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Information to be disclosed according to the Regulation NBRNSC 

no. 25/30/2006 regarding the disclosure requirements for 

credit institution and investment firms 

 

A) Risk Management in Bank Leumi Romania 

 

The significant risks to which the Bank is exposed are credit risk, liquidity risk, operational risk, 

market risk and reputation risk. Market risk includes currency risk, interest rate risk and price 

risk. 

The Bank conducts its entire activity under the corporate governance principles (integrity and 

ethical behaviour, responsibility and accountability, disclosure and transparency, performance 

orientation, etc). The Board of Directors and the Executive Management are independent and 

separate structures.  

The Board of Directors has overall responsibility for the establishment and oversight of the 

Bank’s risk management framework. Specific responsibilities on managing significant risks at the 

Bank’s Executive level are established for the Risk Management Committee, the Asset and 

Liability Committee (ALCO) and the Credit Risk Committee. The Bank has internal structures 

dedicated to risk administration, monitoring and control: Risk Management Department, Credit 

Review Department, Credit Risk Department, Internal Control Department &Compliance 

Department and Internal Audit Department. Know your customer and anti-money laundering 

fall into the responsibility of a dedicated department.  

The Bank’s risk management policies are established to identify and analyse the risks faced by 

the Bank, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. 

Risk management policies and systems are reviewed regularly to reflect changes in market 

conditions, products and services offered. The Bank, through its training and management 

standards and procedures, aims to develop a disciplined and constructive control environment, 

in which all employees understand their roles and obligations. 

The internal control system of the Bank is organized at all the levels of the Bank in order to act as 

a system of early warning signals. Moreover, a self assessment analysis of the internal control 

system is conducted on quarterly basis. 

The Bank Audit Committee is responsible for monitoring compliance with the Bank’s risk 

management policies and procedures, and for reviewing the adequacy of the risk management 

framework in relation to the risks faced by the Bank. The Bank Audit Committee is assisted in 

these functions by Internal Audit. Internal Audit undertakes both regular and ad-hoc reviews of 

risk management controls and procedures, the results of which are reported to the Audit 

Committee.    

A motivational system for Bank’s employees is developed, which includes: 
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 Remuneration of the employees with good performance (including bonuses) 

 Training programs 

 The policy for the staff promotion 

 For the key people, the Bank’ policy is to give special attention to remuneration and training 

 

I. Credit Risk 

Credit risk represents the risk to register financial losses or not to achieve the estimated profits 

caused by the non-fulfilment of the contractual obligations by the counterparty. The sources of 

the credit risk are represented by any activity which involves a counterparty risk.  

The Board of Directors has delegated responsibility for the management of credit risk to its 

Credit Committee. Risk Management Department and Risk Management Committee are 

responsible for oversight of the Bank’s credit risk.  

The Bank is exposed to credit risk through its trading, lending and investing activities and in 

cases where it acts as an intermediary on behalf of customers or other third parties or it issues 

guarantees.  Credit risk associated with trading and investing activities is managed through the 

Bank’s market risk management process.  The risk is mitigated through selecting counterparties 

of good credit standings and monitoring their activities and ratings and through the use of 

exposure limits and when appropriate, obtains collateral.  

The Bank’s primary exposure to credit risk arises through its loans and advances.  The amount of 

credit exposure in this regard is represented by the carrying amounts of the assets on the balance 

sheet.  The Bank is exposed to credit risk on various other financial assets, including derivative 

instruments and debt investments, the current credit exposure in respect of these instruments is 

equal to the carrying amount of these assets in the balance sheet.  In addition, the Bank is 

exposed to off balance sheet credit risk through commitments to extend credit and guarantees 

issued. 

In order to minimise this risk procedures are in place to screen the customers before granting the 

loans and to monitor their ability to repay the principal and interest during the duration of the 

loans and establishment of exposure limits. 

Concentrations of credit risk that arise from financial instruments exist for groups of 

counterparties when they have similar economic characteristics that would cause their ability to 

meet contractual obligations to be similarly affected by changes in economic or other conditions. 

The major concentrations of credit risk arise by individual counterparty and by type of customer 

in relation to the Bank’s loans and advances, commitments to extend credit and guarantees 

issued.  

Considering different criteria of credit portfolio segmentation, the Bank has established limits in 

order maintain the concentration risk at a low level.  

The counterparties which the Bank considers eligible, are assessed and classified on categories of 

scoring/rating differentiated according to their status, due to the specific characteristics of the 

activity and reimbursement sources: 

¶ regarding the assessment of the payment capacity of individuals, the Bank uses a scoring 

system, based on information and statistical models, and identifies the customer profile based 

on the bank’s experience; 
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¶ for the assessment of legal entities, the internal rating system calculates and analyses certain 

financial ratios (quantity factors), with consideration to other quality factors.  

Following the analysis, as of 31 December 2009 the customers are segmented into 5 risk grading 

categories (A, B, C, D and E) representing performance from A the best to E the worst, whereby 

the decision to grant the credits will be taken.  

