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In the past year, the housing crisis in the 

USA spread into a global financial crisis, 

which has had a strong impact on the 

financial system. A number of financial 

institutions have gone bankrupt or have 

received massive help from governments 

and central banks, just as national and in-

ternational acquisitions and mergers have 

been following in the wake of the financial 

crisis. Subsequently, financial institutions 

have been extremely reluctant to lend 

money to each other, which led to massive 

problems for those financial institutions 

that were about to renew their debt-

financed capital.

BRFkredit and the Danish mortgage credit 

system did not face these challenges, since 

there is a general balance between lending 

on the one hand and funding on the other. 

To BRFbank, the liquidity crisis has meant 

that it was necessary to take the expiry 

of the guarantee scheme (cf. below) into 

consideration in connection with liquidity 

planning. It proved to be difficult to obtain 

interbank market funding with a maturity 

beyond the guarantee period, and so it has 

been necessary to find alternatives to the 

familiar procedure of procuring long-term 

liquidity, cf. the section on liquidity risk to 

BRFbank.

The tight liquidity situation in the financial 

institutions, including real trimmings of 

the balance sheets, led to a credit crisis, 

which has affected some of the corporate 

customers of the BRFkredit Group; they 

have to an increasing extent been met 

with challenges in obtaining operating 

cash funds and in refinancing loans. A 

more widespread slow-down in the eco-

nomy may develop into having a negative 

impact on the private customers of the 

BRFkredit Group as well. It can be ex-

pected that this may cause the BRFkredit 

Group to experience larger consequential 

losses than has been the case during the 

economic boom of the past many years. 

On 10 October 2008, the Danish Par-

liament (the Folketing) passed an Act on 

Financial Stability which means that the 

Danish government will guarantee the 

claims of unsecured creditors on financial 

institutions. Like the majority of Danish fi-

nancial institutions, BRFkredit has applied 

to be comprised by the guarantee scheme, 

which will be administered by The Danish 

Contingency Committee for winding up 

and transfer of banks and savings banks. 

The guarantee scheme will expire at the 

end of September 2010, after which time 

it will be gradually phased out over a 

three-year period, and until then BRFbank 

will be subjected to a number of terms 

and conditions in terms of its business 

conduct. These terms and conditions 

will comprise annual restrictions on the 

growth in lending, risk-weighted items and 

large commitments as well as limits to the 

extent of interest rate risk and share price 

risk. The Act was amended on 3 February 

2009, whereupon an application may be 

filed for the government guarantee to also 

comprise BRFkredit’s issuance of supple-

mentary collateral (junior covered bonds). 

At the same time, the Folketing passed 

an Act of Government Capital Injections 

in Credit Institutions, which allows credit 

institutions to apply for a capital injection 

from the government of Denmark in the 

form of hybrid core capital. 

The December 2008 refinancing of ARM 

loans was anticipated with great interest, 

since investors’ interest is bonds issued by 

the Danish mortgage credit sector in Q3 

and early Q4 in particular was under a 

negative influence by the financial unrest. 

The widening of the spread between 

government bonds and mortgage bonds 

had thus meant that i.a. Danish pension 

funds and assurance companies had – 

for statutory reasons – been forced to 

or risked being forced to sell out of their 

mortgage bond portfolios. However, the 

government aid package to the pensions 

sector prevented such a sell-out. The 

interest in mortgage bonds was renewed, 

and mortgage credit rates soon fell back 

to a more natural level to the benefit of 

the customers. 

On 2 December 2008, the BRFkredit 

Group was granted permission by the 

Danish Financial Supervisory Authority to 

calculated credit risk on the basis of in-

ternally developed models. The BRFkredit 

Group has been using models to calculate 

and control risk since the mid-1990s, but 

also in future such models can be used in 

the calculation of part of the capital re-

quirement. This means that there will be a 

clearer connection between the actual risk 

and the capital burden than was the case 

under the previous rules. Still, the biggest 

gain is in the fact that the work involved 

in developing the models helped strengt-

hen the risk management of the BRFkredit 

Group just as it helped make the internal 

credit processes more effective.

Carsten Tirsbæk Madsen 

Executive Vice President

Sven A. Blomberg 

Chief Executive Officer

Introduction



Group Diagram

The calculation of the capital requirement 

for the BRFkredit Group takes place in 

compliance with the Danish Financial 

Business Act as well as the Executive 

Order on Capital Adequacy. The calcula-

tion comprises the BRFkredit Group, i.e. 

the parent company BRFkredit a/s and the 

wholly-owned subsidiary companies as 

well as an associated company, which is 

included in a pro rata consolidation.

The accounting treatment of the BRFkre-

dit Group comprises the parent company 

BRFkredit a/s and the wholly-owned sub-

sidiary companies. The capital stake in the 

associated company is included with the 

pro rata share of the accounting equity 

value of the company.

Unlike the accounting treatment of the 

BRFkredit Group, the solvency-related 

treatment of the BRFkredit Group inclu-

des unexploited loan offers, guarantees 

or the like.

In the following, the term Group will refer 

to the BRFkredit Group. 
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Risk Management

Risk management is a central element 

in the daily operations of the Group just 

as it plays an active part in ensuring that 

the Supervisory Board and the Executive 

Board have the correct basis for their 

business conduct in the short as well as 

the long term. 

Improvements in Group risk manage-

ment procedures are made continuously, 

most recently in the development of 

credit risk models to calculate credit risk 

in BRFkredit. This is a natural element in 

the Group’s ongoing ambition to develop 

tools and procedures in order to optimize 

the quantification of the various types of 

risk that the Group is exposed to, cf. the 

section on risk exposure. 

ORGANIzATION OF RISk
The Supervisory Board has the overall 

responsibility to determine the Group’s 

degree of acceptance of risk, i.e. the type 

and size of risk that the Group wishes to 

be exposed to. Via a series of policies, 

e.g. credit policy and securities portfolio 

policy, the Supervisory Board expresses 

the desired degree of acceptance of risk, 

i.a. by relating to the size of the risk per-

mitted under Danish legislation. Together 

with the Executive Board, the Supervisory 

Board will approve all significant aspects 

of the rating and estimation processes 

used in the determination of the capi-

tal requirement of the Group. In 

addition, the Supervisory Board 

and the Executive Board share 

responsibility in terms of making 

sure that the Group has an organizational 

structure that ensures a clear division of 

responsibility and separation of functions 

between development units, operating 

units and control units in the daily moni-

toring and control of Group risk. 

Compliance with the policies has been 

delegated to the Executive Board, who is 

responsible for the daily management of 

the Group. The Executive Board holds the 

responsibility to ensure that the policies, 

instructions etc. for the capital and risk 

management procedures of the Group 

determined by the Supervisory Board 

are operationalized and observed. The 

ongoing monitoring and control of risk in 

the Group will be handled by committees 

and sub-committees. 

The Executive Board has set up the All 

Risk Committee to monitor and control 

Group risk and capital requirements on an 

ongoing basis. Under the auspices of the 

Executive Board, the All Risk Committee 

discusses policies, instructions, Group risk 

and capital requirements prior to these 

issues being discussed by the Supervisory 

Board. Furthermore it is the task of the All 

Risk Committee to approve general prin-

ciples and processes for the measuring, 

control and reporting of risk and capital 

requirements as well as to monitor and 

control that the rating system functions 

as intended, including the approval of 

major changes to the system.  

 

The Executive Board has set up the 

Credit Committee as a decision-making 

forum operating within the authority 

area delegated to the Committee by the 

Supervisory Board. The Credit Committee 

is led by the Executive Board and aims to 

ensure that the credit policies agreed by 

the Supervisory Board are observed. The 

Credit Committee will monitor the credit 

risk incurred by BRFkredit on an ongo-

ing basis, and the Committee will make 

recommendations to the Executive Board 

and the Supervisory Board of possible 

amendments to guidelines, policies and 

instructions to handle credit risk. Com-

mitments recommended for approval by 

the Supervisory Board must be discussed 

in the Credit Committee first. In addition, 

the Credit Committee deals with impair-

ment losses, quality and control reports, 

portfolio reports etc.

