proliferation financing were the
subject of in-depth discussion.
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Finally, compliance with the requirements set by banking supervisors for implementing an
AML risk analysis tailored to each individual bank was of particular importance in banking
practice.
Tax Developments and Reduction of Bureaucracy
In light of the pressing need for fiscal consolidation resulting from the global economic and
financial crisis, the European Commission proposed new tax instruments to raise additional tax
revenue from the financial sector. At global level, the Commission supports further exploration
and development of a financial transaction tax; at EU level, the Commission sees potential in a
financial activities tax. The German government favors the introduction of an international
financial transaction tax, whereas the idea of an EU-wide financial activities tax is generally
rejected due to constitutional concerns. However, future developments in this area will depend on
the outcome of ongoing discussions at EU level. An impact assessment study currently being
carried out by the European Commission is expected to be published in summer 2011.
The German government is now making a final push to accomplish the goals of the anti-red
tape program launched in 2006: By the end of 2011, the bureaucratic burden imposed on
businesses resulting from information requirements is to be reduced by 25%. Moreover, the entire
burden imposed on businesses, citizens and the administrative bodies through compliance with all
kinds of government requirements will be included in efforts to reduce unnecessary bureaucracy in
future. This initiative is of particular interest to banks as well. In 2009, the National Regulatory
Control Council, which monitors the government program, found that the banking industry is the
sector hit hardest by sector-specific bureaucracy costs.
Financial Market Stabilization Measures in Germany/State Aid Proceedings
The establishment in 2008 of the Financial Market Stabilization Fund (SoFFin) and the
Federal Financial Market Stabilization Authority (FMSA) successfully managed to stabilize the
German financial markets and overcome the fallout from the financial crisis.
Via the instruments provided by SoFFin, FMSA enabled financial institutions to strengthen
their capital, bridge liquidity squeezes and offload risk positions and non-strategic assets to bad
banks operated under the roof of FMSA.
At the end of June 2011, seven banks were making use of SoFFin guarantees to the tune of
€ 32.2 billion. In comparison, at its peak at the beginning of October 2010, the total volume of
guarantees furnished was € 174 billion.
SoFFin is also currently supporting four banks by providing capital totaling € 17.7 billion.
Since the amendment of the Financial Market Stabilization Act in July 2009, banks have
additionally been able to use bad banks to remove troubled assets from their balance sheets. This
helped to stabilize WestLB and HRE.
Furthermore, in their capacity as owners, the federal states and savings banks have also
supported some Landesbanks (Bayern LB, HSH Nordbank, LBBW and WestLB) by providing
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capital and guarantees. This support is currently being examined by the European Commission
under EC Treaty state aid rules. So far, only LBBW’s restructuring plan has been finally approved
by the Commission. The decisions on the other three Landesbanks are expected by summer or
autumn 2011.
The entry into force of the Restructuring Act at the beginning of 2011 brought with it an
expansion of FMSA’s previous tasks. FMSA will in future administer the newly established
Restructuring Fund as well as SoFFin.
Legislative and regulatory actions to address the causes and consequences of the crisis
At the beginning of July 2010, the German parliament passed legislation implementing the
first package of amendments to the EU Capital Requirements Directive (so-called CRD II) into
German law. A main focus of CRD II is tightening the rules on securitizations. In particular, it
introduces a mandatory retention for securitization transactions that are issued from January 1,
2011 onwards. Under Article 122a of the amended Banking Directive, European banks may only
invest in securitizations in the future if the originator, sponsor or original lender keeps not less than
5% of the securitized positions itself (the so-called “material net economic interest”). The German
parliament took the view that a retention of 5% is inadequate and therefore passed a resolution
requiring it to be raised to 10%. At the same time, it set a transitional period from January 1, 2011
to December 31, 2014 in which a 5% retention applies. In addition, parliament called on the
government to lobby the European Commission for an EU-wide increase in the retention to 10%.
In summer 2010, in response to the Greek debt crisis, certain types of short-selling were
banned by law and a reporting requirement introduced for others. In addition, BaFin is to be given
broader powers to counter undesirable financial market activities. These measures are designed to
help safeguard financial market stability.
The EU plans to introduce a comprehensive new regulatory framework for derivatives
(OTC and possibly also listed ones), central counterparties (CCPs) and trade repositories by
autumn 2011 (effective by 2012 at the latest). The key elements will be mandatory CCP clearing
for eligible instruments with an exemption for non-financial enterprises based on a threshold
provision, and the establishment of trade repositories accompanied by reporting obligations. It is
expected that many aspects of the European regulatory framework for derivatives will be
comparable to the corresponding U.S. rules. Furthermore, the European Commission also plans to
introduce special rules on short selling and credit default swaps in a separate legislative instrument
and will analyze provisions for trading of derivatives on certain organized markets within the
review of MiFID (both planned for summer / autumn 2011).
Although central securities depositories (CSDs) were not one of the causes of the financial
crisis and proved robust during it, CSDs (like CCPs) were identified as potentially systemically
important market infrastructures. The regulatory framework for CCPs is therefore to be
accompanied by a framework for CSDs that ensures their robustness and functionality also in
crises.
Apart from the recently introduced German law on short-selling, which also contains
restrictions regarding credit default swaps without a hedging background, the German government
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does not intend to introduce any separate national legislation on the general EU regulation of the
derivative markets and of market infrastructures.
The Restructuring Act, which came into force at the end of 2010/beginning of 2011, is
designed mainly to provide the means for dealing with distressed systemically important banks
without resorting to expropriation and without endangering financial system stability. It also aims
to ensure that equity and debt providers bear the costs of insolvency themselves as far as possible.
The Bank Reorganization Act introduces an effective two-stage framework for collectively
negotiated solutions in the form of restructuring proceedings and reorganization proceedings.
Proceedings are initiated solely at the instigation of the bank itself and are designed to allow it to
handle a crisis on its own. If the parties involved are unwilling to actively participate in
reorganizing the bank or if their restructuring efforts are no guarantee that threats to the stability of
the financial system can be averted, intervention by banking supervisors to avert these threats is
the next step.
In addition, the supervisory toolbox was enlarged: supervisors can call for and enforce
bank restructuring measures at an early stage, e.g. by appointing a special representative in a bank.
The measures to be adopted where the stability of the financial system is under threat ensure that a
bank can be restructured and resolved by the state to avert any such threat. They allow banking
supervisors to shield the systemically relevant parts and functions of a bank against the
consequences of imminent insolvency provided this is necessary to prevent harm to financial
market stability.
Finally, the Restructuring Fund Act introduced the bank levy. The levy will feed into a
Restructuring Fund, whose target size was set at € 70 billion. The Fund’s resources will not be
used to finance measures to bail out supposedly systemically important financial institutions but
solely to safeguard financial market stability. If the accumulated resources are not sufficient to
finance a measure, a special contribution will be levied on the contributory banks. Via this
mechanism, the banking industry will help meet the costs of any crisis itself. Annual contributions
to the Fund are due for the first time on September 30, 2011. Calculation of the annual contribution
will be based on a bank’s size and interconnectedness in the financial marketplace. The greater the
volume of a bank’s business, the higher its annual contribution will be (a progressive scale will be
applied based on the volume of relevant liabilities; the scale has five steps, with rates of two to six
basis points respectively). A second component of the annual contribution will come from a bank’s
open futures transactions (a uniform rate of 0.03 basis points will be applied to these).

HONG KONG
Banking Industry Overview
Capitalisation of the banking industry remains strong and well above international standards. The
overall capital adequacy ratio of locally incorporated authorized institutions at the end of December 2010
was 15.9%, with a tier-one capital adequacy ratio of 12.3%.
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Renminbi (RMB) Banking Business
Since RMB banking business was first launched in Hong Kong in 2004, the scope of RMB
products and services offered to customers has been significantly expanded. The use of RMB for
settlement of cross border trades has increased markedly from the introduction of the pilot scheme in July
2009. Remittances for RMB cross border trade settlement during the period from December 2010 to
March 2011, amounted to RMB 411 billion, representing more than a sevenfold increase from the
corresponding figure for the first quarter of 2010. In August 2010, the first RMB-denominated mutual
fund was launched in Hong Kong, followed by the first initial public offering of an RMB-denominated
Real Estate Investment Trust in April 2011. In addition, since August 2010, Hong Kong banks have been
allowed to participate in Mainland China’s interbank bond market, subject to relevant limits approved by
the People’s Bank of China.
Competition Bill
The Government is seeking to introduce legislation to prohibit conduct that prevents, restricts or
distorts competition in Hong Kong. The prohibitions cover three major areas, namely (a) agreements,
decisions and concerted practices; (b) abuse of a substantial degree of market power in a market; and (c)
certain mergers and acquisitions in the telecommunications industry. The draft legislation is currently
being reviewed and debated in the Legislative Council.
Launch of Positive Mortgage Data Sharing
When positive consumer credit data sharing was introduced in Hong Kong in 2003, it covered
primarily the sharing of both positive and negative credit data relating to credit cards and unsecured
personal loans, as well as negative credit data relating to mortgage loans. Following public consultation in
January 2011 on a proposal put forward by the financial services industry to introduce positive mortgage
data sharing (“PMDS”), the Office of the Privacy Commissioner for Personal Data determined in March
2011 that PMDS would contribute to responsible borrowing and lending and therefore should be
permitted. Accordingly, the Commissioner’s Code of Practice on Consumer Credit Data (“the Code”)
was revised from 1 April 2011 so as to allow for the implementation of PMDS.
The scheme generally covers limited sharing of positive credit data in respect of loans for the
purchase of, or loans secured on, residential or non-residential property. When responding to an inquiry
from a prospective credit provider regarding an individual applying for a mortgage loan, as far as positive
mortgage data is concerned, only the “Mortgage Count” (i.e. the number of mortgage loans held by the
individual as borrower, mortgagor or guarantor, respectively) is to be disclosed by the credit reference
agency to the credit provider.
Measures to Strengthen Risk Management Standards and Practices for Mortgage Business
Against the backdrop of an exceptionally low interest rate environment and quantitative easing
measures in major economies, abundant liquidity has contributed to a sharp increase in property prices in
Hong Kong. Given that mortgage loans constitute a significant proportion of banks’ loan portfolios, the
banking supervisor (the Hong Kong Monetary Authority (HKMA)) has introduced four rounds of
prudential measures since October 2009 to strengthen risk management standards and practices for
mortgage business. These measures included (i) lowering the maximum Loan-to-Value ratios for loans in
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respect of properties within different value bands, for different types of properties and for mortgage loan
applicants whose income is mainly derived from outside Hong Kong, and (ii) standardizing the maximum
debt servicing ratio for mortgage loan applicants and requiring banks to stress test their repayment ability.
Synthetic Exchange-Traded Funds (ETFs) and Related Products
ETFs and related products have become progressively more complex as these products have
evolved beyond simply acquiring the securities that constitute an index. More and more ETFs are
adopting a synthetic replication strategy, entailing potentially more risks to investors. The HKMA issued a
circular on 3 September 2010 to remind the banking industry to ensure that the major features and risks of
synthetic ETFs and related products are adequately disclosed to customers and taken into account in
product due diligence and suitability assessment.
Enhanced Regulatory Requirements for Sale of Investment-Linked Assurance Schemes (ILAS)
Products
ILAS products are life insurance policies with benefits linked to the performance of selected
investment options, and usually with a medium to long-term investment horizon. In the light of the salient
features and risks (e.g. long tenor or lock-in periods and substantial investment elements) of ILAS
products and their increasing popularity, the HKMA issued a circular on 14 March 2011 to further
enhance regulatory requirements for the sales of ILAS by banks after consultation with the industry. Key
enhanced measures include restricting the use of gifts for promoting ILAS products; requiring banks to
conduct product due diligence; requiring proper disclosure of both the insurance and investment elements
of ILAS; and requiring banks to test the sales process of ILAS products in banks’ mystery shopping
programmes.
Important Facts Statement (IFS) for Currency-Linked Instruments and Interest Rate-Linked
Instruments issued by banks (ILCL Instruments)
In view of the popularity in Hong Kong of ILCL instruments issued by banks and the exemption of
such instruments from the authorization requirements generally applicable to offering documents under
the Securities and Futures Ordinance (i.e. the standards for authorization and issue of offering documents
and advertisements established by the Securities and Futures Commission (SFC) are not applicable to
ILIC instruments issued by banks, in particular, the SFC’s requirement for the provision of a concise
product summary written in plain language to help investors understand the key features and risks of the
product), on 18 April 2011, the HKMA released a new investor protection measure after industry
consultation. The measure, effective from 4 June 2011, requires banks to produce an IFS for ILCL
instruments to enhance product disclosure to retail customers purchasing such instruments. The IFS must
be specific enough to bring out the key features, risks and investment objective of the product in a clear
and concise manner.
Giving Statutory Backing to Regulation of Sales and Marketing of Mandatory Provident Fund
(MPF) Products
The MPF system in Hong Kong is a mandatory retirement scheme requiring contributions from
both employers and employees. At present, the sales and marketing of MPF products is governed by a
Code of Conduct for MPF Intermediaries. With rising public expectations towards investor protection,
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the Hong Kong Government considers that it would be prudent to strengthen the existing regulatory
framework by statute, particularly as changes to the MPF system are proposed to allow employees more
choice in the selection of underlying MPF investments which should promote greater market competition
and encourage employees to take a more active interest in their retirement planning. In this connection,
the Government consulted on proposals to enhance regulation of MPF intermediaries in April 2011 and
invited industry comments. Under the legislative proposal, the HKMA will be the frontline regulator of
MPF intermediaries who are its regulatees, including those who are concurrently also regulatees in the
insurance and / or securities sectors. A Bill is intended to be introduced into the Legislative Council by
2011.
Proposed Establishment of an Independent Insurance Authority (IIA)
In July 2010, the Government published a consultation paper on a proposal to establish an IIA to
maintain the stability of the insurance sector and to better protect the interests of policyholders. Compared
to the current situation where insurance intermediaries are largely subject to a system of self-regulation by
the insurance industry, a key feature of the proposal is the direct regulation of insurance intermediaries by
the IIA. The proposal is generally supported by the banking industry on the basis that consistency
between the regulation of bank and non-bank intermediaries is ensured, and policyholders are effectively
protected.
Financial Dispute Resolution Centre (FDRC)
The Government announced in December 2010, following a public consultation, that an FDRC
would be set up by mid-2012. The FDRC is intended to provide an independent and affordable avenue to
settle monetary disputes between individual consumers and financial institutions primarily by mediation
and, failing which and if the claimant so wishes, arbitration. Financial institutions regulated by the
HKMA and the SFC will be mandated to be members of the scheme operated by the FDRC.
Anti-Money Laundering and Counter-Terrorist Financing (Financial Institutions) Bill
This legislation was passed by the Legislative Council on 29 June 2011. It seeks to codify the
customer due diligence and record-keeping requirements for financial institutions and put in place an
AML regulatory regime for remittance agents and money changers. Under the legislation, both unified
and sectoral guidelines will be issued and applied by the relevant regulators in regulating the respective
sectors of the financial industry under their supervision.
Regulation of Credit Rating Agencies
The SFC will license and regulate credit rating agencies and rating analysts from 1 June 2011,
based on standards developed with reference to international regulatory developments in this area. The
SFC will base on the Code of Conduct for Persons Providing Credit Rating Services in considering
whether a licensed or registered person satisfies the requirement that it/ he is fit and proper to be or to
remain licensed or registered.
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Enhancements to Basel II
The HKMA is in the process of drafting amendments to the Banking (Capital) Rules and
Banking (Disclosure) Rules (which respectively implement Pillar 1 and Pillar 2 of the Basel II regulatory
capital framework in Hong Kong) to reflect the July 2009 enhancements to the framework issued by the
Basel Committee. The amended Rules are expected to be tabled before the Legislative Council in the final
quarter of 2011 with a view to their coming into effect on 1 January 2012. The HKMA integrated the
supplemental Pillar 2 guidance, issued by the Basel Committee as part of its July 2009 enhancement
package, into the HKMA’s supervisory process and guidelines in June 2010.

INDIA
For the financial year 2010-11, the Indian economy grew by 8.6 per cent. In the last quarter
of the financial year (January-March 2010-11), the signs of slowdown in industry, particularly
manufacturing was clear. One reason for this was the gradual tightening policy adopted by RBI. It
increased the policy rates ten times since July last year. Agricultural growth was above trend,
following a good monsoon. The index of industrial production (IIP), which grew by 10.4 per cent
during the first half of 2010-11, moderated subsequently, bringing down the overall growth for
April-February 2010-11 to 7.8 per cent. The main contributor to this decline was a deceleration in
the capital goods sector. However, other indicators suggested that economic activity was strong.
Lead indicators of the services sector show sustained buoyancy. On the whole, the economy
performed well in 2010-11 and is expected to record a GDP growth of 9% in 2011-12. (Financial
Year April-March)
Inflation was the primary macroeconomic concern throughout 2010-11. In the first period
from April to July 2010, the increase in wholesale price index (WPI) by 3.5 per cent was driven
largely by food, fuel and power group, which together contributed more than 60 per cent of the
increase in WPI. During the second period from August to November 2010, while WPI showed a
lower increase of 1.8 per cent, more than 70 per cent of the increase was contributed by food and
non-food primary articles and minerals. In the third period from December 2010 to March 2011,
WPI increased sharply by 3.4 per cent, driven mainly by fuel and power group and non-food
manufactured products, which together contributed over 80 per cent of the increase in WPI. Thus,
the inflationary pressures, which emanated from food, spread across all segments as the year
progressed.
As a result, the RBI raised the policy rates several times during 2010-11 and continued to
pursue a tight monetary policy during this current financial year as well. As a result of the recent
hike in the Repo rate, presently, repo stands at 7.50 per cent. Reverse repo is kept at 6.50 per cent.
The CRR has been retained unchanged at 6.0 per cent of net demand and time liabilities (NDTL) of
banks. Since inflation has not come down to the level of expected target, RBI in the first quarter
review of the monetary policy announced on 26th July, 2011 further hiked the repo rate by 50 basis
point to 8.0 per cent. During most part of the financial year 2010-11, the system was in deficit
mode. RBI initiated several measures to ease the liquidity situation. The monetary policy actions
were intended to moderate inflation by reining in demand pressures and inflationary expectations,
maintain financial conditions conducive to sustaining growth, generate liquidity conditions
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consistent with more effective transmission of policy actions, and reduce the volatility of
short-term rates in a narrower corridor.
Banking Industry in India during 2010-11
The Indian financial system remained largely stable against the backdrop of the global
financial crisis, as the Indian banking system was profitable, well capitalized and prudently
regulated. The various measures/proposals now being considered globally as a part of regulatory
reforms in response to the crisis were put in practices in India before the crisis. These included
stringent liquidity requirements, counter-cyclical prudential measures, not recognizing many
items in Tier-I capital that are now being sought to be deducted internationally, recognizing profits
from sale of securitised assets to SPVs over the life of the securities issued, and not reckoning
unrealized gain in earnings or in Tier I capital, supervision of SIFIs (Systemically important
Financial Institutions) etc.
The global financial crisis has exposed areas of vulnerability in the financial sector and
policy initiatives are underway to strengthen financial stability. The Reserve Bank has been
playing an active role in various international fora, including G-20, Basel Committee on Banking
Supervision (BCBS) and Financial Stability Board (FSB), which are engaged in setting standards
and formulating policies for safeguarding the financial system. The Reserve Bank has already
indicated that it would implement the reform measures under Basel III framework, which are
applicable to banks in India. Apart from reforms in the banking sector, the Reserve Bank has also
been pursuing reforms in several other areas. It has been actively pursuing the development of
various segments of the financial market.
Important developments in the Banking Sector
Financial Stability Report: Financial sector reforms initiated by the Reserve Bank of
India (RBI) and Government have been directed towards enhancing efficiency and productivity of
banks, providing additional options for augmentation of capital of banks for smooth transition to
Basel II norms, ensuring smooth and risk free functioning of payment and settlement system,
encouraging use of advance technology in banking operations with minimum risks and according
priority to financial inclusion. The operational rigidities in credit delivery system were addressed
to ensure allocational efficiency and achievement of social objectives. After the global economic
crisis, financial stability emerged as an important area of focus. Reserve Bank has decided to bring
out a financial stability report on India on every six months of the year. Already three reports have
been published which comprehensively assess the financial stability of various types of financial
institutions such as Scheduled Commercial Banks, Co-operative Banks, NBFCs etc.
Base Rate: The Reserve Bank introduced the Base Rate System from July 2010, which
replaced the benchmark prime lending rate (BPLR) system. Initially, banks were given time till
end-December 2010 to select the appropriate benchmark and other cost parameters for computing
the Base Rate. On the basis of the requests from banks, they were permitted to change the
benchmark and methodology used in the computation of their Base Rates for a further period of six
months, i.e., up to June 30, 2011.
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Basel II Framework: All scheduled banks in India are Basel II compliant on the
standardized approaches. The roadmap for migrating to advanced measurement approaches is
already laid down by RBI. For pooling in of data on operational risk and credit, a data consortium
namely CORDEx is being set up by Indian Banks’ Association. Guidelines for advanced
measurement approach (AMA) for operational risk were issued in April 2011. Guidelines for
internal rating based (IRB) approach for credit risk are under preparation.
Providing Capital assistance to the PSBs (Public Sector Banks): As per Budget
announcement for the year 2010-11, a sum of ` (Rs) 15,000 crore has been provided in 2010-11
for capital infusion. Out of ` (Rs) 15,000 crore, sanction orders have been issued for release of `
(Rs) 6,208 crore (approx.) to five PSBs.
Amendment to the State Bank of India, Bill 1955 : The State Bank of India
(Amendment) Bill, 2010 was passed by both the Houses of Parliament during the Monsoon
Session of Parliament, 2010 and also assented by the President of India on 24th August, 2010. It
seeks to provide enhancement of capital of State Bank by issuance of preference shares to enable it
to raise resources from the market by public issue or preferential allotment or private placement.
Setting-up of Central Electronic Registry: The Central Registry of Securitisation Asset
Reconstruction and Security Interest of India (CERSAI), a Government Company licensed under
section 25 of the Companies Act 1956, has been incorporated for the purpose of operating and
maintaining the Central Registry under the provisions of the Securitisation and Reconstruction of
Financial Assets and Enforcement of Security Interest Act, 2002 (SARFAESI Act). The Central
Electronic Registry is expected to facilitate development of a secondary mortgage market since the
underlying portfolio of mortgages are electronically verifiable and as such can be easily sold to the
investors. This will also develop a healthy securitization market. Further, it would ensure that
lenders have access to fresh liquidity in the form of lendable resources. Government has decided to
contribute a sum of ` (Rs) 25 crore as the initial capital. The initial work to set up the registry was
done by Indian Banks’ Association and the registry will be fully operation by October 2011.
Restructuring of the Regional Rural Banks (RRBs): Regional Rural Banks focus on the
rural areas of the country. Their capital is shared by the central government, state government and
a state owned bank which is known as a sponsor bank. Considering the importance of these banks
in the development of the rural areas of the country and also for financial inclusion, government
has provided ` (Rs) 900 crores for the recapitalization of these banks. Technological upgrading
and bringing these banks into Core Banking Solutions platform is also being worked on by RBI
and the Government of India.
Provisioning Coverage: RBI has mandated that banks should augment their provisioning
cushions consisting of specific provisions against NPAs as well as floating provisions, and ensure
that their total Provisioning Coverage Ratio (PCR) including floating provision is not less than 70
percent. Banks were required to adhere to these norms by end September 2010.
By September, 2011, banks have been asked to make provisions for system generated
NPAs. Earlier the deadline was kept at 31st March, 2011. Since banks need some time to adjust
their models and technology platforms, deadline was extended.
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In April 2011, banks were advised to segregate the surplus of provisions under the PCR
vis-a-vis as required as per prudential norms as of September 30, 2010, into an account styled as
“counter-cyclical buffer”. While the “counter-cyclical buffer” so created would be available to
banks for making specific provisions during economic downturns, there is a need for banks to
make higher specific provisions also as part of the prudential provisioning framework.
Regulatory framework: Even before the crisis, RBI has been in charge of financial
stability, interest rate, inflation, supervision and regulation of all banks, public debt management
etc. Insurance Regulatory and Development Authority (IRDA) is in charge of the insurance sector,
Securities and Exchange Board of India (SEBI) is in charge of capital markets, Forward Market
Commission (FMC) is in charge of the commodities market and Pension Fund Regulatory and
Development Authority of India is in charge of Pension Funds. Since credit has not affected India
much, the existing regulatory set-up and mechanisms are not going to change. To settle any dispute
between the regulators, the Financial Stability and Development Council (FSDC) is set up with
Finance Minister of India as its head. The government has assured the financial sector regulators,
especially the Reserve Bank of India, that the FSDC, which will meet only twice a year, will not
infringe upon their autonomy.
Financial Inclusion: To extend the benefits of banking services to the ‘Aam
Aadmi’(Common Public), it has been decided to provide appropriate banking facilities to
habitations having population in excess of 2000 by March, 2012. To enable the creation of new
financial products and use modern technology to enable the poor to keep their savings in interest
earning accounts, the Campaign for Financial Inclusion named “Swabhimaan” was launched by
Indian Banks’ Association at the behest of Government of India along with Department of
Financial Supervision, Government of India. Banks have already laid down a roadmap to achieve
the target set by the government. Available data indicate that the target will be met as per schedule.
Going forward, we intend to cover all the villages in the country. A roadmap to that effect is being
drawn out in consultation with the stake holders.
Presence of Foreign Bank in India: A discussion paper on the presence of foreign banks
in India was placed on the Reserve Bank’s website in January 2011 soliciting views/comments
from all stakeholders, including banks, non-banking financial institutions, and the public at large.
Based on the feed back received, RBI is in process of finalizing the comprehensive guidelines on
the mode of presence of foreign banks in India.
Licensing of New Banks in the Private Sector: Draft guidelines on the entry of new
banks are being finalized to instill further competition in the Indian banking sector and also to
encourage financial inclusion.
Convergence of Indian Accounting Standards with International Financial
Reporting Standards: Indian Banks have to adopt IFRS by 1st April, 2013. Banks are being
sensitized on the issue. Banks are getting themselves prepared to adapt to the new standards.
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Capital Markets
The year 2010 saw the Indian capital markets put the worst behind and move towards
stronger growth, with a net gain of 18% based on global recovery and FIIs pumping money in to
the market on account of solid domestic growth coupled with a resurging corporate sector.
Important regulatory developments were as follows:
Securities Contracts (Regulation) (Amendment) Rules, 2010 has been amended.
Equity Finance for Small and Medium Enterprises. Applications have been received by
SEBI for setting up SME Platforms.
SEBI has constituted a committee to review the ownership and governance of market
infrastructure institutions like stock exchanges, depositories and clearing corporations, the
report of which is under examination.
ECB Policy Modified: As per the extant norms, Infrastructure Finance Companies (IFCs)
i.e. Non Banking Financial Companies (NBFCs) categorized as IFCs by the Reserve Bank
were permitted to avail of ECBs for on-lending to the infrastructure sector, as defined in
the extant ECB policy, under the approval route. The High Level Committee on Capital
Markets decided to raise the annual limit for external commercial borrowings to $30 billion
from $20 billion, a move that would help investors across sectors to reduce cost of funds
but would require the central bank to raise the level of caution on the country’s external
debt situation.
Increased the limit of FII investment both in Government securities and corporate bonds by
US $5 billion each raising the cap to US $10 billion and US $ 20 billion respectively
Insurance Sector
The insurance sector was opened for the private sector with the enactment of IRDA Act
1999. The Authority has issued regulations on protection of the interests of policyholders;
obligations towards the rural and social sectors; micro insurance and licensing of agents, corporate
agents, brokers and third party administrators. This is in addition to the regulatory framework
provided for registration of insurance companies, maintenance of solvency margin, investments
and financial reporting requirements.
The Securities and Insurance Laws (Amendment and Validation) Bill was passed in
August 2010, enabling the Government to constitute an apex Financial Stability and Development
Council (FSDC) headed by the Finance Minister for the purpose of institutionalizing the
mechanism for maintaining financial stability and resolving inter-regulatory disputes. A subcommittee of the Council with the mandate to look after financial stability and inter-regulatory
coordination would be headed by the Reserve Bank Governor. The subcommittee would be the
first stop for resolving any disagreement among regulators.
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Amendment to Insurance Legislation: The Insurance Laws (Amendment) Bill, 2008
introduced in the Parliament proposes to amend the Insurance Act, 1938, the Insurance Regulatory
and Development Authority Act, 1999 and the General Insurance Business (Nationalization) Act,
1972. The amendments to the Insurance Act and the IRDA Act focus on the current regulatory
requirements. The proposed changes provide for more flexibility in operations and are aimed at
deletion of certain sections which are no longer relevant in the present context. The amendments
also provide for enhancement of enforcement powers and levy of stringent penalties. This Bills is
under exanimation by the Departmental Standing Committee.

