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1.  Executive Summary  

The Executive Summary  discloses a high level summary  of the risk profile  of Bank of Cyprus Holdings 
Public Limited Company  Group (the óGroupô), and its interaction with its risk appetite.  Bank of Cyprus 
Holdings Public Limited Company (the óCompany ô) is the holding company of Bank of Cyprus Public 
Company Limited (the óBankô or  óBOC PCLô). The Group comprises the Company, its subsidiary BOC PCL 

and the subsidiaries of BOC PCL. Risk appetite describes the types and level of risk that the Group chooses 
to accept in pursuit of its  strategy whilst at the same time fulfilling regulatory requirements.  
 
The Group remains on track for implementing its strategic objectives aiming to become a stronger, safer 
and a more focused institution capable of supporting the recovery of the Cypriot economy and delivering 
appropriate shareholder returns in the medium term . The Cypriot economy became more deeply rooted  
since 2013 and looks even more promising for the future. More information on the operating environment 

in Cyprus  is included in the Dir ectorsô Report of the Consolidated Financial Statements of the Company for 

the year 2018 in page 3.  
 
The Board  of Directors of the Company (the óBoardô, the óBoDô) is responsible for determining the nature 
and extent of the principal risks the Group  is wil ling to take in achieving its strategic objectives and 
ensuring the maintenance of an effective risk management.  The Board Risk committee ( RC)  monitors the 

Groupôs risk profile against the Risk Appetite Statement (RAS) and ensures  compliance with risk 
management strategy, policies and regulations  and makes appropriate recommendations to the Board.   
 
The Group is exposed to risks, the most significant of which are credit risk, liquidity risk, market risk 
(arising from adverse movements in exchange rates, interest rates and security prices) and insurance 
risk.   The Group monitors, manages and mitigates these risks through various control mechanisms. 
Detailed information relating to Group risk management is set out in Notes 46 to  49 of the Consolidated 

Financial Statements of the Company for 2018 and in the Additional Risk and Capital Management 
Disclosures which form part of the 2018 Annual Financial Report.  
 

The Group is also exposed to litigation risk, arising from claims, inve stigations, regulatory and other 
matters. Further information is disclosed in Note 40 of the Consolidated Financial Statements of the 
Company for 2018.  
 

Additionally, the Group is exposed to the risk on changes in the fair value of property which is held e ither 
for own use or as stock of property or as investment property.   Stock of property is predominately acquired 
in exchange of debt and is intended to be disposed of in line with the Groupôs strategy. Further information 
is disclosed in Notes 23, 26 and 28 of the Consolidated Financial Statements of the Company for 2018.  

 
The key pillars of the Groupôs strategy are to:  

¶ Materially reduce the level of delinquent loans  
¶ Further improve the funding structure  
¶ Maintain an appropriate capital position by intern ally generating capital  
¶ Focus on the core Cypriot market  

¶ Achieve a lean operating model  
¶ Deliver value to shareholders and other stakeholders  
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1.  Executive Summary  (continued)  

KEY PILLARS  PLAN OF ACTION  

1.  Materially reduce the level of delinquent 
loans  

Å Sustain momentum in restructuring and continue 
reduction of NPEs  

Å Focus on terminated portfolios (in Recovery Unit) 
ï accelerated consensual foreclosures  

Å Real estate management via Real Estate 
Management Unit ( REMU) 

Å Continue to explore alte rnative accelerating NPE 
reduction  measures , such as NPE sales, 
securitisations etc.  

2.  Further improve  the funding structure  Å Focus on shape and cost of deposit franchise  

3.  Maintain an appropriate capital position  Å Internally generat e capital  

4.  Focus on core Cyprus market  

Å Targeted lending in Cyprus into promising  
sectors to fund recovery  

Å New loan origination, while maintaining lending 
yields  

Å Revenue diversification via fee income from 
international business, wealth, and insurance  

5.  Achieve a lean operating mode l  

Å Implementation of digital transformation 
program underway, aimed at enhancing 
productivity distribution channels and reducing 
operating costs over time  

Å Post further NPE reduction, the Bank will focus  
on the need to manage costs  

6.  Deliver returns  
Å Deliver  appropriate medium term risk -adjusted 

returns  

 

The Group has made progress on some key metrics and moved closer to its risk appetite but still continues 
to operate outside of its risk appetite, in asset quality, concentration limits and operational risk losses.  
Additional information on the RAS is disclosed in Section 2.4.6.  
 
