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At its sitting on 12 July
2002, the Governing
Council of the Banco de
Espafia approved the
Report on Banking
Supervision in Spain

This issue adheres to
the provisions of Law
44/2002 on Financial
System Reform and
includes an Internal
Audit Report

PREFACE

At its sitting on 12.07.02, the Governing Council of the Banco de Espafia
approved and ordered the release of the first edition of the annual Report on Bank-
ing Supervision in Spain. As explained in the first issue, the primary aim of this pub-
lication was and still is to help interested parties understand the supervisory tasks
carried out by the Banco de Espafa. In turn, underlying this decision was a regard
for the transparency of banking supervision as an intrinsic value that the financial
sector is increasingly observing, even though the central bank’s supervisory work
has traditionally been a somewhat cloistered area.

At a later date, the second additional provision of Law 44/2002 of 22 No-
vember 2002 on Financial System Reform Measures established that the Banco de
Espafia, among others, shall annually prepare a report on its supervisory functions in
relation to the measures and procedures it has pursued in this area, from which informa-
tion may be drawn as to the effectiveness and efficiency of such procedures and meas-
ures. As this Law came into force on 22 November 2002, such a report might be
interpreted as not being legally mandatory until the year 2003. Nevertheless, as
there was no reason for deferring it, the Banco de Espafia has decided to include
it in this issue.

This second edition of the Report on Banking Supervision in Spain thus ad-
heres to the general outline of the first issue and to its attendant legal tenet. Ac-
cordingly, it includes an Internal Audit Report of the Banco de Espaiia on how
closely its governing bodies’ decisions conform to the procedural rules applicable
in each case.
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BANCO DE ESPANA INTERNAL AUDIT

I. INTRODUCTION

Additional Provision Two of Law 44/2002 of 22 November 2002 on financial system reform estab-
lishes, as its name suggests, certain measures to improve the efficiency, effectiveness and quality of supervi-
sion procedures. They include most notably the following:

I. The obligation of certain supervisory agencies, including the Banco de Espafia, to establish “inter-
nal control bodies whose functional hierarchical relationships and reporting powers shall be gov-
erned by the principles of impartiality, objectivity and avoidance of conflicts of interest”.

2. The obligation of these agencies to prepare annually “a report on their supervisory function”.
These reports shall include “a report by the respective internal control bodies on how closely
the decisions taken by their governing bodies conform to the procedural rules applicable in each
case”.

When Law 44/2002 came into force, the Banco de Espafia had, pursuant to the Executive Commis-
sion resolution dated 28 November 2001, already set up an Internal Audit Department, endowing it with
specific statutes in line with generally accepted international standards.

The 2003 Audit Plan, prepared in accordance with the mandate contained in these statutes and ap-
proved by the Deputy Governor on 23 December 2002, includes the drafting of the report envisaged in the
above-mentioned Additional Provision Two, although its preparation is not yet legally obligatory.

2. PURPOSE, SCOPE AND METHODOLOGY OF THE REPORT

This report falls within the bounds of the legal mandate contained in Additional Provision Two of
Law 44/2002. As mentioned above, this Additional Provision Two defines the scope of the report by refer-
ence to three basic elements:

I. The supervisory function of the Banco de Espaa.

2. The decisions taken by the governing bodies (in exercise of the supervisory function)

3. Conformity of the decisions taken by their governing bodies to the “procedural rules applicable
in each case”.

The period addressed by the report is the same as that covered by the Report on Banking Supervi-
sion in which it has to be included, i.e. 2002 in this case.



The subject matter of the report is the decisions taken by the Banco de Espafia’s governing bodies
within the sphere of competence of the Directorate-General of Banking Supervision.

The examination was performed by stratified sampling, as this provides greater accuracy than simple
random sampling. Nine strata or decision types were identified and different sampling fractions (100%, 10%,
5%) were applied to them depending on the materiality, numerical volume and internal homogeneity of
each stratum.

3. OPINION

In our opinion, based on examination of the sample selected, the decisions taken by the Banco de
Espafia’s governing bodies in 2002 in the sphere of competence of the Directorate-General of Banking Su-
pervision conformed, in all material respects, to the existing procedural rules applicable in each case. The
decisions were taken by bodies with sufficient own or delegated powers in accordance with the Banco de
Espafia’s Internal Regulations.

Madrid, 24 April 2003.

DIRECTOR OF THE INTERNAL
AUDIT DEPARTMENT,

Miguel Martin Fernandez

THE GOVERNOR OF THE BANCO DE ESPANA
THE DEPUTY GOVERNOR OF THE BANCO DE ESPANA



STRUCTURE AND EVOLUTION
OF THE INSTITUTIONS UNDER THE BANCO
DE ESPANA’S SUPERVISION






The number of Cls held
on the downward trend
initiated in the 1980s

This first chapter of the Report on Banking Supervision aims to analyse the
main features and activities of the institutions under the Banco de Espafia’s super-
vision, among which the credit institutitions play a fundamental role. This descrip-
tion cannot disregard the national and international economic background against
which the credit institutions (and the other supervised institutions) conduct their
activities, since it has had a significant impact on them. The impact has on the
whole been negative, albeit neutralised by the partial use of the “spare capacity” in
terms of responsiveness that the Spanish banking system has built up in prior
years. Indeed, at the beginning of 2003, Spanish institutions continue to enjoy high
levels of solvency and profitability.

I.I. STRUCTURE AND COMPOSITION OF THE BANKING
SYSTEM

This section deals with the institutional structure of credit institutions (Cls)
and how it has evolved. An overview of this structure is presented before going
on to describe, in the following two sections, the activity and results of deposit in-
stitutions (Dls), a narrower concept than Cls.

Also included is structural information on Cls. This shows that, apart from
the tendency towards concentration and reduction in the number of institutions and
the restructuring undertaken in the last decade, Spanish Cls continue to expand
their basic operating capacity in the domestic market in respect of their network,
automated teller machines (ATMs), employees and agents. The expansion of finan-
cial groups to other activities and/or countries is not considered in this section.

I.I1.1. Types of credit institution

The consolidation of the Spanish banking system initiated in the 1980s has
entailed a continuous and sustained reduction in the number of credit institutions
(Cls) (Chart L.I). After a respite in 2001 (1), numbers again fell in 2002 and at
year-end there were 361 Cls registered with the Banco de Espafia, 8 fewer than a
year earlier (Table I.1) (2).

(1) In 2001 the number of active institutions was unchanged, although the number of registered institutions
decreased by 2.

(2) As at December 2002, there were 4 non-operational institutions pending de-registration (3 co-operatives
and | SCI), all in the process of merger.
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TABLE L
Number of Cls in Spain

1999 2000 2001 2002
CREDIT INSTITUTIONS 391 371 369 361
Deposit institutions 294 285 285 278
Banks 147 143 146 144
Domestic 72 65 63 6l
Foreign 75 78 83 83
of which: Foreign subsidiaries 22 25 27 24
Savings banks 50 48 47 47
Credit co-operatives 97 94 92 87
Specialised credit institutions 97 86 84 83
CONSOLIDATED GROUPS 29 30 32 30

Institutions belonging to consolidated
groups 123 116 121 116
Stand-alone institutions 268 255 248 245

MEMORANDUM ITEMS:
Operational institutions 383 365 365 357
Institutions operating in Spain without
an establishment 201 248 276 292
The branches of EU Although the number of foreign banks (subsidiaries plus branches) was un-
banks increased their changed on December 2001, there was a redistribution between subsidiaries and

presence in Spain... branches which raised the number of the latter to 59 (50 from the EU) as at De-

cember 2002. The scant presence of branches from non-Community countries is
... as did Cls operating related to the ease of access to the domestic market from other EU locations,
in Spain without a mainly London, which is an important international financial centre. The number
permanent of foreign Cls operating in Spain without a permanent establishment continued to
establishment increase, although at a lower rate than in past years.

The disappearance of two consolidated groups in which there were two or
more Spanish Cls was due to mergers or absorptions in these groups between
their member Cls. These processes also reduced the number of Spanish Cls in
these consolidated groups from 121 to 116.

CHART LI
Number of Cls in Spain
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Mergers and
acquisitions largely
accounted for the fall in
the number of Cls

The domestic banks
continued to lose share
of the balance sheet
total to savings banks...

... and to the branches
of EU Cls, which have
doubled their activity in
the last 4 years

TABLE [.2
Mergers and acquisitions of Dls in the period 1999-2001 (a)
1999 2000 2001 2002

Mergers and acquisitions 10 11 8 7

Between banks 5 5 (12) 4 5(I)

Between savings banks | 2 | 0

Between co-operatives 3 (7) 2 3 (8) 2 (5)

Acquisition of banks by savings banks | 2 0 0

(@) The figures in brackets are the number of institutions involved where mergers/acquisitions include operations in
which more than two credit institutions take part, i.e. when the number of credit institutions involved is not equal to twice
the number of operations.

The fall in the number of Cls was the result of 7 registrations and 15 de-
registrations, which are discussed later in Section 11.5.4 on the Official Registers
kept by the Banco de Espana. As has habitually been the case, the de-registrations
were due to internal restructurings of banking groups (in this case medium-sized
domestic groups and foreign groups), to the merger of co-operatives operating in
neighbouring geographical areas and to the discontinuation of business activity. In
all, there were 7 mergers and acquisitions between Cls (5 in banks and 2 in co-
operatives), involving 16 Cls (Table 1.2).

The mergers that gave rise to the large Spanish banking groups, the subse-
quent international expansion of these groups and the expansion of savings banks
throughout Spain are reflected in the market shares of banks and savings banks.
Taking as a reference the balance sheet total, in the last four years the market
share of savings banks increased by 3.4 percentage points (p.p.) from 34.7% to
38.1%. In the same period the market share of domestic banks fell from 51.1 to
46.2% (Chart 1.2). In terms of balance sheet captions, savings banks substantially
raised their relative weight on the liability side (private-sector deposits), while
banks improved their share of loans and credits despite the predominance of
savings banks in the mortgage market.

Although their relative weight is low, the branches of EU banks notably gained
more than | p.p. of market share. In the last four years they have doubled their
business volume, with a particularly strong increase in deposits. The relative weight
of credit co-operatives, especially rural credit co-operatives, has also increased.

CHART 1.2

Market share of Cls in Spain

Total balance sheet. Total business

1999 2002

29%
38% %

349 26%

347 % 46.2%

S8 38.1%

42%
4.1 % 49% 42%
M Domestic banks M Foreign subsidiaries M Branches M Domestic banks M Foreign subsidiaries M Branches

Savings banks M Co-operatives M SCls Savings banks M Co-operatives W SCls
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The number of staff
employed by Cls
continued on a mild
upward trend

... while domestic banks
resorted increasingly to
outside agents for
commercial tasks

The branch network
held steady, although
the average staff per
branch tended to rise
slightly due to the
strategy of giving
priority to high-value-
added services

The average staff per
branch (6 employees) is
half the EU average

The staff and branches
of savings banks and
co-operatives continued
to grow

22

CHART 1.3
Serving personnel, operational branches, automated teller machines

and agents of Dls. Total business
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I.1.2. Personnel, branch offices and other structural data of Cls
and their consolidated groups

The staff cuts by Dls in the early 1990s as a result of the intense wave of
mergers and acquisitions were more severe in the first few years, with staff num-
bers bottoming out in 1996. Since then, not only has the new trend of mild work-
force growth been sustained, but in 2002 it became more pronounced (Chart I.3),
which is all the more significant given the growing number of agents used by the
institutions to outsource certain (basically commercial) activities.

The fall in employee numbers has been most marked in domestic banks, which
are precisely those mainly responsible for the expansion of external agents. The
agents of these banks have approximately doubled in number in the last 4 years.

The branch network grew at a very moderate and steady pace until 1999,
when it stabilised at around 39,000 branches (see Table .A.1), at which level it has
since remained. This growth pattern, together with that of employees, resulted in an
initial decline in employees per branch from 7.5 in December 1990 to 6.2 in 1998,
when the trend reversed very slightly. Since then, the slight increase in the number of
employees per branch has proceeded despite the growing automation of clerical
processes and the general use of telephone and Internet banking. This trend is linked
to the institutions’ strategy of strengthening commercial functions by more personal-
ised customer service and to their decision to provide high-value-added financial
services, which calls for at least a certain minimum of staff at each branch and the
reassignment of personnel from central services to the commercial network.

This strategy was also clearly apparent in 2002, particularly in the increase
in staff numbers at branches. Even so, the average of 6 employees per branch at
Dls in Spain is half the EU average of around 12, a circumstance which largely
counteracts the higher number of branches in Spain.

However, this process is not identical in all types of Cl. Banks, which start-
ed with higher numbers of employees and branches, have systematically reduced
both these resources since the beginning of the 1990s, whereas savings banks and,
to a lesser extent, co-operatives have done the opposite, boosting both their
workforce and their branch numbers, on occasions by direct acquisition from
banks of the latter’s excess capacity.



REPORT ON BANKING SUPERVISION IN SPAIN 2002

The expansion of the
ATM network
accelerated due to the
boost given to those
located at branches.
Spain now has double
the average number of
ATMs per thousand
inhabitants in the EU

The number of bank
cards per inhabitant
aged 16 or more
remained flat at 1.6

Activity was affected by
weak international
economic growth

Balance sheet growth
centred on mortgage
lending to the resident
private sector, spurred
by low interest rates

Expansion beyond their home regions has been responsible for the rise in
the numbers of savings bank branches. Moreover, the additional branches have in
the main been set up from scratch as completely new facilities and are thus oper-
ated by a smaller number of employees, which explains the lower staff ratio: 4 in
savings banks compared with 7 in banks.

The surge in the installation of automated teller machines (ATMs) in 2002 is
related to the boost given by Cls to ATMs at branches. Many are located inside
the branch and the latest versions have a broader range of self-service transac-
tions available to customers. Also, Cls have continued to increase the number of
ATMs at places heavily transited by the public (airports and other transport cen-
tres, leisure facilities, shopping centres, etc.), where they have replaced the tradi-
tional branch for handling day-to-day transactions. At year-end the number of
ATMs was 33% higher than the number of branches and there was more than one
ATM per thousand inhabitants, more than double the European average. This
growth is common to all types of institution.

The growth of the number of bank cards has slowed after the significant
increase seen in 2001, holding steady at |.6 cards per inhabitant aged 16 or above.
This is the result, however, of a significant rise at banks and a decrease at savings
banks for the first time since this information has been available (1992).

1.2. ACTIVITY OF DEPOSIT INSTITUTIONS

Deposit institutions (Dls) pursued their activities in 2002 against a back-
ground of weak international economic growth, or even recession in certain Eu-
ropean countries, though the Spanish economy was affected to a lesser extent.
Spanish GDP at constant prices grew by 2%, which, while less than in the previous
three years, compared favourably with the pace of GDP growth of the euro area,
which stood at 0.8%, down from 1.4% in 2001. This divergence in growth helped
to boost banking activity in Spain relative to that abroad, both for Dls and, more
particularly, for their consolidated groups.

The balance sheet of DIs grew by 6.4% (Table 1.3) in 2002, driven by the
growth of credit to the resident private sector, which rose by 13%. This in turn
found its primary stimulus in mortgage lending for house purchases, which held
firm at a growth rate of 21%. The strong growth of credit to the private sector
took place in a financial context of very low interest rates.

The low interest rates on new loans in Spain, together with a consumer
price index whose growth rate stood at 4% in December, meant that the real fi-
nancial cost of some new financing transactions was nearly zero, or even negative
in variable-rate monthly-adjustable financing. This highly beneficial situation for
borrowers contributed to the strength of lending to the private sector and helped
to decouple it from the real GDP growth rate in 2002, in contrast to the parallel
course followed by the two variables since 1996 (Chart 1.4).

The strong demand for very-long-term mortgage loans and the downward
course of interest rates has underpinned the high growth of variable-rate loans,
which now account for 67% of total lending by Spanish Dls (including nearly all
house purchase mortgage loans), against somewhat less than 50% in 1999.

23
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Year-on-year change in the activity of Spanish Dls (a)

TABLE I.3

Total business (%)

1999 2000 2001 2002
ASSETS:

Cash and central banks 63.4 -27.8 47.5 =21.2
Financial intermediaries -9.3 -3.9 -0.3 6.3
Loans and credits 12.7 16.5 11.2 10.5

Of which:
Resident private sector 14.8 17.5 1.3 13.0
Of which: Secured 20.4 20.5 18.0 19.2
Variable-rate credit 18.3 32.0 27.6 15.4
Securities portfolio 15.9 12.6 12.2 0.9
Fixed assets -1.6 =2.2 -1.3 -2.8
BALANCE SHEET TOTAL 8.9 11.2 9.3 6.4

LIABILITIES AND EQUITY:

Credit institutions and Banco de Espafia -3.0 -1.6 -2.5 4.2
Creditors 7.9 14.3 12.6 6.8

Of which:
Resident private sector 4.3 1.7 1.1 7.8
Non-residents 57.7 30.6 9.3 -2.5
Debt securities 147.4 -10.6 19.4 25.4
Subordinated debt 49.2 55.5 31.9 2.4
Provisions 7.9 36.0 17.5 12.7
Capital and reserves 6.2 31.5 7.7 7.3

(a) Institutions existing at each date.

The growth of
consolidated groups
was much weaker
(0.7%) due to the strong
euro and the sluggish
international economy

The aggregate balance sheet of consolidated groups and Cls not consoli-
dated in any group (collectively referred to as CGs) grew much more slowly
(0.7%) due to the 23% contraction in foreign business. This sharp fall in activity
abroad was due to the depreciation of the US dollar against the euro and to the
difficulties encountered by some of the main Latin American economies and their
currencies (see Table I.A.6). In contrast, the activity of CGs in Spain increased by
8%, a higher growth rate than that of individual balance sheets.

CHART 1.4

Rates of change of GDP and of certain DI balance sheet items (a)

Total business
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Apart from lending to
the resident private
sector, the balance
sheet items grew
weakly or negatively

The strong growth of
resident private sector
deposits was insufficient
to finance the growth of
lending to the sector,
and the shortfall was
made up by debt
securities

The private sector
increased its net debit
position vis-a-vis Dls in
2002

The bigest gains in
market share in the last
4 years have been made
by the two largest
institutions

1.2.1. Activity of individual Dls

Changes in the balance sheet and in its main items

The end-2002 balance sheet total of the Dls operating in Spain amounted to
€1.3 trillion, with growth that year of €78 billion (6.4%), which represented a sig-
nificant deceleration from the 9.3% growth of the previous year (Table 1.3).

74% of that growth (€58 billion) related to collateralised lending to the
resident private sector (19.2%), and the remainder came from other lending to
private-sector borrowers (€18 billion) and claims on financial intermediaries (€13
billion), which in both cases grew by 6.4%. The growth of lending to the private
sector was in line with the strong demand for housing derived from the labour
market developments of recent years and with the fresh rises in real estate prices
despite the expectations in early 2002 that they would moderate.

Among the other items, only the securities portfolio recorded a modest
increase of €2.4 billion (0.9%), while the other captions decreased in absolute
terms. The most notable decline was the 15% fall in lending to non-residents (see
Table .A.2), more in line with the moderation in economic growth, stock market
instability, the fall in bond yields and the appreciation of the euro.

The balance sheet growth in 2002 was basically financed by the increase
of €48 billion (7.8%) in resident private-sector deposits. Nevertheless, it was
insufficient to finance the expansion of lending to this sector, the net debit posi-
tion of which increased. The other major source of financing was debt securities
which, with growth of €10.2 billion (25.4%), were the most dynamic item. At
the other extreme was the virtual stagnation of subordinated debt, contrasting
with its vigour in the previous three years, when it had grown at rates of more
than 30%.

The sectoral breakdown of the adjusted net balance sheet (Chart 1.5)
shows that the public sector is the main net recipient of funds, although a signifi-
cant reduction in its net borrowing has been discernible since 1997. In contrast,
own funds are the most important and stable source of financing in net sectoral
terms.

Mention should be made of the change in the resident private sector, which
in the last 3 years has gone from being a net provider to a net recipient of funds,
at the same time as the public sector reduced its borrowing requirement. The op-
posite is true of non-resident Cls, which since 1997-98 have been net providers of
funds, although with a significant decrease in 2002.

Concentration of activity

The two largest Dls account for 29.2% of activity as measured by the bal-
ance sheet total, with a gain of 3 p.p. in market share since 1999 (Chart 1.6). This
gain was basically at the expense of the 3rd to 10th largest institutions, which lost
2.6 p.p. This change was due to the BBVA-Argentaria merger and, to a lesser ex-
tent, to group restructurings in which the parent bank absorbed certain smaller
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CHART L5

Sectoral adjusted net balance sheet (a) of DIs (b)

Total business (%) (c)

1993-2002 %

Resident public Resident private Spanish Cls Banco de Non-resident Non- Own Other non-
sector sector Espafia Cls residents funds sectorised

(a) Lending to, less borrowing from, the relevant sector. Accounts have been sectorised in all asset and liability captions where accounting and
statistical information so permit. The non-sectorised accounts include, on the asset side, fixed assets, intangible assets, cash and securities
and real estate loans; and, on the liability side, tax collection accounts, provisions and special funds. Debt securities and marketable securi-
ties, including subordinated debt, have been attributed entirely to the resident private sector, while holdings in group banks have been to-
tally included in assets vis-a-vis Spanish Cls. The accounting definition of own funds is used rather than that for solvency purposes.

(b) Including only banks and savings banks until 1998.

(c) The chart represents the percentage share of each sector in overall sectoral imbalances of the same sign. By definition, positive imbalances
(sectoral use of funds) and negative imbalances (sectoral source of funds) are equal in amount, and the absolute value of either of them is
used to calculate the relative values.

Memorandum item: sectoral imbalances (€ m)

119,255 (93); 130,650 (94); 162,943 (95); 154,818 (96); 129,341 (97);
122,882 (98); 123,089 (99); 138,619 (00); 141,727 (01); 157,925 (02);

institutions (3). Mergers with smaller institutions also explain the gain in market
share by the segment consisting of the | Ith to 20th largest Dls.

Interest rates on new business
The interest rates (4) applied by institutions to new transactions at end-

2002 were lower than in 2001 (Table 1.4). Following the downward trend in the
second half of 2001, rates held relatively stable until August-September 2002 and

CHART 1.6

Concentration of DIs (individual institutions)

Balance sheet total. Total business (%)

1999 2002

11.3% 104 %

B Two largest institutions || 3rd to 5th largest 6th to 10th largest M 11th to 20th largest I Rest

(3) Owing to these restructurings, it is more meaningful to analyse concentration at group level, as is done in
Point 1.2.2.

(4) Figures are equivalent annual rates (EAR), which take into account the periodicity of accrual and the
commissions payable to the institution.
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The gap between the
rates reported by banks
and savings banks on
new business widened,
except for mortgage
loan rates, which moved
nearer together due to
the strong competition

TABLE 1.4

Average annual interest rates on new business (pesetas or euro)

with the resident private sector (a)
Business in Spain (%)

Banks and savings banks Banks Savings banks

Mem.
item
1999 2000 2001 2002

2001 2002 2001 2002

Dec.
2002
LENDING:
Credit accounts
Three months to one year 4.02 537 542 479 473 535 467 657 599
One year to three years 446 540 552 453 4.11 541 435 6.1 536

Personal loans for three years or more 631 727 743 6.86 6.07 7.11 658 801 73l
Mortgage loans for three years or more

(fixed or variable rate) 4.73 576 574 481 435 548 461 594 490
Variable-rate credit (non-housing)

Adjustable monthly 314 444 471 355 332 4.69 352 475 3.74

Adjustable every three or more months 424 542 540 456 4.10 521 436 563 4.72

BORROWING:

Current accounts 146 186 201 164 1.6l 192 160 211 173
Savings accounts 060 061 063 046 042 1.62 132 054 04I
Time deposits

Up to three months 226 360 385 286 258 396 285 356 287

One year and up to two years 229 345 349 287 259 330 285 352 287
Repos up to three months 263 403 426 3.19 290 424 3.18 428 321

(a) The rates are annual weighted averages of the monthly rates. In turn, the monthly rates are averages weighted by
the amounts of new operations reported by institutions, excluding operations with a deviation from the average of +/—
twice the standard deviation.

then turned clearly downwards in the last quarter, in line with the expectations of
cuts in the ECB’s intervention rate, which were finally fulfilled (5).

The reported rates on new business indicate certain differences between
banks and savings banks. The latter reported higher rates than banks and this dif-
ference tended to increase in 2002. The exception to this divergence of interest
rates was in house purchase mortgage loans. It is on this high-growth, highly com-
petitive lending segment that DIs have focused their strategy to build domestic
market share. The reasons for this strategy are that mortgage lending is low-risk,
foments customer loyalty and generates additional business. It is thus natural that
mortgage lending should be the segment in which interest rates have most fallen.
Furthermore, these falls led to greater convergence between institutions, as is
seen from the fact that savings banks cut their mortgage rates by 104 basis points
(b.p.) and banks by 87 b.p., although the former are still 29 b.p. higher-.

Lending to the resident private sector
As in previous years, the changes in loan composition according to type
were characterised by the greater weight of households, basically via house pur-

chase loans, at the expense of productive activity, particularly goods production
(see Table .A.4).

(5) The intervention rate on main refinancing operations, unchanged since end-2001, was cut by 0.5 p.p. to
2.75% in December 2002.
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The breakdown of
lending by sector shows
that the gains in relative
weight were
predominantly in all the
financing segments
linked to real estate
activity

More than two-thirds of
mortgage lending was to
households for house
purchases

A good part of
securitised mortgage
lending returns to bank
balance sheets in the
form of mortgage-
backed securities

There was signficant
growth of the
refinancing of mortgage
loans via “cédulas”
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The most notable feature in 2002 was that these gains in weight were con-
fined to loans relating to real estate activities, including house purchases by house-
holds (1.1 p.p.), property development (0.9 p.p.) and construction (0.7 p.p.). An-
other distinctive feature in 2002 was the slowdown, for the first time in the last
four years, in overall lending to the service sector, which resulted in a slight loss
in its relative weight.

Mortgage lending

In 2002 on-balance sheet mortgage lending grew by 19.4% and accounted
for 53% of lending to the resident private sector (see Table |.A.2). More than two-
thirds of its balance was loans to households for the purchase of housing. The
growth of house purchase loans took the form of a higher number of transactions
and a very substantial increase in average loan amounts due to the rise in the
price per square metre (around 17%).

The variable known as managed mortgage lending is calculated by adding to
on-balance sheet loans the amount of the others that were removed from the bal-
ance sheet but which continue to be managed by the institution. It therefore gives
a more complete view of mortgage lending. The outstanding balance of DIs’ man-
aged mortgage lending at end-2002 amounted to €371 billion (against €350 billion
on the balance sheet) and grew by 21% in the year (6).

A portion of the mortgage loans securitised (and thus removed from the
balance sheet) is automatically repurchased by the institutions in the form of
mortgage-backed securities issued by the special purpose vehicle to which the
loans were transferred. In these cases, the institutions are using the securitisation,
and incurring the related costs, mainly to improve their liquidity management by
means of the transformation of non-negotiable loans into negotiable securities.

To refinance on-balance sheet mortgage loans, the institutions can issue the
securities envisaged in Law 2/81, namely “cédulas”, bonds and collateralised mort-
gage bonds. The issuance of “cédulas” (the predominant instrument on this mar-
ket) grew spectacularly in 2002 (76%), and they now account for 7.2% of on-bal-
ance sheet loans, up from 4%-5% in previous years but still far below the legal
limit of 90%. This growth is attributable to the greater demand for these securi-
ties because of their improved treatment under solvency regulations (7) (which
has raised the demand for them among Spanish and foreign Cls) and to their use
in asset securitisation operations (8).

(6) Removal from the balance sheet arises as a result of transfer to mortgage securitisation funds. The flow of
securitised mortgage loans amounted to €6.5 million in 2002, an increase of 26% in the period. However, this figure
is an understatement because it refers only to mortgage loan securitisations that meet the requirements of Law 2/81,
specifically the requirement placing an upper limit on the loan based on the appraisal value of the property. However,
during the year considerable volumes of other mortgage loans were securitised, the amounts of which are included in
other non-mortgage asset securitisations. Financial System Reform Law 42/2002 of November 22 expressly recog-
nises the securitisation of these “other” loans through the issuance of collateralised mortgage bonds which, to distin-
guish them from those governed by Law 2/81, will be referred to as “mortgage transfer certificates”.

(7) The Ministerial Order of 13 April 2000 reduced the weight of mortgage “cédulas” from 20% to 10%, as
permitted by Article 45.2 of Directive 2000/12/EC for securities backed by assets of a certain minimum quality.

(8) This second-level securitisation enables “cédulas” to be transformed into securities more familiar to in-
ternational investors (mortgage-backed securities), thereby increasing the size of the market for them. Moreo-
ver, given the low credit risk of mortgage “cédulas”, the process requires few credit enhancements.
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The fall in interest rates
and the focus on long-
term lending led to
strong growth of
variable-rate loans,
which now account for
two-thirds of the total

The high proportion of
variable-rate loans tied
to the money market
makes mortgage loans
more sensitive to
interest rate
fluctuations

CHART 1.7

Share of variable-rate and mortgage loans in total lending

DIs and breakdown of banks and savings banks (a). Total business (%)
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(a) Dls existing at each date.

The strong growth of long-term mortgage loans and the downward move-
ment of interest rates described above have led to considerable growth of varia-
ble-rate loans (Chart I.7). Variable-rate loans currently account for more than
two-thirds (67.3%) of the balance sheet total of Dls, compared with somewhat
less than 50% in 1999. Not all this growth is due to mortgage loans, since non-
mortgage loans at variable rates have grown vigorously in the last few years, par-
ticularly at banks from 2000 onwards. Even so, variable-rate loans account for a
higher proportion of lending at savings banks than at banks: 76% against 58%.

The growth of managed mortgage loans is rather sensitive to changes in the
interest rates used as the official reference in this segment for variable-rate loans,
which make up the bulk of this financing. As might be expected, there is a certain
negative correlation between them, which is extremely marked in the case of the
main reference rate, i.e. Mibor/Euribor, where simultaneous shifts in trend are
seen in the rates of change of credit growth and in the interest rate level
(Chart 1.8).

The official reference rates have fallen steadily and practically uninterrupt-
edly since 1993, with |-year Mibor/Euribor being the lowest rate throughout the

CHART 1.8

Official reference rates for house purchase loans (a)
and year-on-year change in managed mortgage lending of Dls
Total business (%)

Managed mortgage loans
Year-on-year % change
(right-hand scale)

93 94 95 96 97 98 99 00 0l 02

Public debt

Total mortgage lending by all banks CECA lending rate e Mibor (until|2/98) - |-year Euribor

(a) For an exact definition of these indices, see Annex VIl of Banco de Espaia Circular 8/1990 of 7 September 1990.
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The securities portfolio
was notably stable in
2002, with weak growth
of permanent
holdings...

... and a redistribution
within the bond
portfolio in which the
available-for-sale
portfolio lost weight to
the other two
portfolios

Doubtful exposures
grew at twice the rate
of total credit exposure

The coverage of
doubtful exposures by
provisions remained at
the previous level of
more than 200%
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whole period and that most widely used. Last December this rate was 2.872%,
which was very near the all-time low around mid-1999. The preference for this
interest rate has to do with the speed with which it reflects changes in the institu-
tions’ financing costs, as well as its transparency.

Securities portfolio

The DIs’ securities portfolio was practically unchanged in absolute terms,
although there was moderate growth (4.3%) in the equity portfolio, which makes
up less than one-third of total securities (see Table .A.2). The growth centred on
permanent holdings and related, on the one hand, to holdings in non-group non-
financial corporations, acquired to benefit from low market prices and, on the
other, to the relocation of holdings within consolidated groups.

There was a redistribution within the bond portfolio in which the available-
for-sale portfolio lost weight to the trading portfolio which, despite the low inter-
est rates from 1999 to 2002, grew at a cumulative rate of 21% during that period.
This movement seems to reflect an attempt by the institutions to benefit from
price fluctuations at times of low returns and high uncertainty about future mar-
ket trends. The redistribution also caused a shift towards the held-to-maturity
portfolio, particularly Spanish government securities.

Doubtful exposures and their coverage

The total credit exposure subject to provisions (9) grew at a rate of 9.6%
last year, while the growth of doubtful assets and guarantees was 19.6% (28.5% in
their past-due component). As a result, the doubtful exposures ratio worsened
from 0.88% to 0.97%, although it continued to be low in historical terms (Ta-
ble I.5). Despite this general deterioration, the ratio held steady in the case of the
resident private sector, owing to the considerable buoyancy of lending to this sec-
tor and the natural time lag between the assumption of risk and the appearance of
any impairment.

Provisions grew in the same proportion as doubtful exposures (19.6%), so
coverage continued to be twice the minimum level required by current accounting
regulations (203.6%) (10). The specific provision increased by |7%, compared with
absolute decreases in previous years. The highest growth was in the statistical pro-
vision (11) (43%), reflecting the fact that the efforts made in provisioning for
doubtful exposures are still well below the historical average. Moreover, the sta-
tistical provision still has leeway left, since it is considerably off its upper limit. By
contrast, the lower growth of the general provision (12) reflected the slowdown in
credit extension and the high proportion of house purchase mortgage loans sub-
ject to lower coverage requirements.

(9) Excluding General Government, the trading book and exposures with country-risk coverage when such
coverage exceeds that required for credit risk purposes.

(10) The coverage of doubtful exposures is calculated as the sum of the provisions (specific, general and
statistical) divided by the doubtful assets and contingent liabilities, excluding those covered by country-risk provi-
sions and therefore exempt from coverage under Rule | 1.4 of Banco de Espaiia Circular 4/1991.

(I'l) See Report on Banking Supervision in Spain 2001.

(12)  Which covers risks for which a specific provision is not required.



REPORT ON BANKING SUPERVISION IN SPAIN 2002

The recovery in
residents’ deposits and
the growth of
provisions and of debt
securities alleviated the
ongoing pressure on
non-residents’ savings as
a source of financing

The banks’ loss of
aggregate balance sheet
share to savings banks
accelerated and the
market share of
branches of EU
institutions grew
significantly

TABLE .5

Deposit institutions (a): Doubtful exposures and their coverage (b)
Total business (€ m and %)

1999 2000 2001 2002
Doubtful assets and guarantees 6,099 5,772 6,270 7,501
Of which: Past-due
Mortgage 701 456 464 630
Non-mortgage 2,677 2,130 2,408 3,060
Provisions 8,859 10,233 12,768 15,273
Specific 4,471 3,624 3,588 4,182
General 4,388 5,425 6,064 6,625
Statistical — l,184 3117 4,466
Total exposures (c) 535,320 629,194 708,601 776,843
Write-offs 20,919 21,098 21,157 20,391
Of which: write-offs during the year 2,381 2,082 1,601 1,783
RATIOS (%):
Doubtful/total exposures 1.14 0.92 0.88 0.97
Doubtful exposures to ORS/lending to ORS 1.20 0.98 0.93 0.94
Provisions/doubtful exposures 145.25 177.29 203.64 203.61

(a) Institutions existing at each date.

(b) Except covered country-risk exposures when the coverage exceeds that for credit risk.

(c) All assets and guarantees, excluding those not requiring provisions: exposure to general government, trading portfo-
lio and covered country-risk exposures.

Financing of activity

The most notable changes in the financing of DIs (Table 1.6) were the great-
er vigour of debt securities and the growth of provisions. In addition, there was a
decline in the relative importance of subordinated debt and non-resident credi-
tors. There was no change in the proportion of financing provided by the resident
private sector — which furnishes nearly 60% of total bank liabilities — or in that
represented by capital and reserves, which stands at 7.3%.

Aside from the above-mentioned growth of debt securities (via mortgage
“cédulas”) and of provisions, there are other liability components which merit com-
ment. Subordinated debt issuance has slowed because the most active issuers are
approaching the upper limit (50% of tier | capital). The fall of I.I p.p. in financing
from non-resident creditors is attributable more to events in previous years than to
those in 2002. The substantial balance sheet growth in the period 1998-2001 obliged
institutions to seek financing abroad, whereas in 2002 the lower growth and the
recovery in residents’ deposits reduced recourse to external funds.

Share of each type of institution in the balance sheet total

Banks have a 55.3% market share, measured as a proportion of the Cls’ bal-
ance sheet total (see Table I.A.3). This share has been declining, mostly in favour
of savings banks. In 2002 this trend quickened, as banks lost 1.6 p.p., against I.I
p-p- in 2001, and the share forgone was nearly all taken up by savings banks. The
loss was in domestic banks, since foreign banks recorded a gain of 0.6 p.p., gener-
ated by EU branches owing to their increasing numbers and, more importantly, to
their dynamism, which was particularly notable in those operating nearly exclu-
sively via telephone and the Internet. Outside the DI segment, the market share of
the SCls also held steady.
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94% of borrowers
reported to the CCR
are resident
individuals...

..., although the
number of resident
foreign individuals (2%
of borrowers) has
doubled in the last 4
years

The 12% growth of the
amount of the
exposures reported was
twice that of borrowers

32

TABLE 1.6

DI liability structure (a)

Total business (%)

1999 2000 2001 2002

LIABILITIES 100.0 100.0 100.0 100.0
Financial intermediaries (net) (b) 7.1 7.1 5.1 5.1
Creditors 74.6 733 743 73.7

Of which:

Resident private sector 62.1 59.7 59.7 59.8
Current accounts 15.7 14.7 15.4 15.5
Savings accounts 14.4 12.7 12.7 12.6
Time deposits 21.7 224 22.0 22.5
Repos 10.4 10.0 9.5 9.2

Non-residents 10.0 11.2 1.1 10.0

Debt securities 5.1 3.9 4.2 4.9
Subordinated debt 3.0 4.0 4.7 4.5
Provisions 3.5 4.1 4.4 4.6
Capital and reserves 6.7 7.6 7.3 7.3

(a) Institutions existing at each date.
(b) Including Banco de Espaiia.

Banco de Esparia Central Credit Register (CCR)

To supplement the foregoing review of DIs’ activities, there follows a brief
description of the exposures reported to the Banco de Espafia Central Credit
Register (CCR).

As at December 2002 more than 2| million exposures with a reported amount
of €1.52 trillion and distributed among nearly |3 million borrowers, had been re-
ported to the Banco de Espafia CCR. 94% of the borrowers were individuals resident
in Spain, the vast majority Spanish. However, foreigners resident in Spain, who barely
account for 2% of the total borrowers reported, are exhibiting significant annual
growth (20%) and their number has doubled in the last four years (see Table I.A.5).

The amount of the exposures reported (12%) grew at a higher rate than
the number of different borrowers and exposures (6% each). Among the auto-
matically requested reports, considerable growth is still being shown by those ad-
dressed to the reporting institutions, for which they constitute an important
credit risk management instrument.

CHART .9
Number of borrowers reported to the CCR
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The consolidated
balance sheet grew only
slightly due to
internacional economic
weakness and, to a
lesser extent, to the
decrease in the number
of consolidated
institutions

While groups’ domestic
business grew by 8.1%,
their foreign business
decreased by 23.5%

Foreign financial activity
has a higher volume on
the liability side, since it
represents a source of
net financing via debt
securities, subordinated
debt and preference
shares

1.2.2. Activity of consolidated groups of DlIs (I3)

As at the end of December 2002, the CGs’ balance sheet total amounted to
€1.46 trillion, 11.6% more than the DIs’ balance sheet (See Table I.A.6). The con-
solidated balance sheet grew by €9.6 billion (0.7%) in 2002, which contrasted with
the growth of €78 billion (6.4%) in the individual balance sheet. This weak growth
is attributable to the reduction in the number of consolidated institutions, the de-
preciation of the US dollar against the euro and, more importantly, the general
depreciation of the currencies of certain countries (14) in which large subsidiaries
of the consolidated groups have a presence.

On-balance sheet activities are supplemented by mutual and pension fund
management. The net asset value of managed funds amounted to €268 billion in
December 2002, down 4% in the year.

82% of the aggregate balance sheet of CGs arose from business units based
in Spain (€1.2 trillion), and practically all of this percentage related to Dls, since the
other institutions in CGs are special-purpose entities, small securities brokers and
dealers and fund managers which make a scant contribution to the balance sheet.

Foreign business and concentration

17.8% of the consolidated balance sheet and 22.5% of the assets of managed
funds related to foreign business, compared with 2001 figures of 23.4% and 26.6%,
respectively. This lesser relative weight of foreign business was due to the com-
bined effect of the negative performance of exchange rates and the reduction in
the number of subsidiaries, particularly in Latin America (see memorandum item
in Table I.LA.6). The foreign consolidated balance sheet decreased by 23.5% in
2002, and financial assets diminished by a very similar proportion, while financial
liabilities fell by a smaller percentage (—16.2%).

The separation of activity into domestic and foreign business means that the
consolidated assets and the consolidated liabilities of the respective areas do not
match. At the end of 2002, foreign business was financing domestic activity for a
net amount of €57.1 billion (see Table I.A.6), and this position had become more
pronounced than in the previous year owing to growth of 8.8% against balance
sheet growth of 0.7%.

The greater importance of foreign business as a source of funds is concen-
trated mainly in debt securities, in subordinated debt and in preference shares
(included in minority interests). Although foreign business accounts for 17.8% of
total operations, these foreign liabilities make up 53% and 69% of their respective
categories (see Table [.A.6).

(13) Consolidated groups of Dls also include individual Dls not forming part of any group. Consolidated
groups are based on the definition contained in the accounting and solvency regulations. They include all the in-
stitutions and companies over which control is exercised or in which a significant ownership interest is held. Fi-
nancial institutions (securities companies, investment companies, mutual and pension fund managers, holding
companies and banking ancillary companies), except for insurance companies, are fully or proportionally consoli-
dated, while non-financial and insurance companies are valued by the equity method.

