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Executive summary

One of the self-regulatory issues identified by the European Commission Communication on Deposit
Guarantee Schemes (DGS) published in November 2006 is the voluntary introduction of risk-based
contributions in EU DGS. With the objective of developing potential models for adjusting DGS
contributions, the European Commission Directorate-General for Internal Market and Services asked
the Joint Research Centre to investigate current practices across EU Member States (MS). This report,
produced with the cooperation of the European Forum of Deposit Insurers (EFDI), is intended to lay the
foundation for future developments on this subject.

This report describes the risk-based models and monitoring systems applied across the EU MS. On the
one hand, it broadly illustrates systems currently applied across the EU to highlight the fundamental
principles underlying risk determination; on the other, it provides more technical details of each method,
including a description of the mathematical tools employed. Moreover, a numerical example of each
risk-based methodology is discussed in order to reproduce the individual steps of the calculation.

In general, risk-based systems and mere monitoring systems use one or more indicators reflecting
different aspects of their members’ activities. Although the ratios currently applied across MS are quite
heterogeneous and the variables taken into account to define them are not identical, they are built in
terms of ratios using balance-sheet data, financial statement data or other types of accounting data.
Indicators can be grouped into three main classes, each related to one particular aspect of banks’
activities. The first class reflects their capital structure and solvency profile; the indicators in the second
class measure the riskiness and/or exposure of the banks; finally, the third set of indicators covers the
profitability/income profile of the DGS members.

Eight EU DGS adjust the contributions of all their members, taking into account information obtained by
means of indicators (only one scheme adopts an ex-post funded system). Concerning monitoring
systems, nine DGS currently monitor the activities of their members, by collecting quantitative and
qualitative information on their financial situation and trends.

Some of the approaches taken by risk-based schemes to adjust their contributions are quite simple, but
others can be more technical. However, a common principle can be seen behind the various adjustment
procedures: the contributions are adjusted by decreasing or increasing them by a percentage obtained
by classifying DGS members into rating classes, linked to scores from a set of indicators. The variation
ranges from a minimum contribution of 75% to a maximum of 140% of the standard amount.

Following the recommendation made in the Commission Communication to employ information already
available to the schemes, the report also gives details of which data are currently accessible to the
schemes and from which sources. Notably, one third of the schemes have access only to data referring

to deposits. Around half can retrieve information on financial statements, capital adequacy ratios and
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risk-weighted assets. Further information, such as full balance sheets, income statements and/or other
supervisory reports, is disclosed to only a few schemes.

Finally, for comparison, the last part of this report describes the risk-based system applied by the US
Federal Deposit Insurance Corporation, where contributions are adjusted by means of both quantitative
indicators of the capital structure of the members and qualitative information aggregated by a composite

indicator.
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1. Introduction

In 2006 the European Commission (EC) completed its review of Directive 94/19/EC on Deposit
Guarantee Schemes (DGS). The Commission Communication of November 2006, COM (2006) 729',
raised a number of self-regulatory issues with the aim of improving the functioning of DGS in the EU
and defining EC policy on DGS. One of these issues is introduction of risk-based contributions in DGS
across the EU on a voluntary basis. The Commission highlighted that introduction of risk-based
adjustments to DGS contributions “could be a desirable enhancement to the existing framework and
could facilitate the transferability of contributions between schemes”. In practice, by increasing the
contribution for credit institutions that bear more risk and by reducing it for those at less risk, risk-based
adjustments would provide an incentive for sound management. Moreover, the Communication
highlighted that, in the opinion of some stakeholders, “risk-based schemes could increase the
effectiveness of DGS with regard to their ability to deal with potential failures”. Finally, the Commission
recommended that “the determination of risk should be based on already available and harmonised
tools (e.g. such as those within the Capital Requirements Directives framework)?". This is relevant to all
DGS, whether funded “ex-ante” or “ex-post”, since in both cases contributions have to be determined.

