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The Danske Bank Group is Denmark’s 
largest financial services organisation 
and one of the largest in the Nordic re-
gion. The Group offers customers in  
Denmark and its other markets a broad 
range of services in banking, mortgage 
finance, life insurance, leasing, real estate 
agency and investment management.

Danske Bank is an international retail 
bank that operates in 15 countries with a 
focus on the Nordic region. It has a lead-
ing market position in Denmark; it is one 
of the larger banks in Northern Ireland 
and Finland; and it has a challenger 
position in the other markets: Sweden, 
Norway, Ireland and the Baltics.

The Group serves customers through 
various distribution channels, including 
nation-wide branch networks, contact 
centres, the Internet and mobile tele-
phony, depending on the complexity of 
customers’ needs. Its products are based 
on a shared IT and service platform that 
lays the foundation for an efficient cen-
tralisation of risk management, financial 
follow-up and product development.

The Group also has branches in London, 
Hamburg and Warsaw. A subsidiary in 
Luxembourg caters to private banking 
customers, and another in St. Petersburg 
serves corporate banking customers. 
In addition, the Group has offices in the 
major international financial centres and 
in Denmark’s largest export markets.

The Group offers life insurance and pen-
sion products through Danica Pension 
and mortgage finance through Realkredit 
Danmark.

Altogether, the Group serves more than 5 
million customers, including a significant 
number of public sector and institutional 
customers. More than 2.1 million custom-
ers take advantage of online self-service 
features, and there have been more than 
578,000 downloads of mobile and tablet 
apps that enable a wide range of self-ser-
vice options, such as securities trading.

The Group’s professional, well-trained 
staff provides individualised service 
tailored to customers’ needs and desires. 
The Group employs more than 21,000 
people. 

The Danske Bank Group’s business model
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The objective of Risk Management 2011 is to inform shareholders and other  
stakeholders of the Danske Bank Group’s risk management, including policies,  
methodologies and practices. 

Risk Management 2011 is a translation of the original document in the Danish  
language (Risikostyring 2011). In case of discrepancies, the Danish version  
prevails.
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1. 2011 in brief
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The Danske Bank Group assumes risks as an integral part of the business activities that its business 
model entails. The Group’s risk profile reflects several types of risk, the most important being credit 
risk, including counterparty risk; market risk; liquidity risk; operational risk; and insurance risk.

The Group wishes to meet the highest and latest international standards and recommendations for 
banks’ risk management in order to support its business model. The Group therefore devotes sub-
stantial resources to developing and maintaining procedures and tools to fulfil this ambition.

The Group’s risk management is based on guidelines, policies and instructions set forth by the Board 
of Directors. On the basis of the Board of Directors’ general instructions, the Group has prepared spe-
cific instructions on risk management for the individual business units. These instructions are used 
as the basis for business and control procedures, among other things, at the units.

The Group regularly monitors and assesses its current risk profile in the most important business 
areas and for the most important risk types. It also works to establish a more formalised process for 
its risk appetite in order to supplement the current risk management framework and to support the 
business model.

Capital and liquidity
In the spring of 2011, the Group strengthened its core tier 1 capital through a share offering with pro-
ceeds of DKK 20 billion. One of the purposes of the capital increase was to enable the Group to repay, 
as early as 2012, the hybrid capital raised from the Danish state in 2009. A financially satisfactory 
agreement on prepayment terms could not be reached, and therefore, in accordance with the loan 
agreement, the loan cannot be repaid until 2014.

At the end of 2011, the Group’s core tier 1 capital amounted to DKK 106.8 billion (end-2010: DKK 
85.1 billion), or 11.8% of risk-weighted assets (end-2010: 10.1%). The Group’s total capital base stood 
at DKK 162.1 billion (end-2010: DKK 149.7 billion), yielding a total capital ratio of 17.9% (end-2010: 
17.7%), and tier 1 capital stood at DKK 145.0 billion (end-2010: DKK 124.8 billion), or a tier 1 capital 
ratio of 16.0% (end-2010: 14.8%).

The size and quality of the Group’s capital base make the Group one of the best-capitalised banks 
in Europe today. This was confirmed by the latest capital test of the European banks, the results of 
which was released by the European Banking Authority (the EBA) in December 2011. The purpose 
of the test was to determine whether the European banking sector needed recapitalisation. Danske 
Bank performed well on the test, with a result substantially above the EBA’s requirement. The result 
matched the performance on the stress tests that the EBA held in the summer of 2011, when the 
Group also ranked among the best-capitalised banks in Europe.

At the end of 2011, the Group’s risk-weighted assets (RWA) came to DKK 906.0 billion (end-2010: 
DKK 844.2 billion), with 83% related to credit risk, 7% to market risk and the rest to operational risk. 
The total rose 7.3% above the level at the end of 2010.
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The Group uses mainly the internal ratings-based (IRB) approach to calculate RWA for credit risk. In 
2011, it carried out a number of initiatives to strengthen its IRB apparatus. The measures included 
new and improved models for two parameters in the third quarter: loss given default (LGD) and 
through-the-cycle probability of default (PD). These initiatives increased RWA by a total of DKK 34 
billion. The Group believes that its models are robust and sufficiently conservative. The Group moni-
tors the models and their results continually, and, when necessary, makes adjustments for changes in 
economic, financial or regulatory conditions.

For market risk, the Group uses mainly an in-house Value at Risk (VaR) model to calculate RWA for 
general market risk. For specific market risk, the Group uses the standardised approach. New capital 
requirements (CRD III) that took effect at the end of 2011 include a requirement to use stressed VaR 
to calculate general market risk. Taken in isolation, the implementation of CRD III caused RWA to rise 
DKK 12 billion.

The Group’s liquidity position remained strong throughout 2011. The Group’s positive liquidity posi-
tion was owing to its raising substantial long-term funding in recent years, including the issuance of 
covered bonds; an increase in shareholder’s equity through a share offering; and a favourable trend in 
the loan-to-deposit ratio.

Banks’ funding opportunities were adversely affected by the unrest in the financial markets in 2011. 
Funding costs rose, and opportunities to issue debt were limited. In mid-2011, the markets were 
generally closed to senior issues, while the market for covered bond issuance was open in certain 
periods.

The situation in Denmark was aggravated by the application of the Danish Bank Package 3 in the 
resolution of Amagerbanken. Danske Bank was subject to two rating downgrades that were based 
mainly on the weakening of systemic support by Bank Package 3.

With the political agreement on Bank Package 4 at the end of the summer, the pressure on Danish 
banks abated. This was partly a consequence of the expansion of the compensation scheme from 
Bank Package 3 that facilitated the process in which healthy banks can take over all or parts of a 
distressed bank. Another factor was the prospect that a committee set up under Bank Package 4 will 
designate a number of systemically important financial institutions (SIFIs) in Denmark. 

The Group expects that it will be considered a SIFI. Its position is that any requirements placed upon 
SIFIs in Denmark must be based on a set of clear international rules in order to avoid competitive 
distortions because of local differences in the treatment of SIFIs.

Although Danske Bank was also affected by the difficult conditions in the funding markets in 2011, it 
succeeded in executing the planned senior funding for DKK 21 billion and covered bonds for DKK 38 
billion. The Group’s liquidity situation is thus satisfactory.

Credit risks
The Group’s credit risks depend greatly on macroeconomic developments in its primary markets, 
including the trends in the housing and property markets and in unemployment. They also depend on 
developments in individual portfolio segments. 

At the end of 2011, the Group’s total credit exposure from lending activities amounted to DKK 2,299 
billion, against DKK 2,363 billion at the end of 2010. This represents a decline of 2.7%. One reason 
for this decrease was that many customers had a good liquidity position because of low consumption 
and low investments. Good liquidity reduces the utilisation of credit facilities with access to variable 
utilisation. The decline in total exposure was also owing to the Group’s reduction of its credit expo-
sure to selected segments. The loan impairment charges for the year reduced the credit exposure as 
well.
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In 2011, the credit quality of business customer exposure was generally unchanged, although busi-
ness customers in Ireland continued to experience difficult conditions. At the end of 2011, credit 
exposure to business customers amounted to DKK 899 billion, or 39% of total credit exposure from 
lending activities.

The credit quality of loans to business customers secured on commercial property was hurt by the 
general downturn after the financial crisis. This is particularly true of the Irish segment of the port-
folio, and high impairment charges have also been necessary in Northern Ireland and Denmark since 
the beginning of the crisis. In Ireland and Northern Ireland, the property sector has been hurt badly 
by falling property prices, and property developers in particular suffered from lower property values 
in 2011. The Group has made the credit policy for commercial property loans, including its ongoing 
monitoring, more stringent. At the end of 2011, credit exposure to the commercial property segment 
amounted to DKK 257 billion, or 11% of the Group’s total credit exposure from lending activities. Of 
this amount, DKK 11 billion related to commercial property in Ireland, and DKK 8 billion related to 
commercial property in Northern Ireland.

Lending to business customers in the agricultural industry is one of the portfolios in which credit 
quality has declined the most in recent years. Land prices, which are the biggest factor in the trend, 
peaked in 2008 and have fallen by about one third since. This caused the portfolio’s LTV ratios to 
increase. The trend in the portfolio reflects the industry’s challenges. The latest accounting informa-
tion shows generally improved earnings in the agricultural industry, however, and the outlook for its 
operating earnings in 2012 is a little brighter. Its sensitivity to sales prices and harvest quality is still 
great, however. The debt situation also makes it very sensitive to interest rates. The Group is gener-
ally very cautious about financing new projects, but it supports existing customers to some degree in 
their continuing operations. At the end of 2011, credit exposure to agricultural customers amounted 
to DKK 68 billion (3% of the Group’s total credit exposure from lending activities), including DKK 45 
billion in loans from Realkredit Danmark.

The shipping industry was under pressure at the end of 2011. Overcapacity and low freight rates put 
pressure on both collateral values and the companies’ liquidity. This is critical for the highly lever-
aged companies in the industry. Demand for transport is expected to grow at a slower pace than sup-
ply again in 2012. Small companies in particular are vulnerable. At the end of 2011, credit exposure 
to the shipping industry amounted to DKK 48 billion, or 2.1% of the Group’s total credit exposure from 
lending activities.

The credit quality of personal customers is particularly dependent on the trend in house prices, and 
the level of interest rates, disposable income and unemployment are also important. The average LTV 
ratio for personal customers’ home mortgages rose from 67% at the end of 2010 to 70% at the end of 
2011, mainly because of declining home prices and index adjustments. The Group has made its credit 
policy for home loans with high LTVs more stringent. At the end of 2011, total credit exposure to per-
sonal customers amounted to DKK 889 billion, or 39% of total credit exposure from lending activi-
ties. Credit exposure from residential property loans amounted to DKK 775 billion. 

At the end of 2011, credit exposure to financial customers amounted to DKK 389 billion, or 17% of to-
tal credit exposure from lending activities. The credit quality of the segment remained good in 2011. 
Most of the exposure related to banking facilities with high collateral coverage. In recent years, the 
Group has worked actively to reduce its business activity with financial customers and has reduced 
the portfolio significantly since 2007.

Market-related risks
A number of events set their stamp on the financial markets in 2011, not least the worsening sover-
eign debt crisis in Europe. As a result of the debt crisis, large yield spreads developed, with German 
and Scandinavian yields falling further from the already low level in 2010 while yields in several 
other European countries – especially Ireland and southern European countries – rose to previously 
unseen levels towards the end of the year. The debt crisis also affected the volatility of both govern-
ment and mortgage bond spreads during the year. The equity markets began the year with slight 
gains based on continued confidence in a global economic recovery, but they fell sharply during the 
summer and then were generally very volatile.
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Despite these difficult conditions in the financial markets, the direct effects on market-related risks 
at Danske Bank were limited. The Group reduced its position-taking in listed shares significantly dur-
ing the year. In addition, its exposure in the form of government bonds was limited mainly to bonds 
issued by the Nordic countries, Germany and the UK. The holdings of government bonds issued by 
Portugal, Italy, Ireland and Spain were very limited, at about DKK 1 billion at the end of 2011 (calcu-
lated at market value and including unsettled transactions and hedge transactions). The Group had 
no Greek government bonds.

The declining yields in the northern European markets in 2011 caused a rise in the value of deriva-
tives. The rise in value occurred without a commensurate increase in risk. The Group makes exten-
sive use of netting agreements under which contracts with positive and negative market values with 
the same counterparty can offset each other. The net exposure was limited and secured through 
collateral management agreements.

The difficult market conditions, especially in the second half of 2011, affected the risks at the Group’s 
insurance subsidiary, Danica Pension. The falling interest rates during the year caused a large 
increase in life insurance provisions and a decline in Danica’s capital buffers in the form of bonus 
potential. Danica hedges against changes in yields on an ongoing basis, but the great uncertainty in 
the financial markets caused substantial losses on equities and credit bonds. For this reason, Danica 
needed to introduce a charge on the transfer and surrender of pension savings for all interest rate 
groups and also reduce its risk exposure by selling both equities and credit bonds. 

In the fourth quarter of 2011, the extraordinary market situation prompted the Danish FSA to allow 
the adjustment of a component of the discount curve; the spread between Danish and German gov-
ernment bonds may now be calculated as a 12-month moving average. Danica Pension began using 
the new discount curve, and the effect was a reduction of provisions of DKK 2.8 billion at 31 Decem-
ber 2011.

New regulations
In July 2011, the European Commission published its proposal for a major revision of the CRD (CRD 
IV). The proposal will implement the Basel III rules in the EU, among other things. The political nego-
tiations will continue in 2012, so the final rules may differ from the current proposal. According to 
the proposal, the rules will come into force at the beginning of 2013. The details of the liquidity regu-
lations, among other things, are expected to be determined later.

Danske Bank is generally in a strong position to accommodate the proposed future capital require-
ments in the EU. It believes that the European Commission’s CRD IV proposal would not entail stricter 
capital requirements for the Group than does Basel III. The Group considers it important that the 
phasing-in of the new capital requirements in the EU does not deviate from the Basel III phasing-in 
period and that the capital requirements are as uniform as possible in all countries.

As regards liquidity, it is still too early to assess the implications of new regulations for the Group. 
The final definition of the short-term Liquidity Coverage Ratio (LCR) is not expected to be released 
until 2015. It is positive and of critical importance for the Group’s calculation of LCR that, in the CRD 
IV proposal, most types of covered bonds will presumably be classified as level 1 assets (very liquid 
assets). The CRD IV proposal does not include a requirement for long-term stable funding, such as 
Basel III’s Net Stable Funding Ratio (NSFR). According to the proposal, a political decision about the 
requirement will not be made until 2016, with a view to implementation in 2018.
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2.1 Risk oRgaNisatioN

Danske Bank’s rules of procedure for the Board of Directors and the Executive Board (the “Rules of 
Procedure”) specify the responsibilities of the two boards and the division of responsibilities between 
them. The Rules of Procedure and the two-tier management structure, which were developed in ac-
cordance with Danish legislation, are central to the organisation of risk management and the policy 
on the delegation of authority in the Group.

The Board of Directors lays down overall policies, while the Executive Board is in charge of the 
Group’s day-to-day management. The risk and capital management functions are separate from the 
credit assessment and credit-granting functions.

The Group’s management structure reflects the statutory requirements governing listed Danish com-
panies in general and financial services institutions in particular.

In December 2010, the Danish Financial Supervisory Authority issued an executive order on the gov-
ernance and management of financial institutions. The executive order clarified boards of directors’ 
obligations as presented in the Danish Financial Business Act and set forth requirements for effec-
tive corporate governance. For the Danske Bank Group, the executive order did not necessitate any 
significant changes in management or governance.

MODELS AND 
PARAMETERS 
COMMITTEE

OPERATIONAL RISK
COMMITTEE

BOARD OF DIRECTORS

CREDIT AND RISK COMMITTEE

ALL RISK COMMITTEE

AUDIT COMMITTEE

CREDIT COMMITTEE

GROUP FINANCE

RISK CAPITAL & 
FRAMEWORK

BUSINESS UNITS

LOCAL CREDIT
DEPARTMENTS

MARKET RISK
MANAGEMENT

EXECUTIVE BOARD

INTERNAL AUDIT

CREDIT CORPORATE 
BANKING

CREDIT PORTFOLIO
MANAGEMENT

CENTRAL CREDIT, 
BANKING ACTIVITIES

GROUP CREDIT

REMUNERATION COMMITTEE

LOCAL RISK
COMMITTEES

GROUP TREASURY

RISK ORGANISATION OF THE DANSKE BANK GROUP

GROUP RISK

CREDIT PROJECTS 
& PROCESSES

LIQUIDITY

ASSET AND LIABILITY 
MGT. COMMITTEE

ESTABLISHED BY THE BOARD OF DIRECTORS

ESTABLISHED BY THE EXECUTIVE BOARD
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2.1.1 Board of Directors
The Board of Directors must ensure that the Group is organised properly. As part of this duty, it ap-
points the members of the Executive Board, the group chief auditor and the secretary to the Board of 
Directors. 

In accordance with Danske Bank’s Rules of Procedure, the Board of Directors sets out the overall 
risk policies and limits for all material authorities. In addition, the largest credit facilities are submit-
ted to the Board of Directors for approval. The Board also decides on general principles for managing 
and monitoring risk, and it reviews the risk and lending authority policies as well as overall risk lines 
annually. 

Regular reporting enables the Board of Directors to monitor whether the overall risk policies and 
authorities are being complied with and whether they meet the Group’s needs. In addition, the Board 
regularly reviews reports analysing the Group’s portfolio, including data on industry concentrations.  

The Board of Directors consists of six to ten members elected by the general meeting and a number 
of employee representatives as stipulated by Danish statutory rules. At the end of 2011, the Board 
consisted of 13 members, including five employee representatives. 

The Board meets about 12 times a year according to a schedule that is set for each calendar year. 
Once or twice a year, the Board holds an extended meeting to discuss the Group’s strategy. 

The group chief auditor, who is head of the Group’s Internal Audit department, reports directly to the 
Board of Directors. Internal Audit is responsible for determining whether the Group’s administra-
tive and accounting policies are satisfactory, that there are written business procedures for all areas 
of activity, that adequate internal control procedures are in place, and that IT use complies with the 
directions adopted. 

2.1.2 Executive Board 
The Executive Board is responsible for the day-to-day management of the Group as stated in the 
Rules of Procedure. The Executive Board sets forth specific risk instructions, supervises the Group’s 
risk management practices, and approves credit applications up to a defined limit. It reports to the 
Board of Directors on the Group’s risk exposure.

The Executive Committee, headed by the Group CEO, functions as a coordinating forum. Its purpose 
is to provide an overview of activities across the Group, including a focus on the collaboration be-
tween support functions and product suppliers on the one hand and customer-servicing units in the 
various countries on the other.

The Danske Bank Group has appointed a chief risk officer (CRO), who reports to the Group’s CEO. The 
CRO has overall responsibility for monitoring the Group’s risk policies and for maintaining an over-
view of the Group’s risks across risk categories and types and organisational units.

2.2 Risk MoNitoRiNg

On the basis of the general risk policies and limits defined by the Board of Directors, specific risk 
instructions are prepared for the individual business units. These instructions are used for laying 
down business and control procedures for the various units and for the Group’s system development 
work.

Every quarter, the Group assesses its risk profile to ensure that it matches the risk instructions for 
its major business units. The Group conducts risk management at the customer and industry levels 
as well as on the basis of geographical location and collateral type. Risk monitoring is based on the 
following central risk areas:

•	 Credit	risk,	including	counterpart y	risk
•	 Market	risk
•	 Liquidit y	risk
•	 Operational	risk
•	 Insurance	risk
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2.3 Risk CoMMittEEs

The Board of Directors has set up a number of committees to supervise specific areas and to prepare  
cases for consideration by the full Board. Under Danish law, board committees have no independent 
decision-making authority but solely a consulting role. The committees include the Credit and Risk  
Committee, the Remuneration Committee and the Audit Committee.

CoMMittEEs EstaBLisHED BY tHE BoaRD oF DiRECtoRs

Credit and Risk Committee This committee functions as a consulting panel on significant credit exposures 
submitted to the Board of Directors for approval. It also reviews trends in the credit 
quality of the Group’s loan portfolio and evaluates special renewal applications and fa-
cilities. The committee has a consulting role on the management of all risks to which 
the Group is exposed and reviews the Group’s risk management practices.

Remuneration Committee This committee monitors trends in the Group’s salary and bonus framework. It also 
monitors incentive programmes to ensure that they promote ongoing, long-term 
shareholder value creation. See Remuneration Report 2011 for a detailed descrip-
tion of the Group’s remuneration policy and actual remuneration. The report is avail-
able at www.danskebank.com.

audit Committee This committee examines accounting, auditing and security issues. These are issues 
that the Board, the committee itself, the group chief auditor or the external auditors 
think deserve attention before they are brought before the full Board. The committee 
also reviews the internal control and risk management systems.

The Executive Board has established two committees that have overall responsibility for ongoing 
risk management: the All Risk Committee and the Credit Committee (see the table below).

CoMMittEEs EstaBLisHED BY tHE EXECUtiVE BoaRD

all Risk Committee This committee is responsible for managing all risk types across the Group. Its 
responsibilities include the following:

•  Setting targets for key figures, including capital composition
•  Managing the balance sheet
•  The funding structure
•  General principles for measuring, managing and reporting the Group’s risks
•  Risk policies for business units
•  The overall investment strategy
•  Capital deployment

In addition, the committee evaluates risk reports to be submitted to the Board of  
Directors or one of its committees. The All Risk Committee consists of members of 
the Executive Board and the heads of Group Risk, Danske Markets, Group Treasury 
and Credit Portfolio Management (under Group Credit). It meets 10 to 12 times a 
year.

Credit Committee Credit applications that exceed the lending authorities of the business units are 
submitted to the Credit Committee for approval. The local credit departments of the 
business units review these applications before the heads of the departments submit 
them to the Credit Committee.

The Credit Committee consists of members of the Executive Board, the CRO and the 
management team of Group Credit. It is also in charge of approving operational credit 
policies and makes decisions on credit applications involving issues of principle.  
The Credit Committee participates in decisions on the valuation of the Group’s loan 
portfolio in connection with the determination of loan impairment charges.
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The Group has also set up various sub-committees for specific risk management areas, such as the 
Asset and Liability Management Committee, the Operational Risk Committee and the Models and 
Parameters Committee. The sub-committees consist mostly of senior staff in risk management func-
tions.

The committees are intended to assist the Board of Directors and the Executive Board in ensuring 
strict risk management in the Group and to ensure that risk management and risk reporting always 
comply with statutory regulations and the Group’s general principles for such practices.

There are local risk committees at the Group’s subsidiaries and major business units to further 
strengthen risk management. Their purpose is to ensure compliance with the policy that the Board of 
Directors and the Executive Board have set.

The committees, which are chaired by the heads of the units in question, convene at least four times a 
year.

2.4 Risk MaNagEMENt

Responsibility for the day-to-day management of risks in the Group is divided between Group Risk, 
Group Finance, Group Credit and Group Treasury. The Group has established a segregation of duties 
between units that enter into business transactions with customers or otherwise expose the Group 
to risk on the one hand, and units in charge of risk management on the other.

2.4.1 group Risk
Group Risk has overall responsibility for monitoring the Group’s risk policies and for monitoring, fol-
lowing up on, and reporting on risks across risk types and organisational units. The head of Group 
Risk, the chief risk officer, reports directly to the Group CEO and is a member of the Executive Com-
mittee. 

Group Risk supports the rest of the risk management organisation in risk management practices and 
reporting. Group Risk serves as the secretariat of the All Risk Committee, and the CRO chairs the 
Models and Parameters Committee, which monitors the Group’s use of risk models, the results of 
backtests and changes to parameters. The CRO also chairs the Operational Risk Committee, which 
evaluates the management of the Group’s key operational risks, and the Product Risk Review Com-
mittee, which assesses risk related to possible new products. A specialised department under Group 
Risk is responsible for the day-to-day monitoring of operational risks.

In addition, Group Risk serves as a referral resource for local risk committees and is responsible for 
the Group’s relations with international rating agencies.

2.4.2 group Finance
Group Finance oversees the Group’s financial reporting, budgeting and strategic business analysis, 
including the tools used by the business units for performance follow-up and analysis. 

The department is also in charge of the Group’s investor relations, capital structure and M&A activi-
ties. In addition, it is responsible for the day-to-day monitoring and control of market risk as well as 
the compilation of risk-weighted assets and the Group’s ICAAP.

Group Finance is responsible for developing credit classification and valuation models and for ensur-
ing that they are available for day-to-day credit processing at the local units and fulfil statutory re-
quirements. Group Finance is also responsible for backtesting and validating credit risk parameters 
in collaboration with the business units.

2.4.3 group Credit 
Group Credit has overall responsibility for the credit process at all of the Group’s business units.

Group Credit is responsible for approvals that exceed the local lending authority, for setting cross- 
organisational credit policies, for controlling the ongoing approval and follow-up processes in the  
lending book, and for determining the portfolio limits for specific industries and countries as well as  
the quarterly process of calculating the impairment of exposures. 
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Group Credit reports to executive management on developments in the Group’s credit risk. The 
department is also responsible for preparing management reporting on credits, on the monitoring of 
credit approvals at the individual branches, and on the determination of requirements for the Group’s 
credit systems and processes.  

2.4.4 group treasury
Group Treasury is responsible for determining liquidity risk and funding needs. It is also responsible 
for conducting liquidity stress testing for the purpose of assessing the Group’s liquidity risks.

Group Treasury also ensures that the Group’s structural liquidity profile makes it possible for the 
Group to comply with the limits and meet the targets set by the Board of Directors and the All Risk 
Committee, in the future as well as the present.

2.4.5 Business units 
The business units’ capacity to expose the Group to risks in their daily work is managed by risk poli-
cies, instructions and limits. The Group’s risk culture is intended to ensure that the Group undertakes 
only the risks selected and agreed upon.

Risk areas such as market risk and liquidity risk are managed centrally in the organisation. New 
measures from local regulators, however, have led the Group to increase the degree of decentralisa-
tion, especially of liquidity risk management. For example, local asset and liability management com-
mittees have been set up in a number of business units.

Lending authority for specific customer segments and products has been granted to the individual 
business units. The business units carry out the fundamental tasks required for optimal risk man-
agement. These include updating the registrations about customers that are used in risk management 
tools and models as well as maintaining and following up on customer relationships. 

Each business unit is responsible for preparing documentation before undertaking business transac-
tions and for recording the transactions properly. Each unit is also required to update information on 
customer relationships and other issues as may be necessary. 

The business units must also ensure that all risk exposures comply with specific risk limits as well 
as the Group’s other guidelines. 

2.5 REpoRtiNg

The Group allocates considerable resources for ensuring ongoing compliance with the approved risk 
limits and for risk monitoring. It has set guidelines for reporting to relevant management bodies, in-
cluding the Board of Directors and the Executive Board, on developments in risk measures, liquidity, 
the credit portfolio, non-performing loans and the like.

The Board of Directors receives risk reports quarterly (see the table below). The Group’s ICAAP 
report is also submitted quarterly to the Board of Directors for approval. Once a year, an expanded 
ICAAP report is submitted for approval together with a thorough analysis of the Group’s risk profile.
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PRINCIPAL REPORTING TO THE BOARD OF DIRECTORS 

aNNUaL REpoRtiNg

Risk policy Review of the overall risk policy, including a consideration of whether any revisions 
are required.

iCaap Evaluation of the risk profile and the solvency need. The report contains the con-
clusions drawn from stress testing, including the effect of various scenarios on 
expected losses and capital needs. This report is an expanded version of the ICAAP 
report submitted quarterly.

Risk management framework Thorough analysis of the Group’s risk profile, including identification and descrip-
tion of the Group’s risks and an update on the use of risk management models and 
parameters.

operational risk Overview of the Group’s key operational risks and the measures undertaken to miti-
gate them.

QUaRtERLY REpoRtiNg

iCaap Evaluation of the risk profile and the solvency need. The report contains the con-
clusions drawn from stress testing, including the effect of various scenarios on 
expected losses and capital needs.

Credit quality report Analysis of impairment charges and losses by business unit and of portfolio break-
downs by rating category, size, business unit and the like.

Market risk Analysis of the Group’s current equity, fixed income and currency positions as well as 
reports on the utilisation of board-approved limits since the preceding report.

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

Loan impairment charges Report on the trend in collective and individual loan impairment charges.

portfolio analyses Analyses of selected industries and business areas. They include a review of relevant 
macroeconomic developments as well as the trends in individual portfolios.

Liquidity risk Report on limits for operational liquidity risk.

The heads of Group Finance, Group Risk and Group Credit are members of the Executive Commit-
tee and also receive risk reports through their positions on the risk committees established by the 
Executive Board.

The All Risk Committee evaluates risk reports to be submitted to the Board of Directors or one of the 
Board’s committees. It also receives periodic reports on the Group’s liquidity and solvency and moni-
tors risk trends at the group level and at the business units.



16

 18 3.1 Capital management

 19 3.2 minimum Capital requirement

 21 3.3 internal assessment of the solvenCy need

 23  3.3.1 stress testing

 27 3.4 the Capital base

 28  3.4.1 Core tier 1 capital
 29  3.4.2 statutory deductions from the capital base
 29  3.4.3  hybrid capital and subordinated debt

 30 3.5 Consolidation methods

 31 3.6 new Capital regulations

3. Capital management
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The main purposes of the Danske Bank Group’s capital management policies and practices are to 
support its business strategy and ensure that it is sufficiently capitalised to withstand even severe 
macroeconomic downturns.

At the end of 2011, the Group’s core tier 1 capital amounted to DKK 106.8 billion, or 11.8% of risk-
weighted assets (RWA). The Group’s total capital base consists of tier 1 capital and tier 2 capital. At 
the end of 2011, the capital base amounted to DKK 162.1 billion and the total capital ratio was 17.9%, 
with DKK 145.0 billion deriving from tier 1 capital and thus giving a tier 1 capital ratio of 16.0%. 

In the spring of 2011, Danske Bank strengthened its core tier 1 capital by means of a rights issue, 
partly for the purpose of prepaying in 2012 the hybrid capital it had borrowed from the Danish state. 
The Group did not succeed in reaching a financially acceptable agreement on early repayment; there-
fore, in accordance with the loan agreement, the loan therefore cannot be repaid until 2014.

At the end of 2011, the Group’s solvency need – that is, a capital base that is adequate in terms of size, 
type and composition to cover the Group’s risks – amounted to DKK 90.5 billion, or 10.0% of risk-
weighted assets (RWA). The Group’s actual capital base thus contains a capital buffer of DKK 71.6 
billion. 

The Group’s capital considerations are based on an assessment of the capital requirements under the 
current capital adequacy rules and the rules on the transition from previous regulation as well as on 
an assessment of the effects of future regulation, including CRD IV. The Group also considers criteria 
such as expected growth and earnings, dividend policy and stress test scenarios.

The Group aspires to improve its credit ratings, which are important for its access to liquidity and for 
the pricing of its long-term funding. The Group therefore includes the ratings in its capital considera-
tions.

Danske Bank, along with other major banks in the EU, took part in a capital exercise under the aus-
pices of the European Banking Authority (EBA), and the results were released in December 2011. 
The exercise was intended to determine the European banking sector’s need for recapitalisation. The 
Group performed well on the test, demonstrating capital substantially above the EBA’s required level.

The result was consistent with that of the stress test that the EBA had conducted in the summer of 
2011 that also placed Danske Bank among Europe’s best-capitalised of the 89 participating banks.

The Group uses mainly the internal ratings-based (IRB) approach to calculate the RWA for credit 
risk. In 2011, it carried out a number of measures that strengthened its IRB apparatus. The measures 
include revisions and improvements to models and parameters, including a new approach to through-
the-cycle (TTC) probability of default (PD). The Group believes that the model is robust and sufficient-
ly conservative. It monitors its models and their results continually, and it makes adjustments for 
changes in financial and regulatory conditions when necessary.
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3.1 CapitaL MaNagEMENt

Credit institutions incur financial losses when risks materialise. The first line of defence against 
such losses is the institution’s earnings. In a given year, if the earnings are not sufficient to cover the 
losses, the losses are covered from the capital buffer, that is, that part of the capital base that exceeds 
the instiution’s solvency need.

The Group’s practices ensure that it has sufficient capital to cover the risks associated with its activi-
ties. It uses methods that are adjusted on the basis of expert assessments, if necessary, to monitor all 
significant risks.

The Group’s capital management is based on the internal capital adequacy assessment process 
(ICAAP). The Group’s ICAAP, including the ICAAP for its subsidiaries, is the main capital manage-
ment tool, and it gives a clear picture of the Group’s capital and the risks throughout the entire Group.

As part of the ICAAP, management identifies the risks to which the Group is exposed for the purpose 
of assessing its risk profile. 

The Group is involved in a number of business activities. These activities can be divided roughly into 
five segments for the purpose of risk identification: banking, market, asset management, insurance 
and group-wide activities. The latter category covers management activities that are not specific to 
any of the first four business segments but broadly support them all. Each of these activities entails 
various risks, which fall into the seven main categories of the Group’s risk management framework.

Note: Insurance risk in the Danske Bank Group is defined as all risks related to Danica Pension.

After the risks have been identified, the Group determines how and to what extent it will mitigate 
them. Mitigation usually takes place by means of business procedures, contingency plans and other 
measures. Finally, the Group determines what risks will be covered by capital. In the ICAAP, the 
Group also determines its solvency need on the basis of internal models for economic capital and 
other means, and it conducts stress tests to make certain that it always has sufficient capital to sup-
port its chosen business strategy, among other things.

The Group’s ICAAP is also the basis for the supervisory review and evaluation process (SREP), which 
is a dialogue between an institution and the financial supervisory authority on the institution’s risks 
and capital needs. Upon the latest SREP, the supervisory authority, like Danske Bank, considered that 
the Group’s calculation of its solvency need ratio was satisfactory and that the Group’s capital level 
was therefore sufficient.

According to special requirements in Danish law, the Group’s solvency need and solvency need ratio 
must be published quarterly. See www.danskebank.com/ir for more information.

Activities

Banking activities √ √ √ √ √

Market activities √ √ √  √ √

Asset management  √   √

Insurance (Danica)    √  

Group-wide activities  √ √  √ √
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3.2 MiNiMUM CapitaL REQUiREMENt

The regulatory minimum capital requirement under Pillar I is defined as 8% of RWA for credit risk, 
market risk and operational risk (see the CRD). Besides being used to determine the Group’s capital 
requirement, RWA are also used as the denominator in key risk measures such as the tier 1 capital 
ratio, the total capital ratio, and the solvency need ratio, which according to Danish law is the solvency 
need divided by RWA.

MEtHoD oF CaLCULatiNg RWa

Credit risk To calculate RWA for credit risk, the Group uses mainly the advanced IRB approach 
with its own conservative risk parameters. It uses downturn parameters for loss 
given default (LGD) and the conversion factor (CF) as well as through-the-cycle  
probabillities of default (PD). For certain exposures, the Group makes an exception  
to the IRB approach and uses the standardised approach of the CRD.

Market risk In calculating RWA for market risk, Danske Bank distinguishes between general and 
specific risk and between holdings in the trading book and holdings outside the trad-
ing book. It uses an internal VaR model to calculate RWA for general risk for items in 
the trading book and to calculate foreign exchange risk for items outside the trading 
book. Commodity risk is not covered by the internal model but is calculated according 
to the standardised approach of the CRD. The Group uses the standardised approach 
to calculate RWA for specific risk.

operational risk Danske Bank uses the standardised approach of the CRD to calculate RWA for opera-
tional risk. The calculation is based on a single indicator: income. RWA are calculated 
as a percentage of the average income in the past three years. The percentage 
ranges from 12% to 18%, depending on the rate for the various business activities 
defined in the CRD.

RWA for credit risk amounted to 83% of total RWA, making credit risk the single largest risk type. 
RWA for credit risk are based on uniform rules so that they cover the Group’s risk under Pillar I in 
accordance with the CRD. In collaboration with other national financial supervisory authorities, the 
Danish FSA has approved Danske Bank’s use of the advanced internal ratings-based (IRB) approach. 
The Group has an exemption from the advanced IRB approach for its exposure to government bonds 
and equities. The exemption also applies to the exposures at Northern Bank and Sampo Bank and to 
retail exposures at National Irish Bank. For these exposures, the Group uses the standardised ap-
proach.

RWA for market risk amounted to 7% of RWA. The Group uses an internal VaR model for general 
risk on items in the trading book and for foreign exchange risk on items outside the trading book. 
The Group uses the standardised approach for specific risk. As a step in its strategy to use more 
advanced methods for all the important risk areas, the Group is developing an internal model for 
specific risk.

The table below shows RWA broken down by credit risk, market risk and operational risk. RWA for 
credit risk are broken down into segments for which the advanced IRB approach is used and seg-
ments for which standardised approach of the CRD is used. The table also includes the exposure-
weighted average risk weights for each exposure class.
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risk-weighted assets and risk weights

2011 2010

at 31 December (Dkk millions)
Risk-weighted 

assets 
average risk 

weights (%)
Risk-weighted 

assets 
average risk 

weights (%)

Credit risk   

IRB approach:   

Institutions 13,502 16 16,481 17

Corporate customers 281,317 37 273,895 34

Retail exposure secured by real property 114,934 17 86,446 13

Other retail exposure 34,051 25 26,681 17

Other 51,185 120 54,046 103

 IRB approach, total 494,989 29 457,549 26

Standardised approach for credit risk, total 213,383 46 218,106 44

Counterparty risk 44,508 37,246

Credit risk, total 752,880 712,901

Market risk, total 63,686 43,284

Operational risk, total 89,414 88,025

Total risk-weighted assets 905,980 844,210

At the end of 2011, the Group’s RWA amounted to DKK 906.0 billion, against DKK 844.2 billion at the 
end of 2010. The factors behind the change in RWA in 2011 totalling DKK 61.8 billion are shown in 
the chart below:

Note: “Credit risk, portfolio changes, etc.” includes, besides the effect of portfolio changes, the effect from updated credit risk 
parameters in the first quarter of 2011 of DKK 20 billion.

One of the main factors behind the trend in RWA in 2011 was the financial crisis, which presented 
challenges for Danske Bank’s models and parameters, especially those for credit risk. This led the 
Group to give more attention to improving and further developing the model apparatus. In the third 
quarter of 2011, it introduced new models for calculating LGD and TTC PD that led to an increase in 
RWA of DKK 34 billion. The Group believes that the new model apparatus produces sufficiently con-
servative calculations.

Another important factor was new capital requirements for market risk that took effect at the end of 
2011 (CRD III) and include a requirement to use stressed VaR to calculate market risk. Taken in isola-
tion, CRD III caused a rise in RWA of DKK 11.5 billion.

CHANGE IN RWA IN 2011
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MaiN CHaNgEs iN tHE RWa MoDELs iN 2011

Loss given default (LgD) This change ensures that the model uses recoveries in estimating the loss percent-
age. This increases the information value of incomplete default cases and makes 
it possible to assess whether the model is “on track” before the default cases are 
concluded.

through-the-cycle probability
of default (ttC pD)

This change is intended to reduce complexity and volatility: the new TTC PD model 
is based on a simple average of historical default rates. The levels are determined 
on the basis of data from the beginning of the 1990s to 2010. Previously, the levels 
were based on a “steady state” approach and used the historical relation between 
observed defaults and macroeconomic factors. This approach led to low comprehen-
sibility and undesirably high volatility.

stressed VaR for market risk Because of stricter regulatory requirements (CRD III), the internal VaR model must 
now reflect a period of stress. In practice, the Group uses historical market data from 
2008 because the financial markets were under great stress then.

3.3 iNtERNaL assEssMENt oF tHE soLVENCY NEED

The ICAAP under Pillar II includes the Group’s calculation of its solvency need and thus its solvency 
need ratio (defined as the solvency need as a percentage of RWA).

An important part of the process of determining the solvency need is evaluating whether the cal-
culation takes into account all material risks to which the Group is exposed. The Group makes this 
evaluation in relation to both economic capital and Pillar I+ (see the detailed description below). It has 
established a process in which any add-ons are quantified on the basis of input from internal experts. 
The capital add-ons are additive, although they may overlap one another, and the process thus repre-
sents a conservative and careful assessment of the Group’s solvency need.

The Group does not set aside capital to cover liquidity risk but rather mitigates it with liquid funds, 
contingency plans, stress test analyses and other measures. The Group does recognise, though, that 
a strong capital position is necessary for maintaining a strong liquidity position.

The Group assesses the overall capital need on the basis of internal models and ensures that it is 
using the proper risk management systems. The ICAAP also includes capital planning to ensure that 
the Group always has sufficient capital to support its chosen business strategy. Stress testing is an 
important tool for this objective.

An expanded ICAAP report is submitted to the Board of Directors for approval once a year, and the 
Board also receives quarterly ICAAP reports. As part of the ICAAP, the Board of Directors also 
evaluates an annual report that describes the Group’s risk profile.

the solvency need
The solvency need is the capital base of the size, type and composition needed to cover the risks to 
which a credit institution is exposed. Danske Bank calculates it as the highest of the following meas-
ures:

•	 	The	capital	need	according	to	the	Group’s	internal	economic	capital	models	
•	 		The	capital	requirement	under	Pillar	I	plus	a	supplement	to	address	the	risks	that	are	not	covered	

by Pillar I (that is, Pillar I+)
•	 The	capital	requirement	according	to	the	Basel	I	transitional	rules
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At the end of 2011, the Group’s solvency need was determined according to the capital requirement 
under the Basel I transitional rules and amounted to DKK 90.5 billion, or 10.0% of RWA. The capital 
base was DKK 162.1 billion, or 17.9% of RWA, which meant that the Group had a substantial capital 
buffer of DKK 71.6 billion. 

According to the Basel I transitional rules, the capital requirement is 80% of the requirement under 
Basel I, or 6.4% of RWA calculated according to Basel I rules. The transitional rules are expected to 
be maintained in Denmark until the end of 2012.

Danske Bank’s two main approaches to calculating its solvency need are based on economic capital, 
which is the Group’s internal method of determining its capital need, and Pillar I+, which is based on 
the minimum regulatory capital requirements.

Economic capital is the capital necessary to cover unexpected losses in the coming year. To calculate 
it, the Group uses a 99.9% confidence level, which is the level used to calculate the minimum regula-
tory capital requirement for credit risk.

The regulatory approach to the calculation of the minimum capital requirement for credit risk ignores 
the actual composition of the Group’s portfolio. In contrast, the internal credit risk model used to cal-
culate economic capital takes into account correlations between portfolios. Correlations can reveal 
concentration risk, which increases overall risk, or diversification, which reduces risk. The internal 
model for economic capital identifies sector and geographical concentrations, while the regulatory 
approach assumes that the portfolio consists of small exposures to many debtors.

Economic capital is a point-in-time (PIT) estimate and thus reflects the Group’s current risk, unlike 
the regulatory capital requirement, which is based on TTC and downturn parameters, which reflect 
an average over a macroeconomic cycle. Economic capital therefore tends to react more sharply to 
macroeconomic trends than the regulatory capital requirement does. 