The BIS Coordination Committee has the 

task of ensuring the continuous prudent 

application and coordination of the rating 

system. The Committee functions as a 

forum where various aspects of the rating 

system will be discussed before they may 

be referred to the All Risk Committee for 

discussion. 
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Securities 

portfolio report

Quarterly Quarterly 1) Summary of return and risk on the se-

curities portfolio and the exploitation of 

the fixed limits of the securities portfolio 

policy or legislation

Credit risk report Quarterly Quarterly Summary of quality and risk on loan 

portfolio, including the development in 

arrears, write-downs and losses. The 

report analyses various segments or the 

loan portfolio, e.g. in regard to property 

category, LTV and loan type, just as 

commitments exceeding 10 pc of the 

capital base are listed.

Solvency  

requirement report

Annually Quarterly Survey of the calculation of the required 

capital base and the solvency require-

ment. The report focuses on the demand 

for capital based on the selected risk 

profile, including the use of stress tests.

Method  

document

Annually Annually Identification of all risk of importance 

to the required capital base as well as 

a description of the methods used to 

quantify these risks. Also contains an 

in-depth description of the prerequisites 

of the chosen stress tests. 

Situation report Annually Semi-annually Information about the latest develop-

ment in the rating system, including 

validation, its commercial use and signifi-

cant changes to the credit risk models. 

Reporting to Supervisory Board and All Risk CommitteeREPORTING
In the past years, BRFkredit has been 

expanding and improving risk reporting 

procedures. Risk reporting takes place 

at regular intervals aimed at ensuring 

that management, including the Com-

mittees, has the required information at 

hand about the development in risk etc. 

to assess whether changes are required in 

terms of acceptance of risk etc.

Risk Exposure

The main activity of the Group is to 

provide lending against mortgages on real 

property; the lending is funded through 

the matching issuance of bonds with a 

high degree of investor security. The 

lending focus is aimed at segments, which 

have historically been connected with a 

relatively low degree of risk, i.e. private 

owner-occupied homes, private rental 

housing properties, cooperative rental 

housing properties, subsidised housing 

properties as well as office and business 

properties. Due to statutory require-

ments, a large proportion of BRFkredit’s 

securities portfolio is invested in parti-

cularly secure assets, primarily Danish 

government and mortgage credit bonds. 

The securities portfolio is managed ac-

tively with a view to obtaining a positive 

additional return over a fixed benchmark, 

which is done i.a. by means of financial 

instruments and hedging.

The activities of the Group mean that 

credit risk accounts for by far the biggest 

part of the aggregate risk. Market risk 

and operational risk are the two other 

most significant types of risk. Liquidity 

risk in BRFkredit is limited due to the close 

connection between lending and funding, 

which is not the case for BRFbank. The 

four main types of risk will be analysed 

in the following. The Group is faced with 

other types of risk as well, but only to 

a limited extent, i.e. reputation risk and 

external risk, which are included in the 

calculation of the required capital base.

1) The securities portfolio report is made to the Executive Board on a monthly basis.



Credit Exposure

The term credit risk means the risk of loss 

as a result of the failure of a counterpart 

to honour payment obligations towards 

the Group. In BRFkredit, credit risk is cal-

culated on the basis of internal models, cf. 

the section on credit risk models, whereas 

credit risk in BRFbank is calculated on the 

basis of the standard method. 

CREDIT PROCESSES
In connection with the granting of credit, 

the Group has a number of guidelines 

aimed at ensuring that credit is granted 

on the basis of a sound risk assessment 

in the individual case. Furthermore the 

credit processes have generally been 

prepared with a view to ensuring that loss 

is minimized and that risk is spread in a 

proper manner on the commitments of 

the Group.

The assessment of a credit application 

from a customer is carried out on the 

basis of the financial strength of the ap-

plicant and the value of the property. The 

necessity of analyses – and the amount 

of detail involved – will vary from case to 

case, depending on the financial situation 

of the applicant and the characteristics 

of the property in question. The basic 

principle is that the higher the potential 

complexity and risk in the case, the more 

detailed analyses and investigations are 

required to ensure a sufficient basis for a 

decision. 

Each year BRFkredit pre-approves a 

selection of existing private customers, 

who fulfil a number of credit prerequi-

sites. Within a specified period of time, 

these customers may take out additional 

funding without additional assessment 

of their financial situation, provided 

that their repayment behaviour in the 

preceding period has been as agreed and 

the customer is not registered in the RkI 

register. This means that a potential sub-

sequent loan application may be handled 

in a shorter credit granting process, as 

we take the already existing information 

about the customer’s risk profile into 

consideration. However, not all customers 

will be pre-approved; e.g. customers who 

have been in arrears within the preceding 

relatively short period and customers 

with whom BRFkredit has not been doing 

business for the preceding 12 months will 

not obtain pre-approval. Furthermore, it 

is a prerequisite that only customers with 

a limited risk profile may obtain a pre-

allocated loan approval. Credit risk models 

are used as an important tool in the selec-

tion of the creditworthy customers. 

Expert models have also been used in the 

credit granting process for a number of 

years to classify the risk of customers 

and properties in connection with credit 

commercial properties and subsidised 

housing. Important parameters of these 

models are information about financial 

statements, financial ratios, property 

information as well as historical behaviour 

(payment history, arrears history, loan 

history etc.). In connection with the credit 

granting process, we use i.a. BRFkredit’s 

rating system, and therefore the rating of 

customers and properties is a significant 

element in the overall risk assessment of 

customers and properties.

COMPOSITION OF THE LOAN 
PORTFOLIO – BRFkREDIT
As at 31 December 2008, the loan 

portfolio of BRFkredit amounted to Dkk 

212.3bn where loans to private custo-

mers accounted for 47 pc of the portfo-

lio. By far the majority of the remaining 

part of the loan portfolio is attributable 

to BRFkredit’s focus areas: subsidised 

housing properties, private rental housing 

properties as well as office and business 

properties. For a long number of years, 

these segments have made up the big-

gest part of BRFkredit’s loan portfolio in 

the commercial area. On the whole, loans 

to homes (private, subsidised properties 

and private rental properties) account for 

83 pc of the loan portfolio.  

 

The loan portfolio in the commercial area 

consists of segments that are – from 

historical experience – connected with 

a limited credit risk. Lending to subsidi-

sed housing projects is for the most part 

guaranteed to some extent by the Danish 

Private Subsidised housing Private rental housing

Office and business Manufacturing and manual industries Other

2008
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Distribution of Loans Granted by BRFkredit on Property Categories



government or by Danish municipalities. 

As regards loans to private rental housing 

properties and to office and business 

properties, the loan will, apart from the 

mortgage on the property, typically also 

be secured through the personal liability 

of the debtor/guarantor, and in all cases 

it is possible to obtain assignment of the 

rent payments of the tenants (‘three-leg-

ged’ security structure). As regards loans 

to manufacturing and manual industry 

properties, BRFkredit has an established 

cooperation with FIH Erhvervsbank where 

FIH will guarantee for the relevant port-

folio. None of the commercial segments 

accounts for more than 20 pc of the total 

loan portfolio.

Mortgage credit loan amounts are deter-

mined at the time of approval based on 

the statutory lending limits. Subsequently, 

changes will occur in the relation bet-

ween the remaining debt of the borro-

wer calculated at market value and the 

estimated market value of the property. 

These changes may stem from regular re-

payments, changes in interest level (bond 

prices) or from increasing or decreasing 

property values. This is called LTV (loan-

to-value) and is used i.a. to calculate 

whether additional security is required 

for individual loans based on the issuance 

of covered bonds (SDOs), cf. the section 

on covered bonds. Generally speaking, 

LTV may be used to create an estimate of 

the risk on the entire loan portfolio, since 

low LTV values indicate that BRFkredit’s 

mortgage on the property is worth more 

than the loan itself. For private customers, 

88 pc of the loan portfolio is secured 

within 60 pc of the value of the property, 

and only 2 pc has security beyond 80 

pc. For commercial customers, the LTV is 

dependent on the property category in 

question, but for commercial customers 

as a whole it applies that 82 pc of the loan 

portfolio is secured within 60 pc. 

BRFkredit almost solely grants loans to 

homes located in Denmark. However, a 

very limited part of the loan portfolio 

concerns private properties in the Faeroe 

Isles, and they are all comprised by a 

guarantee by Eik Bank. Within Denmark, 

about half of the loan portfolio covers 

homes in the metropolitan Copenha-

gen area. The remaining part of the loan 

portfolio is spread over the rest of the 

country, but is concentrated around the 

biggest cities outside Copenhagen. 

