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aBout tHis RepoRt
seB is committed to maintaining public transparency with regards to its business, financial 
performance and risks. Extensive information is provided in financial reports, including Annual 

Reports of SEB banka, quarterly Interim Reports and quarterly Fact Books. In this report – Capital 
Adequacy and Risk Management Report (Pillar 3) – SEB banka provides additional detailed 

information on its risk management and capital adequacy.

aBout pillaR 3

The purpose of Pillar 3 is to allow for market discipline to 
supplement the regulation of banks. The Basel Committee of 
Banking Supervision (BCBS) set out, in its Basel II framework 
(2004), a concept of three-pillars for banking regulation:
Pillar 1 – minimum capital requirements to meet credit, market and 

operational risks;
Pillar 2 – supervision review process, and the bank’s internal 

process for assessing overall capital and liquidity 
adequacy in accordance with its risks, and

Pillar 3 – market discipline, enabled by disclosures.

Pillar 3 entails extended disclosures by banks with regard to 
capital adequacy and risk management, in order to allow investors 
and other market participants to understand the risk profiles of 
individual banks.

aBout Basel iii and CRd iV/ CRR

In 2010–2011 the Basel Committee of Banking Supervision set 
out Basel III, the third instalment of its recommendations on 
banking regulations. The Basel III standards introduced much 
more stringent capital requirements for banks and introduced 
new requirements for liquidity risks and leverage. Basel III was 
implemented in the European Union in revised EU legislation, 
comprising a Capital Requirements Directive (CRD IV) and Capital 
Requirements Regulation adopted by the European Parliament in 
2013. The CRR applied throughout the EU from 1 January 2014.

The major changes introduced by CRR (EU Regulation  
No. 575/2013) / CRD IV (Directive No. 2013/36/EU, are as follows: 

definition of Capital

– New regulations for the available Tier 1 and 2 capital instruments
– More stringent requirements for Common Equity Tier 1 (CET1) 

capital
– Tier 3 capital instruments no longer eligible.

Capital Requirements

– More stringent solvency ratio requirements, with transition rules 
for implementation in EU

– Capital buffers– (counter-cyclical capital buffer, capital 
conservation buffer and systemic risk buffer).

liquidity Risk

– Requirements for liquidity coverage ratio (LCR) and net stable 
funding ratio (NSFR), with transition rules for implementation in 
the EU

– Monitoring tools to support supervisory aspects of liquidity risk.

Counterparty Credit Risk

– Capital charge for credit valuation adjustments
– New collateral management requirements
– Incentives to use central clearing parties and clearing houses.

leverage risk

– Introduction of a leverage ratio to limit excessive indebtedness of 
banks and their use of off-balance leverage products.

pillars 2 and 3

– Raising standards of prudential supervision and market 
discipline.

Basis FoR seB Banka pillaR 3 RepoRt

The Pillar 3 report is prepared in accordance with the requirements 
of EU and Latvia regulation, in particular the CRR (EU Regulation 
No. 575/2013, Part 8), European Banking Authority (EBA) 
Implementing Technical Standards (ITS) with regard to disclosure 
of own funds (EU Regulation No. 1423/2013), and the Financial 
and capital market commission (FCMC) regulations on disclosure 
requirements. 

Together with the Annual Report, this report provides information 
on SEB banka material risks as part of the Pillar 3 framework, 
including details on the risk profile of SEB banka and business 
volumes by customer categories and risk classes, which form the 
basis for the calculation of the capital requirement. The Pillar 3 
report complements the Annual Report with additional information, 
and is intended to be read in conjunction with the Annual Report; 
in particular the Annual Report sections entitled Risk, Liquidity 
and Capital Management, as well as the Notes to the Financial 
Statements. 

The Pillar 3 report is based upon the SEB banka consolidated 
situations of 31 December 2015. The SEB banka consolidated 
situation represents the regulatory scope of consolidation 
according to CRR, established for the purpose of prudential 
supervision, and not differs from SEB banka consolidated financial 
statements as set out in the Annual Report. 

The SEB banka consolidated situation is based upon its financial 
position established by the accounting policy of SEB banka, in 
accordance with the International Financial Reporting Standards 
(IFRS) and interpretations of those standards as adopted by the 
European Commission. The significant accounting policies of SEB 
banka are presented in the Annual Report, Note 1– Summary of 
significant accounting policies.

The information in this report is not required to be, and has not 
been subject to external audit.
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as seB Banka 
and tHe CoMposition  
oF its Consolidation 

gRoup
AS SEB Banka is a joint stock company registered in the Republic of Latvia. The bank and its subsidiaries operate in the area of banking and 
financial services. The parent company of the bank is a Swedish registered bank Skandinaviska Enskilda Banken AB. 

The risk management of SEB banka is an integrated constituent part of the SEB Group risk management system – risk management policy, 
risk analysis methods and instruments have been approved, as well as the limits of significant risk have been approved and are controlled 
at the level of SEB Group. The operative control of the risk level and determined limits is ensured by a structured risk limit system, which 
includes all main types of risks.

table 1.  Composition of consolidation

name of Commercial Company type of Commercial Company
share in the equity 
capital (%)

share of voting rights in the 
commercial company (%)

substantiation for inclusion 
in the group

AS „SEB banka” Bank Parent company

SIA „SEB līzings” Other financial institution 100% 100% Subsidiary 

IP AS „SEB Wealth Management”
Investment & pension fund 
management

100% 100% Subsidiary

AS „SEB atklātais pensiju fonds” Pension fund 100% 100% Subsidiary

Each structural unit, either the bank or the subsidiaries, is accountable for the risks that the operation thereof is exposed to, as well as each 
requires resources to identify and control the existing and possible risks.

table 2.  Consolidation treatments

subsidiary
ownership, 
%

accounting consolidation 
treatment

prudential consolidation 
treatment

SIA „SEB Līzings” 100%

IP AS „SEB Wealth Management” 100%

AS „SEB atklātais pensiju fonds” 100%
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Risk ManageMent
Managing risks is a core activity in a bank and fundamental to long-term profitability and stability. 

Risk is closely related to business activities and business development and, therefore, to customer needs. 
Credit risk is the most significant of the risks that SEB assumes  
by providing financial solutions and products to the customers.

 Risk ManageMent FRaMeWoRk

SEB’s profitability is directly dependent 
upon its ability to evaluate, manage 
and price the risks encountered, while 
maintaining an adequate capitalisation 
and liquidity to meet unforeseen events. 
To secure the banks financial stability, risk 
and capital related issues are identified, 
monitored and managed at early stage. They 
also form an integral part of the long term 
strategic and business planning process. 

SEB applies a robust framework for its risk 
management, with independent risk control, 
credit analysis and credit approval functions 
supported by advanced internal models. 
The cornerstones of SEB risk and capital 
management are Council supervision, 
an explicit decision making structure, 
a high level of risk awareness among 
staff, common definition and principles, 
controlled risk-taking within established 
limits and a high degree of transparency 
in external disclosures. SEB’s risk culture is 
based on long experience, strong customer 
relationships and sound banking principles, 
and provides a solid foundation for the 
bank’s risk governance.

Risk tolerance

The Council is responsible for setting the 
maximum acceptable levels of risks to be 
taken by the SEB. This is formulated in 
the Risk Tolerance Statement, which is 
reviewed annually in connection with the 
annual approval of the bank’s business plan 
and applies to the entire group. The Risk 
Tolerance Statement represents a long-term 
view of the boundaries within which

 

the Council expects the bank to operate. In 
order to monitor that SEB operates within the 
set limits, the Management Board and the 
Risk Committee has established a framework 
of risk measures for the group, divisions, and 
business areas within the boundaries of the 
risk tolerance. SEB’s risk profile in relation 
to the risk tolerance is monitored and 
followed up regularly by Risk department 
and presented to the Risk Committee, the 
Management Board and ALCO. 

 SEB shall have a high quality credit 
portfolio as well as a robust credit 
culture based on long-term relationships, 
knowledge about the customers and with 
focus on repayment ability

 SEB shall achieve low earnings volatility 
by generating revenue based on 
customer-driven business

 SEB shall strive to mitigate operational 
risks in all business activities and 
maintain the bank’s excellent reputation

 SEB shall have a soundly structured 
liquidity position, a balanced wholesale 
funding dependence and sufficient liquid 
reserves to meet potential net outflows in 
a stressed scenario

 SEB shall maintain satisfactory 
capital strength in order to sustain its 
aggregated risks and guarantee the 
bank’s long-term survival and position as 
a financial counterparty while operating 
safely within regulatory requirements and 
meeting rating targets.

three lines of defence 

As the first line of defence, the business units 
are responsible for the risks that arise in their 
operations. The business units are responsible 
for making the initial risk assessment both of 
the customer relationship and the individually 
proposed transactions. Larger transactions 
are then reviewed by the risk organisation. The 
business units are responsible for ensuring that 
activities are in compliance with applicable 
rules. The business is supported by group-wide 
rules and policies and an established deci si on-
making hierarchy. The risk and compli an ce orga -
ni sations constitute the second line of defence 
and are independent from the business.

The risk organisation is responsible for 
identifying, measuring, controlling and 
reporting risks. Risks are measured both 
on a detailed and aggregated level. SEB 
has approval from the Swedish Financial 
Supervisory Authority’s (SFSA) to use advanced 
risk measurement models for calculating 
capital requirements for a majority of the credit 
portfolio as well as for operational risk. Risks 
are controlled through limit structures, both 
at the transactional and portfolio levels. Asset 
quality in the credit portfolio is monitored 
and analysed continuously, among other 
ways through stress testing. The compliance 
organization ensures compliance quality 
and focuses on compliance issues, such as 
legal risk, implementation of new regulatory 
requirements and internal controls.

The quality of risk management is reviewed on 
a regular basis by internal audit – the third line 
of defence.

  Risk goVeRnanCe

The Council defines the principles for 
management, reporting and control of risks 
in a comprehensive policy framework. The 
risk policies are supplemented by instructions 
issued by the Management Board. A 
comprehensive risk management governance 
structure ensures that policies approved by 
the Council are effectively complied with in all 
of SEB’s risk-taking activities.

The Council has the ultimate responsibility 
for the risk organisation and for the 
maintenance of satisfactory internal control, 
including appointment of the Chief Risk 
Officer (CRO). The Council establishes the 
overall risk and capital policies and monitors 
the development of risk exposure.

The Council’s Risk Committee works to 
ensure that all risks inherent in the Group’s 
activities are identified, defined, measured, 
monitored and controlled in accordance with 
external and internal rules.

Responsibility for daily risk management 
within SEB rests with the divisions, treasury 
function and support functions. Each of 
these have dedicated risk management 
organisations or, in the case of certain 
support functions, a dedicated risk manager. 

The CRO is responsible for monitoring all of 
the risks in the Group, primarily credit risk, 
market risk, operational risk and liquidity risk 
and to this end manages units responsible 
for credit approval, risk

aggregation and reporting and risk control, 
together referred to as the CRO Function. 
The risk control unit works closely with the 
business operations within each division 
and at each site while maintaining its 
independence as part of the CRO Function.

Subordinated to the Council and Management 
Board are committees with mandates to make 
decisions depending upon the type of risk. The 
Asset and Liability Committee is a decision-
making, monitoring and consultative body that 
handles financial stability, the trade-off between 
financial reward and risk appetite, strategic 
capital and liquidity issues (including internal 
funds transfer pricing), balance sheet structure 
and development and financing issues.

Risk toleRanCe stateMents in BRieF
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Capital ManageMent
in competing for customers and business, SEB banka takes various types of risks in line with 
the bank’s strategy and business plan. In order to sustain these risks and guarantee SEB banka’s 

long-term survival, the bank must maintain satisfactory capital strength. At the same time  
SEB must balance the trade-off between financial reward and overall risk tolerance.