IRELAND
Ireland, like many other countries, has taken a range of measures during the period to
respond to the challenges presented by the global financial crisis, coupled with an imbalance in the
economy.
Notwithstanding the prevailing economic environment, financial services continue to play
a significant role in the Irish economy. The financial crisis has mainly affected the domestic
banking sector within Ireland, with the operations of the International Financial Services Industry
remaining stable.
Ireland is now working on achieving key objectives for the banking system including:
To provide a secure financial system for deposits and ensure the flow of credit to Irish
consumers and businesses;
To ensure the Irish banks are viable financial institutions which can fund themselves
without continued support from the State or the ECB/Central Bank; and
To return the banks to profitability and to broad-based market funding with a view to
eventually repaying the State’s shareholding in these institutions.
Significant Developments
EU – IMF Programme of Financial Support to Ireland
The joint EU – IMF Programme for Ireland, which was announced in November 2010,
involved a provision of financial support to Ireland by EU Member States through the EFSF and
the EFSM, bilateral loans and the IMF’s Extended Fund Facility, on the basis of specified
conditions. The Programme of support has been agreed with the EU Commission and the IMF, in
liaison with the European Central Bank. The Programme builds on the work already carried out by
Ireland to aid the recovery of the banking system.
The Programme has two parts – the first part deals with bank restructuring and
reorganisation and the second part deals with fiscal policy and structural reform.
The capital and liquidity assessments carried out by the Central Bank, together with the
deleveraging plans being developed by the banks themselves, are critical steps in restoring market
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confidence in the Irish banking sector. This is expected in due course to facilitate the return of the
banks to broad-based market funding.
Following the first and second quarterly review of the Programme in April 2011, the
Programme has met its targets and is off to a strong start.
Prudential Requirements
The Prudential Capital Assessment Review (PCAR) and the Prudential Liquidity
Assessment Review (PLAR) were carried out on four Irish financial institutions: Allied Irish Bank,
Bank of Ireland, EBS Building Society and Irish Life & Permanent. The PCAR was carried out to
ensure the Irish banks were adequately capitalised while the PLAR guarantees sufficient liquidity
standards.
The results of the PCAR and PLAR and restructuring and deleveraging plans were
published as part of the Financial Measures Programme in 2011 which represents the banking
element of this EC-ECB-IMF agreement package.
The Central Bank PCAR has established a capital base for Irish banks that will be one of
the most stringent in the world. Capital targets are set to ensure that banks maintain a minimum
capital ratio of 10.5% at all times in the base case scenario and do not fall below a minimum capital
ratio of 6% even in an extreme stress scenario.
In addition to further recapitalisation, the measures include the disposal of non-core assets
and achieving target Loan-to-Deposit, Net Stable Funding and Liquidity Coverage ratios. One of
the assumptions of the Financial Measures Programme is that the domestic mortgage lenders will
have zero balance sheet growth over the stress testing time horizon which is likely to impact on the
institutions’ lending levels.
Restructuring
Under the EU-IMF programme the domestic banks will be substantially reorganised to
ensure that they will provide the economy with the services and credit it needs.
The restructuring plan outlined two domestic universal full-service banks to be formed as the core
pillars to the Irish banking system: Bank of Ireland and a combination of AIB and EBS.
Foreign banks will act as a further ‘pillar’, continuing also to service the banking needs of the Irish
economy.
IL&P will be radically restructured by selling its life insurance subsidiary and deleveraging
its banking activities under a core / non-core structure with a continuous assessment of sales
opportunities in the market over time.
Under a transfer order by the Department of Finance, in conjunction with the Central Bank
of Ireland, the assets and liabilities of Irish Nationwide Building Society (‘INBS’) have been
transferred to Anglo Irish Bank Corporation Limited (‘Anglo Irish Bank’ or ‘the Bank’). The
merged Anglo and INBS entity will be wound-down over a reasonable period of time.
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Deleveraging
All of the banks will follow a structured program of deleveraging and re-focusing of their
operations.
They will split into virtual Core and Non-Core operations with separate governance
structures.
The underlying Core operations will transition towards stable and profitable businesses
which are likely to be sufficiently deleveraged so as to reduce reliance on Central Bank
funding.
Core businesses will be focused on serving the needs of retail, commercial and corporate
customers residing in Ireland or, in the case of overseas entities, who have significant trade
or investment links with Ireland.
The banks will be recapitalised to account for the expected capital impact of disposals as
well as credit losses on legacy assets in the Core business.
Eligible Liabilities Guarantee Scheme
The Eligible Liabilities Guarantee Scheme has been extended until 31st December 2011,
for all liabilities under the Scheme. The extension of the ELG scheme means that bonds and
deposits issued or rolled over before 31 December will be guaranteed under the Scheme up to
maturity, subject to a maximum of 5 years.
Special Resolution Regime
The government published the Second Stage of the Central Bank and Credit Institutions
(Resolution) Bill 2011 in May. It expires in December 2012.This Bill aims to provide for the
resolution of financial instability in certain credit institutions at the least cost to the State. The Bill
is the first step to introducing a Special Resolution Regime (SRR) to set up a comprehensive
framework to facilitate the orderly management and resolution of distressed credit institutions and
to provide the framework for the introduction of a bank levy.
A fund, to be known as the Credit Institutions Resolution Fund, will be established and its
purpose is to provide a source of funding for the resolution of financial instability in, or an
imminent serious threat to the financial stability of, an authorised credit institution.
Mortgage Market
New mortgage lending continued at a subdued level in Q1 2011, reflecting dampened
demand and seasonal factors. Lending supply also continued to decline due to funding issues with
ongoing uncertainty in funding markets influenced by the events regarding sovereign debt in the
smaller Euro Area economies.
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Continued uncertainty regarding income and employment prospects is weighing down on
mortgage demand. A further decline in household disposable income is expected over the next
year with new household taxes to be introduced such as water charges and a standing household
tax as a precursor to a property tax. In Q1, the principal domestic mortgage lenders were also
undergoing rigorous stress tests as commissioned by the Central Bank of Ireland, the results of
which were published in March in the Financial Measures Programme.
The tightening of the rental market and the continued improvement in house purchase
affordability may encourage prospective homebuyers, who have delayed purchase due to the
continued decline in house prices, to enter the market.
There are some signs of more positive prospects for the housing market. The House Price
Index for the month of May showed a marginal monthly increase in prices for houses in Dublin,
although nationally the trend of decline continued. Also, the National Management Asset Agency
(NAMA), which is the asset recovery vehicle for property development loanbooks of domestic
lenders, signalled it would look to create a mortgage product which would seek to protect
purchasers from negative equity. NAMA articulated that more details would be released on this
initiative in the autumn.
Supervision
The Central Bank (Supervision and Enforcement) Bill 2001 will enhance the powers of the
Central Bank to impose and supervise compliance with regulatory requirements.
The bill develops the Central Bank’s regulatory powers, drawing on the lessons of the recent past
in Ireland and abroad. It also strengthens the ability of the Central Bank to impose and supervise
compliance with regulatory requirements and to undertake timely prudential interventions. This
serves to provide the Central Bank with greater access to information and analysis and will
underpin the credible enforcement of Irish financial services legislation in line with international
best practice.

ISRAEL
In 2010, the Israeli economy enjoyed a continuation of the upward trend in economic
activity. This trend continued also in the first half of 2011. GDP increased in 2010 by 4.6 percent,
while the rate of growth forecast for 2011 is 5.2 percent. The unemployment rate fell in 2010 to 6.6
percent, wages rose at a moderate rate and private consumption rose by 5 percent. In the 12 months
from April 2010 to April 2011, the CPI rose by 3.9 percent, above the inflation target. This was due
to an increase in prices worldwide and a rise in housing prices in Israel.
During the period under review, the Bank of Israel made successive increases in interest
rates and announced that it intended to continue raising them in the future. The widening interest
rate differential between Israel and the major developed countries added to capital imports into
Israel and to the revaluation of the exchange rate of the shekel against other currencies. The Bank
of Israel purchased foreign currency throughout the period and took several additional steps to
reduce the rate of revaluation of the local currency.
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Recently, a large gas reserve was discovered in the economic waters of the State of Israel
that can provide Israel's gas needs for about 30 years. The Leviathan reserve could also allow for
the export of gas. These discoveries will have a significant economic impact in the coming years.
Banking
In July 2010, the Bank of Israel decided to require banks to maintain a new ratio: "capital to
total assets." As of 2012, banks will have to maintain a minimum threshold of this ratio. This
parameter reflects the bank's stability, supplements the capital adequacy ratio, and gives a more
complete picture from the aspect of stability. This requirement is in accordance with the
recommendations of the Basel Committee.
In July 2010, the Basel Committee (BCBS) decided on several reliefs compared with the
original requirements set out in December 2009, mainly the postponement of the date of
implementation of the recommendations. In September 2010, the committee issued strict
regulations regarding the Tier 1 capital requirements of banks. The Supervisor of Banks in Israel
announced that he would await the final recommendations of the Basel Committee before giving
notice of their adoption and the schedule for their implementation.
In August 2010, a directive was issued by the U.S. authorities that, as of 2013, all financial
institutions worldwide are to report on activities they perform for U.S. citizens. Although banks do
not have to comply with this provision, the Americans have announced that any bank not signing
this directive will be subject to withholding taxes, eliminating the tax benefits that have been in
effect until now. Israeli banks also manage funds of foreign residents and are therefore likely to be
affected by this provision.
In August 2010, a program was launched to encourage the establishment of financial R &
D centers in Israel by international companies. According to the plan, the Chief Scientist will
provide leading foreign banking corporations a grant of NIS 100 million for five years.
Corporations will benefit from an exemption from royalties and no penalties will be imposed on
them for exporting the knowhow developed by them out of the country.
In October 2010, the Prime Minister ordered the establishment of an inter-ministerial
committee to examine concentrations and to increase competitiveness in the economy. This order
comes after a special request by the Finance Committee in July of that year. The committee will be
headed by the Director-General of the Prime Minister’s Office and the Director-General of the
Finance Ministry, and will include representatives from the Bank of Israel and other supervisory
authorities. The committees’ recommendations will be on improvements in safeguarding financial
assets held by the public, protection of funds of investors in public companies, improving and
maintaining the stability of the financial system, and finding ways to improve competition and
tighten restrictions on the larger business groups in the economy when purchasing government
assets. The committee’s recommendations could have repercussions on the banking sector in Israel.
At the same time as establishing the committee, a bill was submitted on concentrations.
In November 2010, Israel was ranked 27th in terms of financial development, out of 57
leading markets worldwide. The ranking was decided by the World Economic Forum for 2010.
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In December 2010, the Ministerial Committee for Legislation approved a bill to increase
competition in the credit card sector. The proposal will facilitate the entry of new competitors in
the clearing market by allowing them to make use of the existing infrastructure. The bill should
increase competition also in the area of factoring credit card vouchers. Israel's major credit card
companies are owned by the large banks.
In January 2011, the Knesset passed a law streamlining enforcement procedures in the
Israel Securities Authority. According to the law, an administrative enforcement committee will
be appointed whose function will be to discuss and decide on violations of the law. The committee
will have power to impose various sanctions on violators of laws and regulations. In addition, the
law imposes personal liability on the CEO for any violation by the corporation of which he is the
head. This law is also applicable to banking corporations, and they have made appropriate
preparations, including new procedures and various means of control.
As part of efforts to reduce the revaluation of the shekel against other currencies, the Bank
of Israel, at the end of January 2011, imposed a reserve requirement of 10 percent on banking
corporations in respect of transactions by foreign residents in foreign currency derivatives. In
addition, banks were obliged to report transactions by foreign residents in Treasury Bills and other
short-term bonds. The purpose of these measures was to erode the profitability of short-term
savings by foreign investors in Israel, and reduce the volatility of short-term capital flows to Israel.
As of January 2011, a new directive of the Bank of Israel came into force on "The
Measurement and Disclosure of Impaired Debts, Credit Risk, and Allowance for Credit Losses."
This directive is intended to adapt reporting rules in Israel to those used in U.S. banks and are
based on generally accepted accounting standards and the directives of the U.S. Securities and
Exchange Commission. This directive has five main components: 1. Change in the definition of
problem debt - three levels of severity have been determined. 2. Change in the allowance for credit
losses - a distinction between an individual (specific) allowance and a group allowance. 3.
Accounting write-offs of debts – all insolvent debts are to be written off. 4. Interest income interest income not yet collected is not to be recorded in the books. 5. Disclosure – reporting to the
public on credit quality and the allowance for credit losses will be expanded.
The Capital Markets
In July 2010, the Constitution, Law, and Judicial Committee of the Knesset approved a bill
to establish the first economic court in Israel. This court will deal with corporate and securities law.
Under the bill, it will be a department of the Tel Aviv District Court, and will be composed of three
judges. Indictments including securities violations and civil cases in corporate and securities law,
including class actions, will be heard by the economic court. The establishment of the economic
court is necessary for streamlining criminal enforcement. The economic court is also expected to
formulate an efficient, professional, and consistent judicial system in the economic field. This will
contribute to establishing legal protection for investors in the capital market.
In August 2010, recommendations were published by a committee appointed for regulating
custody services in Israel. The committee’s position was that the proposed regulation will increase
public confidence in the Israeli capital market and improve the attractiveness of the market to
foreign investors. The main recommendations of the committee are: 1. Ensuring reliable and
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accurate documentation and recording in the asset custody chain, to facilitate the constant
monitoring of the existence of assets and the recording of their rights of ownership; 2. The
custodian will not only take care of the ownership of assets but also to give notice and protect
rights arising from ownership (distribution of dividends, rights and interest); 3. Given that in many
cases, clients do not communicate directly with the custodian, but do so through an intermediary,
the committee recommended binding standards for intermediaries relating to the selection and
ongoing supervision of the custodian; 4. The Committee recommended the appointment of an
external auditor to examine compliance with proposed regulatory requirements.
In August 2010, a government plan was published to get institutional investors to invest in
hi-tech venture capital funds. Under this plan, venture capital funds will be required to invest 90
percent of their funds in Israeli companies in order to benefit from funds of institutional investors.
The Government, in turn, grants a guarantee covering losses of up to 20 percent of the investment
by institutional investors in venture capital funds. The Ministries of Finance and Industry, Trade
and Employment have promised to allocate a sum of NIS 200 million for the program.
Implementation of the program was set for two months from the date of publication.
In August 2010, the Israel Securities Authority published a bill concerning investment
intermediaries. This law is to replace the Advisory Law passed in 1995, and to regulate the activity
of other intermediaries. The aim of the law is to amend and modify some of the existing
arrangements regarding investment consultants, investment marketers, and portfolio managers,
and expand them to other intermediaries. The bill lays down a legal foundation for the
establishment of an oversight board to include representatives of the consultants themselves. The
board will be supervised by the Israel Securities Authority and will be financed from fees paid by
its members.
At the end of November 2010, the Commissioner of Capital Markets, Insurance and
Savings at the Ministry of Finance published the regulatory measures planned in 2011 for pension
savings. The aims of the program are: increasing competition by reducing the differences between
savings products (provident funds, pension funds, and executive insurance policies) so that it will
be possible to make comparisons between them; and increasing the transparency of financial
institutions to savers. Among other things, the program changes the maximum for management
fees and distribution commissions on pension products.
In December 2010, a joint statement was published by the Supervisor of Banks, the Capital
Markets Division in the Ministry of Finance, and the Israel Securities Authority, on the list of
criteria that determines the degree of competence and reliability (Fit and Proper) of those applying
to operate in regulated and supervised areas. Because of the structure of the capital market, a list of
12 criteria was formulated by these supervisory bodies in coordination with the Attorney General,
relating to the performance of tests on the reliability of holders of means of control and senior
office holders in supervised entities. The list includes items such as: a conviction of an offense, an
indictment, a criminal investigation, multiple justified complaints, and more. The list is not
definitive and other considerations may be taken into account when performing tests of reliability,
such as the severity of the event, the time elapsed, and others.
In February 2011, the Israel Securities Authority approved new regulations under which
banks will be required to make regular reports on investment counseling activities. Reporting is to
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be made on a monthly basis and will be on the total of all monthly activities of all the counselors at
the bank in a specific asset. However, as the need arises, the bank will submit a detailed report
enabling the Authority to identify precisely the branch, the consultant, and the asset, and thus
identifying local and general diversions of trading, if there are such.
At the end of March 2011, a cooperation agreement was signed between the securities
authorities in Israel and China, opening up capital markets to institutional investors from both
countries. The agreement is similar in essence to the multi-lateral agreement signed by the Israel
Securities Authority under the IOSCO organization and to previous cooperation agreements. The
agreement allows for the opening of Israel's capital markets to investments by Chinese institutional
investors, together with the opening of the Chinese capital market to Israeli institutional investors.
Stock Market
In March 2011, a new supervision model was started for index linked notes (ILN) listed on
the Tel Aviv Stock Exchange. The new supervision model is part of the reform of the financial
instruments market led by the Israel Securities Authority. The new model provides a conservative
and binding framework for the activity of ILN managers, but at the same time does not impair the
competitiveness of ILN’s when compared with other instruments. The new supervision model
requires the allocation of equity by the fund manager and certificate issuer, in relation to the risk
when measuring and assessing market risk using the VaR (Value at Risk) model. In addition to
equity allocation, a number of other principles were decided, aimed at encouraging conservative
investment by ILN managers.
In a ceremony attended by the Presidents of Israel and Cyprus in March 2011, a
cooperation agreement was signed between the Cypriot Stock Exchange and the Tel Aviv Stock
Exchange. Representatives of the Exchanges will exchange information and monitor changes in
regulation. This is the sixth agreement signed by the Tel Aviv Stock Exchange. Similar
agreements have been signed with the NASDAQ, NYSE, and Euronext stock exchanges, as well
as with stock exchanges in London, Shanghai, and Canada.

