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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.
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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.



82 CAPITAL MANAGEMENT     DANSKE BANK     RISK MANAGEMENT 2007
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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.



87     DANSKE BANK     RISK MANAGEMENT 2007     CAPITAL MANAGEMENT

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	U ntil 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.
 



10.	 DEFINITIONS
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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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