  Capital ManageMent and Capital adequaCy

In its capital planning, SEB considers the following dimensions:

1. regulatory: the minimum capital levels and supervision 
expectations that the banks operate safely above the minimum 
level, established by the EU directives on capital adequacy;

2. access to debt investors: the capitalisation level required to 
support a certain rating level in order to reach a debt investor 
base necessary for conducting’s SEB’s business activities; 

3. access to financial products: the capital level required by 
corporate clients and other counterparties to facilitate the bank’s 
activity in capital markets, including derivatives and foreign 
exchange;

4. optimal return on equity: the balance between the shareholders 
expected return on capital and risks taken.

The Board of Management sets SEB banka’s capital target based 
on the regulatory requirements and internal views of capital needs. 
Currently capital target is to maintain a Common Equity Tier 1  
(CET 1) capital ratio of 100 basis points above the ECB 
requirements.

Regulatory capital requirements

The regulatory capital requirements have evolved in the last 
few years, both in terms of which risks that are covered and in 
terms of the capital base components. The current regulatory 
requirement is split into Pillar 1 – general minimum requirements 
for all institutions – and Pillar 2 requirements which are based on 
individual assessment of each institution. 

The countercyclical buffer in Latvia is currently 0% and will not be 
changed during 2016.

internal capital adequacy assessment process 

The internal capital adequacy assessment process (ICAAP) 
encompasses SEB’s internal views on material risks and their 
development as well as risk measurement models, risk governance 
and risk mitigants. It is linked to overall business planning and 
establishes a strategy for maintaining appropriate capital levels. 
Together with continuous monitoring and reporting on capital 
adequacy to the Board, this ensures that the relationship between 
shareholder’s equity, economic capital, regulatory and rating-based 
requirements are managed so that the survival of the bank is not 
jeopardised. Thus, the ICAAP is integrated with SEB’s business 
planning, internal governance framework and its internal control 
systems. The Chief Financial Officer is responsible for the ICAAP. 
The process is run by the treasury function with input from the risk 
and finance organisations. 

SEB’s capital planning covers the strategic planning horizon 
and projects economic and legal capital requirements, as well 
as available capital resources and relevant ratios. It is forward-
looking, taking into account current and planned business volumes. 
The capital plan is stress tested to potential down-turns in the 
macroeconomic environment, to strategic risk factors identified in 
the business planning and to other relevant scenarios. The capital 
plan is established annually, and updated as needs arise during the 
year. 

The ICAAP is used as the regulatory supervisors to annually assess 
SEB banka in accordance with the parameters of the Supervisory 
Review and Evaluation Process (SREP), including the bank’s capital 
adequacy, risk measurement models and risk governance, among 
other things. The ECB concluded in its latest SREP that SEB banka 
is sufficiently capitalised and adequately measures and manages 
risks. 

economic capital

SEB uses an economic capital to internally assess the capital 
requirement. The model is similar to Basel III rules for capital 
adequacy in that many of the underlying risk components are 
the same. However, it is not fully comparable with the estimated 
capital requirements published by the ECB due to differences 
in assumptions and methodologies. The economic capital is 
calculated with one-year horizon and based on a confidence level 
of 99.97 per cent, which is equivalent to the capital requirement 
for a very high credit rating. Diversification effects between 
risk types reduces the total amount of economic capital, since 
unexpected losses requiring capital buffers are not likely to occur 
simultaneously for all risk types. The capital and other financial 
resources which can absorb unexpected losses are referred to as 
available capital. As of 31 December 2015, the internally assessed 
capital requirement in economic capital terms amounted to 
EUR 170 400 thousands for the SEB banka, of which credit risk 
accounted for the largest part. Available capital amounted to EUR 
391m, which shows that SEB banka is well capitalised in relation to 
its risks.

table 3.  economic capital for seB banka

euR, thousands 2015 2014

Credit risk 120 800 140 000

Market risk 10 000 2 800

Operational 12 000 13 100

Business risk 27 600 20 200

total economic capital 170 400 176 100
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Capital allocation 

In addition to ensuring that SEB has an adequate capital buffer, 
capital management also ensures that capital is used where it 
can generate the best risk-adjusted returns. Capital is managed 
centrally, meeting also local requirements as regards statutory and 
internal capital. 

SEB employs an internal capital allocation framework for measuring 
risk and profitability. The basis for this framework, called business 
equity, is similar to regulatory capital models including Pillar 2 
requirements and is calibrated with SEB’s capital targets. The 
business equity framework allocates the total level of capital 
needed to maintain a desired capital adequacy to the business 
units in proportion to risks undertaken. Thus business equity is a 
risk measure, since individual transactions are allocated business 
equity in proportion to their risks. A clear governance process is in 
place for capital injections from the parent bank to subsidiaries. 

There are several ongoing regulatory considerations that could 
have an impact on the composition and level of SEB’s capital base 
going forward.
 The Basel Committee plans to address the issue of variability 

of risk exposure amounts among banks by introducing capital 
floors and greater restrictions on modelling parameters and 
assumptions during 2016. SEB is actively participating in 
discussions on this issue.

 Fundamental Review of the Trading Book is expected to be 
implemented in 2019. The framework was finalised by the Basel 
Committee in January 2016 and covers measuring and reporting 
regulatory capital for market risk. The effect on SEB’s capital 
requirement is being reviewed.

 A new accounting principle, IFRS9, will be implemented in 2018, 
in which loan loss provisions will move from an ‘incurred loss’ 
concept to a ‘probable future loss’ for all exposures. Expected 
effects include a one-off deduction from capital when the 
requirement is implemented as well as increased volatility in net 
profit going forward.

 The Basel Committee has proposed revisions to the standardised 
approach for operational risk and is also expected to go forward 
with a proposal to remove the Advanced Measurement Approach 
(AMA) for operational risk from the regulatory framework. The 
effect of this removal for the AMA banks, SEB included, is still 
uncertain.

 The EU’s Bank Recovery and Resolution directive was 
implemented in February 2016. It sets the crisis management 
procedure for failing banks in terms of capital, bailing-in or 
selling assets, and using resolution funds. It also covers the 
minimum requirements on banks’ total loss absorbing capacity 
and requirements that certain debt investors shall absorb losses 
in certain circumstances.

 The leverage ratio requirement of the Basel III framework (a non-
risk based requirement) is a ratio between Tier 1 capital and total 
assets. It is being reviewed during an observation period, with a 
view to migrating it to a Pillar 1 requirement in 2018.

  stRess testing

SEB views the macroeconomic environment as the major driver of 
risk to the bank’s earnings and financial stability. To arrive at an 
appropriate and comprehensive assessment of the bank’s financial 
strength, both the expected development of the economy as well as 
stressed scenarios representing more severe conditions are taken 
into consideration. Stress testing is used to assess an extra safety 
margin over and above the formal capital model requirements, 
covering, for example, the potential of a sharp decline in the 
macroeconomic environment.

Using recession scenarios and contrasting them to the base 
scenario underlying the established financial plan, the stress 
testing framework projects the risk level in relation to available 
capital resources. In the stressed scenarios, projected earnings for 
future years are lowered, credit losses are increased (considering 
both collective and specific impairments), and average risk weights 
in credit portfolios are increased due to risk class migration. The 
testing framework uses historical experience (such as the Swedish 
banking crisis in the early 1990s and crises comparable to the one 
experienced in the Baltic countries in recent years) and internal 
statistics to quantify the level of stress that the base scenario 
should be exposed to.

SEB typically works with different stress test scenarios designed 
to reflect both probable and hypothetical scenarios. The probable 
scenarios have a sufficient connection with historical observation 
to enable calculation of the likely effect, whereas the hypothetical 
scenarios represent more tail events where historical data is 
scarce or not available. Care is taken to ensure that the economic 
parameters fit with each other. A full stress test contains a number 
of scenarios where more probable outcomes for certain parameters 
are combined with hypothetical events for other parameters.

Performing this kind of stress testing constitutes an important part 
of SEB’s process for capital assessment over the long-term planning 
horizon. Available and required capital is computed, contingent 
on the stressed environment, for each year in the scenarios. This 
makes it possible to assess SEB’s financial strength under even 
more adverse conditions than those assumed in financial plans. 
Stress test scenarios and results are discussed in the Group Risk 
Committee and the Group Asset and Liability Committee. The risk 
function is responsible for the stress test methodologies. 

In addition to the internal stress tests, SEB’s capital adequacy is 
regularly stress tested by the regulatory supervisors.

neW RegulatoRy RequiReMents

Capital ManageMent



seB in latVia. pillaR 3 disClosuRes, 2015 8

SEB’s stress testing framework covers all main risk types:
Credit risk Key economic criteria from recession scenarios are correlated with historical observed default data used in the average through-
the-cycle credit models. In the stressed scenarios, credit losses increase and average risk weights are impacted by worsening risk classes 
due to assumed risk class migrations. Both internal and external default and loss data are used together with historical and scenario 
macroeconomic data to predict the effect on the bank’s existing credit portfolio considering default rates and loss levels by country and by 
portfolio. In this way, the sensitivity of different parts of the portfolio can be identified, enabling the bank to manage risk more effectively. 
The effect of large exposures is also handled by simulating the effect of default by one or more of these despite their investment grade 
rating.
Market risk SEB uses both historical and forward-looking scenarios to stress test its portfolios. The scenarios are reviewed regularly and are 
part of SEB’s market risk tolerance framework. The stress tests cover the main risk factors relevant to SEB’s portfolios.
Operational risk Key economic criteria from recession scenarios are correlated with historically observed operational losses both in SEB and 
externally to produce an expected loss for each adverse scenario. Idiosyncratic, highly unlikely scenarios, e.g. a rogue trader event, are also 
run as special cases to contrast their effect both during mild and severe recessions.
Business risk / funding risk Key economic criteria from recession scenarios are correlated with historically observed trading and fee income 
levels together with projections of likely costs. Net interest income levels are estimated using the scenario interest rate and credit spread 
data. Overall, the result in most scenarios is a reduction of operating profit before credit, market and operational risk losses.

  Capital paRaMeteRs

The enclosed table reflects the data (own capital, exposure values, capital parameters) in accordance with the requirements of Basel III.

table 4.  Capital parameters

euR, thousands
31.12.
2015.

31.12.
2014.

own funds

Common equity Tier 1 capital 390 789 381 557

Tier 1 capital 390 789 381 557

Total own funds 390 789 381 557

own funds requirements

Total risk exposure amounts 1 707 690 2 055 084

Total own funds requirements 136 615 164 407

Common equity Tier 1 Capital ratio 22.88% 18.57%

Tier 1 capital ratio 22.88% 18.57%

Total capital ratio 22.88% 18.57%

Ratio of own funds to own funds requirements 2.86 2.32

Minimum common equity Tier 1 capital and capital conservation buffer parameter 7% 7%

→ Capital conservation buffer requirement 2.5% 2.5%

Common equity Tier 1 capital available for covering the capital conservation buffer (1) 18.38% 14.07%

transitional floor 80% of capital requirements according to Basel i

Minimum equity requirements in accordance with Basel I 144 022 149 655

Own funds according to Basel I 404 330 407 366

Ratio of own funds to own funds requirements Basel I 2.81 2.72

leverage ratio

Total exposition for the calculation of leverage ratio 3 850 514 3 987 545

→ balance positions 3 613 803 3 689 653

→ off-balance positions 236 711 297 892

Leverage ratio 10.15% 9.57%

(1) Minimum common equity Tier 1 capital parameter is 4.5%, without capital conservation buffer. Minimum own capital parameter is 8%.

Capital ManageMent
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table 5.  own funds 

euR, thousands
31.12.
2015.