Exposure to credit risk for loans and advances to customers as of 31 December 2009 was as 

following: 

 

RON thousand 
gross amount 

allowance for 

impairment  

Individually impaired 54,665 (35,540) 

     Grade A 

 

 

4,409 (2,970) 

     Grade B 2,280 (1,344) 

     Grade C 

 

 

10,430 (2,774) 

     Grade D 5,876 (3,426) 

     Grade E 31,670 (25,026) 

Collectively impaired 893,858 (25,166) 

     Grade A 

 

 

286,660 (7,339) 

     Grade B 450,540 (13,880) 

     Grade C 

 

 

102,815 (2,502) 

     Grade D 32,130 (794) 

     Grade E 21.713 (651) 

                                

Total carrying amount 948,523 (60,706) 

 

Considering the residual contractual maturity, exposure to credit risk for loans and advances to 

customers as of 31 December 2009 is presented below: 
 

Residual contractual maturity Net Loans and advances to customers 

 RON thousand 

Less than 3 months 107,492 

Between 3 months and 1 year 341,543 

Between 1 and 5 years 247,703 

More than 5 years 182,698 

Total 879,436 

 

The exposure on geographic areas and economic sectors as of 31 December 2009 is presented 

below: 
 RON thousand 

Economic Sectors Total loans 

Agriculture 13,256 

Trade and Services 381,031 

Industry and energy 138,480 

Construction 173,946 

Individuals 241,810 

Total 948,523 

 

 RON thousand 

Geographic Areas Total loans 

BUCHAREST 441,907 

NORTH WEST 107,491 

CENTER 131,272 

SOUTH EAST 92,284 

NORTH EAST 87,095 

SOUTH -WEST 18,388 

WEST 35,030 

SOUTH 35,055 

TOTAL 948,523 
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The total amount of exposures after accounting offsets and without taking into account the 

effects of credit mitigation, the risk-weighted exposure amounts and the regulatory capital 

requirement for credit risk, calculated in accordance with the Regulation NBR-NSC 

no.14/19/2006 on credit risk treatment using the standardized approach, for each of the exposure 

classes are presented below: 

Credit risk , Standardized Approach RON thousand 

  

Original 

Exposure Pre 

Conversion 

Factors 

Adjustments 

and Provisions 

Exposure Net of Value 

Adjustments and 

Provisions 

Risk 

Weighted 

Exposure 

Amount 

Regulatory 

Capital 

Requirement 

Total exposures 1,589,895 -81,599 1,508,296 818,484 65,479 

from which:           

On balance sheet exposures 1,387,019 -81,599 1,305,420 743,133 59,451 

Off- balance sheet exposures 201,339 0 201,339 75,044 6,003 

Derivatives 1,537 0 1,537 307 25 

The exposure classes      

1.   Claims or contingent claims on 

central governments or central 

banks 228,687 0 228,687 0 0 

2. Claims or contingent claims on 

administrative bodies and non-

commercial undertakings 1,587 0 1,587 1,587 127 

3. Claims or contingent claims on 

institutions  222,361 0 222,361 49,707 3,977 

4. Claims or contingent claims on 

corporate 399,445 -2,605 396,840 344,920 27,594 

5.   Retail claims or contingent 

retail claims 197,358 -8,544 188,814 133,159 10,653 

6.   Claims or contingent claims 

secured on real estate property 406,103 -248 405,855 245,351 19,628 

7.   Past due items 62,774 -47,615 15,159 13,739 1,099 

8.   Other items 71,580 -22,587 48,993 30,021 2,401 

Total  1,589,895 -81,599 1,508,296 818,484 65,479 

 

In accordance with the IFRS 7 “Financial Instruments: Disclosures” provisions, the Bank shall 

disclose by class of financial assets: 

a)     the financial assets that are past due at the reporting date, but not impaired; 

b)    the financial assets that are individually determined to be impaired at the reporting date; 

c) for the amounts disclosed in a) and b) the collaterals held by 

        the Bank as security 

The gross carrying (accounting) value of the impaired assets is exclusively referring to the 

financial assets individually determined to be impaired at the reporting date (depreciated 

financial assets are assets for which the Bank determined individually provisions). 
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Past due and impaired financial assets as of 31 December 2009 

RON thousand 

 Not impaired 

past due loans 

<= 90 days 

Net carrying 

value of impaired 

financial assets 

Provisions Collaterals for 

past due and 

impaired 

financial assets 

Loans and receivables 10,872 80,068 60,820 478,806 

- Credit institutions - - 84 - 

-Institutions, other than 

credit institutions 

51 2,852 1,135 13,689 

- Corporate 8,059 40,416 33,118 138,090 

- Retail 2,762 36,800 26,483 327,027 

Other financial assets - - 5 - 

Total 10,872 80,068 60,825 478,806 

 

 

Movement in provision for impairment loss on loans and advances to customers granted as of 31 

December 2009 were as follows: 
  31 December 2009 

  RON thousand 

Balance as of 1 January  (44,020) 

Impairment loss  (15,872) 

Effect of foreign currency movements (813) 

                   

Balance as of 31 December (60,705) 

 

Eligible personal and real collaterals 

 

The following real collaterals have to be mentioned:  
 

A) Eligible movable real collaterals  

 Pledge on payment documents  

 Pledge on the current movable assets or on goods purchased from loan 

 Pledge on units of fund, issued by investments funds agreed by Bank Leumi 

Romania, and on shares 

 The universality of the future and current moveable collaterals  

 Movable real collaterals on the receivables resulted from lease contracts 

 Pledge on the inventories of fungible and non fungible goods  

 Pledge with/without dispossession on the shares traded on an organized market  

 

B) Eligible Real Estate collaterals, located in urban or rural areas: residential, 

commercial, offices or land 

 

The eligible real estate collaterals are appraised by internal and external appraisers on a frequent 

basis, and also they are subject to insurance policies. 