The following key metrics reflect largely the Groupôs risk profile.  

 
31 December 

2018 1 
31 December 

2018  
31 December 

2017  

Key Balance sheet ratios     

NPE ratio  47%  36%  47%  

NPE provisioning coverage ratio  52%  47%  48%  

Leverage ratio 2 10. 0 %  10. 0 %  10.4%  

Cost of risk  1.2%   1.0%  4.0%  

Liquidity Coverage Ratio  231% 3 231%  190%  

Capital ratios and risk weighted assets 4    

Common Equity Tier 1 capital ratio (CET1) 
(transitional)  

15.4%  12.1%  12.7%  

CET1 (fully loaded  for DTA only )  15.4%  11.9%  12.2%  

Total capital ratio (transitional)  18.3%  14.9%  14.2%  

Risk -Weighted Assets (RWA) (ú million) 14,01 6  15,37 3  17,26 5 

RWAs  intensity  63%  70%  73%  

    
1 Including the Helix and Velocity portfoli os  of ú1,148 million (NBV) and ú6 million (NBV) respectively as non -current assets and  disposal groups held for sale  (additional information on 

the Helix and Velocity Portfolio s is disclosed in Section 6.2.11)  

2 Tangible total equity to total assets  

3 Ignori ng the classification of Helix and Velocity portfoli os   

4 Pro forma for Deferred  Tax Credits (DTC) and Helix Portfolio  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

6 
 

1.  Executive Summary  (continued)  

¶ The Common Equity Tier 1 capital ( CET1)  ratio  (transitional basis)  stood at 12.1%  at 31 December 
201 8, compared to 12.7%  at 31 December 201 7. Adjusting for deferred tax assets  (DTA) , the CET1 
ratio on a fully - loaded basis totalled 11.9%  at 31 December 201 8 (31 December 201 7: 12.2 %).  
After taking into account the legislative amendments to convert  DTA to D eferred Tax Credit (DTC)  

(adopted  on 1 March  2019) and the project Helix  the CET1 ratio was reduced by c. 60 bps. The CET1 
increases by 170 bps and 160 bps respectively to 15.4%. During the year 2018, the CET1 ratio was 
reduced by c.60 bps. The CET1 ratio was negatively affected by the loss for the year, the impairment 
of the DTA and by the phas ing - in of transitional adjustments, mainly DTA and the adoption of IFRS  9 
and  was  positively affected by  the reduction in  RWAs, mainly due to the disposal of BOC UK .  

 
¶ As at 31 December 201 8, the Total Capital ratio stood at 14. 9%  (31 December 2017: 14.2%) , above 

the minimum required (12.88 % ).  The Total Capital ratio pro - forma for the DTA conversion to DTC 

and the project Helix increases to 18.3%. The total capital  ratio  was  positively affected by the 
issuance of ú220 million Additional Tier 1 Capital  (AT1)  in  December 2018 . 

¶ Despite the stricter default definition used for RWA purposes applied as of 1  January 2018 following 
its alignment with the NPE definition and the transitional arrangements of the IFRS 9 implementation 
which would otherwise increase RWA, RWA substantially decreased mainly from t he disposal of BOC 

UK and to a lesser extent from th e on -going deleveraging actions in the form of customer loan  
restructurings, increased provisioning and debt - for -asset swaps . The RWA intensity decreased from 
73 % to 7 0%  (63% pro forma for DTC and Helix) , reflecting both the decrease in NPE exposures in 
customer adva nces and the shift of balances from Balances with other banks to C ash and balances 
with central banks which have low er  risk weighting.  

¶ In November 2018, the Company completed the sale of its wholly owned subsidiary bank in the UK, 
Bank of Cyprus UK Limited  (óBOC UKô) and its subsidiary Bank of Cyprus Financial Services Limited 

following receipt of the necessary regulatory approvals from the Prudential Regulation Authority and 
the European Central Bank. The transaction has had an overall positive impact on t he Group capital 

ratios of c.70 bps.  More information is included i n the Directorsô Report of the Consolidated Financial 
Statements of the Company for  the year 2018  in page 18 . 

