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1. INTRODUCTION 
 
 
1.1 Basel II framework 
 
 
The Basel Committee on Banking Supervision recommended revised international capital adequacy standards in 
2004, widely referred to as the Basel II capital framework.  
 
The new capital framework was the result of the need for a more risk sensitive approach to capital requirements, as 
well as the need to enhance the soundness and stability of the international banking system.   
 
The Basel II framework is based on three mutually reinforcing pillars, seeking to align regulatory requirements with 
the economic principles of risk management: 
 

 Pillar 1 defines the minimum regulatory capital 
 Pillar 2 discusses the key principles of supervisory review and risk management guidance 
 Pillar 3 complements the first two pillars of Basel II by requiring a range of disclosures on capital and risk 

assessment processes, aimed at encouraging and reinforcing market discipline. 
 
In June 2006 the European Parliament and the Council, published in the Official Journal of the European Union the 
Capital Requirements Directive (CRD), which comprises of the following two directives: 
 

 Directive 2006/48/EC on the taking up and pursuit of the business of credit institutions; and 
 Directive 2006/49/EC on the capital adequacy of investment firms and credit institutions. 

 
In December 2006 the Romanian Government issued the Emergency Ordinance no. 99/2006 (OUG 99/2006) 
transposing the provisions of the above Directives into law.  
 
The National Bank of Romania (NBR) and the National Securities Commission (NSC) jointly issued a series of 
regulations in accordance with OUG 99/2006 and the European directives effective as of January 1, 2007.  
 
As 2008 was the first year that Bancpost S.A. (also referred as “the Bank”)  fully operated under the Basel II capital 
framework, the Basel II Pillar 3 report is being published for the first time for the financial year ending December 
31, 2008 and it is intended to be issued and disclosed annually.  
 
As it is not required by regulation, this report has not been audited by the Bank’s external auditors.  
 
However, it also includes information that is contained within the audited consolidated financial statements as 
reported in the Bank ’s Financial Report 2008. 
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1.2 Implementation of the Basel II framework at Bancpost SA 
 

 
 
1.2.1 Credit risk 
 
Following the application of transitional rules in 2007, the Bank has applied the revised capital framework choosing 
the standardized approach for credit risk as of January 1 2008. Until that date the Bank had been applying the Basel 
I rules. 
 
Following the EFG Eurobank Group’s strategy the Bank is in the process of implementing the requirements for 
becoming IRB compliant. The Foundation IRB approach will be adopted for the corporate portfolio and the 
Advanced IRB approach for the Retail Portfolio. 
 
 
 
1.2.2 Market Risk 
 
The Bank used the standardized approach for the measurement of market risk and for capital requirements 
calculation.  
 
 
 
1.2.3 Operational Risk 
 
In 2008 the Bank calculated the capital requirements for operational risk using the basic indicator approach. In 
view of obtaining from the National Bank of Romania the approval for deployment of standardized approach, the 
Bank has initiated the implementation of RCSA Program allowing for further implementation of KRI Program. 
 
 
 
1.3 Scope of Pillar 3 
 
Bancpost S.A. is a banking institution based in Romania and a member of the EFG Group which consists of banks 
and financial services companies.  
 
The Bank is supervised on a stand alone and consolidated basis by the National Bank of Romania (NBR) and also 
by the National Securities Commission (NSC) and the Private Pension Supervisory Commission (PPSC).  
 
Pillar 3 disclosures are provided on a consolidated basis based on the NBR/NSC Regulation 25/30/14.12.2006 and 
according to the regulatory consolidation framework, which is described in the following paragraph. 
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1.4 Consolidation rules  
 

1.4.1. Consolidation principles 

Each credit institution, Romanian legal person, a parent company in Romania, for which the National Bank of 
Romania exercises the consolidated supervision, has to perform at individual level the obligations relating  to the 
minimum capital requirements and large exposures, stipulated by Art. 24 of the Government Emergency Ordinance 
no. 99/2006 on credit institutions and capital adequacy, as subsequently amended and supplemented.  
 
The consolidated statement of the parent company, prepared for prudential purposes, underlying the calculation of 
the elements required in order to comply with a the prudential requirements at consolidated level includes the 
subsidiaries and shareholding interests in credit institutions, financial institutions, companies rendering auxiliary 
services or investment management companies, Romanian or foreign legal persons, in pursuance of the 
consolidation methods provided for in the NBR – NSC Regulation no. 17/22/14.12.2006 on the consolidated 
supervision of credit institutions and investment companies (“Regulation 17/2006”). 
 
The consolidation methods provided in the Regulation no 17/2006 apply under the relevant provisions of the 
applicable IFRS’s as defined below. IFRS means the International Financial Reporting Standards, including the 
International Accounting Standards, and their interpretations, in the latest version adopted by the European 
Commission under the Regulation (EC) no. 1606/2002 on the application of international accounting standards, 
which is applicable in the conditions provided by the National Bank of Romania’s Order no. 5/2005 for the approval 
of the accounting regulations harmonized with the European directives, applicable to credit institutions, with 
subsequent modification and additions (“Order 5/2005”). 
 