In the light of the Communication, the Unit of Econometrics and Applied Statistics® of the EC Joint
Research Centre (JRC) was asked to analyse possible methods of incorporating risk-based
adjustments to DGS contributions and to investigate approaches to monitor the soundness of DGS
members. The project, carried out with the cooperation of a dedicated Working Group of the European
Forum of Deposit Insurers* (EFDI), has been organised into two successive steps. The first was to
describe current practices for risk-based contributions in the EU. Based on further discussions within the
EFDI, in the second step the JRC will consider proposals for risk-based models and assess the impact
of alternative approaches.

This report focuses on the first step and describes the risk-based models and monitoring systems
applied across the EU MS. The approaches are compared by discussing and classifying which
indicators are employed. For risk-based systems, the report describes in detail the ways indicators are
used to estimate the contributions. A separate section provides technical details of each risk-based

system, including numerical examples of how adjustments are calculated in practice.

1 http://ec.europa.eu/internal_market/bank/quarantee/index_en.htm.

2 Directive 2006/48/EC, OJ L 177, 30.6.2006, p. 1 and Directive 2006/49/EC, OJ L 177, 30.6.2006, p. 201.

3 http:/ffinecon.jrc.it and http://farmweb.jrc.cec.eu.int/ESAF.

4 http://www.efdi.net/; the JRC would like to thank all the EFDI members for their cooperation and, in particular, the
Italian FITD for its useful comments.
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As regards the monitoring systems, although both the quantity and quality of the information available is
lower, their main characteristics are outlined and a brief description is given of the action taken as a
consequence of the monitoring assessment.

Another section of the report describes the US risk-based system and compares it with the methods
applied in the EU.

The main sources of information for this report, listed separately for each DGS, are the statutes, laws
and by-laws governing the DGS along with technical reports publicly available on DGS websites. For
the EU MS, some of the information was also collected by two surveys conducted by the JRC and
targeting EU DGS in 2006° and 2007. The contents of the report have also been verified with the DGS
concerned.

The report is organised as follows: Section 2 presents a general overview of risk-based and monitoring
systems. In particular, it describes and compares the indicators applied by the schemes, with the
ultimate goal of building classes of indicators reflecting different aspects of the financial situation of DGS
members. Section 3 focuses on the eight DGS which have adopted a risk-based system to adjust the
contributions of all their members. The first part of this section gives a general, non-technical description
of how the DGS use indicators to adjust their contributions. A more technical description of each system
is given in the second part of Section 3, followed by an attempt at comparison in the last part. Section 4
briefly summarises the information collected on the monitoring systems. Section 5 contains a
description of the risk-based system applied in the US. The last section draws conclusions. Annex |
provides a table comparing the main characteristics of the risk-based systems and indicating the data
necessary for calculating the contributions and the involvement of other competent authorities in
gathering data. Annex Il presents the questionnaire used for the 2007 survey on risk-based approaches.
This report has been circulated to members of the EFDI Working Group to collect their comments and
suggestions®.

This report is intended to serve as a basis for further discussions. It neither commits the Commission

nor limits the Commission’s discretion with regard to any current or future action or policies.

5 The 2006 survey is available at:

http://finecon.jrc.ec.europa.eu/projects_deposit_guarantee_schemes.htm.

6 The JRC would like to thank all the members of the EFDI Working Group for their cooperation and fruitful
comments.
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2. Overview
Directive 94/19/EC stipulates that the costs of funding DGS should be borne by the members (i.e. the

credit institutions), but gives no details of calculation of DGS contributions nor of risk-based information
or of monitoring the risks borne by DGS members. Currently few DGS adjust their contributions to take
account of risk-based information on their members. A few others have set up a system to monitor their
members’ conduct in order to recognise any potential need for intervention, to decide on possible
preventive measures or to assess the soundness of the banking system.

Table 1 depicts the current situation. As indicated by the “X” in the second column, only eight DGS
(DE3, DE4, FR, IT1, PT1, PT2, Fl and SE) adjust the contributions of all their members, taking into
account information on their risk profile. Among the MS applying a risk-based adjustment, only IT1
adopts an ex-post system.