 
¶ The Group continues to be actively exploring alternative avenues to accelerate this reduction. NPEs 

as defined by the European Banking Authority (EBA) were reduced by ú1.3 billion or 14.7% during 

2018 to ú7.5 billion at 31 December 2018, accounting for 47% of gross loans, compared to 47% at 
31 December 2017.  
 

¶ The provisioning coverage ratio of NPEs  stood at 52% pro forma for Helix at 31 December 2018, 
compared to 48% at 31 December 2017. When taking into account tangible collateral at fair value, 
NPEs are fully covered.  

 

¶ Expected credit losses (cost of risk) for 2018, other than the classification o f the Helix portfolio as a 
disposal group held for sale, accounted for 1.0% of gross loans, compared to 4% for 2017.    

 
¶ At 31 December 201 8 the Group Liquidity Coverage Ratio (LCR) stood at 231%  (compared  to 190 % 

at 31 December 201 7)  and was in compliance with the minimum regulatory requirement . The Group  
and the Bank has been  in compliance with the LCR  including the LCR  add -on, which was introduced 
by the  Central Bank of Cyprus  (CBC)  as a macro -prudential measure , effective  from 1 Ja nuary 2018. 
The LCR add -on  requirement was abolished on 1 st  January 2019.   
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1.  Executive Summary  (continued)  

The Group has in place limits to manage concentration risk which can arise, among other s, from sector, 
product, counterparty, currency, collateral  and  funding source concentration. Appropriate monitoring and 
reporting processes are in place and are frequently reviewed.  There are restrictions on loan concentrations 
which are imposed by the Cyprus Banking Law, the relevant CBC Directives and  the CRR. According to 

these restrictions, banks are prohibited from lending more than 25% of the capital base to a single 
customer group. The Groupôs RAS imposes stricter concentration limits and the Group is taking actions to 
run down those exposures whi ch are in excess of the internal limits over time.  

 
Risk Statement  
The Finance Director and the Group Chief Risk Officer have attested in writing that, to the best of their 
knowledge, the 201 8 Pillar 3 disclosures comply with Part Eight of the CRR and the EBA Guidelines related 

disclosure requirements and have been prepared in accordance with the internal control processes agreed 

upon at the Board level.   
 
A statement by  the Board regarding the internal controls is included within the Annual Corporate 
Governance Report of 201 8 (Section 2 ).  In addition, statements approved by the Board describing the  
Groupôs overall risk profile associated with the Group strategy and risk management  are included within 

the Director sô Report (sections: Viability statement, Strategy and Outlook, Risk management). The óconcise 
statement ô by the Board is disclosed in the 201 8 Directorsô report in section óStatement of Directorsô 
Responsibilitie sô (page 30 ), which forms part of  the 201 8 Annual Report of Bank of Cyprus Holdings Group.   
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2.  Introduction  

2.1  Corporate Information  

Bank of Cyprus Holdings Public Limited Company (the óCompanyô) was incorporated in the Republic of  
Ireland on 11 July 2016 , as a public limited company number 545903 in accordance with the provisions of 
the Companies Act 2014 of Ireland  (Companies Act 2014 ) . Its registered office is 10 Earlsfort Terrance, 
Dublin 2, D02 T380, Ireland.   
 
The Company is the holding company of BOC PCL. The Bank of Cyprus Holdings Group (the óGroupô) 

comprises the Company, its  subsidiary BOC PCL and the subsidiaries of BOC PCL.  
 
The principal activities of BOC PCL and its subsidiary companies (the óBOC Group ô), involve the provision of 
banking, financial  services , insurance services and management and disposal of property predominately 
acquired in exchange of  debt . 
 

The Company is tax resident in Cyprus.  The shares of  the Company are listed  and traded  on the  London 

Stock Exchange  (LSE)  and the Cyprus Stock Exchange (CSE).   

 
2 .2  Pillar III Regulatory Framework  

Regulatory framework overview  

The Pillar 3 report is prepared in accordance with the CRR and the Capital Requirement s Directive IV (CRD 

IV) .   The EBA guidelines on Pillar 3 disclosure requirements have  been  fully adopted.  
 