In order to permanently correlate the value of the assets accepted as collaterals with the market 

value of these assets, the Bank performs the revaluation of the assets accepted as collaterals with 

a frequency established depending on their nature: 
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¶ Real estate assets – housing 36 months  

¶ Real estate assets with destination different from housing 12 months  

¶ Movables - maximum 12 months, except for the shares traded at the stock exchange/fund 

units – maximum 6 months  

 

An estimate of the fair value of collateral and other security enhancements held by Bank is 

shown below: 

                                                                                                                                                  
  31 December 2009 

 RON thousand 

  

Against individually impaired 47,374 
      Mortgages 38,297 

      Pledges 9,077 

Against collectively impaired 1,862,868 
      Mortgages 1,619,092 

      Pledges 184,364 

      Letters of Guarantee 8,470 

      Cash collateral 13,800 

      Guarantees issued by National  

      Loan Guarantee Fund 

 

 

 

 

 

 

Loan G 

37,142 

Total collateral against loans and advances 

to customers 
 

1,910,242 

 

In the lending activity, Bank Leumi Romania SA assess the environmental and social risks 

related to the loan requests in order to ensure that the financed projects are environmentally and 

socially sound, in compliance with applicable regulatory requirements.  

In assessment of the environmental and social risks at clients’ level, the Bank takes into account 

also the legal, financial and reputational implications over the Bank.  

 

 

II. Liquidity Risk 

 

Liquidity risk arises in the general funding of the Bank’s activities and in the management of the 

asset positions.  It includes both the risk of being unable to fund assets at appropriate maturities 

and rates and the risk of being unable to liquidate an asset at a reasonable price and in an 

appropriate time frame. 

The Bank has access to a diverse funding base. Funds are raised using a broad range of 

instruments including deposits, borrowings and share capital. This enhances funding Bank, 

limits dependence on any one source of funds and generally lowers the cost of funds. The Bank 

strives to maintain a balance between continuity of funding and flexibility through the use of 

liabilities with a range of maturities.   

The Bank continually assesses liquidity risk by identifying and monitoring changes in funding, 

and diversifying the funding base. 
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The Bank’s approach to managing liquidity is to ensure, as far as possible, that it will always 

have sufficient liquidity to meet its liabilities when due, under both normal and stressed 

conditions, without incurring unacceptable losses or risking damage to the Bank’s reputation.  

Liquidity risk policies and procedures cover both on-going market conditions and financial crisis 

situation and they are subject to annual review by Assets and Liabilities Committee (ALCO) and 

approval by the Board. Risk Management Department is responsible for oversight of the Bank’s 

liquidity risk. Treasury Department has responsibilities on operative management of daily 

liquidity position. 

One of the measures used for monitoring risk is the ratio of net liquid assets to deposits from 

customers, calculated according to the National Bank of Romania regulations. Details of this ratio 

at the reporting date and during the reporting period were as follows: 

 

 2009 

At 31 December                                                       2.42 

Average for the period 2.85 

Maximum for the period 4.01 

Minimum for the period 2.08 

 

Two separate principles of liquidity risk management have been implemented:  

a) operational liquidity considers the daily management of the liquidity under normal conditions 

of performing the banking activity. The liquidity risk management under normal conditions is 

focused on the ability of the bank to raise and place the funds in an active way. The operational 

liquidity determination implies a normal course of performing the activity and stable 

financing sources for the bank; 

b) strategic liquidity evaluates the capacity of the Bank to face a crisis situation when ordinary 

sources of financing become inaccessible. The scope of this type of analysis is to ensure that the 

Bank can face these scenarios without becoming insolvent, by estimating the possible sources 

that could be raised in order to cover the liquidity needs. The strategic liquidity is calculated in 2 

distinctive stress testing scenarios: Internal Crisis – at the level of Bank Leumi Romania and 

Systemic Crisis – at the level of the Banking System. 

For daily assessing and monitoring of liquidity risk, Bank Leumi Romania has developed an 

“Adjusted Maturity GAP” model based on the future cash-flows analysis and on the statistical 

behaviour of the assets, liabilities and off balance sheet items. The statistical behaviour was 

determined using a Liquidity-at-Risk (LaR) analysis with 99% confidence level. 

The liquidity position is monitored on a daily basis and regular liquidity stress testing is 

conducted under a variety of scenarios covering both normal and more severe market 

conditions. All liquidity policies and procedures are subject to Board of Directors approval. Daily 

reports cover the liquidity position of the Bank. A summary report, including any exceptions and 

remedial action taken, is submitted regularly to the Board of Directors, as a part of the Risk 

Report. 