 

Over the years, the introduction of the in-

terest-only loans has gained an increasing 

influence on the composition of the loan 

portfolio. The share of loans that offer 

the possibility of an interest-only period 

has been strongly increasing, but in the 

past years is has been stabilizing and now 
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accounts for just below half the portfolio. 

The interest-only periods are used in a 

larger share of ARM loans and guarantee 

loans than in fixed-interest loans. 

BRFkredit’s loan portfolio is diversified in 

terms of business sectors, geography and 

the number of customers. BRFkredit has a 

limited number of commitments that may 

be characterized as large, i.e. that account 

for more than 10 pc of the capital base. 

None of these commitments exceeds 20 

pc of the capital base and is therefore 



nowhere near the statutory limit of 25 pc. 

The sum of BRFkredit’s biggest commit-

ments amounts to 129 pc of the capital 

base where the statutory limit is 800 pc.

CREDIT-REDUCING MEASURES
The foundation of any credit granted 

by BRFkredit is the customer’s ability to 

repay the loan. The customer’s finan-

cial situation will be reviewed before a 

loan application is approved and a loan 

is granted. Apart from its insight into 

the financial situation of the customers, 

BRFkredit as a mortgage credit institution 

holds a mortgage on the real property of 

the customer, and the correct valuation 

of the property is a significant factor to 

safeguard BRFkredit from future loss. 

For the individual property, the value 

is determined on the basis of location, 

marketability, condition and a number of 

other, property-specific factors. 

Apart from the mortgage itself, a number 

of properties are given additional security 

in the form of a guarantee from public 

authorities or financial institutions, just 

as BRFkredit has the possibility of being 

granted access to the rent money paid by 

the tenants, cf. above. The public autho-

rity guarantees are made in connection 

with the payment of loans granted under 

the Danish Act on Subsidised Housing and 

Subsidised, Private Housing Societies etc. 

or the Danish Act on Urban Development. 

As regards subsidised housing, there will 

usually be a guarantee for that part of the 

loan which exceeds 60 pc of the value of 

the property. Thus the credit risk invol-

ved in this property category is further 

limited. 

In addition, BRFkredit’s loan providing 

financial institutions guarantee for the 

20 pc of the loan in connection with their 

arrangement of loans. These guarantees 

expire after eight years. Measured as a 

share of the total loan portfolio, loans 

backed by guarantees account for around 

9 pc of the loan portfolio. 

COMPOSITION OF THE LOAN 
PORTFOLIO – BRFBANk
The purpose of the establishment of 

BRFbank was for the Group to be able to 

arrange mortgage credit loans without 

drawing on external banks as guarantors 

for the payment of the loan to the bor-

rower, etc. Thus BRFbank in its first years 

primarily offered products that would 

supplement the mortgage credit loans in 

connection with new building projects, 

property trades and the remortgaging of 

existing loans. However, in recent years 

the product portfolio of the Bank has 

gradually expanded so that the private 

customer segment is now being of-

fered standard banking products such 

as internet banking, Visa/Dankort debit 

cards and Housing Credit Accounts. Also 

the products aimed at the corporate 

segment has been strengthened so that 

the corporate customers are now being 

offered tailored solutions in the form of 

flexible bank products to supplement the 

mortgage credit products. 

The lending activities of BRFbank fall into 

three main areas. The first area – short-

term funding in connection with property 

trades and building activities – comprises 

the provision of short-term conveyance 

guarantees, credits and short-term loans 

to meet the customer’s liquidity ne-

eds. The second area – funding of new 

building projects etc. – consists of the 

establishment of building credits and inte-

rim loan guarantees, and the third area – 

long-term housing finance of homes and 

commercial properties – consists of loans 

against mortgages on private homes and 

long-term loans with a mortgage on a 

commercial property. As at 31 Decem-

ber 2008, the loan portfolio in BRFbank 

amounted to Dkk 6.0bn, and guarantees 

totalling Dkk 3.6bn had been issued. 

Lending in BRFbank primarily takes place 

as a supplement to the lending made 

by BRFkredit. The high concentration of 

loans linked to the property market – and 

hence the lack of diversification – means 

that in times of pressure on the property 

market, the risk incurred by BRFbank will 

increase. Due to its size, BRFbank has a 

number of large commitments, but none 

of these accounts for more than 20 pc of 

the capital base. The sum of BRFbank’s 

largest commitments is 101 pc of the 

capital base compared to the statutory 

limit of 800 pc.

CREDIT RISk MODELS
Since 1 January 2008, the Danish legisla-

tion permits the use of statistical models 

in the calculation of the capital require-

ment for credit risk. In December 2008, 

the Group obtained permission from the 

Danish Financial Supervisory Authority 

to use the IRB method to calculate the 

capital requirement for credit risk. This 

permission comprises the bulk of the 

loans granted by the Group (approx. 95 

Corporate/subsidised
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Use of the IRB method in the BRFkredit Group
Exposure category BRFkredit BRFbank

Government exposure Standard method Standard method

BRF exposure Standard method Standard method

Corporate exposure IRB method Standard method

Retail exposure IRB method Standard method

Share exposure Standard method n/a

Securitization exposure n/a n/a

Assets without counterpart Standard method Standard method

Rating Classes with Respective Interval Values of PD and LGD
 PD (in pc) LGD (in pc)

 Rating class Lower limit Upper limit Lower limit Upper limit

 1 0.00 0.15 0.00 0.20

 2 0.15 0.60 0.20 0.32

 3 0.60 1.15 0.32 0.80

 4 1.15 2.00 0.80 1.20

 5 2.00 5.00 1.20 1.70

 6 5.00 12.00 1.70 3.00

 7 12.00 99.99 3.00 5.00

 8  100.00 5.00 10.00

 9    10.00 15.00

 10   15.00 100.00

Distribution of Loans in BRFkredit on Rating Classes (PD)
Pc of remaining debt at the end-year 2007 and 2008
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pc), with the exception of government 

exposure, credit institution exposure and 

BRFbank exposure. The portfolios of the 

latter two are still calculated by means of 

the standard method. The permission to 

use the IRB method means that BRFkredit 

calculates credit risk for each individual 

customer based on internally developed 

credit models. These models estimate 

the customer’s propensity to payment 

default (PD), the anticipated loss rate 

given payment default (LGD), as well as 

the anticipated exposure of the customer 

in the event of default (EAD). The product 

of the risk parameters PD, LGD and EAD 

express the expected loss on a given 

customer. 

The estimation of the risk parameters 

is made for both private and corporate 

customers. For private customers, the 

statistically calculated PD is used, but for 

corporate customers the business situa-

tion, e.g. financial ratios, management 

and line of business will also be taken 

into consideration. The PD estimates 

calculated are used for business disposi-

tions (loan granting process etc.). It is a 

condition for the calculation of the capital 

requirement that the PD estimates reflect 

a full business cycle, and so the statisti-

cally calculated PD estimates are adjusted 

with a supplement, cf. the section on 

capital structure. 

For both private and corporate custo-

mers, the calculation of the LGD takes 

place via an estimate of the likelihood of 

realization and the loss rate in the event 

of realization. The product of these two 

estimates expresses the anticipated loss 

rate in the event of customer default. 

For private customers, the statistically 

calculated LGD is used, while our ex-

perts confirm the LGD of our corporate 

customers based on the purpose of the 

property and its location. These LGD 

estimates are used in the loan granting 

process, the monitoring of risk etc. Still, in 

the calculation of the capital requirement, 

the LGD must describe the situation in the 

recession period in the early 1990s, cf. 

the section on capital structure. 

The customers are ranked according to 

their estimated PD in a rating class defi-

ned on fixed intervals. BRFkredit operates 

with eight rating classes, where rating 

class 1 contains the most creditworthy 

customers and rating class 7 contains 

the least creditworthy customers. Rating 

class 8 contains all customers with a hi-

story of default, i.e. commitments where 

it is either considered unlikely that the 

customer will fully meet all debt obliga-

tions or where the customer has been in 

arrears with a significant amount for a pe-

riod exceeding 90 days. Correspondingly, 

properties are divided into 10 different 

rating classes based on their estimated 

LGD. Properties with the lowest loss rates 

are placed in rating class 1, whereas rating 

class 10 contains the properties with the 

highest loss rates.