ITALY
Significant Market Developments
The Italian banking system increased its activity in the last 12 months: the increase in the
quality and quantity of the services on offer to clients went hand in hand with the increase in loans
and the types of conditions available to the same.
At the end of 2010, the Italian banking system accounted for 11.8% of the total banking
assets of the 17 nations sharing the euro, only lagging behind Germany and France. In December
2010, bank loans, as a percentage of Italy’s gross domestic product, rose to about 125% from
96.4% in 2006. With respect to the largest European countries, Italian bank loans in December
2010 totalled about 62% of total assets (Spain’s 61.4%, France’s 30.3% and Germany’s 31.7%).
When compared to European data, more Italian loans are granted to firms than to households, both
as a proportion of the total figure and on average: at the end of July 2011, loans to Italian firms
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accounted for 60% of total credit, compared with an average of 47.4% in the euro zone. Loans to
households totalled 40%, compared with an average of over 50% in the euro zone. In particular,
according to the latest data, banks have also increased loans to the private sector (+5.4% as at July
2011), resulting especially from the annual change of lending to non-financial corporations:
+5.2%, lending for home purchases: +5.2% and consumer credit: about +1 %.
At the end of 2010, Italian banks numbered 760, with a decrease of 28 banks with respect to
the same month in 2009. At the same time, the number of branches has decreased over the past
year from 34,036 to 33,640 while the number of POS increased from 1,341,527 to 1,467,582). In
the same period, the number of ATMs decreased (from 48,186 to 44,879).
Regulation and Supervision of Banks
Anti-Money Laundering
The period July 2010-June 2011 saw the continued implementation of the regulatory
framework on preventing the use of intermediaries and other financial entities for money
laundering and terrorist financing. In short, the AML discipline.
The general objective of the new provisions is to protect the integrity of the banking and
financial system and, indirectly, protect its stability. According to the international approach
adopted, the regulations aim to protect the system against even unknowingly being exploited by
criminal activities, calling upon those addressed to “actively cooperate", i.e. report transactions in
which the source of the funds transferred is suspect.
So to implement Decree no. 231/2007 – this too revised and integrated in several parts by
later legislation, in particular by Legislative Decree no. 151 of 25 September 2009 – important
provisions of AML discipline were implemented in the above mentioned period, namely:
Anomaly indicators for detecting suspicious transactions, issued by the Bank of Italy on 28
August 2010;
Provisions on organisation, procedures and internal controls, issued by the Bank of Italy on
10 March 2011 and due to enter into force on 1 September 2011;
Transaction reporting instructions for financial and credit intermediaries issued by the
Italian Financial Intelligence Unit (FIU) on 4 May 2011.
Consumer Credit Directive
Following transposition of the Consumer Credit Directive (CCD) through primary
legislation – Italian Law 88/2009 and Legislative Decree 141/2010 – on 16 February 2011
secondary legislation was published regarding the transparency of terms and conditions for
consumer credit agreements.
Usury
Italian Law Decree 70/2011 (converted to Law 106/2011) introduced a new method for
calculating usury ceilings. Usury is a criminal offence in Italy, where a detailed system of usury
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ceilings is adopted, based on certain percentages applied to the average market rate calculations
(APR or ‘TEGM’) for different types of credit and amounts. The types of credit are decided every
year by the Ministry of the Economy whilst the Bank of Italy collects data from all authorised
lenders. The rate ceilings are adjusted every three months by the Ministry of Economy and Finance,
which approves the rates by a decree published in the Italian Official Journal (Gazzetta Ufficiale).
The previous method for the usury ceiling calculation was based on average market rates (TEGM)
plus 50%. The new regulation (Law Decree 70/2011) reduces this to 25% above the average
market rate (TEGM), plus a margin of a further 4 percentage points. The gap between the ceiling
and the average market rate cannot be more than 8 percentage points.
E-Justice
Electronic legal proceedings are an important step ahead in modernising the legal system:
greater efficiency, shorter duration, lower operating costs, organisational simplification of legal
proceedings, transparency and access to legal services, all reflect positively on the social and
economic development of the entire country.
Several regulatory measures pointed to e-Justice as a key means of accelerating
proceedings to guarantee a more efficient legal system.
In the period in question, of note is the Ministry of Justice Decree no. 44 of 21 February
2011, containing new technical rules for applying ITC technology not only in civil proceedings but
also in criminal cases. By this decree the Ministry of Justice adopted the regulation on new
measures for the use of IT and screen-based tools in civil and criminal proceedings. The new
infrastructure outlined in the decree will allow legal validity for proceedings papers transmitted in
electronic format via the certified e-mail system, in compliance with the Italian Digital
Administration Code).
Among the key points of the regulations: a) electronic transmission of IT documents in
civil and criminal proceedings (art. 13); b) electronic communications and notices (art. 16 and art.
17); c) online consultation of information on court-related matters (articles 22-29); d) online
payments (art. 30).
Digital Administration Code
Legislative Decree no. 235 of 30 December reviewed the provisions of Legislative Decree
no. 82/2005 on the Italian Digital Administration Code (CAD). This regulation is particularly
important to the system, with a direct impact on bank and financial intermediary operations. The
most important profiles are the following:
relations between the private sector and PA, in terms of payments and communications;
certified e-mail services;
types of digital signature; and
methods for storing IT documents and process accreditation.
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On the first of these points, the Code aims to complete the reference framework of the rules
for online payments to PAs (art. 5 and art. 38), whilst in relation to enterprise-PA communications
it discusses the use of digital methods (art. 5-bis and art. 65).
Regarding the use of certified e-mail, art. 48 of the Code states that the electronic
transmission of communications requiring a send receipt and a delivery advice shall be by certified
e-mail (pursuant to Presidential Decree no. 68/2005) or other technology-based means.
The CAD introduces new types of digital signature, adding the “advanced electronic
signature” and “qualified electronic signature” to the current “electronic signature” and “digital
signature”. The two new forms of signature are given a different legal validity, as deduced from
the combined provisions of art. 20 and art. 21 of the Code. Documents signed with the advanced or
qualified electronic signature, along with the digital signature, are valid according to art. 2702 of
the Italian Civil Code (the written form ad probationem) and therefore equivalent to private
written statements, offering full proof until confirmed otherwise of the source of the statements
made by the signatory. A further element distinguishing between these signatures is the option of a
number of them to satisfy the requirement of written form ad substantiam where envisaged by law,
on penalty of invalidity pursuant to art. 1350 of the Italian Civil Code. The signing of such
agreements can only be by means of a signature with a higher level of security, i.e. a qualified
electronic signature or digital signature.
On this last point the provisions of the Code specific to electronic storage of IT documents
were also subject to full review. A ruling of a strictly general nature is given in art. 20, paragraph
5-bis, according to which the storage and exhibition of documents under current law are satisfied
to all effects and purposes by IT documents, if the procedures adopted comply with the technical
rules imposed by art. 71. In addition, art. 22 envisages that IT copies of original documents in
similar formats, that comply with the technical rules of the Code and enactment decrees, legally
replace the originals and are suitable for satisfying the storage requirements in accordance with
law.
With regard to the document storage procedure and the parties involved, the role of
document storage manager is recommended (art. 44), acting in liaison with the personal data
processing manager and, where envisaged, with the manager responsible for the safekeeping of IT
protocol. If considered appropriate, as part of the storage system management the manager can
make use of independent public or private entities “that offer suitable organisational and
technological guarantees” (art. 44).
Transparency
Legislative Decree no. 141 of 13 August 2010 (to transpose Directive 2008/48/EC on
consumer credit agreements) and Law Decree no. 70 of 13 May 2011 (the "Development Decree"
converted to Law 106/2011) represent the most recent Italian regulatory action to complete the
reform of transparency regulations found in Title VI of the Consolidated Banking Act (Legislative
Decree 385/1993).
Specifically, Legislative Decree no. 141 of 13 August 2010 imposed two levels of action:
the first amends the provisions of Title VI of the Consolidated Banking Act by providing
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interpretative clarification or accentuation of customer protection; the second, also with a view to
overall coordination of the provisions, aligns Title VI with the legal measures adopted in recent
years on banking transactions and services. The changes to Title VI of the Consolidated Banking
Act concern banking and financial transactions and services (Chapter I), consumer credit (Chapter
II), payment services (Chapter II-bis) and general rules and controls (Chapter III).
Following these regulatory changes, the Bank of Italy arranged integration of secondary
regulations on “Transparency in banking and financial transactions and services. Fairness in
relations between intermediaries and customers” (issued on 29 July 2009), also with a view to
providing interpretations and indications to clarify and coordinate application of consumer credit
rules with the general regulations on transparency of transactions and services covered by other
sections of the instructions.
The reform of DTA legislation
Among the provisions of Decree 225/2010, converted to Law 10/2011, article 2(55) states
that within certain limits DTAs can be transformed into tax credits if an operating loss is recorded.
As the law stands at the moment, banks cannot ask claim reimbursement or apply interest;
however they can be transferred or offset without limits against corporate income tax payments.
Any transfer has to be intercompany only.
With Basel III due to enter into force, the new regulation aims to avoid banks having to
deduct loan loss-related DTAs accumulated in past years, which they have been unable to deduct
from taxes, from the Common Equity Tier 1 capital.
It is worth pointing out that Italian banks can only deduct 0.3% of loan loss provisions. The
other 0.7% is deductible over 18 years and therefore recognised as DTAs. The Italian Tax
Administration is now considering how to implement the new law in practice.
New procedure for the endorsement of IFRS used in separate financial statements
Legislative Decree 38/2005 stated that the separate financial statements of Italian listed
companies have to be prepared according to IFRS as endorsed by the EU. On 26 February 2011,
Legislative Decree no. 225/2010 (converted to Law 10/2011) introduced amendments to article 4,
Legislative Decree 38/2005, stating that new IFRS issued by the IASB and adopted by the EU after
1 January 2011 need to be endorsed by the Italian Ministry of Justice before they can be applied in
separate financial statements of Italian listed companies.
The endorsement process conducted in cooperation with the Italian standards board is
designed to verify the compatibility of each newly-published IFRS with Italian accounting
principles. This new process only applies to IFRS used in separate financial statements, not
consolidated financial statements.
Transposition of the CRD 2
The European Commission conducted the CRD reform through Directives 2009/27,
2009/83 and 2009/111 (the “CRD2 package”). The new measures apply to the definition of
93

Institute of International Bankers

Global Survey 2011

regulatory capital, corporate governance and liquidity risk management, securitisations and
cooperation between supervisory authorities.
Transposition of the CRD2 package into Italian law was completed through an update to
Circular no. 263 “New regulations for the prudential supervision of banks”. Among the new
measures on regulatory capital definition, capital quality was enhanced by specifying the
characteristics (permanence, payment flexibility and loss-absorption capacity) that hybrid
instruments must have in order to qualify as Tier 1 capital. The eligibility limits for these
instruments become progressively less stringent as their capital quality increases.
In addition, Italian regulations were also affected by changes to the “prudential filters”, i.e.
adjustments made to accounting net worth for regulatory purposes to safeguard the quality of
regulatory capital and mitigate potential volatility caused by the application of international
accounting standards.

JAPAN
Regulatory Developments
FSA Releases the Action Plan for the New Growth Strategy
On December 24, 2010, the Financial Services Agency (FSA) released the “Action Plan for
the New Growth Strategy.”
The Action Plan compiles the future measures the FSA will take to develop an environment in
which the financial sector fully exercises its two roles of supporting the real economy and leading
the economy under the Japanese Government’s “New Growth Strategy” (cabinet decision made in
June 2010), where the Financial Strategy is positioned as one of the seven strategic areas. The
measures are indicated in the form of 3 pillars: (1) supply of funds to the companies commensurate
with borrowers’ size and stage of development (2) financial sector serving as a bridge between
Asian and Japanese economies and (3) provision of asset management capabilities to utilize
Japanese national assets safely and effectively. The Action Plan also presents a timetable for
activities to be undertaken until FY 2013.
Particular items for discussion in the Action Plan are as follows:
Promoting Policy Coordination regarding Financial and Capital Markets in Asia.
Development of a System to Expand the Scope of English Language Disclosure by
Foreign Companies, etc.
Development of Debt Capital Markets for Professional Investors.
Expansion of the Scope of the Act on Specified Commitment Line Contract.
Lifting the Ban on Finance Leases and Related Transactions by Banks, Insurance
Companies, etc.
Development of the Disclosure Rules for Smooth Implementation of “Rights Offering”.
Lifting the Ban on Subordinated Loans, etc. by Subsidiaries of Banks and Insurance
Companies which Mainly Invest in Venture Companies, etc.
More Flexible Rules for Asset Securitization Schemes.
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Clarification of Tasks and Consideration of Review of Investment Trust and Investment
Corporation System.
Enactment of Japan Bank for International Cooperation Act
On April 28, 2011, the Japan Bank for International Cooperation Act was enacted
(promulgation and enforcement is on May 2. The Japan Bank for International Cooperation (JBIC),
which has been the international wing of the Japanese Finance Cooperation (JFC) (wholly owned
by the government) since October 1, 2008 will be separated from JFC on April 1, 2012 and
become a new independent policy-based financial institution (“the New JBIC”).
The goal of the act is to support activities of private companies engaging in
infrastructure-related areas for which there is great demand from Asian countries in particular. It is
meant to strengthen the finance function of the government agency in order to develop its overseas
package-type infrastructure operations.
With the enactment of the abovementioned Act, the operations of the New JBIC will expand,
which include the following: (1) export finance for industrial countries, (2) overseas investment
loans to provide short-term bridge loans, (3) investment loans to provide funds, etc. to Japanese
companies (including large enterprises) for the sake of the acquisition of foreign companies, (4)
two-step loans to support the proactive overseas business development of Japanese companies,
including small and medium-sized enterprises, and (5) guarantees for currency swaps, etc.
Market Developments
The First Application of Payoff in Japan
On September 10, 2010, the Incubator Bank of Japan, Ltd. (Head Office: Tokyo) filed for
commencement of civil rehabilitation proceedings to the Tokyo District Court and went bankrupt
(commencement ordered on September 13). The first “payoff” (deposit insurance cap) ever was
applied to the accounts of the aforementioned bank under the deposit insurance system. This is a
system aimed to protect up to a maximum of ¥10 million in principal plus related interest per
depositor.
With the request of the Incubator Bank of Japan, the FSA appointed the Deposit Insurance
Corporation of Japan (DICJ) as the bankruptcy administrator of the said bank on the day of
bankruptcy under the Deposit Insurance Act. With the appointment, the DICJ purchased the
deposits and other claims (payment of the estimate amount) of the Incubator Bank of Japan for
requests received from depositors between December 13, 2010 and March 31, 2011. Furthermore,
on April 25, 2011, the businesses of the said Bank was temporally transferred to the newly
established Second Bridge Bank of Japan, Ltd. in order for the bridge bank to succeed the assets
and liabilities such as deposits that are to be protected by the deposit insurance.
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Launch of Japanese Banks’ Payment Clearing Network (Zengin-Net)
Japanese Banks’ Payment Clearing Network (Zengin-Net) obtained a license from the Prime
Minister on September 17, 2010 for the funds clearing business. Payment clearing operations have
begun from October 1, 2010.
Zengin-Net is a general incorporated association established as a separated entity on April 1,
2010 by the Japanese Bankers Association, and is the first payment clearing institution established
in Japan pursuant to the Payment Services Act (enacted in June 2009). It has succeeded the
payment clearing operations that the JBA had conducted.
Incorporation of Sumitomo Mitsui Trust Holdings, Inc.
On April 1, 2011, Chuo Mitsui Trust Holdings, Inc. and the Sumitomo Trust and Banking
Company, Limited exchanged shares and newly established the holding company, “Sumitomo
Mitsui Trust Holdings, Inc.,” for which the balance in asset management and administration are
the largest in Japan (as of the end of March 2011).
The following 3 trust banks under the umbrella of the Sumitomo Mitsui Trust Holdings, Inc.
will merge into Sumitomo Mitsui Trust Bank, Limited on April 1, 2013: the Chuo Mitsui
Trust and Banking Company, Limited, Chuo Mitsui Asset Trust and Banking Company, Limited
and the Sumitomo Trust and Banking Company, Limited.
Crisis Measures
Partial Amendment of Capital Adequacy Notices for Strengthening Capital Requirements
on Resecuritization
On May 27, 2011, the FSA partially amended its notices concerning capital adequacy notices
(Pillar 1 and Pillar 3) in order to strengthen capital requirements on resecuritization, etc., which is
scheduled to be applied starting from December 31, 2011 in accordance with international
agreement.
The amendment was made in line with the “Enhancements to the Basel II Framework” and
“Revisions to the Basel II market risk framework,” etc.(also known as “Basel 2.5”) announced in
July 2009 by the Basel Committee.
The Great East Japan Earthquake
On March 11, 2011, the Great East Japan Earthquake occurred and inflicted devastating
damage mainly in the Tohoku region, including tsunami disasters and nuclear power plant
accidents. In response to these, on that day, the FSA and the Bank of Japan (BOJ) requested
financial institutions (banks, credit unions, credit associations, etc.), etc. to provide support for the
victims of the earthquake.
FSA published the following on March 31 as part of supervisory and regulatory responses in
view of the disaster: (1) relief from application of the Financial Inspection Manuals and Guidelines
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for Supervision, (2) allowance for flexibility in the due dates for submitting regulatory reports of
financial institutions, etc. and (3) extension of the due dates for submitting annual reports for
public companies, etc.
BOJ has started to execute its “Funds-Supplying Operation to Support Financial Institutions in
Disaster Areas” (a funds-supplying operation for providing assistance to the initial stages of
meeting demand for funds to restore or reconstruct disaster areas in the future; it involves lending
fixed-interest funds within a certain limit, and by securing the loan with eligible collateral) since
May 2011.
In the Diet, a temporarily effective act in relation to national tax laws, etc., was passed to
reduce the tax burden of victims on April 27. Also, an act on special relief and recovery measures
called the “Basic Recovery Act” was passed on June 20, which includes the basic principles, the
issuance of special-purposed government bonds and the establishment of a new governmental
organization for the recovery. On the other hand, the FSA released the “Cabinet Office Ordinance
Partially Amending the Cabinet Office Ordinance concerning Temporary Measures to Facilitate
Financing for Small and Medium-sized Enterprises (SMEs), etc.” on May 31 to support the
financing of SMEs.
Japanese Bankers Association (JBA) has thoroughly informed member banks of the requests
made by the governmental agencies immediately after the earthquake. In addition, JBA set forth
procedures for allowing victims to withdraw cash from financial institutions other than the ones
they have an account with. It also established an information reference center for enabling the
families or relatives of account holders that are deceased or missing to make inquiries covering a
broad array of financial institutions on the deposit accounts of the deceased or missing.

LATVIA
A range of legislative measures was enacted in the financial sector in the second half of
2010 transposing the European Union directives and enhancing regulatory framework.
Parliament (Saeima) passed amendments to the deposit Guarantee Law, whereby the
amount guaranteed by the state to the clients of Latvian banks and credit unions (both natural and
legal entities) was increased to 100, 000 euro.
Amendments to the Credit Institution Law were adopted on 21 December 2010 to
implement amendments to the Capital Requirements Directive. The Amendments authorize
supervisory authorities to take certain measures if the bank's remuneration system does not meet
regulatory requirements. Specific requirements are set for remuneration policy for a bank
benefiting from government support, as well as define that a credit institution's remuneration
system is an element of internal control and information on the remuneration policy and its
implementation must be made public. The Law stipulates obligations and rights of the institutions
involved in supervision of cross-border consolidated groups when assessing risks of consolidated
groups and relevant financial institutions and determining the amount of capital required to cover
risks, applying supervisory measures and sanctions, and participating in information exchange, as
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well as setting criteria and procedures for recognising a branch of the credit institution as
significant.
According to changes in regulatory requirements regarding large exposures, there will be no
exemptions in the future for short-term claims on credit institutions and large exposure limits will
be applied to all claims on credit institutions, namely, a limit of 25% of own funds will be applied.
For the banks where 25% of own funds constitute less than 100 million euro, restrictions on total
claims on a credit institution is set at 100 million euro, but not exceeding the own funds. The
Directive provides that Member States may determine exemptions from large exposure limits in the
aggregate of 150 million euro regarding claims on credit institutions, however, in view of the
current situation in the Latvian banking sector, maximum exemption in the amount of 100 million
euro has been considered as optimal. Relevant provisions of the Capital Requirements Directive
applicable to investment firms have been transposed in the Law on the Financial Instruments
Market.
In November of 2010, the Financial and Capital Market Commission (hereinafter – the
FCMC) adopted a set of regulations. Regulations on the Compliance with Restrictions on
Exposures determine procedure for the calculation of compliance with restrictions on exposures,
possible exemptions, and limitations, as well as procedures for preparing and submission of reports
on large exposures, reports on exposures to persons related to the institution and reports on cases of
excess of exposure limits. Amendments to the Regulations for Calculating the Minimum
Capital Requirements introduce changes in the calculation of capital requirement for credit risk
and set increased capital requirement for securitization positions, if the investment is made in
securitization where the originator retains less than 5% of nominal value of issued securities or in
any other way retains a material economic interest which is less than 5%, as well as adjust
calculation of capital requirements for credit risk for exposures to local authorities of Member
States determining the possibility to apply a 20% risk weighting for exposures to local authorities, if
their liabilities are denominated in the currency of the relevant Member State.
Amendments to Regulations on Information Disclosure enforce the requirement to draft
and adopt policies and procedure for assessing whether disclosed information provides for
comprehensive information on the risk profile of the relevant institution and whether there is a
necessity to disclose additional information to the information as prescribed in these Regulations.
The Regulations are supplemented with a requirement to disclose information about remuneration
policy, in particular about the remuneration in case of new sign-on, as well as the amount of
compensation in case of termination of employment relationship. The title of amended Regulations
now reads: Regulations on Information Disclosure and Institutional Transparency.
Amendments to the FCMC Regulations on Core Principles of Remuneration Policies
were adopted in December 2010 specifying responsibilities of the Supervisory Board on
remuneration issues and deferrals, as well as set prohibition on the use of personal hedging
strategies to circumvent the regulations.
Regulations on the Internal Capital Adequacy Assessment Process were amended in
January 2011 implementing the principles laid down in the CEBS Guidelines on Stress Testing of
26.08.2010 that banks must comply with when performing stress testing within the internal capital
adequacy assessment process (also ICAAP) framework. Amended Regulations also set additional
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requirements for market risk assessment, subordinated capital planning and information that the
banks must supplement to their reports on capital adequacy assessment process for submission to
the FCMC. Also minimum requirements are prescribed for stress testing conducted within ICAAP,
int.al. requirement that mandatory stress testing must be performed by any bank whose credit risk,
operational risk, market risks and concentration risk are material and the results of stress testing are
to be taken into account in determining the amount of capital required to cover relevant risk, and
beyond that every bank must conduct stress testing to determine the amount of capital buffer,
considering several macroeconomic situation scenarios – baseline scenario and at least one
materially adverse scenario.
Regulations on the Preparation and Submission of Information on Loan Portfolio
Structure of Banks were amended to ensure receipt of more comprehensive information from
banks and their subsidiaries about problem loans.
Credit Institution Law provides that prior authorisation from the FCMC shall be issued to
the credit institution or branch to transfer all or part of assets and related liabilities, or the total of
standard agreements entered into with the clients of credit institution to a third party. FCMC
Regulation on Regulatory Requirements Applicable to Transfer of Credit Institution's
Disposal Groups of 25.02.2011 specifies the procedure for receiving the permit of the FCMC for
the transfer and criteria for specific capital adequacy and large exposure limits. According to the
amendments to the Credit Institution Law effective as of January 2011, transferee and/or transferor
credit institution may request the FCMC to waive compliance with the capital adequacy
requirements and limits on large exposures for a period of up to 36 months. During the waiver
period the credit institution is not allowed to accept new deposits or to grant new loans. If
compliance with prudential ratios is not ensured by the end of the waiver period, banking license is
revoked.
Law on the Prevention of Laundering the Proceeds from Criminal Activity (Money
Laundering) and of Terrorist Financing was amended on 31 March 2011. The amendments are
in force starting 29 April 2011. The amended articles were mostly adjustments of some definitions
or additional requirements.
Thus payment institutions, payment service providers and electronic money institutions
were added to the list of the subjects of the Law and the supervisory and control authority for these
entities was added. There is now a more accurate definition of the Laundering the Proceeds from
Criminal Activity (Money Laundering) and Terrorist Financing. The concept of simplified
customer due diligence was introduced.
As regards regulation of capital markets, there were no major developments during the
period from 1 July 2010 through 30 June 2011. It is expected that by the end of 2011, amendments
will be implemented to the Prospectus Directive, Transparency Directive as well as the Omnibus I
Directive and ESMA regulation in the Law on the Financial Markets Instruments. In 2011,
amendments also will be made to the Law on Investment Management Companies in order to
transpose UCITS IV directive and the directive's implementing measures.
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In like manner, the insurance sector did not face substantial changes in regulatory
framework in the reference period. New legal acts implementing Solvency II directive are under
development and are expected to be adopted by October 2012.