The residual contractual maturity analysis of the financial assets and liabilities of the Bank is 

presented below: 
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31 December 2009 

RON thousand 

Less than 3 

Months 

Between 3 

months 

and 1 year 

Between 

1 and 5 

years 

More 

than 5 

Years 

No fixed 

maturity 
Total 

Financial assets       

Cash and current accounts 

with banks 

 

199,451 

 

- 

 

- 

 

- 

 

- 

 

199,451 

Placements  with banks 134,777 - - - - 134,777 

Investment securities 29,319 19,560 - - 490 49,369 

Loans and advances to 

customers 

 

107,492 

 

341,543 

 

247,703 

 

182,698 

 

- 

 

879,436 

Other assets 2,812 - - - 3,689 6,501 

 473,851 361,103 247,703 182,698 4,179 1,269,534 

Financial liabilities       

Deposits from banks 2,297 - - - - 2,297 

Borrowings from banks - 8,950 28,500 251,140 - 288,590 

Deposits from customers 637,901 75,842 1,502 1,110 - 716,355 

Other liabilities 14,303 - - - 478 14,781 

                                                                                                                   

 654,501 84,792 30,002 252,250 478 1,022,023 

Maturity surplus/ (shortfall) (180,650) 276,311 217,701 (69,552) 3,701 247,511 

                                                                                                             

 

 

III.  Market Risk 

 

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rate 

and prices will affect the Bank’s income or the value of its holdings of financial instruments. The 

objective of market risk management is to manage and control market risk exposures within 

acceptable parameters, while optimizing the return on risk.   

The Bank’s approach is to manage and control market risk exposures within acceptable 

parameters, while optimizing the return on risk. 

Market risk policies and procedures are subject to review by Assets and Liabilities Committee 

(ALCO) and approval by the Board. Risk Management Department is responsible for oversight 

of the Bank’s market risk. Treasury Department has responsibilities on operative management of 

exposure to the market risk.  

Market risk manifests, at the level of the banking system, in 3 distinctive forms: price risk, 

currency risk, interest rate risk. 

Price risk ɬ trading book 

Considering the fact that Bank does not hold any trading book portfolio according to the Board 

of Directors’ decision, the Bank is not the subject of the price risk.  

In this respect, currency risk and interest rate risk regarding banking book portfolio are subject of 

the Bank’s market risk policies and procedures. 

 1) Interest Rate Risk 

The Bank incurs interest rate risk from its financial intermediation activity, principally in the 

form of exposure to adverse changes in the market interest rates. 
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The interest rate risk results from the financial intermediation activity, manifesting itself at the 

level of the Bank’s interest bearing assets and liabilities.  

Interest rate risk sources are: 

- repricing risk – time differences between the repricing dates of the interest bearing 

elements reflected at Bank level in the balance sheet or off-balance sheet; 

- yield curve risk – unfavourable evolutions in the shape and degree of sharpness of the 

interest rate yield curves (non-parallel evolutions of the interest rates to be paid or 

received by the Bank); 

- basis risk – non-correlation of the evolutions between the reference interest rate to whom 

the interest to be paid or received by the Bank are indexed; 

- option risk – options embedded in the Bank’s products, options the customers can 

exercise (early reimbursement of credits, withdrawal before maturity of term deposits). 

 Asset-liability risk management activities are conducted in the context of the Bank’s sensitivity 

to interest rate changes. The Bank generally grants credits with floating interest rates, according 

to the Bank’s policy and also with indexed interest rates (which reprice based on reference 

interest rates like Robor, Euribor). On the deposit side, the Bank offers fixed interest rates only 

for short periods of time (up to 6 months). For longer maturities, the deposits are carrying 

floating interest rates (according to current Bank’s policy or indexed to a reference interest rate).  

The interest rates related to the local currency and the major foreign currencies as of 31 

December 2009 were as follows: 

 

Currencies Interest rate 31 December 2009 

RON ROBOR 3 months 10.65% 

Euro (EUR) EURIBOR 3 months 0.70% 

Euro (EUR) EURIBOR 6 months 0.99% 

US Dollar (USD) LIBOR 6 months 0.43% 

 

Range of interest rates 

The following table shows the nominal interest rates per annum obtained or offered by the Bank 

for its interest-bearing assets and liabilities during financial year 2009: 

 RON USD EUR 

 Range Range Range 

 of interest rates of interest rates of interest rates 

Assets        

Current accounts with the 

National Bank of Romania 

 

3.36% 

 

5.90% 

 

- 

 

- 

 

1.26% 

 

2.80% 

Placements with banks 4.00% 18.50% 0.07% 0.70% 0.12% 1.50% 

Investment securities 9.51% 10.92% - - 4.25% 4.25% 

Loans and advances to 

customers 

ROBOR 1M 

 +2.45% 

ROBOR 3M 

 +12% 

LIBOR 3M 

+8% 

LIBOR 3M 

 +8% 

EURIBOR 3M 

+3.95% 

EURIBOR 3M 

+8% 

Liabilities       

Deposits from customers 3.00% 15.00% 1.00% 3.50% 1.00% 6.00% 

Deposits from banks  5.00% 13.00% 0.37% 1.20% 0.38% 6.35% 
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The Bank’s interest rate gap position based on re-pricing model as of 31 December 2009 was as 

follows:  