 

The distribution of BRFkredit’s loan port-

folio on rating classes shows that over 

75 pc of the private customers are found 

in the two best rating classes. There is 

a tendency towards a deterioration in 

customer quality in 2008 compared to 

2007, but the number of customers in 

rating classes 6-8 is still limited. Of the 

corporate customers, more than 75 pc 

can be found in the four best rating clas-

ses, but there seems to be a shift towards 



Shift between Rating Classes (PD) end-2007 to end-2008
Pc of remaining debt end-2007

To rating class Departed  

customers

Fr
om

 r
at

in
g 

cl
as

s

1 2 3 4 5 6 7 8

1 78.9 13.3 0.8 1.0 0.5 2.0 0.1 0.4 3.1

2 24.6 57.2 6.7 2.8 1.9 0.7 0.2 0.7 5.3

3 6.8 11.2 57.2 10.9 5.4 3.1 0.4 1.1 3.9

4 4.3 4.8 11.7 50.0 14.3 2.4 0.5 5.6 6.6

5 0.6 1.9 6.3 15.7 44.6 4.2 1.1 17.7 7.9

6 10.2 0.8 15.9 3.9 19.4 27.1 1.3 18.1 3.3

7  2.0 1.5 4.2 7.3 13.2 13.5 12.3 26.1 19.9

8 5.6 2.3 3.8 3.1 16.1 4.1 4.4 34.3 26.1

Distribution of Loans in BRFkredit on Rating Classes (PD and LGD)
Pc of remaining debt end-2008

1 2 3 4 5 6 7 8 9 10 No rating Sum

1 8.2 11.5 6.3 0.8 0.7 2.3 1.6 2.3 0.2 0.0 33.9

2 1.7 3.8 5.4 1.1 0.5 2.3 1.7 3.0 0.7 0.3 20.5

3 2.2 2.3 4.5 1.0 0.7 1.0 0.7 0.7 0.2 0.1 13.3

4 1.7 4.1 4.7 2.0 0.6 0.9 0.5 0.4 0.1 0.0 15.1

5 0.7 1.8 3.1 0.7 0.9 0.9 0.4 0.5 0.2 0.1 9.4

6 0.3 1.2 0.7 0.4 0.2 0.2 0.1 0.1 0.1 0.0 3.3

7 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.4

8 0.9 0.7 1.5 0.2 0.1 0.1 0.1 0.1 0.0 0.0 3.8

No rating 0.2

Sum 15.7 25.6 26.4 6.3 3.6 7.7 5.2 7.2 1.5 0.6  100.0

LGD

PD

Exposure in BRFkredit Comprised by the IRB Method 
Exposure-weighted average  LGD 1) Risk weight

  Pc Pc

PD rating class

 1 7.9 15.1 

 2 10.1 22.8 

 3 9.2 29.1 

 4 10.6 38.6 

 5 11.9 49.8 

 6 10.6 53.4 

 7 10.7 67.1 

 8 10.7 125.2 

Average  9.5 31.2
1) The table shows solvency-related LGD values, i.e. LGD in an economic recession scenario. 

an increasing number of customers in 

the mediocre rating classes, just as the 

lowest-rated customers show a tendency 

to be moved to rating class 8, i.e. that 

they are in default of the obligations.

Each rating class is defined as an interval, 

and so the shifts between rating classes 

express whether the trend in the loan 

portfolio is moving towards increasing or 

decreasing risk. When the business cycle 

picks up again, the trend will be that an 

increasing number of customers will be 

moving towards the best rating clas-

ses, and vice versa. The shift in BRFkre-

dit’s loan portfolio from end-2007 to 

end-2008 is attributable to the general 

economic development. However, a large 

number of customers will remain in the 

same rating class (the diagonal in the 

table), which is particularly true for the 

rating classes containing the best custo-

mers. As regards the customers that have 

been moved to a poorer rating class since 

end-2007, the reasons are primarily to be 

found in a deterioration of these custo-

mers’ financial situation, which has i.a. led 

to an increase in arrears. Furthermore, a 

re-estimation of two part models in the 

private customer segment in 2008 had 

the effect that a small segment of custo-

mers has had a higher PD calculation (i.e. 

an increased likelihood of arrears). 
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Despite the negative development in the 

quality of the loan portfolio, the risk of 

loss is still considered limited. If we com-

pare the customers’ PD with the LGD of 

the properties, we find that more than 60 

pc of the loan portfolio can be considered 

high-quality customers with a mortgage 

on good properties, i.e. with both PD and 

LGD in the categories 1-4. 

COMMITMENTS IN DEFAULT
In 2008, BRFkredit had an increasing 

number of customers who experienced 

problems in keeping their obligations to-

wards BRFkredit. This is expressed in the 

fact that an increasing number of custo-

mers apply for a respite on payments, are 

in arrears or are in other ways unable to 

keep their obligations towards BRFkredit. 

These signs are primarily seen in the pri-

vate and corporate customer segments, 

whereas the subsidised building segment 

does not show these tendencies. The 

increase in the arrears rate for corporate 

customers is mainly due to a number of 

large commitments where the liquidity 

of the debtors has become limited due to 

the financial crisis. However, it applies to 

all three business areas that the increase 

in the number of respites and arrears 

springs from a historically low level.

BRFkredit is constantly evaluating the 

quality of the customers with a view 

to identifying commitments that show 

objective signs of a deterioration in value. 

If the financial situation of the customer 

is believed to be of significance to future 

payments on the loan, BRFkredit calcu-

lates the indication of impairment. The 

calculation is based on the loss that BRF-

kredit could suffer if the property were 

to be taken over at a forced sale and sub-

sequently resold. As a supplement to the 

individual impairment calculations, BRF-

kredit carries out a group-wise evaluation 

of all loans without individual impairment. 

The group-wise impairment calculations 

are based on the development in uniform 

risk for the individual groups. 

 

For 2008, the Group has ascertained an 

increase in the demand for impairment. 

The overall effect on operations is an ex-

pense of Dkk 647m. At the end of 2008, 



Impairments on Loans and Amounts Due for the BRFkredit Group
Dkkm 2008 2007

Individual impairment calculations 

Opening balance 139 57 

Impairment loss over the period 509 118 

Reversal of previous impairment -57 -35 

Other movements -2 -1

End year 590 139

Group-wise impairment   

Opening balance 15 11 

Impairment loss over the period 189 15 

Reversal of previous impairment -15 -11

End year 189 15

Effect on operations   

Net movements over period, individual impairment 451 82 

Net movements over period, group-wise impairment 174 4 

Final loss, not previously impaired 65 25 

Received on previously written-off claims -47 -57 

Value adjustment, properties taken over at forced sales 2 0 

Other movements 2 1

Total impairment loss on loans and amounts due to BRFkredit 647 56
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impairment losses total Dkk 779m of  

which impairment on commitments in  

BRFbank accounts for Dkk 242m. Despite 

the increase in the overall impairment of 

the Group, they account for a mere 0.4 pc 

of the total loan portfolio of the Group. 

 

Apart from monitoring commitments with 

an indication of impairment, BRFkredit 

also closely monitors commitments with 

increased risk, i.e. commitments that are 

not at present meeting the conditions for 

impairment. 

 

The number of scheduled forced sales 

of properties with BRFkredit loans rose 

in 2008 to a total of 513 against 260 in 

2007. The number of properties on which 

BRFkredit suffered a loss rose in 2008 

to 182 against 61 in 2007. At the end of 

2008, BRFkredit had a portfolio of pro-

perties taken over at forced sales of 53, 

which is an increase from 10 in 2007. All 

properties except for one were privately 

owned properties. 

 
LOSS HISTORy
Over the past 10 years, BRFkredit has 

experienced only very limited losses. The 

economic boom of the past years and 

the subsequently increasing property 

prices meant that those customers who 

experienced payment trouble were able 

to obtain sales prices for their houses that 

would to a significant extent cover the 

claims from their creditors – including 

BRFkredit. Now the decreasing house 

prices in combination with the conse-

quences of the financial crisis are resulting 

in a minor increase in losses ascertained 

for BRFkredit. In connection with the 

general economic slow-down, it can be 

expected that the period ahead will show 

yet another increase in the number of 

loss-incurring loans. 
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Market Risk

Market risk is the risk of loss caused 

by fluctuations in the financial markets 

(interest rate, share price and currency 

risk). The most significant market risk is 

attached to BRFkredit’s securities port-

folio where interest rate and share price 

risk is the most predominant. BRFkredit is 

virtually unexposed to currency risk. Mar-

ket risk incurred by the other elements 

on the balance sheet is limited due to the 

close match between lending and funding, 

cf. the unique match funding structure of 

Danish mortgage credit. 