31.12.
2014.

own funds 390 789 381 557

Common equity Tier 1 capital 390 789 381 557

Common equity Tier 1 capital instruments 150 356 150 356

→ paid up share capital 145 283 145 283

→ share premium 5 073 5 073

Retained profit of previous years brought forward 259 120 259 208

Accumulated other comprehensive income 13 321 5 105

Other reserves 290 290

Common equity Tier 1 capital adjustments – prudential filters (2 261) (1 957)

→ actual gains or losses of value that arise from own credit risk of the institution in connection with the liabilities arising from their derivative 
instruments 

(1 901) (1 766)

→ value adjustments due to the requirements for prudent valuation (-) (360) (191)

Intangible assets (7 055) (3 940)

Excess of projected loss over general and specific credit risk corrections and additional value adjustments (14 989) (22 400)

Other transitional adjustments of common equity Tier 1 capital (7 993) (5 105)

total risk exposure amount 1 707 690 2 055 084

Capital ratios and capital levels

Common equity Tier 1 capital ratio 22.88% 18.57%

Common equity Tier 1 capital surplus (+)/ deficit (-) 313 943 289 078

Tier 1 capital ratio 22.88% 18.57%

Tier 1 capital surplus (+)/ deficit (-) 288 328 258 252

Total capital ratio 22.88% 18.57%

Total capital surplus (+)/ deficit (-) 254 174 217 150

total capital reserves requirement 2.5% 2.5%

Capital conservation buffer (%) 2.5% 2.5%

Capital conservation buffer 42 692 51 377

exemptions in connection with deductions from common equity tier 1 capital positions

Deferred tax assets, the implementation of which depends on the future profit and which arise from temporary differences caused by time shifts 542 4 022

transitory regulations – correction for deductions

Unrealised profit that has been assessed according to the actual value (7 993) (5 105)

Capital ManageMent
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table 6.  Balance positions

euR, thousands 31.12.
2015.

31.12.
2014.

assets

Cash and balances with the Bank of Latvia 765 093 712 537

Balances due from banks 76 738 196 800

Loans and advances to customers 2 393 950 2 485 115

Trading securities - -

Securities designated at fair value through profit or loss 142 800 75 096

Investment securities available-for-sale 13 790 23 361

Derivative financial instruments 100 815 45 543

Investments in associated entities - -

Intangible assets 7 055 3 940

Property and equipment 9 723 9 935

Current income tax assets - 45

Deferred income tax assets 759 4 244

Other assets 27 561 37 607

total assets 3 538 284 3 594 223

liabilities

Balances due to banks 836 194 986 464

Due to customers   2 111 977 2 089 664

Derivative financial instruments 101 208 45 673

Current income tax liability 615 33

Deferred income tax liability 217 222

Other liabilities 28 163 32 611

total liabilities 3 078 374 3 154 667

equity

Share capital 145 283 145 283

Share premium 5 073 5 073

Other reserves 289 289

Revaluation reserve on investment securities available-for-sale 13 322 5 105

Revaluation reserve of long term financial investments 1 770 1 454

Retained profit 294 173 282 352

→ Retained profit of previous years brought forward 259 120 259 208

→ Retained profit of the reporting year 35 053 23 144

total equity 459 910 439 556

total liabilities and equity 3 538 284 3 594 223

Capital ManageMent
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table 7.  Capital instruments’ main features

31.12.2015.

1 Issuer
AS SEB Banka 

reg.No 40003151743

2 Unique identifier (e.g. CUSIP, ISIN or Bloomberg identifier for private placement SE0000148884

3 Governing law(s) of the instrument
The Commercial Law of the Republic 

of Latvia

Regulatory treatment

4 Transitional CRR rules Common equity Tier1 capital

5 Post-transitional CRR rules Common equity Tier1 capital

6 Eligible at solo/(sub-)consolidated/solo & (sub-)consolidated Solo & consolidated

7 Instrument type (types to be specified by each jurisdiction) Shares

8 Amount recognised in the regulatory capital EUR 145 283k

9 Nominal amount of instrument
103 774k one category shares with 

equal voting rights

9a Issue price
The nominal value of all shares of the 

Bank is EUR 1.40

9b Redemption price N/A

10 Accounting classification Shareholder’s own funds

11 Original date of issuance 28.09.1993.

12 Perpetual or dated Perpetual

13 Original maturity date Perpetual

14 Issuer call subject to prior supervisory approval NO

15 Optional call date, contingent call dates, and redemption amount N/A

16 Subsequent call dates, if applicable N/A

Coupons / dividends

17 Fixed or floating dividend/coupon Fixed, annually payments

18 Coupon rate and any related index N/A

19 Existence of a dividend stopper NO

20a Ar pilnu rīcības brīvību, ar daļēju rīcības brīvību vai obligāti (laika ziņā) Mandatory

20b Fully discretionary, partially discretionary or mandatory (in terms of amount) Mandatory

21 Existence of step up or other incentive to redeem NO

22 Noncumulative or cumulative N/A

23 Convertible or non-convertible Non-convertible

24 If convertible, conversion trigger (s) N/A

25 If convertible, fully or partially N/A

26 If convertible, conversion rate N/A

27 If convertible, mandatory or optional conversion N/A

28 If convertible, specify instrument type convertible into N/A

29 If convertible, specify issuer of instrument it converts into N/A

30 Write-down features NO

31 If write-down, write-down trigger (s) N/A

32 If write-down, full or partial N/A

33 If write-down, permanent or temporary N/A

34 If temporary write-down, description of write-up mechanism N/A

35 Position in subordination hierarchy in liquidation (specify instrument type immediately senior to instrument) N/A

36 Non-compliant transitioned features NO

37 If yes, specify non-compliant features N/A

Disclosure according to Article 3 in Commission regulation (EU) No 1423/2013

Capital ManageMent



seB in latVia. pillaR 3 disClosuRes, 2015 12

table 8.  own funds requirement

euR, thousands

31.12.2015. 31.12.2014.

Risk exposure 
amount

own funds 
requirement (3)

Risk exposure 
amount

own funds 
requirement (3)

Credit risk, standardised approach

Exposures to central municipalities and central banks 16 174 1 294 - -

Exposures to regional municipalities and local authorities - - 4 -

Exposures to institutions - - - -

Exposures to commercial companies 3 176 254 819 66

Exposures to private persons or small and medium enterprises 45 359 3 629 42 581 3 406

Exposures secured by a mortgage of real estate 174 14 122 10

Exposures in default 1 663 133 2 581 206

Other positions 23 016 1 841 42 336 3 387

total credit risk by using standardised approach 89 562 7 165 88 443 7 075

Credit risk, internal ratings based approach

Exposures to institutions 47 052 3 764 74 645 5 972

Exposures to commercial companies 1 123 977 89 918 1 353 642 108 291

→ of which exposures to small or medium enterprises 671 235 53 699 815 754 65 260

→ of which exposures to specialised lending 8 430 674 22 827 1 826

→ of which exposures to large companies 444 312 35 545 515 061 41 205

Retail exposures (private persons or SMEs (4)): 286 530 22 922 364 317 29 145

→ of which retail exposures fully secured by real estate 212 220 16 978 277 202 22 176

→ of which qualifying revolving retail exposures 24 777 1 982 26 423 2 114

→ of which exposures to small or medium enterprises 27 476 2 198 36 954 2 956

→ of which other retail exposures 22 057 1 765 23 738 1 899

total credit risk by using the internal ratings based approach 1 457 558 116 605 1 792 604 143 408

Market risk

Position risk 413 33 150 12

Foreign currency risk 10 221 818 10 075 806

total market risk 10 634 851 10 225 818

operational risk

Advanced measurement approach 149 855 11 988 163 761 13 101

total operational risk 149 855 11 988 163 761 13 101

Credit value adjustment risk

Standardised method 81 7 51 4

total credit value adjustment risk 81 7 51 4

total 1 707 690 136 615 2 055 084 164 406

(3) In accordance with Regulation (EU) No. 575/2013, the own capital requirement is 8%
(4) Small or medium enterprises

Capital ManageMent
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CRedit Risk
Credit risk is the risk of loss due to the failure of an obligor  

to fulfil its obligations towards SEB.  
This definition also comprises counterparty risk from  

the trading operations, country risk and settlement risk.

  CRedit Risk ManageMent

The predominant risk in SEB is credit risk, which arises in lending 
activities and through commitments to customers, including large 
companies, small and medium enterprises, financial institutions, 
public sector organisations and private individuals. In addition 
to the credit portfolio, SEB’s credit exposure consists of debt 
instruments and repo.

Credit risk policy and approval process 

The main principle in SEB’s credit policy is that all lending shall be 
based on credit analysis and be proportionate to the customer’s 
cash flow and ability to repay. Customers shall be known to the 
bank and the purpose of the loan must be fully understood.

A credit approval of the loan is based on an evaluation of the 
customer’s creditworthiness and the type of credit. Relevant 
factors include the customer’s current and anticipated financial 
position and protection provided by covenants and collateral.  
A credit approval takes the proposed transaction into account as 
well as the customer’s total business with the bank. The process 
differs depending on the type of customer (e.g. retail, corporate 
or institutional), the customer risk level and the size and type 
of transaction. Independent and professional credit analysis 
is particularly important for large corporate customers. For 
households and small businesses, the credit approval process is 
often based on credit scoring systems. Every credit decision of 
significance requires approval from an independent credit officer.

Credit decisions are taken based on a hierarchical structure, with 
the Group Risk Committee being the highest credit granting body, 
with limited exceptions. Below the Group Risk Committee are 
Divisional Credit Committees, and in turn local credit committees 
depending on the location of the customer, with small approval 
authorities for certain specified bank officers. The approval 
mandates for each level are set on a risk adjusted basis using both 
quantitative and qualitative criteria. 

SEB’s credit policies reflect the bank’s approach to corporate 
sustainability as described in the Corporate Sustainability Policy, 
the Environmental Policy and the Credit Policy on Corporate 
Sustainability. Position statements on climate change, child labour 
and access to fresh water as well as industry sector policies are part 
of the credit granting process and are used in customer dialogues. 

Credit risk mitigation and collateral 

In the selection of a particular credit risk mitigation technique, 
consideration is given to its suitability for the product and customer 
in question, its legal enforceability, and on the experience and 
capacity to manage and control the particular technique. The most 
important credit risk mitigation techniques are pledges, guarantees 
and netting agreements.

 

The most common types of pledges are real estate, floating charges 
and financial securities. For large corporate customers, credit risk 
is commonly mitigated through the use of restrictive covenants in 
the credit agreements, including negative pledges. Independent 
and professional credit analysis is particularly important for this 
customer segment. A credit analysis function within the Corporate 
Banking division provides independent analysis and credit opinions 
to business units throughout the bank where relevant as well as to 
the credit committees.
All non-retail collateral values are reviewed at least annually by 
the relevant credit committees. Collateral values for watch-listed 
engagements are reviewed on a more frequent basis. The general rule 
is that the value of the collateral shall be calculated on the basis of 
the estimated market value of the asset with a conservative discount. 
The market value shall be documented by an independent external 
valuation or, when applicable, by a well justified internal estimate.

The general control process for various credit risk mitigation 
techniques includes credit review and approval requirements, 
specific credit product policies and credit risk monitoring and 
control. The value of both the exposure and the mitigating 
collateral are monitored on a regular basis. The frequency depends 
on the type of counterparty, the structure of the transaction and 
the type of collateral. The control process does differ among 
instruments and business units. 

limits and monitoring

To manage the credit risk for each individual customer or customer 
group, a limit is established that reflects the maximum exposure 
that SEB is willing to accept. Limits are also established for total 
exposure in countries in certain risk classes, certain customer 
segments and for settlement risks in trading operations.

SEB continuously reviews the quality of its credit exposures. All 
total limits and risk classes are reviewed at least annually by the 
credit approval body (a credit committee consisting of at least two 
bank officers as authorized by the SEB Group Credit Instruction). 
Weak and impaired exposures  are monitored closely and reviewed 
at least quarterly in terms of performance, outlook, debt service 
capacity and possible need of provisions. The objective is to 
identify, at an early stage, credit exposures with an elevated risk of 
losses and to work together with the customer towards a solution 
that enables the customer to meet its financial obligations and SEB 
to reduce or avoid credit losses. 

Loans where the contractual terms have been amended in favour 
of the customer due to the customer’s financial difficulties are 
referred to as forborne loans. Forbearance measures range from 
amortization holidays (the most common measure) to refinancing 
with new terms and debt forgiveness. Changes in contractual terms 
may be so significant that the loan is also considered impaired. A 
relevant credit approval body shall approve forbearance measures 
as well as the classification of the loan as being forborne or not.
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impairment provisioning process

Provisions are made for probable credit losses on individually 
assessed loans and for portfolio assessed loans. Loans to 
corporate, real estate and institutional counterparties are primarily 
individually assessed and specific provisions are made for 
identified impaired loans (individually assessed impaired loans). 
Loans that have been deemed to be impaired on an individual basis 
and which have similar characteristics are grouped together and 
assessed collectively for impairment. Valuations of loans to private 
individuals and small businesses are to a large extent made on a 
portfolio basis (portfolio assessed loans).