For the purposes of the consolidated supervision of the credit institutions, Romanian legal persons, all the 
subsidiaries of the parent companies, credit institutions, financial institutions and investment management 
companies, Romanian or foreign legal persons are to be consolidated by the global consolidation method. The 
global consolidation methods mean the aggregate of consolidation procedures provided by IAS 27 – Consolidated 
and Individual Financial Statements. 
 

1.4.2. Statutory consolidation 

 
The Bank has prepared consolidated Financial Statement according with the International Financial Reporting 
Standard (IFRS), as provided under the Order 5/2005. The consolidation of Bancpost Fond de Pensii S.A., 
management company has been performed by the global consolidation method. 
 
Based on the Law no. 411/ 2004 republished on privately managed pension funds, Bancpost Fond de Pensii SA 
Management Company was set up in September 2007. The company has a subscribed share capital of RON 
19,500,000, and Bancpost SA holds 9.999 shares, representing 99.99% of its share capital. Bancpost Fond de 
Pensii Administrat Privat is a mutual fund founded on the civil company agreement and PPSC Decision no. 134/ 
2007. The depository of the fund is Banca Comerciala Romana – part of the Erste Group and the fund’s external 
auditor is PricewaterhouseCoopers Audit SRL. 
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2. CAPITAL MANAGEMENT 
 

2.1 Minimum capital requirements – definition 
 
The credit institutions must have a level of own funds which should be at any time at a level at least equal to the 
amount of the following capital requirements: 
 

a) with reference to the credit risk and risk of diminution of the value of receivable related to the entire activity, 
except for the operations in the transaction portfolio, 8% of the total risk weighted exposure values 
computed, as the case may be, in pursuance of the BNR - CNVM Regulation no. 14/19/2006 on the 
treatment of the risk credit for the credit institutions and investment companies according with  the 
standard approach, 

b) with reference to  the transaction portfolio, for the position risk, settlement risk and credit risk of 
counterparty, capital requirements set in pursuance of the BNR - CNVM Regulation no. 22/27/2006 on the 
adequacy of the capital of credit institutions and investment companies, 

c) with reference to the currency risk and commodity risk related to the entire activity, the capital 
requirements set in pursuance of the BNR - CNVM Regulations no. 22/27/2006 on the adequacy of the 
capital of credit institutions and investment companies; and 

d) with reference to the operational risk related to the entire activity, the capital requirements set in pursuance 
of the BNR - CNVM Regulation no. 24/29/2006 on setting the minimum capital requirements for the credit 
institutions and investment companies relating to the 
operational risk.   
 

For the calculation of the own funds at consolidated level, the consolidated values of the elements used for the 
calculation of the own funds at individual level will be taken into account.    
 
The tier 1 own funds represent a component of the own funds and comprise the following: 

a) subscribed and paid in share capital, except for cumulative preferential stock;  
b) capital premium, collected in full, related to the share capital; 
c) legal, statutory and other reserves, as well as the retained earnings of the prior financial years, left after 
the profit appropriation; 
d) net profit of the last financial year, reported until its appropriated as per the destinations set by the 
general meeting of shareholders, up to the limit intended to be allocated to any of the destinations under 
lett. a) through lett. c). 

 
With a view to setting the tier 1 own funds, the following elements will be deducted: 

a) retained earnings, representing loss; 
b) loss of current period; 
c) value of registration in bookkeeping of intangible non-current assets; 
d) operations accounted for in favor conditions, in pursuance of the BNR’s Regulation no. 
16/21/14.12.2006 on the large exposures of the credit institutions and investment companies.  

 
The tier 2 own funds are made up of the following: 
 

1) Basic tier 2 own funds 
 

• reserves from the revaluation of tangible non-current assets (resulted from the retreatment of IFRS);  
• securities with indefinite term and other similar instruments meeting the conditions of the  NBR - 

NSC Regulation no. 18/23/14.12.2006 on the own funds of the credit institutions and investment 
companies. 
 

2)  The own funds of additional tier 2 capital are made up of capital in the form of subordinated loan, 
contracted with the observance of the conditions provided for by the NBR - NSC Regulation no. 
18/23/14.12.2006 on the own funds of  the credit institutions and investment companies. 
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With regard to instruments used for the evaluation of credit risk corresponding to Wholesale Credit Portfolio, in 
Bancpost SA two types of systems are used:  
 

1. Rating system elaborated on the basis of the expertise of EFG Eurobank Group (11 rating categories) 
– that constitutes the foundation for the set-up of IFRS provisions. 