The Pillar I+ approach is based on the regulatory capital requirement, but it also takes into account 
other risks that are not included under Pillar I.

The other risks include pension risk, business risk and insurance risk (risk at Danica Pension), and 
they are included in the calculations of both economic capital and the Pillar I+ capital need. The Group 
uses internal models to calculate the capital need for these risk types. Insurance risk is covered 
partly by a deduction from the capital base. The table below shows the approaches for economic capi-
tal and Pillar I+ broken down by Pillar I risks and additional risks.

(DKK billions)  

SOLVENCY NEED AND CAPITAL BASE, END-2011
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 piLLaR i+ ECoNoMiC CapitaL

Pillar I 
risks

Credit risk Internal model Internal model

Assumes granular portfolio Takes into account concentrations

One-factor model Country-specific factors

Market risk Internal model for general risk; stan-
dardised approach for specific risk and 
commodity risk

Internal model for general risk; stan-
dardised approach for specific risk and 
commodity risk

Operational risk Standardised approach

Other 
risks

Pension risk Internal model

Insurance risk Part of credit risk Internal model

Business risk Internal model

Interest rate risk out-
side the trading book

Internal model Part of market risk

Note: Insurance risk under Pillar I+ is included indirectly in credit risk under Pillar I because the carrying amount of Danske 
Bank’s holdings in Danica less the total deduction for Danica in the Group’s capital base is included in the RWA calculation 
at a 100% weight.

When determining the capital need under economic capital and Pillar I+, if the results of the model 
calculations do not appear sufficiently conservative, the Group evaluates whether there is a need for 
capital add-ons. This may be the case, for example, if the Group believes that the result of the regula-
tory approach or economic capital calculation is not conservative enough or macroeconomic un-
certainty raises similar doubts. At the end of 2011, the Group used capital add-ons primarily for the 
uncertainty about macroeconomic developments in Denmark, Ireland and Northern Ireland.

Note: “IRRBB” is interest rate risk on items outside the trading book. “Add-on” consists of possible capital supplements owing 
to model uncertainty or macroeconomic uncertainty, for example. 

3.3.1 stress testing
Danske Bank uses macroeconomic stress tests in the ICAAP in order to project its solvency need and 
actual capital in various unfavourable scenarios. Stress tests are an important means of analysing 
its risk profile since they give management a better understanding of how the Group’s portfolios are 
affected by macroeconomic changes, including the effects of negative events on the Group’s capital 
base. The tests support the Group’s compliance with the regulatory capital requirement, and they are 
an important tool in internal capital planning.  In 2011, the Group also took part in stress tests initi-
ated by the EBA and the Danish FSA. The results showed that the Group had adequate capital in all 
the scenarios used.

(DKK billions)

FROM ECONOMIC CAPITAL (EC) TO PILLAR I+
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Stress testing covers material risks and enables the Group to assess the effect that unfavourable 
economic trends will have on various risk types. The Group uses stress tests in the ICAAP and also 
for individual risk types (mainly in sensitivity analyses).

When the Group uses stress tests in capital planning, stress is applied to risks, income and cost 
structure. Stressing earnings affects the Group’s capital base, while stressing risk exposures af-
fects the solvency need. This means that the stress tests quantify the effect on the capital buffer. The 
stress test methodology consists of four parts.

This first step is to define and prepare the relevant internal stress test scenarios. This is done by 
Group Finance and Danske Research. Each scenario consists of a set of macroeconomic variables. 
The scenarios are generally used both at the group level and for subsidiaries, and scenarios are 
also developed specifically for subsidiaries. The scenarios are submitted to the All Risk Committee 
and the Board of Directors’ Credit and Risk Committee for approval. The Group also has a base case 
scenario that represents its forecast of financial trends in the years ahead. It carries out a number of 
regulatory stress tests, the most important of which are shown in the table below.

NET TRADING INCOME

NET INTEREST INCOME

FUNDING COSTS

NET INCOME FROM
INSURANCE BUSINESS

CREDIT LOSSES

MARKET RISK

CREDIT RISK

OPERATIONAL RISK

OTHER TYPES OF RISK

P/L

RISK

GDP

SCENARIO

OUTPUT GAP SHARE PRICES

UNEMPLOYMENT

EXCHANGE RATES INTEREST RATES

INFLATION COMMODITY
PRICES

PROPERTY PRICES

STEP 1 STEP 2 STEP 3 STEP  4

SCENARIO
RESULT

CAPITAL BASE

CAPITAL NEED

EFFECT OF STRESS TEST SCENARIOS ON EARNINGS AND RISK
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DANSKE BANK’S MOST IMPORTANT STRESS TEST SCENARIOS 

sCENaRio DEsCRiptioN

Mild recession A geopolitical crisis dampens global demand temporarily. This scenario assumes 
slight economic contraction in the first year followed by a recovery. In the subsequent 
years, growth will be lower than assumed in the base case scenario.

severe recession The scenario assumes a deep international recession with a significant slump in 
global trade that entails lower export demand. Domestic investment, consumption 
and house prices fall. Central banks around the world adopt an accommodating 
monetary policy.

Regulatory scenarios Danish FSA: Base case + stress scenario.
EBA: Base case + adverse scenario.

The next step is determining what effects the scenarios have on the various risk types. For credit 
risk, the Group uses statistical models that transform the macroeconomic scenarios into loss levels. 
The models are used to stress the PD for each customer, causing higher loan impairment charges and 
higher solvency need. The exposure is stressed further by subjecting customers’ collateral to stress, 
that is, a reduction in value.

For other risk types, such as market risk, insurance risk and pension risk, the Group uses scenario-
specific variables on the current market positions, and this can cause a decline in the market values. 
The changes in market value are considered losses that reduce the Group’s earnings and capital 
base.

The Group takes a holistic approach to stress testing and sees the effect of a change in the variables 
on the Group’s earnings and capital as a whole. For example, a rise in yields will have an adverse ef-
fect on the Group’s bond holdings and will also cause credit losses. On the other hand, it will cause an 
increase in lending margins and therefore net interest income as well. The Group’s stress tests entail 
an overall assessment of such contradictory effects.

When the scenarios have been translated, the results can be calculated. Risks, income and the cost 
structure are stressed, as described above. On the basis of the results, the Group can calculate its 
solvency need and capital base under each scenario. The results and the methodology are evaluated 
and discussed by the Group’s experts and management in order to ensure consistency and reliability.

The financial crisis highlighted the need to further develop the stress test methodology. For example, 
Danske Bank’s projections of loan impairment charges proved to be lower than the actual charges 
during the crisis. In the past year, the Group improved parts of the stress testing methodology, includ-
ing the projection of loan impairment charges, losses on market risk and the stress applied to RWA, 
in order to improve the capital projections. The Group is also working to break down the results and 
thus improve the basis for management decisions and produce more detailed analyses.

Danske Bank uses the “Mild recession” scenario to determine whether the solvency need should be 
supplemented by an add-on because of business cycle fluctuations. If a negative macroeconomic 
trend indicates that the Group will incur a loss for the year, an add-on is included in the calculation 
of the solvency need. The add-on represents the Group’s position on timely and conservative risk 
management.
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In its capital considerations, the Group uses the “Severe recession” scenario to determine whether 
the capital level is satisfactory. If it concludes that in the scenario’s worst year its capital buffer is too 
small, it will consider changing the risk profile or raising capital.

Besides these two main scenarios, Danske Bank also uses various specialised scenarios. These 
scen arios give management an understanding of how the Group will be affected by specific events. 
They have proven very relevant in the past year, for example regarding the US credit rating down-
grade and the debt crisis in southern Europe.

The stress tests show that the Group is robust against the economic developments in the selected 
stress test scenarios.

Example: EBa’s stress test
In the summer of 2011, Danske Bank, along with 89 other EU banks, took part in a stress test at the 
request of the EBA. The test contained two economic scenarios that were intended to test the Europe-
an banking sector’s robustness against an unexpected deterioration of market and macroeconomic 
conditions.

Danske Bank performed well on the stress test. In the “Adverse scenario”, the Group ranked in the top 
10% of the 89 banks. This result confirmed the Group’s strong financial position.

The Group’s stress test scenarios do not take into account that in such situations management has 
opportunities to implement a number of measures to strengthen the Group’s capital, including cost 
management, lending margin increases and capital contingency plans.

The Group believes that its result in the EBA’s adverse scenario could be improved if the scenario 
took into account the possibility for management to take measures. The effects of increased lending 
margins and reduced lending are shown in the chart below, which depicts the change in the tier 1 
capital ratio with management intervention under the EBA’s “Adverse scenario”.

An increase in lending margins raises the Group’s profit before loan impairment charges. A reduction 
of lending volume causes a decline in the Group’s RWA. Overall, such management measures could 
raise the Group’s tier 1 capital in the scenario.

In addition to being able to influence income and reduce lending, Danske Bank could also choose to 
reduce expenses.

Note: The tier 1 capital ratio is stated according to the guidelines for the EBA stress test on the basis of 80% of RWA under 
Basel I.
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Reverse stress test
In addition to a macroeconomic stress test, the Group also conducts a so-called reverse stress test. 
In this test, the Group identifies types of event that can lead to a breakdown in the Group’s business 
foundation. It then estimates the risk that such an event will take place and whether it accepts the risk 
in relation to its exposure to the event. If it considers the risk from an event unacceptable, it will initi-
ate mitigation plans to reduce the risk to a satisfactory level.

As a financial business, Danske Bank depends on IT systems and access to liquidity. The Group as-
sesses its IT risk and liquidity risk on an ongoing basis in order to monitor them and take mitigating 
actions, and on this basis, it estimates the risk of an IT breakdown or lack of liquidity as extremely 
small.

3.4 tHE CapitaL BasE

At the end of 2011, Danske Bank’s capital base amounted to DKK 162.1 billion, and the total capital 
ratio was 17.9%. The capital base consists of tier 1 capital and tier 2 capital. On the same date, tier 
1 capital amounted to DKK 145.0 billion, or 16.0% of RWA, and core tier 1 capital amounted to DKK 
106.8 billion, or 11.8% of RWA. 

The various components of the capital base are shown below.

danske bank group’s Capital base 

at 31 December (Dkk millions) 2011 2010

Solvency calculations

Shareholders' equity 125,855 104,742

Revaluation of domicile property 1,281 1,253

Pension liabilities at fair value 348 -73

Tax effect -58 2

Reserves in pro rata consolidated companies 2,991 3,002

Shareholders' equity calculated in accordance with the rules of the Danish FSA 130,417 108,926

Expected dividends - -

Intangible assets of banking operations -22,127 -22,666

Deferred tax assets -1,600 -1,548

Deferred tax on intangible assets 923 1,069

Revaluation of real property -743 -675

Other statutory deductions -44 -

Core tier 1 capital 106,826 85,106

Hybrid capital 42,366 42,208

Difference between expected losses and impairment charges - -

Statutory deduction for insurance subsidiaries -4,175 -2,422

Other statutory deductions - -55

Total tier 1 capital 145,017 124,837

Subordinated debt 20,480 26,710

Revaluation of real property 743 675

Difference between expected losses and impairment charges - -

Statutory deduction for insurance subsidiaries -4,175 -2,422

Other statutory deductions - -55

Capital base 162,065 149,745

Risk-weighted assets 905,979 844,209

Core tier 1 capital ratio (%) 11.8 10.1

Tier 1 capital ratio (%) 16.0 14.8

Total capital ratio (%) 17.9 17.7
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The Group’s total capital ratio rose in 2011, mainly because of the share offering in the spring. Its 
earnings compensated for the relatively high level of loan impairment charges that continued during 
the year.

3.4.1 Core tier 1 capital
Tier 1 capital consists of core tier 1 capital and hybrid capital less statutory adjustments. 

Starting with the Group’s shareholders’ equity calculated according to International Financial Re-
porting Standards (IFRSs), the Group makes several adjustments in order to determine its core tier 1 
capital. 

First, shareholders’ equity is subject to the following adjustments in accordance with the Danish 
FSA’s rules:

•	 	Domicile	propert y	is	recognised	at	estimated	fair	value.	Revaluation	to	a	value	above	the	cost	of	
acquisition is recognised as tier 2 capital.

•	 	The	corridor	method	for	treating	pension	obligations	in	accordance	with	IAS	19	is	not	used	in	
the capital base calculations. Instead, pension obligations are recognised as the present value of 
expected future payments calculated by external actuaries.

Shareholders’ equity is then subject to certain deductions in accordance with the Danish Executive 
Order on the Calculation of the Capital Base that derive from the CRD. These are the main deductions:

•	 Proposed	dividend
•	 Carrying	amounts	of	intangible	assets,	including	goodwill
•	 Deferred	tax	assets

The Group’s core tier 1 capital also includes special reserve funds totalling DKK 3.0 billion in two 
companies (LR Realkredit A/S and Danmarks Skibskredit A/S) that are consolidated on a pro rata 
basis in the solvency calculations but included as associates in the Group accounts. These reserve 
funds cannot be distributed but can be used to cover any losses at the companies after their other 
reserves.
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3.4.2 statutory deductions from the capital base
The calculation of tier 1 and tier 2 capital also entails several additional deductions in accordance 
with the Danish Executive Order on the Calculation of the Capital Base (these deductions also derive 
from the CRD).

The Group’s tier 1 and tier 2 capital are each subject to statutory deductions equal to half of the fol-
lowing (only the actual deductions in 2010 and 2011 are shown):

•	 	Danica’s	capital	requirement,	less	the	dif ference	bet ween	Danica’s	capital	base	and	the	carrying	
amount of Danske Bank’s capital holdings in Danica.1  This method ensures that the Group’s capi-
tal base is reduced fully through a deduction from Danica’s capital base, among other things.

•	 	Capital	holdings	in	other	credit	and	finance	institutions	that	represent	more	than	10%	of	the	share	
capital of the institutions, excluding capital holdings in subsidiaries and associates (certain finan-
cial institutions).

The deduction for Danica rose in 2011, mainly because of the early redemption of DKK 3 billion of 
Danica’s supplementary capital.

Capital base deduCtions for insuranCe subsidiaries and other deduCtions

at 31 December (Dkk millions) 2011 2010

Capital requirement at Danica 8,503 7,987

Less the difference between

  Danica’s capital base 19,095 22,078

  Danske Bank’s capital holding 19,193 19,221

Danica’s holding of Danske Bank shares etc. 251 286

Deduction for insurance subsidiaries 8,350 4,844

Deductions for holdings in other credit institutions - 110

Total deductions, divided equally between tier 1 and tier 2 capital 8,350 4,954

Note: Danske Bank’s capital holding in Danica at the end of 2011 is reduced by a proposed dividend from Danica of DKK 
550 million (end-2010: DKK 1,771 million).

3.4.3 Hybrid capital and subordinated debt
At the end of 2011, the Group’s hybrid capital, which is included in tier 1 capital, amounted to DKK 
42.4 billion. 

The amount includes the hybrid capital that Danske Bank A/S and Realkredit Danmark A/S raised 
from the Danish state in May 2009: DKK 24.0 billion and DKK 2.0 billion, respectively. The loans can 
count as up to 35% of tier 1 capital calculated before the deduction for Danica. Danske Bank A/S’s 
loan may not be redeemed early until 11 April 2014, and Realkredit Danmark A/S’s loan may not be 
redeemed early until 11 May 2012. Until 10 May 2014, the loans can be redeemed at par, on the con-
dition that the tier 1 capital ratio is at least 12.0% after the redemption or that the loans are replaced 
by other capital of the same or a higher loss-absorbing capacity. From 11 May 2014 to 10 May 2015, 
the loans can be redeemed early at a price of 105, and afterwards, at a price of 110.

The Group’s other hybrid capital consists of loans of DKK 16.4 billion. These loans can be redeemed 
in 2014 and 2017 at the earliest, and they can be redeemed early only upon the Group’s initiative. The 
loans entail moderate incentives for redemption. They can count as up to 15% of tier 1 capital before 
deductions from tier 1 capital, and they did not exceed this limit in 2010 and 2011.

Early redemption of the Group’s hybrid capital in every case requires the Danish FSA’s approval.

At the end of 2011 and 2010, all of the hybrid capital could count as tier 1 capital except for certain 
minor issues from Sampo Bank that were counted as tier 2 capital.

1  The carrying amount of Danske Bank’s holdings in Danica less the total deduction for Danica in the Group’s capital base is 
included in the RWA calculation at a 100% weight.
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The Group’s subordinated debt can be included in the capital base as tier 2 capital, as long as tier 2 
capital does not exceed 50% of the capital base. At the end of 2011, subordinated debt amounted to 
DKK 20.5 billion.

According to the Danish Executive Order on the Calculation of the Capital Base, the most important 
differences between hybrid capital and subordinated debt included in tier 2 capital are as follows:

•	 Subordinated	debt	is	senior	to	hybrid	capital.
•	 	Hybrid	capital	may	not	mature	until	at	least	30	years	af ter	issuance	and	in	practice	usually	has	

perpetual maturity. There is no minimum term for subordinated debt, but in practice the term is 
usually at least six years. The amount of subordinated debt that can count as tier 2 capital de-
clines 25%, 50% and 75% when the time to maturity is less than three years, two years and one 
year, respectively.

•	 	If	a	company	does	not	have	free	reserves,	interest	accrual	on	hybrid	capital	ceases	until	free	 
reserves are re-established.

•	 	Hybrid	capital	may	not	be	subject	to	early	redemption	until	at	least	five	years	af ter	disbursement,	
except for hybrid capital raised from the Danish state, which may be redeemed after three years. 
There is no minimum term for early redemption of subordinated debt, but in practice it is usually 
after at least three years.

In 2009, the EU introduced rules on hybrid capital in the CRD (CRD II). These stricter rules took effect 
in Denmark on 1 July 2010. The Danske Bank Group’s existing hybrid capital instruments do not ful-
fil the provisions of the new rules but are covered by the transitional provisions in the Danish Execu-
tive Order on the Calculation of the Capital Base and must be phased out over a number of years. See 
also section 3.6 for a description of the coming EU regulations on capital instruments and the effects 
on Danske Bank. 

For a further description of the conditions for the individual issues of the Group’s hybrid capital and 
subordinated debt, see note 32 in Danske Bank’s Annual Report 2011.

3.5 CoNsoLiDatioN MEtHoDs

Risk Management 2011 is based on the definition of the Danske Bank Group used in Annual Report 
2011. This definition complies with IFRSs. According to IFRSs, Danske Bank A/S’s subsidiaries are 
the companies in which it has direct or indirect control over financial and operating policy decisions. 

Danica is consolidated in the Group’s accounts and is included in the consolidated supervision of the 
Group. According to EU rules, the Group is defined as a financial conglomerate because of its owner-
ship of Danica. For this reason, the solvency calculations are consolidated according to the deduction 
method described in section 3.4.2.

In its solvency calculations, the Group consolidates Danmarks Skibskredit A/S and LR Realkredit 
A/S on a pro rata basis, whereas, for accounting purposes, it treats the two companies as associates, 
that is, in accordance with the equity method. The Group has holdings of 24% and 31%, respectively, 
in the two companies. Danmarks Skibskredit A/S offers shipowners and other shipping companies 
loans secured by mortgages on vessels. As of mid-2011, the company had total assets of DKK 82 
billion and a total capital ratio of 16.6%. LR Realkredit A/S provides mortgage loans primarily for 
subsidised housing and other subsidised properties. As of mid-2011, the company had total assets of 
DKK 14 billion and a total capital ratio of 25.0%. 

Companies that the Group has taken over because of defaulted obligations have been consolidated in 
the accounts and will be sold as soon as market conditions permit. They are not included in the calcu-
lation of the capital base, but the holdings are included in the calculation of RWA.

The table below shows the differences between the ordinary consolidation principles used in the 
financial statements and those used in solvency calculations for subsidiaries and associated credit 
institutions.
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Consolidation prinCiples for subsidiaries and other units under danske bank a/s

Consolidation  
in solvency calculations Consolidation in accounts

subsidiaries and other holdings of  
Danske Bank a/s Full pro rata

Capital 
deduction Full associates

Credit institutions x x

Associated credit institutions x x

Insurance operations (consolidated according to  
capital deduction method) x x

Investment and real property operations etc. x x

Foreclosed companies (risk-weighted) x

3.6 NEW CapitaL REgULatioNs

In July 2011, the European Commission released a proposal for a major revision of the CRD (CRD IV). 
The proposal implements Basel III in the EU, among other things. Political deliberations are taking 
place in the EU until 2013, so the rules in the proposal may have changed by that time.

The rules will take effect on 1 January 2013. According to the proposal, the details of the regulations 
on liquidity and other areas will be determined afterwards, and the member states must determine 
the degree of implementation of the capital requirements in the period until 2019.

The Group believes it is important that the implementation in the EU does not deviate from the imple-
mentation period in Basel III and that the capital adequacy rules are as nearly uniform as possible in 
all countries.

The Group does not think that the European Commission’s proposal for CRD IV will entail stricter 
capital requirements for the Group than does Basel III.

The new capital standards will cause a sharp rise in the minimum capital requirement for credit 
institutions. 

The minimum capital requirement for core tier 1 capital will be phased in gradually from the current 
2% of RWA to 7%. The 7% requirement will include a “capital conservation buffer” of 2.5%, and if an 
institution does not maintain the buffer, restrictions will be placed on its dividend payments, among 
other things. In addition, the national supervisory authorities may make requirements for a counter-
cyclical buffer of up to 2.5% that will function as an extension of the capital conservation buffer.

The proposal also contains stricter requirements for the quality of capital that may count as core tier 
1 capital, and the rules for the calculation of RWA will become more stringent.

The Danske Bank Group estimates that its current core tier 1 capital ratio of 11.8% will be reduced by 
around 0.7 of a percentage point when calculated on the basis of the fully phased-in CRD IV proposal.

The Group estimates that 0.6 of a percentage point of the reduction will come from a rise in RWA that 
derives mainly from a higher requirement for counterparty risk. The estimated rise in RWA may be 
relatively volatile over time, however, because of changes in market conditions and market positions.

The rest of the reduction derives from deductions from core tier 1 capital related mainly to an expect-
ed deduction for net assets in defined benefit pension plans.
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According to the EU rules, the Group is a financial conglomerate, and Danica is included in the 
consolidated supervision of the Group. The Group uses the EU rules for financial conglomerates 
implemented in the Executive Order on the Calculation of the Capital Base in its calculation of the 
deduction for Danica (see section 3.4.2). In CRD IV, the European Commission is proposing that the 
national supervisory authorities can permit financial institutions to continue to use the conglomer-
ate rules instead of the coming CRD IV deduction rules. According to the CRD IV proposal, however, 
the EBA must present a proposal making the existing deduction rules in the EU directive on financial 
conglomerates more precise by the beginning of 2013. The EU Commission is expected to make a 
proposal for a major revision of the directive on financial conglomerates in 2013. In the future, this 
may cause changes in the Danish rules for financial conglomerates’ treatment of insurance subsidi-
aries in their solvency calculations.

In the estimated effect of CRD IV, the Group has not taken into account any change in the treatment 
of capital for Danica as a result of more precise details from the EBA or changes in the directive on 
financial conglomerates. If the full current deduction for Danica of DKK 8.4 billion is to be taken from 
core tier 1 capital, the Group estimates that this in itself will reduce the core tier 1 capital ratio by 
a 0.9 of a percentage point. Under the current rules, half of the amount is deducted from core tier 1 
capital and half from tier 2 capital.

The deduction rules for investments in insurance subsidiaries that are not part of a financial con-
glomerate in the CRD IV proposal and Basel III include a deduction for that part of the investment 
that exceeds 10% of the credit institution’s core tier 1 capital. In addition, a 250% risk weight must 
be used for that part of the investment that is not deducted from core tier 1 capital. If the investment 
in Danica of DKK 18.9 billion at the end of 2011 were treated according to that method instead, the 
Group estimates that this in itself will reduce the core tier 1 capital ratio by 1.0 percentage point.

The CRD IV proposal also contains stricter criteria for the inclusion of a capital instrument in the 
capital base. The intention is to ensure higher loss absorption for these instruments. This applies 
particularly to instruments under tier 1 capital that can be included as hybrid tier 1 capital (called 
“additional tier 1 capital”) and instruments that can be included as tier 2 capital.

According to the definitions of additional tier 1 capital and tier 2 capital, these instruments may not 
have incentives for the issuer to redeem them, among other things. Most of Danske Bank’s current 
hybrid capital and subordinated debt has moderate incentives for redemption in the form of interest 
rate step-up clauses. Partly for that reason, the capital instruments would qualify under the transi-
tional rules proposed in CRD IV. 

According to the CRD proposal, instruments that do not qualify as additional tier 1 capital or tier 2 
capital and that were issued before 20 July 2011 will be phased out over a 10-year period beginning 
on 1 January 2013, assuming that the individual member states do not choose to shorten the imple-
mentation period. In addition, instruments that carry an incentive for redemption will be phased out 
at their effective maturity dates. Issues covered by state support programmes issued before 20 July 
2011 will be grandfathered until 31 December 2017.
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Regarding the leverage ratio, CRD IV proposes that credit institutions’ ratios must be covered under 
Pillar II in the dialogue between the supervisory authority and the institution on the institution’s 
assessment of risks and its solvency need ratio. CRD IV proposes a definition of the leverage ratio 
as tier 1 capital as a percentage of total exposure. According to the proposal, political decisions on 
whether the leverage ratio should be a binding requirement under Pillar I beginning in 2018, for ex-
ample, and whether the definition should be adjusted will not be made until after 2016. On the basis of 
the definition in CRD IV, Danske Bank estimates that its leverage ratio at the end of 2011 was 4.4%.

In November 2011, the G20 countries agreed on a set of international guidelines for the regulation 
and supervision of SIFIs. 

The guidelines include a requirement that SIFIs have a higher loss-absorbing capacity than the mini-
mum requirements in Basel III. A group of global SIFIs has been designated, and they will be subject 
to stricter supervision and higher capital buffer requirements than stipulated in Basel III.

As part of the political agreement on the Danish Bank Package 4 in August 2011, it was decided that 
a committee should determine, on the basis of the coming EU regulations, the criteria that an institu-
tion must fulfil in order to be considered a Danish SIFI. The committee will also set forth the require-
ments that will be placed on SIFIs in Denmark and the instruments that can be used with SIFIs that 
encounter difficulties.

Danske Bank expects that it will be considered a Danish SIFI. Its position is that any requirements 
placed upon SIFIs in Denmark must be based on a clear set of international rules in order to avoid 
competitive distortions because of local differences in the treatment of SIFIs.
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The Danske Bank Group offers loans, credits, guarantees and other products as part of its business 
model and thus undertakes credit risk.

Credit risk is the risk of losses arising because debtors or counterparties fail to meet all or part of 
their payment obligations. Included in credit risk is the risk of losses because an entire country may 
encounter financial difficulties or because of political decisions regarding such matters as nationali-
sation and expropriation. 

The risk of losses because of customers’ default on derivatives transactions is called counterparty 
risk, and it is treated separately in section 5.

At the end of 2011, 83% of the Group’s risk-weighted assets were allocated to credit risk. On the same 
date, the total credit exposure for accounting purposes amounted to DKK 3,611 billion (end-2010: 
DKK 3,402 billion), with DKK 2,299 billion coming from lending activities (end-2010: DKK 2,363 bil-
lion) and DKK 1,020 billion from trading and investing activities (end-2010: DKK 761 billion).

4.1 tHE CREDit pRoCEss 

The Group’s credit management process is based on guidelines and policies set forth by the Board of 
Directors. The Group is working to establish a more formal process for its risk appetite to supplement 
the current credit management process. Credit management ensures a match between customers’ 
creditworthiness and the lending authorities granted to credit officers, among other things. Thus, 
when a customer’s creditworthiness declines, the lending authority is reduced. The Group’s central 
monitoring of credit exposures is managed with the Group’s credit system, which contains informa-
tion on the creditworthiness, the size and utilisation of all facility types, and the estimated realisation 
value of collateral after a haircut. 
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DANSKE BANK GROUP’S CREDIT PROCESS

4.1.1 Credit policies 
The Board of Directors sets the overall credit policies for the Group.

In its credit policies, the Group places an emphasis on building long-term relationships with its 
customers, among other things. Credits are generally granted on the basis of an understanding of 
customers’ individual financial circumstances and of special assessments of market conditions.

The Group’s ongoing monitoring of developments in the customers’ financial situation enables it to 
assess whether the basis for granting the credit facility has changed. The facilities should match 
the customers’ creditworthiness, capital position and assets to a reasonable degree, and customers 
should be able to substantiate their repayment ability. In order to reduce credit risk, the Group gener-
ally requires collateral that corresponds to the risk for the product segment. It normally requires col-
lateral for credit facilities with a long maturity (over five years) and for the financing of fixed assets.

The guidelines from the Board of Directors are supplemented by more detailed credit-granting guide-
lines for various customer groups and products.
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4.1.2 the approval process and lending authorities 
Credit granting is operationalised by means of a hierarchical lending authority structure in which 
Group Credit, acting on behalf of the Executive Board, delegates lending authorities and sets credit-
granting guidelines for the business units.

Lending authorities depend on the business unit, branch category, employee category and other fac-
tors. Lending authority limits at the individual business units are adjusted to market conditions.

When processing credit applications, the Group uses a group-wide credit system. For each applica-
tion, the Group gathers various information that is used as the basis of decision. The information 
includes the following: 

•	 Overview	of	facilities	and	collateral	
•	 Financial	analysis	data	or	financial	data	from	the	annual	tax	assessments	of	personal	customers	
•	 Supplementary	comments	on	the	application	
•	 Industry	category	
•	 Classification	
•	 Company	profile	
•	 Internal	risk	profile	of	the	customer	
•	 Credit	bureau	information	
•	 Overview	of	the	Group’s	total	exposure	to	the	customer	and	the	customer’s	group	companies

4.1.3 Monitoring
The Group monitors credit facilities centrally through its credit systems, at the customer level as well 
as the portfolio level.

Monitoring at the customer level
The Group registers the customers’ classifications, data on the limits and utilisation of all facility 
types, and information on the estimated realisation value of collateral after the deduction of a haircut. 
The Group sets limits for customers individually according to the customer classification and the 
collateral provided. At least once a year, it reviews all exposures above a certain amount and updates 
the files, usually with new financial information.

Customers that exhibit a weak financial performance are transferred to a watch list so that the Group 
can monitor them more closely and reduce the risk of losses. A watch list of large customers is re-
viewed regularly by the Board of Directors.

When a large customer shows signs of financial difficulty, one of the Group’s workout functions takes 
over the credit process. The workout function prepares an action plan that must be carried out in 
order to address the challenges that the customer faces.

Because of the financial crisis, the Group has increased its monitoring of exposure to sovereign 
counterparties. The determination of limits for sovereigns is thus affected by the trend in the relevant 
CDS indices.

Monitoring at the portfolio level 
The Group manages portfolios for individual industries by determining the credit appetite and limit 
for each industry on the basis of total exposure, credit quality and industry outlook. The portfolio 
monitoring and reporting system enables the Group to manage portfolios and to focus on specific 
industries and business units.
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4.1.4 Risk classification 
As part of the credit process, the Group classifies customers according to risk and updates the clas-
sification upon receipt of new information about them.

The main objectives of risk classification are to rank the Group’s customer base according to risk 
and to estimate the probability of default (PD) of each customer. The risk classification process also 
ensures a shared understanding across the Group of the credit risk that customers pose.

The Group’s overall classification scale consists of 11 main rating categories. Most of the categories 
are divided into two or three sub-categories, making a total of 26 rating categories. In the following 
section, the term “rating categories” refers to the 11 main categories of the overall scale, which cov-
ers both ratings and credit scores.

In its credit risk management process, the Group uses point-in-time (PIT) estimates for risk clas-
sification. These PIT PD estimates are based on inputs that are sensitive to the underlying business 
cycle, and the PD estimates will thus change over a business cycle. As the underlying PD bands of 
the overall scale are fixed, the percentage of customers within each PD band will vary in accordance 
with the effects of the business cycle. During a recessionary period, a customer’s PIT PD will thus in-
crease and the customer will migrate to a lower rating category. The migration effect of using the PIT 
PD will thus be larger than if the classification were based on the through-the-cycle (TTC) PD, which 
the Group uses to measure risk-weighted assets for credit risk.

Rating process 
The Group uses a number of rating models that it has developed for classifying customers in various 
groups. Group Credit is responsible for the overall rating process, and Group Finance is responsible 
for the rating models and the validation of the rating process.

Customer ratings are reassessed periodically. The ratings of large business and financial customers 
are reassessed more frequently than those of smaller customers. The reassessments are based on 
new information, including financial statements, budgets and other information that affects custom-
ers’ creditworthiness.
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Group Credit rates the largest customers, while small customers are rated by the local units’ credit 
departments. Group Credit ensures that the part of the process that is carried out locally follows the 
same overall guidelines as the process used at the head office for the largest customers. Two persons 
are always involved in a rating decision: a rating officer who recommends the rating and a senior rat-
ing officer with authority to approve the rating.

After a rating reassessment has been approved, the rating applies until new information is received 
and the rating is reassessed again.

4.1.5 Rating of customers 
Business and financial customers are rated with a model that builds primarily on the customer’s 
financial statements. An assessment of the customer’s prospects and qualitative information such 
as the earnings outlook for the industry and an evaluation of the company’s management are also 
considered. Customer advisers can provide factual information for the process but have no influence 
on the outcome. On the basis of this input, the model proposes a rating, but the final rating is based on 
input from expert assessments as well.

The Group rates sovereign counterparties and central banks by converting external ratings from 
international rating agencies. Ratings of local governments and other local authorities are based on 
expert assessments. The Group follows rules that it has defined for each country on the basis of local 
conditions.

Ratings of customers that apply for facilities that require the approval of the Board of Directors are 
sub mitted to a member of the Credit Committee for approval.

4.1.6 Credit scoring of customers 
The Group assigns credit scores to customers that are not rated. These customers include personal 
customers and small business customers. The Group has developed statistical models based on the 
information it possesses about customers to predict the likelihood that a customer will default on 
payment obligations to the Group. 

The credit score represents the risk of loss on an exposure on the basis of well-defined characteris-
tics of the customer’s financial situation. Customer advisers use the credit scores in granting loans 
and in pricing. Since the accessibility of data about personal customers varies from country to coun-
try, the Group has developed personal customer models for each market in which it operates.

The models ensure that the Group always has an updated credit score for each customer. The score 
is based on either application data (for new customers) or behavioural data (for existing customers). 
Customer downgrades are made in accordance with certain rules, for example after a specific period 
of arrears.

4.1.7 Risk mitigation 
A key element in the Group’s credit policy is reducing risks in the loan portfolio by entering various 
risk-mitigating agreements. For many loan products, collateral is required by statutory regulations, 
as in mortgage finance.

The most important means of mitigating risk that the Group uses are pledges, mortgages, sureties 
and guarantees. The most common types of collateral the Group receives, measured by volume, are 
mortgages on real property and financial assets in the form of shares or bonds.

The initial valuation of the collateral takes place during the credit approval process, when the Group 
collects information that enables it to make a sound valuation. The Group regularly reassesses the 
value of the collateral. The valuation is based on realisation values within a six-month time horizon.

For the most common collateral types, the Group uses models to estimate the value. For collateral 
types for which there is no valuation model, the Group calculates the value manually.
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The current collateral value is subject to a haircut that represents the risk that the Group will not be 
able to obtain proceeds from a sale of the collateral equal to the expected market value. 

The haircut thus includes maintenance costs in the period when the asset is for sale, fees for external 
advisory services and any loss in value. For real property, the haircut depends on the property type 
and usually ranges from 20% to 40%. The haircut includes the haircut made during the impairment 
process mentioned in section 4.1.8 below. For listed securities, the haircut is calculated with an inter-
nal model based on 20-day price volatility. For unlisted securities, the haircut is 100%.

In some cases, the Group receives guarantees or sureties for credit facilities. Many are provided by 
companies or persons related to the debtor. Because of the default correlation, no independent value 
is attached to such guarantees.

The Group conducts backtests of its valuation models annually and supplements them with quarterly 
follow-ups. The Group also regularly evaluates the validity of external inputs on which the valuation 
models are based.

4.1.8 the impairment process 
The Group conducts impairment tests quarterly, assessing all credit facilities for objective evidence 
of impairment (OEI). The Group has defined a set of risk events that qualify as OEI. 

Some risk events are registered automatically in the Group’s systems, and others are registered 
man ually by credit officers or customer advisers on a regular basis. Both local and central credit 
departments conduct OEI assessments.

Impairment charges are based on discounted cash flows. The Group’s system calculates impairment 
charges for small loans automatically, taking into account the discounted market value of the collat-
eral after the deduction of the costs of realising the assets (a haircut).

The accumulated impairment charges constitute the allowance account. Part of the allowance ac-
count is reserved for future interest income calculated according to the effective interest method.

The IASB is preparing a new set of rules on impairment charges for financial instruments. The Group 
is following this process, and the rules are expected to be announced in 2012 and to take effect in 
2015. Because of the great uncertainty about the final form of the rules, it is still too early to assess 
their effect on the Group’s future impairment charges.

individual impairment charges 
When OEI appears for a facility, the Group applies it to all the customer’s facilities and calculates 
the impairment charge on the basis of the total exposure. In certain cases, OEI for one customer can 
spread to other customers when the customers have a “financial relationship”, for example if they are 
part of the same customer group. Impairment charges for all medium and large exposures with OEI 
are assessed by a senior credit officer.

Customers with OEI are downgraded to category 11 when the customer is in default (that is, the cus-
tomer’s PD is set at 1). Even fully collateralised exposures are downgraded. For personal customers 
that are downgraded to category 11, OEI often consists of a facility’s becoming 90 days past due. For 
business customers that are downgraded to category 11, OEI usually appears when the customer is 
undergoing financial restructuring or has gone bankrupt.

Customers with OEI that are not in default are automatically downgraded to category 10. The OEI for 
these customers consists of significant financial difficulties, for example cash flow that appears in-
sufficient in relation to the servicing of the customer’s obligations over a realistic period at the same 
time that the current capital situation is unsatisfactory and a restoration of earnings and capital can-
not be expected.
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Impairment charges against facilities to customers in rating category 11 are based on the exposure 
with a deduction of the present value of the expected proceeds from realising collateral and other as-
sets. The collateral values are calculated as the estimated realisation value within a six-month time 
horizon less a haircut of 5-15% to cover the estimated realisation costs (this haircut is part of the 
general haircut to which collateral is subject and which is described in section 4.1.7 above).

The calculation of impairment charges against facilities to customers with significant financial 
difficulties (in rating category 10) is based on an expectation of either financial restructuring or 
bankruptcy. In the restructuring scenario, the Group assumes that the customer is a going concern, 
although the debt is too high in relation to the cash flow. The credit officer’s best estimate of the 
amount of debt that the borrower will be able to service in a future financial restructuring serves as 
a foundation for the impairment charge. On the other hand, if restructuring is judged to be impossible, 
the credit officer assumes that bankruptcy will occur, and the impairment charge is based on the ex-
posure less the present value of the expected proceeds from realising the collateral and other assets.

During the collection process, the Group may determine that a loss is unavoidable, and the loan in 
question will be written off, either partly or fully. If the Group later arranges a payment agreement for 
a loan that has been written off, the loan is recognised in the balance sheet as a new loan at a value 
equal to the present value of the payment agreement.

Collective impairment charges 
Loans and advances without OEI are included in a collective assessment of the need for any impair-
ment charges. Collective impairment charges are calculated for loans with similar credit charac-
teristics when a deterioration of the expected cash flow from the group has occurred but without an 
adjustment of the credit margin. The charges are based on a degradation of customers’ rating classi-
fications over time (migration). Customers are divided into groups according to their current ratings. 
Groups of facilities whose ratings have improved are included in the calculations.

When external market information indicates that an impairment event has occurred, even though 
it has not yet materialised in ratings, the Group registers an “early event” impairment charge. Early 
events represent an expected rating change because of deteriorating market conditions in an indus-
try. If a rating downgrade does not occur as expected, the charge is reversed.

Collective impairment charges are calculated as the difference between the carrying amounts of the 
loans and advances in the portfolio and the present value of estimated future cash flows. According 
to the amortised cost method, the value of a portfolio cannot exceed the value at the initial recognition 
less amounts repaid during the period from initial recognition to the balance sheet date. Collective 
impairment charges are calculated by Group Credit.

4.1.9 Customers in default and repossessed assets 
The Group makes a special registration for customers in default (rating category 11). 

A default situation in a group of related customers requires an individual assessment of whether 
default should be registered for each customer in the group. 

If a personal customer has an unauthorised excess or is in arrears, a file is set up and the customer’s 
adviser decides whether or not to accept the unauthorised excess or arrears. If the excesses or ar-
rears are deemed unacceptable, a reminder procedure is initiated. The procedure may lead to debt 
recovery proceedings through the courts of the country in question within 90 days of the claim.

Repossessed assets 
The Group generally has no interest in taking over assets from customers. If a customer shows signs 
of default, the Group will begin by seeking a solution that can improve the customer’s financial situa-
tion, including restructuring the customer’s finances and financing.

If it is not possible to improve the customer’s financial situation, the Group assesses whether to sub-
ject the customer’s assets to a forced sale or whether the assets could be realised later at higher net 
proceeds.
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At the end of 2011, the Group’s holdings of repossessed properties stood at 161 at Realkredit  
Danmark, 59 at Retail Banking Finland, 76 at Banking Activities Northern Ireland, and 301 at  
Banking Activities Baltics. Strictly speaking, the Group has no repossessed properties in Ireland. 
From a historical perspective, the level of repossessed assets remained very low. At the end of  
2011, the value of properties repossessed in Denmark amounted to DKK 317 million, and the value  
of such properties outside Denmark amounted to DKK 344 million.

repossessed properties

Holdings 2011

Number of properties 2007 2008 2009 2010 New Closed Holding

Retail Banking Denmark 5 23 38 167 220 222 165

  Segment from Realkredit Danmark 5 23 37 164 217 220 161

Retail Banking Finland - - 110 96 1 38 59

Retail Banking Sweden - - - - - - -

Retail Banking Norway - - - - - - -

Banking Activities Ireland - - - - - - -

Banking Activities Northern Ireland - - 26 62 49 35 76

Banking Activities Baltics - 7 71 216 153 68 301

Danske Markets - - 151 114 9 28 95

Total 5 30 396 655 432 391 696

Note: In accordance with Irish law, 163 properties subject to suspension of payments are under administration but are not 
included in the Group’s holdings of repossessed properties.

4.2 CREDit poRtFoLio

The Group’s credit exposure shown in the tables below is defined as balance sheet items and off-
balance-sheet items that carry credit risk, and the exposure is calculated net of accumulated loan im-
pairment charges. Most of the exposure derives from lending activities in the form of loans with and 
without collateral. Positions managed by the Group’s trading and investment units also involve credit 
risk. A segment of credit risk concerns OTC derivatives and securities financing instruments, and it 
is designated as counterparty risk. Counterparty risk is treated in section 5. The overall management 
of credit risk covers counterparty risk; the credit exposure from securities positions, mainly at trad-
ing and investment units; and the risk on direct lending to the counterparties. For capital adequacy 
purposes, credit risk on securities in the trading book is not treated as credit risk but as market risk 
(see section 6 on market risk). 