LUXEMBOURG
Key developments in Luxembourg during the period under review include the following:
Law of 24 May 2011 implementing Directive 2007/36/EC on the exercise of certain rights
of shareholders in listed companies.
Law of 20 May 2011 implementing into Luxembourg law the Directive 2009/44/EC
amending the Directive 2002/47/EC of 6 June 2002 on financial collateral arrangements as
regards linked systems and credit claims. The law increases the protection of collateral
takers under Luxembourg law, add clarity and make the collaterals over credit claims more
efficient.
Law of 20 May 2011 implementing Directive 2009/110/EC of 16 September 2009 on the
taking up, pursuit and prudential supervision of the business of electronic money
institutions.
Law on 28 April 2011 implementing Directive 2009/111/EC of 16 September 2009
amending Directives 2006/48/EC, 2006/49/EC and 2007/64/EC as regards banks affiliated
to central institutions, certain own funds items, large exposures, supervisory arrangements,
and crisis management as regards certain disclosure requirements for medium-sized
companies and the obligation to draw up consolidated accounts.
Law of 13 February 2011 relating to the fight against corruption. The aim is to grant
protection to whistleblowers i.e. employees or public agents who alert their superiors or
competent authorities to the existence of the unlawful taking of interest, corruption or the
abuse of influence.
Law of 17 December 2010 introducing various tax measures for individuals and
corporations aimed at counterbalancing the effects of the economic and financial crisis in
Luxembourg.
Law of 17 December 2010 relating to undertakings for collective investment. This law
transposes Directive 2009/65/EC of 13 July 2009 on the coordination of laws, regulations
and administrative provisions relating to undertakings for collective investment in
transferable securities into Luxembourg law. The law also amends certain Luxembourg
legal provisions regarding to undertakings for collective investment and it amends the law
of 13 February 2007 relating to specialised investment funds as well as the law of 4
December 1967 on income tax, as amended.
Law of 17 December 2010 modifying Law 12 February 1979 on VAT. By this law,
Luxembourg introduced new provisions to domestic VAT law to remain in line with EU
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Directives (Directives 2008/8/EC, 2009/69/EC and 2009/162/EU).
Law of 10 December 2010 relating to the introduction of the international accounting
standards for companies. The law introduces major changes to the accounting regime for
accounts published by companies, mostly linked to the international accounting standards
(IAS/IFRS).
Grand-ducal regulation of 29 October 2010 enforcing the law of 27 October 2010
implementing United Nations Security Council resolutions and acts adopted by the
European Union on prohibitions and restrictive measures in financial matters against
certain persons, entities and groups in the context of combating terrorist financing.
Law of 27 October 2010 enhancing the anti-money laundering and counter terrorist
financing legal framework ; organising the controls of physical transport of cash entering,
transiting through or leaving the Grand Duchy of Luxembourg; implementing United
Nations Security Council resolutions and acts adopted by the European Union on
prohibitions and restrictive measures in financial matters against certain persons, entities
and groups in the context of combating terrorist financing.
Law of 26 July 2010 amending the law of 9 May 2006 and implementation of Directive
2003/6/EC on market abuse.
Law of 2 July 2010 modifying law of 12 February 1979 on VAT. The aim of the law is to
reverse the liability to pay VAT to the tax authorities with respect to the transfer of carbon
dioxide emission rights, from the supplier to the customer.

THE NETHERLANDS
Banks are necessary intermediaries in our economic system and want to be able to play their
part.
A sound banking system in the Netherlands is vital. Only a healthy banking sector is capable
of lending to the motor of the Dutch economy, SME’s in a responsible way.
The global crisis makes structural reforms of the banking sector imperative to ensure greater
resilience of the financial sector, limit the systemic risks, better protect consumers and reduce moral
hazard. The Dutch banking market is emerging solidly from the continued period of global
economic turbulence - the stress test results for the major Dutch banks announced on 23 July 2010
underlines the strong capital position Dutch banking currently enjoys.
The awareness of its importance in the economy and society is primarily the responsibility
of the financial sector itself. In that perspective, the implementation of the self regulatory Banking
Code in the Netherlands throughout 2010 was the cornerstone of the Dutch Banking Association's
(NVB) restoring trust theme in which the client's need were to be placed central to banking business
in the Netherlands.
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Nevertheless banks have been in the spotlight of regulators, politicians, the press and the
general public ever since the beginning of the crisis. Proposals were made by the regulatory
authorities to increase capital, liquidity and risk requirements Dutch banks spent much effort to
prepare for these changes in the regulatory environment.
The Dutch banking sector aims to remain competitive at national, European and global
levels, thus ensuring the health of the national and European economy. Whilst Dutch banks have
returned to the "basics of banking" focussing in particular on taking deposits and granting loans, the
Dutch banking sector has benefited from ever increasing diversity and external investment with a
number of well known European banks expanding their operations in the Netherlands over the
period.
What follows are a number of highlights for the Dutch banking market.
Code Banken
The Banking Code has been effective since January 1, 2010. From that moment on banks
operating in the Netherlands were obliged to comply with the principles of this code. The Dutch
Banking Association has drafted the code in close cooperation with de Ministry of Finance of the
Netherlands. It was established the regain trust in the financial sector and its main aim is the
establishment of a cultural change. Therefore the way banks treat the intentions behind the Banking
Code and its principles are essential (principle-based).
It focuses in particular on the role of the bank’s executive board and supervisory board and
on the function of risk management and auditing at banks. The Banking Code also contains
principles about remuneration. The whole code is founded on the “comply or explain” principle.
Hence, banks need to indicate if they comply with the principles of the Code and when banks don’t
comply they are obliged to explain why this is the case.
An independent monitoring committee is established to annually report to the Dutch
Banking Association and the Minister of Finance on the method of compliance with the Code. The
monitoring committee can include in its annual report recommendations for changes of the code.
After a period of three years a review of the Code will take place. In December 2010 the Monitoring
committee published an interim report in which the efforts of the banks to implement the code was
assessed. At the time of publication of the 2009 annual report all banks had indicated on their
website how they have implemented the Banking Code. In 2011 the Monitoring Committee will
report on the way banks have applied the Banking Code in 2010.
MiFID
The European Markets in Financial Instruments Directive (MiFID) was implemented into
Dutch legislation on 31 October 2007. Currently, a review of MiFID is taking place at the European
level. Although certain amendments have been proposed, the general feeling seems to be that
MiFID is working quite well. In December 2010 the European Commission published its extensive
public consultation on MiFID (MiFID-review). The review covers many of the most controversial
points from the original MiFID. A proposal for an amended Directive (MiFID II) is to be expected
during summer 2011. In addition to the current MiFID, in November 2011 the AFM has published
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non-legal binding guidelines on standard risk profiles to make it easier to compare different risk
profiles of different products. These guidelines are expected to be incorporated into
communications to investors before providing investment services.
Basel II
Directive 2006/48/EC, together with Directive 2006/49/EC, is the translation of the Basel
Capital Accord for prudential supervision of credit institutions and investment firms (Basel II) into
European legislation. The Directive is known as the Capital Requirements Directive (or CRD for
short) and came into effect on 1 January 2007 for deposit taking firms and certain types of
investment firms. The articles and annexes of the Directive have been transposed into the Financial
Supervision Act (Wet financieel toezicht or Wft) the guidance associated with Wft (Besluit
Prudentiele Regels) and Supervisory Rules. In response to the financial crisis, the capital
requirements directive was amended. These amendments are referred to as CRDII and CRDIII.
CRD II had to be incorporated into national laws and regulations by October 31, 2010 and entered
into force on December 31, 2010. It consists of changes applied to large exposures, operational risk,
hybrid capital instruments, securitisations, market risk and liquidity. At the time this document was
created, the process of updating the Dutch rules and regulations was still underway. CRDIII will be
incorporated into the national rules and regulation by two start dates. The first tranche entered into
force on January 1st 2011, while the second tranche will enter into force on December 31st 2011.
CRD III consists of amendments to the capital requirements for the trading book, (re-)
securitisations, disclosure requirements for securitisations and remuneration. Basel III will be
incorporated into Dutch law via CRDIV in due course. Within the scope of the Wft, the Dutch
Central Bank (DNB) – the supervisor responsible for prudential regulation in the Netherlands – is
responsible for the implementation of the changes made to Basel II in supervisory regulations and
practices. Dutch banks emphasize the importance of an efficient European supervision structure
and a single point of contact in national and European frameworks.
The Supervision Act for the Financial Sector (Wft)
The Supervision Act for the Financial Sector came into effect on 1 January 2007. The Wft
heralds a major change in banking supervision in addition to the new capital adequacy rules. The
Act incorporates almost all existing Acts of the different parts of the financial sector, such as in
relation to securities trading, the provision of credit, the deposit guarantee scheme and financial
intermediaries. At the same time, the new Act restructures and improves all existing Acts. It
arranges the mandates of the two supervisory bodies – the DNB and the AFM – on prudential
supervision and conduct of business supervision, respectively.
Best Practice Transparency Structured Products
In 2007 the NVB drafted best practices regarding transparency of information on structured
products and regarding product approval procedures of structured products. Guiding principles
included the development of a flourishing structured products industry in the Netherlands,
characterised by a sufficient measure of transparency, proper information and service, and the
prevention of excesses. As a result of the credit crisis the Dutch supervisors currently have an
increased interest in structured products. More in particular, the AFM has taken the view that
103

Institute of International Bankers

Global Survey 2011

information about these products should be further improved. In response to this development the
NVB has published 2010 Guidelines on the provision of information about structured products.
These Guidelines are an addition to the 2007 best practices and set out in more detail which
principles should be taken into account when providing information to investors about a structured
product.
The AFM has reacted positively to these steps taken by the sector.
Covered Bonds
The Dutch legislative framework for covered bonds came into force on July 2008. The
framework has the aim to (i) provide a level playing field for Dutch issuers in Europe, (ii) to
contribute to a market in safe instruments in accordance with the applicable European directives,
and to (iii) impose solid conditions to protect covered bond holder interests. The framework is
principles based, which provides maximum flexibility to issuers. The legal framework creates two
legally recognized categories of covered bonds – firstly, covered bonds that solely meet the UCITS
criteria and secondly, covered bonds that fall under the scope of both the UCITS and CRD
directives. This broader set-up of the present Covered Bonds Decree should in principle give the
Netherlands the flexibility it needs in a rapidly changing market environment, so that optimal
funding and balance sheet management decisions could be taken. In January the Dutch Association
of Covered Bonds Issuers was established. One of its main goals is the promotion of the Dutch legal
covered bonds. Within the near future more information about the Association can be read on
www.dacb.nl.
Securities Book-Entry Transfers Act
In January 2011 the Securities Book-Entry Transfers Act (Wet giraal effectenverkeer) was
amended. As a result (i) further dematerialisation of securities is put through, (ii) delivery of
securities has been made impossible, and (iii) immediately after issuance securities can be
transferred to the central security depository. Furthermore the ambit of the Act has been extended.
As a consequence the level of investor protection has been increased. Investors are not only
protected in case of a bankruptcy of an institution that is connected to the central security depository,
but also that of other investment firms.
EMIR
Following decisions at the G20 and alongside similar moves in the US, the European
Commission has published a draft European Regulation to introduce greater transparency and
better risk management to the “over- the- counter” (OTC) derivatives market. The Regulation
introduces a reporting obligation for OTC derivatives, a clearing obligation for eligible OTC
derivatives, measures to reduce counterparty credit risk and operational risk for bilaterally cleared
OTC derivatives, common rules for central counterparties (CCPs) and for trade repositories and
rules on the establishment of interoperability between CCPs. The Commission’s proposal is now
under negotiation in the EU Council and Parliament. The Regulation is expected to become
effective before the end of 2011.
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PRIPs
In April 2009 the European Commission published a Communication on Packaged Retail
Investment Products (PRIPs). PRIPs cover a wide range of investment products like investment
funds, structured securities, unit-linked life insurance products and structured term deposits. The
EC has the intention to create a common basis for the regulation of key investor disclosures and
selling practices at a European level regardless of how the product is packaged or sold. A proposal
for a regulation on PRIPs is to be expected during the summer of 2011.
Deposit Guarantee Scheme (DGS)
The Deposit Guarantee Scheme (Deposito Garantie Stelsel: DGS) covers, among other
things, savings deposits, joint accounts, and current accounts. The DGS is part of the prudential
supervisory framework and guarantees the interests of account holders up to a maximum of
€100,000 for each account holder. The EC has published proposals which aim to harmonize the
different dgs in Europe.
This aim is supported by the NVB. The proposals include a harmonized coverage level of
100,000 euro and ex ante financing of the dgs. These elements are also dealt with at the national
level.
The Dutch sector is working together with the ministry of finance and the Dutch supervisor
to implement a new dgs system which entails ex ante financing. It is projected that agreement will
be reached before the end of this year at the European level. This is also the time frame in which the
national DGS will be finalized.
Administrative Costs
The NVB and the Dutch Ministry of Finance still consider the reduction of corporate
administrative costs and red tape as a priority. While good progress is being made on paper,
financial institutions have met extra administrative requirements in practice, which result in an
increasing burden. Before creating new information obligations, the government should carefully
consider the major sources of weakness of the present set-up without introducing unnecessary
administrative burden for enterprises. Supervisory authorities should examine whether better
implementation of the current rules by the supervisory authorities would sufficiently address the
shortcomings.
Authorities should align their information requests with the internal procedures and the
information already available in the companies.
Single Euro Payments Area (SEPA)
In the Netherlands all banks are ready to process SEPA payments for both credit transfers as
well as direct debits. On 28 January 2008, SEPA went live with the introduction of the SEPA Credit
Transfer and from 1 November 2010 all Dutch banks are able to process incoming standard SEPA
Direct Debits. Most banks that currently offer national direct debit services to creditors will offer
the SEPA Direct Debits as well. The European Commission initiated end 2010 a Regulation to
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make the change to SEPA obligatory for both payment service providers as well as payment users.
This Regulation is welcomed as the use of SEPA payment instruments does not offer immediate
advantages for the Dutch market. The national payment instruments combine efficiency,
effectiveness and a high service level; it will take time before the same overall quality will be
achieved on a European level. European Regulation is welcomed as it will help the banks and their
customers to work together to overcome the initial hurdles. Timely finalization of the regulation is
needed to have a clear and binding framework for the migration to SEPA. A national migration plan,
which can be drawn up after the finalization and adoption of the regulation and to which all
stakeholder are committed, will be the blueprint for a timely change over. More information can be
found on www.sepanl.nl
User Mobility
The importance of mobility of consumers has long been recognized by the Dutch banking
community – the Interbank Switch-Support Service (ISSS) was introduced in the Netherlands in
2004. The service has been subsequently formally evaluated by the Ministry of Finance, with
positive findings. In early 2008 the European Commission, with the goal of facilitating customer
mobility of payments relations in all EU Member States, requested the European banking industry
to develop, via self-regulation, rules for the case when consumers wish to switch payments relations
domestically. The dialogue in the European Banking Industry Committee (EBIC) has resulted in
the adoption and current implementation of the EBIC Common Principles for Bank Account
Switching. These principles will make it easier for consumers to switch their current account from
one bank to another within their own Member State. As the EBIC Common Principles are regarded
as minimum requirements, the more advanced ISSS continues to apply domestically and in doing
so a more rigorous benchmark remains in place in the Netherlands. The ISSS has been adapted to
accommodate the new SEPA payment instruments, the SEPA Credit Transfer and the SEPA Direct
Debit.
Code of Conduct on Mortgage Lending
As of 1 January 2007, a new Code of Conduct on Mortgage Lending has come into force. A
table is included in which the borrowing capacity of consumers is calculated, based on housing cost
percentages of the National Institute for Household Budget Information (NIBUD). These
percentages correspond with different rates of interest and different levels of income. Application
of these requirements by financial advisors is obligatory. The code is now being monitored by the
AFM. As from August 2011, the Code of Conduct will be amended. There is consensus on the fact
that for reasons of consumer protection new rules on LTV should be inserted in the Code of
Conduct. Also already existing LTI rules will become more detailed and severe, exceptions from
these rules are only possible in specific circumstances. Finally, rules on mortgages and consumer
credit will be better integrated.
Consumer Credit Directive
On the 23rd of April 2008 the European Parliament approved the Consumer Credit
Directive 2008/48/EG. The directive focuses on transparency and consumer rights. The Directive
sets requirements for: standard information for advertising, pre-contractual information and
contractual information to be included in credit agreements (Standard European Consumer Credit
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information), right of withdrawal without any reason within a period of 14 days after conclusion of
the contract, early repayments of the credit and the creditors right to compensation and calculation
of an annual percentage rate of charge (representing the cost of the credit). Member States were
required to transpose the Directive into national law before the 12th of May 2010. Most banks have
already made the transition to the new CCD rules.
Microfinance in the Netherlands
In the Netherlands microfinance is developing quickly as an identifiable business line. The
Microfinance Council was set up in 2007 to increase the knowledge of, and support for initiatives
towards micro-lending to small and start-up entrepreneurs in the Netherlands. The Council‘s task is
to bring together government bodies, financial institutions, centres of expertise, and other
organisations active in the field of small and start-up entrepreneurship and engaging in
microfinance in the Netherlands. The Council also aims at facilitating access to, and increasing
knowledge of, existing and new initiatives for small and start-up entrepreneurs. Since April 2010
these task are delegated to a new foundation of Microfinance and entrepreneurship. This new
foundation has created a network of local microfinance desks in order to improve the coherence
between these desks. Promotion of the use of microfinance is also one of the tasks of this
foundation.
The Council will continue to advise the government on improving the use of microfinance
in the Netherlands.
Conclusions
Whilst the Dutch banking market is emerging in relatively good shape following an
extended period of turmoil, it will, as will other European markets, have to create capacity to absorb
the tremendous amount of regulatory change. Not only at national level, but also at EU- and
international level the financial crisis led to a range of initiatives to further regulate the financial
sector. Examples of regulation are financial supervision, remuneration, capital requirements and
risk management.
That change, coupled with the uncertainties produced by financial reform in the US for our
bigger members which have operations in the US markets, imply tumultuous operating conditions
where legal certainty in the regulatory environment will be at a premium.
It is clear that all of these changes create a whole new framework for banks in which to conduct
their business. It is also clear that these changes will have a material impact on banks’ balance
sheets and profitability.