 
2. Moody’s Risk Advisor (MRA) rating methodology implemented during 2008. MRA methodology will 

assist the Bank in implementing the IRB approach for credit risk assessment under Basel II 
requirements. MRA is a borrower rating system which incorporates a standard fundamental analysis 
model for commercial companies that includes ratio analysis algorithms, assessing ratios trend and 
volatility. 

 
 
The portfolio of retail loans 
 
Loan applications are initiated at branch level and approved at HQ level. 
 
The individual clients selection is based on scroring systems that cover both financial criteria and demographic 
criteria. The scoring system classifies cilents based on the probability of default. During 2008 the scorecards for 
the consumer loand and credit cards portfolios were validated.  
 
Scoring systems were developed in collaboration with external companies specialized in development and 
validation of such systems, based on Bancpost S.A. portfolio risk profile and evolution as well as  based on the 
regional and international experience of the external company and EFG Eurobank Group. 

 
The approval process for small business requires the appraisal of the financial standing of the client, its 
relationship with the bank etc. For a limited period, the scoring was used as a  decision instrument for credit 
applications corresponding to small not collateralised exposures. 
 
In order to mitigate credit risk the credit policies of the Bank require that  the personnel involved in credit granting 
activity to posess the experience appropriate to the dimension and complexity of operations they are assigned to.  
 
Depending on specific conditions of credit facilities, the Bank establishes and periodically reviews supplementary 
restrictions in the approval process, such as requirement of opinions from departments with specific activities 
related to international commerce, approval of credit restructuring/rescheduling and the opinion of Human 
Resources Sector in the case of credits for employees as well as Legal Division opinion to ensure Bank’s activities 
are run within an adequate legal framework. 

 
 
4.2.2 Monitoring 
 
The responsible departments evaluate whether the credit granting activity is undertaken in an adequate manner and 
whether the credit exposures level is consistent with prudence standards and internal limits. The Bank has an 
internal control system so that policy, procedure and limit derogation is reported on time to relevant decision 
bodies. 
 
The Risk Sector through Credit Control Division monitors closely the evolution of the credit portfolio. To this end, 
Credit Control Division makes verifications on sample basis, performs site visits and issues recommendations. 
Overdue credits are permanently monitored; delinquency reports are prepared and sent to business units for 
follow-up and reparation – recuperation of overdue amounts.  
 
During 2008, Bancpost SA ran various stress tests on the corporate and retail portfolio to assess the impact of 
adverse variation of various parameters such as: exchange rate, interest rate, LTV, delinquency.  
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The Bancpost’s credit conditions can be modified depending on the loan strategy and loan policy, launching new 
products and services, improving the existing services and products or any other criteria set by the Bank’s 
management, which results in the adequate change of the norms and loan internal procedures. The norm of risks 
management will be updated accordingly. 
 
With each revision of the strategy and policies regarding the loans and/or the credit risk the Board of Directors and 
the Bank management decide, after they analyze the internal and external changes made since the previous 
revision, whether the loans strategy and/or policy should be maintained or changed, as well as how the taken 
decision will be reflected in the loan Norms or in other internal documents. 
 
 
The portfolio of Medium-sized Enterprises and Large Companies 
 
During 2008, Wholesale Monitoring Department of Credit Control Division, performed site visits at 12 Business 
Centers (BC), including Large Companies Sector, following a risk based approach. More specifically, out of the 19 
BCs existing as of 31 Dec 2008, control sessions were performed at the level of those BCs where Credit Control 
Division had previously assigned a poor qualification, or the portfolio value was significant (Large Companies 
Sector) or no site visit was performed during the previous year (newly established  BCs). 
 
Besides the regular portfolio reviews performed through site visits and monthly portfolio screenings, the Risk 
Sector performed two ad-hoc portfolio reviews that were focused on those obligors that became problematic 
during 2008, or on those obligors that shower impairment indicators and were prone to becoming problematic. 
The aim of the two actions was to identify causes that led to the respective problems and based on the review 
conclusions, lending practices were strengthened, in the sense of limitation the technical extension process and 
temporary increase of credit facilities, tightening the collateral terms, introduction of "cross default" clause between 
the facilities for the same debtor group, more stringent monitoring rules of clients with delayed payments etc. 
 
In addition, during the last quarter of 2008, Bancpost SA performed a full review of the Real Estate portfolio in 
order to identify those exposures that could become problematic under current market conditions, and to establish 
the position Bancpost SA should take towards real estate financing over the following period of time. 
 
 
The portfolio of retail loans 
 
In addition to the controls performed on all Retail Divisions, the Credit Control Division carries out monthly 
analyses by delinquency intervals („bucket and flow”), dynamic delinquency analysis (“vintage analysis”), territorial 
delinquency analysis for all categories of retail loans in the Bank’s portfolio, recommending measures (e.g., 
elimination of products, adjustment of scorecard or review of some product parameters/credit criteria) aiming to 
improve the portfolio quality. 
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4.2.3 Collections 
 
During 2008, Bancpost reinforced its collection resources in order to proactively accomodate to current market 
conditions. 
 