At the end of 2011, the total carrying amount of the Group’s exposure was DKK 3,611 billion. Some 
DKK 2,299 billion derived from lending activities both in and outside Denmark, DKK 551 billion 
derived from the carrying amount of derivatives, and DKK 469 billion derived from other trading and 
investing activities, such as trading in bonds and other financial instruments.
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breakdown of Credit exposure (Carrying amounts)

at 31 December 2011 
(Dkk millions) total

Credit exposure, 
lending activities

Counterparty  
risk (derivatives)

Credit exposure, 
other trading and 

investing activities
insurance 

risk

Contracts, full 
risk assumed  
by customers

Balance sheet items:

Demand deposits with central 
banks 18,015 18,015 - - - -

Due from credit institutions and 
central banks 74,041 74,041 - - - -

Repo loans with credit institu-
tions and central banks 106,829 106,829 - - - -

Trading portfolio assets 909,755 - 550,970 358,785 - -

Investment securities 109,264 - - 109,264 - -

Loans and advances at  
amortised cost 977,284 977,284 - - - -

Repo loans 149,198 149,198 - - - -

Loans and advances at fair value 720,741 720,741 - - - -

Assets under pooled schemes 
and unit-linked investment 
contracts 61,888 - - - - 61,888

Assets under insurance  
contracts 230,668 - - - 230,668 -

Off-balance-sheet items:

Guarantees 83,131 83,131 - - - -

Loan commitments < 1 year 63,013 63,013 - - - -

Loan commitments > 1 year 106,459 106,459 - - - -

Other unutilised commitments 942 - - 942 - -

Total 3,611,228 2,298,711 550,970 468,991 230,668 61,888

at 31 December 2010 
(Dkk millions) total

Credit exposure, 
lending activities

Counterparty  
risk (derivatives)

Credit exposure, 
other trading and 

investing activities
insurance 

risk

Contracts, full 
risk assumed  
by customers

Balance sheet items:

Demand deposits with central 
banks 25,662 25,662 - - - -

Due from credit institutions and 
central banks 89,619 89,619 - - - -

Repo loans with credit institu-
tions and central banks 138,481 138,481 - - - -

Trading portfolio assets 641,993 - 333,743 308,250 - -

Investment securities 118,556 - - 118,556 - -

Loans and advances at  
amortised cost 978,250 978,250 - - - -

Repo loans 168,481 168,481 - - - -

Loans and advances at fair value 701,715 701,715 - - - -

Assets under pooled schemes 
and unit-linked investment 
contracts 59,698 - - - - 59,698

Assets under insurance  
contracts 217,515 - - - 217,515 -

Off-balance-sheet items:

Guarantees 90,290 90,290 - - - -

Loan commitments < 1 year 61,551 61,551 - - - -

Loan commitments > 1 year 109,407 109,407 - - - -

Other unutilised commitments 852 - - 852 - -

Total 3,402,070 2,363,456 333,743 427,658 217,515 59,698
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The risk on assets under pooled schemes and unit-linked investment contracts is borne solely by 
customers, and the risk on assets under insurance contracts is borne primarily by customers. The 
Group’s risk on insurance contracts is described in section 9, which treats insurance risk. In addition 
to the credit exposure from lending activities, the Group has made loan offers and granted revocable 
credit commitments for DKK 355 billion (2010: DKK 396 billion). These items are included in the cal-
culation of risk-weighted assets in accordance with statutory regulations. See the section in the ap-
pendix on credit risk, which contains a bridge between the credit exposure from lending activities for 
accounting purposes and the exposure used in the calculation of RWA (exposure at default, or EAD).

4.2.1 Credit exposure from lending activities 
At the end of 2011, the Group’s total credit exposure from lending activities amounted to DKK 2,299 
billion, against DKK 2,363 billion at the end of 2010. This represents a decline of 2.7%. There were 
three main reasons for this situation:

•	 	Many	customers	had	good	liquidit y	because	of	low	consumption	and	low	investments.	Good	
liquidity reduces the utilisation of credit facilities with access to variable utilisation.

•	 The	Group	reduced	its	credit	exposure	to	counterparties	in	selected	segments.
•	 Accumulated	impairment	charges	rose	from	DKK	43.8	billion	in	2010	to	DKK	48.6	billion	in	2011.

Since the beginning of the financial crisis, developments in the quality of the Group’s credit portfolio 
have been very uneven. In certain segments, there was a decline in quality in 2008 and 2009 and 
a subsequent improvement. In other segments – including personal customers – the decline has not 
been as bad as originally feared. 

Section 4.2.2 outlines the developments in credit quality in selected segments since the beginning of 
the crisis, while this section focuses on the business units.

key figures broken down by business unit

at 31 December 2011

Retail Banking Banking activities Danske 
Markets 

and  
treasury(Dkk millions) Denmark Finland sweden Norway

Northern 
ireland ireland Baltics CiB other total

Credit  
exposure 976,962 158,008 203,319 145,658 52,480 52,695 22,158 256,188 365,692 65,551 2,298,711

Loans and  
guarantees 969,908 155,148 189,703 140,601 52,393 50,407 18,849 132,138 187,856 33,352 1,930,355

Commercial  
property loans 116,047 14,143 56,715 30,566 7,704 11,398 1,776 14,846 2,796 1,276 257,267

Residential  
property loans 510,951 84,279 63,486 67,512 15,111 22,518 10,726 - - 12 774,595

Past due loans (%) 0.8 1.3 0.1 2.1 0.8 1.7 3.1 - - - 0.7

Impaired loans (%) 3.6 2.5 1.1 2.5 5.8 24.6 8.8 0.7 1.1 0.8 3.0

Loans in default (%) 1.3 1.8 0.5 0.8 4.7 14.2 5.2 0.4 1.0 0.0 1.4

Impairment ratio 
(bp) 44 12 11 27 416 1,257 -135 56 -55 40 68
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at 31 December 2010

Retail Banking Banking activities Danske 
Markets 

and  
treasury

(Dkk  
millions) Denmark Finland sweden Norway

Northern 
ireland ireland Baltics CiB other total

Credit  
exposure 973,075 146,697 198,334 138,386 51,872 62,678 25,314 254,535 439,065 73,500 2,363,456

Loans and  
guarantees 967,585 145,143 182,964 134,232 51,649 60,806 21,455 128,578 208,817 37,507 1,938,736

Commercial  
property loans 109,918 10,254 55,561 28,685 9,406 15,569 2,029 12,793 168 1,076 245,459

Residential  
property loans 507,919 75,530 61,374 61,674 14,354 24,640 11,678 - - 25 757,194

Past due loans 
(%) 0.4 1.4 0.2 0.7 0.7 1.2 3.6 0.2 - 0.6 0.5

Impaired loans 
(%) 2.9 2.4 1.0 2.2 6.8 21.8 8.2 1.0 1.1 1.0 2.7

Loans in default 
(%) 1.0 1.5 0.6 0.6 3.5 13.5 4.8 - 1.0 0.4 1.3

Impairment ratio 
(bp) 79 6 6 7 241 817 96 2 -30 10 71

Note: Past due loans, impaired loans and loans in default are shown as a percentage of credit exposure. Past due loans include exposures with ex-
cesses without individual impairment charges. Impaired loans include exposures that are individually impaired and for which the impairment charge 
is assessed individually, that is, exposures in rating category 10 (not in default) and category 11 (in default). The loan impairment ratio is defined as 
impairment charges for the year as a percentage of loans and guarantees at the end of the year. Loans and guarantees as well as the impairment ra-
tios for the individual business units are calculated after adjusting for intra-group loans and therefore deviate from the information in Danske Bank’s 
annual report.

In 2011, lower credit demand in Denmark led to a 5.3% decline in credit exposure at Retail Banking 
Denmark, excluding Realkredit Danmark. The low demand related to both personal and business 
customers. The increased percentage of impaired loans derived mainly from SMEs, and it caused an 
increase in impairment charges, particularly in the second half of 2011. At Retail Banking Denmark, 
the impairment ratio was 44 bp of loans and guarantees at the end of 2011 (end-2010: 79 bp). Exclud-
ing Realkredit Danmark, the level was 131 bp (end-2010: 257 bp).

In the other Nordic countries, credit demand remained good, and credit exposure at the Retail Bank-
ing units in Norway, Sweden and Finland rose 4.9% in 2011. At Retail Banking Finland, demand for 
residential property loans was especially strong. At the end of the year, the impairment ratio for all 
these units was 16 bp (end-2010: 7 bp).

The	negative	trend	in	the	Irish	propert y	market	continued	in	2011.	Higher	required	returns	and	low	
activity had an adverse effect on property prices. In the commercial property segment, persistently 
low occupancy rates caused a further deterioration of credit quality. The negative macroeconomic 
trend	also	had	an	adverse	ef fect	on	personal	customers.	High	unemployment	and	lower	disposable	
incomes put additional pressure on households. The Group experienced rising arrears for personal 
customers, although they were lower than the market average. At the end of 2011, the impairment 
ratio at Banking Activities Ireland was 1,257 bp, against 817 bp at the end of 2010.

At Banking Activities Northern Ireland, credit quality was affected particularly by the trend in the 
commercial property and personal customer segments. Falling property prices hurt the commercial 
property development segment especially. Rising unemployment affected the credit quality of person-
al customers. The need for impairment charges at the unit rose during the year, and the impairment 
ratio was 416 bp, against 241 bp at the end of 2010.

Demand from large corporate customers at Corporate & Institutional Banking was limited in 2011. 
Although credit quality at the unit was adversely affected by the trend in the shipping industry, the 
general credit quality remained good. At the end of the year, the impairment ratio was 56 bp (end-
2010: 2 bp).

The industry breakdown below shows the Group’s credit exposure broken down by industry and 
customer segments. The breakdown follows the Global Industry Classification Standard (GICS), 
supplemented	by	the	Personal	Customers,	Subsidised	Housing	and	Central	and	Local	Governments	
categories.
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Credit exposure from lending aCtivities broken down by industry

at 31 December 2011

Retail Banking Banking activities Danske 
Markets 

and  
treasury

(Dkk  
millions) Denmark Finland sweden Norway

Northern 
ireland ireland Baltics CiB other total

Central and local  
governments 15,060 4,674 2,170 1,818 9,982 2,241 1,120 4,580 61,679 19,171 122,495

Subsidised housing  
companies 102,994 6,978 6,642 2,340 799 204 - 293 2,729 182 123,161

Banks 15,174 1,666 5,359 952 61 23 1,011 15,354 130,502 8,676 178,778

Diversified financials 7,273 1,410 2,952 2,119 26 1,425 233 21,671 107,226 8,675 153,010

Other financials 1,293 177 222 530 418 63 37 2,407 50,551 1,217 56,915

Energy and utilities 7,447 2,405 1,175 5,019 71 591 1,595 20,552 1,441 402 40,698

Consumer discretionary 30,718 6,370 11,195 4,228 3,636 2,557 1,299 19,912 900 2,393 83,208

Consumer staples 64,866 4,488 4,277 7,101 6,008 5,265 835 19,453 2,354 3,019 117,666

Commercial property 116,047 14,143 56,715 30,566 7,704 11,398 1,776 14,846 2,796 1,276 257,267

Construction, engineer-
ing and building products 5,631 3,125 6,800 1,605 2,781 2,834 519 11,242 425 1,610 36,572

Transportation and 
shipping 6,865 2,418 2,965 2,026 703 223 843 52,894 775 2,112 71,824

Other industrials 21,764 3,451 9,681 6,879 1,348 586 809 25,859 1,024 6,594 77,995

IT 2,799 671 1,492 881 57 71 22 9,277 171 174 15,615

Materials 5,431 3,332 5,033 1,674 966 71 395 22,212 460 2,909 42,483

Health care 6,490 945 955 688 786 328 108 13,112 2,606 1,544 27,562

Telecom munication 
services 294 692 418 229 2 189 90 2,520 48 12 4,494

Personal customers 566,816 101,063 85,268 77,003 17,132 24,626 11,466 4 5 5,585 888,968

Total 976,962 158,008 203,319 145,658 52,480 52,695 22,158 256,188 365,692 65,551 2,298,711

at 31 December 2010

Retail Banking Banking activities Danske 
Markets 

and  
treasury

(Dkk  
millions) Denmark Finland sweden Norway

Northern 
ireland ireland Baltics CiB other total

Central and local  
governments 12,838 4,092 2,144 1,251 6,964 1,901 562 4,158 101,813 26,477 162,200

Subsidised housing  
companies 97,895 6,806 6,258 2,833 767 141 - 185 33 62 114,980

Banks 12,465 1,637 5,740 1,218 214 114 3,757 16,352 137,815 11,609 190,921

Diversified financials 6,763 2,324 3,536 2,532 53 1,503 605 25,507 136,040 7,311 186,174

Other financials 690 74 96 278 584 118 175 2,827 57,345 2,172 64,359

Energy and utilities 9,477 2,388 1,437 4,346 433 54 968 18,941 75 356 38,475

Consumer  
discretionary 35,422 6,432 10,746 5,442 3,904 3,391 855 20,183 508 2,105 88,988

Consumer staples 66,871 3,394 3,525 4,241 5,857 6,298 1,349 18,461 1,244 2,983 114,223

Commercial property 109,918 10,254 55,561 28,685 9,406 15,569 2,029 12,793 168 1,076 245,459

Construction,  
engineering and  
building products 6,305 2,375 3,889 2,308 3,968 3,241 416 12,024 131 1,772 36,429

Transportation and 
shipping 7,351 3,139 6,125 3,088 711 252 908 49,180 177 2,292 73,223

Other industrials 23,824 3,794 10,769 7,006 919 1,189 698 29,388 463 5,269 83,319

IT 2,743 661 1,243 1,850 50 84 30 8,688 36 256 15,641

Materials 6,990 2,702 5,332 2,016 1,099 1,256 423 23,246 570 2,588 46,222

Health care 6,598 895 1,613 763 549 342 103 9,644 2,631 1,522 24,660

Telecom munication  
services 150 650 446 117 3 265 232 2,953 10 10 4,836

Personal customers 566,775 95,080 79,874 70,412 16,391 26,960 12,204 5 6 5,640 873,347

Total 973,075 146,697 198,334 138,386 51,872 62,678 25,314 254,535 439,065 73,500 2,363,456
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The pressure on collateral values continued in 2011, mainly because of falling property values in 
Denmark, Ireland and Northern Ireland. Property values in Norway, Sweden and Finland remained 
more stable.

Collateral reCeived

Collateral

at 31 December 2011 
(Dkk millions) total

Real 
property other

Credit 
exposure

total  
unsecured 

credit  
exposure

Unsecured 
portion (%)

Retail Banking Denmark 666,947 640,609 26,338 976,962 310,015 32

   Segment from Realkredit 
Danmark 561,370 561,370 - 720,741 159,371 22

Retail Banking Finland 121,791 107,460 14,331 158,008 36,217 23

Retail Banking Sweden 155,987 116,236 39,751 203,319 47,332 23

Retail Banking Norway 108,396 97,444 10,952 145,658 37,262 26

Banking Activities Northern 
Ireland 31,164 29,414 1,750 52,480 21,316 41

Banking Activities Ireland 30,680 29,114 1,566 52,695 22,015 42

Banking Activities Baltics 13,590 11,479 2,111 22,158 8,568 39

Corporate & Institutional Banking 36,706 4,758 31,948 256,188 219,482 86

Other 289,440 2,254 287,186 431,243 141,803 33

Total 1,454,701 1,038,768 415,933 2,298,711 844,010 37

Collateral

at 31 December 2010 
(Dkk millions) total

Real 
property other

Credit 
exposure

total  
unsecured 

credit  
exposure

Unsecured 
portion (%)

Retail Banking Denmark 711,000 684,268 26,732 973,075 262,075 27

   Segment from Realkredit 
Danmark 597,842 597,842 - 702,412 104,570 15

Retail Banking Finland 111,886 98,227 13,659 146,697 34,811 24

Retail Banking Sweden 143,470 110,911 32,559 198,334 54,864 28

Retail Banking Norway 102,464 91,538 10,926 138,386 35,922 26

Banking Activities Northern 
Ireland 31,239 30,021 1,218 51,872 20,633 40

Banking Activities Ireland 40,221 38,974 1,247 62,678 22,457 36

Banking Activities Baltics 13,251 11,989 1,262 25,314 12,063 48

Corporate & Institutional Banking 34,898 4,114 30,784 254,535 219,637 86

Other 425,520 2,471 423,049 512,565 87,045 17

Total 1,613,949 1,072,513 541,436 2,363,456 749,507 32

Note: Collateral values reflect haircuts (see section 4.1.7). “Other” collateral consists mainly of custody accounts and  
securities.
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Banking activities ireland
In the past few years, the Group’s Banking Activities unit in Ireland has faced considerable challeng-
es because of the downturn in the Irish economy. The Group therefore considers it appropriate to give 
more detailed information about its credit exposure in Ireland, especially property financing.

At the end of 2011, the credit exposure at Banking Activities Ireland amounted to DKK 52.7 billion, 
or 2.3% of the Group’s total credit exposure from lending activities.  Accumulated loan impairment 
charges and losses since 2008 amounted to DKK 18.5 billion.

In 2011, the credit quality of Banking Activities Ireland’s lending portfolio was adversely affected by 
the trend in prices in the residential and commercial property markets. At the end of 2011, commer-
cial property prices had fallen on average more than 60% from their peak in 2006-07. In 2011, there 
were very few commercial property sales. 

During the economic boom, it was a market practice for personal customers to be active investors 
in the Irish housing and property markets as well. Personal customers’ investment properties were 
mainly in the residential rental segment. The homes acquired did not serve as the customers’ homes 
but were leased instead. These investment properties were also adversely affected by the trend in the 
Irish market.

The deterioration of the Irish commercial and residential property markets since the beginning of the 
financial crisis is reflected in the fact that credit exposure to customers in rating categories 10 and 
11 represented 25% of Banking Activities Ireland’s total credit exposure at the end of 2011, against 
1% at the end of 2007. 

Since 2008, the gross credit exposure (credit exposure plus the allowance account) at Banking Ac-
tivities Ireland has declined DKK 14.7 billion, with recognised losses accounting for DKK 4.7 billion.

banking aCtivities ireland’s Credit exposure broken down by seCtor 

at 31 December 2011 (Dkk millions)
gross credit 

exposure
allowance 

account
Credit 

exposure

portion from 
categories 10 

& 11

Personal customers 26,565 1,939 24,626 1,864

Commercial property 19,582 8,184 11,398 7,589

Consumer staples 6,015 750 5,265 738

Construction, engineering and building products 4,224 1,390 2,834 1,807

Consumer discretionary 3,445 888 2,557 697

Central and local governments 2,241 - 2,241 1

Finance 1,618 107 1,511 79

Energy and utilities 597 6 591 8

Other industrials 2,228 556 1,672 161

Total, 2011 66,515 13,820 52,695 12,944

Total, 2010 72,242 9,564 62,678 13,634

Total, 2009 79,944 7,002 72,942 11,958

Total, 2008 81,207 1,855 79,352 6,631

Total, 2007 69,619 186 69,433 396

Note: Gross credit exposure is defined as credit exposure plus the allowance account. The gross credit exposure to personal 
customers  at the end of 2011 breaks down into DKK 6,152 million to investment property (residential rental), DKK 17,961 
million to the financing of owner-occupied housing and other loans of DKK 2,452 million.
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At the end of 2011, gross credit exposure related to development, investment property, personal cus-
tomers’ residential rental property and contractors amounted to DKK 30 billion, or 45% of Banking 
Activities Ireland’s total gross credit exposure. The allowance account for the segment stood at DKK 
10.1 billion, or 73% of the total Irish allowance account. 

Credit exposure related to development, investment property,  ConstruCtion, etC.,  
at banking aCtivities ireland 

investment property
personal  

customers’ 
investment housing 

loans (buy-to-let)
at 31 December 2011 
(Dkk millions) Development

Commercial 
rental

Residential 
rental

Construction  
and building  

materials total

Gross credit exposure 6,548 8,876 4,158 6,152 4,224 29,958

Allowance account 3,006 3,443 1,735 553 1,390 10,127

Credit exposure 3,542 5,433 2,423 5,599 2,834 19,831

investment property
personal  

customers’ 
investment housing 

loans (buy-to-let)
at 31 December 2010 
(Dkk millions) Development

Commercial 
rental

Residential 
rental

Construction  
and building  

materials total

Gross credit exposure 7,313 9,731 3,995 6,796 4,337 32,172

Allowance account 2,476 1,882 1,111 819 1,131 7,419

Credit exposure 4,837 7,849 2,884 5,977 3,206 24,753

Note: Development (property under construction) covers loans for financing in the construction phase, including lot financ-
ing, while investment property generates cash flows, primarily from the payment of rent from properties that serve either a 
residential or commercial purpose (office buildings, industrial properties, etc.). 

For facilities with OEI, the impairment charge reflects the gap between the debt and the market value 
of the mortgaged property after a deduction for realisation costs. When market prices peaked, the 
required return was about 3.5% for office property in a prime location in central Dublin. Today the 
required return has risen to about 7.5%. For less attractive types of property in rural areas, the rate is 
13.5% or more. A sensitivity analysis indicates that the need for impairment charges against invest-
ment property loans (excluding personal customers’ investment property) may rise about DKK 500 
million if the average required return increases an additional 1 percentage point.
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At the end of 2011, the gross credit exposure related to personal customers’ financing of owner- 
occupied housing amounted to DKK 18 billion, or 27% of Banking Activities Ireland’s total gross 
credit exposure. The allowance account for the segment stood at DKK 1 billion, or 8% of the total  
allowance account for Banking Activities Ireland.

PERSONAL CUSTOMERS’ FINANCING OF OWNER-OCCUPIED PROPERTY AT BANKING ACTIVITIES IRELAND 

(%)
gross credit 

exposure, 
total

allowance 
account

Credit  
exposure, 

total
at 31 December 2011 
(Dkk millions) 0-20 20-40 40-60 60-80 80-100 > 100

Residential mortgage loans 4,306 3,755 3,111 2,411 1,722 2,656 17,961 1,042 16,919

By region:

  Dublin 2,027 1,721 1,398 1,059 722 1,105 8,032 598 7,434

  Rest of Ireland 2,279 2,034 1,713 1,352 1,000 1,551 9,929 444 9,485

By loan type:

  Principal payments 3,549 3,050 2,483 1,895 1,334 1,971 14,282 282 14,000

  Interest only 757 705 628 516 388 685 3,679 760 2,919

(%)
gross credit 

exposure, 
total

allowance 
account

Credit  
exposure, 

total
at 31 December 2010 
(Dkk millions) 0-20 20-40 40-60 60-80 80-100 > 100

Residential mortgage loans 6,517 5,220 3,664 2,059 982 605 19,047 384 18,663

By region:

  Dublin 2,744 2,200 1,623 1,014 540 395 8,516 84 8,432

  Rest of Ireland 3,773 3,020 2,041 1,045 442 210 10,531 300 10,231

By loan type:

  Principal payments 5,482 4,310 2,968 1,666 798 466 15,690 234 15,456

  Interest only 1,035 910 696 393 184 139 3,357 150 3,207

Note: In the breakdown, every krone lent is categorised according to its seniority in the total debt on the individual property. Gross credit 
exposure in the table excludes personal customers’ investment housing (residential leasing), which at the end of 2011 amounted to DKK 
6,152 million (end-2010: DKK 6,796 million).

Of the total gross credit exposure of DKK 18.0 billion, DKK 2.7 billion was above the 100% LTV ratio 
level. In 2011, the percentage of home mortgages that were more than 90 days past due rose from 
1.7% to 3.0% (at the end of 2011). The trend was seen in the entire Irish market for home loans, where 
the percentage of loans past due rose from about 6% (at the end of 2010) to about 8% (at the end of the 
third quarter of 2011).

According to the general Irish price index (the CSO index), the average LTV ratio increased from 71% 
at the end of 2010 to 84% at the end of 2011.

Because of the very low number of home sales, the Group decided in 2011 to stop using the general 
Irish price index for the valuation of owner-occupied housing. Combined with falling house prices, 
this caused the average LTV ratio to increase to 103% at the end of 2011, against 71% at the end of 
2010. 
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Source: Own data and Central Statistics Office (Ireland) (ESRI/CSO index).
Note: At Banking Activities Ireland, collateral is indexed on the basis of CSO values with a quarterly adjustment determined by 
Danske Bank.

Source: Central Bank of Ireland and own reporting to the Central Bank of Ireland.
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A geographical breakdown of the portfolio shows that almost half of the home mortgages are based 
on properties in Greater Dublin. 

A segmentation of the portfolio according to the home mortgage debt-servicing profile shows higher 
LTV ratios for interest-only loans than for loans with repayment of principal. For interest-only loans, 
the allowance account represents 21% of the exposure, and for loans with repayment of principal, it 
represents only 2%. The latter account for 80% of the portfolio.

4.2.2 trends in selected segments
This section describes developments in credit quality in selected other segments of the Group’s 
lending portfolio since the beginning of the financial crisis. The tables show the trend in gross credit 
exposure, defined as credit exposure plus the allowance account, since 2007. They also show the un-
secured segment and the Group’s losses in each year. Next appears the part of the portfolio segment 
that has weak credit quality and is thus placed in rating categories 8 to 11 (see section 4.1.4 on the 
Group’s risk classification). The Group subjects collateral to haircuts to take into account uncertainty 
about its future value (see section 4.1.7). A large portion of the unsecured exposure in categories 8-11 
is owing to these haircuts.

Collateral values are calculated at values that the Group estimates could be realised within a six-
month time horizon. In calculating impairment charges against assets with OEI, the Group makes a 
haircut of 5-15% to cover the costs of realisation (see also sections 4.1.7 and 4.1.8). In calculating 
RWA according to the CRD, the Group makes a haircut, usually of about 20-40%. This means that the 
unsecured amount calculated will be larger than the impairment charge against a given facility. In 
addition, for facilities with OEI that are not in default, the Group recognises an impairment charge ac-
cording to a scenario which usually assumes a restructuring of the customer and in which the Group 
will not lose the full unsecured amount of the exposure. Because of these factors, the unsecured 
amounts in the tables will usually be higher than the sum of the impairment charges. 

trend in the total Credit portfolio

Year total portfolio portfolio categories 8-11

(Dkk  
millions)

gross 
credit 

exposure Unsecured

actual  
loss for  

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

2007 2,684,674 962,490 1,242 178,505 61,629 54,327 7,302 4,900

2008 2,535,728 914,264 1,490 230,338 92,032 70,032 22,000 15,858

2009 2,338,515 845,294 5,291 320,096 155,756 108,608 47,148 37,095

2010 2,407,225 793,276 8,914 330,946 144,111 86,707 57,404 43,769

2011 2,347,315 892,613 11,166 319,542 146,432 82,419 64,013 48,604

Commercial property
The commercial property portfolio consists mainly of residential and commercial property leas-
ing, construction projects and leasing administration. Commercial property values were hurt by the 
general downturn after the financial crisis, and since 2007 this portfolio has been subject to higher 
impairment charges than any other. This is particularly true of the Irish segment of the portfolio, and 
high charges were also necessary in Northern Ireland and Denmark.

In Ireland and Northern Ireland, the property sector has been hurt badly by falling property prices, 
and property developers in particular suffered from lower property values. Falling rental prices and 
occupancy rates in the property sector reduced the earnings capacity of leasing properties and hurt 
their credit quality. See the separate treatment of Banking Activities Ireland in section 4.2.1.

The market for residential and commercial property leasing in Denmark in 2011 saw falling occupan-
cy rates, and retail sales were hurt especially badly by persistently low consumer spending.
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CommerCial property portfolio broken down by business unit

Business unit total portfolio portfolio categories 8-11

at 31 December 2011 
(Dkk millions)

gross 
credit 

exposure Unsecured

actual  
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

Retail Banking Denmark 119,538 38,616 538 33,916 14,077 7,765 6,313 3,490

Retail Banking Finland 14,201 2,363 3 3,258 686 611 75 58

Retail Banking Sweden 56,850 9,579 7 2,152 440 232 209 135

Retail Banking Norway 31,012 6,501 240 4,278 1,553 823 730 446

Banking Activities Ireland 19,582 12,231 1,477 19,026 12,134 1,550 10,584 8,184

Banking Activities Northern Ireland 10,349 3,779 64 7,790 3,328 1,144 2,184 2,645

Corporate & Institutional Banking 14,852 11,242 - 396 396 396 - 6

Other 4,097 183 2 69 52 25 28 26

Total 270,481 84,494 2,331 70,885 32,666 12,546 20,123 14,990

Note: Excluding Banking Activities Baltics.

trend in the CommerCial property portfolio 

Year total portfolio portfolio categories 8-11

(Dkk millions)
gross credit 

exposure Unsecured

actual  
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

2007 173,075 63,694 16 11,545 4,406 4,140 266 182

2008 207,759 66,439 34 26,125 9,397 5,686 3,711 2,913

2009 248,560 77,969 297 64,661 25,351 13,054 12,297 9,123

2010 254,580 78,696 1,888 69,857 29,239 13,075 16,164 11,150

2011 270,481 84,494 2,331 70,885 32,666 12,546 20,123 14,990

Note: Excluding Banking Activities Baltics.

The percentage of exposures in rating categories 8-11 in this segment rose sharply in the first years 
of the financial crisis, but it seems to have stabilised. The Group’s allowance account for the seg-
ment has risen substantially in recent years. The segment remains sensitive to the economic climate, 
which in several markets means falling cash flow and increasing required returns.

The Group has become more stringent in both its credit policy on loans for commercial property and  
ongoing follow-up of these cases.

personal customers
Most of the exposure to personal customers consists of loans secured on real property, and a small 
portion consists of consumer loans and credit facilities. The personal customer portfolio is well 
diversified by loan type, geography, amount and maturity. Total gross credit exposure to personal 
customers rose DKK 18.1 billion in 2011 to DKK 885.4 billion. At the end of 2011, total residential 
property loans, measured by gross credit exposure, amounted to DKK 790.3 billion, with DKK 421.3 
billion issued by Realkredit Danmark. The losses are still relatively limited and involve mainly con-
sumer loans and home loans that had high LTV ratios when they were approved. The Group has made 
its credit policy for home loans with high LTVs more stringent.

Considering the economic downturn since the financial crisis, the rise in losses on personal custom-
ers has been moderate. This is owing to diverse factors. In Denmark, unemployment has not risen 
much, and modest consumer spending has left a significant portion of personal customers with rela-
tively good liquidity.
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personal Customer portfolio broken down by business unit

Business unit total portfolio portfolio categories 8-11

at 31 December 2011 
(Dkk millions)

gross 
credit 

exposure Unsecured
actual loss 
for the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

Retail Banking Denmark 571,360 162,768 828 63,136 27,062 20,853 6,209 4,544

Retail Banking Finland 101,787 9,866 76 15,934 3,657 2,701 955 724

Retail Banking Sweden 85,473 12,187 17 6,471 1,276 1,029 247 205

Retail Banking Norway 77,224 8,519 19 5,427 1,057 797 259 221

Banking Activities Ireland 26,565 9,059 12 8,168 3,728 2,008 1,720 1,939

Banking Activities Northern Ireland 17,359 3,607 9 3,982 1,187 950 237 227

Other 5,678 1,335 40 1,237 342 221 121 85

Total 885,446 207,341 1,001 104,355 38,309 28,559 9,748 7,945

Note: Excluding Banking Activities Baltics.

trend in the personal Customer portfolio 

Year total portfolio portfolio categories 8-11

(Dkk millions)

gross 
credit 

exposure Unsecured
actual loss 
for the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

2007 852,177 139,109 431 84,656 15,247 14,248 999 1,684

2008 835,168 150,546 732 74,677 21,699 19,257 2,443 1,425

2009 851,659 178,596 1,338 83,285 27,453 22,545 4,908 4,229

2010 867,321 172,333 1,601 110,117 34,418 28,716 5,702 6,178

2011 885,446 207,341 1,001 104,355 38,309 28,559 9,748 7,945

Note: Excluding Banking Activities Baltics.

Since 2007, the unsecured exposure in rating categories 8-11 has more than doubled. This trend 
derives mainly from Retail Banking Denmark, where the unsecured exposure rose DKK 15.9 bil-
lion. The negative trend was owing to falling house prices, which increased customers’ sensitivity to 
events such as unemployment and divorce. The level of arrears at Realkredit Danmark remained low 
and	declined	in	2011,	however.	Higher	unemployment	and	lower	disposable	income	had	an	adverse	
effect on the credit quality of mortgage loans in Ireland and Northern Ireland, and house prices fell. 

The credit quality of personal customers depends on several factors, particularly the level of interest 
rates, disposable income, unemployment and house prices. The unsecured exposure in rating catego-
ries 8-11 makes the portfolio sensitive to changes in these factors, with unemployment and property 
prices posing the most immediate risks. On the other hand, low interest rates have a positive effect on 
credit quality.
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ltv ratio: home loans to personal Customers broken down by business unit

at 31 December 2011 
(Dkk millions)

(%) gross credit  
exposure, 

total

avg. LtV 
ratio 

2011 (%)0-20 20-40 40-60 60-80 80-100 > 100

Retail Banking Denmark 170,156 145,514 108,184 64,408 18,715 7,352 514,328 69

  Segment from Realkredit Danmark 139,992 120,878 90,829 53,631 13,157 2,820 421,308 68

Retail Banking Finland 33,486 25,251 16,291 7,996 2,373 713 86,111 63

Retail Banking Sweden 21,549 18,009 13,061 7,463 2,177 1,280 63,539 70

Retail Banking Norway 27,462 23,691 16,027 6,508 1,122 1,044 75,853 64

Banking Activities Northern Ireland 5,481 3,945 2,662 1,657 901 1,001 15,648 78

Banking Activities Ireland 5,194 4,594 3,884 3,107 2,332 5,003 24,113 119

Banking Activities Baltics 2,992 2,548 1,994 1,387 879 925 10,726 84

Total 266,319 223,552 162,103 92,526 28,499 17,319 790,317 70

at 31 December 2010 
(Dkk millions)

(%) gross credit  
exposure, 

total

avg. LtV 
ratio 

2010 (%)0-20 20-40 40-60 60-80 80-100 > 100

Retail Banking Denmark 176,837 147,904 105,907 59,127 18,114 3,390 511,277 67

  Segment from Realkredit Danmark 144,251 122,645 88,996 49,176 13,318 - 418,386 66

Retail Banking Finland 30,155 22,607 14,573 7,018 2,069 637 77,059 62

Retail Banking Sweden 21,261 17,731 12,555 6,828 1,862 1,180 61,417 69

Retail Banking Norway 25,255 22,014 14,568 5,407 933 924 69,100 63

Banking Activities Northern Ireland 5,689 3,844 2,405 1,373 685 821 14,817 72

Banking Activities Ireland 7,959 6,534 4,801 2,979 1,667 1,903 25,843 84

Banking Activities Baltics 2,670 2,332 1,921 1,464 1,102 2,189 11,678 96

Total 269,826 222,966 156,729 84,196 26,431 11,043 771,190 67

Note: In the breakdown, every krone lent is categorised according to its seniority in the total debt on the individual property. For each property, the 
average LTV is calculated on the basis of the last krone lent. Collateral is incuded before haircuts.

The Group uses the loan-to-value (LTV) ratio, among other measures, to manage its credit exposure 
in the residential property loan portfolio. The total LTV ratio for personal customers rose from 50.3% 
at the end of 2007 to 69.9% at the end of 2011. 
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agriculture
The agriculture portfolio represents 3% of the Group’s total gross credit exposure, and it is one of  
the portfolios in which credit quality has declined the most. In Denmark, many farms are heavily 
indebted, and the unsecured segment in rating categories 8-11 has risen sharply since 2007.

The price of grains, like that of other commodities, rose sharply in the years preceding the crisis. The 
rise was followed by a sharp decline in 2008 that hurt agriculture badly. Since 2010, grain prices 
have risen significantly, and this has brought higher feed costs for pig farmers. Pork prices have not 
kept pace with the increase in costs, although they rose somewhat in 2011. Land prices, which are 
the biggest risk factor, peaked in 2008 and have fallen by about one third since then.

At the end of 2011, gross credit exposure at Retail Banking Denmark stood at DKK 56.2 billion, with 
exposure at Realkredit Danmark accounting for DKK 45.3 billion of this amount. Retail Banking Den-
mark had by far most of the Group’s total agricultural portfolio. Gross credit exposure to pig farmers 
at the unit (excluding Realkredit Danmark) amounted to DKK 3.0 billion.

The trend in the portfolio in recent years reflects the challenges in the agricultural industry. The 
average LTV ratio rose from 49% at the end of 2007 to 74% at the end of 2011, and the allowance 
account rose from DKK 0.2 billion to DKK 3.0 billion. At the end of 2011, the allowance account at 
Retail Banking Denmark stood at DKK 2.6 billion, with the allowance account at Realkredit Danmark 
accounting for DKK 0.3 billion of this amount. Most of the impairment charges thus occurred at Retail 
Banking Denmark (excluding Realkredit Danmark), where 21% of total gross credit exposure to 
agriculture was impaired. The allowance account for pig farmers at Retail Banking Denmark (exclud-
ing Realkredit Danmark) stood at DKK 1.2 billion, yielding an accumulated impairment ratio of about 
40%.

agriCulture portfolio broken down by business unit

Business unit total portfolio portfolio categories 8-11

at 31 December 2011 
(Dkk millions)

gross 
credit 

exposure Unsecured

actual 
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

Retail Banking Denmark 56,170 17,263 217 26,349 9,866 6,255 3,611 2,596

Retail Banking Finland 438 174 - 195 45 36 9 6

Retail Banking Sweden 1,349 228 1 152 92 91 1 2

Retail Banking Norway 1,155 88 - 605 21 20 1 3

Banking Activities Ireland 1,948 733 3 1,732 689 299 390 278

Banking Activities Northern Ireland 4,170 923 1 1,713 474 381 93 79

Corporate & Institutional Banking 4,702 4,475 - - - - - -

Other 741 421 1 47 19 6 13 5

Total 70,673 24,305 223 30,793 11,206 7,088 4,118 2,969

Note: Excluding Banking Activities Baltics.

trend in the agriCulture portfolio

Year total portfolio portfolio categories 8-11

(Dkk millions)

gross 
credit 

exposure Unsecured

actual 
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

2007 62,825 17,175 50 8,798 3,244 2,969 275 220

2008 68,846 20,846 69 11,780 4,033 3,651 382 250

2009 72,124 21,070 40 25,271 8,259 6,493 1,766 1,159

2010 70,856 20,055 89 31,652 9,078 6,314 2,764 1,792

2011 70,673 24,305 223 30,793 11,206 7,088 4,118 2,969

Note: Excluding Banking Activities Baltics.
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While the total debt of the Danish agricultural industry rose 21% in the period 2007-10, the Group’s 
gross credit exposure rose only 13% (10% after the deduction of accumulated impairment charges). 
Both gross credit exposure and unsecured exposure in rating categories 8-11 rose. The need for im-
pairment charges in the portfolio is therefore sensitive to changes in collateral values and to a further 
deterioration in credit quality. The Group recognised collective impairment charges for segments of 
rating categories 8 and 9 that were badly hurt.

The latest accounting information shows generally improved earnings in the agricultural industry, 
and the outlook for its operating earnings in 2012 is a little brighter. Its sensitivity to sales prices and 
harvest quality is still great, however. In 2013, the EU agricultural subsidy programme will change, 
and there is a risk that it will put additional pressure on the sector’s earnings capacity. The debt situa-
tion also makes it very sensitive to interest rates, and collateral values are still under pressure.

The Group is generally very cautious about financing new projects, but it supports existing customers 
to some degree in their continuing operations. The agricultural property market is under great pres-
sure, and forced sales usually result in large losses.

Financial customers
In this section, financial customers are understood to mean banks, investment banks, brokerages, 
mortgage credit institutions, insurance companies, pension companies and investment companies. 
The segment represents 12% of the Group’s total gross credit exposure.

In the years preceding the financial crisis, the Group developed substantial business activity with 
a number of large international financial groups. The Group’s business customers increased their 
exports significantly in this period. This trend supported business volume at Danske Markets.

From 2007 to the end of 2011, the Group reduced the portfolio by DKK 383 billion to DKK 287 bil-
lion. The exposure to customers in rating categories 8-11 peaked in 2008, and since then it has been 
reduced significantly. Although the credit quality of financial customers has declined since 2007, at 
the end of 2011 83% of the Group’s portfolio had a rating that corresponded to an investment-grade 
rating, against 98% in 2007.

finanCial Customer portfolio broken down by subsegment

subsegments total portfolio portfolio categories 8-11

at 31 December 2011 
(Dkk millions)

gross 
credit 

exposure Unsecured

actual 
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

Investment management companies 60,058 11,549 - 559 25 - 25 47

Banks 88,187 28,234 3,334 1,598 1,391 1,102 289 115

Life insurance and pension  
funds 39,020 1,378 - 11 11 - 11 50

Mortgage credit institutions 53,505 19,247 - - - - - -

Broker-dealers 5,732 776 - - - - - -

Insurance companies 4,540 683 - 2 2 2 - -

Other 36,128 2,466 114 1,326 575 - 575 163

Total 287,170 64,333 3,448 3,496 2,004 1,104 900 375

Note: Excluding Banking Activities Baltics. The portfolio contains financial companies under supervision and companies whose credit matters the 
Group administers in a similar manner. The portfolio of financial customers indicated in Danske Bank’s Annual Report 2011 and section 4.2.3 also 
contains conduits, corporate customers’ financing companies and other entities.
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trend in the finanCial Customer portfolio

Year total portfolio portfolio categories 8-11

(Dkk millions)

gross 
credit 

exposure Unsecured

actual 
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

2007 669,727 196,211 - 2,861 1,428 1,231 197 1

2008 500,112 125,027 37 32,639 20,146 15,008 5,138 1,539

2009 301,359 10,306 1,602 11,894 7,605 2,495 5,110 2,946

2010 353,360 46,574 641 8,215 6,921 1,761 5,160 3,918

2011 287,170 64,333 3,448 3,496 2,004 1,104 900 375

Note: Excluding Banking Activities Baltics. The portfolio contains financial companies under supervision and companies whose credit matters the 
Group administers in a similar manner. The portfolio of financial customers indicated in Danske Bank’s Annual Report 2011 and section 4.2.3 also 
contains conduits, corporate customers’ financing companies and other entities.

The Group’s direct exposure to small Danish banks is limited. The Group’s exposure to group 2-4 
banks, as defined by the Danish FSA, stood at DKK 3.2 billion at the end of 2011. The Group’s share 
of the total costs for participating in the unlimited guarantee under Bank Package 1 ended at DKK 
8.3 billion. The expense for the first tranche of DKK 3.3 billion is recognised as a loss in 2011, while 
the remainder is treated as ongoing costs.The Group also has an indirect exposure to other Danish 
banks through its obligations to the Danish Guarantee Fund for Depositors and Investors in the case 
of drawings on the scheme because of the resolution or consolidation of distressed banks under Bank 
Packages 3 and 4. 