Credit portfolio analysis of and stress tests

The aggregate credit portfolio is reviewed and assessed regularly 
based on industry, geography, risk class, product type, size and 
other parameters. Thorough analysis is made on risk concentration 
in geographic and industry sectors as well as in single large names, 
both in respect of direct and indirect exposures and in the form of 
collateral and guarantees. 

Stress tests of the credit portfolio, including reverse stress tests, 
are performed regularly as a part of SEB’s annual internal capital 
adequacy assessment process. Specific analyses and stress tests of 
certain sectors or sub-portfolios are performed as required.

  MeasuRMent oF CRedit Risk 

internal risk class assignment system 

For non-retail segment SEB’s Risk class assignment (RCA) system 
is a central part of bank’s credit risk assessment of corporates, 
property management, financial institutions and specialised 
lending. The internal RCA system of SEB is a tool, which enables 
the division of risks in classes from 1 to 16, where risks with the 
lowest degree of default are categorised as class 1 and risk class 16 
represents defaulted counterparties according to the Basel Default 
Definition. The three risk classes prior to default are defined as 
“watch list” risk classes.

For the Basel retail segment, mainly mortgages and other retail 
exposures (private individuals and small businesses), SEB uses 
credit scoring systems when granting a credit and to estimate 
the probability of default for the customer, which than gets 
allocated to a PD pool of customers with the similar PDs. The most 
important factors of the credit scoring systems are measures of 
payment behaviour which is available for existing customers. New 
customers without a history in the bank are scored using publicly 
available information and well tested risk indicators. SEB uses local, 
customised credit scoring models for different product segments, 
as both data accessibility and customer characteristics normally 
vary by product. For IRB Advanced segments, the LGD and CCF are 
also modelled on both internal and external data.

The risk classes assigned by SEB RCA are directly applied for 
making any credit risk decision, as well as in the following areas:

→ setting of delegated credit approval limits
→ defining of Credit Policy boundaries
→ credit portfolio monitoring and management 
→ credit losses forecasting and provisioning
→ as an input to credit facility pricing 
→ as an input to calculation of SEB’s economic capital 
→ as an input to calculation of SEB’s risk exposure amount and 

regulatory capital.

SEB RCA system is based on both qualitative and quantitative risk 
analysis and assesses the counterparty’s financial risk and business 
risk profile, including environmental, social and governance 
aspects. Understanding repayment capacity by combining financial 
analysis and an assessment of ownership and management, and 
thorough knowledge of the customer’s business model are key 
components of SEB’s credit culture. In the RCA system the obligors 
risk profile is assessed against a set of descriptive definitions.  

Financial ratios, peer group comparison and scoring tools and 
through-the-cycle analysis are used to enhance the risk assessment 
of obligors. The result of the RCA system is reviewed by SEB’s 
credit granting authorities in conjunction with review of the obligor 
and facilities in each credit application. On a yearly basis, all 
RCA systems are reviewed and validated from a quantitative and 
qualitative perspective, including a use test.

Credit risk estimation

The methodology for calculating capital requirements and 
expected loss using the IRB approach addresses risk parameters, 
including Probability of Default (PD), Exposure at Default (EAD), 
Maturity (M) and Loss Given Default (LGD). 

Probability of default
SEB’s RCA system is primarily used to measure probability of 
default (PD), or the risk that a counterpart defaults on its payment 
obligations. The segment-specific risk class is mapped to a 
segment-specific PD scale, based on the historical default statistics 
of that segment. Statistical analysis confirms that SEB’s risk classes 
historically have shown differentiated patterns of default, e.g. 
worse risk classes display higher default ratios than better risk 
classes in both good and bad times, which supports the strength of 
risk differentiation capability of the RCA system. 

Through-the-cycle Probability of Default (TTC PD) estimates 
are derived from long term averages of internal historical 
observed default frequencies over one or more credit cycles 
including prudency buffers for uncertainty. Internal data has been 
supplemented with relevant external default/bankruptcy statistics 
to benchmark SEB’s internal time series and in order to predict a 
through-the-cycle level for each segment. 

The table below shows lower and upper TTC PD values for 
aggregates of SEB’s risk class segments, and displays an 
approximate relation to two rating agencies’ rating scales. Such 
relation is based on similarity between the method and the 
definitions used by SEB and these agencies to rate obligors. The 
mapping is based on SEB’s PD scale and S&P’s published long-
term default history per rating grade, which leads to a reasonable 
correspondence between SEB’s mapping of risk classes onto the 
S&P scale.

CRedit Risk



seB in latVia. pillaR 3 disClosuRes, 2015 15

table 9.  structure of risk class scale in pd dimension

lower pd Moody’s s&p

Investment grade 0.00% Aaa AAA

0.01% Aa AA

0.02% Aa AA

0.03% A A

0.06% A A

0.08% A A

0.12% Baa BBB

0.17% Baa BBB

0.24% Baa BBB

0.33% Baa BBB

On-going business 0.46% Ba BB

0.64% Ba BB

0.89% Ba BB

1.24% Ba BB

1.74% B B

2.43% B B

3.41% B B

5% B B

Watch list 7% B B

9% Caa CCC

13% Caa CCC

22% C C

40% C C

100% Default Default

For the Basel retail segment, the PD values are organised in PD 
pools to build pools of counterparties with similar risk behaviour. 
All PD pools are adjusted through-the-cycle and show historically 
differentiated patterns of default, e.g. worse risk class pools display 
higher default ratios than better risk class pools in both good and 
bad times, similar to the non-retail RCA system.

Loss given default and credit conversion factor
Loss given default (LGD) and Credit Conversion Factor (CCF) 
estimates are based on the Group’s historical data, together with 
relevant external data used, e.g., for credit cycle calibration. LGD 
represents an estimation of loss on an outstanding exposure in 
case of default and takes into account collateral provided, customer 
segment etc. SEB bases its estimates on internal and external 
historical experience from at least 11 years and specific details of 
each relevant transaction. LGD estimates are conservatively set to 
reflect the conditions in a severe economic downturn.

Exposure at default
Exposure at default (EAD) is measured in nominal terms (such as for 
loans, bonds and leasing contracts), as a percentage of committed 
amounts (undrawn credit lines, letters of credit, guarantees and 
other off-balance sheet exposures) through current market values 
plus an amount for possibly increased exposure in the future, net 
of any eligible collateral (in the case of derivatives contracts with 
underlying assets other than FX and interest rates and securities 
lending), and through the simulation-based regulatory approved 
internal model method (repos, interest rate derivatives and FX 
derivatives). 

Maturity 
The maturity parameter (M) is calculated as the effective maturity 
of every transaction.

SEB’s economic capital methodology for credit risk brings all risk 
parameters discussed above into play, combining them for use 
in a portfolio model which also considers risk concentrations in 
industrial and geographic sectors as well as in large individual 
exposures.

As a member of the Global Credit Data Consortium (former PECDC), 
SEB participates in a data sharing program where comparison of 
historical PD, EAD and LGD experience is possible with a large 
number of global banks. Pooled data is also used for estimating 
parameters for low default portfolios, such as large corporates and 
banks. 

Validation of rating system and scoring models

The performance of the risk rating system is reviewed by the risk 
organisation in accordance with the Instruction for Approval, 
Review and Validation of Risk Measurement Systems. The 
validation is done in order to secure that SEB’s RCA system is 
working satisfactorily and that it is used in accordance with external 
regulations, internal regulations and instructions. The validation is 
performed by a unit within risk organisation which is independent 
of those responsible for risk class assignment of counterparties.

table 10.  Back-testing of pd

parameter / segment
non retail Retail mortgage

2015 2014 2015 2014

ODF (number) 1.50% 0.90% 1.01% 0.93%

ODF (exposure) 2.00% 0.21% 1.79% 1.38%

PD (number weighted) 2.45% 3.20% 2.40% 3.00%

PD (exposure 
weighted)

1.94% 2.43% 2.73% 3.46%

table 11.  ead distributions by applicable approach: 
standardised approach and internal ratings based approach

CRedit Risk

 Standardised approach
 Internal ratings based approach, without own estimates of LGD or 

conversion factors
 Internal ratings based approach, with own estimates of LGD or 

conversion factors
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iRB and standardised models

IRB approval and implementation plan 
Since 2008 SEB uses internally developed PD models for the 
absolute majority of retail portfolios and internally developed PD, 
LGD and CCF models for retail portfolios in order to calculate the 
regulatory capital requirements. 

table 12.  Rea distributions by the applicable approach: 
standardised approach and internal ratings based approach

Standardised approach
Standardised approach is used for exposures to central 
governments, central banks, as well as municipalities and 
government authorities. In accordance with regulation, either the 
rating by a credit rating agency (for instance, Swedish Exports 
Credit Guarantee Board) must be used, or, if the above is not 
available, a rating of a country by a recognised credit rating agency, 
for instance Moody’s, S&P, Fitch. 

In accordance with the regulation, the risk assessment of local 
institutions is based on the rating of the respective central 
government, instead of using the rating of the local institution 
itself.

The table below reflects Basel III reported exposures to central 
governments, central banks and municipalities, as well as 
institutions divided by credit quality.

table 13.  Credit quality degree

seB risk 
classes

standard&poor’s 
ratings

Moody’s ratings

exposure 
euR, thousands

31.12.2015. 31.12.2014.

1-4 AAA / A- Aaa / A3 1 1

5-7 BBB+ / BBB- Baa1 / Baa3 923 232 784 790

8-10 BB+ / BB- Ba1 / Ba3 - -

11-12 B+ / B B1 / B2 - -

13-16 B- / D B3 / C - -

  923 233 784 791

  CRedit Risk inFoRMation

The credit risk tables in this section include exposure amounts for off-balance sheet items based on application of relevant credit 
conversion factors. The tables do not include exposures that are reported according to trading book rules.

table 14.  Credit risk overview

31.12.2015.
euR, thousands

original exposure ead Risk exposure amount own funds requirement

Exposures to commercial companies: 200 888 196 855 47 052 3 764

Riska darījumi ar komercsabiedrībām: 1 797 187 1 661 433 1 123 977 89 918

- of which small or medium enterprises 1 093 205 1 025 386 671 235 53 699

- of which specialised lending 11 656 11 648 8 430 674

- of which large corporations 692 326 624 399 444 312 35 545

Retail exposures (private persons or SMEs): 966 327 946 964 286 530 22 922

- of which fully secured by real estate 719 379 719 379 212 220 16 978

- of which qualifying revolving retail 
exposures

68 637 54 412 24 777 1 982

- of which small or medium companies 130 857 125 649 27 476 2 198

- of which other retail exposures 47 453 47 524 22 057 1 765

internal ratings based approach 2 964 401 2 805 253 1 457 558 116 605

standardised approach 1 169 235 1 152 498 89 562 7 165

total 4 133 636 3 957 751 1 547 120 123 770

CRedit Risk

 Standardised approach
 Internal ratings based approach, without own estimates of LGD or 

conversion factors
 Internal ratings based approach, with own estimates of LGD or 

conversion factors
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31.12.2014.
euR, thousands

original exposure ead Risk exposure amount own funds requirement

Exposures to institutions 269 860 269 053 74 645 5 972

Exposures to commercial companies: 1 961 268 1 880 734 1 353 642 108 291

- of which small or medium enterprises 1 139 150 1 113 404 815 754 65 260

- of which specialised lending 12 479 12 456 22 827 1 826

- of which large corporations 809 639 754 874 515 061 41 205

Retail exposures (private persons or SMEs): 1 026 909 1 004 546 364 317 29 145

- of which fully secured by real estate 755 545 755 545 277 202 22 176

- of which qualifying revolving retail exposures 76 023 56 624 26 423 2 114

- of which small or medium companies 143 616 140 553 36 954 2 956

- of which other retail exposures 51 725 51 824 23 738 1 899

internal ratings based approach 3 258 037 3 154 333 1 792 604 143 408

standardised approach 1 030 705 1 017 835 88 443 7 075

total 4 288 742 4 172 168 1 881 047 150 483

Original exposure pre CCF is before credit risk mitigation
Own funds requirement 8% of risk exposure amount according to Regulation (EU) No 575/2013 (CRR)

table 15.  exposure at default (ead) distribution by exposure class and geography

