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. MONETARY REGIME AND EXCHANGE ARRANGEMENTS

. OBJECTIVE

The primary and fundamental mission of the Centrd Bank of Argentina (BCRA) is to maintain
the vaue of the Argentine peso, in accordance with the Convertibility Law (March 1991) and
the Charter of the BCRA (September 1992).

. MAIN ELEMENTS

The exchange rate is fixed with a conversion parity US$1=$1 established by the Convertibility
Law.

The monetary base isfully backed by international reserves. Up to one third of this backing may
consgt of public bonds, denominated in US dollars and marked to market.

According to its Charter, the BCRA may not lend to nationa, provincia or loca governments,
nor to the non-financid private sector.

a. It may only finance the Treasury through the purchase of government bonds at market prices.
b. The growth in bond holdings of the BCRA must not exceed 10% per year.

. FREE CAPITAL MOBILITY

There are no capita controls on financia nor on commercia operations between residents and
nonresdents. Foreign currency flows in and out of the country are absolutely free from
restrictions.

Fnancid indtitutions must report monthly on their exchange operations.

The BCRA has implemented measures to prevent money laundering operations from taking
place.

.LIQUIDITY MANAGEMENT OPERATIONS

Repurchase agreements. spot purchase and future sae of securities. The assets can be:
a. Government bonds:

I. Government bonds issued in domestic or foreign currency are purchased by the BCRA at
market prices with a 10% haircut.

ii. The annua interest rate on repos. is changed periodicdly by the BCRA. Currently it is
9%.

b. CD’sof financid trusts where the underlying assets are credits with Government collatera or
bonds issued by SEDESA.

Reverse repurchase agreements:. spot sale and future purchase of public bonds by the BCRA.




a. Government bonds issued in domestic or foreign currency are sold by the BCRA at market
prices with a 10% haircut.

b. The annud interest rate on reverse repos. is changed periodicaly by the BCRA. Currently it
is 4.7% for operations with BCRA’s assets and 4.9% for operations with CD’s issued by
foreign banks.

c. At the end of the business day, the deposits of financid ingtitutions at the BCRA autométicaly
become reverse repos. to the BCRA until the beginning of the next business day.

Overdraft and liquidity rediscount facilities

a. Thetotd credit in both kind of operations must not exceed the capita of the bank using the
fecility, as of the latest audited quarterly balance sheet.

b. Each operation may last up to 30 days and may be renewed after 45 days.

c. Overdraft facilities are subject to the provison of suitable collatera such as government
bonds or preferred assets. Banks may rediscount loans granting to clients classfied as
‘normd’. The collateral for overdraft and rediscount facilities must amount to 125% of the
tota financing.

d. These operations have afixed interest rate.

e. Financid inditutions making use of overdraft or rediscount facilities are not adlowed to
purchase their own fixed term CD's nor their own corporate bonds, nor to cancel reverse
repos. in advance nor provide financid assstance which uses those instruments as collaterd.

f. Inthe case of afinancid inditution with liquidity problems, its rediscounts and overdrafts may
be transferred to another ingtitution, only if the latter purchases the former loan portfolio used
as collateral for the rediscount or overdraft.

0. The BCRA may provide extraordinary liquidity assstance in the case of systemic liquidity
problems, according to the Law 24,485 of April 1995.

. CONTINGENT REPO. FACILITY
. Purpose:

a. To provide the financia system with additiond liquidity without restricting domestic credit, the
BCRA has ettablished a contingent financing facility with some of the mgor internationd
banks.

b. Thisfacility gives the BCRA the option to conduct repo. operations, by sdling Argentine US
dollar denominated Government bonds or mortgage backed securities and receiving the
proceedsin US dollars.

c. On the maturity of the transaction, the BCRA will repurchase the Government securities.

. Conditions.

a. Maturity: Minimum 2 years and maximum 5 years, according to each individua contract.
There is an evergreen clause such that every three months the life of the Program is extended
afurther three months.



b. Term: The term of the repo. operation is the decision of the BCRA up to a maximum of the
meaturity of the current program with the bank in question.

c. Haircut: 20% of the market vaue for Government securities and 28% for mortgages bonds.

d. Margin: If the market prices of the Government bonds fall by more than 5%, additiona
securities or US dollars must be delivered to reach the amount of 125% of transactions with
Government securities or 140% of transactions with mortgages bonds. If the bond prices fall
by more than the repurchase price, the BCRA must deliver US dollars as margin payments.



1. PRUDENTIAL REGULATION AND SUPERVISION

A. CAPITAL REQUIREMENTS

The BCRA has implemented a system of capital requirements based on the Bade Committee's
recommendations. The capitd requirement is defined as a function of the risk of the assets of the
bank and is based on three types of risks. counterparty risk, interest rate risk and market risk.
However, there is a minimum leve of capitd requirement fixed by the BCRA tha banks have to

comply with.

MINIMUM CAPITAL

1.

The minimum leve of capitd is $10 million for wholesde banks and $15 million for the remain

inditutions.

Theleve of capitd is $5 million for financid ingtitutions (except wholesale banks) crested before

October 1995 and whose capita requirements as of December 1998 were below $5 million.

COUNTERPARTY RISK

1. Therequired ‘capitd to assets at risk' ratio is 11.5%, i.e., substantialy higher than the 8% ratio
recommended by the Bade Committee. In addition, public bond holdings in investment accounts
and loans granted to the non-financid public sector tave a ratio that ranges from 1% to 5%

2.

according to the modified duration of the asset.
The computation of the assets at risk involves three factors:

a. Each type of asset isweighted according to the level of risk assumed to be associated with it.

Theweghts assgned to the different types of assets are, broadly:

Cash and Other Disposable Funds
Government bonds
With market risk requirements
Investment Accounts
Other domestic
Central Government
with Central Government collateral
Provincial and Municipal Gov. w/o Central Gov. collateral
of Public Companies w/o Central Government collateral
OECD Central Government rated investment grade
Loans
to the private sector
Preferred collateral
Mortgages
With no preferred collateral
Pledges granted up to 75% of the asset value
Pledges granted for more than the 75% of the asset value
With no preferred collateral
to the non-financial public sector
Central Government

0%

0%
0%

0%
0%
100%
50%
20%

0%
50-200% (*)
100%
50%
100%
100%
0%

0%



with Central Government collateral 0%
to the financial system

Banco Nacion 0%
public banks w/ Central Gov. collateral 0%
OECD foreign bank or endorsed by an OECD foreign bank rated 0%
A
‘investment grade’ foreign bank or endorsed by an ‘investment
grade’ foreign bank 20%
other 100%
Other credits from financial intermediation
Futures, forwards and swaps 0%
Leasing (financing up to 75% of the asset value) 50%
Leasing (financing more than 75% of the asset value) 100%
Outstanding bonds 0%

