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Financial risks  

The independent identification, measurement, monitoring and mitigation of all risks incurred by the Bank in both its Banking and 
Treasury activities is the overall responsibility of the Vice President Risk, a member of the Bank’s Executive Committee. The Vice 
President Risk has overall responsibility for formulating the risk management strategy for both Banking and Treasury functions and 
ensuring that any risks are correctly identified, managed and mitigated through comprehensive and rigorous processes, which reflect 
industry best practice. 

In carrying out its mission, the Bank is exposed to financial risks through both its Banking and Treasury activities. The principal 
financial risks to which the Bank is exposed are credit, market and liquidity risk. The last year saw a volatility in eastern European 
equity markets as systemic risks remained a concern but eased in the second half of the year. Debt performance, however, remained 
relatively strong. 

A. Credit risk  

Credit risk is the potential loss to a portfolio that could result from either the default of a counterparty or the deterioration of its 
creditworthiness. The Bank also monitors concentration risk, which is the risk arising from too high a proportion of the portfolio being 
allocated to a specific country, industry sector or obligor, or to a particular type of instrument or individual transaction. 

The Bank is exposed to credit risk in both its Banking and Treasury activities, as borrowers and Treasury counterparties could default 
on their contractual obligations, or the value of the Bank’s investments could become impaired.  

The Bank’s maximum exposure to credit risk from financial instruments is represented by their carrying amounts on the balance 
sheet, inclusive of the undrawn commitments related to loans and guarantees (see note 27). 

Details of collateral and other forms of risk reduction are provided within the respective sections on Banking and Treasury below. 

 
Credit risk in the Banking portfolio: Management 
The Board of Directors approves a credit process document that defines the procedures for the approval, management and review of 
Banking exposures by the Operations Committee. The Audit Committee reviews the credit process annually and its review is submitted 
to the Board for approval. 

Banking projects are reviewed by the Operations Committee which is chaired by the First Vice President Banking and whose 
membership comprises senior managers of the Bank. The Operations Committee is responsible for reviewing all Banking operations 
prior to their submission for Board approval. This includes a number of frameworks for smaller projects which are then each 
considered by the Small Business Investment Committee. Both committees review projects to ensure they meet the Bank’s criteria for 
sound banking, transition impact and additionality. The Operations Committee operates within the authority delegated by the Board, 
via the Executive Committee, to approve projects within Board-approved framework operations. The Operations Committee is also 
responsible for overseeing Banking portfolio management and approving significant changes to existing operations. Risk Management 
is responsible for recommendations for provisions for the impairment of Banking loans and reports these quarterly to the Operations 
Committee.  The Equity Committee acts as governance committee for the equity portfolio. 
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The Bank conducts reviews of all exposures within the Banking portfolio. At each review, Risk Management assesses whether there 
has been any change in the risk profile of the exposure, recommends actions to mitigate risk and reconfirms or adjusts the risk rating. 
For share investments it also reviews the fair value. At the recommendation of Risk Management, investments considered to be in 
jeopardy may be transferred from Banking teams to the Corporate Recovery Unit – which reports jointly to Risk Management and 
Banking – in order to manage the restructuring work-out and recovery process. 
The table below shows the Bank’s internal probability of default rating scale from 1.0 (lowest risk) to 8.0 (highest risk) and how this 
maps to the external ratings of Standard & Poor’s (S&P). References to risk rating through this text relate to probability of default 
ratings unless otherwise specified. 

EEBRD PD rrating116 EBRD rrisk class17 External rating   
equivalent 

Category nname Broader ccategory 

1 1.0  AAA  Excellent  

Investment grade  

2  
1.7 
2.0 

2.3/2.5 

AA+ 
AA 
AA- 

Very Strong  

3  
2.7 
3.0 
3.3  

A+ 
A 
A-  

Strong  

4  
3.7 
4.0 
4.3  

BBB+ 
BBB 
BBB-  

Good  

5  
4.7 
5.0 
5.3  

BB+ 
BB 
BB-  

Fair  
 

6  
5.7 
6.0 
6.3  

B+ 
B 
B-  

Weak  
 

7  
6.7 
7.0 
7.3  

CCC+ 
CCC 
CCC-  

Special Attention  
Classified  

8  8.0  CC/CD  Expected 
 Loss/Impaired  

Disbursements are managed by the Operations Administration Unit (OAU) within the Office of the General Counsel (OGC). The OAU is 
responsible for checking compliance with loan and other project agreements and ensuring that correct procedures are followed in line 
with approved policy. Waivers, consents and amendments of loan covenants and conditionality are prepared by the OAU and are 
approved by Banking, Risk Management and, where required, by the OGC, the Office of the Chief Economist and the Environment and 
Sustainability Department. 

The Bank assigns its internal risk ratings to all counterparties, guarantors, put counterparties and sovereigns in the Banking and 
Treasury portfolios. Counterparty ratings reflect the financial strength of the risk counterparty as well as consideration of any implicit 
support, for example from a major shareholder.  The sovereign rating takes into consideration the ratings assessed by external rating 
agencies. For sovereign risk projects, the overall rating is the same as the sovereign rating. For non-sovereign operations, probability of 
default ratings are normally capped by the local sovereign rating, except where the Bank has recourse to a guarantor from outside the 
country of operations which may have a better rating than the local sovereign rating. During the year the Bank continued to roll out 
some changes in its probability of default rating process and methodology to improve calibration and consistency.  The Bank also 
assigns loss given default ratings on a scale of 0 per cent to 100 per cent determined by seniority, jurisdiction and sector of the 
transaction.  

The Bank’s general portfolio provisions are based on an assumed value for the probability of default rating assigned to each 
transaction by Risk Management and loss given default parameters based on product seniority and legal jurisdiction. Both the 
assumed probability of default value and the loss given default assumptions remain more conservative than the Bank’s own default 
and recovery experience. 

Risk Management reports on the development of the portfolio as a whole on a quarterly basis to the Audit Committee. The report 
includes a summary of key factors affecting the portfolio and provides analysis and commentary on trends within the portfolio and 
within various sub-portfolios. It also includes reporting on compliance with all portfolio risk limits including explanation of any limit 
breaches.  
 
16 Probability of default. 
17 Risk rating 9 and 10 were eliminated during 2012 due to limited additional information content and are now grounded in rating category 8.0. 
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Credit risk in the Banking portfolio: 2012 results 
Total Banking loan exposure (operating assets including fair value adjustments but before provisions) increased during the year from 
€18.3 billion at 31 December 2011 to €19.6 billion at 31 December 2012. The total signed Banking loan portfolio (operating assets, 
excluding fair value adjustments and provisions but including undrawn commitments) and guarantees increased from €26.9 billion at 
31 December 2011 to €29.3 billion at 31 December 2012.  

The average credit profile of the portfolio has been improving since 2009 and was relatively stable in 2012 as weighted average 
probability default rating moved slightly from 5.56 to 5.59. Classified assets (those risk rated 6.7 to 8.0) were also fairly stable, 
improving from 12.0 per cent to 11.7 per cent although the absolute level increased from €3.2 billion to €3.4 billion.  This 
performance largely reflected continued stabilisation in the Bank’s countries of operations since the crisis years of 2008 and 2009. 
This has been the dominant trend so far despite negative pressures from the neighbouring eurozone, a generally lacklustre recovery, 
and some small areas of country risk deterioration in the Bank’s countries of operations. 

 

 

Note (1) The vertical line at December 2010 represents changes in reporting from Facility Overall Risk Rating to Overall Probability of 
Default (PD) Risk Rating.  December 2010 is presented with both rating methodologies to show the impact of the methodology 
change. 

Non-performing loan assets18 still remain low relative to the average portfolio risk rating. However, they have crept up over recent 
years from a very low base to €676 million in 2012 or 3.4 per cent of operating assets (€491 million or 2.6 per cent at year-end 
2011).  Distressed restructured loans19 were also relatively low, comprising an additional €372 million or 1.9 per cent of operating 
assets at year-end 2012.  Net write-offs amounted to €38 million in 2012. This brings the total net write-offs over the last five years to 
€79 million. Write-offs are typically relatively low as the Bank benefits from its strong liquidity and capitalisation to work out distressed 
loans. 
  

 
18 Non-performing loan assets are either: where the borrower is more than 90 days past due on payment to any material creditor, or where the Bank considers 

the counterparty is unlikely to pay its credit obligations in full, without recourse by the bank to actions such as realised security (if held). Non-performing loan 
assets include impaired loans of €624 million (2011: €484 million) and loans at fair value through profit or loss of €52 million (2011: €7 million). 

19 Defined as a loan in which any of the key terms and conditions have been amended due to the financial stress of the borrower, and without such 
amendment(s) would like have become an impaired loan. 
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Loan investments at amortised cost 
Set out below is an analysis of the Banking loan investments and the associated impairment provisions for each of the Bank’s internal 
risk rating categories. 