 

The Danish Financial Business Act and 

the Executive Order on bond issuance, 

balance principle and risk management 

determines the general framework for 

the interest rate, volatility and currency 

risk of BRFkredit’s securities portfolio. To 

further elaborate on the statutory fra-

mework, BRFkredit’s Supervisory Board 

has also determined a securities policy 

with a number of frameworks and limi-

tations, which are typically stricter than 

the statutory framework. The purpose 

of the BRFkredit framework is to limit 

absolute risk and to ensure a sufficient 

degree of diversification on asset types 

and counterparts. 

The Executive Board receives a daily up-

date on the observance of the most signi-

ficant risk frames, just as a more detailed 

report is prepared for the Executive Board 

each month and for the Supervisory 

Board each quarter. The observance of 

the framework is monitored independent-

ly of the divisions that carry out securities 

investments etc. Any overstepping of the 

limits is reported to the Executive Board, 

and for overstepping of the framework 

laid down by the Supervisory Board, a 

report is sent to the Supervisory Board. 

It is estimated that the Danish legisla-

tive framework and securities policies 

ensures that market risk in BRFkredit is 

at a relatively moderate level and that 

the continuous close monitoring of risk 

in combination with the short decision-

making processes in BRFkredit means that 

a reduction of market risk can be quickly 

implemented, if this is deemed necessary 

with regard to BRFkredit’s general risk 

profile and capital requirement. 

So far, BRFkredit has chosen to use the 

standard method for calculation of the 

risk-weighted items in its calculation of 

market risk in relation to solvency re-

quirements. This means that for reporting 

purposes, BRFkredit uses the risk ratios 

defined by the Danish Financial Supervi-

sory Authority in its calculation of interest 

rate risk. 

BRFkredit holds a large bond portfolio, 

which is i.a. due to the fact that Da-

nish legislation requires mortgage credit 

institutions to hold not less than 60 pc 

of the capital base requirement in highly 

secure instruments, e.g. government 

bonds or mortgage credit bonds, corre-

sponding to at least Dkk 4.8bn. However, 

BRFkredit has far more invested in secure 

instruments than required by law, since 

BRFkredit wishes to have the highest pos-

sible degree of security behind the issued 

bonds to the benefit of the bond investors. 

Apart from holding a considerable bond 

portfolio, BRFkredit has also decided to 

invest part of its excess capital adequacy 

in shares. The composition of the share 

portfolio changes to a very limited extent. 

Of BRFkredit’s aggregate risk, expres-

sed in its risk-weighted items, market 

risk items at the end of 2008 totalled 

Dkk 8.7bn corresponding to 10.5 pc of 

BRFkredit’s weighted assets etc.

INTEREST RATE RISk
Interest rate risk is an expression of the 

risk of loss incurred by changes in interest 

rates corresponding to a parallel shift in 

the interest rate structure by 1 pc point, 

calculated on a daily basis. Under Danish 

legislation, an interest rate risk of 8 pc 

is permitted, where up to half of the 

interest rate risk in EUR may be offset 

in interest rate risk in Dkk. BRFkredit’s 

Supervisory Board has decided to limit 

the statutory framework for interest rate 

risk to a maximum of 5 pc of the capital 

base; however, the interest rate risk in 

EUR may be offset against the interest 

rate risk in Dkk with almost 100 pc as 

long as the volatility between Dkk and 

EUR interest rates is limited. In the event 

of higher volatility, the offset possibility 

will be reduced. 

The framework set out by the Supervi-

sory Board for the Executive Board has 

been delegated to the securities area with 

additional limitations, just as supple-

mentary, detailed risk measures and risk 

frameworks have been formulated. 

In the risk management process, daily 

updated risk ratios are used to calculate 

interest rate risk on BRFkredit’s mort-

gage bond portfolio. Limits have been 

set to the fluctuations acceptable for the 

aggregate interest rate risk as well as for 



interest rate risk at four different matu-

rity points. In addition, a supplementary 

framework for other types of risk linked 

to interest-bearing investments has been 

created. 

At the end of 2008, BRFkredit’s interest 

rate risk was calculated according to the 

standard method at Dkk 238m, which is 

significantly lower than the limit deter-

mined by the Supervisory Board and the 

statutory limit. 

BRFkredit’s interest rate risk basically 

stems from BRFkredit’s bond portfolio, 

which primarily consists of Danish gover-

nment bonds and mortgage credit bonds 

as well as financial instruments, which are 

to an increasing extent being used to con-

trol the aggregate interest rate risk. By far 

the biggest part of BRFkredit’s portfolio 

of Danish mortgage credit bonds is inve-

sted in the most liquid bonds – including 

a large number of one-year ARM bonds. 

This securities policy enables BRFkredit to 

be exposed in e.g. corporate bonds to a 

relatively limited extent, but at the end of 

2008, BRFkredit had no such exposure.

To control interest rate risk, BRFkredit is 

to an increasing extent using financial in-

struments in the form of futures, options 

on futures, caps and swaps. The underly-

ing assets in BRFkredit’s futures and op-

tions are German government bonds with 

various maturities, which are comprised 

by daily margin settlement. Caps and 

swaps have been set up with a few large 

Danish and international financial institu-

tions with a high rating and with netting 

agreements to limit counterpart risk. In 

the first part of 2008, the interest rate 

risk hedging primarily consisted of futures 

on government rates, whereas it mainly 

took place in swap rates in the last part 

of 2008. The change in policy in 2008 

was i.a. due to the strongly changing 

spreads between government and credit 

rates, which reduced the effectiveness 

of futures for hedging purposes. Also the 

pressure on the Dkk and the widening 

spreads between Danish and European 

rates meant that the hedging of interest 

rate risk on Danish mortgage credit bonds 

via European swap rates was periodically 

less effective than anticipated. 

SHARE PRICE RISk
Share price risk is an expression of the 

risk of loss caused by changes in share 

prices. BRFkredit’s Supervisory Board has 

laid down a framework that allows for a 

maximum exposure in shares correspon-

ding to 20 pc of BRFkredit’s capital base. 

In addition the aggregate risk exposure in 

consolidated enterprises cannot exceed 

3 pc of the capital base of BRFkredit. 

Furthermore there are limitations in re-

gard to exposure in subordinated debt and 

unlisted companies. 

At the end of 2008, BRFkredit held 

shares worth a total of Dkk 756m, cor-

responding to 7.5 pc of the capital base. 

Two thirds was invested in listed, Danish 

shares, primarily shares belonging to the 

C20 Index, while one third was invested 

in unlisted shares, including infrastructure 

shares such as shares in VP Securities 

Services.

CURRENCy RISk
Under the Executive Order on bond issu-

ance, balance principle and risk manage-

ment a Danish mortgage credit institution 

cannot incur currency risk exceeding 10 

pc of the capital base. For countries in the 

EU, the EEA and Switzerland the currency 

risk is calculated as a 10 pc deviation in 

the currency price. For other currencies, 

currency risk is calculated as a 50 pc 

deviation in currency prices. 

The framework set out by the Supervi-

sory Board for the Executive Board has 

been significantly reduced compared to 

the statutory framework, in that currency 

risk cannot exceed a maximum of 2 pc of 

BRFkredit’s capital base for EUR and 0.2 

pc of BRFkredit’s capital base for other, 

permitted currencies.

BRFkredit’s currency risk on its securities 

portfolio is highly limited, since virtually 

all investments are in Danish securities. 

Due to trades in futures and options for 

risk management purposes and to the 

current margin deposit and interest swaps 

in EUR, BRFkredit carries a small exposure 

in EUR. For other currencies, the risk is 

limited. The currency exposure on other 

items that are not included in the securi-

ties portfolio is also highly limited, since 

mortgage credit loans granted in EUR are 

funded in EUR-denominated bonds. 

On the whole, BRFkredit’s currency risk at 

the end of 2008 was calculated at 0.2 pc 

of the capital base.

COUNTERPART RISk
With a view to controlling and limiting the 

credit risk that arises from the invest-

ment of BRFkredit’s securities portfolio 

and from daily operations, credit lines are 

fixed for counterparts with whom BRF-

kredit has invested funds or from whom 

claims have been bought. By means of 

financial instruments for which settlement 

does not take place via a clearing central, 

netting agreements are made to protect 

BRFkredit in the event of counterpart 

default. In BRFkredit, counterpart risk 

primarily exists on credit institutions.