Guarantees and contingent liabilities
Non financial public sector

Central Government 0%
with Central Government collateral 0%
Related to foreign trade 50%
Related to contractual agreements 100%
(*) Mortgages granted up to December 1997 for an amount less than 50%
75% of the property price
Mortgages granted up to December 1997 for an amount higher 100%

than 75% of the property price

Mortgages granted as from December 1997 for an amount less
than 75% of the property price and the evolution of its price
(considering October 1997 as the base month) is:

upto 1.5 50%
between 1.5 and 2 100%
higher than 2 200%

Mortgages granted up to as from December 1997 for an amount
higher than 75% of the property price and the evolution of its
price (considering October 1997 as the base month) is
upto 2 100%

higher than 2 200%

b. In addition to the Bade-style recommendations above, the interest rate charged for each loan
is aso taken into account to determine assets at risk. The higher the interest rate a loan has,
the larger the weight used to compute assets at risk. The risk indicators (weights) range
between 0.80 and 7.00. A 0.80 weight is applied to loans granted to clients with an
internationa rating & least as high as that of Argentine bonds, and bearing an interest rate not
higher than two percentage points above the prime rate published by the BCRA. In addition,
persond loans, credit cards and overdrafts with annua interest rates up to 26% and other
loans with annual interest rates up to 16% have an indicator of 1.00. These weightsriseto a
vaue of 7.00 for those loans with annual interest rates larger than 86% or 76%, respectively.

c. The capita requirements dso depend on the CAMELS rating that the Superintendency
assigns to each indtitution. This rating abides by the internationd criteria related to a broad
concept of the performance of banks. Banks have to adjust their capita requirement
according to the following factors:

CAMELSRating Factor




3.

0,97
1,00
1,05
1,10
1,15

ga b WNBEF

Asxts at risk are therefore defined as:

Assets & risk = ZAsset * risk weight; * interest rate weight; * CAMEL S factor

and the capita requirement for counterparty risk is 11.5% of the assets at risk.

Those loans ganted by aloca branch or subsidiary of a foreign bank, on account of the head
office, are not subject to capita requirements provided (i) the relevant foreign bank is rated ‘A’
or higher, (ii) it is subject to supervisory rules at a consolidated level and (jii) the loans are
explicitly endorsed by the head office.

INTEREST RATE RISK

1.

Financid inditutions must comply with the capitd requirements for interest rate risk. These
requirements are added to those for counterparty risk and market risk.

These capitd requirements capture the risks arisng from the different sengtivity of assets and
liabilities when interest rates change occurs. This is important because, in contrast with assets
and ligbilities in the trading book, where interest rate changes are immediately reflected through
the change of the price of the assets, only the interest rate margin is affected in the banking
book.

The regulation covers dl the assets and ligbilities no subject to market risk capita requirements
(inclusive the securities accounted in investment accounts).

Capital requirements messure the vaue at risk (VaR) or maximum potentia 1oss due to interest
rate risk increases conddering a 3 month horizon and with a confidence leve of 99%. It is
defined as.

VaRg = Max{ (VANf, - VANF,) % P + (VAN - VANZ,) x o9 0} + 100 ¢ m

where VAN represents the present vaue of the assets net of liabilities in domestic currency (p)
and foreign currency (d) discounted at the interest rate r or r’ (=r+100 b.p.); is @ afactor that
measures the volatility of deposit rates as well as the correction for the 3-month horizon. The last
factor is a correction that takes into account that not al assets and liabilities are included in the
cdculation. The function Max(.,0) is used because only risk arisng from increases in interest
rates command a capital requirement.

Thevdueof 7 is0.018 for peso operations and 0.006 for dollar operations.

The computation assigns the flows of the bank’s operations to different time bands taking into
account their maturity. Banks with 1-3 CAMELS ratings may trend 50% of core deposits as
long term maturities (in the case of banks with a 3 rating, the assigned maturity cannot exceed 3
years).



Contracts with varigble interest rates referenced on a foreign interest rate are treated as if they
had fixed interest rates due to the volatility of Argentine foreign interest rate spreed.

Contracts with variable interest rates based on a domestic interest rate are treated as following:

I. lidbility flows are assigned only up to the time band corresponding to the first repricing
date,

ii. 40% of asset flows (except Government debts) are taken as if there were a a fixed
interest rate due to the fact that large shocks of the funding cost are not totally transferred
to the clients, keeping part of the interest rate risk.

MARKET RISK

1. Capita requirements for market risks are added to those for counterparty risk and interest rate
risk.
2. Capita requirements are computed as a function of the market risk of banks portfolios,

measured astheir value at risk (VaR). The regulation covers only those assets traded routingly in
open markets and which are not included in an investment account.

3. Five categories of assets are defined. Domestic assets are divided into equity and public bonds,
and the latter are in turn classfied into two zones according to their modified duration (less than
or grester than 2.5 'years). Foreign equity and foreign bonds are two other categories, the latter
adso comprisng of two zones, equaly defined. The fifth category is that of foreign exchange
positions (other from US dollar), differentiating in accordance to the currency.

4. Ovedl capitd requirement in relation to market risk is, then, the sum of the five amounts of
capital necessary to cover the risks arising from each category.

The regulation alows for offsetting of positions of opposite Sign in the same ingrument (holdings,
purchases and sales pending settlement, term operations, loans and deposits and options -thelr
notiond value weighted by their 'delta-). Given the net position in an asset 'i', its inherent risk is
assessed by cdlculating the Vaue a Risk (VaR) asfollows:

VaR =V, * k* s;* TV

where V is the vadue of the net podtion, k is a constant depending on a confidence level
chosen, s isthedally volatility and T isthe number of daysin the holding period. The confidence
level adopted is 99% and therefore Kk is st at 2.32. A minimum 5day holding period is
established.

The vaue a risk of a portfolio within a category of assetsis caculated as
VaR, = abs (VaR_ - VaRs) +a * min (VaR ; VaRs)

where VaR_ y VaRs 4. the sum of the vaues a risk arisng from long and short postions in
different indruments, respectively. The firg term of the expresson considers the netting out of
positions with opposite Sgns (to take into account that corrations are usudly high within a
category of assets). The second term is a 'disdlowance or additiona charge which recognizes
that the offsetting of positions cannot be full given that correlations, though probably high, are not
perfect. The coefficient a was set at 1. Therefore, the formula reduces to:

VaRs = max (VaR ; VaRs)
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The latter formulas apply to public bonds belonging to the same modified duration zone and no
offsetting is permitted between zones.

The procedure regarding equities is smilar to that of bonds. Full offsetting of long and short
positions in the same asset is dlowed, while partid offsetting (i.e,, subject to a disdlowance
charge) is gpplied to postionsin different stocks.

The treatment of options that has been adopted is in line with the so called 'ddta plus method
proposed by the Bade Committee. The firgt step in caculating the risk semming from options
pogitions is to compute the notional values of the options, weighted by their 'delta (the ‘deltal of
an option is the amount by which the vaue of an option changes given a one unit change in the
price of the underlying asset). An option pogtion is thus converted into a pogtion in the
underlying asset and incorporated into the caculation of the net positions in each of the assets.
Additiondly, the net ‘gamma and 'vega risks should be calculated and a separate capital charge
be levied. Gamma risks originate in the nortlinear reationship between the vaue of an option
and the change in the price of the underlying asset, while vegarisk is ameeasure of the senstivity
of the vaue of an option to changes in the volatility of the price of the underlying asset. No
offsetting is alowed between these additiona option charges for different assets.

5. Market risk capitd requirements must be computed on both individual and consolidated basis
and must be met daily. Off-baance sheet, the computation of capital includes the daily changein
the vaue of those nationd and foreign assets and derivatives covered by the requirements for
market risk. Reporting to the BCRA is required on amonthly basis.