RON thousand 

Less than 3 

Months 

Between 3 

months 

and 1 year 

Between 1 

and 5 

years 

More 

than 5 

Years 

No fixed 

maturity 
Total 

Financial assets       

Cash and current accounts 

with banks 
199,644 - - - - 199,644 

Placements with banks 134,867 - - - - 134,867 

Investment securities 30,000 20,230 - - 490 50,720 

Loans and advances to 

customers 
871,817 16,666 453 24 - 888,960 

                                                                                                                   

 1,236,328 36,896 453 24 490 1,274,191 

                                                                                                                   

Financial liabilities       

Deposits from banks 2,297 - - - - 2,297 

Borrowings from banks 252,076 37,732 - - - 289,808 

Deposits from customers 667,073 51,853 69 860 - 719,855 

                                                                                                                       

 921,446 89,585 69 860 - 1,011,960 

Interest rate gap position 314,882 (52,689) 384 (836) 490 262,231 

                                                                                                             

 

 

Interest rate risk-banking book 

Interest rate risk is the risk to record losses or not to achieve the estimated profits due to the 

market fluctuations of the interest rate.  

The object of the identification, assessment, monitoring and management of the interest rate risk 

is represented, according to the Bank’s policies and procedures, by the elements sensitive to the 

interest rate in the banking book portfolio of the Bank. 

The interest rate risk results from the financial intermediation activity, manifesting itself at the 

level of the Bank’s interest bearing assets and liabilities. 

For the assessment and management of the interest rate risk, the Bank uses 2 models: Repricing 

GAP Model and Duration GAP. The Repricing GAP Model quantifies the impact of a given 

modification of the interest rate level on the Bank’s net interest income on a 1 year timeframe. 

The Duration GAP Model quantifies the impact of a given modification of the interest rate level 

on the Bank’s Equity. The Bank assesses the interest rate risk on monthly basis. 
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Interest Shock 100 bps 100 bps 100 bps 100 bps  300 bps 300 bps 300 bps 300 bps 

 Total 

Eq th. 

RON th. RON th. EUR th. USD  

Total Eq th. 

RON th. RON th. EUR th. USD 

Repricing GAP          

Variance of Net Interest 

Income          

        Amount (RON) 2,865 2,624 57 0.3  8,594 7,872 170 0.9 

        % of total own funds 1.06% 0.97% 0.09% 0.00%  3.18% 2.91% 0.27% 0.00% 

Duration GAP          

Variance of Equity          

        Amount (RON) 369 248 28 1.4  853 740 26 1.4 

        % of total own funds 0.14% 0.09% 0.04% 0.00%  0.32% 0.27% 0.04% 0.00% 

Due to the particularities of the exposure to the interest rate risk and the concrete possibilities of 

the Bank within the current context of the Romanian banking market to take measures for 

diminishing the interest risk, the Bank defines interest rate risk limits for potential losses caused 

by adverse fluctuations of the interest rates on the market.  

The management of interest rate risk against interest rate gap limits is supplemented by 

monitoring the sensitivity of the Bank’s financial assets and liabilities to various standard and 

non-standard interest rate scenarios. Standard scenarios that are considered on a monthly basis 

include a 100 basis points (bps) parallel shift in all yield curves worldwide.  

In order to be able to determine the extreme losses that can be incurred due to the manifestation 

of the interest rate risk in abnormal market conditions, the assessment and quantification of the 

interest rate risk through the Repricing/Duration GAP model is completed with stress-testing, 

performed on a quarterly basis. 

The management of interest rate gap limits is supplemented by monitoring the sensitivity of the 

Bank’s financial assets and liabilities to various interest rate scenarios.  

An analysis of the Bank’s sensitivity to an increase or decrease in market interest rate is as 

follows: 

RON thousand 

100 bps 

parallel 

increase 

100 bps 

parallel 

decrease 

300 bps 

parallel 

increase 

300 bps 

parallel 

decrease 

     

Sensitivity of projected net interest income 

in one year from analysis date 

2009     

As of 31 December 2009 2,863  (2,863) 8,589  (8,589) 

Average for the period 1,555  (1,555) 4,665  (4,665) 

Maximum for the period 2,973  491  8,920  1,474  

Minimum for the period (491) (2,973) (1,474) (8,920) 
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 RON thousand 

100 bps 

parallel 

increase 

100 bps 

parallel 

decrease 

300 bps 

parallel 

increase 

300 bps 

parallel 

decrease 

     

Sensitivity of reported equity to interest rate movements   

2009     

As of 31 December 2009 (155) 127  (483) 634  

Average for the period (393) 361  (1,185) 654  

Maximum for the period (112) 783  (352) 1,315  

Minimum for the period (786) 93  (2,354) (151) 

     

     

2)  Currency Risk 

The Bank is exposed to currency risk through transactions in foreign currencies against RON. 

The Bank manages its exposure to movements in exchanges rates by modifying its assets and 

liabilities mix. The principal foreign currencies held by the Bank are EUR and USD. On the 

Romanian market, exchange rates have a high volatility; therefore open foreign exchange 

positions represent a source of currency risk. In order to limit losses arising from adverse 

movements in exchange rates, the Bank is currently pursuing the policy of maintaining an 

overall foreign exchange position which ensures immunity against currency risk.   

Currency risk ɬ banking book 

The foreign currency risk is the risk to record losses or not to achieve the estimate profits due to 

the fluctuations on the market of the foreign exchange rate.  