The two DGS marked “X*” (HU and RO) make slightly different use of risk-based information. These
DGS do not correct the contributions of every member, but may increase just some of them on the basis
of the members’ risk profile. In HU7 the DGS may increase the contribution if a member institution fails
to comply with the prescribed capital adequacy ratio and/or pays its required contribution or advance
contribution more than 30 days late. In RO® the Fund is authorised to increase the annual contribution
by up to double if the relevant credit institution has engaged in risky and unsound policies. The
assessment is made using a rating system based on five indicators provided by the National Bank of
Romania (see Section 4.2.3). Romania is in the process of introducing a new risk assessment system,
which will probably be finalised in the course of 2008.

On the other hand, the Polish system (marked “X**” in Table 1) does not adjust contributions using risk-
based indicators, but the contribution base includes risk-related variables, such as risk-weighted total
balance-sheet assets, guarantees and endorsements and the remaining risk-weighted off-balance sheet
liabilities.

The third column in Table 1 lists the ten DGS monitoring the conduct of their members (DE4°, T2, the
five DGS in AT, PL and RO). In most cases, the DGS make use of quantitative information on the
financial health of their members in order, for instance, to forecast possible interventions, prevent
banking crises or impose sanctions on members involved in risky activities. Currently, little information is

available on most of the monitoring systems.

7 See Section 121(6) of Act CXIl of 1996 on Credit Institutions and Financial Enterprises, available at:
http://www.oba.hu/.

8 See Article 9(5) of Government Ordinance No 39/1996 on the establishment and functioning of the Deposit
Guarantee Fund in the banking system, republished, as subsequently amended and supplemented.

9 DE4 did not reply to the survey. The information on an active risk-based monitoring system is from the 2006
survey.
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Table 1: EU DGS applying a risk-based or monitoring system; n.a. = not available; FS = financial statement; CAR =

capital adequacy ratio; RWA = risk-weighted assets; CB = central bank; BSA = banking supervisory authority

=] @]
255
23 25 Data available to DGS Data sources
57 5o
o =
BE Total and eligible deposits DGS members
BG Total, eligible and covered deposits DGS members and CB
Cz Eligible deposits CB
DK Total and covered deposits n.a.
DE1 X | Total deposits and financial statement BSA, CB and DGS
members
DE2 | na. | na. | na. n.a.
DE3 X Total, eligible and covered deposits, FS and primarily lending to Regional auditing assoc.
customers
DE4 | X n.a. n.a.
EE Total, eligible and covered deposits, FS, CAR and RWA CB
GR Total and eligible deposits DGS members
ES1 Eligible deposits CB
ES2 Eligible deposits CB
ES3 Eligible deposits CB
FR X The CB calculates the contribution to be collected BSA
IE Total deposits, FS, CAR and RWA CB and BSA
IT1 X Total, eligible and covered deposits. Information for the indicators CB
Contribution base + 20% of deposits + 40% of cash loans
IT2 X . . n.a.
—40% of supervisory capital
Cv1 Total, eligible and covered deposits, FS, CAR and RWA CB
Cy2 Total, eligible and covered deposits, FS, CAR and RWA DGS members
LV Eligible and covered deposits, FS, CAR and RWA DGS members and CB
Eligible and covered deposits, CAR, RWA, balance sheet, income
LT . DGS members
statement and capital adequacy report
LU Covered deposits BSA
HU X Total, eligible and covered deposits. Balance sheet DGS members and BSA
MT Total and eligible deposits BSA
NL Total deposits, CAR and RWA DGS members
AT1 X Total, eligiblg and covered deposits, CAR, RWA, balance sheet, CB
external auditor’s yearly report and report from BSA
AT2 X | Total and covered deposits, CAR, RWA, FS and monthly records DGS members and BSA
AT3 X | Total and covered deposits, CAR, RWA, FS and monthly records DGS members and BSA
AT4 X | Total and covered deposits, CAR, RWA, FS and monthly records DGS members and BSA
Total, eligible and covered deposits, CAR, RWA, balance sheet,
AT5 X | profit and loss accounts, external auditor's report and report from CB
BSA
PL X* | X | Total, eligible and covered deposits, CAR, RWA and FS DGS members and CB
PT1 X Total, eligible and covered deposits, CAR and RWA DGS members and BSA
PT2 | X Total and eligible deposits, CAR and RWA DGS members
RO X X | Total, eligible and covered deposits, CAR and RWA DGS members and CB
S| Total, gligible and covered deposits, CAR, RWA, FS and all DGS members and CB
supervisory reports
SK Total and eligible deposits DGS members and CB
FI X Total, eligible and covered deposits and RWA DGS members
SE X Total and covered deposits, CAR and FS DGS members and BSA
UK Covered deposits n.a.