(14) As at 31.12.2002 and relative to the end-2001 price, the Argentine peso had depreciated by 233%, the
Brazilian real by 52% and the Mexican peso by 14%.
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The asset operations of
most importance in
foreign business are the
government bond
portfolio, fixed assets
and goodwill
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CHART 1.10

Concentration of DIs and of their consolidated groups
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On the asset side, the main difference between business in Spain and that
abroad is the greater weight in the latter of the government bond portfolio, fixed
assets and consolidated goodwill. The latter two arose from the recent acquisition
of certain large institutions with extensive branch networks (15) (fixed assets).
Since these purchases were made through companies abroad, the resulting good-
will pertains to the foreign business.

The importance of government bonds in foreign business is related to the
larger budget deficits and other historical features of the countries where the banking
subsidiaries are located, and to the relative paucity of sufficiently attractive financing
alternatives available to the private sector. However, in 2002 the decrease in these
government securities exceeded that of the balance sheet abroad (—32.5%), and there
was a simultaneous deterioration in the credit standing of some of these issuers.

(15) Fixed assets can also be affected by valuation standards, which provide for application of the exchange
rate prevailing on the acquisition date. Therefore, the value of this item would not be affected by the above-men-
tioned depreciations.
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Since two large groups
account for the bulk of
foreign business, their
share of the balance
sheet total is much
greater than their share
of business in Spain

Foreign business and its
contraction were largely
concentrated in Latin
America

The extraordinary
dividends received from
affiliated undertakings in
2001 should be taken
into account when
assessing 2002 individual
results

TABLE I.7

Foreign business of consolidated groups
and individual institutions (a) (€ m)

1999 2000 2001 2002 (p)
Consolidated foreign balance sheet (assets) 211,523 372,428 338,932 259,380
Financial assets 138,371 243,421 250,813 189,073
EU 31,232 47,563 54,154 47,169
Latin America 81,510 169,737 170,312 121,051
Rest 25,629 26,121 26,347 20,853
Financial liabilities 125,656 246,553 245,899 205,989
EU 20,478 40,421 34,743 30,696
Latin America 73,448 147,866 155,829 110,227
Rest 31,730 58,266 55,327 65,066
MEMORANDUM ITEM:

Funds managed (net asset value) 24,668 50,972 74,490 60,544
EU 2,999 4,626 5,968 6,951
Latin America 21,209 44,673 63,285 48,889
Rest 460 1,673 5,237 4,704

(a) Institutions existing at each date.

The two largest CGs have a 42.8% share of the CGs’ balance sheet total
(Chart I.10). This is due to the dominant position of these two groups in foreign
business, since their share of business in Spain is only 30.6%, a percentage which is
closer to that of the parent banks.

In general, the degree of concentration of the CGs’ activity in Spain is
only slightly greater than that of the DIs’ total banking activity (Chart .10 and
Chart 1.6), with the exception of the smallest institutions, which generally do
not form part of a group and in which the losses of market share are thus con-
centrated.

The decrease in foreign financial assets and liabilities was concentrated in
Latin America, with declines therein of between €45 billion and €49 billion. Also
concentrated in this area was the reduction, albeit smaller, in the net assets of
managed funds (€-14 billion, —19%). Even so, the foreign financial assets and liabili-
ties and the net assets of the funds managed outside Spain are still strongly con-
centrated in this region, which accounts for 53%, 64% and 81% of their respective
totals (Table 1.7)

1.3. THE RESULTS OF Dis

As noted above, the macroeconomic situation in which the DIs’ results
were obtained in 2002 was less favourable than that of the preceding years. No-
table in this connection was the decrease in 2002 in profit before taxes ex-
pressed as a proportion of average total assets (ATA), both in individual institu-
tions (Table 1.8) and in consolidated groups (Table 1.9), although in the case of
individual institutions it was partly due to the extraordinary dividends paid by
affiliated undertakings in 2001. These dividends hinder comparison between in-
dividual profit and loss account margins for 2002 and 2001, right from the net
interest income level, making it necessary to take the effect of these dividends
into account.
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Individual net profit
grew by 2.8% (more
slowly than business
volume), although the
return on equity held
up strongly

All the margins
expressed as a
proportion of ATA,
except for PBT, broke
structurally with their
downward trend,
although the effect of

dividends from affiliated
undertakings meant that

they decreased with
respect to 2001
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TABLE 1.8

Individual profit and loss account of Dls (a)
(€ m and %)

1999 2000 2001 2002

% % % % % % %
Amount of/:TA annAuaI Amount A‘:TA anzual Amount ADTA anzual Amount . /-(TA anzual

Financial income 44,713 472 115 54442 525 218 64,575 558 186 57910 464 103
Financial costs -23,873 -2.52 -204 -31,833 -3.07 333 -36333 -3.14 141 29,701 -2.38 -I83

Net interest income 20,841 220 1.4 22,609 2.18 8.5 28,242 2.44 24.9 28,209 2.26 -0.1

Non-interest income 7487 079 4l 8,555 0.83 143 8298 072 -3.0 8560 0.69 32
Gross income 28,328 2.99 2.1 31,164 3.01 10.0 36,540 3.16 173 36,768 2.95 0.6
Operating expenses -18563 -1.96 32 19611 -1.89 56 20865 -1.80 64 -21,528 -1.73 3.2
Net operating income 9,766  1.03 0.l 11,553 1.1l 183 15,675 1.35 357 15240 122 -28
Provisions and
write-downs (net) -2264 -024 -36.7 -3,611 -0.35 595 -7,026 -0.61 94.6 —6,953 056 -1.0
Extraordinary income
(net) 1380  0.15 -295 2,033 020 473 1,239 0.11 -39.1 1,543 0.12 246
Profit before tax 8,895 094 9.0 9,982 0.96 12.2 9,910 0.86 -0.7 9,875 0.79 -0.3
Net profit 6,986 0.74 6.5 8,408 0.81 20.3 8,689 075 33 8,928 0.72 2.8

MEMORANDUM ITEM:

Average total assets 947,233 5.8 1,036,619 94 1,157,856 11.7 1,246,956 77
Average own funds 53,862 43 63,194 173 73818 16.8 78,251 6.0
Efficiency ratio 65.5 62.9 57.1 58.5
Return on average

own funds 13.0 13.3 11.8 11.4

(@) The figures in this table refer to the institutions existing as at December 2002.

1.3.1. The results of individual Dls

The falls in interest rates and in the main stock market indices, along with
the growing competitive pressure and the substantial provisions recorded, meant
that the net income of individual institutions grew modestly (2.8%), at a slower
pace than business volume. The growth rates of intermediation activity and of fi-
nancial services also slowed, although they remained high. In this highly complex
and competitive setting, the return on equity was surprisingly resilient, falling only
36 b.p. to 11.4%.

The net interest, gross and net operating margins of the Dls, expressed in
terms of ATA, broke structurally in 2002 with the gentle downward trend prevail-
ing before 2001, although by then they had already formally diverged from it ow-
ing to the effect of the extraordinary dividends paid by affiliated undertakings
(Chart I.11) (16). However, until 2002 that long-term downward trend did not
feed through to profit before tax (PBT) because of the progressive reduction in
the impact of the transfers to provisions and the write-downs of exposures in-
cluded in the final items at the bottom of the profit and loss account. This de-
crease in provisions and write-downs halted in 2001 due to the impact of the sta-
tistical provision introduced in mid-2000, which reopened the gap between net
operating income and PBT.

(16) Disregarding the effect of dividends received from affiliated undertakings, the net interest and
gross margins (as a proportion of ATA) held steady in 2002, while the net operating margin increased in the
year.
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The fall in total spread
and the lower return on
own funds placed in
earning financial assets
were responsible for
the fall in net interest
income

The decrease in the
total spread in 2002 was
accompanied by an
increase in the deposit
spread, which, however,
was well below that a
decade earlier because
of the greater
downward stickiness of
deposit interest rates

TABLE 1.9

Consolidated profit and loss account of DlIs (a)
(€ m and %)

1999 2000 2001 2002 (b)

% %

% % o w
Amount of/:TA annAuaI Amount A‘:TA anzual

Amount annual  Amount of/-/{'TA annual
A A

%
of ATA

Financial income 60,122 582 -37 80,819 6.76 344 88,808 637 9.9 77,843 543 -123
Financial costs -33,533 -325 -100 -50,134 —4.19 495 -51901 -3.73 35 -41,430 -2.89 -20.2
Net interest income 26,588 2.57 5.6 30,685 2.57 154 36,907 2.65 203 36,413 2.54 -I1.3
Non-interest income 11,656 1.13 9.1 14,575 122 25.0 15945 1.14 94 15,068 1.05 -55
Gross income 38,245 3.70 6.6 45260 3.79 183 52,852 3.79 16.8 51,482 3.59 -2.6
Operating expenses -25226 -244 56 -28897 -242 145 -32428 -233 122 -31,040 -2.17 -43
Net operating income 13,018 1.26 8.7 16,363 1.37 25.7 20,424 1.47 24.8 20,441 1.43 0.l

Provisions and
write-downs (net)
Amortisation of goodwill

Extraordinary income

-3,131 030 -13.6
-1,644 -0.16 19.8

—4,964 042 585
—-1,765 -0.15 74

-9,659 —0.69 94.6
-3,004 -0.22 702

-7,439 —0.52 -23.0
-2,645 —0.18 -12.0

(net) 898 0.09 -27.0 618 0.05-31.2 3,141 0.23 407.8 370 0.03 -882
Profit before tax 12,618 1.22 14.7 15,295 1.28 21.2 15,826 1.14 3.5 13,956 0.97 -11.8
Net profit 9,497 0.92 147 11,922 1.00 25.5 12,692 0.91 6.5 11,659 0.81 -8.1

Of which: attributable

to the group 8258 080 3.0 10,045 0.84 21.6 10,721 077 67 9,857 0.69 -8.I

MEMORANDUM ITEMS:

Average total assets

(ATA) 1,033,298 5.0 1,195304 15.7 1,393,168 16.6 1,433,308 29
Average own funds

of the group 54,882 82 66,599 214 80,405 20.7 82,884 3.1
Efficiency ratio 66.0 63.9 61.4 60.3
Return on average
own funds of the

group (b) 15.0 15.1 133 1.9

(a) The data in this table refer to the institutions existing as at December 2002.

(b) Net profit attributable to the group as a proportion of: capital (net of own shares and uncalled capital), reserves of
the controlling company and of consolidated companies (net of prior year’s losses and losses of consolidated companies),
net profit attributable to the group and fund for general banking risks.

The decrease in net interest income in 2002 was caused by: (i) the narrowing
of the total spread with which Dls operate (difference between the average return
on earning financial assets, EFAs, overstated in 2001, and the average cost of inter-
est-bearing financial liabilities, IBFLs); and (ii) the direct effect that the fall in interest
rates has been exerting on the return on institutions’ own funds invested in earning
financial assets (17) (Table I.LA.7). Acting in the opposite direction to cushion the
fall in the return on the traditional financial intermediation business were non-in-
terest income (commissions for financial services and securities and derivatives
trading) and, more importantly, the efforts to contain operating expenses.

The downward trend of the total spread and its components (Chart I.12) was in
turn caused by an increasingly competitive financial market. But it should also be noted
that the EFA and IBFL average return and cost ratios did not fall in parallel; rather, the
former fell more sharply because there was less leeway in the interest borne on finan-
cial liabilities given the sharp declines in interest rates and the growing predominance
of variable-rate loans. However, this trend was broken in 2002 since, disregarding the
effect of the extraordinary dividends in 2001, the total spread stabilised.

(17)  This component of net interest income is always positive because the earning financial assets (EFAs) are
financed at no cost. The assumed return on this subset of EFAs is taken to be that on total EFAs, which entails a
distribution of the financing from own funds throughout the whole of the EFAs.
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Non-interest income
posted a moderately
positive performance
thanks to commissions
for collection and
payment services

2002 saw further
progress in the
reduction of operating
expenses, particularly
personnel expenses,...

... which enabled the
net operating margin to
recover to the level of
1996
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CHART L11

Main profit margins of Dls (a)
Percentage of average total assets

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

e Net interest income e Gross income e=mmms Net operating income Profit before tax

a) The data in this chart refer to the institutions existing at each date.

An analytical breakdown of the total euro-denominated spread into the
lending and the deposit spreads calculated using a neutral market reference
rate (18) shows a certain cyclical pattern that highlights the different lags with
which the interest rate variations are reflected in the average return and cost ra-
tios (Chart I.12, bottom panel). The changes in these components of the total eu-
ro-denominated spread in 2002 included a sharp increase in the weight of the de-
posit spread, although its level was far below that a decade earlier.

Non-interest income recovered moderately (3.2%) in 2002, in contrast to the
fall in 2001. This pick-up was due to the growth in commission revenue, particularly
that for collection and payment services, which amply makes up for the fall in com-
mission revenue from currency and note exchange (—45%), relating to the place-
ment in circulation of euro notes and coins since the beginning of 2002. In contrast,
the return on financial transactions performed negatively due to the situation of the
capital markets, with the exception of futures operations, which fared favourably as
they were the ones most used as a financial hedging instrument (see Table .A.7).

In 2002 operating expenses as a percentage of ATA continued the downward
trend initiated in 1992, driven by the sharp decreases in personnel expenses and
in other operating expenses (Chart I.13). The decline in personnel expenses at a
time of increasing bank employee numbers (see Table 1.2) reflects institutions’ on-
going efforts to improve the efficiency of their human resources by means of
workforce adjustments (early retirement), outsourcing of activities and progres-
sive adoption of new information technologies. This cost containment effort made
possible a net operating margin relative to ATA of 1.2%, similar to that in
1996 (19). Also, the efficiency ratio, defined as operating expenses divided by

(18) Both calculated with respect to the average annual internal rate of return (IRR) on Spanish public debt
for a term equal to that of euro-denominated EFAs. The term of the public debt used as a reference is different
each year, as it follows the trend towards longer average terms in the institutions’ investments. Thus, the euro-
denominated lending spread is obtained as the difference between the average return on euro-denominated EFAs
and the return on the euro-denominated debt used as a reference. The deposit spread is obtained by taking the
difference up to the total spread.

(19) In 2001 this margin was |3 b.p. higher than in 2002, but it was due to carry-over of the impact of the
substantial dividends paid by affiliated undertakings.
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The counter-cyclical
behaviour of the
statistical provision
helped to stabilise profit
and loss accounts,...

... but this did not
prevent the final items
from performing
negatively, which resulted
in a slight decline in PBT

CHART 1.12

Return on earning financial assets (EFAs),

cost of interest-bearing financial liabilities (IBFLs) and total spread
Total DIs (a). Total activity
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(a) The data in this chart refer to the institutions existing at each date.
(b) Difference between average return on EFAs in euro and public debt.
(c) Difference between return on public debt and average cost of IBFLs in euro.

gross income, reached its lowest level since 1990 (adjusted for 2001 dividends),
which reflects the long-term trend towards improved efficiency (i.e. lower ratios)
in the Spanish banking system (20) (Table I.18).

The total net provisioning for bad debts grew by 8.1% in 2002, which was a
relatively moderate rise. This was possible because the higher specific provisioning
in line with the economic slowdown was partially offset by the lower statistical
provisioning (see Table I.A.7), which functioned in its intended fashion as a coun-
ter-cyclical provision. General provisioning was also lower as a result of slower
lending in 2002 and of the higher proportion of mortgage loans, which have a
lower weighting. In these circumstances, the doubtful exposure coverage ratio
stood at 203.6%.

The negative contribution to 2002 earnings of the net provisioning for bad
debts, security price fluctuation and country-risk was only partially offset by the
net recoveries of the funds for general banking risks and other specific funds and
by the increase in extraordinary profit. All these resulted in the above-mentioned

(20) This long-term trend is clearer in the consolidated figures because they are free from the effect of the
dividends paid by group companies (Chart 1-3.7).
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CHART L.13
Operating expenses

Percentage of average total assets. Total Dls (a)
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(a) The data in this chart refer to the institutions existing at each date.

slight decrease in book profit before tax, both in absolute terms and as a percentage
of ATA (Table 1.8).

Results by grouping

Banks made notable Certain differentiating features in the performance of the different DI group-
efforts to reduce ings (see Table .A.8) can be identified by comparing their margins relative to ATA.
personnel expenses in Only the bank grouping increased its profit before tax in absolute terms in 2002. As
order to counteract It, for the first time since 1993 (21), bank PBT was slightly higher than that of
their lower net interest 2 result, for the first time since (21), ban was slightly higher than that o
and gross income savings banks (Chart I.14). This was achieved despite banks’ lower net interest and

gross margins, which are however offset by lower personnel expenses (22).

Performance was also uneven in the items below the net operating margin.
At banks the net provisioning and write-downs decreased by 12.9% — compared
with growth of 190% in 2001 —, while at savings banks they rose by 32.2%, driven
by the specific provisioning for bad debts, and at co-operatives they were up by

CHART 1.14

Accounting profit before tax by grouping (a)
Percentage of average total assets

0.5 - 10

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
e Banks Savings banks === Co-operatives

(a) The data in this chart refer to the institutions existing at each date.

(21) The sharp fall in 1993 in the PBT of the bank grouping was due to the intervention in respect of Banesto.
(22) Personnel expenses as a percentage of ATA in 2002 were 0.9% in the bank grouping, compared with
1.2% in savings banks and 1.3% in co-operatives.
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The internationalisation
of Spanish groups
exposes them to the
international economic
background, which was
unfavourable in 2002

The results of CGs and
Dls, which differ most
in gross income,
converge to a greater
degree in net income

The higher interest
rates and spreads with
which the foreign
subsidiaries operate
raise the net interest
and gross income of
CGs with respect to
those of Dls

16.9%. The basic reason for this asymmetry was the net recoveries of other spe-
cific funds, which were much more significant in banks.

1.3.2. Results of consolidated groups of Dls

The decrease in interest rates in Spain, along with the above-mentioned dif-
ficulties besetting certain Latin American countries and the resulting depreciation
of their currencies, to which must be added that of the US dollar, were behind
the decline in group attributable net profit (—8.1%) and the fall in consolidated re-
turn on equity to 11.9% (—1.4 p.p.), the lowest level since 1998.

There are significant differences between the consolidated and individual
margins relative to ATA (23) (Chart I-3.5). The former are always higher. This is a
reflection of numerous factors such as the inclusion of entities ranging from those
that are purely providers of financial services without any intermediation element
(fund managers) to those completely focused on traditional financial intermedia-
tion operating in a context of high margins, operating costs, credit risk and write-
downs (Latin American subsidiaries), not to mention the inclusion of the profit or
loss of non-financial corporations accounted for by the equity method.

This wide range of differentiating factors means that the gap observed in the
net interest margin reaches a maximum in the gross margin, is partially absorbed
by the higher relative operating expenses and finally closes further in the final net
result. The consolidated net profit is more variable than its individual counterpart,
reflecting both the variation in the composition of consolidated groups and the
greater volatility of results from business abroad.

The return on earning financial assets (EFAs), the cost of interest-bearing
financial liabilities (IBFLs) and the total spread are all higher in CGs than in Dls
(Chart I.16), which reflects the higher risk (credit and otherwise) and hence the
higher premia on foreign business, particularly in Latin America. However, the to-
tal spread narrowed in 2002 and was largely responsible for the moderate fall in
the consolidated net interest margin. This decrease passed through, being magni-
fied in the process, to the consolidated gross margin (Chart I-3.5), basically because

CHART LI5
Comparison of individual and consolidated margins.
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(a) The data in this chart refer to the institutions existing as at December 2002.

(23) Because of the process by which consolidation is performed, the 2001 margins do not include the effect
of the dividends received from affiliated undertakings mentioned in the analysis at individual level.
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CHART 116
Return on EFAs, average cost of IBFLs and total spread. Total Dls (a)

Comparison of consolidated and individual accounts. Total activity

Comparison of the
consolidated and
individual efficiency
ratios shows that
consolidated groups
have considerable room
for improvement by
reducing their operating
expenses

The stability of
consolidated net
operating income gave
way to a fall of 12% in
PBT due to the sizeable
write-downs made...
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(a) The data in this chart refer to the institutions existing as at December 2002.

of the sharp fall in net income on financial transactions (-21%) arising from the
increase in the loss on the trading book (see Table .A.10).

The higher operating expenses of CGs reflect a potential means of improving
future earnings through the implementation of efficiency policies already in place
at DlIs in Spain. Notable in this connection is the effort made since 1999, with a
reduction of 0.3 p.p. in the operating expenses/ATA ratio based on reduction of
the weight of personnel expenses. This containment drive was stepped up in 2002,
the year which accounted for 60% of the cumulative reduction in the operating
expenses/ATA ratio since 1999. Nevertheless, there is still room for improve-
ment, as the efficiency ratio shows (Chart I.17).

Contrasting with the stagnation of the net operating margin relative to ATA
(Table 1.9) was the fall in profit before tax (—11.8%) due to the growth in provision-
ing and securities write-downs and the virtual disappearance of extraordinary in-
come, which diminished by 88%. This decrease was caused by the rise in losses from
previous years and by extraordinary pension provisioning. Also worthy of mention
is the negative performance of net income on group transactions (—84.1%), where
the income from companies valued by the equity method declined (—16.6%) and the

CHART 117
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..., particularly by
banks, which are more
exposed to the
difficulties of the
international economic
situation

The solvency ratio of
CGs held steady in 2002,
with almost no change in
own funds and in capital
requirements...

CHART 1.18
Comparison of consolidated and individual net profit by grouping (a)
Percentage of average own funds (b)
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(a) The data in this chart refer to the institution existing as at December 2002.
(b) Consolidated data refer to net profit attributable to the group as a proportion of the group's own funds (excluding minority interests).
Note: Co-operatives' consolidated and individual accounts differ by nearly indiscernible amounts, so they have not been included in this chart.

losses on disposals of holdings rose. By contrast, amortisation of goodwill and provi-
sions for bad debts decreased with respect to 2001, although remaining high.

Given the differing size and composition of the consolidated groups, the
step from the earnings of individual Dls to those of CGs is insignificant in co-op-
eratives, moderately significant in savings banks and significant in the banks with
larger and more complex consolidated groups. Of importance in this step is the
contribution from foreign business, which in banks was 19.9% of 2002 net profit,
against 1% in savings banks.

As noted in Section 2 of this chapter, foreign business largely centres on
Latin America via subsidiaries and, as a result, all the aforementioned specific op-
erational factors in these markets are reflected more intensely in the consolidated
financial accounts of banks.

Significantly, unlike in the individual profit and loss accounts, the banks’ con-
solidated gross margin was substantially higher than that of savings banks during
the period 1999-2002 (see Table I.A.9), which reflects the differences in business
structure and in the financial margins applied in foreign business in line with the
higher risks taken. It is precisely because of the greater weight of this foreign busi-
ness that banks’ consolidated ROE declined more than that of savings banks in
2001 and 2002 (Chart 1.18).

1.4. SOLVENCY OF Cis

The solvency ratio of the consolidated groups and individual institutions not
forming part of any consolidated group (collectively referred to as CGs) held
steady in 2002, although the growth rate of their own funds and capital require-
ments slowed sharply (24). Their surplus capital over the requirements at individ-

(24) All the solvency data given in this chapter are taken from the reports on own funds submitted by the
reporting institutions on the relevant date. The December 2002 data are still provisional, but no substantial
changes are expected in the picture they portray, which bears out the strength of the Spanish banking system
even in such complicated times for financial activity.
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... breaking with the
trend in prior years of
growth in the
numerator and
denominator
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CHART 119

Own funds and capital requirements of consolidated

groups (€ m)
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ual level continued to be very high, as was that of the non-consolidable mixed
groups under the Banco de Espafia’s supervision.

The solvency ratio of CGs in 2002 broke with the pattern of high growth
rates of both the numerator (capital) and the denominator (risk weighted assets)
of the ratio which characterised it from 1996 to 2001 (Chart I.19 and Table 1.10).
During that period the growth of capital was based on the issuance of subordi-
nated debt and preference shares, while the strong growth of activity and of ex-
posure drove up the volume of risk weighted assets and, consequently, the capital
requirements (8% of the risk weighted assets).

TABLE .10

Solvency ratio of consolidated groups of Cls
(€ m and %)

1999 2000 2001 2002 (b)
% % % % % % % %
Amount compo- annual  Amount compo- annual Amount compo- annual Amount compo- annual
sition A sition A sition A sition A
Own funds 74,682 100.0 13.8 88,274 100.0 18.2 101,141 100.0 14.6 103,344 1000 2.2
Tier | capital 61,212 820 143 73432 832 200 80045 79.1 9.0 79,995 774 0.1

Capital Stock, Reserves and
assimilated items (a) 49,459 662 53 57545 652 163 62670 620 89 63,442 614 1.2
Preference Shares 11,753 157 79.6 15887 180 352 17375 172 94 16,553 16.0 4.7

Tier 2 capital 16,655 220 21.5 20724 235 244 27,104 268 308 27,265 264 06
Deductions -3,185 40 998 -5882 -67 847 6007 -59 2.l -3914 -3.8 -348
Requirements 53,831 100.0 17.5 67,015 100.0 245 73,116 100.0 9.1 74,745 1000 2.2
Credit risk 50443 940 168 63,079 941 25! 68838 941 9. 70,897 949 3.0
Market risk 1,628 30 217 1,680 25 32 2,052 28 22.1 2249 30 96
Foreign-exchange risk 1,053 20 539 1,357 20 289 1,444 20 64 849 1.1 —41.2
Additional 706 1.0 17.1 900 1.3 275 782 1.1 =13.1 750 1.0 4.1
Solvency ratio (%) 1.1 10.5 1.1 1.1
Of which: Tier | (%) 9.1 8.8 8.8 8.6
Core Capital Ratio (%) (b) 74 6.9 6.9 6.8

MEMORANDUM ITEM: SOLVENCY RATIO:
1988 Basel Capital

Accord (%) 12.6 12.5 12.9 12.6
Of which: Tier | (%) 9.5 9.1 9.1 8.7
EU regulation (%) 12.1 1.6 123 12.3
Of which: Tier | (%) 9.3 8.9 88 8.6

(a) Specific deductions of Tier | capital are included (negative results, intangible assets, losses of consolidated compa-
nies, etc.) as it is obtained as the difference between Tier | capital and preference shares.
(b) Ratio obtained using as the numerator capital stock and assimilated items.
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The solvency ratio of
['1.1% represented
surplus capital of €28.6
billion

Direct application of the
1988 Basel Capital
Accord would raise the
solvency ratio to 12.6%.
This reflects the greater
strictness of the Spanish
rules

1.4.1. Solvency of consolidated groups
The solvency ratio stood at | 1.1% in 2002, the same level as at the end of the

previous year. It was thus again 3.| p.p. in excess of the minimum requirement (8%).
The surplus capital amounted to €28.6 billion, up €0.6 billion on 2001 (Chart I.19).

The Tier | capital ratio, the numerator of which only includes Tier | capital,
was 8.6%, which means that Tier | capital was sufficient to cover, with some sur-
plus, the minimum capital requirements under Spanish regulations.

If, instead of the stricter Spanish regulations, the 1988 Basel Capital Accord
rules currently in force had been applied, the solvency ratio would have been
12.6%, basically because a part of the general and statistical provisions is recog-
nised as Tier 2 capital. An alternative calculation of the solvency ratio under the
EU Solvency Directive would result in a ratio of 12.3% in 2002, which clearly
shows that the Spanish solvency regulations are stricter, particularly regarding the
eligibility of certain capital components (Table I.10 and Chart 1.20).

As can be seen in Chart .20, the stability of the solvency ratio in 2002 did
not pass through to the Tier | ratio, which continued on the same gentle down-
ward trend prevailing since 1996, although now for different reasons. Until 2001
this trend was such because the growth of capital requirements was covered to a
large extent by capital other than Tier | capital. However, in 2002 there was a
direct negative impact on the Tier | capital existing at the beginning of the year,
linked to the situation in Latin America, the depreciation of the Latin American
currencies and the appreciation of the euro (see Section [-2).

The breakdown of solvency by brackets (Table I.A.11) shows that the slight
decrease in the Tier | ratio reflects a widespread situation among institutions,

characterised by a sustained decline since 1999 in the number of CGs with a Tier
| ratio higher than 10%.

Changes in capital and capital requirements

In 2002 Tier | capital accounted for 77.4% of total capital and Tier 2 capital and
deductions from total capital amounted to 26.4% and —3.8%, respectively (Chart 1.21).

CHART 1.20

Solvency ratio (%)
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Sharp slowdown in the
growth of the most
dynamic capital
components:
subordinated debt and
preference shares

Capital requirements
also showed a sharp
deceleration, largely
associated with the fall
in foreign business as
indicated in Section 2
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CHART 1.21
Percentage composition of own funds
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The year saw a reversal of the behaviour shown by two of the components that had
previously been most dynamic: preference shares and subordinated debt.

The eligible amount of preference shares and their contribution to Tier |
capital decreased in line with the position adopted by the Banco de Espafia in
2001 that it was inadvisable for the Tier | capital components other than capital
stock and reserves to exceed 30% of total Tier | capital. Table Ill.10 shows how
the number and amount of the issues decreased in 2002.

Eligible subordinated debt, including that of no specified maturity date, rep-
resented 95.3% of Tier 2 capital. In 2002 it was practically flat, with growth of less
than 4% against 34% in 2001, due to the fact that the most active issuers were
near the eligibility limit (25).

Also noteworthy was the increase of €3.6 billion in the negative components
of Tier | capital, nearly all due to the increase in foreign exchange losses at consoli-
dated companies as a result of the adverse performance of the exchange rates of
the Latin American currencies and the US dollar in 2002. Meanwhile, the negative
contribution from goodwill decreased as a result of its accelerated amortisation.

In 2002 there was a sharp decrease in the deductions applied to overall eligible
capital, due to the fall of 31% in the deductions applied for exceeding the limits set in
the solvency rules on holdings in non-consolidated financial institutions (Chart I.21).

The capital requirements for covering risk exposures increased modestly
(2.2%) in 2002 owing to the fall in foreign business mentioned in Section 2 of this
chapter. Also, capital requirements decelerated owing to the shift in the institu-
tions’ exposure profile towards more conservative positions in the trading book
and in those portfolios subject to exchange risk. Credit risk accounted for 95% of
total capital requirements at end-2002, while those arising from trading book risk
(3%), exchange risk (1%) and additional risk (26) (1%) continued to be largely mar-
ginal and stable over time (Table I.10).

(25) The eligibility of subordinated debt is limited to 50% of eligible tier | capital.

(26) The capital requirements of a consolidated group of credit institutions are the higher of the following
two figures: the result of applying to the whole group the requirements contained in Banco de Espana Circular
5/1993, or the sum of applying to each category of institutions its specific requirements. If the latter were higher,
they would result in additional requirements equal to the value of the difference.
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Credit risk accounted
for 95% of overall
requirements and its
most dynamic
component was that
associated with
mortgage lending, which
has a 50% risk weight

The concentration of
exposures to major
clients decreased in 2002,
while total large
exposures remained well
below the regulatory limit

The 95% of capital requirements that relate to credit risk arose from on-
balance sheet exposures (83%), from contingent risks and liabilities (11%) and fi-
nally from other off-balance sheet items relating to exchange and interest rates
(1%, due to counterparty risk). The distribution of the credit risk weights assigned
to on-balance sheet exposures indicates that the trend for exposures to shift
away from the public sector (0% weight) towards the private sector has been
maintained. This shift, for average weighting purposes, was offset almost in full by
an increase in the proportion of mortgage credit (50% weight) in the overall pri-
vate sector (normal weight of 100%).

Next in quantitative order of significance after credit risk is that arising
from the trading book, which in turn can be subdivided into market risk arising
from exposure to adverse movements in the price of instruments included in this
portfolio, and other risks, the most important of which is counterparty risk on
derivatives. Market risk accounts for 90% of the exposure on the trading book
and derives mainly from positions taken in fixed-income instruments.

Exchange risk decreased to 1% in 2002, reflecting the efforts made by insti-
tutions to hedge this risk.

Limits on concentration

The concentration of exposures is subject to a double limit under Spanish
regulations enacted to implement European directives. First, the overall expo-
sure to a single client or group of mutually related clients shall not exceed 25%
of the group’s own funds. This limit is reduced to 20% in the case of non-con-
solidated companies belonging to the economic group in question. Second, total
large exposures (27) may not exceed eight times the group’s own funds. If ei-
ther of these limits is exceeded, all the excess must be deducted from the eligi-
ble capital.

For CGs as a whole, the most important large exposure (28) decreased by
€1.2 billion to 18% of overall CG own funds. The three most important large ex-
posures and total large exposures similarly decreased. The relative weight of the
latter in own funds fell to 77.4%, far below the limit of 800% set in the regulations
(Table L.11).

TABLE I.1'1

Concentration of risks of consolidated groups of Cls (%)

1999 2000 2001 2002 (p)
Concentration with single customer:
Most important large exposure/own funds 20.9 20.9 19.3 18.0
Three most important large exposures/own funds 52.5 51.2 48.6 46.3
Aggregate large exposures/own funds 82.6 86.8 79.5 77.4

(27) Large exposures are defined as those of an amount greater than or equal to 10% of the group’s own
funds.

(28) The most important large exposure for CGs as a whole is obtained by taking the weighted average of
the exposures nearest to the limit or, where applicable, the largest in excess of the limit for each of the CGs
considered individually.
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The minimum solvency
requirements at
individual level are very
comfortably met

The weight of insurance
companies in the mixed
groups under the Banco
de Espafa’s supervision
is marginal and does not
alter the situation of the
CGs included in them.
Therefore the mixed
groups comfortably
meet their capital
requirements
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CHART 1.22
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1.4.2. Solvency of individual institutions

In addition to compliance at consolidated level with the minimum solvency
requirements, the regulations call for compliance at individual level by the subsidi-
aries belonging to consolidated groups and by entities belonging to “horizontal”
consolidation groups, in order to ensure that the own funds and exposures are
adequately distributed within CGs. For these purposes, eligible capital is defined as
that per the subsidiaries’ individual balance sheets, while the capital requirements
are adjusted by a factor that is inversely proportional to the parent’s percentage
of ownership of the subsidiary. Thus the gross requirements are converted into
the net requirements by applying this coefficient between 0.5 and 1.

The degree of compliance with these requirements was very high (Chart
1.22), since the own funds amounted to twice the net requirements (in fact they
were even higher than the gross requirements), with a surplus of €5.5 billion
(20.3% higher than in 2001). This increase in the surplus took place despite a rise
in the percentage applied to the gross requirements to obtain the net require-
ments: it rose to 63% as a result of the decrease in the average ownership inter-
est of groups in their subsidiaries.

1.4.3. Solvency of mixed groups

The non-consolidated groups of financial institutions under the Banco de
Espafia’s supervision consist of CGs per se and of their subsidiary insurance com-
panies. Spanish regulations establish specific minimum solvency requirements for
these mixed groups. Their capital is basically calculated as the sum of that of the
CGs and the uncommitted assets of the insurance companies, net of any cross-
holdings. The minimum requirements are obtained by adding the capital require-
ments of the CG to the solvency margin of the insurance companies, excluding
Cross-exposures.

The number of mixed groups decreased from 34 to 33 in 2002. Table I.12
shows that the importance of CGs in mixed groups is much greater that that of
insurance companies as regards both capital and capital requirements. The slight
decrease in both eligible capital (—1.3%) and capital requirements (—1.5%) clearly
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SCls are Cls specialised
in credit extension that
cannot raise deposits
from the public

SCls account for 3% of
the activity but more
than 5% of the lending
of Cls as a whole

TABLE I.12

Solvency margin of non-consolidated mixed groups of financial institutions
subject to supervision by the Banco de Espafia (€ m)

1999 2000 2001 2002 (p)
% % % % % % % %
Amount compo- annual Amount compo- annual Amount compo- annual Amount compo- annual
sition A sition A sition A sition A
Effective own funds 63,205 100.0 15.7 68,653 100.0 8.6 76,113 100.0 10.9 75,136 100.0 -I.3
Credit institutions
or groups 62,129 983 156 67,578 984 88 74,737 982 10.6 73,706 98.1 -l4
Insurance undertakings
or groups 3,246 51 312 3,733 54 150 3,744 49 03 3,857 5.1 3.0
Deductions -2,169 -34 36.l -2,657 -39 225 -2,367 3.1 -109 2427 32 25

Capital requirements 47,153 100.0 19.4 54,028 100.0 14.6 56,900 100.0 5.3 56,055 100.0 -I.5

Credit institutions

or groups 45,769  97.1 193 52,683 975 I5.1 55349 973 5. 54,505 972 -I.5
Insurance undertakings

or groups 1,609 34 234 1,633 30 15 1,845 32 130 1879 34 18
Deductions 224 -0.5" 445 —288 0.5 286 294 05 2l -330 06 122

Surplus or deficit
of mixed groups 16,052 6.3 14,625 -8.9 19,214 31.4 19,081 -0.7

Surplus or deficit of CGs 16,360 6.4 14,895 -9.0 19,388 30.2 19,200 -1.0

MEMORANDUM ITEM:

Number of
non-consolidated
mixed groups 37 35 34 33

reflects the change in the solvency trend noted in the previous section for CGs as
a whole. In any event, the surplus in mixed groups (€19 billion) represents 34% of
requirements, which is a very comfortable level of compliance.

I.5. STRUCTURE AND EVOLUTION
OF THE OTHER INSTITUTIONS SUPERVISED BY
THE BANCO DE ESPANA

I.5.1. Specialised credit institutions

Specialised credit institutions (SCIs) are a distinctive type of Cl that may not
finance itself by taking deposits from the public but that is otherwise subject to a
regulatory regime similar to that of other Cls. On many occasions SCls are used
by Dls, of which they are subsidiaries and with which they are consolidated, as
specialised financing vehicles. On other occasions, those known as brand finance
companies operate in and around industrial and retail groups to support their
commercial policies.

Activity
The SCIs’ balance sheet has grown at an annual rate of 16% over the last
four years, although decelerating last year to 4.5%, after which it stood at

€38.4 billion, or 3% of total Cl activity (Chart .2). These institutions focus on
lending, which, including doubtful loans, accounts for more than 93% of their bal-
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They are specialised in
certain segments of
business in which they
have a highly significant
market share

The figures are affected
by the restructuring of a
financial group which
transferred 1.5% of the
SCI balance sheet total
toa DI

The most important and
stable CSI financing is
from Dls, generally in
their financial groups

Own funds are
relatively low owing to
the weight of the
subsidiaries of Dls
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CHART 1.23

Lending by specialised credit inst

12000 - 1 40000
9000 4 30000
6000 4 20000

3000 4 10000

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

s Lending (right-hand scale)
e Financial leasing

mmmm Managed lending (right-hand scale)
e Term loans

@ Managed mortgage loans
e Factoring

ance sheet and for practically all their earning assets. The share of SCls in total
lending to the private sector is higher (5.3%), given their greater specialisation in
these instruments.

The basic instruments in which SCls specialise are financing of instalment
sales, financial leasing and factoring, which together have for many years account-
ed for 75% of their total lending. The extent of their specialisation can be appreci-
ated by looking at their weight in the financial lease markets (49%) and factoring
markets (79%) (29). Mortgage lending, another of their specialities, has diminished
in significance, even taking into account the securitised loan portfolio managed by
them; that said, at €5.6 billion it still represents somewhat more than |15% of their
total managed loans (Chart 1.23). The difference between the on-balance sheet
loan portfolio and that managed has been increasing slowly but continuously ow-
ing to the securitisation of mortgage assets up to 2001 and of other assets since
2002 (see Table I.A.12).

In 2002 the restructuring of a foreign industrial group’s financial institutions
in Spain led to the transfer of business from a SCI to a DI. The amount of this
transfer was around 1.5% of the SCI balance sheet total, which reduced lending
growth in this sector by | p.p. and led to a fall of 13% in doubtful assets, which
would otherwise have risen by 9%.

The bulk of SCI financing is from Cls and accounts for 74% of their balance
sheet or €29 billion. This financing comes particularly from the Cls of the financial
groups to which many SCls belong. Of far less importance is the financing from
debt securities and other similar sources, which accounts for barely 10%, with half
of this also from intra-group financing, from parent companies and from other in-
dustrial or commercial retailing affiliates.

Own funds, i.e. capital and reserves, do not reach 6% of the balance sheet
because the numerous subsidiaries of Dls that represent 67% of the balance sheet
consolidate in their respective groups and are subject to low individual solvency
ratios.

(29) This information and that in the chart on factoring include a large part of the on-balance sheet transac-
tions with general government carried out using this instrument.
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Given that SCls use
bank financing, the
interest rate decreases
have led to an
improvement in their
net interest margin

The continuing positive
performance of general
expenses made for an
efficiency ratio of 48%, a
new historical low

Most of the
improvement in net
operating income
flowed through to
profit before tax

Most of the
improvement in net
operating income
flowed through to PBT
and also to ROE

Appraisers engage only
in real estate appraisal
and their number is
continually decreasing

CHART 1.24

Margins of specialised credit institutions, expressed
as percentage of ATA (%)

s s s s s s -1
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

e Net interest income @ (Gross income wsse Net operating income Profit after tax

Results

The considerable dependence on bank financing has meant that lower inter-
est rates have fed through to the financial costs of SCls (-9%), while their financial
income has remained at similar levels to that of the previous year. This has im-
proved their net interest margin, which stands at 2.75% of ATA, up 10 b.p. or 14%
(see Table .A.12).

Apart from the small contribution from other operating income, which was
similar to that in previous years, 2002 was notable because general expenses continued
to perform positively relative to gross income, with the efficiency ratio standing at 48%,
a new historical low. This allowed the upward trend of net operating income seen
since 1998 to continue, with a rise of 23% taking it to 1.47% of ATA (Chart 1.24).