In 2011, the resolution of Amagerbanken A/S, Fjordbank Mors A/S and Max Bank A/S led to a esti-
mated total expense for the Group of DKK 0.7 billion, which was paid to the Danish Guarantee Fund.

Conduits  
The portfolio represents 1% of the Group’s total gross credit exposure. The Group acquired its entire 
portfolio in the period 2001-07, and the gross credit exposure at the end of 2008 amounted to DKK 
56 billion. At the end of 2011, the Group had reduced the portfolio to DKK 31 billion. The percentage 
of the exposure in rating categories 8-11 was also reduced significantly in the period. The portfolio is 
managed with a view to closure, which can be expected to take several years.

trend in the Conduit portfolio

Year total portfolio portfolio categories 8-11

(Dkk millions)

gross 
credit 

exposure Unsecured

actual 
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

2007 62,077 22,286 - 508 25 - 25 10

2008 56,498 25,231 66 18,809 13,034 13,027 7 -

2009 48,143 22,515 2 13,656 11,014 6,930 4,084 4,000

2010 40,373 16,346 1,123 8,052 3,437 1,034 2,403 2,473

2011 31,307 12,065 - 6,803 2,796 295 2,501 2,420

Note: Excluding Banking Activities Baltics.

The key risk on the portfolio is credit risk on the underlying assets. Previously, the Group’s strategy 
was to acquire only securitisation assets that had (or could obtain) a triple-A rating from one of the 
major rating agencies. Although the credit quality of the portfolios of financed assets has declined  
in recent years, the Group has been fairly well protected against losses in most of the individual 
tranches. 



 59Danske bank / RISK MANAGEMENT 2011 / CREdIT RISK

shipping
The shipping portfolio represents 2% of the Group’s total gross credit exposure. The industry has 
been badly hurt by the financial crisis. Demand for transport fell sharply in 2008, and after several 
years of capacity build-up, this pressed freight rates to the bottom. Since then, freight rates have 
improved, but they are still at a level that puts pressure on many companies’ earnings. The negative 
trend applies to the entire industry and not only to an individual subsegment. 

At the end of 2011, the gross credit exposure to shipping customers in rating categories 8-11 repre-
sented 20% of the total exposure to the industry. The portfolio was especially affected by the crisis in 
2009. From 2007 to 2009, the gross credit exposure in rating categories 8-11 rose from 2% to 17%, 
and accumulated impairment charges rose to DKK 0.9 billion. 

The exposure in rating categories 8-11 related mainly to limited partnerships. At the end of 2011, 
46% of the gross credit exposure to limited partnerships was in categories 8-11.

shipping portfolio broken down by business unit

Business unit total portfolio portfolio categories 8-11

at 31 December 2011 
(Dkk millions)

gross 
credit 

exposure Unsecured

actual 
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

Retail Banking Denmark 1,692 990 272 1,256 732 199 532 353

Retail Banking Finland 273 72 - 217 43 33 11 6

Retail Banking Sweden 289 128 3 247 123 6 116 105

Retail Banking Norway 1,038 269 - 21 14 1 13 18

Banking Activities Northern Ireland 181 178 - 178 176 176 - 1

Corporate & Institutional Banking 45,997 21,444 175 7,770 3,192 2,145 1,047 674

Other 17 4 33 7 3 1 3 2

Total 49,487 23,085 483 9,696 4,283 2,561 1,722 1,159

Note: Excluding Banking Activities Baltics.
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trend in the shipping portfolio

Year total portfolio portfolio categories 8-11

(Dkk millions)

gross 
credit 

exposure Unsecured

actual 
loss for 

the year

gross 
credit 

exposure Unsecured

portion 
from 

categories 
8 & 9

portion 
from 

categories 
10 & 11

allowance 
account

2007 33,896 17,808 2 533 346 337 8 8

2008 47,883 24,780 - 3,680 2,022 1,996 26 210

2009 44,876 21,291 69 7,739 3,321 2,106 1,215 916

2010 51,750 24,326 153 7,294 3,429 2,408 1,021 854

2011 49,487 23,085 483 9,696 4,283 2,561 1,722 1,159

Note: Excluding Banking Activities Baltics.

The table shows that the credit quality of the portfolio has worsened as market conditions have 
become more difficult. Unsecured exposure in rating categories 10 and 11 is limited because of the 
level of impairment charges. In recent years, however, there has been a rise in rating categories 8 and 
9, increasing the portfolio’s sensitivity to declining freight rates and ship prices.

The credit quality of the portfolio will be subject to challenges in 2012. Freight rates have not re-
turned to the level before the financial crisis, and the trend was negative again at the end of 2011. 
Many new ships will be delivered in the years ahead, and this will put pressure on both freight rates 
and second-hand ship prices. 

Because of the negative developments in the industry, the Group set up a credit department that spe-
cialises in shipping. Market conditions and customers are thus monitored closely. All credit applica-
tions from shipping customers are processed by this group.

4.2.3 Risk concentration
The Group uses the identification of risk concentrations in the credit portfolio as a credit risk man-
agement parameter. Risk concentrations arise in the credit portfolio as an inevitable consequence of 
the Group’s business strategy. Risk concentrations can be divided into individual customer concen-
trations and portfolio concentrations.

individual customer concentrations
According to section 145 of the Danish Financial Business Act, exposure to a single customer or a 
group of related customers – after the deduction of particularly secure claims – may not exceed 25% 
of the capital base. In addition, according to the Danish FSA’s supervisory diamond, the sum of expo-
sures that each equal or exceed 10% of the capital base may not total more than 125% of the capital 
base.
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The Group’s All Risk Committee has introduced portfolio limits that are stricter than the statutory 
limits:

•	 	95%	of	the	capital	base	for	the	sum	of	individual	exposures	that	equal	or	exceed	10%	of	the	 
capital base 

•	 	150%	of	the	capital	base	for	the	sum	of	exposures	from	5%	to	9.99%	of	the	capital	base	–	that	is,	
the largest individual exposures that are not covered by the rules on large exposures.

Note: The rise at the end of 2010 was owing to changes in the rules for calculating large exposures. For example, the weight of 
exposures to credit institutions increased from 20% to 100%.

The Group’s risk profile for large exposures is reported quarterly to the Board of Directors according 
to internal guidelines. Since the end of 2007, both the number and the sum of exposures that exceed 
10% of the capital base have been substantially reduced.

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
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portfolio concentration
It is a logical consequence of the Group’s business model that credit exposure from lending activities 
is concentrated especially in the personal customer and SME segments. At the end of 2011, lending 
to personal customers represented 39% of the Group’s total credit exposure (end-2010: 38%), while 
lending to SMEs represented 27% (end-2010: 26%).

Most of the demand from personal customers is for home financing. Most of the Group’s lending  
to personal customers is therefore lending secured on real property. At the end of 2011, property-
related lending amounted to DKK 775 billion, with DKK 421 billion of the loans made through  
Realkredit Danmark.

Exposure to business customers amounted to 39% of the Group’s total credit exposure. Most of the 
exposure to SMEs involved property financing. The rest usually involved operating financing.

geographiCal segmentation of Credit exposure

at 31 December 2011 
(Dkk millions)

personal 
customers

Business 
customers

Financial 
customers

Central  
and local  

governments total

Denmark 561,918 428,731 188,286 62,721 1,241,656

Sweden 85,567 158,662 27,727 16,812 288,768

Finland 100,937 88,684 4,369 6,800 200,790

Norway 77,395 104,493 8,062 8,930 198,880

UK 19,968 33,535 66,088 16,802 136,393

Ireland 24,543 25,169 9,966 7,430 67,108

North America 1,106 18,082 26,905 - 46,093

Luxembourg 272 316 27,957 151 28,696

Germany 545 12,389 2,180 390 15,504

Estonia 5,553 4,545 145 336 10,579

Other 11,164 23,939 27,018 2,123 64,244

Total 888,968 898,545 388,703 122,495 2,298,711

Customers domiciled in Denmark accounted for 54% of the Group’s total credit exposure (2010: 
53%), with much more than half of the loans made through Realkredit Danmark. Credit exposure to 
customers in the other Nordic countries accounted for 30% (end-2010: 29%). 

Credit exposure to customers domiciled in Portugal, Italy, Greece and Spain amounted to DKK 1.9 
billion (end-2010: DKK 2.7 billion). Most of it was exposure to personal customers. See section 6 on 
the Group’s bond holdings in the trading book, including government bond holdings, broken down by 
country.
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4.2.4 Migration analysis
The migration analysis in this section is based on the Group’s classification scale and on PIT PD 
estimates. Since the PD bands on the scale are static, the migration effect increases during economic 
downturns. The migration analysis in the next section does not cover customers with evidence of 
impairment, that is, customers in rating categories 10 and 11.

At the end of 2011, the average exposure-weighted probability of default (PD), excluding public sector 
and financial customers, was 1.71% (2010: 1.63%).

ratings broken down by business unit

at 31 December 2011 (Dkk millions)

Retail Banking Banking activities Danske 
Markets 

and 
treasury

Rating 
category Denmark Finland sweden Norway

Northern 
ireland ireland Baltics CiB other total

1 5,961 2,971 153 156 8,939 - - 2,979 56,577 12,486 90,222

2 76,301 4,689 11,608 8,768 3,259 123 708 14,528 38,605 6,164 164,753

3 138,036 15,926 24,207 20,790 1,932 2,290 506 43,351 115,042 8,724 370,804

4 156,468 21,146 34,998 26,653 3,921 3,519 3,027 66,454 58,259 11,367 385,812

5 176,012 25,951 52,023 39,806 5,397 6,685 3,444 67,668 27,546 12,189 416,721

6 151,572 28,986 38,465 20,947 5,451 8,804 2,166 26,661 52,310 7,168 342,530

7 130,284 32,423 28,130 16,286 8,079 6,760 2,753 22,186 6,737 3,296 256,934

8 77,683 18,366 9,516 7,347 9,135 8,058 5,154 7,880 4,090 3,079 150,308

9 29,821 3,593 1,963 1,307 3,331 3,511 2,457 2,717 2,544 583 51,827

10 22,616 1,136 1,154 2,392 574 5,439 783 801 267 472 35,634

11 12,208 2,821 1,102 1,206 2,462 7,506 1,160 963 3,715 23 33,166

Total 976,962 158,008 203,319 145,658 52,480 52,695 22,158 256,188 365,692 65,551 2,298,711

at 31 December 2010 (Dkk millions)

Retail Banking Banking activities Danske 
Markets 

and 
treasury

Rating 
category Denmark Finland sweden Norway

Northern 
ireland ireland Baltics CiB other total

1 24,210 578 1,100 85 5,808 - - 2,376 107,350 17,250 158,757

2 78,512 5,541 15,734 5,959 1,101 404 1,528 12,843 58,237 5,601 185,460

3 127,149 15,378 23,404 18,436 1,458 2,632 205 37,020 157,727 4,878 388,287

4 116,108 18,275 31,179 22,051 3,746 3,054 3,861 69,112 31,931 12,856 312,173

5 168,231 23,969 43,595 30,584 6,746 12,731 3,513 63,531 30,750 16,149 399,799

6 163,565 26,313 41,053 30,182 7,720 7,595 1,518 29,889 38,909 6,834 353,578

7 143,799 32,862 27,177 18,105 10,646 7,138 3,174 25,071 5,996 4,257 278,225

8 92,004 16,712 11,063 7,726 8,785 10,934 5,942 8,037 1,822 4,118 167,143

9 31,391 3,557 2,100 2,244 2,343 4,556 3,495 4,058 1,518 824 56,086

10 18,684 1,360 741 2,150 1,688 5,198 855 2,592 321 413 34,002

11 9,422 2,152 1,188 864 1,831 8,436 1,223 6 4,504 320 29,946

Total 973,075 146,697 198,334 138,386 51,872 62,678 25,314 254,535 439,065 73,500 2,363,456
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The ratings of 64% of the business customer portfolio (measured by volume) were unchanged during 
the year. Altogether, the percentage of upgrades was lower than the percentage of downgrades in the 
business customer portfolio, mainly because of the SME segment. At the end of 2011, the average 
exposure-weighted PD for business customers was 2.40% (end-2010: 2.27%). For SMEs, the aver-
age exposure-weighted PD was 2.94% (end-2010: 2.66%).

Note: The rating migration analysis covers active customers on 31 December 2011 which have drawn on a facility and for 
which there is no OEI for the individual facility. The chart shows changes in customers’ classifications in the period 1 January 
2011 to 31 December 2011.
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Altogether, the ratings of 35% of the personal customer portfolio were unchanged in 2011. At the end 
of 2011, the average exposure-weighted PD for personal customers was 1.04% (2010: 0.99%). 

Note: The rating migration analysis covers active customers on 31 December 2011 which have drawn on a facility and for 
which there is no OEI for the individual facility. The chart shows changes in customers’ classifications in the period 1 January 
2011 to 31 December 2011.
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4.2.5 Loan impairment charges
Loan impairment charges totalled DKK 13.2 billion in 2011, against DKK 13.8 billion in 2010. They 
related mainly to commercial property in Ireland and Northern Ireland and to agriculture, commercial 
property and personal customers in Denmark. At the other Nordic Retail Banking units, the level  
of charges remained low, although they were adversely affected by large individual exposures. At 
Corporate & Institutional Banking, impairment charges rose particularly because of an increased 
need in the shipping industry in the fourth quarter of the year.

 

Note: Individual impairment charges for Banking Activities Baltics are included only in the Total figures.

At the end of 2011, 96% of the portfolio consisted of claims that were neither past due nor impaired. 
The accumulated individual impairment charges amounted to DKK 44.5 billion, or 92% of the total 
allowance account.

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
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allowanCe aCCount broken down into individual and ColleCtive Charges

allowance account, 
total

portion of impairment charges from:

(Dkk millions) individual Collective

At 1 January 2010 37,095 32,681 4,414

New impairment charges 21,158 18,984 2,174

Reversals of impairment charges from previous periods 7,453 5,380 2,073

Write-offs debited to allowance account 7,969 7,969 -

Foreign currency translation 917 864 53

Other items 21 21 -

At 31 December 2010 43,769 39,201 4,568

New impairment charges 20,900 19,701 1,199

Reversals of impairment charges from previous periods 6,347 4,703 1,644

Write-offs debited to allowance account 10,151 10,151 -

Foreign currency translation 202 193 9

Other items 231 231 -

At 31 December 2011 48,604 44,472 4,132

loan impairment Charges broken down by business unit

Credit exposure

impaired allowance 
Loan  

impairment
at 31 December 2011 (Dkk millions) total past due Not in default in default account charges, 2011

Retail Banking Denmark 976,962 7,736 22,616 12,208 18,180 4,316

Retail Banking Finland 158,008 2,061 1,136 2,821 1,974 186

Retail Banking Sweden 203,319 172 1,154 1,102 1,226 202

Retail Banking Norway 145,658 3,059 2,392 1,206 1,474 380

Banking Activities Northern Ireland 52,480 422 574 2,462 5,083 2,177

Banking Activities Ireland 52,695 905 5,439 7,506 13,820 6,334

Banking Activities Baltics 22,158 676 783 1,160 2,244 -254

Corporate & Institutional Banking 256,188 101 801 963 1,455 744

Other 431,243 290 739 3,738 3,148 -900

Total 2,298,711 15,422 35,634 33,166 48,604 13,185

Credit exposure

impaired allowance 
Loan  

impairment
at 31 December 2010 (Dkk millions) total past due Not in default in default account charges, 2010

Retail Banking Denmark 973,075 3,916 18,684 9,422 19,088 7,649

Retail Banking Finland 146,697 1,967 1,360 2,152 2,036 91

Retail Banking Sweden 198,334 309 741 1,188 1,193 114

Retail Banking Norway 138,386 964 2,150 864 1,469 94

Banking Activities Northern Ireland 51,872 348 1,688 1,831 3,078 1,247

Banking Activities Ireland 62,678 751 5,198 8,436 9,565 4,969

Banking Activities Baltics 25,314 773 855 1,223 2,892 207

Corporate & Institutional Banking 254,535 249 2,592 6 935 25

Other 512,565 211 734 4,824 3,513 -579

Total 2,363,456 9,488 34,002 29,946 43,769 13,817

Note: “Impaired” exposures cover exposures that have occasioned individual impairment charges where the need for impairment is assessed indi-
vidually – that is, exposures in rating categories 10 (not in default) and 11 (in default). “Past due” exposures contain exposures that have excesses but 
that have not occasioned individual impairment charges.
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A breakdown of impairment charges by industry shows that accumulated impairment charges for 
customers in the commercial property segment rose DKK 3.7 billion to DKK 15.6 billion. The increase 
was owing mainly to falling commercial property values in Ireland.

The agricultural industry, which is part of the consumer staples segment, continued to face challeng-
es. Especially in Denmark, it was subject to declining property prices and high debt.

loan impairment Charges broken down by industry

Credit exposure

impaired allowance Loan  impairment
at 31 December 2011 (Dkk millions) total past due Not in default in default account charges, 2011

Central and local governments 122,495 106 - - 4 3

Subsidised housing companies 123,161 227 789 1,580 763 231

Banks 178,778 - 47 - 94 5

Diversified financials 153,010 402 1,540 3,901 3,872 -948

Other financials 56,915 33 2 186 136 7

Energy and utilities 40,698 24 100 28 62 24

Consumer discretionary 83,208 942 2,438 1,321 4,733 1,128

Consumer staples 117,666 745 5,381 1,770 3,867 1,392

Commercial property 257,267 1,775 10,823 10,382 15,614 6,370

Construction, engineering and building products 36,572 245 1,895 1,893 4,089 1,649

Transportation and shipping 71,824 336 941 2,019 1,682 788

Other industrials 77,995 397 3,505 1,654 2,857 782

IT 15,615 66 113 54 486 -93

Materials 42,483 138 358 - 1,253 46

Health care 27,562 144 80 39 136 36

Telecommunication services 4,494 3 550 15 114 43

Personal customers 888,968 9,839 7,072 8,324 8,842 1,722

Total 2,298,711 15,422 35,634 33,166 48,604 13,185

Credit exposure

impaired allowance Loan impairment
at 31 December 2010 (Dkk millions) total past due Not in default in default account charges, 2010

Central and local governments 162,200 6 - - 2 2

Subsidised housing companies 114,980 148 121 1,606 836 539

Banks 190,921 - - 6 3,421 1,345

Diversified financials 186,174 165 1,045 4,524 4,310 -258

Other financials 64,359 12 - 627 124 140

Energy and utilities 38,475 14 59 30 23 -39

Consumer discretionary 88,988 645 4,447 987 3,963 1,106

Consumer staples 114,223 416 2,463 1,378 2,739 971

Commercial property 245,459 1,368 12,697 9,775 11,931 3,849

Construction, engineering and building products 36,429 185 1,856 1,974 2,862 1,126

Transportation and shipping 73,223 220 1,451 193 1,366 60

Other industrials 83,319 364 3,204 283 2,395 634

IT 15,641 83 90 72 514 133

Materials 46,222 271 2,139 627 1,894 672

Health care 24,660 67 43 40 110 25

Telecommunication services 4,836 1 - 8 73 -20

Personal customers 873,347 5,523 4,387 7,816 7,206 3,532

Total 2,363,456 9,488 34,002 29,946 43,769 13,817

Note: “Impaired” exposures contain exposures that have occasioned individual impairment charges where the need for impairment is assessed individu-
ally – that is, exposures in rating categories 10 (not in default) and 11 (in default). “Past due” exposures contain exposures that have excesses but that 
have not occasioned individual impairment charges.
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5. Counterparty risk

 70 5.1 Counterparty risk management 

 70  5.1.1   risk mitigation
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 72 5.3 Counterparty risk management in the future
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The Danske Bank Group enters into transactions involving OTC derivatives and securities financing 
instruments (for example, repurchase and reverse repurchase agreements, or repos) and thus takes 
on counterparty risk. Only 5% of the Group’s risk-weighted assets (RWA) are allocated to counter-
party risk.

The Group’s counterparty risk management is intended to reduce the financial loss if the counter-
party to a transaction goes bankrupt before the final settlement of the transaction.

Counterparty risk entails a risk of financial loss for both parties to a transaction. This is because the 
market value of a transaction changes over time with changes in underlying market factors. The mar-
ket values can thus fluctuate between positive and negative amounts. The Group incurs a financial 
loss if the counterparty goes bankrupt and the value of the transactions, after netting and the realisa-
tion of collateral, is positive. 

In the Group’s financial statements, derivatives are measured at fair value in the trading portfolio, 
while repo and reverse repo agreements are treated as loans against collateral. In the credit expo-
sure overviews in section 4, reverse repo agreements are thus treated as loans against collateral.

5.1 CoUNtERpaRtY Risk MaNagEMENt 

The Group has a fully implemented system for internal counterparty risk management. The system 
covers many aspects of the risk management process: assignments of lines, monitoring and control 
of line utilisations, management of master agreements, management reporting, and so on.

The Group uses an internal simulation model to calculate counterparty risk exposure. The model 
runs a Monte Carlo simulation that simulates 1,000 scenarios of the changes in the market values 
of each customer’s portfolio of transactions (in this section, “transactions” are to be understood as 
OTC-traded derivatives and repo and reverse repo agreements). 

The netting of the market values and of the calculated changes in these values is based on legally 
binding master agreements that the Group has signed with counterparties. For master agreements 
that have an associated collateral management agreement, the expected value of the collateral pro-
vided or received is also included in the daily calculation of the current credit exposure.

Counterparty risk exposure, the potential future value of the netted market values and collateral, is 
expressed by the potential future exposure (PFE) measure. In the internal simulation model, PFE con-
sists of the largest exposure that the Group can expect at the time of the calculation, at a confidence 
level of 97.5%. It assumes that all transactions remain in force until the original expiry date. The 
internal model is used for almost 90% of all transactions.

In calculating PFE on transactions in products for which the Group does not use the internal model, 
the potential change in market value is determined as a percentage (add-on) of the nominal principal 
amount. The add-ons represent a conservative margin in comparison with the risk that the internal 
simulation model would have calculated. 

5.1.1 Risk mitigation
To mitigate counterparty risk, the Group generally requires closeout netting agreements. This ena-
bles the Group to net the positive and negative replacement values of contracts if the counterparty 
defaults. For professional counterparties, collateral management agreements are often attached 
to the master agreements as well, in order to reduce the counterparty risk on unsecured financial 
transactions. The Group’s policy is to promote the use of closeout netting agreements and mutual col-
lateral management agreements with an increasing number of products and counterparties in order 
to reduce counterparty risk. 
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Mutual collateral management agreements specify threshold amounts and a minimum amount for 
the transfer of collateral. Collateral to be provided or received is generally determined on a daily ba-
sis. The collateral takes the form of cash, government bonds or mortgage bonds with high ratings. At 
the end of 2011, more than 81% of the Group’s collateral management agreement holdings consisted 
of cash. Of the remainder, bonds issued by PIIGS countries amounted to 0.2 of a percentage point, and 
the rest consisted of Danish and Swedish mortgage bonds and government bonds issued by Germany, 
France, Denmark, Belgium, the Netherlands and Sweden.

The Group’s increased focus on counterparty risk management also includes ongoing changes and 
improvements in the collateral management system and processes.

The table below shows the effect of netting and collateral on the exposure (measured as PFE).

potential future exposure (pfe) after netting and Collateral

at 31 December 2011 (Dkk millions) 2011 2010

PFE gross        876,335        639,034 

PFE after netting        410,104        334,368 

PFE after netting and collateral        142,506        121,247 

Note: PFE is based on all derivatives, repos and reverse repos with counterparty risk.

5.2 soLVENCY aND CoUNtERpaRtY Risk

The Group calculates the capital requirement for counterparty risk on derivatives according to the 
mark-to-market method. The exposure on a specific transaction thus equals the sum of the current 
exposure, which is defined as the higher of the replacement cost and zero, plus a supplementary 
regulatory measure of the PFE determined as a percentage of the notional value of the contract. The 
percentage is stipulated by the Danish FSA, and it depends on the product type and the time to ma-
turity. If there is a master agreement, the positive and negative replacement costs are netted. And if 
there is a collateral agreement, the exposure can be further reduced.

In the financial statements, the positive market value of derivatives amounted to DKK 551 billion at 
the end of 2011 (end-2010: DKK 334 billion). The difference between this amount and the value of 
derivatives for solvency purposes is owing mainly to the PFE add-on that is included in the value of 
derivatives for solvency purposes. 

The capital requirement for repo and reverse repo agreements is based on the carrying amount, in the 
form of the principal amount of the transaction less collateral value.

Counterparty risk exposure (ead)

2011 2010

at 31 December (Dkk millions) Derivatives Repos total Derivatives Repos total

EAD before netting 837,609 749,755 1,587,364 612,560 609,024 1,221,584

Netting benefits 585,032 - 585,032 402,418 - 402,418

EAD after netting 252,577 749,755 1,002,332 210,142 609,024 819,166

Collateral received 48,289 635,721 684,010 32,222 566,370 598,592

EAD after netting and collateral 204,288 114,034 318,322 177,920 42,654 220,574

Note: Counterparty risk exposure (EAD) is based on derivatives, repos and reverse repos. “EAD” stands for “exposure at 
default”.
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The 20 largest counterparties, measured by EAD after netting, acounted for 11% of total EAD after 
netting for counterparty risk.

Measured by EAD after netting, counterparty risk for derivatives, repos and reverse repos amounted 
to 31% of total credit risk. Measured by RWA and taking into account netting agreements and col-
lateral received, it amounted to 6% of total credit risk. See the appendix for further information about 
credit risk measured by EAD and RWA. Most of the Group’s counterparties in derivatives trading 
have high ratings (see the table below).

Counterparty risk exposure (ead) after netting for derivatives aCCording to the mark-to-market 
method, by rating Category

at 31 December (Dkk millions) 2011 2010

1 18,817 19,409

2 57,626 55,519

3 111,425 91,472

4 28,152 21,622

5 15,411 11,814

6 13,751 4,855

7 4,496 3,185

8 1,580 1,415

9 427 327

10 659 431

11 233 93

Counterparty risk exposure (EAD) after netting 252,577 210,142

Note: The table does not include repos and reverse repos.

5.3 CoUNtERpaRtY Risk MaNagEMENt iN tHE FUtURE

The Group has a fully implemented system for counterparty risk management from both the techni-
cal and the process perspectives. It is working on an application to the Danish FSA to use the internal 
simulation model for the capital requirement calculation for counterparty risk.

The increased focus on credit value adjustment (CVA) from a regulatory as well as a trading perspec-
tive will also have implications for future counterparty risk management at the Group. The CVA is 
influenced by two components: 

•	 The	credit	qualit y	of	the	counterpart y	and	any	changes	in	it
•	 	Changes	in	the	exposure	owing	to	changes	in	the	mark-to-market	or	the	composition	of	the	port-

folio

CVA is already taken into consideration in the pricing of derivatives and in the fair value calculation 
for accounting purposes. The Group is reviewing the entire process from trading to counterparty risk 
management, taking CVA into consideration.

The Group is working on the infrastructure to use Central Clearing Parties (CCPs). In 2011, the Group 
increased	the	number	of	its	memberships	to	include	LCH	SwapClear,	among	other	CCPs.
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The Group markets, trades and takes positions in products that entail a variety of market risk com-
ponents. Most of the Group’s trading and position-taking activities involve relatively simple products. 
Interest rate products represent the largest trading and position-taking volumes, followed by listed 
shares and foreign exchange instruments. Inflation-linked products and commodities are less sig-
nificant asset classes in the Group’s trading and position-taking activities.

At the end of 2011, 7% of the Group’s risk-weighted assets related to market risk, mainly interest rate 
and equity market risk.

Many events affected the financial markets in 2011. One major theme was the European sovereign 
debt crisis.

In the beginning of the year, there was still a belief that the global economy was on the way to recov-
ery and that the debt crisis could be contained. That was succeeded, however, by an eventful spring 
in which popular uprisings in several countries in North Africa and the Middle East as well as the 
earthquake in Japan caused anxiety and volatility in the financial markets. The debt crisis attracted 
attention again in April, when Portugal failed to convince the markets that it could manage its budget 
deficit and therefore had to ask the IMF and the EU for a rescue package. At the same time, the mar-
kets began discounting a restructuring of Greek government debt.

Around mid-year, the markets began to show concern about the large US national debt, and combined 
with another flare-up of the European debt crisis, this fuelled speculation that the global economy 
was on the way into another recession. Towards the end of the year, the European debt crisis was 
again the main object of attention in the markets after several countries, including Italy and Spain, 
were hit by doubts that they could contain their growing debt.

Under these macroeconomic conditions, yield levels diverged significantly in Europe, with German 
and Scandinavian yields continuing downwards from their already low levels in 2010 and yields in 
southern Europe, Ireland and many other European countries rising to their highest levels ever in the 
fourth quarter of 2011. The debt crisis also affected the volatility of both government and mortgage 
bond spreads during the year. The equity markets began the year with slight gains based on confi-
dence in a global economic recovery, but they fell sharply during the summer and then were generally 
very volatile.

Despite these difficult conditions in the financial markets, the direct effect on market risks at Danske 
Bank was limited. During the year, the Group greatly reduced its position-taking in listed shares. In 
addition, the Group’s holding of government bonds is limited mainly to bonds issued by the Nordic 
countries, Germany and the UK. The holding of bonds issued by Portugal, Italy, Ireland, Greece and 
Spain is very small; it amounted to a market value of DKK 1 billion at the end of 2011.

The Basel Committee’s revisions to the guidelines for market risk in the Capital Requirements Direc-
tive (CRD III) were adopted by the EU in 2010 and took effect in Danish law at the end of 2011. The 
Directive requires banks to hold additional capital to cover market risks, including both general and 
specific market risks. 

When an internal model is used for general market risk, there is a new capital requirement involv-
ing Value at Risk (VaR) calculations based on changes in market prices in a very volatile period. For 
specific market risk, for which the Group uses the standardised approach, the capital requirement for 
equities has been doubled. Overall, CRD III caused a rise in the Group’s RWA for market risk of DKK 
11.5 billion at the end of 2011, with only a small portion related to specific market risk.
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6.1 poLiCY aND aUtHoRisatioNs

The Group’s market risk management covers all of its assets, liabilities and off-balance-sheet items. 
The Board of Directors sets the overall risk policies for the Group’s market risk exposures, including 
overall instructions and risk limits.

Taking on market risk is an integral part of the Group’s business strategy. The activities that involve 
market risk derive mainly from the Group’s focus on wholesale and retail banking and on providing 
all of its products to Nordic customers and core products to customers outside the Nordic region. 
Advanced products are traded mainly with professional customers. 

Besides the exposure to market risk arising from servicing customers, the Board of Directors has 
set authorisations that allow the Group’s trading units to take positions for their own accounts and at 
their own risk. The Group also takes on market risk as part of treasury management that supports the 
procurement and day-to-day management of liquidity. 

On the basis of the overall risk limits, the Executive Board sets market risk limits for the Danske Mar-
kets and Group Treasury business units.

Market risk at Banking Activities units is either hedged by Danske Markets or calculated and man-
aged as part of Group Treasury’s risk positions.

The Group’s overall market risk limits do not apply to the market risks associated with life insurance 
and pension plans. The market risk on the assets in which Danica Pension’s equity is invested and on 
assets allocated to Danica’s policyholders as well as the market risk relating to the Group’s defined 
benefit pension plans is treated in sections 9 and 10.

6.2 MoNitoRiNg

Risk policies lay the foundation for business procedures as well as reconciliation and control proce-
dures for the relevant business units.

The Group carries out market risk measurement, monitoring and management reporting on a daily 
basis. It also conducts intraday spot checks of the risks in the individual business units. The Group 
calculates current market risk exposures in internally developed systems that are linked to the trad-
ing systems and cover all of its risk positions.

Risk monitoring includes setting limits for business units and sub-units.

6.3 UsE oF MoDELs

The Group uses both conventional risk measures and mathematical and statistical measures, such 
as VaR, to calculate market risk exposures as well as economic and regulatory capital.  The calcula-
tions are used for the following purposes:

•	 Reporting	to	Group	management	on	a	regular	basis
•	 	Reporting	on	the	capital	requirement	for	general	risk	and	related	backtest	results	to	the	Danish	

FSA
•	 Day-to-day	management	at	the	business	units

The Group also develops in-house models that are used for pricing and risk management of financial 
products that cannot be valued directly on the basis of quoted market prices or standardised finan-
cial models. See section 6.11 for a description of the validation of these models.
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6.4 MaRkEt Risk EXposUREs

When calculating the capital requirement, the Group distinguishes between risk exposure in and out-
side the trading book. In day-to-day monitoring and risk management, the two segments are treated 
as a single portfolio.

The table below shows the Group’s total market risk at the end of 2011 and the end of 2010 calculated 
according to conventional risk measures (except for foreign exchange risk, for which VaR is used).

market risk exposure, Conventional measures

at 31 December (Dkk millions) 2011 2010

Interest rate risk (parallel shift of the yield curve of 1 percentage point) 870 496

Foreign exchange risk (VaR, confidence level of 95%, 10-day horizon) 24 23

Equity market risk, listed shares (net position) 252 1,131

Equity market risk, unlisted shares (net position) 3,921 3,886

Mortgage spread risk (basis point value) 67 68

Government spread risk (basis point value) -2 4

Credit spread risk on corporate bonds (basis point value) 1 3

Inflation rate risk (change in traded inflation of 1 percentage point) 37 20

Commodity risk (10% change in commodity prices) - -

The table shows that the key risk exposures changed significantly from the end of 2010 to the end 
of 2011. Interest rate risk rose, while the net position in listed shares fell sharply. The overall bond 
spread risk (the sum of mortgage, government and credit spread risks) declined, mainly because of 
lower exposure to government bonds and corporate bonds. 

6.5 iNtEREst RatE Risk

Interest rate risk is the risk of losses caused by changing yields. It is calculated as the greatest loss 
upon a parallel shift in yields of 1 percentage point. Most of the Group’s interest rate risk in the trad-
ing book derives from activities that involve marketing, trading and position-taking in a variety of 
interest-rate-related products in the Group’s various local markets. Most of these activities involve 
relatively simple interest rate products such as swaps, bonds, futures and standard interest rate op-
tions. Most of the Group’s interest rate risk derives from positions in Danish kroner and euros.

Interest rate risk outside the trading book is related to the Group’s banking activities, which offer 
fixed rate deposits, loans and other interest-rate-related products. Much of the resulting interest rate 
risk is hedged and treated according to the rules of fair value hedge accounting. The interest rate 
risk on the following fixed rate items is not hedged in the accounts but is managed on a daily basis by 
Group Treasury:

•	 A	port folio	of	fixed	rate	mortgage	loans	in	Denmark
•	 	Fixed	rate	loans	and	advances	provided	by	Retail	Banking	Finland	and	Banking	Activities	units	in	

Ireland, Northern Ireland and the Baltics
•	 Operating	leasing
•	 	Positions	resulting	from	interest	rate	payments	on	Realkredit	Danmark	loans	(monthly	interest	

rate payments that are not passed on to bondholders until the end of the quarter or year)
•	 Positions	related	to	asset/liabilit y	management
•	 Bonds	in	the	held-to-maturit y	port folio
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In addition, the Group has structural interest rate risk exposure at Retail Banking Finland, at the 
Banking Activities units in Northern Ireland and Ireland, and to a limited extent in Estonia and Lithu-
ania. This risk derives from demand deposits. The exposure has an element of fixed interest rate risk 
because the interest rates have been stable at a very low level for a long time. The portfolio has been 
stable and is expected to remain so. The Group models this risk as a liability that is generally amor-
tised over a five-year period. This results in an implicit average duration for the deposits of 2.5 years. 
The risk is included in the Group’s interest rate risk calculations and thus in day-to-day monitoring 
and risk management.

At the end of 2011, interest rate risk outside the trading book on a parallel shift in the yield curve of 
1 percentage point amounted to DKK 25 million.

The chart below shows the monthly trend in the Group’s interest rate risk, measured as the effect of a 
general rise in interest rates of 1 percentage point. 

When monitoring overall interest rate risk, the Group also measures yield curve risk, which is the risk 
of losses arising because yields for various maturities change independently of one another. 

For units that trade in interest rate options, the measures mentioned above are supplemented with a 
number of key figures that express the sensitivity of option values to underlying parameters such as 
vega, which expresses the sensitivity of option values to changes in the expected future volatility of 
the underlying asset, and theta, which expresses sensitivity to changes in time to expiry. 

interest rate basis risk
The Group’s trading activities involve various types of interest rate basis risk. Interest rate basis risk 
is the risk that, upon changes in yields, the market values of offsetting exposures used in a hedging 
strategy do not change to exactly the same degree.

Interest rate basis risk occurs mainly because of unequal shifts in various currencies’ yield curves 
or unequal shifts in yield curves in one currency used to price financial instruments with differing 
interest reset dates.

The Group follows up on its interest rate basis risk in the trading portfolio on a daily basis. Interest 
rate basis risk is subject to limits. The Group calculates interest rate basis risk as changes in the mar-
ket value of its positions because of unequal shifts in yield curves related to differing interest reset 
dates within a currency or across currencies. At the end of 2011, interest rate basis risk amounted to 
DKK 199 million.
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interest rate risk on shareholders’ equity 
The shareholders’ equity is included in the consolidated financial statements as a non-interest-bear-
ing liability. The derived theoretical interest rate sensitivity is symmetrical for rising and declining 
interest rates. This risk is not hedged and is not included in the calculation of the Group’s interest rate 
risk. The implied interest rate on the liquidity from shareholders’ equity is the Group’s standard vari-
able Danish kroner rate (comparable to the overnight rate).

6.6 BoND HoLDiNgs aND spREaD Risk

6.6.1 Bond holdings
At the end of 2011, the Group’s bond holdings totalled DKK 465 billion (end-2010: DKK 422 billion), 
calculated as the carrying amount (including Danica Pension’s own holdings).

In calculating its net risk on the bond holdings, the Group takes into account unsettled transactions 
and bond derivatives (CDSs and futures). Excluding the Group’s holding of its own issues and Danica’s 
own bond holdings, this results in a total exposure of DKK 286 billion (end-2010: DKK 274 billion).

Most of the bonds are covered bonds in the form of Danish mortgage bonds, Swedish covered bonds 
and other covered bonds under public supervision. 

Government bond holdings amounted to about DKK -12 billion and consisted mainly of issues from 
the Nordic countries, Germany and the UK. The negative holding was owing to sold German govern-
ment bond futures.

At the end of 2011, the Group’s exposure to government bonds issued by Ireland, Portugal, Italy, 
Greece and Spain amounted to about DKK 1 billion (end-2010: DKK 5 billion).

About DKK 10 billion of the holdings consisted of short-dated instruments (commercial paper and the 
like) issued primarily by banks in Scandinavia and France.

About DKK 16 billion of the holdings were corporate bonds, including bonds issued by banks.

The tables below show the exposure from the bond holdings broken down by type, external rating and 
country. Altogether, the Group increased its exposure to bonds in 2011. The rise was owing mainly to 
a higher exposure to Swedish covered bonds, which was partly offset by a reduction of the exposure 
to other bond types.
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bond portfolio broken down by type and external rating Category

at 31 December 
2011 
(Dkk millions)

Central and  
local 

government 
bonds

Quasi- 
government 

bonds

Danish 
mortgage 

bonds

swedish 
covered 

bonds

other 
covered 

bonds

short- 
dated 

bonds 
(Cp etc.)

Corporate 
bonds total

AAA -18,327 8,725 104,576 46,774 12,734 132 3,268 157,882

AA+ 202 51 92,673 - 1,859 112 119 95,016

AA 645 - - - 1,315 972 791 3,723

AA- 432 - 23 - 107 1,538 956 3,056

A+ 661 - - - 72 2,379 1,994 5,106

A 164 - 669 - 221 1,258 2,334 4,646

A- 33 - - - 1,478 28 1,398 2,937

BBB+ - - - - 224 101 872 1,197

BBB 188 - - - 682 1,937 2,119 4,926

BBB- - - - - 90 - 96 186

Sub-investment-grade 
or not rated 3,752 15 - - 157 1,659 1,885 7,468

Total -12,250 8,791 197,941 46,774 18,939 10,116 15,832 286,143

at 31 December 
2010 
(Dkk millions)

Central and  
local 

government 
bonds

Quasi- 
government 

bonds

Danish 
mortgage 

bonds

swedish 
covered 

bonds

other 
covered 

bonds

short- 
dated 

bonds 
(Cp etc.)

Corporate 
bonds total

AAA 5,221 7,768 158,824 8,551 11,309 1,025 5,049 197,747

AA+ 972 - 26,222 - 2,667 95 435 30,391

AA 1,487 - - - 1,563 860 1,950 5,860

AA- 1,985 - 10,402 - 12 530 2,150 15,079

A+ 686 - - 76 - 2,722 3,865 7,349

A 523 - 329 - - 1,027 1,439 3,318

A- 264 - - - - 28 1,639 1,931

BBB+ 1,609 - - - - 57 1,250 2,916

BBB 205 - - - 24 820 1,690 2,739

BBB- 316 - - - - - 562 878

Sub-investment-grade 
or not rated 1,957 164 238 5 - 1,470 2,065 5,899

Total 15,225 7,932 196,015 8,632 15,575 8,634 22,094 274,107
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bond portfolio broken down by type and Country

at 31 December 
2011 
(Dkk millions)

Central and  
local 

government 
bonds

Quasi- 
government 

bonds

Danish 
mortgage 

bonds

swedish 
covered 

bonds

other 
covered 

bonds

short- 
dated 

bonds 
(Cp etc.)

Corporate 
bonds total

Denmark 9,989 - 197,941 - - 1,061 1,785 210,776

Sweden 4,412 - - 46,774 - 2,929 3,384 57,499

UK 5,669 33 - - 6,929 301 762 13,694

Norway 3,333 - - - 3,533 2,653 2,760 12,279

USA -316 4,716 - - 233 -48 2,704 7,289

Spain 555 - - - 4,964 120 217 5,856

France 681 - - - 2,889 1,810 111 5,491

Luxembourg - 4,041 - - - - 558 4,599

Canada 2,836 - - - - - 52 2,888

Finland 1,306 1 - - 105 199 446 2,057

Ireland 787 - - - 90 - 266 1,143

Italy - - - - - 7 - 7

Portugal 4 - - - - - - 4

Austria 304 - - - - - - 304

The Netherlands -1,980 - - - 238 628 1,844 730

Germany -40,584 - - - -80 420 870 -39,374

Other 754 - - - 38 36 73 901

Total -12,250 8,791 197,941 46,774 18,939 10,116 15,832 286,143

at 31 December 
2010 
(Dkk millions)

Central and  
local 

government 
bonds

Quasi- 
government 

bonds

Danish 
mortgage 

bonds

swedish 
covered 

bonds

other 
covered 

bonds

short- 
dated 

bonds 
(Cp etc.)

