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Regulation (EU) No 575/2013 of the European Parliament and of the Council of
26 June 2013 on prudential requirements for credit institutions and investment
firms and amending Regulation (EU) No 648/2012 (Text with EEA relevance)

[X1PART THREE

CAPITAL REQUIREMENTS

TITLE II

CAPITAL REQUIREMENTS FOR CREDIT RISK

CHAPTER 4

Credit risk mitigation

Section 3

Requirements

Sub-Section 1

Funded credit protection

[X1Article 209

Requirements for receivables

1 Receivables shall qualify as eligible collateral where all the requirements laid down
in paragraphs 2 and 3 are met.

2 The following requirements on legal certainty shall be met:
a the legal mechanism by which the collateral is provided to a lending institution shall be

robust and effective and ensure that that institution has clear rights over the collateral
including the right to the proceeds from the sale of the collateral;

b institutions shall take all steps necessary to fulfil local requirements in respect of the
enforceability of security interest. Lending institutions shall have a first priority claim
over the collateral although such claims may still be subject to the claims of preferential
creditors provided for in legislative provisions;

c institutions shall have conducted sufficient legal review confirming the enforceability
of the collateral arrangements in all relevant jurisdictions;

d institutions shall properly document their collateral arrangements and shall have in
place clear and robust procedures for the timely collection of collateral;

e institutions shall have in place procedures that ensure that any legal conditions required
for declaring the default of a borrower and timely collection of collateral are observed;
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f in the event of a borrower's financial distress or default, institutions shall have legal
authority to sell or assign the receivables to other parties without consent of the
receivables obligors.

3 The following requirements on risk management shall be met:
a an institution shall have in place a sound process for determining the credit risk

associated with the receivables. Such a process shall include analyses of a borrower's
business and industry and the types of customers with whom that borrower does
business. Where the institution relies on its borrowers to ascertain the credit risk of the
customers, the institution shall review the borrowers' credit practices to ascertain their
soundness and credibility;

b the difference between the amount of the exposure and the value of the receivables shall
reflect all appropriate factors, including the cost of collection, concentration within the
receivables pool pledged by an individual borrower, and potential concentration risk
within the institution's total exposures beyond that controlled by the institution's general
methodology. Institutions shall maintain a continuous monitoring process appropriate
to the receivables. They shall also review, on a regular basis, compliance with loan
covenants, environmental restrictions, and other legal requirements;

c receivables pledged by a borrower shall be diversified and not be unduly correlated with
that borrower. Where there is material positive correlation, institutions shall take into
account the attendant risks in the setting of margins for the collateral pool as a whole;

d institutions shall not use receivables from affiliates of a borrower, including subsidiaries
and employees, as eligible credit protection;

e institution shall have in place a documented process for collecting receivable payments
in distressed situations. Institutions shall have in place the requisite facilities for
collection even when they normally rely on their borrowers for collections.]

Editorial Information
X1 Substituted by Corrigendum to Regulation (EU) No 575/2013 of the European Parliament and of the

Council of 26 June 2013 on prudential requirements for credit institutions and investment firms and
amending Regulation (EU) No 648/2012 (OJ L 176, 27.6.2013, p. 1).
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