Risk rating 

Neither  
past  

due nor 
impaired 
 € million 

Past due  
but not 

impaired  
€ million 

Impaired  
€ million 

Total  
€ million 

Total  
% 

Portfolio 
provisions 

for 
unidentified 
impairment 

€ million 

Specific 
provisions 

for identified 
impairment 

€ million 

Total net of 
impairment 

€ million 

Impairment 
provisions  

% 

2: Very strong 79 – – 79 0.4 – – 79 0.0 
3: Strong 482 – – 482 2.5 (1) – 481 0.2 
4: Good 2,805 – – 2,805 14.5 (7) – 2,798 0.2 
5: Fair 6,222 – - 6,222 32.2 (21) - 6,201 0.3 
6: Weak 7,298 17 – 7,315 37.9 (180) – 7,135 2.5 
7: Special attention 1,761 45  1,806 9.3 (247) - 1,559 13.6 
8: Expected loss/impaired - – 624 624 3.2 – (280) 344 45.0 
At 31 December 2012 18,647 62 624 19,333 100.0 (456) (280) 18,597 - 
          

Risk rating 

Neither  
past  

due nor 
impaired  
€ million 

Past due  
but not 

impaired  
€ million 

Impaired  
€ million 

Total  
€ million 

Total  
% 

Portfolio 
provisions 

for 
unidentified 
impairment 

€ million 

Specific 
provisions 

for identified 
impairment 

€ million 

Total net of 
impairment 

€ million 

Impairment 
provisions  

% 

2: Very strong 69 - - 69 0.4 - - 69 0.0 
3: Strong 502 - - 502 2.8 (1) - 501 0.2 
4: Good 2,285 - - 2,285 12.6 (6) - 2,279 0.3 
5: Fair 5,739 - - 5,739 31.7 (24) - 5,715 0.4 
6: Weak 6,993 - - 6,993 38.7 (152) - 6,841 2.2 
7: Special attention 1,999 17 - 2,016 11.1 (239) - 1,777 11.9 
8: Expected loss/impaired - - 484 484 2.7 - (250) 234 51.7 
At 31 December 2011 17,587 17 484 18,088 100.0 (422) (250) 17,416 - 

Of the past due loans, €57 million were outstanding for less than 30 days (2011: €2 million), No loans were outstanding for more than 
30 days but less than 90 days (2011: €8 million) and €5 million were outstanding for more than 90 days (2011: €7 million). 

At 31 December 2012 the estimated fair value of collateral held over impaired and past due loans was €375 million  
(2011: €248 million). Most of this collateral is illiquid and therefore difficult to value. As there are normally no recent independent 
valuations, this value represents the Bank’s best estimate. The collateral coverage over the outstanding amount for each impaired 
loan can vary, as reflected in the specific impairment levels. In general, the Bank requires security for lending to the corporate sector. 
It also benefits from guarantees and risk-sharing provided by Special Funds (see note 30: Related Parties) which provided credit 
enhancement of approximately €108 million at the year-end.  
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Loans at fair value through profit or loss 
Set out below is an analysis of the Bank’s loans at fair value through profit or loss for each of the Bank’s relevant internal risk rating 
categories.  

Undrawn commitments and guarantees 
Set out below is an analysis of the Bank’s undrawn commitments and guarantees for each of the Bank’s relevant internal risk rating 
categories. 

Risk rating 

Undrawn 
commitments20  

2012  
€ million 

Guarantees  
2012  

€ million 

Undrawn 
commitments  

2011  
€ million 

Guarantees  
2011  

€ million 
2: Very strong - - - - 
3: Strong 13 - 230 3 
4: Good 870 24 567 30 
5. Fair 2,103 86 2,608 15 
6: Weak 4,916 460 3,712 417 
7: Special attention 718 57 519 88 
8: Expected loss/impaired 106 - 42 - 
At 31 December 8,726 627 7,678 553 

For projects risk rated 8 or worse, it is unlikely that commitments would be drawn down without additional assurances that credit 
quality would improve. In addition, the Bank would typically have conditions precedent that would need to be satisfied before further 
disbursements on its debt transactions. 

Paid-in capital receivable 
Set out below is an analysis of the Bank’s paid-in capital receivable at 31 December 2012 and 31 December 2011, none of which 
was considered impaired. 

 

 
20 References to undrawn commitments within the Credit Risk Management section relates to Banking loans only. 

Risk rating 

Fair value  
2012  

€ million 

Fair value  
2011  

€ million 
5: Fair 41 17 
6: Weak 102 193 
7: Special attention 74 29 
8: Expected loss/impaired 30 - 
At 31 December 247 239 

 
2012  

€ million 
2011  

€ million 
Cash and promissory notes due but not yet received 12 15 
Paid-in capital receivable at 31 December 12 15 
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Credit risk in the Banking portfolio: Concentration  
Concentration by country 
The following table breaks down the main Banking credit risk exposures in their carrying amounts by country.21 The Bank is generally 
well diversified by country apart from its concentration in Russia which accounts for 23 per cent of loans specifically (as shown below) 
and 26 per cent of the Bank’s total portfolio including equity at cost.  However, by nature of the regional focus in the Bank’s business 
model, some groups of countries in which the Bank operates are highly correlated 

 

Loans  
2012  

€ million 

Undrawn 
commitments 

and guarantees  
2012  

€ million 

Total  
2012  

€ million 

Loans  
2011  

€ million 

Undrawn 
commitments 

and guarantees  
2011  

€ million 

Total  
2011  

€ million 
Albania 318 131 449 277 131 408 
Armenia 207 59 266 209 41 250 
Azerbaijan 390 223 613 434 234 668 
Belarus 178 163 341 61 185 246 
Bosnia and Herzegovina 467 385 852 412 466 878 
Bulgaria 832 282 1,114 872 163 1,035 
Croatia 646 277 923 689 264 953 
Czech Republic 28 1 29 34 1 35 
Estonia 18 1 19 16 3 19 
Former Yugoslav Republic of Macedonia  153 374 527 125 289 414 
Georgia 418 139 557 445 165 610 
Hungary 446 43 489 480 71 551 
Jordan - 76 76 - - - 
Kazakhstan 964 445 1,409 970 523 1,493 
Kosovo22 20 4 24 - - - 
Kyrgyz Republic 127 72 199 74 129 203 
Latvia 31 86 117 32 90 122 
Lithuania 125 33 158 147 1 148 
Moldova 151 184 335 155 129 284 
Mongolia 303 203 506 175 59 234 
Montenegro 130 139 269 100 147 247 
Morocco - 13 13 - - - 
Poland 1,025 565 1,590 1,001 457 1,458 
Romania 1,697 734 2,431 1,744 457 2,201 
Russia 4,994 1,571 6,565 4,791 1,513 6,304 
Serbia 1,079 939 2,018 1,083 905 1,988 
Slovak Republic 412 89 501 303 41 344 
Slovenia 86 60 146 92 61 153 
Tajikistan 46 66 112 42 35 77 
Tunisia - 15 15 - - - 
Turkey 1,819 420 2,239 1,211 135 1,346 
Turkmenistan 31 9 40 28 3 31 
Ukraine 2,390 1,550 3,940 2,255 1,530 3,785 
Uzbekistan 49 2 51 70 2 72 
At 31 December 19,580 9,353 28,933 18,327 8,230 26,557 

 
21 Based on location of used funds.  The Bank eliminated the category of “Regional” in 2012, with these assets distributed proportionally on the basis of 

projected use of funds. 
22 Operations previously under Serbia have now been reallocated to Kosovo. 
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Eurozone exposure 
The Banking portfolio has both direct and indirect exposure to the eurozone. Direct exposure occurs in the case of the Bank’s three 
countries of operations located in the eurozone or loans or investments to counterparties based in the eurozone where the Bank’s 
funds are then on-lent or invested in the Bank's countries of operations. For most of these counterparties the main operations and 
therefore main country risk is in the Bank’s countries of operations. 

The Bank’s indirect exposure arises due to loans or investments to subsidiaries of eurozone-based economic groups23 which is 
common due to the strong business linkages between the regions. In many cases, the subsidiary has standalone creditworthiness 
apart from its eurozone parent. Exposures at year-end 2012 where the main operating company parent is located in the eurozone are 
detailed in the table below. Countries are included in Sub-group 1 eurozone where the sovereign credit default swap is priced in 
excess of 200 basis points at year-end 2012. 

In addition to these more direct business relationships there are strong economic linkages between the eurozone and the Bank’s 
countries of operations including trade ownership of local banking sectors, in particular central and southeast Europe. 

 
23 Economic groups are defined on the basis of the common majority owner.

€ million 
Portfolio 

 
Operating assets 

 
Undrawn 

 
Undrawn 

% 

 
Total eurozone 

operating assets 
% 

Greece 471 469 2 0% 6% 
Italy 1,405 1,298 107 8% 18% 
Portugal 234 213 21 9% 3% 
Slovenia 150 87 63 42% 1% 
Spain 599 521 78 13% 7% 
Sub-group 1 2,859 2,588 271 9% 35% 
Austria 1,609 1,431 178 11% 20% 
Belgium 235 153 82 35% 2% 
Estonia 54 54 - 0% 1% 
Finland 178 132 46 26% 2% 
France 2,195 1,805 390 18% 25% 
Germany 967 913 54 6% 12% 
Slovak Republic 258 246 12 5% 3% 
Sub-group 2 5,496 4,734 762 14% 65% 
Total eurozone 8,355 7,322 1,033 12% 100% 
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Concentration by industry sector 
The following table breaks down the main Banking credit exposures in their carrying amounts by the industry sector of the project. The 
portfolio is generally well diversified with only Banking constituting a material sector concentration. 

Concentration by counterparty 
The Bank has a maximum Banking counterparty exposure limit24 of 5 per cent of paid-in capital and reserves which is applied on an 
economic group basis (ignoring standalone creditworthiness of subsidiaries). Maximum exposure to an economic group was  
€592 million and to a single legal entity was €363 million at year-end 2012. 

