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       Annex A

(b) Supplementary capital

(i) Undisclosed reserves

15. Unpublished or hidden reserves may be constituted in various ways
according to differing legal and accounting regimes in member countries. Under
this heading are included only reserves which, though unpublished, have been
passed through the profit and loss account and which are accepted by the bank’s
supervisory authorities. They may be inherently of the same intrinsic quality as
published retained earnings, but, in the context of an internationally agreed
minimum standard, their lacks of transparency, together with the fact that many
countries do not recognise undisclosed reserves, either as an accepted accounting
concept or as a legitimate element of capital, argue for excluding them from the
core equality capital element.

(ii) Revaluation reserves

16. Some countries, under their national regulatory or accounting
arrangements allow certain assets to be revalued to reflect their current value, or
something closer to their current value than historic cost, and the resultant
revaluation reserves to be included in the capital base. Such revaluations can arise
in two ways:

(a) from a formal revaluation, carried through to the balance sheets if
bank’s own premises; or

(b) from a notional addition to capital of hidden values which arise
from the practice of holding securities in the balance sheet valued at
historic cost.

Such reserves may be included within supplementary capital
provided that the assets are considered by the supervisory authority to be
prudently valued, fully reflecting the possibility of price fluctuations and forced
sale.

17. Alternative (b) is relevant to those tanks whose balance sheets
traditionally include very substantial amount of equities held in their portfolio at
historic cost but which can be, and on occasions are, realised at current prices and
used to offset losses. The Committee considers these “latent” revaluation reserves
can be included among supplementary elements of capital since they can be used to
absorb losses on a going-concern basis, provided they are subject to a substantial
discount in order to reflect concerns both about market volatility and about the tax
charge which would arises were such gains to be realised. A discount of 55 per
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cent. On the different between the historic cost book value and market value is
agreed to be appropriate in the light of these considerations. The Committee
considered, but rejected, the proposition that latent reserve arising in respect of the
undervaluation of banks’ premises should also be included within the definition of
supplementary capital.