Corporate 
bonds total

Denmark 9,522 - 196,015 - - 608 2,577 208,722

Sweden 10,535 - - 8,632 - 2,526 4,515 26,208

UK 3,964 2 - - 7,693 113 1,792 13,564

Norway 2,841 - - - 888 3,149 3,421 10,299

USA 2,343 4,800 - - 232 2 3,593 10,970

Spain 777 - - - 4,908 257 215 6,157

France -7,343 - - - 1,811 674 704 -4,154

Luxembourg - 1,095 - - - - 567 1,662

Canada 836 - - - - 12 54 902

Finland 4,152 1,235 - - 164 249 1,109 6,909

Ireland 1,609 - - - 90 112 562 2,373

Italy 1,971 - - - - 215 30 2,216

Portugal 201 - - - 224 - - 425

Austria 503 - - - - - - 503

The Netherlands -1,284 - - - -19 470 1,642 809

Germany -16,998 800 - - -477 98 912 -15,665

Other 1,596 - - - 61 149 401 2,207

Total 15,225 7,932 196,015 8,632 15,575 8,634 22,094 274,107
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The bond holdings constitute part of the Group’s liquidity reserve, most of which can be used as col-
lateral for loans provided by central banks.

6.6.2 Bond spread risk
Positions in bonds are exposed to spread risk. The bond spread reflects the additional net return that 
an investor requires on securities with a given credit quality and liquidity compared with the return 
on liquid securities without credit risk or a reference rate (such as a swap rate). Bond spread risk thus 
measures the change in value due to changes in the market’s assessment of the credit quality and 
liquidity.

For internal management purposes, the Group divides bond spread risk into three sub-categories:

•	 Mortgage	spread	risk:	bond	spread	risk	on	mortgage	bonds	and	covered	bonds
•	 	Government	spread	risk:	bond	spread	risk	on	government	bonds	and	government-guaranteed	

bonds 
•	 Credit	spread	risk:	bond	spread	risk	on	corporate	bonds	

The mortgage bond market is one of the pillars of the financial markets in Denmark, and the Group 
has a relatively large holding of Danish mortgage bonds. It also has holdings of Swedish mortgage 
bonds and other European covered bonds. Most of the Group’s bond spread risk can thus be attributed 
to bonds issued as financing secured on real property.

The Group’s management of bond spread risk is based on the individual credit assessment and ap-
proval of issuer lines for nominal amounts of bond holdings. This is supplemented by limits on the 
price sensitivity to a change of 1 basis point in the bond spreads.

Besides the current rating, the Group’s management of government spread risk includes an assess-
ment of market information on expectations about future risk. Key factors are the rating agencies’ ex-
pectations about future ratings (the rating outlook), the spread on credit default swaps for the issuer, 
and the spread to the yield on equivalent German government bonds. The assessment of government 
bond risk is thus based on additional criteria besides the current rating.

At the end of 2011, the total bond spread risk amounted to DKK 66 million and was thus lower than 
at the end of 2010. The decline was owing mainly to lower exposure to government spread risk and 
credit spread risk.

For capital requirement purposes, bond spread risk is part of specific risk, for which the Group uses 
the standardised approach.

6.7 FoREigN EXCHaNgE Risk

Foreign exchange risk is the risk of losses on foreign currency positions caused by changes in ex-
change rates. The Group measures and manages foreign exchange risk at the group level on the basis 
of a VaR calculation incorporating all currency positions, including options. The VaR figure repre-
sents the maximum loss within 10 days at a confidence level of 95%, assuming unchanged positions. 
The calculations are made with the internal VaR model (see section 6.10).

At lower organisational levels in the Group, the risk is calculated and managed on the basis of the net 
exposure to each currency. For units that trade in currency options, the Group also calculates a num-
ber of key figures that express the sensitivity of option values to underlying parameters such as theta 
(time to expiry) and vega (volatility).

Earnings at units outside Denmark are denominated in local currency and are therefore subject to 
foreign exchange risk. The Group hedges this risk against Danish kroner on a monthly basis.

At the end of 2011, foreign exchange risk totalled DKK 24 million, against DKK 23 million at the end 
of 2010. 
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6.8 EQUitY MaRkEt Risk

Equity market risk is the risk of losses caused by changing equity prices. It is calculated as the net 
value of long and short positions in equities and equity-based instruments that are subject to vari-
ous risk limits. In equity market risk monitoring, the Group distinguishes between risk on listed and 
unlisted shares. The risk on positions in individual companies is measured and monitored separately.

For units trading in equity options, the Group also calculates the maximum standardised loss due to 
equity price changes of up to +/- 20% as well as theta (time to expiry) and vega (volatility).

For unlisted shares, the Group distinguishes between ordinary open positions, unutilised commit-
ments to private equity funds, and banking-related investments. Banking-related investments com-
prise equity holdings in financial infrastructure and payment service businesses.

The Group reduced its net position in listed and unlisted shares in 2011. While the position in unlisted 
shares rose modestly, the holding of listed shares was reduced sharply.

6.9 otHER MaRkEt Risks

In addition to the types of transactions subject to market risk listed above, the Group also trades and 
takes positions in inflation-linked products and to a limited extent in commodity instruments.

inflation rate risk
Inflation rate risk is the risk of losses caused by changes in the traded future inflation rates. The value 
of a few of the Group’s products depends on changes in inflation. The Group has therefore set limits 
on losses caused by changes in traded future inflation rates. Risk is measured as the loss caused by 
a change in traded future inflation rates of 100 basis points. At the end of 2011, inflation rate risk 
amounted to DKK 37 million, against DKK 20 million at the end of 2010.

Commodity risk
Commodity risk is also subject to limits and is measured as the expected loss on commodity instru-
ments caused by changes of +/-10% in individual commodity indices. The Group’s commodity risk is 
limited and relates primarily to energy products.

6.10 VaLUE at Risk

The Group uses an internal VaR model for the calculation and management of the following risk 
types: general interest rate, yield volatility, inflation rate, foreign exchange and equity market risks. 
The model does not cover commodity risk, to which the Group’s exposure is very limited, as men-
tioned above.

The Group uses a historical simulation model to estimate VaR. The main advantages of this method 
are that it uses full revaluation and makes no assumptions regarding loss distribution. This gives 
more accurate results for non-linear products than simpler methods do. The Group’s VaR model is 
based on two years’ historical market data. Each calculation is based on one thousand scenarios 
representing possible future outcomes of the risk factors. On this basis, the Group calculates an 
empirical loss distribution that is used to determine the VaR. For example, a confidence level of 95% 
corresponds to the fiftieth-largest loss in the distribution.

The scenarios are generated by means of a so-called bootstrap method. To construct a ten-day sce-
nario, ten independent drawings are made from a dataset of two years’ historical daily returns. The 
drawings are generated at random, and 70% of the scenarios are based on the latest year of historical 
market data. Each outcome contains all the risk factors so that the correlation is maintained. The risk 
factors used are interest rates, yield volatilities, inflation rates, equity indices and exchange rates.
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In the autumn of 2011, the Group expanded the model to include some new risk factors: interest rate 
basis risk, discount risk, yield volatility and inflation. The significance of risk factors for interest rate 
basis risk had become evident during the financial crisis, when the pricing of a number of interest rate 
derivatives changed. The conventional assumption behind the modelling of the risk on interest rate 
derivatives in which a single yield curve is used in both the calculation of future yields and for dis-
counting was no longer sufficient. The very low interest rates, together with the Group’s sometimes 
low interest rate risk, also made it more relevant to include yield volatility explicitly in the model. 

The expanded model was approved by the Danish FSA in December 2011, and the Group began using 
it as its internal model for market risk.

The internal VaR model is used for various purposes – risk monitoring, the calculation of the capital 
requirement for general market risk and the calculation of economic capital.

danske bank’s use of the internal var model

Risk monitoring Capital requirement Economic capital

Horizon 10 days 10 days 1 year

Confidence level 95% 99% 99.9%

The Group’s daily VaR in 2010 and 2011, calculated on positions both in and outside the trading book, 
is shown in the chart below. The rise in VaR for interest rate risk at the end of 2011 is related to the 
transition to the expanded VaR model. The effect on overall risk is limited because of the high diversi-
fication between interest rate risk and equity market risk outside the trading book.
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6.10.1 Backtesting 
The Group conducts backtests daily to document the accuracy of the internal VaR model. The back-
testing compares 1-day VaR calculated on trading book positions with the hypothetical profit or loss 
resulting from keeping these positions unchanged until the following business day (no intraday trad-
ing is included). If the hypothetical loss exceeds the predicted possible loss (VaR), a so-called excep-
tion has occurred. Since the VaR figures used for backtesting are based on a confidence level of 99% 
(as in the calculation of the capital requirement), the expected number of exceptions per year is two to 
three. The backtest results for 2011 and 2010 are shown in the chart below. The 2011 figures were 
calculated with the expanded VaR model described above because it was used for calculating the 
Group’s capital requirement at the end of the year.

In 2010, the VaR model showed a higher-than-expected number of exceptions in the backtest, while 
the expanded model showed two exceptions in 2011, and this was acceptable in relation to the ex-
pected number of exceptions. An analysis of the individual exceptions in 2011 showed that they were 
caused by the large fluctuations in yields and equity prices in the financial markets, particularly in 
the second half of the year. The Group believes that the latest expansion of the VaR model has made 
the model more robust.

6.10.2 stress testing
As a supplement to the daily calculation of VaR and the more conventional risk figures, the Group 
performs stress tests and sensitivity analyses on a regular basis. Some of these tests are part of the 
daily limit control, while others are performed weekly or quarterly.

Stress test scenarios feature changes in interest rates, exchange rates, equity prices, volatilities and 
bond spreads. Such changes affect the Group’s earnings directly through value adjustments. The 
scenarios are often based on large changes in a single risk factor or on conditions that reflect histori-
cal periods of economic or financial crisis, combined with factors relevant under the current market 
conditions. In addition, some scenarios are constructed so that they are consistent with the set of 
scenarios that is applied across the Group’s business units.

The Group’s periodical stress tests and sensitivity analyses also include scenarios with extreme 
market developments as defined by the European Banking Authority (EBA) in the spring of 2011, as 
well as hypothetical scenarios involving extreme financial or macroeconomic events.
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6.11 MoDEL VaLiDatioN

Certain of the Group’s financial instruments cannot be valued by means of market prices. Instead, 
they are valued on the basis of pricing models developed by Danske Markets. As shown in the table 
below, only a few types of financial instrument are measured on the basis of unobservable input. 

finanCial instruments Carried at fair value

at 31 December 2011 
(Dkk millions)

Quoted 
prices

observable 
input

Unobservable 
input total

Financial assets

  Derivatives 3,948 529,305 17,717 550,970

  Trading portfolio, bonds 348,141 9,953 - 358,094

  Trading portfolio, shares 348 - 343 691

  Investment securities, bonds 86,374 8,772 - 95,146

  Investment securities, shares 133 - 2,587 2,720

  Loans and advances at fair value - 720,741 - 720,741

  Assets under pooled schemes and unit-linked  
  investment contracts 61,888 - - 61,888

  Assets under insurance contracts 189,464 6,545 4,879 200,888

Total 690,296 1,275,316 25,526 1,991,138

Financial liabilities

  Derivatives 4,368 510,721 18,972 534,061

  Obligations to repurchase securities 163,092 743 17 163,852

  Bonds issued by Realkredit Danmark 557,699 - - 557,699

  Deposits under pooled schemes and unit-linked  
  investment contracts - 69,211 - 69,211

Total 725,159 580,675 18,989 1,324,823

at 31 December 2010 
(Dkk millions)

Quoted 
prices

observable 
input

Unobservable 
input total

Financial assets

  Derivatives 4,117 321,236 8,390 333,743

  Trading portfolio, bonds 286,270 20,490 - 306,760

  Trading portfolio, shares 1,140 - 350 1,490

  Investment securities, bonds 100,309 4,017 - 104,326

  Investment securities, shares 1,010 - 2,363 3,373

  Loans and advances at fair value - 701,715 - 701,715

  Assets under pooled schemes and unit-linked  
  investment contracts 59,698 - - 59,698

  Assets under insurance contracts 184,650 4,028 4,410 193,088

Total 637,194 1,051,486 15,513 1,704,193

Financial liabilities

  Derivatives 3,859 305,969 9,108 318,936

  Obligations to repurchase securities 158,981 445 24 159,450

  Bonds issued by Realkredit Danmark 555,486 - - 555,486

  Deposits under pooled schemes and unit-linked  
  investment contracts - 67,277 - 67,277

Total 718,326 373,691 9,132 1,101,149
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Group Finance is responsible for validating the models developed by Danske Markets. A model  
must be validated before Danske Markets can trade in new types of product that are priced and risk-
managed with the model.

The purpose of the validation process is to evaluate, independently of the business unit, whether 
the stability and quality of the model are sufficient to enable the Group to price and risk-manage the 
financial products in question in a satisfactory manner.

Group Finance has established guidelines for quantifying the risk on valuation with models designed 
to handle various derivative products. This amount, which is called the model reserve, is recalculated 
on a regular basis.

In addition to this validation process, the Group has established procedures to monitor and validate 
the market data used to calculate market values and risk. Market data controls are carried out at the 
end of each month and once during the month. 

The results and potential corrections from the market-data validation process are submitted to the 
managements of Group Finance and Danske Markets at the end of the month. At the end of each quar-
ter, a more detailed report is submitted to the Executive Board.

6.12 NEW CapitaL REQUiREMENts

The implementation of the Basel Committee’s revised guidelines for market risk (CRD III) were 
adopted by the EU in 2010. The rules took effect in Danish law at the end of 2011. The revisions will 
require banks to hold additional capital to cover their market risks, including both general and spe-
cific market risks.

In calculating the capital requirement for general market risk, the Group uses an internal VaR model. 
The most important change in the requirements for this calculation is the introduction of a sup-
plementary capital requirement calculated on the basis of VaR calculations in situations of stress, 
specifically on the basis of historical data for a 12-month period with heavy volatility in the financial 
markets. The stressed VaR calculations, which are made weekly, cover positions in the trading book 
only, and for the Group they are based on market data from 2008. The period, which was approved by 
the Danish FSA, will be reconsidered periodically.

On 31 December 2011, the supplementary capital requirement was just under DKK 1 billion, or 
around 50% of the total capital requirement for general market risk.

For the calculation of the capital requirement for specific market risk, the Group uses the standard-
ised approach. This involves an increase in the capital requirement for specific market risk for equi-
ties because the prescribed risk weight for equities has been raised from 50% to 100%. This change 
will have only a very modest effect on the Group’s capital requirement for market risk, however.

After the expansion of the internal model according to the new capital requirements, the Group is 
working to develop the model further to include specific market risk as well.
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Liquidity management at the Danske Bank Group is intended to ensure that the Group at all times has 
sufficient liquidity to meets its obligations. The Group has arranged its liquidity management struc-
ture to meet this objective by ensuring that its financing is robust and can withstand even less prob-
able situations that would have a substantial adverse effect on its liquidity. Liquidity management at 
the group level does not include Realkredit Danmark and Danica Pension, which each manage their 
liquidity separately.

The Group’s balance sheet structure, together with its centralised funding management at the head 
office, enables the Group to fund its activities at the lowest possible cost. The Group’s substantial 
deposits from the retail market and its comprehensive and well-established funding programmes are 
key elements in this process.

The Danske Bank Group’s liquidity position remains strong. For example, the survival horizon deter-
mined in the Group’s 12-month liquidity calculations is very long – significantly beyond the Group’s 
target. The Group has obtained this positive liquidity position by raising a substantial amount of long-
dated financing in recent years (for example from the issuance of covered bonds), an increase in the 
Bank’s shareholders’ equity through a share issue, and a favourable trend in the loan/deposit ratio.

In 2011, the financial markets again exhibited high volatility because of the worsening debt crisis and 
a gradual reduction of economic growth estimates for both Europe and the US. One consequence of 
this situation was an adverse effect on the banking sector’s funding opportunities in these regions. 
Funding costs rose, and opportunities to issue debt became limited. In the middle of 2011, the market 
for senior debt generally closed down, whereas the market for covered bond issues was open during 
certain periods. 

The situation in Denmark was aggravated by the use of Bank Package 3 for the winding up of 
Amagerbanken. Danske Bank was subject to two rating downgrades that were based mainly on the 
weakening of systemic support by Bank Package 3. Upon the adoption of Bank Package 4 at the 
end of the summer, the pressure on Danish banks subsided. This was owing to the prospect of the 
designation of a number of systemically important institutions in Denmark and an expansion of the 
scheme under which sound banks can more easily take over parts or all of distressed banks with 
state support.

Although Danske Bank was also affected by the difficult conditions in the funding markets, the Bank 
succeeded in executing the planned issues in 2011, including senior bonds for DKK 21 billion and 
covered bonds for DKK 38 billion.

In the autumn, the Danish central bank expanded its lending to Danish banks by allowing them to 
borrow on the basis of collateral consisting of high-quality loans. A number of other European coun-
tries have similar programmes. The Danish central bank also followed the ECB by introducing an op-
tion to raise loans with a maturity of three years. The measures are expected to have a positive effect 
on the funding markets generally, and they present an opportunity for banks to optimise their liquid-
ity management. At the end of 2011, the Group had used about DKK 11 billion from the ECB facility.

Banks’ liquidity management continued to receive much attention in 2011 because of new regula-
tions, both national and international, on the measurement and reporting of banks’ liquidity risk. 

Two of the main elements that are being considered in the new regulations are the liquidity require-
ments the Liquidity Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR), which were intro-
duced in the Basel Committee’s recommendations in 2010. In mid-2011, the European Commission 
released a proposal for the calculation and reporting of liquidity. The proposal (CRD IV) is generally 
expected to take effect at the beginning of 2013 after final passage in the European Parliament and 
the European Council in 2012. The LCR and possibly the NSFR are expected to take effect as binding 
requirements at a later date, however.

The final forms of the LCR and the NSFR have not been settled at the EU level. But it is of great sig-
nificance for the measurement of the Group’s liquidity buffer under the LCR that the CRD IV proposal 
enables most of the Group’s holdings of covered bonds, including Danish mortgage bonds, to be clas-
sified as level 1 assets, on par with Danish government bonds.
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7.1 CoNtRoL aND MaNagEMENt

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

The Board of Directors determines the overall approach to liquidity risk, including the profile of the 
Group’s liquidity risk exposure and liquidity risk limits. It also determines the overall calculation 
method and responsibilities for each segment of liquidity risk in accordance with the Group’s estab-
lished risk profile.

The All Risk Committee supplements limits set by the Board of Directors with further targets for li-
quidity risk management. The Asset and Liability Management Committee (ALCO) oversees liquidity 
risk management, and Danske Markets is responsible for day-to-day liquidity management. 

Group Treasury ensures that the Group’s structural liquidity profile enables the Group to comply with 
the limits set out by the Board and meet the targets set by the All Risk Committee. Group Treasury 
reports to ALCO, the All Risk Committee and the Board of Directors on the liquidity targets. Group 
Finance reports on the liquidity limits to ALCO, the All Risk Committee and the Board of Directors.

In calculating liquidity risks, the Group excludes Realkredit Danmark and Danica Pension. At  
Realkredit Danmark, the financing of mortgage loans by the issuance of listed mortgage bonds with 
matching conditions has eliminated liquidity risk in all material respects. Danica’s balance sheet con-
tains long-term life insurance liabilities and assets, much of which is invested in easily marketable 
bonds and shares. Both companies are subject to statutory limits on their exposures to Danske Bank 
A/S, and their liquidity is not included in group-level liquidity management.

At the group level, liquidity management is based on the monitoring and management of the Group’s 
short-term and long-term liquidity risks, and it is organised around the four issues set out in the table 
below.

 

THE DANSKE BANK GROUP’S LIQUIDITY MANAGEMENT

OPERATIONAL 
LIQUIDITY RISK  
MANAGEMENT

LIQUIDITY STRESS 
TESTING

12-MONTH  
LIQUIDITY

STRUCTURAL  
LIQUIDITY RISK

Objective Ensure a liquidity buf-
fer sufficient to absorb 
the net effects of cur-
rent transactions 

Identify and measure 
immediate liquidity risk

Measure the Group’s 
dependence on the 
interbank and capital 
markets

Ensure that the Group 
does not create an un-
necessarily large need 
for funding in future 
periods

Be able to cover pay-
ments as they fall due

Ensure that there 
is sufficient time to 
respond to a crisis

Protect against 
market disruption and 
maintain the business 
model

Protect the Group by 
diversifying the funding 
sources

Management tool Board limit All Risk target All Risk target All Risk target

Monitoring / control Group Finance Group Treasury Group Treasury Group Treasury

Unit responsible Danske Markets ALCO ALCO ALCO

Model Gap analysis Gap analysis Gap analysis Ratio/Gap analysis
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7.1.1 operational liquidity risk
The Group’s operational liquidity risk management is intended mainly to ensure that the Group 
always has a liquidity buffer that, in the short term, is sufficient to absorb the net effects of current 
transactions.  For liquidity management purposes, the Group distinguishes between liquidity in 
Danish kroner and liquidity in other currencies. This is because of the Group’s strong position in the 
Danish market and because the Group has a net deposit surplus in Danish kroner (deposits exceed 
lending) and a net deposit shortfall in other currencies (lending exceeds deposits). The net deposit 
surplus in Danish kroner is a valuable, stable funding source for the Group. Liquidity is calculated on 
the basis of known future receipts and payments from current transactions. The calculation includes 
the estimated effects on the Danish kroner liquidity of the Danish government’s receipts and pay-
ments. Bond holdings that can be used in repo agreements with central banks are considered liquid 
assets. To take account of the potential risk of drawings under irrevocable loan commitments, the 
Group factors in the unutilised portion of the facilities in the calculation of liquidity risk.

The Group uses limits to manage operational liquidity risk. Separate limits are set for total liquidity 
and for liquidity in non-Danish currencies. In addition to the limits set by the Board of Directors and 
the All Risk Committee, the Asset and Liability Management Committee has set overnight targets for 
each key currency. The Group also monitors the maturity profiles of commercial paper, certificates of 
deposit and medium-term notes to ensure that the maturing liabilities do not become too large at any 
particular time.

7.1.2 Liquidity stress testing 
The Group conducts stress tests to measure its immediate liquidity risk and to ensure that it has 
enough time to respond to potential crises. The stress testing, which is conducted monthly, covers 
a time horizon of up to six months. The tests estimate liquidity risk in various scenarios, including 
three standard scenarios: a scenario specific to the Group, a general market crisis and a combination 
of the two. It also conducts a “stress-to-fail” test.

The analyses are based on the assumption that the Group does not reduce its lending activities. This 
means that existing lending activities are maintained and require funding. Most of the Group’s unen-
cumbered bond holdings can be used as collateral for loan facilities with central banks and are thus 
considered liquid assets. Scenario-specific haircuts are used on the bond portfolio. Potential liquidity 
outflows from unutilised but irrevocable loan commitments are also factored in.

The degree of possible refinancing of the Group’s funding sources varies depending on the scenario 
in question as well as on the specific funding source. To indicate the stability of the funding, the Group 
breaks down deposits into personal and business customers, core and non-core customers, and term 
and non-maturing products. It also breaks them down geographically according to the Group’s posi-
tion in each market.

The Group monitors the diversification of funding sources by product, currency, maturity and coun-
terparty to ensure that its funding base provides the best possible protection if the markets come 
under pressure.

7.1.3 twelve-month liquidity 
In its “Bank Financial Strength Ratings: Global Methodology”, Moody’s Investors Service has set 
various classification requirements for banks’ liquidity management. One requirement is that a 
stress test of the 12-month liquidity curve must generally be positive. Liquidity calculations must 
assume, among other factors, that the Group is cut off from the capital markets and that refinancing 
in the markets is not possible. This means that net debt to credit institutions, issued bonds (including 
covered bonds), issued commercial paper and subordinated debt will not be refinanced at maturity. 
In contrast, the stable deposit base will remain an available funding source that can be rolled over 
when the loans mature. The analysis also assumes only a moderate reduction in business activities. 
The Group’s liquidity buffer is included in the liquidity curve after haircuts that depend on the degree 
of the bonds’ liquidity. Off-balance-sheet items are included at their actual maturity dates. The Group 
monitors its liquidity reserves to ensure that it is robust against a loss of access to the capital mar-
kets.
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The Group’s liquidity position, measured by the 12-month liquidity curve, has improved significantly 
since the end of 2008 and has been positive more than 12 months ahead since then. This means that 
the Group’s liquidity buffer is large enough for the Group to survive at least 12 months without access 
to the capital markets. The improvement reflects better funding conditions and the funding initiatives 
the Group has taken to strengthen liquidity.

7.1.4 structural liquidity risk 
In managing its structural liquidity risk, the Group takes account of its long-term liquidity mismatch. 
The aim is to avoid an unnecessarily large need for funding in the future. Quantifying structural 
liquidity risk is important when the Group plans its funding activities.

Structural liquidity risk management is based on a breakdown by maturity of the Group’s assets, 
liabilities and off-balance-sheet items. The assumptions are generally the same as for the 12-month 
liquidity curve, except for the condition that it is not possible to reduce the Group’s business activity, 
and this means that all loans must be extended. It is assumed that the Group is cut off from the capital 
markets so that refinancing is not possible and that the Group can continue to refinance stable depos-
its. The liquidity buffer is included in the liquidity curve after haircuts that depend on the degree of 
the bonds’ liquidity, and off-balance-sheet items are listed at their actual maturities. 

The Group’s large bond holdings, which have varying maturities, are a significant component in the 
calculation of structural liquidity. Most of the portfolio is ultra-liquid and can be used as collateral in 
repo agreements with central banks (94% at the end of 2011). This part of the portfolio is therefore in-
cluded in the calculation as immediate liquidity. In contrast, bond holdings that are used as collateral 
for the settlement of the Group’s current transactions, for instance clearing, are classified as illiquid 
bonds and are excluded from immediate liquidity.

The Group’s structural liquidity position is also characterised by a deposit surplus in Danish kroner 
and a deposit shortfall in other currencies. The shortfall is covered by long-dated bond issues.
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7.1.5 Funding sources 
The Group monitors its funding mix to make sure that it is well diversified in terms of funding sourc-
es, maturities and currencies, as shown in the tables below. A well-balanced portfolio of liabilities 
generates a stable flow of funding and provides protection against market disruptions.

Like the Group’s substantial deposits from the retail market, its comprehensive and well-established 
funding programmes are essential to liquidity management. Covered bonds play an increasingly 
important role in the funding. At 31 December 2011, the Group had issued covered bonds (excluding 
Danish mortgage bonds) for an amount equivalent to DKK 148 billion. The bonds are currently based 
on Danish, Norwegian, Swedish and Finnish loans, and there is still substantial unexploited potential 
for covered bond issues. As part of its liquidity reserves, the Group has also issued covered bonds for 
DKK 11 billion based on Irish residential property loans.

Note: The covered bonds shown include issues from Sampo Bank, Finland, but exclude Cover Pool R (Ireland).

The tables below also include the match-funding of loans provided by Realkredit Danmark through 
the highly rated Danish mortgage finance system. 

funding sourCes

(%) 2011 2010

Central banks 6 4

Credit institutions 6 5

Repo agreements 7 6

Short-dated bonds 3 7

Long-term bonds 7 8

Covered bonds 6 5

Danish mortgage bonds 24 24

Deposits (corporate) 19 20

Deposits (retail) 14 14

Subordinated debt 3 3

Shareholders’ equity 5 4

Total 100 100
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The Group monitors deposits and amounts due from credit institutions to ensure that exposures to 
individual counterparties are also acceptable from a liquidity perspective.

breakdown of funding by CurrenCy

(%) 2011 2010

DKK 44 47

EUR 27 20

USD 9 13

SEK 6 7

GBP 5 5

CHF 4 2

NOK 4 4

Other 1 2

Total 100 100

Danica’s balance sheet items (long-term life insurance liabilities and assets, much of which is in-
vested in easily marketable bonds and shares) are not included in the funding listed above.

7.2 RatiNgs

Since the beginning of the 1990s, the Danske Bank Group has been given credit ratings by the three 
major international rating agencies: Standard & Poor’s (S&P), Moody’s and Fitch Ratings. The ratings 
help to ensure that banks have access to the international credit markets. They are also used as the 
basis for pricing banks’ financing. At the end of 2011, the Danske Bank Group had the following credit 
ratings:

CREDit RatiNg tYpE Moody’s standard & poor’s Fitch Ratings

Short-term P-1 A-1 F1

Long-term A2 A A

Covered bonds Aaa AAA AAA

In the first half of 2011, Danske Bank and several other Danish banks were downgraded twice by 
Moody’s. The first time was in February 2011, when the Group was downgraded from Aa3 to A1 
and also placed under observation with the possibility of a further downgrade. The reason for the 
downgrade was the implementation of Bank Package 3 and Amagerbanken’s winding up under the 
scheme. Moody’s believed Bank Package 3 reduced the Danish state’s systematic support for banks. 
In May 2011, the Group was downgraded by Moody’s again, from A1 to A2, and the reason was also 
Bank Package 3 and reduced systemic support. Standard & Poor’s maintained its A rating of Danske 
Bank in 2011. In December 2011, Fitch Ratings downgraded Danske Bank from A+ to A, thus bring-
ing its rating in line with those of the other rating agencies.

The Group’s long-term credit ratings were lower than those of its Nordic competitors because the 
rating agencies considered systemic support to be lower. The agencies’ assessment of the Group’s 
financial strength is in line with their assessment of its Nordic competitors’, however. 
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7.3 CoLLatERaL pRoViDED BY tHE gRoUp

Through a number of mutually binding agreements, the Group has undertaken to provide collateral if 
the fair value of current transactions changes to its detriment.

The Group has entered into other agreements in which the counterparty has made it a condition 
that the Group maintain its present rating. A downgrade could mean that the obligations under the 
contracts in question must be fulfilled or that collateral must be provided in the form of securities or 
cash. The table below shows the loss of liquidity for the Group under four scenarios involving down-
grades of the Group’s long- and short-term debt. It also shows how much the Group would have to 
repay under the contracts or provide in supplementary collateral under the scenarios. The number in 
parentheses after the rating indicates the number of notches by which the rating is reduced from its 
current level in the various scenarios.

loss of liquidity if the group’s present ratings are downgraded, at 31 deCember 2011

 
Moody’s 

(short-term)
s&p 

(short-term)
Moody’s 

(long-term)
s&p 

(long-term)

supplementary 
collateral 

(Dkk billions)

Scenario 1 P-1 A-1 A3 (�1) A- (�1) 2.9

Scenario 2 P-2 (�1) A-2 (�1) A3 (�1) A- (�1) 13.9

Scenario 3 P-2 (�1) A-2 (�1) Baa1 (�2) BBB+(�2) 19.3

Scenario 4 P-2 (�1) A-2 (�1) Baa2 (�3) BBB (�3) 22.0

Realkredit Danmark’s bond issues have a rating of AAA from Standard & Poor’s. A rating downgrade 
could possibly affect Realkredit Danmark’s position in the market but would not require an immediate 
provision of collateral.

7.4 REQUiREMENts FRoM sUpERVisoRY aUtHoRitiEs

The external liquidity requirements that apply to the Group are set forth in section 152 of the Danish 
Financial Business Act, which states that a credit institution’s liquidity must equal at least each of the 
following:

•	 	15%	of	the	debt	obligations	that,	regardless	of	any	disbursement	conditions,	the	institution	must	
pay on demand or at less than one month’s notice

•	 	10%	of	the	institution’s	total	debt	and	guarantee	obligations,	excluding	subordinated	loan	capital	
infusions that can be counted as part of the capital base

Liquidity includes cash on hand, fully secured and liquid demand deposits at other credit institutions 
and insurances companies, and holdings of secure, easily negotiable, unencumbered securities and 
credit instruments.

In 2010, the Danish FSA introduced the so-called supervisory diamond, which includes targets for 
funding and liquidity. The benchmark for funding stipulates that a bank’s loans may not exceed stable 
funding (deposits as well as issued bonds and subordinated debt with a maturity above one year). 
This means that banks must have a funding ratio of under 1.00. The liquidity benchmark states that 
banks must have excess liquidity coverage that is 50% above the regulatory requirement in section 
152 of the Danish Financial Business Act.

The Group’s liquidity was far above the FSA’s requirement throughout 2011.

Two of the main elements that are being considered in the new regulations are the liquidity require-
ments the Liquidity Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR), which were intro-
duced in the Basel Committee’s recommendations in 2010 (Basel III). 
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The LCR stipulates that banks must have a liquidity buffer that ensures a survival horizon of at least 
30 days in the case of a seriously stressed liquidity situation. The NSFR is intended to ensure a sound 
funding structure by promoting more long-dated funding. The NSFR stipulates that banks must at all 
times have stable funding for one year ahead that equals the amount of their illiquid assets. 

In mid-2011, the European Commission released a proposal for new liquidity requirements. The 
proposal (CRD IV) is expected to take effect at the beginning of 2013 after final passage in the Euro-
pean Parliament and the European Council in 2012, but the details of the liquidity regulations are not 
expected to be determined until later.

In September 2011, Danske Bank began reporting its LCR and NSFR, as defined in Basel III, to the 
Danish FSA on a monthly and quarterly basis, respectively. The final rules for the calculations have 
not been settled at either the EU level or the international level, since, according to the international 
agreement on Basel III, the two measures are being monitored during an observation phase that runs 
until 2015 for the LCR and until 2018 for the NSFR.

At the end of the observation periods, requirements for the LCR and possibly for stable funding, such 
as in the form of the NSFR, are expected to become binding in the EU. 

Although the final forms of the rules have not been settled at the EU level, it is of great significance in 
the measurement of the Group’s liquidity buffer with the LCR that the CRD IV proposal enables most 
of the Group’s holdings of covered bonds, including Danish mortgage bonds, to be classified as liquid 
assets, on par with Danish government bonds.
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8. operational risk

 98 8.1 poliCy

 98 8.2 proCess, measurement and Control
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The Danske Bank Group is exposed to operational risks in the form of possible losses resulting from 
inappropriate or inadequate internal procedures, human or system errors, or external events. Opera-
tional risks include legal risks.

Operational risks are often associated with one-off events, such as failure to observe business or 
working procedures, defects or breakdowns of the technical infrastructure, criminal acts, fire and 
storm damage, and litigation. Operational risks are thus non-financial risks. 

The Group’s operational risk management process involves a structured and uniform approach 
across the Group. It includes risk identification and assessments, the monitoring of risk indicators, 
controls and risk mitigation plans for key operational risks.

In its qualitative approach to operational risk management, the Danske Bank Group has chosen to in-
clude both indirect and direct effects, a probability assessment and an assessment of whether a given 
event affects Danske Bank’s share price. This approach improves the basis for assigning priority to 
the key risks identified. 

Direct effects are monetary losses, while indirect effects include effects on reputation from negative 
media coverage or the loss of customers, for example. The indirect effects have no influence on the 
Group’s capital requirement, which is calculated according to the standardised approach, while the 
direct effects are used to validate the capital requirement determined by the standardised approach. 
At the end of 2011, operational risk accounted for 10% of the Group’s risk-weighted assets.

In 2011, the Group continued to focus on mitigating group-wide operational risks and also expanded 
day-to-day operational risk management in all subsidiaries, business units and resource areas.

The Group’s chief risk officer (CRO) is the chairman of the Operational Risk Committee. The com-
mittee’s general responsibilities are, on behalf of the Executive Board, to issue guidelines and make 
decisions that support a group-wide operational risk management framework. Danske Bank’s Board 
of Directors is involved in important decisions about operational risks, including instances of signifi-
cant operational losses. The Board of Directors also receives reporting on the Group’s operational 
risks at least once a year.

Each subsidiary, business unit and resource area is responsible for the day-to-day monitoring of its 
operational risks and for reducing and preventing losses caused by operational risks.
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8.1 poLiCY

The Group’s operational risk policy covers the following activities: 

•	 Identif ying,	monitoring	and	managing	the	Group’s	current	and	potential	operational	risk	exposure.
•	 	Handling	critical	events,	that	is,	events	that,	in	the	view	of	business	unit	management	or	the	 

Operational Risk Committee, require follow-up and further reporting. 
•	 	Following	up	on	reports	and	visits	from	financial	supervisory	authorities	and	informing	the	 

Executive Board of issues that involve the Group’s operational risks.
•	 	Preparing	management	information	on	issues	such	as	IT	securit y,	physical	securit y,	business	

continuity and outsourcing and ensuring compliance with legislation in these areas.

The Group also has other policies that treat security, control, outsourcing and compliance and sup-
port operational risk management.

In addition, the Group has policies regulating other operational risk areas, such as a policy for using 
insurance as a risk mitigation measure. 

8.2 pRoCEss, MEasUREMENt aND CoNtRoL

Once a year, the Group conducts a risk identification survey at its subsidiaries, business units and 
resource areas and compiles a list of the key operational risks. The subsidiaries, business units and 
resource areas – in collaboration with the Group’s Operational Risk department – assess the effect of 
each risk, including both direct and indirect effects, the probability of the occurrence of a given event, 
and the effect of such events on Danske Bank’s share price. The Group includes indirect effects in the 
assessments because they can have significant long-term ramifications. Some of the largest risks fall 
into the categories of IT risks, internal and external fraud, liability for advisory services, and loss or 
theft of confidential data. 

The Group manages its largest operational risks in a process that includes controls, risk mitigation 
and monitoring of risk indicators. Operational risk considerations are included in the Group’s daily 
work, for example the work on the Group’s business procedures. The chart below shows the process 
from risk identification to the implementation of mitigation plans for the Group’s key operational risks. 
The process starts with risk identification and assessment, which lead to the compilation of a list of 
the Group’s key risks. Then risk owners are determined, and the process of identifying the key risk 
indicators begins. Risk mitigation plans are prepared. When the risk owners complete their mitiga-
tion plans, they can recommend that the risks be accepted or mitigated or that the risk be transferred 
through outsourcing or the purchase of insurance. Afterwards, the Operational Risk Committee 
makes the final decision on how the risk will be mitigated.
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RISK ASSESSMENT PROCESS FROM RISK IDENTIFICATION TO RESPONSE

UNit PROCESS

Business units, subsidiaries 
and resource areas

Risk identification

Group Operational Risk
Determination of risk owner and  

compilation of list of key risks

Business units, subsidiaries 
and resource areas

KRI identification
Preparation of 

mitigation plans

Operational Risk Committee
Approval of  

mitigation plan
Acceptance of the risk Transfer of the risk

Business units, subsidiaries 
and resource areas

 
Implementation Outsourcing

Purchase  
of insurance

The risk identification and assessment processes are updated once a year. New operational risks 
are identified, and risks that have become irrelevant are removed from the list of key risks. All the 
key risks are monitored, and their status is documented in a quarterly report to the Operational Risk 
Committee that includes the most significant indicators for each of them, among other things. Risk 
indicators for the “rogue trading” risk, for example, are deviant dealer behaviour and significantly 
above-average dealer income. 

The Group’s operational risk losses are registered in the Operational Risk Information System (ORIS). 
Losses are categorised according to the Basel II event categories for operational risk. Operational 
risk events that entail losses of DKK 25,000 or more are registered in ORIS.
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Measured by the number of events, “external fraud” and “execution, delivery and process manage-
ment” accounted for most of the losses in 2011. External fraud accounted for 61%, and execution, 
delivery and process management accounted for 33% of total loss events, respectively, against 56% 
and 38% in 2010. External fraud consists of events such as bank robberies, card skimming and 
document falsification. Execution, delivery and process management includes losses because of  
erroneously processed transactions and losses related to routine manual input. 

Note: Based on Basel II event categories.

Measured by amount, external fraud accounted for 37% and execution, delivery and process man-
agement accounted for 56% of the total operational risk loss in 2011, against 31% and 52%, respec-
tively, in 2010. 

Note: Based on Basel II event categories.
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Insurance risk in the Danske Bank Group consists of all the risks at the companies in the Danica 
group. The main risks are market risk and life insurance risk. Market risk involves the risk of losses 
on the investments of Danica’s own equity (“own investments”) and the risk of losses on investments 
of customer funds from insurance policies with guaranteed returns. The risk of losses on policies 
concerns mainly Danica Traditionel insurance policies. Life insurance risk involves life insurance 
and pension products, and it is affected by changes in mortality, disability, critical illness and the like. 

On 1 January 2011, the Danish Financial Supervisory Authority’s (FSA) amended Executive Order on 
the Contribution Principle took effect. It follows from the amendment that Danica Traditionel insur-
ance policies must be divided into groups with generally the same interest rates, insurance risk and 
expenses (the “interest rate groups”). In addition, the policyholders’ capital buffer, also called the 
collective bonus potential, is divided among these groups. This increases the risk for the Group, other 
things being equal. Danica has therefore prepared new investment and hedging strategies for each 
group, limiting the rise in the Group’s risk exposure. Finally, the risk allowance is determined for each 
group individually.

The decline in interest rates that the market experienced in 2011 led to a substantial rise in life insur-
ance provisions and a decline in Danica’s capital buffers, that is, the bonus potential. Danica hedges 
against changes in yields on an ongoing basis, but the great uncertainty in the financial markets  
has caused losses on equities, credit bonds and European government bonds. For this reason, on 
31 December 2011 Danica introduced a charge on the transfer and surrender of pension savings for 
the New Customers and Low Guarantee groups, and it also reduced the risk exposure of all the inter-
est rate groups by selling both equities and credit bonds. In addition, the interest on policyholders’ 
savings for all interest rate groups was reduced to 1.8% before the tax on pension returns.

The extraordinary economic situation in the fourth quarter of 2011 prompted the Danish FSA to 
allow the adjustment of a component of the discount curve; the spread between Danish and German 
government bonds may now be calculated as a 12-month moving average. Danica Pension began 
using the new discount curve, and the effect was a reduction of provisions of DKK 2.8 billion at 31 
December 2011. 
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9.1 HoW DaNiCa’s REsULts aFFECt tHE gRoUp’s iNCoME statEMENt

Danica’s financial result appears on the Group’s income statement as the item “Net income from 
insurance business”. It consists mainly of the return on Danica’s own investments, the risk allowance 
for the interest rate groups and income from unit-linked products. 

The risk allowance is the annual payment that Danica may book from Danica Traditionel. It is deter-
mined individually for each interest rate group and may be booked only if the technical basis permits 
and if the bonus potential of paid-up policies is not used to cover a lack of collective bonus potential. 
The technical basis for the risk allowance is essentially the investment return on policyholders’ funds 
less the change in life insurance provisions. The investment return less interest accrual to custom-
ers, the risk allowance and changes in insurance provisions is transferred to the collective bonus 
potential. The latter is owned jointly by the customers in each interest rate group and serves as a risk 
buffer that can be used to cover possible losses. If the result is negative and cannot be covered by the 
bonus potential, the Group pays the remaining amount. If the full risk allowance cannot be booked or 
the Group needs to cover losses above what is covered by the bonus potential, the amount is trans-
ferred to a shadow account and can be booked in a financial year when the technical basis permits. 