MARkET RISk IN BRFBANk
The Bank’s exposure in terms of market 

risk is limited, as it is primarily BRFkre-

dit that takes and controls the Group’s 

aggregate interest rate, share price and 

option risk. BRFbank’s total interest risk at 

the end of 2008 was Dkk 23m and stems 

from a portfolio of mortgage issued in 

connection with loan commitments. Part 

of the interest rate risk on mortgages is 

hedged via swaps. 
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Operational Risk

Liquidity Risk and Balance Principle

Operational risk is the risk of loss caused 

by inappropriate or defective internal pro-

cedures, human or system error as well as 

external events, including legal risk. Loss 

incurred as a consequence of operational 

risk is thus due to non-financial events.

As a natural part of its business proce-

dures, BRFkredit has focus on identifying 

and controlling operational risk. There is 

thus a great deal of attention focused on 

minimizing the risk of loss due to system 

failure, a break-down in IT systems, 

procedural error, fraud, wrong advice etc. 

BRFkredit is , constantly updating its busi-

Liquidity risk is the risk of loss that may 

arise if, at a given point in time, the 

amount of cash and cash equivalents is 

not sufficient to meet payment obligati-

ons. 

In principle, liquidity risk in BRFkredit will 

be very much limited, since the Group’s 

primary lending activities – mortgage 

credit lending – is match funded. Match 

funding means that the characteristics of 

the lending provided is matched by the 

characteristics of the underlying bonds, 

and this principle as a main rule has the 

following characteristic features:

ness and work processes, just as emer-

gency plans and safety procedures have 

been established to ensure rapid resump-

tion of operations in the event of failure, 

break-down in IT systems or the like. 

The calculation of operational risk is done 

by means of the basis indicator method, 

i.e. as 15 pc of a three-year average of 

the sum of net interest income and non-

interest-related net income. For 2008, 

the capital requirement for operational 

risk has been calculated at just below Dkk 

262m.

BRFkredit’s primary activity is mortgage 

credit lending, which is to a large extent 

subject to statutory regulation. In ad-

dition, the granting of mortgage loans is 

to a large extent automatic, and so the 

amount of operational risk in this connec-

tion is limited. This is further underlined 

by the fact that the actual total loss in 

2008 on events of an operational nature 

does not exceed the amount reserved in 

relation to the capital requirement of just 

below Dkk 262m. 

•	 Interest	on	the	loan	is	matched	exact-

ly by the interest on the underlying 

bonds;

•	 The	bonds	that	fund	the	lending	are	

issued on a daily basis, which elimi-

nates liquidity risk in connection with 

lending activities;

•	 Fixed-interest	bonds	have	fixed	fun-

ding throughout the maturity of the 

loan, i.e. a 30-year loan is funded by 

means of a 30-year bond;

•	 ARM	loans	without	fixed	funding	

are funded by means of bonds with 

lifetimes of 1-10 years. The interest 

payable by the customer will change 

upon remortgaging, corresponding to 

the cash loan rate on the bonds sold 

in connection with the remortgaging. 

Thus interest rate risk for the issuer 

(BRFkredit) is eliminated;

•	 Repayment	of	loans	takes	place	

through a reduction in the outstan-

ding funding that matches the loan. 

Non-callable ARM loans are repaid 

through purchases of the bonds in the 

market. Fixed-interest bonds as well 

as a few CIBOR-based loans are re-

payable at a maximum price, e.g. 100 

or 105. Alternatively, these loans may 

be (p)repaid through purchases of the 

underlying bonds in the market. Thus 

the prepayment risk is eliminated;

•	 Payment	dates	for	interest	and	

repayment amounts of the borrower 

are fixed so that upon timely payment, 

BRFkredit receives the funds at the 

same time as or prior to the time 

when he matching payments to the 

bond holders fall due. That way in 

principle there will be no liquidity risk 

in connection with the ongoing servi-

cing of the bond holders. 

 



Lending by the BRFkredit Group
Dkkbn Lending Share in pc

BRFkredit 212.3 97.2 

BRFbank 6.0 2.8

Total 218.3 100.0

In practice, the above characteristic fea-

tures mean that BRFkredit carries neither 

interest rate risk, liquidity risk nor refinan-

cing risk in connection with its mortgage 

lending activities and the funding thereof.

As a result of the match funding principle, 

liquidity risk will by and large be attac-

hed to BRFbank; at the end of the year 

BRFbank had lending totalling Dkk 6.0bn. 

Compared to the aggregate lending of the 

Group, the lending provided by the Bank 

accounts for a modest share of just below 

3 pc.

COVERED BOND (SDOs)
In BRFkredit, the issuance of covered 

bonds (SDOs) to fund lending takes place 

via capital centre E. In contrast to lending 

funded through the issuance of mortgage 

credit bonds, loans based on SDOs must 

be constantly monitored to make sure 

that the LTV is observed for each indi-

vidual property. If the LTV is exceeded, 

e.g. due to a decrease in the value of the 

property, BRFkredit is required to offer 

additional collateral. For that purpose, 

BRFkredit has so far been issuing junior 

covered bonds (JDOs) at a total of Dkk 

1bn. The amendment to the Danish 

Financial Stability Act allows BRFkredit to 

apply for a government guarantee for the 

issuance of JDOs with a maturity of up 

to three years, provided the issue takes 

place before 31 December 2010. 

The requirement of constant monitoring 

of the mortgageable value and the ac-

companying obligation to offer additional 

collateral towards the bond holders means 

that BRFkredit is faced with liquidity/

funding risk. A significant decrease in 

property prices in general could lead to 

a demand for the issuance of JDOs to 

meet the demand for additional collateral. 

Furthermore, a continuing, unfavourable 

development in property prices could 

have the effect that BRFkredit will have 

to refinance already issued JDOs. On the 

whole, the demand for additional col-

lateral incurs a risk that it could become 

increasingly difficult and expensive to 

provide the required capital.

BRFkredit is closely monitoring pro-

perty prices, both in general terms and 

in relation to the mortgageable values 

of the individual properties. The demand 

for additional collateral is estimated on 

a current basis, including the demand 

for additional issues of JDOs. Together 

with BRFkredit’s capital base, the already 

issued JDOs are considered sufficient to 

absorb a fall in prices of another 15 pc on 

the current level (including the refinancing 

in December 2008), without requiring 

additional issues of JDOs.  

LIQUIDITy RISk – BRFBANk
BRFbank’s funding sources are deposits, 

capital deposits from BRFkredit and loans 

and committed lines in financial insti-

tutions. The control of liquidity risk in 

BRFbank is carried out in compliance with 

the statutory requirements that specify 

demands of the required liquidity reserves 

of the Bank. In addition to the statutory 

requirements, there are the in-house 

liquidity control procedures of the Group, 

where the future demand for liquidity is 

estimated under unfavourable market 

conditions. 

BRFbank calculates liquidity based on 

known future payments to and from 

BRFbank. The calculation is made in due 

consideration of irrevocable credit com-

mitments, so that the ongoing liqui-

dity control takes the risk of potential 

drawings on these commitments into 

consideration. Apart from the ongoing 

monitoring of liquidity, BRFbank also 

carries out stress tests to assess the 

liquidity level in more stressful scenarios. 

This enables BRFbank to react in time to 

changing circumstances that could render 

the provision of liquidity necessary. These 

stress analyses presuppose that BRFbank 

cannot obtain capital to the same extent 

as in a normal scenario. 

Correspondingly, BRFbank carries out 

an ongoing control of the funding of the 

Bank to avoid inappropriate refinancing 

times. This means that the funded liqui-

dity falls due at different times in order to 

avoid having to fund all loan capital at the 

same time, which would incur unfortunate 

implications on the pricing. 

It is the aim of BRFbank to have a positive 

liquidity – not just as 12 months’ sight, 

but also on a 24-month basis. The de-

velopment in liquidity is monitored and 

reported to the Group Supervisory Board 

on a continuous basis. In order to meet 

the liquidity aim, it is possible to transfer 

additional funds to BRFbank from  

BRFkredit, if the liquidity outlook at 24 

months’ sight is not showing a positive 

liquidity situation in all periods.
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Ratings of BRFkredit from Moody’s Investor Service
 2004 2005 2006 2007 2008

SDOs, capital centre E    Aa1 Aa1 

Mortgage credit bonds, capital centre B Aa1 Aa1 Aa1 Aa1 Aa1 

Other BRFkredit bonds Aa2 Aa2 Aa2 Aa2 Aa2 

Issuer rating A2 A2 A2 A2 A2 

Subordinated debt A3 A3 A3 A3 A31

1) Subordinated debt was repaid in full in October 2008.