The object of the identification, assessment, monitoring and management of the foreign currency 

risk is represented, according to the Bank’s policies and procedures, by the elements 

denominated in foreign currency from the banking book portfolio of the Bank.  

In order to assess and manage the foreign currency risk, the Bank uses the Value–at–Risk Model 

(VaR). This model estimates a maximum loss that the Bank may incur from the producing of the 

foreign currency risk in a certain time period with a given probability, while maintaining 

constant the foreign currency position within this timeframe. 

The parameters of the VaR model used by the Bank are: 

¶ parametric VaR with a exponentially weighted mobile average; 

¶ observation period: 250 trading days; 

¶ holding period: 10 days; 

¶ confidence level: 99%. 

The VaR model is calculated daily and back-testing is performed quarterly. 

The use of historical data as a basis for determining the possible range of future outcomes may 

not always cover all possible scenarios, especially those of an exceptional nature. Therefore the 

Bank performs stress-testing quarterly, in order to quantify the loss under extreme market 

situations. 

For managing the foreign currency risk the Bank established maximum acceptable limits for 

currency risk ratios – daily and intraday VaR, and foreign currency position. 

The Treasury Department monitors the placement within the limits established by the Board. 
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Value at Risk 31 December 2009 

Value at risk (RON thousand) 126 

Value at risk as  % of total own funds 0.05% 

 

The individual (10% of the Bank’s equity) and total (20% of the Bank’s equity) foreign currency 

position ratios established by the National Bank of Romania are also monitored, so that they will 

not be exceeded at the end of any banking day.    

The monitoring process is conducted by Risk Management Department on a daily basis but also 

through monthly reports regarding exposure to currency risk. 

 

IV. Operational Risk 

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes 

associated with the Bank’s processes, personnel, technology and infrastructure, and from 

external factors such as external fraud, natural disasters and changes in the economic 

environments. Operational risks arise from all of the Bank’s operations and are faced by all 

business entities.  

Operational risk includes legal risk but excludes reputation and strategic risks. 

Strategy &Policy and Procedure regarding Operational Risk Management are subject to annually 

review by Risk Management Committee and approval by the Board of Directors. The Risk 

Management Department is responsible for oversight of the Bank’s operational risk.  

The Legal Department has responsibilities regarding the legal risk, which occurs as a result of an 

inappropriate application of the legal or contractual stipulations, which negatively impacts over 

the operations or over the situation of the Bank.  

The Internal Control & Compliance Department has responsibilities regarding the compliance 

risk, Know Your Customers standards and Anti Money Laundering activities fall into the 

responsibilities of a dedicated department. 

The operational risk management process involves 4 cyclical stages (identifying, assessing, 

monitoring and mitigating/control) that are implemented appropriate to Bank’s risk appetite, the 

nature and volume of its activity, regulatory requirements and the changes that could occur in 

the economic, financial political and legal environments. 

As defined by the Strategy &Policy regarding the Operational Risk Management, operational 

risks may arise in the following event-types: Internal fraud; External fraud; Employment 

practices and workplace safety; Clients, products and business practices; Damage to physical 

assets; Business disruption and system failures; Execution, delivery and process management.  

In order to assess the operational risk, the Bank uses the following instruments: Key Risk 

Indicators (both at global level of the Bank and at the level of organizational units), Risk Control 

Self-Assessment, Loss Database, the Data base regarding the business disruption and systems 

failures and an application for operational risk management designed at the group’s level. 

The monitoring of the operational risk at the level of risk owners is performed through reports, 

while at the level of the Risk Management Department is conducted the global monitoring of the 

risk: the key risk indicators that allow the analysis of the operational risk evolution within the 
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Bank activity; the compliance of the indicators with the limits established by the Board of 

Directors; validation, analysis and reporting the information from operational risk databases. 

The organizational structure of the Bank provides a suitable flow of information, both vertically 

(on both directions) as well as horizontally (between the risk entities). 
 

In order to mitigate/control the operational risk manifestation, the Bank can adopt one of the 

following approaches: 

 Assuming the risks related to the events with low frequency and low severity; 

 Diminishing the risks related to the events with high frequency and low severity; 

 Transferring the risks related to the events with low frequency and high severity 

(insurance policies); 

 Eliminating the risks related to the events with high frequency and high severity. 

 

 

V. Reputation Risk 

Reputation risk is the risk of recording losses or failure to achieve the estimated profits as a 

consequence of public's lack of trust in the integrity of the Bank. 

Reputation Risk Management policies and procedure, including claims’ management procedure, 

are subject to annually review by Risk Management Committee and approval by the Board of 

Directors. Risk Management Department is responsible for oversight of the Bank’s reputation 

risk.  

The final objective of the reputation risk management is the maintaining a positive fair image of 

the Bank in relation with customers, banks and financial institutions, shareholders, mass-media 

and supervisors. 

 

 

B) Capital Adequacy 

 

The Bank’s lead regulator National Bank of Romania (NBR) sets and monitors capital 

requirements for the Bank as a whole. 

In implementing current capital requirements NBR requires the Bank to maintain a prescribed 

ratio of total capital to total risk-weighted assets.  

The Bank’s regulatory capital position as of 31 December 2009 was as follows: 

   31 December 2009 

  RON   thousand 

Regulatory position of own funds after deductions ** 270,509 

Risk weighted assets ** 818,484 

  
Capital ratio ** 27,81% 

** Based on statutory financial information as required for capital adequacy legislation in Romania 

The capital allocation is detailed below. 

