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1.  Executive summary

In November 2007, the Danske Bank Group received the approval of the Danish FSA to use the ad-
vanced internal ratings-based (IRB) approach under the new Capital Requirements Directive (CRD) in 
its calculation of risk-weighted assets from January 1, 2008. The IRB approach applies to 83% of the 
Group’s risk exposure, while risk-weighted assets for the remaining 17% are calculated in accordance 
with the standardised approach. 

In preparing for the transition in 2007, the Group also adapted certain of its credit processes to the 
CRD. For example, administrative changes regarding defaults have resulted in a rise in the number of 
impaired assets (please see section 3.8).

After the introduction of the new CRD rules, the Group must ensure that its risk disclosure matches 
the requirements under Pillar III of the rules from December 31, 2008. This publication, Risk Manage-
ment 2007, reviews the Group’s organisation and processes relating to the identification and man-
agement of the risk types characteristic of a financial group with its type of business concept. It also 
describes the Group’s risk portfolio on the basis of the requirements under Pillar III.

The Group’s acquisition of Sampo Bank of Finland and its Baltic subsidiaries was a milestone in 2007. 
The Group integrated the acquired banks in its risk management process from the acquisition date, 
February 1, 2007. The integration will be completed with the planned migration of the activities in 
Finland to the Group’s IT platform during Easter 2008.

At the end of 2007, the Group’s credit exposure totalled DKr3,373bn, of which DKr693bn derived from 
the Group’s trading portfolio of bonds and other financial instruments, and DKr2,680bn derived from 
credit exposure related to lending activities both within and outside Denmark.

The credit exposure rose 21% during 2007, mainly as a result of the added lending volume from 
Sampo Bank in Finland and the Baltics and a rise in lending to retail and corporate customers on the 
Group’s principal markets.

Some 38% of the Group’s lending was supported by real property collateral. Previous years had 
seen a strong rise in property prices. This trend slowed down in 2007, however, and was replaced 
by moderate decline in many areas. The slowdown in the property market did not prompt a rise in 
delinquencies or actual losses on home mortgages, which can be explained in part by the fact that the 
employment rate remains very high. The portfolio of home mortgages continued to have moderate 
loan-to-value ratios.
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As a result of the volatility in the international liquidity markets, a number of the Group’s custom-
ers have been unable to fund their activities by ordinary commercial paper issues and have drawn on 
their backup liquidity facilities with the Group. Of a total exposure to the investment companies in 
question of DKr45.9bn, an amount of DKr20.8bn was drawn at the end of 2007. The Group expects the 
volume of backup liquidity facilities to decline considerably as early as in 2008. For a more detailed 
description of the exposure to these companies, please see section 3.5.1.

The amount of the Group’s impaired facilities rose from DKr3.0bn to DKr9.5bn, or 0.35% of the total 
credit exposure. The consolidation of Sampo Bank accounted for around DKr2.2bn of the increase. 
About DKr2.5bn was attributable to CRD-related changes to the definition of customer default.

The rest of the increase was attributable mainly to the restructuring of three international investment 
companies with a total exposure of about DKr1.8bn. The quality of the assets is such that the Group 
does not expect to incur losses.
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2.1  Risk management

An understanding of risk-taking and transparency in risk-taking are key elements in the Danske Bank 
Group’s business strategy and thus in its ambition to be a strong financial partner. The Group’s internal 
risk management processes support this objective.

The Group’s general ambition is to match the best practices in risk management. It spends consider-
able resources on developing procedures and tools to support this ambition and has developed sub-
stantial expertise in risk management.
 
Risk management is a process conducted independently of the business units of the Group. It can be 
divided into the following key components:

 
  Identification of risk types  The Group endeavours to identify all material risks that may affect it. This is a 

dynamic process that takes risk management considerations into account in the 
development of new products.

  Risk policies  To ensure that the Group’s business areas comply with the approved risk limits, the 
Board of Directors has adopted an overall risk management policy regulating all risk-
taking by the Group.

  Measuring and managing risk  The Group spends considerable resources on maintaining an up-to-date IT platform 
to support risk management, applying a large number of models and methods to 
measure the risks affecting it. The Group continually monitors models and validates 
risk parameters to ensure that risk measurement gives a fair presentation of the 
underlying portfolios and transactions.

  Parameter applications  In order to best capitalise on its risk appetite, the Group uses risk-based parameters 
as input for risk assessment and pricing models in the daily handling of customer 
transactions.

  Control  The Group has established an independent control organisation to monitor and 
enforce approved policies and limits.

  Reporting  The Group applies systematic risk reporting at all organisational levels and demon-
strates openness in reporting risk factors to its stakeholders.
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2.2  Types of risk 

The Group is exposed to various types of risk that are managed at various levels of the organisation.

These are the most important types of risk:

• Credit risk
• Market risk
• Operational risk
• Liquidity risk
• Business risk
• Pension risk
• Insurance risk

The individual risk types are defined in subsequent sections. 

2.3  Risk appetite

To ensure coherence between the Group’s strategic considerations regarding risk-taking and day-to-
day decisions on transactions with customers, the Group has decided to introduce risk appetite as a 
strategic tool.

Risk appetite basically expresses the maximum risk that the Group is willing to assume to meet busi-
ness targets. The Group’s risk appetite is set in a process based on a thorough analysis of its current 
risk profile. Against this background, the Group identifies a number of key risk components. For each 
of these components, the Group determines a target that represents the Group’s perception of the com-
ponent in question. These are the key risk components:

• Financial strength
• External ratings
• Earnings robustness
• Core markets
• Credit risk
• Concentration risk
• Insurance risk
• Market risk
• Liquidity risk
• Pension risk
• Operational risk
• Compliance

The implementation of risk appetite as a strategic management tool will take place in several stages. At 
the end of 2007, the Group adopted a risk appetite level that will initially be used for follow-up vis-à-
vis the business areas.

2.4  Risk policies

The Group’s Board of Directors sets out the overall risk policies and limits for all material risk types. 
The Board also decides on the general principles for managing and monitoring risks.

On the basis of the overall risk policies, operational risk policies are prepared for the main business 
areas and submitted to the Group’s All Risk Committee for approval.

The operational risk policies form the basis for the preparation of business procedures and reconcilia-
tion and control procedures for the relevant areas, as well as for the Group’s system development.

Within the limits set, the managements of the individual business areas are responsible for the risks 
the areas incur and for actively managing these risks.
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2.5  Organisation

The Group has established a functional separation between units that enter into business transactions 
with customers or otherwise expose the Group to risk on the one hand, and units in charge of overall 
risk management on the other. 

Overall risk management is centralised under Group Credits and Group Finance, where Risk Manage-
ment, the Group’s department for general risk monitoring, is located. 

Each business area is responsible for the business transactions it enters into. A number of responsibili-
ties, including day-to-day risk management and monitoring, have therefore been delegated to each 
business area.

To optimise the division of duties between business areas and support functions, the Group has devel-
oped the Danske Banking Concept, which is based on the principle of a uniform customer segmenta-
tion and service strategy across the business areas. 

The Concept also includes a uniform organisation and uniform processes in the business areas. To a 
great extent, the processes are based on the shared IT platform implemented over the past few years.

The Concept serves to optimise the control measures carried out at the Group level by Group Credits 
and Group Finance, among others.

RISK ORGANISATION OF ThE DANSKE BANK GROuP 

BOARD OF DIRECTORS

CREDIT COMMITTEE

ALL RISK COMMITTEE

OPERATIONAL RISK COMMITTEE

AUDIT COMMITTEE

EXECUTIVE BOARD’S CREDIT COMMITTEE

CENTRAL CREDIT

CREDIT RISK MANAGEMENT

CREDIT PROCESS AND
DEVELOPMENT 

GROUP FINANCE

RISIK MANAGEMENT

BUSINESS AREAS

LOCAL CREDIT 
DEPARTMENTS

CAPITAL MANAGEMENT

GROUP CREDITS

EXECUTIVE BOARD

INTERNAL AUDIT
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2.5.1  Board of Directors

Under the Group’s two-tier management structure, the Board of Directors lays down overall policies, 
while the Executive Board is in charge of the Group’s day-to-day management and reports to the Board 
of Directors. None of the executives of the Group is on the Board of Directors of the parent company.

The Board of Directors must ensure that the Group is organised properly. As part of this duty, it ap-
points the members of the Executive Board, the group chief auditor, the deputy group chief auditor 
and the secretary to the Board of Directors. The rules of procedure for the Board of Directors and the 
Executive Board provide details of the duties of the Board of Directors and the Executive Board and 
their division of responsibilities, authorisations and risk management.

The Board of Directors lays down the overall risk policies and limits. For example, it lays down the 
general principles for managing and monitoring risks which govern the fundamental principles for the 
Group’s risk-taking within all material risk areas.

The largest credit facilities are submitted to the Board of Directors for approval, and the Board has 
defined overall limits for market risks. Important elements of the risk management framework are 
approved by the Board. Regular reporting enables the Board of Directors to monitor whether the risk 
management policies and systems are complied with and match the Group’s needs. 

In addition, the Board of Directors reviews reports analysing the Group’s portfolio during the year, 
particularly information about industry and sector concentrations.

The Board of Directors has set up a number of committees to supervise specific areas or to prepare 
cases that are later considered by the full Board. Under Danish law, board committees do not have in-
dependent decision-making authorities. The committees include the Credit Committee and the Audit 
Committee.

The Credit Committee operates as a hearing panel for major credit exposures and monitors trends in 
the credit quality of the Group’s loan portfolio as well as special renewal applications and facilities.

The Audit Committee examines accounting, auditing and security issues. These are issues that the 
Board of Directors, the Audit Committee itself, the group chief auditor or the external auditors believe 
deserve attention before they are brought before the full Board. The Committee also reviews the inter-
nal control and risk management systems.

2.5.2 Executive Board

The Executive Board is responsible for the day-to-day management of the Group as laid down by the 
rules of procedure of the Board of Directors and the Executive Board.

The Executive Board sets forth operational risk policies and supervises the risk management of the 
Group.  It reports to the Board of Directors on the Group’s risk exposures and approves material busi-
ness transactions, including credit applications up to a defined limit.

The Executive Board has established three committees that are in charge of ongoing risk management.



11

In addition, the Board of Directors has approved the establishment of an Executive Committee. This 
Committee is a co-ordinating forum whose principal objective is to take an overall view of activities 
across the Group with particular attention to the interaction between support functions and product 
suppliers on the one hand, and individual divisions and country organisations on the other.

The Executive Committee does not take part in the credit approval process.

2.5.3  Group Credits

The Group’s credit organisation is led by the head of the central credit department, Group Credits.

Group Credits has overall responsibility for the credit process in all of the Group’s business areas. This 
includes the responsibility for developing rating and score models and for applying them in day-to-
day credit processing in the local units. 

Credit approval authorities specific to customer segments and products have been granted to the indi-
vidual business areas. Managers from Group Credits take part in processing applications exceeding the 

 
  All Risk Committee The All Risk Committee is in charge of implementing the Group’s

	 •	 risk	appetite	process

	 •	 overall	structure	of	and	development	policy	for	the	balance	sheet

	 •	 targets	for	capital	structure	and	solvency

	 •	 rating	strategy

	 •	 overall	funding	structure

	 •	 general	principles	for	measuring,	managing	and	reporting	on	the	Group’s	risks

	 •	 risk	policies	for	relevant	business	areas

	 •	 	overall	risk	exposure	guidelines	–	for	example	for	identifying	and	managing	risk	
concentrations	–	and	follow-up	measures

	 •	 overall	investment	strategy

	 •	 capital	deployment

  In addition, the Committee handles risk reports to be submitted to the Board of 
Directors or one of its committees before such reports are sent to the Board of 
Directors.

  The All Risk Committee consists of members of the Executive Board and the heads 
of Danske Markets and Risk Management.

  Executive Board’s Credit Committee  Credit applications that exceed the lending authorities of the business areas must be 
submitted to the Executive Board’s Credit Committee for approval. The local credit 
departments of the business areas review these applications before the heads of the 
departments submit them to the Executive Board’s Credit Committee for approval. 

  The Committee consists of members of the Executive Board and the management 
team of Group Credits. It is also in charge of preparing operational credit policies and 
approving or rejecting credit applications involving issues of principle. The Board 
of Directors determines the lending authorities. In addition, the Executive Board’s 
Credit Committee participates in decisions regarding the valuation of the Group’s 
loan portfolio in connection with the recognition of impairment losses. 

  Operational Risk Committee  This Committee assists the Executive Board in its functions and processes related to 
operational risk management. The Committee’s responsibilities include the following: 

	 •	 	implementing	a	group-wide	programme	that	addresses	and	manages	the	Group’s	
current and potential operational risk

	 •	 processing	reports	from	operational	risk	management	functions

	 •	 handling	“critical	risks”

	 •	 	processing	management	information	on	issues	such	as	IT	security,	physical	secur-
ity, business continuity and compliance

  The Operational Risk Committee is headed by a member of the Executive Board and 
includes managers of all major support functions and resource areas, including IT, 
and the Group’s Business Development department.

     DANSKE BANK     RISK MANAGEMENT 2007     ORGANISATION
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individual business areas’ lending authority. In addition, Group Credits rates customers with facilities 
exceeding DKr100m.

Group Credits is in charge of recording the utilisation of portfolio limits within industries and coun-
tries and of the quarterly process of calculating impairment of exposures.

Group Credits keeps track of the credit quality of the Group’s loan portfolio by monitoring the trend in 
unauthorised excesses and overdue payments, new approvals to weak customers and other factors.

In addition, Group Credits reports internally to the Group management and to business areas on de-
velopments in the Group’s credit risks. Finally, the department is in charge of providing management 
information in the credits area, of monitoring credit approvals in the business areas and of the require-
ments relating to the Group’s credit systems and processes.

2.5.4  Group Finance

Group Finance oversees the Group’s financial reporting and strategic business analysis, including the 
performance and analytic tools used by the business units. The department is also in charge of the 
Group’s investor relations, corporate governance, capital structure, M&A and relations with rating 
agencies.  

Risk Management is also part of Group Finance. As the Group’s risk monitoring unit, Risk Manage-
ment has overall responsibility for the Group’s implementation of the rules of the Capital Require-
ments Directive (CRD), risk models and risk analysis.

Within the limits set, the managements of the individual business areas are responsible for the risks 
the areas incur and for actively managing these risks. Risk Management has overall responsibility for 
monitoring the Group’s risk portfolio and conducts back testing of risk parameters, validation of risk 
models and stress testing on an ongoing basis.

2.5.5  Business areas

The business areas carry out the fundamental tasks required for optimal risk management. They enter 
the necessary registrations about customers that are used in risk management tools and models, and 
they maintain and follow up on customer relationships. 

Each business area is responsible for preparing carefully drafted documentation before business trans-
actions are undertaken and for properly recording the transaction. Each business area is also required 
to update information on customer relations and other issues as may be necessary.

The business areas must make sure that all risk exposure complies with approved risk policies as well 
as the Group’s other guidelines. Approvals of loans and credits to retail customers and small business 
customers are given according to the delegation of lending authority to the individual branches and 
finance centres. A number of auxiliary tools are available in the approval process, including credit 
scoring and credit rating.

Customer advisers are responsible for the basic credit assessment of customers. Their lending authori-
ties depend on customer ratings, and they can approve credits up to certain amounts. Applications for 
credit facilities beyond their lending authority are forwarded to the area’s credit department, which 
may decide to submit applications to the Executive Board’s Credit Committee or the Board of Direc-
tors.   

Each business area has a local credit department reporting to the head of Group Credits in credit mat-
ters. In other matters, local credit departments report to the head of the business area. Local credit 
departments handle cases exceeding branch lending authority and rate small business exposures. 

Finally, local credit departments perform certain control functions with respect to credit granting at 
the branch level. 
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2.6  Reporting

The Group allocates considerable resources to ensuring the ongoing compliance with approved credit 
limits and to monitoring its credit portfolio. It has a fixed reporting cycle to ensure that the relevant 
management bodies, including the Board of Directors and the Executive Board, are kept informed on 
an ongoing basis of developments in the credit portfolio, non-performing loans and the like.

The principal risk reports submitted to the Board of Directors deal with the following topics:

ANNuAL REPORTING

In addition, the Board of Directors is kept up to date on capital adequacy in the Group through  
separate monthly and annual reports.

QuARTERLY REPORTING

Separate monthly reporting is available if Board-approved limits are exceeded.

The head of Group Credits is a member of the Executive Board and receives a large number of addi-
tional risk reports, of which the following are the most important:

In addition, the Group prepares a monthly report on the utilisation of lines for derivatives and a daily 
report on unauthorised excesses. If excesses are higher than predefined limits, a recommendation on 
action to be taken is submitted to the head of Group Credits.

The head of Group Credits is also responsible for approving changes in ratings of facilities that must 
be submitted to the Board of Directors.

 
  The quality of the Group’s credit portfolio  Analysis of impairment and losses by business area and portfolio breakdowns by 

rating category, size, business area, etc.

   The Group’s risk management models update on the use of risk models, including risk parameters. 
and parameters

  Risk policy  Review of the Group’s overall risk policy to determine whether revisions are re-
quired.  

  ICAAP  Evaluation of the preferred risk and the level of capital in relation to the Internal Cap-
ital Adequacy Assessment Process (ICAAP). The report contains the conclusions 
drawn from stress testing and the effect of scenarios on expected losses and capital 
requirements.

 
  Key figures for the credit portfolio  A snapshot credit-quality indicator focusing on unauthorised excesses and arrears, 

the number of upgrades and downgrades in the rating system, and trends in lending 
volumes.

  The Group’s market risk  Analysis of the Group’s current equity, fixed income and currency positions and 
reports on the utilisation of Board-approved limits since the preceding report.

  Large exposures  An overview of exposures equal to or exceeding 10% of the Group’s capital base and 
the sum of these exposures, including the percentage of the Group’s capital base it 
represents.

  Industry analyses  Industry research covering some 30 industries used for credit renewals. In addition 
to reviewing general developments in the individual industries, these reports also 
deal with the Group’s aggregate exposure to the industry in question.  

 
  Quarterly monitoring report  Review of trends in a number of risk indicators, including unauthorised excesses and 

arrears, the number of approvals, approvals to weak and new customers and their 
creditworthiness, compliance with credit policies, and collateral received.

  Quarterly assessment of impairment  Analysis of the trend in impairment charges based on an assessment of objective 
evidence of impairment of individual loans or loan portfolios.
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The head of Group Finance is a member of the Executive Board and, as the member responsible for the 
risk management area, receives a number of reports, of which the following are the most important:

The All Risk Committee regularly reviews trends in the Group’s business areas and the Group’s capital 
adequacy and solvency presented in monthly reports for the individual areas. In addition, the Com-
mittee reviews information on the trends in the Group’s risks.
 

 
  Weekly market risk report  Information on the Group’s market risk positions and the utilisation of allocated 

limits.

  Monthly market risk report  Follow-up on the internal market risk model, including sensitivity analyses of param-
eters applied.

  Monthly report on major Compilation of the largest equity holdings in the Group’s portfolio. 
  equity positions
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3.1  Definition

Credit risk is the risk of losses because counterparties fail to meet all or part of their payment obliga-
tions towards the Group. Credit risk also includes country, dilution and settlement risk. 

Country risk is the risk of losses arising from economic difficulties or political unrest in a country, 
including the risk of losses following nationalisation, expropriation and debt restructuring.

Dilution risk, which relates to purchased receivables, is the risk that the debtor may obtain a reduction 
of the debt through set-off, objections based on underlying legal issues or other factors.

Settlement risk is the risk arising when payments are settled, for example for trades in financial instru-
ments, including derivatives and currency transactions. The risk arises when the Group remits pay-
ments before it can ascertain that the counterparties’ payments have been received. 

Counterparty risk is the risk of losses resulting from a customer’s default on derivatives contracts with 
the Group. 

3.2  Policy and responsibility

The key components of the current general credit policy are the following: 

• The Group aims to build long-term relationships with its customers.
•  For the vast majority of the products, credits are granted on the basis of insight into the customer’s 

circumstances and of specific assessments that provide a context for such credits.
•  Ongoing follow-up on developments in the customer’s financial situation is required in order to 

assess whether the basis for the Group’s granting of credit has changed.
•  The facilities should match the customer’s creditworthiness, capital position or assets, and the 

customer should be able to substantiate his or her repayment ability.
•  The Group may assume risks only within the limits of applicable legislation and other rules,  

including the rules on good practice for financial enterprises.
•  When loans and credits are granted with maturities of more than five years, the Group should  

normally consider requiring a pledge or other ample collateral.
•  Guarantees from private individuals should be avoided unless such guarantees are customary in 

the area.
•  The Group should exercise caution before granting credit facilities to businesses or individuals if  

it is obvious that there will be practical difficulties maintaining contact with the customer.
•  The Group should be particularly cautious when granting credits to businesses in troubled or  

cyclical industries.
•  In connection with the management of the Group’s country risk, particular caution must be exer-

cised when assuming risk in countries with an unstable economic or political climate.
•  When processing customers’ and own orders in the liquidity, foreign currency and securities mar-

kets, the Group maintains a comprehensive collaboration with other financial enterprises that also 
need to trade in these areas.

•  The Group participates in local clearing when so required by business considerations, and in doing 
so, it assumes credit risks relating to payment settlement.



17     DANSKE BANK     RISK MANAGEMENT 2007     CREDIT RISK

3.3  Approval process

The Group’s credit management relies on a proven credit process which has been adjusted to the 
needs of the market on an ongoing basis. The process ensures the proper correlation between customer 
creditworthiness and employee authorisation and lending authority.

DANSKE BANK GROuP’S CREDIT PROCESS

Exposure data
Score/rating

Other customer data

   LOAN APPLICATION eBanking Branch Contact centre

  Credit system 

  LOAN PROCESSING

 

  APPROvAL
 Adviser/  Automatic

 Credit officer

  ESTABLIShMENT  Automatic loan establishment and disbursement 

  FOLLOW-uP
 Ongoing reassessment Adviser contact unauthorised excess  

 of score/rating  processing

  CLOSING
 Central collection  Loan redeemed

Non-performing Performing

When the Group processes a credit application from a customer, it uses a comprehensive global elec-
tronic credit file system. 

For each application, the Group gathers various data that are used as the basis of the decision. The 
data include the following: 

• overview of the facility and collateral
• financial analysis data or financial data from the annual tax assessments of personal customers
• supplementary comments on the application
• company profile
• overview of the Group’s total exposure to the individual customer

The system provides an overview of all files and enables Group units to exchange credit applications.
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The Group assigns system authorisations for lending on the basis of the customer segment and the 
individual customer’s classification.

The Group uses an automatic authorisation control system. In combination with the Group’s credit 
application and approval system, this system ensures that the approvals made by individual managers 
and employees are within their authorisations. 

Authorisations are differentiated by division and employee category and are also divided into authori-
sations for home financing and for other financing.

3.3.1  Pricing models

“Pricing model” is the common term for adviser tools used in the pricing of loans to selected customer 
groups. These are statistical tools that, using customer data, compute interest margins, the Group’s 
earnings on the loans applied for or the profitability of these loans. 

The pricing models build on the information held in the Group about individual customers, and they 
vary from one segment to another. The Group applies three general models: one for personal custom-
ers, one for small business customers and one for large corporate and institutional clients. 

On the basis of the Group’s required return, the pricing model for personal customers is intended to 
give advisers a tool with which to determine an indicative price level when considering loan applica-
tions. The indicative price level is divided into the following components: 

• funding
• credit risk premium
• product premium 
• business-related premiums

The business-related premiums depend on the profitability of the customer and also include any pre-
miums for local market conditions.

The pricing model for small business customers is used by Danske Bank Denmark. As in the price 
score model for personal customers, the price is determined on the basis of the Group’s profitability 
requirement. Other components concern the customer’s current profitability, business volume and 
customer segment. Finally, a credit risk premium is added. 

For large corporate and institutional clients, a risk-adjusted return is calculated on the basis of gener-
ally accepted principles for risk-adjusted earnings.

3.4  Risk classification

The Group monitors the financial positions of its customers on an ongoing basis to ensure that any 
weakening of a customer’s earnings or liquidity is detected as early as possible. As part of the credit 
process, customers are classified according to risk, and the classification is regularly updated on re-
ceipt of new information about the customer.