NORWAY
Legislative and/or regulatory actions initiated in response to the financial crisis.
Norway is among the countries that have been less affected by the financial crisis and the
financial crisis did not reveal significant inadequacies in the financial market regulation. Stricter
Norwegian regulation in certain areas, and also stricter requirements than the minimum
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requirements in the EU, contributed to Norwegian financial institutions being well capitalized at
the outbreak of the crisis. Banks were, however, primarily affected through the funding markets,
and a series of measures to improve access to liquidity were conducted.
In Norway, the last year’s main legislative and/or regulatory actions that have been
implemented in response to the financial crisis are related to changes in the capital adequacy
regulation mentioned below. However, political discussions, staff memos and presentations from
Authorities give a clear picture of their desire for, among other things, stricter capital levels and
new quantitative requirements on liquidity and earlier implementation than the Basel III standard.
The Financial Crisis Commission
The Financial Crisis Commission, established in 2009, submitted a report for consultation
on 2 February 2011. The consultation will give the Ministry of Finance a broader basis of
assessments when deciding on possible national measures and implementing the new Basel III
standard.
The Commission’s mandate states that the understanding of financial markets and
regulation should be reconsidered in light of the financial turmoil. In its report, the Commission
has given particular emphasis on what lessons should be drawn from the crisis – both from the
events in Norway and internationally. The overarching goal of the exercise is to reduce the
possibility of, and mitigate the effects of, a future crisis in Norway.
The Commission’s report contains proposals on a number of areas, including earlier
implementation of more stringent capital and liquidity requirements which first and foremost
should be achieved at the Nordic level, proposal for a stability and activity tax (value added
taxation). It is proposed to give the FSA sufficient authority to make use of relevant macro
measures that can mitigate the build-up of financial instability, however, it is proposed to give the
Central Bank a clearer formal responsibility to periodically provide accurate advice to the
Ministry of Finance and the FSA on the use of discretionary measures in macro regulation of the
financial system.
In the Commission’s view it should also be examined in more detail what changes should
be made in the Norwegian crisis resolution system. A significant part of the Commission’s
proposals consists of a request for further elaboration work before amendments in the relevant
laws and regulations are drafted, which will take time. The economic and administrative
consequences of the Commission’s proposals largely depend on the final outcome of the
investigations requested by the Commission.
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Significant consultations in the regulations
The Banking Law Commission was appointed by Royal Decree of 6 April 1990 and
commissioned to undertake a full review of current financial legislation with a view to
modernisation, coordination and revision of the legislative framework. The preparation of a draft
for new consolidated financial legislation in conformity with the assignment, and subsequent
changes therein, has been an extensive legislative project. The paramount objective for the
legislative work has been to design a draft law that will constitute a structured and orderly
modernised and robust regulatory system for the financial undertakings’ institutional affairs in the
broad sense. The key parts of the draft law concern licensing requirements, market access and
licence consideration, capital adequacy requirements, organisational matters and paramount
requirements for sound operations, plus structural and corporate changes. The draft law has
incorporated authority in the statutory regulations for the implementation of present and future
EU/EEA regulation. Deadline for the consultation is 30 September 2011.
Capital adequacy regulation
In December 2010, the Norwegian Ministry of Finance published changes in the existing
capital adequacy regulation (sub laws) with implementation, effective as from 1 January 2011.
The changes, are related to the changes in CRD II and the CRD III in the Directives 2006/48/EU
and 2006/49/EU. The Ministry of Finance, however, also made some adjustments later in 2011 in
order for the relevant items in CRD III to be implemented from 31.12.2011 according to the CRD
Directives. The Norwegian CRD II implementations have been implemented in the following 4
regulations (sub laws);
Capital adequacy regulation
Liquidity regulation
Large exposures regulation
Calculation of own funds regulation
On 1 December 2010, a new sub law was published, which regulates the remuneration in
the financial sector with effect from 1 January 2011. The intention is to advance and to give
incentives to sound corporate governance of the institutions risks, to work against high risk taking
and to avoid conflict of interests. The rules are based on the changes in the CRD III (Capital
Regulation Directives) approved in EU 1.11.2010.
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Proposed Legislation for life insurers
The new European Solvency framework for insurers, Solvency II, becomes effective on 1
January 2013, and brings into focus the need for new product legislation in the Norwegian life
insurance industry. Stress test results in 2010 show that there is a lack of sufficient buffer capital
to meet the new requirements. The Norwegian FSA recommends combining supplementary
provisions and fluctuation reserves in a new, expanded buffer fund in order to simplify the
legislation and strengthen insurers’ risk-absorbing capacity. The Norwegian FSA believes that an
opportunity should be given to increase the provision for buffer capital in the years up to the
introduction of solvency II by widening the scope for individual step-up of supplementary
provisions from as early as 2011.
Other changes in regulations/ sub laws
Several other changes have been made in the regulation of the financial sector. An extract
of some of the changes, with effect from 1 July 2011, are as follows:
Changes that regulate the right to offer payment services in Norway and the right to establish a
new category of a payment company related to payment systems, which transpose into
Norwegian law, the official legal part of the Payments Service Directive (PSD) in EU. A part of
the transposition of PSD the Ministry of Finance adopted a regulation on Payment Institutions.
Changes in the Securities Trading Act:
◦ Ban on all naked short selling in Norway (except for derivatives). The Financial Supervisory
Authority is also authorized to temporarily ban covered short selling when this is considered to
influence financial stability.
◦ Changes in the duty for companies to notify the securities trading on own account.
◦ Changes in the Securities Trading Act and the Financial Supervision Act due to the removal of
the prospectus authority from Oslo Stock Exchange to the Norwegian Financial Supervisor
(FSA).
An adjustment in the Insurance Activity Act is made in order to secure neutrality of gender
when calculating insurance premium and output, unless it can be documented by statistical or
actuarial data that the risk is considerably different for women and men. The amendment is
adopted in order to transpose EU Directive 2004/113/EF.
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Adjustments in the Accounting Act and other relevant acts to enhance corporate
governance and prevent manipulation of financial information. The aim is to make it more
difficult to manipulate accounting information, which also will contribute to increase the
confidence of the corporate financial reporting. The amendments are adopted to transpose
EU Directive 2006/46/EC.

With effect from 1 July 2010, the Ministry of Finance has made several changes
related to accounting issues:
◦ New sub law regarding registration and supervision of auditors and auditing companies in third
countries, and which have issued securities traded in a regulated markets in Norway.
◦ Supplements to the existing Auditors Act and final transposition of the rules from the
2006/43/EF (Directive on statutory audit).
◦ Changes in the Auditors Act,including introduction of the prohibition for a general manager to
be a board member in a public company. The FSA is granted power to order listed companies to
issue new interim reports, if there are deviations in previous reports.
With effect from 1 July 2010, the Ministry of Finance has made a change in the rules on
employees own account trading in the Securities Trading Regulation.
With effect from 1 July 2010, the Ministry of Finance has made a change in the Securities
Trading Regulation in relation to the entry into force of the Norwegian rules on alternative
investment funds regulated in the Mutual Fund Act. Alternative investment fund (i.e. hedge
funds) can only be offered to professional clients.

PORTUGAL
During the course of 2010 and the beginning of 2011, the monetary and financial
conditions of the Portuguese economy were significantly influenced by the progressively more
unfavourable assessment of Portuguese sovereign risk, ending up in the Portuguese government’s
request for international financial assistance at the beginning of April 2011.
This situation occurred in the context of the reappearance of turbulence in the international
financial markets, as a consequence of fears regarding the sustainability of the public finances in
several European economies. In addition, since the beginning of April 2011, the uncertainty
regarding the Greek adjustment program has considerably increased the instability in countries
with the greatest vulnerabilities in the sovereign debt markets. It should be stated that the
countries most affected by the turbulence in financial markets were those combining substantial,
and unexpected, increases in their deficits and public debt with a series of structural fragilities,
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notably in terms of external indebtedness and lack of economic growth, such as the case of
Portugal, or the robustness of the banking system.
The reappearance of sovereign risk in Portugal during this period has had major
implications on the financing conditions of the Portuguese banking system and of other national
issuers. Indeed, international investors’ assessments of the deterioration of general government’s
solvency conditions have implied a strong increase in the restrictiveness of financing conditions of
the Portuguese banking system in international wholesale debt markets, initially over the medium
term and longer maturities and, more recently, even in the case of shorter maturities. This situation
has translated into vey sharp increases in yields on treasury bonds and on government-backed
bonds issued by banks.
In this context, the ECB’s non-standard monetary policy measures have made it possible to
ensure the financing of the Portuguese banking system, replacing the financing in the international
medium and long term wholesale debt markets. Accordingly, the banking system continued to
ensure, globally, the growth of credit to households and non-financial corporations during the
course of 2010, in addition to satisfying a significant part of the public sector’s financing needs.
Against this backdrop, banks have been forced to adjust their balance sheets to an adverse
macroeconomic and financial environment, implementing an adjustment process through an
increase in deposit-taking, squeeze on lending, sales of assets and reinforcement of capital. This
deleveraging process is likely to be intensified over the next few years, in line with the goals set
out in the programme defined under the scope of the financial assistance programme conducted by
the IMF, EU and ECB.
Such important challenges require Portuguese banks to have the necessary capital to deal
with possible additional negative shocks, to enable them to continue to ensure the stability of the
financial system.
Accordingly, an initial recommendation of Banco de Portugal setting a 8% core Tier 1
target to be complied by banks by the end of 2011 has recently been followed by specific measures
aimed at the reinforcement of banking system solidity and included in the financial assistance
programme, which require banks to increase core Tier 1capital in 2 stages, by the end of 2011 and
2012, to 9% and 10%.
To support banks that do not succeed in achieving the defined goals on the basis of market
solutions, a bank recapitalisation fund of EUR 12 bn has been made available under the
programme of assistance.
Considering that the large resource to the financing from the Eurosystem is not sustainable
over the medium term, a provision has been included in the economic and financial adjustment
programme to respond to Portuguese bank’s liquidity difficulties which makes available the
issuance of state backed debt of up to EUR 35 bn. Until the end of July, a global amount of EUR
3.25 bn had already been issued by several banks under this facility.
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ROMANIA
The period under review witnessed strong advances in prudential regulation, consisting of
the adoption of new provisions focusing on the following:
The Government Emergency Ordinance no.26/2010 was approved with amendments and
supplements by Law 231/2010, ensuring the partial transposition into the national legislation of
Directive 2010/76/UE, amending Directive 2006/48/EC and Directive 2006/49/EC as regards the
capital requirements for trading book and for re-securitisations, and the supervisory review of
remuneration policies for introducing new rules on remuneration policies to the level of credit
institutions.
Secondary legislation - The joint NBR-NSC regulations transposing the provisions of
Basel II framework (Directive 2006/48/EC relating to the taking up and pursuit of the business of
credit institutions and Directive 2006/49/EC on the capital adequacy of investment firms and
credit institutions) were amended in October 2010 so as to ensure the transposition of Directive
2009/111/EC amending Directives 2006/48/EC, 2006/49/EC and 2007/64/EC as regards banks
affiliated to central institutions, certain own funds items, large exposures, supervisory
arrangements, and crisis management, Directive 2009/83/EC amending certain Annexes to
Directive 2006/48/EC of the European Parliament and of the Council as regards technical
provisions concerning risk management and of Directive 2009/27/EC amending certain Annexes
to Directive 2006/49/EC of the European Parliament and of the Council as regards technical
provisions concerning risk management.
NBR Regulation No. 18/2009 on internal control and risk management has been amended by
the following regulations:
Regulation No. l/2010 – amended the treatment of refinanced/rescheduled loans;
Regulation No. 22/2010 – improved the liquidity risk management, entailed by the need to
transpose into the regulatory framework the relevant provisions of Directive 111/2009/EC
amending Directives 48/2006/EC, 49/2006/EC and 64/2007/EC as regards banks affiliated
to central institutions, certain own funds items, large exposures, supervisory arrangements
and crisis management as well as those of the Guidelines on Liquidity Buffers & Survival
Periods issued by CEBS;
Regulation No. 25/2010 – amended and supplemented the provisions related to governance
arrangements, outsourcing, related parties and non-arm’s length transactions, restructuring
the loans portfolio, credit risk mitigation, interest rate risk arising from non-trading
activities. The regulation has been required by the need to transpose into the regulatory
framework certain documents issued by the international forums (such as Directive
2010/76/EU amending Directives 2006/48/EC and 2006/49/EC as regards capital
requirements for the trading book and for re-securitisations, and the supervisory review of
remuneration policies), as well as by the need to solve certain problems arising from the
actual application of Regulation No. 18/2009.
New developments concerning the recognition of operational risk transfer techniques
within the advanced measurement approach transposed in the NBR Regulation no.6/2011 on
amending NRB Regulation no.25/2009 on the use of the advanced measurement approach and the
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approval of the use of this approach by credit institutions, for operational risk. The regulation
mainly ensures the transposition of the relevant recommendations provided by the document
entitled “Guidelines on operational risk mitigation techniques”, issued by the Committee of
European Banking Supervisors (CEBS), on the subject of recognition of operational risk transfer
techniques within the advanced measurement approach, for the calculation of the minimum capital
requirements. In this sense, the regulation comprises both general requirements applicable to all
operational risk transfer techniques, and requirements specific to the two types of such techniques
– insurance contracts and other operational risk transfer mechanisms, thus adding to the already
existing relevant provision of NBR-NSC Regulation no.24/29/2006, as amended, and NBR
Regulation no.25/2009. It also ensures the update of the references to the operational risk forms
within the new reporting framework COREP (NBR Order no.22/2010 on the reporting of the
minimum capital requirements of credit institutions).
The reporting requirements addressed to credit institutions have been amended and
extended by:
NBR Order no.6/2010 on reporting the potential amendment of the economic value of
credit institutions as a result of changing the interest rate levels;
NBR Order no.7/2010 on reporting the large exposures to the persons being in special
relations with the credit institutions;
NBR Order no.22/2010 on reporting the minimum capital requirements for credit
institutions;
NBR Order no.23/2010 on reporting the large exposures by credit institutions; and
NBR Order no.25/2010 on reporting the position on credit exposures recorded to non-bank
clients, subject to the provisions of Art.112 para.5 of NBR Regulation no.18/2009.
Other regulations/specifications issued:
NBR Regulation no. 8/2010 on amending NBR Regulation no.2/2008 on assessing the
supervisory framework adequacy in the third country and controlling the equivalence of
supervision provided by the third country supervisory authorities to the one governed by
the Government Emergency Ordinance no. 99/2006 regarding credit institutions and
capital adequacy, approved with amendments and supplements by Law 227/2007;
NBR Regulation 10/2010 on amending NBR Regulation 6/2008 regarding the activity of
credit institutions, Romanian legal entities and of branches of third country credit
institutions established in Romania was amended by, is covering the following aspects:
o in case of changes regarding the organization chart of the credit institutions or the
allocation of responsibilities, the persons exercising the administration and/or
managing tasks or the persons appointed to fulfill such responsibilities, shall have
the approval of the National Bank of Romania; and
o in case of allocation of new responsibilities to the persons which are holding
already such an approval.
For applying an unitary treatment, similar amendments have been introduced for managers
exercising their activities to a medium level, for which, the approval of the National Bank of
Romania is needed.
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NBR Specifications from 3.08.2010 on the way of establishing the level of indirect
qualifying holdings in a credit institution.
During 2010 the National Bank of Romania participated in the technical assistance
programme in the field of supervison granted to the Central Bank of Egypt by the supervisory
authorities from the Member States, coordinated by the European Central Bank.
In the context of introduction of IFRS accounting standards in the banking system
beginning with 2012, the NBR released for consultation draft proposals for prudential filters that
would preserve prudent bank solvency, provisions and reserves.
The main objectives for 2011 in the field of prudential banking regulation:
amendment of the prudential regulation framework in order to ensure the total
transposition of Directive 2010/76/UE of the European Parliament and of the Council of
24 November 2010 amending Directives 2006/48/EC and 2006/49/EC as regards capital
requirements for the trading book and for re-securitisations, and the supervisory review of
remuneration policies (in the field of capital adequacy, securitisation, disclosure
requirements);
pursuing the harmonisation process of the national regulations with the EU directives, with
the guidelines and standards issued by the Committee of European Banking Supervisors /
European Banking Authority in the field of prudential regulation, such as: large exposures,
hybrid capital instruments, remuneration practices and policies, risk of concentration,
crisis simulations, securitisation, liquidity risk, treatment of credit co-operatives affiliated
to the co-operative framework as regards the applying of prudential banking requirements
and the revised regime of external credit assessment institutions;
revising and supplementing the legislative and prudential regulation framework with
relevance in the context of progressess recorded in the financial domestic and international
market. In this respect, the NBR will set specific requirements to be met by a credit
institution during a financial reconstruction or a rescue operation in a non-finacial
undertaking, regarding the temporary holding of participations in such an entity
(debt-to-equity swap operations); and
drawing up of positions on the proposals of the European Commission regarding the next
amendment of the Capital Requirements Directive (CRD IV) and participation in the
meetings of the Community bodies for their support.
Non-bank financial institutions - The persistence of the uncertainty in the development
of the economy determined a prudent approach to the non-bank financial institutions (NBFIs), as
creditors, towards the strong return to the lending activity. The need to stimulate the creditors in
finding solutions for the restructuring/refinancing of the problem credits let to the amendment of
the regulations applicable to the NBFIs, in order to make more flexible the treatment of the
restructured loans and to establish the right of the Supervision Department to grant, in limited and
justified circumstances, a deadline within which the NBFIs shall comply with the limits of their
exposures, set up according to the legal provisions.
Deposit Guarantee Fund in the Banking System - Due to the need of transposition, until
December 31, 2010, in the domestic legislation, of article 1, pt.3, letter a) of the Directive
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2009/14/EC of the European Parliament and of the Council of 11 March 2009 amending Directive
94/19/EC on deposit-guarantee schemes as regards the coverage level and the payout delay, and
assuming the new obligations incurred by Romania in the context of the financial package
concluded with IMF and the European Union, the central bank prepared the draft of the
Government Emergency Ordinance no.131/2010 for the amendment and completion of the
Government Ordinance no.39/1996 regarding the setting up and functioning of the Deposit
Guarantee Fund in the Banking System (r2), providing the increase of the coverage level to EUR
100,000, the reduction of the Fund’s ex-post resources (by eliminating stand-by credit lines) in
favor of the ex-ante resources and the improvement of the eligibility criteria for the members of the
Fund’s board.
Electronic money institutions - In order to transpose in the domestic legislation the
Directive 2009/110/EC of the European Parliament and of the Council of 16 September 2009 on
the taking up, pursuit and prudential supervision of the business of electronic money institutions
amending Directives 2005/60/EC and 2006/48/EC and repealing Directive 2000/46/EC, the draft
of law is presently in its final stage of approval. The main aspects regulated in the draft, from the
NBR point of view, are: the new prudential regime of the electronic money institutions, correlated
with the regime of the payment institutions and the European passport principle, the regulation of
the payment and lending activities of the electronic money institutions, the setting up of the
principle of proportionality, according to the operational risks, in order to ensure the supervision of
the electronic money institutions.
The Special Compensations Fund managed by the Deposit Guarantee Fund in the
Banking System - Through the Government Emergency Ordinance no.131/2010 for the
amendment and completion of the Government Ordinance no.39/1996 regarding the setting up
and functioning of the Deposit Guarantee Fund in the Banking System (r2) a mechanism was
established in order to ensure the granting of compensation for the persons negatively affected by
the measures approved by NBR and implemented during special administration of credit
institutions, in accordance with the provisions of Government Emergency Ordinance no.99/2006
regarding credit institutions and capital adequacy; according to the GEO no.99/2006
compensations shall be supported from a special fund managed by the Deposit Guarantee Fund.
The Special Compensations Fund consists of the following financial resources: annual
contributions of the credit institutions, supplementary contributions of the credit institutions,
income from investing the contributions collected, loans from credit institutions, financial
companies and other institutions, except the National Bank of Romania, as well as debt securities
issued by the Fund.
Developments in the accounting regulation field:
The accounting regulations applicable to the credit institutions, non-bank financial
institutions and Bank Deposit Guarantee Fund (approved by NBR Order no.13/2008) were
amended and supplemented by NBR Order no. 26/2010, mainly for the purposes of a unitary
accounting framework applicable at the national level (as the accounting regulations applicable to
other entities were updated by the Ministry Of Finance Order no.3055/2009).
In accordance with the objective set out in the Letter of Intent signed in Bucharest on 5
February 2010 and approved by the Decision of the International Monetary Fund‘s Executive
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Board on 19 February 2010 regarding the implementation of the IFRSs by the banking sector
starting with the beginning of 2012, NBR issued:
Order no. 9/2010 which includes the main objectives regarding IFRS implementation to
be observed by the credit institutions and which stipulates credit institutions’ obligation to:
(i) shift to accounting recordkeeping and preparation of the individual financial statements
in compliance with the IFRS, starting with the 2012 financial year; (ii) develop their own
action plans regarding IFRS implementation; (iii) inform NBR periodically on the
implementation of the measures set out under their action plans.
Order no. 27/2010 which includes the rules on accounting record-keeping (chart of
accounts and its content) and on drawing up of the individual financial statements
(approval, auditing and publication) along with the shift to the effective enforcement of the
IFRS.
The financial reporting framework for prudential supervision purposes – FINREP – was
updated, as follows: (i) at consolidated level NBR issued Order no.1/2011 that ensures the
compliance with CEBS revised guidelines on financial reporting; (ii) at individual level NBR
issued Order no. 3/2011 considering both the effective implementation of IFRS starting with 2012
financial year and the compliance with CEBS revised guidelines.
For a unitary approach also at the level of Romania branches of banks from other EU
Member States and in order to ensure the continuity of information reported by these branches,
considering the transition to IFRS starting with 2012 financial year, NBR Order no.2/2011 was
issued.