¶ Regulatory Capital Allocation 
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a) Credit Risk: Starting with 2008, Basel II stipulations regarding capital allocation are 

compulsory for Romanian banking system, the Bank choosing the Standardized Approach for 

credit risk. 

b) Market Risk: Capital allocation for the foreign currency risk is calculated according to the 

Standardized Approach, in the context of Basel II implementation. 

c) Operational Risk: Starting with 2008 the Bank calculates the capital requirement for 

operational risk according to Basic Indicator Approach, in the context of Basel II implementation. 

 

Risk 

Regulatory Capital 

(RON thousand) 

Credit Risk 65,479 

Currency Risk 0 

Operational Risk 12,335 

Total 77,814 

 

¶ Internal Economic Capital Allocation 

a) Credit Risk: The internal allocation of economic capital for the credit risk is determined by a 

default estimation model based on a VaR analysis (95% confidence level, 1 year holding period) 

on net credit loss ratios, allocating capital on each risk grading category.  

b) Market Risk: Capital allocation for the foreign currency risk according to the internal model 

(Value-at-Risk) is used in the Bank’s internal reports, for determining the economic capital.  

c) Operational Risk: The Bank calculates the capital requirement for operational risk using a 

similar method to the one used for computing the regulated capital of the Bank. 

The Bank’s policy is it to maintain a strong capital base so as to maintain investor, creditor and 

market confidence and to sustain future development of the business. 

 

C) Own Funds 

According to the NBR regulations original own funds consist of: 

Items 

31 December 2009 

 (RON thousand) 

Share capital subscribed and paid up 247,943 

Eligible reserves 6,727 

Audited current profit after tax  12,745 

Intangible assets (2,099) 

Total original own funds 265,316 

 

Additional own funds consist of: 

a) core additional own funds – the revaluation reserves of tangible assets, as adjusted 

with inherent accrued taxes, foreseeable at the date of calculation the own funds are 

in amount of RON  5,645 thousand as of 31.12.2009; 
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b) supplementary additional own funds. 

In order to compute the own funds the following items are deducted half from original own 

funds and half from the additional own funds: 

 holdings in other credit and financial institutions amounting to more than 10% of 

their share capital  (Imobiliara Budapesta); 

 holdings in insurance-reinsurance undertakings (Leumi Broker Asigurare-

Reasigurare SRL) 

As of 31.12.2009 the amount of RON 452 thousand was deducted half from original own funds 

and half from the additional own funds, as follows: 

Items 

31 December 2009 

 (RON thousand) 

Total original own funds 265,316 

Amount deducted from the original own funds 226 

Original own funds 265,090 

Total additional own funds 5,645 

Amount deducted from the additional own funds 226 

Additional own funds 5,419 

Total own funds 270,509 

The amounts of the items included in own funds are available to the Bank for unrestricted and 

immediate use to cover risks or losses as soon as these occur; also, the amounts of the items 

included in own funds are net of any foreseeable tax charge at the moment of its calculation or be 

suitably adjusted in so far as such tax charges reduce the amount up to which these items may be 

applied to cover risks losses. 

 

D) Description of the approaches and methods adopted for determining value adjustments and 

provisions 

The Bank assesses at each balance sheet date whether there is any objective evidence that a 

financial asset or group of financial assets not carried at fair value through profit or loss are 

impaired.  A financial asset or a group of financial assets not carried at fair value through profit 

or loss are impaired and impairment losses are incurred if, and only if, there is objective evidence 

of impairment as a result of one or more events that occurred after the initial recognition of the 

asset (a 'loss event') and that loss event (or events) has an impact on the estimated future cash 

flows of the financial asset or group of financial assets that can be reliably estimated. It may not 

be possible to identify a single, discrete event that caused the impairment. Rather the combined 

effect of several events may have caused the impairment. The losses expected as a result of 

future events, no matter how likely, are not recognised.  

Assets carried at amortized cost 

If there is objective evidence that an impairment loss on loans and receivables or held-to-

maturity investments carried at amortised cost has been incurred, the amount of the loss is 

measured as the difference between the asset's carrying amount and the present value of 

estimated future cash flows discounted at the financial asset's original effective interest rate (i.e. 

the effective interest rate computed at initial recognition) other than loans and advances to 
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customers, which are discounted at the original linear rate. If a loan, receivable or held-to-

maturity investment has a variable interest rate, the discount rate for measuring any impairment 

loss is the current effective interest rate determined under the contract. The carrying amount of 

the asset is reduced either directly or through use of an allowance account. The amount of the 

loss is recognised in the profit or loss statement.   

If, in a subsequent period, the amount of the impairment loss decreases and the decrease is 

related objectively to an event occurring after the impairment was recognised, the previously 

recognised impairment loss is reversed either directly or by adjusting an allowance account. The 

amount of the reversal is recognised in the profit or loss statement. 