The main objectives of risk classification are to rank the Group’s customer base according to risk and 
to estimate the probability of default (PD) of each customer. The risk classifications used in the day-to-
day credit process are based on point-in-time estimates. This means that the Group uses a customer’s 
present general and financial situation as a starting point. A change in the customer’s situation or 
financial position therefore results in an upgrade or downgrade of that customer. The Group adheres 
to the principle that all classifications should reflect the customer’s current situation to the greatest 
extent possible.
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For capital requirement purposes, the point-in-time PD is converted to a through-the-cycle PD (see sec-
tion 3.12 for further details).

The Group’s risk classifications can be divided into the following main categories:

• rating of corporate customers
• rating of institutions
• rating of sovereign risk
• credit scores assigned to retail customers
• credit scores assigned to small and medium-sized enterprises

On the current scale with 10 rating categories, the categories 1 to 4 correspond largely (from a PD per-
spective) to the investment-grade level of the external rating agencies, whereas categories 5 and 6 are 
sub-investment-grade levels, although with an acceptable credit risk. Many small business customers 
are placed at this level. Categories 7 and 8 apply to customers with an increased risk who are moni-
tored more closely. Categories 9 and 10 apply to doubtful and non-performing exposures for which 
objective evidence of impairment has emerged. For details on current PD levels, please see section 
3.12.1.

Since the Group began using rating classifications, the scale has had 10 rating categories. The Group is 
updating its rating method, and the number of rating categories will be increased to match today’s best 
practice. These changes will be implemented in 2008.

The Group assigns credit scores to customers who are not rated, including retail customers. A number 
of statistically-based models have been developed to predict, on the basis of available information 
about an individual customer, the probability of the customer’s defaulting on obligations to the Group. 
The credit score is used by customer advisers in granting loans and for pricing purposes. Since the 
accessibility of data about personal customers varies from one country to another, a retail customer 
model has been developed for each market in which the Group operates.

The Group monitors the capacity of rating models and scoring systems to classify customers according 
to risk as well as to predict the number of defaults. This process is described in section 3.12.1.

3.4.1  Rating of corporate customers

Corporate customers are rated in a process managed by the Group’s credit organisation. Customer 
advisers can provide factual information for the process but have no influence on the outcome. This 
ensures that the rating is independent of the individual adviser.

The rating is determined with a rating model. The model builds on financial statements concerning 
the customer, including registration of the customer’s prospects, as well as industry conditions and 
economic factors. On the basis of these data, the system proposes a rating.

If the credit officer agrees with the proposed rating, he or she will recommend it for approval by a 
senior credit officer. At the recommendation and approval levels, the credit officer and the senior 
credit officer may decide not to accept the proposed rating if the Group possesses information that 
argues against it.

Ratings of customers whose facilities do not exceed a given level are approved by the credit depart-
ment of the specific business area. Ratings of customers with facilities that exceed this level are 
referred to Group Credits and submitted to the management of that department for approval. Ratings of 
facilities that require the approval of the Board of Directors are submitted to a member of the Execu-
tive Board’s Credit Committee for approval.

Special rule-based rating models are in place for special customer segments for which the Group’s 
general model is inadequate. Such segments could include customer types without actual commercial 
operations. 
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As a general rule, each corporate customer is rated separately. For major corporate customers – where 
it is customary to assign a rating based on the customer’s affiliation to a group or parent company – the 
rating of the parent company is transferred to the subsidiaries if the Group believes that the parent 
company can and will guarantee the fulfilment of the obligations of its subsidiaries.

3.4.2  Rating of institutions

For ratings of commercial banks, the Group has developed a rating model in co-operation with the 
Modelling Services team of Moody’s/KMW. The model calculates a proposed rating based on financial 
and qualitative data. The process is identical to the one described above under Rating of corporate 
customers. For banks, the same rating will be transferred to each branch of the bank in question unless 
the branch is located in a country with a lower rating. In such cases, the rating cannot be higher than 
the country rating.

For other institutions, the rating process involves expert assessments.

3.4.3  Rating of sovereign risk

The Group does not have an internal rating model for sovereign risk. For this asset class, the Danish 
FSA has approved the Group’s application to use the standardised approach for calculating risk-
weighted assets.

The ratings of sovereign counterparties and individual central banks are determined by converting 
external ratings from Moody’s, Standard & Poor’s or Fitch Ratings to the Group’s internal rating scale. 

Ratings of local governments and other local authorities are based on a process involving expert 
assessments. Rules have been defined for each country on the basis of local conditions.

3.4.4  Credit scoring of personal customers

Since 1998, the Group has used a credit scoring model in Denmark. The Group has developed similar 
models for the other countries in which it operates. The models ensure that the Group always has an 
updated credit score. The customer is downgraded in accordance with applicable rules, for example 
in case of long periods of arrears. As part of the migration of the Finnish and Baltic banks to Danske 
Bank’s systems, these banks’ credit scoring methods will be aligned with the Group’s other models in 
the area.

Personal customers of Danske Bank International S.A. in Luxembourg are rated in accordance with a 
special method incorporating the value of the collateral provided and the customer’s other assets.

3.4.5  Credit scoring of small and medium-sized businesses

The Group has developed and implemented credit scoring models in all countries. As in the 
models used for personal customers, these scores are updated in step with the trend in the customer’s 
creditworthiness. The customer’s credit score may also be downgraded if negative events of material 
importance occur (for example if bankruptcy proceedings are commenced or if the Group receives new 
information about the customer’s financial standing). As part of the migration of the Finnish and Baltic 
banks to Danske Bank’s systems, these banks’ credit scoring methods will be aligned with the Group’s 
other models in the area.
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3.5  Credit exposure

Credit exposure at the Group level is divided into exposure in the banking book and in the trading 
book. The banking book covers items with credit risk that form part of the core banking operations. 
The trading book covers items with credit risk that form part of the Group’s trading-related activities. 

The two portfolios are treated separately in the next sections.

3.5.1  Credit exposure in the banking book

The tables below show the credit exposure in the banking book. The figures are broken down by asset 
class and by type of approach – identifying the parts of the portfolio that have been approved for the 
IRB approach under the CRD and the parts to which the standardised approach is applied. Section 8.6  
describes the Group’s plans for including the parts of the portfolio currently subject to the standard-
ised approach under the IRB approach. The Group does not apply the IRB foundation approach.

TOTAL CREDIT ExPOSuRE
(DKr m)     2007  2006

Banking book  

Balance sheet items  

Demand deposits with central banks 6,813 2,609

Due from credit institutions and central banks 345,959 275,268

Bank loans and advances 1,360,413 1,054,322

Mortgage loans 627,809 602,584

Off-balance-sheet items  

Guarantees 109,242 80,568

Loan commitments < 1 year 97,598 140,253

Loan commitments > 1 year 131,940 119,320

Total credit exposure, banking book 2,679,774 2,274,924

Trading book  

Balance sheet items  

Trading portfolio assets 652,137 490,954

Financial investment securities 37,651 26,338

Off-balance-sheet items  

Other unutilised commitments 3,542 884

Total credit exposure, trading book 693,330 518,176

Total credit exposure 3,373,104 2,793,100
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CREDIT ExPOSuRE  Retail, Retail,
At December 31, 2007  CRD personal business Corporate Institu- Govern- Securi-  
(DKr m) status customers customers customers tions ments tisation Total

Due from credit institu- 
tions and central IRB - - - 254,478 - - 254,478

 Standardised - - - 10,383 87,911 - 98,294

 IRB 262,158 25,823 588,923 140,224 - 18,006 1,035,134

advances Standardised 148,364 9,719 101,925 17,721 47,550 - 325,279

Mortgage loans IRB 421,122 15,162 189,390 1,287 - - 626,961

 Standardised - - - - 848 - 848

Guarantees IRB 10,547 1,952 50,786 27,702 - - 90,987

 Standardised 45 475 15,084 2,248 403 - 18,255

Loan commitments IRB 278 171 129,478 47,314 - 22,512 199,753

 Standardised 7,979 995 11,218 6,609 2,984 - 29,785

Total  850,493 54,297 1,086,804 507,966 139,696 40,518 2,679,774

 Share, IRB           82                     79          88           93                       -         100              82 

 Share, standardised              18           21    12           7       100                 -    18 

  Retail, Retail,
At December 31, 2006   personal business Corporate Institu- Govern- Securi-  
(DKr m)  customers customers customers tions ments tisation Total

Due from credit institutions  
and central banks  - - - 250,549 22,894 4,434 277,877

Bank loans and advances  268,443 35,990 541,415 166,389 30,311 11,774 1,054,322

Mortgage loans  425,562 18,195 156,244 1,594 989 - 602,584

Guarantees  12,895 2,338 44,281 20,916 138 - 80,568

Loan commitments    - 9 120,107 98,050 2,927 38,480 259,573

Total  706,900 56,532 862,047 537,498 57,259 54,688 2,274,924

At December 31, 2007, the Group’s total portfolio of purchased receivables (full factoring) stood at 
DKr2,028m, and the dilution risk is thus very modest. Consequently, the Group calculates the portfolio 
in accordance with the standardised approach.

At December 31, 2007, the Group’s portfolio of specialised loans amounted to DKr 4,636m. The 
amount is included under corporate customers.

The tables below show the Group’s credit exposure at year-end 2007 and 2006 broken down by risk 
classification of the individual customers. The average PDs are based on point-in-time parameters.

CREDIT ExPOSuRE BROKEN DOWN BY RATING CATEGORY
  Retail, Retail,
At December 31, 2007 (DKr m)  Average personal business Corporate Institu- Govern- Securi-  
Rating category PD customers customers customers tions ments tisation Total

1 0.01  178 2 6,933 18,810 122,907 12,614 161,444

2 0.02  28,045 834 83,511 234,554 13,055 15,796 375,795

3 0.04  268,392 947 150,248 190,850 2,529 2,902 615,868

4 0.10  176,941 15,951 257,572 35,459 349 8,709 494,981

5 0.26  176,952 8,325 302,888 12,549 123 - 500,837

6 0.52  99,714 15,493 229,399 12,330 308 - 357,244

7 1.91  89,160 9,338 42,271 2,794 423 - 143,986

8 9.70  7,994 3,094 8,439 620 2 - 20,149

9 25.70  392 153 2,078 - - 497 3,120

10 100.00  2,725 160 3,465 - - - 6,350

Total  850,493 54,297 1,086,804 507,966 139,696 40,518 2,679,774

banks

Bank loans and
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CREDIT ExPOSuRE BROKEN DOWN BY RATING CATEGORY
  Retail, Retail,
At December 31, 2006 (DKr m) Average  personal business Corporate Institu- Govern- Securi-  
Rating category PD customers customers customers  tions ments tisation Total

1 0.01  - - 5,960 67,370 33,586 719 107,635

2 0.01  - - 63,969 270,383 20,478 37,354 392,184

3 0.03  380,659 564 75,932 124,347 197 10,990 592,689

4 0.10  130,381 26,237 252,504 35,200 88 5,619 450,029

5 0.26  98,045 4,807 221,460 4,485 286 5 329,088

6 0.53  60,839 14,627 206,062 34,597 2,036 1 318,162

7 1.94  32,720 7,633 28,065 977 586 - 69,981

8 9.94  3,412 2,517 6,128 133 1 - 12,191

9 26.45  226 38 833 6 - - 1,103

10 100.00  618 109 1,134 - 1 - 1,862

Total  706,900 56,532 862,047 537,498 57,259 54,688 2,274,924

As of 2007, deposits with Danmarks Nationalbank, which amounted to DKr65bn at December 31, 
2007, are included under the governments asset class. In 2006, the item was included under institu-
tions (DKr43bn at end-2006).   

Of the increase of DKr6.5bn from 2006 to 2007 in rating categories 9 and 10, DKr2.5bn is attributable 
to changes to the definition of customer default (see section 3.8). 

The tables below show the Group’s credit exposure broken down by industry. They follow the GICS 
classification, with the addition of the categories personal customers, subsidised housing companies, 
etc., and governments (including local governments).

CREDIT ExPOSuRE BROKEN DOWN BY INDuSTRY (GICS)  
 Retail, Retail,      
 personal business Corporate Institu- Govern- Securi-  
At December 31, 2007 (DKr m) customers customers customers tions ments tisation Total

Personal customers 850,493 - - - - - 850,493

Subsidised housing companies, etc. - 11,402 139,441 - - - 150,843

Central and local governments - - - - 52,129 - 52,129

Credit institutions and other financials - - - 332,827 87,567 - 420,394

Financials - 7,032 429,162 175,139 - 40,518 651,851

Oil and gas drilling - 18 12,306 - - - 12,324

Materials - 1,277 47,793 - - - 49,070

Capital goods and commercial services - 9,742 208,628 - - - 218,370

Consumer discretionary and consumer 
staples - 22,028 186,283 - - - 208,311

health care - 1,713 24,322 - - - 26,035

IT - 867 13,631 - - - 14,498

Telecommunication services - 43 7,245 - - - 7,288

utilities - 175 17,993 - - - 18,168

Total 850,493 54,297 1,086,804 507,966 139,696 40,518 2,679,774
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The tables below show the geographical breakdown of the Group’s credit exposure according to the 
debtor’s country of domicile. 

GEOGRAPhICAL BREAKDOWN OF CREDIT ExPOSuRE       
 Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2007 (DKr m) customers customers customers tions ments tisation Total

Denmark 577,181 36,766 423,043 45,469 79,245 - 1,161,704

Finland 97,746 6,471 97,201 1,530 1,100 86 204,134

Sweden 51,678 2,078 168,961 39,826 27,725 - 290,268

Ireland 27,350 2,342 39,071 39,003 1,453 92 109,311

uK 19,823 3,238 95,009 255,451 10,103 16,895 400,519

Germany 624 64 19,616 20,422 112 5,133 45,971

Baltics 13,508 37 16,493 1,580 1,219 - 32,837

Rest of Eu 3,311 100 29,948 51,099 694 725 85,877

Norway 54,974 3,136 96,973 8,315 16,286 - 179,684

Eastern Europe 113 3 372 1,529 - - 2,017

Rest of Europe 1,046 - 5,291 3,456 - 34 9,827

North America 1,118 9 89,052 31,269 - 17,288 138,736

Central and South America 218 29 1,814 278 140 - 2,479

Africa 234 - 197 498 - - 929

Asia 1,399 17 3,404 8,189 1,619 - 14,628

Oceania 170 7 359 52 - 265 853

Total 850,493 54,297 1,086,804 507,966 139,696 40,518 2,679,774

CREDIT ExPOSuRE BROKEN DOWN BY INDuSTRY (GICS)        
 Retail, Retail,      
 personal business Corporate Institu- Govern- Securi-  
At December 31, 2006 (DKr m) customers  customers customers tions ments tisation Total

Personal customers 706,900 - - - - - 706,900

Subsidised housing companies, etc. - 8,168 100,357 - - - 108,525

Governments and municipalities - - - - 34,402 - 34,402

Credit institutions and other financials - - - 296,283 22,857 5,948 325,088

Financials - 10,286 376,244 241,215 - 48,734 676,479

Oil and gas drilling - 84 7,418 - - - 7,502

Materials - 1,245 36,396 - - - 37,641

Capital goods and commercial services - 9,331 145,873 - - - 155,204

Consumer discretionary and consumer  
staples - 23,874 146,075 - - 6 169,955

health care - 1,560 20,699 - - - 22,259

IT - 772 10,106 - - - 10,878

Telecommunication services - 27 7,524 - - - 7,551

utilities - 1,185 11,355 - - - 12,540

Total 706,900 56,532 862,047 537,498 57,259 54,688 2,274,924
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GEOGRAPhICAL BREAKDOWN OF CREDIT ExPOSuRE       
 Retail, Retail,      
 personal business Corporate Institu- Govern- Securi-
At December 31, 2006 (DKr m) customers customers customers tions ments tisation Total

Denmark 567,915 40,872 371,689 77,089 18,344 - 1,075,909

Finland 17 1 21,128 861 283 501 22,791

Sweden 45,453 2,529 134,323 38,327 9,358 1,480 231,470

Ireland 20,475 3,971 26,991 16,671 442 - 68,550

uK 18,864 5,879 89,894 288,479 9,110 40,656 452,882

Germany 514 61 18,789 12,742 172 2,817 35,095

Baltics 61 1 106 154 - - 322

Rest of Eu 2,284 77 17,795 32,751 496 1,487 54,890

Norway 48,431 3,089 69,253 7,302 18,576 - 146,651

Eastern Europe 46 1 464 942 16 - 1,469

Rest of Europe 515 6 6,510 1,530 - - 8,561

North America 859 17 101,276 52,122 - 7,747 162,021

Central and South America 200 18 1,699 289 85 - 2,291

Africa 233 - 118 496 - - 847

Asia 905 6 1,610 6,954 - - 9,475

Oceania 128 4 402 789 377 - 1,700

Total 706,900 56,532 862,047 537,498 57,259 54,688 2,274,924

The credit exposure in countries outside the OECD amounts to DKr89,749m (2006: DKr56,211m), and 
collateral has been provided in the amount of DKr61,621m (2006: DKr42,692m).

It is a fundamental part of the Group’s business concept to offer customers credit facilities allowing 
variable utilisation so that the individual customer can optimise the management of liquidity fluctua-
tions in daily payments. Some facilities have a fixed expiry date, which means that during the term of 
the facility the Group can revoke the credit only if the customer is in default. Such facilities are consid-
ered to be irrevocable, and the Group charges a fee for placing the drawing right at the disposal of the 
customer. Such irrevocable loan commitments are included in the total credit exposure shown above.

The tables below show the totals for such facilities allowing variable utilisation.

FACILITIES WITh vARIABLE uTILISATION       
 Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2007 (DKr m) customers customers customers tions ments tisation Total

Limits 21,168 1,727 273,807 63,918 4,462 29,309 394,391

utilised share 12,910 561 133,112 9,994 1,478 6,797 164,852

Irrevocable loan commitments 8,258 1,166 140,695 53,923 2,984 22,512 229,538

Irrevocable loan commitments by term:       

< 1 year - 2 46,294 29,382 - 21,920 97,598

> 1 year 8,258 1,164 94,401 24,541 2,984 592 131,940
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FACILITIES WITh vARIABLE uTILISATION       
 Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2006 (DKr m) customers customers customers tions ments tisation Total

Limits 372 230 248,989 127,278 3,092 38,480 418,441

utilised share 372 221 128,882 29,228 165 - 158,868

Irrevocable loan commitments - 9 120,107 98,050 2,927 38,480 259,573

Irrevocable loan commitments by term:       

< 1 year - 9 40,370 62,384 - 37,490 140,253

> 1 year - - 79,737 35,666 2,927 990 119,320

IRREvOCABLE LOAN COMMITMENTS BY RATING CATEGORY 
 Retail, Retail,  
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2007 (DKr m) customers customers customers tions ments tisation Total

1 14   -     9,022   268   262  8,812 18,378 

2 1,115  109   24,977    11,724  2,387    7,111  47,423 

3 2,512    540    31,655     27,538   138    2,035   64,418 

4  1,504   312     45,802   12,873   7     4,114    64,612 

5 2,705    121    17,885      1,461    8   - 22,178 

6 128    75   8,563    58    -        -    8,823 

7 240   -     2,337          -       184   -    2,761 

8 29    -       277      2    -       -     308 

9  -         -      37     -        -       440   477 

10  11     9     140     -    -         -    160 

Total 8,258    1,166     140,695      53,923   2,984     22,512  229,538 

Through Danske Markets, the Group is engaged in considerable business activities on the international 
financial markets. These activities include the provision of backup liquidity facilities to international 
investment companies. 

The Group has offered facilities exclusively for senior tranches secured on assets with high credit 
quality.

As a result of the crisis in the international liquidity markets, a number of investment companies have 
been unable to fund their activities by ordinary commercial paper issues and have drawn on their 
backup liquidity facilities.

The Group’s total exposure to backup liquidity facilities at the end of 2007 amounted to DKr45.9bn, 
or 1.4% of total assets. Of the Group’s aggregate backup liquidity facilities, DKr14.7bn was provided 
to Polonius, which is sponsored by the Group; DKr9.0bn to structured investment vehicles (SIVs); and 
DKr22.2bn to asset-backed commercial paper programmes (ABCP programmes).

Please see section 3.13 for further details on Polonius. 

SIVs sponsored by other financial institutions accounted for DKr4.8bn and other independent enti-
ties accounted for DKr4.2bn of the total backup liquidity facilities of DKr9.0bn provided to SIVs. The 
SIVs held diversified portfolios of assets of high credit quality. At the end of 2007, DKr1.4bn had been 
drawn on the facilities.

The most recent calculations show that the assets of the SIVs have an estimated average credit rating of 
20 or less on the WARF scale. WARF is a measure of credit quality and is an abbreviation of weighted 
average rating factor. A factor below 20 equals an Aa rating or better from Moody’s. The calculations 
also show that the aggregate value of the assets of the SIVs exceeds the Group’s obligations to the SIVs.

Some DKr13.4bn of the facilities for ABCP programmes related to North American programmes, of 
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which DKr1.0bn was drawn. Obligations to ABCP programmes established in Europe amounted to 
DKr8.8bn, with drawings of DKr5.6bn at the end of 2007.

Of the North American ABCP programmes, 71.7% held an external rating of AAA, 7.7% had a rating 
of AA, and the remaining facilities had at least a single-A short-term rating. Drawn facilities of DKr1bn 
related to a diversified portfolio of pooled assets with an AA rating. Of the European programmes, 
80.3% had AAA ratings, while 19.7% had short-term A ratings. Drawn facilities of DKr5.6bn related to 
assets rated AAA, of which DKr3.8bn was UK mortgage bonds.

Of the assets securing the backup liquidity facilities, North American mortgage bonds totalled around 
DKr8.9bn. At the end of 2007, 93% of these bonds were rated AAA and 7% were rated AA. A little 
more than half of the North American mortgage bonds are senior tranches of subprime mortgage 
bonds, all of which remain undrawn and are rated AAA. Delinquency and loss rates in the North 
American housing market must increase significantly before the Group will be exposed to possible 
losses.

The Group conducts regular reviews of the individual credit facilities, both those on which draw-
ings are made and those on which no drawings are made. The Group also runs stress tests on assets 
to determine the sensitivity of the credit quality and the level of excess collateral in the individual 
programmes. The individual stress tests use internal as well as external historical data. These reviews 
confirmed the high credit quality of the assets.

Three backup liquidity facilities totalling DKr1.8bn were internally downgraded to rating category 9 
because of restructuring. The quality of the assets is such that the Group does not expect to incur 
losses.

The table below shows the Group’s total exposure to backup liquidity facilities at the end of 2007.

ExPOSuRE TO BACKuP LIQuIDITY FACILITIES
At December 31, 2007 (DKr m) Exposure Drawn undrawn

ABCP programmes 22,185 6,699 15,486

Polonius 14,718 12,703 2,015

SIvs 8,960 1,362 7,598

Total 45,862 20,764 25,098

Excluding Polonius, backup liquidity facilities amounted to DKr31.2bn. Of this amount, some 
DKr27.3bn belongs to the securisation class, and DKr20.5bn was utilised. Some DKr3.9bn belongs to 
the corporate customer asset class, and DKr2.7bn was utilised.

The Group expects the volume of backup liquidity facilities to decline considerably as early as in 2008.

3.5.2  Credit exposure in the trading book

The Group’s trading book covers Danske Markets’ trading activities, including proprietary trading.  
The Group’s definition of the trading book is intention-based and reflects the business area’s risk 
policy and trading pattern. The table below shows a total statement of the trading book.

CREDIT ExPOSuRE, TRADING BOOK
At December 31 (DKr m) 2007 2006

Government bonds 67,341 75,199

Mortgage bonds 292,110 247,978

Other bonds 98,237 37,178

Shares 7,484 7,408

Derivatives with positive fair value 224,616 149,529

Other unutilised commitments 3,542 884

Total 693,330 518,176

Other unutilised commitments include commitments relating to private equity investments and other 
obligations. 
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When establishing derivatives transactions with businesses and institutions, the Group endeavours 
to ascertain whether the customer has adequate knowledge of the risks entailed in the transactions. 
The Group enters into derivative contracts with personal customers only if it has ascertained that the 
customer has the right understanding of the risk profile of the products and the ability to meet realised 
losses. The Group often requires collateral for derivative contracts with personal customers.