SINGAPORE
Overview
Regulation
There have been significant regulatory changes, particularly in the areas of (i) Basel II
capital adequacy rules, (ii) residential property loans, (iii) enhanced safeguards for retail investors
in investment products, (iv) revisions in the regime for regulating representatives of financial
institutions, (v) enhancements in corporate governance for financial institutions, (vi) broadening
the coverage of deposit insurance and insurance policy protection, and (vii) resolution powers in
respect of distressed insurers.
Significant Developments in Banking
MAS revised MAS Notice 637 on Risk-Based Capital Adequacy Requirements for Banks
Incorporated in Singapore to implement Basel II enhancements
MAS revised MAS Notice 637 on 5 July 2010 based on recommendations by the Basel
Committee on Banking Supervision (BCBS) to enhance the Basel II framework , as well as
revisions based on MAS’ own continuous policy review of capital adequacy rules. Key changes
include:
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Strengthening Pillar 2 through further guidance on bank-wide risk management and capital
adequacy planning processes, taking into account the lessons learnt from the causes and
consequences of the financial crisis.
Revising the capital treatment of equity exposures in the banking book in respect of private
equity and venture capital investments.
Recognising in Tier 2 capital revaluation gains from marketable available-for-sale (AFS)
equity securities that are listed or traded on any regulated exchange, not only those listed in
Singapore or selected recognized exchanges.
MAS supports the global agreement announced by BCBS on 12 September 2010 to strengthen
and raise global capital standards.
Banks allowed to carry on businesses related or complementary to their core financial business
without MAS’ approval
In February 2011, MAS issued Banking Regulations to allow banks to carry on, subject to
certain conditions, limits and requirements, new businesses that are related or complementary to
the banks’ core financial business without the need for prior prescription by class or specific
case-by-case approval by MAS.
Ensuring a Stable and Sustainable Property Market
MAS, with the Ministry of National Development and the Ministry of Finance, have been
monitoring the property market closely, and taken measures to maintain a stable and sustainable
residential property market.
From 30 August 2010, the seller’s stamp duty holding period was increased and the
Loan-To-Value (LTV) limit for housing loans granted by financial institutions regulated by MAS
was lowered from 80% to 70% in respect of borrowers who have one or more outstanding housing
loans at the time of the new housing purchase. Effective 14 January 2011, LTV limits for housing
loans granted by financial institutions regulated by MAS were lowered to 50% for property
purchasers who are non-individuals, and to 60% for individuals with one or more housing loans at
the time of the new housing purchase. The seller’s stamp duty rates and holding period were also
increased.
Enhancing the Corporate Governance Requirements for Financial Institutions
As part of the regular review of the Corporate Governance (CG) Framework for locally
incorporated banks, financial holding companies and significant insurers, MAS made several
enhancements to the CG Guidelines and Regulations. The Guidelines took effect from 9 December
2010 while the Regulations will be applicable with effect from the individual financial institutions’
2011 Annual General Meetings. Changes include the following:
Financial institutions must have a Risk Management Committee at board level, and receive
MAS’ approval for the appointment of the chief risk officer.
The number of independent directors on the Board, Nominating Committee and
Remuneration Committee was raised from one-third to a majority.
After serving as directors for 9 years, directors will be deemed to be non-independent.
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The Guidelines have been enhanced to encourage directors to continuously develop and
maintain appropriate skills for their roles, as well as for the Nominating Committee to set
internal guidance on time commitment expected of every director.
Deposit Insurance and Policy Owners’ Protection Schemes
The Deposit Insurance (“DI”) and Policy Owners’ Protection (“PPF”) Schemes
compensate depositors and policy owners, respectively, in the event of failure of a bank or insurer.
The Deposit Insurance and Policy Owners’ Protection Schemes Act 2011, which came into effect
on 1 May 2011, has enhanced the existing DI and PPF Schemes, and brought them together into a
single piece of legislation. Specifically, the maximum level of coverage under the DI Scheme has
been raised from S$20,000 to S$50,000 per depositor per DI scheme member. The coverage of the
DI scheme has also been expanded from insuring only individuals and charities, to insuring all
non-bank depositors. The PPF Scheme has been enhanced to cover accident and health policies
written by life insurers and Singapore policies of specified personal lines written by general
insurers. The level of coverage for life policies has also been increased to 100% of liabilities,
subject to caps. The Singapore Deposit Insurance Corporation, which administers the DI Scheme,
will now also administer the PPF Scheme.
Banking regulations amended to update rules governing banks’ private equity and venture capital
investments
With effect from 5 July 2010, the Banking Regulations and MAS Notice 630 were
amended to strengthen the rules governing the scope, duration and management of banks’ private
equity and venture capital investments.
Private Banking Code of Conduct
On 5 April 2011, the private banking industry in Singapore launched the Private Banking
Code of Conduct as a form of self-regulation for the private banking industry using the two pillars
of competency and market conduct. It will take effect on 1 September 2011.
The Code was developed to foster professional standards, enhance transparency to clients
and confidence in the private banking industry in Singapore. This Code sets out standards of good
practice on competency and market conduct expected of financial institutions (including their
staff) operating in Singapore.
Significant Developments in Securities
Safeguarding Retail Investors
MAS has made significant changes to the regulatory regime for listed and unlisted investment
products which are meant to safeguard retail investors. Financial institutions were expected to
adopt all the measures ahead of official implementation. The measures include:
Enhanced product due diligence with sign-off by senior management.
Additional exams on advanced product knowledge for complex products.
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Product Highlights Sheet for investment products using plain language to present key
information.
Fair and balanced marketing and advertising materials.
Timely and meaningful ongoing disclosure for unlisted debentures.
Assessment of customers’ knowledge and experience for complex products.
Prohibition of referrals by bank and finance company tellers to representatives for the sale
of investment products.
Cooling-off period for unlisted debentures.
New Regime for Regulating Representatives of Financial Institutions
On 26 November 2010, MAS introduced the Representative Notification Framework
(RNF) for all representatives conducting regulated activities under the Securities Futures Act
(SFA) and/or providing financial advisory services under the Financial Advisers Act (FAA). The
regime creates a consistent treatment for all representatives employed by licensed financial
institutions and exempt financial institutions.
Under the RNF, financial institutions will be able to appoint representatives by submitting
on-line notifications forms. Principals of the proposed representatives are to certify that the
representatives’ fitness and propriety to conduct regulated activities and/or provide financial
advisory services. MAS has issued a circular, providing guidance on the extent of due diligence to
be exercised by financial institutions.
A representative can only commence the conduct of regulated activities and/or provide
financial advisory services when his/her name is published in the Public Registers of
Representatives, available on MAS website. The Public Register lists the names of representatives,
their employment history, the types of activities which the representatives are authorized to
conduct, as well as certain regulatory actions taken against the representatives by MAS. Using a
unique representative number, a consumer can check the Register to ensure that he/she is dealing
with a duly authorized representative.
Clearing for OTC Derivatives
On 15 November 2010, the Singapore Exchange (SGX) launched the first Asian clearing
service for over-the-counter (OTC) derivatives, beginning with interest-rate swaps denominated in
Singapore dollars and US dollars. SGX intends for its AsiaClear facility to become a
multi-asset-class clearing hub.
New Regime for Regulating Credit Rating Agencies
In March 2011, MAS released a consultation paper on the proposed regulation of credit
rating agencies ("CRAs") in Singapore. Under the proposed regulatory framework, CRAs will be
required to hold Capital Market Services licences under the Securities and Futures Act and comply
with a Code of Conduct for CRAs; while CRA analysts will be required to be appointed as
representatives. The proposed regulatory framework is in line with international standards and
global developments following the adoption of new standards by the International Organisation of
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Securities Commission ("IOSCO") in June 2010, that require regulation and ongoing supervision
of CRAs if their ratings are used for regulatory purposes.
Enhancing the Regulatory Regime for Fund Management Companies
MAS issued a consultation paper on proposed changes to the regulatory regime for fund
management companies in April 2010. The proposals aimed to enhance regulatory oversight over
fund management activities in Singapore and to formalise industry best practices. Key proposals
included changes to capital and competency requirements, as well as changes to business conduct
requirements such as independent custodisation of customers' monies and assets, and the need for
independent fund valuation. Industry feedback to the proposed policies had been positive; a paper
was issued in September 2010 to respond to the feedback received. Legislative amendments for the
enhanced regime are expected to take effect in early 2012 after final consultations with industry.
Significant Developments in Insurance
MAS Resolution Powers in respect of Distressed Insurers
In conjunction with the Deposit Insurance and Policy Owners’ Protection Schemes Act
2011, MAS has also amended its Insurance Act with effect from 1 May 2011 to enhance its powers
in relation to the resolution of distressed insurers and reinforce protection to policy owners. MAS’
resolution powers under the Insurance Act are now aligned with that under the Banking Act,
providing MAS with a broader range of resolution options in dealing with a distressed insurer. The
enhanced resolution framework also strengthens MAS’ ability to maintain continuity in insurance
coverage for policy owners when an insurer fails. Continuity in coverage is especially important in
respect of life policies as they tend to be long-term. An early termination could cause substantial
loss due to surrender penalties or the inability of the life assured to take up new insurance cover
because of advanced age or deteriorating health.
Examples of the enhanced resolution powers include MAS to take control of a distressed
insurer, or make a determination for the sale or transfer of assets and liabilities or for the transfer of
the insurer’s ownership. For an insurer in liquidation, MAS’ approval is now required for the
appointment of a liquidator. A liquidator of a distressed insurer must also either seek to sell or
transfer the portfolios of the insurer or continue the business of the insurer until the portfolios are
transferred.

SOUTH AFRICA
Significant Developments in the Financial Sector
Regulatory Impact Assessment
The Banking Association has concluded a regulatory impact assessment on the banking
sector, identifying 211 pieces of legislation and 12 codes that must be complied with (to a greater
or lesser extent) by banks. A number of inconsistencies were identified, from conflicting
definitions e.g. the classification of an SME for prudential reporting purposes, to varying
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compliance thresholds applicable to the legal entity that require the same data to be reworked
under multiple reporting structures adding significant additional effort on the part of the banks.
The unintended consequences of blanket regulation and the effect on the banking industry are
still not understood by policy makers and the systemic risk that this legislation introduces to the
banking sector is largely ignored.
As part of a strategy to broaden financial inclusion, the light touch banking legislation
envisaged for the Co-operative Banks or village banks does not relieve these new institutions of
their obligation under the remaining legislation to comply at considerable expense.
Companies Act
The Companies Act 2008 came into effect from 1 May 2011 ending three years of uncertainty
for businesses. The Act codifies directors’ duties and obligations from the previous common law
standard and provides solvency tests for the company that determine its ability to trade.
Furthermore, the Act introduces new provisions such as business rescue and special characters in
company names, although the latter has been delayed for three years.
Consumer Protection Act
The Consumer Protection Act was implemented on 1 April 2011. The Act introduces
substantial consumer rights not only between contracting parties but also users, recipients and
beneficiaries of goods and services. The definition of goods and services has been expanded to
include retailers, casinos, print media, airlines, estate agents, banks and financial services.
The establishment of a new National Consumer Commissioner under the Act will introduce a new
market conduct regulator whilst the National Credit Regulator provides market conduct oversight
for the credit lending of banks.
National Treasury through the Financial Services Board will assume responsibility for market
conduct in the financial sector, including how banks should set their fees under the recently
announced Twin Peaks policy.
Financial Intelligence Centre Act
The supervision of the anti-money laundering legislation was clarified in December 2010
with the statutory obligation for supervision being passed from the Financial Intelligence Centre
to the regulator of the banks, financial institutions, accountants and legal fraternity.
The Act, which was introduced in 2001, has traditionally followed a suspicious transaction
reporting obligation and in December an additional cash reporting threshold of R25, 000 was
introduced. At this level of reporting the volumes are substantial and banks are unable to meet the
comprehensive data requirements in electronic format in the timeframes required. Programmes
are being implemented to achieve at least 95% data compliance by end 2011.
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Financial Sector Charter
The Financial Sector Charter, signed in 2003, was gazetted as a draft sector code in December
2010. The deadlock over direct ownership targets has been resolved by deferring to additional
equity equivalent transactions. However, an approach to the once empowered always empowered
debate and new targets for access to financial services and empowerment financing need to be
agreed for the final leg of the Charter which ends in 2017.
Legislative/Regulatory Actions Taken due to the Financial Crisis
Although the South African banking sector was not impacted by recent global events to the
same extent as many international counterparts, the following initiatives have been undertaken in
line with the global regulatory reform agenda.
Regulatory/supervisory structures, including changes in the organization and/or
responsibilities and powers of regulatory, central bank and other governmental authorities in
the financial sector
During 2010, National Treasury established the Regulators’ Roundtable to address
macroprudential policy, regulatory co-ordination and infrastructural issues facing the South
African financial system. Key stakeholders included National Treasury, South African Reserve
Bank, Financial Services Board and the National Credit Regulator. Other interested parties are
included by invitation.
The National Treasury document “A safer financial sector to serve South Africa better”
published in February 2011 provides a proposed framework for financial stability, consumer
protection and financial inclusion. The framework proposes a Twin Peak model with prudential
regulation and oversight of the financial sector potentially moving to the South African Reserve
Bank and market conduct of the sector to the Financial Services Board.
A Council of Financial Regulators will be established to improve co-ordination between
regulators and a new Financial Stability Oversight Committee will be established, jointly chaired
by the Minister of Finance and Reserve Bank Governor, effectively collapsing a number of
advisory structures.
Within the South African Reserve Bank, the status of the Financial Stability Committee was
elevated, with enhanced mandate and membership that includes the members of the Monetary
Policy Committee. A Macroprudential Supervision Unit has also been established in the Bank
Supervision Department.
The Financial Services Board has shifted their supervisory approach to focus on larger
insurance groups that have a potential systemic impact.
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Imposition of enhanced capital requirements, including stress testing and contingent capital
requirements
South Africa successfully implemented Basel II with effect from 1 January 2008.
Pronouncements from the Basel Committee during 2009 have been incorporated into the
Regulations due for implementation in January 2012 with the requirements for strengthening
capital and liquidity requirements to be phased in from January 2013 in accordance with the
international time lines.
South African banks’ capitalisation levels already exceed the new requirements of Basel III,
due for implementation by January 2019. For the past few years, Bank Supervision has been
calculating and monitoring banks' leverage multiples and ratios as part of their supervisory
framework to monitor the potential build-up of risk. Currently, the leverage ratios of South
African banks are substantially more conservative than the requirement set out in the Basel III
framework.
Resolution planning/ “living will” requirements
A World Bank funded joint project between National Treasury and the South African Reserve
Bank to improve resolution planning has been conducted and a comprehensive report is being
drafted.
The next phase of the project will include a joint review of the crisis contingency framework
that include creating colleges of supervisors and living wills and the implementation of the legal
changes required to provide emergency powers to the appropriate regulators.
Other prudential or regulatory limitations on financial institutions’ activities, including
limitations on incentive compensation arrangements
In 2008, as part of Bank Supervision’s flavour-of-the-year topic, a discussion around the
involvement of the board remuneration sub-committee in banks’ incentive schemes was included
for meetings with banks’ boards.
The Financial Stability Board published their Principles for Sound Compensation Practices in
2009, which prompted Bank Supervision to request a self-assessment questionnaire during 2010
to follow up on the status of banks’ compliance with these principles and standards and to
disclose their intentions to meet full compliance.
Banks’ have made significant progress and during 2011, Bank Supervision will continue with
their efforts to gain full compliance.
Regulation of over-the-counter (OTC) derivatives, including registration of derivatives dealers
and the imposition of execution, clearing and reporting requirements on OTC derivatives
transactions
The Financial Services Board convened a working group of industry regulators and experts
and a draft recommendation was tabled in November 2010. A broad legislative framework is
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being developed to incentivise on-exchange trading of OTC derivatives in line with the G 20 and
Financial Stability Board proposals.
The establishment of special resolution regimes
The South African Reserve Bank established the Financial Sector Contingency Forum post
September 2001, to facilitate the identification and mitigation of risks to the broader financial
sector. In 2009 a number of sub-committees were consolidated into two main sub-committees.
The Operational Risk Sub-committee with bank representation is focused on systemic operational
risk whilst the Financial Risk Sub-committee draws its members from National Treasury and the
South African Reserve Bank focuses on a financial crisis. Cross-representation ensures a high
level of synchronisation.
International consultants have performed an extensive review of the crisis management plan
and their recommendations are being considered.
The Minister of Finance established a Structural Funding and Liquidity Risk Task Team with
regulators and members from the broader financial sector during 2010. The objective of the Task
Team was to address the perceived vulnerability of the financial sector to a short-term savings
bias and the concentration of depositors which negatively impacts on the banking sector given the
new liquidity standards imposed by Basel III.
The Task Team is addressing both legislative impediments and structural issues that may have
an impact on the efficient flow of funds within the sector.
Efforts undertaken to consult and coordinate with counterparts in other countries
International consultation and co-operation is facilitated through various international
forums, including the G-20, the Financial Stability Board, and the Basel Committee and its
subgroups.
In 2010 Bank Supervision Department participated in two supervisory colleges arranged by
the Financial Services Authority of the United Kingdom, and the Hong Kong Monetary Authority
and the China Banking Regulatory Commission. Bank Supervision Department continued its
participation on the Southern African Development Community (SADC) Sub-committee of
Banking Supervisors and also assisted the Central Bank of Kenya and the Central Bank of
Zimbabwe by providing intensive training courses for their officials.
SPAIN
The legislative activity that has taken place in Spain during the period under review has
largely been as a result of the need to transpose into Spanish law applicable European Directives.
The most significant of these measures are the following:
Royal Decree 628/2010, of 14 May, which modifies the depositors insurance fund’s and
the investors insurance fund’s regulations in order to complete the transposition of the
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Directive 2009/14/CE, of 19 March, amending Directive 94/19/EC on deposit-guarantee
schemes as regards the coverage level and the payout delay.
Royal Decree 712/2010, of 28 May, which concludes the incorporation of the Directive
2007/64/CE, of 13 November, on payment services in the internal market amending
Directives 97/7/EC, 2002/66/EC, 2005/60/EC and 2006/48/EC and repealing Directive
97/5/EC.
Law 6/2011, of 6 April, which has incorporated the Directive 2009/111/CE, of 16
September, amending Directives 2006/48/EC, 2006/49/EC and 2007/64/EC as regards
banks affiliated to central institutions, certain own funds items, large exposures,
supervisory arrangements, and crisis management.
Law 7/2011, of 11 April, which has incorporated the Directive 2009/44/CE, of 6 May,
amending Directive 98/26/EC on settlement finality in payment and securities settlement
systems and Directive 2002/47/EC on financial collateral arrangements as regards linked
systems and credit claims.
Law 15/2011, of 16 June, which modifies certain financial rules to make enforceable the
Regulation 1060/2009/CE, of 16 September, on credit rating agencies.
Royal Decree 771/2011, of 3 June, which finishes the incorporation of the Directives
2009/111/CE (already mentioned), and 2010/76/UE, of 24 November, amending
Directives 2006/48/EC and 2006/49/EC as regards capital requirements for the trading
book and for re-securisations, and the supervisory review of remuneration policies.
In addition to the foregoing provisions, laws have also been enacted to respond to the
current difficult economic situation. With respect to financial matters, these laws correspond in
certain part to the various agreements adopted by European Union bodies. The most significant of
these measures are the following:
Royal Decree-Law 13/2010, of 3 December, which adopted different measures to enhance
the productive investments and the employment recovery.
Royal Decree-Law 2/2011, of 18 February, on reinforcement the financial system. This
important law states a new regulation in two fields:
o Tougher requirements of own funds to the credit institutions, which in fact means
an anticipated entering in force of Basel III standards.
o The functions, powers, capacities and government of the Banking Orderly
Resolution Fund (FROB).
Royal Decree-Law 3/2011, of 18 February, on reform of the active labour market policies.
Royal Decree-Law 7/2011, of 10 June, on reform of collective negotiation in the labour
market.
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Other laws of note include Royal Decree 748/2010, of 7 June, which modifies the
regulation of the collective investment funds; the Orders of the Economy Department 1717/2010
and 1718/2010, of 11 June, on regulation and control of the investment products and services’
publicity; the Royal Decree 1282/2010, of 15 October, on futures and options’ secondary markets’
regulation; and the Law 2/2011, of 4 March, on Sustainable Economy, which modifies a large
number of regulations on several issues like corporate governance, own funds, securities markets
and collective investment funds.
Finally, on the tax front, the most important regulations have been the Royal Decree
897/2010, of 9 July, amending the Regulation on Corporate Income Tax regarding the obligation
to prepare transfer pricing documentation; the Royal Decree 1788/2010, of 30 December,
amending the Regulation on Personal Income Tax, Corporate Income Tax and Non-Resident
Income Tax regarding payments in kind, deduction for investments in main residence and
payments on account; and the Royal Decree 1789/2010, of 30 December, amending the Regulation
on Value Added Tax, and the Regulation governing invoicing obligations, in relation with the
fulfilment of certain formal obligations.
SWEDEN
The Banks’ Results and Key Figures
The description focuses on the four major commercial banks in Sweden. They jointly
represent about 70 per cent of the market. These major banks have considerable activities in markets
outside Sweden. The text is mainly based on the Swedish Central Bank’s, The Riksbank, Financial
Stability Report.
Market Developments
The Swedish economy is continuing to develop well. The banks’ loan losses have continued
to decline, while their earnings and profitability have increased. The loan losses have primarily
declined in the Baltic countries, where the economic recovery has continued to be faster than
expected. Despite the fact that there are still problems on the international financial markets, the
Swedish banks have according to the Riksbank good access to market funding, both in Swedish
kronor and foreign currencies. It has thus been possible for the Riksbank to completely phase out the
liquidity assistance measures, which were implemented during the financial crisis. The Swedish
banks’ costs for market funding are also lower than those faced by many other European banks.
However, several banks in Europe are still dependent on their central banks’ liquidity provision for
funding.
The reason the Swedish banks do not have problems finding funding on the financial
markets is partly because they are well capitalised, compared with many other internationally-active
banks, and partly that they have only small direct exposures to the countries with fiscal problems.
According to information from the Riksbank the four major Swedish banks’ exposures to the states
of Greece, Ireland, Italy, Portugal and Spain amounted in total to SEK 4 billion at the end of last
year. Compared with many countries in Europe, the Swedish economy is also developing strongly
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and public finances are good. According to the Riksbank, this can have a favourable effect on how
the Swedish banks are assessed in the international markets.
Swedish banks have good access to funding through the bond market. This applies to both
Swedish kronor and other currencies. Above all, this means that they are considered to have a low
credit risk in comparison with other banks. This is also confirmed by the responses to a risk survey
conducted by the Riksbank in April/May. In the survey market participants report that Swedish
securities are considered a safe haven in comparison with others and are thus subject to greater
demand.
Earnings and Profitability
The major share of the banks’ profits stem from the Nordic countries. Approximately 80 per
cent of the profits before loan losses come from this region according to calculations by the
Riksbank. Of this, the largest part comes from the banks’ operations in Sweden. The banks’ largest
earnings items are net interest income, that is the difference between interest income and interest
expenditure, and net commission, which consist of charges for various services and products.
The bank’s earnings, that is profits before loan losses, increased in the end of 2010 and in
the beginning of 2011. The increase is due to the fact that income, above all net commission income,
increased. This in turn is largely due to the increase in commission income from securities trading
and asset management as a result of both higher turnover on the stock markets and higher share
prices. Net interest income, on the other hand, has decreased slightly compared to the previous
reporting period and is still under pressure because lending to companies has not increased to any
great extent and because deposit margins are low. The lending margin for Swedish mortgages has,
however, increased somewhat recently
Lending
The major part of the banks’ lending is conducted in the Nordic countries. The geographical
distribution of the lending differs, however, from bank to bank. Compared to the other three big
banks in Sweden, Nordea has a relatively small proportion of its total lending in Sweden and is the
bank that that has the largest proportion of its lending in the other Nordic countries. Swedbank and
SEB are the two banks that have the largest proportion of their lending in the Baltic countries, but
Nordea also has part of its lending there. For Swedbank and SEB, lending in the Baltic countries
constitutes 11 per cent of each of the banks’ total lending to the public. The corresponding figure for
Nordea is 2 per cent. According to information to the Riksbank, the Swedish banks’ exposure to the
so-called GIIPS countries is, on the other hand, limited.
The Swedish banks’ lending in the Baltic countries is continuing to decline. Compared with
one year ago, lending has declined by 4 per cent, adjusted for exchange rate effects. In Estonia,
lending has fallen by 4 per cent, in Latvia by 9 per cent and in Lithuania by 1 per cent. Part of this
decline is due to some loans becoming loan losses, but the main reason is that the demand for loans
has decreased as a result of the continued weak economic situation in these countries. Although the
Swedish banks have reduced their lending in the Baltic countries, their market shares remain
relatively unchanged compared with the situation a year ago.
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Loan losses have fallen for the seventh consecutive quarter. This fall is due to recoveries and
reversals of earlier provisions. The proportion of new provisions is falling at the same time as the
proportion of write-offs is increasing.
Loan losses stemming from the Baltic countries have fallen substantially compared to the
situation a year ago. Loan losses from the other Nordic countries have, on the other hand, remained
relatively stable over the last four quarters. Over half of these loan losses stem from Denmark.
According to the Riksbank the Swedish banks have a sound grasp of the scope of the
problem loans in the Baltic countries and their management of these loans complies with good
practice. There was a substantial increase in problem loans in the Baltic countries during the
financial crisis and there is still a large stock of such loans. Approximately three-quarters of these
loans are loans to companies, while the rest are loans to households.
Loan losses from corporate lending in Sweden and the other Nordic countries, with the
exception of Denmark, have been lower than expected according to the Riksbank. The low interest
rates in combination with the fact that the companies have had a high proportion of loans at short
fixed-rate periods has had a more positive impact than expected on the ability of the companies to
service their loans. The weak Swedish krona also eased the situation for Swedish export companies
during the crisis. Many companies also had strong balance sheets when the crisis hit, and many of
them also managed to quickly reduce their costs.
Capital
Swedish banks are well capitalised in an international comparison according to the Riksbank.
During the crisis, all of the banks strengthened their capital ratios by both increasing their capital
and reducing their risk-weighted assets. Among other things, three of the four major banks raised
new capital through rights issues. In all of these issues, existing shareholders or private players
injected capital. The banks also cancelled or reduced dividends to their shareholders during the
crisis. However, all of the banks have now begun issuing dividends to their shareholders again at the
levels that prevailed before the crisis. In addition, all four banks have received approval from their
respective annual general meetings to buy back own shares.
Funding
Half of the Swedish banks’ funding consists of deposits and half of market funding.
Market funding consists mainly of issued securities. Bonds (mainly covered bonds) account for the
long-term funding. Short-term market funding largely consists of certificates in foreign currencies,
mainly US dollars. Borrowing on the interbank market, which is primarily to be regarded as a means
of balancing liquidity, is also a part of the short-term market funding. During the crisis, a small part
of the banks’ normal market funding was replaced by loans from the Riksbank and
government-guaranteed borrowing. The last of the large extraordinary loans from the Riksbank was
phased out at the end of 2010 and, although a number of bonds with government guarantees are still
outstanding, no bank is any longer part of the government guarantee programme.
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Legislative and regulatory actions initiated to address the causes and consequences of the
financial crisis
The legal and regulatory actions taken during the period have come into a new phase and
there are few specific Swedish actions from the Swedish authorities. Instead the legal and regulatory
actions follow the decisions taken on the EU level and which are now implemented in the Swedish
legislation and supervision. Actions by the Swedish authorities in connection to e.g. enhanced
capital requirements, resolution planning, incentive compensation arrangements, resolution regimes,
etc, are all following the rules and directives taken in the European Union. Some are already
implemented in the Swedish legislation and some will be implemented during the year.
To safeguard financial stability the Swedish government has announced that it intends to test
different measures, such as higher capital adequacy requirements than will apply when Basel III is
implemented. The Riksbank supports this work now being conducted at the Government offices.
The motive for the Government and the Riksbank advocating higher capital adequacy
requirements for the Swedish banks in the long run is that there are circumstances in the Swedish
banking system that entail risks that are not fully covered by the Basel III regulations. These
circumstances are among others according to the both authorities;
-the Swedish banking system is concentrated
-large share of market funding in foreign currencies
-the Swedish banks are large in relation to the Swedish economy.
Higher capital ratios would mean that the banks’ resilience to failure increases, at the same
time as shareholders would have to bear a greater share of the cost if a failure were nevertheless to
occur. Higher capital adequacy requirements might however mean that bank services become more
expensive and would also mean that Swedish banks could lose in competition against other
European banks.