The CRR and CRD IV establish the prudential requirements for capital, liquidity and leverage that entities 
need to abide by. CRD IV governs access to deposit - taking activities, internal governance arrangements 
including remuneration, board composition and transparency. CRR i ntroduced significant changes in the 
prudential regulatory regime applicable to banks including amended minimum capital adequacy ratios, 

changes to the definition of capital and the calculation of Risk Weighted Assets  (RWAs)  and the 

introduction of new mea sures relating to leverage, liquidity and funding. CRR permits a transitional period 
for certain of the enhanced capital requirements and certain other measures, such as the leverage rat io, 
which will be largely effective by 2019 . In addition , the Regulation (EU) 2016/4 45  of the E uropean Central 
Bank (E CB)  on the exercise of options and discretions available in Union law (ECB/2016/4) provides certain 
transitional arrangements which supersede the national discretions unless they are stricter tha n the EU 
Regulation 2016/44 5. 

 
The current regulatory framework comprises three pillars:  

¶ Pillar I covers the calculation of RWA for credit risk, counterparty risk, market risk  and operational 

risk.  
¶ Pillar II covers the Supervisory Review and Evaluation Process (SREP) , which assesses the internal 

capital adequacy processes and whether additional capital is required over and above the Pillar I and 
provides for the monitoring and self -assessment of a bankôs capital adequacy and internal processes.  

¶ Pillar III covers external disclosures that are designed to provide transparent information on 
regulatory capital adequacy, risk exposures and risk management and internal control processes.  

 

Future Regulatory Developments  

The Groupôs 2018 year end disclosures comply with all relevant CRD IV and CRR requirements and 
associated EBA and ECB guidelines and technical standards in force at 31 December 2018  including ECB 
Guidance to Banks on Non -Performing loans.  
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2 .2  Pillar III Regulatory Framework  (continued)  

The Group continues to closely monitor EU and Cyprus regulatory developments, including among others 
the following:  

¶ On 14 of March 2018 ECB published an NPE addendum which supplements the NPL guidance by 
specifying what  the ECB deems to be prudent levels of provisions for new NPEs. The ECB will in this 

context assess among other things, the length of time an exposure has been classified as NPE 
(vintage) as well as the collateral held. The ECB will link the supervisory ex pectations in this 
Addendum to new NPEs classified as such from 1 April 2018 onwards, irrespective of the reason of 
classification. Taking into account the specificities of the supervisory expectations, banks will thus 
be asked to inform the ECB of any dif ferences between their practices and the prudential 
provisioning expectations, as part of the SREP supervisory dialogue, from early 2021 onwards.  

¶ In 2016 the European Commission (EC) launched a proposal to amend the Capital Requirement 

Directive (CRD V), C apital Requirement Regulation (CRR II), Banking Recovery and Resolution 

Directive (BRRD) and the Single Resolution Mechanism (SMR) Regulation.   The Group continues to 
monitor the developments in this area.  

¶ The BRRD requires that from January 2016 EU member  states shall apply the BRRDôs provisions 
requiring EU credit institutions and certain investment firms to maintain a minimum requirement 
for own funds and eligible liabilities (MREL), subject to the provisions of the Commission Delegated 

Regulation (EU) 2 016/1450.   Instruments which qualify for MREL are own funds (CET1, Additional 
Tier 1 and Tier 2) as well as certain eligible liabilities. MREL is expressed as a percentage of Total 
Liabilities and Own Funds.   Although the precise calibration and ultimate d esignation of the Groupôs 
MREL has not yet been finalised, BOC PCL is monitoring developments in this area very closely.  

 
Capital requirements  

The minimum ratios presented below apply for both, the Bank and the Group. In addition, the ECB has also 
provided  non -public guidance for an additional Pillar II CET1 buffer.  
 