The MiFID rules, which took effect on November 1, 2007, have been integrated in the credit process 
for foreign exchange, interest rate and securities products. Hence, the customer’s financial position is 
extensively documented as part of the credit processing.

For professional counterparties in the market, mutual collateral agreements are becoming customary. 
The Group’s policy is to promote such collateral management agreements in order to reduce the coun-
terparty risk.

The Group’s collateral management agreements are monitored separately. The counterparty risk is cal-
culated at netted market values on a daily basis. For each customer, the Group sets separate limits for 
the risk it is prepared to take on. As exposures are normally hedged, the risk will arise only if market 
fluctuations occur at a time when the counterparty is unable to meet an obligation to provide cover. 
Exposures are normally included in the Group’s calculation of the customer’s credit facilities as the 
separate limits plus a risk buffer of ½% to 1% of the principal of the contracts.

The Group is a member of Continuous Linked Settlement (CLS), which aims to reduce settlement 
risks.

The tables below show the bond portfolio broken down by asset class and rating category.

BOND PORTFOLIO BY RATING CATEGORY       
 Retail, Retail,     
At December 31, 2007 (DKr m) personal business Corporate Institu- Govern- Securi- 
Rating category customers customers customers tions ments tisation Total

1 - - 2,544  25,240  65,418  - 93,202 

2 - - 6,960  281,893  286  768  289,907 

3 - - 1,393  59,110  1,613  164  62,280 

4 - - 897  8,384  24  - 9,305 

5 - - 1,680  80  - - 1,760 

6 - - 496  - - - 496 

7 - - 71  - - - 71 

8 - - - - - - -

9 - - 11  - - - 11 

10 - -  375 281  - - 656 

Total - -  14,427  374,988  67,341  932  457,688 

       
 Retail, Retail,     
At December 31, 2006 (DKr m) personal business Corporate Institu- Govern- Securi- 
Rating category customers customers customers tions ments tisation Total

1 - - 1,309  18,691  74,157  - 94,157 

2 - - 1,343  218,993  36  - 220,372 

3 - - 892  33,179  1,006  - 35,077 

4 - - 861  4,893  - - 5,754 

5 - - 989  175  - - 1,164 

6 - - 698  - - - 698 

7 - - 17  - - - 17 

8 - - - - - - -

9 - - - - - - -

10 - -  1,320  1,796  - - 3,116 

Total - -  7,429  277,727  75,199  - 360,355 
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The next tables show the bond portfolio broken down geographically and by asset class.

GEOGRAPhICAL BREAKDOWN OF BOND PORTFOLIO       
 Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2007 (DKr m) customers customers customers tions ments tisation Total

Denmark - - 73  208,107  24,571  - 232,751 

Finland - - 502  8,789  4,011  - 13,302 

Sweden - - 401  92,041  10,479  - 102,921 

Ireland - - 742  3,104  223  - 4,069 

uK - -  464  12,785  2,508  480  16,237 

Germany - - 536  8,186  13,050  - 21,772 

Baltics - - 7  48  525  - 580 

Rest of Eu - -  5,431  22,181  11,439  160  39,211 

Norway - - 1,789  6,627  159  - 8,575 

Eastern Europe - - - - - - -

Rest of Europe - - 2  37  - - 39 

North America - - 4,480  12,696  307  49  17,532 

Central and South America - - - - - - -

Africa - - - - - - -

Asia - - - - 69  243  312 

Oceania - - - 387  - - 387 

Total - -  14,427  374,988  67,341  932  457,688 

 Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2006 (DKr m) customers customers customers tions ments tisation Total

Denmark - - 152  161,059  19,087  - 180,298 

Finland - - 143  2,171  65  - 2,379 

Sweden - - 288  76,872  24,533  - 101,693 

Ireland - - 523  2,210  - - 2,733 

uK - - 840  3,096  8,147  - 12,083 

Germany - - 264  8,679  17,703  - 26,646 

Baltics - - - - 202  - 202 

Rest of Eu - -  2,591  12,385  3,943  - 18,919 

Norway - -  2,325  4,602  589  - 7,516 

Eastern Europe - - 20  - - - 20 

Rest of Europe - - - - - - -

North America - - 283  6,151  455  - 6,889 

Central and South America - - - - - - -

Africa - - - - - - -

Asia - - - - 475  - 475 

Oceania - - - 502  - - 502 

Total - -  7,429  277,727  75,199  - 360,355 
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The tables below show derivatives transactions broken down by utilisation in the Group. 

DERIvATIvES
 Notional  Positive Notional Negative 
At December 31, 2007 (DKr m) amount fair value amount  fair value

Currency contracts    

Forwards and swaps 1,980,600 59,039 1,900,443 59,625

Options 69,602 964 58,853 1,108

Interest rate contracts    

Forwards/swaps/FRAs 12,151,745 148,673 11,333,538 146,461

Options 12,713 8,140 14,575 8,411

Equity contracts    

Forwards 7,575 1,059 7,734 1,041

Options 71,051 2,132 71,044 253

Other contracts    

Commodity contracts 8,088 1,041 10,134 1,301

Credit derivatives bought 10,031 1,206 2,580 7

Credit derivatives sold 1,197 5 3,458 28

Total derivatives held for trading purposes  222,259  218,217

    

hedging derivatives    

Currency contracts 126,654 521 200,557 1,031

Interest rate contracts 172,440 1,836 381,430 1,539

Total derivatives  224,616  220,787

 Notional  Positive Notional Negative 
At December 31, 2006 (DKr m) amount fair value amount  fair value

Currency contracts    

Forwards and swaps 1,753,956 51,049 1,453,197 43,640

Options 62,745 622 54,310 646

Interest rate contracts    

Forwards/swaps/FRAs 8,526,806 83,204 9,045,022 87,348

Options 814,048 10,203 586,763 8,787

Equity contracts    

Forwards 331 151 209 154

Options 131,859 1,030 131,730 1,684

Other contracts    

Commodity contracts 368 - 368 -

Credit derivatives bought 179 - 21,497 32

Credit derivatives sold 1,147 8 142 -

Total derivatives held for trading purposes  146,267  142,291

    

hedging derivatives    

Currency contracts 74,755 274 303,972 1,661

Interest rate contracts 365,339 2,988 65,109 460

Total derivatives  149,529  144,412
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Market practice for derivatives includes master agreements laying down rules on netting of transac-
tions. The following table shows the net exposure to derivatives with positive fair value.

COuNTERPARTY RISK  
(DKr m) 2007 2006

Derivatives with positive fair value 224,616 149,529

Netting benefits 181,237 116,814

Current net exposure 43,379 32,715

In the calculation of risk-weighted assets, the Group includes 34% of the positive fair value of deriva-
tives after netting with a risk weight of 0, 44% with a risk weight of 20 and the remaining 22% with 
a risk weight of 100. To the positive fair value after netting is added an average margin for potential 
future credit risk of 76%. As of January 1, 2008, the Group applies the market value method under the 
standardised approach in the CRD rules. This method corresponds largely to the method used before.

3.6  Risk mitigation

A key component of the Group’s business strategy is to reduce risk in its lending portfolio by entering 
into various agreements. 

For a number of loan products, collateral is either required by legislation or market practice, for exam-
ple in the mortgage finance market, or is otherwise agreed upon with the customer. The most impor-
tant risk-mitigating means are pledges, guarantees and netting arrangements in master agreements 
for derivatives. The most frequently used pledges are mortgages on real property, pledges of financial 
assets such as shares and bonds, and pledges of motor vehicles. 

The Group aims to maintain sufficient information about pledges and guarantees received to be able 
to estimate their values on an ongoing basis. The value is calculated as the amount that would be re-
ceived from a forced sale less the costs of realisation, including costs for days on the market. 

For the most frequent types of collateral, the Group has established models that automatically estimate 
the value of the assets in question. For types of collateral for which there is no valuation model, the 
value is calculated manually.

       
COLLATERAL RECEIvED Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2007 (DKr m) customers customers customers tions ments tisation Total

Credit exposure 850,493 54,297 1,086,804 507,966 139,696 40,518 2,679,774

Collateral value 713,068 36,344 572,008 314,121 53,983 32,660 1,722,184

Total unsecured credit exposure 137,425 17,953 514,796 193,845 85,713 7,858 957,590

unsecured share of credit exposure (%) 16.2 33.1 47.4 38.2 61.4 19.4 35.7

       
 Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2006 (DKr m) customers customers customers tions ments tisation Total

Credit exposure 706,900 56,532 862,047 537,498 57,259 54,688 2,274,924

Collateral value 540,526 49,037 429,177 300,505 32,862 40,368 1,392,475

Total unsecured credit exposure 166,374 7,495 432,870 236,993 24,397 14,320 882,449

unsecured share of credit exposure (%) 23.5 13.3 50.2 44.1 42.6 26.2 38.8
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The tables below show collateral received broken down by primary type of collateral.

       
TYPES OF COLLATERAL Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2007 (DKr m) customers customers customers tions ments tisation Total

Real property 677,563 26,188 316,261 1,763 1,137 6,277 1,029,189

Bank accounts 962 240 3,833 24 1 149 5,209

Custody accounts/securities 7,820 562 151,515 296,332 49,939 22,754 528,922

vehicles 4,671 2,085 5,716 805 633 - 13,910

Equipment 1,298 1,421 12,684 38 82 - 15,523

vessels/aircraft 100 69 18,841 - - - 19,010

Guarantees 13,799 4,584 20,442 1,514 609 - 40,948

Other assets 6,855 1,195 42,716 13,645 1,582 3,480 69,473

Total 713,068 36,344 572,008 314,121 53,983 32,660 1,722,184

       
 Retail, Retail,     
 personal business Corporate Institu- Govern- Securi- 
At December 31, 2006 (DKr m) customers customers customers tions ments tisation Total

Real property 526,711 25,471 223,662 1,056 955 1,814 779,669

Bank accounts 742 203 5,149 107 - - 6,201

Custody accounts/securities 2,847 371 149,585 260,915 30,079 16,549 460,346

vehicles 2,713 10,819 539 - 251 - 14,322

Equipment 77 490 7,125 59 - - 7,751

vessels/aircraft 66 46 12,774 - - - 12,886

Guarantees 3,711 4,159 12,683 32,945 525 - 54,023

Other assets 3,659 7,478 17,660 5,423 1,052 22,005 57,277

Total 540,526 49,037 429,177 300,505 32,862 40,368 1,392,475

The collateral mentioned under securitisation involves a right of subrogation. The securities are typ-
ically mortgage-backed securities of which the underlying assets are commercial properties or housing 
properties.

The transactions mentioned in section 3.13 on securitisation involving hedging of risk on a portfolio 
of mortgage loans are not included as collateral in the tables above. At December 31, 2007, no credit 
derivatives serving to hedge risk were included in the banking book. 

To some extent, the Group receives guarantees for credit facilities. Many of these guarantees are pro-
vided by companies or persons who have a group relationship with the debtor.

Because of the default correlation, no independent value is attached to such guarantees.

GuARANTEES RECEIvED Retail, Retail,    
 personal business Institu- Govern- Securi- 
At December 31, 2007 (DKr m)  customers customers tions ments tisation Total

Total guarantees 20,352 154,347 11,747 1,697 - 188,143

Provided within group relationships 340 107,540 6,356 12 - 114,248

Guarantees provided outside group relationships 20,012 46,807 5,391 1,685 - 73,895

value of guarantees 18,383 20,442 1,514 609 - 40,948
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2 375,795 237,487 205,496 41,552 10,485 1,360 116,902 36.8

3 615,868 432,293 367,722 56,402 31,243 5,287 155,214 29.8

4 494,981 292,780 258,547 20,638 24,071 10,026 181,699 40.9

5 500,837 353,972 294,291 21,598 31,228 13,101 140,619 29.3

6 357,244 213,562 180,063 21,508 20,166 9,457 126,050 40.2

7 143,986 100,803 92,487 5,601 4,966 2,799 38,133 30.0

8 20,149 10,330 8,383 1,070 1,074 774 8,848 48.7

9 3,120 2,047 1,033 1,313 108 106 560 34.4

10 6,350 3,696 3,374 368 520 292 1,796 41.8

Total 2,679,774 1,722,184 1,488,563 171,150 123,884 43,203 852,974 35.7

At December 31, 2006 (DKr m)  
    unsecured share of credit exposure (%)
 Credit        Avg. unsecured
Rating category exposure Collateral 0-10 10-25 25-50 50-75 75-100 share (%)

1 107,635 47,667 42,494 8,961 1,132 - 55,048 55.7

2 392,184 200,106 159,389 41,550 18,295 792 172,158 49.0

3 592,689 444,167 376,634 60,941 35,101 8,464 111,549 25.1

4 450,029 275,819 240,930 26,393 16,045 8,033 158,628 38.7

5 329,088 205,871 181,402 15,357 19,494 6,955 105,880 37.4

6 318,162 176,651 149,175 13,110 23,534 6,518 125,825 44.5

7 69,981 35,057 28,927 4,186 4,077 2,091 30,700 49.9

8 12,191 5,695 4,230 673 698 943 5,647 53.3

9 1,103 380 356 31 83 111 522 65.6

10 1,862 1,062 972 91 120 101 578 43.0

Total 2,274,924 1,392,475 1,184,509 171,293 118,579 34,008 766,535 38.8

Mortgages on real property account for much of the collateral provided to the Group upon the grant-
ing of loans. For the personal customer portfolio, the loan-to-value ratios of these loans break down as 
follows:

LOAN-TO-vALuE RATIO (%)       
At December 31, 2007 (DKr m) 0-20 20-40 40-60 60-80 80-100 100+ unspecified Total

Banking Activities Denmark 26,449 19,188 10,679 4,587 1,324 1,137 - 63,364

Banking Activities Sweden 9,573 7,822 6,209 4,617 3,238 7,719 - 39,178

Banking Activities Finland 29,738 24,372 16,763 6,431 1,586 4,351 - 83,241

Banking Activities Norway 16,313 14,066 9,425 3,610 1,060 1,745 - 46,219

Banking Activities Ireland 4,770 4,089 3,179 2,270 1,375 2,467 - 18,150

Banking Activities Northern Ireland 2,842 2,275 1,640 1,124 665 1,322 - 9,868

Other - - - - - - 12,300 12,300

Mortgage Finance 164,271 128,271 70,920 22,290 874 - - 386,626

Total 253,956 200,083 118,815 44,929 10,122 18,741 12,300 658,946

GuARANTEES RECEIvED  Retail, Retail,    
 personal business Institu- Govern- Securi- 
At December 31, 2006 (DKr m)  customers customers tions ments tisation Total

Total guarantees 9,627 117,793 38,844 1,605 3,403 171,272

Provided within group relationships 1,757 100,491 4,575 6 1,930 108,759

Guarantees provided outside group relationships 7,870 17,302 34,269 1,599 1,473 62,513

value of guarantees 7,870 12,683 32,945 525 - 54,023

The following tables show the unsecured portion of credit exposure broken down by rating category.

uNSECuRED ShARE OF CREDIT ExPOSuRE BROKEN DOWN BY RATING CATEGORY   
At December 31, 2007 (DKr m)
    unsecured share of credit exposure (%)
 Credit        Avg. unsecured
Rating category exposure Collateral 0-10 10-25 25-50 50-75 75-100 share (%)

1 161,444 75,214 77,167 1,100 23 1 83,153 53.4
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The table below shows Realkredit Danmark’s personal customer portfolio. Priority customers are cus-
tomers who typically have old loans.

LOAN-TO-vALuE RATIO (%) Loans to priority customers Other mortgage loans  
        Total 
 Fixed variable  Fixed variable  Realkredit
At December 31, 2007 (DKr m) rate rate Total rate rate Total Danmark

0-20 65,607 68,774 134,381 16,571 13,319 29,890 164,271

20-40 46,678 55,583 102,261 14,020 11,990 26,010 128,271

40-60 22,605 29,303 51,908 10,436 8,576 19,012 70,920

60-80 5,952 7,087 13,039 5,260 3,991 9,251 22,290

80+ 162 277 439 183 252 435 874

Total 141,004 161,024 302,028 46,470 38,128 84,598 386,626

Segment from interest-only loans 36,893 83,680 120,573 23,028 26,613 49,641 170,214

3.7  Monitoring

Credit facilities are monitored centrally through the Group’s credit system. Data on the size and uti-
lisation of all types of credit facilities are registered in the system, as is information on the estimated 
realisation value of collateral after deduction of the estimated costs of realisation. 

Recommended limits have been set for customer facilities. The limits are graduated according to the 
ratings assigned and the collateral provided. At least once a year, all facilities are reviewed, with new 
financial and other data taken into account. 

Customers showing a weak financial performance are transferred to a watch list. The purpose is to en-
sure closer follow-up on the customer relationship in order to reduce the risk of losses. For example, 
if there are signs of a decline in a customer’s creditworthiness, the Group prepares an action plan for 
minimising the risk on the customer and reduces the amount of the customer’s limit. 

Unauthorised excesses on current accounts and lines are automatically referred to the customer’s 
adviser, who decides whether or not to accept the excess. If the excess is not accepted, a reminder pro-
cedure is initiated. This procedure may result in debt recovery proceedings if the excess is not repaid. 

Claims submitted for debt recovery are transferred to a centralised debt collection department in each 
country. For good customers, excesses on one or more accounts are often accepted for a certain period.

The Group also monitors credit quality trends at the industry level. Industry analyses are submitted 
both to the Board of Directors and, in a shorter form, to the business areas.

The ongoing monitoring of credit quality in the individual business areas is based on a quarterly 
review of and report on various credit portfolio characteristics. Steps may be taken to counter nega-
tive developments in the portfolio. Detailed monitoring reports are sent to the business areas’ credit 
departments, and general reports are submitted to the Executive Board’s Credit Committee.

BREAKDOWN OF LOANS AND ADvANCES BY CREDIT QuALITY      
 Retail, Retail,      
At December 31, 2007 personal business Corporate Institu- Govern- Securi-  unsecured
(DKr m) customers customers customers tions ments tisation Total share (%)

Neither past due nor  
impaired 829,071 51,491 1,062,420 507,298 137,518 40,021 2,627,819 35.4

Past due but not impaired 17,273 2,622 19,770 641 2,178 - 42,484 56.5

Impaired  
(rating category 9-10) 4,149 184 4,614 27 - 497 9,471 39.4

Total 850,493 54,297 1,086,804 507,966 139,696 40,518 2,679,774 35.7
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BREAKDOWN OF LOANS AND ADvANCES BY CREDIT QuALITY      
 Retail, Retail,       
At December 31, 2006 personal business Corporate Institu- Govern- Securi-   unsecured
(DKr m) customers customers customers tions ments tisation Total share (%)

Neither past due nor  
impaired 694,000 53,594 842,260 537,015 55,760 54,687 2,237,316 37.9

Past due but not impaired 12,056 2,791 17,820 477 1,498 1 34,643 66.7

Impaired  
(rating category 9-10) 844 147 1,967 6 1 - 2,965 51.6

Total 706,900 56,532 862,047 537,498 57,259 54,688 2,274,924 38.8

 
Impaired loans cover amounts due from customers subject to individual impairment (objective evi-
dence of impairment exists). Of these, customers not in default are classified at the Group’s risk clas-
sification level 9, and customers in default are classified at level 10.

Past due amounts cover loans and advances from the first day’s arrears on the individual facility for 
customers who are not subject to individual impairment.

Of the portion of the credit exposure that is past due but not impaired, 31% is classified in rating 
categories 1 to 4.

PAST DuE AMOuNTS ON LOANS AND ADvANCES, Ex uNAuThORISED ExCESSES     
 
 Retail, Retail,      Due under 
At December 31, 2007 personal business Corporate Institu- Govern- Securi-  loans in  
(DKr m) customers customers customers tions ments tisation Total arrears

1-5 days 107 51 47 - - - 205 4,665

6-30 days 57 12 80 - 1 - 150 4,829

31-60 days 67 7 120 - - - 194 2,485

61-90 days 24 3 12 - - - 39 944

> 90 days 55 10 61 - 8 - 134 2,431

Total 310 83 320 - 9 - 722 15,354

 Retail, Retail,      Due under 
At December 31, 2006 personal business Corporate Institu- Govern- Securi-  loans in  
(DKr m) customers customers customers tions ments tisation Total arrears

1-5 days 72 10 92 - - - 174 5,008

6-30 days 38 9 22 - 2 - 71 3,420

31-60 days 17 4 14 - 1 - 36 1,552

61-90 days 10 2 11 - 2 - 25 866

> 90 days 52 11 28 - 1 - 92 3,032

Total 189 36 167 - 6 - 398 13,878

3.8  Default

The definition of default used by the Group is consistent with the requirements of the CRD. The Group 
registers amounts due as being in default when it appears unlikely that the customer will fully repay 
all obligations to the Group. 

The rules on disclosure of information between the companies of a financial group do not permit the 
dissemination of sensitive information about personal customers. This applies, for example, to infor-
mation that may lead to the registration of default status. Thus, a personal customer default in one 
Group unit will not necessarily lead to a default marking in other Group companies. 

This stipulation does not apply to corporate customers, so for these customers default status may in 
certain circumstances lead to default on all amounts due to the Group from the customer in question. 
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A default situation in a group of related customers requires a specific assessment as to whether default 
should be registered for all customers in the group. In this context, it is considered unlikely that the 
customer will fully repay all obligations to the Group if the customer or the customer’s creditors have 
filed for bankruptcy, or if the customer has notified the court of suspension of payments, instigated 
negotiations for financial restructuring or taken similar steps.

When a personal customer’s account is overdrawn or in arrears, a file is set up with the customer’s 
adviser, who assesses whether or not the unauthorised excess is acceptable. For many good customers, 
the Group accepts excesses for extended periods for practical reasons. If the excess is deemed unac-
ceptable, a reminder procedure is initiated. This procedure may result in debt recovery proceedings 
through the courts within 90 days of the claim.

After the adoption of more stringent administrative procedures in 2007, more customers are now  
registered as being in (technical) default. Normally, such defaults do not result in losses, and the 
Group expects a corresponding fall in LGD.

Realkredit Danmark has adjusted its default definition (from 180 days of arrears) as a consequence of 
the new CRD rules, and now uses the Group’s standard definition of 90 days. The change has increased 
the number of customers in default. 

The changes have not caused a rise in Realkredit Danmark’s losses, but the exposure in rating category 
10 has risen by some DKr2.5bn.

Customers in default are downgraded to the lowest level of the Group’s classification system. 

Under the provisions of IAS 39, objective evidence of impairment of a financial asset may appear be-
fore default, for example, when the debtor is found to be in major financial difficulties or is likely to go 
bankrupt or enter into financial restructuring. 

In situations where there is objective evidence of impairment – without the customer’s being in default 
– the customer will be downgraded to the second-lowest level of the Group’s classification system.

3.9  Collection

The collection services of the business units are gathered in a centralised collection department under 
the Shared Services Centre. The collection function at Sampo Bank will be transferred to the central 
function at Easter 2008.

If a customer fails to meet obligations to the Group, the business unit in question initiates a reminder 
procedure. If the Group has not reached an acceptable agreement with the customer after three re-
minders, the unit responsible for the transaction will terminate the customer’s facilities and refer the 
case to Group Collection.

Group Collection recovers small amounts itself. For the recovery of large amounts, it enlists the assist-
ance of a lawyer or a collection agency.

As part of the business unit’s attempt to reach an agreement with the customer, it often has pledged 
collateral realised before the case is transferred to Group Collection so that the customer contributes 
as much as possible to reducing the risk of financial loss. In the cases sent to Group Collection that 
include an asset, the Group will arrange for the asset to be sold, if necessary through a forced sale. 
Regardless of the type of the asset, it will be sold in the name of the debtor. The Group will never be 
registered as owner of the asset. 

When all attempts to recover the debt have been unsuccessful, the debtor normally applies to the en-
forcement court for a declaration of insolvency. The case is then filed for possible reopening later. 

In recent years, an increasing number of “old” debtors have repaid amounts previously written off or 
made repayment agreements concerning such amounts.
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3.10  Impairment

If objective evidence of impairment of a loan, an advance or an amount due exists, and the effect of the 
impairment event or events on the expected cash flow from the asset is reliably measurable, the Group 
determines the impairment charge individually. The charge equals the difference between the carrying 
amount and the present value of the expected future cash flow from the asset, including the realisation 
value of collateral. The Group determines the expected future cash flow on the basis of the most likely 
outcome.