The fall in doubtful assets as a result of the above-mentioned group restruc-
turing was conducive to the maintenance of net provisioning for bad debts at the
same level and the consequent fall in their impact in terms of ATA. However, this
improvement in bad debt provisioning was neutralised by the deterioration of the
other factors included in the last part of the profit and loss account (income on
financial transactions, extraordinary income, etc.). Therefore, most of the im-
provement in net operating income flowed through to profit before tax.

Thus profit before and after tax improved both in absolute terms (27% and
22%) and in relative terms (8 b.p. and 7 b.p. of ATA), amounting to 0.98% and 0.65%
of ATA, respectively. This meant that the return on equity improved to |1.4%.

1.5.2. Appraisal companies

Appraisal companies are specialised institutions with the sole corporate
purpose of property assessment (30). The 69 operational appraisal companies and
services at end-2002 numbered five fewer than a year earlier, as a result of six
deregistrations and one new registration. These progressive deregistrations, which

(30) Three Cls have operational appraisal services. These services can only appraise real estate provided as
collateral for mortgage operations performed by companies in the financial group to which they belong and must
meet the same requirements regarding certification and professional qualifications as apply to companies.
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. in contrast to the
expanding trend of
appraisals in terms of
numbers and amounts

Dls are the main
recipients of appraisals
because of their role in
residential mortgage
financing

MGCs are mutual
companies conceived to
improve the access of
SMEs to financing

The weight of patron
members has
progressively diminished
in favour of participating
members, which now
account for 57% of
ownership
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CHART 1.25
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are normally at the request of the appraisal companies themselves, have had little
effect on the concentration of the sector (see Table I.A.13).

The available information (31) shows that the number of appraisals grew by
21% in 2002 and the amount of the appraisals by 28%, accentuating the trend of
previous years (Chart 1.25).

The main recipients of appraisals continue to be savings banks (44%) and
banks (37%), although it is the end customer that bears the cost of the service.
The basic purpose of appraisals is to obtain financing via residential and property
mortgages (92% of the number and 86% of the amount) (32).

1.5.3. Mutual guarantee and reguarantee companies

Mutual guarantee companies (MGCs) specialise in providing their members
with the guarantees, through avals or any other lawful means except suretyship
insurance, required for their ordinary business activity. The basic purpose of these
institutions, which date from 1978, is to furnish small and medium-sized enter-
prises (SMEs) with the best possible access to financing, generally within the geo-
graphical bounds of the regions to which they are usually linked or within a spe-
cific economic sector. MGCs have been subject to prudential supervision by the
Banco de Espafia since 1988.

MGC:s are sponsored by their patron members, which fall within a variety
of categories: governments and public institutions, savings banks, financial institu-
tions, territorially-based sectoral and trade organisations, etc. Although these pa-
tron members represent only 1% of all members and this proportion is decreas-
ing, their contributions represented more than 43% at end-2002. By contrast, the
participating members, which contribute 57% of the paid-in capital of MGCs, have
been growing constantly in number, up to 63,793.

(31) At the date of preparation of this report, only partially edited information was available on the 2002
appraisal activity of a (albeit highly representative) portion of all appraisal companies.

(32) Appraisals carried out to support loans in accordance with Royal Decree 685/1982 on the implementa-
tion of mortgage market regulations and with the Ministerial Order of 30/11/ 1994 on real estate appraisal rules
for certain financial institutions.
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MGCs continue to be
highly dependent on the
aid received from their
patron members,
particularly regional
governments

CERSA guarantees 55%
of the exposure on
financial guarantee
operations of MGCs,
and this percentage may
rise to 75%

In 2002 the outstanding
exposure amounted to
€2.5 billion (45%
reguaranteed) and the
guarantees exceeded

€1 billion. Commissions
averaged 1%

The implementation of
the legal regime
governing currency
exchange and transfer
bureaux was completed
at the beginning of 2002

CHART 1.26
Exposure guaranteed and exposure not reguaranteed of MGCs (€ m)
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Despite the growing role of the participating members, MGCs are strongly
dependent on the public patron members, particularly the regional governments,
which in many cases founded them. The support received includes most notably the
reguarantee of their operations (up to 40% in certain cases), special contributions to
technical provisions or to capital, and subsidisation of their operating expenses and
of the commissions charged for their services. Also notable in this connection is the
reguarantee of the MGCs’ guarantee operations by the State via the Spanish Reguar-
antee Company (Compaiiia Espafiola de Reafianzamiento-CERSA), which normally
guarantees 55% of the exposure arising from financial guarantees, although this per-
centage may rise to 75% in certain programmes to support investment in techno-
logical innovation. In no operation is the MGC in question allowed to retain less
than 25% of the arranged exposure uncovered by reguarantee (Chart 1.26).

The outstanding exposure guaranteed by MGCs amounted to €2.5 billion at
end-2002, with annual growth of 12% and a reguarantee ratio of 45%. Last year they
granted and formally arranged somewhat more than €1 billion in new operations with
SMEs. The income from guarantee commissions is very low, at around |% of the out-
standing exposure, and barely covers operating expenses. Any profits earned are add-
ed to the technical provisions to strengthen the MGCs’ solvency (See Table I.A.14).

1.5.4. Currency exchange and transfer bureaux

The regulatory implementation of the legal system for the licensing of and
engagement in currency exchange and foreign transfer processing activities was
completed at the beginning of 2002 with the entry into force of Banco de Espana
Circular 6/2001. This Circular set forth the rules on the transparency of transac-
tions, customer protection and disclosure to customers of exchange rates and
commissions. It also stipulated the disclosures to be made periodically by these
bureaux to the Banco de Espana on their activity and, if applicable, on their finan-
cial position, all based on the activity engaged in by each bureau according to the
authorisation received: (i) purchase of foreign exchange and traveller’s cheques
for euros, which can be performed on an ancillary and complementary basis by
companies in certain business sectors (hotels, travel agencies, etc); and (ii) pur-
chase and sale and/or processing of transfers by public limited companies having
this sole corporate purpose and with capital resources growing in proportion to
the volume of their activity.
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euro and competition
from Cls seem to have
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in the number of
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and in US dollars and
more than half are to
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TABLE I.13
Currency exchange bureaux and money transfer agencies
Key data
1999 2000 2001 2002
Licensed proprietors (number) 1,862 2,981 2,974 2,756
Currency purchasing 1,850 2,939 2,928 2,702
Currency buying and selling (FX trading) 6 15 14 15
FX trading and transfers by immigrants
or for living expenses 3 24 28 34
FX trading and transfers of all types 3 3 4 5
Currency transactions (€ m)
Purchases from customers 4,045 4,595 4,609 2,488
Sales to customers 228 37 0 272
Purchases from other currency exchange
bureaux or from Cls 114 106 147 195
Sales to other currency exchange bureaux or to Cls 3,925 4,661 4,752 2,429
Transfers dispatched n.a. n.a. n.a. 2,369
Transfers received n.a. n.a. n.a. 244
Balance sheet and profit and loss account (€ m) n.a. n.a. n.a.
Capital and reserves (June) n.a. n.a. n.a. 51
Income from main activity (annual estimate) n.a. n.a. n.a. 134

The decrease in the number of licensed proprietors by more than two hun-
dred in 2002 was because of the greater requirements of the new regulatory and
supervisory framework and also because there may have been a certain saturation
in segments of this market due to the replacement of national currencies by the
euro in the euro area countries (Table I.13).

The 54 proprietors authorised to buy and sell foreign currencies and/or
process transfers have €5| million of capital and reserves, nearly 1,200 employees
and more than 3,000 agents, half of which are legal entities providing services in
178 offices and 4,900 premises. 2002 income is estimated at approximately
€134 million based on the information available as at June 2002. The annualised
volumes of foreign exchange transactions as at September 2002 reveal that the
volume of foreign exchange purchases fell by a little more than half, which seems
to be associated with the above-mentioned placement in circulation of the euro
and with a greater participation of Cls in this activity.

The sales of foreign exchange (€2.4 billion) to other currency-exchange bu-
reaux or to Cls arose because the establishments that are only authorised to
purchase foreign exchange from individuals sell it almost automatically to institu-
tions authorised to engage in a wider range of operations. Of the currencies pur-
chased, that with the highest euro-equivalent was the pound sterling (more than
€500 million), followed by the US dollar (€283 million).

The volume of transfers issued in 2002, the first year for which information
is available, is practically equal to the amount of foreign exchange purchased from
customers (€2.4 billion). The bulk of the transfers issued is denominated in euro
(€1.5 billion) and in US dollars (€0.8 billion). The main countries of destination
are Ecuador (27%) and Colombia (27%). The transfers received are much less sig-
nificant, with the United States of America being the main country of origin (19%
of the total).
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APPENDIX

Serving employees, operational branches, ATMs and agents of Dls
Units and %

Serving employees

Operational offices

TABLE LA.1

Employees
branches
Number Of which: Thousands Number at &
of active e of hours Owned  ATMs  ofcards Agents > Gl |
institutions  Total A worked  Toga  ©F under (thousands) operationa
Part- L At financial offices
time cenFraI branches lease @)
services
I 2 3 4 5 6 7 8 9 10 I 12
TOTAL Dis
1999 286 242,591 2243 55,756 186,836 413,299 39,058 19,587 41,129 41,427 5,090 4.8
2000 278 243,794 1,719 55,802 187,992 415885 39,046 19,453 45772 44,620 7,753 4.8
2001 280 244,786 1,274 55,686 189,100 412,608 38,757 19,533 46,623 55311 9,173 4.9
2002 274 246,546 1,300 53,264 193,282 413,196 38,754 19,600 51,762 55925 9,420 5.0
MEMORANDUM ITEMS: Per 10,000 inhabitants > 16 years Per inhabitant > 16 years
1999 734 11.8 12.4 1.2
2000 72.8 1.7 13.7 1.3
2001 724 1.5 13.8 1.6
2002 724 11.4 15.2 1.6
Banks
1999 144 131,460 1,222 31,024 100,436 228,786 16,963 7473 16,193 16,723 4,401 59
2000 140 127,583 892 31,042 96,540 217,111 15873 6,953 18470 17,770 7,148 6.1
2001 145 123,613 481 30,812 92,801 210,472 14817 6,685 17,590 23,175 8,477 6.3
2002 143 122,373 495 27960 94,413 207,504 14,129 6,432 20,087 24,171 8,652 6.7
Domestic
1999 71 116,325 1,156 23,878 92,447 202,604 15609 7,047 15200 14,463 4,082 5.9
2000 63 112,236 796 23,472 88,764 191,346 14,541 6,542 17,437 15671 6,484 6.1
2001 62 107,749 323 22,700 85,049 183289 13,452 6,272 16461 20835 7,775 6.3
2002 60 106,609 315 20,059 86,550 180,897 12,788 6,022 18933 21,667 7972 6.8
Foreign
1999 73 15,135 66 7,146 7,989 26,18l 1,354 426 993 2,260 319 5.9
2000 77 15,347 96 7,570 7,776 25,765 1,332 411 1,033 2,099 664 5.8
2001 83 15,864 158 8,112 7,752 27,184 1,365 413 1,129 2,340 702 5.7
2002 83 15,764 180 7,901 7,863 26,606 1,341 410 1,154 2,504 680 5.9
Of which: Subsidiaries
1999 21 11,733 15 4,479 7,254 20,302 1,229 402 977 2,254 273 5.9
2000 25 11,902 28 4,872 7,030 19,905 1,208 392 1,017 2,092 616 5.8
2001 27 12,169 57 5,272 6,897 20,801 1,227 399 I,114 2,332 651 5.6
2002 24 11,899 69 4,905 6,994 19,940 1,202 399 1,139 2,480 613 5.8
Savings banks
1999 50 97,276 805 21,199 76,077 161,084 18355 12,114 22,300 22,746 547 4.1
2000 48 101,718 643 21,137 80581 165903 19,285 12,500 24331 24,570 461 4.2
2001 47 105,593 608 21,078 84,515 175069 19,848 12,848 25625 29,399 561 43
2002 47 107,745 616 21,495 86,250 178,448 20,349 13,168 27,972 28218 624 4.2
Credit co-operatives
1999 92 13,855 216 3,533 10,323 23,429 3,740 — 2,636 1,959 142 2.8
2000 90 14,493 184 3,623 10,871 32,870 3,888 — 2971 2,280 144 2.8
2001 88 15,580 185 3,796 11,784 27,066 4,092 — 3,408 2,737 135 2.9
2002 84 16,428 189 3,809 12,619 27244 4,277 — 3,703 3,536 144 3.0
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TABLE .A.2

Breakdown of activity of Dls (a)
Total business (€ m)

Memorandum items: 2002

1999 2000 2001 2002 Structure %
—————— annual
% p.p. change

ASSETS:
Cash and central banks 19,689 14,221 20,975 16,522 1.3 -0.4 -21.2
Financial intermediaries 211,065 202,861 202,273 215,103 16.5 -0.0 6.3
Loans and credit 509,969 593,862 660,236 729,640 55.9 2.1 10.5
Government bonds 28,730 28,814 31,269 30,910 24 -0.2 -.1
Resident private sector 448,278 526,761 586,281 662,460 50.8 3.0 13.0
Of which: Secured 212,445 256,065 302,145 360,127 27.6 3.0 19.2
Of which: Mortgage guarantee 206,209 247,436 293,484 350,523 26.9 2.9 19.4
Non-residents 32,961 38,287 42,686 36,270 2.8 0.7 -15.0
Of which: Variable rate 252,453 333,351 425,390 490,856 37.6 2.9 15.4
Securities portfolio 204,259 230,008 257,992 260,365 19.9 -1.1 0.9
Bond trading book 13,565 16,536 19,164 24,302 1.9 0.3 26.8
Equity trading book 3,146 3,336 3,725 3,395 0.3 0.0 -89
Available-for-sale bond portfolio 113,611 108,266 130,006 120,295 9.2 -1.4 7.5
Available-for-sale equity portfolio 11,528 10,030 10,245 11,000 0.8 0.0 74
Permanent bond portfolio 26,853 29,649 28,029 31,501 2.4 0.1 12.4
Permanent equity portfolio 35,556 62,191 66,823 69,872 54 0.1 4.6
Fixed assets 19,287 18,859 18,605 18,081 1.4 -0.1 -2.8
Other assets 45,768 63,046 67,128 65,530 5.0 -0.5 -2.4
BALANCE SHEET TOTAL 1,010,037 1,122,857 1,227,209 1,305,241 100.0 0.0 6.4

LIABILITIES AND EQUITY:

Credit institutions and Banco de Espafa 275,668 271,281 264,618 275,722 21.1 -0.4 4.2
Creditors 544,931 622,772 700,949 748,579 57.4 0.2 6.8
Of which:
Resident private sector 453,938 507,164 563,249 607,405 46.5 0.6 78
Current accounts 114,452 124,490 144,890 157,506 12.1 0.3 8.7
Savings accounts 104,953 107,473 120,149 128,069 9.8 0.0 6.6
Time deposits 158,507 190,365 208,030 228276 17.5 0.5 9.7
Repos 76,009 84,549 89,762 93,449 7.2 -0.2 4.1
Non-residents 73,132 95,510 104,398 101,816 7.8 -0.7 -2.5
Debt securities 37,509 33,519 40,026 50,193 3.8 0.6 25.4

Of which: mortgage securities 12,461 12,304 14,328 25,266 1.9 0.8 763
Subordinated debt 21,609 33,612 44,322 45,401 3.5 -0.1 2.4
Provisions 25,778 35,062 41,181 46,399 3.6 0.2 12.7
Capital and reserves 48,875 64,267 69,187 74,205 5.7 0.0 7.3
Other liabilities 55,667 62,344 66,926 64,742 5.0 -0.5 -3.3

MEMORANDUM ITEM:

Transferred assets 11,663 17,473 21,952 35,012
Of which: Securitised (b) 9,348 15,207 20,207 33,491
Of which: Mortgage-backed (Law 2/1981) (b) 8,121 9,689 13,612 20,900

(a) Institutions existing at each date.
(b) In certain securitisations, these assets return to the institution’s balance sheet in the form of mortgage-backed bonds (issued by the vehicle company that
acquired the original loans) and are included in the accounts along with the rest of the institution’s bond portfolio.
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TABLE I.A3

Breakdown of Cl activity by institutional group. Total business
December 2002 (€ m and %)

Breakdown
Banks
Amount Foreign .
Total Savings Co- SCls
Dls Domes- Banks —°°PS
Total . i Branches
tc Subsid-
Total iaries
Total EU  Non-EU
ASSETS:

Cash and central banks 16,551 99.8 39.6 324 7.2 4.0 3.1 2.9 0.2 554 4.9 0.2
Financial intermediaries 216,717 993 70.2 51.4 18.8 76 11.2 10.8 0.4 26.0 3.1 0.7
Loans and credit 765,431 95.3 48.4 41.0 7.4 4.2 3.2 2.8 0.4 42.2 4.7 4.7

Government bonds 32,166 96.1 585 529 5.6 4.6 1.0 0.9 0. 36.0 1.6 3.9

Resident private sector 696,057 95.2 463 39.1 7.2 4.| 3.1 2.7 03 437 5.1 48
Of which: Secured 363,910 99.0 39.1 349 4.2 3.6 0.6 0.5 0.1 539 6.0 1.0

Non-resident 37,208 975 780 666 114 4.2 7.3 6.2 1.0 192 0.3 2.5

Securities portfolio 260,422 100.0 61.5 54.5 7.1 1.7 5.3 5.2 0.1 36.6 1.8 0.0

Bond trading book 24,301 1000 783 755 2.8 2.2 0.6 0.6 00 2I.6 0.1 0.0

Equity trading book 3395 1000 869 648 220 3.0 9.1 19.1 00 II.0 2.1 0.0

Available-for-sale bond portfolio 120,315 1000 59.1 47.1 119 25 9.5 9.3 02 383 2.6 0.0

Available-for-sale equity portfolio 11,039 99.7 545 449 9.6 1.3 8.4 8.1 02 422 3.0 0.3

Permanent bond portfolio 31,500 100.0 368 335 33 1.3 2.0 1.9 0. 603 2.8 0.0

Permanent equity portfolio 69,872 100.0 709 703 0.6 0.5 0.1 0.1 0.1 285 0.5 0.0

Fixed assets 18,276 98.9 44.2 385 5.7 3.4 2.2 2.1 0.1 48.7 6.0 1.1
Other assets 57,580 98.9 68.5 61.8 6.7 2.5 4.2 3.8 0.4 28.9 1.5 1.1
BALANCE SHEET TOTAL 1,343,680 97.1 55.3 46.2 9.1 4.2 4.9 4.6 0.3 38.1 3.8 2.9
LIABILITIES AND EQUITY:
Credit institutions and Banco
de Espaiia 304,318 90.6 703 46.4 239 6.9 17.0 16.2 0.8 195 0.7 9.4
Creditors 751,668 99.6 47.2 423 4.9 3.7 1.3 1.2 0.1 46.9 5.5 0.4

Of which:

Resident private sector 607,665 100.0 41.6 36.5 5.1 3.8 1.4 1.3 00 5I.8 6.5 0.0
Current accounts 157,506 100.0 56.2 472 9.0 5.0 3.9 3.8 0.1 394 4.4 0.0
Savings accounts 128,069 1000 31.2 304 0.8 0.8 0.0 0.0 00 59.2 9.5 0.0
Time deposits 228,536 99.9 311 287 2.4 1.9 0.5 0.5 00 604 8.4 0.1
Repos 93,448 100.0 572 459 1.3 10.2 1.1 1.1 00 414 1.4 0.0

Non-residents 104,644 973 748 69.7 5.1 4.1 1.0 0.8 02 219 0.6 2.7

Debt securities 50,820 98.8 53.4 52.8 0.6 0.6 0.0 0.0 0.0 45.1 0.3 1.2
Subordinated debt 45,769 99.2 63.5 62.1 1.4 1.4 0.0 0.0 0.0 35.3 0.3 0.8
Provisions 47,419 97.8 67.0 63.3 3.8 2.2 1.5 1.2 0.3 28.0 2.9 2.2
Capital and reserves 76,496 97.0 56.8 50.7 6.1 4.1 2.0 0.7 1.4 34.8 5.3 3.0
Other liabilities 67,190 96.4 63.1 56.0 7.0 2.9 4.1 3.7 04 31.2 2.2 3.6
MEMORANDUM ITEM:
Variable-rate credit, DIs only 490,856 100.0 44.6 36.5 8.1 4.2 3.9 33 0.5 499 55 n.a.

57



REPORT ON BANKING SUPERVISION IN SPAIN 2002

TABLE .A4

Structure of lending to resident private sector (a)
Business in Spain (%)

1999 2000 2001 2002

Lending to businesses 53.5 53.3 52.0 51.3
Goods 247 238 224 22.1
Agriculture, fishing and extractive industries 33 3.0 2.7 2.8
Manufacturing 1.6 10.8 10.0 9.0
Energy and electricity 24 2.3 2.2 2.2
Construction 7.4 7.6 7.4 8.1
Services 28.7 29.5 29.6 29.2
Commerce, repair and hotels and restaurants 8.6 8.4 8.2 7.9
Transport and communications 3.2 34 3.2 33
Real estate development 53 6.2 6.9 7.8
Financial intermediation 2.7 3.1 2.2 1.9
Other services 8.9 8.5 9.1 8.3
Lending to households 44.1 44.3 45.9 46.8
Housing (purchase and refurbishing) 31.7 33.0 34.6 35.7
Consumer credit 4.0 39 4.4 4.1
Other purposes 83 7.3 6.9 7.0
Other 2.5 2.4 2.0 1.9

(a) Deposit institutions existing at each date.

TABLE LA5
Key data of the BE Central Credit Register

1999 2000 2001 2002
Reporting institutions (number) 420 400 397 361
Exposures admitted (number) 17,270,767 19,006,985 20,265,305 21,538,342
Of which:
Banks 7,165,923 7,740,929 8,114,700 8,384,623
Savings banks 7,832,475 8,743,234 9,402,126 10,211,426
Credit co-operatives 1,176,068 1,320,935 1,448,149 1,525,728
Amount (€ m) 1,045,264 1,224,434 1,354,570 1,522,023
Of which:
Banks 563,236 659,958 673,076 677,946
Savings banks 370,830 457,289 530,501 618,785
Credit co-operatives 44,381 53,033 62,002 70,619
Different borrowers (number) 10,493,103 11,396,892 12,066,86 | 12,816,049
Of which:
Resident Spanish individuals 9,718,478 10,548,269 11,142,630 11,801,966
Resident foreign individuals 126,754 154,700 187,850 248,518
Resident legal entities 640,285 684,523 725310 755,308
Non-resident individuals 3,206 4,395 5,297 5,975
Non-resident legal entities 4,380 5,005 5,774 4,282
Ineligible borrowers (number) 13,412 10,782 9,697 8,441
Suspended exposures (€ m) 938 485 435 463
Borrowers: additions (number) 5,559,930 6,571,506 5,211,644 5,428,575
Borrowers: deletions (number) 4,299,281 5,356,474 4,264,817 4,398,190
Access and rectification rights exercised (number) 16,870 18,677 19,932 21,811
REPORTS ISSUED:
Automatically 157,271,115 173,217,385 185,632,065 197,186,241
Requested by reporting institutions 1,155,769 1,321,546 1,647,409 2,156,369
For debtors 35,877 39,588 45,015 55,296
Data Protection Agency 9 77 132 53
Courts 896 695 443 317
Other central credit registers 8 3 9 37
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TABLE L.A.6

Activity of DIs and of their consolidated groups
(Period-end data) (€ m and %)

Breakdown (%)

1999 2000 2001 2002 (p) Business in Spain Business abroad
2001 2002 2001 2002
ASSETS:
Cash and central bank 26,076 25,117 34,768 27,719 59.7 58.5 40.3 41.5
Financial intermediaries 174,696 181,219 178,862 181,113 78.7 83.8 21.3 16.2
Loans and credit 582,959 721,126 794,258 836,845 82.0 86.6 18.0 13.4
Securities portfolio 224,469 287,377 301,133 281,237 68.5 77.3 315 22.7
Government bonds 143,726 187,228 185,260 165,161 62.2 73.1 37.8 26.9
Corporate bonds 38,603 47,111 60,108 62,805 75.9 80.7 24.1 19.3
Equities 42,140 53,038 55,765 53,271 81.7 86.3 18.3 13.7
Fixed assets 32,550 36,447 37,492 39,846 62.2 64.9 378 35.1
Other assets 56,561 97,431 100,145 89,534 64.7 68.4 353 31.6
Of which: Consolidated goodwill 6,146 19,825 19,375 18,577 373 36.6 62.8 63.4
BALANCE SHEET TOTAL 1,097,311 1,348,717 1,446,657 1,456,295 76.6 82.2 23.4 17.8
LIABILITIES AND EQUITY:
Financial intermediaries 255,578 283,849 263,373 269,596 81.9 86.8 18.1 132
Deposits 586,743 712,553 807,271 813,798 75.4 80.9 24.6 19.1
Debt securities 77,352 105,226 106,925 110,285 36.8 47.3 63.2 52.7
Subordinated debt 16,391 22,613 30,324 31,238 40.1 43.8 59.9 56.2
Provisions 29,560 54,382 56,404 52,671 65.8 743 342 25.8
Capital and reserves 69,863 94,930 101,789 106,516 782 782 21.8 21.8
Of which: Minority interests 15,850 21,803 22,078 20,536 26.5 30.8 73.5 69.2
Other liabilities 61,823 75,165 80,570 72,191 77.5 82.5 22.5 17.5
Mismatches between business areas (€ m) -52,539 -57,112
Net asset value of managed funds 229,872 249,881 279,641 268,507 73.4 77.5 26.6 22.5

MEMORANDUM ITEM: NUMBER OF BANKS INCLUDED IN GROUPS.

TOTAL 475 470 470 458
Spain (b) 294 285 285 278
Abroad 181 185 185 180

Subsidiaries 78 95 95 88
Branches 103 90 90 92
Rest of European Union 83 79 82 85
Subsidiaries Il 15 15 14
Branches 72 64 67 71
Latin America 32 35 35 30
Subsidiaries 28 31 32 27
Branches 4 4 3 3
Other 66 71 68 65
Subsidiaries 39 49 48 47
Branches 27 22 20 18

(a) Institutions existing at each date.
(b) Including individual institutions.
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TABLE L.A.7

Breakdown of DI individual profit and loss account (a)
(€ m and %)

1999 2000 2001 2002

% % % % % % % %
Amount ofA’TA anzual Amount of/;TA annAuaI Amount AOTA annAuaI Amount ofA’TA anzual

Financial income 44,713 472 -11.5 54442 525 21.8 64,575 558 18.6 57,910 4.64 -10.3
Interest income 42,332 447 -120 50,603 4.88 19.5 57,346 4.95 133 52321 420 -88
Income from equity portfolio 2,382 0.25 2.1 3,839 037 612 7228 062 883 5589 045 -22.7

Financial costs -23,873 -2.52 -20.4 -31,833 -3.07 33.3 -36,333 -3.14 14.1 -29,701 -2.38 -18.3

NET INTEREST INCOME 20,841 2.20 1.4 22,609 2.18 8.5 28,242 2.44 249 28,209 2.26 -0.l
Of which: Investment of own funds 2,892 030 2.2 3,701 0.36 28.0 4,182 0.36 13.0 3,902 0.31 —6.7
Non-interest income 7,487 0.79 4.1 8,555 0.83 143 8,298 0.72 -3.0 8,560 0.69 3.2
Commissions (net) 6,641 0.70 11.0 7,355 0.71 10.7 7,604 0.66 34 8,076 0.65 6.2
Of which:
Collection and payment service 3,390 0.36 9.5 3,889 0.38 14.7 4,267 0.37 9.7 4,719 038 10.6
Securities service 994 0.10 3.6 1,201 0.12  20.8 1,179 0.10 -I.8 1,097 0.09 -7.0
Marketing of non-banking products 2,074  0.22 10.0 2,068 020 -03 1,952 0.17 5.6 2,084 0.17 6.8
Contingent liabilities 554 0.06 8.0 654 0.06 18.0 733 006 2.1 799 0.06 8.9
Exchange of foreign currency
and banknotes 134 0.01 64.5 139 00l 3.1 136 001 -1.6 75 001 -453
Other commissions 792 0.08 17.4 908 0.09 14.6 1,000 0.09 l0.1 1,141 0.09 14.1
Result on financial transactions 846 0.09 -30.1 1,200 0.12 418 694 0.06 -—42.1 483 0.04 -304
Trading book -216 -0.02 — -300 -0.03 39.2 -273 -0.02 -9.2 —490 -0.04 80.0
Available-for-sale bond portfolio 329 0.03 429 -72 -0.01 — 238 0.02 — 457 0.04 919
Exchange differences 386 0.04 -247 782 0.08 1028 281 0.02 -64.1 141 0.0 -498
Other futures transactions -214 -0.02 —66.2 904 0.09 — 327 003 -63.8 470 0.04 437
Other 561 0.06 — -114 -0.01 — 121 0.0l — -94 -0.01 —
GROSS INCOME 28,328 2.99 2.1 31,164 3.0l 10.0 36,540 3.16 17.3 36,768 2.95 0.6

Operating expenses -18,563 -1.96 3.2 -19,611 -1.89 5.6 -20,865 -1.80 6.4 -21,528 -1.73 3.2
Personnel -11,235 —1.19 33 -11,756 -1.13 4.6 -12,471 -1.08 6.1 -12,825 -1.03 2.8
General and levies -5,604 -0.59 3.0 -5992 -0.58 69 —6,388 —0.55 66 6,616 -053 3.6
Depreciation and amortisation -1,724 -0.18 35 -1,862 -0.18 80 2,006 —-0.17 77 2,088 -0.17 4.1

NET OPERATING INCOME 9,766 1.03 0.1 11,553 I.11 18.3 15,675 1.35 35.7 15240 1.22 -2.8
Provisions and write-downs (net) -2264 -0.24 -36.7 -3,611 -0.35 59.5 -7,026 -0.61 94.6 -6,953 -0.56 -1.0
Bad debts —-1,250 -0.13 34 -2264 -022 8l.1 -3409 -0.29 50.6 -3,684 -0.30 8.1
Of which:
Specific coverage — — — -977 -0.09 —  =1,321 -0.11 352 -2265 -0.18 71.6
General coverage = = = -960 -0.09 = -564 -0.05 412 —494 -004 -12.4
Statistical coverage — — —  =1,036 -0.10 — -1,932 -0.17 86.6 —1,347 -0.11 -303
Country risk -8 0.00 -96.0 121 0.0l — 146 0.0l 20.8 -78 -0.01 —
Security price fluctuation fund -788 -0.08 -39.8 =519 -0.05 -34.1 -3319 -029 5392 -3374 -0.27 1.7
Fund for general banking risks -9 0.00 -837 —-153 -0.01 1578.0 -1l 000 -92.8 79 0.0l —
Other specific funds -209 -0.02 -73.7 -795 -0.08 281.0 —433 -0.04 -45.6 103 0.0l —
Extraordinary income (net) 1380 0.15 -29.5 2,033 0.20 47.3 1,239 0.11 -=39.1 1,543 0.12 24.6
PROFIT BEFORE TAX 8,895 0.94 9.0 9,982 096 122 9,910 0.86 -0.7 9,875 0.79 -0.3
Corporate income tax -1,824 -0.19 175 -1,319 -0.13 -27.7 -1,087 -0.09 -17.6 -826 -0.07 -24.0
Other taxes -84 -0.01 80.7 -255 -0.02 204.7 -134 -0.01 -47.5 =121 -0.01 -9.7
NET INCOME 6,986 0.74 6.5 8408 0.8 203 8,689 0.75 3.3 8,928 0.72 2.8

(a) The data in this table refer to the institutions existing as of December 2002.
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TABLE .A.8

Main margins of the individual profit and loss account. Breakdown by grouping (a) (€ m and %)

1999 2000 2001 2002

o % o % o % o %
Amount of/:TA anzual Amount of/—‘:‘TA annual  Amount AoTA annual  Amount of/:TA anzual

NET INTEREST MARGIN:

Banks 10432 180 -14 11,326 1.82 86 15488 226 367 14737 206 48

Savings banks 9,270 2.76 43 10,031 2.66 82 11317 263 128 11,929 246 5.4

Co-operatives 1,139 351 4.8 1,252 3.4l 9.9 1,437 342 14.8 1,542 324 7.3
GROSS MARGIN:

Banks 15202 2.63 03 17,058 274 122 20687 302 213 20,043 28I -3.1

Savings banks 11,751 3.50 4.1 12,621 3.34 74 14161 329 122 14916 3.07 53

Co-operatives 1,375 423 6.0 1,484 4.04 7.9 1,691 4.02 14.0 1,809 3.80 7.0
NET OPERATING INCOME:

Banks 5077 088 -238 6,447 1.04 270 9,620 140 492 9,020 126 -62

Savings banks 4,146 1.24 29 4516 1.20 8.9 5370 1.25 189 5519 1.14 2.8

Co-operatives 543 .67 7.0 591 1.6l 8.8 686 1.63 16.1 702 1.47 24
PROFIT BEFORE TAX:

Banks 4,599 0.79 9.9 5515 089 199 5362 078 -28 5733 0.80 6.9

Savings banks 3836 I.14 83 4,005 1.06 44 4078 095 1.8 3682 076 -97

Co-operatives 460 1.42 6.1 462 1.26 0.6 469 1.12 1.5 460 096 2.0
NET INCOME:

Banks 3,616 0.62 49 4716 076 304 4787 0.70 1.5 4852 0.8 1.4

Savings banks 2,985 0.89 8.5 3298 087 105 3,497 08l 6.1 3,667 0.76 4.9

Co-operatives 386 1.19 6.7 394 1.07 22 405 0.96 2.7 409 0.86 1.2

(a) The data in this table refer to the institutions existing as of December 2002.

TABLE .A.9

Main margins of the individual profit and loss account. Breakdown by grouping (a) (€ m and %)

1999 2000 2001 2002

% % % % % % % %
Amount of ATA anzual Amount of ATA annAuaI Amount of ATA annAuaI Amount of ATA anzual

NET INTEREST MARGIN:

Banks 15962 246 65 19,143 252 199 23,823 2.65 244 22,308 2.53 -6.4

Savings banks 9,484  2.69 42 10,288 258 85 11,645 258 132 12,549 250 7.8

Co-operatives 1,143 351 4.6 1,255 3.4l 9.8 1,440 3.39 14.7 1,542 322 7.1
GROSS MARGIN:

Banks 24,374 376 82 30354 3.99 245 36,091 4.0l 189 33,668 3.8l -6.7

Savings banks 12,490 3.55 39 13415 337 74 15062 3.34 123 15986 3.18 6.1

Co-operatives 1,381 424 5.7 1,491  4.05 8.0 1,698 4.00 13.9 1,813 379 6.7
NET OPERATING INCOME:

Banks 8163 126 136 11,032 1.45 35.1 14,067 .56 275 13,795 1.56 -1.9

Savings banks 4316 1.23 07 4747 1.19 100 5685 .26 198 5962 1.19 4.9

Co-operatives 540 .66 6.6 585 1.59 84 672 1.58 14.8 670 1.40 -0.3
PROFIT BEFORE TAX:

Banks 7448 115 184 9743 128 308 10,065 I.12 33 9014 1.02 -l104

Savings banks 4705 134 102 5086 1.28 8.1 5287 I.17 39 4477 089 -153

Co-operatives 465 143 5.7 466 1.27 0.3 475 1.12 1.9 465 0.97 22
NET INCOME:

Banks 5570 086 184 7,463 0.98 340 7849 0.87 52 689 078 -l22

Savings banks 3,537 1.00 102 4062 1.02 148 4,434 098 9.2 4357 087 -1.7

Co-operatives 390 1.20 6.0 396 1.08 1.8 408 0.96 2.9 412 086 1.0

(a) The data in this table refer to the institutions existing as of December 2002.
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TABLE .A.10

Breakdown of DI consolidated profit and loss account (a)
(€ m and %)

1999 2000 2001 2002

% % % % % % % %
Amount ofA’TA anzual Amount of/;TA annAuaI Amount AOTA annAuaI Amount ofA’TA anzual

Financial income 60,122 5.82 -3.7 80,819 6.76 34.4 88,808 6.37 9.9 77,843 5.43 -123
Interest income 58,757 5.69 —4.1 79,045 6.6l 345 86,761 6.23 9.8 75934 530 -125
Income from equity portfolio 1,365 0.13 14.4 1,774 0.15  30.0 2,047 0.15 15.4 1,909 0.13 -68

Financial costs -33,533 -3.25 -10.0 -50,134 -4.19 49.5 -51,901 -3.73 3.5 -41,430 -2.89 -20.2

NET INTEREST INCOME 26,588 2.57 5.6 30,685 2.57 154 36,907 2.65 203 36,413 254 -I1.3
Of which: Investment of own funds 3,939 0.38 125 5238 044 33.0 5,698 041 8.8 4,927 034 -135
Non-interest income 11,656 1.13 9.1 14,575 1.22 25.0 15,945 1I.14 9.4 15,069 1.05 =55
Commissions (net) 10,529 1.02 13.0 12,684 1.06 20.5 14,117 1.0l 1.3 13,625 095 -35
Of which:
Collection and payment service 4,396 0.43 1.5 5545 046  26.1 6,944 050 252 7,197 0.50 3.6
Securities service 2,796 0.27 -1.7 3938 033 408 3879 028 -I.5 3364 023 -133
Marketing of non-banking products 2,880 0.28 24.7 2,962 0.25 2.8 3,116 0.22 5.2 2,886 020 -74
Contingent liabilities 642 0.06 12.3 726 0.06 13.0 817 0.06 12.5 863 0.06 57
Exchange of foreign currency
and banknotes 162 0.02 17.3 188 0.02 16.5 232 0.02 23.1 131 001 -43.6
Other commissions 1,640 0.16 40.6 1,738 0.15 6.0 1,975 0.14 136 1,970 0.14 -0.2
Result on financial transactions 1,127 0.1l  -175 1,891 0.16 678 1,827 0.13 -34 1,444 0.10 -21.0
Trading book -255 -0.02 — -928 -0.08 263.7 —-137 -0.01 -85.2 —639 -0.04 364.7
Available-for-sale bond portfolio 832 0.08 11.8 721 0.06 -134 235 002 -674 379 0.03 61.5
Exchange differences 436 0.04 409 856 0.07 963 390 0.03 -545 1,076 0.08 176.0
Other futures transactions —426 -0.04 -39.6 1,392 0.12 — 1,20 0.09 -13.7 705 005 414
Other 540 0.05 — —150 -0.01 — 139 0.0l — -77 —-0.01 —
GROSS INCOME 38,245 3.70 6.6 45,260 3.79 183 52,852 3.79 16.8 51,482 3.59 -2.6

Operating expenses -25,226 -2.44 5.6 -28,897 -2.42 14.5 -32,428 -2.33 12.2 -31,040 -2.17 -43
Personnel —14,589 —1.4I 56 -16,334 —1.37 120 -18,352 -1.32 124 -17,577 -1.23 42
General and levies -8,095 -0.78 42 -9,610 -0.80 18.7 -10,870 —0.78 13. -10,370 -0.72 4.6
Depreciation and amortisation -2,543 -0.25 1.1 -2,953 -0.25 16.1 -3,206 -0.23 8.6 -3,093 -0.22 =35

NET OPERATING INCOME 13,018 1.26 8.7 16,363 1.37 25.7 20,424 1.47 24.8 20,441 1.43 0.1
Provisions and write-downs (net) -3,131 -0.30 -13.6 -4,964 -0.42 58.5 -9,659 -0.69 94.6 -7,439 -0.52 -23.0
Bad debts -2,589 -0.25 199 -3,827 -032 478 5964 -043 558 5937 -04| -0.4
Of which:
Specific coverage — — — -1,680 -0.14 — 3,459 -025 1059 4,053 -0.28 17.2
General coverage — — — 1,058 -0.09 — —587 -0.04 —44.5 -597 -0.04 1.6
Statistical coverage — — — 1,109 -0.09 — -=1,930 -0.14 73.9 -1,302 -0.09 -32.5
Country risk 15 0.00 — 148 0.0 863.5 92 0.0l -38.1 —-156 -0.01 —
Security price fluctuation fund -199 -0.02 7474 -113 -0.01 432 -116 —0.01 2.1 —431 -0.03 2724
Fund for general banking risks -9 0.00 -833 —-154 -0.01 1551.9 -13 0.00 -91.38 80 0.0l —
Other specific funds -347 -003 664 -1,017 -009 1934 3,658 -0.26 259.8 -994 -0.07 -728

Income on group transactions
(net) 1,586 0.15 405 2,998 0.25 89.0 1,663 0.12 -44.5 267 0.02 -84.0
Gains on group transactions 4451 043 21.8 6,325 0.53 42.1 6,736 0.48 6.5 6,047 042 -10.2
Losses on group transactions -2,865 -0.28 135 -3327 -028 6.1 5073 -036 525 578l -0.40 14.0
Of which: Amortisation of goodwill —1,644 -0.16 198 -1,765 -0.15 74 3,004 -022 702 2,645 -0.18 -12.0

Extraordinary income (net) 898 0.09 -27.0 618 0.05 -31.2 3,141 0.23 407.8 370 0.03 -88.2

Sundry income (net) 219 0.02 -13.7 257 0.02 17.1 226 0.02 -11.8 295 0.02 30.6

PROFIT BEFORE TAX 12,618 1.22 14.7 15,295 1.28 21.2 15,826 1I.14 3.5 13,956 0.97 -11.8
Corporate income tax -2,872 -0.28 15.1 -2,476 -0.21 -13.8 -2,381 -0.17 -3.8 -1,387 -0.10 -41.7
Other taxes -249 -0.02 10.0 -898 -0.08 260.8 -754 -0.05 -16.0 -909 -0.06 20.7

NET INCOME 9,497 0.92 147 11,922 1.00 255 12,692 0.9I 6.5 11,659 0.81 -8.1

Of which:

Group 8258 0.80 13.0 10,045 084 21.6 10,721 0.77 6.7 9,857 0.69 -8.1
Minority interests 1,239 0.12 27.1 1,877 0.16 51.6 1,971 0.14 5.0 1,802 0.13 -86

(a) The data in this table refer to the institutions existing as of Decemer 2002.
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TABLE LAl

Distribution of consolidated groups and their assets according to solvency (a)

1999 2000 2001 2002 (p)

No. of CGs % of assets No. of CGs % of assets No. of CGs % of assets No. of CGs % of assets

OVERALL SOLVENCY RATIO:

< 8% 0 0.0 2 0.2 3 0.1 0 0.0
> 8 and < 9% 19 49 21 3.1 23 33 10 1.8
> 9% and < 10% 24 17.9 36 58.5 24 7.6 38 29.6
> 10% and < 1% 32 39.7 23 10.1 38 63.5 31 388
> |1% and < 12% 23 15.5 27 84 21 5.6 20 6.5
> 12% 142 18.6 122 16.7 115 16.4 119 19.1
Institutions not subject (a) 48 34 47 3.0 51 35 53 42
1999 2000 2001 2002 (p)

No. of CGs % of assets No. of CGs % of assets No. of CGs % of assets No. of CGs % of assets

TIER | SOLVENCY RATIO:

< 5% 0 0.0 0 0.0 0 0.0 0 0.0
> 5 and < 6% 2 0.2 0 0.0 2 0.3 2 0.2
> 6% and < 8% 16 45.0 31 63.3 29 6l.6 24 57.5
> 8% and < 10% 51 30.7 46 12.4 48 17.3 56 28.1
> 10% and < 1% 24 8.5 19 6.1 17 7.3 17 1.7
> 1% 147 12.2 135 15.0 128 9.7 119 8.1
Institutions not subject (a) 48 34 47 3.0 51 3.5 53 4.2

MEMORANDUM ITEM:

Number of reports (b) 240 231 224 218

(@) The Cls not subject to compliance with the solvency ratio in Spain are branches of Community institutions and branches of institutions of third countries
with equivalent regulations.