Capital Structure

In the controlling of the Group’s capital, 

a number of requirements in regard to 

the size of the capital and expectations 

of future growth in lending etc. must 

be taken into consideration. There must 

be sufficient capital to cover demands 

at both the present and the anticipated 

future level of activity, both in terms of 

statutory requirements and in terms of 

the in-house Group requirements. Also 

the focus on capital management is aimed 

at ensuring that BRFkredit will continue to 

obtain attractive external ratings, which 

means that funding costs – and hence 

indirectly costs vis-à-vis the customers – 

may be achieved at a reasonable level.  

 

The basis for capital management is the 

statutory requirements in regard to the 

size of the capital as determined in the 

Financial Business Act and the Capital 

Adequacy Executive Order. The require-

ments consist of three elements: The 

capital requirement (Pillar I), a sufficient 

capital base (Pillar II) and the information 

obligations (Pillar III). The capital require-

ment is a technical calculation of the 

demand for capital based on the current 

level of activity calculated as credit risk, 

market risk and operational risk.  

The calculation of the sufficient capital 

base is an internal calculation of the de-

mand for capital, which involves all other 

types of risk and i.a. includes expecta-

tions of the future level of activity. The 

information obligations mean that not less 

than once a year the Group shall publish 

information about capital structure, risk 

profile etc.  

CAPITAL GOALS
The Supervisory Board and the Execu-

tive Board carry the overall responsibility 

for ensuring that the capital structure is 

suitable in relation to the risk profile of 

the Group. The solvency ratio must at all 

times meet the statutory demand of 8 pc, 

just as the core capital ratio must be at 

least 4 pc. In order to ensure sufficient fi-

nancial stability and room for development, 

the Group has the declared goal of having 

a solvency ratio of not less than 9 pc and a 

core capital ratio not lower than 6 pc. 

 

At the end of 2008, the Group solvency 

ratio was calculated at 12.3 against 12.6 

at the end of 2007. The core capital ratio 

was 12.3 at the end of 2008 and 10.9 at 

the end of 2007. The calculation of the 

solvency and core capital ratios at the end 

of 2008 differs from the calculations of 

previous years in that the risk-weighted 

credit risk items are calculated on the 

basis of the IRB method. 

RATING
The external rating of BRFkredit’s bond 

issues is carried out by Moody’s Investor 

Service. The rating of the bond issuance is 

carried out on the basis of a specific met-

hod that includes the financial strength of 

the issuer as well as the security behind 

each individual bond issue. The former 

covers factors such as BRFkredit’s capital 

structure, earning capacity, risk profile 

and risk management, just as legislation 

and market are of importance; the as-

sessment of the latter is based on i.a. the 

type of properties and their respective 

LTVs.

Towards BRFkredit, Moody’s Investor 

Service has specified a demand for the 

size of the excess cover for each capital 

centre. The demand on the capital in the 

capital centres is aimed to ensure that the 

bond holders are offered collateral for 

their investment in BRFkredit bonds. 

BRFkredit has obtained an Aa1 rating for 

both the SDOs issued from capital centre 

E and for the mortgage credit bonds is-

sued from capital centre B. 

Other bonds issued by BRFkredit have 

been given the rating Aa2. BRFkredit’s 

ratings were not changed in 2008, and 

the most recent report from Moody’s 

Investor Service indicates BRFkredit’s 

ratings as stable.

 

The issuance of SDOs from capital centre 

E began in 2008. More than 60 pc of 

BRFkredit’s bond issuance is still linked 
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Share of the Capital Base of Risk-Weighted Items 
for the BRFkredit Group

to capital centre B, but due to new loans, 

refunding, remortgagings etc., there will 

in time be a migration towards capital 

centre E. 

CAPITAL REQUIREMENT
Danish legislation requires credit institu-

tions to have a capital base that at least 

totals the sum of the capital requirement 

for credit risk, market risk and operatio-

nal risk. After the implementation of the 

CRD Directive in Danish legislation, the 

capital requirement for credit risk can be 

calculated either on the basis of the stan-

dard method or the Internal Rating-Based 

method (the IRB method). The methods 

are basically alike in the sense that all 

exposures are to be divided into different 

categories. But the difference between 

the models lies in the determination of 

the risk weight on the basis of which the 

capital requirement for each individual 

exposure is to be calculated. When the 

standard method is used, the risk weights 

are statutory, but when the IRB method is 

used, the risk weights are determined on 

the basis of internally calculated parame-

ter values. 

So far, the Group has been using the 

standard method, but the Danish Financial 

Supervisory Authority has now permitted 

the use of the IRB method as from the 

calculation of the capital requirement at 

the end of 2008. The full effect of the 

transition to the IRB method shows a 

reduction in the capital requirement for 

credit risk of well over 31 pc. The rela-

xation of the capital requirement means 

that the Group will have a higher excess 

cover. Still, for both 2008 and 2009 tran-

sitory rules have been laid down, which 

stipulate minimum requirements in the 

size of the capital base, cf. the section on 

the calculation of the capital requirement 

for credit risk. 

For the biggest part of the portfolio, 

credit risk in BRFkredit is calculated by 

means of the IRB method, where BRF-

kredit’s own internal parameter estimates 

are used in the calculation of the capital 

requirement. The standard method is used 

for the remaining part of the portfolio in 

BRFkredit as well as for the entire portfo-

lio in BRFbank. For the Group as a whole, 

the capital requirement for market risk 

is calculated on the basis of the standard 

method, and the basis indicator method 

is used in the calculation of the capital 

requirement to cover operational risk. 

CALCULATION OF CAPITAL  
REQUIREMENT FOR CREDIT RISk
In the calculation of the capital require-

ment for credit risk, the estimation for 

PD is made on the basis of a long-term 

average of one-year default frequencies, 

whereas the LGD estimation requires a 

reflection of an economic downturn. The 

basis for these estimations is the financial 

crisis in the early 1990s when BRFkre-

dit – and the rest of the financial sector 

– experienced a high number of loans in 

default and relatively large losses. 

Estimates for PD and LGD used in the 

calculation of the capital requirement 

for credit risk are based on the business-

related estimates for PD and LGD, i.e. es-

timates that reflect the current business 

cycle situation. To this is added a sup-

plement so that the resulting parameter 

estimates reflect the economic reality in 

the early 1990s. For both PD and LGD, 

supplements are estimated for six dif-

ferent property categories.

For BRFkredit, the economic downturn 

period is determined as the years 

1991-1994. After the estimation of the 

supplements to PD and LGD, LGD may 

be used immediately in the calculation 

of the capital requirement for credit risk. 

To make sure that PD meets the demand 

for a long-term average, the business-

related PDs and the PDs for the economic 

downturn are weighted 70/30. That way 

a long-term average is calculated for the 

PD covering an entire business cycle.

It is worth noting that the calculation of 

capital requirement for credit risk accor-

ding to this method means that the size 

of the capital requirement is fairly stable 

towards changes in economic trends. Up-

dates of the business-related PD and LGD 

values as well as the relevant supplements 

are made at least once each quarter. 

 

The transition from the standard method 

to the IRB-method in the calculation of 

credit risk means that the Group expe-

riences an easing of 26 pc in the capital 

requirement due to the reduction in the 



Riskweighted Items and Capital Requirement for the BRFkredit Group
  Standard Method IRB-Method
  Risk-Weighted Capital Risk-Weighted  Capital 

Dkkm Items Requirement Items Requirement

Use of Standard Method    6,613  

- exposure towards central governments or central banks   0  

- exposure towards financial institutions   3  

- exposure towards commercial undertakings   4,815  

- exposure towards retail customers   1,785  

- exposure in other items   10  

Use of Standard Method under IRB-Method   0  

- government exposure   0  

- financial institution exposure   0  

IRB-Method   63,756  

- government exposure   -  

- financial institution exposure   -  

- commercial undertaking exposure   43,146  

- retail exposure with mortgage on real property   19,594  

- qualified revolving retail exposure   0  

- other retail exposure   0  

- share exposure   0  

- assets without counterparts   1,017  

- adelivery risk   0  

Securitization Positions – Standard Method   0  

Securitization Positions – IRB-Method   0 

Credit Risk etc. 102,048 8,164 70,369 5,630

Items with position risk, instruments of debt   7,154  

Items with position risk, shares etc.   1,123  

Items with position risk, raw materials   0  

Items with counterpart risk   0  

Items with delivery risk etc.   0  

Items with option adjustment   0  

Currency position, total   386 

Market Risk 8,822 706 8,663 693

Operational Risk 0 0 3,269 262

Group-wise impairment under the standard method   0 

Risk-Weighted Items, Total 110,869 8,870 82,301 6,584

risk-weighted items. However, the Group 

does not benefit fully from the easing all 

at once, since Danish legislation stipulates 

a two-year transition period for the ea-

sing of the size in capital requirement. For 

2008, the capital base must account for 

not less than 90 pc of the capital require-

ment as calculated under the standard 

method before the implementation of 

the CRD Directive into Danish legislation. 