Customers with facilities subject to objective evidence of impairment who are not in default are 
automatically downgraded to the Group’s risk category 9, while customers in default are downgraded 
to category 10. For personal customers, objective evidence of impairment normally appears upon the 
initiation of debt recovery proceedings. For corporate customers, it usually appears after bankruptcy or 
suspension of payments or upon financial restructuring.

Loans and advances without objective evidence of impairment are included in an assessment of col-
lective impairment at the portfolio level. Such assessments concern portfolios of loans and advances 
with uniform credit risk characteristics. The Group’s models are based on classifications, and the vari-
ous portfolios are defined by customers’ current classifications. Portfolio assessments cover loans and 
advances classified in categories 1 to 8. The loans and advances are divided into four portfolios. Col-
lective impairment charges are determined by changes in ratings at the balance sheet date compared 
with the ratings assigned when the loans and advances were established, if the changes are considered 
to be of importance to the portfolio’s future cash flow. The rating changes are calculated as net changes 
within each portfolio.

The cash flows are specified by means of the parameters used for the calculation of capital require-
ments and historical loss data adjusted for use in the accounts. The adjustment covers a loss identi-
fication period that, according to the Group’s empirical data, is the same as the period from the first 
appearance of evidence of impairment to the determination of a loss at the customer level.

If the Group becomes aware that, at the balance sheet date, deteriorations or improvements have oc-
curred without being fully taken into account in the assessments based on the models, the impairment 
charge is adjusted. 

Collective impairment is calculated as the difference between the carrying amounts of the loans and 
advances in the portfolio and the present value of expected future cash flows. In accordance with the 
amortised cost method, the value of a portfolio cannot exceed the value at initial recognition less the 
amounts repaid during the period from initial recognition to the balance sheet date. 

Impairment testing is conducted quarterly in a process managed by the centralised credit organisation. 

For practical reasons, the quarterly process ends at a cut-off date prior to the balance sheet date. For 
minor exposures, the Group adjusts for this by calculating, on a statistical basis, an impairment charge 
covering the period from the cut-off date to the balance sheet date. The adjustment is based on empiri-
cal data concerning new impairment charges and reversals of impairment charges in the segment. If 
objective evidence of impairment appears for large exposures in the period between the cut-off date 
and the balance sheet date, the corresponding impairment charges are calculated separately.

The table below shows the components of the credit loss expenses recognised in the income statement.

CREDIT LOSS ExPENSES  
At December 31 (DKr m) 2007 2006

New and increased impairment charges 3,965 1,907

Reversals of impairment charges 3,166 2,191

Write-downs recorded directly on income statement 366 281

Recoveries recorded directly on income statement 478 493

Foreign currency translation - -

Other items - -

Total 687 -496
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Loans and advances are written off after the usual collection procedure has been completed and the 
loss on the individual loan or advance can be calculated. Write-offs are deducted from the allowance 
account.
 
Owing to the favourable economic climate of recent years, the Group has recovered relatively large 
amounts on debts previously written off. A number of these amounts relate to debt written off many 
years ago, especially by Realkredit Danmark.

Even though, in accordance with the IFRSs, impairment charges are calculated only when objective 
evidence of impairment exists, the recognition of impairment charges will still not coincide with the 
recognition of the loss. The table below shows credit loss expenses included in the income statement 
and recognised losses. The latter consist of write-offs during the year without prior recognition of im-
pairment charges on the allowance account and write-offs on the allowance account during the year. 
In addition to the time difference between the calculation of impairment charges and write-offs, dif-
ferences arise because credit loss expenses in the income statement include the recovery of amounts 
previously written off.

CREDIT LOSS ExPENSES AND RECOGNISED LOSSES      
 Retail, Retail,     
 personal business Corporate   Securi- 
At December 31 (DKr m) customers customers customers Institutions Governments tisation Total

2007       

Credit loss expenses 510 332 -165 - 10 - 687

Recognised losses 432 579 231 - - - 1,242

2006       

Credit loss expenses 30 71 -479 - -118 - -496

Recognised losses 407 62 396 8 - - 873

The table below shows a reconciliation of the allowance account in 2007 and 2006.

RECONCILIATON OF ALLOWANCE ACCOuNT 
   2007    2006 

 Individual Collective Total impairment Individual Collective Total impairment  
(DKr m) impairment impairment charges impairment impairment charges

At January 1 3,324 880 4,204 4,185 865 5,050

New and increased  
impairment charges 2,956 1,009 3,965 1,435 472 1,907

Reversals of impairment  
charges 2,487 679 3,166 1,680 511 2,191

Write-downs from  
allowance account 875 - 875 592 - 592

Foreign currency translation -5 -5 -10 -6 2 -4

Other items 662 120 782 -18 52 34

At December 31 3,575 1,325 4,900 3,324 880 4,204

Of Other items of DKr782m, DKr764m relates to Sampo Bank. Collective impairment charges amount 
to DKr120m. 
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The tables below show the credit exposure broken down by past due amounts and impaired claims in 
rating category 9 or 10 and by industry. They also show the allowance account broken down by indus-
try and by individual and collective impairment charges. 

INDuSTRY BREAKDOWN Credit exposure   Impairment  

   Rating Individual Collective    
   categories impairment Impairment Impairment Credit loss
2007 (DKr m) Total Past due 9-10 charges charges charges expenses

Personal customers 850,493 17,897 2,939 795 630 1,425 575

Subsidised housing companies, etc. 150,843 1,108 849 55 2 57 54

Central and local governments 52,129 2,896 11 35 - 35 35

Credit institutions and other financials 420,433 36 - 2 - 2 40

Financials 651,812 7,330 2,296 212 75 287 -352

Oil and gas drilling 12,324 349 - 26 110 136 74

Materials 49,070 564 - 175 64 239 14

Capital goods and commercial  
services 218,370 6,120 1,754 992 83 1,075 -36

Consumer discretionary and  
consumer staples 208,311 5,259 855 1,012 305 1,317 314

health care 26,035 243 744 190 18 208 7

IT 14,498 343 23 55 27 82 -40

Telecommunication services 7,288 165 - 24 7 31 -

utilities 18,168 174 - 2 4 6 2

Total 2,679,774 42,484 9,471 3,575 1,325 4,900 687

   Credit exposure   Impairment  

   Rating Individual Collective    
   categories impairment Impairment Impairment Credit loss
2006 (DKr m) Total Past due 9-10 charges charges charges expenses 

Personal customers 706,900 12,551 831 404 188 592 -44

Subsidised housing companies, etc. 108,525 1,257 23 21 - 21 -8

Central and local governments 34,402 1,961 1 - - - -122

Credit institutions and other financials 325,088 - 4 1 - 1 -36

Financials 676,479 6,657 364 605 117 722 -255

Oil and gas drilling 7,502 75 - 1 - 1 -1

Materials 37,641 333 90 112 107 219 5

Capital goods and commercial  
services 155,204 4,878 853 1,049 169 1,218 -129

Consumer discretionary and  
consumer staples 169,955 5,487 785 995 269 1,264 79

health care 22,259 299 4 25 9 34 12

IT 10,878 805 - 106 17 123 5

Telecommunication services 7,551 253 8 5 4 9 -

utilities 12,540 87 2 - - - -2

Total 2,274,924 34,643 2,965 3,324 880 4,204 -496
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The tables below show the credit exposure broken down by past due amounts and impaired claims in 
rating category 9 or 10 and geographically.

GEOGRAPhICAL BREAKDOWN    Credit exposure  Impairment  

   Rating Individual Collective    
   categories impairment Impairment Impairment Credit loss
2007 (DKr m) Total Past due 9-10 charges charges charges expenses

Denmark 1,161,704 24,546 3,292 1,579 887 2,466 -502

Finland 204,134 1,612 439 340 131 471 -106

Sweden 290,268 6,564 570 251 50 301 211

Ireland 109,311 2,163 384 172 65 237 359

uK 400,519 1,391 1,412 102 40 142 99

Germany 45,971 187 166 263 4 267 458

Baltics 32,837 188 - - 83 83 -1

Rest of Eu 85,294 207 1,136 43 - 43 122

Norway 179,684 5,280 623 299 65 364 -

Eastern Europe 2,017 4 - 2 - 2 4

Rest of Europe 9,827 47 775 432 - 432 1

North America 138,736 84 674 63 - 63 30

Central and South America 2,479 8 - 5 - 5 1

Africa 929 8 - 2 - 2 3

Asia 14,628 193 - 21 - 21 7

Oceania 853 2 - 1 - 1 1

Total 2,679,774 42,484 9,471 3,575 1,325 4,900 687

       
    Credit exposure  Impairment

   Rating Individual Collective    
   categories impairment Impairment Impairment Credit loss
2006 (DKr m) Total Past due 9-10 charges charges charges  expenses

Denmark 1,075,909 20,652 1,466 2,401 386 2,787 -70

Finland 22,791 19 215 40 125 165 -79

Sweden 231,470 6,104 323 213 232 445 8

Ireland 68,550 2,098 102 45 28 73 18

uK 452,882 1,467 185 129 29 158 58

Germany 35,095 397 58 65 5 70 -10

Baltics 322 22 - 1 - 1 -14

Rest of Eu 54,890 125 51 27 14 41 -36

Norway 146,651 3,618 548 345 51 396 -85

Eastern Europe 1,469 - 1 - 1 1 -

Rest of Europe 8,561 33 - 51 1 52 -151

North America 162,021 34 12 1 - 1 -4

Central and South America 2,291 5 - 1 - 1 -

Africa 847 5 4 1 2 3 -114

Asia 9,475 60 1 4 6 10 -17

Oceania 1,700 4 - - - - -

Total 2,274,924 34,643 2,965 3,324 880 4,204 -496
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In the table below, the allowance account for individual impairment charges is broken down by main 
type of impairment. In practice, impairment charges are often due to a number of circumstances. That 
is why the item Other financial difficulties is especially large.
 

ALLOWANCE ACCOuNT BROKEN DOWN BY REASON FOR INDIvIDuAL IMPAIRMENT
  2007  2006 
 Exposure before Impairment  Exposure before Impairment 
(DKr m)  impairment charges charges  impairment charges charges

Bankruptcy 2,265 724 888 552

Collection/suspension of payments 2,071 606 414 240

Composition/restructuring of debt 1,919 566 748 310

Other financial difficulties 6,791 1,679 4,239 2,222

Total 13,046 3,575 6,289 3,324

3.11  Portfolio management

In addition to credit management at the individual customer level, the Group has set up measures for 
credit risk management at the portfolio level. 

Besides serving the day-to-day credit management process, the Group’s credit system aggregates credit 
exposure data at the country, sector and industry levels. The system allows the Group to monitor 
credit exposure trends in other business segments. The Group has determined individual credit limits 
for each sector and industry and for most countries. Credit reporting is based on the credit system.

In addition to the day-to-day management of the loan portfolio, the Group has previously sought to 
adapt its risk profile on an ongoing basis by hedging the risk on selected parts of the portfolio. Going 
forward, it is the Group’s intention to utilise the opportunities for portfolio management and risk miti-
gation currently available in the financial markets in a more structured manner. 

3.11.1  Credit risk model

The Group’s internal credit risk model is a portfolio model that calculates all credit exposures in the 
Group’s portfolio across business segments and countries. The calculations include all loans, advan-
ces, bonds and derivatives.

The credit risk model is a Merton-based simulation model that estimates the distribution of losses and 
risks for a borrower at various probability intervals. The model assumes that the borrower’s probability 
of default is a function of the borrower’s assets relative to the borrower’s liabilities and the volatility 
associated with the assets. 

The portfolio model uses a Monte Carlo simulation, which is a general procedure for approximating 
the value of a future cash flow. For each simulation, the model calculates the following: 

• the loss arising from customer defaults
• the depreciation due to reduced customer creditworthiness 

The individual losses calculated in each simulation are ranked according to size. Economic capital at 
the Group level is calculated as Value at Risk at a confidence level of 99.97%.

The largest customer exposures are entered individually in the simulation, while small customers are 
divided into homogeneous groups with shared credit risk characteristics. For these groups, the contri-
bution to economic capital is calculated by means of semi-analytical methods. 

For all customers, the credit exposure reflects full risk reduction for collateral provided and netting. 

When possible, the parameters of the credit risk model are based on point-in-time estimates. This is 
done to measure the actual risk on a 12-month horizon as accurately as possible.

The portfolio model includes concentration effects from the largest individual customers and from sector and 
country concentrations. The correlation between individual debtors is estimated by means of equity indices.
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In addition to the aggregate economic capital for credit risk, the model allocates economic capital to 
all individual counterparties. The Group allocates economic capital at the facility level on the basis of 
an internally developed allocation model. The model takes into account concentrations of individual 
customers as well as country concentrations. Economic capital at the facility level is used for risk-
based pricing and for performance measurements.

3.11.2  Risk concentrations

The risk concentrations that the Group identifies in the credit portfolio serve as a credit risk manage-
ment parameter. The following risk concentrations form a natural part of the Group’s business strategy:

  Loans to customers resident in Denmark	 •		Customers	resident	in	Denmark	account	for	43%	(2006:	47%)	of	the	Group’s	
credit exposure. 

	 •	The	proportion	of	Danish	residents	has	declined	in	recent	years	due	to	the	acqui-
sition of Northern Bank, National Irish Bank and Sampo Bank, and the general 
expansion of units outside Denmark.

  Loans to financial customers	 •		Customers	in	the	financial	sector	represent	40%	(2006:	44%)	of	the	Group’s	credit	
exposure. 

	 •	Most	of	the	exposure	is	to	large	counterparties	with	good	ratings.	

	 •		In	recent	years,	an	increasing	proportion	of	outstanding	amounts	has	been	secured	
by collateral. 

  Real-property-related financing	 •		Financing	of	real	property	or	for	businesses	engaged	in	related	industries	repre-
sents 48% (2006: 48%) of the Group’s credit exposure. 

	 •		A	large	share	of	this	exposure	naturally	derives	from	the	retail	segment’s	financing	
of real property for personal customers.

Under section 145 of the Danish Financial Business Act, the exposure to a single customer or a group 
of mutually connected customers may not, after subtraction of particularly secure claims, exceed 25% 
of the capital base. Moreover, the sum of all exposures exceeding 10% of the capital base may not, 
after subtraction of particularly secure claims, exceed 800% of the capital base. The Group submits 
quarterly reports to the Danish FSA on its compliance with these rules. Outstanding intra-group 
amounts are not included in the table below.

  
LARGE ExPOSuRES 2007 2006
 Exposures calculated in Exposures calculated in
At December 31 (DKr m) accordance  with section 145 accordance with section 145

Number 11 9

Exposure >20% of capital base 24,829  32,060 

Exposure between 10% and 20% of capital base 160,782  122,171 

Total 185,611  154,231 

utilisation of 800% rule  (%) 152.4 120.5

In 2007, none of the Group’s exposures exceeded the limits set by the Danish FSA. Danske Bank’s 
acquisition of the Sampo Bank Group in 2006 raised the exposure to the Sampo Group by DKr30.2bn 
in the period preceding the payment for the purchase. The temporary non-compliance with the limits 
had been approved by the Danish FSA.

The table below shows a breakdown of the Group’s credit facilities by size.

  
CREDIT ExPOSuRE BROKEN DOWN BY SIzE
At December 31 (DKr m) 2007 2006

0-1 m 340,443 201,668

1-5 m 511,210 468,012

5-10 m 99,455 88,700

10-50 m 233,275 169,574

50-100 m 92,122 65,680

100-1,000 m 432,144 334,362

> 1,000 m  971,125 946,928

Total 2,679,774 2,274,924
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3.12  Parameters

The risk management models that the Group uses incorporate a number of risk parameters which are 
essential for calculating economic capital and expected losses. The Group regularly assesses and vali-
dates these parameters, changing them if factors in the portfolio or society at large so warrant. 

To the extent possible, the validation of risk parameters is based on historical in-house data or market 
data. Available data will always be subject to a certain degree of statistical uncertainty. An uncertainty 
margin is therefore incorporated in the determination of parameters to be compared with external 
benchmarks – where such benchmarks exist. 

The Group operates with the following key credit risk parameters:

• Probability of default
• Loss given default
• Conversion factor
• Maturity

The Group has chosen to determine parameters based on historical data for the past year (point-in-
time parameters) and parameter values based on longer historical periods (through-the-cycle param-
eters) which enable it to assess the effect of various business cycles on the parameters. To ensure that 
the parameters take into account the possibility of a sufficiently serious economic setback, they are 
estimated over the period dating back to January 1, 1992 (which thus constitutes the Group’s through-
the-cycle period).

3.12.1  Probability of default

The probability of default (PD) represents the probability that a customer will default on a loan within 
the next 12 months. The PD is estimated by means of rating models developed by the Group. The 
models assess the creditworthiness of individual customers on the basis of the counterparty’s PD 
(directly or after conversion). The customers are each assigned to one of the Group’s 10 rating catego-
ries.

After the model has been developed and implemented, the Group verifies its validity on an ongoing 
basis. The parameters used in the model are also re-assessed on a regular basis. Both these validations 
are normally conducted once a year, but they may be conducted more often if the ongoing monitoring 
indicates a need.

Models that do not work as intended will be redefined. Redefinition may have modest proportions or 
require major redesigning of the model.

The validation of the classification models follows a procedure that complies with the recommenda-
tions of the Committee of European Banking Supervisors (CEBS). The procedure includes the following: 

•  An analysis of each model’s ability to group customers with uniform risk and compare ex ante 
probabilities of default and ex post observed default levels. The comparison is based on confidence 
intervals and on both a 12-month horizon and a through-the-cycle horizon as described above. 

• A review of the use of the model.
•  An assessment of the uncertainties derived from data and from the model in order to determine the 

safety margins.

In addition to the annual validation of the models, the Group has established a quarterly monitoring 
procedure to assess the significance of any changes.

The PDs for the various rating categories should in principle remain stable from year to year as the 
Group changes customers’ ratings in step with changes in the assessment of customers’ creditworthi-
ness. 
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The fluctuations that occur in practice are explained partly by statistical fluctuations in data and 
partly by variations in how the Group’s credit organisation handles the administration process. These 
fluctuations are monitored regularly, and their size is taken into account through the calculation of a 
safety margin when the final parameters are determined. 

The PDs used as parameter values for the calculation of capital requirements are determined on the ba-
sis of through-the-cycle averages as described above. The chart below shows observed PDs for Danish 
corporate customers for the period 1992-2006.

The PD level for corporate customers fluctuates more than the levels for other asset classes because 
of exposure weighting. The number of defaults is relatively small, and the size of exposures varies 
considerably.

PROBABILITY OF DEFAuLT        
  Retail, Retail,      
 personal business Corporate   Securi- Other 
(%) customers customers customers Institutions Governments tisation assets Total

2007:        

Observed 0.41  1.28  0.26  0.03  - - - 0.28 

Parameter 0.40  1.16  0.49  0.06  0.24  0.03  1.91  0.38 

2006:        

Observed 0.16  0.30  0.06  - - - - 0.04 

Parameter 0.36  1.31  0.63  0.06  0.08  0.02  0.16  0.31 

2005:        

Observed 0.30  0.76  0.15  - - - 0.01  0.07 

Parameter 0.35  1.41  0.52  0.07  0.02  - 0.37  0.30 

The table above shows figures excluding Sampo Bank and the activities in the Baltic states.

3.12.2  Loss given default

Loss given default (LGD) represents the expected loss on an exposure as the percentage of the expected 
facility utilisation that will be lost if a customer defaults. 

In LGD calculation, long-term averages are first estimated for the entire period in question. These 
averages are then compared with the estimated LGDs for each year during the economic downturn in 
the early 1990s. For capital adequacy purposes, the highest values (the so-called downturn values) are 
used to determine the parameters applied, in accordance with the rules in the Danish executive order 
on capital requirements.
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When determining the final parameter, the Group includes a margin that allows for uncertainty in the 
data material. As the table below shows, certain segments have had no defaults in recent years. Param-
eter values for these segments are based on benchmarks from external sources.

LOSS GIvEN DEFAuLT Retail, Retail,      
  personal business Corporate   Securi- Other 
(%) customers customers customers Institutions Governments tisation assets Total

2007:        

Observed 13 11 16 1 - - - 13

Parameter 62 50 40 37 36 57 55 60

2006:        

Observed 53 33 34 1 - - - 51

Parameter 61 49 41 34 35 65 55 59

2005:        

Observed 44 33 29 1 - - - 42

Parameter 59 55 61 41 16 - 50 59

As it may take several years to settle large exposures completely, the Group estimates the final loss on 
exposures not yet settled at the time of calculation. The Group regularly monitors the actual subse-
quent losses on exposures for which the losses could not be ascertained in a given year. The charts 
below show only loss cases that have been finally settled.

The table above shows figures excluding Sampo Bank and the activities in the Baltic states.
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3.12.3  Conversion factor

The conversion factor (CF) represents the percentage of amounts not yet drawn that is expected to be 
drawn within the next 12 months. 

This factor is used for estimating the expected utilisation of a given facility at the time of default (ex-
posure at default, or EAD). This is meaningful only for products with a risk of drawings, that is, loan 
commitments, guarantees, credit cards and the like, as ordinary loans do not involve a risk of addi-
tional drawings. 

The CF is influenced by the Group’s ability to identify slow-paying borrowers at an early stage and 
reduce their access to additional drawings. The CF estimates are based on in-house default data. As in 
its LGD calculations, the Group includes estimates of both point-in-time and downturn parameters for 
CF calculations. 

The CF levels in the table below are averages weighted by number of products for customers in the 
individual asset classes. 

For all segments, the parameters determined are higher than the observed values in recent years, as 
they incorporate a margin to allow for uncertainties in the data available. In some cases, the Group has 
no observations, and parameter values are therefore determined on the basis of external and internal 
benchmarks.

The CF parameter values used for capital adequacy purposes are estimated as downturn values calcu-
lated for the period from 1992.

        
CONvERSION FACTORS Retail, Retail,      
 personal business Corporate   Securi- Other 
(%) customers customers customers Institutions Governments tisation assets Total

2007:        

Observed 55 40 12 - - - - 52

Parameter 69 55 34 29 55 40 - 67

2006:        

Observed 73 41 29 - - - - 67

Parameter 69 56 33 30 53 40 - 67

2005:        

Observed 76 43 11 - - - - 67

Parameter 100 74 47 47 54 - - 97

The table above shows figures excluding Sampo Bank and the activities in the Baltic states.
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3.12.4  Maturity

The maturity (M) indicates the term of the Group’s commitment to the customer. The Group calculates 
the cash-flow-weighted maturity for corporate, institutional and government exposures as prescribed 
by the CRD. For mortgage loans, however, the Group uses a maximum maturity of five years.

The table below shows exposure by asset class and remaining maturity at the end of 2007.

CREDIT ExPOSuRE BROKEN DOWN BY MATuRITY       
 Retail, Retail,     
At December 31, 2007 personal business Corporate   Securi- 
(DKr m) customers customers customers Institutions Governments tisation Total

Demand deposits 307 14 861 2,625 69,895 67 73,769

< 3 months 17,425 2,211 272,444 356,250 53,138 8,357 709,825

3 months to 1 year 67,247 14,143 220,701 104,579 7,311 17,020 431,001

1 year to 5 years 63,097 14,304 191,569 25,230 2,741 7,535 304,476

> 5 years 702,417 23,625 401,229 19,282 6,611 7,539 1,160,703

Total 850,493 54,297 1,086,804 507,966 139,696 40,518 2,679,774

3.13  Securitisation

The Group is engaged in the following securitisation activities:

• hedging risk on certain loans and advances
• structuring transactions offered through the securitisation company Polonius
• exposures in the securitisation asset class

Hedging risk on certain loans and advances
In 2006 and 2007, the Group entered into transactions structured as synthetic securitisation involv-
ing hedging of part of the risk on Realkredit Danmark loans of DKr342bn. Sampo Bank entered into an 
agreement on the hedging of credit risk on loans to SMEs of ¤1bn in 2006.  

The transactions comply with the rules on reduced weighting (as guarantees) under the capital ad-
equacy rules applicable until 2007, and this has resulted in capital relief. According to the CRD rules, 
the transactions do not qualify for reduced weighting, and hedge accounting is not applied. Accord-
ingly, the transactions are not presented in the risk statements as hedging the loans in question. The 
transactions will be phased out in 2009 and 2010.