The collection efforts are concentrated at the level of the business units which granted the loans until they become 
non-performing (early collections) as well as when the loans  are transferred to the Non-performing Loans Division 
or to the external collection agencies if they are consumer loans. 
 
The Non-performing Loans Division has as main responsabilities: 
 
• Performing execution activities together with the Bank’s Banking Executors or with external Banking Executors 
• Analyzing the non-performing loan files and porpose measures to recover them, according the the allocated 

clients portfolio 
• Producing periodical reports according to internal regulations 
• Making the accounting registrations corresponding to the non-performing loans in the Bank’s registers.  
 
 
4.3 The credit risk – reporting 
 
Evolution of the loan portfolio quality is monitored on an ongoing basis by Credit Control Division and submitted to 
the attention of the relevant stakeholders by means of ad-hoc, monthly, quarterly notifications and reports, and 
regularly analyzed and decided upon within Risk Management Committees. 
 
The dynamics of the indicators for credit risk assumed through the Risk Profile and Bank Strategy for The 
Management of the Significant Risks as well as the ratios related to consumer loans and mortgage loans portfolio 
are monitored on a monthly basis and reported periodically within the meetings of Risk Management Committee.  

 
The main reports produced related to credit risk are: 
 

• Report regarding large exposures according to the NBR – NSC Regulation no. 16/21/2006 on large 
exposures of the credit institutions and investemt firms; 

• Report regarding the capital adequacy; 
• Report regarding the provisions made according to the NBR Regulation no. 5/2002 regarding 

classification of loans and investments, as well as the constitution, regulation and usage of the loan risk 
specific reserves, with subsequent amendments and supplementations;  

• Other operational reports presenting the structure of the portfolio depending on the rating, days past due, 
size, economic sector, collaterals coverage degree, reports presenting the structure of the provisions by 
business lines which are sent to the Bank’s management and to the Group, according to the internal and 
Group’s norms, as well as to the National Bank of Romania, according to the national regulations. 
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4.4 Exposures from lending 
 
The values of exposures subject to the credit risk prior to the application of the risk mitigation techniques are 
different from the values of the exposures presented in the financial statements compliant with IFRS, since for the 
purposes of the credit risk computation, the exposure value includes the off-balance items, the securities sold 
under certain repurchase agreements and the potential exposure of the derivative instruments.  
 
The following table sets out the value of exposures as of 31 December 2008, classified in accordance with the 
statutory regulations: 
 

 
The off-balance items include: 

• Letters of guarantee 
• Letters of credit 
• Loans not drawn 

 

4.4.1 Credit risk concentration by geographic areas 

 
Bancpost SA is not geographically exposed to any other market apart from the Romanian one.    
 

Standardized approach 
Exposure value 
 RON Thousand 

Central administrations or central banks 3,613,788 
Regional administrations or local authorities 128,343 
Institutions 2,507,394 
Companies 2,906,866 
Retail  companies 4,194,601 
Exposures secured by real estates 2,055,948 
Overdue items 181,595 
Short term receivables from institutions and companies 1,522,078 
Receivables in the form of financial investments in collective investment 
undertakings   58,194 
Other items 1,434,573 
Exposure subject to credit risk    18,603,380 
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4.4.2 Concentration of credit risk by sectors  

 
The following table classifies the credit exposure of Bancpost SA depending on the net accounting value per 
industrial sectors of the counterparty: 
 

 

Trade 
Thousand 

RON 

 Retail 
persons 

Thousand 
RON 

Manufacturing 
Thousand RON 

Transport 
Thousand 

RON 

Construction 
Thousand 

RON 

Other 
Thousand 

RON 

TOTAL 
Thousand 

RON 
Loans and advance payments 
extended to customers (net of 
provision) :         

  - mortgages  1,451,788     1,451,788 

  - consumer loans  
    (credit cards inclusive) 

 2,917,232     2,917,232 

 - loans to small enterprises 1,289,310 
  

-   
308,891  164,626  1,762,827 

 - loans to organizations 996,990 
  

-   
793,744 395 542,662 187,441 2,521,231 

Derivative instruments 145,822  5,736 103,850 767 149,056 405,232 

As of 31 December 2008 2,432,122 4,369,020 1,108,371 104,246 708,055 336,497 9,058,310 
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4.4.3 Exposure by maturities 
 
The following table sets out the credit exposure by maturity dates at the gross accounting value as of 31 December 
2008: 
 
 