Source: 2007 survey data.
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In order to understand the current practices of EU MS and to gain a picture of the data currently
available to each DGS, the fourth column of the table lists all the information available to DGS, including
data not used for estimating DGS contributions. The situation is extremely heterogeneous, ranging from
DGS with (often incomplete) information on deposits only (BE, BG, CZ, DK, GR, ES, LU, MT, SK and
UK) to countries where all supervisory reports are available to the DGS (SI). The last column lists the
authority/entity responsible for providing data to the DGS.

DGS adjusting their contribution on the basis of risk-based information or monitoring the riskiness of
their members adopt one or more indicators with the aim of establishing the banks’ profile. The
indicators applied in the MS are generally built around ratios using balance-sheet data and/or financial
statement data and/or other types of accounting data. The ratios applied are currently fairly
heterogeneous, resulting in wide fragmentation of the information employed. In order to form classes of
indicators, it is necessary to relax the definitions of the ratios used by the various DGS to identify the
different aspects of bank conduct that the ratios aim to assess. In this way, indicators can be clustered
into three main classes?, each describing a particular profile to be assessed. The first class reflects the
capital structure and/or solvency profile of the DGS members, the second measures the riskiness
and/or exposure of the banks and the third covers their profitability/income profile. Moreover, the French
DGS also applies an indicator characterizing the maturity of the instruments in the portfolio of the DGS
members. A similar indicator was also used in Italy up to 2006.

Table 2 shows, for each class of indicator (first column), the definition of the ratios (second column) and
the DGS applying them (third column) and, finally, specifies whether the scheme uses the ratio to
monitor its members (M) or to make a risk-based adjustment of contributions (RB). The table clearly
shows that the variables included in the definitions can be rather different from one DGS to another. A
significant improvement towards reducing the heterogeneity of the indicators could be achieved by
using common accounting standards, such as the International Accounting Standards (IAS), since a
large proportion of the variables listed in Table 2 are linked to data managed, stored and published by

members themselves based on these standards!".

10 The JRC would like to thank the Italian Interbank Deposit Protection Fund for the fruitful discussion on the
classification of the indicators.

" Regulation (EC) No 1606/2002 states that: “This Regulation has as its objective the adoption and use of
international accounting standards in the Community with a view to harmonising the financial information
presented by the companies referred to in Article 4 in order to ensure a high degree of transparency and
comparability of financial statements and hence an efficient functioning of the Community capital market and of
the Internal Market.”
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Table 2: List of indicators applied by the DGS to adjust their contributions or to monitor the behaviour of

their members (RB means a risk-based system, M a monitoring system)