63



REPORT ON BANKING SUPERVISION IN SPAIN 2002

TABLE |.A.12

Accounting information on specialised credit institutions (a)
(€ m and %)

Memorandum items: 2002

1999 2000 2001 2002 Structure A
annual
% p.p. change %
BALANCE SHEET OF TOTAL BUSINESS
ASSETS:
Cash and central banks 40 28 40 28 0.1 0.0 -29.9
Financial intermediaries 781 1,108 1,301 1,617 4.2 0.7 24.4
Loans and credit 23,915 27,962 33,594 35,051 91.2 -0.1 4.3
Government 857 974 1,228 1,256 3.3 -0.1 2.3
Resident private sector 22,757 26,472 31,731 32,861 85.5 0.7 3.6
Factoring 3,215 4,434 7,004 7,918 20.6 1.6 13.0
Secured loans 3,440 3,291 3,492 3,782 9.8 0.3 8.3
Term loans 7,496 8,888 10,110 9,580 24.9 -2.5 -52
Financial leases 7911 9,124 10,269 10,676 27.8 -0.1 4.0
Other 694 734 856 905 2.4 0.0 5.7
Non-residents 300 516 635 934 2.4 0.7 47.1
Doubtful assets 596 686 847 736 1.9 -0.4 =13.1
Securities portfolio 50 26 51 58 0.2 0.0 13.4
Fixed assets 256 260 299 217 0.6 -0.2 =27.6
Other assets 507 690 670 733 1.9 0.1 9.4
BALANCE SHEET TOTAL 26,145 30,760 36,801 38,439 100.0 0.0 4.5
LIABILITIES AND EQUITY:
Credit institutions and Banco de Espafia 20,057 23,623 26,799 28,599 74.4 1.6 6.7
Creditors and debt securities 2,072 2,460 4,213 3,716 9.7 -1.8 -11.8
Of which:
Deposits of the group or shareholders 1,440 2,010 2,602 1,956 5.1 -2.0 —-24.8
Resident private sector 201 277 408 260 0.7 —0.4 -36.3
Non-residents 1,280 1,773 3,182 2,828 74 -1.3 =111
Subordinated debt 181 273 356 367 1.0 0.0 3.2
Provisions 595 714 880 1,027 2.7 0.3 16.8
Capital and reserves 1,526 1,769 2,066 2,290 6.0 0.3 10.9
Other liabilities 1,714 1,922 2,487 2,440 6.3 -0.4 -1.9
OFF-BALANCE SHEET ACCOUNTS:
Transferred credit 1,329 1,714 2,076 3,276 8.5 2.9 57.8
Of which: Mortgage securitisation 1,072 1,335 1,527 1,802 4.7 0.5 18.0
In terms of ATA
% p.p. change
PROFIT AND LOSS ACCOUNT
Financial income 1,441 1,791 2,236 2,239 6.04 —-0.58 0.2
Financial costs -710 -1,032 -1,337 -1,218 -3.29 0.67 -89
Net interest income 732 760 899 1,022 2.76 0.09 13.7
Non-interest income 12 28 22 29 0.08 0.0l 337
Gross income 744 787 921 1,051 2.84 0.11 14.1
Operating expenses —437 —441 —479 -507 -1.37 0.05 5.8
Of which: Personnel —185 —193 -197 -207 -0.56 0.02 5.5
Net operating income 307 347 442 544 1.47 0.16 23.1
Write-downs and bad debts -98 —-167 -249 —247 -0.67 0.07 -0.6
Other 101 67 94 68 0.18 -0.10 -27.7
Profit before tax 309 246 287 364 0.98 0.13 27.1
Profit after tax 201 167 197 242 0.65 0.07 23.1
MEMORANDUM I[TEMS:
Average total assets (ATA) 23,815 27,940 33,745 37,051
Average own funds 1,458 1,594 1,832 2,117
Number of employees 4,876 4,855 5,057 5210
Efficiency ratio -58.73 —-55.98 —52.05 —48.26
Return on equity 13.76 10.45 10.74 11.44
Return on ATA 0.84 0.60 0.58 0.65

(a) Grouping calculated as sum of institutions existing at the latest date.
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TABLE A.13
Appraisal companies and services: Key data (a)

1999 2000 2001 2002
Operational appraisal companies (number) 86 75 71 66
DI appraisal services (number) 4 3 3 3
2002 sample
2001 2002
54 54
Number of appraisers 7,013 7,275 7,503 6,395 7,065
Of which: Associate appraisers 666 588 560 449 369
Number of appraisals performed (thousands) 979 935 1,005 884 1,068
Of which:
Complete buildings (b) 6l 62 67 6l 68
Dwellings (c) 757 719 788 690 840
Commercial premises 65 60 60 54 59
Commissioned by banks 389 346 354 336 394
Commissioned by savings banks 438 438 478 391 469
For extension of mortgage guarantee 877 849 921 812 979
Amount of appraisals performed (€ m) 192,339 224,821 275,792 243,187 310,240
Of which:
Complete buildings (b) 76,380 91,369 107,800 95,662 118,327
Housing units (c) 75,919 82,791 100,626 88,377 122,368
Commercial premises 11,059 11,194 12,215 10,929 14,472
Commissioned by banks 69,597 74,215 83,786 80,188 108,191
Commissioned by savings banks 85,176 102,413 126,071 104,866 122,440
For extension of mortgage guarantee 164,963 191,927 231,834 205,561 264,794
Appraisal companies
Total assets (€ m) 86.1 87.2 100.0
Of which: Results (€ m) 10.2 9.1 15.0
ROE (%) 29.3 235 35.9

(a) Data refer to the institutions existing as at the end of December each year. The 2002 sample includes the institutions on which information was available
when this table was prepared.

(b) Including residential, tertiary and industrial buildings either finished or under construction for the expected completion value.

(c) The term “dwelling” is used to refer to individual elements of buildings, including single-family buildings.
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Operational entities (number) (a)
Patron and participating members (number)

Of which: Participating members

BALANCE SHEET AND RESULTS (€ m)

Balance sheet total

Outstanding risk on guarantees
Non-reguaranteed risk
Reguaranteed risk

Doubtful assets and guarantees (b)
Of which: Net of reguarantees

Own funds

Net fund for technical provisions

Fund for bad debts

GUARANTEE TRANSACTIONS AMOUNT IN THE YEAR (€ m)

Applied
Extended
Formalised

RATIOS (%)

Weight of members participating in capital
Doubtful assets and guarantees/risk

TABLE LA.14
Mutual guarantee companies: key data (a)

1999 2000 2001 2002 (p)
21 21 21 21
55,244 58,598 61,34l 64,491
54,566 57,913 60,648 63,793
305 338 362 404
1,770 2,012 2,231 2,493
1,001 1,077 1,206 1,975
769 935 1,025 1,118
77 91 101 124
20 35 40 49
115 126 136 146
93 107 130 150
33 27 27 29
1,148 1,157 1,208 1,406
893 913 959 1,066
825 855 950 1,027
52.0 52.8 5515 57.2
4.4 43 43 5.0
1.2 I.1 1.0 1.0

Guarantee commissions/risk

(@) There are 22 mutual guarantee companies in the Register, but one is inactive and in the process of being liquidated.

(b) Doubtful assets and guarantees are presented net of commissions received not included in profit and loss, of capital disbursed by the holder and of mone-

tary contributions received specifically for covering risk.
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Basic features of the
Spanish model of
banking supervision

Emphasis on
prevention

Dual microeconomic/
macroeconomic
approach

Article 43 bis of the LDI grants the Banco de Espafia powers to “oversee and
inspect credit institutions”. Likewise, article 7(6) of the LABE provides that “The
Banco de Espana shall supervise, in accordance with existing regulations, the solvency,
activities and compliance with specific regulations of credit institutions, and any other fi-
nancial institution or market it has been called on to oversee...”.

In order to perform the legal task conferred upon it by Spanish law, the
BE has designed a model of banking supervision, in conformity with the Basic
Principles of Effective Banking Supervision of the Basel Committee on Banking
Supervision, Community law and Spanish regulations. The most notable features
of this model (set out in detail in the Report on Banking Supervision in Spain 2001)
are:

[. That it is essentially preventive. The requirement for sufficient own funds to
cover the risks arising from transactions, the requirements for regular infor-
mation and the verification carried out by the BE itself contribute to an up-to-
date knowledge of the financial and risk situation of banking groups.

2. A continuous supervision cycle.

3. Notwithstanding its preventive nature, the BE also has sanctioning powers,
conferred upon it by law, to remedy and prevent the repetition of actions
defined as offences (very serious, serious and minor).

4. The performance of supervisory tasks that combine both microeconomic and
macroeconomic aspects. Consequently, there are two related objectives: the
stability and solvency of the individual institutions, and systemic financial stabil-

ity.

5. The notion that financial regulation (both prudential and strictly accounting) is
important to safeguard the solvency of credit institutions.

6. An increasingly risk-oriented supervisory approach (“SABER”, which stands
for “risk-based approach to banking supervision”), but without abandoning the
reviewing of financial statements and the valuation of bank assets and contin-

gencies.

7. A combination of on-site techniques and remote monitoring.
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Chapter structure

The Banco de Espafia
has legal powers to
formulate
recommendations and
requirements for
supervised institutions

The Banco de Espafia
sent |0] requirement
and recommendation
letters to supervised

institutions
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8. A policy of communicating with institutions, not only during inspection visits,
but also through diverse contacts and meetings with the directors and other
representatives of such institutions.

9. Relations with other supervisors, both domestic and foreign, as well as inter-
national financial bodies with supervisory powers.

In 2002, in order to comply effectively with its legal mandate, the BE per-
formed a wide range of supervisory activities, as described below.

Section Il.1 includes an analysis of the recommendations and requirements
made during the year. Section 1.2 reports on the various disciplinary proceedings
conducted during 2002, and section |l.3 details other procedures and control
mechanisms that contribute to the proper performance of supervisory tasks. Al-
though Spanish regulations envisage other instruments of supervisory control, in
particular intervention measures, the replacement of directors and the approval of
extraordinary restructuring plans for institutions, no specific section in this Report
is devoted to them, since there was no instance in 2002 in which it was necessary
to apply such provisions.

Given the great topicality of the subject, owing to the revised Basel Capital
Accord, section 4 reflects on institutions’ own-funds policy. Section 5 is a descrip-
tive account of developments in the SABER system of assessment, which aim to
include an analysis of the corporate governance of institutions and their groups in
such model. Finally, section 1.6 describes the analysis and review methodology
that the BE is developing in response to the increased use by credit institutions of
internal models for risk measurement and management, in areas as diverse as
credit risk, market risk and operational risk.

Il.1. RECOMMENDATION AND REQUIREMENT LETTERS SENT
TO SUPERVISED INSTITUTIONS IN 2002

Under article 23 of the LABE, the Executive Commission of the BE has,
among other powers, that of “Formulating necessary recommendations and require-
ments for credit institutions and, with regard to the latter, their board of directors and
management, agreeing to initiate sanctioning proceedings and intervention measures, re-
placing directors, or taking any other precautionary measures set out in legal regulations
and entrusted to the BE”. Consequently, the sending of recommendation and re-
quirement letters is a legally established procedure, and a privileged means, which
enables the BE to approach the supervised institutions directly in order to require
or recommend modifications in different aspects of their activities.

In 2002, 101 requirement and recommendation letters were sent to super-
vised institutions, mostly as a consequence of on-site inspections. On five occa-
sions the letter referred to more than one institution in a group. The addressees,
classified by the type of supervised institution were as follows:

* 35 banks
* |1 savings banks

* 3 Community branches
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The 101 letters included
464 different
requirements and
recommendations. Of
those, 167 related to
credit risk

In the area of price,
interest-rate and
liquidity risks there
were a total of 50
requirements and
recommendations were
made

* 2 non-Community branches

* 22 credit co-operatives

* |3 specialised credit institutions
* 5 mutual guarantee companies
* 6 currency-exchange bureaux

* 9 appraisal companies

I.L1.1. Summary of the subject-matter of the requirements
and recommendations made

In all, 466 separate requirements and recommendations were made, of
which 167 related to credit risk, the most traditional area of banking activity. The
latter can be broken down as follows:

I. 39 related to the reclassification of ordinary investment as doubtful investment.
2. On 42 occasions the BE required increases in provisions.

3. In 50 cases a need for extra monitoring of certain risks (special vigilance) was iden-
tified.

4. 36 letters required the institution addressed to improve its systems for granting,
monitoring and, in general, managing credit risk, as these were considered inappropri-
ate or insufficient, and, where applicable, to document its transactions properly.

The second most important area addressed by the letters sent related to
price, interest-rate and liquidity risks and operations and activities closely related
to treasury and asset management. In total, 50 requirements were made in this
area, with the following breakdown:

I. On |4 occasions institutions were required to improve their systems for the
management and control of overall interest and liquidity risks, since these were
considered inadequate for the institution’s level of activity.

2. In 7 cases adjustments were required to securities safekeeping and administra-
tion activity.

3. In 12 cases the requirements were made as a consequence of specific short-
comings in treasury management and capital market activities, owing to the absence
or inadequacy of liquidity contingency plans, or else to the inappropriateness of mar-
ket risk management systems.

4. In 17 cases different institutions were required to resolve specific shortcomings
in internal control in the treasury and capital markets area, owing in particular to
the insufficient involvement of internal audit, the absence of rules manuals or
the inappropriateness of risk control and measurement systems.
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On 70 occasions
modifications with
effects on balance
sheets were required, in
addition to those
already mentioned in
relation to credit risk

22 requirements and
recommendations were
made in the area of
consumer protection

61 requirements related
to internal control

I3 requirements related
to the cost and business
structure

83 other requirements
were also made
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Third, from the viewpoint of the balance sheet and own funds, besides the
requirements to increase provisions mentioned in relation to credit risk, 70 re-
quirements were made which can be broken down as follows:

I. In 32 cases additional provisions were required; in particular provisions for securi-
ties price fluctuations, country risk and employee pension commitments.

2. In I5 cases adjustments of a different nature and amount were required,
which made it necessary to recognise expenses or to reduce inappropriately re-
corded income.

3. 23 letters required adjustments to own funds or pointed out the insufficiency
or weakness of the institution’s level of solvency.

The fourth area of importance relates to on-site inspection work to review
compliance with the law for the protection of consumers and users of bank serv-
ices and products. As a consequence of the analysis and review of customer trans-
actions, 22 requirements and recommendations were formulated, urging the
modification of different aspects of the institutions’ policies and procedures, owing
to failures to comply with the aforementioned law for the protection of consumers/users
or with transaction transparency obligations.

Fifth, in terms of importance, are letters in which the Banco de Espaia
made requirements relating to different aspects of the quality of internal control.
On 61 occasions improvements were required, to a differing extent, in the three
following areas:

I. Internal control systems, considered overall to be inappropriate or inadequate.
2. Inadequacy of the accounting, administrative and technical support systems.

3. Inadequacy of the powers conferred upon and/or the resources assigned to internal
audit.

Sixth, |13 requirements were formulated directly relating to the need to ad-
just cost structures or to improve margins and profitability, owing to the existence of
large differences with respect to the sector average. In one letter, moreover, an
institution was required to make changes to its growth policy; its strong geographi-
cal expansion was considered to have been carried out without a rigorous study of the
advantages and without monitoring the profitability of the new branches.

Another 83 requirements were made, with the following breakdown:

[. In 17 letters the institutions were required to remedy diverse shortcomings in
their reports to the Banco de Espana Central Credit Register.

2. In |l cases the requirements related to transactions between the institution
and its directors or senior executives or related persons that were either not
reported at all or were not correctly reported.

3. In 2 letters changes relating to the welfare fund or the education and promotion
fund were required.
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Remedy by the
supervised institutions
of the shortcomings
indicated

4. In 9 cases the requirement related to breach by the institution of the limit on the
concentration of risks with its own group.

5. In 12 cases the requirement related to breach of the limits on the concentration of
risk with other groups, on tangible fixed assets or on holdings of shares/other equity.

6. In 9 cases the reason was breach of the requirements which appraisal companies
must satisfy to obtain approval or for some other purpose.

7. In 6 cases the reason was breach of the requirements which currency-exchange
bureaux must satisfy to obtain approval or for some other purpose.

8. 3 letters included demands for the institution to change its accounting policy
in relation to consolidation, owing to the inappropriateness of its scope.

9. Finally, there were another |4 requirements of various kinds including, for
example, in relation to the concealment of information of relevance for super-
visory purposes, reputation and legal risks and risks of inappropriate manage-
ment.

II.1.2. Compliance by the supervised institutions with the measures
included in the letters sent by the Executive Commission

In general, the institutions to whom the various letters were addressed
proceeded to remedy the shortcomings indicated in the letters. The procedure
followed has two basic stages:

I. Once the chairman, or a director or senior executive, has received the letter
from the BE, the board of directors, or similar governing body, includes on the
agenda of its next meeting the reading and discussion of the document. As a
rule, the secretary to the board of directors certifies that this has been done.

2. Subsequently, and sometimes simultaneously, in accordance with the timeta-
ble for application of the remedies, the institution contacts the BE to notify it
of compliance with the various requirements or recommendations made.

3. For its part, the BE, through its inspection department, reviews and checks,
both by remote means and on site, effective implementation of the remedies
required by the letters in question.

1.2. PROCEEDINGS AND SANCTIONS

Exercise by the BE of its sanctioning power completes the supervision func-
tion assigned to the BE under Spanish law. Its basic purpose is to correct, by disci-
plinary means, the conduct and actions of institutions subject to supervision, and
also of their directors and executives, which amount to significant infringements
of organisational and disciplinary rules.

Article 18 of the LDI determines the administrative bodies to which the
sanctioning power over credit institutions is assigned. It provides that the BE shall
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be responsible for conducting proceedings, as well as for imposing sanctions for
serious and minor infringements, while the power to impose sanctions for very
serious infringements is conferred upon the Ministry of Economy, on a proposal
from the BE, except in the case of revocation of authorisation to operate as a
credit institution, a sanction that may only be imposed by the government, on a
proposal from the BE.

It should be noted that the scope of the sanctioning power under Spanish
sectoral law extends beyond credit institutions and their directors (banks, savings
banks, credit co-operatives and specialised credit institutions) to other types of in-
stitution, and their directors too (including mutual guarantee companies, appraisal
companies and currency-exchange bureaux), as well as to any natural or legal per-
son who, without having obtained the necessary authorisation and without being
registered in the relevant registers, engages in activities restricted by law to credit
institutions or uses a name whose use is restricted to credit institutions.

The year 2002 saw the resolution of 7 sanctioning proceedings conducted
against supervised institutions and 43 proceedings against their directors or exec-
utives, all of which were initiated in 2001. In addition, during the year 16 proceed-
ings against supervised institutions and 69 against their directors and executives
were commenced and are pending resolution.

The subject matter of the proceedings resolved in 2002 is classified below
in accordance with the gravity and nature of the infringement sanctioned.

One very serious infringement was found to have been committed in a sanc-
tioning proceeding last year. This involved the use of nominees (natural or legal per-
sons) in an attempt to obtain a result contrary to organisational and disciplinary rules. As
a result, the institution, its chairman, general manager, members of its executive
committee and other members of its board of directors were all sanctioned.

Most of the sanctions imposed for serious infringements arose, basically, from
the performance of transactions prohibited by organisational and disciplinary rules
(with the status of law or regulations) and the performance of transactions di-
rectly affecting the institution’s solvency. Sanctions were also imposed for the in-
fringement of accounting rules for the recording of transactions and for the re-
porting of inaccurate data to the BE.

Among the first large group of infringements, in two cases serious infringe-
ments were found to have been committed on account of merely occasional or iso-
lated performance of acts or transactions prohibited by organisational and disciplinary
rules with the status of law. In one case, in which the institution, its chairman, its ex-
general manager and the members of its board of directors were all sanctioned,
the infringement involved the existence of capital contributions with a nominal
value of less than the amount of ESP 10,000 (equivalent to EUR 60.10) required by
law, while in another case, a guarantee was found to have been granted to the
chairman of the institution, without the necessary authorisation having been ob-
tained from the BE.

In this same group, sanctions were imposed in four of the proceedings con-
cluded in 2002 for serious infringements involving the performance of acts or transac-
tions prohibited by organisational and disciplinary rules with the status of regulations or
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infringing requirements laid down in such rules. This category includes a varied group
of infringements that were sanctioned in a number of proceedings concluded in
2002. Specifically, this category served as the basis for sanctioning two institutions
and their respective chairmen, general managers and board members, owing to
infringement of regulations which lay down a number of precautions for the adop-
tion of resolutions relating to transactions, in which there may be a conflict of in-
terest, with directors, family members or related entities. Also under this legal
category, an institution, its chairman and its ex-general manager and its board
members were sanctioned, owing to a number of instances of irregular behaviour
deriving from serious shortcomings in the institution’s administrative and account-
ing organisation and internal control. Finally under this category, an institution was
sanctioned for irregularities in its register of special guarantees.

Regarding the second large group of infringements referred to above, relat-
ing to sanctions for inappropriate practices of institutions directly affecting their
solvency, three proceedings were resolved in 2002, in which there was found to
be a serious infringement involving insufficient provisions for bad debts. In the first one,
a credit institution was sanctioned for shortfalls in its provisions for bad debts, for
securities price fluctuations and for non-disposable earnings. In the second one, an
institution, its chairman, its general manager and its board of directors were sanc-
tioned for failing to classify as doubtful, for reasons of non-performance, and thus
failing to make the necessary provision, for loans granted to a member of the
board of directors which had not been paid owing to their restructuring. Finally,
an institution, its chairman, its general manager and the members of its board of
directors were sanctioned for a shortfall in the provision for bad debts. This arose
from a number of transactions that were persistently non-performing, the coun-
terparties having been declared bankrupt or the amounts in question being the
subject of judicial claims.

Likewise in the area of the supervision of institutions’ solvency, two institu-
tions were sanctioned in 2002, along with the chairman, general manager and
board of directors of one of them, for a serious infringement involving the infringe-
ment of the rules in force that place limits on risks. It was duly established in the pro-
ceeding that the risks of such institutions vis-a-vis certain unrelated individuals or
financial groups exceeded the limit of 25% of eligible capital set in regulations.

Also in relation to the protection of solvency, an institution was sanctioned
for a serious infringement involving its failure to meet capital ratio requirements during
a period of at least six months.

Finally, in relation to serious infringements, an institution was sanctioned, in
the same proceedings, for a serious infringement involving the infringement of account-
ing rules for booking transactions, owing to the defective recording of certain transac-
tions, with understatement of their economic essence, and also for a serious infringe-
ment involving the reporting of inaccurate data to the Banco de Espaiia, as it had
concealed, in the answer to a request for information from the BE, the existence of
a proceeding in which it was alleged to be secondarily liable as well as a guarantor-.

As regards the commission of minor infringements, two institutions were
sanctioned in 2002 as a consequence of the performance of transactions which, al-
though in contravention of organisational and disciplinary rules, were insufficiently
important to amount to very serious or serous infringements. In the first case, an
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overall balanced consideration of the circumstances present in the proceeding led
to the action of the institution, which involved inaccurate information in the re-
porting of credits to the CCR, being classified as a minor infringement. In different
circumstances this might have been classified as the serious infringement of report-
ing inaccurate data to the BE referred to above. In the second case, the sanctioned
conduct related to certain shortcomings observed in the compliance with the reg-
ulatory rules relating to the CCR, which, either because of their occasional nature,
or because of their insignificant or ancillary nature, could not be classified as seri-
ous infringements arising from the performance of acts or transactions prohibited
by organisational and disciplinary rules with the status of regulations.

In 2002, two companies were sanctioned for the unauthorised use of ge-
neric names whose use is restricted to credit institutions. The proceedings estab-
lished that they had used the names “BANK” and “BANCO?”, in contravention of
the provisions of article 28 of the LDI.

Also in 2002, a total of 10 proceedings were conducted against credit insti-
tutions owing to their failure to hold the level of minimum reserves required by
the Governing Council of the ECB, in accordance with article 19 of the Statute of
the ESCB and of the ECB. This type of proceeding is conducted by the Banco de
Espafia, while the ECB is responsible for commencing and determining them, as
specified in Annex 6 hereto.

Finally, it is worth highlighting the importance, within the scope of supervi-
sion under this sectoral law, of the correction of conduct contrary to organisa-
tional and disciplinary rules committed both by credit institutions and their direc-
tors and executives.

It is well known that article | of the LDI establishes the institutional liability
of credit institutions and that it widens such concept (in conjunction with article
I5 of the same law) to those persons holding administrative or management posts
therein. Accordingly, these individuals may also be held liable for the very serious
or serious infringements for which the institutions themselves are held liable,
when they are attributable to the wilful misconduct or negligence of the former.

In this respect, the need to correct, by disciplinary means, the conduct of
directors and managers of institutions subject to supervision should be reaffirmed.
This is because, persons performing the function of a director or manager of a
commercial company or similar entity and, especially, the directors of institutions
that raise funds from third parties, with an obligation to repay them, should be
required to exercise special diligence and responsibility.

I.3. OTHER SUPERVISORY ACTIVITIES OF THE BANCO
DE ESPANA

In addition to the powers and activities of the BE relating mainly to the pru-
dential supervision of Cls, the BE is also entrusted with overseeing other aspects
of the activity of such institutions.

A brief review of these functions is set out below, with comments on cer-
tain aspects of their performance in 2002.
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I1.3.1. Commission charges

Freedom — practically without exceptions — in setting the prices of bank
services also entails the obligation of drawing up a brochure of charges, valuation
conditions and chargeable expenses detailing the maximum amounts applicable,
the item to which they relate and the terms of their application to the operations
and services in which banks habitually engage. This brochure should be available at
all times to customers and, at present, access to it may also be had through the
BE website. The inclusion of charges in the brochure is, in the case of habitual
services, a condition for their applicability to the product or operation con-
cerned.

The BE is responsible for verifying and registering the brochure that in-
cludes these charges and changes thereto. Such verification does not, however,
include securities operations, as these are the preserve of the CNMV (National
Securities Market Commission), unless they refer to securities traded on the Pub-
lic Debt Book-Entry Market.

Verification is restricted, by legal imperative, to monitoring the transparency
of the brochure, i.e. to checking that it reflects maximum prices and the condi-
tions governing their application in an orderly, clear and comprehensible fashion.
The BE has also been rejecting those charges which either do not relate to the
actual provision of a service requested by the customer, or which, owing to the
manifest distance between the amount involved and that habitually applied in the
industry, may not be generally applicable and, therefore, not reflect the commer-
cial practice applied by the bank, distorting the basis for the publication of the
charges.

The main activity performed in this area in 2002 involved the adaptation of
brochures to the provisions on cross-border credit transfers incorporated into
Circular 8/1990 by Circular 3/2001. The latter circular implemented the Order of
6 November 2000 which, in turn, implemented Law 9/1999 of 12 April regulating
the legal system for credit transfers between EU Member States, as well as other
provisions relating to credit transfers.

As a result, all institutions performing this activity have had to include in a
single section the general conditions applicable to these transactions, incorporat-
ing the other information required by the provisions cited above. The purpose of
this is to ensure that customers of institutions wishing to carry out transactions of
this nature know in advance all the requirements of the institution for accepting
the transaction, the commission fees and charges payable, the options as to who
will bear such costs (the originator, the beneficiary or both) and, in the case of
transfers between EU Member States, the time needed for execution of the trans-
fer. In this respect, it should be noted that, until the entry into force of this new
provision, the brochure of charges, following the usual international practice
whereby the charges are either shared or else borne by the beneficiary (SHA and
BEN conditions), only showed the costs charged by the Spanish institutions for
their involvement in initiating or receiving a cross-border credit transfer, so that it
was not possible to know in advance the charges that each of the other institu-
tions participating in the process was going to deduct from the amount of the
transfer.
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TABLE IL.I
Commission charges (number)

Total Banks Savings banks

1999 2000 2001 2002 1999 2000 2001 2002 1999 2000 2001 2002

Cases examined 1,314 1,068 855 860 541 522 396 371 333 227 234 243

Decisions (a) 891 779 659 790 359 373 281 349 223 181 193 233
Approvals 511 420 307 201 204 194 122 98 131 100 79 53
With objections 380 359 352 589 155 179 159 251 92 1) 114 180

Objections formulated 2,126 2,184 1,857 2294 740 1,282 823 937 557 306 692 708

Credit

Specialised credit Securities-dealer companies
co-operatives i d CEB

institutions an

1999 2000 2001 2002 1999 2000 2001 2002 1999 2000 2001 2002

Cases examined 299 247 149 128 136 55 57 67 5 17 19 51
Decisions (a) 203 167 121 103 103 46 48 54 3 12 16 51
Approvals 112 93 71 21 64 27 26 14 — 6 9 15
With objections 9l 74 50 82 39 19 22 40 3 6 7 36
Objections formulated 671 527 247 371 155 6l 78 88 3 8 17 190

(@) A single decision may correspond to several cases.

Under the new legislation, credit transfers with EU countries of amounts of
up to EUR 50,000, besides being subject to a special system of protection, shall be
executed for the whole amount, unless the originator has expressly indicated that
the charges are wholly or partially payable by the beneficiary. This means that the
charges for these transfers are shown in the brochures, at least on the condition
that the originator agrees to bear all the charges (OUR condition).

The adaptation work referred to above explains the significant increase (Ta-
ble II.1) in decisions with objections (67%), although the number of objections in-
creased by less (24%). Most of the objections in relation to transfers related to the
lack of information on the charges applicable when the OUR condition applies.

Over the period as a whole, the weight of brochures submitted by banks
and credit co-operatives fell slightly (that of the former standing at 43%), while
that of savings banks increased to 28% in 2002.

Another aspect that should be highlighted relates to the inclusion of bro-
chures of charges on the BE website, which took place during 2003 QI. This
change has been favourably received, as can be seen in Table 1.4, since the number
of website visits has risen to 53,193.

1.3.2. Advertising

The function assigned to the BE in this area is the authorisation, prior to
diffusion, of ClIs’ advertising projects referring to costs or returns for the general
public.

Said authorisation, which is unique among our peer countries (where self-
regulation usually plays a greater role), is intended to ensure that advertising re-
flects clearly, accurately and in a manner respectful of competition the essential
features of financial offers, and that the calculation of the cost or return offered
has been made in keeping with the rules regulating the equivalent annual rate
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TABLE 11.2
Advertising projects (number)

Credit Specialised credit

Total Banks Savings banks a s
co-operatives institutions

1999 2000 2001 2002 1999 2000 2001 2002 1999 2000 2001 2002 1999 2000 2001 2002 1999 2000 2001 2002

Cases processed 1,676 2,032 2,784 3,185 965 1,197 1,555 1,805 336 367 566 462 109 170 220 180 266 298 443 738
BY TYPE OF DECISION:

Authorised 1,311 1,540 2,225 2,555 744 866 1220 1395 269 287 474 400 85 130 188 57 213 257 343 603
Rejected 38 27 26 33 14 21 20 22 16 5 4 4 | = = 7 | 2 7

Modified (a) 154 248 354 383 102 180 206 258 19 33 63 32 5 7 14 12 28 28 71 8l
Returned (b) 173 217 179 214 105 130 109 130 32 42 25 26 18 33 18 I 18 1227 47

BY TYPE OF TRANSACTION:

Lending transactions 957 930 1,107 1,382 468 464 468 577 205 132 219 162 46 68 78 54 238 266 343 603
Deposit transactions 460 685 970 932 315 454 639 623 93 56 246 217 52 75 8 92 — — — —
Other 105 169 148 241 80 99 113 195 19 46 9 2l 6 20 25 I — 4 — —

BY ADVERTISING MEDIUM (c):

Press 419 548 870 789 231 328 545 442 40 43 58 53 13 17 23 24 135 160 244 270
Radio 59 2 60 100 37 13 35 54 8 2 - - - — | — 14 I 24 46
Television 63 10l 94 112 26 79 56 62 5 4 4 — 2 4 3 — 30 14 31 50
Other 981 1,109 1,201 1,554 569 597 584 837 264 285 412 347 89 142 l6l 133 59 8 44 237

(@) Modifications, normally in prices, in projects authorised in the same or in previous years
(b) Relate to projects whose content does not require authorisation, or which have been withdrawn by the applicant.
(c) Up to 2000, this includes projects authorised, rejected and returned. From 2001, only projects authorised feature.

(EAR) formula. This measure seeks to harmonise calculations to ensure the com-
parability of the different offers.

As in previous years the number of advertising projects submitted for au-
thorisation continued to increase. In 2002, 3,185 projects were submitted, a 14%
rise on the previous year (Table 11.2).

Unlike in 2000 and 2001, when the increases were primarily due to deposit
transaction offers, essentially high-yield deposits at very short terms with banks
via internet and telephone, as well as so-called double deposits (mixed deposits,
consisting of a short-term deposit with a fixed interest rate and a structured de-
posit, at a substantially longer term), in 2002 the increases stemmed from lending
transactions and, more specifically, from offers made by SCls, which significantly
increased their offers of vehicle financing and conducted numerous campaigns of-
fering small loans at high interest rates. There were 67% more projects submitted
by SCIs than in the previous year, which meant that they overtook the savings
banks to move into second place behind the banks, in terms of the number of
cases processed and authorisations. The number of rejections, as in previous
years, is still a very small percentage of all applications (1.04%).

As regards the media used, it should be noted that there was a decrease in
the weight of projects for the press, down from 39% in 2001 to 31% this year
(although it is still the most popular medium), while the number of projects for
the Internet and radio increased significantly.

In terms of numbers of institutions, 57% of the cases processed are concen-
trated in banks, followed by SCIs with 23%, savings banks with 14% and, at an
even greater distance, credit co-operatives with 6%. The preponderance of banks
over savings banks can be explained first, in terms of their larger number, and fur-
ther, because advertising by the latter is, like that of credit co-operatives, subject
to the control of the regional governments. Only campaigns of a wider than re-
gional scope are submitted to the BE’s scrutiny.
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TABLE I1.3

Reporting of interest rates on lending transactions
(number filed)

1999 2000 2001 2002

Reports processed 619 531 505 405
Banks 346 302 282 237
Savings banks 143 118 115 91
Credit co-operatives 130 111 108 77

1.3.3. Reporting of interest rates on lending operations

Banks, savings banks, Spanish credit co-operatives and the branches of for-
eign Cls are obliged to disclose a series of interest rates on their lending opera-
tions: their prime rate, the respective rates on current-account and credit-account
overdrafts (both are applicable at the maximum rate unless lower rates are con-
tractually envisaged), and the indicative reference rates relating to other financial
facilities deemed most habitual or representative. In turn, institutions should re-
port such rates, and changes therein, to the BE, indicating the dates from which
they are applicable. The BE has been publishing these rates on its website so that
they may be freely consulted by analysts and customers.

To gauge the public usefulness of these data, Table 1.4 draws together the
replies made in writing to Cls and to individuals to information requests, essentially
in relation to the interest rates obligatorily reported (these consultations also relate
occasionally to the commissions reflected in the charges brochures approved by the
BE). The table also includes consultations by the courts channelled through the BE
Legal Services. It further shows hits on the interest rate database on the BE’'s web-
site where, as stated, the information contained in the reports is included.

11.3.4. Official registers of supervised institutions

So as to give legal force to and publicise the “vetted access” principle (on
which licences to operate are conditional) governing the presence of various insti-

TABLE 11.4
Consultations on interest rates and commissions (number)

1999 2000 2001 2002

Consultations 757 545 403 355
By institution 471 383 319 312
Banks 324 238 193 179
Savings banks 8l 92 82 84
Credit co-operatives 14 13 9 13
Other 52 40 35 36

By individuals 42 24 24 13
By corporations 52 28 I I
By the courts 192 110 49 19
Internet consultations 20,318 14,642 15,830 67,749
Interest rates (a) 20,318 14,462 15,839 14,556
Commission charges 53,193

(@) Number of hits on the related BE website with information on the interest rates reported for institutions’ lending
transactions.
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TABLE I1.5
Official registers of institutions as at 31 December (a)
1999 2000 2001 2002
Institutions with an establishment 585 579 576 566
Credit institutions 391 371 369 361
Representative office 67 62 60 62
Mutual guarantee companies 23 23 23 22
Reguarantee companies | | | |
Currency-exchange bureaux and money-transfer
agencies 10 42 49 53
Appraisal companies 93 80 74 67
Credit institutions operating without
an establishment 201 248 276 292
Of which:
EU credit institutions operating without
an establishment 199 246 274 290
Of which: financial subsidiaries of EU credit
institutions 2 2 2 2

(@) The number of institutions also includes those that are not-operational and in the process of deregistering.
(b) Does not include foreign currency purchasing establishments.

tutions operating on our financial markets, and in order to publicise the fact that
institutions are subject to supervision by the Spanish central bank, the BE is also
responsible for keeping the public records in which, prior to engaging in their ac-
tivity, the following institutions must be registered:

— All Cls licensed to provide banking services in Spain (banks, savings banks,
credit co-operatives, specialised credit institutions, foreign branches of Cls
and foreign Cls providing services without an establishment), and the repre-
sentative offices of foreign Cls whose functions in Spain are of a merely com-
mercial or market prospection nature.

— The owners of currency-exchange bureaux and/or money transfer agencies,
the only establishments other than banks licensed to buy and sell foreign bank-
notes or make transfers abroad.

— Appraisal companies, to which this activity is confined when what are involved
are movable goods or rights in the mortgage market or goods and rights suit-
able for setting up the assets of real estate investment funds or insurance
companies.

— Mutual guarantee and reguarantee companies.

The existence of these Registers does not encroach on those (if any) the
regional governments may have set up for the purpose of certification of the insti-
tutions over which they have certain supervisory powers. Such institutions are
essentially savings banks whose registered offices are in the region and credit co-
operatives whose operating scope does not extend beyond the region in question.
Nor do the Registers have any bearing on the more general powers of the Mer-
cantile Registers.

Table IL.5 lists the number of institutions subject to BE supervision and en-
tered in the relevant registers, as well as the number of institutions that operate

8l
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in Spain under the freedom to provide services, in accordance with the provisions
of Directive 2000/12/EC of the European Parliament and of the Council, and of
article || of Royal Decree 1245/1995 of 14 July 1995.

Of the 20 additions in 2002, 7 correspond to the owners of currency-ex-
change bureaux and/or money transfer agencies; six to branches of foreign Cls, 5
of them being Community ones; four to representative offices; two to SCls; and
one to an AC.

In the same period 26 institutions were removed from the register, 16 of
which were Cls (5 banks, 5 credit co-operatives, 3 branches of Community Cls
and 3 SCls), mostly as a consequence of merger.

In 2002, 24 new EU Cls have notified their intention of providing services in
Spain, without a permanent establishment, and eight have notified cessation of ac-
tivities.

1.3.5. Other information filed with the Banco de Espafia: directors
and senior executives, shareholders, agents and articles
of association

The BE receives information on the directors and senior executives of su-
pervised institutions for inclusion in the Registers of Directors and Senior Execu-
tives, which it is responsible for keeping. In the case of savings banks, this informa-
tion is passed to the Ministry of Economy. The term “directors and senior
executives” covers members of the Board of Directors of the company in ques-
tion and its senior managers. Throughout the EU, and as provided for under har-
monised Community regulations, those in senior positions of responsibility at Cls
must have a recognised commercial and professional standing and reputation, in
keeping with the factors envisaged to this end in the law.