The transitional rule will be eased further 

in 2009 when the rate is reduced to 80 

pc before it lapses entirely at the end of 

2009. 



Loss

Expected loss
U

nexpected loss

Time

Illustration of Expected and Unexpected Loss

Capital Base for the BRFkredit Group
  

Dkkm Standard Method IRB-Method

Share capital 306 306 

Share premium 102 102 

Reserves 2,344 2,344 

Profit or deficit carried forward -500 -500 

Reserves in series without repayment obligation 8,091 8,091

Core Capital before Deductions 10,344 10,344

Immaterial assets -6 -6 

Deferred capitalized tax assets -69 -69

Core Capital after Primary Deductions 10,269 10,269

Hybrid core capita 0 0 

Core capital incl. hybrid core capital after primary deductions 10,269 10.269 

Half of the difference between expected losses  

and accounting value adjustments and provisions 0 -117

Core Capital incl. Hybrid Core Capital after Deductions 10,269 10,151

Subordinate loan capital 4 4 

Revaluation reserves 46 46

Supplementary Capital 50 50

Capital Base before Deductions 10,319 10,201

Half of the difference between expected losses and  

accounting value adjustments and provisions 0 -117

Capital Base after Deductions 10,319 10,085

CAPITAL BASE
The capital base is the Group’s capi-

tal foundation for meeting the capital 

requirement. Elements in the capital base 

are core capital (tier 1) and supplemen-

tary capital (tier 2), where the latter – as 

opposed to the core capital – consists 

of debt-financed loan capital, i.e. capital 

which must be repaid within a limited 

number of years. Both the core capi-

tal and the capital base are adjusted by 

means of a number of deductions. 

At the end of 2008, the capital base of 

the Group totalled Dkk 10.1bn against 

Dkk 12.5bn at the end of 2007. The 

reduction in the capital base is primarily 

due to the fact that in October 2008, 

BRFkredit repaid subordinate loan capital 

of EUR 200m corresponding to just below 

Dkk 1.5bn; thus the capital base now 

solely consists of core capital. It is the 

opinion of the Group that the capital base 

is sufficient to continue operations due to 

the quality of the loan portfolio and the 

reduced capital requirement in connection 

with the transition to the IRB-method.

The calculation of the capital base under 

the IRB-method is by and large identical 

to the calculation under the standard 

method. The only consequence of the 

transition to the IRB-method is that 

one addition deduction must be made 

in both the core capital and the capital 

base. This deduction is calculated as the 

difference between expected losses and 

the accounting value adjustments and 

provisions on the exposures comprised 

by the IRB-method. The background for 

the deduction is that the IRB-method 

implicitly operates with an expected loss 

for the included part of the portfolio. 

This could be seen as an indirect cost on 

the loan portfolio, and so it is taken into 

account by deducting the expected loss 

in the capital base. Inversely, loans already 

subjected to impairment should not be 

‘punished’ twice, and so any already im-

plemented impairment is to be offset. 

The estimated loss is calculated as the 

product of the estimates for PD, LGD and 

the size of the commitment (EAD), where 

PD is calculated over an entire business 

cycle and LGD on the basis of an econo-

mic downturn. 

 

At the end of December 2008, the 

expected loss amounted to a total of Dkk 

735m (Dkk 258m on the private custo-

mer base, and Dkk 477m on the corpo-



rate customer base). From this figure, the 

accounting value adjustments should be 

deducted (provisions) and provisions on 

exposures comprised by the IRB-method, 

which totals Dkk 501m. The total dedu-

ction in the calculation of the capital base 

thus amounted to Dkk 234m at the end 

of 2008.

ADEQUATE CAPITAL BASE
It is the responsibility of the Supervisory 

Board and the Executive Board to make 

sure that the Group has a sufficiently 

large capital base and has internal proce-

dures for the measuring and management 

of risk. The calculation of the adequate 

capital base (Pillar II) must include not 

only current risk, but also future risk, 

including the possibility of provision of 

funding. The basis for the assessment 

of the adequate capital base is the risk 

profile of the Group and the economic 

conditions that are believed to have an 

influence on the Group’s situation. Danish 

legislation mentions 17 concrete points 

that must be put to use in the assessment 

of the adequate capital base, cf the Capi-

tal Adequacy Executive Order. 

The calculation of the adequate capital 

base must consider all significant types of 

risk, which is not already covered by the 

capital requirement. In addition, the ade-

quate capital base must ensure that the 

capital requirement of the Group in a mild 

recession scenario can be fulfilled. A num-

ber of different stress tests will be used 

to determine the additional capital base 

required due to deteriorating economic 

trends, cf. the section on stress tests. 

The majority of the significant risk of the 

Group is covered by the capital require-

ment to credit risk, market risk and 

operational risk. Since the calculation of 

the capital requirement takes place on 

the basis of a long-term average of PD 

and estimates of LGD, which describe a 

period of economic downturn, the capital 

requirement will be relatively stable and 

less sensitive towards fluctuations in 

the business cycle. Hence the additional 

capital requirement will be modest, as 

a mild recession scenario will to a large 

extent already be covered by the capital 

requirement. 

The Group’s adequate capital base is cal-

culated as the sum of the capital require-

ment and the additional capital intended 

to cover the increased risk in a mild reces-

sion scenario.

 

STRESS TESTS
BRFkredit uses a number of different 

stress tests in the calculation of the 

adequate capital and in our constant risk 

management and capital planning. The 

purpose of the stress tests is to provide 

management with a long-term image 

of the Group’s capital buffer in diffe-

rent economic scenarios. That way the 

necessary precautions may be taken to 

ensure a suitable margin to the statutory 

requirements and to ensure that the 

bonds will continue to have the highest 

possible rating. Management evaluates on 

a constant basis whether the selected risk 

factors are representative of the general 

economic situation, and whether the level 

of the stress tests carried out is suitable.

In BRFkredit, we have chosen two sce-

narios: a mild stress test scenario for the 

determination of the adequate capital and 

a worst-case scenario with strong shock 

effects to both credit and market risk.

In order to describe a mild recession sce-

nario, the Group takes its starting point in 

macro-economic data describing a period 

characterized by economic recession and 

falling house prices. The consequences of 

the mild recession scenario are calculated 

with a three-year time frame for relevant 

part elements of the profit and loss ac-

count of the Group, e.g. losses on loans 

and return on the securities portfolio. 

For each individual year, the result of the 

Group is calculated, and a negative profit 

is subsequently used in the calculation of 

the adequate capital base. The adequate 

capital base also includes a capital amount 

corresponding to the anticipated amount 

of funds tied-up by the budgeted lending 

activities for the year ahead. In addition, 

there is also an amount set aside for com-

mitments where it is estimated that there 

is an increased risk but where no impair-

ment has been made yet, as there is no 

objective indication of a decrease in value.

The worst-case scenario shows the 

development in BRFkredit’s capital over 

a five-year period and takes its starting 

point in the loss history that BRFkredit has 

from the period 1990-1994, which was a 

period of considerable losses. As regards 

market risk, the worst-case scenario is 

based on the worst imaginable one-year 

period in the 10-year interest and in the 

C20 index within the past 15 years. In 

order the further intensify the scenario, 

credit and market loss have been added 

together, i.e. any diversification effects 

between the different risk classes is not 

taken into consideration. This scenario 

shows that BRFkredit has a buffer capital, 

which is almost able to absorb the descri-

bed scenario by means of BRFkredit’s core 

capital alone.
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