Credit risk in the Treasury portfolio: Management 
For Treasury exposures, the Board of Directors approves a Treasury and Treasury Risk Management Authority (T&TRMA), which defines 
the risk parameters for funding, cash management, asset and liability management and the investment activities of the Bank. This 
document is updated annually by the Finance and Risk and Resources Vice Presidencies and approved by the Board. It covers all 
aspects of Treasury where financial risks arise and also Risk Management’s identification, measurement, management and mitigation 
of those risks. In addition, Treasury and Treasury Risk Management guidelines have been issued in respect of Treasury risk taking and 
the related risk management processes and procedures. 

The T&TRMA is the document by which the Board of Directors delegates authority to the Vice President and CFO to manage and the 
Vice President Risk to identify, measure, monitor and mitigate the Bank’s Treasury exposures. The two Vice Presidents jointly interpret 
the T&TRMA and notify the Board of Directors of any material interpretation. The Financial and Operations Policies Committee reviews 
the T&TRMA annually and its review is submitted to the Board for approval. 

Treasury risks are reviewed by the Treasury Exposure Committee (TEC). The TEC is chaired by the Vice President and CFO and its 
membership comprises senior managers of the Bank. The TEC is responsible for reviewing and monitoring the implementation of the 
T&TRMA and related guidelines. It assesses Treasury and Risk Management policy proposals for approval by the Board, and monitors 
and reviews the asset/liability profile and risk/return trade off in aggregate Treasury exposures. It also evaluates new product 
proposals for Treasury. Impairment of Treasury assets is identified by Risk Management, assessed by the TEC and approved by the 
Vice Presidents of Finance and Risk and Resources. 

Maximum credit limits for Treasury counterparties are based on internal credit ratings determined by Risk Management. These ratings 
are based on internal analysis of approved counterparties’ creditworthiness through the synthesis of externally provided credit 
research and market data, including approved external agency ratings. The internal credit rating is the same as that used for Banking 
exposure. 

Eligible Treasury exposures are normally rated between 1.0 and 3.3 (approximately equivalent to S&P AAA to A– ratings), with the 
exception of counterparties approved for local currency activities in the Bank’s countries of operations. These transactions support the 
Bank’s initiatives to provide local currency financing to Banking clients and to develop local capital markets.  

 
24 A very limited group of bank counterparties have a higher 10 per cent threshold but are currently managed to the lower 5 per cent limit. 

 

Loans  
2012  

€ million 

Undrawn 
commitments 

and guarantees 
2012  

€ million 

Total  
2012  

€ million 

Loans  
2011  

€ million 

Undrawn 
commitments 

and guarantees  
2011  

€ million 

Total  
2011  

€ million 
Agribusiness 2,044 612 2,656 1,866 444 2,310 
Banking 4,881 958 5,839 4,950 882 5,832 
Information & Communication 
Technologies 298 34 332 186 39 225 
Insurance and financial services 990 85 1,075 866 52 918 
Manufacturing and services 2,251 493 2,744 1,964 627 2,591 
Municipal and environmental 
infrastructure 1,102 760 1,862 1,033 800 1,833 
Natural resources 1,153 781 1,934 1,209 440 1,649 
Power and energy 1,817 1,390 3,207 1,636 895 2,531 
Property and tourism 469 243 712 409 274 683 
Small business finance 690 53 743 575 138 713 
Transport 1,195 763 1,958 1,158 633 1,791 
Non-sovereign 16,890 6,172 23,062 15,852 5,224 21,076 
Sovereign 2,690 3,181 5,871 2,475 3,006 5,481 
At 31 December 19,580 9,353 28,933 18,327 8,230 26,557 
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The Board-approved T&TRMA states the minimum rating and maximum tenor by type of eligible counterparty. Operational guidelines 
approved and issued by the Vice President Risk set the maximum exposure size limits per rating class and counterparty type. The 
actual exposure size limit and/or tenor limit attributed to individual counterparties by Risk Management may be smaller or shorter, 
respectively, based on the likely direction of its credit quality over the medium term, its internal outlook, or on sector considerations. 
The limits apply for the range of eligible products for the relevant counterparty with product exposures measured on a risk adjusted 
basis. All individual counterparty lines for banks, corporates and insurance companies are measured, monitored and reviewed by Risk 
Management annually. 

In cases where the creditworthiness of security issuers deteriorates to levels below the standard of eligibility for new exposures, Risk 
Management and Treasury jointly recommend actions for the approval of the Vice President Risk and the Vice President and CFO. Any 
decision to retain ineligible exposures is reported to the TEC and the Audit Committee. 

The Bank’s exposure measurement methodology for Treasury credit risk uses a “Monte Carlo” simulation technique that produces, to 
a high degree of confidence, maximum exposure amounts at future points in time for each counterparty (in practice, 95 per cent 
eVaR).25 This includes all transaction types and is measured out to the maturity of the longest dated transaction with that 
counterparty. Exposures are calculated and controlled against approved limits on a daily basis with exceptions escalated to the 
relevant authority level approval. 

Risk mitigation techniques and risk transferring instruments reduce calculated credit exposure measures. For example, Credit Support 
Annexes for over-the-counter (OTC) derivatives activity reduce potential future exposures in line with collateral posting expectations. 
Likewise, buying credit protection via a credit default swap usually decreases measured exposure on the reference entity. At  
31 December 2012, credit protection of €182 million was held via credit default swaps. 

Credit risk in the Treasury portfolio: 2012 results  
Treasury peak credit exposure stood at €16.7 billion at 31 December 2012, compared with €14.9 billion at 31 December 2011. 

Despite continued rating downgrades of Treasury counterparties, Treasury continued to maintain a superior average credit risk during 
2012 by investing new liquidity in triple-A rated sovereign and other highly rated assets. This resulted in a stable weighted average 
probability of default rating for the Treasury portfolio as weighed by peak counterparty exposure of 2.21 at 31 December 2012  
(2011: 2.21). This measure understates credit quality improvement as Treasury has increased its senior collateralised exposures 
(such as covered bonds) while reducing investments in subordinated debt. Seniority of claim and the associated better recoveries of 
collateralised exposures are not reflected in the probability of default ratings but rather in loss given default ratings. 

A very low proportion of Treasury exposures are below investment grade quality,26 amounting to 3.7 per cent at 31 December 2012 
(2011: 4.2 per cent). These consist of the small pool of local currency liquidity held with counterparties from the countries of 
operations, several asset-backed security (ABS) investments originally rated triple-A by leading external rating agencies and several 
financial sector bonds where the issuer was downgraded after the time of purchase.  

Credit quality of the Treasury portfolio 31 December 2012
 

 

Credit quality of the Treasury portfolio 31 December 2011
 

 

Non-performing assets in the Treasury portfolio are very low at €34.5 million or 0.2 per cent of the Treasury peak potential future 
exposure.27 This represented an improvement on 2011 as the Bank managed down several legacy assets from the 2009 crisis. 

 
25 VaR is a statistical estimate of the maximum probable loss that can be incurred, due to adverse movements in major risk drivers, over a one-day trading 

horizon and estimated at a given confidence level.  Expected shortfall, or eVaR, is the average loss beyond the VaR level and is a more accurate measure of 
large potential losses. 

26 BBB-/Baa3/BBB- level or worse. 
27 The percentage is calculated on the basis of potential future exposure and includes one asset which is fair valued and therefore does not carry a specific 

provision but is considered non-performing by the Bank. 

A 

B 

C 

D 

E 

F G H 

A 

B 

C 

D 

E

F G H 

  Risk rating        %
A   1.0 27.8
B  1.7-2.5 37.4
C  2.7-3.3 29.1
D  3.7-4.3  2.0
E  4.7-5.3 2.9
F  5.7-6.3 0.3
G  6.7-7.3 0.3
H   8.0 0.2

  Risk rating        %
A   1.0 25.0
B  1.7-2.5 43.4
C   2.7-3.3 26.4
D  3.7-4.3  1.0
E  4.7-5.3 3.1
F  5.7-6.3 0.7
G  6.7-7.3 0.0
H   8.0 0.4
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Placements with and advances to credit institutions 
Set out below is an analysis of the Bank’s placements with and advances to credit institutions for each of the Bank’s relevant internal 
risk rating categories. 

At 31 December 2012 there were no placements with and advances to credit institutions that were past due or impaired (2011: €nil). 

Debt securities at fair value through profit or loss 
Set out below is an analysis of the Bank’s debt securities at fair value through profit or loss for each of the Bank’s relevant internal risk 
rating categories. No collateral is held over impaired debt securities. 

Risk rating 
2012  

€ million 
2011  

€ million 
1-3: Excellent to strong 16 336 
4: Good 7 23 
5-6: Fair to weak 117 45 
7-8: Special attention to expected loss/impaired 35 7 
At 31 December 175 411 

There were no debt securities at fair value past due in 2012 or 2011. 

Debt securities at amortised cost 
Set out below is an analysis of the Bank’s debt securities at amortised cost for each of the Bank’s relevant internal risk rating 
categories.  