CAPITAL

1. The computable capital is divided into core and supplementary. The core capitd includes
permanent capital, non-equity contributions, net worth adjustments, disclosed reserves created
by appropriations of retained earnings, and retained earnings (retained profits arising during the
lagt fiscd year can be included only when they have been audited) and, in the case of
consolidation, minority interests in permanent shareholder’ s equity.

2. The supplementary capita, which may not exceed the core capita, conssts of 50% of the
provisons on the loan portfolio classfied as ‘normd’, retained earnings corresponding to the
current fiscal year that have been audited and subordinated debt with a duration of at least 5
years a the moment of the issuance. The latter may not exceed 50% of the core capital.

3. The following items must be deducted from the caculated capitd defined above: (i) sght
deposits in foreign banks rated as non investmert grade, (i) securities that are not deposited in
the authorized custodian, (jii) government bonds issued by a foreign government with a lower
rating than that assgned to the Argentine bonds, (iv) share holdings of other financia ingtitutions,
(v) shareholders, (vi) good will, (vii) expenses in research and development, (Viii) provisioning
deficiency and (ix) othersto be agreed on a case by case basis by the Superintendency.

4. Reguirements must be complied on both an individual and a consolidated bass.

11



B. LIQUIDITY REQUIREMENTS

1. Asfrom August 1995, the system of reserve requirements has been subgtituted by a system of
liquidity requirements. The main festures of the liquidity requirements are as follows:

a. Reguirements are gpplied to the monthly average of deposits and other liabilities such as
gandby overdrafts facilities, repos., commercia paper and foreign credit lines (except those

related to foreign trade).

b. Therates for the liquidity requirements are applied according to the resdua time to maturity.

Requirements are higher for shorter resdud times to maturity:

Term of liability

Requirement (%)

up to 89 days (*)

between 90 and 179 days
between 180 and 365 days
beyond 365 days

20

15

10
0

(*) Requirements for remunerated current accounts must be equal to
80% when the interest rate exceed by more than 1 point the interest
rate of savings account published by the BCRA. Requirements for
mutual funds’ sight deposits are 100%.
c. The computation of the requirements for depodts is based on their maturity sructure in the
prior period, while the requirements for other liabilities are caculated taking into account their
resdud times to maturity in the period under condderation. The overdl cdculation is carried

out on a monthly average of daily postions. There isadally minimum requirement set a 75%

of the prior month requirement.
d. Requirements may be met with:

I. reverse repurchase operations (repos.) for BCRA,;

ii. depodts in an internaiond custodian (currently Deutsche Morgan Grenfdl / C. J.

Lawrence Inc. - New Y ork);

iii. Argentine public or private bonds, as long as the locad indtitution has the right to exercise

aput option againgt an A-rated foreign bank on those bonds;

iv. Argentine mortgage loans granted according to the ‘reciprocd mode agreement’
between 15/0Oct/95 and 18/Jul/97 and the corresponding backed securities, as long as
the bank possesses a 60-day put option againgt an A-rated (or above) foreign inditution;

v. time deposit certificates issued by foreign banks rated 'AA' (long term), provided that the

local bank:

(1) hastheright to exercise a put option with regard to an *AA’ rated foreign bank;
(2) put-option certificates and contracts are deposited at the internationd custodian;

Vi. securities issued by:

(1) ‘A’ rated OECD governments and its enterprises or agencies with an OECD

Government collaterd;




(2) ‘AA’ rated international organizations,

(3) ‘AA’ rated OECD commercia banks;

(4) ‘AA’ rated OECD private firms; and

(5) mutud funds composed of OECD government bonds or OECD companies
equities,

as long as they are deposited at the internationd custodian and fulfill the BCRA liquidity

requirements

vii. Unconditional standby letters of credit, issued in dollars, with a 360 day-maurity
granted by foreign banks rated A or more. Only 83% of the amount of the letters of
credit may be conddered as complying with the liquidity requirement. If deposts
decrease by an amount of 10% in a 120-day period, the funds have to be available a the
domestic bank.

viii. Purchase of sharesin BCRA’'sCD'’s.
2. Therearelimitsto the use of these insruments.
a. Compliance may be fulfilled subject to the following limits:
I. Reverserepos.: up to 100%
ii. Standby letters of credit: up to 20%
iii. Other assets. up to 80%. Within this percentage there is a maximum of:
(1) 10% for domestic bonds;
(2) 5% for mortgage backed securities; and
(3) 30% for securities issued by OECD banks and companies.
3. A carry-forward of 10% of the tota requirement is admitted for a maximum period of 6 months.

4. If the BCRA verifies an excessive concentration of ligbilities (owners and/or terms) that impliesa
ggnificant risk in relation to a bank’s liquidity or to the whole financid system, it may st
additiona requirements on the banks' ligbilities or take the necessary complementary measures.

13



C. INDIVIDUAL BANK LIQUIDITY POSITIONS

1.

The BCRA is monitoring and evauating the liquidity postion of financid inditutions, thet is, the
mismatch of maturities between short, medium, and long-term ligbilities and assets.

The maturity mismatch must be considered under different scenarios as follows: (i) as stipulated
in actud liability and asset contracts; (ii) a regular scenario (according to the previous three-
month evolution of assets and lighilities); (iii) a scenario of individud illiquidity; and (iv) a globa
illiquidity pogtion of the market.

'Globa mismatch'’ is defined as the sum of liquid assets plus the estimated flows generated by the

recovery of the remaining assets, the maturity of ligbilities, contingent commitments, expenses
and other income.

'Globa mismatch' must be accumulated for each of the required periods as defined by BCRA,
and it must have a positive Sign in each of them.

Each one of the scenarios encompasses a different definition of liquid assets computable in the
mismatch, which becomes more redtrictive the larger the degree of illiquidity foreseen by the
scenario.

14



D. CREDIT RISK DIVERSIFICATION AND GRADUATION

A minimum standard of diversfication is established through regulation in order to limit risk without
affecting average profitability in a substantial manner.

1. In order to establish a minimum standard of diversification, the regulation places limits on loans
and other forms of financing taking into account both the borrower's capital and the net worth of
the finencid ingtitution.

a. Limitsthat refer to the capital of the borrowers:
i. Asagenerd rule, loans and other financings cannot exceed a client's own capital.

ii. Thislimit may be widened up to 200% when the additional credit does not exceed 2.5%
of the capitd of the bank, and there is approved by the board of the bank. Thisimposes a
totd limit equa to 300%.

b. Limitstheat refer to the net worth of the financid indtitutions:
I. The following limits are gpplied on loans as well as share holdings in other commercid
firms

(1) Banks are dlowed to own companies which have acomplementary activity to theirs,
for example: pension funds or investment trust funds. They are dso permitted to own
commercid, indudria, agriculturd, and other type of busnesses with prior
authorization from the BCRA.

ii. The limits as percentage of bank capitd are:

LOANS WITHOUT WITH
COLLATERAL | COLLATERAL

Non-Affiliated Clients 15% 25%
Domestic Financial Institutions 25% 25%
Foreign Financial Institutions (Investment 25% 25%
grade)
Foreign Financial Institutions (Others) 5% 5%
Association of companies (Soc. Gtia 25%
Reciproca - Law N° 24.467) authorized by
BCRA

iii. Other limits are:

HOLDINGSIN OTHER COMPANIES LIMIT ON LIMIT ON
BANK COMPANY'S
CAPITAL NET WORTH
Non-complementary companies *) 12.5%
Complementary companies ™*) 100%
Total shares and stocks 50%
Unlisted (**) 15%

15



(*) See prior table.
(**) Include listed shares that are not subject to market risk capital requirements.

iv. Those loans (except for interbank operations) that exceed 2.5% of the bank’s capitd
will need previous approval by the board of the bank.
V. Risk concentration, defined as the sum of loans that individually represent more than 10%
of the bank’s capita, may not exceed:
(1) three times the capitd of the bank (without computing in the sum the loans to
domedtic finandd inditutions);
(2) five times the capitd of the bank (computing in the sum the loans to domestic
finandd inditutions);
(3) ten times the capita of a 'second tier bank' (computing the loans to domestic
finandd inditutions).
vi. Those loans granted by aloca branch or subsidiary of aforeign bank, on account of the
head office, are not subject to the rules of credit risk diversfication and graduation

provided (i) the rlevant foreign bank israted ‘A’ or higher, (ii) it is subject to supervisory
rules at a consolidated level and (iii) the loans are explicitly endorsed by the head office.