Polonius
Polonius Inc. is registered in Delaware, USA, and is owned by a company that is not related to the 
Group. Polonius’ activities are managed by an independent securitisation management company 
located on the British Channel Island of Jersey. The Danske Bank Group acts as adviser to the manage-
ment company.
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Polonius’ main activities are conventional securitisation and granting loans to other parties against 
collateral that allows the company to maintain an A-1/P-1 rating or a similar rating with the rating 
agencies Standard & Poor’s and Moody’s. The company’s loan portfolio is usually financed by the 
issuance of rated ABCP on the North American and European commercial paper markets. As a result 
of conditions in the international money markets, no commercial paper had been issued at the end of 
2007 to fund the assets held by Polonius. At the end of 2006, the total portfolio was funded by com-
mercial paper.

The activities of Polonius Inc. are assessed by Standard & Poor’s and Moody’s on a regular basis. The 
Group’s credit organisation also monitors and follows up on the trends in existing transactions on an 
ongoing basis. Polonius may not enter into new transactions unless Standard & Poor’s and Moody’s 
confirm that the transactions meet the requirements mentioned above for maintaining its rating.

The Group uses Polonius Inc. to finance a securitisation entity with the special purpose of acquir-
ing (directly in the market) a portfolio of high-quality bonds. Purchases of bonds are submitted to the 
Group’s credit organisation for approval. The portfolio, which amounted to DKr12.7bn at the end of 
2007, is consolidated in the accounts. The part of the portfolio that consists of bonds issued by securi-
tisation companies (DKr11.2bn at the end of 2007) is included in the securitisation asset class. The IRB 
approach will be used for the calculation of the risk-weighted assets on that part of the portfolio from 
January 1, 2008.

Of the portfolio of DKr12.7bn, 10% is carried at fair value and the rest is carried as loans and advances 
at amortised cost.

Polonius had a diversified portfolio of externally rated assets (88.6% rated AAA, 8.5% rated AA and 
2.9% rated A). North American assets accounted for 29.5% of Polonius’ portfolio, and of this percent-
age, 6.1 percentage points consisted of North American mortgage bonds. Polonius holds no subprime 
bonds. The bonds were purchased directly in the market, and they had not been recorded in the 
Group’s balance sheet prior to Polonius’ acquisition of the assets. 

Polonius Inc. also finances a securitisation special purpose entity that owns assets purchased from 
one of the Group’s customers. The transaction was structured by the Danske Bank Group and has been 
through the Group’s usual credit approval process. The securitisation entity is not consolidated in the 
accounts, and the exposure is recorded under the securitisation asset class (see below). At December 
31, 2007, this securitisation entity held assets totalling DKr2.0bn.

The credit risk parameters for the customer transaction are estimated on the basis of default and loss 
data for the asset portfolio owned by the company. The risk-weighted assets are calculated in accord-
ance with the Kirb method.
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Exposures in the securitisation asset class
The securitisation asset class includes all financial assets where the counterparty is a securitisation 
company. In addition to backup liquidity facilities, securitisation assets comprise mainly bonds.

At the end of 2007, the Group’s total exposure to this asset class amounted to DKr40.5bn (2006: 
DKr54.7bn), or 1.2% of total assets and 1.5% of the total credit exposure. Some DKr6.8bn of the total 
amount of DKr40.5bn had been drawn by the end of 2007.

Other sections of this report show the securitisation asset class broken down by rating, industry and 
geographical location.

The table below shows the exposures in the securitisation asset class.

ExPOSuRE, SECuRITISATION

At December 31 (DKr m) 2007 2006

Drawn backup liquidity facilities 6,797 -

unutilised backup liquidity facilities 20,482 33,483

Polonius, purchased securitisation positions 11,209 16,208

Polonius customer transaction, unutilised facility 2,030 4,997

Total 40,518 54,688
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4.1  Definition

The Group defines market risk as follows:

•  The risk of losses because the fair value of the Group’s assets and liabilities varies with changes in 
market conditions.

Market risk consists of the following components:

• Interest rate risk – the risk of losses because of changes in interest rates 
•  Exchange rate risk – the risk of losses on the Group’s foreign currency positions because of changes 

in exchange rates
• Equity market risk – the risk of losses because of changes in equity prices 
• Commodity risk – the risk of losses because of changes in commodity prices 
• Credit spread risk – the risk of losses because of changes in credit spreads 
• Floor risk – the risk of lack of earnings on deposits because market interest rates approach zero

The CRD rules distinguish between market risk on items in the trading book and items outside the 
trading book, and between general and specific risk (see section 4.12).

The table below shows the Group’s market risk at the end of 2007 and 2006 calculated according to 
conventional risk measures. 

MARKET RISK, CONvENTIONAL RISK MEASuRES 
At December 31 (DKr m) 2007 2006

Interest rate risk 2,417 946

Equity market risk, listed shares 1,105 1,611

Equity market risk, unlisted shares 3,340 3,185

Credit spread risk on corporate bonds 3 4

Commodity risk 3 -

Exchange rate risk (value at Risk) 7 8

4.2  Policy and responsibility

The management of the Group’s market risk covers all the Group’s assets, liabilities and off-balance-
sheet items, except for the market risk in Danica Pension and the Group’s defined benefit pension 
plans. 

The Group’s overall market risk limits do not apply to the risk on the assets in which Danica Pension’s 
equity is invested. This risk is described in section 4.11. Section 7.3 describes the market risk on as-
sets allocated to policyholders. The market risk relating to defined benefit pension plans is shown in 
section 7.2.
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When the Board of Directors has set the overall limits for the Group’s market risk exposure, the All 
Risk Committee sets limits and guidelines for the main business areas that reflect the strategic priori-
ties for risk exposure.

On the basis of the Group’s overall risk policy, the Committee also defines operational policies for the 
business areas, including non-Danish entities and subsidiaries. Authority to take on market risk is 
granted only to certain business areas with expert knowledge of such risk, mainly Danske Markets in 
Copenhagen.

Positions for the Group’s own account are taken primarily in its proprietary investment portfolio and 
in connection with its trading activities in Danske Markets. 

Market risk in individual banking activities is transferred directly to Danske Markets or measured and 
managed under Danske Markets’ limits as part of the ALM position. The Group measures the floor risk 
on banking activities, and the All Risk Committee takes this risk into account when it considers the 
Group’s strategic interest rate risk. This means that, generally, neither the transactions nor the results 
from banking activities involve interest rate or exchange rate risk. 

An Asset/Liability Committee has been set up to monitor and discuss issues relating to market and 
liquidity risk, among other things. Danske Markets and Group Finance are represented on the Commit-
tee.

4.3  Monitoring

The operational risk policies form the basis for written business procedures and reconciliation and 
control procedures for the relevant areas as well as for the Group’s system development.

Measurement, monitoring and management reporting on market risk are carried out on a daily basis. 
The Group calculates current market risk using a database that is integrated with its trading systems. 
In addition, the Group conducts intra-day spot checks of the risks in the individual business areas.

Day-to-day risk management includes setting limits for business areas and sub-areas. These limits are 
monitored systematically, and procedures have been established for follow-up in the organisation.

4.4  Use of models

The Group uses both conventional risk measures and more sophisticated internal mathematical and 
statistical measures, such as Value at Risk (VaR), to calculate its market risk. These calculations are 
used in the following:

• reporting to the Group’s management
• reporting to the Danish FSA
• day-to-day management in the business areas

The Group also develops in-house models. Such models are used for pricing and risk management of 
financial products which cannot be valued directly on the basis of quoted market prices or standard-
ised financial models.

4.5  Interest rate risk

The Group actively takes on interest rate risk through its trading activities. Interest rate risk is 
measured and managed across the Group for all products involving such risk.

The Group’s banking activities offer fixed rate loans, deposits and other products. Much of the result-
ing interest rate risk is hedged and treated under the rules of fair value hedge accounting. The interest 
rate risk on the following fixed rate items is not hedged but is managed on a daily basis:
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• a portfolio of fixed rate mortgage loans in Denmark
•  fixed rate loans and advances provided by banking activities in Finland, the Republic of Ireland, 

Northern Ireland and the Baltics
• operating leases
• prepayments of Realkredit Danmark loans

The Group also has a structural interest rate risk exposure in its banking activities in Northern Ireland, 
the Republic of Ireland and Finland. This risk derives from demand deposits whose interest rate has 
been stable at a very low level over a considerable period, and the portfolio has been and is expected 
to remain stable. The risk is included in the Group’s interest rate risk calculations and thus in day-to-
day risk management.

The table below shows the Group’s total interest rate risk, measured as the expected loss on interest 
rate positions that would result from a general interest rate rise of 1 percentage point. 

INTEREST RATE RISK 

At December 31 (DKr m) < 1 year 1-3 years 3-7 years 7-11 years > 11 years    Total

2007 1,165 -559 710 872 229 2,417

2006 1,251 56 -982 71 550 946

The Group also measures the yield curve risk, which expresses the risk of losses if interest rates for 
various terms change independently of one another. The yield curve risk is measured individually for 
an interest rate rise of 0.1 of a percentage point at 0, 3, 6 and 9 months and at 1, 2, 5, 10, 15 and 25 
years.

Interest rate options are included in the interest rate risk measurement. For departments trading in 
interest rate options, the Group also measures the interest rate risk in a scenario with stressed market 
conditions, the maximum loss in case of interest rate changes of plus 2 percentage points and minus 
2 percentage points and vega, which is the expected future volatility in interest rates priced into the 
options markets. 

Group	level	InTeresT	rATe	rIsk	–	neT	CurrenCy	exposure	

At December 31 (DKr m) 2007 2006

DKK -4,094 1,857

EuR 2,369 -1,278

SEK -425 75

uSD -285 190

NOK 106 6

GBP -47 135

JPY -36 -5

Other -14 -16
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4.5.1  Floor risk

Floor risk is the interest rate risk on deposits whose interest rates depend on central banks’ leading in-
terest rates but whose rates the Group will not always be able to lower in step with central bank rates.

Floor risk is defined as the effect on net interest income over a 12-month period if market rates fall by 
1 percentage point. Floor risk is measured and reported to the All Risk Committee but is not included 
in the measurement of the Group’s interest rate risk.

4.6  Exchange rate risk

Generally, the exchange rate risk indicator is expressed in Danish kroner. Assuming that the Group 
does not change its foreign currency positions in the following ten days, there is a 5% probability that 
it will incur a loss that is greater than the value of the exchange rate risk indicator.  

For departments trading in currency options, the Group also measures exchange rate risk as the maxi-
mum standardised loss based on a number of predefined standard scenarios with large exchange rate 
fluctuations.

The exchange rate risk was small throughout 2007. At the end of the year, it was DKr7m (2006: DKr7.5m).

4.7  Equity market risk

Equity market risk is calculated as the net value of long and short positions in equities and equity-
based instruments. The management of equity market risk distinguishes between risk on listed and 
unlisted shares. Positions in individual companies are measured and monitored separately.

For departments trading in share options, the Group also calculates the maximum standardised loss 
upon equity price changes of +/- 20%.

For unlisted shares, the Group distinguishes between ordinary open positions, unutilised commit-
ments to private equity funds and banking-related investments.

At the end of 2007, the risk on listed shares was lower than the level at the end of 2006. The average 
risk on unlisted shares was in line with the risk in 2006.
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The interest rate risk at Group level, measured as the financial effect of a general interest rate rise of  
1 percentage point, is shown in the chart below.
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Banking-related investments etc. comprise shares in financial infrastructure and payment service 
activities.

4.8  Other market risks

Commodity risk is measured as the expected loss on positions in commodities following changes of 
+/-10 percentage points in individual commodity indices.

The Group has a small commodity risk on the Finnish trading activities. It has set a limit on losses in 
case of changes in commodity prices. 

A few of the Group’s products are dependent on changes in inflation. Accordingly, the Group has also 
set limits on losses in case of changes in inflation rates.

The Group’s holdings of corporate bonds and credit default swaps are dependent on changes in credit 
spreads. This risk is monitored as part of the monitoring of interest rate risk by measuring the price 
sensitivity to changes in credit spreads. 

In addition, the balance sheet carries an interest rate risk on shareholders’ equity, because sharehold-
ers’ equity is included in the consolidated financial statements as a non-interest-bearing liability. The 
derived interest rate sensitivity is symmetrical for rising and declining interest rates. The interest rate 
risk on shareholders’ equity is not hedged and is not included in the computation of the Group’s inter-
est rate risk.

4.9  Value at Risk

The Group applies Value at Risk (VaR) in the management of its interest rate, exchange rate and equity 
market risk.

VaR is a statistical risk measure of the maximum loss that the Group may, under normal market condi-
tions, incur over a certain period of time at a certain confidence level. 

For example, a 95% 10-day VaR of DKr1,000 means that there is a 95% probability that the Group will 
not lose more than DKr1,000 within the next ten days. In other words, there is a 5% probability that 
the Group will incur a loss exceeding DKr 1,000.

A major strength of VaR is that it provides an aggregate measure of all risk types that factors in the cor-
relation structure of the financial markets.



56 MARKET RISK     DANSKE BANK     RISK MANAGEMENT 2007

For example, equity prices often go up when bond prices fall and vice versa. In practice, this means 
that the VaR of a portfolio containing bonds and shares will be lower than the sum of the VaRs of com-
parable separate bond and share portfolios.

In mid-2007, the Group replaced its parametric VaR model with a historical simulation model. The 
major advantages of the historical simulation model are that it uses full revaluation and makes no as-
sumptions regarding the loss distribution. This leads to more accurate results for non-linear products 
than other methods would give.  

The Group’s VaR model is based on two years’ historical market data. Each calculation is based on 
1,000 scenarios representing possible future outcomes of the risk factors. On that basis, an empirical 
loss distribution is calculated, and it is used to determine the VaR. A confidence level of 95% corre-
sponds to the fiftieth-largest loss in the distribution. 

The 1,000 scenarios are generated by means of a bootstrap method. To construct a 10-day scenario, 10 
independent drawings are made from a dataset of two years’ historical daily returns. The outcomes are 
generated at random and are always equally likely. Each outcome contains all risk factors in order to 
maintain the correlation. The risk factors applied are interest rates, equity indices and exchange rates.

To ensure that the model input for daily calculations is correct, a number of reconciliations are run. 
The reconciliations cover the market data used for the calculations and the scenarios generated, as 
well as the portfolios included. 

The internal VaR model is used for both risk monitoring and for the calculation of capital require-
ments. The former employs a confidence level of 95%, and the latter, a level of 99%. 

The table below shows the VaR used in internal risk monitoring. The table is broken down by risk type 
and also shows the diversification benefit from using VaR as a total risk measure rather than looking at 
each risk type separately. The figures cover all the Group’s risk portfolios. The 2006 VaR was calcu-
lated with the previous model. 

vALuE AT RISK (10-DAY hORIzON, CONFIDENCE LEvEL OF 95%)
  2007    2006 

At December 31 (DKr m) Avg. Minimum Maximum   Avg. Minimum Maximum 
By risk category vaR vaR vaR Dec. 31 vaR vaR vaR Dec. 31

Interest rate 239 68 694 584 121 66 238 66

Exchange rate 10 3 20 4 10 4 28 7

Equity market 73 47 138 84 93 45 181 65

Diversification benefit -74   -107 -66   -46

Total vaR 248 90 655 565 158 92 247 92

As the minimum and maximum for the risk types do not occur on the same days, these values are not 
shown under the diversification benefit.

4.9.1  Back testing

The Group conducts back testing on a daily basis to document that the internal VaR model used to 
measure market risk is sufficiently reliable. Back tests compare the losses calculated by the model with 
hypothetical losses assuming unchanged exposure and changes in market prices. The calculation of 
hypothetical losses does not include intra-day trading gains and losses.
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For the first quarter of 2007, back test results are based on a parametric VaR model.

4.9.2  Stress testing

The Group conducts stress tests for market risk on a regular basis. The results are submitted to Danske 
Markets’ Asset/Liability Committee.

On a daily basis, the Group tests the effect on the total market value of its positions if they are sub-
jected to interest rate shocks of +/- 200bp combined with changes in equity prices of +/-20% and ex-
change rate fluctuations of +/-10%. The Group has set limits on the losses that business areas holding 
options positions may incur in each of these scenarios.

In addition to such general stress testing, the Group conducts tests as needed based on scenarios typi-
cally involving historical events that have caused crises in the financial markets. Current or future 
events expected to have an effect on the financial markets may also be used as input for the scenarios. 
The scenarios are regularly reviewed and modified to reflect changes in the Group’s risk profile and 
economic events.

At the end of 2007 and 2006, the general stress tests show the following maximum losses:

STRESS TESTS, RISK TYPES   
(DKr m) Change in factors Maximum loss 2007 Maximum loss 2006

Equity market  + 20/- 20 % 325 633

Exchange rate  +10/-10 % - 76

Interest rate  +200/-200 bp 4,885 462

Besides the daily tests, the Group also conducts weekly stress tests of the VaR model’s results on the 
basis of the same scenarios. The results provide an overview of how the total risk exposure responds 
to such shocks.

Based on the stress tests, the table below shows the maximum VaR at a confidence level of 99% and a 
10-day time horizon at the end of 2007. The table also shows the corresponding VaR by risk type. For 
comparison, the table includes the corresponding actual VaR data.

STRESS TESTS, vALuE AT RISK (10-DAY hORIzON, CONFIDENCE LEvEL OF 99%)
At December 31, 2007 (DKr m) Actual vaR Stress test vaR

Equity market  110 104

Exchange rate  7 47

Interest rate  640 893

Diversification benefit -105 -183

Total vaR 652 861
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The stress test VaR data shown are the result of a general interest rate change of +200bp, equity price 
changes of +20% and exchange rate changes of +10%.

4.10  Model validation

Certain of the Group’s financial instruments cannot be valued by means of market prices. Instead, they 
are valued on the basis of pricing models developed in-house by Danske Markets. Risk Management 
conducts a validation of these internal models independently of Danske Markets to assess the models’ 
ability to price and manage the risk on a given product. This includes a critical review of model as-
sumptions, such as sensitivity to parameters, stability and comparison with analogous models.

This is done to ensure that no changes in products or markets have affected the correctness of the 
model.

In addition, the Group has established procedures to monitor and validate the market prices used to 
calculate market values and risk on an ongoing basis.

4.11  Market risk at Danica Pension

As described above, the market risk on the assets in which Danica’s equity is invested is not included 
under the Group’s overall market risk limits and management. Danica’s equity is invested in the fol-
lowing assets with market risk:

ASSETS WITh MARKET RISK, DANICA 
At December 31 (DKr m) 2007 2006

Listed bonds 12,714 11,895

Listed shares 3,385 3,213

unlisted shares 166 147

Total 16,265 15,255

The interest rate risk in Danica and the market risk on assets allocated to policyholders are described 
in section 7.3.

This part of the Group’s market risk is included in the capital requirements that Danica is subject to as 
an insurance company. The capital requirement is deducted from the Group’s capital base (see section 
8.7). The exposure is part of the Group’s ICAAP (see section 8.2).

4.12  Calculation of capital requirements

For capital requirement calculations, a distinction is made between general and specific risks, and 
between items in the trading book and items outside the trading book.

Definition of general and specific risks
•  General risk is the Group’s risk of losses on its positions because of general changes in market 

prices, including interest rates, exchange rates, share prices and commodity prices. It applies to 
all positions in the trading book. Exchange rate risk and commodity risk also apply to positions 
outside the trading book.

•  Specific risk is the risk of losses on the Group’s assets in the trading book (excluding derivatives) as 
a result of circumstances related to the specific issuer

Counterparty risk on derivatives is treated in section 3.5.2.
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Items in the trading book and outside the trading book
Since January 1, 2007, the Group has applied an intention-based definition of its trading book. As 
stated above, this definition is used in connection with general risk, which is calculated on the basis  
of internal models. 

All the Group’s positions with market risk are considered to be part of the trading book, with the fol-
lowing exceptions:

• unlisted shares
• holdings in associated companies
•  strategic fixed income and equity positions taken at the request of the All Risk Committee and  

Danske Markets’ Asset/Liability Committee
• interest rate risk in the banking activities 

Calculation of capital requirements
VaR is used for the calculation of capital requirements for general risk for items in the trading book 
and also for exchange rate risk for items outside the trading book. Commodity risk is also included 
in capital requirement calculations. This risk is not covered by the internal VaR model but is quanti-
fied in accordance with the standardised approach described in the Danish executive order on capital 
requirements.

In April, 2007, the VaR model was approved by the Danish FSA as the Group’s new internal model, 
replacing the parametric model. To comply with the requirements for the use of the internal model, 
the Group calculates VaR daily on the basis of a historical observation period of at least 12 months. In 
addition, it conducts back testing on a daily basis and stress testing on a weekly basis, as described in 
section 4.9.

The capital requirements for market risk correspond to the average estimated VaR for the preceding 
60  days multiplied by a scaling factor. The precise scaling factor, which must be three as a minimum, 
is determined by the supervisory authorities on the basis of an assessment of the model’s quality. The 
Group currently applies a scaling factor of 3.25.

The table below shows the VaR figures used for calculating capital requirements for the trading book. 
The 2006 figures were calculated in accordance with the parametric model used at the time:

vALuE AT RISK (10-DAY hORIzON, CONFIDENCE LEvEL OF 99%)    
 2007 2006  

At December 31 (DKr m) Avg. Minimum Maximum  Avg. Minimum Maximum 
By risk category vaR vaR vaR Dec. 31 vaR vaR vaR Dec. 31

Interest rate 330 84 799 640 170 84 352 84

Exchange rate 14 4 29 7 14 5 44 10

Equity market 77 41 210 110 199 100 446 167

Diversification benefit -82   -105 -116   -80

Total vaR 339 120 778 652 267 145 531 181

As the minimum and maximum for the risk types do not occur on the same days, these values are not 
shown under the diversification benefit.

Commodity risk is treated in accordance with the standardised approach.

Shares outside the trading book are valued at fair value with value adjustment in the income state-
ment. However, associated undertakings are recognised in accordance with the equity method. None 
of the associated undertakings is listed on a stock exchange. Section 4.7 provides a breakdown by type 
of share.

In 2007, shares outside the trading book generated gains of DKr136m (2006: DKr345m). Unrealised 
gains amounted to DKr443m (2006: DKr370m). When calculating the capital base, the Group does not 
distinguish between realised and unrealised gains and losses on shares outside the trading book.  
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The capital requirements for the Group’s risk on shares outside the trading book are calculated in  
accordance with the standardised approach.

The table below shows the interest rate risk outside the trading book broken down by country in case 
of an interest rate change of 1 percentage point.

INTEREST RATE RISK, OuTSIDE ThE TRADING BOOK 
At December 31, 2007      Northern
(DKr m) Denmark Sweden Finland Norway Ireland Ireland Baltics    Total

Interest rate risk 251 - 170 - -31 31 77 498

The interest rate risk outside the trading book is incorporated in the assessment of the Group’s total 
capital requirements (see section 8.2 on the ICAAP).
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5.1  Definition

Liquidity risk is defined as the risk of losses because

• the Group’s funding costs increase disproportionately
• lack of funding prevents the Group from establishing new business
• lack of funding will ultimately prevent the Group from meeting its obligations

5.2  Control and management

Taking on liquidity risks is an integral part of the Group’s business strategy.

Policies define the amount of liquidity risk that the Group wishes to accept. The All Risk Committee 
has set limits for liquidity risks which are calculated separately for Danish kroner and other curren-
cies. Danske Markets is responsible for ensuring that the Group observes the operational liquidity risk 
limits. The Group has implemented contingency plans to ensure that it is ready to respond to unfa-
vourable liquidity situations.

In calculating liquidity risks, the Group excludes Realkredit Danmark and Danica. At Realkredit 
Danmark, the financing of mortgage loans by listed mortgage bonds with identical conditions has, in 
all material respects, eliminated the liquidity risk. Danica’s balance sheet contains long-term contribu-
tions and assets of which a large part is invested in liquid listed bonds and easily marketable shares. 
As both companies are subject to statutory limits for exposures to and from Danske Bank A/S, their 
liquidity is not included in Group level liquidity management.