Risk rating 

Neither past due 
nor impaired 

 € million 

Impaired 
gross  

€ million 
Total  

€ million 

Cumulative 
impairment 

losses  
€ million 

Total net of 
impairment 

€ million 
1-3: Excellent to strong 11,894 - 11,894 - 11,894 
4: Good 318 - 318 - 318 
5-6: Fair to weak 7 - 7 - 7 
7-8 Special attention to expected loss/impaired 3 21 24 (8) 16 
At 31 December 2012 12,222 21 12,243 (8) 12,235 
 

 

Risk rating 
2012  

€ million 
2011  

€ million  
1-3: Excellent to strong 7,208 4,894 
4: Good - 260 
5-6: Fair to weak 307 18 
At 31 December 7,515 5,172 

Risk rating 

Neither past due 
nor impaired  

€ million 

Impaired 
gross  

€ million 
Total 

 € million 

Cumulative 
impairment 

losses  
€ million 

Total net of 
impairment 

€ million 
1-3: Excellent to strong 10,866 - 10,866 - 10,866 
4: Good 162 - 162 - 162 
5-6: Fair to weak 27 - 27 - 27 
7-8: Special attention to expected loss/impaired - 106 106 (34) 72 
At 31 December 2011 11,055 106 11,161 (34) 11,127 
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Derivative financial assets 
Set out below is an analysis of the Bank’s derivatives for each of the Bank’s internal rating categories. 

Risk rating 
2012 

 € million 
2011  

€ million 
1-3: Excellent to strong 4,328 4,764 
4: Good 155 87 
5-6: Fair to weak 178 182 
7-8: Special attention to expected loss/impaired 10 78 
At 31 December 4,671 5,111 

There were no derivative financial assets past due in 2012 or 2011. 

Derivatives  
The Bank makes use of derivatives for different purposes within both its Banking portfolio and its Treasury portfolio. Within the 
Banking portfolio option contracts are privately negotiated with third party sponsors to provide potential exit routes for the Bank on 
many of its unlisted share investments. Banking also has a limited portfolio of swaps with clients to hedge their market risks or to 
facilitate hard currency funding. Furthermore, the Banking portfolio has a small portfolio of currency swaps which are fully hedged and 
have been entered into with clients to assist them in the management of their market risks. Within the Treasury portfolio, use of 
exchange-traded and OTC derivatives is primarily focused on hedging interest rate and foreign exchange risks arising from Bank-wide 
activities. Market views expressed through derivatives are also undertaken as part of Treasury's activities, while the transactions 
through which the Bank funds itself in capital markets are typically swapped into floating-rate debt with derivatives. In addition, 
Treasury has a small legacy portfolio of credit derivatives but is no longer active in this market.  

The risks arising from derivative instruments are combined with those deriving from all other instruments dependent on the same 
underlying risk factors, and are subject to overall market and credit risk limits, as well as to stress tests. Additionally, special care is 
devoted to those risks that are specific to the use of derivatives, through, for example, the monitoring of volatility risk for options, 
credit spread risk for swaps and basis risk for futures. The table below shows the fair value of the Bank’s derivative financial assets 
and liabilities at 31 December 2012 and 31 December 2011. 

 

Assets  
2012  

€ million 

Liabilities 
2012  

€ million 

Total  
2012  

€ million 

Assets  
2011  

€ million 

Liabilities 
2011  

€ million 

Total  
2011  

€ million 

Derivates held for trading       
OTC foreign currency products       
Currency swaps 89 (94) (5) 150 (30) 120 
Spot and forward currency transactions 86 (179) (93) 195 (76) 119 

 175 (273) (98) 345 (106) 239 

OTC interest rate products       
Interest rate swaps 111 (163) (52) 96 (151) (55) 

OTC credit products       
Credit default swaps 1 (3) (2) 14 (7) 7 

Banking derivatives       

Fair value of equity derivatives held in 
relation to the Banking portfolio 

 
411 

 
(60) 

 
351 

 
433 

 
(81) 

 
352 

Total derivatives held for trading and 
Banking derivatives 

 
698 

 
(499) 

 
199 

 
888 

 
(345) 

 
543 

Derivatives held for hedging       
Derivatives designated as fair value hedges       
Interest rate swaps 1,600 (330) 1,270 1,681 (346) 1,335 

Cross currency interest rate swaps 2,352 (649) 1,703 2,509 (863) 1,646 
Embedded derivatives 12 (272) (260) 19 (89) (70) 

 3,964 (1,251) 2,713 4,209 (1,298) 2,911 

Derivatives designated as cash flow hedges       
Forward currency transactions 9 (2) 7 14 - 14 

Total derivatives held for hedging 3,973 (1,253) 2,720 4,223 (1,298) 2,925 

Total derivatives at 31 December 4,671 (1,752) 2,919 5,111 (1,643) 3,468 
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In order to manage credit risk in OTC derivative transactions,28 the Bank’s policy is to approve, ex ante, each counterparty individually 
and to review its creditworthiness and eligibility regularly. Derivatives limits are included in overall counterparty limits. OTC derivative 
transactions are normally carried out only with the most creditworthy counterparties, rated at the internal equivalent of single-A and 
above. Furthermore, the Bank pays great attention to mitigating the credit risk of OTC derivatives through the negotiation of 
appropriate legal documentation with counterparties. OTC derivative transactions are systematically documented with a Master 
Agreement (MA) and a Credit Support Annex (CSA). These provide for close-out netting and the posting of collateral by the counterparty 
once the Bank’s exposure exceeds a given threshold, which is a function of the counterparty’s risk rating.  

The Bank has also expanded the scope for applying risk mitigation techniques by documenting the widest possible range of 
instruments transacted with a given counterparty under a single MA and CSA, notably foreign exchange transactions. The Bank also 
systematically resorts to unwinding-upon-credit-downgrading clauses and, for long-dated transactions, unilateral break clauses. 
Similarly, the Bank emphasises risk mitigation for repurchase and reverse repurchase agreements and related transaction types 
through MA documentation.  

At 31 December 2012, 99 per cent (2011: 100 per cent) of the Bank’s gross exposure to derivatives counterparties was against 
counterparties with whom an MA and CSA had been completed, allowing for receipt of collateral in the form of cash or liquid, triple-A-
rated and double A+-rated government securities. 

Collateral 
The Bank mitigates credit risk by holding collateral against exposures to derivative counterparties. 

Counterparty exposure, for the purposes of collateralising credit risk, is only concerned with counterparties with whom the Bank has 
an overall net positive exposure. At 31 December 2012 this exposure stood at €3.1 billion (2011: €3.5 billion). Against this, the Bank 
held collateral of €3.0 billion (2011: €3.3 billion), reducing its net credit exposure to €0.1 billion (2011: €0.2 billion). 

Where the Bank borrows or purchases securities subject to a commitment to resell them (a reverse repurchase agreement) but does 
not acquire the risk and rewards of ownership, the transactions are treated as collateralised loans. The securities are not included in 
the balance sheet and are held as collateral. 

The table below illustrates the fair value of collateral held that is permitted to be sold or repledged in the absence of default. Sold or 
repledged collateral includes collateral on-lent through bond lending activities. In all cases the Bank has an obligation to return 
equivalent securities. 

The term “collateralised placements” in the Bank’s balance sheet is used to describe the economic substance of the transactions in 
that category. Such transactions involve the purchase of a financial asset together with entering into a total return swap whereby the 
risks and rewards of ownership of the asset are transferred back to the entity selling the asset. For accounting purposes, therefore, 
the economic substance of such transactions is a form of collateralised lending. However as the assets are legally owned by the Bank, 
they do not represent collateral for the purposes of the above disclosure. At 31 December 2012, the Bank held €0.6 billion 
(2011: €0.9 billion) of collateralised placements. 

 
28 This does not include negotiated options associated with share investments. 

CCollateral held as security  

Held 
collateral 

2012 
 € million 

Sold or 
repledged 

2012 
 € million 

Held 
collateral 

2011 
 € million 

Sold or 
repledged 

2011 
 € million 

Derivative financial instruments     
Triple-A-rated government securities 1,075 - 1,808 - 
Cash 1,932 1,932 1,445 1,445 
Reverse sale and repurchase transactions 4,199 - 2,800 - 
At 31 December 7,206 1,932 6,053 1,445 
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Credit risk in the Treasury portfolio: Concentration  
Concentration by country  
At the end of 2012, Treasury credit risk exposure was allocated across 28 countries. The top five countries (by percentage of the total 
exposure) were the United States (13 per cent), the Netherlands (13 per cent), Switzerland (11 per cent), United Kingdom (10 per 
cent) and France (9 per cent). In 2011 the top five countries (by percentage of the total exposure) were the United States (18 per 
cent), the Netherlands (14 per cent), France (12 per cent), United Kingdom (10 per cent) and Germany (9 per cent). 

 

CConccentration of Treasury peak exposure by country/region
  

331 December 2012
 

 

Concentration of Treasury peak exposure by country/region
 

31 December 2011
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Eurozone concentration 
Treasury has direct exposure to the eurozone, in particular to non-sovereign counterparties in the better rated eurozone countries. 
Exposure to Sub-Group 1 has declined by 66 per cent during the year and now consists of €224 million exposure to non-sovereign 
counterparties. There is no longer exposure to sovereign counterparties in Sub-Group 1. 
 

 

Sub-group 1: Spain, Italy and Ireland. 

Sub-group 2: Belgium, France, Germany, Finland, Austria, Luxembourg and the Netherlands. 
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Concentration by counterparty type 
The Bank continues to be largely exposed to banks in the Treasury portfolio although this declined slightly as a proportion during 
2012. Banks represented the largest portion of the portfolio peak exposure at 60 per cent at 31 December 2012 (2011: 63 per cent). 
Direct29 sovereign exposure increased to 25 per cent (2011: 22 per cent) and while exposure to counterparties in the countries of 
operations increased marginally, it remained within the normal historical range. 