16



E. DEBTORSCLASSIFICATION AND PROVISIONING
CLASSIFICATION

Regulation on debtors classfication ams at establishing clear-cut standards to identify and classfy
loan quality and to assess potential or actual risk of capital losses and/or interest losses, in order to
eva uate the adequacy of provisons.

1. Scope of the classfication

a. Classfication includes al the bank debtors (domestic residents, belonging to both public and
private sector and foreign residents) and it has to incorporate the tota financings (loans,
leasing, contingent ligbilities, etc.).

I. The exceptionsto the rule are:
(1) Debtorswith loansfully collaterdized by ‘preferred A collatera’

(2) Those loans granted by aloca branch or subsdiary of aforeign bank, on account
of the head-office provided that (i) the foreign bank is rated 'A’ or higher, (ii) it is
subject to supervisory rules a a consolidated level and (iii) the loans are explicitly
endorsed by the head office.

2. Methodology of classfication
a. Commercid loans: are classfied based on the clients payoff capacity and cash flows.

b. Housng and consumption loans: are eva uated according to the fulfillment of debt payments.

i. In order to promote loansto smal and medium-sized companies, loans of up to $200,000
may be consdered as consumption loans.

3. Caegoriesof classfication

a. Each debtor and dl of its financings and guarantees have to be included in one of the following
categories.

Commercid loans:

i. Category 1 (normal): the solvency of the debtor is enough to comply with dl the financid
commitments.

(1) the cash flow project remains stable, while varigbles are modified;

(2) the borrower repays the funds on time;

(3) the borrower belongs to an economic sector with an acceptable future trend.
ii. Category 2 (potential risk): the borrower assumes dl hisfinancid commitments.

(1) the cash flow project trends to weaken;

(2) moderate indebtedness,

(3) dight and occasiond arrears in servicing the debt;

(4) the borrower belongs to an economic sector with some negative aspects on its
future trend.

17



iii. Category 3 (substandard): the borrower presents difficulties to assume his financid
commitments which, if they are not corrected, it may produce capita loss to the bank.

(2) the cash flow project indicates that the borrower cannot afford his total debt, but
only theinterests;

(2) illiquid finencid standing;
(3) servicing in arrears between 90 and 180 days,

(4) the borrower performs worse than the average of his sector, there are problems
with his suppliers and clients.

iv. Category 4 (doubtful): the borrower cannot afford al hisfinancid commitments.
(1) the cash flow project neither allows the payment of the debt nor its interests,
(2) lliquid financid standing;
(3) sarvicing in arrears between 180 and 360 days,
(4) the borrower belongs to an economic sector with alow future trend, scarce profits;

(5) the borrower has been claimed againgt the bank because of the non-payment, or
asked bankruptcy proceedings, or executed out-of-court arrangements.

v. Category 5 (loss): the borrower’s debts are irrecoverable. Presents a poor financia
gtanding, without payments, asks voluntary bankruptcy.

(1) the cash flow project does not cover his production costs,
(2) sarvicing in arrears for more than one year;
(3) without capacity to compete in the market.

vi. Category 6 (loss by technical decision): it includes loans to substandard debtors (180-
day past due) of liquidated or revoked banks or of the remaning banks from
privetizations.

Refinanced |oans:

i. The classfication of debtors subject to a process of refinancing must take into account the
following aspects.

(1) The payment agreements made with the group of creditors or with the bank. In the
latter case, the following opinions are required:

(& the externd auditor, the rating agency and the Superintendency when the debt is
larger than $5.000.000;

(b) the externd auditor and the raing agency when the debt is larger than
$1.000.000; and

(c) the externd auditor when the debt islower than $1.000.000.
(2) The percentage of the debt paid:

(&) to be classified as ‘potentid risk’, the debtor has to have been paid, at least,
35% of the total debt (50% of this payment can be made granting additiona
collaterals no related with the debtor activity).
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Housing and consumption loans:

i. Category 1 (normal): sarvicing with no more than 31-day arrears.
ii. Category 2 (potential risk): occasiona arrears, between 31 and 90 days.

iii. Category 3 (substandard): difficulties to comply with the liabilities, over 90 to 180 days
inarears.

iv. Category 4 (doubtful): borrowers in arrears over 180 days to one year, or under lega
proceedings.

v. Category 5 (loss): the borrower is insolvent, under legal proceedings or in bankruptcy.
Scarce possibility of credit recover or in arrears over one year.

vi. Category 6 (loss by technical decision): same trestment as commercid loans.

4. Classfication and Provisoning Manud: banks must develop procedures for the anadlysis of ther
loan portfolios. These procedures have to assure:

a. an gppropriate andysis of the financid and economic Stuation of any debtor;
b. aperiodic review of the Stuation of any debtor.

5. Large exposure: the classfication of debtors whose debts exceed 2.5% of the capitd of the
bank or of related clients must be approved by the bank’ s highest authority.

6. Classficaion review frequency:
a  Theminimum dassfication period is one yesr.

i. A quaterly period is required for credits that amount to 5% or more of the capita
of the bank.

ii. Haf ayear for credits that amount $1.000.000 or range between 1% and 5% of the
capita of the bank.

1. Debtorsreviewed biannualy must represent, at least, 50% of total loans.
b. A bank hasto review the rating assgned to a debtor when:

i. another financid inditution reduces the debtor classfication in the ‘Credit
Information Data Base' and the bank grants 10% or more of a cebtor’s total
financing with the finanda system,

1. The BCRA only dlows a discrepancy of one grade level on the
information of debtors classfication included in the ‘ Credit Information
DataBase' .

ii.  securitiesissued by the debtor are downgraded.

PROVISIONING

1. Provisoning must be carried out when loans are gpproved and must be adjusted periodicaly.
Public sector |oans are excluded.

2. Minimum provisoning levels are as follows:
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DEBTOR CATEGORY WITH WITHOUT
COLLATERAL |COLLATERAL

1 [Normal (*) 1% 1%

2 |Potential Risk 3% 5%

3 | Substandard 12% 25%
4 | Doubtful 25% 50%
5 |Loss 50% 100%
6 |Lossby Technical Decision 100% 100%

(*) Includes the loans with preferred “A” collateral.

. Provisoning in excess of minimum requirements is permitted but if this percertage reaches the
one assigned to alower category, the debtor has to be classified in that category.