31.12.2015.
euR, thousands

latvia lithuania estonia sweden other countries total  

Exposures to institutions 5 200 1 496 49 968 116 003 24 188 196 855

Exposures to commercial companies: 1 639 808 652 3 244 20 726 1 661 433

- of which small or medium enterprises 1 025 202 184 0 0 0 1 025 386

- of which specialised lending 635 0 0 0 11 013 11 648

- of which large corporations 613 971 468 3 244 9 713 624 399

Retail exposures (private persons or SMEs): 933 603 593 266 156 12 346 946 964

- of which fully secured by real estate 707 196 271 121 138 11 654 719 379

- of which qualifying revolving retail exposures 54 137 4 20 10 240 54 412

- of which small or medium companies 125 441 0 0 0 208 125 649

- of which other retail exposures 46 829 318 126 8 244 47 524

internal ratings based approach 2 578 611 2 741 50 237 116 403 57 261 2 805 253

standardised approach 1 152 318 5 20 0 155 1 152 498

total 3 730 928 2 747 50 257 116 403 57 416 3 957 751

31.12.2014.
euR, thousands

latvia lithuania estonia sweden other countries total 

Exposures to institutions 2 674 2 832 83 252 107 272 73 023 269 053

Exposures to commercial companies: 1 854 050 1 146 5 684 6 272 13 582 1 880 734

- of which small or medium enterprises 1 112 773 217 414 - - 1 113 404

- of which specialised lending 597 - - 6 028 5 831 12 456

- of which large corporations 740 680 929 5 270 244 7 751 754 874

Retail exposures (private persons or SMEs): 986 458 595 265 172 17 056 1 004 546

- of which fully secured by real estate 739 825 282 124 141 15 173 755 545

- of which qualifying revolving retail exposures 56 312 4 21 19 268 56 624

- of which small or medium companies 139 213 - - - 1 340 140 553

- of which other retail exposures 51 108 309 120 12 275 51 824

internal ratings based approach 2 843 182 4 573 89 201 113 716 103 661 3 154 333

standardised approach 1 013 125 12 23 4 4 671 1 017 835

total 3 856 307 4 585 89 224 113 720 108 332 4 172 168

Geographical distribution is indicated by the country of residence of the debtor
Off-balance positions are indicated after the application of the respective conversion factors

CRedit Risk



seB in latVia. pillaR 3 disClosuRes, 2015 18

table 16.  distribution of exposure value by residual maturity

31.12.2015.
euR, thousands

up to 3 months
3-6 

months
6-12

months
1-5

years
over 5 years total

Exposures to institutions 86 451 521 534 63 529 45 821 196 855

Exposures to commercial companies: 209 298 145 292 246 314 886 452 174 077 1 661 433

- of which small or medium enterprises 136 283 94 870 149 608 598 453 46 173 1 025 386

- of which specialised lending 1 393 3 733 0 6 521 0 11 648

- of which large corporations 71 621 46 689 96 706 281 478 127 904 624 399

Retail exposures (private persons or SMEs): 84 842 20 990 41 127 151 815 648 190 946 964

- of which fully secured by real estate 50 690 2 061 4 559 26 701 635 368 719 379

- of which qualifying revolving retail 
exposures

5 138 4 076 7 529 37 670 0 54 412

- of which small or medium companies 19 232 13 294 25 276 66 056 1 791 125 649

- of which other retail exposures 9 782 1 559 3 763 21 387 11 032 47 524

internal ratings based approach 380 591 166 803 287 975 1 101 796 868 088 2 805 253

Exposures to central governments and central 
banks

787 358 333 33 428 104 306 89 704 1 015 129

Exposures to regional municipalities and local 
authorities

210 1 990 186 4 113 1 922 8 421

Exposures to institutions 0 0 0 0 0 0

Exposures to commercial companies 3 177 0 0 0 0 3 177

Exposures to private persons or small and medium 
enterprises

1 198 1 082 4 272 57 460 7 601 71 613

Exposures secured by a mortgage of real estate 0 0 2 3 492 497

Exposures in default 959 39 16 60 48 1 122

Other exposures 13 515 0 542 38 482 0 52 539

standardised approach 806 416 3 444 38 446 204 425 99 767 1 152 498

total 1 187 007 170 247 326 422 1 306 220 967 855 3 957 751

31.12.2014.
euR, thousands

up to 3 months
3-6 

months
6-12

months
1-5

years
over 5 years total

Exposures to institutions 206 676 611 5 129 34 570 22 067 269 053

Exposures to commercial companies: 303 197 197 917 328 285 842 167 209 168 1 880 734

- of which small or medium enterprises 195 108 97 108 182 409 594 363 44 416 1 113 404

- of which specialised lending - 5 192 6 342 922 - 12 456

- of which large corporations 108 089 95 617 139 534 246 882 164 752 754 874

Retail exposures (private persons or SMEs): 106 297 21 952 44 887 163 165 668 245 1 004 546

- of which fully secured by real estate 64 963 2 569 5 850 28 067 654 096 755 545

- of which qualifying revolving retail 
exposures

7 242 1 709 7 271 40 402 - 56 624

- of which small or medium companies 22 740 15 894 28 661 72 319 939 140 553

- of which other retail exposures 11 352 1 780 3 105 22 377 13 210 51 824

internal ratings based approach 616 170 220 480 378 301 1 039 902 899 480 3 154 333

Exposures to central governments and central 
banks

690 772 19 932 45 562 34 815 17 104 808 185

Exposures to regional municipalities and local 
authorities

23 24 9 1 466 803 2 325

Exposures to institutions - - - - - -

Exposures to commercial companies 819 - - - - 819

Exposures to private persons or small and medium 
enterprises

3 916 1 098 4 284 48 582 67 136 125 016

Exposures secured by a mortgage of real estate 11 3 12 139 193 358

Exposures in default 237 67 260 2 945 4 069 7 578

Other exposures 4 793 - 4 022 64 739 - 73 554

standardised approach 700 571 21 124 54 149 152 686 89 305 1 017 835

total 1 316 741 241 604 432 450 1 192 589 988 784 4 172 168

CRedit Risk
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Distribution of credit risk positions by probability of default (PD) values, by applying the internal ratings based approach

table 17.  exposures to institutions by applying the internal ratings based approach, without own estimates of lgd and/or 
conversion factors

euR, thousands 31.12.2015. 31.12.2014.

Risk class pd ead Risk exposures amount ead Risk exposures amount

1 0.03% - - - -

2 0.03% 1 953 407 9 392 1 957

3 0.03% 136 900 28 523 155 030 32 301

4 0.05% 51 614 14 608 84 312 23 863

5 0.09% 1 064 425 490 196

6 0.15% 4 557 2 429 2 832 1 510

7 0.21% 82 52 1 666 1 063

8 0.31% 250 194 13 147 10 210

9 0.43% 426 385 500 452

10 1.30% - - - -

11 2% - - - -

12 4% - - 1 595 2 853

13 12% - - - -

14 15% - - 89 240

15 25% 9 27 - -

16 100% - - - -

table 18.  exposures to commercial companies by applying the internal ratings based approach, without own estimates of lgd 
and/or conversion factors

euR, thousands 31.12.2015. 31.12.2014.

Risk class pd ead Risk exposures amount ead Risk exposures amount

1 0.03% - - 1 -

2 0.03% 1 236 148 4 791 734

3 0.03% 1 764 179 1 732 171

4 0.05% 69 12 726 144

5 0.09% 5 501 1 593 576 170

6 0.15% 119 884 46 238 22 818 8 865

7 0.21% 33 905 15 384 187 301 86 798

8 0.31% 276 598 141 649 258 440 136 808

9 0.43% 398 165 196 694 369 363 185 391 

10 1.30% 331 352 252 682 422 035 321 875

11 2% 158 825 138 167 204 663 181 026

12 4% 116 231 130 344 90 225 94 865

13 12% 50 055 76 367 141 916 239 623

14 15% 56 107 109 364 41 359 65 576

15 25% 10 079 15 155 19 774 31 596

16 100% 101 662 - 115 014 -

table 19.  Retail exposures (private persons and sMes) that are fully secured by real estate, by applying the internal ratings 
based approach, with own estimates of lgd or conversion factors

euR, thousands 31.12.2015. 31.12.2014.

pd range ead Risk exposures amount ead Risk exposures amount

0.4% < 0.6% - - - -

0.6% < 1.0% 513 690 87 446 501 616 96 283

1.0% < 5.0% 79 829 29 532 87 108 38 009

5.0% < 10% - - - -

10% < 30% 66 321 95 242 93 698 142 910

100% 59 540 - 73 123 -
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table 20.  other retail exposures (private persons and sMes), by applying the internal ratings based approach, with own 
estimates of lgd or conversion factors

euR, thousands 31.12.2015. 31.12.2014.

pd range ead Risk exposures amount ead Risk exposures amount

0.4% < 0.6% 54 215 5 725 56 291 6 705

0.6% < 1.0% 26 250 11 694 26 688 11 648

1.0% < 5.0% 103 087 37 725 111 551 42 108

5.0% < 10% 22 865 12 486 26 675 17 261

10% < 30% 6 217 6 681 8 275 9 393

100% 14 951 - 19 521 -

table 21.  ead distribution by industry

euR, thousands 31.12.2015. 31.12.2014.

exposures by applying the standardised approach

 Central governments and central banks 943 436 808 185

 Regional municipalities and local authorities 8 421 2 325

 Institutions - -

 Commercial companies, incl.: 3 177 819

→ financial and insurance operations 643 720

→ other services 2 534 99

Retail (private persons or SMEs), incl.: 144 925 132 952

→ agriculture, forestry’s and fisheries 19 509 16 850

→ mining and quarrying 292 773

→ manufacturing industry 3 902 3 348

→ electricity, gas supply, heating and air conditioning 151 136

→ water supply, sewage treatment, waste management and sanitation 149 111

→ construction 3 170 2 255

→ wholesale and retail sales, car and motorcycle repairs 8 478 8 720

→ transportation and warehousing 4 448 5 322

→ accommodation and catering services 469 466 

→ information and communications services 588 540

→ financial and insurance operations 13 41

→ real estate transactions 617 618

→ professional, scientific and technical services 1 530 1 548

→ operations of administrative and maintenance services 1 408 895

→ education 371 509

→ health and social care 1 276 1 027

→ art, entertainment and recreation 324 131

→ other services 1 880 2 117

→ other loans to private persons 96 351 87 545

 Other exposures 52 539 73 554

total exposures by applying the standardised approach 1 152 498 1 017 835
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exposures by applying the internal ratings based approach

 Institutions 196 855 269 053

 Commercial companies, incl.: 1 648 068 1 880 734

→ agriculture, forestry’s and fisheries 148 407 147 411

→ mining and quarrying 12 890 12 087

→ manufacturing industry 205 226 227 343

→ electricity, gas supply, heating and air conditioning 126 736 141 240

→ water supply, sewage treatment, waste management and sanitation 8 849 7 142

→ construction 31 807 70 344

→ wholesale and retail sales, car and motorcycle repairs 201 028 208 973

→ transportation and warehousing 161 032 192 220

→ accommodation and catering services 9 472 11 140

→ information and communications services 89 225 115 910

→ financial and insurance operations 1 542 1 270

→ real estate transactions 464 730 526 037

→ professional, scientific and technical services 12 150 14 435

→ operations of administrative and maintenance services 36 753 22 048

→ education 11 557

→ health and social care 7 414 12 873

→ art, entertainment and recreation 4 437 7 350

→ other services 94 966 118 412

→ individual merchants 31 392 43 942

 Retail (private persons or SMEs), incl. 946 964 1 004 546

→ agriculture, forestry’s and fisheries 46 894 50 095

→ mining and quarrying 181 284

→ manufacturing industry 10 545 13 269

→ electricity, gas supply, heating and air conditioning 966 1 232

→ water supply, sewage treatment, waste management and sanitation 290 102

→ construction 7 522 7 947

→ wholesale and retail sales, car and motorcycle repairs 19 650 23 843

→ transportation and warehousing 3 252 3 901

→ accommodation and catering services 3 935 3 386

→ information and communications services 680 678

→ financial and insurance operations 2 160

→ real estate transactions 7 784 14 863

→ professional, scientific and technical services 2 149 2 436

→ operations of administrative and maintenance services 732 1 069

→ education 1 119 1 055

→ health and social care 1 526 2 003

→ art, entertainment and recreation 1 182 1 262

→ other services 17 240 12 969

→ other loans to private persons 821 315 863 992

total exposures by applying the internal ratings based approach 2 791 888 3 154 333

Off-balance positions are indicated after the application of the respective correction degrees

CRedit Risk
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table 22.  Credit risk positions by applying the internal ratings based approach, with own estimates of lgd and/or conversion 
factors

euR, thousands
31.12.2015. 31.12.2014.

ead lgd range ead lgd range

Retail exposures (private persons or SMEs), incl.