  
Less than 

1 month 
< 3 months 

Between 3 
months 

and 1 year 

Between 1 
and 5 
years 

> 5 years Total 

  
Thousand 

RON 
Thousand 

RON 
Thousand 

RON 
Thousand 

RON 
Thousand 

RON 
Thousand 

RON 
Cash and financial investments at 
BNR 

   3,121,603                 -                    -                    -     3,121,603 

Loans and advance payment 
extended to banks 

   1,357,445 
  

-   
       10,366  

  
-   

  1,367,811 

Transaction securities:       

-   Bonds       769,324                  -                    -                    -        769,324 

-   Stock                   -                    -                    -                    -                    -   

Gross loans and advance 
payments extended to customers: 

      

-   Corporate    1,079,609      746,897      427,811       610,207   2,864,524 

-   Retail (individuals)       233,582          9,851      396,191    2,003,503   2,643,127 

-   Mortgage loans       119,286          3,317          6,483    1,445,599   1,574,685 

-   Small enterprises       392,504      551,085      103,003       883,624   1,930,217 

Financial investments:       

-   Bonds         29,603                 -        139,049         24,715      193,367 

-   Stock                  -                  -          69,050                  -          69,050 

Derivative  (MTM) 1       131,661        80,022      111,852         33,349      356,884 

Derivative  (Add-on) 2         31,805          6,190        20,636              869        59,499 

Exposure from Repos 3           2,148             211                 -                   -            2,359 

Other assets         63,849        24,263          3,941                  -          92,053 

Credit risk related to off-balance 
items  

      740,023      375,771      111,789           2,311   1,229,894 

 Total credit risk 0   7,701,182   1,935,304   1,116,187    5,028,893 16,274,397 

 

1: derivative with positive MTM 
2: add-on (derivative with negative and positive MTM) 
3: 5% of notional must be applied in the repos case 
 
The exposure by maturity dates does not include the fixed assets but includes the delivered securities repos and 
the off-balance items.   
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4.5. Loans and overdue advance payments  

4.5.1 Loans and overdue advance payments  

 
Bancpost SA is exposed to the credit risk, which entails the fact that debtor will not be able to pay in full the 
amounts at the maturity date thereof. The provisions are built up whenever there is objective evidence that the bank 
will not be able to collect all the overdue amounts. The significant economic hanges or the changes pertaining to 
the smooth development of a particular industry segment representing a significant part of the bank’s portfolio, 
may result in cases which are different from those pursuant to which the provisions were built up at the balance 
sheet date.   
 
 

 
Loans and advance payments 

extended to customers  
Thousand RON 

Loans and advance payments 
extended to banks   

Thousand RON 

Loans and advance payments:   
Not overdue or impaired 7,022,505 1,367,811 
Overdue but not impaired 1,411,877 - 
Overdue and impaired:   

- collectively assessed 173,538 - 
- individually assessed    396,435                - 

Gross loans and advance payments 9,004,356 1,367,811 
Minus: provision for impairment    (351,278)                - 
Net loans and advance payments 8,653,078 1,367,811 
   
Of which:   
 - Bad loans 407,099  
 - Debts overdue by more than 90 days 430,578  

 

4.5.2 Overdue and impaired loans and advance payments 

 
The following table sets out the provisions built up for the impairment of loans and advance payments extended to 
the non-banking customers, by lines of activity, as of 31 December 2008: 
 

Lines of activity: 

Gross loans and 
advance 

payments
 Thousand RON 

Provision for 
impairment 

 Thousand RON 

Net loans and 
advance 

payments 
        Thousand 

RON 
 
Large and medium-sized companies                   2,649                 127 2,521 
Consumer loans, credit cards and overdrafts                   3,087                 170              2,917 

Mortgage loans                   1,458                     6              1,452 

Small enterprises                   1,810                   48              1,763 
Total loans extended to non-banking 
customers 9,004 351 8,653 
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a) Collectively assessed loans and advance payments 
 
With reference to the collectively assessed accounts, the loans are treated as impaired based on the historical loss 
data for groups of loans with similar characteristics. 
 
The loans and advance payments collectively assessed, prior to taking into account the cash flows from retained 
collaterals totals RON thousand 173,538. 
 
b) Individually assessed loans and advance payments 
 
With reference to the individually assessed accounts, the loans are treated as impaired whenever there is objective 
evidence that a loss from impairment has been recorded. The criteria used by the Group in order to establish that 
there is objective evidence of imapiment include the following: 
 

• known difficulties related to cash flow encountered by debtor 
• overdue contractual payments regarding the principal or interest 
• breach of loan terms and conditions; 
• probability that the debtor might enter bankruptcy or financial reorganization proceedings; and   
• reduction of financial good standing by a credit rating agency 

 
The loans and advance payments extended to customers, assessed individually prior to the computation of cash 
flows resulted from securities amount to RON Thousand 396,435 as of 31 December 2008:  
 

Extended loans and advance payments: 