. The Superintendency may require additiona provisoning if it determines thet the current leve is
inadequate.

When a loan with collaterd is classfied as 'doubtful’ or 'loss during 24 months, it sarts to be

treated as without collateral and its provisions must be according to the new classification.

a Mortgages can be provisoned by less than 100% as long as they comply with certain
requirements.

. The interests accrued on credits classified as * Substandard’, ‘ Doubtful’ or ‘Loss have to be

fully provisoned. Banks can choose to interrupt the interest accrua on these credits.

. Asfrom August 1995 and following international accountancy practice, loans classfied as'loss
and fully provisoned must be charged off assats after the seventh month in which these
conditions are verified, and transferred to off- balance sheet accounts.

COLLATERAL

1. Collaterd isdivided into the following types:

a. Preferred A: Guarantees that assure to the bank the fully repayment of the financing due to
the existence of a solvent third party or secondary markets.

I. Include: cash, gold, CD’s, automatic export reimbursements, Government bonds, |etters
of credit issued by an “A” rated foreign bank, nationad tax sharing funds, funds
collaterdized by an “A” rated OECD government, pledges, receivables discounted with
assignor’ s liability when:

(1) the payment obligeeisa‘sgnificative’ debtor:

(8 the debtor has a debt of at least $5 million rated as ‘norma in the ‘Credit
Information Data Base' assgned by 5 different banks or the debtor has
outstanding bonds for $15 million.

(b) the globd limit for al the assgnors with respect to one obligee is 5% of the
bank’ s capital or 10% of the total debt of the obligee.



(2) remainder obligees:

(8 globd limit of thistype of credits 100% of the bank’s capitdl;

(b) individud limit for each debtor: 5% of thistype of credits;

(c) 85% of these credits has to be rated as ‘norma’ and the remainder 15% as
‘potentid risk’.

(d) the haircut of the recelvables is determined considering the classfication of the
assignor and the obligee.

ii. These operations may have less than 6 month meaturity.

b. Preferred B: Guarantees congtituted by property rights that assure to the bank  the repayment
of the debt following the procedures for the execution of those rights.

i. Incduding: mortgages and pledges with more than 6 month maturities.
c. Others.

21



F. OPERATIONSWITH RELATED CLIENTS

The regulations impose limits on the risks which may be present in transactions with persons or firms
who are related to afinancid ingtitution.

1.

2.

The definition of ‘relatedness’ is based on the degree of control of the firm, measured by stock
ownership, number of board members in common or actual or potentid participation in
governing bodies.

The concept of 'relatedness is defined on the basis of the degree of control. Specificdly, a
person or afirm has control of afirm whenever:

a. aperson or firm, directly or indirectly, has 25% or more of the tota votes or any insrument
that givesthisright;

b. aperson or firm, directly or indirectly, possess 50% or more of the votes necessary for the
election of the board or of persons who have smilar postions;

. aperson has the control of other inditutions that can influence the decisions of the controlled
firm;

d. the Centrd Bank, on behalf of the Superintendency, establishes that this person or firm has
‘control influence over the other.

The concept of financing include the holdings of shares and credits and warranties granted by a
loca bank, its foreign branches and other inditutions controlled by the loca bank as an
€conomic group.

The following lending limits are determined in terms of the capitd of the bank and its CAMELS
rating as follows:

a. Bankswith a CAMEL Srating between 1 and 3:
I. For arelated client:
(1) Generd:
(8 Loanswith collaterd: 10%.
(b) Loanswithout collaterd: 5%.
(2) Domedtic banks subject to consolidation:
(@ If theinditution that received the funds hasa CAMELS 1 rating: 100%

(b) If the indtitution that recaived the funds has a CAMELS 2 rating: 10% plus an
additiona margin equd to 90% of the capitd as long as the loan has a less than
6 month maturity.

(3) Other domestic banks. 10%.

(4) Companies with complementary activities to those of the financid inditution: 10%.
Thislimit can reach 100% if company is one of factoring, leasing or credit cards.

(5) Foreign bank with an investment grade rating: 10%
ii. For thetotd of related clients. 20%.
iii. Tota financing to related clients plus ‘ frozen assats : 90%



(1) ‘frozen assats include: fixed assets, “various goods, research and development
expenses, good will, “various credits, unlisted shares.

b. Bankswith a CAMEL Srating between 4 and 5:
i. Are prohibited to finance related clients, except:
(2) if itsforeign branches are subject to supervision on a consolidated base,
(2) to the controller foreign banks, or
(3) to companies which have a complementary activity to theirs.

. The purchase of bonds traded on open markets are not included in these regulations, aslong as
holdings do not exceed 10% of the outstanding amount of the bonds (provided a'BB' rating or
above). Underwriting operations of under 180 days are also excluded from the regulation.

. Banks cannot extend credit to related companies or individuas that do not have an adequate
credit rating, i.e. rated less than 'BB' by a credit agency or classfied as other than ‘normd’ by
another bank.

. A sworn gtatement concerning their relaion (related or controlling) with the financid inditution
must be submitted by:

a. clients whose debt exceed 2.5% of the financid indtitution capitd or $1 million, whichever the
lowest;

b. persons, directly or indirectly related with the bank, with 5% or more of the financia
indtitution capitd.
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G. BASIC: BONDS, EXTERNAL AUDITING, SUPERVISION,
INFORMATION AND RATING OF FINANCIAL INSTITUTIONS

The solvency and liquidity of the banks requires gppropriate prudentia standards together with a
control system to verify compliance with them. In addition to a gtrict prudentid framework, the
Central Bank has designed a monitor system where the Superintendency shares the control function
of financid inditutions with the market. The market can supplement the Superintendency in
monitoring and in ensuring financid indtitutions discipline. The system is cdled BASIC, where eech
of the letters stands for an instrument used for banking supervision.

Given that information is a key dement because no supervison is possble without it, the |
component stands for the supply of information about banks performance. Appropriate monitoring
of an inditution should be based on its thorough knowledge.

Component A refers to the importance given to the externa audit function. Externd audit has a
ggnificant role to play in banking supervison, since it is through its work that figures submitted by
banksin ther reports are vdidated, and information quality is certified.

Component S refers to the supervisory function of the control agency. The supervisory policy is
based on the belief that traditiond supervision plays an extremely important role supplemented but
not replaced by the market discipline,

Using information generated and vaidated within this system, components B and C dlow the market
to monitor and control financid inditutions. Letter B refers to the banks obligation to issue bonds or
other long term liabilities. To comply with this requirement, banks need to have a favorable opinion
from domestic and internationd indtitutiond investors, who put their capitd a risk. This Stuation
generates anew group of economic agents that monitor ingtitutions.

Finaly, component C refers to the role assigned to the rating of banks given by internationd credit
rating agencies. Its main purpose is to provide depositors with information about the inditutions
repayment ability.