At present, the most important function of these registers, which are confi-
dential, is to make available updated personal and professional data on those
chiefly responsible for the activity of supervised institutions. This provides a fur-
ther auxiliary instrument for the exercise of the supervisory and sanctioning pow-
ers assigned to the BE.

However, in the case of directors and senior executives of banks and credit
co-operatives, the register is also a specific element for monitoring the restric-
tions and incompatibilities to which such individuals are subject in respect of hold-
ing posts at other companies. The BE is responsible for such monitoring in this
latter instance, while the regional governments monitor the analogous rules appli-
cable to the directors and senior managers of savings banks. In these cases, in-
scription in the BE Register shall precede that required in the Mercantile Register,
reflecting the need for prior vetting of incompatibilities as a prerequisite for effec-
tively taking up a senior post.

In 2002 the total number of directors and senior executives of supervised
institutions in the registers fell slightly. There was a considerable increase in per-
sons included for the first time vis-a-vis those who, having been included previ-
ously on account of positions held in the past, are considered reinstated.
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TABLE I1.6
Register of directors and senior executives (number)

1999 2000 2001 2002
Directors and senior executives registered 5,187 5,030 4,946 4,866
Additions or deletions in supervised institutions 3211 3513 2,832 3,283
Of which:
First-time additions 644 767 570 702
Reinstatements 255 296 260 109
Inquiries as to integrity of directors and senior
executives 580 904 757 504
Average number of people listed per document 6 6 5 5

Of the total, 7.3% were legal persons, mostly belonging to the boards of
directors of MGCs. Women represented 7% of all the individuals included in the
registers (of the 300 women in the registers, 208 hold positions in credit institu-
tions, 26 of them in banks). Savings banks have the highest percentage of women
on their governing bodies.

Also noted in the registers are the administrative penalties which the offi-
cials listed may have incurred in connection with the disciplinary rules applicable
to them. This explains why other supervisory authorities direct numerous repu-
tation-related inquiries to the register. The BE also receives confidential infor-
mation about the shareholders of banks and SCls, and about the members of
credit co-operatives, further to the obligation to report data quarterly on all
shareholders or holders of contributions that are deemed to be financial institu-
tions, and on those which, while not considered as such, have in their name
shares or contributions representing a percentage of the share capital of the in-
stitution equal to or exceeding 0.25% for banks, 1% for credit co-operatives and
2.5% for SClIs.

This information is intended for the basic supervisory tasks of the BE, it be-
ing essential for it to know the share ownership structure of the institutions un-
der its supervision. Further, and most particularly, it makes for the readier exer-
cise of the provisions which bring under BE control the ownership share of the
biggest of these institutions, once this exceeds certain thresholds.

The number of shareholders included in banks’ reports continued to decline
in relation to previous years. Of particular importance was the 15% reduction in
the number of individual shareholders. The presence of foreigners in reported
ownership interests also displayed a downward trend, as did the number of mem-
bers of credit co-operatives, given that individual members of the latter fell by
32%. By contrast, the shareholders of SCls showed greater stability.

Cls operating in Spain (and the currency-exchange bureaux licensed to
process cross-border money transfers since early 2002) are also obliged to report
to the BE their agents, i.e. the resident and non-resident individuals and corpora-
tions which they have authorised to operate habitually with their customers, in
the name and on behalf of the principal, in the trading and execution of operations
typical of their activity.

In turn, Spanish Cls must, with the same periodicity and criteria men-
tioned above, report to the BE the list of foreign Cls with which they have en-
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TABLE 11.7
Register of shareholders (number)

Specialised

Banks Credit co-operatives et enn

1999 2000 2001 2002 1999 2000 2001 2002 1999 2000 2001 2002

Individuals 270 209 166 141 222 218 200 137 51 45 37 37
Legal persons 606 547 521 499 216 204 217 199 172 154 144 144
Credit institutions 135 123 113 II5 100 91 75 67 69 63 67 66
Other 471 424 408 384 116 113 142 132 103 9 77 78

MEMORANDUM ITEM:

Spanish 649 554 483 440 435 421 416 335 201 179 162 16l
Foreign 227 202 204 200 3 | | | 22 20 19 20

tered into agency agreements or agreements to provide financial services to
customers (1).

With the entry into force on | January 2002 of CBE 6/2001 of 29 Octo-
ber 2001 on the owners of currency-exchange bureaux, owners authorised to
process cross-border money transfers have notified the BE of the list of their
agents for inclusion in a public register. The law regulating this activity requires
that all agents hired shall be exclusive agents and that the powers granted be
executed before a public authenticating official and entered in the Mercantile
Register.

As at 3| December 2002, there were 3,169 agents in the register with
powers to process money transfers, notified by 24 owners out of the total of 38
authorised to process cross-border money transfers.

As regards the agents of Cls and agreements entered into by them with
foreign Cls for the regular provision of financial services to their customers, CBE
6/2002, which is due to enter into force in April 2003 to replace CBE 5/1995,
seeks to establish a more precise definition of what, for reporting purposes,
should be understood by *“agent” and “agreement”. It also seeks to make explicit
the public nature of the information received, following the criterion laid down in
the aforementioned CBE 6/2001, given the importance of this new channel for the
provision of services and the interest in increasing the protection of customers,
who should at all times be able to know if the agents serving them are authorised

TABLE 1.8

Credit institutions’ agreements as at 31 December

Agreements

2000 2001 2002

TOTAL 551 465 544
Banks 160 160 169
Savings banks 37 34 35
Credit co-operatives — — —
Specialised credit institutions 354 269 337
Branches of EU credit institutions — 2 2

Branches of non-EU credit institutions — — |

(I) Article 22 of Royal Decree (RD) 245/1995 of 14 July 1995, and CBE 5/1995 of 31 October 1995.
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TABLE 11.9
Register of articles of association (number)

1999 2000 2001 2002
Amendments registered 204 328 290 275
Cases processed 56 42 39 57
BY TYPE OF INSTITUTION:
Banks 26 21 13 14
Savings banks — — — —
Credit co-operatives 18 17 12 38
SCls 8 4 6 5
MGCs 4 4 8
PROCESSING CHANNEL:
Reported to Directorate General of the Treasury
and Financial Policy 45 40 36 44
Reported to regional governments Il 2 3 13

to do so. This supplements the publicity that these data already have in the annual
report of the institutions, and the situation of credit institutions is brought more
into line with that of securities-dealer companies and securities agencies, whose
agents must be entered in the Mercantile Register.

As at mid-March 2003, 85 Cls had about 9,500 agency agreements (see Ta-
ble .A.l in the annex to Chapter |) for the negotiation or execution of their trans-
actions with customers. Of these, some 76% were accounted for by four banks.

Finally, as an auxiliary means of control for the BE in respect of the amend-
ment of supervised institutions’ articles of association (which are usually subject to
authorisation by the Ministry of Economy, further to a report by the BE) (2) and,
generally, as an additional supervisory instrument, the special register of articles of
association is also kept by the BE, reflecting as they do employer/union pacts that
are usually of significance from a prudential and operational perspective. This reg-
ister was created further to the obligation for Cls and other supervised entities to
report the successive amendments made to their public deed of incorporation.

As regards the entries made in the special register of articles of association
of supervised institutions, those corresponding to banks and to SCls mostly refer
to changes in the amount of share capital, its redenomination and other adapta-
tions to legal provisions, as well as to amendments in the regulation of their
boards of directors; and those corresponding to savings banks and credit co-op-
eratives, to adaptations to State (general credit co-operatives law) and regional
law.

11.3.6. Eligibility of hybrid capital instruments as own funds in the
solvency ratio

Included among the elements of capital eligible as own funds are some that,
albeit to a lesser degree than ordinary capital, meet certain requirements, so that

(2) Banks, savings banks, credit co-operatives, SCls and MGCs, although the licensing body varies (the relat-
ed powers are the preserve of regional governments as far as savings banks and co-operatives within their
sphere are concerned).
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they partially resemble ordinary capital. These requirements are the capacity to
offset losses, long-term or indefinite permanence in the institution and returns
that depend, in certain cases, on the existence of sufficient profits. Such charac-
teristics have led these elements to become known as hybrid capital instru-
ments.

The instruments in question are subordinated debt, the main particularity of
which is that, as regards the ranking of claims, it comes behind all common credi-
tors, and preference shares, which are issued as a capital-like instrument by spe-
cial-purpose entities that are subsidiaries of Spanish Cls, and which have fewer
voting rights in exchange for certain dividend privileges.

There are no restrictions on the issuance of such instruments, although
when they are in the form of a series of securities they are subject to the regula-
tions of the securities market on which they are to be traded. The BE, however,
must verify that these instruments meet the conditions envisaged in bank solvency
rules as a requisite for their eligibility as own funds of the individual institution or
of its consolidated group (3).

Most of these instruments are traded on organised markets. However,
some issues are still often distributed to customers through institutions’ branch
networks. In this latter case in particular, the BE insists on the need for customers
to be informed about the nature of such securities, which constitute venture capi-
tal in the true sense of the term. And, when the interest rates applied do not re-
alistically reflect this fact, the BE warns issuers of the reputational risk they may
be incurring.

In 2002, the amount of funds raised by the institutions through these in-
struments diminished, falling by 34% from the previous year (subordinated debt
by 37.5% and preference shares by 18%). 56 debt issues were classified as eligi-
ble, most of which corresponded to savings banks. The latter continued to
make numerous issues of subordinated debt, which were generally small in
amount.

For the desirable purpose of enhancing the quality of own funds, the BE
considers that capital and reserves must predominate in tier-1 capital and, there-
fore, that preference shares should not account for more than 30% of such funds.
Accordingly, the BE has been indicating to institutions with preference shares
close to or exceeding this percentage, that it considers they should not make any
new issues.

Most of these instruments have come to be demoninated in euro in recent
years, and all of them were so denominated last year.

Offerings of preference shares to end-1998 were targeted almost exclu-
sively at the US market. Their distribution on the Spanish market began in that
period (under the trade name of participaciones preferentes), the point being
reached where all issues of this nature were placed in Spain in 1999 and
2002.

(3) Article 8 of CBE 5/1993 of 23 March 1993 on the determination and monitoring of minimum own funds.
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TABLE I1.10

Issuance of eligible instruments by Spanish credit
institutions (€ millions)

1999 2000 2001 2002
No. Amount No. Amount No. Amount No. Amount
TOTAL 63 8,202.7 71 9,497.5 72 89479 56 5,945.0
Subordinated Debt 52 2,552.7 65 5,771.8 60 7,178.8 50 4,487.0
Traditional 32 2,500.I 48 5721.0 58 6,853.6 50 4,487.0
Banks 9 801.7 18 4,403.2 22 42873 12 1,720.0
Savings banks 13 1,591.2 17 1,755 17 23826 29 27370
Credit co-operatives 2 12.1 5 87.0 2 720 — —
SCls 8 95.1 8 552 17 1.7 9 30.0
Of which
In pesetas/ECUs/euro 32 2500.1 44 35350 58 6,853.6 50 4,487.0
In US dollars 2 1,758.7
Of foreign subsidiaries 2 6200 I 4,151.0 12 2,626.0 9 23750
Loans Il 140.7 14 2024 24 161.0 12 180.0
Undated 20 526 17 50.8 2 3253 — —
Banks | 500 — — | 3226 — —
Credit co-operatives 19 26 15 1.7 0.0 — —
SCls — — 2 49.1 | 27 — —
Of which: in pesetas/ECUs/euro 20 526 17 50.8 I 2.7
Preference shares Il 5,650.0 6 3,725.7 12 1,769.1 1,458.0
Banks 6  3,050.0 3 1,325.7 3 729.1 31,1380
Savings banks 5 2,600.0 3 2,400.0 9 1,040.0 3 320.0
Of which:
In US dollars — — | 324.7 I 269.1
In pesetas/ECUs/euro Il 56500 4 25800 Il 1,500.0 5 11,2980

11.4. BASIC FEATURES OF THE OWN FUNDS POLICIES
OF CREDIT INSTITUTIONS

Credit institutions, in the early years of the 2|st century, are facing a series
of profound and rapid changes in their technological environment, competitive
situation, transparency requirements and in the external expectations regarding
their actions.

Significant changes have also been made to their regulatory environment. In
fact, probably in no period in history have credit institutions had to adapt to so
many new rules at once as they are having to now, and will have to in the coming
months, as a consequence of the initiatives of the Basel Committee on Banking
Supervision (the most influential forum of international supervisors). Spain has
been a member of the BCBS, along with twelve other countries, for two years
now and the governor of the Banco de Espafa is due to take up the post of chair-
man in July. Similarly significant is the change arising from the EU’s New Account-
ing Strategy, and the resulting adoption of the International Accounting Standards,
which it will be compulsory for most credit institutions to apply to their consoli-
dated accounts from 2005/2007 (see Box Il.I).

The New Capital Accord (Basel Il) sponsored by the Basel Committee is
structured as follows:

* Pillar I: aims to bring the own funds requirements into line with necessary eco-

nomic capital, by introducing calculation systems that are more sensitive to the
actual risk assumed by institutions. This means that regulatory capital will be
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determined in a way that more closely reflects the risk management techniques
applied in practice.

* Pillar 2: aims to ensure that the emphasis on the risk profile of institutions is
incorporated into the supervisory procedures of the various authorities, there-
by recognising the progress made in recent years in supervisory methods, which
are increasingly focused on risk.

* Pillar 3: aims to promote greater transparency on the part of institutions as re-
gards the risks of their activity, so that the market can properly perform its
disciplinary function.

An appropriate understanding of the purpose of Basel Il should lead institu-
tions to concentrate their efforts on improving the identification, measurement,
administration and control of their risks, thereby enhancing their overall manage-
ment, rather than merely modifying the exercise of calculating the consumption of
own funds.

Basel Il, as is well known, deals rigorously and in detail with the denomina-
tor of the solvency ratio, that is to say the weighted quantification of the risks as-
sumed. It is natural, therefore, that the current discussions and proposals should
be focused mainly on this issue. However, the other decisive element involved in
assessing solvency, the numerator of the ratio, should not be forgotten. The fol-
lowing points are therefore devoted to an analysis of the basic features of credit
institutions’ own funds policies.

1.4.1. The own funds policy: a crucial element in institutions’
financial strategy

In the financial strategy of any company, the own funds policy set by its
most senior governing bodies plays an important role, as it has a direct bearing on
the company’s effective solvency situation and on its capacity to assume risks and
undertake strategies to expand or develop its activities. In the case of credit insti-
tutions this policy is even more significant, on account of the variety and complex-
ity of banking risks, the characteristic dynamism of the financial sector, the high
leverage with which it operates and, especially, the fact that banking is a confi-
dence-based business, and that such confidence is only attained and retained by
effective, sound and prudent management. Accordingly a well-defined, well-estab-
lished and well-communicated own funds policy, taking into account the charac-
teristics of the sector, the business strategies and regulatory requirements, is
closely linked to good governance and will effectively contribute to improving in-
stitutions’ economic and financial situation, the strength of their balance sheets
and their stability.

When defining their policies it is essential that institutions focus on the fol-
lowing four basic elements:

* One: the need to operate with a comfortable level of own funds for complying
with legal requirements, carrying out their business strategies and to be able to
take advantage of market opportunities.
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BOX II.1

The application of international accounting standards

The adoption on | January 1999 of the euro as the single currency and the need to establish an in-
ternal market in financial services highlighted the need for progress towards a basic level of harmonisation
in relation to European financial information. As the European accounting legislation in force did not pro-
vide a sufficient degree of comparability for firms with securities listed on European markets, it was consid-
ered necessary to adopt an approach which, given the increasing internationalisation of financial transac-
tions, assures accurate financial information for investors, creditors and other users, with competitors
being subject to the same conditions and rules.

The idea was favourably received and the European Parliament, on a proposal from the Commis-
sion, approved Regulation No 1606/2002. As a result, the consolidated accounts of companies with securi-
ties admitted to trading on a regulated market of any Member State shall be prepared, from | January
2005, in conformity with the international Accounting Standards (IAS) drawn up by the International Ac-
counting Standards Board (IASB). The application of these standards within the EU is not automatic, how-
ever. In order to be adopted the international standards must comply with the basic requirement of Direc-
tives Four and Seven ensuring their usefulness to financial decision-taking, i.e. their application must give
rise to a true and fair view of the company.

As regards annual accounts, and the consolidated accounts of groups without securities admitted to
trading on regulated European markets, these shall continue to be subject to the national authorities, al-
though the latter may permit or require application of the IAS adopted by the EU. in this case, in order to
ensure that the IAS are applied consistently and to reduce the risk of divergent national accounting treat-
ment, Spanish standards should be brought into line with the international ones, generally selecting the
most appropriate options given the characteristics of the firms and the Spanish commercial environment
and completing the accounting criteria with others not included therein.

The effect of introducing the IAS should not be underestimated and all European institutions re-
quired to adopt them will have to carry out a far-reaching reorganisation of their accounts preparation
systems, all the more so in view of the fact that the transition period is very short; consolidated accounts
for 2005 must include comparative data for 2004 compiled on the same basis. In the specific case of credit
institutions, the impact may be considerable, given the characteristics of their main assets and liabilities.
Indeed, both the current IAS 39 and the draft for its reform, relating to financial instruments, already point
to a significant effect on such questions as application of fair value accounting to financial instruments (and
the problems that arise when there is no reliable market price to refer to), the limitations on recognition
of accounting hedges (in particular, macrohedges as opposed to instrument-by-instrument hedges), the
rules on writing down financial assets and the recognition of the methodology for the creation of dynamic
provisions. At the same time, the criteria for preparing consolidated accounts will be altered; it will not be
possible to exclude from the consolidated group any institutions by reason of its activity, and the threshold
for accounting by the equity method will change (from the current 3% to 20%), etc. Accordingly, credit in-
stitutions will have to carry out a programme of analysis and adaptation, in view of the profound impact
that these issues may have not only on their balance sheets and profit and loss accounts, but also on infor-
mation reporting requirements. All in all, in view of the limited time available, institutions should not wait
for the proposals to become definitive before undertaking the necessary reorganisation and adaptation of
their information systems.

Against this background, the BE considers the accounting regulations governing the public financial
information on credit institutions to be a basic instrument for exercising the prudential supervision en-
trusted to it by law, as well as a mechanism to contribute to transparency and market discipline, a key ele-
ment in the future prudential regulation of capital. For all these reasons, given the nature of the |AS as
general principles, as well as the current gaps and those that may appear in future, and since accounting
standards undoubtedly have an effect on the financial stability of institutions subject to prudential supervi-
sion (and, in consequence, on the country in which they operate), the BE will continue to play an active
role in shaping the accounting regime applicable to credit institutions.
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* Two: an appropriate composition of funds, to ensure their stability and quality.

* Three: an appropriate distribution of own funds across the group, reflecting the
actual location of risks.

* Four: self-financing, to permit sustained growth of funds based on independent
and stable sources. The capacity to generate own funds internally on an ongoing
basis strengthens the institution’s balance sheet and increases its possibilities of
gaining access to markets to raise funds at a reasonable cost.

11.4.2. Institutions should run their business with a comfortable

level of own funds

The first of the above elements is a quantitative one. Institutions should always
run their business with a comfortable level of own funds. Solvency regulations estab-
lish minimum requirements and not a target. The latter shall be set, with the appro-
priate time horizon, basically taking into account the risk profile of the institution it-
self or its group, as well as the economic capital needs arising from the prudent
management of such risks and from the orderly execution of business policies.

When defining the own funds policy, the board of directors must particu-
larly take into account the risk profile of the institution and its economic capital
requirements on the assumption that risk is managed prudently. Operating with a
sufficient buffer of own funds is desirable from the viewpoint of the individual in-
stitution, since it enables it to assess the opportunities offered by the market
calmly and from a position of strength, and also from the viewpoint of the financial
system as a whole, since it helps to enhance its stability and solvency.

1.4.3. The composition of own funds as a solid basis for policies
of sustained growth

Attention must also be given to the quality of funds. Thus, internationally it
is considered good practice for institutions to maintain an appropriate composi-
tion of own funds, to provide a solid base for their policies of sustained growth.
The quality of the funds is a qualitative factor which has a significant bearing on an
institution’s effective solvency situation. This is recognised by the regulations
themselves, which have established two categories of eligible own funds, classifying
them as either tier | (core capital) or tier 2 (supplementary capital).

This distinction should be taken into account when defining policies for two
reasons. First, tier | funds are of greater intrinsic quality and, second, tier 2 funds are
legally limited by the amount of tier | funds. Consequently, the fact that institutions
operate with high levels of tier | funds and with an available capacity of tier 2 funds
should be considered very positive, not only because of the greater intrinsic quality
of tier | funds, but also because they can draw on the second category of funds if the
market situation or the situation of their own business makes this advisable.

Also, the BE considers that preference shares, given their cost, lower de-
gree of stability and lower market estimation, should not be used to finance strat-
egies for sustained developments and that, under no circumstances, should they
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account for more than 30% of all tier | funds. The issuance of preference shares,
given the nature of this instrument, is more appropriate when the increase in own
funds requirements can be absorbed over time, so avoiding the risk of structural
reliance on this instrument by the institution.

1.4.4. An appropriate distribution of own funds across the group
helps to strengthen the individual solvency of the various
components and, as a result, that of the group as a whole

The third factor which should be incorporated into sound own funds poli-
cies is the appropriate distribution of such funds within the group. If the geograph-
ic and corporate location of the consolidated own funds reflects that of risk, the
individual solvency of each component of the group is strengthened and, as result,
so is that of the group as a whole.

In crisis situations, the possibility of transferring surplus own funds from
one company to cover the risks of another is difficult and limited, especially when
there are minority shareholders, geographic frontiers and differing national inter-
ests involved.

The adoption of balanced criteria for the distribution of own funds thus
enables the various banks in the group to implement sound strategies of autono-
my and financial independence, which strengthens the position of the consolidated
group as a whole. These criteria should also consider the need for the group’s
parent company to be adequately capitalised on an individual basis.

11.4.5. The definition of clear and prudent criteria for self-financing
(the best quality funds) is an essential element of institutions’
own funds policies

Fourth, and last, there are advantages to be had from incorporating sound
and prudent self-financing criteria into own funds policies.

Disclosed reserves, arising from the capitalisation of profits, may be consid-
ered the source of own funds that most enhance the quality, independence and
stability of the institution’s balance sheet.

Their quality derives from their permanence, their full availability to absorb
losses, without being subject to the legal risks that sometimes affect other instru-
ments, and the absence of any explicit cost for their use as a source of financing.

Their independence derives from the fact that they are the only category of
eligible own funds whose accumulation depends solely on internal factors, i.e. up-
on the good management of the institution (profits) and on the decisions of its
governing bodies (distribution of profits). Accordingly, they help improve solvency
without any exposure to the risks of possible adverse market situations (as re-
gards liquidity or cost).

The recurrence of profits and a high level of capitalisation are factors that
stabilise the growth of own funds and which should be promoted by the relevant
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management bodies. The capacity to generate own funds internally in excess of
the minimum regulatory requirements continuously and sustainably is not only a
good indicator of the strength of the institution’s balance sheet, but also helps to
facilitate its access to the markets to obtain new funds at a reasonable cost.

The decision whether to distribute a dividend, in the case of institutions
with corporate status, or net profit, in that of other Cls, is the responsibility of
the institutions’ governing bodies. However it is advisable to maintain a sustained
and consistent dividend, or surplus, distribution policy, on the premise that, by its
nature, the amount set should not be based on the distribution made in the previ-
ous year or on other factors such as, for example, the performance of the stock
market, etc, but on the current year’s earnings and their recurrent nature. As a
good rule of thumb, the portion of the profit for the year allocated to reserves
should, on average, represent around half the published recurrent profit (recur-
rent profit attributed to the group in the case of consolidated groups). Decisions
on the percentage dividend each year should not depart from this frame of refer-
ence, which should constitute the institution’s policy, any departure therefrom
being exceptional and compatible with growth strategies and risk assumption,
avoiding sporadic and unsustainable remuneration, so that a return to the normal
situation represented by the general policy is envisaged.

It is important that the principle of transparency — the third pillar of Basel Il —
should also be applied to these policies. The necessary transparency is achieved
through a clear and precise communication strategy, and also through systematic
application of these policies over time, so that the market has confidence in their
solidity and consistency. Shareholders must perceive the advantages for their in-
vestment of having a profit distribution policy based on moderation and stability.
The directors must ensure that these policies are sufficiently well known and val-
ued by the shareholders, potential investors and other interested parties.

11.4.6. Conclusions

In sum, when defining their own funds policies, credit institutions should
bear in mind the need to carry on their activity with a comfortable level of funds,
with a predominance of higher quality funds, to have such funds where the risk is
located and for the capitalisation of profits to make a continuous and steady con-
tribution.

The application of an appropriate own funds policy is undoubtedly a strate-
gic factor, but also a matter of good governance, which management bodies
should promote at all times. That said, more important still, if that is possible, is
knowing, identifying, measuring and controlling the risks of the business, a factor
which it is intended shall be significantly boosted by Basel .

1.5. DEVELOPMENT OF THE RISK-BASED APPROACH
TO BANKING SUPERVISION (S.A.B.E.R.)

The risk-based approach to supervision continued to be developed in 2002.
The reasons that led the BE to take this path remain fully valid today, and can be
summarised under four headings:
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BOX II.2

Definitions of risk included in the “SABER” methodology

TYPE OF RISK DEFINITION
Possibility of incurring losses arising from the failure of counterparties to
CREDIT RISK . L . S
perform their obligations under contracts executed with the institution
MARKET RISK Possibility of incurring losses due to adverse movements in the market prices

of negotiable financial instruments held by the institution

INTEREST-RATE RISK

Possibility of incurring losses due to the negative impact of interest rate
changes on the institution’s financial margins

FOREIGN-EXCHANGE RISK rates of currencies in which the assets, liabilities or off-balance-sheet transac-

Possibility of incurring losses due to adverse fluctuations in the exchange

tions of the institution are denominated

LIQUIDITY RISK

Possibility of incurring losses due to not having liquid funds available to meet
payment obligations

BUSINESS RISK

Possibility of incurring losses due to loss of the current position of the insti-
tution in the markets in which it operates

OPERATIONAL RISK

Possibility of incurring losses as a consequence of inadequate processes, sys-
tems, technical equipment and staff, or of failures in the aforesaid, as well as
of external events

LEGAL RISK

Possibility of incurring losses arising from infringements of the law or from
defectively defined contractual relations

Inceasing use of internal
risk management
systems for regulatory
purposes

International extension
of the methodology
known in Spain as
“SABER”

— Risk factors are inherent in the business of banking.

— Reviewing the mechanisms to measure and control risk is an effective means
of detecting potential problems in Cls early.

— The preventive measures proposed when weaknesses are detected in the risk-
management process are more effective than corrective measures taken after
the event.

— It is easier to improve the planning and management of supervision resources,
adapting them to the situation of each institution, when risk is taken as the
guiding principle.

Internationally, increasing use is being made for regulatory purposes of the in-
ternal systems used by the institutions themselves to measure, control and manage
risk (e.g. to calculate the statistical fund or the level of own funds needed to cover
market risk according to the Value at Risk methodology). As a result, what used to be
a supervision strategy has become a necessary step to check regulatory compliance.

This working philosophy is shared, internationally, by the supervisors of the
countries with the most developed banking systems, although important differ-
ences exist as regards its implementation, which arise from the supervision model
adopted by each of them. In the BE this methodology is known as “SABER” (see
definition of risks in Box 11.2) and it is intended to act as a unifying element for the
various phases of the supervisory process. These stages are: continuous monitor-
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ing of the institution, planning and scope of supervisory activities, on-site inspec-
tion, and the proposal, where applicable, of corrective measures.

In an initial phase, the efforts of the BE to develop this methodology fo-
cused on the definition of a solid conceptual framework to enable the foundations
of the system to be laid. Also, the key phases of the process were identified: quan-
tification of the inherent risk, analysis of the control systems, assessment of the
residual risk, analysis of solvency and determination of the supervision risk (see
the 2001 Report), and the tools began to be developed to enable it to be effi-
ciently implemented

Three areas of development stand out in 2002: the extension of use of the
new methodology to all the various phases of supervisory plans and strategies, the
development of quantitative indicators of inherent risk and last, but not least, the
integration of corporate governance into the risk-based approach.

I.5.1. Extension of the use of the new methodology

The so-called risk matrix, which summarises by type of risk the various ele-
ments that make up the process of supervision based on the SABER approach, is a
key part of this model (see Box II.3).

In the planning phase, the risk matrix is the common language that enables
institutions to be compared and priorities established in accordance with the su-
pervision risk profile of each. The basic aim of the annual inspection plan is to de-
vote more resources to and focus more attention on those institutions that dis-
play a comparatively high level of risk. The degree of detail of the matrix also
enables the inspection objectives to be oriented towards the weaknesses of the
institution. Thus, the reasons for the high level of the institution’s supervision risk
profile (e.g. weaknesses in credit risk controls) become the targets of the inspec-
tion. This means that both the selection of the institution to visit and the scope of
the inspection are based on risk parameters.

The supervision process involves the continuous collection of relevant in-
formation on the situation of the institution. The new information is incorporated
into the risk matrix, changing the profile of the institution from the supervisory
viewpoint. In the planning phase, the starting point is the assessment obtained on
the basis of the knowledge accumulated in previous supervision cycles. The con-
clusions of the inspection visit are a key moment in this feedback process, since
direct, up-to-date and verified information is then available on the most significant
aspects of the Cl. Comparison of the initial risk matrix with the one prepared
when the visit has been concluded should enable changes in the institution to be
analysed, the strategy for its supervision to be redefined and any recommenda-
tions or corrective measures to be proposed.

1.5.2. The development of quantitative indicators
of inherent risk

The risk management process has aspects of a qualitative and quantitative
nature, both being relevant to the assessment of the inherent risk. The definition
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BOX II.3
The risk matrix

The risk matrix is what the BE uses to summarise the process of determining the Supervision risk profile.
Each box is given a value on a five-category scale: very high, high, medium, low, very low, for risks and solvency, and
deficient, improvable, acceptable, good and very good, for controls and corporate governance. When this table is
completed, the different areas of business into which the Cl is organised will have been analysed already. In each
area of business three elements are identified for each type of risk: inherent risk, control and residual risk. The re-
sidual risk is based on a subjective and reasoned opinion, considering both the magnitude of the risk and the
quality of the control systems. The effect of the control systems and the inherent risk on the residual risk are
very different. The controls reduce, but do not eliminate, the inherent risk, which is the component with the
strongest bearing on the residual risk.

TYPE OF RISK INHERENT RISK CONTROL RESIDUAL RISK

CREDIT

MARKET

BUSINESS

LIQUIDITY

INTEREST-RATE

FOREIGN-EXCHANGE

OPERATIONAL

LEGAL

\j

THE INSTITUTION’S RISK PROFILE

CROSS-SECTIONAL ASSESSMENT OF CORPORATE GOVERNANCE

ASSESSMENT OF SOLVENCY

SUPERVISION RISK PROFILE

When the elements of the first part of the table have been assessed, the Institution’s Risk Profile is ob-
tained. The weight of each risk will differ according to the institution’s type of business, so that it is necessary to
weight the effect that each one has on the total risk. In the event that it is significant, an indication of the trend
(Increasing or Decreasing) can be added to the assessment of the Inherent risk.

The adjective cross-sectional applied to the assessment of corporate governance, indicates that such as-
sessment has already been included in other sections of the risk matrix. Owing to its importance, it is shown
specifically in a special section, but this does not imply any double counting in the assessment of the supervision
risk profile.

Solvency should reflect the risks assumed by the Cls; the greater the risk assumed the greater the cover
that the own funds of the institution should provide. Dynamic aspects of solvency shall be assessed, including the
capacity to generate future profits.

Finally, taking into account the institution’s risk profile, its solvency and certain aspects of its corporate gov-
ernance, the supervision risk profile is obtained. The inclusion of solvency in this assessment should not lead to a
mistaken diagnosis of the situation of the institution. It is considered that, although a larger surplus of own funds
gives the institution greater scope for reaction to address its risks or to strengthen its controls, good controls
are no substitute for an adequate level of own funds, and vice versa. Thus, the solution to a deficient control
system in a Cl should not come from a strengthening of its capital, but from the adaptation of its control sys-
tems to the risks assumed.
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of each of the eight risks contemplated in the SABER approach, explained in
Box I1.2 above, starts with the expression “possibility of incurring losses arising
from ...” or some equivalent, and continues with the description of the risk factor
that gives rise to these losses. This definition can be transferred to the numerical
field, at least in theory, simply by indicating the size of the potential loss and its
associated probability.

The introduction of quantitative measures into this methodology involves
certain difficulties which are illustrated by two extreme examples. On one hand,
the abuse of algorithms and measures that, by mechanically applying certain pre-
set rules, enable a conclusion to be reached on the risk profile of a Cl would be
to the detriment of the information that the inspector’s experience can contrib-
ute. On the other hand, this methodology is intended to introduce larger doses of
reflection on the basic aspects that characterise the management of the risk.
Moreover, the nature and complexity of the ultimate variable to be measured, the
supervision risk profile, and the lack of sufficient statistical data in the Cls would
greatly reduce the significance of the measures obtained. At the other extreme,
the lack of quantitative measures, especially in this stage of the process, would
eliminate the necessary references that enable the situation of institutions to be
meaningfully classified in comparative terms, leading to excessive discretionality
based on very subjective opinions.

It has been decided, in view of the above problems, to provide for each
type of risk a number of indicators which, without claiming to measure it statisti-
cally, are directly related to the level of risk assumed. For example, in the case of
the most significant risk of a Cl — credit risk — the measures used are:

— Sectoral concentration
— Borrower concentration
— Term of lending

— Consumption of own funds according to the amount and characteristics of
lending

— Level of the statistical fund relative to the amount of lending
— Non-performing loans and cover rate

These measures are calculated for all Cls and the data arranged according
to the level of each indicator. This means that when the inherent risk is graded
on a five-category scale (very high, high, medium, low and very low), the relative po-
sition that such institution occupies in the system as a whole is known in ad-
vance.

This line of work, which is still being pursued, will be enriched by the ex-
perience of the reviews performed during inspection visits, the work carried out
by the specialist groups of the BE’s Directorate General of Banking Supervision
and by the new information requirements, soon to enter into force, that will
permit an improvement in the measurement and control of risk by the supervi-
sor.
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11.5.3. Integration of corporate governance into the risk-based
approach

Recognition that responsibility for the sound functioning of the Cl rests
with the company itself is the reason why BE supervision is paying increasing at-
tention to good governance practices. This attention coincides with the growing
interest in this area in national and international circles (in Spain, for example, the
recent Aldama report), and with the active participation of supervisory authorities
and international bodies concerned with banking supervision and financial stability
in the current debate. It need only be recalled that in 1999 the Basel Committee
on Banking Supervision published its report Enhancing Corporate Governance for
Banking Organisations and that recently the Financial Stability Forum has requested
the OECD to reconsider its Principles of Corporate Governance, also published in
1999, in view of recent events.

Good governance is naturally of interest to financial market participants.
Indeed, a fair number of the recent initiatives in this area focus on promoting ad-
equate investor protection. However, the application by firms of sound good gov-
ernance criteria benefits not only the transparency and security of markets; its
positive effects also extend to the field of management and administration.

In the case of credit institutions, the role of governance is even more im-
portant, owing to the complexity of banking risks, the dynamism of the sector, the
high leverage with which it operates, the fact that banking business is based on
confidence and the systemic importance of the sector.

The above reasons also explain why the application of appropriate good
governance criteria is relevant to all credit institutions, irrespective of their legal
status and of whether they issue securities. In fact, corporate governance affects
the sound management of institutions, their reputation, their stability and their
risk profile. Moreover, there is a class of creditors (depositors) whose interests
merit special protection, since their savings are channelled through a specially
regulated and supervised sector, i.e. the banking industry.

At the same time, and since the financial sector merits special regulation,
the good governance criteria applied by the institutions should respect the spirit
as well as the letter of such regulation. Accordingly, Cls should take as the yard-
stick for their behaviour the protection of savers through prudence, since that
way they strengthen their own solvency. Finally, Cls should also bear in mind the
special function performed by the financial system, which has social consequences
and implications for the stability of the system itself.

Knowledge of the power structure in a Cl is important for supervisors
from several viewpoints. The approach taken by their review can be analysed
from two angles:

* Downward: from the board to senior management and the rest of the organisa-
tion.

* Upward: from the board to persons with interests in the company, starting with
its shareholders.
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Both viewpoints are relevant to the establishment of a supervisory strategy,
but they are reflected in different parts of the risk matrix. The first one is funda-
mental to the assessment of a Cl’s risk management system, since the latter rests
on the board’s definition of the risk-assumption policies and the mechanisms to
ensure compliance therewith. This system is reviewed in each area of business
and the goodness of the corporate governance is classified in accordance with the
risk policies followed in practice, the degree of compliance with the guidelines is-
sued by the governing bodies and the appropriateness of the controls established
to monitor them. The assessment appears in the risk matrix in the inherent risk
and controls columns.

The upward viewpoint of corporate governance should assess aspects such
as:

* The composition of the shareholders, the board of directors and the commit-
tees reporting thereto.

* The content of the articles of association.
* The training, experience and dedication of the directors.

* The rules for the functioning of the board of directors and its committees and
their actual functioning, checking whether their minutes properly reflect the
discussions and positions of their members.

* The attitude of the institution towards the supervisor, its transparency towards
the markets and the role of other groups (customers, workers, etc.) with inter-
ests in the Cl.

These factors affect the management of the Cl as a whole and are therefore
the subject of a specific review, which supplements the examination of the various
areas of business. They form part of the institutional profile of the Cl and are as-
sessed, either as part of the subjective aspects of solvency, or else within the su-
pervision risk profile. For example, two Cls that are similar in terms of the risk as-
sumed and objective solvency will have a different supervision risk profile if the
shareholders in one of them have conflicting interests, while in the other they act
in co-ordination with one another. Likewise, an institution that supplies relevant
quality information to the market beyond the minimum required shall be assessed
more favourably than another that does not act so transparently.

Given the importance of the assessment of corporate governance, a specific
element has been included for evaluation in the SABER approach, to avoid its dilu-
tion among the different components of the risk matrix.

1.6. RISK-MODELLING TECHNIQUES: ANALYSIS
AND APPLICATION FOR SUPERVISORY PURPOSES

The BE has for many years set great store in its continuous supervision of in-
stitutions by the verification and evaluation of risk control and management. As men-
tioned above, the introduction of the SABER methodology makes the importance of
this area explicit, owing to its role in determining the institutions’ risk profile.
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For some years now institutions have been developing and improving their
own models to assess, manage and control risk. The latter includes overall risks
affecting the whole balance sheet, such as interest-rate, liquidity and foreign-ex-
change risks; risks specific to operations, such as credit and market risk; and risks
of a more general nature, such as operational risk. These are the types of risk that
were discussed above when describing the SABER approach. Institutions have de-
veloped internal models, and will continue to do so in future, for their own man-
agement requirements, irrespective of the regulatory requirements that may exist
from time to time in this area.

Until now, these requirements have referred mainly to qualitative aspects
and have been of a general type, although they have given sufficient support to the
supervisory function. The legislation has sought to underscore the significance of
such requirements up to the point that one of the requirements to be able to en-
gage in banking activity, according to Royal Decree 1245/1995 of 14 July 1995 on
the formation of banks, cross-border activity and other issues relating to the legal
regime for credit institutions, is to “have sound administrative and accounting
procedures, as well as adequate internal control procedures to ensure sound and
prudent management of the institution”.

Recently, a new direction has been observed in the prudential regulation of
credit institutions, whereby the use of well-founded and verified internal risk man-
agement models has or will have effects both on the accounting valuation of assets
and commitments subject to credit risk (calculation of provisions) and on the de-
termination of the own funds needed to cover certain banking risks (credit, mar-
ket and operational). This trend is embodied in three initiatives:

— Directive 93/6/EEC of 15.03.1993 on the capital adequacy of investments firms
and credit institutions provided for the possibility of institutions’ using internal
models to calculate the capital needed to cover market risk. Spanish institu-
tions will be able to make use of this possibility very soon, when this directive
is fully incorporated into Spanish law.

— CBE 9/1999 of 17 December 1999 regulated the so-called statistical fund, and
provided that, in addition to the standard model, the institutions could also
use calculation methods based on their own experience of default, provided
that they form part of an appropriate system to measure and manage credit
risk.

— The New Capital Accord (Basel Il) provides, in relation to the so-called Pil-
lar 1, that institutions may even use their own internal advanced calculation
methods to measure their own funds requirements, not only for market risk,
as is currently envisaged, but also for credit risk (until now only the standard
system could be used) and for operational risk (a type of risk that will be sub-
ject to capital requirements for the first time under the New Accord).

As mentioned above, the BE is aware of the importance of risk-manage-
ment models in the organisation of institutions’ administration, and of their in-
creasing use not only in management itself, but also for the purposes of valuing
assets and calculating own funds. Accordingly, in 1996 it set up, within its Directo-
rate General Banking Supervision, a specialised Treasury and Models group, which
has been progressively assigned advanced technical resources and staff with the
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appropriate financial/mathematical profile. Its purpose is to gain an in-depth
knowledge of the systems used by institutions and their constant advances, so as
to be able to establish appropriate inspection procedures and to facilitate their
dissemination among the BE’s supervisory staff.

11.6.1. Market risk

The management and control of market risk by means of different sensitivi-
ty measures, duration or other techniques is being done by practically all institu-
tions. Those with more active treasury departments have been using so-called
value at risk (VaR) techniques for some years now. In fact, the institutions that use
advanced models to manage this risk, while not a majority of those registered, ac-
count for about 90% of the system’s market risk.