Individually 
assessed loans  
Thousand RON 

Fair value of 
guarantees 

Thousand RON 

- Corporate customers 266,831 182,227 
- Small enterprises 121,099 87,556 

- Mortgage loans 8,506 8,502 

Total 396,435 272,285 
 
 

4.5.3 Overdue but not impaired loans and advance payments 

 
The gross amount of the loans and advance payments by customer classes which were overdue but not impaired 
was as follows: 
 

 
Corporate 
customers Consumer Mortgage  

Small 
enterprises Total 

 
Thousand 

RON 
Thousand 

RON 
Thousand 

RON 
Thousand 

RON 
Thousand 

RON 

Overdue for up to 29 days 397,458 269,869 98,444 92,932 858,703 

Overdue between 30 and 89 days 102,737 219,331 38,222 181,510 541,800 

Overdue between 90 days and 180 days 4,877             - 6,497             - 11,374 

Total  505,072 489,200 143,163 274,441 1,411,877 
      
Fair value of collaterals 427,808 - 143,691 197,873 769,371 
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Based on the prior experience, the loans for consumer and for small enterprises which are overdue for up to 90 de 
days, the mortgage loans and those extended to corporate entities overdue up to 180 days are not deemed as 
impaired, unless there is information pointing to the contrary.    
 
 

4.6. Provisions for impairment of loans and advance payments 

Bancpost SA reviews its loan portfolio in order to assess the impairment at least twice a year. With a view to 
establishing whether an impairment loss has to be recorded in the profit and loss statement, the bank performs 
assessments relating to whether there is any information pointing to a computable decrease of the future cash 
flows estimated from a loan portfolio, prior to the decrease being able to be associated to a certain loan from the 
respective portfolio. This evidence may include obvious information pointing to an unfavorable change of the status 
of creditors from a group, or economic conditions at national or local level related to the lack of assets within the 
group.    
 
The management uses estimates based on the experience of the historical losses for assets with lending risk 
characteristics and impairment objective evidence which are similar to those of the portfolio in planning the future 
cash flows. The methodology and assumptions used in estimating both the value and the period of the future cash 
flows are regularly reviewed, in order to reduce the gaps between the estimated losses and actually incurred 
losses.   
 
The following table sets out the building up of provisions for the impairment of loans and advance payments 
extended to non-banking customers, as of 31 December 2008: 
 
 
 Loans to          Loans to       Mortgage Loans to 
 Corporate  consumers loans small enterprises       Total 
 
Balance as of 1 January 2008 48,255 99,746 3,238 8,204 159,443 
Year related expenses 61,493 207,766 2,422 35,735 307,417 
Amounts eliminated from balance sheet           - (152,560)         -         - (152,560 
Foreign exchange differences   17,482     15,180    667   3,648    36,977 
 
As of 31 December 2008 127,230   170,133 6,327 47,587  351,278 
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4.7. Standardized approach 

The table below sets out the risk weighted assets (after the application of the risk mitigation techniques) in 
accordance with the standard approach, as of 31 December 2008: 
 

 

Risk weighted  
exposure value   
Thousand RON 

 

Capital requirement
  Thousand RON 

 
Central administrations or central banks 

- 
  

-   
Regional administrations or local authorities  

64,172 
  

5,134 
Institutions 

998,349 
  

79,869 
Companies 

2,906,866 
  

232,559 
Retail type companies 

3,145,951 
  

251,686 
Exposures secured by real estates 

737,337 
  

58,987 
Overdue items 

151,475 
  

12,119 
Short term receivables from institutions and companies 

140,967 
  

11,278 
Receivables in the form of financial investments held in 
collective investment undertakings 20,950 

  
1,676 

Other items 642,493 
  

51,400 

TOTAL 8,808,559 704,708 

 
 
 
4.8. Credit risk mitigation techniques 
 
Bancpost SA uses a series of credit risk mitigation techniques. The most important way to diminish the risk is 
represented by the collaterals (real, personal, financial) and compensation agreements. 

 
Collaterals 

 
The internal norms regarding the loans granted to individuals refer to the nature of eligible collaterals. For the 
loans granted to companies, any kind of collaterals is accepted, but only a limited range of collaterals is 
considered to cover the credit risk. For each type of collaterals, the internal norms contain specific coverage rates.  

 
Among others, Bancpost SA accepts the following collaterals: 
 

• Cash collateral 
• Letters of guarantee from other banks 
• Guarantees from guarantee funds 
• Mortgages on houses/apartments 
• Mortgages on land 
• Mortgages on buildings (commercial and industrial spaces, offices etc)  
• Pledge on buildings in progress 
• Pledge on stocks of raw materials, finished products, merchandise 
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• Pledge on vehicles 
• Pledge on equipments, machineries 
• Pledge on goodwill 
• Pledge on municipal bonds 
• Pledge on shares listed at the stock exchange 
• Pledge on listed bank/corporate bonds 
• Pledge on units in eligible mutual funds 
• Insurance policies which guarantee the un-payment risk 
• Assignment of receivables from firm or frame contract 

 
The collaterals representing real estate assets are valuated by EFG Eurobank Property Services, member of EFG 
Eurobank Group. The valuation is made by internal and external valuators agreed by EFG Eurobank Property 
Services SA according to the internal regulations. All of the valuations take into consideration, among others, the 
location, the year of the construction, the marketability of the property. 