→ of which retail exposures fully secured by real estate 59 540 0% < 10% 73 123 0% < 10%

431 182 10% < 20% 393 607 10% < 20%

95 199 20% < 30% 106 549 20% < 30%

93 908 30% < 40% 105 844 30% < 40%

35 667 40% < 50% 72 041 40% < 50%

3 884 60% < 70% 4 381 60% < 70%

→ of which qualifying revolving retail exposures 1 098 0% < 10% 1 663 0% < 10%

53 314 60% < 70% 54 961 60% < 70%

→ of which exposures to small or medium enterprises 5 813 0% < 10% 7 306 0% < 10%

72 631 10% < 20% 75 815 10% < 20%

20 273 20% < 30% 26 215 20% < 30%

7 201 30% < 40% 7 523 30% < 40%

2 664 40% < 50% 4 145 40% < 50%

5 789 50% < 60% 4 421 50% < 60%

5 590 60% < 70% 8 986 60% < 70%

5 688 80% < 90% 6 142 80% < 90%

→ of which other retail exposures 8 040 0% < 10% 10 552 0% < 10%

14 857 10% < 20% 14 502 10% < 20%

1 160 20% < 30% 1 265 20% < 30%

444 30% < 40% 1 564 30% < 40%

563 40% < 50% 1 395 40% < 50%

20 303 60% < 70% 20 499 60% < 70%

2 158 80% < 90% 2 047 80% < 90%

euR, thousands

31.12.2015. 31.12.2014.

original value 
pre CCF

exposure value 
after CCF

average CCF
original value 

pre CCF
exposure value 

after CCF
average CCF

Retail exposures (private persons or SMEs), incl.

→   of which retail exposures fully secured by real 
estate

3 054 3 054 100% 1 740 1 740 100%

→   of which qualifying revolving retail exposures 42 059 27 834 66% 47 478 28 080 59%

→   of which exposures to small or medium 
enterprises

1 443 1 443 100% 1 278 1 278 100%

→   of which other retail exposures 21 970 16 763 76% 20 728 17 665 85%
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table 23.  Credit risk mitigation 

31.12.2015.
euR, thousands

ead guarantees Collateral securities
incl. 

financial 
collaterals

Exposures to institutions 196 855 - - -

Exposures to commercial companies: 1 661 433 - 765 560 9 197

→ of which small or medium enterprises 1 025 386 - 623 004 4 414

→ of which specialised lending 11 648 - 259 -

→ of which large corporations 624 399 - 142 296 4 783

Retail exposures (private persons or SMEs): 946 964 - 834 681 11 290

→ of which fully secured by real estate 719 379 - 712 831 507

→ of which qualifying revolving retail exposures 54 412 - - -

→ of which small or medium companies 125 649 98 557 10 524

→ of which other retail exposures 47 524 - 23 294 259

internal ratings based approach 2 805 253 - 1 600 242 20 487

Exposures to central governments and central banks 1 015 129 80 133 - -

Exposures to regional municipalities and local authorities 8 421 - - -

Exposures to commercial companies 3 177 - - -

Exposures to private persons or small and medium enterprises 71 613 - - -

Exposures secured by a mortgage of real estate 497 - - -

Exposures in default 1 122 - - -

Other exposures 52 539 - - -

standardised approach 1 152 498 80 133 - -

total 3 957 751 80 133 1 600 242 20 487

31.12.2014.
euR, thousands

ead guarantees Collateral securities
incl. 

financial 
collaterals

Exposures to institutions 269 053 - - -

Exposures to commercial companies: 1 880 734 - 831 533 13 259

→ of which small or medium enterprises 1 113 404 - 684 648 10 936

→ of which specialised lending 12 456 - - -

→ of which large corporations 754 874 - 146 885 2 323

Retail exposures (private persons or SMEs): 1 004 546 - 878 702 11 828

→ of which fully secured by real estate 755 545 - 747 124 989

→ of which qualifying revolving retail exposures 56 624 - -

→ of which small or medium companies 140 553 - 104 871 10 529

→ of which other retail exposures 51 824 - 26 707 310

internal ratings based approach 3 154 333 - 1 710 235 25 087

Exposures to central governments and central banks 808 185 78 709 - -

Exposures to regional municipalities and local authorities 2 325 - - -

Exposures to commercial companies 819 - - -

Exposures to private persons or small and medium enterprises 125 016 - - -

Exposures secured by a mortgage of real estate 358 - - -

Exposures in default 7 578 - - -

Other exposures 73 554 - - -

standardised approach 1 017 835 78 709 - -

total 4 172 168 78 709 1 710 235 25 087

The table indicates only those risk reducing activities that are applicable for the purposes of capital adequacy reporting
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table 24.  impaired loans based on individual assessment by industry and countries

euR, thousands

31.12.2015. 31.12.2014.

latvia liberia total latvia
other 

countries
total 

Agriculture, forestry and fishery 1 640 - 1 640 1 656 - 1 656

Mining and quarrying 1 388 - 1 388 795 - 795

Manufacturing industry 2 819 2 819 4 715 - 4 715

Construction 820 - 820 842 - 842

Wholesale and retail sales, car and motorcycle repairs 1 587 - 1 587 7 169 - 7 169

Transportation and warehousing 791 6 498 7 289 1 253 - 1 253

Accommodation and catering services 598 - 598 30 - 30

Real estate transactions 40 367 - 40 367 19 254 - 19 254

Art, entertainment and recreation - - - 34 - 34

Other services - - - 128 - 128 

Individual merchants 7 417 - 7 417 8 380 - 8 380

total impaired loans based on individual assessment 57 428 6 498 63 925 44 256 - 44 256

table 25.  past due loans with collective reserves (not impaired on individual basis) by overdue days and countries

31.12.2015.
euR, thousands

latvia lithuania Russia other countries total

Past due up to 30 days 62 548 228 73 44 62 893

Past due 30-60 days 7 854 250 - 11 8 114

Past due 60-90 days 1 951 - - 1 1 952

Past due over 90 days 71 540 81 595 639 72 855

total past due loans with collective reserves  
(not impaired on individual basis) 143 894 559 667 694 145 814

31.12.2014.
euR, thousands

latvia lithuania Russia other countries total

Past due up to 30 days 85 942 54 11 539 86 546

Past due 30-60 days 11 343 269 234 11 11 857

Past due 60-90 days 3 169 - - - 3 169

Past due over 90 days 112 903 86 364 465 113 818

total past due loans with collective reserves  
(not impaired on individual basis) 231 357 409 609 1 015 215 390

table 26.  Movement of provisions for impaired loans and portfolio assessed loans

euR, thousands 31.12.2015. 31.12.2014.

Provisions:

Special provisions (1 747) 10 062

Collective provisions 18 673 12 400

Written off-balance (32 478) (44 134)

Written off-balance in the current year recovered 167 246

Written off-balance in the previous years recovered 2 772 1 642

net credit losses (12 613) (19 784)
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table 27.  Changes in provisions for impaired loans and portfolio assessed loans

euR, thousands 31.12.2015. 31.12.2014.

specific reserves for individually appraised loans

Initial balance 24 818 34 941

Written off-balance (10 847) (12 864)

Movement of special provisions 16 867 6 711

Reduction of special provisions (4 273) (3 909)

Difference from currency exchange (131) (61)

Closing balance 26 434 24 818

Collective reserves for individually appraised loans, reserves for loans assessed on a portfolio 
basis 

Initial balance 70 717 83 250

Movement of collective provisions (18 673) (12 400)

Difference from currency exchange 48 (133)

Closing balance 52 092 70 717

total reserves 78 526 95 535

Specific reserves for individually appraised loans
Collective reserves for individually appraised loans, reserves for loans assessed on a portfolio basis

CRedit Risk
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Management of counterparty risk in derivative 
contracts
SEB only concludes derivative transactions with the purpose 
of offering solutions for the management of financial risks to 
customers, but afterwards manages the positions developed as a 
result of that by concluding risk compensating agreements with 
SEB Group. SEB banka also uses derivative instruments with the 
purpose of protecting the cash flow of financial assets and liabilities 
and their fair value against interest rate fluctuations. Counterparty 
risk in derivative contracts is the risk of a counterparty not living 
up to its contractual obligations where SEB has a claim on the 
counterparty. The claim on the counterparty corresponds to a net 
positive market value in favour of SEB. 

The size of counterparty exposures is restricted by setting credit 
limits in the regular credit process. The counterparty exposures are 
measured and followed up daily. 

Collateral agreements are usually applied in financial transactions 
in order to reduce the risk to the partner even more.

Measurement of counterparty risk

For calculation of regulatory capital for counterparty risk SEB uses 
the current exposure method, which is the common method of 
choice to calculate counterparty derivatives exposures for banks 
without approval to apply an internal model method. The current 
exposure method has two components: the current exposure 
which is the current mark-to-market value and a potential future 
exposure (PFE) that is the maximum amount of expo-sure expected 
to occur on a future date. The PFE is approximated with schematic 
add-ons and the handling of netting effects is limited in the current 
exposure method. 

Credit valuation adjustment and Debit valuation adjustment
Counterparty risk in the derivative contracts affect the profit and 
loss through Credit valuation adjustment (CVA)/Debit valuation 
adjustment (DVA), reflecting the credit risk associated with 
derivative positions. These adjustments depend on market risk 
factors such as interest rate, FX and credit spreads. There is also an 
external capital requirement for credit valuation adjustments under 
Basel III.

table 28. types of derivative instruments

31.12.2015.
euR, thousands

positive current  
replacement value

Base value determined  
by the agreement

exposure value

Interest derivatives 8 030 273 629 6 235

Foreign currency derivatives 94 340 959 370 23 877

Capital securities derivatives 136 1 964 197

total 102 506 1 234 963 30 309

The replacement value of a risk transaction are the costs that may arise for the institution, if their counterparty fails to fulfil its obligations 
in accordance with the provisions of the transaction, and the institution will require a new similar transaction to be concluded for a 
different price.

CounteRpaRty Risk in 
deRiVatiVe ContRaCts
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opeRational Risk
operational risk is the risk of loss resulting from inadequate or failed internal processes, 

people and systems (e.g., breakdown of IT systems, mistakes, fraud, other deficiencies in 
internal control) or from external events (natural disasters, external crime, etc.).  

Operational risk also includes compliance, legal and financial reporting, information 
security and venture execution risk, but excludes strategic and reputational risk.

  opeRational Risk ManageMent

Operational risk is inherent in SEB banka Group’s operations and 
can manifest itself in various ways, including fraud, business 
disruptions and system failures, misconduct by its employees, 
failure to comply with applicable laws and regulations or failures 
or mistakes on the part of suppliers or external service providers. 
These events could result in financial losses, litigation and 
regulatory fines, as well as reputational damage to SEB. 