1. B: BONDS

a. The BCRA egablished that financid inditutions (except branch offices of foreign banks with
investment grade’ rating and subject to consolidated basis supervision, and foreign-bank
subgdiaries that, in addition to meeting the above conditions, have the explicit backing of ther
parent) must issue and place debt according to the following conditions:

i. Amount: 2% of tota deposits held as of the last day of the second month prior to that of
the debt issuance.

il. Term: Annudl.

iii. Issuance; The maturity may not be less than 360 days. Additiondly, these instruments
may not be redeemed in advance, unless the Superintendency, based on the market
conditions, givesits express authorization.

iv. Indruments There are severd dternatives:

(1) outstanding bonds or other publicly-offered debt instruments, tradable in Argentine
markets or in markets of OECD countries that have issued 'AAA' rated securities,
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(2) time depogt certificates held by aforeign bank with an'A' rating or higher;
(3) loans of foreign banks with an A’ rating or higher;

(4) loans of locd indtitutions that have complied with the regulaion through ingruments
(1) to (3);

(5) shares as long as their holders (individuals or firms) have not been related to the
financid inditution for at least 360 days.

v. Banksthat do not satisfy the above issuance requirement attract:
(1) One percentage point higher liquidity requirements, and
(2) 5% higher capita requirements (for credit and interest rate risk).

2. A: EXTERNAL AUDITING

a. Externd auditing is of fundamenta importance and complementary to the supervisory activities
of the Superintendency.

b. According to the regulaions the financid inditutions must gppoint Certified Public
Accountants (CPAS) for externa auditing, who must register in the Registry of Auditors of the
Superintendency.

c. The name of the gppointed CPA and the contract period must be reported to the BCRA. If
he/she acts on behdf of a company this must aso be reported.

d. Theregulation establishes auditor rotation every five years.
e. The CPA must keep the working papers for asx-year period.

f. The minimum procedures of externd audit refer to the examination of fiscal year accounts as
well as of quarterly accounts and are the following:

i. The procedures gpplied to the study of financid statements at the end of the fiscd cyde
are:

(2) 'Ingpection and Evauation of Interna Controls and

(2) 'Subgtantial Proofs related to the holdings of bonds and other financia asses,
debtors, monitoring of the documents and guarantees that back |oans, monitoring of

provisoning, review of the gperation with derivetives, review of the consolidation of
the balance shest.

ii. The externa auditor must report quarterly on:

(1) the main debtors of the financid inditution: the report must contain the CPA's
opinion on the Stuation of those debtors whose debts are equivaent to 1% of the
capitd of the financid indtitution or when the bank's credit to this debtor accounts
for 70% or above of the total financid assistance the debtor is getting from the
whole system. Also, this report must include the opinion on the appropriateness of
the provisoning, and the reasons for an eventud discrepancy between the

information submitted by the bank and that obtained by the Superintendency ‘on
sght’;
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(2) risk from operations with derivatives,

(3) those operations with foreign parties that are not subject to aregime of consolidated
supervison.
iii. The externd auditor has to evauate the organization of the internd auditing areg, its
working methodology and the fulfillment of theinterna controls rules.

3. S SUPERINTENDENCY

Supervison of financid inditutions is an ongoing process induding different dages: identifying risk;
developing adequate supervison plans; keeping a close relaionship with the inditution to be avare
of its srengths and weaknesses, performing on-site and off-dte examinaions and reviewing the
information gethered; reporting examination results through reports and meetings with the bank’s
managers, and doing follow-up on any changes to be made by the inditution to overcome its
weaknesses or potentia problems. This continuous cycle of supervision, may be summarized in four
dages, the firgt three ones compose the ingpection process. planning, examination, communication
and follow-up (off-dte supervision).

a. Consolidated supervision

i. The concept of consolidated supervison has been adopted, according to which the
financid indtitutions must present information on themsdves and on their affiliates.

ii. Domedtic indtitutions are not dlowed to paticipate in foreign inditutions when the
Superintendency considersthat there is not enough data for the evaluation of the domestic
bank.

iii. If the bank is a branch of a foreign indtitution, the information required by the foreign
supervisory authority from the bank's headquarters is consdered to be fully reliable and
comparable to those stipulated by the BCRA.

b. Ingpections and evaluation

i. This approach segregetes examination of financid indtitutions (on-site supervison) from the
technicd andyss of the information supplied by inditutions (off-Ste supervison). This
segregation alows for refocusing the examination job, and puts technicd andysis a the
sarvice of examination

ii. The usud output of an ingpection is the 'Ingpection Report'. This report is the base of the
evauation of the bank's situation.

iii. After an inspection, the bank is classified according to the CAMELS rating system, which
provides a summary measure for the soundness of the bank. The classfication ranges
between 1 and 5, where 1 corresponds to the highest rating.

iv. The CAMELS method provides a generd framework for the evaluation of a bank's
solvency and for the agpplication of the regulations. It includes quditaive as wel as
quantitative factors. Broadly, these include:

(1) Capital:
(8 Adeguacy for the indtitution's activities;
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(b) Volume of substandard assets,
(c) Past evolution, plans and outlook for the indtitution.
(2) Assets
(8 Levd, didribution and soundness of rated assts,
(b) Level and composition of nortinterest (or low interest) bearing assets;
(c) Adequecy of provisons.

(3) Management: Management performance must be evauated regarding a number of
agpects needed to run a financid indtitution, and againgt a background of usua
banking practice

(8 Technica ills, leadership and adminidretive ability;
(b) Adherenceto the law and other regulations;
(c) Ability to plan and to respond to changing circumstances,
(d) Adequacy for and compliance with internd policies,
(e) Theinditution's profits from operations.
(4) Earnings:
(8 Ability to cover losses and available capitd;
(b) Trend, volatility and structure of profits;
(c) Comparisonswithin homogeneous groups,
(d) Quadlity and breakdown of net income.
(5) Liquidity:
(@) Depodts voldtility;
(b) Stability, maturity structure and volume of |oans,
(c) Avallaility of highly liquid assets,
(d) Accessto money markets and other sources of immediate cash;
(e) Other.
(6) Sensibility: It takesinto account the following risks:
(& market risk;
(b) interest raterisk;
(¢) pricerisk; and
(d) foreign exchange risk.

4. | INFORMATION
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a. Financid inditutions must comply with regulations on capita requirements, operations with
related clients, credit risk diversfication, debtor classfication and individud bank liquidity
positions both on individual basis and on a consolidated basis.

b. Financid inditutions have to submit to the BCRA the following information:

i. Monthly consolidated balance sheets. These baance sheets have to include information on
'Ignificant subsdiaries in the country.

(1) The BCRA defines '9gnificant subsidiary' as that which contributes a least 10% of
the revenue of the indtitution or the assets of which represent 10% or more of the
capita of the bank.

ii. Quarterly and annual balance sheets. These baance sheets must consolidate information
of dl the foreign and domestic subsidiaries and, when the Superintendency determines,
the enterprisesin which the bank has more than 12.5% of the capital.

c. Domedtic inditutions must submit to the Superintendency information about enterprises or
banks:

i. effiliated to stockholders with 5% or more of the capita/votes of the financid indtitution;
ii. effiliated to its directors.

d. When individud or aggregate trandfers considered during a consecutive six-month period
represent 5% or more of the capitd and/or votes of the financia indtitution, they must be
reported to the BCRA. In addition, when buyers acquire 2% of the capital stock of the
finendd inditution through public offerings or through domestic and international stock
exchanges, it must aso be reported to the BCRA.

e. Financid inditutions must request to their controlling stockholders to prepare consolidated
semiannud financid statements of their economic groups, unless the controlling inditution is
required to prepare consolidated financial statementsin its country.