Class Indicator Country ggfe?:
Retained capital DE3 RB
Total assets
Tier I - Capital
Risk - weighted assets DE3 RE
Own funds - Equity holdings - Subordinat ed claims FR RB
Assets + Off - balance sheet items
Supervisoty capital
Supervisoty capital requiremerts m RE
Capita Capital for su_perwsory_ purposes T v
structure/ Supervisory capital
Solvency Capital and reserves (including loan losses provisions)
profile +Subordinated liabilities IT2 M
Funding (ordinary customers)
Tier1
Repayable deposits AT M
Own funds
Capital requirements-12.5 PT RE
Own funds
Risk - weighted assets (including off - balance sheet items) RO M
Total amount of consolidated own funds to cover risk
- Fl RB
Total amount of consolidated own funds
Riskiness/ Unsecured portion of not prime loans
Exposure Retained capital DE3 RE
Unsecured portion of not prime loans
Earnings before risk adjustments DE3 RE
Largest Cl’edlt- volume-to a business sector DE3 RB
Client credit volume
Sum of 10 largest non - eligible exposures
: Own fundsg : FR RE
Non - pe_rforming Iogns 1 RB
Shareholders' equity + Subordinated loans
Net loan losses
Capital and reserves T2 M
Net loan losses
Outstanding loans T2 M
Risk
Earnings AT M
Risk
Risk equivalent ATH M
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Type of

Class Indicator Country
system
Unadjusted exposure related to loans and interbank investments
(classified doubtful and loss) RO M
Total loans + interbank investments
Risk - weighted assets RO M
Total assets at book - keeping value
Operatingincome- Unrealised trading losses
- DE3 RB
Averagebusiness volume
Personnel and admin expenses
- DE3 RB
Gross profits
Net risk result of credit business
. DE3 RB
Gross profits
Overheads + depreciation provisions + net provisions
Income from bank operations + other income - charges from FR RB
bank operations
Operating . expenses M RB
. Gross income
Profitability/ L | tof .
Income oan osse§ (net of recoveries) 1 RB
Profit before tax
General and administra tive expenses 2 M
Net income
Loan losses (net of recoveries) 2 M
Gross income
Cost
, AT1 M
Earnings
Net profit
EEr— AT1 M
Tierl
Operations income - Income from provisions RO v
Expense from operations - Provisions expense
Source: 2007 survey data.
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3. Risk-based systems

3.1 General description

Typically, in the DGS which adjust their contributions using risk-based information about their members,
the annual contribution for each bank (ci) is defined in terms of a contribution base (xi), usually the total
amount of eligible or covered deposits, plus or minus a percentage (/) proportional to the risk attitude
of the members and a percentage («) reflecting the overall conditions in the banking system in the

country:
Ci = OtﬂiXi . W)

Coefficient « is often set in the statutes or by-laws governing the DGS and/or revised on a regular basis
by the board of the scheme, for instance to reflect any improvement or deterioration in the soundness of
the banking sector and consequent need to increase or decrease the resources collected. Coefficient o
is equal for all DGS members, irrespective of their risk profiles, and is designed to set the aggregate
contributions required to face potential crises.

On the other hand, coefficient / explicitly takes into account the riskiness of the members of the DGS: a
lower risk leads to a lower contribution and a higher risk to a higher one. 4 is determined using the
indicators described in the previous section to rate the DGS members into risk classes, each
corresponding to a different adjustment 4. Figure 1 plots the most common effect of adjustment : for a
given contribution base (x axis), instead of having a single value for the contribution (y axis), there are a
range of values depending on the percentage increase/decrease applied. For instance, for a
contribution base of around €68bn, the contributions range from around €15m to around €25m. In the
case of a sound bank, coefficient 4 will be low, thus producing a contribution of €15m; conversely, in
the case of a member classified as very risky, the contribution will be close to the maximum of €25m.
Among the DGS applying a risk-based adjustment to their contribution, DE3, PT1, PT2 and FI apply
exactly the model presented above. With some slight adjustments, the same principles can be found
behind the systems applied in FR, IT and SE, despite the fact that their approaches are more technical
and sophisticated. The remainder of this section describes all these systems in general terms. A more

technical description of each of them follows in Section 3.2.
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Figure 1: Possible effect of adjustment 4 on contributions

In the German scheme protecting cooperative banks (DE3) the contribution base X is defined on the
basis of the lending to customers and contingent liabilities resulting from collateral and guarantee
agreements. Coefficient /4 ranges from 90% to 140%. The adjustments are based on classifying the
scheme members into eight rating classes which reflect their financial standing based on eight key
indicators. The classification method relies on quantitative ratios taken primarily from the banks’ audited
annual financial statements and audit reports; in particular, two ratios relate to the capital
structure/solvency of the members, three to their risk structure and the last three to their
income/profitability profile (see also Table 2). Coefficient « is equal for all DGS members; in DE3 it can
vary between 0.05% and 0.2%.