SEB banka maintains a robust operational risk management 
framework designed to provide a well-controlled environment 
to minimise operational risks. The framework comprises risk 
identification, analysis and reporting; risk monitoring; and risk 
measurement. The objective is to maintain sound risk culture, low 
operational risk and loss level through an effective internal control 
environment by ensuring a structured and consistent usage of risk 
mitigating tools and processes. 

Risk self-assessments

Risk and Control Self-Assessments (RCSA) are regularly performed 
according to a group-wide methodology. The assessments are 
designed to identify and mitigate significant operational risks 
embedded in SEB banka Group’s various business and support 
processes. There is comprehensive participation by each business 
unit throughout the organisation. The RCSA framework is used to 
analyse SEB banka Group’s operational risk profile and help achieve 
operational excellence and high performance. 

All employees are required to escalate and register risk-related 
events so that risks can be properly identified, assessed, 
monitored, mitigated and reported. SEB banka uses a group-wide 
IT-application to capture risk-events and other operational risk 
data and key metrics. The information is analysed by both first and 
second lines of defence to evaluate operational risk exposures and 
identify businesses, processes, activities, services or products with 
an increased level of operational risk. 

new product approval process

Through a joint New Product Approval Process (NPAP) for all new 
or changed products, processes and/or systems, operational risks 
are identified and mitigated to protect SEB banka Group from 
entering into unintended risk-taking that cannot be immediately 
managed by the organisation. 

Business Continuity Management

Business Continuity Management is the process of identifying 
critical functions and processes and creating plans and strategies 
that will enable SEB banka Group to continue business operations 
and recover quickly in case of disruptions. The current way of 
managing business continuity was set in place in 1997 and is well 
established throughout SEB. 

training and whistle-blower procedure

SEB banka conducts regular training and education in key areas, 
including information security, fraud prevention, anti-money 
laundering, know-your-customer procedures and SEB Banka’s Code 
of Business Conduct. SEB banka also has a formal whistle-blower 
procedure that encourages employees to report improprieties and 
unethical or illegal conduct.

insurance coverage

SEB banka Group is insured to a limited degree to cover for 
financial loss as a consequence of criminal acts committed with the 
intention of obtaining illegal financial gain, compensatory damages 
or settlements for financial loss caused by a negligent act, error or 
omission, and damages or settlements caused by loss or damage to 
property or by bodily injury.

Risk function

The risk function provides periodic risk reports on compliance 
with the operational risk tolerance set by the Supervisory Council 
of SEB banka, status on key risk indicators, significant incidents 
and risk highlights to the Management Board, Operational Risk 
Committee and the Supervisory Council of SEB banka. The risk 
function also regularly monitors, assesses and reports on SEB 
banka Group’s operational risk environment. The conclusions are 
summarised and reported to the Management Board, Operational 
Risk Committee and the Supervisory Council of SEB banka from 
two main aspects: firstly, main operational risks for SEB banka 
Group, mitigating actions put in place and recommendations for 
further mitigating actions, and, secondly, how the bank’s risk  
tools- and processes are being applied to mitigate operational risk 
on a day to day basis.
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  MeasuReMent oF opeRational Risk

SEB banka Group has received regulatory approval to use the 
Advanced Measurement Approach (AMA) to calculate the capital 
requirement for operational risk. This regulatory approval is a 
confirmation of the bank’s experience and expertise in operational 
risk management, including incident reporting, operational loss 
reporting, capital modelling and quality assessment of processes.

SEB’s AMA model is structured along the regulatory-defined 
business lines for operational risk. SEB quantifies operational risk 
with a loss distribution approach, using internal data and external 
statistics of operational losses that have occurred in the global 
financial sector. SEB’s business volume serves as a risk estimate 
in the modelling. Once the capital requirements for the Group has 
been calculated, it can be allocated in a fashion that is similar to the 
methodology used in the Standardised Approach, however, using 
the capital multipliers representing each business line’s riskiness as 
assessed in the model. The quality of the risk management of the 
divisions, based upon their self-assessment, is taken into account 
as well. Efficient operational risk management results in a reduction 
of allocated capital and insufficient risk management results in an 
increase.

The capital requirement for operational risk is not affected by any 
external insurance agreement to reduce or transfer the impact of 
operational risk losses. 

The AMA model is used both for the reporting of the regulatory 
capital requirement and for determining the internally allocated 
capital. The AMA model is also used to calculate economic capital 
for operational risk, but with a higher confidence level and with the 
inclusion of loss events relevant for the life insurance operations. 
The calculation of expected losses takes into account both internal 
and external loss statistics and is used as input for business 
planning and stress tests at all levels in the bank.

table 29.  operational risk incidents registered and analysed 

opeRational Risk

 To be classified
 Service and availability
 Execution, delivery and process management
 Technology and infrastructure failure
 Natural disasters and public safety
 Clients, products and business practices
 Employee practices and workplace safety
 External Fraud
 Internal Fraud
 Amount, includes credit losses caused by operational risk incidents
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  MeasuReMent oF MaRket Risk

When assessing market risk exposure, SEB banka uses measures 
that capture losses under normal market conditions as well as 
measures that focus on extreme market situations. Market risks 
under normal market circumstances are measured using the 
VaR method as well as specific measures that are relevant for 
the various types of risk. These measures are complemented by 
stress tests and scenario analyses, in which potential losses under 
extreme market conditions are estimated. Since no measurement 
method can cover all risks at all times, several approaches are used, 
and the results are assessed based on judgment and experience.

Value at Risk 

VaR expresses the maximum potential loss that could arise during 
a certain time period with a given degree of probability. SEB banka 
uses a historical simulation VaR model with a ten-day time horizon 
and 99 per cent confidence interval to measure, limit and report 
VaR. The model aggregates market risk exposures for all risk types 
and covers a wide range of risk factors in all asset classes.  
A limitation of VaR model is that it uses historical data to estimate 
potential market changes. As such it may not predict all outcomes, 
especially in a rapidly changing market. Also, VaR does not take 
into account any actions to reduce risk as the model assumes that 
the portfolio is unchanged.

MaRket Risk
Market risk is the risk of loss or reduction of future net income following changes in interest 

rates, foreign exchange rates, credit spreads, and commodity and equity prices, including price 
risk in connection with the sale of assets or closing of positions.

  MaRket Risk ManageMent

A clear distinction is made between market risks related to trading 
activity, i.e., trading book risks, and structural market and net 
interest income risks, i.e., banking book risks. Whereas the trading 
book is under a daily mark-to-market regime, positions in the 
banking book are typically held at amortised cost.
Market risks in the trading book arise from the SEB banka’s 
customer-driven trading activity. The trading activity is carried out 
by Markets in international foreign exchange, equity and capital 
markets. 
Market risk in the banking book arises as a result of balance 
sheet mismatches in currencies, interest terms and interest rate 
periods in the balance sheet as well as from limited equity related 
holdings not part of trading activities and the liquidity portfolio. 
The liquidity portfolio consists of investments in pledgeable and 
highly liquid bonds. The treasury function has overall responsibility 
for managing these risks, which are consolidated centrally. Small 
market risk mandates are granted to subsidiaries where cost-
efficient, in which case the treasury function is represented on the 
Asset and Liability Committee for co-ordination and information 
sharing. The centralised operations create a cost-efficient matching 
of liquidity and interest rate risk in all non-trading related business. 
The Supervisory Council of SEB banka defines how much market 
risk is acceptable by setting the overall market risk tolerance, risk 
limits and general instructions. The market risk tolerance and limits 
are defined for the trading book and banking book. The trading 
book risks are managed within a comprehensive set of limits in VaR, 
sensitivities and stop-loss. 
The risk function measures, follows up and reports the market risk 
taken by the SEB banka Group on a daily basis. Market risks are 
reported on a regular basis to the Asset and Liability Committee 
and the Supervisory Council’s Risk Committee. The risk function 
monitors limit compliance and market prices at closing, as well as 
valuation standards and the introduction of new products.

types oF MaRket Risks tHat seB Banka is eXposed to

interest rate risk

Interest rate risk is the risk of loss or reduction of future net 
income following changes in interest rates, including price risk in 
connection with the sale of assets or closing of positions. 

To measure and limit interest rate risk, SEB banka uses the VaR 
method, as well as Delta 1%.

net interest income (nii) risk

The NII risk depends on the overall business profile, particularly 
mismatches between interest-bearing assets and liabilities in terms 
of volumes and repricing periods. The NII risk is also exposed to 
a so-called “floor” risk. Asymmetries in product pricings create a 
margin squeeze in times of low interest rates, making it relevant to 
analyse both upward and downward changes. SEB monitors NII risk, 
but it is not assigned a specific limit.

Credit spread risk

Credit spread risk is the risk of change in the value of an investment 
caused by moves in credit spreads. As opposed to credit risk, which 
applies for all credit exposures, only assets that are marked to 
market are exposed to credit spread risk. 

Foreign exchange risk

Foreign exchange risk arises both through SEB banka’s foreign 
exchange trading in international market places and through its 
activities in various currencies. Foreign exchange trading positions 
are measured and managed within the overall Value at Risk (VaR) 
framework. In addition, to limit the foreign exchange risk, SEB 
banka maintains open currency position limits.

equity price risk

Equity price risk arises in connection with holding and trading in 
equities and related instruments. VaR is the main risk measure for 
equity price risk.

Credit value adjustment

Credit value adjustments arise from variations in the counterparty 
credit risk based on the expected future exposure.
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  MaRket Risk inFoRMation

Market risk in the trading book 

Market risk in the trading book is insignificant due to the limited 
size of the SEB banka portfolio and the financial instruments 
included in it.

Market risk in the trading book has remained in the same level 
compared to the previous year. There have been no changes in the 
trading risk tolerance. 

table 30.  trading book VaR (10 day)

euR, thousands Min. Max. 31.12.2015. 31.12.2014.

Interest rate risk 1 1 2 1

Foreign exchange risk 3 115 4 35

Credit spread risk - - - -

Diversification (1) (1) (2) (1)

total 3 115 4 35

Market risk in the banking book

Banking book market risk is monitored both from a value 
perspective (Delta 1% and VaR) and from an income perspective 
(sensitivity in net interest income, NII). The NII risk depends on the 
overall business profile, especially mismatches between interest-
bearing assets and liabilities in terms of volumes and repricing 
periods. The NII is also exposed to a “floor” risk. Asymmetries in 
pricing of products create a margin squeeze in times of low interest 
rates, making it relevant to analyse both “up” and “down” changes. 
SEB monitors NII risk but is not assigned a specific limit in terms of 
market risk exposure.

As concerns the value perspective, the Delta 1% measure is defined 
as the change in market value of the bank’s interest-bearing 
assets and liabilities arising from an adverse one percentage unit 
parallel shift in all interest rates in each currency. In 2015 Delta 1% 
fluctuated between EUR 4,227 thousand (1.1% of own capital) and 
EUR 5,927 thousand (1.6% of own capital) and amounted to EUR 
5,051 thousand on 31 December 2015 (1.3% of own capital). The 
table below displays VaR for the banking book. During 2015 equity 
risk in the banking book dropped as a result of significant decrease 
in equity position.

table 31.  Banking book VaR (10 day)

euR, thousands Min. Max. 31.12.2015*. 31.12.2014.

Interest rate risk 173 307 242 240

Equity risk 15 392 5 367

Credit spread risk 27 107 48 70

Diversification (4) (344) (16) (313)

total 211 462 249 364

*VaR increase arising from fair value adjustment of VISA Europe 
Limited share is not included. On standalone basis the VaR for 
adjusted value of VISA Europe Limited share was EUR 1,578 
thousand as of 31 December 2015

equity exposures not included in the trading book

The accounting of equity exposures not included in the trading 
book is expressed in fair value by using the market method.

table 32.  equity exposures not included in the trading book

euR, thousands
31.12.2015. 31.12.2014.