At the Group level, liquidity management is based on monitoring and management of the Group’s 
short-term and long-term liquidity risks and builds on the following themes:

5.2.1  Operational liquidity risk

The management of the Group’s operational liquidity risk aims primarily at ensuring that the Group 
always has a liquidity buffer that is able, in the short term, to absorb the net effects of current transac-
tions and expected changes in liquidity. For liquidity management purposes, the Group distinguishes 
between liquidity in Danish kroner and liquidity in other currencies.

Liquidity is calculated on the basis of known future receipts and payments under current transactions. 
The Group’s holdings of liquid bonds are taken into account. In addition, the calculation includes es-
timated effects on the Danish kroner liquidity of the Danish Government’s receipts and payments. The 
effect of irrevocable loan commitments is also included to ensure that the current liquidity manage-
ment takes account of the potential risk of drawings under such commitments. 

The Group uses limits to manage operational liquidity risk. Separate limits are set for liquidity in 
foreign currencies.

Danske Bank’s strong position on the Danish market results in a large deposit surplus that is a valuable 
and stable source of funding. To track the trend in the Group’s liquidity position on the Danish market, 
the Asset/Liability Committee has defined a number of targets to be monitored as part of the manage-
ment of the operational liquidity risk.

Operational liquidity risk

Ensuring that the short-term 
liquidity position is  positive 

Liquidity stress testing

Calculating potential liquidity 
gaps in various scenarios and 
identifying the means to close 
such gaps

12-month liquidity

Monitoring the liquidity posi-
tion over12 months in case 
of lack of access to capital 
markets

Structural liquidity risk

Input for long-term liquidity 
planning; ensuring diversifi-
cation of funding
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5.2.2  Liquidity stress testing

The Group conducts stress tests to measure its immediate liquidity risk and to ensure that it has a  
certain amount of time to respond to potential crises. The tests estimate liquidity risk in various  
scenarios. 

The Group’s scenario analyses involve both Group-specific and general market crises.

The analyses are based on the assumption that the Group’s lending activities are not reduced. This 
means that existing lending activities are maintained and require funding. The unattached part of the 
bond portfolio is considered liquid.

The degree of possible refinancing will vary depending on the scenario in question. For example, the 
Group’s opportunities for issuing commercial paper will be more limited in a scenario where Danske 
Bank’s short-term rating is downgraded than in a scenario with a mild recession.

Liquidity stress testing should be seen in the context of the Group’s overall liquidity preparedness. Its 
considerable holdings of liquid bonds are a key element. Most of the Group’s bond holdings (91% at 
the end of 2007) may be used as collateral for loan facilities with central banks.

The Group monitors the distribution of funding sources by product, currency, maturity and counter-
party to ensure that it has the funding base that provides the best possible protection if markets come 
under pressure.

5.2.3  12-month liquidity

In its “Bank Financial Strength Ratings: Global Methodology”, Moody’s has set various classification 
requirements for banks’ liquidity management. One requirement is that the 12-month liquidity curve 
must generally be positive. Liquidity calculations must assume, among other factors, that the Group 
is cut off from capital markets. Against this background, the Group’s liquidity calculations result in a 
positive liquidity curve until the fourth quarter of 2008. After the implementation of the Group’s cov-
ered bond programme at the end of 2007 the first bonds were issued in December. The Group’s access 
to the covered bond market will raise the liquidity curve.

Liquidity calculations are based on the assumption that the Group is cut off from capital markets and 
that refinancing in those markets is impossible. The Group monitors its liquidity reserves to ensure 
that it is robust in case of lack of access to capital markets.
  
The Group monitors its 12-month liquidity and liquidity reports are submitted to the Asset/Liability 
Committee and the All Risk Committee on a regular basis.
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5.2.4  Structural liquidity risk

Structural liquidity risk is managed on the basis of considerations of the Group’s long-term liquidity 
mismatch. The aim is to ensure that the Group does not create an unnecessarily large need for funding 
in the future. Quantifying the structural liquidity risk is important when the Group plans its funding 
activities, and it forms the basis of intra-group transaction pricing.

The structural liquidity risk is based on a breakdown by maturity of the Group’s assets, liabilities and 
off-balance-sheet items. The Group bases these calculations on the contractual due dates of individual 
products but takes into account that some balance sheet items have maturities that make their actual 
due dates deviate materially from their contractual due dates. The maturities of such items are there-
fore modified to provide a more accurate view of the actual behaviour.

Take, for example, demand deposits from the private sector: Contractually, such deposits are very 
short-term funding, but they are considered a relatively stable source of funding.

Another example is the Group’s large bond holdings, which have varying terms to maturity. Most of 
the portfolio is ultra-liquid and can be used as collateral for loans or in repo transactions. The portfo-
lio is therefore included in the calculation as immediate liquidity. The bond holdings that are used as 
collateral for the settlement of the Group’s current transactions, for instance clearing, are classified as 
illiquid bonds, however.

As part of the management of the structural liquidity risk, the liquidity position is broken down by a 
number of variables such as currency, product, business area and organisational unit. The calculations 
show, among other things, that the Group has a structural liquidity surplus in Danish kroner in the 
form of surplus deposits and a large liquid bond portfolio, and has structural funding needs in foreign 
currencies.

The Group monitors its funding mix to make sure that it is well diversified in terms of financing 
sources and currencies. 

The Group’s liquidity position at the end of 2007 and 2006 (excluding Realkredit Danmark and 
Danica) is shown in the table below.

NET LIQuIDITY POSITION      

At December 31 (DKr bn) up to 1 month 0-3 months 3-12 months 1-5 years 5-10 years > 10 years

2007 25 8 15 17 83 90

2006 64 36 5 31 93 81
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In November 2007, the Group was licensed to issue covered bonds. Consequently, the Group has set 
up an international programme under which it can issue covered bonds for the equivalent of up to 
¤15bn.

The covered bond programme gives the Group access to a wider circle of investors with a longer in-
vestment horizon than that which typically applies to bank financing. The Group’s first covered bond 
issue was made in December 2007 for a total amount of DKr7bn and was based on lending in Denmark.

Combined with the centralised funding management at the head office, the Group’s balance sheet com-
position forms the basis for funding the Group’s activities at the lowest possible costs, both at present 
and in future. Like the Group’s substantial deposits from the retail market, its comprehensive and 
well-established funding programmes in Europe and the US play an essential role.

The tables below present the Group’s financial assets and liabilities broken down by contractual ma-
turity.

FINANCIAL ASSETS     
(DKr m) 0-3 months 3-12 months 1-5 years > 5 years Total

2007

Cash in hand and demand deposits with central banks 13,861 - - - 13,861

Due from credit institutions and central banks 324,466 17,240 3,408 845 345,959

Bonds 14,837 38,241 201,543 170,478 425,099

Derivatives with positive fair value 32,989 26,403 72,076 93,148 224,616

Bank loans and advances 641,713 185,055 201,103 332,542 1,360,413

Mortgage loans 13,845 10,414 57,856 545,694 627,809

Total 1,041,711 277,353 535,986 1,142,707 2,997,757

2006     

Cash in hand and demand deposits with central banks 12,319 - - - 12,319

Due from credit institutions and central banks 252,291 19,449 2,721 807 275,268

Bonds 71,781 36,513 145,790 85,756 339,840

Derivatives with positive fair value 25,408 26,570 46,628 50,923 149,529

Bank loans and advances 540,184 170,793 129,907 213,438 1,054,322

Mortgage loans 15,879 10,991 59,442 516,272 602,584

Total 917,862 264,316 384,488 867,196 2,433,862

FINANCIAL LIABILITIES     
(DKr m) 0-3 months 3-12 months 1-5 years > 5 years Total

2007

Due to credit institutions and central banks 648,241 19,579 5,817 3,718 677,355

Deposits 833,752 30,011 8,438 51,794 923,995

Trading portfolio liabilities 51,886 40,376 104,740 134,545 331,547

Issued mortgage bonds 56,286 123,047 183,361 155,999 518,693

Other liabilities 131,519 63,522 158,925 48,425 402,391

Subordinated debt 1,936 11 17,695 39,383 59,025

Total 1,723,620 276,546 478,976 433,864 2,913,006

2006     

Due to credit institutions and central banks 542,866 21,550 133 - 564,549

Deposits 661,410 30,101 3,756 7,676 702,943

Trading portfolio liabilities 45,496 36,689 75,732 78,607 236,524

Issued mortgage bonds 58,201 129,833 178,193 117,990 484,217

Other liabilities 52,713 65,880 159,953 15,190 293,736

Subordinated debt - - 8,525 40,426 48,951

Total 1,360,686 284,053 426,292 259,889 2,330,920
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5.3  Collateral provided by the Group

At the end of 2007, the Group had deposited securities worth DKr331,673m with Danish and interna-
tional clearing centres, etc., as collateral (2006: DKr230,436m).

In connection with repo transactions, which consist of a sale of securities to be repurchased at a later 
date, the securities remain on the balance sheet and the amounts received are carried as deposits. 
Securities in repo transactions are treated as assets provided as collateral for liabilities. At the end of 
2007, the carrying amount of such securities totalled DKr277,379m (2006: DKr231,873m). The counter-
party is entitled to sell the securities or deposit them as collateral for other loans.

At the end of 2007, assets under insurance contracts worth DKr212,017m had been registered as col-
lateral for policyholders’ savings (2006: DKr212,189m). 

At the end of 2007, mortgage loans worth DKr627,809m and other assets worth DKr3,035m had 
been registered as collateral for issued mortgage bonds, including mortgage covered bonds (2006: 
DKr602,584m and DKr8,177m, respectively).

At the end of 2007, loans and advances worth DKr23,886m had been registered as collateral for cov-
ered bonds issued under Danish and Finnish law.

Through a number of mutually binding agreements, the Group has undertaken to provide collateral if 
the fair value of current transactions changes unfavourably for the Group. 

The Group has entered into other agreements in which the counterparty has made it a condition that 
the Group maintains its present rating. A downgrade could mean that the contracts in question must 
be fulfilled or that securities must be provided as collateral. At December 31, 2007, the Group would 
be obliged to provide the following amounts in collateral or supplementary collateral or to fulfil the 
contracts:

SuPPLEMENTARY COLLATERAL AT DOWNGRADE Supplementary
At December 31, 2007 (DKr bn) collateral

Downgrade to a rating below A-1+ 25

Downgrade to a rating below A-1 76

Downgrade to a rating below A-2 76

Downgrade to a rating below A-3 76

The ratings above are from Standard & Poor’s. The bond issues of the Group’s subsidiary Realkredit 
Danmark have AAA and Aaa ratings from Moody’s and Standard & Poor’s, respectively. A downgrade 
of these ratings could potentially affect Realkredit Danmark’s position in the market but would not 
directly require the immediate provision of collateral. 
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6.1  Definition

Operational risk is the risk of losses owing to

• deficient or erroneous internal procedures and processes
• human or system errors 
• external events, including legal events

Operational risk is thus often associated with specific and one-off events, such as failure to observe 
business or working procedures, defects or breakdowns of the technical infrastructure, criminal acts, 
fire and storm damage or litigation. Operational risks are thus non-financial risks.

6.2  Basis of operational risk management

The Executive Board has appointed an Operational Risk Committee. This Committee assists the Execu-
tive Board in its functions and processes in relation to operational risk management. The Committee is 
chaired by a member of the Executive Board.

The primary tasks of the Operational Risk Committee are described in detail in the committee charter, 
which must be seen in conjunction with the operational risk policy. The tasks include the following:

• Identifying, monitoring and managing the Group’s current and potential operational risk exposures. 

•  Handling “critical exposures” which the managements of business areas or the Committee itself 
considers to be of a nature that requires further follow-up and reporting.

•  Following up on reviews by and reports from financial supervisory authorities, and informing the 
Executive Board of the current situation in areas affecting the Group’s operational risks.

•  Following up on reports prepared by Internal Audit, and informing the Executive Board of unusual 
circumstances. 

•  Preparing management information on issues such as IT security, physical security, business conti-
nuity and compliance. 

In addition to the operational risk policy, the following policies have been defined for the business and 
support areas:

  Security policy  Specifies the Group’s procedures within the areas of IT, information and staff safety.

  Defines the security framework for the Group’s IT systems to maintain the desired 
security level for customer-sensitive information.

  Determines requirements for third-party suppliers working for the Group within 
these areas.

  Control policy  Ensures that the Group has a strong control organisation where good management 
can be demonstrated through compliance with internal control standards.

  Compliance policy  Ensures that all the Group’s activities always meet internal and external require-
ments, including legal and ethical standards.

  Compliance officers are placed in the local business areas. They are independent of 
the areas and report to Group Compliance.

The Group also has policies regulating other operational risk areas, such as an insurance policy, an 
outsourcing policy and an auditing policy. Each business area is in charge of the day-to-day monitor-
ing of operational risks and is responsible for mitigating losses resulting from such risks. Resource area 
staff provides support to business areas as part of the Danske Banking Concept.
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6.2.1  Measurement and control

The measurement and control framework comprises four qualitative elements:

•  Risk identification and assessment that ensure that all key risks are effectively highlighted for 
group-wide transparency and management. This enables the Group to focus on fewer but more 
fundamental risks.

•  Monitoring of key risks. This is an ongoing process that ensures that an unfavourable development 
in such risks is consistently highlighted on a group-wide basis.

•  Risk mitigation strategies and implementation processes that ensure that key risks are reduced and 
establish transparency in these strategies and processes.

• Follow-up on loss data and events.

All material operational losses are commented on and registered. Since 2001, the Group has captured 
data on about 4,400 events involving losses in excess of DKr25,000.

For several years, the Group has also collected loss data directly from the Group accounting system to 
calculate the total sum of losses below the limit. Such losses are recorded as “expected losses”.

The Group participates in the international Operational Riskdata eXchange Association (ORX) found-
ed to allow the participating banks to exchange observations on operational losses. Data on losses 
exceeding ¤20,000 are exchanged quarterly, and ORX has collected data on more than 30,000 events 
since 2003. Finally, the Group subscribes to Fitch Ratings’ public loss database.

6.2.2  Calculation of capital requirements

The calculation of capital requirements in accordance with the standardised approach under the CRD 
is based on one indicator: core income. The Group calculates its capital requirements by multiply-
ing the core income of the individual business activities by the weights determined by the CRD. The 
aggregate capital requirement for the Group is the sum of the capital requirements for the various busi-
ness activities.

The Group’s business areas have therefore been divided into the eight business activities specified by 
the CRD:

• corporate finance 
• trading and sales
• retail brokerage 
• commercial banking 
• retail banking 
• payment and settlement 
• agency services  
• asset management

As of 2008, the Group uses the standardised approach under the CRD rules for calculating risk-weight-
ed assets. The Group intends to apply to the Danish FSA for approval for using the Advanced Meas-
urement Approach (AMA) within the next few years.
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7.1 Business risk

7.1.1 Definition

Business risk is the risk of losses caused by changes in external circumstances or events that harm the 
Group’s reputation or earnings. It includes the risk of a decline in earnings due to strategic decisions 
(strategic risk).

Business risk manifests itself in the form of an unexpected fall in earnings. The fall may be due to nar-
rowing lending margins as a result of increasing competition, falling lending volumes because com-
petitors introduce new products, strikes, new legislation or negative press coverage. The business 
needs to adjust its expenses to such factors in order to avoid their full effect on earnings.

This risk is measured on the basis of fluctuations in earnings which cannot be ascribed directly to 
other risk categories.

7.1.2 Control and management

Business risk constitutes a separate risk factor in the Group’s calculation of economic capital.

Part of business risk is the result of external factors, whereas reputational risk and strategic risk are 
deemed to be primarily of an internal nature.

Consequently, a broad range of tools is used to identify and report on business risk exposure. Several 
management processes ensure that new external risks are channelled to the relevant department or the 
right organisational level.

Reputational risk is managed via policies and business procedures, including compliance activities.

The management of strategic risk is considered to be largely a top-down process in which decisions are 
made by executive management. 

7.1.3 Use of models

The Group has developed a model for calculating economic capital in connection with business risk 
based on the measurement of earnings volatility in the individual business areas. The Group continues 
to develop methods to estimate business risk in order to improve its integration in financial reporting.
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Economic capital is currently calculated on the basis of a model that includes calculations of historical 
volatility over the past 12 quarters for each business area. Fluctuations and the correlation of income 
and expenses, for each business unit and at Group level, are calculated and scaled to a 99.97% confi-
dence level based on a normal distribution function.

The model was first used in the first quarter of 2006. The calculated results are validated against actual 
results on an ongoing basis.

7.1.4 Capital requirements

The capital requirements related to business risk are covered by the ICAAP (see section 8.2).

7.2 Pension risk

7.2.1 Definition

Basically, there are two types of pension plan: 

•  Defined contribution plans
  In defined contribution plans, there is no guarantee that the employee will obtain a certain amount 

of pension benefits. The pension benefits depend on the size of the agreed contributions and 
developments in the return on invested pension funds and associated expenses. Accordingly, the 
employee bears the risk relating to the future pension benefits. The latter may change, for example, 
in the event of unfavourable developments in the financial markets related to the management of 
the pension assets. This means that the Group has no pension risk on defined contribution plans.

•	 Defined	benefit	plans
  In defined benefit plans, the pension agreement contains a provision stipulating the pension 

benefit the employee will be entitled to receive on retirement. The benefit is typically stated as a 
percentage of the employee’s salary immediately before retirement, but it can also be a percentage 
of the average salary during the entire period of employment. The pension benefit will typically 
be payable for the rest of the employee’s life, which increases the employer’s uncertainty about the 
amount of the future obligations.

The Group’s pension risk is the risk of a pension shortfall in the Group’s defined benefit plans which 
means that it will have to make additional contributions to cover its pension obligations to current and 
former employees. Such claims may arise, for example, as a result of changes in the underlying calcu-
lation parameters for the pension obligation.

The Group’s defined benefit pension obligation is calculated as the discounted value of the pension 
benefits earned to date. The methodology of calculation is based on a number of assumptions:

Demographic factors Financial factors

•	 Mortality	rate	 •	 Interest	rates

•	 staff	turnover	rate	 •	 Future	salary	and	benefit	levels

•	 Disability	rate	 •	 Inflation	rate

•	 early	retirements	 •	 expected	return	on	plan	assets

Defined benefit plans are especially exposed to interest rate and investment risks and increases in life 
expectancy because the pension benefits will typically be payable many years into the future.
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7.2.2  Control and management

The Group’s defined benefit plans are funded mainly by contributions made by the Group and the em-
ployees to separate defined benefit pension funds. The pension funds manage the assets by investing 
the contributed amounts so that the contributions and their returns cover future pension obligations. 
In addition, the Group has unfunded defined benefit pension plans that are recognised directly on the 
consolidated balance sheet. 

The Group’s defined benefit pension obligations consist of pension plans in Northern Ireland, the 
Republic of Ireland and Sweden as well as a number of small pension funds in Denmark. By far the 
majority of the Group’s defined benefit pension schemes have been closed to new participants, but the 
schemes in Sweden and at National Irish Bank are still open to new members.

The use of financial derivatives to eliminate part of the inflation and interest rate risks is a cornerstone 
of the Group’s risk management. By matching expected future pension benefits with the proceeds from 
the derivatives and the associated assets, the Group minimises its pension risk.

The high complexity of its pension obligations means that the Group does not use its normal limit 
structure to follow up on pension risk. Instead, the Group manages the market risk on pension plans 
on the basis of special follow-up and monitoring principles, so-called business objectives.

The Group has formulated procedures to be followed in the case of deviations from these objectives. 
The All Risk Committee has defined risk targets for the Group’s pension funds. Quarterly risk reports 
follow up on the objectives, and they analyse the financial status of the individual plans on the basis 
of sensitivity analyses and the Value at Risk (VaR) measure. Furthermore, the Group has fixed limits 
for acceptable risk exposure levels.

On the basis of the average actuarial assumptions shown in the table below, the Group’s total net expo-
sure relating to defined benefit plans was DKr1.3bn at the end of 2007 against DKr1.6bn a year before.

DEFINED BENEFIT PLANS  
(DKr m) 2007 2006

Present value of unfunded pension obligations 145 144

Present value of fully or partly funded pension obligations 11,953 12,861

Fair value of assets under the plans 11,169 11,422

Net pension obligation at December 31 929 1,583

Actuarial gains/losses not recognised in the net pension obligation 376 34

Net pension obligation according to the IFRSs at December 31 1,305 1,617

  

Net pension obligations recognised on the balance sheet  

Pension assets recognised under Other assets 370 308

Pension provisions recognised under Other liabilities 1,675 1,925

Total 1,305 1,617

AvERAGE ACTuARIAL ASSuMPTIONS AT DECEMBER 31 (%) 2007 2006

Discount rate 4.8-5.8 4.1-5.2

Return on assets under the plans 5.0-7.1 4.6-7.2

Inflation	rate	 2.0-3.4	 2.3-3.1

Salary adjustment rate 2.8-4.9 2.8-4.6

Pension adjustment rate 2.3-5.0 2.3-5.0
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7.2.3  Use of models

The Group applies a number of widely differing calculation methods when determining its pension 
obligations. These methods reflect different pension obligation issues and serve separate purposes:

  Consolidated financial   
 The pension fund’s statements based on Capital management Financial
Methods internal calculation the IFRSs principles approach

Discount factor Expected return on Corporate bond with Corporate bond with  zero coupon 
 pension assets AA rating and the same  AA rating and the same  yield curve/ 
  duration as the obligation duration as the obligation Swap curve

Effect Determines the level The net obligation is Forms part of the capital vaR is used as 
 of the Group’s  adjusted for the corridor base and the corridor an indicator
 contributions  method is not allowed

The discount factor varies from one method to another.

The Group calculates market risk on defined benefit plans on a quarterly basis. For each pension plan, 
the calculations include net funding and the sensitivity of net funding to changes in interest rates, 
equity prices and life expectancy. Net funding expresses the difference between the market value of 
the assets and the present value of the pension obligations.

SENSITIvITY ANALYSIS  
(DKr m) Change Effect 2007 Effect 2006

Equity prices -20% -1,259 -1,375

Interest rates  + 1/- 1percentage point  + 1,304/-921  + 1,794/-1,807

Life expectancy  + 1 year -380 -415

To supplement the sensitivity calculations, the Group calculates the risk in the individual pension 
funds, expressed as VaR. The calculations are based on a long-term horizon. In this scenario, share 
price volatility (20%) and the correlation between interest rates and share prices (25%) have been set 
at values reflecting normal market data. The duration of the pension obligations is reduced by half as, 
empirically, inflation risk reduces the interest rate risk on the obligations by approximately 50% over 
the long term. 

At the end of 2007, VaR was DKr3,051m (2006: DKr4,751m). VaR is calculated at a confidence level of 
99.97% and a time horizon of one year. The calculation includes an adjustment for inflation risk. The 
significant reduction of VaR from 2006 to 2007 is the result of rising interest rates and the use of finan-
cial derivatives to reduce the interest rate risk.

Follow-up and reporting are based on a model that Danske Markets also uses when advising customers 
in the life insurance and pension sectors. The model assumes specific processes for the trend in the 
yield curve and share prices and a correlation between interest rates and share prices.

Input for the analysis of liabilities is based on demographic and economic calculation assumptions 
for the gross obligation, while input for assets consists of duration and the convexity of the pension 
portfolio’s composition.

7.2.4  Capital requirements

Defined benefit plans are included in the capital base at fair value, which means that a substantial 
amount is deducted from the capital base. The capital requirements are covered by the ICAAP (see 
section 8.2).
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7.3  Insurance risk

7.3.1 Definition

Life insurance risk is the risk that the year’s returns on customers’ funds are inadequate to cover the 
customers’ guaranteed benefits, any necessary increase in life insurance provisions, and other obliga-
tions. 

Insurance risk also includes the market risk on the assets in which Danica’s equity is invested. 

7.3.2 Control and management

The Board of Directors defines the framework of the Danica Group’s risk management, and the day-
to-day management monitors Danica’s risks to ensure compliance with the framework on an ongoing 
basis.

The Board of Directors determines the Danica Group’s investment strategy and follows up on results, 
and the day-to-day management prepares the specific investment plans.

The most important factor as regards conventional life insurance products is the relation between 
investment securities and life insurance obligations. If the year’s returns on customers’ funds are inad-
equate to cover the customers’ guaranteed benefits, any necessary increase in life insurance provisions, 
and other obligations, the shortfall is covered first by the collective bonus potential and then by the 
bonus potential of paid-up policies. If these are insufficient to cover the shortfall, funds are allocated 
from shareholders’ equity.