For further details on Danica’s contribution to Danske Bank’s income statement, please see  
Danske Bank’s white paper on Danica Pension at www.danskebank.com.

9.2 kEY Risk FaCtoRs

As shown in the table below, the key risk factors for Danica are market risks, life insurance risks, 
operational risks and business risks. They are discussed in the section below.

MAIN RISK FACTORS AFFECTING THE DANICA GROUP

MaRkEt Risks LiFE iNsURaNCE Risks opERatioNaL Risks BUsiNEss Risks

interest rate
equity
Credit spread
fx
liquidity
Counterparty
Concentration

Longevity
Mortality
Disability
Concentration
 
 

IT
Legal
Administrative
Fraud
Model
 

Reputation
Strategy
 
 
 
 

Insurance risk at Danica is related mainly to life insurance and pension products and to a lesser ex-
tent to insurance against critical illness and health insurance. Most of the risk on life insurance and 
pension products derives from with-profits policies in Denmark, with unit-linked policies in Denmark, 
Sweden, Norway and Ireland accounting for a smaller share.
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DaNiCa’s tWo tYpEs oF LiFE iNsURaNCE aND pENsioN pRoDUCts iN DENMaRk

With-profits policies (Danica traditionel)
A Danish with-profits policy has a guaranteed annual benefit upon retirement based on the technical rate of interest. The 
policyholders’ savings earn a rate of interest that is set for each year at the discretion of Danica and that can be changed 
at any time. The difference between the technical rate of interest and the actual interest accrued on policyholders’ savings 
is termed the “bonus”. For policies with a technical rate of interest of 1.5% or below, the bonus entails guaranteed benefits, 
but the bonus for policies with higher technical rates of interest can subsequently be returned to Danica fully or partly. The 
technical rate of interest was set at 0.5% for new policies on 1 January 2012.

Unit-linked policies (Danica Link and Danica Balance)
A unit-linked policy is a policy under which the investments are linked to policyholders, who can decide how to invest their 
pension savings themselves or let the life insurance company invest the savings.

For unit-linked policies, the policyholder receives the actual return on the investments and bears all the investment risk,  
unless a guarantee is linked to the policy.

Danica offers two types of guarantee to unit-linked policyholders: for Danica Link, a watermark-based guaranteed benefit 
(based on 95% of all pension contributions and 95% of the positive investment return less expenses and insurance premi-
ums); and for Danica Balance, a minimum 0% return guarantee.

Risks related to unit-linked business are considered minor because most of the risks are carried by 
the policyholders or hedged with financial derivatives.

Danica’s foreign activities account for about 10% of its total provisions, and they offer mainly unit-
linked products without guarantees. The risk on these activities is thus very small. The remainder of 
this section concerns Danica’s activities in Denmark. The table below shows the trend in life insur-
ance provisions.

daniCa’s poliCies broken down by business segment

at 31 December 2011 (Dkk billions)

With-profits policies
Health and  

accident 
insurance other

New  
customers

Low  
guarantee

Medium 
guarantee

High  
guarantee Unit-linked

Collective bonus potential - - 0.1 0.1 - - 0.2

Bonus potential of paid-up policies 3.6 - 0.2 0.2 - - -

Other provisions 46.1 22.1 15.7 92.5 51.8 8.4 1.5

Total provisions for insurance and investment contracts 49.7 22.1 16.0 92.8 51.8 8.4 1.7

With-profits policies
Health and  

accident 
insurance otherat 31 December 2010 (Dkk billions)

New  
customers

Low  
guarantee

Medium 
guarantee

High  
guarantee Unit-linked

Collective bonus potential 0.5 0.2 0.1 0.8 - - 0.1

Bonus potential of paid-up policies 8.1 2.4 0.2 0.2 - - -

Other provisions 41.8 20.8 14.4 89.4 44.7 8.2 1.4

Total provisions for insurance and investment contracts 50.4 23.4 14.7 90.4 44.7 8.2 1.5
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9.3 CoNtRoL aND MaNagEMENt 

Danica’s Board of Directors defines the overall principles for Danica’s risk management, and the 
management monitors Danica’s risks to ensure compliance with these principles. In addition, Dani-
ca’s Board of Directors determines Danica’s investment strategy and follows up on the results. The 
management prepares the specific investment plans.

9.3.1 Market risks 
Market risk for the insurance business consists of the risk of losses on Danica’s own investments and 
the risk of losses on policies with guarantees arising because the fair value of Danica’s assets and 
liabilities changes. Such changes in value can be caused by changes in interest rates, exchange rates, 
equity prices, property values, credit spreads and market liquidity as well as by issuer or counterpar-
ty defaults. Liabilities carry interest rate risk owing to the guarantees issued. For example, if market 
interest rates drop, the market value of liabilities increases.

With-profits business
Danica’s liabilities are calculated by discounting expected cash flows at a rate defined by the Danish 
Financial Supervisory Authority. The discount curve includes the following constituents: the euro 
swap curve, the Danish-German government yield spread, the spread between Danish and euro zone 
swap rates and an added spread for Danish mortgage bonds. It is not possible to hedge the liabilities 
without a significant element of basis risk.

Since the Danish bond market is not large enough and does not have the necessary duration to hedge 
the liabilities, Danica must invest in non-Danish interest rate instruments. The bond portfolio there-
fore consists of a broad range of interest-based assets: Danish and other European government 
bonds, Danish mortgage bonds, Danish index-linked bonds and a well-diversified portfolio of global 
credit bonds. Danica’s ongoing risk management ensures that it is well protected against significant 
changes in interest rates, but Danica is also exposed to country spreads and credit spreads. 

Danica conducts internal stress tests to ensure that it can withstand significant losses on its equity 
market and credit exposure and substantial changes in interest rates. Interest rate risk not covered 
by the bond portfolio is hedged with financial derivatives.

Credit spread risk is limited since at the end of 2011 about 71% of the bond portfolio consisted of gov-
ernment and mortgage bonds of high quality (AA to AAA ratings from the international rating agen-
cies) or unrated mortgage bonds whose issuers have similarly high ratings. Only 9% of the portfolio 
was invested in non-investment-grade bonds. This risk is hedged and managed in the same way as 
equity market risk. 

The exposure to government bonds issued by Ireland, Italy and Spain is managed on an ongoing 
basis. At the end of 2011, it amounted to DKK 7.3 billion (2010: DKK 6.6 billion). The bond portfolio 
contained no Greek or Portuguese government bonds.
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bond holdings broken down by Country

at 31 December 2011 
(Dkk millions)

Central and local 
government bonds

Quasi-
government 

bonds

Danish  
mortgage 

bonds

swedish  
covered 

bonds

other  
covered 

bonds

short-dated 
bonds  

(Cp etc.)
Corporate 

bonds total

Denmark 10,341 26 56,598 - 5,112 - 681 72,758

Sweden 220 - - 845 - - 433 1,498

UK - - - - 1,399 - 1,456 2,855

Norway - - - - 372 - 156 528

USA - - - - 15 - 5,888 5,903

Spain 1,477 1,183 - - 534 - 771 3,965

France 9,915 5 - - 1,469 - 1,222 12,611

Luxembourg 26 2,066 - - - - 716 2,808

Canada - - - - 36 - 165 201

Finland 653 - - - 486 - 62 1,201

Ireland 281 246 - - - - 268 795

Italy 5,513 226 - - 243 - 341 6,323

Portugal - - - - - - 33 33

Austria - - - - - - 70 70

The Netherlands 2,364 - - - 968 - 1,925 5,257

Germany 12,355 1,393 - - 425 - 656 14,829

Other 6,642 93 - - 185 - 7,136 14,056

Total 49,787 5,238 56,598 845 11,244 - 21,979 145,691

at 31 December 2010 
(Dkk millions)

Central and local 
government bonds

Quasi-
government 

bonds

Danish  
mortgage 

bonds

swedish  
covered 

bonds

other  
covered 

bonds

short-dated 
bonds  

(Cp etc.)
Corporate 

bonds total

Denmark 12,511 39 69,823 - 6,314 - 634 89,321

Sweden 282 - - 785 - - 507 1,574

UK 781 - - - 1,102 - 2,421 4,304

Norway - - - - 574 - 197 771

USA 1,035 - - - 32 - 1,074 2,141

Spain 793 49 - - 230 - 520 1,592

France 5,092 - - - 1,292 - 1,897 8,281

Luxembourg 24 979 - - - - 1,071 2,074

Canada 94 - - - 32 - 323 449

Finland 1,745 - - - 331 - 123 2,199

Ireland 884 235 - - 95 - 543 1,757

Italy 4,464 233 - - 29 - 528 5,254

Portugal 96 - - - 12 - 84 192

Austria - - - - - - 146 146

The Netherlands 2,100 6 - - 466 - 2,735 5,307

Germany 6,526 915 - - 137 - 772 8,350

Other 5,815 102 - - 119 - 15,631 21,667

Total 42,242 2,558 69,823 785 10,765 - 29,206 155,379
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bond holdings broken down by rating

at 31 December 2011 
(Dkk millions)

Central and local 
government bonds

Quasi-
government 

bonds

Danish  
mortgage 

bonds

swedish  
covered 

bonds

other  
covered 

bonds

short-dated 
bonds  

(Cp etc.)
Corporate 

bonds total

AAA 38,850 4,010 32,606 845 8,180 - 384 84,875

AA+ 1,628 - 5,870 - 126 - 81 7,705

AA 34 - - - 69 - 184 287

AA- 1,477 1,183 - - - - 1,116 3,776

A+ 5,513 8 - - - - 588 6,109

A 565 11 - - 2,869 - 1,302 4,747

A- 381 - - - - - 1,215 1,596

BBB+ 414 - - - - - 1,267 1,681

BBB 228 - - - - - 2,133 2,361

BBB- 304 - - - - - 994 1,298

Sub-inv.-grade or unrated 393 26 18,122 - - - 12,715 31,256

Total 49,787 5,238 56,598 845 11,244 - 21,979 145,691

at 31 December 2010 
(Dkk millions)

Central and local 
government bonds

Quasi-
government 

bonds

Danish  
mortgage 

bonds

swedish  
covered 

bonds

other  
covered 

bonds

short-dated 
bonds  

(Cp etc.)
Corporate 

bonds total

AAA 32,405 2,375 37,239 785 6,629 - 759 80,192

AA+ 965 46 7,365 - 117 - 96 8,589

AA 985 22 - - 212 - 447 1,666

AA- 48 45 4,745 - - - 361 5,199

A+ 4,684 16 - - 6 - 962 5,668

A 1,204 - - - 3,801 - 1,684 6,689

A- 257 - - - - - 2,506 2,763

BBB+ 24 - - - - - 1,551 1,575

BBB 148 11 38 - - - 2,228 2,425

BBB- 295 - - - - - 1,536 1,831

Sub-inv.-grade or unrated 1,227 43 20,436 - - - 17,076 38,782

Total 42,242 2,558 69,823 785 10,765 - 29,206 155,379

Concentration risk and counterparty risk are very limited because of internal investment restrictions 
and because of collateral management agreements for financial derivatives.

Danica hedges most of the foreign exchange risk. At the end of 2011, about 70% was hedged (end-
2010: about 73%).

Early transfer or surrender by policyholders may require Danica to sell some of its holdings, thus ex-
posing itself to the risk of a low sales price. Danica reduces this liquidity risk by investing much of its 
funds in liquid bonds and shares. Furthermore, liquidity risk is very modest, since the time of payment 
upon sur render and transfer can be adapted to the situation in the financial markets to some extent.
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Unit-linked business
For about 85% of the unit-linked policies, the policyholders bear all the investment risk. The remain-
ing 15% of policyholders have investment guarantees. The guarantees do not apply until the time 
of retirement and are paid for by an annual fee. Danica manages the risk on financial guarantees in 
Danica Link with financial derivatives and by adjusting the investment allocation during the last five 
years before maturity. It manages the risk on guarantees in Danica Balance by adjusting the invest-
ment allocation for the individual policies. Because of these hedging and risk management strategies, 
Danica considers the investment risk on guarantees in unit-linked products to be very minor. 

Danica’s own investments
In addition to market risk to which policyholders’ savings are exposed, Danica’s own investments are 
also exposed to market risk, as are investments related to health and accident insurance. Danica’s 
Board of Directors has set a separate investment strategy for its equity, which is invested primarily in 
short-term Danish bonds.

The investments related to health and accident insurance follow essentially the same investment 
strategy as the one used for customers’ funds allocated to with-profits policies, since the benefits are 
similar. 

9.3.2 Life insurance risks 
Life insurance risks are related to mortality, disability, illness and similar factors. For example, an 
increase in longevity lengthens the period during which benefits are payable under certain pen-
sion plans. Similarly, changes in mortality, illness and recoveries affect life insurance and disability 
benefits. Longevity, or increased life expectancy, is the most significant life insurance risk factor for 
Danica.

Danica subjects its life insurance risks to ongoing actuarial assessment and makes relevant busi-
ness adjustments. For life insurance policies, Danica calculates the insurance liabilities according to 
expected mortality rates based on empirical data from its own insurance portfolio. These rates reflect 
a likely increase in life expectancy in the future. 

For health and personal accident policies, Danica calculates insurance liabilities according to expec-
tations for future recoveries and re-openings of old claims. The expectations are based on empirical 
data from Danica’s own insurance portfolio, and they are updated regularly.

To mitigate life insurance risk, Danica uses reinsurance to cover a small portion of the risks related to 
mortality and disability. Danica also reinsures the risk of losses due to disasters.

9.3.3 operational risks and business risks
Operational risks include risks of losses resulting from defects in IT systems, legal disputes, inad-
equate or erroneous procedures, and fraud. Danica limits its operational risks with business proce-
dures and internal controls that are updated and adjusted to its current business conditions on an 
ongoing basis.

Business risks at Danica are defined as strategic risks, risks associated with reputation and other 
external factors. Danica seeks to adjust its business on an ongoing basis in order to ensure that it 
meets legal and industry standards. Danica also monitors competitors in the relevant markets in 
order to ensure that it has competitive prices and satisfied customers.
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9.4 stREss tEstiNg

It is a regulatory requirement in Denmark that insurance companies report the results of a set of 
stress tests commonly known as the red traffic light scenario to the Danish Financial Supervisory 
Authority.

The red traffic light scenario tests the effect of changes in interest rates, equity prices, property 
prices, exchange rates and counterparty risk. A company is said to have red light status if it does not 
have sufficient capital to cover 1% of the life insurance provisions when stressed in the red traffic 
light scenario. Note that the red traffic light scenario is a combined scenario, meaning that all the 
stress factors occur at the same time. If a company is in red light status, the Danish FSA will become 
involved in its financial management.

Danica has never had red light status and has considerable capital strength, as shown in the chart 
below, which depicts the capital buffer above the solvency requirement before and under the red  
traffic light scen ario, among other things.

Until the second quarter of 2011, Danica had a subordinated loan that was part of the capital base. It 
repaid the loan, and the capital base declined DKK 3 billion from the first quarter to the second.

The tables below show the effect on Danica’s capital base, as well as on the collective bonus potential 
and the bonus potential of paid-up policies (the capital buffer), caused by each of the stress tests in 
the red traffic light scenario. (Credit spread risk and risks posed by changes in mortality and disabil-
ity are not part of the scenario but are shown as supplementary information.)

sensitivity analysis for daniCa

at 31 December 2011 (Dkk billions)

Change in  
collective 

bonus potential

Change in  
bonus 

potential of  
paid-up policies

Change in  
capital base total

Interest rate increase of 0.7 of a percentage point -0.2 3.1 -0.5 2.4

Interest rate decline of 0.7 of a percentage point 0.9 -2.5 0.1 -1.5

Decline in equity prices of 12% -0.1 -0.8 -0.3 -1.2

Decline in property prices of 8% -0.2 -0.5 -0.8 -1.5

Foreign exchange risk (VaR 99.5%) -0.1 -0.1 -0.1 -0.3

Loss on counterparties of 8% of RWA -0.2 -0.6 -1.2 -2.0

Increase in credit spreads of 1.0 percentage point -0.1 -0.3 -0.4 -0.8

Decrease in mortality of 10% -0.2 -0.2 -1.5 -1.9

Increase in mortality of 10% 1.6 0.1 - 1.7

Increase in disability of 10% -0.1 - - -0.1

Collective bonus potential

Capital buffer (above capital base)

Bonus potential of paid-up policies

Solvency requirement

Actual 
capital

Red traffic 
light scenario

RED TRAFFIC LIGHT SCENARIO FOR THE DANICA GROUP
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sensitivity analysis for daniCa

at 31 December 2010 (Dkk billions)

Change in  
collective 

bonus potential

Change in  
bonus 

potential of  
paid-up policies

Change in  
capital base total

Interest rate increase of 0.7 of a percentage point -0.4 4.1 -0.3 3.4

Interest rate decline of 0.7 of a percentage point -0.1 -4.1 0.4 -3.8

Decline in equity prices of 12% -1.7 -0.1 -0.2 -2.0

Decline in property prices of 8% -1.2 - -0.2 -1.4

Foreign exchange risk (VaR 99.5%) -0.3 - - -0.3

Loss on counterparties of 8% of RWA -1.7 -0.6 -0.2 -2.5

Increase in credit spreads of 1.0 percentage point -1.2 - - -1.2

Decrease in mortality of 10% -1.5 -0.1 - -1.6

Increase in mortality of 10% 1.4 0.1 - 1.5

Increase in disability of 10% -0.1 - - -0.1

For example, a 12% decline in equity prices results in a total loss of DKK 1.2 billion, of which the 
buffer absorbs DKK 0.9 billion. The remaining loss of DKK 0.3 billion is covered by the equity.

9.5 CapitaL REQUiREMENt 

Danica is subject to the capital requirement in the solvency rules for insurance companies. At 31 
December 2011, Danica’s capital requirement was DKK 8.5 billion, against DKK 8.0 billion at the end 
of 2010. 

In addition to the regulatory capital requirement, Danica must meet its solvency need, which is a risk-
based capital requirement that supplements the regulatory capital requirement. All Danish insurance  
companies are required to maintain a capital base equal to or greater than the larger of the regulatory 
capital requirement and the solvency need.

Danica has developed a model for stress testing all relevant risk factors, including equity prices, 
property prices, interest rates and longevity. The solvency need is calculated as the total capital 
requirement after stress testing, adjusted for the use of the collective bonus potential and the bonus 
potential of paid-up policies. Because of Danica’s decision to convert to the new discount curve, the 
Danish FSA requires that Danica’s solvency need calculations also include stress testing for the Dan-
ish-German government yield spread. At 31 December 2011, the solvency need was DKK 9.4 billion.

solvency ii
Solvency II is the European risk-based solvency regime for insurance companies that is expected to 
take effect on 1 January 2014. The exact date of implementation and any transitional rules are still 
being debated, and there are still many issues that must be resolved. For example, the method of cal-
culating life insurance provisions is still unclear, and a final decision has not been made on the choice 
of a discount curve. Both matters may have great significance for the calculation of the solvency 
requirement.

Solvency II also sets forth new rules defining capital for insurance companies. Danica has consider-
able capital strength and does not expect to need additional capital because of the implementation of  
Solvency II.
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Pension risk consists of the risk that the Group will be liable for additional contributions to defined 
benefit pension plans for current and former employees. Valuation is uncertain because this type 
of pension plan entails protracted obligations and is based on actuarial assumptions. Pension risk 
includes risks of the following:

•	 Lower-than-expected	returns	on	invested	f unds
•	 	Changes	in	actuarial	assumptions,	including	the	assumptions	about	the	discount	rate	and	infla-

tion, that cause an increase in the pension obligations because of higher wage growth and pension 
adjustments

•	 Longer-than-expected	longevit y	among	members

The Group’s risk management is intended to reduce risk partly by defining the business objectives, 
including limits of exposure as measured by VaR.

For accounting purposes, defined benefit pension plans are valued according to IFRS (IAS 19).

Before making the year-end IFRS valuation of its pension obligations, the Danske Bank Group con-
ducts a full review of the assumptions underlying the calculation. At the end of 2011, the Group made 
a revaluation of the parameters it uses, including inflation and the discount rate, so that they reflect 
the current market conditions.

10.1 pENsioN pLaNs

Basically, there are two types of pension plan:

Defined contribution pension plans
A defined contribution plan is a post-employment benefit plan under which the employer pays fixed 
contributions into a separate entity and has no further obligations. The pension entitlement accu-
mulated by the employee depends on the size of the contributions agreed upon, the performance of 
invested pension funds and associated expenses. Accordingly, the employee bears the risk relating 
to the future pension benefits. The benefits may be influenced, for example, by unfavourable devel-
opments in the financial markets that affect the pension assets under management. The Group thus 
has no pension risk on defined contribution plans, and expenses for contributions to such plans are 
expensed at the time they are made.

Defined benefit pension plans 
In defined benefit plans, the pension agreement contains a provision stipulating the pension benefit 
that the employee will be entitled to receive upon retirement. The benefit is typically stated as a per-
centage 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 is typically payable for 
the rest of the employee’s life, and this increases the employer’s uncertainty about the amount of the 
future obligations. The employer’s gross obligation, less the value of plan assets, is recognised as a 
net obligation. The obligation and pension expenses are measured actuarially.

The Group’s defined benefit pension obligations consist of pension plans in pension funds in North-
ern Ireland, Ireland and Sweden as well as a number of small pension plans in Denmark. In addition, 
the Group has unfunded defined benefit pension plans that are recognised directly on the balance 
sheet and that are not managed by separate pension funds. All these plans are closed to new mem-
bers except for the Swedish plan, which is a hybrid plan that limits the amount of the salary on which 
the benefit is based. The pension plan in Ireland is a so-called cash balance plan, in which the Group 
guarantees a minimum return on part of the members’ pension contributions. The table below gives 
an overview of the various plans.
 



 113Danske bank / RISK MANAGEMENT 2011 / PENSIoN RISK

overview of the group’s pension plans

at 31 December 2011 Northern ireland ireland Denmark sweden

Pension plan for new  
employees

Defined  
contribution Cash balance

Defined  
contribution Hybrid

Status of defined benefit  
pension plan

Closed to new  
members in 2004

Closed to new  
members in 2008

Closed to new 
members

Open to new 
members

Gross liability (DKK billions)* 7.3 2.3 1.9 1.8

Assets at fair value 7.8 3.0 1.9 1.2

Net assets/net liabilities 0.5 0.7 0.0 -0.6

Number of members: Active 1,428 504 7 1,307

Deferred 2,076 739 - 1,112

Pensioners 1,558 383 212 479

Total 5,062 1,626 219 2,898

Note: Members in Sweden are covered by the occupational pension plan for the Swedish banking sector (the BTP plan). The 
plan is a collectively negotiated occupational pension plan established by the Swedish banking association (Bankinstitutens 
Arbetsgivareorganisation) and the employees’ union (Finansförbundet). In Norway, Finland and the Baltics, the Group oper-
ates defined contribution plans.
*In Norway, after winding up the Norwegian defined benefit plan in 2005, the Group still has an early retirement pension 
obligation. The obligation amounted to DKK 0.1 billion at 31 December 2011. 

10.2 CoNtRoL aND MaNagEMENt

The Group’s defined benefit plans are funded mainly by ordinary contributions made by the Group 
and the employees in question to separate pension funds. The pension funds’ boards of directors tend 
to the members’ interests in accordance with the prevailing articles of association and provisions, 
and they manage the assets by investing the contributed amounts in such a way that the contribu-
tions and the expected returns cover future pension payments. 

A key element of the Group’s risk management strategy is using derivative instruments to mitigate 
interest rate and inflation risks. The Group minimises pension risk by matching expected future pen-
sion obligations with the return on derivatives and the associated underlying assets. 

Because of the complexity of the pension obligations, the Group does not use its normal limit struc-
ture when monitoring pension risk. Instead, it manages market risk on pension plans according to 
special follow-up and monitoring principles called “business objectives”.

The Group has established procedures to be followed in case of deviations from these objectives. 
The All Risk Committee has defined risk targets for the Group’s pension funds. To follow up on the 
objectives, the Group uses quarterly risk reports that analyse the individual plans’ net obligations cal-
culated on the basis of swap rates, sensitivity analyses and the Value at Risk (VaR) measure. It sets 
specific limits for the acceptable levels of risk exposure.

At the end of 2011, VaR was DKK 2,966 million (end-2010: DKK 2,650 million). The main reason for 
the increase was lower pound sterling and euro swap rates. 

On the basis of the average actuarial assumptions, the Group’s net pension obligation at the end of 
2011 according to IFRSs was an asset of DKK 0.2 billion, against a liability of DKK 0.2 billion a year 
before. The change was owing mainly to a rise in the value of the assets caused by higher values in 
the derivatives portfolio as well as the Group’s contributions to the plans, which were offset mainly 
by lower equity prices. Gross liabilities rose because of a combination of several factors, including a 
falling average discount rate.
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defined benefit pension plans

at 31 December (Dkk millions) 2011 2010

Present value of unfunded pension liabilities 236 241

Present value of fully or partly funded pension liabilities 13,167 11,937

Fair value of plan assets 13,945 11,960

Net pension liabilities at 31 December -542 218

Actuarial gains/losses not recognised in the net pension liabilities 387 -39

Net pension liabilities according to IFRSs at 31 December -155 179

average actuarial assumptions at 31 December (%) 2011 2010

Discount rate 4.7 5.2

Return on plan assets 4.8 5.8

Inflation rate 2.7 2.9

Salary adjustment rate 3.6 3.8

Pension adjustment rate 2.9 3.0

Note: Life expectancies of members at 31 December 2011 were assumed to be 86.6 years for a 60-year-old man (2010: 
86.4 years) and 88.4 years for a 60-year-old woman (2010: 88.3 years).

The difference between the Group’s net pension obligation (non-corridor) and the net pension obliga-
tion according to IFRSs was owing to accumulated positive market value adjustments of DKK 387 
million (end-2010: DKK -39 million). These adjustments included changes in actuarial assumptions, 
such as a revised discount rate and new inflation and salary growth estimates, which are not taken 
into account in the IFRS obligation because the Group uses the corridor principle set out in IAS 19.

In June 2011, the IASB issued an amendment to IAS 19, “Employee Benefits”. The change removes 
the possibility of using the corridor principle with the deferred recognition of actuarial fluctuations 
that affect defined benefit pension plans. Instead, the present value of pension obligations and the fair 
value of the plans’ assets must be recognised as a net amount on the balance sheet. On 31 Decem-
ber 2011, the change, which has not yet been approved by the EU and is to be implemented by 2013, 
would have increased shareholders’ equity by DKK 290 million, bringing it to the same level after tax 
as under the corridor principle. The change will not have a significant effect on the Group’s net profit 
because the actuarial fluctuations will be recognised in the total other comprehensive income item. 
On the other hand, total other comprehensive income and shareholders’ equity will be more volatile. 
The solvency calculation (the capital base) will not be affected because it is already made without the 
corridor principle.

10.3 UsE oF MoDELs

The Group’s defined benefit pension obligation is calculated as the present value of the pension ben-
efits earned to date. The calculation is based on several factors.

faCtors used to CalCulate defined benefits

Demographic factors Financial factors

Mortality rate Interest rates

Staff turnover rate Future salary and benefit levels

Disability rate Inflation rate

Early retirements Expected returns on plan assets
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Defined benefit plans are exposed particularly to interest rate and investment risks and increases in 
life expectancy because the benefits will typically be payable many years into the future.

The Group determines its pension obligations by using various calculation methods that each serve a 
specific purpose, for example compliance with the local authorities’ minimum requirements and the 
compilation of the consolidated accounts according to IFRSs.

METHODS OF CALCULATING THE GROUP’S PENSION OBLIGATIONS

tHE pENsioN  
FUND’s iNtERNaL 
CaLCULatioN 
MEtHoD

iFRs RULEs FoR 
CoNsoLiDatED 
FiNaNCiaL
statEMENts

CapitaL  
MaNagEMENt  
pRiNCipLEs

Risk MaNagEMENt 
pRiNCipLEs

Purpose Compliance with local 
funding requirements

Measurement of the 
operating effects and 
obligation included in 
consolidated accounts

Inclusion in solvency 
calculation

Follow-up on  
“business objectives” 
and monitoring

Discount factor Primarily a differen-
tiated discount rate

Yield on corporate 
bond with AA rating 
and the same  
duration as the  
pension obligation

Yield on corporate 
bond with AA rating 
and the same  
duration as the  
pension obligation

Swap curve 

Comment Provides basis for the 
amount of the Group’s 
contributions

The net obligation  
is adjusted for the  
corridor

The net obligation is 
not adjusted for the  
corridor

VaR is used as an 
indicator

Actuarial assumptions other than the discount rate may vary from method to method. 

The Group calculates market risk on defined benefit plans on a quarterly basis. The risk is expressed 
partly as VaR at a confidence level of 99.97% and a one-year horizon . In this scenario, equity price 
volatility (20%) and the correlation between interest rates and equity prices (25%) are set at values 
reflecting normal market data. The duration of the pension obligations is reduced by half since empiri-
cal data show that inflation risk reduces the interest rate risk on the obligations by about 50% over 
the long term. It has been established that the values of the volatility and correlation parameters are 
set appropriately.

In addition, for each pension plan, the calculations include the sensitivity of the net obligation to 
changes in interest rates, equity prices and life expectancy (see the table below). 

sensitivity analysis of net obligation

(Dkk millions) Change Ef fect 2011 Ef fect 2010

Equity prices -20% -950 -995

Interest rates +1/-1% +798/-518 +1,144/-895

Life expectancy +1 year -379 -331

Follow-up and reporting are based on a model that Danske Markets also uses when advising cus-
tomers in the life insurance and pension fields. The model includes assumptions about trends in the 
yield curve and equity prices and about the correlation between interest rates and equity prices. It 
also includes the value of pension obligations, which is calculated on the basis of assumptions about 
demographic and economic trends. Finally, it includes the assets in the pension plan portfolio, their 
duration and their convexity.

In accordance with the Danish FSA’s rules, pension obligations are measured in the Group’s solvency 
calculation at fair value. Accumulated actuarial gains or losses that are not included (according to the 
corridor method) are added to or deducted from shareholders’ equity, after which the defined benefit 
pension obligations are included in the calculation as the net value of the obligations and associated 
assets. Pension risk is covered by the ICAAP (see section 3).
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11. definitions
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aLCo
The Asset and Liability Management Committee (ALCO) is a forum for monitoring and discussing is-
sues in the following areas:

•	 Asset	and	liabilit y	management:	developments	in	the	Group’s	balance	sheet
•	 Liquidit y	risk:	follow-up	and	models
•	 Funding:	strategy,	planning	and	decision	making
•	 Market	risk:	reporting	and	follow-up	on	stress	tests	and	backtests

To the extent necessary, ALCO refers these matters to the relevant bodies, such as the All Risk Com-
mittee. Group Credit, Group Finance, Danske Markets and Group Treasury are represented on ALCO.

all Risk Committee 
The All Risk Committee is responsible for managing all risk types across the Group. Its responsibili-
ties include the following:

•	 Setting	targets	for	the	capital	ratios	and	capital	composition
•	 Managing	the	balance	sheet
•	 The	overall	f unding	structure
•	 Setting	the	general	principles	for	measuring,	managing	and	reporting	the	Group’s	risks
•	 Risk	policies	for	business	units
•	 The	overall	investment	strategy
•	 Capital	deployment

In addition, the committee evaluates risk reports to be submitted to the Board of Directors or one of 
its committees. The committee consists of members of the Executive Board and the heads of Group 
Risk, Danske Markets, Group Treasury and Credit Portfolio Management at Group Credit. It meets 10 
to 12 times a year.

Business risk 
Business risk is the risk of losses originating from changes in external or internal circumstances that 
harm the Group’s reputation or profits without affording the opportunity for a compensatory adjust-
ment in expenses. Business risk involves primarily events that are outside the control of the Group. 
This type of risk results in losses that are not related to other types of risk. Its effects take the form of 
an unexpected drop in earnings or an unexpected rise in expenses.

Capital base
The capital base consists of tier 1 and tier 2 capital (see section 3 for full descriptions of each capital 
type).

Capital requirement 
The regulatory capital requirement is 8% of risk-weighted assets. 

Commodity risk 
Commodity risk is the risk of losses caused by changes in commodity prices. 
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Conversion factor
The conversion factor (CF) is the expected utilisation of a given facility at the time of default and is 
used in the calculation of the exposure at default (EAD). The CF estimates are based on in-house 
default data. As in the LGD estimation, the Group makes estimates of both point-in-time (PIT) and 
downturn parameters. 

Core tier 1 capital
Core tier 1 capital consists of shareholders’ equity after certain statutory supplements and deduc-
tions.

Core tier 1 capital ratio
The core tier 1 capital ratio is defined as core tier 1 capital as a percentage of risk-weighted assets.

Counterparty risk 
Counterparty risk is the risk of losses resulting from a customer’s default on over-the-counter (OTC) 
derivatives contracts and securities financing instruments. 

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

CRD rules 
The European Union’s Capital Requirements Directives (2006/48/EC and 2006/49/EC), including 
amendments (CRD II and CRD III). In Denmark the rules are incorporated in the Danish Financial 
Business Act and associated executive orders, including the Executive Order on Capital Adequacy. 
The CRD rules are based on the Basel II guidelines. The rules are being revised (CRD IV) as a conse-
quence of the implementation of Basel III and other factors, and they are expected to take effect in the 
EU on 1 January 2013.

Credit Committee 
The Credit Committee consists of members of the Executive Board and the management team of 
Group Credit. 

Credit applications that exceed the lending authorities of the business units must be submitted to the 
Credit Committee for approval. The local credit departments of the business units review these ap-
plications before the heads of the departments submit them to the Credit Committee.

The committee is also in charge of preparing operational credit policies and approving or reject-
ing credit applications involving issues of principle. The Board of Directors determines the lending 
authorities. In addition, the Credit Committee participates in decisions on the valuation of the Group’s 
loan portfolio in connection with the determination of loan impairment charges.

Credit risk
Credit risk is the risk of losses arising because counterparties fail to meet all or part of their payment 
obligations to the Danske Bank Group. Credit risk includes country, dilution and settlement risks. The 
credit risk on (OTC) derivatives contracts, which is included in counterparty risk, is the risk of losses 
resulting from a customer’s default on derivatives contracts with the Group. 

Credit spread risk 
Credit spread risk is the risk of losses caused by changes in spreads on corporate bonds. 

Danica group 
The Danica Group conducts the Danske Bank Group’s life insurance and pension activities. 

Danske Markets 
Danske Markets is responsible for the Danske Bank Group’s activities in the financial markets. 

Danske Research 
Danske Research, the Danske Bank Group’s research department, prepares analyses of economic 
and financial factors of importance to the Group and its customers. 
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Defined benefit pension plans 
In defined benefit plans, the pension agreement contains a provision stipulating the pension benefit 
that the employee will be entitled to receive on retirement. The benefit is typically stated as a percent-
age 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, and this increases the employer’s uncertainty about the amount of 
the future liabilities. 

Defined contribution pension plans 
A defined contribution plan is a post-employment benefit plan under which the employer pays fixed 
contributions into a separate entity and has no further obligations. The pension entitlement accu-
mulated by the employee depends on the size of the contributions agreed upon, the performance of 
invested pension funds and associated expenses. 

Economic capital 
Economic capital is the amount of capital, calculated with the Group’s own models, required to cover 
unexpected losses over the next year. The calculation of economic capital takes into account all 
relevant types of risk, including concentration and migration risks, as well as diversification within 
the individual risk types. The aggregation across risk types does not take into account the potential 
benefit from diversification among various risk types. 

The calculation of economic capital to cover credit risk 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 iden-
tify the effects of such fluctuations. 

Equity market risk 
Equity market risk is the risk of losses caused by changes in equity prices. 

Executive Committee 
The Executive Committee constitutes the Group’s day-to-day executive management. It is headed by 
the Chairman of the Executive Board. The Executive Committee functions as a co-ordinating forum 
whose principal objective is to take an overall view of activities across the Group with particular 
attention to the interaction between support functions and product suppliers on the one hand, and 
individual units 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 a loss of earnings on deposits because market interest rates approach zero. It 
is measured as the effect of a 1 percentage point drop in rates on net interest income over a 12-month 
period. Floor risk is included in business risk.

Foreign exchange risk 
Foreign exchange risk is the risk of losses on the Group’s foreign currency positions caused by 
changes in exchange rates. 

general risk 
General risk is the risk of losses on trading book positions because of general changes in market 
prices or rates, including interest rates, exchange rates, equity prices and commodity prices. 

government spread risk 
Government spread risk is the risk of losses arising because of changes in spreads on government 
bonds and other government-guaranteed bonds.
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group Credit 
Group Credit has overall responsibility for the credit process at all of the Group’s business units. 

Group Credit is responsible for approvals that exceed the local lending authority, for setting cross-
organisational credit policies, for controlling the ongoing approval and follow-up processes in the 
lending book, and for determining the portfolio limits for specific industries and countries as well 
as the quarterly process of calculating the impairment of exposures. Group Credit reports to execu-
tive management on developments in the Group’s credit risk. The department is also responsible for 
preparing management reporting on credits, on the monitoring of credit approvals at the individual 
branches, and on the determination of requirements for the Group’s credit systems and processes. 

group Finance 
Group Finance oversees the Group’s financial reporting, budgeting and strategic business analysis, 
including the tools used by the business units for performance follow-up and analysis. The depart-
ment is also in charge of the Group’s investor relations, capital structure and M&A activities. In ad-
dition, it is responsible for the day-to-day monitoring and control of market risk as well as the com-
pilation of risk-weighted assets and the Group’s ICAAP. Group Finance is responsible for developing 
credit classification and valuation models and for ensuring that they are available for day-to-day 
credit processing at the local units and fulfil statutory requirements. Group Finance is also responsi-
ble for backtesting and validating credit risk parameters in collaboration with the business units.

group Risk 
Group Risk has overall responsibility for monitoring the Group’s risk policies and for monitoring, fol-
lowing up on, and reporting on risks across risk types and organisational units. 

Group Risk also supports the rest of the risk management organisation in risk management practices 
and reporting. A specialised department under Group Risk is responsible for the day-to-day monitor-
ing of operational risks. In addition, Group Risk is responsible for the Group’s relations with interna-
tional rating agencies and other matters.

group treasury 
Group Treasury is responsible for determining liquidity risk and funding needs. It is also responsible 
for conducting liquidity stress testing for the purpose of assessing the Group’s liquidity risks. Group 
Treasury also ensures that the Group’s structural liquidity profile makes it possible for the Group to 
comply with the limits and meet the targets set by the Board of Directors and the All Risk Committee, 
in the future as well as the present.

iCaap 
The Group’s Internal Capital Adequacy Assessment Process (ICAAP) includes an evaluation of the 
capital needed under Pillar II. In the ICAAP, the Group identifies and measures its risks and ensures 
that it has sufficient capital in relation to its risk profile. The process also ensures that adequate risk 
management systems are used and further developed. As part of the ICAAP, the Group calculates 
the solvency need, partly by means of internal models, and performs stress tests to ensure that it 
has sufficient capital to support the chosen business strategy. Once a year, the full ICAAP report is 
submitted to the Board of Directors for approval, and the report is updated quarterly in a condensed 
format.

iFRss 
International Financial Reporting Standards. 

inflation rate risk
Inflation rate risk is the risk of losses caused by changes in the traded future inflation rates.

insurance risk 
Insurance risk in the Danske Bank Group is defined as all types of risk in the Danica group, including 
market risk, life insurance risk, business risk and operational risk. 

interest rate risk 
Interest rate risk is the risk of losses caused by changes in interest rates. 
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Leverage ratio
The leverage ratio is defined as tier 1 capital as a percentage of total assets and off-balance-sheet 
items calculated according to the provisional draft of the future EU rules (CRD IV), which will imple-
ment Basel III. In contrast to the Basel II approach to calculating RWA, the leverage ratio does not 
take into account the fact that different activities on credit institutions’ balance sheets have different 
degrees of risk.

Liquidity risk 
Liquidity risk is defined as the risk of losses arising because

•	 the	Group’s	f unding	costs	increase	disproportionately
•	 lack	of	f unding	prevents	the	Group	from	establishing	new	business
•	 lack	of	f unding	ultimately	prevents	the	Group	from	meeting	its	obligations

Loss given default 
Loss given default (LGD) is the expected loss on an exposure calculated as the percentage of the ex-
pected facility utilisation that will be lost if a customer defaults. The Group makes a downturn adjust-
ment to reflect the losses identified in a downturn period. The downturn adjustment reflects the most 
severe economic conditions in the estimation period, and these estimates are used in the calculation 
of the Group’s risk-weighted assets. 

Market risk 
Market risk is the risk of losses caused by changes in the market value of financial assets, liabilities 
and off-balance-sheet items resulting from changes in market prices or rates. 

Mortgage spread risk 
Mortgage spread risk is the risk of losses arising because of changes in spreads on mortgage-related 
bonds.

operational risk 
Operational risk is the risk of losses resulting from inappropriate or inadequate internal procedures, 
human or system errors, or external events. It includes legal risk but not strategic and reputational 
risks.

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

•	 Identif ying,	monitoring	and	managing	the	Group’s	current	and	potential	operational	risk	exposure.
•	 	Handling	“critical	exposures”,	that	is,	exposures	that,	in	the	view	of	business	unit	managements	or	

the committee itself, require follow-up and further reporting.
•	 	Following	up	on	reviews	by	and	reports	from	financial	supervisory	authorities	and	informing	the	

Executive Board of issues that involve the Group’s operational risks. Following up on reports pre-
pared by Internal Audit and informing the Executive Board of unusual circumstances.

•	 	Management	reporting	on	issues	such	as	IT	securit y,	physical	securit y,	business	continuit y	and	
compliance.

oRis 
Operational Risk Information System. 

pension risk
Pension risk arises because of the Group’s liability for defined benefit pension plans. Valuation is 
uncertain because this type of pension plan entails protracted liabilities and is based on actuarial  
assumptions. Pension risk includes risks of the following:

•	 Lower-than-expected	returns	on	invested	f unds
•	 	Changes	in	actuarial	assumptions,	including	the	assumptions	about	the	discount	rate	and	infla-

tion, that cause an increase in the pension obligations 
•	 Longer-than-expected	longevit y	among	members
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probability of default 
Probability of default (PD) is a credit risk parameter. Point-in-time (PIT) PD represents the probability 
that a customer will default on a loan within the next 12 months. The prediction of default is based 
on inputs that are sensitive to the underlying business cycle. This produces PD estimates that reflect 
changes in general economic factors. In a given portfolio, the overall PIT PD level thus changes over 
time. In the rating categories of the Group’s classification scale, the underlying PD bands defining 
each rating category are fixed, and over time the percentage of customers within each rating cat-
egory will vary according to the effect of the business cycle on the model input. The calculated PIT PD 
is converted to a through-the-cycle (TTC) PD, which is used in the calculation of the Group’s risk-
weighted assets. The TTC PD level is based on the average PIT PD over a long period.