Book value Fair value Book value Fair value

Equity instruments 13 514 13 514 4 792 4 792

stress tests and scenario analyses

Scenario analyses and stress tests are a key part of the risk 
management framework, complementing the VaR measure, which 
is not designed to identify worst case losses. In particular, they 
test the portfolios using scenarios other than those available in the 
VaR simulation window and cover longer time horizons. SEB banka 
stresses its portfolios by applying extreme movements in market 
factors which have been observed in the past (historical scenarios) 
as well as extreme movements that could potentially happen in the 
future (hypothetical and forward-looking scenarios). This type of 
analysis provides management with a view on the potential impact 
that large market moves in individual risk factors, as well as broader 
market scenarios, could have on a portfolio.

specific measures of risk 

VaR and stress tests are supplemented by specific risk measures 
including Delta 1% for interest risk and single and aggregated 
foreign exchange (FX) for currency risk. Delta 1% is a measure 
of interest rate risk that is calculated for all interest rate-based 
products and is defined as the change in market value arising from 
an adverse one percentage point parallel shift in all interest rates in 
each currency. Single FX represents the single largest net position, 
short or long, for all currencies other than EUR. Aggregated FX is 
arrived at by calculating the sum of all short non-EUR positions and 
the sum of all long non-EUR positions. Aggregated FX is the larger 
of these two absolute values. In addition, Markets that handles risk 
for market valued financial instruments is limited by a stop-loss 
limit. The stop-loss limit indicates the maximum loss a unit can 
incur before mitigating actions are taken.

MaRket Risk
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liquidity Risk
liquidity risk is the risk that seB banka is unable to refinance its existing assets 

or is unable to meet the demand for additional liquidity. Liquidity risks also entail the 
risk that the bank is forced to borrow at unfavourable rates or is forced to sell assets 

at a substantial loss in order to meet its payment commitments.

  liquidity Risk ManageMent

The Supervisory Council of SEB banka has established a 
comprehensive framework for managing the bank’s liquidity 
requirements in the short- and long-term. The aim of SEB banka’s 
liquidity risk management is to ensure that the Group has a 
controlled liquidity risk situation, with adequate volumes of liquid 
assets in all relevant currencies to meet its liquidity requirements 
in all foreseeable circumstances, without incurring substantial 
cost. Liquidity risk management is governed by limits set by the 
Supervisory Council of SEB banka. The treasury function has the 
overall responsibility for liquidity management and funding. The 
risk function regularly measures and reports exposures against the 
liquidity risk limits, as well as the outcome of liquidity stress tests, 
to the Board and to the Risk Committee of the Supervisory Council.

Liquidity management and the structuring of the balance sheet 
from a liquidity point of view are built on three basic perspectives:
 structural liquidity risk, in which stable funding is put in relation 

to illiquid assets;
 SEB banka’s tolerance for short-term stress in the form of a 

shutdown of the wholesale and interbank funding markets 
(wholesale funding dependence);

 SEB banka’s tolerance to a severe stress scenario where the 
bank experiences a severe outflow of deposits in addition to a 
shutdown of the funding market.

Structural liquidity risk
In order to maintain a sound structural liquidity position, the 
structure of the liability side should be based on the composition 
of assets. The more long-term lending and other illiquid assets, the 
more stable funding is required. In SEB banka, this risk is measured 
as the Core Gap ratio, which is conceptually equivalent to the Basel 
Committee’s Net Stable Funding Ratio (NSFR), i.e. a ratio comparing 
stable funding (over one year maturity). The difference between 
the internal Core Gap ratio and the external NSFR is that the Core 
Gap ratio is calculated and parameterised on internal statistics and 
that the weightings of available stable funding and required stable 
funding differ.

SEB banka’s Core Gap ratio amounted to 109 per cent at year-end 
2015 (109). SEB is on a migratory path to achieve a comfortable 
safety margin above the upcoming regulatory requirement of 100 
per cent NSFR, which is likely to be effective as of January 2018. 
The work includes ensuring that mitigating actions are in place 
to manage the volatility in the measure on a daily basis once the 
requirement is introduced.

Wholesale funding dependence
One way of measuring tolerance for deteriorating market condi-
tions is to assume a scenario where the wholesale and interbank 
funding markets are closed. The main advantage of this measure is 
that only contractual information is used and no assumptions are 

required. Wholesale funding dependence is measured as loan to 
deposit ratio. SEB banka’s loan to deposit ratio amounted to 113 per 
cent (119) as of year-end 2015.

Stressed survival horizon
Stress testing is conducted on a regular basis to identify potential 
sources of liquidity strain and to ensure that current exposures 
remain within the established tolerance levels. Severe stress 
outcomes can be modelled by combining assumptions of a 
wholesale funding market shutdown with assumptions of deposit 
outflows and drawdowns on commitments etc. The outcome is 
captured by the regulatory defined Liquidity Coverage Ratio (LCR) 
where, in a stressed scenario, modelled net cash outflows during a 
30 day period are related to the total amount of liquid assets. SEB 
banka also measures the time it would take for the liquid assets 
to be depleted in a severely stressed scenario, expressed as the 
stressed survival horizon. 

SEB banka monitors also other internal and external measures. 
In addition to the above approaches of looking at liquidity, there 
are number of targets that SEB banka strives to meet, including a 
diversified funding base, wholesale funding maturities that are well 
distributed over time and to make sure that the level of encumbered 
assets is acceptable to un-secured creditors.

Internal liquidity adequacy assessment process
Liquidity risk is not primarily mitigated by capital. However, there 
are strong links between a bank’s capital and liquidity position. 
Hence, an internal liquidity adequacy assessment process 
(ILAAP) complements the ICAAP. The assessment is governed 
by the treasury function with input from the risk and finance 
organisations. The process is designed to identify potential gaps 
against SEB banka’s long-term desired level of liquidity adequacy, 
taking into account that effective liquidity management is an 
ongoing improvement process.

liquidity reserve

To mitigate liquidity risk and ensure that SEB banka is able to meet 
its payment obligations, SEB banka holds a liquidity reserve which 
is managed by the treasury function. 

encumbered assets

The sum of encumbered assets of SEB Banka in the amount of 
EUR 670,000 is represented by the security deposit in accordance 
with the security deposit agreement concluded with Visa Europe 
Services Inc. on 25 October 2013. The Agreement provides for the 
sufficient amount of funds on the deposit account with Lloyds TSB 
Bank plc on behalf of Visa Europe Services, which could cover Visa 
Europe Services costs, that are associated with the participation of 
AS SEB banka in the Visa Europe Limited association.
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table 33.  asset encumbrance

sources of 
encumbrance

loans on 
demand

equity 
instruments

debt 
securities

Central 
banks and 

general 
governments

Financial 
corporations

non-
financial 

corporations
Households other assets total

Other sources of 
encumbrance

200 - - - 803 - - - 1 003

total encumbered 
assets

200 - - - 803 - - - 1 003

Total non-encumbered 
assets

804 559 13 515 143 075 38 545 11 659 1 510 409 858 359 157 160 3 537 281

total encumbered +  
non-encumbered 
assets

804 759 13 515 143 075 38 545 12 462 1 510 409 858 359 157 160 3 538 284

  MeasuReMent oF liquidity Risk

The risk function is responsible for the liquidity risk measurement methods and metrics. In order to quantify and manage short-term and 
long-term liquidity risk, a range of customized methods and metrics are used to assess the structure of the balance sheet and cash flows 
under both normal and stressed market conditions. Liquidity gaps shall be identified through measurement of cumulative net cash flows 
arising from the assets, liabilities and off-balance sheet positions in various time buckets.

liquidity Risk
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deFinitions
Common equity tier 1 capital (Cet1) The highest quality form of 
capital under Basel III. Comprises common shares issued and related 
share premium, retained earnings and other reserves, less specified 
regulatory adjustments.

Common equity tier 1 capital ratio CET1 capital expressed as a 
percentage of total risk exposure amounts.

tier 1 capital Shareholders’ equity excluding proposed dividend, 
deferred tax assets, intangible assets and certain other regulatory 
adjustments. 

tier 1 capital ratio Tier 1 capital as a percentage of total risk 
exposure amount.

total capital ratio Own funds as a percentage of total risk exposure 
amount.

own funds Comprises the sum of Tier 1 and Tier 2 capital. 

own funds requirement Total own funds must exceed 8% of risk 
exposure amount. 

Risk exposure amount Total assets and off balance sheet items, 
weighted in accordance with capital adequacy regulation for credit 
risk and market risk. The operational risks are measured and added 
to the risk exposure amount. 

Minimum capital requirement Minimum amount of regulatory 
capital that the bank must hold to meet the Pillar 1 requirements.

pillar 1 The Basel framework is based on three pillars. Pillar 1 aligns 
minimum capital requirements more closely with institutions’ actual 
risks. 

pillar 2 Provides for the supervisory review of institutions’ internal 
assessments of their overall risks and capital adequacy. 

pillar 3 Motivates prudent management by enhancing the degree of 
transparency in institutions’ public reporting.

Capital conservation buffer Buffer under Basel III designed to 
ensure banks build up capital buffers outside periods of stress which 
can be drawn down as losses are incurred. Should capital levels fall 
within the capital conservation buffer range capital distributions will 
be constrained by the regulators.

probability of default (pd) The probability of a borrower defaulting 
within one year.

loss given default (lgd) The proportion of an exposure that the 
bank loses on average in the event of default.

Credit risk mitigation means a technique used by an institution 
to reduce the credit risk associated with an exposure or exposures 
which that institution continues to hold

Credit value adjustment (CVa) Capital charge to cover the risk 
of mark-to-market losses on the expected counterparty risk to OTC 
derivatives. CVA is the difference between the value of a derivative 
assuming the counterparty is default-risk free and the value 
reflecting default risk of the counterparty.

expected loss (el) Amount expected to be lost on an exposure 
using a 12 month horizon. Calculated by multiplying PD, EAD and 
LGD.

leverage is the proportion of the relative quantity of assets of the 
institution, its off-balance liabilities and possible liabilities that are 
due to be paid up, performed or regarding which collateral must be 
provided, including liabilities on the received financing, provided 
guarantees, derivative instruments or agreement of asset sales 
with repurchase rights, but not including the liabilities that can be 
implemented only in the event of the liquidation of the institution, 
against the own capital of the company.

asset encumbrance An asset is considered encumbered if it has 
been pledged or if it is subject to any form of arrangement to secure, 
collateralise or credit enhance any transaction from which it can-not 
be freely withdrawn.

Back-testing A statistical technique used to monitor and assess the 
accuracy of a model, and how that model would have performed had 
it been applied in the past.

Countercyclical capital buffer Capital buffer financial institutions 
are required to hold in addition to other minimum capital 
requirements. Aims to achieve the broader macroprudential goal 
of protecting the banking sector from periods of excess aggregate 
credit growth that have often been associated with the buildup of 
systemwide risk.

debit valuation adjustment (dVa) The difference between the 
value of the derivative assuming the bank is default-risk free and the 
value reflecting default risk of the bank. Changes in a bank’s own 
credit risk therefore result in changes in the DVA component of the 
valuation of the bank’s derivatives.

exposure at default (ead) Amount expected to be outstanding 
after any credit risk mitigation if the counterparty defaults.

external Credit assessment institutions (eCai) External credit 
rating agencies such as Fitch, Moody’s, DBRS and Standard & Poor’s.

internal ratings-based approach (iRB) Method for determining 
own funds requirement were banks are allowed to use their own 
models to estimate the risk. There are two variants of the IRB 
approach; with and without own estimates of LGD and CCF.

liquidity Coverage Ratio (lCR) High-quality liquid assets in 
relation to the estimated net cash outflows over the next 30 calendar 
days, as defined by Swedish regulations. 

net stable Funding Ratio (nsFR) Defined as the amount of 
available stable funding relative to the amount of required stable 
funding. This ratio should be equal to at least 100% on an on-going 
basis. 

standardised approach Method of calculating and reporting 
credit risks based on standardised risk weights on the basis of the 
external rating. The standardised approach is also for market risk and 
operational risk.

Value at risk (VaR) A measure of loss that could occur on positions 
as a result of adverse movements in market risk factors over a 
specified time period and to a given level of confidence.

Conversion factor means the ratio of the currently undrawn 
amount of a commitment that could be drawn and that would 
therefore be outstanding at default to the currently undrawn amount 
of the commitment, the extent of the commitment being determined 
by the advised limit, unless the unadvised limit is higher.