The BE has been analysing these models for some time, paying special atten-
tion to the integrity of the data used and to the design and results of so-called
back testing and stress testing. In some institutions these internal models are al-
ready potentially suitable for acceptance by the BE for the purposes of determin-
ing the minimum own funds for market risk, when the incorporation of the afore-
mentioned Directive 93/6/EEC into Spanish law has been completed.

Basel Il is not going to entail any change in the methodology for calculating
the minimum own funds for market risk. However, it will probably modify its
scope of application, by widening the definition of trading book, bringing the regula-
tory definition more into line with that used by the institutions for management
purposes.

11.6.2. Credit risk

A large number of institutions have for some years now had internal credit
risk models, based on rating or scoring systems, integrated into their management
processes. More common are the scoring-type systems, which have traditionally
been used to authorise or reject transactions. The larger institutions and, of
course, internationally active ones have introduced, or are in the process of intro-
ducing, internal credit risk models into the main homogenous segments of their
lending, with a view to their results being used in future to calculate own funds
requirements. For this to be possible these models will have to comply with the
Basel Il requirements for foundation or advanced approach internal rating based
(IRB) systems. The number of institutions either developing their own internal
credit risk models or participating in joint projects to develop such models is dif-
ficult to estimate, but they account for around 70% of the lending of the Spanish
financial system.

The BE has already attempted to promote the development by institutions
of internal models for credit risk management, through CBE 9/1999 of 17 Decem-
ber 1999, which introduced the so-called statistical fund, with effect from July
2000.

This new provision for bad debts supplements the specific provision (for
non-performing and other problem loans) and the general provision. The aim is to
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ensure appropriate provisioning for latent losses on loans for which specific weak-
nesses have still not been identified. These are capital losses that cannot be attrib-
uted to individual borrowers, but which can be estimated overall by statistical
methods.

The calculations may be based on a standard system, whereby each of the
six risk categories, defined in accordance with their objective characteristics, is as-
signed a percentage representing the average expected loss. However, it is also
envisaged that institutions may estimate their provisions using methods of calcula-
tion based on their own experience of default and on the expected losses for ho-
mogenous risk categories. These methods of calculation must be part of an ade-
quate system for measuring and managing credit risk, must use an historic database
spanning a complete business cycle and must be verified by the BE.

The introduction of the statistical fund has three advantages:

— It provides incentives for the adoption of better credit risk management tech-
niques, stimulating institutions to develop as soon as possible internal models
that may be used for different purposes: management of credit risk, setting
transaction prices, calculating provisions, calculating economic capital, intro-
ducing return on risk adjusted capital (RORAC) approaches and, in future,
calculating minimum own funds requirements for credit risk (Basel II).

— |t addresses a constant concern of international supervisors: that institutions
should apply realistic and prudent accounting standards in their valuation of
assets. The application of standards of this type increases confidence as to the
quality of the assets in the balance sheet and thus the efficacy of rules to calcu-
late own funds based on such valuations, thereby reconciling the objectives of
good risk management and sound and prudent accounting practices.

— Finally, the statistical fund is counter-cyclical, since the provisioning require-
ments are conceived in relation to a complete cycle. This means that the rate
of provisioning is adjusted to the stage of the cycle (simplifying, statistical fund
provisioning is higher when provisioning to the specific provision is lower, and
vice-versa).

The use of internal models to calculate statistical fund provisioning requires
prior verification by the Banco de Espafa, in accordance with CBE 9/1999 (re-
ferred to above). In order to specify the scope of the new provisions and the cri-
teria to be used in the verification procedure, the Banco de Espaiia notified the
institutions, by means of a letter dated 14 December 2000, of the quantitative and
qualitative requirements that should be taken into account in the design and intro-
duction of internal models. Notable among them are:

— Responsibility for the choice of model is the institutions’.

— Senior management should actively participate in the review and approval of
credit risk strategies and policies.

— There should be an appropriate structure for the control of credit risk based
on a correct separation of functions.
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— The system should be integrated into the general structure for the control of
credit risk and be used, at least, in the transaction selection process.

— Procedures for granting loans and the measurement system should be ade-
quately documented in manuals.

— Institutions should have appropriate data-processing and management infor-
mation systems to identify, measure, control and monitor credit risk.

— Institutions shall have an internal audit report on the model, containing a posi-
tive opinion with regard to the coherence and integrity of the databases from
which the information used in its design was drawn.

Provisioning to the statistical fund began in 2000. Two and a half years on
an initial assessment can be made with regard to its efficacy and acceptance by in-
stitutions. First, its relative importance has been increasing: as at 31.12.2002 it ac-
counted for 25% of all the provisions in the Spanish banking system (22% as at
31.12.2001). As for the role it may have had in boosting the introduction and im-
provement of credit-risk management systems, its influence seems to have been
limited so far. However, as will be seen below, this statement may be qualified.

As at 31.12.2002 the BE had received nine formal applications for the au-
thorisation of internal methods to calculate statistical provisions, with the follow-
ing results:

— In five cases, its compliance having been verified, the model was approved by
the BE. One of the authorisations has recently been revoked as the institution
was found not to be using the approved method.

— In four cases the model is still under consideration.

There are basically three reasons why there have been relatively few appli-
cations:

First, in many cases the savings on provisions that may be generated by us-
ing internal calculation methods instead of the standard system may not be very
significant since the BE, when setting the average expected loss percentages for
the various categories of risk defined in the standard system, avoided making them
very demanding, in view of the fact that the new fund was additional to and not a
substitute for existing provisions. As a result, given the difficulty some institutions
have had introducing an integral credit-risk management model, they have pre-
ferred to direct their efforts towards compliance with Basel Il, for which they
have a somewhat longer time horizon.

Second, although two and a half years have already elapsed since the entry
into force of the new fund, as pointed out above, this is still a very limited time pe-
riod in which to fine-tune all the mechanisms that an adequate credit risk manage-
ment model requires. In fact, as at the aforementioned date of 31.12.2002, the BE
was aware of twenty institutions, accounting for 50% of the system’s credit risk, in
which internal models were being developed. In most cases the intention was to ap-
ply to the BE for authorisation to use them to calculate statistical provisions. All this
confirms a very broad interest on the part of institutions, not just the larger and in-
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ternationally active ones, although their current degree of participation in specific
projects depends on the priorities of each institution and the costs involved.

Third, the development of projects for the introduction of internal models
for credit risk management that may be considered suitable by the BE for the pur-
poses of calculating provisions and, in future, calculating own funds, is a very com-
plex process in which, as was to be expected, institutions are encountering diffi-
culties. Among these, the most significant, according to the evidence obtained by
the Treasury and Models Group of the Directorate General Banking Supervision of
the BE, are:

* The scoring and rating systems used by the institutions are not properly inte-
grated into their risk management and, in some cases, are only used to supply
information to risk analysts.

* There is a lack of sufficiently long data series, spanning a complete business cy-
cle, for default and loss given default (LGD, the percentage of final loss to the
institution, once default has occurred). Institutions usually have four to five
years of data at most, which means that assumptions and estimations have to be
made to have information on a complete cycle, with the consequent risk of loss
of reliability.

* The LGD data are moreover, incomplete, since they do not incorporate all the
costs and recoveries in relation to non-performing transactions.

* Some scoring systems introduced in the past have not been calibrated, i.e. the
different scores are not correlated with the probability of default (PD).

* In certain homogeneous lending segments the base data on default are not suf-
ficiently extensive to allow their statistical treatment. This makes it necessary to
resort to links with external systems in order to be able to calculate PDs and
LGD percentages. This is very frequent in the investment banking and promot-
ers segments.

* Institutions have used different definitions of default, so that the available data
must be homogenised in order to adjust them to the definition currently used
(any payment obligation 90 days past due).

In sum, the development and introduction of internal models for the man-
agement of credit risk is a complicated process requiring the commitment of time
and resources by institutions. Validation by the BE of such models is equally com-
plex and time-consuming, as an initial superficial review is not sufficient. Involve-
ment of the institutions in the validation process is essential, as they must propose
suitable solutions to the deficiencies and problems that emerge. The significance
of this process will be multiplied with the entry into force of the New Capital Ac-
cord (Basel II).

11.6.3. Operational risk

Although institutions and supervisors have long been well aware of the ex-
istence and importance of operational risk, in recent years greater attention has
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begun to be given to the need to design methods that enable it to be adequately
measured and managed. This risk has usually been addressed using measures of a
qualitative and management kind, but the recent original contribution has been the
attempt to measure the exposure of institutions to this kind of risk, as well as the
capital that needs to be assigned to it.

In fact, under the New Capital Accord (Basel Il) operational risk will be in-
cluded, together with the traditional types of market and credit risk, in the cate-
gory of risks that need to be specifically covered by own funds. As in the case of
market and credit risk, it is also envisaged that, along with the standard system for
calculating capital, institutions may design their own internal models for the man-
agement of operational risk, which may be used to infer the amount of own funds
necessary for this type of risk. However, this process is at an even earlier stage
than in the case of other risks.

The design of internal models for the measurement and control of opera-
tional risk is still at the stage of consideration, analysis and progressive introduc-
tion by institutions, especially the larger ones, who are aware that no methodolo-
gy has yet been unreservedly accepted internationally. The BE, within the process
of continuous supervision of institutions, is currently concentrating on analysing
and evaluating the systems that have begun to be introduced by the institutions or
that are being developed by consultants for identifying, mitigating and controlling
operational risk.
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Ill.1. NATIONAL PROVISIONS

IL.1.1. Law 44/2002 of 22 November 2002 on financial system
reform measures (|)

It would be advisable to set out the changes in prudential supervision start-
ing with those laid down in this legislation, as it contains by far the most significant
and far-reaching aspects for the Spanish financial system as a whole.

The considerably complex content of the Law affects all financial sectors
(banking, securities and insurance). However, the following description will con-
fine itself to the aspects therein deemed most significant in respect of the pruden-
tial supervision of credit institutions and other financial intermediaries overseen
by the Banco de Espana.

lI.1.1.1. Specific changes regarding credit institutions

Savings banks

Governing bodies: Article 8 of the Law addresses a partial reform of Law 31/
1985 of 2 August 1985 on the Basic Rules on the Governing Bodies of Savings
Banks (LORCA by its Spanish name), accompanied by the related transitional ar-
rangements. In this connection the following changes may be highlighted:

— With regard to the various groups participating in these Bodies (General
Meeting, Board of Directors and Steering Committee), these are now set out
as an open list, and the former fixed ownership interests are eliminated, provi-
sion being made for a system of thresholds whereunder general government
representation (including the founding entity if its status is such) is limited to
50% of the voting rights on the aforementioned Bodies; the representation
percentage for depositors shall vary from a minimum of 25% to a maximum of
50%, and that for employees from a minimum of 5% to a maximum of 15%.

— The term of office of Delegates and of Directors of the Board of Directors is
extended from four to six years. Statutory re-election may be provided for, if

so stipulated in the procedure for the application of the Law’s rules; notwith-

(1) BOE (Official State Gazette) of 23 November 2002.
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standing, Directors of the Board may not hold the post either continuously or
intermittently for more than 12 years (formerly 8 years).

— The arrangements for the irrevocability of appointments of Delegates and Di-
rectors of the Board are reinforced, with effect for those appointed after |
June 2003. The case whereby board membership status could be lost on losing
in turn the representation by virtue of which appointment had come about has
ceased to apply.

— Directors of the Board shall not be older than 70 years of age on taking up
their post, although the procedure for the application of the Law’s rules may
provide otherwise.

— Measures are included providing for the possibility of establishing strategic
agreements between savings banks, and greater clarity has been given to the
competence-related arrangements for authorisation and the manner in which
the composition of governing bodies is to be established in the event of merg-
ers between savings banks domiciled in different Regional (Autonomous)
Communities.

— As regards savings banks founded by the Catholic Church, it is foreseen they
will be subject to the provisions laid down in the current memorandum and
articles of association and, if they so wish, they may be subject to the control
of the Ministry of Economy in certain institutional aspects (approval of memo-
randum and articles of association, regulations, budget for welfare projects).

The Law further provides for the necessary adaptation to the legislative pre-
cepts for savings banks laid down by the Regional (Autonomous) Governments.
This adaptation has already been carried out in Catalonia by means of Article 77 of
Catalonia Regional Government Law 31/2002 of 3| December 2002 on fiscal and
administrative measures and on savings banks (2), which introduces additional
changes to the legal regime governing savings banks in Catalonia. As regards chang-
es pertaining to the Financial Law (44/2002), regional government regulations in-
clude the restriction on public-sector voting rights on the governing bodies; the
limitation on the age of members of the Board and members of the Steering Com-
mittee to what is laid down in the memorandum and articles of association and,
subsidiarily, to 70 years of age (although those affected by this may, temporarily,
continue in their post to complete their current term of office), and the limitation
of the maximum mandate of members of all governing bodies to four years (a
stricter criterion than that contained in the LORCA, as it is not provided for that
the memorandum and articles of association may establish another limit).

“Cuotas participativas” (non-voting equity units): with a view to updating and
improving the regulatory framework hitherto governing this instrument, Article
I4 of the Law defines more accurately and fully the basic legal regime for non-vot-
ing equity units to be issued by savings banks, via the amendment of Article 7 of
Law 13/1985 of 25 May 1985 on investment ratios, capital and reporting obliga-
tions of financial intermediaries.

(2) The amendment of specific precepts of Royal Legislative Decree 1/1994 of 6 April 1994, approving the
Consolidation of Laws 15/1995 of 25 May 1995 and 13/1993 of 25 November 1993 on Catalonian Savings
Banks.
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This instrument is part of tier | funds (or core capital) for the purposes of
the issuing savings bank’s (or its consolidable group’s) compliance with the solvency
ratio, as it shares the same end-uses, and is proportionate to, the initial capital and
reserves of the savings bank (inter alia, the offsetting of the institution’s losses).

In addition, the maximum volume of units in circulation may not exceed
50% of the savings bank’s capital (with a transitory period of two years as from
the entry into force of the Law during which this ceiling is set at 25%).

The equity units are negotiable securities, in book-entry form, of indefinite
term and, with no voting rights, they confer on their holders benefits solely of a
financial nature, such as a variable remuneration via a share in the distribution of
the freely disposable surplus (although this entitlement is subject to certain condi-
tions if the savings bank has a shortfall in own funds); pre-emptive equity-unit
subscription rights in the event of new issues; the obtaining of their realisable val-
ue in the event of a winding-up; and, in the case of a merger, the obtaining of
market value should their assignment to the savings bank be sought.

Although the equity units will be listed on organised secondary markets, the
maximum holding per person or economic group is restricted to 5% of the equity
units outstanding.

Credit co-operatives

Article 5 contains two measures affecting credit co-operatives, with distinct
aims.

First, various amendments are made to Law 20/1990 of 19 December 1990
on the tax regime for co-operatives. Their aim is to allow these institutions to in-
vest with greater flexibility in non-co-operative entities without thereby forgoing
the tax benefits attributed to them under this Law. Until the reform, holdings ex-
ceeding 10% of the investee company, or 40% if said company engaged in auxiliary
or accessory activities, required prior authorisation from the Ministry of Economy.
For credit co-operatives, the Ministry would request a prior report from the
Banco de Espafia and, in practice, authorisation would not usually be denied ex-
cept in extreme circumstances where the investment might jeopardise the sol-
vency or stability of the acquirer. Henceforth, such authorisation will not be
needed in those cases which, on the basis of experience, have been detected as
most commonplace in the mercantile life of these entities: namely, when the hold-
ing is in auxiliary companies, or, if such auxiliaries are not involved, the holding
does not exceed 25% of the investee’s capital. In turn, although the overall ceiling
for these holdings remains at 50% of the co-operatives’ capital, the fact the refer-
ence now is to holdings in excess of 25% (as opposed to 10%) is indicative of the
significant flexibility added in this area.

The Law also has a bearing on the flexibility of the regime governing subor-
dinated debt issues by credit (and insurance) co-operatives subject to Law 27/
1999 of 16 July 1999. It is clarified that, as opposed to the ordinary regime where-
under the decision to issue was the remit of the General Meeting, at the co-op-
eratives in question the issuance decision may be taken by the Governing Council
if so provided for in the memorandum and articles of association.

109



REPORT ON BANKING SUPERVISION IN SPAIN 2002

New instrument to
mobilise institutions’
portfolio of loans to the
public sector

The special regime
applicable to these
agreements is extensive
to their guarantees

Greater legal security
for factoring operations
relating to rights against
the public sector

110

Operations of credit institutions

“Cédulas territoriales” (Territorial bonds). The creation of this new instrument
is regulated in Article 14 of the Law and is intended to enable credit institutions,
via the issuance of such liabilities, to refinance the loans and credit extended to
the State, to Regional Governments, to Local Governments, and to the entities
and bodies reporting to the latter, and to such similar agencies as may be operat-
ing in the European Economic Area.

In line with the arrangements for mortgage-backed bonds (for which the
treatment in respect of the capital ratio and of the regulations governing collective
investment institutions is the same), territorial bonds are fixed-income securities,
in book-entry form, whose principal and interest are backed by the aforemen-
tioned credits, with holders enjoying priority in respect of collection rights in the
event of the issuer facing insolvency proceedings.

It is stipulated that the total amount of these bonds issued by an institution
shall not exceed 70% of its outstanding loans and credits to the above-mentioned
general government tiers.

Contractual netting agreements. Article 16 of the Law addresses in depth the
special regime in place since 1998 that has been governing a large portion of the
financial operations transacted under contractual netting agreements. This regime,
which derives from the application of Community regulations, involves the recog-
nition as a single debt of the resulting net balances of the aforementioned opera-
tions, even if one of the parties thereto is subject to insolvency proceedings. From
the prudential standpoint, this regime amounts to a credit and counterparty risk
mitigation mechanism, entailing a subsequent reduction in financial institutions’
capital requirements.

So that the effects of this regime may be confined to where they are strictly
necessary, the limitations already in force are retained in respect of the interven-
ing parties (at least one shall be a credit institution or an investment services com-
pany) and of the content of the agreement (the mechanism for calculating the net
balance shall be included). The changes introduced by the Law consist of its exten-
sion to guarantees bound up with the agreement and to financial operations relat-
ing to securities lending and repos (previously they would benefit only from the
special treatment accorded to operations with derivatives and foreign exchange).
The changes also provide greater flexibility as regards the formal requirements
the agreement must meet so it may be effective vis-a-vis third parties (private le-
galisation of the agreement suffices, as does the actual transfer of the securities
and the delivery or transfer of the cash).

Assignment of collection rights against the public sector. As a means of making it
easier for companies to raise financing via factoring and of reinforcing the legal
security of these operations, Article 17 of the Law amends the regulations on gen-
eral government contracts. First, it clarifies the possibility of making second and
successive assignments of contractors’ claims on general government. And further,
it protects assignment activity and, consequently, the normal enforceability of such
loans, from potentially becoming null and void as a result of the insolvency of the
assigning contractor and back-dating of said event, provided that the assignment
were made in conformity with the requirements stipulated in this connection.
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Mortgage participation certificates: to allow for readier mobilisation of institu-
tions’ mortgage portfolios, the possibility of mortgage participations grouped in
asset securitisation funds corresponding to loans not fulfilling mortgage market
regulations is confirmed. A specific trade name (“mortgage participation certifi-
cates”) is given to these instruments so they may be may be distinguished from
other participations of greater credit quality (article I8).

Issue of electronic money: article 21 of the Law, drawing on Community regu-
lations on the issue of this instrument and the parties authorised to this end (see
further details on this matter), includes as one of the activities whose exercise is
confined to credit institutions (among which electronic money entities are now
also included) that involving the issue of means of payment in the form of elec-
tronic money.

Electronic money is understood as monetary value represented by a claim
on the issuer, stored on an electronic device, which is issued on receipt of funds
of an amount not less in value than the monetary value issued and is accepted as a
means of payment by undertakings other than the issuer. Among other products
conforming to this definition is what is commonly known as the “electronic purse”
or pre-paid cards.

Completing the legal regulations on this instrument is the introduction of an
across-the-board rule applicable to all electronic money issuers. This rule, in line
with Community stipulations, provides for the obligatory redeemability of funds
advanced to the issuer on the request of the bearer of the instrument, in cash or
by transfer to an account, with no expenses other than those strictly needed to
conduct the transaction. It is further provided that the receipt of funds in the
form of electronic money will have the same coverage as deposits for the pur-
poses of coverage by the Deposit Guarantee Funds if the device into which the
funds are incorporated is non-transferable or linked to an account representing a
deposit set up by the holder.

Transparency of operations and protection of bank customers

The Law (articles 22 et seq.) provides for the creation of new bodies to
oversee and safeguard the interests of financial services users: the commissioners
for the protection of financial services customers (respectively, for the protection
of banking services customers, of investors, of insurance policy holders and of
pension scheme participants). Acting on an independent and autonomous basis,
their function will be to attend to complaints and claims by customers, and to ad-
vise users of financial services as to their rights in respect of transparency and
protection.

The commissioners, whose mandate will be for five years, shall be appoint-
ed by the Ministry of Economy, once the opinion of the respective supervisory
authorities (the Banco de Espafia in the case of the commissioner for the protec-
tion of banking services customers) has been heard. In turn, it is established that
the respective complaints services or equivalent administrative units in place at
present within the supervisory authorities’ organisations, and which have been
entrusted to date with functions of a similar scope to those attributed to the new
bodies, shall be organically assigned to said new bodies.
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The obligatory presence at financial institutions of a customer care service
or department is also envisaged (most of the system’s credit institutions have al-
ready voluntarily set in place such a department). The possibility of creating a cus-
tomer ombudsman, on an individual or group basis, is likewise provided for. Om-
budsman decisions, if favourable to customers, would be binding on the institution.
The processing of complaints to the respective commissioner is conditional upon
their prior submission to the above-mentioned services or Ombudsman (if any).

In this same consumer-protection regulatory framework, the Law empow-
ers the Ministry of Economy to regulate the specialised segments of electronic
trading in investment and banking services (article 20). It further provides for spe-
cific arrangements for rounding in loans and credits backed by mortgages, sure-
ties, pledges or other equivalent guarantees executed at a variable interest rate. If
such rounding is agreed, it must be to the limit of the closest interval, without this
exceeding one-eighth of a point (twelfth additional provision).

Penalties applicable to credit institutions

The Law also addresses the updating and streamlining of penalties (3),
amending to this end Law 26/1988 of 29 July 1988 on the disciplining and interven-
tion of credit institutions (LDI by its Spanish abbreviation).

First, and regarding infringements, the main aim of the changes introduced
is to include, with sufficient clarity and legal soundness, the possibility of correct-
ing certain shortcomings in respect of compliance with substantive obligations al-
ready foreseen in the law by means of the application of the corresponding disci-
plinary measures. Thus, and in addition to providing for some minor technical
improvements, certain punishable actions are expressly defined, including most
notably those relating to organisation or internal control shortcomings; the trans-
fer or reduction of a significant shareholding without adhering to the arrange-
ments envisaged to this end in the LDI; the de facto administration or manage-
ment of institutions by persons not entitled de jure to perform such duties; and
others pertaining to the new legal regulation of the Central Credit Register, which
will be discussed elsewhere in this Report.

Further, the regime for penalties is also updated. Among other measures,
the amounts of fines are raised tenfold to correct how evidently out of date fig-
ures set |4 years back have become; aspects such as the possibility of imposing
several penalties for a single infringement or of penalising administrators without
having to penalise the institution are clarified and improved; and, in the case of
very serious infringements, a public reprimand to be published in the Official State
Gazette is included as one of the penalties applicable.

Central Credit Register

Chapter V of the Law (articles 59 to 69) is dedicated in full to the regula-
tion of the Banco de Espafia Central Credit Register (CCR). Although the new
provisions do not generally imply any break with the current operating regime of
the CCR, they are a substantive improvement on the regulatory framework ap-

(3) Articles 35 (1), 43, 69 and seventeenth additional provision of Law 44/2002.
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plicable to date (4). This is because they cover, in the form of a consistent set of
rules of an appropriate range, all the relevant aspects of the CCR’s legal regime,
combining the important public interests the CCR serves with the protection of
the data of those concerned, particularly of individuals.

The CCR is conceived as a public service. Its mission is to obtain data and
information from reporting institutions (generally credit institutions and other
regulated entities) on credit risks. This is done to meet specific ends, all related to
the public interest of promoting a sound and solvent credit system. That includes
providing reporting institutions with the information they need to engage in their
activity (giving them an instrument for the proper evaluation of the risks they in-
cur), and allowing the authorities properly to exercise their powers, especially as
far as the prudential supervision of credit institutions is concerned.

It is this public vocation which underlies the provision made by the legal
text for the absence of any right of the party concerned to oppose the treatment
of the data; the absence of any need for consent from the data-holder for the
mandatory communication of such data by institutions to the CCR (without preju-
dice to the fact that they should inform data-holders accordingly); the universalisa-
tion of reportable risks, including — along with standard loan transactions — other
legal business that may prompt losses at the institution; or the inclusion among
the reportable data of situations of non-compliance with obligations. In turn, the
necessary protection of individuals’ privacy underpins other provisions in the text,
such as those by means of which access to individuals’ data by institutions is con-
ditional upon the existence of a legitimate interest, in accordance with the condi-
tions expressly provided for in the legal text; the procedures to ensure that the
data are sufficiently updated and to guarantee their accuracy; the shorter period
over which individuals’ data may be retained, and during which they may be trans-
ferred to the reporting institutions, or the impossibility of transferring to institu-
tions data relating to non-compliance that are not attributable to objective cir-
cumstances. Further, the protection to which individuals’ data are subject is
lessened in part if said individuals are sole proprietors or fee-earning professionals
pursuing their business activity, since the nature of their activity (which is closer
to that of legal persons engaged in business operations) requires less protection of
privacy than that of individuals.

Along the broad lines indicated above, the CCR acts as a derivative register
in that it only reflects the information periodically provided by the reporting insti-
tutions. The data broadly comprise those necessary to identify persons with which
the institutions hold credit risks, and the characteristics thereof, without in any
circumstances including specially protected data (race, religion, etc.).

As to access to the reported data, and apart from the fact that they will be
available to the Spanish Data Protection Agency so that it may perform its func-
tions, the following has been envisaged.

First, institutions may obtain reports on the exposures of natural and legal
persons registered in the CCR, provided that such persons represent some form

(4) Article 16 of Decree-Law 18/1962 of 7 June 1962 on the nationalisation and reorganisation of the Banco
de Espafa, and Banco de Espafia Circular 3/1995 of 25 September 1995 (this latter regulation will remain in
force, insofar as it does not run counter to the Law, until the implementing provisions foreseen in the law are
rendered.
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of exposure to the institution, that they have applied to enter into some risk-
based transaction with the institution (in which case the institutions must inform
the person concerned that they will be consulting the risk) or that they feature as
bound to pay or as guarantors in bills of exchange or credit instruments held by
the institution. The information it is wished to obtain on natural persons other
than sole proprietors or fee-earning professionals is restricted to the five years
prior to the date on which it is requested. Further, these reports shall omit the
name of the institutions with which the parties concerned have incurred the ex-
posures and, regarding data that reflect some adverse criterion, only those relat-
ing to actual non-compliance of obligations or bankruptcy situations shall be in-
cluded. The information obtained from the CCR by institutions should be treated
with due confidentiality, and its use and transfer to other institutions in the group
restricted to aspects relating to the extension and management of credit or to
compliance with prudential supervision regulations, with the data on natural per-
sons having to be cancelled once they have ceased to be pertinent in this connec-
tion.

The data reported to the CCR shall be reserved for the Banco de Espafa
and they shall be subject, like the rest of the information in their hands in the ex-
ercise of the functions legally attributed to them, to the professional secrecy ar-
rangements envisaged to this end (5). Provision is made for the possible transfer
of the data, under reciprocal arrangements, to foreign public agencies or entities
performing similar functions to those of the CCR; however, if such agencies or
entities do not belong to a European Union Member State, they may not provide
data on natural persons that are not sole proprietors or on fee-earning profes-
sionals.

The data recorded in the CCR shall, generally, be maintained for ten years.
That said, they may be maintained indefinitely, in such a way that the party con-
cerned cannot be identified, depending on their historical, statistical or scientific
value. Nonetheless, this general rule should be mixed with two others. First, re-
garding legal persons, data may also be maintained indefinitely, although access to
data over ten years old is restricted to such access being made in the exercise of
institutions’ prudential supervision powers or as part of other legal functions of
the BE (6). Second, the reporting institutions, as indicated earlier, cannot gain ac-
cess to data older than five years on legal persons; accordingly, use and access in
this case is restricted to exercise of the aforementioned public functions. Further,
the Law contains a detailed and rigorous system of safeguards for the borrowers
to whom the reported data pertain, envisaging various possible cases: data access,
rectification and potential cancellation, and suspension of data transfer if the ap-
propriate procedures and claims are substantiated.

Following a reminder of the sanctioning powers of the Data Protection
Agency, the legal text adds further forms of conduct relating to the CCR that are
punishable in the sanctioning regime applicable to credit institutions in the LDI.
These expressly define the failure to comply with the duty of confidentiality in re-

(5) Article 6 of Royal Legislative Decree 1298/1986 of 28 June 1986 on the adaptation of legislation on
credit institutions to EU law.

(6) In accordance with the amendment of article 64 (1) of Law 44/2002 of 22 November 2002, implemented
via the twelfth additional provision of Law 53/2002 of 30 December 2002 on fiscal, administrative and social
measures.
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spect of the data received from the CCR, their use for unauthorised ends or the
request for information outside the legally permitted bounds as a serious or very
serious infringement (according to the circumstances).

Finally, the possibility is foreseen in the future of private institutions tender-
ing to provide the information service rendered by the CCR on the capital sol-
vency of households and firms. Such activity shall be in conformity, in any event,
with the regulations applicable to the protection of personal data.

Electronic money institutions

As indicated above, article 21 of the Law addresses the first phase of the
transposition to Spanish law of European Parliament and Council Directives 2000/
28/EC and 2000/46/EC, both dated |8 September 2000, on electronic money in-
stitutions and on electronic money. The legal regulation of this area (which has to
be completed by the related implementing regulations) foresees the creation of a
new type of financial figure, namely electronic money issuing institutions, which
will be considered as credit institutions and whose main activity will consist of the
issuance of means of payment in the form of electronic money, an instrument de-
scribed elsewhere in this Report. Such institutions will be acknowledged as opera-
tors with a Community passport in other European Union Member States.

Admittedly, the requirements for the creation and activity of the new type
of institution will be detailed in the regulations implementing the Law. But neces-
sary prior authorisation is stipulated here for access to the activity (to be granted
by the Ministry of Economy following a report by the Banco de Espafia), as is sub-
jection to the monitoring and examination of the Spanish central bank and the
application, with the adaptations so determined, of the sanctioning regime for
credit institutions.

Using the possibilities granted to Member States by Community regulations,
the legal text now states that when the electronic money issued by an institution
circulates solely among companies of the group it belongs to, it may be exempt
from specific periodic reporting obligations. Institutions that have obtained an ex-
ception, in Spain or in another European Union country, will not be entitled to
the Community passport.

llI.1.1.2. Changes affecting other entities supervised by the Banco
de Espaina
Currency-exchange bureaux
Article 36 of the Law reforms the legal regime applicable to currency-ex-
change bureaux, to update that currently in force (7) in the light of the experience

and practice of supervision in recent years.

As regards the bureaux that conduct the broadest range of transactions
(those authorised to conduct cross-border transfers) — these being the ones

(7) Article 178 of Law 13/1996 of 30 December 1996 on fiscal, administrative and social measures.
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whose activity is of most significance for our financial system — the requirements
for taking up and pursuing their business have been tightened, bringing them more
into line with those established for other supervised financial institutions. Accord-
ingly, from the viewpoint of prudential supervision, first, the checking of the suit-
ability of the shareholders is incorporated into the initial conditions that must be
satisfied to obtain authorisation, and second, the possibility is envisaged of stricter
operating conditions being laid down by the government in the relevant regula-
tions, including controls over shareholder changes, minimum capital and own
funds requirements and other appropriate measures to strengthen their solvency
and liquidity. As regards the prevention of money laundering, the Ministry of
Economy was authorised to establish certain conditions in relation to the opera-
tions of this type of bureaux (upper limits to the amounts of transactions, infor-
mation requirements and forms relating to the customers involved in their trans-
actions, etc.), to ensure better compliance with their obligations in this area.
Finally, compulsory annual auditing of the accounts of these bureaux is provided
for.

A second change made by the Law is to place the powers of supervision
and oversight of transparency and customer protection in relation to bureaux au-
thorised to conduct purchase transactions only, with the authorities responsible
for the protection of consumers and users. The rationale for this change is that,
since the aforementioned business is carried out basically by non-specialist entities
as a complement to some other principal business (hotels, travel agencies, car hire
companies, etc.), the supervision and oversight of these areas can be carried out
more rapidly, closely and flexibly by these authorities. This change is without
prejudice to the BE’s powers of supervision and oversight in relation to the re-
quirements to obtain and maintain authorisation, as well as to conduct proceed-
ings and impose sanctions.

Finally, the possibility is expressly provided for, by reference to the regula-
tions applicable to credit institutions, of sanctioning persons who infringe the
rules restricting access to the currency-exchange business provided for in the
Law.

li.1.1.3. Other matters

— The Law envisages the possibility, as a further instrument of prudential super-
vision, that the BE and other authorities (the CNMV and Directorate General
of the Treasury) may, in the exercise of their powers over the entities they
supervise, have access to audit documentation (including the auditor’s working
papers). This possibility only applies in particularly serious cases, when they
have been unable to obtain the specific information sought directly from the
entities themselves (article 53, one) (8).

(8) As regards the provision of services by auditors to regional governments, article 98 of Law 53/2002 of 30
December 2002 has introduced a fifteenth additional provision into Law 26/1988 of 29 July 1988 (LDI) prohibit-
ing auditors who provide services to the competent bodies of regional governments and agencies or entities re-
porting to them, in relation to the exercise of their powers over savings banks and other entities, from perform-
ing, simultaneously or during the five previous or five subsequent years, any audit work for such savings banks or
other entities.
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— To improve the efficiency, effectiveness and quality of supervision procedures,
the second final provision of the law provides that the BE and the CNMV
(among other institutions) shall have internal control bodies whose hierarchi-
cal relationships and reporting powers shall be governed by the principles of
impartiality, objectivity and avoidance of conflicts of interest.

A report on the supervisory functions of these institutions shall be prepared
annually, for submission to Parliament and the Government, and shall include a
report of the relevant internal control bodies. This publication satisfies this
requirement. Indeed, the BE anticipated these provisions when it published the
first edition of this report last year.

Finally, it should be noted that the authorities charged with prudential supervi-
sion have a duty to co-operate with one another, in accordance with the gen-
eral principle of co-operation between general government bodies. They may
enter into specific agreements for the purpose of establishing regular informa-
tion exchanges, standardising their specific procedures and practices and,
where applicable, designing instruments that enable the above-mentioned ob-
jectives to be monitored.

— The seventeenth additional provision of the Law expressly describes the duty
of credit institutions and other persons subject to the same disciplinary rules
to keep information on their customers confidential. The only exceptions to
this duty of confidentiality are for data which the customer or the law allows
to be revealed, data that are requested by or should be transmitted to the
supervisory authorities and data exchanged between credit institutions belong-
ing to the same consolidated group. Although this duty is not new to our legal
system (being derived from the area of protection of the right to privacy and
professional secrecy, with extensive support in case law) its infringement is
now considered a very serious offence and sanctioned in accordance with the
disciplinary rules applicable to such entities

I11.1.2. Contributions to deposit guarantee funds

Contributions to the Savings Bank Deposit Guarantee Fund, which had
been suspended since 1996, were set by Order ECO 136/2002 of 24 January
2002 (9) at 0.04% of deposits as at December 2002.

Orders ECO 316/2002, 317/2002 and 318/2002 (10) establish that:

I. In accordance with the provisions of Royal Decree 948/2001 of 3 August
2001 on investor compensation schemes (see page 147 of the Report on
Banking Supervision in Spain 2001), the base for calculating the contributions
shall be made up of both the deposits and the securities guaranteed, the latter
being weighted by their conversion value.

2. The volume of contributions for savings banks according to the Order dis-
cussed in the previous paragraph (now calculated using the new base) is held

(9) BOE of 30 January 2002.
(10) All'in the BOE. of 14 February 2002.
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unchanged, as is the level set for credit co-operatives (0.1%), while that for
banks is set at 0.06% (previously 0.1%).

I11.1.3. Accounting and regular reporting of information
Circular of the Banco de Espaiia 4/12002 of 25 June 2002 (11)

In order to obtain the information required by the European Central
Bank (12), this Circular requires credit institutions to report to the Banco de Es-
pafia, on a monthly basis, new statistical information on interest rates applied to
deposits and loans vis-a-vis households and non-financial corporations, distinguish-
ing between that relating to outstanding amounts and that on new business. How-
ever, in order to minimise the cost of obtaining such data, it has been decided to
make use of the possibility established in the Regulation of requesting this infor-
mation only from a sample of institutions whose data are considered representa-
tive of those of the population. Accordingly, these new obligations shall only apply
to Spanish institutions and the branches of EU institutions whose turnover in
Spain of deposits and loans vis-a-vis households and non-financial corporations
resident in Spain or in the EU is greater than or equal to € 500 million.

Circular of the Banco de Esparia 5/2002 of 24 September 2002 (13)

Also in relation to the information to be reported to the European Central
Bank (14), the above Circular (which amends Circular 4/1991 of 14 June 1991 on
accounting and financial statement formats) introduces, as its major changes, a re-
quirement for monthly (instead of quarterly) information and also a requirement
for more information on the rest of the world sector and other sectors of the
euro area countries.

At the same time, the opportunity provided by this piece of legislation was
taken, inter alia, to require a new statement from credit institutions, with greater
details of the fixed-income and equity securities deposited by third parties, to
unify the way in which the equity portfolios of individual entities and of the eco-
nomic group are reported and to require, as a general rule, electronic transmis-
sion of the various confidential statements.

111.2. COMMUNITY PROVISIONS
I11.2.1. Financial conglomerates

The most significant change at the European level in the prudential supervi-
sion of financial institutions was the approval in 2002 of Directive 2002/87/EC of the
European Parliament and of the Council of 16 December 2002 on the supplemen-

(I'l) BOE of 2 July 2002.

(12) Regulation (EC) No 63/2002 of the ECB of 20 December 2001 concerning statistics on interest rates
applied by monetary financial institutions to deposits and loans vis-a-vis households and non-financial corpora-
tions.

(13) BOE of 4 October 2002.

(14) Regulation (EC) No 2423/2001 of the ECB of 22 November 2001 concerning the consolidated balance
sheet of the monetary financial institutions sector.
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tary supervision of credit institutions, insurance undertakings and investment firms
in a financial conglomerate and amending other sectoral directives (15). It should be
pointed out that the finally approved version of the text of this directive coincides,
save for translation improvements and slight technical corrections, with the one
prepared during the Spanish presidency of the first half of 2002 on which broad con-
sensus was reached in the Council Working Group on Economic Questions (16).

The main objective of the Directive is to subject financial groups that in-
clude credit institutions, investment firms and insurance and reinsurance under-
takings authorised in the European Union, to supplementary supervision, without
prejudice to the traditional supervision at the sectoral level.

As regards the conceptual definition of a financial conglomerate (FC), in ad-
dition to the specifications to identify the regulated and non-regulated categories
of entities that may make up the group, the Directive defines as such those groups
whose financial activity represents more than 40% of their total business, provided
that the smallest financial sector (banking and investment services, taken together,
or insurance) represents more than 10% of overall financial activity, or has a bal-
ance sheet total exceeding € 6 billion. In this latter case, when the 10% threshold
is not satisfied, the group may be excluded from supplementary supervision in the
event of common agreement by the relevant competent authorities.

The scope of the supplementary supervision of FCs covers:

a) The calculation of their adjusted solvency, it being provided in general terms
that the adjusted own funds of FCs must be at least equal to the sum of the
solvency requirements of each of the financial sectors of the group, calculated
in accordance with one of the various methods of calculation set out in An-
nex | of the Directive, which shall be selected in accordance with the criteria
laid down for the purpose.

b) The supervision of transactions entailing risk concentration for the conglom-
erate vis-a-vis third parties (based on the minimum amounts set for the pur-
pose), as well as of significant intra-group transactions between the firms of
the conglomerate or with respect to the natural or legal persons with which
they have close links. As regards the latter, it is provided in the alternative
that persons having more than 5% of the own funds of the FC shall be consid-
ered to have close links, as well as the possibility of the Member States being
able to establish quantitative or qualitative limits.

¢) The obligation on regulated entities to have in place, at the level of the FC,
adequate risk management processes and internal control mechanisms, with
at least the scope specified in the Directive.

As regards exercise of the new supplementary supervision, the Directive
establishes that, for FCs in which there are entities regulated in more than one
Member State, a co-ordinator shall be appointed on the basis of specific criteria,

(15) OJ L 35, of Il February 2003. The sectoral directives it amends are: Council Directives 73/239/EEC,
79/267/EEC, 92/49/EEC, 92/96/EEC, 93/6/EEC and 93/22/EEC and Directives 98/78/EC and 2000/12/EC of the
European Parliament and of the Council.

(16) ECOFIN of 7 May 2002.
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which essentially assign this role to the authority competent to supervise the
group’s parent undertaking or, in the absence thereof, to the authority with com-
petence to supervise its most important financial institution. Notwithstanding the
foregoing, the possibility is provided for some other co-ordinator being appointed
by agreement between the competent authorities involved.

The co-ordinator is assigned three types of task:

I. Assessment of the FC’s financial and solvency situation, as well as of its struc-
ture and internal controls.

2. The taking of certain technical decisions necessary for application of the new
prudential requirements.

3. Certain instrumental functions, such as the distribution of information among
the competent authorities and the channelling of communication with the FC.