To ensure proportionality between the return on customers’ funds and the guaranteed benefits, the 
Group monitors financial risks on an ongoing basis and sets limits for price and interest rate risks. 
Stress tests are conducted regularly to ensure that Danica is able to withstand a fall in equity prices of 
30%, combined with a significant change in interest rates.

The credit risk on Danica’s bond portfolio is modest since the portfolio consists mainly of government 
and mortgage bonds with high ratings from the international rating agencies. Individual risks are lim-
ited, and collateral has been provided for the value of derivatives hedging interest rate risk.

Liquidity risk is also modest. A large part of the bond portfolio consists of ultra-liquid listed bonds 
and easily marketable foreign shares. 

To a large extent, policyholders bear the risk on “Investment securities related to unit-linked con-
tracts”. The risk on guarantees in Danica Link is hedged by equity derivatives and by adjusting the 
investments during the last five years before disbursement. The risk on guarantees in Danica Balance 
is managed primarily through the individual customers’ investment portfolios. The portion of funds 
invested in shares is regularly adjusted on the basis of the guarantee amount, the remaining term and 
other factors.

Life insurance risks are linked to trends in mortality, disability, critical illness and similar factors. Life 
expectancy is the most significant insurance risk. For example, an increase in life expectancy affects 
the time during which benefits are payable under certain pension plans, whereas the trends in mortal-
ity, sickness and recoveries affect life insurance and disability benefits.

Life insurance risks are subject to ongoing actuarial assessment for the purpose of calculating insur-
ance obligations and making relevant business adjustments. For life insurance policies, the insurance 
obligations are thus calculated on the basis of the expected mortality rates. Expectations are based on 
experience from Danica’s own insurance portfolio and are updated regularly.
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For health and personal accident policies, insurance obligations are calculated on the basis of expecta-
tions for future recoveries and reopenings of old claims. Expectations are based on experience from 
Danica’s own insurance portfolio and are updated regularly.

To mitigate the life insurance risk, a small proportion of the risks related to mortality and disability are 
covered by reinsurance arrangements. Danica has also hedged the risk of disbursements occasioned by 
disasters. 

7.3.3  Risk exposure

The sensitivity indicators show the effect on Danica’s equity and the collective bonus potential caused 
by separate changes in interest rates, share prices, property prices and actuarial assumptions. If the bo-
nus potential is inadequate to cover the policyholders’ share of the effect, the shortfall will be covered 
by funds allocated from shareholders’ equity.

SENSITIvITY ANALYSIS  Maximum effect Maximum effect on 
 Effect on on collective bonus potential of Total
At December 31, 2007 (DKr bn) equity bonus potential paid-up policies effect

Increase in interest rates of 0.7 of a  
percentage point -0.2 -2.2 4.0 1.6

Decline in interest rates of 0.7 of a   
percentage point 0.2 0.8 -5.0 -4.0

Decline in equity prices of 12% -0.4 -4.4 - -4.8

Decline in real property prices of 8% -0.1 -1.2 - -1.3

Exchange rate risk (vaR 99.5%) - -0.4 - -0.4

Loss on counterparties of 8% - -1.5 - -1.5

Fall in mortality of 10% - -1.3 -0.1 -1.4

Increase in mortality of 10% - 1.2 0.2 1.4

Increase in disability of 10% - 0.1 - 0.1

Throughout 2007, the Danica Group complied with the Danish FSA’s red and yellow card reporting, 
and it currently assesses the probability of a yellow card to be negligible. The excess cover relative to 
yellow card reporting constitutes 16 times the requirement.

  Maximum effect Maximum effect on 
 Effect on on collective bonus potential of Total
At December 31, 2006 (DKr bn) equity bonus potential paid-up policies effect

Increase in interest rates of 0.7 of a  
percentage point -0.2 -1.0 3.5 2.3

Decline in interest rates of 0.7 of a  
percentage point 0.2 1.9 -3.5 -1.4

Decline in equity prices of 12% -0.4 -4.5 - -4.9

Decline in real property prices of 8% -0.1 -1.1 - -1.2

Exchange rate risk (vaR 99.5%) - -0.4 - -0.4

Loss on counterparties of 8% - -1.2 - -1.2

Fall in mortality of 10% - -1.7 -0.1 -1.8

Increase in mortality of 10% - 1.5 0.2 1.7

Increase in disability of 10% - -0.2 - -0.2
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7.3.4 Capital requirements

Danica is subject to capital requirements pursuant to the rules for insurance companies. At December 
31, 2007, the capital requirements equalled DKr4,460m (2006: DKr4,297m), and the amount has been 
deducted from the capital base of Danske Bank Group (see section 8.7).
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The Group must have sufficient capital to comply with regulatory capital requirements and to main-
tain an AA rating with external rating agencies.

The purpose of the Group’s capital management is to ensure an efficient use of capital in relation to 
risk appetite and business development. 

The Group’s capital management is therefore based on the regulatory requirements of the Capital Re-
quirements Directive (CRD) that took effect on January 1, 2008. The CRD consists of three pillars. Pillar 
I contains a set of rules for a mathematical calculation of the capital requirement. Pillar II describes 
the supervisory review process and contains requirements for the internal calculation of the capital 
requirement. Pillar III deals with market discipline and sets forth disclosure requirements for risk and 
capital management. The sum of the capital requirement calculated under Pillar I and any requirement 
identified under Pillar II represents the total capital required under the CRD.

The principles on which the capital base is calculated are generally unchanged. Section 8.7 contains a 
review of the components of the capital base.

8.1  Capital requirement under Pillar I

In September 2006, the Group filed a preliminary application to the Danish FSA to use the advanced 
internal ratings-based (IRB) approach to calculate the capital requirement for credit risk. It submitted 
the final application in May 2007, and the Danish FSA approved the application in November 2007. 
Beginning on January 1, 2008, the Group will use the IRB approach to calculate risk-weighted assets 
for credit risk. The application covered around 83% of the lending portfolio. The remaining 17% will 
be treated according to the standardised approach, either because the portfolio segment is subject to a 
permanent exemption or because it is covered by plans for later transition to the IRB approach. 

Section 8.6 describes the transition to the CRD and the approval of the Group’s advanced IRB ap-
proach in greater detail.

     DANSKE BANK     RISK MANAGEMENT 2007     CAPITAL MANAGEMENT
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The table below shows risk-weighted assets at end-2007 calculated according to the CRD and accord-
ing to the previous rules. The capital requirement under Pillar I is 8% of risk-weighted assets.

RISK-WEIGhTED ASSETS    2007 2007
(DKr m)    Previous rules  CRD

Credit risk:    

Real property retail exposures               39,655 

Qualifying revolving retail exposures                 5,046 

Other retail exposures               55,682 

Corporate customers            387,223 

Institutions                51,788 

Central governments and central banks     - 

Securitisation                 4,596 

Equity     - 

Other non-credit-obligation assets     18,994 

Credit risk, IRB approach             562,984 

Central governments and central banks                  1,336 

Regional governments and local authorities                     456 

Administrative bodies and non-commercial undertakings                      123 

Multilateral development banks     - 

International organisations     - 

Institutions                   6,113 

Corporate customers               131,341 

Retail customers               29,473 

Exposures secured by real estate property               40,792 

Past due items                  3,196 

Exposures in the form of covered bonds     - 

Items representing securitisation positions                  1,329 

Short-term exposures to institutions and corporations     - 

Exposures in the form of collective investment undertakings     - 

Other items                  4,241 

Credit risk, standardised approach             218,400 

Counterparty risk               26,769 

Credit risk, total         1,211,438           808,153 

    

Market risk:    

Exposures with position risk: instruments of debt.               47,982 

Exposures with position risk: equities and the like                  1,399 

Exposures with position risk: commodities                 4,058 

Exposures with delivery and similar risks                        19 

Exposures with an option premium                 19,190 

Total foreign exchange position     - 

Market risk, total           101,468             72,648 

Operational risk               73,682 

Risk-weighted assets, total        1,312,906          954,483 

Capital requirement, total 105,032 76,359

The implementation of the CRD will reduce the Group’s risk-weighted assets and thus its capital re-
quirement under Pillar I by 27%. The reduction of risk-weighted assets alone raises the solvency ratio 
by 3.5 percentage points.
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Items 

General, including strategic plans √ √ √ √ √ √ √
Earnings           √ √
Growth             √
Credit risk √           √
Market risk       √     √
Concentration risk √     √     √
Group risk           √ √
Liquidity risk             √
Operational risk     √       √
Control risk     √        
Business size           √  
Settlement risk √   √       √
Strategic risk           √  
Reputational risk           √  
Interest rate risk on assets outside the trading book       √      
External risks           √  
Other   √     √   √

The risk types that are not covered under Pillar I and therefore must be included in the calculation of 
the capital requirement under Pillar II are pension and business risks.

Pillar II also entails a number of stress tests intended to determine the additional capital needed to 
ensure that the capital requirement is always complied with, even during severely distressed econom-
ic conditions. In its calculation of the capital requirement under Pillar I, the Group uses a long-term 
(through-the-cycle since 1992) average for the probability of default (PD) and downturn parameters 
over the same period for the loss given default (LGD) and the conversion factor (CF). The calculation 
of risk-weighted assets under Pillar I is therefore relatively unaffected by changes during the business 
cycle. The stress tests thus result in only a small increase in the capital requirement. Section 8.2.3 
contains a more detailed description of the Group’s stress tests.
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8.2  ICAAP

In 2006, in preparation for the transition to the CRD, the Group established an Internal Capital Ad-
equacy Assessment Process (ICAAP). This is a collection, expansion and validation of many assess-
ments and considerations that had also been conducted earlier.

The Group’s ICAAP includes an assessment of the capital requirement under Pillar II and an internal 
evaluation of the total capital requirement.

The ICAAP identifies and measures the Group’s risks and ensures that it has sufficient capital in rela-
tion to its risk profile. It also ensures that adequate risk management systems are used and further 
developed.

At least once a year, an ICAAP report is submitted to the Board of Directors. The report contains the 
considerations that should be undertaken during the determination of the capital requirement and 
capital targets. The All Risk Committee receives quarterly updates of the ICAAP report.

8.2.1  Capital requirement under Pillar II

The first part of ICAAP consists of evaluating risks that are not covered by Pillar I and require extra 
capital as well as ensuring that there is a buffer adequate to withstand the cyclicality of the Pillar I 
capital requirement.

The regulatory framework for Pillar II contains 17 topics that must be assessed in the determination of 
the capital requirement. The table below shows the relation between these topics and the six risk types 
that the Group has identified. It also shows which topics are treated in stress tests.
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At the end of 2007, Pillar II factors indicated an addition of DKr4bn to the capital requirement calcu-
lated under Pillar I. Including this supplementary requirement, the total capital required under the 
CRD would be 23% lower than the requirement under the previous rules. There are statutory limits to 
the percentage by which the capital requirement may be reduced in the first two years after implemen-
tation, however. In 2008, the requirement may not be reduced by more than 10% of the requirement 
under the previous rules, and in 2009, by more than 20% of the requirement under the previous rules.

CAPITAL REQuIREMENTS 2007 2007
(DKr m)  Previous rules   CRD 

Capital requirement under Pillar I  76,359 

Capital requirement under Pillar II   4,400 

Total             80,759 

Transitional rules  13,770 

Total capital requirement 105,032  94,529 

8.2.2  Internal assessment of capital needed on the basis of economic capital

In addition to the assessment of the capital requirement made under Pillar II, the ICAAP also includes 
an assessment of the capital requirement based on the Group’s internal models for calculating eco-
nomic capital.

Economic capital is the capital, calculated with the Group’s own models, that is necessary to cover 
potential losses over the next year at a confidence level of 99.97%, which corresponds to an AA rating. 
The calculation of economic capital takes into account all types of risk, including concentration and 
migration risks, as well as diversification within the individual risk types. It does not take into account 
diversification among various risk types, however.

The calculation of economic capital is based on current values (point-in-time parameters) for PD, LGD 
and CF, and will therefore fluctuate with the business cycle. Stress tests are intended to identify the 
effects of these fluctuations.

The chart below shows a breakdown of economic capital and the capital requirement under the CRD 
into the various risk types. The capital requirements for pension and business risks have been added 
to the capital requirement under the CRD. The contribution from stress tests is not included in these 
figures, however. As the chart shows, credit risk represents the largest difference between the two 
calculations.
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The main reason that the economic capital for credit risk is lower than the capital requirement is that 
point-in-time values are used for PD, LGD and CF in the calculation of economic capital. The  
methods also differ, as the CRD calculation is an analytical formula derived from a one-factor model, 
while economic capital is calculated by means of a Monte Carlo model with several underlying  
factors, as shown in the chart below.

The economic capital thus calculated is then subjected to stress tests to ensure that the Group at all 
times has capital sufficient to maintain its AA rating. The stress tests include assessments of how the 
Group would be affected by possible unfavourable developments in a series of external conditions, 
including social and economic conditions, in the countries where the Group operates.

8.2.3  Stress testing

Stress tests are an important tool for analysing a bank’s risk profile. They are based on the same 
concepts as economic capital but operate on a longer time horizon and are based on sudden, severe 
macroeconomic events. The calculation of economic capital includes the quantification of concentra-
tion and migration risks as well as the effects of diversification within credit risks.

The objective of stress testing is to assess the effect of possible unfavourable events on the Group’s 
regulatory capital requirements, internal assessments of its capital needs and earnings. 

Since 2005, on a quarterly basis, the Group has conducted a number of stress tests showing the effects 
of a given economic scenario on capital over a period of three to five years.

8.2.3.1  Methodology

There are four phases in the Group’s stress testing methodology:

• Choice of scenario
• Translation of scenario
• Calculation
• Evaluation of results and methodology
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Choice of scenario
The scenarios are defined by the Group’s Board of Directors, and the scenarios and the macroeconomic 
input are updated regularly.

Each scenario covers a three-to-five-year period, and for each year, the Group estimates the effect on 
key macroeconomic indicators. The Group chose a period of three to five years to capture the entire 
negative phase of a business cycle. 

Translation of scenario
The next step is to translate the events into macroeconomic variables.

The scenarios affect both earnings and risk. The Group has developed translation models to determine 
the effect on the Group’s risk parameters in each year of each scenario.

The translation models estimate the relation between macroeconomic variables and the Group’s his-
torical observation of defaults, the value of collateral, losses and the like. On the basis of these results, 
they also show the relation between macroeconomic developments and customers’ drawings on credit 
facilities with the Group. For example, they calculate the effect on the probability of default (PD), 
deposit and lending growth, and the interest rate margin. The PD model is based partly on the Group’s 
industry-specific loss frequencies since 1992 and their correlation with GDP, unemployment and other 
measures.

Calculation
On the basis of the current portfolio, the stress tests calculate the consequences of the individual 
scenarios for net profit, risk-weighted assets, impairment charges and the Group’s capital, taking into 
account its dividend policy.

Earnings are projected on the basis of value drivers. For example, the estimates of interest income take 
into account the interest margin on deposits and loans and the volume of deposits and loans.

The calculations include the effect that the value of collateral will fall in most unfavourable scenarios. 
The stress effects are calculated for each year of the three-to-five-year horizon in the individual sce-
narios. This allows the Group to assess how its total earnings are affected over the period in question, 
as the largest effect usually does not occur in the first year.

For the credit risk component, the calculations cover the expected loss and economic capital. Risk-
weighted assets are calculated in accordance with the IRB approach of the CRD. 

Risk-weighted assets typically rise in an unfavourable scenario. The Group’s profit and thus its ability 
to accumulate capital are adversely affected.

Evaluation of results and methodology
In the individual scenarios, the effects are calculated for all relevant types of risk so that the overall ef-
fect can be evaluated. When the capital requirement has been evaluated and determined, it is included 
in an overall assessment that takes into account growth plans, strategy and other factors.

At least once a year, the Group assesses the scenarios and their relevance on the basis of an analysis 
of the risks that are most important for the Group in the current economic situation. The analysis is 
submitted to the All Risk Committee for approval of the scenarios as the basis for subsequent stress 
testing. The scenarios form part of the Group’s ICAAP report, which is submitted to the Board of Direc-
tors.
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STRESS TEST 
PHASES

Choice of 
scenario

Board of Directors/
Executive Board

Executive Board/
Board of Directors

Translation 
of scenario

Risk Management
& Group Finance

Stress test
calculation

  
Overall 
result of 
stress test

CONTENTS OF STRESS TEST PROCESSES/
INTERNAL RELATIONS

DECISION-MAKING
AUTHORITY

Choice of scenarios 
For example mild recession

Macroeconomic assumptions
Definition of macroeconomic variables in the individual scenarios, trend in
interest rates, etc.

Risk types
Credit risk, market risk, operational 
risk, liquidity risk, etc.; calculation 
of economic capital, expected loss 
and risk-weighted assets

Capital 
requirement
in stress situation 
based on internal 
risk model

Capital 
accumulation
during a stress
scenario

Earnings
Effect on earnings of change in activity 
level, interest rate margins, expected 
loss, etc.

Micro assumptions
Translations of macroeconomic assumptions into effects on variables such as 
PD and LDD

Decision on required capital
Decision on capital level is based on an overall assessment, including several 
factors, such as probability of the scenario, strategic measures, etc.

Capital 
requirement
in stress 
situation based 
on CRD model

SUMMARY OF THE GROUP’S STRESS TESTING PROCESS

8.2.3.2  Scenarios

Stress test calculations are based on one or more macroeconomic scenarios. The Group currently ap-
plies the nine scenarios described below:

Severe recession  Sharp drop in exports and rising taxes lead to a decline in demand. 
The scenario is estimated to occur once during a period of 25 years.

Deflation Structural problems in Europe lead to recession and deflation.

Falling real property prices Rising interest rates lead to falling property prices.

Mild recession No economic growth for two consecutive quarters. 
 The scenario is estimated to occur once during a period of seven years.

Sharp increase in price of oil  Increase in price of oil of 50% and in commodity prices of 25%, reducing purchasing 
power (for both consumers and businesses).

Depreciation of the US dollar US current account deficit triggers a global recession in which the dollar falls 25%.

Bird flu Bird flu becomes an epidemic and causes a significant decline in GDP.

Liquidity crisis in banking sector A liquidity crisis triggers credit losses and impairs capital procurement.

Liquidity crisis, Danske Bank Group  One of Danske Bank Group’s largest customers files for bankruptcy and the Group’s 
rating is downgraded.
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The individual scenarios are described as changes in the current portfolio and macroeconomic vari-
ables. For example, the mild recession scenario entails all the Group’s markets simultaneously being 
subject to zero GDP growth in two consecutive quarters and then returning to more normal macroeco-
nomic indicator levels. In the severe recession scenario the downturn is more pronounced, with 
economic contraction. The stress test results thus take the advantages of the Group’s geographical 
diversification only partially into account, as the tests assume that all the markets are affected at the 
same time and to the same degree by the shock in question.

For the various stress scenarios, the Group has prepared a number of contingency plans for its options 
of either raising new capital or reducing risk-weighted assets. Thus far, the Group has not included ei-
ther these plans or intra-risk diversification in the calculation of required capital. This allows a better 
interpretation of the effect of the macroeconomic scenarios.

Severe recession and mild recession are the Group’s primary scenarios. The table below shows se-
lected macroeconomic variables for the worst year in each of the two scenarios.

 
STRESS TESTS, MACROECONOMIC vARIABLES Severe recession Mild recession

Number of years 3 3

 GDP -2.1 % 1.4%

unemployment 9.9 % 6.4%

Property prices -14.2% 0.7% 

A mild recession can be characterised by two consecutive quarters with no economic growth that 
cause a short-term economic downturn, among other factors.

8.2.3.3 Results

The stress tests conducted show that the Group is robust against the economic developments in the 
selected stress scenarios.

The charts below show the trend in the Group’s profit and impairment charges in the two primary 
scenarios, severe recession and mild recession. As the charts show, even during a severe recession, the 
Group would not undergo a loss in any of the three years.
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The effect of the stress tests on the Group’s capital requirements forms part of the solvency require-
ment calculated under Pillar II of the CRD. The stress tests show that, in addition to its economic 
capital, the Group must have a buffer of DKr6bn to absorb macroeconomic changes, and in addition to 
the capital requirement under the CRD, a buffer of DKr0.5bn is necessary.

8.3 Capital targets

At the end of 2007, the Group’s solvency ratio stood at 9.3% and its core (tier 1) capital ratio stood at 
6.4%, and these levels were within the Group’s target ranges. The decline from the 2006 levels was 
owing to a share issue worth DKr14.5bn that the Group undertook in December 2006 as part of the fi-
nancing of the Sampo Bank acquisition. This caused the Group’s core capital to be extraordinarily high 
at the end of 2006. The purchase of Sampo Bank was completed in February 2007.

As a result of the acquisition of Sampo Bank, the Group adjusted its capital targets in November 
2006. The target range for the core (tier 1) capital ratio (excluding hybrid capital) was reduced from 
6.0%-6.5% to 5.5%-6.0%. The target for hybrid core capital, on the other hand, was raised 0.5 of a 
percentage point to 1.0%-1.5%. When the Group formally acquired Sampo Bank in February 2007, 
the goodwill from the purchase was deducted from the capital base and Sampo Bank’s risk-weighted 
assets were consolidated in the Group. This reduced the Group’s solvency and core capital ratios to 
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levels within its target ranges. The target ranges were not changed in 2007.
Beginning on January 1, 2008, risk-weighted assets will be calculated according to the CRD. This will 
cause a reduction in risk-weighted assets by 27%. They will be reduced further when the recently 
acquired units make the transition, as planned, to the advanced IRB approach. After addition of the 
capital requirement under Pillar II, the capital requirement was reduced by 23% from January 1, 2008.

There are statutory limits to the percentage by which the capital requirement may be reduced in the 
first two years after the implementation. In 2008, the requirement may not be reduced by more than 
10% of the requirement under the previous rules, and in 2009, by more than 20% of the requirement 
under the previous rules.

The total capital requirement is based on the Group’s assessment of the regulatory capital required 
under the CRD and its ambition to maintain its AA rating. The Group considers the following criteria 
in determining its actual capital targets:

• Expected capital requirements under the CRD 
• Ratings target
• Expected growth and earnings
• Stress test scenarios

The Group has decided to maintain existing capital target levels at present. Consequently, the imple-
mentation of the CRD does not reduce the level of capital in the Group but merely changes the capital 
ratios as it causes a reduction in risk-weighted assets.

CAPITAL TARGETS 2007 AND 2008 (%) Previous rules  CRD level

Core (tier 1) capital ratio (excluding hybrid core capital)  5.5-6.0  8

hybrid core capital ratio 1.0-1.5  2

Solvency ratio 9.0-10.0 13

Payout ratio  30-50 30-50

The capital targets are determined on the basis of the Group’s stable earnings, risk profile and geo-
graphical diversification. 

In 2008, the Group plans to pay out 40% of its net profit in dividends. It is the Group’s policy to buy 
back shares with any capital that is not necessary for its expected long-term growth.
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8.4  Ratings

The Danske Bank Group’s capacity to honour its payment obligations is assessed regularly by three 
international rating agencies:

• Standard & Poor’s
• Moody’s
• Fitch Ratings

The external ratings are important for the Group’s funding costs. Good ratings give the Group easier 
access to capital and liquidity from the capital markets. The Group maintained its ratings in 2007.

The Group’s ratings are determined by factors that the rating agencies believe are important in their 
regular analyses. They pay special attention to the Group’s risk profile, business diversification and 
the quality of the overall risk management. The Group’s strong market position, earnings capacity and 
operational efficiency are also significant. Finally, the Group’s capital base is an essential factor.

 Standard & Poor’s Moody’s Fitch

Danske Bank   

Short-term A-1+ P-1 F1+

Long-term AA- Aa1 AA-

Outlook Stable Stable Stable

Covered bonds AAA Aaa AAA

Realkredit Danmark

Bonds* AAA Aaa --

Outlook Stable Stable --

Danica Pension   

Long-term/Insurer financial strength AA- -- --

Outlook Stable -- --

*  The ratings of Standard & Poor’s and Moody’s apply to 95% of all bonds issued by Realkredit Danmark.