EExposure by counterparty type 31 December 2012

  

EExposure by counterparty type 31 December  2201130 

 
CoO: Countries of operation ABS: Asset-backed securities PSEs: Public sector entities DPCs: Derivative product companies 

B. Market risk  

Market risk is the potential loss that could result from adverse market movements. The drivers of market risk are: (i) interest rate risk; 
(ii) foreign exchange risk; (iii) equity risk; and (iv) commodity price risk. Interest rate risks are further broken down into yield curve risk, 
which measures the impact of changes in the position and shape of the yield curve for a given currency, and volatility risk, which deals 
with risks specific to interest rate option transactions. Yield curve risk can in turn be divided into changes in the overall level of interest 
rates (a parallel shift of an entire yield curve), and changes in the slope or the shape of the yield curve.  

Similarly, foreign exchange rate risks are split into risk emanating from changes in the level of foreign exchange rates, and volatility 
risk, which is inherent within foreign exchange options. In the market risk area, the continued European sovereign debt crisis meant 
that uncertainty remained high in the markets, although interest rate volatilities and volatility in currency movements were generally 
reduced compared with last year. Equity markets continued to rally in the first quarter, only to fall back in the second quarter (to Q3 
2011 levels) before gaining more sustainably in the second half of the year to end the year higher than 2011. The most significant 
market risk is in listed equities (Banking) and its associated foreign exchange risk, whereas interest rate risk is kept to a minimum. 

Market risk in the Banking portfolio 
The Banking loan portfolio is match-funded by Treasury in terms of currency, so for loan facilities extended in currencies other than 
euro the foreign exchange risk is hedged via the Treasury portfolio. Likewise, interest rate risk to which the Banking loan portfolio 
would normally be exposed is managed through the Treasury portfolio. As such there is minimal residual foreign exchange or interest 
rate risk present in the Banking loan portfolio. The main exposure to market risk in the Banking portfolio arises from the exposure of 
share investments to foreign exchange and equity price risk, neither of which is captured in the VaR figures discussed under “Market 
risk in the Treasury portfolio”. Additional sensitivity information for the Bank’s share investments has been included under “fair value 
hierarchy” later in this section of the report.

 
29 Indirect exposure is not included – that is, where the Bank holds government securites as collateral. 
30 The Bank had some counterparty type classification changes over 2012 resulting in very small changes in year-end 2011 breakdown. 

60.4 
24.9 

5.4 

1.6 
4.9 

0.5 2.3 

62.9 
16.1 

7.7 

2.8 7.1 

1.2 2.2 

  %
Banks   62.9 
Sovereigns  16.1 
ABS   7.7
Insurance Co/DPCs  2.8
PSEs   7.1 
Corporates  1.2  
CoO 2.2

  % 
Banks   60.4 
Sovereigns  24.9 
ABS   5.4
Insurance Co/DPCs  1.6 
PSEs   4.9
Corporates  0.5 
CoO  2.3 

FR2012_FINAL TEXT.pdf   41 18/04/2013   16:22



 

42 EBRD Financial Report 2012 

Foreign exchange risk  

The tables below summarises the potential impact on the Bank’s net profit from a strengthening or weakening of foreign exchange 
rates relative to the euro.  

Share investments at fair value through profit or loss 

 

5 year rolling 
average 

movement in 
exchange rate 

 % 
Fair value  
€ million 

Impact on 
net profit  
€ million  

Croatian kuna 0.6 530 3 
Euro - 1,845 - 
Kazakhstan tenge 2.9 149 5 
Polish zloty  3.1 367 11 
Romanian leu 4.5 270 12 
Russian rouble 2.5 1,617 41 
United States dollar 2.1 1,237 26 
Other non-euro 2.3 634 15 
At 31 December 2012 - 6,649 113 
 

Equity price risk  
In terms of equity price risk, the Bank expects the effect on net profit will bear a linear relationship to the movement in equity indices. 
The table below summarises the potential impact on the Bank’s net profit from an increase or decrease in relevant benchmark 
indices. 

 

5 year rolling 
average 

movement in 
exchange rate  

% 
Fair value  
€ million 

Impact on 
net profit  
€ million 

Croatian kuna 0.5 556 3 
Euro - 1,804 – 
Kazakhstan tenge 3.5 178 6 
Polish zloty  3.4 214 7 
Romanian leu 5.1 263 13 
Russian rouble 4.0 1,336 53 
United States dollar 0.1 1,007 1 
Other non-euro 2.4 679 16 
At 31 December 2011 – 6,037 99 
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Share investments at fair value through profit or loss 

  

5 year rolling 
average 

movement in 
benchmark 

index 
 % 

Fair value  
€ million 

Impact on  
net profit  
€ million 

Croatia CROBEX Index 12.6  530  67 
Hungary CHTX Index 2.1 63 1 
Kazakhstan KASE Index 6.7 193  13 
Poland WIG Index 4.0 663  26 
Romania BET Index 1.6 278  4 
Russia RTS Index 13.5 2,463  332 
Serbia BELEX15 Index 15.7 149  23 
Ukraine PFTS Index 0.5 154 1 
Regional and other Weighted average 10.4 2,156 224 
At 31 December 2012  - 6,649 691 
 

Commodity risk in the Banking portfolio 
The Bank is exposed to commodity risk both directly through some investments but also due to the significant importance of 
commodities in several of its countries of operation. 

Market risk in the Treasury portfolio  
The Bank’s market risk exposure arises from the fact that the movement of interest rates and foreign exchange rates may have an 
impact on positions taken by the Bank. These risks are centralised and hedged by the Asset and Liabilities management desk in 
Treasury. 

The Bank monitors its exposure to market risk in its portfolio through a combination of limits, based on Monte Carlo simulation-based 
eVaR, also known as Expected Shortfall, and a variety of additional risk measures. The Bank’s overall eVaR limit is laid down in the 
Board-approved T&TRMA. Foreign exchange exposures are further constrained by a dedicated eVaR sub-limit. 

Additional eVaR measures are monitored, in particular for drilling down from aggregate eVaR measures to individual market factors 
(marginal eVaR and VaR sensitivities). For the options portfolio, dedicated options eVaR computations are performed in order to factor 
in the non-linear behaviour of option instruments.  

For internal monitoring purposes, eVaR is defined as the average (above a certain threshold) potential loss that could be incurred due 
to adverse fluctuations in interest rates and foreign exchange rates over a one-day trading horizon and computed with a 95 per cent 
confidence level. For enhanced comparability across institutions, numbers disclosed in this financial report are also VaR-based and 
scaled up to a 99 per cent confidence level over a 10-trading-day horizon.  

  

5 year rolling 
average 

movement in 
benchmark 

index 
 % 

Fair value  
€ million 

Impact on  
net profit  
€ million 

Croatia CROBEX Index - 556 - 
Hungary CHTX Index 3.1 121 4 
Kazakhstan KASE Index 2.4 186 4 
Poland WIG Index 0.8 451 3 
Romania BET Index 2.2 263 6 
Russia RTS Index 15.2 2,006 305 
Serbia BELEX15 Index 9.0 142 13 
Slovak Republic SAX Index 11.7 205 24 
Ukraine PFTS Index 35.2 203 71 
Regional and other Weighted average 10.5 1,904 201 
At 31 December 2011  - 6,037 631 

FR2012_FINAL TEXT.pdf   43 18/04/2013   16:22



 

44 EBRD Financial Report 2012 

Although eVaR is a more robust measure of market risk than VaR and is used to measure Treasury portfolio risk, it also remains 
limited by its historical framework insofar as past market events are not necessarily a perfect predictor of future unfolding scenarios. 
For these reasons a number of other risk measures are employed to complement eVaR and VaR data, with numbers produced using a 
different set of assumptions and based on a set of risk factor sensitivities. This is also to ensure that material risks are not ignored by 
focusing on one particular set of risk measures. Foreign exchange risk and the various types of interest rate risks, whether for outright 
exposures or for options, are monitored with sensitivity-based measures independently for each currency and type of option. A series 
of stress tests is also produced on a daily basis. These primarily encompass:  

stress-testing the options portfolio for joint large changes in the level of the price of the underlying security and that of volatility 
analysing, for each currency separately, the profit and loss impact of large changes in the level and shape of the yield curve 
stress tests covering the entire Treasury portfolio based on historical scenarios. 

This approach is in line with the needs for complementary risk monitoring as evidenced in the recent market turmoil, and will be 
further strengthened and refined in light of the lessons learnt from the economic crisis. 

The Bank aims to limit and manage market risks through active asset and liability management. Interest rate risks are managed by 
synthetically hedging the interest rate profiles of assets and liabilities, mainly through the use of exchange-traded and OTC derivatives 
for hedging purposes. Exposures to foreign exchange and interest rate risks are measured and monitored daily by Risk Management 
to ensure compliance with authorised limits. The limits themselves are low compared with the Bank’s capital, and in addition to that, 
actual limit utilisation has been quite low (typically less than 20 per cent). The corresponding profit and loss movements have also 
been very limited through 2012 illustrating the low risk levels to market risk as specified above.  

Interest rate and foreign exchange risk 
Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in market interest rates. The length of 
time for which the rate of interest is fixed on a financial instrument indicates the extent to which it is exposed to interest rate risk. 