 
 
5. MARKET AND COUNTERPARTY / ISSUER RISK 
 
5.1 Market Risk: Definition and policies 
 
Market risk is the potential loss occurring from changes in interest and foreign exchange rates, share and 
commodity prices, as well as market volatilities.  
In order to ensure the efficient monitoring of market risks that emanate from its overall activities, the Bank adheres 
to the Group’s principles and policies. The objectives of the market risk policies applied by the Group are to:   
      

• establish an effective market risk monitoring and management framework; 
• ensure regulatory compliance; and 
• create a competitive advantage over competition through more accurate assessment of the risks 

assumed. 
 
 
5.2 Market Risk measurement of capital requirements  
 
The Bank uses the Standardized approach for the measurement of market risk exposure and capital requirements.  
The majority of instruments in the trading book are debt instruments (T-bills and bonds). 
In order to calculate capital requirement the position risk on a traded debt instrument is divided into two 
components: General Market Risk and Specific (Issuer) risk. 
The calculation of capital requirements against general risk is based on the “Maturity” approach. 
Capital requirement for Foreign exchange position is calculated when overall net foreign position including net gold 
position exceeds 2% of total own funds.  
 
The following table summarizes the capital requirements for market risk per risk factor, based on the Standardized 
approach, as of 31 December 2008: 
 
 31 December 2008 

Thousand RON 

General and specific risks of traded debt instruments 6,374 

General and specific risks of equities 0 

Foreign exchange risk 0 

Total capital requirements 6,374 
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5.3 Interest rate risk in the Banking Book 
 
The Bank applies sensitivity analysis for computation and monitoring of the interest rate risk of its banking book.  
 
The system takes into account all assets, liabilities and off balance sheet items, which are sensitive to interest 
rates. The interest rate exposure is calculated using the contractual maturity dates or the next re-pricing dates in 
case of floating rate instruments. The major part of non maturity accounts has a short term re-pricing structure and 
therefore treated accordingly. 
 
 
5.4 Counterparty risk 
 
Counterparty risk is the risk that a counterparty in an off balance sheet transaction (i.e. derivative transaction) 
defaults prior to maturity and the Bank has a claim over the counterparty (the market value of the contract is 
positive for the Bank).  
 
The Bank uses “Mark to Market plus add-on” method in order to determine its exposure. 
 
The total exposure is the sum of the current exposure (zero in case of negative MV) plus an add-on factor which is 
a function of residual maturity and of the transaction type. 
 
To reduce the exposure towards single counterparties, risk mitigation techniques are used. We make use of 
closeout netting agreements (based on standardized ISDA contracts), which allow the bank to net positive and 
negative replacement values in the event of default of the counterparty. 
 
The current exposure for counterparty risk as of 31 December 2008 is presented in the table below: 
 

31 December 2008  

Current exposure 
before netting   

Current exposure 
after netting  

Netting effect 

 Thousand RON Thousand RON Thousand RON 

Contracts under ISDA 174,591 48,986 125,605 

Other contracts  
(derivatives and repo outside ISDA) 

417,571 417,571  

TOTAL 592,162 466,557 125,605 

 
 
5.5 Issuer Risk in the Banking Book 
 

A security is a fungible, negotiable instrument representing financial value. Securities are broadly categorized into 
debt securities (such as bonds and debentures) and equity securities (such as common stocks). 
Issuer risk is the risk of loss on securities and other obligations which are in a tradable form, arising from credit-
related events and, ultimately, the possibility of default and/or insolvency of the issuer of the security. 
 
The Bank calculates issuer risk from securities in the Banking Book (available for sale bonds & held to maturity 
bond) using the Basel 2 standardized approach. 
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Available-for-sale securities investments are those intended to be held for an indefinite period of time, which may 
be sold in response to needs for liquidity or changes in prices.  
 
Available-for-sale securities investments are subsequently carried at fair value. Gains and losses arising from 
changes in fair value are recognized directly in equity until the financial asset is derecognized or impaired at which 
time the cumulative gain or loss previously recognized in equity is recognized in profit or loss. 
 
Held to maturity securities are non-derivative assets with fixed or determinable payments and fixed maturity which 
the institution has the intention of holding to maturity. They are initially recognized at fair value and subsequently 
carried at amortized cost using the effective interest method.  
 