The table below shows the key conclusions from the latest rating reports.

8.5  Targets for risk-adjusted return

The Group is implementing a new performance measurement tool called ROAC (return on allocated 
capital), which measures the risk-adjusted return in relation to allocated capital. The Group has used 
risk-adjusted return as a performance tool since 1999. 

Rating agency

Standard & Poor’s 
 
 
 
 
 
 

Moody’s

 

Fitch

Positive

Advantageous strategic position in the 
Nordic and Baltic markets in the future

Significant retail banking operations in 
units outside Denmark

Conservative risk management and 
advanced risk management systems

Dominant position in Denmark and 
strong retail banking operations in the 
other markets

high-quality credit portfolio

high-quality assets

Improvement of geographical  
diversification

Negative

Low margins and therefore low earnings

Tight capitalisation 
 
 
 
 
 
Pressure on margins and therefore  
on earnings as well

high concentration

Tight capital targets, but with a strong 
credit portfolio
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As opposed to previous return measures, the ROAC model calculates the effects of both concentration 
and diversification of risk. A concentration on few customers, industries and countries will increase 
the requirement for economic capital and thus reduce the result. Diversification will have the opposite 
effect.

The Group’s capital is allocated to the various business areas (although goodwill and other intangible 
assets being allocated to “Other areas”). Thus at the Group level there will not be any capital that is 
not allocated. With ROAC, there will be a correlation between risk and the capital that is committed to 
cover risk. In order to show value creation at the individual business areas, the Group also calculates 
economic profit (EP), which is a measure of a unit’s risk-adjusted result less the cost of capital, calcu-
lated as 12% of the capital that is allocated to the unit.

In the transitional period until the CRD is fully implemented in 2010, the Group will also use the 
return on average equity (ROE) measure, which expresses the individual business area’s return on 
average shareholders’ equity allocated on the basis of risk-weighted assets calculated according to the 
previous rules.

The table below shows a comparison between the ROE and ROAC methods.

RISK-ADJuSTED RETuRN METhODS ROE ROAC

Equity/capital calculation Regulatory Internal

Time horizon Point-in-time 3-5 years

Confidence level - 99.97%

Concentration risk No Yes

Migration risk No Yes

Operational risk No Standardised

Market risk Advanced Advanced

Credit risk Standardised IRB A

Pension risk No Yes

Period used until 2010 From 2008

The following table shows ROE and ROAC for the Group and the largest business areas in 2007.

RISK ADJuSTED RETuRNS (%) ROE ROAC

Banking Activities Denmark (incl. Realkredit Danmark) 31 36

Non-Danish Banking Activities 17 15

Danske Markets 44 29

Danske Capital 146 123

Danica Pension 23 23

Other areas 29 -5

Group 20 18

 
8.6 The Group’s transition to the CRD

In 2007, the Group was still subject to the previous capital adequacy rules. It has received approval to 
use the IRB approach for credit risk beginning on January 1, 2008.

The Group’s application to use the IRB approach was approved by the Danish FSA on November 26, 
2007.

The Danish FSA approved the Group’s use of the advanced method of calculating the capital require-
ment for credit risk: the advanced IRB approach. This means that, beginning on January 1, 2008, the 
Group can use its own risk parameters (PD, LGD and CF) to determine credit risk in its capital require-
ment calculations.
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Permanent exemptions
For certain lending portfolios, the Group has been granted permanent exemption from the IRB ap-
proach and uses the standardised approach instead. This is the case for the following exposures, 
among others:
 
• Central governments
• Local governments
• Equities

In the vast majority of cases, the standardised approach will result in zero weighting of exposures to 
central and local governments.

Rollout plans
Plans are in place for transition within two or three years to the IRB approach for the Sampo Bank and 
Northern Bank subsidiaries and the retail portfolio in the Republic of Ireland.

For the time being, the subsidiaries in Estonia, Latvia and Lithuania will apply the standardised ap-
proach. In 2008, the Group will prepare plans for these units’ transition to the IRB approach.

A separate application process is required for each portfolio before it can be converted to the IRB  
approach.

Credit risk
The table below shows the Group’s choice of approaches for calculating credit risk broken down by 
the asset classes designated in the IRB approach.

The Group uses the market value method as part of the standardised approach in the CRD for calcu-
lating the capital requirement for counterparty risk. This method is generally the same as the current 
method. Within one or two years, the Group expects to apply to the Danish FSA for permission to use 
the internal model method for counterparty risk (the EPE models).

Market risk
The Group uses an internal Value at Risk model to calculate risk-weighted assets for general market 
risk throughout the Group. In April 2007, the Danish FSA approved a simulation-based VaR model 
that replaced the previously used parametric VaR model.

For the calculation of specific risks, the Group has chosen to use the standardised approach.

Operational risk
The Group uses the standardised approach (the intermediate method) for operational risk. It expects to 
apply to the Danish FSA for permission to use the advanced measurement approach (AMA) within a 
few years.

    Danske Bank   
 Danske Bank Danske Bank A/S Realkredit International SA,  
Asset class Group (parent company) Danmark A/S Luxembourg Other subsidiaries

Governments Standardised

Institutions Advanced Advanced Advanced Advanced Standardised
 IRB IRB IRB IRB 

Corporate Advanced Advanced Advanced Advanced Standardised
 IRB IRB IRB IRB 

Retail IRB IRB IRB IRB Standardised

Securitisation Ratings-based Ratings-based n/a n/a Standardised
 method and Kirb method and Kirb   

Equities Standardised

Other assets Advanced Advanced Advanced Advanced Standardised
 IRB IRB IRB IRB 
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8.7  Capital base

The table below shows the Group’s capital base at the end of 2007 calculated according to the previous 
rules and the CRD rules.

CAPITAL BASE, DANSKE BANK GROuP  

(DKr m) 2007 2007 (CRD)

Core (tier 1) capital  

Share capital 6,988 6,988

Profit brought forward 99,388 99,388

Minority interests 3,149 3,149

Proposed dividends -5,940 -5,940

Intangible assets of banking operations -29,411 -29,411

Deferred tax assets -499 -499

Deferred tax assets on intangible assets 1,464 1,464

Revaluation of real property -1,602 -1,602

Core (tier 1) capital (ex. hybrid core capital) 73,537 73,537

hybrid core capital 12,977 12,977

Difference between expected losses and impairment charges - -906

Statutory deduction for insurance subsidiaries 2,230 2,230

Statutory deduction for holdings > 10% 18 18

Core (tier 1) capital 84,266 83,360

Subordinated debt, excluding hybrid core capital 34,714 34,714

hybrid core capital 3,477 3,477

Revaluation of real property 1,602 1,602

Difference between expected losses and impairment charges - -906

Statutory deduction for insurance subsidiaries 2,230 2,230

Statutory deduction for holdings > 10% 18 18

Capital base 121,811 119,999

Calculated according to the previous rules, the Group’s core (tier 1) capital excluding hybrid core 
capital amounted to DKr73.5bn at the end of 2007. Of this amount, paid-in capital and profit brought 
forward represented DKr104bn. The Group’s core capital includes special reserve funds in two com-
panies consolidated on a pro rata basis – LR Realkredit A/S and Danmarks Skibskredit A/S – totalling 
DKr3bn. These reserve funds cannot be distributed but can be used to cover any losses at the compa-
nies after the other reserves.

The Group has raised DKr16bn in hybrid core capital, which is subordinated debt that, according to 
sections 129 and 132 of the Danish Financial Business Act, can be included in core capital although 
only up to a maximum of 15% of core capital before deductions. Hybrid core capital may be repaid 
only upon the Group’s initiative and with the Danish FSA’s permission 10 years after it has been paid 
in, at the earliest. The Group’s other subordinated debt, which according to sections 135 and 136 of 
the Danish Financial Business Act can be included in the capital base, amounted to DKr38bn. Of this 
amount, DKr3bn is hybrid core capital that cannot be included in core (tier 1) capital. Note 32 in An-
nual Report 2007 contains a more detailed specification of the Group’s subordinated debt.

In accordance with statutory provisions, the Group’s core capital is reduced by the value of intangible 
assets and deferred tax assets. Please see the notes 23 and 30 of Annual Report 2007.
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The Group’s life insurance company, Danica, is treated separately in the Group’s capital adequacy 
calculations. The capital requirement for Danica, reduced by the difference between Danica’s capi-
tal base and the carrying amount of the holding, is deducted from the Group’s capital base. Danica’s 
capital base contains supplementary capital of DKr28m. In 2007, half of the deduction was made in 
core capital and half was made in supplementary capital. In 2006, the entire deduction was made in 
supplementary capital. The difference between Danica’s capital base and its capital requirement was 
included in the calculation of risk-weighted assets at a 100% weighting.

Upon the Group’s transition to the CRD rules on January 1, 2008, the capital base was adjusted further 
for the difference between accounting impairment charges and the expected loss determined in the 
capital adequacy calculation.
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9. CONSOLidaTiON
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Sections 1 to 7 were prepared in accordance with internal risk management principles and on the 
basis of the information included in Annual Report 2007. 

Risk data are based on the definition of the Group used in the Annual Report. This definition complies 
with the IFRSs. According to the IFRSs, Danske Bank A/S’s subsidiaries are the companies in which it 
has direct or indirect control over financial and operating policy decisions.  

Group solvency, on the other hand, encompasses the Danske Bank Group as defined in accordance 
with the Danish Financial Business Act, that is, Danske Bank A/S and its subsidiary undertakings 
(other than insurance companies) in which the Group:

• holds a majority of the voting rights
•  is a participant and is entitled to appoint or remove a majority of the members of the board of di-

rectors, executive board or similar governing body
•  is entitled to exercise a controlling influence under the undertaking’s articles of association or 

agreements with the undertaking
• commands a majority of the voting rights under agreements with other participants
• holds equity investments and exercises a controlling influence

The term “participant” refers to shareholders or owners of other shares of the equity of an undertaking. 

In accordance with accounting principles, a parent company does not need to have equity holdings or 
possess formal voting rights in a company for the latter to be a subsidiary.

The table on the next page shows the differences between the two consolidation principles.
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  Solvency calculations Consolidation 
  of accounts
      Ass.
 Consolidation Risk-  under-
 Full Pro rata Deduction weighted Full takings

Danske Bank A/S, Copenhagen       

       
Credit institutions       

Realkredit Danmark A/S, Copenhagen  √    √ 

Sampo Bank plc, helsinki  √    √ 

Sampo housing Loan Bank plc, helsinki  √    √ 

Northern Bank Limited, Belfast  √    √ 

Danske Bank International S.A., Luxembourg  √    √ 

AB Sampo Pank, Tallinn  √    √ 

AS Sampo Bankas, vilnius  √    √ 

AS Sampo Banka, Riga  √    √ 

Danmarks Skibskredit A/S   √    √

LR Realkredit A/S   √    √

       

Insurance operations       

Forsikringsselskabet Danica, Skadeforsikringsaktie  -

selskab af 1999, Copenhagen    √  √ 

Danica Pension, Livsforsikringsaktieselskab,

Copenhagen    √  √ 

Danica Pension I, Livsforsikrings aktieselskab,

Copenhagen    √  √ 

Danica III, Livforsikringsaktieselskab, Copenhagen    √  √ 

Danica Pension Försäkringsaktiebolag, Stockholm    √  √ 

Danica Pensjonsforsikring AS, Trondheim    √  √ 

Danica Life Ltd., Dublin    √  √ 

       
Investment and real property operations, etc.       

Danske Capital Norge AS, Trondheim  √    √ 

Danske Capital Sverige AB, Linköping  √    √ 

Danske Corporation, Delaware  √    √ 

Danske Fund plc, Dublin  √    √ 

Danske Markets Inc., Delaware  √    √ 

Danske Private Equity A/S, Copenhagen  √    √ 

National Irish Asset Finance Ltd., Dublin  √    √ 

Nordania Finans A/S, Birkerød  √    √ 

Fokus Krogsveen Nylander AS, Trondheim  √    √ 

home a/s, Åbyhøj  √    √ 

Danica ButiksCenter A/S, Copenhagen  √    √ 

Danica Ejendomsselskab ApS, Copenhagen  √    √ 

Ejendomsaktieselskabet virum-vang, 

Copenhagen  √    √ 

KhB vI A/S, Copenhagen  √    √ 

Medicon valley Capital I K/S, Copenhagen  √    √ 

Medicon valley Capital II K/S, Copenhagen  √    √ 

       
Other operations       

Polonius Inc., London     √ √ 

Polonius Ltd., London     √ √ 
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In its solvency calculations, the Group consolidates Danmarks Skibskredit A/S and LR Realkredit A/S 
on a pro rata basis, while, for accounting purposes and in risk reporting, it treats the two companies as 
associated undertakings, that is, in accordance with the equity method. Danske Bank Group has hold-
ings of 24% and 31%, respectively, in the two companies.

Danmarks Skibskredit A/S offers shipowners and other shipping companies loans secured by mort-
gages on the vessels. As of mid-2007, the company had total assets of DKr64.5bn and risk-weighted 
assets worth DKr54.5bn. LR Realkredit A/S provides mortgage loans primarily for subsidised housing 
and other subsidised properties. At the end of 2006, the company had total assets of DKr9.8bn and 
risk-weighted assets worth DKr6.4bn.

The Group does not consolidate its insurance companies in its solvency calculations. The capital base 
is reduced by Danica’s capital requirements less the difference between the capital base and the carry-
ing amount of the holdings. Danica is consolidated in the accounts of Danske Bank Group and its risk 
management is described in separate sections of the risk statements. In accordance with the Danish 
executive order on the contribution principle, Danica Pension has notified the Danish FSA of its profit 
policy. According to the contribution principle and the profit policy, policyholders both receive the re-
turn on allocated assets and take on the associated risk. Assets are allocated to policyholders to ensure 
customers’ guaranteed benefits. The various types of risk that Danica has taken on as an integral part of 
its activities and that affect assets and liabilities allocated to policyholders are presented in section 7.3 
Insurance risk.

Restrictions on dividend payments from subsidiaries
All credit institutions and insurance operations under supervision by national FSAs are subject to lo-
cal statutory provisions on the required capital base. These provisions restrict dividend payout.

Forsikringsselskabet Danica Skadeforsikringsaktieselskab af 1999 is the parent company of Danica 
Pension. Danica Pension is a life insurance company and the parent company of a life insurance 
group. Danica Pension has an obligation to allocate part of the excess equity to certain policyholders 
of Statsanstalten for Livsforsikring (now part of Danica Pension) if the percentage by which the equity 
exceeds the statutory solvency requirement is higher than the percentage maintained by Statsanstalten 
for Livsforsikring prior to the privatisation of this company in 1990. In addition, it is the intention not 
to distribute dividends for a period of at least 25 years from 1990. Paid-up capital and interest thereon 
may, however, be distributed.
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ABCP programme
Asset Backed Commercial Paper programme.

All Risk Committee
The All Risk Committee is in charge of implementing the Group’s 

•	 risk appetite process
• overall structure of and development policy for the balance sheet
• targets for capital structure and solvency
• rating strategy
• overall funding structure
• general principles for measuring, managing and reporting on the Group’s risks
• risk policies for relevant business areas
•  overall risk exposure guidelines – for example for identifying and managing risk concentrations  

– and follow-up measures
• overall investment strategy
• capital deployment

The All Risk Committee consists of members of the Executive Board and the heads of Danske Markets 
and Risk Management.

Banking book versus trading book
Credit exposure is divided into credit exposure in the banking book and in the trading book. The bank-
ing book covers items with credit risk that form part of the core banking operations. The trading book 
covers items with credit risk that form part of the Group’s trading-related activities.

In capital requirement calculation, a distinction is made between items in the trading book and items 
outside the trading book.

Business risk
Business risk is the risk of losses caused by changes in external circumstances or events that harm the 
Group’s reputation or earnings. Business risk includes the risk of a decline in earnings due to strategic 
decisions (strategic risk). 

Capital adequacy rules
The term “capital adequacy rules” refers to the Danish capital adequacy rules stipulated in the Danish 
executive order on capital adequacy before the amendment of December 22, 2006.

Commodity risk
Commodity risk is the risk of losses because of changes in commodity prices.
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Counterparty risk 
Counterparty risk is the risk of loss resulting from a customer’s default on derivatives contracts with 
the Group.

Country risk
Country risk is the risk of losses arising from economic difficulties or political unrest in a country, 
including the risk of losses following nationalisation, expropriation and debt restructuring.

CRD rules
The European Union’s Capital Requirements Directives (2006/48/EC and 2006/49/EC), incorporated 
in the Danish executive order on capital adequacy of December 22, 2006, which took effect on January 
1, 2007. The rules stipulate that the advanced approach for calculating credit risk and operational risk 
may first be used on January 1, 2008, and requires approval of the supervisory authority.

Credit risk
Credit risk is the risk of losses because counterparties fail to meet all or part of their payment obliga-
tions towards Danske Bank Group. Credit risk also includes country, dilution and settlement risk. 
Credit risk on assets in the trading book is called counterparty risk and is treated separately.

Credit spread risk
Credit spread risk is the risk of losses because of changes in credit spreads.

Danske Banking Concept
Danske Banking Concept is the Group’s business model. It is based on the principle of a uniform cus-
tomer segmentation and service strategy in the individual business areas.

The Concept also includes a uniform organisation and uniform processes in the business areas. To a 
great extent, the processes are based on the shared IT platform implemented over the past few years. 

The Concept serves to optimise the control measures carried out at Group level by Group Credits and 
Group Finance, among others.

Defined benefit plans
In defined benefit plans, the pension agreement contains a provision stipulating the pension benefit 
the employee will be entitled to receive on retirement. The benefit is typically stated as a percentage 
of the employee’s salary immediately before retirement, but it can also be a percentage of the average 
salary during the entire period of employment. The pension benefit will typically be payable for the 
rest of the employee’s life, which increases the employer’s uncertainty about the amount of the future 
obligations.

Defined contribution plans
In defined contribution plans, there is no guarantee that the employee will obtain a certain amount of 
pension benefits. The pension benefits depend on the size of the agreed contributions and develop-
ments in the return on invested pension funds and associated expenses.

Dilution risk
Dilution risk is the risk that the debtor – of purchased receivables – may obtain a reduction of the debt 
through set-off, objections based on underlying legal issues or other factors.

Economic capital
Economic capital is the capital, calculated with the Group’s own models, that is necessary to cover 
potential losses over the next year at a confidence level of 99.97%, which corresponds to an AA rating. 
The calculation of economic capital takes into account all types of risk, including concentration and 
migration risks, as well as diversification within the individual risk types. It does not take into account 
diversification among various risk types, however.

The calculation of economic capital is based on point-in-time parameters for PD, LGD and CF, and it 
will therefore fluctuate with the business cycle. Stress tests are intended to identify the effects of these 
fluctuations.
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Equity market risk
Equity market risk is the risk of losses because of changes in equity prices.

Exchange rate risk
Exchange rate risk is the risk of losses on the Group’s foreign currency positions because of changes in 
exchange rates.

Executive Board’s Credit Committee
Credit applications that exceed the lending authorities of the business areas must be submitted to 
the Credit Committee for approval. The local credit departments of the business areas review these 
applications before the heads of the local credit departments submit them to the Credit Committee for 
approval. 

The Credit Committee consists of members of the Executive Board and the management team of Group 
Credits. The Committee is also in charge of preparing operational credit policies and approving or re-
jecting credit applications involving issues of principle. The Board of Directors determines the lending 
authorities. In addition, the Credit Committee participates in decisions regarding the valuation of the 
Group’s loan portfolio in connection with the recognition of impairment losses. 

Executive Committee
The Executive Committee constitutes the day-to-day executive management. It is headed by the Chair-
man of the Executive Board. The Executive Committee is a coordinating forum whose principal objec-
tive is to take an overall view of activities across the Group with particular attention to the interaction 
between support functions and product suppliers on the one hand, and individual divisions and 
country organisations on the other.

The Executive Committee does not take part in the credit approval process.

Floor risk
Floor risk is the risk of lack of earnings on deposits because market interest rates approach zero.

General risk 
General risk is the Group’s risk of losses on its positions because of general changes in market prices, 
including interest rates, exchange rates, share prices and commodity prices. It applies to all positions 
in the trading book. Exchange rate risk and commodity risk also apply to positions outside the trading 
book. 

Group Credits
The Group’s credit organisation is led by the head of the central credit department, Group Credits.

Group Credits has overall responsibility for the credit process in all of the Group’s business areas. This 
includes the responsibility for developing rating and score models and for applying them in day-to-
day credit processing in the local units.

Group Finance
Group Finance oversees the Group’s financial reporting and strategic business analysis, including the 
performance and analytic tools used by the business units. 

The department is also in charge of the Group’s investor relations, corporate governance, capital 
structure, M&A and relations with rating agencies.  Risk Management is part of Group Finance. As the 
Group’s risk monitoring unit, Risk Management has overall responsibility for the Group’s implementa-
tion of the CRD rules, risk models and risk analysis.

ICAAP
In 2006, in preparation for the transition to CRD, the Group established an Internal Capital Adequacy 
Assessment Process (ICAAP). This is a collection, expansion and validation of many assessments and 
considerations that had also been conducted earlier.
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The Group’s ICAAP includes an evaluation of the capital requirement under Pillar II and an internal 
evaluation of the total capital requirement.

The ICAAP identifies and measures the Group’s risks and ensures that it has sufficient capital in rela-
tion to its risk profile. It also ensures that adequate risk management systems are used and further 
developed.

At least once a year, an ICAAP report is submitted to the Board of Directors. The report contains the 
considerations that should be undertaken during the determination of the capital requirement and 
capital targets. The All Risk Committee receives quarterly updates of the ICAAP report.

Impaired claims
Impaired claims cover amounts due from customers subject to individual impairment. Of these, cus-
tomers not in default are classified in the Group’s risk category 9, and customers in default are classi-
fied in category 10.

Insurance risk
Life insurance risk is the risk that the year’s returns on customers’ funds are inadequate to cover the 
customers’ guaranteed benefits, any necessary increase in life insurance provisions, and other obliga-
tions. Insurance risk also includes the market risk on the assets in which Danica Pension’s equity is 
invested. 

Interest rate risk
Interest rate risk is the risk of losses because of changes in market interest rates.

Investment-grade ratings
Investment-grade ratings correspond to categories 1 to 4 on the Group’s internal rating scale.

Liquidity risk
Liquidity risk is defined as the risk of losses because

• the Group’s funding costs increase disproportionately
• lack of funding prevents the Group from establishing new business
• lack of funding will ultimately prevent the Group from meeting its obligations

Market risk
Market risk is the risk of losses because the fair value of the Group’s assets and liabilities varies with 
changes in market conditions.

Operational risk
Operational risk is the risk of losses owing to

• deficient or erroneous internal procedures and processes
• human or system errors 
• external events, including legal events
 
Operational Risk Committee
This Committee assists the Executive Board in its functions and processes related to operational risk 
management. The Committee’s responsibilities include the following: 

•  implementing a group-wide programme that addresses and manages the Group’s current and  
potential operational risk

• processing reports from operational risk management functions
• handling “critical risks”
•  preparing management information on issues such as IT security, physical security, business  

continuity and compliance
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Past due amounts
Past due amounts cover loans and advances from the first day’s unautohorised excess on the individu-
al facility for customers who are not subject to individual impairment.

Previous solvency rules
This term refers to the solvency rules stipulated in the Danish executive order on capital adequacy 
before it was amended on December 22, 2006. 

Risk policy
To ensure that the Group’s business areas comply with the approved risk limits, the Board of Directors 
has adopted an overall risk policy regulating all risk-taking by the Group.

On the basis of the overall risk policies, operational risk policies are prepared for the main business 
areas and submitted to the Group’s All Risk Committee for approval.

Settlement risk 
Settlement risk is the risk arising when payments are settled, for example for trades in financial instru-
ments, including derivatives. The risk arises when the Group remits payments before it can ascertain 
that the counterparties’ payments have been received.

SIV
Structured Investment Vehicle

Specific risk 
Specific risk is the risk of losses on the Group’s assets in the trading book (excluding derivatives) as a 
result of circumstances related to the specific issuer.

Sub-investment-grade ratings
Sub-investment-grade ratings correspond to categories 5 and 6 of the Group’s internal rating scale, 
provided that the credit risk is acceptable.

Trading book
See the description under “Banking book versus trading book”.
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