. C: CREDIT RATING

a. Financid inditutions must be classified by one of the rating agencies approved by the BCRA.
It is required that the agency operate in at least 10 different countries of which at least 5 must
be Latin- American.

i. The loca branches of foreign banks and those inditutions with explicit collaterd on
deposits by a foreign bank may have an dterndive rating regime. These inditutions must
submit to the Superintendency at lesst two internationd ratings which take Argentine risk
into account.

b. Ratings mugt reflect the payment capacity of the medium and long term dlaims.
c. Reports on ratings must be quarterly and presented to the Superintendency.

d. Reting ranges between 'AAA' (minimum probability of falure) to 'I' (falure). If the reting
assigned is'CCC' or below, the rating agency mugt give its opinion about the amount of the
possible capitd loss.

e. The evduation has to include three basic dements;
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i. Financid indtitution pogtion.
ii. Fnancid inditution main characteridics capitdization, assets, management, earnings,
liquidity, liability structure, etc.

iii. Possible financia indtitution behavior according to different scenarios for the Argentine
economy.

f. The ratings obtained by financid indtitutions must be publicly availadle.

29



H. INTERNAL AUDITING

The internd auditing is a process carrying out by the board, the management and other members of
afinandd inditution in order to get areasonable leve of certainty and efficiency of their operations,
reliance in their accountability and the fulfillment of the legd requirements.

1.

The process of the internal auditing is composed of an environment of control, evauation of the
risk, monitoring activities, disclosure and communication and surveillance.

Financid inditutions have to conditute an 'Auditing Committee composed by at least two
members of the board (or same-levd authorities) and the head of the internd auditing area.

Auditing Committee members have to rotate every 2 or 3 years.

The Auditing Committee has to:

a. exercise survellance on the internd auditing systems,

b. take notice about the suggestions made by the externa auditing or the Superintendency.

The persond data of the Auditing Committee members have to be submitted to the
Superintendency.

Financid inditutions have to develop and document their adminidrative and accounting
procedures in order to get an adequate control of the operations.

Internad auditing must assure:

a. the existence, adequacy and integrity of the accounts;
b. their appropriate vauation;

c. thefulfillment of the BCRA regulations.



IHLAUTHORIZATION OF FINANCIAL INSTITUTIONS

=

ESTABLISHMENT OF NEW FINANCIAL INSTITUTIONS
Thereisfree entry to the financid system subject to:
a. Approvd by the BCRA.
I. The aspectsthat the BCRA assesses when alicenseisissued:
(1) the suitahility of mgor shareholders and the transparency of ownership,
(2) the sKill and experience of the proposed directors and the senior management;
(3) the operaing plan and the financid projections, and
(4) the operational structure.
b. Minimum capita of $10 million for wholesde banks and $15 million for other dassifications of
finandd inditutions
I. Initid disbursement have must be effected with cash.

. MERGERS AND ACQUISITIONS OF FINANCIAL INSTITUTIONS

Mergers and acquisitions are subject to the gpprova by the BCRA.

The regulations facilitate on mergers and acquistions of financid ingtitutions.

. FINANCIAL INSTITUTION CLASS CHANGES

Financid ingtitutions may change their class subject to:
a. Approva by the BCRA;

b. The fulfillment of the capital requirement, other prudentid rules and the information requests of
the BCRA,;

c. Ther not presenting any liquidity, solvency or profitability problems.

.ESTABLISHMENT OF AFFILIATESIN THE COUNTRY OR

ABROAD
The establishment of affiliates in the country or abroad are subject to:
a. The BCRA'’s decision on the convenience and benefits of the project.

b. The fulfillment of the capitd requirement, other prudentid rulesand a CAMELS classfication
of 1t0 3.

The requests for opening a new branch office will be gpproved automaticaly 90 days after the
verification of the established conditions, provided that the Superintendency has no objections.
This 90-day period may be extended if necessary.
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. ESTABLISHMENT OF REPRESENTATIVE OFFICES ABROAD
AND PARTICIPATION IN FINANCIAL INSTITUTIONSABROAD

. These are subject to:
a. Approva by the BCRA.

b. The fulfillment of the capita requirement, other prudentid rules and the information requests
of the BCRA.

c. The representation offices may only perform non-operative activities.

d. To paticipate in foreign subgdiaries, the responshility of the domestic inditution must be
specified to be limited by the capitd dlowance; the inditution may not take on additiond
regpongbility nor commitments for operations of the foreign indtitution.

e. Paticipation in foreign finandd ingitutions, whose financid statements must be consolidated
with the locd inditution's, may not be hdd if the Superintendency does not receive dl the
necessary information to andyze the consolidated ingtitution.

. MODIFICATION OF THE SHARE COMPOSITION OF
FINANCIAL INSTITUTIONS

. The BCRA has the right to approve and authorize the transfer of share packages capable of
producing changes in the classification of the indtitutions or dter the structure of the respective
share groups.

. There must be adherence to the regime for public offering in stock exchanges of the country or
abroad.

. Fnandd inditutions must report to the BCRA when individud or aggregate transfers undertaken
during a consecutive six-month period represent 5% or more of the capital and/or votes of the
financid inditution. In addition, when buyers acquire 2% of the capita stock through public
offerings or through domestic and international stock exchanges, it must o be reported to the
BCRA.

.REPRESENTATIONS OF FOREIGN FINANCIAL INSTITUTIONS
NOT AUTHORIZED TO OPERATE IN THE COUNTRY

. The possibility of opening representationsis subject to:

a. Authorization by the Superintendency.

b. Provison of diverseinformation about the bank represented.
c¢. Conforming to the completion of due reports.

d. The supervisory regime of the home country must be on a consolidated basis, except in the
case of bordering countries.
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e. The operdion of representatives is limited to consulting and technica assgtance. Any
operations involving financid intermediation and/or exchange are prohibited.



IV.LIABILITY MANAGEMENT

A. DEPOSIT INSURANCE

1. Deposts are not covered by any insurance from the BCRA. The Financid Inditutions Law
establishes that depositors have specid privilege in that they have first claim to the funds hed as
liquidity requirements, in the following order:

i. up to $5,000 per deposit;
ii. total deposits of 90 days and beyond;
iii. the remainder of deposits pro-rata.

Depositors dso have firg clam to the inditution's remaining assets, with the exception of
creditors of preferred mortgages and pledges. In terms of the seniority of clamant, the BCRA
follows depositors and precedes the remaining creditors, with the exception of those with
employment contracts from the inditutions.

2. In May 1995, the Depost Insurance System was cregted. The system is fully-funded and
obligatory for the financid inditutions, and provides limited deposit insurance to depositors.

Each indtitution must join the Deposit Insurance Fund and pay amonthly instalment, whichisa
function of itstotal deposits. The Deposit Insurance Fund is managed by 'Seguro de Depdsitos
SA.' (SEDESA), whose partners are the Argentine government and atrust set up by the
financid inditutions
The monthly ingtalment ranges from a minimum of $1.5 per $10,000 to a maximum of $3 per
$10,000 of deposits, according to the assessed risk level of the bank. The risk level dependson
the quaity of the loan portfolio, the 'assets at risk to assats ratio, the CAMELS factor, and the

excess capita requirement ratio.

The insurance is limited in nature. It covers up to $30,000. The totd amount of deposits that
each person clams will be computed to determine the amount covered. However, there is no
coverage in the case where the deposit account was condtituted through endorsement or by
schemes that offer additional incentives to the interest rate.