The are two DGS in Portugal, one protecting mutual agricultural credit institutions (FGCAM) in the
Integrated Mutual Agricultural Credit System (SICAM), the other insuring all other types of credit
institutions authorised to receive deposits (Deposit Guarantee Fund, DGF): both adopt almost the same
system for calculating their members’ contributions. The annual contribution from each member is
calculated as a percentage of its contribution base, defined as the average monthly eligible deposits
over the previous year (deposits at the end of each month)'2. Both DGS obtain the risk-based
adjustment by classifying their members into five different risk classes, depending on their solvency
ratio. Each class corresponds to a different risk-based adjustment 4, ranging from a maximum

reduction to 80% to a maximum increase to 120%. The fixed rate « differs between the two schemes: in

12 Deposits denominated in foreign currency must be converted into euros at the exchange rate prevailing on the
last working day of the month.
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the Deposit Guarantee Fund it is set by an instruction from the Banco de Portugal, at up to 0.2% on an
annual basis'; in the Mutual Agricultural Credit Guarantee Fund it depends on the total funds and
eligible deposits in the previous year.

Another similar approach is the Finnish scheme, in which the contribution base X is the amount of
covered deposits, the fixed percentage « is 0.175% and the risk-based adjustment 4 is the ratio
between the minimum consolidated own funds required to cover risks and the actual consolidated own
funds.

A slightly different approach is followed in France, where the system is based on annual collection of a
set amount (€150m for 2003-2006). This amount is apportioned to the DGS members in proportion to
their contribution base corrected by a risk factor. The contribution base takes account of the total eligible
deposits and of a fraction of the outstanding loans of the member, when relevant. The risk adjustment
increases or decreases the contribution base from a minimum of 75% to a maximum of 125%,
depending on four risk indicators which reflect the financial situation of the DGS members. For the
purposes of Equation (1), the values of /& range from 75% to 125%, whereas general adjustment « is
not applied directly since the total amount of money to be collected is set in advance. The indicators
used to obtain 4 include a solvency indicator, a riskiness indicator, a profitability indicator and an
indicator based on the maturity of the assets in the members’ portfolios. Depending on the values of the
indicators, each member is assigned a set of scores whose average value determines 4.

Also in one of the Italian DGS (the Interbank Deposit Protection Fund) any contributions (the scheme is
ex-post funded) are obtained by an approach somewhat differing from Equation (1). The amount of
resources to be collected is divided between the DGS members on the basis of “proportional quotas”:
these are defined as 1 000 times the ratio of each member’s covered deposits over the aggregate
deposits insured by the whole scheme. The term “proportional quota” reflects the goal of measuring the
relative weight of each member in the scheme itself. The proportional quotas are corrected twice in
order to include information on the size of the members and on their profile. The first adjustment is a
regressive correction, based on the “too big to fail"* approach, which increases/decreases a member’s
contribution by a percentage inversely linked to the size of the bank. Under this mechanism, the biggest
banks benefit from a reduction in their proportional quota (the amount of which is divided between the
banks with a lower contribution base), whereas the smallest suffer from an increase. The percentage of
the increase or decrease in the proportional quotas varies from +7.5% to -7.5%. The second adjustment
is based on a set of indicators, including a riskiness profile ratio, a solvency ratio and two profitability

profile ratios. Depending on the values of the ratios, members are assigned a series of scores which

13 For 2006, an annual rate of 0.03% was applied.
14 Under the “too big to fail” principle, the biggest banks are considered less risky than the others, because the
competent authority would act to avoid any failure which would undermine the stability of the financial market.
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provide a basis for their classification. To correct contributions, three observations of each ratio (one
every six months) are aggregated in order to obtain a single indicator for each member, reflecting its
overall risk attitude. Depending on the value of their aggregate indicator, members’ proportional quotas
are either increased in proportion to their risk indicators or left unchanged or decreased to counter-
balance the higher contributions.