Risk policies 
To ensure that the Group’s business units comply with the approved risk limits, the Board of Directors 
has adopted overall risk policies regulating all risk taking by the Group. On the basis of the overall 
risk policies, operational risk policies are prepared for the main business units and submitted to the 
Group’s All Risk Committee for approval. 

RWa 
Risk-weighted assets calculated for credit risk, market risk and operational risk. 

settlement risk 
Settlement risk is the risk arising when payments are settled, for example payments for currency 
transactions and trades in financial instruments, including derivatives. The risk arises when the 
Group remits payments before it can ascertain that the counterparty has fulfilled its obligations.

solvency ii 
The new risk-based solvency regime for European insurance companies. 

solvency need
The solvency need is a capital base that is adequate in terms of size, type and composition to cover 
the risks to which an institution is exposed. Danske Bank calculates it as the highest of the following 
measures:

•	 The	capital	requirement	according	to	the	Group’s	internal	economic	capital	model	
•	 	The	capital	requirement	under	Pillar	I	plus	a	supplement	to	address	risks	that	are	not	covered	by	 

Pillar I (that is, Pillar I+)
•	 	The	capital	requirement	under	the	transitional	rules	of	the	CRD	(80%	of	the	capital	requirement	

under Basel I)

solvency need ratio
The solvency need as a percentage of risk-weighted assets.

specific risk 
Specific risk is the risk of losses in the trading book portfolio that can be attributed to the specific is-
suer of a financial instrument. 

sREp 
Supervisory Review and Evaluation Process. 

tier 1 capital
Tier 1 capital consists of shareholders’ equity after certain statutory supplements and deductions 
and hybrid capital less statutory deductions. 

tier 1 capital ratio
The tier 1 capital ratio is defined as tier 1 capital as a percentage of risk-weighted assets.
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tier 2 capital
Tier 2 capital consists of subordinated debt less statutory deductions.

VaR 
Value at Risk. Used for calculating market risk, among other things. 
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This appendix addresses the disclosure requirements stipulated by the Danish Executive Order on 
Capital Adequacy of 16 December 2011 (annex 20). The requirements stem from the EU Capital Re-
quirements Directive (CRD), except for the requirements on the solvency need.

The organisation of the contents follows that of annex 20 of the Executive Order. For each item, a 
cross-reference to the corresponding requirement of the CRD is shown in parentheses. Each item 
contains either a reference to the section of Risk Management 2011, with the disclosure in question, 
or explanatory material.

1. gENERaL REQUiREMENts 

Section 1 (CRD, annex XII, part 2, point 1)
The Group’s risk management objectives and policies are described in Risk Management 2011. The 
general risk management objectives and policies are described in sections 2 and 3 of Risk Manage-
ment 2011, and the objectives and policies for each risk type are described in sections 5-10.

Section 2.a (CRD, annex XII, part 2, point 2(a))
The name of the credit institution to which the disclosure requirements apply is Danske Bank A/S.

The disclosures in this appendix and in Risk Management 2011 are based on Group figures, except 
the tables in sections 5-10 of this appendix, which are based on the relevant legal entity (Danske 
Bank A/S and Realkredit Danmark A/S).

Section 2.b (CRD, annex XII, part 2, point 2(b))
For information on the differences between the general consolidation principles and those used in the 
solvency calculations, see Risk Management 2011, section 3.5.

Section 2.c (CRD, annex XII, part 2, point 2(c))
Disclosure requirements concerning any impediments to the quick transfer of capital resources or 
repayment of debts between the parent company and its subsidiaries must be seen primarily in rela-
tion to cases where competent authorities in the EU have granted an exemption to a credit institu-
tion’s exposure to a counterparty in the same group in the institution’s calculation of risk-weighted 
assets (that is, the exposure can be given a zero weight). The Danish FSA does not permit zero-
weighting of such exposures.
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Forsikringsselskabet Danica Skadeforsikringsaktieselskab af 1999 is the parent company of Danica  
Pension. Danica Pension is a life insurance company. Statsanstalten for Livsforsikring, which was  
privatised in 1990, is now part of Danica Pension. Under the terms of the privatisation, Danica Pen-
sion must meet the legitimate bonus expectations of the policyholders. This entails an obligation to 
allocate part of the profits to policyholders who were previously policyholders of Statsanstalten for 
Livsforsikring if Danica Pension’s equity exceeds its statutory solvency requirement by a certain 
amount. The obligation to distribute the special allotment will exist as long as policies established 
with Statsanstalten for Livsforsikring are effective at Danica Pension, but special allotments are 
expensed only in years in which the excess equity is of sufficient size. 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. 

2. CapitaL BasE aND CapitaL REQUiREMENts

Section 3.a-e (CRD, annex XII, part 2, point 3(a)-(e)) and section 9.a (CRD, annex XII, part 2, point 9)
For information on the capital base, see Risk Management 2011, section 3.4. 

Section 4.a (CRD, annex XII, part 2, point 4(a))
For information on the general methods of calculating the solvency need and solvency need ratio, see 
Risk Management 2011, section 3.3. See also the ICAAP report, which is updated quarterly and pub-
lished at the same time as the Group’s quarterly and annual reports at www.danskebank.com.
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Section 4.b-e (CRD, annex XII, part 2, point 4(b)-(e)) and section 9.a-b (CRD, annex XII, part 2, point 9)

Capital requirement and risk-weighted assets

Capital requirements Risk-weighted assets

at 31 December (Dkk millions) 2011 2010 2011 2010

Credit risk:

IRB approach:

Institutions 1,080 1,318 13,502 16,481

Corporate customers 22,505 21,912 281,317 273,895

Retail exposures secured by real property 9,195 6,916 114,934 86,446

Qualifying revolving retail exposures 351 330 4,382 4,131

Other retail exposures 2,374 1,804 29,669 22,550

Securitisation 2,799 3,006 34,987 37,572

Other non-credit-obligation assets 1,296 1,318 16,198 16,474

IRB approach, total 39,600 36,604 494,989 457,549

Standardised approach:

Central governments and central banks 93 9 1,162 112

Regional governments and local authorities 66 66 825 831

Other public entities 25 25 310 314

Multilateral development banks - - - -

International organisations - - - -

Institutions 179 166 2,236 2,071

Corporate customers 9,516 10,131 118,953 126,634

Retail customers 3,286 3,071 41,086 38,390

Exposures secured by real property 2,904 3,054 36,304 38,170

Past due items and excesses 788 638 9,845 7,977

Covered bonds - - - -

Securitisation positions - 37 - 464

Unit trusts - - - -

Other items and non-credit-obligation assets 213 251 2,662 3,143

Standardised approach, total 17,070 17,448 213,383 218,106

Counterparty risk 3,561 2,980 44,508 37,246

Credit risk, total 60,231 57,032 752,880 712,901

Market risk:

Exposures with position risk: instruments of debt 3,110 2,645 38,878 33,057

Exposures with position risk: equities and the like 140 177 1,754 2,212

Exposures with position risk: commodities 18 30 226 378

Exposures with delivery and similar risks 1 6 13 78

Value at Risk (internal models) 1,825 605 22,815 7,559

Total foreign exchange position - - - -

Specific interest rate risk for securitisations - - - -

Market risk, total 5,094 3,463 63,686 43,284

Operational risk, total 7,153 7,042 89,414 88,025

Total risk-weighted assets - - 905,980 844,210

Total capital requirement 72,478 67,537 - -
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3. soLVENCY NEED 

(Disclosures not required by the CRD but pursuant to Danish legislation)
Section 5.a-b 
For information on the general methods of calculating the solvency need and solvency need ratio, see 
Risk Management 2011, section 3.3. See also the ICAAP report, which is updated quarterly and pub-
lished at the same time as the Group’s quarterly and annual reports at www.danskebank.com/ir.

The general methodology for the Group is the same for the individual legal entities, including Danske 
Bank A/S and Realkredit Danmark A/S.

Sections 6-10
In compliance with the Danish Executive Order on Capital Adequacy, the solvency need and the 
solvency need ratio for the legal entities Realkredit Danmark A/S and Danske Bank A/S (the parent 
company of the Danske Bank Group) are shown in the table below. The other figures shown in this  
appendix are based on consolidated figures (for the Danske Bank Group). 

breakdown of danske bank’s solvenCy need

Danske Bank group Danske Bank a/s

at 31 December 2011 (Dkk billions) (% of RWa) (Dkk billions) (% of RWa)

Credit risk 53.1 5.8 53.1 7.8

Market risk 7.2 0.8 7.2 1.1

Operational risk 7.1 0.8 7.1 1.0

Other factors 6.4 0.7 6.4 0.9

Internally estimated solvency need and solvency need ratio 73.8 8.1 73.8 10.8

Shortfall in relation to Pillar I+ 13.5 1.5 - -

Shortfall in relation to transitional floor 3.2 0.4 - -

Solvency need and solvency need ratio 90.5 10.0 73.8 10.8

Capital base 162.1 17.9 158.0 23.1

Capital buffer 71.6 7.9 84.2 12.3
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Realkredit Danmark group Realkredit Danmark a/s

at 31 December 2011 (Dkk billions) (% of RWa) (Dkk billions) (% of RWa)

Credit risk 14.4 11.2 14.4 11.1

Market risk 0.1 0.1 0.1 0.1

Operational risk 0.6 0.4 0.6 0.4

Other factors 0.4 0.3 0.4 0.3

Internally estimated solvency need and solvency need ratio 15.5 12.0 15.5 11.9

Shortfall in relation to Pillar I+ - - - -

Shortfall in relation to transitional floor 10.2 7.8 10.2 7.9

Solvency need and solvency need ratio 25.7 19.8 25.7 19.8

Capital base 46.4 35.8 46.4 35.8

Capital buffer 20.7 16.0 20.7 16.0

Note: Solvency need calculations are made under the ICAAP. “Solvency need” corresponds to the Danish term “tilstrække-
lig basiskapital”, while “solvency need ratio” corresponds to “individuelt solvensbehov”. Similarly, “internally estimated 
solvency need” and “internally estimated solvency need ratio” correspond to  “internt opgjort tilstrækkelig basiskapital” and 
“internt opgjort individuelt solvensbehov”, respectively. The Danish terms are used in the Danish Executive Order on Capital 
Adequacy. The internally estimated solvency need represents the Group’s economic capital.

4. CoUNtERpaRtY Risk

In this appendix and section 5, counterparty risk covers derivatives and repo and reverse repo 
agreements after netting and collateral received. In Risk Management 2011, section 4, reverse repo 
agreements under credit exposure from lending activities are treated as loans against collateral.

Section 11.a (CRD, annex XII, part 2, point 5(a))
When calculating risk-weighted assets for counterparty risk for derivatives, the Group uses the 
mark-to-market method described in the Danish Executive Order on Capital Adequacy.

The Group also takes counterparty risk into account in its calculation of economic capital, which is 
included in the ICAAP under Pillar II (see Risk Management 2011, section 3.3). In economic capital, 
counterparty risk is calculated as the effective Expected Positive Exposure (eEPE), which is then 
multiplied by α. The multiplier α, which is set at 1.4, expresses the effect of using an expected expo-
sure instead of the stochastic exposure in a full simulation of eEPE.

Counterparty risk is part of the general credit process, including the approval of lines (see Risk Man-
agement 2011, sections 4.2 and 5).

Section 11.b (CRD, annex XII, part 2, point 5(b)) 
For information on the policies, see Risk Management 2011, section 5.1.

Section 11.c (CRD, annex XII, part 2, point 5(c))
Information on the policies on wrong-way risk is not relevant because the Group uses the mark-to-
market method.

Section 11.d (CRD, annex XII, part 2, point 5(d))
For information on the effect of the collateral that the company must provide if its credit rating is 
downgraded, see Risk Management 2011, section 7.3.

Section 11.e-f (CRD, annex XII, part 2, point 5(e)-(f))
For information on counterparty risk exposure (EAD), including netting benefits, netted current credit 
exposure and collateral, see Risk Management 2011, section 5.2.

For information on the gross value of derivatives with positive fair value, see Danske Bank’s Annual 
Report 2011, note 16.
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Section 11.g (CRD, annex XII, part 2, point 5(g))
The Group did not use credit derivative hedges for counterparty risk exposures in 2011.

Section 11.h (CRD, annex XII, part 2, point 5(h))
For a breakdown of credit derivatives into bought and sold derivatives, see Danske Bank’s Annual 
Report 2011, note 16.

Section 11.i (CRD, annex XII, part 2, point 5(i))
Not relevant to the estimate of α, since the Group uses the mark-to-market method.

5. CREDit Risk

In this appendix, the Group reports exposure values as Exposure at Default (EAD). Risk Management 
2011, section 4, on the other hand, is based on accounting data. The table below shows the difference 
between credit exposure based on accounting data and credit exposure based on EAD at the end of 
the year. 

from Credit exposure to exposure at default (ead)

at 31 December (Dkk millions) 2011 2010

Credit exposure, lending activities 2,298,711 2,363,456

Shares and bonds, banking book 43,646 57,158

Offers and revocable loan commitments 355,313 395,752

Reverse repo agreements -256,027 -306,962

LR Realkredit A/S and Danmarks Skibskredit A/S 17,899 18,950

Other 75,132 98,601

Unweighted exposure 2,534,674 2,626,955

Adjustment for CF 348,630 318,195

Credit exposure (EAD) 2,186,044 2,308,760

Breakdown by capital requirement approach:

 IRB approach 1,714,719 1,775,854

 Standardised approach 471,325 532,906

Credit exposure (EAD) 2,186,044 2,308,760

Section 12.a (CRD, annex XII, part 2, point 6(a)-(b))
For accounting purposes, the definition of impaired debts follows sections 51-54 of the Danish Ex-
ecutive Order on Financial Reports for Credit Institutions and Investment Companies, etc.



 131Danske bank / RISK MANAGEMENT 2011 / AppENdIx

Section 12.b-c (CRD, annex XII, part 2, point 6(c)) 

Credit exposure (ead)

2011 2010

(Dkk millions) at 31 December average at 31 December

IRB approach:

Institutions 84,416 85,489 95,628

Corporate customers 769,005 776,744 810,612

Retail exposures secured by real property 682,607 671,621 665,956

Qualifying revolving retail exposures 32,600 33,932 41,313

Other retail exposures 103,318 105,734 114,552

Securitisation 26,575 27,355 31,317

Other non-credit-obligation assets 16,198 15,555 16,476

IRB approach, total 1,714,719 1,716,430 1,775,854

Standardised approach for credit risk:

Central governments and central banks 155,594 153,196 211,843

Regional governments and local authorities 4,126 3,897 4,156

Other public entities 1,552 1,697 1,573

Multilateral development banks 302 175 133

International organisations - - -

Institutions 7,979 7,311 7,835

Corporate customers 130,349 132,286 133,902

Retail customers 64,333 64,384 60,092

Exposures secured by real property 96,011 95,158 102,015

Past due items and excesses 6,891 6,012 5,171

Covered bonds - - -

Securitisation positions - 458 1,089

Unit trusts - - -

Other items and non-credit-obligation assets 4,188 4,540 5,097

Standardised approach for credit risk, total 471,325 469,114 532,906

Total credit exposure (EAD) 2,186,044 2,185,544 2,308,760

Note: Average exposure for 2011 is a simple average based on quarterly observations for each exposure category.
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Section 12.d (CRD, annex XII, part 2, point 6(d))

geographiCal breakdown of Credit exposure (ead)

at 31 December 2011 (Dkk millions) Denmark Finland sweden ireland Uk Baltics Norway
Rest of 
Europe

North 
america

Rest of 
world No residence total

IRB approach:

Institutions 27,587 170 9,829 2,943 9,067 4 2,652 18,831 8,563 4,770 - 84,416

Corporate customers 378,968 13,261 156,092 36,379 11,869 441 113,081 27,860 25,897 5,157 - 769,005

Retail exposures secured by real property 551,889 28 52,704 51 1,103 23 71,464 3,021 807 1,517 - 682,607

Qualifying revolving retail exposures 27,895 3 1,716 5 74 5 2,434 257 73 138 - 32,600

Other retail exposures 52,942 29 32,574 4 2,380 10 12,897 1,800 234 448 - 103,318

Securitisation - 188 69 - 10,906 - - 8,849 6,563 - - 26,575

Other non-credit-obligation assets - - - - - - - - - - 16,198 16,198

IRB approach, total 1,039,281 13,679 252,984 39,382 35,399 483 202,528 60,618 42,137 12,030 16,198 1,714,719

Standardised approach for credit risk:

Central governments and central banks 109,281 12,242 9,461 4,520 10,916 2,047 5,598 464 46 1,019 - 155,594

Regional governments and local authorities - - - 105 1,507 - 2,514 - - - - 4,126

Other public entities - 1,547 - - 5 - - - - - - 1,552

Multilateral development banks - 169 - - 50 - - 83 - - - 302

International organisations - - - - - - - - - - - -

Institutions 3,592 177 251 32 564 430 - 2,155 4 774 - 7,979

Corporate customers 35,235 64,190 923 17 19,827 8,908 450 748 27 24 - 130,349

Retail customers 2,991 31,212 7 11,860 6,402 11,749 1 53 22 36 - 64,333

Exposures secured by real property 6 70,883 4 12,650 12,275 6 2 98 41 46 - 96,011

Past due items and excesses - 2,355 - 1,320 3,201 - - 8 2 5 - 6,891

Covered bonds - - - - - - - - - - - -

Securitisation positions - - - - - - - - - - - -

Unit trusts - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - 4,188 4,188

Standardised approach for credit risk, total 151,105 182,775 10,646 30,504 54,747 23,140 8,565 3,609 142 1,904 4,188 471,325

Total credit exposure (EAD) 1,190,386 196,454 263,630 69,886 90,146 23,623 211,093 64,227 42,279 13,934 20,386 2,186,044
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Section 12.d (CRD, annex XII, part 2, point 6(d))

geographiCal breakdown of Credit exposure (ead)

at 31 December 2011 (Dkk millions) Denmark Finland sweden ireland Uk Baltics Norway
Rest of 
Europe

North 
america

Rest of 
world No residence total

IRB approach:

Institutions 27,587 170 9,829 2,943 9,067 4 2,652 18,831 8,563 4,770 - 84,416

Corporate customers 378,968 13,261 156,092 36,379 11,869 441 113,081 27,860 25,897 5,157 - 769,005

Retail exposures secured by real property 551,889 28 52,704 51 1,103 23 71,464 3,021 807 1,517 - 682,607

Qualifying revolving retail exposures 27,895 3 1,716 5 74 5 2,434 257 73 138 - 32,600

Other retail exposures 52,942 29 32,574 4 2,380 10 12,897 1,800 234 448 - 103,318

Securitisation - 188 69 - 10,906 - - 8,849 6,563 - - 26,575

Other non-credit-obligation assets - - - - - - - - - - 16,198 16,198

IRB approach, total 1,039,281 13,679 252,984 39,382 35,399 483 202,528 60,618 42,137 12,030 16,198 1,714,719

Standardised approach for credit risk:

Central governments and central banks 109,281 12,242 9,461 4,520 10,916 2,047 5,598 464 46 1,019 - 155,594

Regional governments and local authorities - - - 105 1,507 - 2,514 - - - - 4,126

Other public entities - 1,547 - - 5 - - - - - - 1,552

Multilateral development banks - 169 - - 50 - - 83 - - - 302

International organisations - - - - - - - - - - - -

Institutions 3,592 177 251 32 564 430 - 2,155 4 774 - 7,979

Corporate customers 35,235 64,190 923 17 19,827 8,908 450 748 27 24 - 130,349

Retail customers 2,991 31,212 7 11,860 6,402 11,749 1 53 22 36 - 64,333

Exposures secured by real property 6 70,883 4 12,650 12,275 6 2 98 41 46 - 96,011

Past due items and excesses - 2,355 - 1,320 3,201 - - 8 2 5 - 6,891

Covered bonds - - - - - - - - - - - -

Securitisation positions - - - - - - - - - - - -

Unit trusts - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - 4,188 4,188

Standardised approach for credit risk, total 151,105 182,775 10,646 30,504 54,747 23,140 8,565 3,609 142 1,904 4,188 471,325

Total credit exposure (EAD) 1,190,386 196,454 263,630 69,886 90,146 23,623 211,093 64,227 42,279 13,934 20,386 2,186,044
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geographiCal breakdown of Credit exposure (ead)

at 31 December 2010 (Dkk millions) Denmark Finland sweden ireland Uk Baltics Norway
Rest of 
Europe

North 
america

Rest of 
world No residence total

IRB approach:

Institutions 39,612 968 8,985 3,891 9,825 3 2,469 19,347 5,773 4,755 - 95,628

Corporate customers 401,233 13,793 154,287 42,161 15,325 749 119,329 32,424 26,717 4,594 - 810,612

Retail exposures secured by real property 543,283 26 49,647 38 901 16 67,117 3,016 687 1,225 - 665,956

Qualifying revolving retail exposures 35,751 4 1,851 5 85 6 3,046 315 92 158 - 41,313

Other retail exposures 67,063 4 31,725 6 2,077 10 11,165 1,770 302 430 - 114,552

Securitisation - 337 73 - 12,790 - - 9,731 8,351 35 - 31,317

Other non-credit-obligation assets - - - - - - - - - - 16,476 16,476

IRB approach, total 1,086,942 15,132 246,568 46,101 41,003 784 203,126 66,603 41,922 11,197 16,476 1,775,854

Standardised approach for credit risk:

Central governments and central banks 156,698 12,858 19,427 2,264 7,328 3,225 7,818 2,076 45 104 - 211,843

Regional governments and local authorities - - - 115 1,481 - 2,560 - - - - 4,156

Other public entities - 1,539 - - 34 - - - - - - 1,573

Multilateral development banks - - - - 50 - - 83 - - - 133

International organisations - - - - - - - - - - - -

Institutions 4,483 1,280 16 - 275 331 - 853 1 596 - 7,835

Corporate customers 38,117 60,503 1,210 106 22,745 9,692 389 1,054 56 30 - 133,902

Retail customers 3,639 30,590 10 7,520 5,294 12,960 1 39 14 25 - 60,092

Exposures secured by real property 5 69,219 4 19,806 12,755 6 2 102 54 62 - 102,015

Past due items and excesses - 2,051 - 1,109 1,991 4 - 11 1 4 - 5,171

Covered bonds - - - - - - - - - - - -

Securitisation positions - 1,089 - - - - - - - - - 1,089

Unit trusts - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - 5,097 5,097

Standardised approach for credit risk, total 202,942 179,129 20,667 30,920 51,953 26,218 10,770 4,218 171 821 5,097 532,906

Total credit exposure (EAD) 1,289,884 194,261 267,235 77,021 92,956 27,002 213,896 70,821 42,093 12,017 21,573 2,308,760
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geographiCal breakdown of Credit exposure (ead)

at 31 December 2010 (Dkk millions) Denmark Finland sweden ireland Uk Baltics Norway
Rest of 
Europe

North 
america

Rest of 
world No residence total

IRB approach:

Institutions 39,612 968 8,985 3,891 9,825 3 2,469 19,347 5,773 4,755 - 95,628

Corporate customers 401,233 13,793 154,287 42,161 15,325 749 119,329 32,424 26,717 4,594 - 810,612

Retail exposures secured by real property 543,283 26 49,647 38 901 16 67,117 3,016 687 1,225 - 665,956

Qualifying revolving retail exposures 35,751 4 1,851 5 85 6 3,046 315 92 158 - 41,313

Other retail exposures 67,063 4 31,725 6 2,077 10 11,165 1,770 302 430 - 114,552

Securitisation - 337 73 - 12,790 - - 9,731 8,351 35 - 31,317

Other non-credit-obligation assets - - - - - - - - - - 16,476 16,476

IRB approach, total 1,086,942 15,132 246,568 46,101 41,003 784 203,126 66,603 41,922 11,197 16,476 1,775,854

Standardised approach for credit risk:

Central governments and central banks 156,698 12,858 19,427 2,264 7,328 3,225 7,818 2,076 45 104 - 211,843

Regional governments and local authorities - - - 115 1,481 - 2,560 - - - - 4,156

Other public entities - 1,539 - - 34 - - - - - - 1,573

Multilateral development banks - - - - 50 - - 83 - - - 133

International organisations - - - - - - - - - - - -

Institutions 4,483 1,280 16 - 275 331 - 853 1 596 - 7,835

Corporate customers 38,117 60,503 1,210 106 22,745 9,692 389 1,054 56 30 - 133,902

Retail customers 3,639 30,590 10 7,520 5,294 12,960 1 39 14 25 - 60,092

Exposures secured by real property 5 69,219 4 19,806 12,755 6 2 102 54 62 - 102,015

Past due items and excesses - 2,051 - 1,109 1,991 4 - 11 1 4 - 5,171

Covered bonds - - - - - - - - - - - -

Securitisation positions - 1,089 - - - - - - - - - 1,089

Unit trusts - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - 5,097 5,097

Standardised approach for credit risk, total 202,942 179,129 20,667 30,920 51,953 26,218 10,770 4,218 171 821 5,097 532,906

Total credit exposure (EAD) 1,289,884 194,261 267,235 77,021 92,956 27,002 213,896 70,821 42,093 12,017 21,573 2,308,760
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Section 12.e (CRD, annex XII, part 2, point 6(e))

Credit exposure (ead) broken down by industry

at 31 December 2011 (Dkk millions) C
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IRB approach:

Institutions - - 63,575 6,211 14,630 - - - - - - - - - - - - 84,416

Corporate customers - 69,077 - 42,020 9,112 35,406 61,220 214,910 62,213 58,285 153,317 12,170 28,824 19,967 2,484 - - 769,005

Retail exposures secured by real property - 5,899 - 560 27 49 3,669 5,460 1,227 360 3,810 198 329 488 8 660,523 - 682,607

Qualifying revolving retail exposures - - - - - - - - - - - - - - - 32,600 - 32,600

Other retail exposures - 403 - 552 43 120 5,000 742 2,165 1,174 3,960 604 710 827 22 86,996 - 103,318

Securitisation - - - 16,991 9,584 - - - - - - - - - - - - 26,575

Other non-credit-obligation assets - - - - - - - - - - - - - - - - 16,198 16,198

IRB approach, total - 75,379 63,575 66,334 33,396 35,575 69,889 221,112 65,605 59,819 161,087 12,972 29,863 21,282 2,514 780,119 16,198 1,714,719

Standardised approach for credit risk:

Central governments and central banks 111,804 - 752 75 - 240 132 - 521 583 41,072 1 - 413 1 - - 155,594

Regional governments and local authorities 3,919 - - - - 204 1 - - - 2 - - - - - - 4,126

Other public entities 13 - 629 2 - 37 49 577 3 5 141 3 92 1 - - - 1,552

Multilateral development banks - - 50 83 169 - - - - - - - - - - - - 302

International organisations - - - - - - - - - - - - - - - - - -

Institutions - - 3,656 47 4,276 - - - - - - - - - - - - 7,979

Corporate customers - 3,747 903 4,477 21,613 4,343 7,913 20,539 10,419 3,035 43,102 641 6,512 2,280 825 - - 130,349

Retail customers - 572 - 79 42 17 1,264 625 578 184 4,927 84 123 153 4 55,681 - 64,333

Exposures secured by real property - 2,298 - 10 1 1 174 266 140 33 112 12 7 74 - 92,883 - 96,011

Past due items and excesses - 21 2 8 13 - 368 1,890 1,003 42 266 12 89 22 - 3,155 - 6,891

Covered bonds - - - - - - - - - - - - - - - - - -

Securitisation positions - - - - - - - - - - - - - - - - - -

Unit trusts - - - - - - - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - - - - - - - 4,188 4,188

Standardised approach for credit risk, total 115,736 6,638 5,992 4,781 26,114 4,842 9,901 23,897 12,664 3,882 89,622 753 6,823 2,943 830 151,719 4,188 471,325

Total credit exposure (EAD) 115,736 82,017 69,567 71,115 59,510 40,417 79,790 245,009 78,269 63,701 250,709 13,725 36,686 24,225 3,344 931,838 20,386 2,186,044
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Section 12.e (CRD, annex XII, part 2, point 6(e))

Credit exposure (ead) broken down by industry

at 31 December 2011 (Dkk millions) C
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IRB approach:

Institutions - - 63,575 6,211 14,630 - - - - - - - - - - - - 84,416

Corporate customers - 69,077 - 42,020 9,112 35,406 61,220 214,910 62,213 58,285 153,317 12,170 28,824 19,967 2,484 - - 769,005

Retail exposures secured by real property - 5,899 - 560 27 49 3,669 5,460 1,227 360 3,810 198 329 488 8 660,523 - 682,607

Qualifying revolving retail exposures - - - - - - - - - - - - - - - 32,600 - 32,600

Other retail exposures - 403 - 552 43 120 5,000 742 2,165 1,174 3,960 604 710 827 22 86,996 - 103,318

Securitisation - - - 16,991 9,584 - - - - - - - - - - - - 26,575

Other non-credit-obligation assets - - - - - - - - - - - - - - - - 16,198 16,198

IRB approach, total - 75,379 63,575 66,334 33,396 35,575 69,889 221,112 65,605 59,819 161,087 12,972 29,863 21,282 2,514 780,119 16,198 1,714,719

Standardised approach for credit risk:

Central governments and central banks 111,804 - 752 75 - 240 132 - 521 583 41,072 1 - 413 1 - - 155,594

Regional governments and local authorities 3,919 - - - - 204 1 - - - 2 - - - - - - 4,126

Other public entities 13 - 629 2 - 37 49 577 3 5 141 3 92 1 - - - 1,552

Multilateral development banks - - 50 83 169 - - - - - - - - - - - - 302

International organisations - - - - - - - - - - - - - - - - - -

Institutions - - 3,656 47 4,276 - - - - - - - - - - - - 7,979

Corporate customers - 3,747 903 4,477 21,613 4,343 7,913 20,539 10,419 3,035 43,102 641 6,512 2,280 825 - - 130,349

Retail customers - 572 - 79 42 17 1,264 625 578 184 4,927 84 123 153 4 55,681 - 64,333

Exposures secured by real property - 2,298 - 10 1 1 174 266 140 33 112 12 7 74 - 92,883 - 96,011

Past due items and excesses - 21 2 8 13 - 368 1,890 1,003 42 266 12 89 22 - 3,155 - 6,891

Covered bonds - - - - - - - - - - - - - - - - - -

Securitisation positions - - - - - - - - - - - - - - - - - -

Unit trusts - - - - - - - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - - - - - - - 4,188 4,188

Standardised approach for credit risk, total 115,736 6,638 5,992 4,781 26,114 4,842 9,901 23,897 12,664 3,882 89,622 753 6,823 2,943 830 151,719 4,188 471,325

Total credit exposure (EAD) 115,736 82,017 69,567 71,115 59,510 40,417 79,790 245,009 78,269 63,701 250,709 13,725 36,686 24,225 3,344 931,838 20,386 2,186,044
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Credit exposure (ead) broken down by industry

at 31 December 2010 (Dkk millions) C
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IRB approach:

Institutions - - 72,306 8,794 14,528 - - - - - - - - - - - - 95,628

Corporate customers - 66,903 - 50,153 11,584 31,991 71,513 212,903 71,068 61,755 158,478 14,794 35,445 20,928 3,097 - - 810,612

Retail exposures secured by real property - 5,214 - 617 23 56 4,086 5,421 1,312 393 4,061 195 359 535 7 643,677 - 665,956

Qualifying revolving retail exposures - - - - - - - - - - - - - - - 41,313 - 41,313

Other retail exposures - 2,018 - 695 45 139 6,108 1,056 2,678 1,335 4,770 712 810 999 31 93,156 - 114,552

Securitisation - - - 19,696 11,621 - - - - - - - - - - - - 31,317

Other non-credit-obligation assets - - - - - - - - - - - - - - - - 16,476 16,476

IRB approach, total - 74,135 72,306 79,955 37,801 32,186 81,707 219,380 75,058 63,483 167,309 15,701 36,614 22,462 3,135 778,146 16,476 1,775,854

Standardised approach for credit risk:

Central governments and central banks 116,335 - 6,483 23 80 514 573 - 422 552 86,496 - - 364 1 - - 211,843

Regional governments and local authorities 3,795 - - - 2 357 - - - - 2 - - - - - - 4,156

Other public entities 8 - 744 2 - - 47 567 4 26 82 3 89 1 - - - 1,573

Multilateral development banks - - 50 83 - - - - - - - - - - - - - 133

International organisations - - - - - - - - - - - - - - - - - -

Institutions - - 2,393 141 5,301 - - - - - - - - - - - - 7,835

Corporate customers - 3,537 901 4,851 21,249 5,982 7,187 20,086 11,746 2,990 44,411 840 7,394 1,891 837 - - 133,902

Retail customers - 809 - 98 46 18 1,340 636 639 202 5,674 81 132 149 3 50,265 - 60,092

Exposures secured by real property - 2,257 - 13 5 1 180 273 153 29 125 11 8 80 - 98,880 - 102,015

Past due items and excesses - 34 1 11 6 6 190 1,279 393 30 202 36 37 18 - 2,928 - 5,171

Covered bonds - - - - - - - - - - - - - - - - - -

Securitisation positions - - - - 1,089 - - - - - - - - - - - - 1,089

Unit trusts - - - - - - - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - - - - - - - 5,097 5,097

Standardised approach for credit risk, total 120,138 6,637 10,572 5,222 27,778 6,878 9,517 22,841 13,357 3,829 136,992 971 7,660 2,503 841 152,073 5,097 532,906

Total credit exposure (EAD) 120,138 80,772 82,878 85,177 65,579 39,064 91,224 242,221 88,415 67,312 304,301 16,672 44,274 24,965 3,976 930,219 21,573 2,308,760
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Credit exposure (ead) broken down by industry

at 31 December 2010 (Dkk millions) C
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IRB approach:

Institutions - - 72,306 8,794 14,528 - - - - - - - - - - - - 95,628

Corporate customers - 66,903 - 50,153 11,584 31,991 71,513 212,903 71,068 61,755 158,478 14,794 35,445 20,928 3,097 - - 810,612

Retail exposures secured by real property - 5,214 - 617 23 56 4,086 5,421 1,312 393 4,061 195 359 535 7 643,677 - 665,956

Qualifying revolving retail exposures - - - - - - - - - - - - - - - 41,313 - 41,313

Other retail exposures - 2,018 - 695 45 139 6,108 1,056 2,678 1,335 4,770 712 810 999 31 93,156 - 114,552

Securitisation - - - 19,696 11,621 - - - - - - - - - - - - 31,317

Other non-credit-obligation assets - - - - - - - - - - - - - - - - 16,476 16,476

IRB approach, total - 74,135 72,306 79,955 37,801 32,186 81,707 219,380 75,058 63,483 167,309 15,701 36,614 22,462 3,135 778,146 16,476 1,775,854

Standardised approach for credit risk:

Central governments and central banks 116,335 - 6,483 23 80 514 573 - 422 552 86,496 - - 364 1 - - 211,843

Regional governments and local authorities 3,795 - - - 2 357 - - - - 2 - - - - - - 4,156

Other public entities 8 - 744 2 - - 47 567 4 26 82 3 89 1 - - - 1,573

Multilateral development banks - - 50 83 - - - - - - - - - - - - - 133

International organisations - - - - - - - - - - - - - - - - - -

Institutions - - 2,393 141 5,301 - - - - - - - - - - - - 7,835

Corporate customers - 3,537 901 4,851 21,249 5,982 7,187 20,086 11,746 2,990 44,411 840 7,394 1,891 837 - - 133,902

Retail customers - 809 - 98 46 18 1,340 636 639 202 5,674 81 132 149 3 50,265 - 60,092

Exposures secured by real property - 2,257 - 13 5 1 180 273 153 29 125 11 8 80 - 98,880 - 102,015

Past due items and excesses - 34 1 11 6 6 190 1,279 393 30 202 36 37 18 - 2,928 - 5,171

Covered bonds - - - - - - - - - - - - - - - - - -

Securitisation positions - - - - 1,089 - - - - - - - - - - - - 1,089

Unit trusts - - - - - - - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - - - - - - - 5,097 5,097

Standardised approach for credit risk, total 120,138 6,637 10,572 5,222 27,778 6,878 9,517 22,841 13,357 3,829 136,992 971 7,660 2,503 841 152,073 5,097 532,906

Total credit exposure (EAD) 120,138 80,772 82,878 85,177 65,579 39,064 91,224 242,221 88,415 67,312 304,301 16,672 44,274 24,965 3,976 930,219 21,573 2,308,760
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Section 12.f (CRD, annex XII, part 2, point 6(f)) 

Credit exposure (ead) broken down by maturity

2011 2010

≥ 1 year ≥ 2 years ≥ 3 years ≥ 4 years ≥ 1 year ≥ 2 years ≥ 3 years ≥ 4 years

at 31 December (Dkk millions) < 1 year < 2 years < 3 years < 4 years < 5 years ≥ 5 years No maturity total < 1 year < 2 years < 3 years < 4 years < 5 years ≥ 5 years No maturity total

IRB approach:

Institutions 5,397 45,339 1,194 616 75 31,795 - 84,416 2,739 43,338 2,948 34 603 45,966 - 95,628

Corporate customers 1,818 196,941 36,620 19,292 20,476 493,858 - 769,005 360 305,704 51,378 18,617 16,651 417,902 - 810,612

Retail exposures secured by real property - 6,703 3,707 4,059 4,163 663,975 - 682,607 - 50,806 3,959 4,245 4,096 602,850 - 665,956

Qualifying revolving retail exposures - - - - - 32,600 - 32,600 - 41,313 - - - - - 41,313

Other retail exposures - 14,485 8,941 4,076 3,051 72,765 - 103,318 - 41,769 10,800 4,766 3,650 53,567 - 114,552

Securitisation - - - - - 26,575 - 26,575 - - - - - 31,317 - 31,317

Other non-credit-obligation assets - - - - - - 16,198 16,198 - - - - - - 16,476 16,476

IRB approach, total 7,215 263,468 50,462 28,043 27,765 1,321,568 16,198 1,714,719 3,099 482,930 69,085 27,662 25,000 1,151,602 16,476 1,775,854

Standardised approach for credit risk:

Central governments and central banks 3,135 58,656 2,191 2,130 2,399 87,083 - 155,594 4,295 121,408 4,283 1,537 2,545 77,775 - 211,843

Regional governments and local authorities - 58 775 20 - 3,273 - 4,126 - 876 1,525 3 1 1,751 - 4,156

Other public entities - 343 175 79 73 882 - 1,552 - 488 65 30 13 977 - 1,573

Multilateral development banks - 169 - - - 133 - 302 - - - - - 133 - 133

International organisations - - - - - - - - - - - - - - - -

Institutions 1,404 3,803 86 1 1 2,684 - 7,979 1,523 3,053 178 41 1 3,039 - 7,835

Corporate customers - 29,063 8,155 5,196 6,445 81,490 - 130,349 - 40,569 6,909 3,498 2,603 80,323 - 133,902

Retail customers - 17,277 2,530 1,265 1,315 41,946 - 64,333 - 21,922 1,566 943 915 34,746 - 60,092

Exposures secured by real property - 39,982 4,005 2,048 2,589 47,387 - 96,011 - 41,607 2,670 2,030 2,330 53,378 - 102,015

Past due items and excesses - 1,739 166 170 158 4,658 - 6,891 - 1,983 69 91 70 2,958 - 5,171

Covered bonds - - - - - - - - - - - - - - - -

Securitisation positions - - - - - - - - - - - - - 1,089 - 1,089

Unit trusts - - - - - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - 4,188 4,188 - - - - - - 5,097 5,097

Standardised approach for credit risk, total 4,539 151,090 18,083 10,909 12,980 269,536 4,188 471,325 5,818 231,906 17,265 8,173 8,478 256,169 5,097 532,906

Total credit exposure (EAD) 11,754 414,558 68,545 38,952 40,745 1,591,104 20,386 2,186,044 8,917 714,836 86,350 35,835 33,478 1,407,771 21,573 2,308,760
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Section 12.f (CRD, annex XII, part 2, point 6(f)) 

Credit exposure (ead) broken down by maturity

2011 2010

≥ 1 year ≥ 2 years ≥ 3 years ≥ 4 years ≥ 1 year ≥ 2 years ≥ 3 years ≥ 4 years

at 31 December (Dkk millions) < 1 year < 2 years < 3 years < 4 years < 5 years ≥ 5 years No maturity total < 1 year < 2 years < 3 years < 4 years < 5 years ≥ 5 years No maturity total

IRB approach:

Institutions 5,397 45,339 1,194 616 75 31,795 - 84,416 2,739 43,338 2,948 34 603 45,966 - 95,628

Corporate customers 1,818 196,941 36,620 19,292 20,476 493,858 - 769,005 360 305,704 51,378 18,617 16,651 417,902 - 810,612

Retail exposures secured by real property - 6,703 3,707 4,059 4,163 663,975 - 682,607 - 50,806 3,959 4,245 4,096 602,850 - 665,956

Qualifying revolving retail exposures - - - - - 32,600 - 32,600 - 41,313 - - - - - 41,313

Other retail exposures - 14,485 8,941 4,076 3,051 72,765 - 103,318 - 41,769 10,800 4,766 3,650 53,567 - 114,552

Securitisation - - - - - 26,575 - 26,575 - - - - - 31,317 - 31,317

Other non-credit-obligation assets - - - - - - 16,198 16,198 - - - - - - 16,476 16,476

IRB approach, total 7,215 263,468 50,462 28,043 27,765 1,321,568 16,198 1,714,719 3,099 482,930 69,085 27,662 25,000 1,151,602 16,476 1,775,854

Standardised approach for credit risk:

Central governments and central banks 3,135 58,656 2,191 2,130 2,399 87,083 - 155,594 4,295 121,408 4,283 1,537 2,545 77,775 - 211,843

Regional governments and local authorities - 58 775 20 - 3,273 - 4,126 - 876 1,525 3 1 1,751 - 4,156

Other public entities - 343 175 79 73 882 - 1,552 - 488 65 30 13 977 - 1,573

Multilateral development banks - 169 - - - 133 - 302 - - - - - 133 - 133

International organisations - - - - - - - - - - - - - - - -

Institutions 1,404 3,803 86 1 1 2,684 - 7,979 1,523 3,053 178 41 1 3,039 - 7,835

Corporate customers - 29,063 8,155 5,196 6,445 81,490 - 130,349 - 40,569 6,909 3,498 2,603 80,323 - 133,902

Retail customers - 17,277 2,530 1,265 1,315 41,946 - 64,333 - 21,922 1,566 943 915 34,746 - 60,092

Exposures secured by real property - 39,982 4,005 2,048 2,589 47,387 - 96,011 - 41,607 2,670 2,030 2,330 53,378 - 102,015

Past due items and excesses - 1,739 166 170 158 4,658 - 6,891 - 1,983 69 91 70 2,958 - 5,171

Covered bonds - - - - - - - - - - - - - - - -

Securitisation positions - - - - - - - - - - - - - 1,089 - 1,089

Unit trusts - - - - - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - 4,188 4,188 - - - - - - 5,097 5,097

Standardised approach for credit risk, total 4,539 151,090 18,083 10,909 12,980 269,536 4,188 471,325 5,818 231,906 17,265 8,173 8,478 256,169 5,097 532,906

Total credit exposure (EAD) 11,754 414,558 68,545 38,952 40,745 1,591,104 20,386 2,186,044 8,917 714,836 86,350 35,835 33,478 1,407,771 21,573 2,308,760
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Section 12.g (CRD, annex XII, part 2, point 6(g))
For an industry breakdown of impaired loans and past due but not impaired loans, see Risk Manage-
ment 2011, section 4.2. 