The Bank’s interest rate risk measurement is complemented by accepted market techniques including VaR, (non-credit) spread risk 
and volatility risk, on which frequent management reporting takes place.  

At 31 December 2012, the aggregate VaR of the Bank's Treasury portfolio, calculated by reference to a 99 per cent confidence level 
and over a ten-trading-day horizon, stood at €1.8 million (2011: €2.2 million). The maximum VaR level was €4.2 million in August, well 
within the Board-approved total VaR limit for all Treasury funds.31 The average VaR over the year was €2.6 million (2011: €2.1 million), 
while the range during the year was between €1.4 million and €4.2 million (2011: between €1.1 million and €4.0 million). The peak 
3potential future exposure of the portfolio to which these figures relate was €16.7 billion at 31 December 2012 (2011: €14.9 billion). 

 

 
31 This limit stands at €27 million as of 20 July 2010. 
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The specific contribution from foreign exchange risk to the overall VaR stood at €0.5 million at year-end (2011: €0.1 million). As in 
previous years, this contribution was small throughout 2012 and never exceeded €1.2 million (2011: €1.6 million). Interest rate 
positioning continued to represent the majority of the Bank’s market risk exposure. Interest rate option exposure remained modest 
throughout the year with option VaR at just €0.3 million at year-end (2011: €0.03 million), having peaked at €1.4 million in August 
(2011: €1.4 million also in August). 

In addition to the above, the sterling budget hedges portfolio, tied to the EUR/GBP currency movements, had a stand-alone VaR figure 
of €11.3 million at year-end. Since the portfolio is not actively managed (nor limit-based), it would be inappropriate to combine the VaR 
figure with other risk measures for the Treasury portfolio. 

Equity price risk 
The Bank has direct exposure to equity risk through one Treasury share investment. Indirect exposure to equity risk occurs in the form 
of linked structures that are traded on a back-to-back basis and therefore result in no outright exposure.  

C. Liquidity risk 

Liquidity risk management process  
The Bank’s liquidity policies are set out in its Liquidity Policy Review which is updated annually and approved by the Board of Directors. 
The policies are designed to ensure that the Bank maintains a prudent level of liquidity, given the risk environment in which it 
operates, and to support its ‘triple-A’ credit rating. 

The Bank’s medium term liquidity policy has two elements to it and is based on a multi-year context: 

net Treasury liquid assets should be at least 45 per cent of the next three years’ projected net cash requirements, with a  90 per 
cent operating target; and 

gross Treasury liquid assets should be at least 75 per cent of the total of undrawn commitments plus one year’s debt service with 
a 100 per cent operating target. 

For the purposes of these ratios, all assets managed within its Treasury portfolio are considered to be liquid assets while “net” 
treasury liquid assets represent gross treasury assets net of short-term debt.32 “One year’s debt service” represents all interest and 
principal outflows on debt which either matures within one year or could be called within the same period.  

On this basis the Bank exceeded the minimum requirement on each ratio, both at 31 December 2012 and consistently throughout the 
year. The average weighted maturity of assets managed by Treasury at 31 December 2012 was 1.0 years (2011: 1.3 years). 

In the fourth quarter of 2012 the Bank introduced a new short-term liquidity policy which is based on the principles of the Liquidity 
Coverage Ratio proposed as part of the Basle III reform package. The policy requires that the ratio of eligible liquid assets and 
scheduled cash inflows to cash outflows over both a 30-day and 90-day horizon must be a minimum of 100 per cent. Since its 
introduction, these minimum ratios have been consistently exceeded. 

In addition to the above, Treasury actively manages the Bank’s liquidity position on a daily basis.  

The Bank has a proven record of access to funding in the capital markets via its commercial paper facilities and euro medium-term 
note programme. The Bank’s AAA credit rating was affirmed by the three major rating agencies in December 2012.  

The Bank’s liquidity policies are subject to independent review by Risk Management and by the Treasury Exposure Committee that is 
chaired by the Vice President and CFO. 

IFRS 7 Financial Instruments: Disclosures, requires a maturity analysis of the undiscounted cash flows deriving from the Bank’s 
financial liabilities. Cash flows are presented in the earliest maturity band in which they could potentially fall due. For this purpose, the 
Bank profiles its callable debt in line with options conferring the right to its derivative counterparties to terminate the associated 
hedging instruments prior to legal maturity. This reflects how the Bank manages its debt in practice despite the fact that the debt is 
callable at the option of the Bank and therefore there is no legal obligation to redeem the debt before its legal maturity.  

Net settling interest rate derivatives typically include interest rate swaps and forward rate agreements. Gross settling interest rate 
derivatives include cross currency interest rate swaps. While the pay legs of these derivatives must be disclosed, the inflows have also 
been presented in the accompanying table for information purposes. Foreign exchange derivatives include currency forwards and 
currency swaps. As exchange-traded interest rate futures and options are cash settled daily, their undiscounted future cash flows at 
the balance sheet date are negligible. 

 
32 For this ratio, short-term debt is debt with a maturity of one year or less at the point of acquisition – that is, it is not debt where the remaining maturity is one 

year or less. 
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As the figures represent undiscounted cash flows, they do not agree to the balance sheet. 

Financial liabilities at 31 December 2012 

Up to and 
including  
1 month  
€ million 

Over  
1 month and 

up to and 
including  
3 months  
€ million 

Over  
3 months 
and up to 

and 
including  

1 year  
€ million 

Over 1 year 
and up  
to and 

including  
3 years 

€ million 

Over  
3 years  

€ million 
Total  

€ million  
Non-derivative cash flows       
Amounts owed to credit institutions (3,084) (2) - - - (3,086) 
Debts evidenced by certificates (728) (1,713) (7,077) (9,062) (16,678) (35,258) 
Other financial liabilities (2) (4) (84) (70) - (160) 
At 31 December 2012 (3,814) (1,719) (7,161) (9,132) (16,678) (38,504) 
Trading derivative cash flows       
Net settling interest rate derivatives (6) (8) (32) (75) (54) (175) 
Gross settling interest rate  
derivatives – outflow (48) (321) (1,399) (1,360) (1,131) (4,259) 
Gross settling interest rate  
derivatives – inflow 44 300 1,324 1,202 1,081 3,951 
Foreign exchange derivatives – outflow (3,345) (2,587) (1,461) - - (7,393) 
Foreign exchange derivatives – inflow 3,264 2,521 1,426 - - 7,211 
Credit derivatives - (1) (2) - - (3) 
At 31 December 2012 (91) (96) (144) (233) (104) (668) 
Hedging derivative cash flows       
Net settling interest rate derivatives 7 (7) (80) (113) (83) (276) 
Gross settling interest rate  
derivatives – outflow (93) (541) (1,194) (1,626) (1,850) (5,304) 
Gross settling interest rate  
derivatives – inflow 110 468 1,224 1,549 1,517 4,868 
At 31 December 2012 24 (80) (50) (190) (416) (712) 

Total financial liabilities  
at 31 December 2012 (3,881) 

 
(1,895) 

 
(7,355) 

 
(9,555) 

 
(17,198) 

 
(39,884) 

Other financial instruments       
Undrawn commitments       

Financial institutions (2,082) – – – – (2,082) 
Non-financial institutions (8,913) – – – – (8,913) 

At 31 December 2012 (10,955) – – – – (10,955) 
   

FR2012_FINAL TEXT.pdf   46 18/04/2013   16:23



 

 EBRD Financial Report 2012 47 

Financial liabilities at 31 December 2011 

Up to and 
including  
1 month  
€ million 

Over  
1 month and 

up to and 
including  
3 months 
 € million 

Over 
3 months 
and up to 

and 
including  

1 year  
€ million 

Over 1 year 
and up  
to and 

including  
3 years  

€ million 

Over  
3 years  

€ million 
Total  

€ million 
Non-derivative cash flows       
Amounts owed to credit institutions (2,614) - - - - (2,614) 
Debts evidenced by certificates (676) (2,069) (5,593) (8,217) (17,517) (34,072) 
Other financial liabilities (2) (4) (59) (81) - (146) 
At 31 December 2011 (3,292) (2,073) (5,652) (8,298) (17,517) (36,832) 
Trading derivative cash flows       
Net settling interest rate derivatives (2) (5) (26) (76) (55) (164) 
Gross settling interest rate  
derivatives – outflow (4) (123) (479) (1,140) (505) (2,251) 
Gross settling interest rate  
derivatives – inflow 2 126 483 1,122 480 2,213 
Foreign exchange derivatives – outflow (898) (1,461) (348) - - (2,707) 
Foreign exchange derivatives – inflow 888 1,418 326 - - 2,632 
Credit derivatives - - - - - - 
At 31 December 2011 (14) (45) (44) (94) (80) (277) 
Hedging derivative cash flows       
Net settling interest rate derivatives 1 (15) (30) (121) (55) (220) 
Gross settling interest rate  
derivatives – outflow (97) (214) (2,539) (2,874) (2,545) (8,269) 
Gross settling interest rate  
derivatives – inflow 115 162 2,635 2,989 2,273 8,174 
At 31 December 2011 19 (67) 66 (6) (327) (315) 
Total financial liabilities  
at 31 December 2011 (3,287) (2,185) (5,630) (8,398) (17,924) (37,424) 
Other financial instruments       
Undrawn commitments       

  Financial institutions (2, 236) – – – – (2,236) 
  Non-financial institutions (7,798) – – – – (7,798) 

At 31 December 2011 (10,034) – – – – (10,034) 
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D. Capital management 

The Bank’s original authorised share capital was €10.0 billion. Under Resolution No. 59, adopted on 15 April 1996, the Board of 
Governors approved a doubling of the Bank’s authorised capital stock to €20.0 billion.  