The mechanism applied in Sweden is somewhat different from the others since it uses a mathematical
model to determine the risk-based coefficients 4. However, it could be reduced to a version similar to
the one described by Equation (1) by making a few technical adjustments. As in France, the scheme
collects from members an aggregate annual contribution set at between 0.1% and 0.3% of the amount
of covered deposits by the DGS. The aggregate contribution is divided between the DGS members
using a mathematical model in which the main input variable is the capital adequacy ratios of the DGS
members and the relative amount of covered deposits. In this model higher ratios lead to lower
contributions and vice versa. The Swedish DGS is currently revising its method for adjusting

contributions; a new system is expected to be adopted in 2009 at the latest.
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3.2 Technical details

3.2.1 Germany: Protection scheme of the Association of German Cooperative

Banks

The Association of German Cooperative Banks introduced the current contributions system (DE3) in
2002/2003 when it developed a classification process aimed at identifying, at an early stage, any
economically undesirable behaviour by any individual member bank.

Using this system, the scheme has applied its independent management for preventive intervention.
Thanks also to this tool, the scheme has avoided any failure amongst its members since 1934: it must
be remarked that it is an institutional protection scheme, whose main institutional aim is to protect
members, and this action automatically provides the coverage of depositors indicated by Directive
94/19/EC.

To finance preventive intervention, annual contributions are collected, defined as a set percentage of
the contributions base x; which is determined by the lending to customers and contingent liabilities
resulting from collateral and guarantee agreements (see Articles 4(1) and 4(2) of the statutes). The
procedure for adjusting the contribution follows Equation (1), where the adjustment coefficient 4 is a
risk-based percentage ranging from 90% to 140%. The value of £ is assigned to each bank in
accordance with a rating ranging from A+ to D. The contributions of the DGS members in the first two
classes (A+ and A) are decreased, whereas for members in classes A-, B+ and B the contributions
remain unchanged and, finally, for the last three classes (B-, C and D) the contributions are increased:

the lower the rating, the higher the increase, as illustrated in Table 3.

Table 3: Rating classes and corresponding risk adjustments for the
Association of German Cooperative Banks

Rating classes | A+, A | A-, B+ B B- C D

B 90% 100% 110% | 120% | 140%

In order to categorise members into the above-mentioned rating classes, the system uses eight ratios,
which cover the capital structure of the members, their income and their risk structure. The ratios are
described in Table 4. These ratios are used to assign each member a score for each indicator. The
scores are subsequently aggregated, applying the weightings indicated in the last column of the table.
The two capital structure ratios account for 35% of the total, the three ratios relating to income for 45%

and the remaining 20% is covered by the three ratios reflecting the risk structure of the DGS members.
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Table 4: Ratios applied by the Association of German Cooperative Banks to classify its members and

corresponding weights

Factor Definition Weight
Retained capital
Capital | P 20%
Capital Total assets
structure . .
S Tier | - Capital 15%
teri-L.apla Risk - weighted assets ’
o Operatingincome - Unrealised trading losses
Operating income - 15%
Average business volume
Income Cost Personnel and admin. expenses 10%
structure ostincome Gross profits ’
Risk revenue/ Net risk result of credit business
- 20%
expense Gross profits
, Unsecured portion of not - prime loans
Blank credit | : - 7.5%
Retained capital
Risk Blank credit I Unsecured portion of not - prime loans 7 5
structure ank cred Earnings before risk adjustments e
Segment Largest credit volume to a business sector 59,
concentration Client credit vol