Section 12.h (CRD, annex XII, part 2, point 6(h))
For a geographical breakdown of impaired loans and past due but not impaired loans, see Danske 
Bank’s Annual Report 2011 (notes on risk management).

Section 12.i (CRD, annex XII, part 2, point 6(i))
For a specification of changes in the allowance account, including reversals and write-offs made 
during the year on loan impairment charges from earlier periods, see Risk Management 2011, section 
4.2.5.

Disclosure requirements under the standardised approach
Section 13.a-b (CRD, annex XII, part 2, point 7(a)-(b))

rating agenCies used for various exposure Categories

at 31 December 2011 standard & poor’s Moody’s Fitch Ratings

Regional governments and local authorities  x  x  x 

Other public entities  x  x  x 

Multilateral development banks

Institutions  x  x  x 

Corporate customers  x  x  x 

Retail customers

Exposures secured by real property

Past due items and excesses

Covered bonds

Securitisation positions  x  x  x 

Other items and non-credit-obligation assets

Section 13.c (CRD, annex XII, part 2, point 7(c))
The Group follows the CRD rules on the use of credit assessments from external credit assessment 
institutes (ECAIs) for the determination of risk weights. These rules also apply to securitisation expo-
sures for which the Group uses the ratings-based method (IRB approach).

If only one credit assessment is available from one of the Group’s designated ECAIs for a rated expo-
sure, the credit assessment is used to determine the risk weight of that exposure.

If there are two credit assessments available for a rated exposure from the Group’s designated ECAIs 
and they result in differing risk weights, the higher risk weight is assigned.

If more than two credit assessments are available from designated ECAIs for a rated exposure, the 
two assessments generating the two lowest risk weights are used. If the two lowest risk weights 
differ, the higher of the two is assigned. If the two lowest risk weights are identical, this risk weight is 
assigned.

Section 13.d (CRD, annex XII, part 2, point 7(d))
Not relevant because the Group complies with the standard published by the Danish FSA for convert-
ing external credit assessments to the appropriate credit quality level.
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Section 13.e (CRD, annex XII, part 2, point 7(e)) 

Credit exposure (ead) to Counterparties when external ratings are used

at 31 December 2011 
(Dkk millions) 
Credit quality level

Central governments 
and central banks

Corporate  
customers

total (after 
risk mitigation)

Collateral 
(risk mitigation)

1 26,642 - 26,642 -

2 240 2,785 3,024 -

3 - 529 529 -

4 5 - 6 -

5 87 - 87 -

6 - - - -

Total 26,974 3,314 30,288 -

at 31 December 2010 
(Dkk millions) 
Credit quality level

Central governments 
and central banks

Corporate  
customers

total (after 
risk mitigation)

Collateral 
(risk mitigation)

1 45 - 45 -

2 - 227 227 -

3 - 180 180 -

4 6 507 513 -

5 4 - 4 -

6 - - - -

Total 55 914 969 -

Credit exposure (ead) to Counterparties when Country-risk ClassifiCations are used (oeCd)

at 31 December 2011 (Dkk millions)
Country-risk 
classification

Central governments 
and central banks

Regional governments 
and local authorities other public entities institutions

total (after 
risk mitigation)

Collateral 
(risk mitigation)

0 127,311 4,126 1,552 6,588 139,578 6

1 - - - 357 357 -

2 350 - - 425 775 -

3 35 - - 38 73 -

4 - - - 471 471 -

5 32 - - 49 81 -

6 875 - - 29 904 -

7 17 - - 22 39 -

Total 128,620 4,126 1,552 7,979 142,278 6
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Credit exposure (ead) to Counterparties when Country-risk ClassifiCations are used (oeCd)

at 31 December 2010 (Dkk millions)
Country-risk 
classification

Central governments 
and central banks

Regional governments 
and local authorities other public entities institutions

total (after 
risk mitigation)

Collateral 
(risk mitigation)

0 211,692 4,156 1,573 4,447 221,868 1

1 - - - 948 948 -

2 - - - 252 252 -

3 1 - - 54 55 -

4 2 - - 518 520 -

5 - - - 10 10 -

6 84 - - 18 102 -

7 9 - - 60 69 -

Total 211,788 4,156 1,573 6,307 223,824 1

Risk Management 2011, section 3.4, contains a more detailed presentation of deductions from the 
capital base. The exposures mentioned above occasion no deductions from the capital base. 

Disclosure requirements under the internal ratings-based method
Section 14.a-b (CRD, annex XII, part 2, point 8)
The Group complies with the minimum requirements for using its own estimates of PDs for expo-
sures under the advanced IRB approach, including specialised lending. The Group does not assign 
the risk weights for specialised lending referred to in section 82 of appendix 8 to the Danish Execu-
tive Order on Capital Adequacy (CRD, annex VII, part 1, point 6), and the disclosure requirement is not 
relevant.

The Danish FSA has granted the Group a permanent exemption from the advanced IRB approach for 
equities, and the disclosure requirement concerning individual risk-weighting methods for equities is 
not relevant.

6. otHER Risks

Market risk
Section 15 (CRD, annex XII, part 2, point 9)
For information on the capital requirement for market risk, see section 4.b-e (CRD, annex XII, part 2, 
point 4(b)-(e)). The Group uses an internal VaR model to calculate the capital requirement for general 
risk on items in the trading book and for foreign exchange risk on items outside the trading book. 
Since commodity risk is not covered by the internal VaR model, the Group uses the standardised ap-
proach for market risk.

The calculation of the capital requirement for specific risk, including bond spread risk, is based on the 
standardised approach for market risk.

Section 16.a.1-4 (CRD, annex XII, part 2, point 10(a)(i)-(iii)) 
For information on the VaR models, see Risk Management 2011, sections 6.3 and 6.10. 

Section 16.b (CRD, annex XII, part 2, point 10(b)) 
For the calculation of general risk for interest rate risk, equity market risk and foreign exchange risk, 
the Group uses an internal model based on VaR. The Danish FSA approved the Group’s parametric 
VaR model in 2004. In 2007, the Group was permitted to apply a more sophisticated method based on 
historical simulations. 

Section 16.c (CRD, annex XII, part 2, point 10(c)) 
For information on validation and controls, see Risk Management 2011, section 6.11.
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Section 16.d.1-2 (CRD, annex XII, part 2, point 10(d)(i)-(ii)) 

value at risk (ConfidenCe level of 99%, 10-day horiZon)

2011 Daily VaR stressed
(Dkk millions) 
Risk category

avg. 
VaR

Minimum 
VaR

Maximum 
VaR 31 Dec.

VaR 
31 Dec.

Interest rate risk 196 87 390 246 268

Foreign exchange risk 37 11 110 39 59

Equity market risk 46 18 125 22 39

Diversification benefit -68 - - -70 -104

Total VaR 211 92 406 237 262

2010 Daily VaR

(Dkk millions) 
Risk category

avg. 
VaR

Minimum 
VaR

Maximum 
VaR 31 Dec.

Interest rate risk 206 85 360 169

Foreign exchange risk 36 7 76 29

Equity market risk 65 26 167 65

Diversification benefit -80 - - -73

Total VaR 227 99 399 190

Note: The VaR figures above exclude the multiplier that is used to determine the capital requirement for general market risk.

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

Section 16.d.3 (CRD, annex XII, part 2, point 10(d)(iii)) 
The Group does not use an internal model for specific risk or in the calculation of increased default 
and migration risks.

Section 16.e (CRD, annex XII, part 2, point 10(e)) 
The Group does not use an internal model for specific risk or in the calculation of increased default 
and migration risks.

Section 16.f (CRD, annex XII, part 2, point 10(f)) 
For any significant “exceptions” in the VaR model during the year and a comparison between the port-
folio’s daily VaR closing values and changes in the portfolio’s closing values on the next business day, 
see Risk Management 2011, section 6.10.
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operational risk 
Section 17.a (CRD, annex XII, part 2, point 11(a))
For information on methods of evaluating the solvency requirements, see Risk Management 2011, 
sections 3.2-3.3.

Section 17.b (CRD, annex XII, part 2, point 11(b))
Not relevant because the Group does not use the advanced approach for operational risk.

Equity exposures outside the trading book
Section 18.a (CRD, annex XII, part 2, point 12(a))
Equity exposures outside the trading book consist of long-term investments, unutilised commitments 
to private equity funds and banking-related investments. 

Equities outside the trading book are valued at fair value, with value adjustment in the income state-
ment. Associates, however, are recognised in accordance with the equity method.

Section 18.b-d (CRD, annex XII, part 2, point 12(b)-(e))

exposure to equities outside the trading book

at 31 December 2011 (Dkk millions)
Balance sheet 

value Fair value
Realised gains/

losses
Unrealised gains/

losses

Net position in listed equities 126 360 - -15

Unlisted equities:

 Banking-related investments 2,218 2,218 - 462

 Unutilised commitments, private equity 361 361 - -

 Other unlisted equities 1,328 1,328 20 138

Total 4,033 4,267 20 585

at 31 December 2010 (Dkk millions)
Balance sheet 

value Fair value
Realised gains/

losses
Unrealised gains/

losses

Net position in listed equities 118 118 - 8

Unlisted equities:

 Banking-related investments 1,924 1,924 6 869

 Unutilised commitments, private equity 523 523 - -

 Other unlisted equities 1,426 1,426 49 27

Total 3,991 3,991 55 904
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interest rate risk on positions outside the trading book 
Section 19.a (CRD, annex XII, part 2, point 13(a))
For a description of interest rate risk, see Risk Management 2011, section 6.5. 

Section 19.b (CRD, annex XII, part 2, point 13(b))

group interest rate risk outside the trading book (parallel shift in yield Curve of 1 perCentage 
point)

at 31 December (Dkk millions) 2011 2010

DKK -382 229

EUR 392 -141

GBP 17 -64

NOK -13 18

USD 13 3

EEK 0 -1

LTL 0 4

Other -2 2

Total 25 50

securitisation 
Section 20.a (CRD, annex XII, part 2, point 14(a))
In the future, the Group does not want to assume the role of sponsor for securitisations but will 
consider selling credit risks through securitisation transactions if market conditions are sufficiently 
attractive. The Group is very reluctant to invest in securitisation assets from other financial institu-
tions’ transactions.

See also section 4.2.2 of Risk Management 2011 for a description of securitisation activities and 
similar activities.

Section 20.b-e (CRD, annex XII, part 2, point 14(b)-(e))
The Group’s holding of securitisation assets derives from some of the transactions that were origi-
nally made through Polonius. The portfolio is managed with a view to phasing it out, which may take 
many years.

The most significant risk on the portfolio is the credit risk on the underlying assets. The Group’s 
strategy to acquire only securitisation assets that had (or could obtain) a triple-A rating from one of 
the major rating agencies has left the Group in most cases reasonably well protected against losses, 
despite the fact that the credit quality of some of the financed asset portfolios has declined sharply in 
recent years.

The portfolio was originally acquired for the purpose of holding it until maturity. That is why it is 
booked at amortised cost and is considered investment holdings.

Transactions with super-senior status make up 53% of the total portfolio (see section 20.n.ii). These 
transactions consist of credit facilities that were not part of the original financing of the asset port-
folio. The facilities functioned as committed overdraft facilities that ensured liquidity for the ongoing 
payment of interest, principal and costs. The repayment of drawings under these facilities ranked 
above the best tranche in the financing structure in question. In many cases, the original basis of the 
agreement contained a minimum requirement for the Group’s rating. Several ratings triggers were set 
off because of the downgrading of the Group, and for this reason, the full commitment was drawn and 
placed in a deposit account at another bank.

The portfolio of resecuritisations appears in section 20.o.i. The Group has not yet had impairment 
charges for these assets.
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Section 20.f (CRD, annex XII, part 2, point 14(f))
The Group monitors the credit quality of the underlying asset portfolios. It also follows external news 
about the individual transactions and asset classes. Together these two sources of information cre-
ate a basis for an ongoing revaluation of the ratings of the transactions in question.

In most cases, there are larger losses on the underlying asset portfolio than had been assumed at the 
beginning of a transaction. Stress tests are included in the ongoing risk assessment, and an analysis 
of whether losses in the Group’s assets can be expected in the period until the expected redemption.

In resecuritisation cases, the practice is to monitor only the trend in the transaction in which the 
Group participates and not that of the underlying resecuritisation transaction. The investment  
strategy mentioned earlier has also moderated the risk of losses to some degree.

Section 20.g (CRD, annex XII, part 2, point 14(g))
Not relevant because the Group does not have any unsettled securitisation exposures.

Section 20.h (CRD, annex XII, part 2, point 14(h))
Regarding the use of the advanced IRB approach, the Group uses external ratings for securitisations.

Section 20.i (CRD, annex XII, part 2, point 14(i))
The Group has not entered into transactions as the originator in a long time. The existing portfolio 
has been redeemed, and there are no securitisation assets on the books for which the Group is the 
originator.

Section 20.j (CRD, annex XII, part 2, point 14(j))
The portfolio of acquired securitisation assets was booked at amortised cost. When objective evi-
dence of impairment is identified, the asset in question is written down to the discounted value of the 
expected future cash flows.

For accounting purposes, the Group treats exposure in the form of loan commitments to securiti-
sation entities as lending activities. This means that, if it is likely that the loan commitment will be 
drawn, if the obligation can be reliably measured, and if the net present value of the expected pay-
ments discounted at the interest rates agreed upon is negative, then a liability equal to this amount is 
recognised.

For drawn loan commitments, the Group recognises an impairment charge if objective evidence of 
impairment appears after the commitment was made.

The table below shows the names of the credit rating agencies (ECAIs) used by the Group to rate its 
securitisation positions.

rating agenCies used for seCuritisation positions

at 31 December 2011

securitisation category Moody’s standard & poor’s Fitch Ratings

Residential mortgages x x x

Commercial mortgages x x x

Credit card receivables x x x

Leasing

Loans to corporates and SMEs x x

Consumer loans x x x

Trade receivables

Resecuritisations x x x

Other assets x x x
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Section 20.l (CRD, annex XII, part 2, point 14(l))
Not relevant because the Group does not participate in ABCP programmes.

Section 20.m (CRD, annex XII, part 2, point 14(m))
Not relevant because there are no significant changes in the quantitative information.

Section 20.n.i (CRD, annex XII, part 2, point 14(n)(i))
Not relevant because the Group does not serve as the originator.

Section 20.n.ii (CRD, annex XII, part 2, point 14(n)(ii))

aggregate amount of retained or purChased seCuritisation positions (ead)

at 31 December (Dkk millions)

securitisation category 2011 2010

Residential mortgages 11,617 13,662

Commercial mortgages 11,652 12,858

Credit card receivables - 108

Leasing - -

Loans to corporates and SMEs 926 1,544

Consumer loans 529 566

Trade receivables - -

Resecuritisations 916 1,600

Other assets 935 979

Total 26,575 31,317

At the end of 2011, a total of 53% of the securitisation positions had super-senior status.

Section 20.n.iii (CRD, annex XII, part 2, point 14(n)(iii))
Not relevant because the Group has no assets awaiting securitisation.

Section 20.n.iv (CRD, annex XII, part 2, point 14(n)(iv))
Not relevant because the Group has no securitisation facilities with the option of early redemption.

Section 20.n.v (CRD, annex XII, part 2, point 14(n)(v))
The Group’s securitisation positions are not deducted from shareholders’ equity. The table below 
shows the total amount of acquired securitisation positions (EAD).

retained or purChased seCuritisation positions (ead) broken down by risk-weight band

at 31 December (Dkk millions)

Risk-weight band 2011 2010

≤ 10% 14,170 20,263

>10 ≤ 20% 3,165 1,856

>20 ≤ 50% 3,991 4,372

>50 ≤ 100% 482 81

>100 ≤ 650% 294 65

>650 < 1,250% - -

1,250% / deduction 4,474 4,680

Total 26,575 31,317
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Section 20.n.vi  (CRD, annex XII, part 2, point 14(n)(vi))
Not relevant because the Group has not made any sales.

Section 20.o.i  (CRD, annex XII, part 2, point 14(o)(i))

retained or purChased seCuritisation positions (ead) and assoCiated Capital requirement

2011 2010

(Dkk millions) 
Risk-weight band EaD

Capital  
requirement EaD

Capital  
requirement

≤ 10% 11,796 76 16,727 102

>10 ≤ 20% 3,165 32 1,856 18

>20 ≤ 50% 3,949 82 3,991 79

>50 ≤ 100% 482 2 81 3

>100 ≤ 650% 290 104 32 11

>650 < 1,250% - - - -

1,250% / deduction 4,411 2,372 4,608 2,638

Total 24,093 2,668 27,295 2,852

retained or purChased reseCuritisation positions (ead) and assoCiated Capital requirement

2011 2010

(Dkk millions) 
Risk-weight band EaD

Capital  
requirement EaD

Capital  
requirement

≤ 10% 2,373 41 3,536 60

>10 ≤ 20% - - - -

>20 ≤ 50% 42 2 381 10

>50 ≤ 100% - - - -

>100 ≤ 650% 4 - 33 8

>650 < 1,250% - - - -

1,250% / deduction 63 66 72 76

Total 2,482 109 4,022 154

Section 20.o.ii  (CRD, annex XII, part 2, point 14(o)(ii))
Not relevant to the Group’s securitisation positions.

Section 20.p  (CRD, annex XII, part 2, point 14(p)
At the end of 2011, the Group recognised a total of DKK 2,178 million in impairment charges for secu-
ritisation positions. Of this amount, DKK 23 million was booked to the income statement in 2011. No 
losses were recognised in 2011.

Section 20.q  (CRD, annex XII, part 2, point 14(q))
Not relevant because the Group has no securitisation positions in the trading book.



 151Danske bank / RISK MANAGEMENT 2011 / AppENdIx

7. tHE UsE oF spECiaL iNstRUMENts oR MEtHoDoLogiEs 

Section 21.a (CRD, annex XII, part 3, point 1(a))
For information on permission and exemptions, see Risk Management 2011, section 3.2. 

Section 21.b.i (CRD, annex XII, part 3, point 1(b)(i))
For a description of internal credit assessment (risk classification), see Risk Management 2011,  
sections 4.1.4-4.1.6.

Section 21.b.ii (CRD, annex XII, part 3, point 1(b)(ii))
The Group uses internal estimates in its day-to-day credit management and for calculating economic 
capital. See also Risk Management 2011, sections 3.2-3.3.

Section 21.b.iii (CRD, annex XII, part 3, point 1(b)(iii))
The Group includes all collateral to which a value is assigned in accordance with its internal pro-
cedures. The internal procedures fulfil the minimum requirements under the CRD. Guarantees are 
included if they imply lower risk weights than the original exposure. 

In addition, collateral is volatility-adjusted (by means of a haircut) in order to take into account price 
volatility and the expected costs of compulsory sales. See also Risk Management 2011, section 4.1.7, 
on risk mitigation.

Section 21.b.iv (CRD, annex XII, part 3, point 1(b)(iv))
The Group has determined an annual process for reviewing and following up on compliance with the 
minimum requirements under the IRB in relation to the rating system. This process includes report-
ing to management and Internal Audit. The rating system is also validated on a regular basis, inde-
pendently from the rating process. For information on internal credit assessment (risk classification), 
see Risk Management 2011, sections 4.1.4-4.1.6.

Section 21.c.i-iv (CRD, annex XII, part 3, point 1(c)(i)-(iv))
For a description of internal credit assessment (risk classification), see Risk Management 2011,  
sections 4.1.4-4.1.6.

Section 21.c.v (CRD, annex XII, part 3, point 1(c)(v))
Not relevant because the Danish FSA has granted the Group a permanent exemption from the  
advanced IRB approach for equities.

Section 21.d (CRD, annex XII, part 3, point 1(d))
The Group does not use the foundation IRB approach (F-IRB) for any asset class. The exposures 
shown below are included in the Group’s advanced IRB portfolio.

Credit exposure (ead), irb portfolio

at 31 December (Dkk millions) 2011 2010

Institutions 84,416 95,628

Corporate customers 769,005 810,612

Retail exposures secured by real property 682,607 665,956

Qualifying revolving retail exposures 32,600 41,313

Other retail exposures 103,318 114,552

Securitisation 26,575 31,317

Non-credit-obligation assets 16,198 16,476

Total credit exposure (EAD) 1,714,719 1,775,854
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Section 21.e.i (CRD, annex XII, part 3, point 1(e)(i))
The tables below show breakdowns by rating category. 

Credit exposure (ead) by rating Category

at 31 December 
2011 (Dkk millions) institutions

Corporate 
customers

  Retail  exposures  
secured by real 

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures securiti sation total

1 5,553 1,087 5,426 1,535 788 8,705 23,094

2 27,338 14,808 69,216 6,702 6,312 4,512 128,888

3 17,734 70,431 99,276 6,665 14,522 3,031 211,659

4 10,455 122,957 142,899 4,516 17,210 4,993 303,030

5 16,030 166,764 139,034 4,107 21,896 571 348,402

6 2,504 138,626 87,679 2,599 11,059 290 242,757

7 3,040 108,177 73,833 2,522 12,546 - 200,118

8 997 56,390 40,337 2,761 11,195 1,098 112,778

9 629 22,942 13,442 872 3,962 1,406 43,253

10 44 33,468 6,431 208 1,309 1,681 43,141

11 92 33,355 5,034 113 2,519 288 41,401

Total 84,416 769,005 682,607 32,600 103,318 26,575 1,698,521

at 31 December 
2010 (Dkk millions) institutions

Corporate 
customers

  Retail  exposures  
secured by real 

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures securiti sation total

1 5,381 472 20,539 4,138 3,916 17,455 51,901

2 35,212 17,712 70,809 9,025 9,685 3,709 146,152

3 21,756 71,611 80,692 8,123 16,510 2,079 200,771

4 9,596 126,761 100,644 4,856 16,853 2,961 261,671

5 18,736 164,227 129,088 4,182 15,679 368 332,280

6 1,760 147,682 109,273 3,003 11,975 65 273,758

7 1,745 123,437 87,954 3,735 18,237 - 235,108

8 1,231 64,712 49,287 3,392 14,768 310 133,700

9 74 34,180 8,944 638 3,744 2,287 49,867

10 - 32,388 3,589 92 974 2,069 39,112

11 137 27,430 5,137 129 2,211 14 35,058

Total 95,628 810,612 665,956 41,313 114,552 31,317 1,759,378
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Section 21.e.ii (CRD, annex XII, part 3, point 1(e)(ii)) 

exposure-weighted (ead) average lgd by rating Category

at 31 December 2011 
(%) institutions

Corporate  
customers

  Retail exposures  
secured by real  

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures total

1 20 21 7 29 27 16

2 25 26 10 29 19 17

3 29 19 11 30 18 16

4 27 21 13 32 21 17

5 27 23 15 38 29 21

6 38 23 16 40 29 21

7 40 21 18 42 31 21

8 34 23 18 52 37 24

9 35 24 24 49 43 27

10 32 33 24 49 44 32

11 65 50 34 85 87 50

Total 27 24 14 35 29 21

at 31 December 2010 
(%) institutions

Corporate  
customers

  Retail exposures  
secured by real  

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures total

1 30 38 12 33 25 19

2 20 40 12 34 22 20

3 30 24 13 36 20 20

4 35 28 13 38 21 22

5 26 24 14 39 22 21

6 41 19 15 40 24 18

7 35 21 16 42 26 20

8 35 19 16 42 29 20

9 48 18 18 43 33 19

10 36 23 18 44 31 23

11 50 30 19 49 42 29

Total 26 23 14 37 24 20
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Section 21.e.iii (CRD, annex XII, part 3, point 1(e)(iii)) 

exposure-weighted (ead) average risk weight by rating Category

at 31 December 
2011 (%) institutions

Corporate 
customers

  Retail  exposures  
secured by real 

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures securiti sation total

1 8 12 1 1 3 11 7

2 8 12 1 1 2 13 4

3 9 9 2 1 3 10 5

4 11 10 4 2 6 20 7

5 20 18 8 5 14 59 14

6 50 28 15 9 22 451 24

7 56 37 29 19 36 - 34

8 74 59 55 54 55 1,325 70

9 180 99 122 109 85 1,325 146

10 197 178 141 149 112 1,325 215

11 30 109 263 457 275 1,325 147

Total 16 37 17 13 29 240 30

at 31 December 
2010 (%) institutions

Corporate 
customers

  Retail  exposures  
secured by real 

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures securiti sation total

1 9 19 1 1 3 9 5

2 9 15 1 1 2 9 5

3 13 13 2 1 3 10 7

4 15 17 4 2 5 22 11

5 23 21 6 5 10 41 15

6 76 26 11 9 17 357 19

7 75 38 21 20 29 - 31

8 92 52 43 42 43 1,325 51

9 207 77 98 105 68 1,325 138

10 198 122 108 138 81 1,325 183

11 251 81 159 298 100 1,325 95

Total 17 34 13 10 20 208 27
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Section 21.e.iv (CRD, annex XII, part 3, point 1(e)(iv)) 

unutilised Commitments by rating Category

at 31 December 
2011 (Dkk millions) institutions

Corporate 
customers

  Retail  exposures  
secured by real 

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures securiti sation total

1 3,607 513 388 2,940 943 4,076 12,467

2 16,493 28,230 3,212 12,657 3,019 2,037 65,648

3 17,805 60,507 5,023 12,107 5,523 1,771 102,736

4 7,613 86,715 4,955 6,752 6,220 2,472 114,727

5 10,185 78,994 5,991 4,760 8,447 85 108,462

6 2,665 40,810 2,052 2,355 4,404 290 52,576

7 2,497 24,717 1,447 2,056 4,473 - 35,190

8 573 5,753 849 2,788 3,229 - 13,192

9 2,019 1,634 361 406 636 - 5,056

10 76 1,815 82 72 146 - 2,191

11 150 663 29 63 128 - 1,033

Total 63,683 330,351 24,389 46,956 37,168 10,731 513,278

at 31 December 
2010 (%) institutions

Corporate 
customers

  Retail  exposures  
secured by real 

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures securiti sation total

1 8,096 636 698 6,089 3,022 8,253 26,794

2 19,520 26,662 3,006 12,620 4,005 1,719 67,532

3 30,230 53,544 4,227 10,748 6,908 749 106,406

4 4,448 95,322 3,629 5,411 7,421 849 117,080

5 12,361 88,153 2,604 3,799 7,137 271 114,325

6 2,282 45,648 1,297 2,366 5,931 - 57,524

7 828 27,903 1,539 2,884 10,352 - 43,506

8 547 12,231 928 2,135 4,328 - 20,169

9 171 2,387 270 221 787 - 3,836

10 0 1,354 45 30 119 - 1,548

11 151 1,119 35 58 162 - 1,525

Total 78,634 354,959 18,278 46,361 50,172 11,841 560,245
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exposure-weighted average Conversion faCtors by rating Category

at 31 December 
2011 (%) institutions

Corporate 
customers

  Retail  exposures  
secured by real 

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures securiti sation total

1 49 49 55 50 47 100 66

2 31 42 54 50 39 100 43

3 23 48 53 47 34 100 44

4 41 50 53 45 37 100 50

5 50 46 52 44 43 100 47

6 42 48 50 44 38 100 47

7 33 47 48 41 41 - 45

8 37 47 47 39 37 - 42

9 29 42 48 46 41 - 38

10 35 46 49 45 39 - 46

11 - - - - - - -

Total 34 47 52 46 39 100 46

at 31 December 
2010 (Dkk millions) institutions

Corporate 
customers

  Retail  exposures  
secured by real 

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures securiti sation total

1 39 65 65 65 54 100 67

2 40 52 64 66 43 100 53

3 35 59 64 65 40 100 52

4 56 59 65 61 39 100 58

5 59 54 63 62 39 100 54

6 40 59 62 61 42 - 56

7 51 61 59 61 48 - 57

8 32 57 59 57 47 - 54

9 30 59 57 63 49 - 56

10 - 56 56 55 42 - 54

11 30 17 11 - 19 - 18

Total 42 57 63 64 43 100 56
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Section 21.f (CRD, annex XII, part 3, point 1(f))
See section 21.e.i-iv. (CRD, annex XII, part 3, point 1(e)(i)-(iv)).

Section 21.g (CRD, annex XII, part 3, point 1(g)) 

aCtual value adjustments (irb portfolio)

at 31 December (Dkk millions) 2011 2010

Institutions 122 1,509

Corporate customers 10,115 10,375

Retail exposures secured by real property 685 759

Qualifying revolving retail exposures 66 179

Other retail exposures 601 1,316

Securitisation 71 18

Total 11,660 14,156

Note: Actual value adjustments are defined as new individual impairment charges plus write-offs charged directly to the 
income statement. The portfolio is the IRB portfolio.

Section 21.h-i (CRD, annex XII, part 3, point 1(h)-(i))
For the purpose of calculating risk-weighted assets under the IRB approach, the Group uses param-
eter values (through-the-cycle PD and downturn LGD and CF parameters) based on historical data. 
The tables in this section are based on these parameters.

The asset class non-credit-obligation assets is not included in the tables in this section because the 
risk weight is set at 100% in accordance with the rules for the IRB approach. The securitisation asset 
class is not included either because the Group uses mainly the ratings-based method (using external 
ratings) for these exposures and therefore does not use internal estimates.

expeCted losses vs. aCtual value adjustments 

at 31 December  
(Dkk millions) institutions

Corporate  
customers

  Retail exposures  
secured by real  

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures total

2011

  Actual value adjustments 122 10,115 685 66 601 11,589

  Expected loss (EL) 3,487 15,000 1,517 152 2,209 22,365

2010

  Actual value adjustments 1,509 10,375 759 179 1,316 14,138

  Expected loss (EL) 2,096 13,476 875 226 1,916 18,589

Note: Actual value adjustments and Expected loss are not directly comparable. Actual value adjustments are defined as new individual impairment 
charges plus write-offs charged directly to the income statement. Expected loss is defined as the expected loss at the beginning of the period  
(1 January) on the basis of PD (through-the-cycle), LGD (downturn) and CF (downturn) for exposures that have not defaulted, For defaulted exposures, 
the expected loss equals the loan impairment charge.
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The probability of default (PD) represents the probability that a customer will default on a loan within 
the next 12 months.

probability of default (pd)

at 31 December (%) institutions
Corporate  

customers

  Retail exposures  
secured by real  

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures total

2011

  Outcome 0.53 2.64 0.86 0.73 1.89 1.00

  Estimate 0.50 2.19 0.88 1.18 2.40 1.30

2010

  Outcome 0.27 2.81 0.64 0.89 2.08 1.09

  Estimate 0.43 2.33 0.50 1.11 1.75 1.09

Note: Figures are simple averages based on the number of customers. Estimates are based on through-the-cycle parameters as estimated at the 
beginning of the year.

Loss given default (LGD) represents the loss on an exposure calculated as the percentage of the facil-
ity’s expected utilisation that will be lost if a customer defaults. 

loss given default (lgd)

at 31 December (%) institutions
Corporate  

customers

  Retail exposures  
secured by real  

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures total

2011

  Outcome 5 28 20 40 35 32

  Estimate 22 28 27 48 39 38

2010

  Outcome 26 22 14 47 45 40

  Estimate 17 27 17 48 40 38

Note: Figures are simple averages based on the number of facilities. Estimates are based on downturn parameters as estimated at the beginning of 
the year for facilities defaulted during the year in question. Outcomes are based on defaults for the year in question and include write-offs on defaults 
that have been settled and individual impairment charges on defaults not yet settled.
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The conversion factor (CF) represents the percentage of amounts not yet drawn that is expected to be 
drawn at default.

Conversion faCtor (Cf)

at 31 December (%) institutions
Corporate  

customers

  Retail exposures  
secured by real  

property

Qualif ying  
revolving retail 

 exposures
other retail 

exposures total

2011

  Outcome - 38 58 52 45 51

  Estimate - 48 55 57 49 56

2010

  Outcome - 43 61 58 54 57

  Estimate - 55 69 72 68 70

Note: Figures are simple averages based on the number of facilities. Estimates are based on downturn parameters as estimated at the beginning of 
the year for facilities defaulted during the year in question. Outcomes are based on defaulted facilities in the year in question.

Credit risk mitigation 
Section 22.a (CRD, annex XII, part 3, point 2(a))
Amounts due to and from the Group are offset when the Group has a legally enforceable right to set 
off a recognised amount and intends either to settle on a net basis or to realise the asset and settle 
the liability simultaneously.

Section 22.b (CRD, annex XII, part 3, point 2(b))
For information on valuation procedures, see Risk Management 2011, section 4.1.7.

Section 22.c (CRD, annex XII, part 3, point 2(c))
For a description of the main types of collateral received, see Risk Management 2011, section 4.1.7.
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Section 22.d (CRD, annex XII, part 3, point 2(d)) 

Credit exposure (ead) Covered by guarantors or Credit derivatives, by rating Category of Counterparty

at 31 December 2011 (Dkk millions) 1 2 3 4 5 6 7 8 9 10 11 total

IRB approach:

Institutions - 221 87 26 191 19 3 - - - - 547

Corporate customers 135 14 806 - - - - - - - - 955

Retail exposures secured by real property - - - - - - - - - - - -

Qualifying revolving retail exposures - - - - - - - - - - - -

Other retail exposures - - - - - - - - - - - -

Securitisation - - - - - - - - - - - -

Other non-credit-obligation assets - - - - - - - - - - - -

IRB approach, total 135 235 893 26 191 19 3 - - - - 1,502

Standardised approach for credit risk:

Central governments and central banks 22,479 21,764 432 - 10,668 - 16 - - - - 55,359

Regional governments and local authorities - 69 - - - - - - - - - 69

Other public entities 629 - - - - - 3 - - - - 632

Multilateral development banks - - - - - - - - - - - -

International organisations - - - - - - - - - - - -

Institutions - 6 - - 5 - 240 - - - - 251

Corporate customers - - - 2,086 - - - - - - - 2,086

Retail customers - - - - - - - - - - - -

Exposures secured by real property - - - - - - - - - - - -

Past due items and excesses - - - - - - - - - - - -

Covered bonds - - - - - - - - - - - -

Securitisation positions - - - - - - - - - - - -

Unit trusts - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - - -

Standardised approach for credit risk, total 23,108 21,839 432 2,086 10,673 - 259 - - - - 58,397

Total credit exposure (EAD) 23,243 22,074 1,325 2,112 10,864 19 262 - - - - 59,899
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Section 22.d (CRD, annex XII, part 3, point 2(d)) 

Credit exposure (ead) Covered by guarantors or Credit derivatives, by rating Category of Counterparty

at 31 December 2011 (Dkk millions) 1 2 3 4 5 6 7 8 9 10 11 total

IRB approach:

Institutions - 221 87 26 191 19 3 - - - - 547

Corporate customers 135 14 806 - - - - - - - - 955

Retail exposures secured by real property - - - - - - - - - - - -

Qualifying revolving retail exposures - - - - - - - - - - - -

Other retail exposures - - - - - - - - - - - -

Securitisation - - - - - - - - - - - -

Other non-credit-obligation assets - - - - - - - - - - - -

IRB approach, total 135 235 893 26 191 19 3 - - - - 1,502

Standardised approach for credit risk:

Central governments and central banks 22,479 21,764 432 - 10,668 - 16 - - - - 55,359

Regional governments and local authorities - 69 - - - - - - - - - 69

Other public entities 629 - - - - - 3 - - - - 632

Multilateral development banks - - - - - - - - - - - -

International organisations - - - - - - - - - - - -

Institutions - 6 - - 5 - 240 - - - - 251

Corporate customers - - - 2,086 - - - - - - - 2,086

Retail customers - - - - - - - - - - - -

Exposures secured by real property - - - - - - - - - - - -

Past due items and excesses - - - - - - - - - - - -

Covered bonds - - - - - - - - - - - -

Securitisation positions - - - - - - - - - - - -

Unit trusts - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - - -

Standardised approach for credit risk, total 23,108 21,839 432 2,086 10,673 - 259 - - - - 58,397

Total credit exposure (EAD) 23,243 22,074 1,325 2,112 10,864 19 262 - - - - 59,899



162 Danske bank / RISK MANAGEMENT 2011 / AppENdIx

Credit exposure (ead) Covered by guarantors or Credit derivatives, by rating Category of Counterparty

at 31 December 2010 (Dkk millions) 1 2 3 4 5 6 7 8 9 10 11 total

IRB approach:

Institutions 787 256 129 24 21 19 42 - - - - 1,278

Corporate customers 60 - 1,074 - - - - - - - - 1,134

Retail exposures secured by real property - - - - - - - - - - - -

Qualifying revolving retail exposures - - - - - - - - - - - -

Other retail exposures - - - - - - - - - - - -

Securitisation - - - - - - - - - - - -

Other non-credit-obligation assets - - - - - - - - - - - -

IRB approach, total 847 256 1,203 24 21 19 42 - - - - 2,412

Standardised approach for credit risk:

Central governments and central banks 26,666 21,182 140 126 815 - 6,406 4 - - - 55,339

Regional governments and local authorities - 74 5 - - - - - - - - 79

Other public entities 650 - - - - - - - - - - 650

Multilateral development banks - - - - - - - - - - - -

International organisations - - - - - - - - - - - -

Institutions - 36 7 - - - 1,329 - - - - 1,372

Corporate customers - - - - - - 150 - - - - 150

Retail customers - - - - - - 9 - - - - 9

Exposures secured by real property - - - - - - - - - - - -

Past due items and excesses - - - - - - - - - - - -

Covered bonds - - - - - - - - - - - -

Securitisation positions - - - - - - 1,089 - - - - 1,089

Unit trusts - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - - -

Standardised approach for credit risk, total 27,316 21,292 152 126 815 - 8,983 4 - - - 58,688

Total credit exposure (EAD) 28,163 21,548 1,355 150 836 19 9,025 4 - - - 61,100
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Credit exposure (ead) Covered by guarantors or Credit derivatives, by rating Category of Counterparty

at 31 December 2010 (Dkk millions) 1 2 3 4 5 6 7 8 9 10 11 total

IRB approach:

Institutions 787 256 129 24 21 19 42 - - - - 1,278

Corporate customers 60 - 1,074 - - - - - - - - 1,134

Retail exposures secured by real property - - - - - - - - - - - -

Qualifying revolving retail exposures - - - - - - - - - - - -

Other retail exposures - - - - - - - - - - - -

Securitisation - - - - - - - - - - - -

Other non-credit-obligation assets - - - - - - - - - - - -

IRB approach, total 847 256 1,203 24 21 19 42 - - - - 2,412

Standardised approach for credit risk:

Central governments and central banks 26,666 21,182 140 126 815 - 6,406 4 - - - 55,339

Regional governments and local authorities - 74 5 - - - - - - - - 79

Other public entities 650 - - - - - - - - - - 650

Multilateral development banks - - - - - - - - - - - -

International organisations - - - - - - - - - - - -

Institutions - 36 7 - - - 1,329 - - - - 1,372

Corporate customers - - - - - - 150 - - - - 150

Retail customers - - - - - - 9 - - - - 9

Exposures secured by real property - - - - - - - - - - - -

Past due items and excesses - - - - - - - - - - - -

Covered bonds - - - - - - - - - - - -

Securitisation positions - - - - - - 1,089 - - - - 1,089

Unit trusts - - - - - - - - - - - -

Other items and non-credit-obligation assets - - - - - - - - - - - -

Standardised approach for credit risk, total 27,316 21,292 152 126 815 - 8,983 4 - - - 58,688

Total credit exposure (EAD) 28,163 21,548 1,355 150 836 19 9,025 4 - - - 61,100
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Section 22.e-g (CRD, annex XII, part 3, point 2(e)-2(g))  

Credit exposure (ead) seCured on Collateral reCeived (after volatility adjustment)

at 31 December 2011 (Dkk millions) guarantees
Credit  

derivatives

Eligible  
f inancial  

collateral Real property
other eligible 

collateral total

IRB approach:

Institutions 546 - 189 2,080 27 2,841

Corporate customers 955 - 13,421 231,195 42,280 287,852

Retail exposures secured by real property - - - 495,677 - 495,677

Qualifying revolving retail exposures - - - - - -

Other retail exposures - - 6,230 - 33,871 40,101

Securitisation - - - - - -

Other non-credit-obligation assets - - - - - -

IRB approach, total 1,501 - 19,840 728,952 76,178 826,471

Standardised approach for credit risk:

Central governments and central banks 55,359 - 6 - - 55,366

Regional governments and local authorities 69 - - - - 69

Other public entities 633 - - - - 633

Multilateral development banks - - - - - -

International organisations - - - - - -

Institutions 251 - - - - 251

Corporate customers 2,086 - 915 - - 3,001

Retail customers - - 1,086 - - 1,086

Exposures secured by real property - - - 96,011 - 96,011

Past due items and excesses - - 20 2,800 - 2,820

Covered bonds - - - - - -

Securitisation positions - - - - - -

Unit trusts - - - - - -

Other items and non-credit-obligation assets - - - - - -

Standardised approach for credit risk, total 58,398 - 2,027 98,811 - 159,236

Total credit risk (EAD) 59,899 - 21,867 827,764 76,178 985,707
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at 31 December 2010 (Dkk millions) guarantees
Credit deriva-

tives
Eligible finan-
cial collateral Real property

other eligible 
collateral total

IRB approach:

Institutions 1,278 - 222 2,025 1,888 5,413

Corporate customers 1,134 - 11,801 258,621 62,749 334,305

Retail exposures secured by real property - - - 535,720 - 535,720

Qualifying revolving retail exposures - - - - - -

Other retail exposures - - 5,875 - 32,916 38,791

Securitisation - - - - - -

Other non-credit-obligation assets - - - - - -

IRB approach, total 2,412 - 17,898 796,366 97,553 914,229

Standardised approach for credit risk:

Central governments and central banks 55,339 - 1 - - 55,340

Regional governments and local authorities 79 - - - - 79

Other public entities 650 - - - - 650

Multilateral development banks - - - - - -

International organisations - - - - - -

Institutions 291 1,081 - - - 1,372

Corporate customers - 150 1,670 - - 1,820

Retail customers - 9 992 - - 1,001

Exposures secured by real property - - - 102,015 - 102,015

Past due items and excesses - - 10 2,613 - 2,623

Covered bonds - - - - - -

Securitisation positions - 1,089 - - - 1,089

Unit trusts - - - - - -

Other items and non-credit-obligation assets - - - - - -

Standardised approach for credit risk, total 56,359 2,329 2,673 104,628 - 165,989

Total credit risk (EAD) 58,771 2,329 20,571 900,994 97,553 1,080,218

Section 23 (CRD, annex XII, part 3, point 3)
Not relevant because the Group uses the standardised approach for operational risk.
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