SWITZERLAND
Overall, 2010/2011 was a positive year for the Swiss economy and Swiss banks. The Swiss
budget was balanced and national debt remained on a low level compared to other countries. Swiss
banks proved again to be solid and profitable in the last year, as is underlined by ample credit, low
CDS spreads and high capital levels. Particular challenges arise from the strong Swiss franc that is
affecting the export-oriented Swiss economy and the profitability of banks, especially the wealth
management business. Swiss banking regulation continues to be in line with international
standards. With respect to capital requirements, Swiss requirements will be among the highest
globally, especially for the two systemically important institutions. A particular challenge to Swiss
banks (and to financial institutions around the globe) is the U.S. Foreign Accounts Tax
Compliance Act (FATCA). The Swiss Bankers Association has been co-operating with the IIB
and the European Banking Federation expressing its concerns about FATCA and suggesting
practicable solutions for implementation.
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Implementation of Basel III
In Switzerland, Basel II was implemented on time and in a manner consistent with the
standards of the Basel Committee on Banking Supervision. Already under Basel II, the regulator,
the Swiss Financial Market Supervisory Authority (FINMA), has required an additional buffer of
20% relative to the requirements of Basel for all banking institutions. In addition, and in reaction to
the financial crisis, FINMA drastically increased the risk-weighted capital requirements for
Switzerland’s two major banks (Credit Suisse and UBS) in December 2008 and introduced an
un-weighted leverage ratio to be complied with by 2013.
Currently, a National Working Group under the lead of FINMA is preparing the
implementation of Basel III into Swiss legislation. The implementation of Basel III will follow the
time-table of the Basel Committee. In summer 2011, FINMA runs a Quantitative Impact Study
(QIS) regarding the various effects to be expected from the introduction of Basel III. An official
consultation is planned for Q4 2011, and Basel III will basically enter into force by the beginning
of 2013.
It is planned that the new liquidity standards (“Liquidity Coverage Ratio” and “Net Stable
Funding Ratio”) are going to be implemented into Swiss law on the levels of an additional
Ordinance by the Federal Council as well as a new Circular by FINMA. The implementation will
be developed based on the impact analyses by the Basel Committee and will follow its time-table.
The Basel Committee’s recommendations regarding the leverage ratio will be subject to a
monitoring period and are planned to be implemented through a revision of the Swiss Federal
Ordinance on Capital Adequacy and Risk Diversification.
Moreover, in April 2011 FINMA published its new rule on capital buffer and capital
planning in the banking sector. It defines FINMA’s supervisory practices in the field of additional
capital requirements (“Pillar 2”), where a differentiating approach based on a categorization of
banks is used, and contains guidelines on implementing corresponding requirements, in particular
relating to internal capital planning processes.
“Too Big to Fail” (TBTF)
With specific regard to systemically important institutions, a Commission of Experts
mandated by the Swiss Federal Council presented its final report on the issue of “too big to fail” in
October 2010. The Commission has identified changes to capital requirements, liquidity standards,
risk diversification as well as organizational requirements as core measures of an adequate “policy
mix”.
Based on an official consultation between December 2010 and March 2011, the Swiss
Federal Council sent its suggestions on changes to the banking law regarding the “too big to fail”
issue to the Swiss Parliament in April 2011. This package of regulations is now working its way
through the political process. Political action on the proposal has taken place during summer
(Council of States) and will resume during autumn 2011 (National Council).
The suggested policy mix calls for considerably tighter regulation of Switzerland’s two
major banks, not only compared with the status quo but also with Basel III. In an international
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comparison, the proposals will turn the Swiss financial center into a pioneer, both in terms of
content and timing. In particular, the new Swiss legislation defines a risk-weighted capital
requirement of 19% total capital. Overall, the Swiss Bankers Association (SBA) supports the
measures that are proposed to further improve systemic stability. However, an international level
playing field as well as reliable empirical data on the potential economic impact of the TBTF
package will remain of crucial importance.
In the broader context of systemic stability, a joint Expert Group of the Federal Council,
the Swiss National Bank (SNB) and FINMA is currently examining the rationale, potential
instruments and institutional settings for additional measures in the field of macroprudential
regulation and supervision. This analysis seems to be at an early stage. An interim report is
expected for autumn 2011.
2015 Financial Centre Strategy
In 2010, the Swiss banks adopted a new strategy, developed in close consultation with the
Swiss government and forming part of the latter’s financial market strategy approved in December
2009. Its four pillars are:
Focus on taxed assets
Regularization of untaxed assets
Protecting privacy
Growth through improved domestic framework and easier access to the market.
The aim of this 2015 financial centre strategy is to generate growth opportunities for the two key
business sectors retail and corporate banking in the Swiss domestic market and international asset
management provided in and from Switzerland.
Provision of Cross-Border Financial Services
On 22 October 2010 the FINMA issued a position paper dealing with the legal and
reputational risks deriving from the provision of cross-border financial services and the
cross-border supply of financial products. In its position paper, the FINMA stated that it expects its
supervised institutions to assess the risks associated with their cross-border business and to take
suitable measures to mitigate or eliminate such risks. In particular, FINMA expects institutions to
duly observe foreign supervisory legislation, and to define a service model appropriate for each
individual target market. As part of its ongoing supervision, FINMA will therefore increasingly
focus in future on the conduct of institutions engaging in cross-border operations.
Revised Double Taxation Agreements
Switzerland has revised 30 double taxation treaties containing the standard on the
exchange of information in tax matters as set out in Article 26 of the OECD‘s Model Tax
Convention to June 2011.
After the first of two phases of the OECD peer review on exchange of information in tax
matters, the OECD committee acknowledged the tremendous effort Switzerland proved by
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implementing this standard in its double taxation treaties. Switzerland has further amended the
double taxation treaties with technical rules of interpretation in form of side letters. These side
letters explained that the exchange of information will be executed according to the international
standard and therefore be in line with the OECD Model Tax Convention, as requested by the
OECD committee. Subsequently, the OECD committee attested Switzerland that the international
standard on exchange of information is now interpreted wider and therefore is in place.
Switzerland passed the first phase of the OECD peer review in June 2011.
Tax Agreements with Germany and the United Kingdom
A variety of problems and issues have arisen in cross-border banking business in recent
times that jeopardize the important political and economic bilateral relations. In the interests of
preserving foreign clients’ trust in Swiss banks, which has been painstakingly built up over the
years, the Swiss government has been holding exploratory talks with various European countries,
for example with the United Kingdom and Germany. These discussions have centered on the
objective that clients who have not fulfilled their tax obligations in their country of residence
should be able either to make a voluntary self-disclosure or be provided with means of regularizing
the tax status of their assets while at the same time protecting their privacy. In addition,
cross-border access for Swiss banks in other countries should also be improved. Another aim was
to defuse the mounting conflict over the possible criminalization of bank employees in connection
with tax offences committed by bank clients.
The solution, whose details are still negotiated, covers the following points in particular:
Regularization of the past: untaxed existing assets should be regularized.
Final withholding tax for the future: future investment income should be covered by a
withholding tax, the rate of which is still to be discussed. The final withholding tax is a tax
at source. After it has been paid the tax obligation towards the country of domicile will
have been fulfilled. Control mechanisms have been agreed in order to prevent any
possibility of circumventing the withholding tax.
Further elements: Switzerland and the UK intend to resolve the issue of market access for
Swiss financial institutions in the UK. The package includes measures to decriminalize
banks and their staff.
The negotiations were ongoing by the end of June 2011 and are expected to be terminated by
the end of summer 2011.
The UBS Case and Administrative Assistance to the U.S.
As reported in last year’s Global Survey, in August 2009 agreements had been signed
concerning requests for administrative assistance by U.S. tax authorities in connection with U.S.
clients of the Swiss bank UBS who allegedly had used their accounts to commit tax fraud.
Switzerland and UBS committed itself to processing the requests within a year and examining
some 4,450 U.S. client accounts for behavioral patterns indicative of tax fraud in accordance with
Swiss administrative procedures and due judicial process.
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By late 2010, records for more than 4,000 UBS client accounts had been provided by the
Swiss tax authorities to the U.S. In turn, in November 2010 the U.S. government formally
withdrew the civil action (John Doe Summons) against UBS which had been pending at a court on
Florida. Hence, the UBS case could be resolved within the overall timeframe agreed in 2009.
Currently, U.S. authorities are investigating further cases of tax fraud allegedly committed
by U.S. clients of non-US banks, including other Swiss banks. The Swiss and U.S. governments
have been in discussions aiming at a general solution for legacy cases involving Swiss banks.
In 2009, Switzerland and the U.S. had revised the double taxation treaty (DTT) to
incorporate the “OECD 26” standard for the exchange of information in tax matters. The revised
agreement will allow Switzerland to extend international administrative assistance for all tax
offences, including tax evasion, and not just for criminal tax fraud as had been the case in the past.
Both governments have signed the DTT which was ratified by the Swiss Parliament in the
meantime while still awaiting ratification by the U.S. Senate.
Depositor Protection
After public consultation, the measures for a higher depositor protection elaborated since
2008 were transformed from urgency law into regular law. The core elements are:
an increase in the maximum amount of secured (“privileged”) deposits from CHF 30,000
to CHF 100,000 per depositor;
an additional privilege of up to CHF 100,000 for claims to bank foundations and the
treatment of vested benefits of such foundations as deposits from the pension plan holder
or insured person (the privilege thus being counted not per foundation but per holder);
an obligation for banks to hold assets to the amount of 125% of the privileged deposits in
Switzerland to assure that banks have regular business activities there instead of collecting
deposits in Switzerland and transferring them immediately abroad;
the speeding up of disbursement in the event of a bank failure by possible immediate
payouts to depositors up to CHF 100,000 out of liquidity available at the insolvent
institution (previously limited to CHF 5,000 per depositor); and
an increase in the system limit (i.e., the total amount covered by the scheme) from CHF 4 to
CHF 6 billion.
Additionally, Swiss banks and securities dealers have to hold 50% of their liabilities
concerning depositor protection as special liquidity positions in their books.
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TURKEY
During the period under review, various measures were taken as a part of the exit strategy
from the financial crisis. These measures were addressed at two main targets. Measures increasing
loan costs aimed at limiting the increase in domestic demand and the use of foreign resources by
slowing down the rise in loan supply. In addition, interest rates were lowered to prevent short-term
capital inflows through diminishing of short-term return of TL investments.
Regulatory Developments Related to the Banking Sector
The important regulations affecting the banking sector issued in the period under review
were outlined as follows:
Amendments in the Banking Law
The Law No. 6111 on the Restructuring and Rescheduling of certain Outstanding Public
Debts and on Amendments and Revisions to the Law on Social Security and Public Health
Insurance and to some other Laws and Governmental Decrees in Force of Law (the “Law No.
6111” or the “Omnibus Law”) (published in the Official Gazette on 25 February 25, 2011 and
numbered 27857(bis)) contains clauses affecting the law of economy as part of the amendments
and revisions in various laws.
Further to amendments by the Law No. 6111, the legal barrier prohibiting general
managers or deputy general managers of banks from working in any other commercial enterprise
has been removed in Article 25 of the Banking Law no. 5411.
It is also understood that through the additions made to Article 35, the BRSA is authorized
(i) to determine and fix the subjects on which banks are allowed to procure support services, and
(ii) to limit the subjects of support services, or to prohibit all or any such support services, or to
require liability insurance coverage in connection therewith, or to make it obligatory to receive and
obtain prior permission in connection thereof.
The amended wording of Article 36 imposes liability insurance as a legal obligation on
independent audit firms only, and states that the other three types of firms are held liable to take
out and maintain liability insurance (i) only if and when demanded so by the banks to whom they
serve, or (ii) if and when deemed “necessary” by the BRSA.
Article 73 has been amended in order to remove doubt in the practice of law as to whether
confidential information may be given or disclosed to persons or entities authorized by other laws
and regulations. Furthermore, the law provision holding banking circles liable and obliged to keep
information regarded as banking secrets in strict confidence and not to give or disclose the same to
any persons or entities other than the authorities clearly authorized by the applicable laws has also
been amended.
Finally, as per the amendments to Article 73/4 of the Banking Law, it is deemed that the
obligation of confidentiality does not arise provided that the disclosure of confidential information
as to the secrets of banks or their clients both in the course of the exchange of all kinds of
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information and documents under certain conditions, the underlying rationale for the amendments
to the confidentiality obligations of banks and the BRSA is to harmonize Turkish law in light of
EC Directives and EU legislation for the sake of the top level protection of secrets and confidential
information.
As per an additional article to the Banking Law, a Risk Centre shall be established and
founded within the organization of the Banks Association of Turkey in order to “gather and collect
risk information and data” relating to clients of crediting institutions and other financial
institutions and to ensure the “sharing of such information” both with these entities and institutions
and other natural persons or legal entities and with private law legal entities subject to their prior
consent. Additionally, operation principles and procedures with respect to the Risk Centre will be
determined within one year of the publication of the Omnibus Law and regulated by the Banks
Association of Turkey and published in the Official Gazette. The Risk Centre will be subject to the
audit and supervision of the BRSA.
The Banking Regulation and Supervision Board (BRSA) regulations
On December 18, 2010, credit card minimum payment amount previously equal to 20% of
the outstanding debt of account period was increased to a range of rates varying from 25%
to 40% depending on the card limit.
By BRSA Resolution dated December 16, 2010 it was decided that in loans to be extended
by banks to customers for housing and in consumer loans to be extended under housing
collaterals, the amount of the loan shall be limited to 75% of the value of the real estate
subject to collateral and in installment commercial loans to be extended for commercial
real estate purchase, the amount of the loan shall be limited to 50% of the value of the real
estate subject to collateral.
On June 18, 2011 BRSA has increased the general provisions a bank must pay against
consumer loans to 4% from 1%, if its consumer loan portfolio exceeds 20% of total loans.
It has also redefined how it calculates consumer credit risk for the purpose of capital
adequacy ratios, assigning a higher risk value to short-term consumer loans and increasing
reserves for non-performing loans that exceed 8% of the total.
Changes to establishment of financial leasing, factoring and financing companies
On 24 February 2011, the BRSA introduced various important changes to the legal regime
applicable to financial leasing companies by amending the Regulation on Establishment and
Activities of Financial Leasing, Factoring and Financing Companies.
Some of the key changes are as follows:
Increase in paid up capital: For factoring and financing companies the minimum paid up
capital requirement has been increased from TL5,000,000 to TL7,000,000.
Payment of capital: The founding partners of these companies must pay the minimum
capital in cash and full.
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Resource Utilization Support Fund
By a Decree of the Council of Ministers, the rate of discounts for resource utilization
support fund was increased by 5% percentage points to 15%.
Amendment to Statutory Reserve Ratios
On September 23, 2010, TL reserve requirement ratio was increased from 5% to 5.5%,
while foreign exchange reserve requirement ratio was increased from 10% to 11%.
Furthermore, the rate of interest applied on required reserves for TL was reduced to 0%.
On December 17, 2010, TL reserve requirement ratio was differentiated depending on the
term structure, and repurchase agreements of banks with each other or with the Central
Bank were included in the scope of required reserves. Considering the existing term
structure of deposit accounts, the effective required reserve ratio for TL obligations rose
from around 6% to approximately 7.5% on average.
The Communiqué No. 2005/1 regarding Statutory Reserves was amended also on 24
January 2011, 23 March 2011 and 21 April 2011. The amendments to Article 5 of the
Communiqué increased Turkish lira and foreign exchange statutory reserve ratios
dependent on the type of account held with the Central Bank.
In addition to the measures listed above, foreign exchange buying auctions was made
possible through additional foreign currency bids, and the Central Bank’s intermediary
role in foreign currency market was terminated.
New Turkish Commercial Code
The new Turkish Commercial Code No. 6102 was approved by the Turkish Parliament on
13 January 2011 and published in the Official Gazette on 14 February 2011. The new Code is
expected to come into force on 1 July 2012. The Code abrogates the Turkish Commercial Code
No. 6762 which has been in force for more than half century.
The new Turkish Commercial Code sets up a major reform of Turkish commercial law. It
fundamentally changes the entire legal framework for the ways in which commerce and
investments are carried out in Turkey. Overall, the new code is a welcome improvement and a
modernisation of Turkey’s commercial law. It introduces various key principles of good corporate
governance (e.g. transparency, IFRS rules, new auditing rules); and introduces in terms of
structuring novelties, focusing a bit more on professional management, exit mechanisms from
incorporations, group companies and sole partnerships.
Implementation of the new Turkish Commercial Code
The Law on the Execution and Implementation of the Turkish Commercial Code No. 6103
has been accepted on 14 January 2011 and published in the Official Gazette on 14 February 2011.
Similar to the new Turkish Commercial Code, this Law is expected to enter into force on 1 July
2012. The Law sets out principles and rules regulating the execution and implementation of the
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provisions under the new Code. The current Turkish Commercial Code shall apply to cases and the
legal results of the cases that have taken place before 1 July 2012.
New Code of Obligations
The new Code of Obligations No. 6098 was accepted on 11 January 2011 and published in
the Official Gazette on 4 February 2011. This new Code is expected to come into force on 1 July
2012. This new Code abrogates the 85-year old Code of Obligations No. 6762. Beside (i)
simplifying the language of the existent provisions, (ii) eliminating the misunderstandings which
arose from the mistranslation of the Swiss Code of Obligations; and (iii) keeping the consistency
between the defined terms, the new Code introduces significant amendments on contracts law to
unify Turkish Obligations Law provisions with the international provisions. These amendments
are focusing mostly on the electronic signature, general conditions in standard form, default
payment, limitation periods, strict liability, assignment of the agreements, sale agreements and
lease agreements.
Implementation of the new Code of Obligations
The Law on the Execution and Implementation of the Code of Obligations No. 6101 was
accepted on 12 January 2011 and published in the Official Gazette on 4 February 2011. The Law
sets forth the terms and conditions for implementing and executing the new Turkish Code of
Obligations. In parallel to the new Code of Obligations, the Law will come into effect on 1 July
2012.
Because of non-retroactivity principle, the new Turkish Code of Obligations will not apply
to the actions and procedures that have taken place before its enforcement date.
Basel II Minimum Capital Requirements
With its decision dated 24 February 2011, the BSRA announced the implementation date of
the capital adequacy rules, which form the equivalent to the rules of the Basel II framework
agreement. According to the decision, it is compulsory for the banks to apply the draft capital
requirement regulations within the transition period of between 1 July 2011 and 30 June 2012
without being subject to any sanctions. As the draft regulations will come into effect on 30 June
2012, all banks must comply with these rules starting from this date.
Market Developments
The number of banks operating in Turkey was 48, of which 4 were participation banks.
The number of deposit banks and development and investment banks decreased by 1 at 44
compared with the end of 2010 due to the fact that two of banks in Turkey, Türk Ekonomi Bankası
AŞ (TEB) and Fortis Bank AŞ merged under TEB in February 2011.
Considering deposit banks and development and investment banks, total number of
branches increased by 429 to 9,465 and the number of employees also continued to increase in
2010 and reached 17,504.
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UNITED KINGDOM
Key Regulatory Developments
Independent Commission on Banking
The Independent Commission was set up by the incoming Coalition Government to consider
the structure of the UK banking sector, and look at structural and non-structural measures to
reform the banking system and promote competition. Following a consultation process on an
earlier ‘issues paper’ the Commission published its interim report on 11th April recommending
that:
Systemically important banks be required to hold more capital than Basel III minimum
requirements, though crucially it adds that this should not mean UK banks holding more
capital than international standards providing they have a credible resolution plan;
UK retail banking activities within a universal bank be ‘ring-fenced’ within a separately
capitalised subsidiary supported by a minimum of 10 per cent core Tier 1 capital and
enabling limitations to be placed on the financial links between the ring-fence and the rest
of the group; and
Further measures be pursued in order to improve competition in UK banking, including the
enhancement of existing divestiture programmes, improvements to accounts switching and
other measures to remove barriers to entry, and a statutory obligation for the new Financial
Conduct Authority to promote competition.
The consultation on the interim report is open until early July and the Commission will present
its final report to Ministers in September.
Reform of the regulatory architecture
The new coalition Government has set out proposals to replace the UK’s existing ‘tripartite’
approach to the regulation of financial services and financial stability with a new regulatory
structure. The Government proposes three key institutional changes:
A new Financial Policy Committee will be established in the Bank of England, with
responsibility for macro-prudential regulation, or regulation of stability and resilience of
the financial system as a whole;
Micro-prudential regulation of financial institutions that manage significant risks on their
balance sheets will be carried out by an operationally independent subsidiary of the Bank
of England, the Prudential Regulation Authority; and
Responsibility for conduct of business regulation across the entire spectrum of financial
services will be transferred to a new specialist regulator, the Financial Conduct Authority.
Although the Government is still to pass the legislation to establish the new structure, the FSA
has already been restructured internally to reflect its future shape. A shadow Financial Policy
Committee has been established at the Bank of England, to begin the macro-prudential monitoring
role foreseen for it. Its initial task is to produce the Bank’s biannual Financial Stability Report and
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to participate in the international dialogue on the development of macro-prudential tools. The new
system can be expected to become fully operational in 2012.
Bank Levy
The Chancellor of the Exchequer used his first Budget Speech on 22 June 2010 to announce
that the Government would introduce a bank levy from 1 January 2011. The levy will apply to:
The consolidated balance sheet of UK banking groups and building societies;
The aggregated subsidiary and branch balance sheets of foreign banks and banking groups
operating in the UK; and
The balance sheets of UK banks in non-banking groups.
The institutions listed above will only be liable for the levy where their relevant aggregate
liabilities amount to £20 billion or more. In calculating branch liabilities and Tier 1 capital, the
Government proposes to use the principles applied to the capital attribution methodology used for
Corporation Tax purposes. The levy will be based on total liabilities (i.e. both short and long term)
excluding: Tier 1 capital, insured retail deposits, repos secured on sovereign debt and policyholder
liabilities of retail insurance businesses within banking groups. Derivative liabilities will only be
taken into account where they are net derivative positions. The levy rate will be 0.075 per cent
from 2012 with an initial rate of 0.05 per cent in 2011. These figures were revised up from the
original rates of 0.70 and 0.04 in the 23 March 2011 Budget, ostensibly to offset a reduction in
corporation tax. The levy is introduced into legislation via the Finance Bill 2011.
Enhanced Liquidity Regime
The FSA issued a statement in relation to its enhanced liquidity regime in November 2010,
which is intended to introduce tougher qualitative and quantitative standards for firms. As the
Basel Committee has moved further towards introducing minimum global liquidity requirements
that will be implemented through EU legislation (CRD IV), the FSA has announced it does not
believe it is appropriate to set industry-wide transition requirements for the UK’s larger banks at
this stage.
The FSA is considering how best to calibrate the UK regime once these international
proposals have been finalised and the UK's larger banks should expect, as a minimum, to meet any
new international standards by the currently proposed implementation date of 1 January 2015.
Following consultation in the autumn of 2010, the FSA issued guidance in its ‘Prudential
sourcebook for Banks, Building Societies and Investment Firms’ (‘BIPRU’) which was followed
by guidance on ‘Individual Liquidity Systems Assessment’ (‘ILSA’) in April 2011. The ILSA is
relevant to simplified ‘Individual Liquidity Adequacy Standards’ (‘ILAS’) BIPRU firms, as that
term is defined under the FSA’s BIPRU. The ILSA is designed to help firms ensure they both act
in accordance with and meet the overall liquidity adequacy rule. It also enables the FSA to assess
firms’ compliance with BIPRU more effectively. The FSA expects ILSA’s to:
be proportional to a firm’s size, business model and risk appetite;
take into consideration all sources of liquidity; and
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include a firm’s own assessment and evaluation of its compliance with the systems and
control requirements of BIPRU 12.3 and 12.4, and the simplified quantitative requirements
of BIPRU 12.6.
Firms submit their ILSA to the FSA only when requested as part of the FSA’s ongoing
supervisory process. The guidance contains references to the various constituent parts of the ILSA
form with relevant guidelines.
Remuneration Code
The FSA issued its final Remuneration Code in December 2010, a week after the Committee of
European Banking Supervisors (CEBS, now the European Banking Authority [EBA]) published
its remuneration guidelines, as required by CRD III.
The final Remuneration Code came into force on 1 January 2011 in respect of 2010
performance. The new rules, following CRD III, also extended the scope from, in the UK, the top
30 financial institutions to about 2500 regulated firms, ranging from universal banks to
independent financial advisors on the High Street. The FSA has also published its final rules on
remuneration disclosure. The key changes in the Code were:
Restrictions on immediate cash bonuses;
The introduction of a retention period;
The prohibition on guaranteed bonuses will apply to all staff, and not just “Code Staff”. For
non-Code Staff, guaranteed bonuses will be completely prohibited;
Firms are to determine the maximum permitted ratio between the fixed and variable
elements of remuneration;
The FSA has indicated that proportionality may be applied within groups to mean that
certain subsidiaries and certain Code Staff do not have to comply with certain rules. In
addition, the FSA has devised a new four-tier proportionality framework, with firms in
proportionality tiers three and four able to dis-apply the rules on deferral, retention and
performance adjustment. Firms in proportionality tier four that are also limited licence and
limited activity firms will also be able to dis-apply the requirement to set a fixed to variable
pay ratio.
Voiding power: For 2011 the FSA is including a transitional provision that its voiding
power under the Remuneration Code will not apply to firms that are new to the
Remuneration Code.
Partnerships: The FSA has indicated that its approach to proportionality means that
partners, individual proprietors and other owner/managers do not necessarily have to apply
the rules on remuneration structures. However, the FSA states that this will depend on the
characteristics of the firm of which they are partners, rather than on their status as partners.
Definition of remuneration: The FSA noted that CEBS considers remuneration to include
fixed or variable remuneration, in the form of monetary payments or benefits, including
carried interest. The FSA also states that it expects variable remuneration to include
commission.
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What next:
Firms which were subject to the 2009 Remuneration Code: such firms were expected to
comply with all the rules from 1 January 2011, except the requirement to pay at least 50 per
cent of variable remuneration in shares or other instruments, in respect of which such firms
have until 1 July 2011 to comply.
Firms that are new to the Remuneration Code: such firms will have longer to comply, but
the deadlines for compliance appear to vary for different Principles of the Remuneration
Code:
Rules relating to remuneration governance and policy (Principles 1 to 6, 9, 10 and 11): the
FSA expected firms to be broadly compliant from 1 January 2011, with any shortfalls
being identified and a time specific plan to rectify them being in place by the end of
January 2011.
Rules relating to risk adjustment (Principle 8): the FSA expects all Tier 1 firms to be ready
to apply risk-adjustment techniques to bonus pools with effect from 1 January 2011. Other
firms will need to be able to demonstrate, subject to proportionality, that they have
considered the impact of future risks and uncertainties on their bonus pools, and ensure
these are taken into account when determining future bonus pools.
Rules relating to remuneration structures (Principle 12): firms are required to make
changes to remuneration structures necessary to comply with these rules by 1 July 2011.
JMLSG – Part III
As reported last year, JMLSG published a Part III to its AML Guidance for the UK
financial sector. A draft for comment was published in May, and after the consultation period a
final version of the text was published in October 2010. The final text was little changed from the
consultation draft.
JMLSG is carrying out a biannual review of all its Guidance in 2011, which may result in
some slight amendments - mostly clarification - to the text.
Significant Market Developments
Project Merlin
On 9 February 2011, the UK Government and the five main UK banks signed an agreement
containing commitments in the areas of lending to small business, tax and pay disclosure. In return,
the Government committed to maintaining a strong, resilient, stable and globally competitive UK
financial services sector, in which UK banks can compete with the best banks in the world on a
level playing field, and play their full role in supporting UK businesses, households and the wider
economy. The Government also committed to maintaining London’s position as a leading
financial centre, and as a location for global financial services companies and to supporting the
competitiveness of the financial services firms based in the UK.
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Big Society Bank
The Big Society Bank will be an independent wholesale organisation that will invest its
funds through existing financial intermediaries offering social investment and community lending
with the aim of increasing the availability of funding to social organisations. It will be funded via a
capital injection of £200m over two years from the four largest UK banks and the receipt of £400m
of dormant bank account monies over time. An outline proposal for the Big Society Bank was
published by the Cabinet Office in May 2011 and this will be followed later in the year by a more
detailed operating plan. The Big Society Bank is intended to spur development of the market
infrastructure needed to encourage social entrepreneurship and investment and will deploy funds
on the basis of a financial and social return. Though it will not be a grant organisation itself, it is
envisaged that it will form partnerships with grant-making institutions that share its objectives.
Payment Protection Insurance
At the request of its members and having exhausted all other non-legislative routes, the
BBA sought a judicial review of the FSA’s policy statement on the handling of the complaints
about the mis-selling of PPI. The policy statement had implications that were much wider than PPI
due to the retrospective elements contained in some of its proposals.
On 20 April the judgment found in favour of the FSA and the Financial Ombudsman
Service in every major respect. The banks have decided not to proceed with the case and so the
BBA announced on 9 May that it would not be appealing the judgment.
The issue of retrospection remains and is relevant not just for PPI and retail business, but to
all areas where conduct of business regulation applies. This has therefore underscored the
concerns the industry has had for some time. The BBA will now be taking this matter forward with
our various authorities as the new regulatory framework is developed.