The most important of the technical tasks mentioned shall be carried out
after consultation with the group’s other relevant competent authorities (those, if
different from the co-ordinator, responsible for supervising the sectoral groups
included in the FC, as well as those, appointed by the latter, responsible for sig-
nificant individual entities within the FC). By contrast, the adoption of measures to
enforce the directive, e.g. those whose object is to correct possible deficiencies in
compliance therewith, is generally assigned to the relevant competent authorities.
To complement the above distribution of functions, the Directive provides, in
greater detail than in those of a sectoral nature, a very precise system of co-op-
eration and information exchange.

The Directive, within the scope of the supplementary supervision of FCs,
finishes with the rules applicable to those whose parent undertaking is outside the
Community. In this case it must be verified whether the supplementary supervi-
sion applicable in the third country in question is equivalent to that provided for
by the Directive. Only in the absence of equivalent supervision shall the provisions
of the Directive be applied to the European entities of the FC, the possibility be-
ing provided for of requiring a holding company to be set up, with its head office
in the Community, as the parent undertaking of these entities.

Finally, a procedure is included to enable the Commission, assisted by the
Member States, to adapt certain technical aspects of the Directive to market de-
velopments and to encourage its uniform application.

Notable, owing to its importance, among the amendments to the sectoral
directives (banking, investment services and insurance), which are also included in
this Directive, is that which aims to avoid the double counting of own funds aris-
ing from cross-sectoral cross-holdings in individual entities or groups not consid-
ered to be FCs. For this purpose, the Directive provides for the deduction from
eligible own funds of those relating to the holdings that credit institutions and in-
vestment services companies have in insurance or reinsurance undertakings that
exceed 20% of the investee (banking and investment services cross-sectoral hold-
ings are already deducted), and vice versa in relation to the solvency margin of
insurance undertakings. As an alternative to this deduction, Member States may
authorise the application, mutatis mutandi, of the calculation methods included in
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Annex | of the Directive. Certain provisions parallel to those described above are
also incorporated into the sectoral Directives, such as that requiring verification
of the equivalence of sectoral supervision in the case of groups with parent under-
takings outside the Community and that relating to the need to subject intra-
group transactions to supervisory overview.

Regarding the transposition of the Directive into national law (the Member
States having until August 2004 for this purpose), it should be noted that there is
a body of rules in Spain (applied since 1996) that anticipated many of the Commu-
nity provisions to which it must now be fully adapted. These rules relate to so-
called “non-consolidated mixed groups of financial institutions” and are included in
the legislation on the own funds requirements for financial institutions (17).

According to these rules, all national groups made up of financial institu-
tions (including insurance undertakings) which constitute a decision unit (there are
no absolute or relative thresholds), are subject to prudential supervision. As a
general rule, this supervision shall be carried out by the Spanish body responsible
for supervising the controlling entity or group of financial institutions or, if deemed
more appropriate in the circumstances, such body as may be designated for the
purpose by the Economy Minister. The functions of this supervision authority are
similar to those provided for in the Directive in relation to the coordinator (as-
sessment and monitoring of the situation of the conglomerate, the execution of
decisions adopted by common agreement being left to the sectoral authorities
within the scope of their respective powers). This prudential supervision of mixed
groups basically involves net aggregation of the own funds and solvency require-
ments of the entities or groups that make them up, in accordance with the criteria
envisaged in the sectoral legislation, albeit with certain adjustments established for
the purpose (this method would be equivalent to one of the combination ones
provided for in the Directive); Spanish legislation also envisages (although this as-
pect has not been developed) the control of risk concentration in a mixed group,
extending the application of the rules provided for in the sectoral legislation to
mixed groups (this option is also included in the Directive).

I11.2.2. Financial collateral arrangements

Directive 2002/47/EC of the European Parliament and of the Council of 6
June 2002 on financial collateral arrangements (18) was also approved during the
six-month Spanish presidency, the period for its transposition into the national
legal systems expiring in December 2003. The main objective of this directive is to
establish a uniform basic regime in the European market for financial services for
the collateral provided to reduce credit risk in financial transactions between enti-
ties, resolving certain problems that affect the use of such collateral, especially at
the cross-border level.

The financial collateral arrangements to which the instrument refers include
both those involving transfer of title (repurchase agreements) and those involving

(17) Title V of Law 13/1992 of | June 1992; chapter V of Royal Decree 1343/1992 of 6 November 1992, in-
corporated by RD 2024/1995 of 22 December 1995; Order of 4 December 1996 and section eight of CBE 5/
1993 of 26 March 1993, incorporated by CBE 3/1997 of 29 April 1997.

(18) OJ L 168 of 27 June 2002.
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the creation of a security interest (basically pledges), potential collateral including
both financial instruments and cash. As regards the parties covered, both the col-
lateral taker and the collateral provider must be financial institutions subject to
prudential supervision, the ECB or some other official banking institution or public
authorities. The possibility is also included whereby one of the parties may be any
person other than a natural person (although this latter case can be excluded by
the Member States)

The measures approved in relation to these arrangements relate to:

a) The removal of burdensome formalities for the creation and enforcement of
collateral (including, among the possible forms of enforcement, both the ap-
propriation of the collateral by the collateral taker and setting off its value
against, or applying its value in discharge of, the relevant financial obligations).

b) The right of use of the security provided as collateral by the collateral taker,
even in cases, such as pledges, in which there is no transfer of title.

¢) The protection of such agreements from rules of insolvency law that may ob-
struct the effective enforcement of the collateral.

d) The clarification for cross-border transactions of the legal system applicable
to collateral arrangements involving book-entry securities (which shall gener-
ally be governed by the law of the country in which the relevant account is
maintained).

I11.2.3. Application of international accounting standards

Regulation (EC) No 1606/2002 of the European Parliament and of the
Council of 19 July 2002 on the application of international accounting stand-
ards (19) makes it compulsory for groups that have issued securities admitted to
trading on a regulated market of any Member State to prepare their consolidated
accounts, for each financial year starting on or after | January 2005, in conformity
with such standards (20). The reform aims to harmonise the financial information
supplied in EU capital markets.

In addition, each Member State may also permit or require the above-men-
tioned companies to prepare their annual accounts, and groups that have not is-
sued securities traded on any EU regulated market to prepare their consolidated
accounts, in conformity with the international accounting standards adopted by
the EU.

No firm decision has yet been taken in Spain as to whether to use this pos-
sibility. However, it is very likely that annual accounts will continue to be prepared
in accordance with Spanish accounting standards, which should converge with in-
ternational ones, and also that non-publicly traded groups will be permitted to

(19) OJ L 243 of || September 2002.

(20) The international standards whose future application has been established are the International Ac-
counting Standards (IAS), the International Financial Reporting Standards (IFRS) and related interpretations that
may be made or approved by the International Accounting Standards Board (IASB), as well as future IFRS.
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prepare their consolidated accounts in conformity with international standards,
notwithstanding the existence of Spanish consolidated accounting rules compatible
with the international ones.

111.2.4. Distance marketing of financial services

Directive 2002/65/EC of the European Parliament and of the Council of 23
September 2002 concerning the distance marketing of financial services (21),
which must be transposed into national law by 9 October 2004, aims to harmo-
nise, as far as possible, measures relating to the marketing and provision to con-
sumers of financial services, when this is carried out without the physical presence
of the supplier (e.g. through channels of communication such as the postal service,
the telephone system and electronic means). Following the example set by the
Electronic Commerce Directive (22), this Directive establishes the general princi-
ple that the competent authorities of the service provider’s home country shall be
the ones responsible for ensuring compliance with its provisions.

Notable among its provisions are the determination of the information that
financial institutions providing financial services at a distance are required to sup-
ply to the consumer in the pre-contractual phase, which extends from advertising
to the contractual phase, and the grant to such consumer of a right to withdraw
without giving any reason during a period of |14 calendar days from conclusion of
the contract, although certain limited exceptions are recognised (e.g. in the case
of mortgage loans).

(21) OJ 1271 of 9 October 2002.
(22) Directive 2000/31/EC of the European Parliament and of the Council of 8 June 2002 on certain legal
aspects of information society services, in particular electronic commerce, in the Internal Market.

123






ANNEX |

RECENT DEVELOPMENTS
IN INTERNATIONAL REGULATION
AND BANKING SUPERVISION FORA






A.l. INTRODUCTION

There are three main areas in which international banking supervision and regulation activity is
conducted. The first is an international forum, the Basel Committee on Banking Supervision (known as
the Basel Committee or by its English abbreviation, BCBS). The other two areas relate to the struc-
ture of the European Union’s institutions, with two committees connected to the European Commis-
sion — the Banking Advisory Committee (BAC) and the “Groupe de Contact” (GdC) — and another
that is part of the structure of the European Central Bank — the Banking Supervision Committee
(BSC).

In participating in these three fora, the Banco de Espafia combines its functions as the supervisor of
credit institutions, the Government’s adviser on banking policy and the body responsible for the stability of
the financial system.

The Basel Committee was created in 1974 by the central bank governors of the G-10 countries to lay
down guidelines for sound supervisory practices. Although their recommendations do not formally have
legal force, in practice they have a major impact and ultimately take the form of applicable rules. It receives
material and organisational support from the Bank for International Settlements, but is independent from
this latter institution. At present |3 countries sit on the Committee [the G-10 countries plus Switzerland,
Luxembourg and Spain, which is the most recent member of the BCBS (I)].

As regards the first two fora within the European Commission’s field, the Banking Advisory Committee
(BAC) was set up in 1977. Its main aim was to advise the Commission on the preparation of prudential
legislation for credit institutions. It is made up of representatives drawn from finance ministries, banking
supervision authorities and central banks. The BAC is empowered to amend technical aspects of banking
directives via the so-called comitology procedure, a power which will foreseeably be of greater relevance in
the future if the Lamfalussy framework envisaged for the regulation of the securities industry is developed (a
development which, moreover, may entail a far-reaching change with the BAC being transformed into an-
other or other committees, as will be seen later).

The Groupe de Contact is the oldest of the supervisory groups. It was created in 1972 and is intended
to be the forum in which supervisors may exchange their experiences and approaches in respect of the ap-
plication of supervision and of prudential rules, and the discussion of individual cases. Its representatives are
from the banking supervisory agencies of the 15 Member States, and there are also observers from the
other three countries of the European Economic Area. Its composition and nature (a small number of high-
level experts) provide for and promote fluid exchange among its members.

(I) Spain joined the BCBS in February 2001.
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Finally, the ECB set up the Banking Supervision Committee (BSC) in October 1998, though this was
previously a sub-committee of the EMI. Its essential aims relate to the stability of the European financial
system and the macroprudential analysis of credit institutions. It also assists in the preparation of the opin-
ions delivered by the ECB on draft national or EU banking rules. It is made up of representatives from the
central banks and supervisory authorities of the 15 EU members.

In addition, there are other groups in which the Banco de Espafia participates in connection with the
discussion of supervisory matters, such as the OECD Financial Markets Committee and the BIS Central
Bank Statistics Group. Further, the Banco de Espafia holds the chair of the Joint Forum of Financial Con-
glomerates, representing the Basel Committee.

The figures for the number of groups and sub-groups (2) of the three principal structures mentioned
are very significant: 17 groups in Basle, 13 in the field of the European Commission, and 5 headed by the
ECB Banking Supervision Committee (in addition to numerous task forces), making for a round total of 170
meetings in 2002.

Since late 2001, highly relevant events have occurred on the international scene: the terrorist attacks
on the United States, failures at multinational companies, the questioning of accounting rules, and of audit-
ing companies and rating agencies, crises in certain countries, etc. The consequences of these events have,
from the standpoint of prudential regulations, supervision and financial stability, been widely analysed in
these supervisory committees and groups during 2002.

There are also important areas in the banking supervision and regulation field on which work is un-
der way in the related fora, such as the treatment of bank crises, the aggregation of inter-sectoral risks, the
transfer of risks between different financial sectors, or the application of international accounting standards
to credit institutions.

Nonetheless, when it comes to selecting the key issues in 2002 regarding international activity in the
banking supervision and regulation area, this annex will focus on two very different matters, but ones which
have significantly impacted banks, supervisors and institutions.

The first of these matters is the undertaking of work on the new Basel and European Union sol-
vency regulations. Section Al very briefly summarises first, the latest developments in and status of the
new Basel Capital Accord, subsequently describing developments in the European Union in connection
with this same Accord. This section closes with a description of the quantitative impact exercise per-
formed by Basel to assess whether the accord, in its current draft phase, meets the objectives set by
the Committee. Unsurprisingly, this impact study also affects the work of the European Union on this
issue.

The second matter relates to the changes in the structure of European supervisory agencies. These
are addressed in section A3.

Finally, section A4 analyses bilateral relations with other supervisors.

A.2. THE REVISION OF CAPITAL ADEQUACY REGULATIONS

It is well known that the Basel Committee has, over the last four years, been immersed in a task of
enormous importance for the international banking system. This will mark a milestone for banks’ risk man-

(2) For further information on these groups and sub-groups, see the Report on Banking Supervision in Spain 2001.
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agement systems and the procedures for determining their capital requirements. At issue here is the revi-
sion of the 1988 Basle Capital Accord.

To acquire legal force, the Basel Accords have to be included in European legislation. The 1988 Ac-
cord is included in Directive 89/647/EEC (currently consolidated in Directive 2000/12). The New Accord
will also have to be included in a Directive. In this regard, the European Commission has been working in
parallel with Basel, co-operating in the working groups of the Committee (directly and through the com-
mon members) and drawing up its draft Directive.

There follows a brief description of the most significant developments in Basel and in the European
Union in 2002. Likewise, an explanation will be given of the characteristics of the questionnaire on the
quantitative impact study of the New Accord proposals completed by banks between October and Decem-
ber 2002, and on which work continues.

A.2.1. The process in Basel

The 1988 Accord fulfilled the significant function of setting minimum capital levels in the international
arena, promoting a level playing field without ceasing to safeguard the solvency of banks. However, the
need became apparent ten years later to make the 1988 framework more risk-sensitive, fostering at the
same time the extension of the best risk management practices used by banks. And this was all to be done
maintaining overall capital levels in the banking system and without undermining competition equality be-
tween institutions from different countries operating in the same markets.

Thus began the revision of the 1988 Accord, which is now in its final phase. After two consultative
processes (November 1999 and January 2001), the key elements of the New Accord had taken shape (3) by
late 2001. Still pending were developments in certain areas (e.g. securitisation, or operational risk), the fine-
tuning and calibration of the treatment of certain specific bank operations (retail operations, with a break-
down of revolving credit cards; credit to SMEs; structured transactions), the treatment of Maturity in the IRB
approaches and also the form to be given to certain matters relating to the so-called Pillars 2 and 3 (4).

Current status of and timetable for the process

Intense work continued throughout 2002 on these issues, to the extent that in September a com-
plete draft Accord was available (although in the securitisation area it was presented as highly tentative), in
keeping with the timeframe envisaged for conducting an impact study of the Accord as a whole (see section
A.2.3). This will allow for the public release of a third consultative document with the necessary technical
adjustments, where appropriate, so as to ensure quality and acceptability to those sectors interested.

The key dates of the process of the approval and entry into force of the New Accord are:
* | October 2002: release of the impact study (with three months for institutions to complete it)

* May 2003: publication of the third Consultative Document

(3) This is not the appropriate place to describe the draft New Accord. For further information, consult the Basel Committee website
(www.bis.org).

(4) It should be recalled that the New Accord is based on three so-called pillars. Pillar | requires minimum capital requirements to cover
credit, market and operational risks (calculated on the basis of methodologies described therein); Pillar 2 is the so-called supervisory review, based
on the requirement that institutions should have proper management and capital-calculation processes to cover their risks, which will be reviewed
by the supervisor; and Pillar 3 stipulates public reporting or disclosure requirements so that market discipline may operate.
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* 31 July 2003: end of the consultative period
* 31 October 2003: publication of the New Accord

* 31 December 2006: implementation of the New Accord

Implementation of the Accord

In addition to the technical aspects described in the foregoing section, the need to address the ques-
tions and difficulties arising from the implementation of the Accord was considered in 2002.

A capital accord such as that currently taking shape is not easy to implement in practice. Its flexibility is
accompanied by greater complexity, as it offers several options which institutions may select and encourages
the use of best practices. Moreover, many of the institutions at which it is applicable are very complex, and
have subsidiaries and branches in many countries, some with widely differing financial cultures and markets.
National supervisors must therefore agree on how to implement the New Accord so that the flexibility of-
fered by it both to institutions and to national supervisors will not lead to an unlevel playing field for banks.

The Committee thus set up a new working group in 2002 (the Accord Implementation Group) to
seek solutions to these implementation problems, making the exchange of information and experiences
among various national supervisors easier in order to promote a consistent response by them.

A.2.2. The process in the European Union

As mentioned, a process has been under way in the European Union in recent years in parallel to
that of the preparation of the New Accord in Basel. Indeed, the European Commission established its own
working groups to draw up the new solvency Directive, taking into account developments in Basel, but
adapting them to the actual circumstances in Europe when it was deemed necessary. The European Com-
mission has thus conducted its own consultative processes, on approximately the same dates as the Basel
Committee, submitting to consultation mainly the treatment of European particularities.

It is worth noting that there is clear intent that the European banking sector should be subject to the
same rules as its international competitors. Consequently, the European directive should adhere as far as
possible to what is established in Basel. Admittedly, however, certain adjustments are needed because of
two European characteristics in this field. First, the scope of application of the rule is wider than in other
countries that will adopt the Accord. This is because in Europe, for the sake of a level playing field in the
internal market, credit institutions and investment firms are subject to the same regulations whatever their
size. That means certain aspects or requirements of the Basle Accord must be adjusted to make them pro-
portionate to the activity or size of the banking sector in Europe.

Second, there are issues of particular interest to Europe because they are characteristic of its eco-
nomic and financial system. Some have been reflected in the Basle Accord, owing to the participation of EU
countries in the Committee (5), and include most notably the treatment of SMEs or maturity; others have
not been stipulated in the Accord, whereby they may be implemented on an independent basis in Europe.

Finally, the European Commission has a great interest in establishing the framework and mechanisms
needed so that such lengthy, flexible and complex regulations may be implemented on time, that they may
be adapted to market developments and that their implementation is consistent across the various Member

(5) Germany, Belgium, Spain, France, Italy, Luxembourg, the Netherlands, Sweden and the United Kingdom.
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States, thereby obviating competitive imbalances within the European internal market. These mechanisms
will be described in section A.3.

Current status of and timetable for the process

There is a fairly advanced and complete draft directive which includes the new capital adequacy regu-
lations (6), based on the new three-level legislative approach described in section A3.

Significantly, at a closer stage to their completion, the revision of the regulations on bank solvency
was the focus of interest for various European political institutions (the Council and the Parliament, in addi-
tion to the Commission). There were thus various initiatives in 2002.

* In March, the Barcelona Summit called on the Commission to conduct a study on the consequences of
the new regulations for the European financial and real sector (this will be entrusted to a university con-
sortium). The findings of this study will be available at end-2003.

* The Commission is channelling the contribution of the European countries that are not members of the
Basle Committee to the QIS3 quantitative impact study (along with that of the accession countries that
have participated in it).

* In November 2002, the European Commission undertook what it called a “structured dialogue” with the
interested parties (in particular the financial sector, SMEs and consumers). The publication of the draft
directive has acted as a basis for discussion at two levels: the Commission with the European federations
of credit institutions, and each of the Member States with their respective associations. This process,
which ended in February 2003, has proven extremely fruitful. The findings will be disclosed on the same
European Commission website as that quoted in footnote 6, where the response of both the Banco de
Espafia and of three of the Spanish associations of credit institutions may be consulted.

* The European Parliament is likewise aware of the main developments in the Basel regulations and the
European approaches, and it is conducting a study on their effect.

It is expected that all these initiatives will enable the deadline for the approval of the Community
Directive in 2005 to be met, along with its transposition to the Member States’ national legislations so that
it can be implemented in December 2006.

A.2.3. The quantitative impact study (QIS3)
Background and aims

As mentioned in connection with the completion of the third consultative document (CP3), the Basle
Committee decided, prior to its publication, to conduct a fresh quantitative impact study (called QIS3) to
assess how the Committee’s proposals affect institutions’ capital requirements.

The results of this exercise are intended to help ensure compliance with the objectives set by the
Committee at the outset of this proposal: the principle of capital neutrality for the system as a whole, i.e.
that capital requirements should not change in relation to those in place under the current regulations, and
the setting of incentives for institutions to adopt more advanced approaches in their risk management and
measurement systems.

(6) The November 2002 version of the text of this directive can be viewed on the European Commission’s website (http://europa.eu.int/comm/
internal_market/en/index.htm#).
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Participation and group structure

I3 member countries of the Committee have participated in the study. To analyse and present the
findings, the participating institutions are divided into two groups. Group | is made up of the large interna-
tionally active banks, and group 2 of the remaining banks, which are usually smaller, focused on domestic
operations and, on many occasions, specialists in some specific type of operation. 64 banks from group |
have provided data for the study, and |17 from group 2. The sample used in group | is representative of
the financial systems of the different countries, which is not always the case with the banks in group 2.

In the light of the acceptance of the 1988 Accord, the Committee expects the New Accord to con-
tinue to be a reference for solvency internationally. This is why the Committee considered the participation
in this exercise of non-G10 countries — with the notable presence of countries which will join the EU in the
near future — to be important.

Likewise, the European Commission considered it essential to assess the impact of the New Accord
on European small and medium-sized institutions and to gather information on matters of particular impor-
tance for these institutions, namely the credit risk mitigation practices used and the effect of the proposals
on their risks with small and medium-sized companies.

Process

The exercise was based on a complex questionnaire that gathered a large volume of information and
was accompanied by detailed instructions which, moreover, included all the Committee’s proposals. The
questionnaire was sent to banks on | October 2002, and may be consulted on the Committee’s web-
site (7). The results were sent by the institutions to supervisors on 20 December 2002.

Based on information provided by institutions, the risk-weighted assets are calculated for each of the
new approaches, the standard approach (SA) and the two (foundation and advanced) IRB approaches, and
also for the current Accord. This allows compliance with the aforementioned objectives to be analysed.
Further, it provides considerable versatility when comparing results and analysing, where appropriate, the
impact of the alternative proposals.

To smooth discussion with the institutions, the Committee decided to publish a weekly update of
participating institutions’ most frequently asked questions (FAQs). The aim was to harmonise criteria in in-
terpreting the proposals and instructions of the QIS3, on the basis of the doubts arising both at banks and
in the countries’ internal supervisory authorities.

A.3. RECENT DEVELOPMENTS IN THE STRUCTURE OF THE EUROPEAN UNION'’S
REGULATORY AND SUPERVISORY AGENCIES AND COMMITTEES

European financial institutions and markets have faced many changes in recent years (increased inter-
nationalisation, the launch of the euro, the development of new financial products and the tendency to-
wards consolidation and conglomeration, to name but a few). The European structures to regulate and su-
pervise these financial institutions and markets, and to promote financial stability, must be receptive to this
environment. The structures have also to play a key role in eliminating the remaining obstacles to financial
market integration in the European Union.

(7) Given the complexity and volume of information required, a provisional version had been sent to the participating institutions in July so as
to facilitate data compilation.
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Mindful of this need, the European finance ministers meeting in Ecofin appreciated that these issues
merited prime consideration in the securities industry. In 2000 they duly called on a group of experts to
study the means of attaining the EU’s objectives for the dynamic, competitive and innovative development
of capital markets. The result of this work was the Lamfalussy Report, named after its chairman, which pro-
posed a four-level regulatory and supervisory approach:

* Level I: EU legislation (agreed under the usual joint-decision procedure between the European Parliament
and the Council of Ministers), consisting of high-level principles that contain only the essential elements
of the regulation and which specify the non-essential elements which can be agreed upon in level 2;

* Level 2: to define, propose and decide upon those details that are non-essential for the regulation (which
will also have legal force) following the mandate of or clearance by level |. This will be done by a formal
regulatory committee, the “level 2 Committee”, chaired by the European Commission, which will be ad-
vised by the “level 3 Committee” described below;

* Level 3, under which supervisors that are members of the “level 3 Committee” co-operate in order to
improve consistency in the transposition and implementation of the legislation agreed under levels | and
2; and

* Level 4, intended to reinforce the application of EU rules.

The Lamfalussy Report also recommended that the four levels be complemented with a greater de-
gree of openness, consultation and transparency among the various institutions and agencies involved. The
Lamfalussy report was backed by Ecofin and has been implemented in the securities area.

While the securities area was identified as being most in need of a reorganisation of its supervisory
framework, the finance ministers did not ignore other financial sectors. Indeed, in recent years several re-
ports (via the Economic and Financial Committee, which reports to Ecofin) have been commissioned to
assess whether the current European regulatory and supervisory structure for the financial sector as a
whole continues to respond appropriately to the need to safeguard financial stability, crisis management and
financial integration:

* An initial report (the Brouwer report dated April 2000) concluded that although the institutional agree-
ments in place provided a flexible and consistent basis for safeguarding financial stability in Europe, their
functioning in practice needed to be improved.

* A subsequent report (April 2001, Brouwer 2) concluded that co-operation and co-ordination had to be
further strengthened in order to ensure the management of a crisis in the EU, and it made a series of
recommendations in this connection.

* Finally, the Economic and Financial Committee’s report on financial integration (May 2002) recommend-
ed, inter alia, that consideration be given to applying the 4-level Lamfalussy approach to the banking and
insurance industries.

On the basis of these reports, Ecofin asked the Economic and Financial Committee in May 2002 to
assess and submit options for: (i) the future design and implementation of the new legislation for financial
services, information exchange among supervisors and convergence in respect of best supervisory practices;
(i) policy advice to Ecofin and to the European Commission; and (iii) evaluation of potential threats to fi-
nancial stability. The Commission was invited to contribute to the EFC’s work with a report on the appro-
priate structure to facilitate the implementation and reinforcement of legislation, in line with the recom-
mendations of the EFC report on financial integration.
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During the following months several proposals were developed, involving dialogue between the inter-
ested parties and including an open consultation period. The EFC’s final report was approved by Ecofin in
December 2002. It made the following recommendations:

* The Lamfalussy approach should be applied in all financial sectors, with the same bases as those of the
agreements already implemented in the securities field (albeit subject to sectoral specifications). This ap-
proach would benefit from the experience obtained in the securities area, ensuring that the existing insti-
tutional agreements were observed and incorporating the necessary accountability and reporting proce-
dures.

There should be three separate sectoral committees at each of the levels 2 and 3 (for banking, securities
and insurance), and an additional committee at level 2 for financial conglomerates. These Committees
should co-ordinate on inter-sectoral matters.

* Policy assessment on financial matters should be provided by a group made up of representatives from Fi-
nance Ministries and chaired by a Member State. This will be called the Financial Services Committee (de-
scribed in the report as the reconstituted FSPG, in reference to its forerunner). This group would report
to the Economic and Financial Committee (which in turn reports to Ecofin) and should bridge the gap
between the policy and technical regulatory levels, reflecting the inter-sectoral strategies, without form-
ing part of the legislative process.

* The Economic and Financial Committee would report to Ecofin on financial stability matters to contribute
to its work in this field.

As regards the EU agreements for regulation and banking supervision, the biggest direct impact will
stem from the first of these recommendations. The finance ministers believe that the existing structures for
committees in the banking sector (briefly described at the start of this annex) have been useful, but that
they should be transformed so as to meet the recommendations:

* The Economic and Financial Committee recommend that the “level 2 banking committee” should be
formed by drawing on and converting the current Banking Advisory Committee (BAC). This “recast BAC”
would act as a regulatory committee (voting on technical implementation issues proposed by the European
Commission on the basis of advice from the “level 3 committee”) and as a consultative committee, advis-
ing the Commission on the mandates to be given to the “level 3 committee”. The functions of the current
BAC not transferred to the “level 2 committee” shall be located in the “level 3 committee”.

* A new high-level committee of banking supervisors shall be set up and entrusted with level-3 banking re-
sponsibilities. The remit of this committee will be as follows: it will advise the Commission, in particular,
on the preparation of the proposals addressing the matters submitted at level 2 (both those requested of
it and those stemming from its own initiative); it will promote consistency in the implementation of EU
directives and convergence in respect of Member States’ best supervisory practices; and it will provide
for an effective operational network for improving day-to-day supervision, including information ex-
change. The level 3 Committee will be operationally independent. Its Chairman and Secretary will be
chosen from among its members, and each country represented will have a vote. So as to take into ac-
count the synergy between banking supervision and central banks, the related banking supervision au-
thorities and the central banks without direct supervisory responsibilities, including the ECB, will partici-
pate. The other two existing committees (the ECB Banking Supervision Committee and the Groupe de
Contact) will have observer status on the level 3 committee.

* The current EEA banking supervisor Groupe de Contact will continue with its work, as well as becoming

the main working group for the “level 3 banking committee”. This remit will include information ex-
change.
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On approving the report by the Economic and Financial Committee, Ecofin stated that the current
inter-institutional agreements should be observed and that there should be a full and open overhaul in
2004. The issue of the delegation of powers to the Commission (to adopt implementation measures) was
left open, pending talks with the European Parliament. However, Ecofin noted that other aspects of the
new structure could be implemented, and invited the Commission to set up the level 2 committees (with
an advisory capacity only) and the level 3 committees as soon as possible.

A.4. BILATERAL RELATIONS WITH OTHER SUPERVISORS
A.4.1. Supervision of foreign credit institutions in Spain

As at 3|1 December 2002, there were 59 branches of foreign credit institutions in Spain, 50 of which
were institutions of EU countries. The presence of subsidiaries of foreign credit institutions was also nota-
ble.

As the subsidiaries of foreign credit institutions are for legal purposes Spanish institutions, they are
subject to supervision by the Banco de Espaia. Nonetheless, if the supervisor of the parent or the supervi-
sor of the consolidated group wishes to conduct an examination of a subsidiary in Spain, the Banco de Es-
pafia poses no obstacles. In order to proceed, the supervisor in question notifies the Banco de Espafa of its
intention beforehand and, in many cases, a prior meeting is held. There may also be meetings after the ex-
amination to discuss the results.

As regards branches, a distinction should be drawn between those of institutions belonging to the EU
and those of other countries.

Regarding those belonging to EU and following the adoption of the Second Banking Co-ordination
Directive (Directive 646/89/EEC), now included in the Codified Banking Directive (Directive 12/2000/EC)
establishing the principle of mutual recognition, the opening of branches of EU institutions does not require
prior authorisation in Spain, but communication to the Banco de Espaiia by the competent authority in the
home country. The Second Directive also established the principle that the supervision of branches is the
responsibility of the home country, whereby examinations are conducted by the competent authorities of
the home country, whether directly or via auditors. Only in the case of the supervision of liquidity is com-
petence retained by the host country. In this case too, there will be prior notification from the home-coun-
try supervisor before examining the branch, and there is usually a meeting before the examination begins
and after its completion.

The opening of branches of third countries is subject to prior authorisation in Spain. Such authorisa-
tion is the competence of the Ministry of Economy, further to a report by the Banco de Espaia. Although
branches are part of a credit institution that is devoid of legal personality, the opening of branches of third
countries is subject to most of the rules governing the authorisation of credit institutions. In this case the
Banco de Espafia does have supervisory competence and conducts examinations, albeit without standing in
the way of examination by the supervisory authority of the country in which the institution is incorporat-
ed.

A.4.2. Memoranda of Understanding (MoU)

The Banco de Espafa is signatory to seven MoU with the competent authorities of EU countries
where there are branches of Spanish credit institutions, or vice versa. These protocols were drawn up to
determine the details of the provisions laid down in the Second Directive regarding notifications for the
establishment of branches by the credit institution of one EU Member State in another, the information
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that should be exchanged, co-operation in the supervision of liquidity, the action to be taken in the event of
non-compliance or a crisis, and the potential for co-operation and information exchange in examinations,
etc. As stated, the scope of application of the protocols is branches, as this is what is regulated in the Sec-
ond Directive. However, the protocols always include a reference to co-operation in the monitoring of
reciprocal subsidiaries. Further, regular meetings are envisaged in which, in addition to reviewing the activi-
ties of branches and subsidiaries, information is exchanged on legislative changes bearing on financial and
supervisory practices.

Apart from the bilateral MoU entered into with competent authorities of EU Member States, the
Banco de Espafia is signatory to eight MoU, one of which signed in 2002, with the authorities of the Latin-
American countries where the most important subsidiaries of Spanish banking groups are to be found. On
signing these protocols the Banco de Espaia has sought clearly to define the respective supervisory respon-
sibilities and to ensure that the parent institution has at hand all the information required for the manage-
rial control of its subsidiaries. Furthermore, the protocols should allow the Banco de Espafia to perform its
attendant supervisory functions on a consolidated basis.
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ANNEX 2

CONSOLIDATED GROUPS
OF SPANISH CREDIT INSTITUTIONS






EXPLANATORY NOTE

Consolidated groups (CGs) are classified in accordance with the nature of the parent institution.
Credit institutions (Cls) that are not part of any CG (those that report own funds on an individual basis)

are listed as such at the foot of the respective institutional blocks.

The code on the left is the number of the institution in the Banco de Espafia’s Register of Institu-

tions.

BANKS

CONSOLIDATION
METHOD APPLIED (1)

GRUPO ATLANTICO
0008 BANCO ATLANTICO, S.A.
8916 ATLANTICO SERVICIOS FINANCIEROS
(INSTITUTIONS: 2)

GRUPO DEUTSCHE, SAE
0019 DEUTSCHE BANK, SAE
0205 DEUTSCHE BANK CREDIT, SA
(INSTITUTIONS: 2)

GRUPO BSCH
0049 BANCO SANTANDER CENTRAL HISPANO, SA
0011 ALLFUNDS BANK, SA
0030 BANCO ESPANOL DE CREDITO, SA
0036 SANTANDER CENTRAL HISPANO INVEST.
0038 BANESTO BANCO DE EMISIONES, SA
0073 PATAGON BANK, SA
0083 BANCO ALICANTINO DE COMERCIO, SA
0086 BANCO BANIF, SA
0091 BANCO DE ALBACETE, SA
0100 BANCO DE VITORIA, SA
0109 BANCO DESARROLLO ECONOMICO ESPANOL
0224 HBF BANCO FINANCIERO, SA
4757 SANTANDER CENTRAL HISPANO LEASE, EF

(I) Consolidation method applied:
| 1.—Global consolidation method.

22.—Proportionate consolidation method.
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4797 SCH MULTILEASING, SA, EFC

8206 HIPOTEBANSA, EFC, SA

8236 HISPAMER SERVICIOS FINANCIEROS

8314 BANSANDER DE FINANCIACIONES, SA
8490 SANTANA CREDIT, EFC, SA

8906 SCH FACTORING Y CONFIRMING, SA, EF
8910 BANESTO FACTORING, SA, EFC

(INSTITUTIONS: 20)

GRUPO PARIBAS

0058 BNP PARIBAS ESPANA, SA

0225 BANCO CETELEM, SA

8512 UNION CREDITOS INMOBILIARIOS
8798 EURO CREDITO, EFC, SA

8914 BNP PARIBAS LEASE GROUP, SA, EFC

(INSTITUTIONS: 5)
GRUPO MAPFRE

0063 BANCO SER. FIN. CAJA MADRID-MAPFRE
0125 BANCOFAR, SA

4837 MADRID LEASING CORPORACION, SA
8793 FINANMADRID, SA, EFC

(INSTITUTIONS: 4)

GRUPO PASTOR
0072 BANCO PASTOR, SA
8620 PASTOR SERVICIOS FINANCIEROS
(INSTITUTIONS: 2)

GRUPO POPULAR

0075 BANCO POPULAR ESPANOL, SA
0004 BANCO DE ANDALUCIA, SA

0024 BANCO DE CREDITO BALEAR, SA
0082 BANCO DE CASTILLA, SA

0095 BANCO DE VASCONIA, SA

0097 BANCO DE GALICIA, SA

0216 BANCO POPULAR HIPOTECARIO, SA
0229 BANCOPOPULAR-E, SA

0233 POPULAR BANCA PRIVADA, SA

8903 HELLER FACTORING ESPANOLA, SA

(INSTITUTIONS: 10)

GRUPO SABADELL

0081 BANCO DE SABADELL, SA

0118 BANCO DE ASTURIAS, SA

0185 SABADELL BANCA PRIVADA, SA

0230 ACTIVOBANK, SA

4719 BANSABADELL LEASING, EFC, SA

8211 BANSABADELL HIPOTECARIA, EFC, SA
8225 SOLBANK LEASING, EFC, SA

8789 BANASTURIAS LEASING, EFC, SA

8909 BANSABADELL FACTORING, EFC, SA

(INSTITUTIONS: 9)

GRUPO BANCOVAL-DEXIA
0094 BANCOVAL, SA
0231 DEXIA SABADELL BANCO LOCAL, SA
(INSTITUTIONS: 2)

GRUPO ZARAGOZANO
0103 BANCO ZARAGOZANO, SA
8905 BANZANO GROUP FACTORING, SA, EFC
(INSTITUTIONS: 2)
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GRUPO URQUIJO

0112
0228

BANCO URQUIJO, SA
BANCO CDC URQUIJO, SA
(INSTITUTIONS: 2)

GRUPO BANKPYME

0142
4753
8734

GRUPO BBVA
0182
0009
0035
0057
0113
0121
0129
0132
0227
1004
8321
8908

BCO. PEQUENA Y MED. EMPRESA

EDAMLEASING, EFC, SA

MULTIAHORRO, EFC, SA
(INSTITUTIONS: 3)

BANCO BILBAO VIZCAYA ARGENTARIA, SA

FINANZIA, BANCO DE CREDITO, SA

BBVA PRIVANZA BANCO, SA

BANCO DEPOSITARIO BBVA, SA

BANCO INDUSTRIAL DE BILBAO, SA

BANCO OCCIDENTAL, SA

BBVA BANCO DE FINANCIACION, SA

BANCO DE PROMOCION DE NEGOCIOS

UNOE BANK, SA

BANCO DE CREDITO LOCAL DE ESPANA

FINANZIA TRUCKS, EFC, SA

BBVA FACTORING, EFC, SA
(INSTITUTIONS: 12)

GRUPO B. FINANZAS

0186

GRUPO UBS
0226

BANCO DE FINANZAS E INVERSIONES
(INSTITUTIONS: 1)

UBS ESPANA, SA
(INSTITUTIONS: 1)

GRUPO INVERSIS

0232

BANCO INVERSIS NET, SA
(INSTITUTIONS: 1)

I
22

INSTITUTIONS ONLY CONSOLIDATED WITH OTHERS NOT SUBJECT
TO BANCO DE ESPANA SUPERVISION OR PROPORTIONATELY

0042
0078
0128
0188
0198
0211
1000
0061
0065
0079
0122
0130
0131
0138
0200
0217
0222

BANCO GUIPUZCOANO, SA
BANCA PUEYO, SA
BANKINTER, SA
BANCO ALCALA, SA
BANCO COOPERATIVO ESPANOL, SA
SDAD. ESPANOLA BANCA NEG. PROBANCA
INSTITUTO DE CREDITO OFICIAL
BANCA MARCH, SA
BARCLAYS BANK, SA
BANCO INVERSION, SA
CITIBANK ESPANA, SA
BANCO SIMEON, SA
BANCO ESPIRITO SANTO, SA
BANKOA, SA
PRIVAT BANK, SA
BANCO HALIFAX HISPANIA, SA
JP MORGAN BANK, SA
(INSTITUTIONS: 17)
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INSTITUTIONS THAT ARE NOT CONSOLIDATED AND SHOW OWN FUNDS
ON AN INDIVIDUAL BASIS

0003 BANCO DE DEPOSITOS, SA

0021 BANCO CONDAL, SA

0031 BANCO ETCHEVERRIA, SA

0123 BANCO DE HUELVA, SA, EN LIQ.

0151 JP MORGAN CHASE BANK, SE

0155 BANCO DO BRASIL, SA, SE

0161 BANKERS TRUST COMPANY, SE

0169 BANCO DE LA NACION ARGENTINA, SE
0214 ARAB BANK, PLC, SE

0219 BANQUE MAROCAINE COM. EXT. INTERNAT.
0220 BANCO FINANTIA SOFINLOC, SA

1485 BANK OF AMERICA, NA, SE

0136 BANCO ARABE ESPANOL, SA

0191 EUROBANK DEL MEDITERRANEO, SA
0223 GENERAL ELECTRIC CAPITAL BANK, SA

(INSTITUTIONS: 15)

SAVINGS BANKS

GRUPO CAJA CATALUNA

2013 CAIXA D’ESTALVIS DE CATALUNYA I
4779 LEASING CATALUNYA, EFC, SA I
8915 FACTORCAT, EFC, SA I

(INSTITUTIONS: 3)

GRUPO M. P. CORDOBA
2024 CAJA DE AHORROS Y M. P. DE CORDOBA I
8612 COMERCIANTES REUNIDOS DEL SUR, SA I
(INSTITUTIONS: 2)

GRUPO CAJA MADRID

2038 CAJA DE AHORROS Y M. P. DE MADRID I
0099 ALTAE BANCO, SA I
0063 BANCO SER. FIN. CAJA MADRID-MAPFRE 22
0125 BANCOFAR, S.A. 22
4837 MADRID LEASING CORPORACION, SA 22
8793 FINANMADRID, SA, EFC 22

(INSTITUTIONS: 6)

GRUPO CAJA ASTURIAS
2048 CAJA DE AHORROS DE ASTURIAS I
0115 BANCO LIBERTA, SA I
(INSTITUTIONS: 2)

GRUPO CAJA BALEARES
2051 CAJA DE AHORROS Y M. P. DE BALEARES I
4838 SA NOSTRA DE INVERSIONES, EFC, SA I
(INSTITUTIONS: 2)