The funds of Depost Insurance Fund can be used not only to return the insured deposits in case
of an inditution bankruptcy, but dso in the following ways

i. To lend funds to financid inditutions that are under a 'regularization and reorganization
plan'.

ii. To lend to financid inditutions that are buying assets and paying the deposits of another
ingtitution which is under a'regularization and reorganization plan'.

iii. To make agreements with ingtitutions which participate in the restructuring of another
one, giving the former barks the option of buying assets of the bank with problems.

iv. To buy deposits of suspended ingtitutions.



. DEPOSITS

1. Timedeposts

a. US Dallar and peso fixed time depodits are dlowed. The BCRA can authorize deposits in
other currencies.

b. Public and private depogts in securities are allowed. Those securities have to be traded
routingly in open markets.

c. Depodgits are remunerated according to the interest rates that the parties freely agree on.

d. Dollar and peso fixed time deposits of less than 30 days are not alowed. Deposits of security
depodits do not have minimum term.

e. CD’s can betraded in secondary markets after 30 days of their issue.

. Depogits with varigble return: There are different types of indexes that can be used for the
reference rates. The minimum term of these deposits is 90 days.

. ENDORSEMENT OF THIRD PARTY OPERATIONS

Acceptances. Banks and other financid inditutions may endorse debt operations between
persons that belong to the non-financid sector.

a. Minimum term: 30 days
b. Margin: fredy agree-on between the parties

C. These operations may be renegotiated as long as there are a least 30 days between the
transfer.

Operations with securities: Financid indtitutions can endorse loans and repos. with securities.

a Minimum term: fredy agree-on if the securities are traded routingly in open markets,
otherwise the term is 30 days.

. Bonds issued by enterprises: Financid ingtitutions can endorse the issuance of these bonds as
long as.

a. Bonds are issued with authorization of the CNV (“National Securities Commisson”), the
term is not less than 30 days and the amount is larger than $100.000.

b. Financid indtitutions can renegotiate these bonds after 30 days of their issuance.

. CUSTODIAN AND REGISTER AGENT FUNCTIONS

. To classfy as custodian of Pension Funds assets or register agents for mortgages bonds, banks
should:

a. berated CAMELS 1 or 2 by the Superintendency;
b. havea minimum capita of $50 million or 5% of the Pension asts,

c. have capitd in excess of 0.25% of the Penson Funds assets. This amount of capital hasto be
invested according to the BCRA specifications.



V.ASSET MANAGEMENT

A. PERMISSIBLE LOANS

1
2.

The dlocation of funds has been deregulated.

Credit policy must be oriented to finance investment, production, trade, and consumption of
goods and services as required by domestic and foreign demand.

3. Collaterd may be provided, following the same conditions as for the granting of loans.

In addition, there are two regimes of fund absorption with specific alocation:

a. Foreign currency deposits (‘Argendollars, Law 23,758): The objective is mainly to finance
foreign trade operations and productive activities, and purchase of government and corporate
bonds.

b. Outstanding corporate bonds: The objective is to finance investments in capital equipmernt,
building of working capita, and ligbility refinancing for domesticaly-based companies and for
persond |oans or mortgages, housing congtruction and government bonds.

LOANSTO THE PUBLIC SECTOR

1.

Financing to the non-financia public sector is prohibited, except:
a. Purchase of public bonds;
b. Other financings when:
i. are gpproved by the Minigtry of Economy;
ii. are collateralized by roydties or federd share taxes,
iii. it is permitted the direct trandfer of the funds between the collecting agency and the bank.

. INTEREST RATES

Interest rates are set by bank according to market conditions.

There is a disclosure requirement, by which Totd Financing Cost’ must be specified, which
includes the different charges associated with the operation. In addition, the BCRA publishes
monthly the average of market rates.

Indexation of the principd is prohibited by the Convertibility Law (March 1991).

4. Fees or other additiona charges to the agreed-on interest in the credit operations are prohibited

if they are not related to an actua service or to the reimbursement of expenses.

. SECURITIESHOLDINGS

Holdings of domestic public and private securities can be held in investment accounts.

a. The accounting vauation is that of the cost of the assat adjusted for the accrued interest of the
coupon.



i. if the security was held by the bank in trading accounts, the accounting vauation has to
consder the market price of the previous day to the transfer to investment accounts.

b. The vauation of the holdings in investment accounts has to be adjusted if the market price
decreases more than 20% of the cost registered in the book value.

c. Repo. operations with these holdings are permitted as long as the counterparty was another
financid indtitution, aforeign bank rated ‘A’ or above, or the BCRA.

.MUTUAL FUND HOLDINGS
. Holdings of quotas of mutual funds are prohibited, except:
a. Those admitted for the complying of the liquidity requirements;

b. During the firgt 120 days of the issuance of a new mutud fund with public offered and when
the bank act as intermediary. The limit for these holdings is 2% of liquidity requirements or
$2.000.000, the higher.

. Financid inditutions can act asintermediaries, they cannot operate on their own risk.

. REPOS., FORWARDS, FUTURES AND OPTIONS

. Repos. forwards and futures: can be conducted on public and private securities aslong they are
traded routinely in open markets.

a. Minimum term: fredy agree-on between the parties, but in same occasions in required a 30-
day minimum term.

b. Premium: fredy agree-on between the parties.

c. Magin: fredy agree-on between the parties, but it has to take into account the rules for the
collaterdization of bank’s assats.

d. Operaions must be performed through a centraized clearing system.
. Options:

a. The sde of option contracts can only be performed by a financid indtitutions rated ‘A’ or
above.

b. The purchase of option contracts can only be performed if there is a secondary market for
these contracts or if the sdller isaforeign bank with an investment grade rating.

. COLLATERALIZATION OF BANK'SASSETS

1. Collatera may not be used for funding operations between inditutions, except in those situations

especialy approved by the BCRA.
. The exceptions are;

a. Foreign lines of credit rdlated to the settlement of operations in Euroclear and Cedd of
banksrated ‘A’ or grester.
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b. Derivatives provided that these transactions are conducted in domestic ingtitutiona or OECD
markets.

c. Guarantees of 'over-the-counter' transactions when:
I. counterparties are foreign banks with an ‘A" or higher rating;
ii. the collateral does not exceed 20% of the amount of the transaction;

iii. domedtic ingtitutions must have an'AA' or higher rating and branch offices or subsdiaries
of foreign banks must have an 'AA' or higher rating, are subjected to consolidated
supervison and have an explicit guarantee for the lidbilities from their heedquarters.

d. Banks can collateralize reverse repo. of bonds, currencies and loans aslong as.

i. Both domegtic borrowing and lending inditutions are rated as ‘AA’ or higher. Foreign
lending indtitutions that be rated as ‘investment grade’ or higher;

ii. They have the gpproval of the Superintendency when the haircut exceeds 50% of the
finendng.
e. Inthe case of gandby letters of credit admitted for complying with the liquidity requirements.
i. haircut can not exceed 125%:
ii. banks can use mortgages, pledges and other assets as collaterd for these credits;
iii. al banks are permitted to collaterdize these credits.
f. Guarantees related to the clearing and settlement of payments.
i. banks can use the assets admitted for complying with the liquidity requirements.

. Thelimitsare

a. Thetotal assats offered as collatera for foreign lines of credit and operations with derivatives
cannot exceed 5% of the capitd of the bank.

b. Thetota haircut for reverse repos. cannot exceed 100% of the capita of the bank.