The following table presents the Banking Book bonds as of 31 December 2008: 
 
 31 December 2008 

Thousand RON

Sovereign bonds 120,097

Corporate bonds 73,187

Total 193,284 

 
 
 
 
 
The following table presents the Banking Book equities as of 31 December 2008: 
 
 
 31 December 2008 

Thousand RON 

Listed 8,035 

Non- Listed 27,539 

Total 35,574 

 
 
6. OPERATIONAL RISK 
 
6.1 Governance 
 
Acknowledging the fact that operational risk is embedded in every business activity undertaken, the organizational 
governance stems from the Board of Directors through the Executive Committee and Senior Management to the 
Heads and staff of every Business Unit. 
 
An Operational Risk Department is formed in Bancpost S.A., being responsible for applying the Group's operational 
risk strategy and framework in the Bank. 
 
The Board of Directors monitors, through the Risk Management Committee, the operational risk level and profile 
including the level of operational losses, their frequency and severity, and through the Audit Committee, the status 
of operational risk-related control issues. The Executive Committee assesses the operational risks arising from the 
activities of the Bank, ensures that each business entity has appropriate policies and procedures for the control of 
its operational risk and that prompt corrective action is taken whenever a high risk area is identified. 
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The Risk Sector Executive Manager is the sponsor of any operational risk related initiative and ensures 
implementation of the operational risk policy.  
 
The prime responsibility for operational risk management lies with the respective Heads of each business unit. To 
this end, every business unit: 
 

• identifies, evaluates and monitors its operational risks and implements risk mitigation techniques; 
• introduce risk identification processes such as risk assessment, key risk indicators where appropriate and 

historic risk events collection; 
• assesses control efficiency; 
• reports all relevant issues; and  
• has access to and uses the common methods and tools introduced by Operational Risk Department, in 

order to facilitate identification, evaluation and monitoring of operational risk. 
 
The Operational Risk Department is responsible for defining and rolling out the methodology for the identification, 
assessment and reporting of operational risk within Board/ Risk Committee decisions, implementing regulatory 
requirements and Group guidelines, monitoring the operational risk level and profile and reporting thereon to the 
Risk Committee, and defining and rolling out the methodology for the calculation of the regulatory capital charge 
for operational risk. 
 
 
 
6.2 Operational risk management framework 
 
The Operational Risk Framework is built on four elements: 

• Principles 
• Governance & Organization 
• Processes 
• Infrastructure 

 
The operational risk management framework and related policies are designed to: 
 

• establish the operational risk framework and governance, aligning the structure and processes with best 
international banking practices; 

• introduce risk identification processes such as risk assessment, key risk indicators where appropriate and 
historic risk events collection; 

• establish a common definition and consistent approach for operational risk to enable common 
identification and aggregation of operational risk across our business; 

• establish a proactive operational risk management culture across our business, linking business 
operations with the objectives of risk control; 

• establish comprehensive and integrated operational risk reporting; 
• adhere to the Group guidelines and meet local regulatory requirements and practices relating to 

operational risk in Romania; 
• allow the achievement of a competitive advantage in terms of operational risk management through risk-

based decision making; and 
• leverage international knowledge and best practices on operational risk management. 

 
Operational risk processes consist of risk identification, assessment (including measurement and valuation), 
control management & risk mitigation and reporting & performance improvement.  
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These processes are supported by and implemented with the operational risk tools/ methods, which are the 
following: 
 

• Risk & Control Self Assessment (RCSA) is a technique aiming to identify assess and ultimately mitigate 
operational risk. Risks are assessed using the methodology adopted and then processed in order to rank 
identified operational risks, reveal high operational risk areas activities/processes, create operational risk 
profiles and support capital adequacy calculations. The approach adopted by the Group is risk oriented – 
controls will be evaluated as supplementary elements of specific operational risks. The RCSA exercise is 
carried out annually if however major changes take place, the exercise is performed more often. 

• Operational risk indicators are metrics based on historical data relevant to specific and measurable 
activities indicating operational risk exposures. They are developed in every area according to its unique 
characteristics. Operational risk indicators are quantifiable and expressed as an amount, a percentage or a 
ratio, assigned to specific operational risks and linked with tolerance. 

• Operational risk events are identified and reported with the purpose to populate the internal loss tracking/ 
reporting database. Operational risk events are classified according to their owner, cause, risk category, 
consequence, impact, and business line. 

• Operational risk reporting, whereby reports are produced for internal and regulatory purposes. 
• Operational risk capital charge calculation and allocation, using the appropriate methodology and 

assumptions. 
 
 
 
6.3 Operational risk measurement 
 
In order to establish the regulatory capital requirements for operational risk, the Bank is deploying the Basic 
Indicator Approach, until qualifying for the approval from the National Bank of Romania regarding utilization of 
Standardized Approach. The capital requirement for operational risk in 2008 was 75,971 thousand RON. 
 
 


