
TABLE OF CONTENT 
 

INTRODUCTION.......................................................................................................................................... 5

I. BASEL II AND THE CAPITAL REQUIREMENTS DIRECTIVE ............................................... 6

A. WHAT IS BASEL II? ............................................................................................................................ 6
B. WHY A NEW REGULATION ON MINIMUM CAPITAL REQUIREMENTS?................................................. 6
C. THE CAPITAL REQUIREMENTS DIRECTIVE ......................................................................................... 7

1) Scope of Application ..................................................................................................................... 7
2) The CRD Framework .................................................................................................................... 8

II. PILLAR I: MINIMUM CAPITAL REQUIREMENTS................................................................... 9

A. DEFINITIONS ...................................................................................................................................... 9
B. CREDIT RISK – VALUE AND CATEGORISATION OF LEASE EXPOSURES ............................................. 10
C. CREDIT RISK – OVERVIEW OF MEASUREMENT METHODOLOGIES .................................................... 11

1) Summary of the Three Approaches ............................................................................................. 11
2) The Standardised Approach ........................................................................................................ 13

2.1) Presentation ............................ ................................... ................... .............. ..................... ....................... 13
2.2) Risk Weights based on Credit Ratings for Sovereign, Bank and Corporate Exposures..................... ..... 13
2.3) Risk Weights for Retail and Public Sector Entities Exposures ...................... ..................................... .... 13
2.4) Risk Weights based on the Type of Product ................................ ................... ............. ...................... ..... 14
2.5) National Discretions ................................ ................... ............. ...................... ..................................... .... 15

3) The Internal Ratings-based (IRB) Approach .............................................................................. 17
3.1) Presentation ............................ ................................... ................... .............. ..................... ....................... 17
3.2) Minimum Requirements for Treating Lease Exposures as Physical Collateral ................................ ...... 17
3.3) Input Parameters ..................... .................................... .................................... ................................... ..... 19
3.4) Rules for Corporate, Sovereign, Bank and PSE Exposures ............................ ................................... ..... 21
3.5) Rules for Specialised Lending Exposures................... ............. ...................... ..................................... .... 21
3.6) Rules for Retail Exposures ...................... ..................................... ................................... ....................... 21
3.7) National Discretions ................................ ................... ............. ...................... ..................................... .... 21

D. CREDIT RISK – RESIDUAL VALUES .................................................................................................. 24
1) Guaranteed Residual Value ........................................................................................................ 24
2) Unguaranteed Residual Value .................................................................................................... 25

E. CREDIT RISK – LARGE EXPOSURES .................................................................................................. 25
1) Definition and Treatment of Large Exposures............................................................................ 25

1.1) Definitions .............................. .................................. .................... .................................... ...................... 25
1.2) General Rules ......................... .................................... ................................... ................... ............. ......... 25
1.3) Future Revision of Large Exposures Treatment ........................... ................................... ....................... 26

2) National Discretions ................................................................................................................... 26
F. OPERATIONAL RISK – OVERVIEW OF MEASUREMENT METHODOLOGIES ......................................... 27

1) Presentation ................................................................................................................................ 27
1.1) Obligation of Operational Risk Management ............................... ................................. ..................... .... 27
1.2) Importance of Operational Risk Management and Pitfalls ............................. ................................... ..... 27

2) Summary of the Three Approaches ............................................................................................. 28
3) National Discretions ................................................................................................................... 29

G. MINIMUM REQUIREMENTS FOR ENTRY AND ON-GOING USE OF IRB APPROACH AND AMA............ 30

III. PILLAR II: SUPERVISORY REVIEW PROCESS ...................................................................... 32

A. INTERNAL GOVERNANCE ................................................................................................................. 32
B. SUPERVISORY REVIEW PROCESS ...................................................................................................... 33
C. NEXT STEPS ..................................................................................................................................... 33

IV. PILLAR III: MARKET DISCIPLINE ............................................................................................ 34

V. KEY MESSAGES WHEN IMPLEMENTING THE CRD ............................................................ 35

VI. BIBLIOGRAPHY.............................................................................................................................. 36

VII. ARTICLES FROM THE CRD USED IN THIS PAPER........................................................... 37

  



INDEX OF FIGURES 
 

Figure 1: Probability of a Bank’s Insolvency....................................................................................6
Figure 2: The Capital Requirements Directive Framework ..............................................................8
Figure 3: Regulatory Capital .............................................................................................................9
Figure 4: Inputs Parameters under the IRB Approach.....................................................................19
Figure 5: Treatment of Residual Values..........................................................................................24
Figure 6: Leveraging CRD for Optimizing Business Benefits........................................................35

 
 

INDEX OF TABLES 
 

Table 1: Main National Discretions regarding the Scope of Application..........................................7
Table 2: The Capital Ratio under the CRD .......................................................................................9
Table 3: Categorisation of Exposures..............................................................................................10
Table 4: The Three Approaches for Credit Risk .............................................................................11
Table 5: Risk Weights for Sovereign, Bank and Corporate Exposures...........................................13
Table 6: Risk Weights for Retail and Public Sector Entities Exposures .........................................13
Table 7: Conditions for Exposures Secured by Mortgage on Residential Property to be Risk 
Weighted at 35% .............................................................................................................................14
Table 8: Main National Discretions regarding the Standardised Approach ....................................15
Table 9: Minimum Requirements for Treating Lease Exposures as Collateralised ........................17
Table 10: Inputs Origin under the Foundation vs. the Advanced IRB Approach ...........................19
Table 11: LGDs under the Foundation IRB Approach for Senior or Contingent claims ................20
Table 12: Risk Weights for Specialised Lending Exposures...........................................................21
Table 13: Expected Losses for Specialised Lending Exposures......................................................21
Table 14: Main National Discretions regarding the IRB Approach ................................................21
Table 15: Conditions for Including Guaranteed Residual Values in the Lease Exposure...............24
Table 16: Main National Discretions regarding Large Exposures ..................................................26
Table 17: The Three Approaches for Operational Risk...................................................................28
Table 18: Risk Weights per Business Line under the Standardised Approach ...............................29
Table 19: Main National Discretions regarding Operational Risk ..................................................29
Table 20: Minimum Requirements for Entry and On-going Use of the IRB Approach and AMA 30
Table 21: Internal Governance Requirements .................................................................................32
Table 22: Articles from the CRD Used in this Paper and their Reference in the National 
Legislation .......................................................................................................................................37

 
  