Loans and advances to customers 

The Bank, based on its internal impairment assessment methodology, has included observable 

data on the following loss events that comes to its attention as objective evidence that loans and 

advances to customers or groups of loans to customers are impaired: 

(a) significant financial difficulty of the borrower determined in accordance with the Bank’s 

internal rating system; 

(b) a breach of contract, such as a default or delinquency in interest or principal payments of 

the borrowers (individually and in the same group of borrowers); 

(c) the lender, for economic or legal reasons relating to the borrower's financial difficulty, 

granting to the borrower a concession that the lender would not otherwise consider such as the 

rescheduling of the interest or principal payments; 

(d) is becoming probable that the borrower will enter bankruptcy or other financial 

reorganisation; 

(e) observable data indicating that there are economic or social conditions that can influence 

adversely the industry in which the borrower operates and that affect these borrowers. 

The Bank first assesses whether objective evidence of impairment exists as described above 

individually for loans and advances to customers that are individually significant, and 

individually or collectively for loans that are not individually significant. If the Bank determines 

that no objective evidence of impairment exists for individually assessed loans and advances to 

customers, whether significant or not, it includes the loans and advances to customers in a group 

of loans with similar credit risk characteristics and collectively assesses them for impairment. 

Loans and advances to customers that are individually assessed for impairment and for which an 

impairment loss is or continues to be recognised are not included in a collective assessment of 

impairment. The calculation of the present value of the estimated future cash flows of a 

collateralised loan reflects the cash flows that may result from foreclosure less costs for obtaining 

and selling the collateral, whether or not foreclosure is probable. 

For the purpose of a collective evaluation of impairment, loans and advances to customers are 

grouped on the basis of similar credit risk characteristics that are indicative of the debtors’ ability 

to pay all amounts due according to the contractual terms. Management considers that these 

characteristic the best estimate of similar credit risk characteristics relevant to the estimation of 

future cash flows for groups of such assets by being indicative of the debtors' ability to pay all 

amounts due according to the contractual terms of the assets being evaluated. 
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Future cash flows in a group of loans to customers that are collectively evaluated for impairment 

are estimated on the basis of historical loss experience for loans with credit risk characteristics 

similar to those in the group. Historical loss experience is adjusted on the basis of current 

observable data to reflect the effects of current conditions that did not affect the period on which 

the historical loss experience is based and to remove the effects of conditions in the historical 

period that do not exist currently. 

Taking into consideration the inherent limitations related to the historical experience in obtaining 

local information regarding individually impaired loans, incurred loss information and 

complexity of methodologies applied, the loan impairment estimated as described above may 

differ from the value that would have been obtained if the Bank had obtained sufficient historical 

experience on obtaining reliable local information on incurred losses, timing and amounts of the 

expected future cash flows. 

The loan impairment assessment considers the visible effects on current market conditions on the 

individual / collective assessment of the loans and advances to customers’ impairment. 

Considering the significant uncertainties on the international and local financial markets such 

estimates could be revised in the near future. 

The management estimates are based on the visible effects of current loans conditions. 

Significant changes in financial markets may generate significant adjustments on loss rates. 

 

Property and equipment 

Items of property and equipment are stated at their cost or revaluated amount less accumulated 

depreciation value and impairment losses. Leases in term of which the Bank assumes 

substantially all the risks and rewards of ownership are classified as finance leases. Plant and 

equipment acquired by way of finance lease is stated at an amount equal to the lowest value 

between its fair value and the present value of the minimum lease payments at inception of the 

lease, less accumulated depreciation and impairment losses. 

Capital expenditure on property and equipment in the course of construction is capitalised and 

depreciated once the assets enter into use. 

Depreciation 

Depreciation is charged to the income statement on a straight-line basis over the estimated useful 

lives of each part of an item of property, plant and equipment. Leased assets are depreciated 

over the shorter of the lease term and their useful lives. Land is not depreciated.  

Depreciation methods, useful lives and residual values are reassessed at the reporting date. 

 

Intangible assets (Software) 

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire 

and bring to use the specific software.  These costs are amortised on the basis of the expected 

useful lives (5 years). Depreciation methods, useful lives and residual values are reassessed at 

the reporting date. 
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Impairment of non-financial assets 

The carrying amounts of the Bank’s non-financial assets, other than investment property and 

deferred tax assets are reviewed at each reporting date to determine whether there is any 

indication of impairment. If any such indication exists then the asset’s recoverable amount is 

estimated. 

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit 

exceeds its recoverable amount. A cash-generating unit is the smallest identifiable asset group 

that generates cash flows that largely are independent from other assets and groups. Impairment 

losses are recognised in the profit or loss statement. Impairment losses recognised in respect of 

cash-generating units are allocated first to reduce the carrying amount of any goodwill allocated 

to the units and then to reduce the carrying amount of the other assets in the unit (group of 

units) on a pro rata basis. 

The recoverable amount of an asset or cash-generating unit is the greatest value between its 

value in use and its fair value less costs to sell. In assessing value in use, the estimated future 

cash flows are discounted to their present value using a pre-tax discount rate that reflects current 

market assessments of the time value of money and the risks specific to the asset.  

In respect of other assets, impairment losses recognised in prior periods are assessed at each 

reporting date for any indications that the loss has decreased or no longer exists. An impairment 

loss is reversed if there has been a change in the estimates used to determine the recoverable 

amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does 

not exceed the carrying amount that would have been determined, net of depreciation or 

amortisation, if no impairment loss had been recognised. 

***** 