In accordance with the requirements of Article 5.3 of the Agreement, the Board of Governors reviews the capital stock of the Bank at 
intervals of not more than five years. At the Annual Meeting in May 2010 the Bank’s Board of Governors approved the Fourth Capital 
Resources Review (CRR4) which established the Bank’s strategy for the period 2011 to 2015. This included an analysis of the 
transition impact and operational activity of the Bank; an assessment of the economic outlook and transition challenges in the region; 
the formulation of medium-term portfolio development strategy and objectives; and a detailed analysis of the Bank’s projected future 
financial performance and capital adequacy. The review underlined that the Bank relies on a strong capital base and stressed the 
need for prudent financial policies supporting conservative provisioning, strong liquidity and long-term profitability. 

As a result of the assessment of capital requirements in CRR4, in May 2010 the Board of Governors approved a two-step increase in 
the authorised capital stock of the Bank: an immediate €1.0 billion increase in authorised paid-in shares (Resolution No. 126), and a 
€9.0 billion increase in authorised callable capital shares (Resolution No. 128). This amounts to an aggregate increase in the 
authorised capital stock of the Bank of €10.0 billion (collectively referred to as the second capital increase). The increase in callable 
capital became effective on 20 April 2011 when subscriptions were received for at least 50 per cent of the newly authorised callable 
capital. Subscriptions were originally all to be received on or before 30 April 2011, but the Board of Directors has extended this date to 
no later than 31 December 2012. The callable shares are subject to redemption in accordance with the terms of Resolution No. 128. 
At 31 December 2012, €8.8 billion of the callable capital increase had been subscribed (2011: €7.6 billion). 

The Bank does not have any other classes of capital. 

The Bank’s capital usage is guided by statutory and financial policy parameters. Article 12 of the Agreement establishes a 1:1 gearing 
ratio which limits the total amount of outstanding loans, share investments and guarantees made by the Bank in its countries of 
operations to the total amount of the Bank’s unimpaired subscribed capital, reserves and surpluses. This capital base is defined in the 
Bank’s Reserves, Capital Measurement and Prudential Limits Policy and incorporates unimpaired subscribed capital, the unrestricted 
general reserves, loan loss reserve, special reserve and adjustments for accumulated specific and general loan impairment provisions 
and equity losses. The capital base for these purposes amounted to €37.7 billion33 at 31 December 2012 (2011: €35.5 billion). 

Article 12 also limits the total amount of disbursed share investments to the total amount of the Bank’s unimpaired paid-in subscribed 
capital, surpluses and general reserve. The Bank interprets the gearing ratio on a “disbursed Banking assets” or “operating assets” 
basis. At 31 December 2012 the Bank’s gearing ratio on an aggregated basis was 70 per cent (2011: 70 per cent). No capital 
utilisation limits were breached during the year (2011: none). The reduction in the Bank’s gearing ratio compared with the end of 
2010 reflects the increase to date in subscribed callable capital. As an illustration, if the €9.0 billion increase in callable capital under 
Resolution 128 had been immediately effective and fully subscribed, the Bank’s gearing ratio would have been 70 per cent at  
31 December 2012 and 67 per cent at 31 December 2011. 

The Bank’s statutory measure of capital adequacy under the gearing ratio is supplemented by a risk-based prudential capital 
adequacy limit under its Economic Capital Policy. 

The Bank defines required economic capital as the potential capital losses – both expected and unexpected – it may incur based on 
probabilities consistent with the Bank’s ‘triple-A’ credit rating. The main risk categories assessed under the economic capital 
framework are credit risk, market risk and operational risk, and the total risk is managed within an available economic capital base 
that excludes callable capital, while maintaining a prudent capital buffer. 

One of the main objectives of the Economic Capital Policy is to manage the Bank’s capital within a medium-term planning framework, 
providing a consistent measurement of capital headroom over time. The Bank’s objective is to prevent the need to call on subscribed 
callable capital and to use only available risk capital including paid-in capital, reserves and provisions. The available economic capital 
managed by the Bank consists of paid-in capital, the unrestricted general reserves, loan loss reserve, special reserve and adjustments 
for accumulated general loan impairment provisions and equity losses, assessed at the period end. This capital base amounted to 
€14.0 billion at 31 December 2012 (2011: €13.1 billion).  

At 31 December 2012 the ratio of required economic capital to available economic capital was 74 per cent, compared with a policy 
threshold for this ratio of 90 per cent (2011: 75 per cent). The Bank’s risk-based capital requirement under this policy is managed 
alongside the Bank’s statutory capital constraint. 

The Bank’s prudent approach to capital management is reflected in the key financial ratios presented on page 7. At 31 December 
2012, the ratio of members’ equity to total assets was 27 per cent (2011: 28 per cent) and the ratio of members’ equity to banking 
assets was 55 per cent (2011: 54 per cent). 

 
33 The capital base incorporates subscribed capital (paid-in and callable), reserves and retained earnings, as well as provisions (as this capital base is compared 

to operating assets prior to provisions). Deductions are made to exclude revaluation reserves related to Banking assets (as operating assets are considered at 
cost) and for net income allocations other than to the SEMED ISF (as the associated investments are included in operating assets). 

FR2012_FINAL TEXT.pdf   48 18/04/2013   16:23



 

 EBRD Financial Report 2012 49 

E. Fair value of financial assets and liabilities 

Classification and fair value of financial assets and liabilities  

Financial assets at 31 December 2012 

Carrying 
amount  

€ million 
Fair value  
€ million 

Financial assets measured at fair value through profit or loss or fair value through other 
comprehensive income:   
– Debt securities 175 175 
– Derivative financial instruments 4,671 4,671 
– Banking loans at fair value through profit or loss 247 247 
– Banking portfolio: Share investments at fair value through profit or loss 6,649 6,649 
– Treasury portfolio: Share investments at fair value through other comprehensive income 64 64 
 11,806 11,806 
Financial assets measured at amortised cost:   
– Placements with and advances to credit institutions 7,515 7,515 
– Debt securities 12,235 12,144 
– Collateralised placements 600 624 
– Other financial assets 354 354 
– Banking loan investments at amortised cost 18,597 19,560 
– Paid in capital receivable 12 12 
 39,313 40,209 
Total 51,119 52,015 
 

Financial assets at 31 December 2011 

Carrying 
amount 

 € million 
Fair value  
€ million 

Financial assets measured at fair value through profit or loss or fair value through other 
comprehensive income:   
– Debt securities 411 411 
– Derivative financial instruments 5,111 5,111 
– Banking loans at fair value through profit or loss 239 239 
– Banking portfolio: Share investments at fair value through profit or loss 6,037 6,037 
– Treasury portfolio: Share investments at fair value through other comprehensive income 58 58 
 11,856 11,856 
Financial assets measured at amortised cost:   
– Placements with and advances to credit institutions 5,172 5,172 
– Debt securities 11,127 10,569 
– Collateralised placements 851 891 
– Other financial assets 517 517 
– Banking loan investments at amortised cost 17,416 17,621 
– Paid in capital receivable 15 15 
 35,098 34,766 
Total 46,954 46,622 
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Financial liabilities at 31 December 2012 

Held for 
trading  

€ million 

At fair value 
through 

profit or loss 
€ million 

Derivatives 
held for 
hedging 

purposes  
€ million 

Financial 
liabilities at 

amortised 
cost  

€ million  

Carrying 
amount  

€ million 
Fair value  
€ million 

Amounts owed to credit institutions - - - (3,086) (3,086) (3,086) 
Debts evidenced by certificates - - - (31,824) (31,824) (31,738) 
Derivative financial instruments (439) (60) (1,253) - (1,752) (1,752) 
Other financial liabilities - - - (530) (530) (530) 
Total financial liabilities (439) (60) (1,253) (35,440) (37,192) (37,106) 
 

At 31 December 2012, the Bank’s balance sheet approximates to fair value in all financial asset and liability categories, with the 
exception of debt securities at amortised cost, loan investments at amortised cost and debts evidenced by certificates. 

The basis of fair value for debt securities listed in an active market is the quoted bid market price on the balance sheet date. 

The basis of fair value for debt securities that are unlisted or listed in an inactive market is determined using valuation techniques 
appropriate to the market and industry of each investment. The primary valuation techniques used are quotes from brokerage services 
and discounted cash flows. Techniques used to support these valuations include industry valuation benchmarks and recent 
transaction prices. 

Banking loan investments whereby the objective of the Bank’s business model is to hold these investments to collect the contractual 
cash flow, and the contractual terms give rise on specified dates to cash flows that are solely payments of principal and interest, are 
recognised at amortised cost. The fair value of these loans was calculated by discounting the cash flows at a year end interest rate 
applicable to each loan and further discounting the value by an internal measure of credit risk. 