UNITED STATES
The period under review began with the passage – largely along party lines by a
Democrat-controlled Congress – of the Dodd-Frank Wall Street Reform and Consumer Protection
Act, the 2,300-page bill with 400 new rules and requirements that was signed by President Obama
on July 21, 2010. As the period drew to a close, the White House and a now divided Congress
were engaged in an increasingly bitter partisan debate over lifting the nation’s debt ceiling to avoid
a potentially catastrophic government default – an outcome that was narrowly averted by an
11th-hour agreement by President Obama and Congressional leaders on the evening of Sunday,
July 31st. The deal, which called for deep spending cuts but no new taxes, was ratified by the
Republican-led House of Representatives and the Democrat-controlled Senate by wide margins.
Nevertheless, on Friday, August 5th, in a historic and highly controversial move, Standard &
Poor’s followed through on earlier warnings and downgraded the U.S. government’s credit rating
from triple-A to AA+.
For all of the mid-summer drama of the debt ceiling crisis, the period under review was
largely dominated by the enormous and ongoing task of implementing the Dodd-Frank Act by the
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bank regulatory agencies, the Securities and Exchange Commission and the Commodity Futures
Trading Commission. At the one-year anniversary of enactment, most of the rules that were
statutorily required to be implemented by that point had not yet been finalized.
Dodd-Frank Act Implementation
Following is a review of the implementation status of key aspects of DFA of particular
importance to foreign banking organizations operating in the United States:
Collins Amendment. On June 14, 2011, the Federal Reserve Board, FDIC and OCC
issued a joint final rule establishing a floor for risk-based capital requirements applicable to
the largest internationally active banking organizations (Section 171 of DFA). Consistent
with the IIB’s February 28th comment letter, the final rule acknowledges that Section 171,
“by its terms, does not apply to foreign banking organizations.” With respect to making
capital equivalency determinations in the context of FBO applications to establish
branches or to acquire banks or nonbanks in the U.S., and in evaluating capital
comparability in the context of FHC declarations, the agencies said they will continue to
evaluate such equivalency issues on a “case-by-case” basis.
Volcker Rule. Federal regulatory agencies are expected to issue a proposed rule in
October on implementation of the Volcker Rule prohibitions on banks engaging in
proprietary trading and investing in or sponsoring private equity and hedge funds (Section
619 of DFA). A closely watched issue is how the regulators draw the line between
proprietary trading and market making. In advance of the proposed rulemaking, the IIB
submitted a comment letter and proposed legislative language on interpretive issues
relevant to international banks. The May 10th letter set forth recommendations on how the
provisions permitting activities conducted by international banks outside the United States
and other related aspects of the Volcker Rule should be implemented in order to respect
Congress’s intent to limit the extraterritorial impact of the Volcker Rule. In its letter, the
IIB argued that the analysis of whether proprietary trading, or sponsorship or investment in
a fund occurs “solely outside of the United States” should focus on where the risk of the
activity is held and where the ultimate mind and management for the relevant trading,
investment or sponsorship decisions rest.
Meanwhile, the Government Accountability Office (GAO) issued a report to
Congressional Committees on July 13th regarding the need on the part of regulators for
more comprehensive information to fully monitor compliance with the Volcker Rule.
Referring to concerns on the part of some market participants that the restrictions could
negatively affect U.S. financial institutions by reducing their income diversification and
ability to compete with foreign institutions, the GAO report noted there is “little evidence
existing on these effects” and that the likelihood of these potential outcomes was
“unclear.”
SIFIs/Living Wills. On April 12th, the Federal Reserve and the FDIC issued a joint
proposed rule to implement section 165(d) of DFA requiring periodic submission of
resolution plans (“living wills”) and credit exposure reports by bank holding companies
with total consolidated assets of at least $50 billion and nonbank financial companies that
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are designated as systemically significant. In a June 10th comment letter to the agencies,
the IIB strongly urged them to apply the $50 billion asset threshold to foreign banking
organizations (FBOs) on the basis of the assets of their U.S. operations, rather than their
global assets. The IIB noted in its submission that applying a global assets test to FBOs
would produce a result in which 98 out of an estimated 124 covered companies would be
FBOs, including many with relatively small U.S. operations that pose no systemic risk to
the United States. In addition, the IIB recommended that (i) the U.S. resolution planning
process be aligned with ongoing related cross-border initiatives; (ii) information
requirements and plans should be highly tailored to the circumstances of each Covered
FBO; and (iii) to the extent an FBO has prepared plans, reports or other information for
home country supervisors that are comparable to information sought under U.S. resolution
planning requirements, U.S. supervisors accept such comparable information as fulfilling
applicable U.S. requirements. Finally, the IIB urged the Agencies to address credit
exposure reporting in a separate rulemaking. In a speech on June 24th, shortly before
stepping down as FDIC Chair, Sheila Bair said that with respect to SIFIs and living wills,
the FDIC and the Federal Reserve will need to “stick to their guns and insist that these
companies simplify their structure, if necessary, to ensure that they can be resolved without
a bailout in some future crisis.”
In addition to the “living will” requirements for systemically important financial firms,
the Fed will also be releasing proposed rules for enhanced risk-based capital, leverage
and liquidity requirements, and single-counterparty credit limits. The statutory
implementation deadline for enhanced prudential standards for SIFIs is January 2012.
[Note: as the Global Survey was being prepared for publication, the FDIC on
September 13th approved a final “living will” rule, with the Federal Reserve expected
to follow suit later in September. While the final rule applies the $50 billion asset
threshold to FBOs based on their global assets, FBOs with a smaller U.S. footprint
will be allowed to submit less detailed plans than under the initial proposal.]
OTC Derivatives/Swap Push-Out Rule. As part of the rulemaking under Title VII, the
prudential regulators and the CFTC issued proposed capital and margin requirements for
swap dealers and major swap participants. In a July 1st comment letter, the IIB expressed
support for a risk-based approach to capital and margin requirements that makes
appropriate use of supervisory resources by leveraging existing regulatory regimes. For
example, the letter encourages deference to home country capital and related requirements
for foreign-supervised non-bank SDs and MSPs where those requirements are comparable
to U.S. requirements. Likewise, the letter said the Commission should permit the use of
comparable foreign-supervised models for computing initial margin requirements for
uncleared swaps. Additionally, in approving the use of an internal model for computing
initial margin requirements for uncleared swaps by an SD or MSP that is a foreign bank or
a state or federal branch or agency of a foreign bank, the prudential regulators should
recognize the supervisory approval of comparable foreign-supervised models by home
country regulators.
In written statements submitted for the record in connection with House and Senate
hearings in mid-June on DFA implementation, the IIB discussed its proposal on the
cross-border application of Title VII, the unequal treatment accorded to foreign banks
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under the swap push-out provision (Section 716), and needed revisions to the definition of
“swap dealer” that would allow uninsured U.S. branches/agencies of foreign banks, like
FDIC-insured depository institutions, to enter into swaps with customers as an adjunct to
their loan origination activities without having to register as a swap dealer. The IIB
statement on the cross-border application of the derivatives title reflected its January 10th
comment letter to the SEC/CFTC regarding proposed rules on the registration of swap
dealers and major swap participants (MSPs) and the related definitions. The letter
proposed a framework for U.S. regulation of the cross-border swap activities of
internationally headquartered banks that is designed to allocate to the CFTC and SEC the
regulation of swap activity conducted with U.S. customers, to allocate to home (or other
host) country authorities the regulation of swap activity conducted outside the U.S. with
non-U.S. customers, and to establish an appropriate allocation of regulatory
responsibilities.
FX Swaps/Forwards. In November 2010, the IIB and other financial trade associations
urged the Treasury Department to exempt foreign exchange swaps and forwards from the
definition of “swap” under the Commodity Exchange Act. On April 29th, Treasury issued a
notice of proposed determination to provide such an exemption. The IIB and other trade
associations filed a joint comment letter June 3rd in support of the proposed determination.
Incentive-Based Compensation. On March 30th, the Federal financial regulatory
agencies issued a joint proposed rule on incentive-based compensation arrangements to
ensure that regulated financial institutions design their incentive compensation
arrangements to take account of risk. The proposed rule, issued under Section 956 of DFA,
would apply to certain financial institutions with more than $1 billion in assets. The
agencies proposed that larger financial institutions, generally those with $50 billion or
more in assets, defer at least 50% of the incentive compensation of certain officers for at
least three years and the amounts ultimately paid reflect losses or other aspects of
performance over time. The IIB filed a comment letter on May 31st in response to the
proposed rulemaking, arguing that in view of the convergence of remuneration principles
among the various jurisdictions, the banking agencies should clarify that a foreign banking
organization’s incentive compensation arrangements in regard to its U.S. operations will
be deemed to comply with the proposed rules to the extent that (1) they are subject to
supervision by a home country that has implemented incentive compensation regulation
comparable to the Financial Stability Board guidelines and (2) they are in compliance with
that home country regulation.
Stress Testing. The IIB submitted a comment letter July 29th on proposed interagency
guidance on stress testing for banking organizations with more than $10 billion in total
consolidated assets. The IIB letter addresses aspects of the proposed guidance as they
apply to U.S. branches/agencies and subsidiaries of foreign banks, noting that a
multiplicity of practices exists among such operations involving varying degrees of
involvement by the foreign bank itself and that certain aspects of stress testing are most
effective when centralized at a foreign bank’s head office. The letter also seeks
clarification of the governance arrangements appropriate for governance of stress testing
by a U.S. branch or agency of a foreign bank.
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Capital Plans. On June 17th, the Federal Reserve Board proposed amendments to
Regulation Y to require top-tier U.S.-domiciled bank holding companies (including those
that are foreign-owned) with $50 billion or more in total consolidated assets to submit
capital plans to the Fed on an annual basis and to require them to provide the Fed prior
notice under certain circumstances before making a capital distribution. The IIB filed a
comment letter August 5th addressing considerations that are specific to foreign-owned
large U.S. bank holding companies.
Tax Matters
Foreign Account Tax Compliance Act. As reported in last year’s Global Survey, the
FATCA provisions of the 2010 HIRE Act significantly change the U.S. withholding tax
regime and calls for the gathering of extensive information from foreign financial
institutions to help the IRS identify U.S. accounts that are maintained overseas. The
Institute’s collective efforts with the European Banking Federation (EBF) on the 2010
FATCA legislation resulted in important changes that were beneficial to internationally
headquartered institutions. During the past year, the IIB, together with the EBF, has been
engaged in the equally critical issues relating to FATCA implementation. On November
12, 2010, the IIB and EBF submitted a joint comment letter to the Treasury Department
and IRS in response to IRS Notice 2010-60, followed by another joint comment letter on
June 13, 2011 on supplemental guidance from Treasury and the IRS regarding FATCA
implementation. The June 13th letter expressed very serious concerns with the expansive
approach to passthru payments in the new guidance, calling it completely unworkable for
foreign financial institutions such as banks and securities firms that conduct active
businesses, as opposed to investment funds. The letter also expressed serious concerns
with the slow pace of guidance and the effective date.
Responding to comments from the IIB/EBF and others about the practical difficulties in
complying with FATCA requirements within the statutory implementation time frames,
the Treasury/IRS issued a notice (2011-53) in mid-July setting forth a phased-in
implementation of the various provisions. For example, foreign financial institutions
(FFIs) would be required to enter into an agreement with the IRS no later than June 30,
2013, in order not to be subject to withholding which will begin on January 1,
2014. Withholding obligations of FFIs with respect to pass-thru payments will begin no
earlier than January 1, 2015. The IRS anticipates issuing proposed regulations by
December 31, 2011 and final regulations in the summer of 2012.
Nonresident Alien Individuals. The IRS published proposed regulations on January 7,
2011 that would require banks to report U.S.-sourced deposit interest paid to nonresident
alien individuals. A similar proposed rulemaking published in August 2002 was
withdrawn. The IIB sent a comment letter to the IRS on April 7th urging the withdrawal of
the proposed regulation and consideration of other alternatives to providing this
information to those treaty partners who may request it. Legislation was introduced in the
U.S. Senate on August 2nd (S. 1506) to block the proposed IRS rule.
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Iran Sanctions Act
On May 2nd, the Treasury Department’s Financial Crimes Enforcement Network (FinCEN)
proposed new reporting requirements under Section 104(e) of the Comprehensive Iran Sanctions,
Accountability, and Divestment Act of 2010 (CISADA). The Institute filed a comment letter on
June 1st expressing concern that the certification requirements included in the reporting regulations
could result in unintended consequences, dramatically increasing the burden on U.S. reporting
institutions for little additional benefit.
FinCEN’s proposal would require U.S. banks (including U.S. branches and agencies of
foreign banks), upon receipt of a written request from FinCEN, to (i) make inquiries to each of
their foreign bank correspondent account customers that are specified in FinCEN’s notice
regarding whether the customer engages (or has engaged) in certain types of financial transactions
with certain U.S.-sanctioned Iranian persons and (ii) within 30 days of the receipt of the request,
report their findings to FinCEN. The proposal contemplates that the foreign bank customer would
respond to the U.S. bank’s inquiry by means of a written certification that would be transmitted to
FinCEN by the U.S. bank upon receipt from the customer. The foreign bank customer would not
be obligated to return the certification, but the U.S. bank would be obligated in any event to notify
FinCEN of the customer’s response. In the event the customer provides the U.S. bank a signed
certification, the U.S. bank would be required to include with its transmission of the certification to
FinCEN a signed statement to the effect that the responses provided by the foreign bank customer
in the certification “are complete and correct, to the best of the knowledge of the [U.S.] bank, and
the [U.S.] bank does not know, suspect, or have reason to suspect” that the foreign bank
customer’s certification is incorrect.
Among other things, the IIB stated in its letter that the proposed 30-day period for response
to an inquiry from a U.S. correspondent is unrealistically short, even if the certification is
narrowed as also suggested in the letter. The IIB suggested a minimum timeframe of 90 days.
The Koehler Case
On May 12th, a New York State court ruled in favor of the foreign bank defendants in
Samsun Logix Corp. v Bank of China, a case involving an effort by plaintiff Samsun Logix to
enforce a monetary judgment it had obtained against a third party in a London arbitration
proceeding. The plaintiff based its claim on the New York Court of Appeals’ June 2009 Koehler
decision, arguing that the banks, solely by virtue of their maintaining branches in New York, are
obligated under Koehler to turn over to the plaintiff any property of the third party held by the
banks anywhere in the world outside New York to help satisfy plaintiff’s judgment against the
third party. The court rejected this argument, distinguishing Koehler on its facts, accepting the due
process arguments made by the dissenting judges in Koehler and embracing the policy concerns
raised in separate amicus curiae briefs filed by the IIB and The Clearing House Association and
the Federal Reserve Bank of New York.
Cross-Border Wire Transfers
In September 2010, FinCEN issued a notice of proposed rulemaking regarding (i) weekly
reporting of cross-border electronic transmittals of funds (CBETFs) and (ii) in the case of
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third-party customer accounts through which a CBETF is originated or received, annual reporting
of each such account number and taxpayer identification number of the accountholder. In a
comment letter dated December 29, 2010, the IIB characterized the proposed CBETF reporting
requirement as in general a reasonable means to implement the underlying statutory requirement,
given FinCEN’s prior determination that a CBETF reporting requirement is both feasible and
reasonably necessary to support the ongoing efforts to combat money laundering and terrorist
financing. The letter offered specific comments on the importance of providing regulatory “safe
harbor” protection for banks that rely on designated third-party filers to comply with their
reporting requirements and seeks clarification of certain other provisions. However, the letter
expressed significant reservations regarding the proposed new annual reporting requirement and
urged FinCEN not to take any further action to implement such a requirement pending further
study of its necessity, the extent to which other reporting requirements can be relied on to achieve
the same purpose, and a more detailed assessment of the potential systems and other operational
ramifications such a new requirement might have for banks.
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