GRUPO CAJA CANTABRIA
2066 C. AHORROS DE SANTANDER Y CANTABRIA I
4819 BANCANTABRIA INVERSIONES, SA, EFC I
(INSTITUTIONS: 2)

GRUPO C. SAN FERNANDO
2071 C. A. P. S. FERNANDO DE SEVILLA Y JEREZ I
8596 UNION CTO. FIN. MOB. INM. CREDIFIM I
(INSTITUTIONS: 2)
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GRUPO BANCAJA
2077 BANCAJA I
0093 BANCO DE VALENCIA, SA I
(INSTITUTIONS: 2)

GRUPO CAIXA VIGO
2080 CAIXA VIGO, OURENSE E PONTEVEDRA I
0046 BANCO GALLEGO, SA I
(INSTITUTIONS: 2)

GRUPO IBERCAJA
2085 IBERCAJA I
4832 IBERCAJA LEASING Y FINANCIACION I
(INSTITUTIONS: 2)

GRUPO KUTXA
2095 BILBAO BIZKAIA KUTXA I
4809 ADEFISA LEASING, EFC, SA I
(INSTITUTIONS: 2)

GRUPO CAJA PENSIONES

2100 C. AHORROS Y PENSIONES DE BARCELONA I
0133 BANCO DE EUROPA, SA I
4767 CAIXALEASING Y FACTORING, EFC, SA I
8209 HIPOTECAIXA, EFC, SA I
8221 CORPORACION HIPOTECARIA MUTUAL I
8776 FINCONSUM, EFC, SA I
8788 FINANCIACAIXA 2, EFC, SA I

(INSTITUTIONS: 7)

GRUPO CAJA GUIPUZCOA

2101 CAJA AHORROS GIPUZKOA Y S. SEBASTIAN I
0059 BANCO DE MADRID, SA I
8811 GRUPO SERV. HIP. ON-LINE, EFC, SA I

(INSTITUTIONS: 3)

GRUPO UNICAJA
2103 UNICAJA I
0184 BANCO EUROPEO DE FINANZAS, SA I
(INSTITUTIONS: 2)

INSTITUTIONS ONLY CONSOLIDATED WITH OTHERS NOT SUBJECT
TO BANCO DE ESPANA SUPERVISION OR PROPORTIONATELY

2000 CONFED. ESPANIOLA CAJAS DE AHORROS I
2010 M. P. Y CAJA GRAL. BADAJOZ I
2018 CAJA DE AHORROS MUNICIPAL DE BURGOS I
2030 CAIXA D’ESTALVIS DE GIRONA I
2031 CAJA GENERAL DE AHORROS DE GRANADA I
2032 CAJA DE AHORRO PROV. DE GUADALAJARA I
2037 CAJA DE AHORROS DE LA RIOJA I
2041 CAIXA D’ESTALVIS DE MANRESA I
2042 CAIXA D’ESTALVIS LAIETANA I
2043 CAJA DE AHORROS DE MURCIA I
2052 CAJA INSULAR DE AHORROS DE CANARIAS I
2054 CAJA DE AHORROS Y M. P. DE NAVARRA I
2059 CAIXA D’ESTALVIS DE SABADELL I
2065 CAJA GENERAL DE AHORROS DE CANARIAS I
2073 CAIXA D’ESTALVIS DE TARRAGONA I
2074 CAIXA D’ESTALVIS DE TERRASSA I
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2081 CAIXA D’ESTALVIS DEL PENEDES I
2086 CAJA AHORROS INMACULADA DE ARAGON I
2090 CAJA DE AHORROS DEL MEDITERRANEO I
2091 CAJA DE AHORROS DE GALICIA I
2094 CAJA DE AHORROS Y M. P. DE AVILA I
2096 CAJA ESPANA DE INVERSIONES I
2097 CAJA DE AHORROS DE VITORIA Y ALAVA I
2098 M. P. Y CA. DE HUELVA Y SEVILLA I
2099 CAJA AHORROS Y M. P. DE EXTREMADURA I
2104 CAJA AHORROS DE SALAMANCA Y SORIA I
2105 CAJA AHORROS DE CASTILLA-LA MANCHA I

(INSTITUTIONS: 27)

INSTITUTIONS THAT ARE NOT CONSOLIDATED AND SHOW OWN FUNDS
ON AN INDIVIDUAL BASIS

2040 CAIXA D’ESTALVIS COMARCAL MANLLEU
2045 CAJA DE AHORROS Y M. P. ONTINYENT
2092 CAJA PROVINCIAL DE AHORROS DE JAEN
2017 CIRCULO CATOLICO OBREROS DE BURGOS
2056 COLONYA-CAIXA D’ESTALVIS POLLENSA
2069 CAJA AHORROS Y MONTE PIEDAD SEGOVIA

(INSTITUTIONS: 6)

CREDIT CO-OPERATIVES AND SPECIALISED CREDIT INSTITUTIONS

GRUPO LAB. MONDRAGON

3035 CAJA LABORAL POPULAR, CC I
4788 AROLEASING, EFC, SA I
(INSTITUTIONS: 2)
GRUPO LICO
4713 LICO LEASING, SA, EFC I

(INSTITUTIONS: 1)

GRUPO RENAULT
4726 ACCORDIA ESPANA, SA, EFC I
8345 RENAULT FINANCIACIONES, SA, EFC I
(INSTITUTIONS: 2)

GRUPO TARCREDIT
4784 TRANSOLVER FINANCE, EFC, SA I
8640 TARCREDIT, EFC, SA I
(INSTITUTIONS: 2)

GRUPO PRYCA CONTINENTE
8795 SERVICIOS FINANCIEROS CARREFOUR, EF I
8815 FINANDIA, EFC, SA I
(INSTITUTIONS: 2)

INSTITUTIONS ONLY CONSOLIDATED WITH OTHERS NOT SUBJECT
TO BANCO DE ESPANA SUPERVISION OR PROPORTIONATELY

3008 CAJA R. DE NAVARRA, SCC I
3017 CAJA R. DE SORIA, SCC I
3025 CAIXA C. DELS ENGINYERS, SCC I
3058 CAJA R. INTERMEDITERRANEA, SCC I
3084 CAJA R. VASCA, SCC I
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3085 CAJA R. DE ZAMORA, CC I
3159 CAIXA POPULAR-CAIXA RURAL, SCCV I
3172 CAJA CAMINOS, SCC I
3183 CAJA DE ARQUITECTOS, SCC I
8807 ARALAR, EFC, SA I

(INSTITUTIONS: 10)

INSTITUTIONS THAT ARE NOT CONSOLIDATED AND SHOW OWN FUNDS
ON AN INDIVIDUAL BASIS

3001 CAJA R. DE ALMENDRALEJO, SCC
3005 CAJA R. CENTRAL, SCC

3007 CAJA R. DE GIJON, CC

3009 CAJA R. DE EXTREMADURA, SCC

3016 CAJA R. DE SALAMANCA, SCC

3018 C.R. S. AGUSTIN FUENTE-ALAMO, SCC
3020 CAJA R. DE UTRERA, SCALC

3021 CAJA R. DE ARAGON, SCC

3022 CAJA R. DE FUENTEPELAYO, SCC

3023 CAJA R. DE GRANADA, SCC

3029 CAJA DE CREDITO DE PETREL, CR, CCV
3045 CAIXA R. ALTEA, CCV

3056 CAJA R. DE ALBACETE, SCC

3060 CAJA R. DE BURGOS, CC

3062 CAJA R. DE CIUDAD REAL, SCC

3063 CAJA R. DE CORDOBA, SCC

3064 CAJA R. DE CUENCA, SCC

3067 CAJA R. DE JAEN, SCC

3070 CAIXA R. GALEGA, SCCLG

3076 CAJA R. DE TENERIFE, SCC

3078 CAJA R. DE SEGOVIA, CC

3083 CAJA R. DEL DUERO, SCCL

3089 CAJA R. NTRA. SRA. GUADALUPE, SCCA
3095 CAJA R. S. ROQUE DE ALMENARA, SCCV
3096 CAIXA R. DE L'ALCUDIA, SCVC

3098 CAJA R. NTRA. SRA. DEL ROSARIO, SCA
3102 CAJA R. S. VICENTE FERRER, SCCV

3104 CAJA R. NTRA. SRA. DEL CAMPO, SCAC
3105 CAIXA R. DE CALLOSA D’EN SARRIA, CC
3110 CAJA R. CATOLICO-AGRARIA, SCCV
3011 C. R. LA VALL “S. ISIDRO”, SCCV

3112 CAJA R. S. JOSE DE BURRIANA, SCCV
3113 CAJA R. S. JOSE DE ALCORA, SCCV

3114 CAJA R. CASTELLON S. ISIDRO, SCCV
3115 CAJA R. “NUESTRA MADRE DEL SOL”, SCA
3116 CAJA R. COMARCAL MOTA DEL CUERVO, SCC
3117 CAIXA R. D’ALGEMESI, SCVC

3118 CAJA R. DE TORRENT, CCV

3119 CAJA R. S. JAIME ALQUERIAS, SCCV

3121 CAJA RURAL DE CHESTE, SCC

3123 CAIXA R. DE TURIS, CCV

3127 C.C. A, C. R. DE CASAS IBANEZ, SC
3128 CAJA R. DE LA RODA, SCC

3130 CAJA R. S. JOSE DE ALMASSORA, SCCV
3134 C. R. NTRA. SRA. ESPERANZA DE ONDA, SCC
3135 CAJA R. S. JOSE DE NULES SCCV

3137 CAJA R. DE CASINOS, SCCV

3138 CAJA R. DE BETXI, SCCV

3140 CAJA R. DE GUISSONA, SCC

3144 CAJA R. DE VILLAMALEA, SCCA
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3146
3147
3150
3152
3157
3160
316l
3162
3165
3166
3171
3174
3177
3179
3181
3186
3187
3188
3189
4789
8219
8233
8235
8240
8342
8524
8567
8618
8769
8796
8810
8812
8814
8816
8817
8911
8918
3059
3080
3081
3082
3094
8308
4706
4709
4761
4799
8234
8307
8714
8778
8780
8804
8805
8806
8813
8912
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CAJA ESCOLAR DE FOMENTO, SCC
CAIXA R. DE BALEARS, SCC

CAJA R. DE ALBAL, CCV

CAJA R. DE VILLAR, CCV

CAJA R. LA JUNQUERA CHILCHES, SCCV
CAIXA R. S. JOSEP DE VILAVELLA, SCCV
CAJA R. S. FORTUNATO, SCCCL

CAIXA R. BENICARLO, SCCV

CAJA R. S. ISIDRO VILAFAMES, SCCV
C.R.S. ISIDRO LES COVES VINROMA
CAIXA DELS ADVOCATS-CAJA ABOGADOS
CAIXA R. VINAROS, SCCV

CAJA R. DE CANARIAS, SCC

CAJA R. DE ALGINET, SCCV

CAJA DE ELCHE

CAIXA R. ALBALAT DELS SORELLS, CCV
CAJA R. DEL SUR, S. COOP. CREDITO
CREDIT VALENCIA, CRCCV

CAJA R. ARAGONESA Y DE LOS PIRINEOS
H. SANTOS, EFC, SA

PRAGA HIPOTECAS Y CTOS., EFC, SA
AHORROGESTION HIPOTECARIO, SA (EFC)
BILBAO HIPOTECARIA, SA, EFC
CREDITER, SA, EFC

LUZARO, EFC, SA

MONTJUICH, EF, EFC, SA

FINANCIERA OVIEDO, SA, EFC
MONETICIA, SA, EFC

UNION FINANCIERA ASTURIANA, SA
COFIDIS HISPANIA, EFC, SA

AMERICAN EXPRESS, EFC, SA
SUDLEASING ESPANA, EFC, SA
ACCORDFIN ESPANA, EFC, SA

SDAD. CONJUNTA EMISION G. M. P,, EFC, SA
CARTUJA FINANCIERA ANDALUZA, SA
ELECTROLUX FINANCIERA, SA, EFC
TELEFONICA FACTORING, EFC, SA
CAJA R. DE ASTURIAS, SCC

CAJA R. DE TERUEL, SCC

CAJA R. DE TOLEDO, SCC

CAJA R. DEL MEDITERRANEO, SCC
CAJA CAMPO, CAJA RURAL, SCC
FINANCIERA CARRION, SA, EFC
CATERPILLAR FINANCIAL CORP. FINAN.
ING LEASE (ESPANA), EFC, SA

IBM FINANCIACION, EFC, SA
MERCEDES-BENZ CREDIT, EFC, SA

AIG FINANZAS, SA, EFC

VOLKSWAGEN FINANCE, SA, EFC
GMAC ESPANA, SAF, EFC

XEROX DE FINANCIACION, SA, EFC
BMW FINANCIAL SERVICES IBERICA
COFIBER FINANCIERA, EFC, SA
FINANCIERA EL CORTE INGLES, EFC
VFS FINANCIAL SERV., EFC, SA

SCANIA FINANCE HISPANIA, EFC, SA
INTER-FACTOR EUROPA, SA, EFC

(INSTITUTIONS:107)



ANNEX 3

DIRECTORATE GENERAL BANKING
SUPERVISION: ORGANISATION CHART






Directorate General Banking Supervision

DIRECTOR GENERAL

TECHNICAL
SECRETARIAT
Institutional
and international
relations

PLANNING
SUPERVISION | DEPARTMENT Oreanised i
L . X . rganised into
Savings banks, credit co-operatives ] 7
) groups
and mutual guarantee companies
| | SUPERVISION Il DEPARTMENT Organised into
Large banking groups 5 groups

SUPERVISION IIl DEPARTMENT
Other domestic banks, branches
—  of foreign banks in Spain, specialised
credit institutions, appraisal companies
and currency-exchange bureaux

Organised into
5 groups

SUPERVISION IV DEPARTMENT
Financial analysis and early warning
systems, technological innovation Organised into
and specialised cross groups (Latin 5 groups
America, Treasury and Models,
and Debt and Custody)
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ANNEX 4

DIRECTORATE GENERAL BANKING
REGULATION: ORGANISATION CHART






Directorate General Banking Regulation

DIRECTOR GENERAL

Head of the Accounting
Regulation Division

Technical
Co-ordinator

Director of the Financial
Reporting and CCR
Department

Head of the Financial
Reporting Division

Head of the CCR,
Shareholders and
Branches Division

Head of the Regulation
and Transparency Division

Head of the Analysis and
Advice Division

Director of the Financial
Institutions Department

Head of the International
Co-ordination Division

Head of the Financial
Stability Division
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ANNEX 5

DISCIPLINARY PROCEEDINGS
INITIATED DURING THE PERIOD 1998-2002






Disciplinary proceedings initiated during the period 1998-2002

INSTITUTIONS 1998 1999 2000 2001 2002 TOTALS

Banks 8 8 2 2 4 24
Savings banks 3 2 | 6
Credit co-operatives 2 4 4 5 15
Specialised credit institutions | 3 | 5
Appraisal companies | 3 4
Mutual guarantee companies | |
Appraisal company revocations 3 | 4
Use of names or pursuit of activities reserved

for credit institutions 2 4 2 2 4 14
Currency-exchange bureaux 5 5
Advertising 2 2
Non-compliance with ECB min. res. requirements 5 6 7 10 28
TOTALS 18 24 22 18 26 108
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ANNEX 6

PROCEEDINGS BY TYPE
OF INFRINGEMENT






Proceedings by type of infringement

Infringement p " Reserved Appraisal Non-co%pliance
Year Number of proceedings z(i)scr:iessg]dgs name companies Ecvgl min.
Very serious  Serious Minor (art. 29, LDI) (RD 775/97) res. requirements

1998 18 proceedings against institutions 14 2 2

1999 24 proceedings against institutions 15 | 3 2 5
| proceeding against particular directors
of such institutions |

2000 22 proceedings against institutions 4 15 5 2 3 6
76 proceedings against particular directors
of such institutions 20 80 24
2001" 12 proceedings against institutions | 6 | | 7
19 proceedings against particular directors
of such institutions 13 18 3
2002 |7 proceedings against institutions | 14 2 2 2 10
43 proceedings against particular directors
of such institutions 13 102 4
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BANCO DE ESPANA PUBLICATIONS

REGULAR PUBLICATIONS

ANNUAL REPORT (in Spanish and English) ()
FINANCIAL ACCOUNTS OF THE SPANISH
ECONOMY (bilingual Spanish/English edition)
(annual) (4)

THE SPANISH BALANCE OF PAYMENTS

(in Spanish and English) (annual) (4)
CENTRAL DE ANOTACIONES EN CUENTA
(annual) (A)

BOLETIN ECONOMICO (monthly) (&)
ECONOMIC BULLETIN (quarterly) (~)
BOLETIN ESTADISTICO (monthly) (4)
BOLETIN DE ANOTACIONES EN CUENTA
(daily)

CENTRAL DE BALANCES. RESULTADOS
ANUALES DE LAS EMPRESAS

NO FINANCIERAS (annual monograph) (4)
CIRCULARES A ENTIDADES DE CREDITO (4)
CIRCULARES DEL BANCO DE ESPANA.
RECOPILACION (four-monthly) (&)
REGISTROS DE ENTIDADES (annual) (A)
FINANCIAL STABILITY REPORT (in Spanish
and English) (half-yearly) (4)

MEMORIA DEL SERVICIO

DE RECLAMACIONES (annual) ()

REPORT ON BANKING SUPERVISION
IN SPAIN (in Spanish and English) (annual) (4)

ECONOMIC STUDIES (BLUE SERIES)

49.

50.

51.

52.

53.

54.

55.

CARLOS CHULIA: Mercado espafiol de pagarés de
empresa (1992). (4)

MIGUEL PELLICER: Los mercados financieros orga-
nizados en Espana (1992). (A)

ELOISA ORTEGA: La inversién extranjera directa en
Espafa (1986-1990) (1992).

ALBERTO CABRERO, JOSE LUIS ESCRIVA AND
TERESA SASTRE: Demand equations of the new
monetary aggregates (1992). (The Spanish original of
this publication has the same number.) (4)

ANGEL LUIS GOMEZ JIMENEZ AND JOSE MARIA
ROLDAN ALEGRE: Analysis of fiscal policy in Spain:
a macroeconomic perspective (1988-1994) (1995).
(The Spanish original of this publication has the same
number.) (&)

JUAN MARIA PENALOSA: El papel de la posicién fi-
nanciera de los agentes econémicos en la transmision
de la politica monetaria (1996). (4)

ISABEL ARGIMON MAZA: El comportamiento del
ahorro y su composicion: evidencia empirica para
algunos paises de la Unién Europea (1996). (4)

Note: The full list of each series is given in the Publications Cat-
alogue.
Those indicated with (+) are available in electronic format.

56.

58.

59.

63.

64.

65.

66.

67.

68.

69

70.

71.

72.

73.

74.

JUAN AYUSO HUERTAS: Riesgo cambiario y riesgo
de tipo de interés bajo regimenes alternativos de tipo
de cambio (1996). (~)

OLYMPIA BOVER, MANUEL ARELLANO AND SA-
MUEL BENTOLILA: Unemployment duration, benefit
duration, and the business cycle (1996). (The Spanish
original of this publication has the same number.) (+)

JOSE MARIN ARCAS: Stabilising effects of fiscal
policy. Volumes | and Il (1997). (The Spanish original
of this publication has the same number.) (4)

JOSE LUIS ESCRIVA, IGNACIO FUENTES, FER-
NANDO GUTIERREZ AND M?® TERESA SASTRE:
El sistema bancario espafol ante la Unién Monetaria
Europea (1997). (&)

ANA BUISAN Y ESTHER GORDO: El sector exterior
en Espana (1997). (4)

ANGEL ESTRADA, FRANCISCO DE CASTRO, IG-
NACIO HERNANDO AND JAVIER VALLES: La inver-
sion en Espana (1997). (4)

ENRIQUE ALBEROLA ILA: Espafia en la Unién Mo-
netaria. Una aproximacién a sus costes y beneficios
(1998). (~)

GABRIEL QUIROS (ed.): Mercado espafiol de deuda
publica. Volumes | and Il (1998). ()

FERNANDO C. BALLABRIGA, LUIS JULIAN AL-
VAREZ GONZALEZ AND JAVIER JARENO MO-
RAGO: A BVAR macroeconometric model for the
Spanish economy: methodology and results (2000).
(The Spanish original of this publication has the same
number.) (&)

ANGEL ESTRADA AND ANA BUISAN: El gasto de
las familias en Espafa (1999). (4)

ROBERTO BLANCO ESCOLAR: El mercado espafol
de renta variable. Andlisis de la liquidez e influencia
del mercado de derivados (1999). (4)

JUAN AYUSO, IGNACIO FUENTES, JUAN PENA-
LOSA AND FERNANDO RESTOY: El mercado mone-
tario espafol en la Unién Monetaria (1999). (4)

ISABEL ARGIMON, ANGEL LUIS GOMEZ, PABLO
HERNANDEZ DE COS AND FRANCISCO MARTI:
El sector de las Administraciones Publicas en Espaha
(1999). (~)

JAVIER ANDRES, IGNACIO HERNANDO AND
J. DAVID LOPEZ-SALIDO: Assessing the benefits of
price stability: the international experience (2000). (4)

OLYMPIA BOVER AND MARIO IZQUIERDO: Quality-
adjusted prices: hedonic methods and implications for
National Accounts (2001). (The Spanish original of
this publication has the same number.) (4)

MARIO [ZQUIERDO AND M?* DE LOS LLANOS
MATEA: An approximation to biases in the meas-
urement of Spanish macroeconomic variables derived
from product quality changes (2001). (The Spanish
original of this publication has the same number.) (4)

MARIO 1ZQUIERDO, OMAR LICANDRO AND AL-
BERTO MAYDEU: Car quality improvements and price
indices in Spain (2001). (The Spanish original of this
publication has the same number.) (4)

OLYMPIA BOVER AND PILAR VELILLA: Hedonic
house prices without characteristics: the case of new
multiunit housing (2001). (The Spanish original of this
publication has the same number.) (&)

MARIO IZQUIERDO AND M? DE LOS LLANOS
MATEA: Hedonic prices for personal computers in
Spain during the 90s (2001). (The Spanish original of
this publication has the same number.) (4)



ECONOMIC HISTORY STUDIES
(RED SERIES)

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

GASPAR FELIU: Precios y salarios en la Cataluha
moderna. Vol. Il: Combustibles, productos manufactu-
rados y salarios (1991). (&)

ESTEBAN HERNANDEZ ESTEVE: Noticia del abas-
tecimiento de carne en la ciudad de Burgos (1536-
1537) (1992). (4)

ANTONIO TENA JUNGUITO: Las estadisticas histo-
ricas del comercio internacional: fiabilidad y compa-
rabilidad (1992). (4)

MARIA JESUS FUENTE: Finanzas y ciudades. El
transito del siglo XV al XVI (1992). (&)

HERNAN ASDRUBAL SILVA: El Comercio entre Es-
pahay el Rio de la Plata (1778-1810) (1993). (&)

JOHN ROBERT FISHER: El Comercio entre Espafa e
Hispanoamérica (1797-1820) (1993). (4)

BEATRIZ CARCELES DE GEA: Fraude y adminis-
tracioén fiscal en Castilla. La Comision de Millones
(1632-1658): Poder fiscal y privilegio juridico-politico
(1994). (~)

PEDRO TEDDE AND CARLOS MARICHAL (eds.): La
formacion de los bancos centrales en Espana y Amé-
rica Latina (siglos XIX y XX). Vol. I: Espafia y México
(1994). (~)

PEDRO TEDDE AND CARLOS MARICHAL (eds.): La
formacioén de los bancos centrales en Espana y Amé-
rica Latina (siglos XIX y XX). Vol. Il: Suramérica y el
Caribe (1994). (~)

BEATRIZ CARCELES DE GEA: Reforma y fraude
fiscal en el reinado de Carlos Il. La Sala de Millones
(1658-1700) (1995). (~)

SEBASTIAN COLL AND JOSE IGNACIO FORTEA:
Guia de fuentes cuantitativas para la historia econé-
mica de Espafa. Vol. |: Recursos y sectores produc-
tivos (1995). (&)

FERNANDO SERRANO MANGAS: Vellén y metales
preciosos en la Corte del Rey de Espana (1618-1668)
(1996).

ALBERTO SABIO ALCUTEN: Los mercados infor-
males de crédito y tierra en una comunidad rural
aragonesa (1850-1930) (1996). ()

M? GUADALUPE CARRASCO GONZALEZ: Los ins-
trumentos del comercio colonial en el Cadiz del siglo
XVII (1650-1700) (1996). (~)

CARLOS ALVAREZ NOGAL: Los banqueros de Felipe
IV y los metales preciosos americanos (1621-1665)
(1997). (4)

EVA PARDOS MARTINEZ: La incidencia de la protec-
cién arancelaria en los mercados espanoles (1870-
1913) (1998). (4)

ELENA MARIA GARCIA GUERRA: Las acufiaciones
de moneda de vellén durante el reinado de Felipe Ill
(1999). (+)

MIGUEL ANGEL BRINGAS GUTIERREZ: La pro-
ductividad de los factores en la agricultura espafola
(1752-1935) (2000). (~)

ANA CRESPO SOLANA: EI comercio maritimo entre
Amsterdam y Cadiz (1713-1778) (2000). (~)

LLUIS CASTANEDA PEIRON: El Banco de Espafia
(1874-1900): la red de sucursales y los nuevos servi-
cios financieros (2001). (~)

SEBASTIAN COLL AND JOSE IGNACIO FORTEA:
Guia de fuentes cuantitativas para la historia eco-
némica de Espafa. Vol. II: Finanzas y renta nacional
(2002). (~)

ELENA MARTINEZ RUIZ: El sector exterior durante
la autarquia. Una reconstruccién de las balanzas de
pagos de Espana, 1940-1958 (2002). (+)

WORKING PAPERS

0120

0121

0201

0202

0203

0204

0205

0206

0207

0208

0209

0210

0211

0212

0213

0214

0215

0216

0217

0218

ROBERTO BLANCO ESCOLAR: The euro-area gov-
ernment securities markets. Recent developments
and implications for market functioning. (&)

JAVER ANDRES, J. DAVID LOPEZ-SALIDO AND
JAVIER VALLES: Money in an estimated business
cycle model of the euro area. ()

SOLEDAD NUNEZ RAMOS: La contribucién de las
ramas productoras de bienes y servicios TIC al cre-
cimiento de la economia espanola.

LUIS J. ALVAREZ GONZALEZ AND JAVIER JA-
RENO MORAGO: Implicaciones para la inflacion de
la conversion de precios a euros. (A)

IGNACIO HERNANDO AND SOLEDAD NUNEZ: The
contribution of ICT to economic activity: a growth ac-
counting exercise with Spanish firm-level data. (+)

JORDI GALI, MARK GERTLER AND J. DAVID
LOPEZ-SALIDO: Markups, gaps, and the welfare
costs of business fluctuations. ()

ANGEL ESTRADA GARCIA AND J. DAVID LOPEZ-
SALIDO: Understanding Spanish dual inflation. (&)

ANGEL ESTRADA, PILAR GARCIA-PEREA AND
MARIO IZQUIERDO: Los flujos de trabajadores en
Espafa. El impacto del empleo temporal.

AGUSTIN MARAVALL: An application of TRAMO-
SEATS: automatic procedure and sectoral aggre-
gation. The Japanese foreign trade series. (4)

REGINA KAISER AND AGUSTIN MARAVALL: A
complete model-based interpretation of the Hodrick-
Prescott filter: spuriousnes reconsidered. (4)

ANDREW BENITO AND GARRY YOUNG: Financial
pressure and balance sheet adjustment by UK
firms. (4)

S. G. CUENTAS NACIONALES. INSTITUTO NA-
CIONAL DE ESTADISTICA: Ajuste estacional y
extracciéon de sefales en la Contabilidad Nacional
Trimestral.

ALBERTO CABRERO, GONZALO CAMBA-MEN-
DEZ, ASTRID HIRSCH AND FERNANDO NIETO:
Modelling the Daily Banknotes in Circulation in the
Context of the Liquidity Management of the Eu-
ropean Central Bank. (4)

ALPO WILLMAN AND ANGEL ESTRADA GARCIA:
The Spanish block of the ESCB-Multi-Country Mo-
del. (~)

ENRIQUE ALBEROLA, ANA BUISAN AND SAN-
TIAGO FERNANDEZ DE LIS: The quest for nominal
and real convergence through integration in Europe
and Latin America. (4)

IGNACIO HERNANDO AND ANDRE TIOMO: Finan-
cial constraints and investment in France and Spain:
A comparison using firm level data. (&)

PIERPAOLO BENIGNO AND J. DAVID LOPEZ-
SALIDO: Inflation, Persistence and Optimal Mon-
etary Policy in the Euro Area. (&)

ALICIA GARCIA HERRERO, JAVIER SANTILLAN,
SONSOLES GALLEGO, LUCIA CUADRO AND
CARLOS EGEA: Latin American Financial Develop-
ment in Perspective. (4)

SONSOLES GALLEGO, ALICIA GARCIA HERRE-
RO AND JESUS SAURINA: The Asian and Eu-
ropean Banking Systems: The Case of Spain in the
Quest for Development and Stability. (4)

JOSE RAMON MARTINEZ RESANO Y LILIANA
TOLEDO FALCON: Futuros sobre acciones: de-
manda e implicaciones sobre los mercados de renta
variable. (4)



0219 JOSE M. CAMPA FERNANDEZ AND JOSE M. GON-
ZALEZ MINGUEZ: Differences in Exchange Rate
Pass-Through in the Euro Area.

0220 LUIS J. ALVAREZ GONZALEZ Y JAVIER JARENO
MORAGO: ISIS: Un indicador sintético integral de los
servicios de mercado. (4)

0221 MARCO HOEBERICHTS: The Credibility of Central
Bank Announcements. (A)

0222 KLAUS DESMET: Asymmetric Shocks, Risk Sharing,
and the Alter Mundell. (&)

0223 JOSE MANUEL CAMPA AND IGNACIO HERNAN-
DO: Value creation in European M&As. (A)

0224 JUAN AYUSO HUERTAS, DANIEL PEREZ CID AND
JESUS SAURINA SALAS: Are capital buffers pro-cy-
clical? Evidence from Spanish panel data. (4)

0225 ANDREW BENITO: Does job insecurity affect house-
hold consumption? (4)

0226 ANDREW BENITO: Financial pressure, monetary
policy effects and inventory adjustment by UK and
Spanish firms. (4)

0227 ANDREW BENITO AND IGNACIO HERNANDO:
Extricate: Financial Pressure and Firm Behaviour in
Spain. (4)

0228 ANA DEL RIiO: El endeudamiento de los hogares

espanoles. (4)

0229 GABRIEL PEREZ QUIROS AND JORGE SICILIA: Is
the European Central Bank (and the United States
Federal Reserve) predictable? (4)

0301 JAVIER ANDRES, EVA ORTEGA AND JAVIER VA-

LLES: Market structure and inflation differentials in
the European Monetary Union. (4)

0302 JORDI GALI, MARK GERTLER AND J. DAVID LO-
PEZ-SALIDO: The euro area inefficiency gap. (~)

0303 ANDREW BENITO: The incidence and persistence
of dividend omissions by Spanish firms. (4)

0304 JUAN AYUSO AND FERNANDO RESTOY: House
prices and rents: an equilibrium asset pricing
approach. (&)

0305 EVA ORTEGA: Persistent inflation differentials in
Europe. (4)

0306 PEDRO PABLO ALVAREZ LOIS: Capacity utilization
and monetary policy. (4)

0307 JORGE MARTINEZ PAGES Y LUIS ANGEL MAZA:
Andlisis del precio de la vivienda en Espafa. ()

0308 CLAUDIO MICHELACCI AND DAVID LOPEZ-SALIDO:
Technology shocks and job flows. ()

0309 ENRIQUE ALBEROLA: Misalignment, liabilities dol-
larization and exchange rate adjustment in Latin
America. (&)

OCCASIONAL PAPERS

0301 GIANLUCA CAPORELLO AND AGUSTIN MARA-
VALL: A tool for quality control of time series data.
Program TERROR. (&)

0302 MARIO IZQUIERDO, ESTHER MORAL Y ALBER-
TO URTASUN: El sistema de negociacion colectiva
en Espafa: un analisis con datos individuales de
convenios. (4)

0303 ESTHER GORDO, MARIA GIL Y MIGUEL PEREZ:
Los efectos de la integracion econémica sobre la es-
pecializacion y distribucion geografica de la actividad
industrial en los paises de la UE. (4)

0304 ALBERTO CABRERO, CARLOS CHULIA Y ANTO-
NIO MILLARUELO: Una valoracién de las divergen-
cias macroeconomicas en la UEM. (4)

MISCELLANEOUS PUBLICATIONS (1)

JUAN SARDA DEXEUS: Escritos (1948-1980) (1987).
€12.50.

CENTRO DE ESTUDIOS JUDICIALES AND BANCO DE
ESPANA: Aspectos juridicos de las crisis bancarias (res-
puesta del ordenamiento juridico). Series of conferences
(1988). € 9.38.

CONGRESO SOBRE ARCHIVOS ECONOMICOS DE EN-
TIDADES PRIVADAS. Il. 1986. MADRID: Actas del segundo
congreso sobre archivos econémicos de entidades privadas
(1988). € 6.25.

PEDRO TEDDE DE LORCA: El Banco de San Carlos
(1782-1829) (1988) (*).

SERVICIOS JURIDICOS DEL BANCO DE ESPANA: Co-
mentarios a las sentencias del Tribunal Constitucional de 22
de marzo de 1988 (1988). € 6.25.

FERNANDO SERRANO MANGAS: Armadas vy flotas de la
plata (1620-1648) (1989). € 12.50.

MARIA TERESA OLAZ NAVARRO: Inventario de los fondos
del Banco de San Carlos en archivos del Estado (1989).
€ 9.38.

BANCO DE ESPANA: Monedas de Oro de la Coleccién del
Banco de Espana (1991). € 48.08.

PEDRO MARTINEZ MENDEZ: Los beneficios de la banca
(1970-1989) (1991). € 12.50.

MARIA JOSE TRUJILLO MUNOZ: La potestad normativa
del Banco de Espana: el régimen dual establecido en la Ley
de Autonomia (1995). € 3.13.

BANCO DE ESPANA: Tauromaquia. Catélogo comentado
sobre la Tauromaquia, de Francisco de Goya, referido a
una primera tirada de esta serie, propiedad del Banco de
Espana (1996). € 5.

JUAN LUIS SANCHEZ-MORENO GOMEZ: Circular 8/1990,
de 7 de septiembre. Concordancias legales (1996). € 6.25.

RAMON SANTILLAN: Memorias (1808-1856) (1996) (**).

BANCO DE ESPANA. SERVICIO DE ESTUDIOS (Ed.): La
politica monetaria y la inflacion en Espana (1997) (*).

BANCO DE ESPANA: La Unién Monetaria Europea: cues-
tiones fundamentales (1997). € 3.01.

TERESA TORTELLA: Los primeros billetes espanoles: las
«Cédulas» del Banco de San Carlos (1782-1829) (1997).
€28.13.

JOSE LUIS MALO DE MOLINA, JOSE VINALS AND
FERNANDO GUTIERREZ (Ed.): Monetary policy and in-
flation in Spain (1998) (***).

VICTORIA PATXOT: Medio siglo del Registro de Bancos y
Banqueros (1947-1997) (1999). Book and disquette: € 5.31.

PEDRO TEDDE DE LORCA: El Banco de San Fernando
(1829-1856) (1999) (*).

BANCO DE ESPANA (Ed.): Arquitectura y pintura del Con-
sejo de la Reserva Federal (2000). € 12.02.

PABLO MARTIN ACENA: El Servicio de Estudios del Banco
de Espafa (1930-2000) (2000). € 9.02.

TERESA TORTELLA: Una guia de fuentes sobre inver-
siones extranjeras en Espafa (1780-1914) (2000). € 9.38.

VICTORIA PATXOT AND ENRIQUE GIMENEZ-ARNAU:
Banqueros y bancos durante la vigencia de la Ley Cambé
(1922-1946) (2001). € 5.31.

BANCO DE ESPANA: El camino hacia el euro. El real, el
escudo y la peseta (2001). 45 €.

BANCO DE ESPANA: El Banco de Espafia y la introduccion
del euro (2002). Free copy. (4)

(1) All publications are distributed by the Banco de Espafa,
except those indicated with (*), (**) or (***), which are respectively
distributed by Alianza Editorial, Editorial Tecnos and Macmillan
(London). Prices include 4 % VAT.



DISTRIBUTION, PRICES AND SUBSCRIPTION (2003)

|. STUDIES AND REPORTS

PERIODICAL
Annual report (Spanish and English editions)

The Spanish Balance of Payments (annual) (Spanish and

English editions)

Boletin econémico (monthly)

Economic bulletin (quarterly)

Central de Anotaciones. Memoria (annual)
Memoria del Servicio de Reclamaciones (annual)
Financial stability report (half-yearly) (Spanish and
English editions)

Report on Banking Supervision in Spain (annual)
(Spanish and English editions)

OCCASIONAL

BANCO DE ESPANA

Il. STATISTICAL PUBLICATIONS

Boletin estadistico (monthly) (updated daily on the Internet)
Financial accounts of the Spanish economy (annual
publication with quarterly series) (bilingual Spanish/English
edition) (updated quarterly on the Internet)

Central de Balances. Resultados anuales de las empresas no
financieras (annual monograph) (also published on CD Rom)
Quarterly report of the Central de Balances (Spanish Central
Balance Sheet Data Office) (included in the Economic bulletin)
Boletin de anotaciones en cuenta (daily) (available in electronic
format only at the Banco de Espafia website)

Boletin de operaciones (daily) (available in electronic format
only at the Banco de Espana website)

Ill.  FINANCIAL LEGISLATION
AND OFFICIAL REGISTERS

Economic studies (blue series)

Economic history studies (red series)
Working Papers

Occasional Papers

Central de Balances: commissioned studies
Notas de estabilidad financiera
Miscellaneous publications

Manual de la Central de Anotaciones

Circulares a entidades de crédito
Circulares del Banco de Espana (collection) (four monthly)
Registros de entidades (annual)

IV. TRAINING

Texts of the Directorate Human Resources

EUROPEAN CENTRAL BANK

Spanish editions of the Annual Report, Monthly Bulletin and other publications.

INFORMATION, SUBSCRIPTION AND SALES

All the Banco de Espafia’s current publications, except for texts of the Human Resources Development Division and miscellaneous publications, are
made available simultaneously in print and in electronic format at the Banco de Espafia’s website, where they and a large number of past publications
can be downloaded FREE OF CHARGE. The publications that can be downloaded are listed in the catalogue.

PRINTED PUBLICATIONS

All publications, except for the Boletin estadistico, studies commissioned from the Central de Balances (Spanish Central Balance Sheet Data Office),
Circulares (complete collection), texts of the Human Resources Development Division and miscellaneous publications, can be obtained free of charge
by applying in writing to the Unidad de Publicaciones at the postal address given at the bottom of this page. The Banco de Espafa reserves a limited
number of copies to satisfy these applications, making no commitment to print further copies when they have been exhausted. The number of copies
per person may be restricted.

Distribution lists for the following publications are open to new subscribers: Boletin econdmico, Boletin Mensual del Banco Central Europeo, Working
Papers, Estabilidad financiera and Notas de estabilidad financiera (and the English editions of these publications, where appropriate). However, the
Banco de Espana reserves the right to suspend this service without notice, as well as to restrict the number of copies per person. Anyone wishing to be
included in these lists should send a written application to the Unidad de Publicaciones at the postal address given at the bottom of this page. Subscrib-
ers’ data will be included in a computer file subject to the Spanish Personal Data Protection Organic Law. The Banco de Espafia does not make these
data available to third parties.

RATES (1)
PUBLICATIONS SINGLE COPIES SUBSCRIPTION
SPAIN ABROAD SPAIN ABROAD
(including VAT) (without VAT) (including VAT) (without VAT)
Boletin estadistico €12.50 € 18.03 € 125.01 € 186.31
Circulares del Banco de Espana: complete collection € 142.65 € 281.25 € 142.65 €281.25
Circulares del Banco de Espafa: annual update €61.14 € 120.54

Consult the Servicio de Difusion of the Central de Balances
(tel. 91 338 6931, 91 338 6929 and 91 338 6930, fax 91 338 6880;
postal address: Alcald, 522, 28027 Madrid).

Central de Balances: commissioned studies

Directorate Human Resources Texts

Prices as per Publications Catalogue

Miscellaneous publications

(1) Prices for Spain include 4% VAT. Residents of the Canary Islands, Ceuta and Melilla and non-EU residents are exempt from VAT, as are residents in other
EU countries who notify their taxpayer identification number ( NIF).

Persons wishing to subscribe to (please indicate the subscription desired) or purchase any of the above publications may do so by bank
transfer to current account 9000.0001.20.0250974114 at the Banco de Espafa, Madrid, indicating “Publicaciones del Banco de Espafna” as the
beneficiary, or by cheque made payable to “Publicaciones del Banco de Espafa”. In the case of payment by bank transfer, a copy of the transfer
order should be sent by post or fax (91 338 6488); cheques sholud be sent to Banco de Espafa, Unidad de Publicaciones, Alcala, 50, 28014 Ma-
drid. In all cases the following should be clearly indicated: name, postal address and publication to which it is wished to subscribe. Subscribers’
data will be included in a computer file subjet to the Spanish Personal Data Protection Organic Law. The Banco de Espafa does not make these
data available to third parties.

Information: Banco de Espafia, Unidad de Publicaciones, Alcald, 522, 28027 Madrid. Telephone 91 338 6363 and 91 338 6364. Fax 91 338 6488.
e-mail: publicaciones @bde.es

Further details are available at: www.bde.es