“Debts evidenced by certificates” represents the Bank’s borrowing activities executed through the issuance of commercial paper and 
bonds. Due to the short-tenor nature of commercial paper, amortised cost approximates fair value.34  

Fair value hierarchy 
IFRS 7 specifies classification of fair values on the basis of a three-level hierarchy of valuation methodologies. The classifications are 
determined based on whether the inputs used in the measurement of fair values are observable or unobservable. These inputs have 
created the following fair value hierarchy: 

Level 1 – Quoted prices in active markets for identical assets or liabilities. This level includes listed share investments on stock 
exchanges. 
Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly (that 
is, as prices) or indirectly (that is, derived from prices). This level includes debt securities and most derivative products. The 
sources of inputs include prices available from screen-based services such as Reuters and Bloomberg, broker quotes and 
observable market data such as interest rates and foreign exchange rates which are used in deriving the valuations of derivative 
products. 
Level 3 – Inputs for the asset or liability that are not based on observable market data (unobservable inputs). This level includes 
share investments and debt securities or derivative products for which not all market data is observable. 

 
34 Adjusted for hedge accounting as applicable. 

Financial liabilities at 31 December 2011 

Held for 
trading  

€ million 

At fair value 
through 

profit or loss 
€ million 

Derivatives 
held for 
hedging 

purposes  
€ million 

Financial 
liabilities at 

amortised 
cost 

 € million 

Carrying 
amount  

€ million 
Fair value  
€ million 

Amounts owed to credit institutions - - - (2,610) (2,610) (2,610) 
Debts evidenced by certificates - - - (29,195) (29,195) (29,056) 
Derivative financial instruments (264) (81) (1,298) - (1,643) (1,643) 
Other financial liabilities - - - (415) (415) (415) 
Total financial liabilities (264) (81) (1,298) (32,220) (33,863) (33,724) 

FR2012_FINAL TEXT.pdf   50 18/04/2013   16:23



 

 EBRD Financial Report 2012 51 

The table below provides information at 31 December 2012 about the Bank’s financial assets and financial liabilities measured at fair 
value. Financial assets and financial liabilities are classified in their entirety based on the lowest level input that is significant to the 
fair value measurement.  

 At 31 December 2012 

 
Level 1  

€ million 
Level 2  

€ million 
Level 3  

€ million 
Total  

€ million 
Debt securities  - 131 44 175 
Derivative financial instruments - 4,256 415 4,671 
Banking loans  - - 247 247 
Share investments (Banking portfolio) 1,094 - 5,555 6,649 
Share investments (Treasury portfolio) - 64 - 64 
Total financial assets at fair value 1,094 4,451 6,261 11,806 
     
Derivative financial instruments – (1,692) (60) (1,752) 
Total financial liabilities at fair value – (1,692) (60) (1,752) 
 

 At 31 December 2011  

 
Level 1  

€ million 
Level 2 

 € million 
Level 3  

€ million 
Total  

€ million 
Debt securities  - 209 202 411 
Derivative financial instruments - 4,678 433 5,111 
Banking loans  - - 239 239 
Share investments (Banking portfolio) 952 - 5,085 6,037 
Share investments (Treasury portfolio) - 58 - 58 
Total financial assets at fair value 952 4,945 5,959 11,856 
     
Derivative financial instruments – (1,560) (83) (1,643) 
Total financial liabilities at fair value – (1,560) (83) (1,643) 

There have been no transfers between Level 1 and Level 2 during the year. 

The table below provides a reconciliation of the fair values of the Bank’s Level 3 financial assets and financial liabilities for the year 
ended 31 December 2012. 

 
Level 3 financial assets and financial liabilities  

Year ended 31 December 2012 

 

Debt 
securities  
€ million 

Derivative 
financial 

instruments 
€ million 

Banking 
loans  

€ million 

Banking 
share 

investments 
€ million 

Total assets 
€ million 

Derivative 
financial 

instruments
€ million  

Total 
liabilities  
€ million 

Balance at  
31 December 2011 

202 433 239 5,085 5,959 (83) (83) 

Total gains/(losses) for the 
year ended 31 December 
2012 in: 

       

Net profit/(loss) 24 (18) 4 10 20 22 22 
Purchases/issues - - 36 949 985 - - 
Sales/settlements (182) - (32) (489) (703) - - 
Transfers out of Level 3 - - - - - 1 1 
Balance at 
31 December 2012 44 415 247 5,555 6,261 (60) (60) 
Total gains/(losses) for the 
period included in net profit 
for assets and liabilities held 
at 31 December 2012 1 32 11 134 178 (15) (15) 
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Transfers into and out of Level 3 for Banking share investments relate to listed investments that switch from/(to) an actively traded 
market. Transfers into and out of Level 3 for derivative financial instruments relate to whether a model used to value a derivative is 
based on observable market inputs or otherwise. 

Level 3 – sensitivity analysis  
The table below presents the Level 3 financial instruments carried at fair value at 31 December 2012, main valuation 
models/techniques35 used in the valuation of these financial instruments and estimated increases or decreases in fair value based on 
reasonably possible alternative assumptions: 

  Impact on net profit in 2012 

Assets Main valuation models/techniques 

Carrying 
amount  

€ million 

Favourable 
change  

€ million 

Unfavourable 
change  

€ million 
Debt securities 
 

Discounted cash flow models, broker quotes and 
observable market data 44 2 (2) 

Derivative financial 
instruments 

Discounted cash flow models 
 4 - (1) 

Banking loans Discount cash flow and option pricing models 247 7 (20) 
Banking share investments 
& associated derivatives36  

NAV and EBITDA multiples, discount cash flow models, 
compounded interest and option pricing models 5,906 970 (1,371) 

At 31 December  6,201 979 (1,394) 

Level 3 financial liabilities relate to derivatives attached to Banking share investments which have been analysed together in the table 
above. 
  

 
35 NAV = net asset value; EBITDA =earnings before interest, tax, depreciation and amortisation. 
36 Banking share investments typically have an attached put and/or call option derivative. As such, any change in the underlying value of the equity may be offset 

by the change in the value of the derivative.  For this reason, Banking share investments and the associated derivatives have been combined for the sensitivity 
analysis. 

 
Level 3 financial assets and financial liabilities  

Year ended 31 December 2011 

 

Debt 
securities  
€ million 

Derivative 
financial 

instruments 
€ million 

Banking 
loans  

€ million 

Banking 
share 

investments 
€ million 

Total assets 
€ million 

Derivative 
financial 

instruments 
€ million  

Total 
liabilities  
€ million 

Balance at 31 December 
2010 197 590 221 4,006 5,014 (41) (41) 
Total gains/(losses) for the 
year ended 31 December 
2011 in:        
Net profit/(loss) 6 (142) 21 232 117 (42) (42) 
Purchases/issues - - 38 968 1,006   
Sales/settlements (14) (15) (41) (422) (492)   
Transfers in to Level 3 13 - - 301 314   

Balance at  
31 December 2011 202 433 239 5,085 5, 959 (83) (83) 

Total (losses)/gains for the 
period included in net profit 
for assets and liabilities held 
at 31 December 2011 (2) 102 21 242 363 75 75 
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  Impact on net profit in 2011 

Assets Main valuation models/techniques 

Carrying 
amount  

€ million 

Favourable 
change  

€ million 

Unfavourable 
change 

 € million 

Debt securities 
Discounted cash flow models, broker quotes and 
observable market data  202 34 (1) 

Banking loans Discount cash flow and option pricing models 239 6 (21) 
Banking share investments 
 

NAV and EBITDA multiples, discount cash flow models, 
compounded interest and option pricing models 5,437 442 (759) 

At 31 December  5,878 482 (781) 
. 

  Impact on net profit in 2011 

Liabilities Main valuation models/techniques 

Carrying 
amount 

€ million 

Favourable 
change  

€ million 

Unfavourable 
change  

€ million 
Derivative financial 
instruments 

Discounted cash flow models 
 (2) – (1) 

At 31 December  (2) - (1) 
 
Treasury debt securities and derivative financial instruments 
The Bank’s derivative instruments held within the Treasury portfolio are valued though discounted cash flow models. Valuations are 
reconciled to counterparty statements on a monthly basis. Therefore the reasonable possible alternative valuations have been 
determined based on the range of discrepancies between the Bank’s valuations and those of our counterparties.  

A majority of the Bank’s debt securities are priced via a third party market data service, screen-based services such as Reuters and 
Bloomberg or using broker quotes. For the few debt securities where an active market does not exist, reasonable, alternative 
valuations have been derived from discounted cash flow models or reasonable adjustments to similarly priced assets. 

Banking loans 
Banking loans at fair value through profit or loss mainly comprise convertible loans or loans with an element of performance-based 
return. The valuation models/techniques used to fair value these instruments are discounted cash flow models and option pricing 
models. The inputs into the models include interest rates, the borrower’s credit spreads and underlying equity prices. Reasonable 
possible alternative valuations have been determined based on the borrower’s probability of default.

Banking share investments and derivatives 
The Bank’s unlisted equity portfolio comprises direct share investments, equity derivatives and equity funds. The main valuation 
models/techniques used to fair value these financial instruments are net asset value (NAV) multiples, earnings before interest, tax, 
depreciation and amortisation (EBITDA) multiples and discounted cash flow (DCF) models.  

NAV multiples are most commonly applied to bank investments and equity funds. Reasonable possible alternative valuations have 
been determined based on the NAV multiple ranges in the valuations received for bank investments, and by considering the impact of 
adjusting the portfolio discount applied to equity funds. For investments valued using EBITDA multiples and DCF models, sensitivity 
analyses have been performed for the largest investments using reasonable possible alternative assumptions for each investment (for 
example, increase or decrease in the discount rate).  
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