Minimum Capital Requirements  

 
2019  

Note 1  
2018  2017  

Pillar 1  %  %  %  

CET1 4.5 0 4.5 0 4.5 0 

Tier 1  6.0 0 6.0 0 6.0 0 

Total Capital requirement -Pillar 1  8.0 0  8.0 0  8.0 0  

    

Pillar 2     

Pillar 2 requirement  3.00  3.00  3.75  

    

Buffers     

Capital Conservation Buffer (CCB) ï Note 2 2.5 0 1.8 8 1.25  

Countercyclical Capital Buffer (CCyB)  ï Note 2    

Other Systematically Important Institutions (O -SII) -  Note 4 0.5 0 -  -  

Total minimum requirements  CET1  10.5 0  9. 4  9.5 0  

Overall Capital requirement  14 .0 0  12. 9  13.0 0  

 
Notes:  
Based on the provisions of the Macroprudential Oversight of Institutions Law of 2015 which came into force 
on 1 January 2016, the CBC is the designated Authority responsible for setting the macroprudential buffers 
that derive from the CRD IV.  
 

1.  The ratios are in line with the  final  2018 SREP decisions . 

2.  The CCB was gradually phased - in at 0.625% in 2016, 1.25% in 2017, 1.875% in 2018 and was  fully 
implemented on 1 January 2019 at 2.5 0%.  
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2 .2  Pillar III Regulatory Framework  (continued)  

3.  In accordance with the provisions of the above law, the CBC determines , on a quarterly basis, the 
CCyB level in accordance with the methodology described in this law. The CCyB is effective as from 1 
January 2016 and is determined for all the countries in the European Economic Area (EEA) by their 
local competent authorities a head of the beginning of each quarter. The CBC has set the level of the 

CCyB for Cyprus at 0% for the years of 201 8 and 201 7 and the six  months up to June  201 9. The CCyB 
for the Group has been calculated at 0.02% for the year 201 8 (2017:  zero)  (Section 5.4 ).  

 

4.  In accordance with the provisions of this law, the CBC is also the responsible authority for the 
designation of banks that are Other Systemically Important Institutions (O -SII) and for the setting of 
the O -SII buffer requirement for these systemically important banks. The Group has been designated 
as an O -SII and the CBC set the O -SII buffer for the Group at 2%. This buffer will be phased - in 
gradually, starting from 1 January 2019 at 0.5% and increasing by 0.5% every year thereafter, until 

being fully i mplemented at 2.0% on 1 January 2022.  

  
The capital position of the Bank and the Group  at 31 December 201 8 exceeds both their Pillar I and their 
Pillar II add -on capital requirements. However, the Pillar II add -on capital requirements are a point - in - time 
assessment and therefore are subject to change over time.  
 
The insurance subsidiaries of the Group comply with the requirements of the Superintendent of Insurance 
including the minimum solvency ratio. The regulated investment firms of the Group comply with the 

regulatory capital requirements of the Cyprus Securities and Exchange Commission (CySEC) laws and 
reg ulations.  
 
Basis and frequency of disclosure s  

The 201 8 Pillar 3 Disclosures report ( the  óReport ô)  of the Group sets out both quantitative and qualitative 
information required in accordance with Part 8 óDisclosures by Institutionsô of the CRR.  Articles 431 to 455  

of the CRR specify the Pillar 3 framework requirements (see Specific References to CRR  Articles  at the end 
of the Report ).  The Report includes , to a large extent, tables prepared in line with the EBA guidelines 
published on 14 December 2016  as a mended on 4 August 2017  (see  Specif ic References to EBA guidelines  

at the end of the Report ) , which are now in force  for the purposes of this Report .  
 
The Report is published annually and in conjunction with the Groupôs Annual Financial Report, whilst  
certain disclosures are published on a more frequent basis  if necessary on the Groupôs website 
http://www.bankofcyprus.com  (Investor Relations), in accordance with regulatory guidelines.  The Group  
publishes semi -annually  and quarterly  the disclosures required by EBA guidelines GL/2014 / 14 - title VII 
paragraph 26  (a) and (b) . The semi -annual disclosures are included  in the Additional Risk and Capital 

Management Disclosures report (provides additional information  on the capital and risk profile of the Group)  
which is approved by the Board and published together with the  Mid -Year Financial Report .  The quarterly 
disclosures are reported in the Group Results announcement which is also approved by the Board.   

 
Verification  

This Report is published by the Group as per the formal disclosure policy approved by the Board .  
 
The Group has a policy covering the frequency of disclosures, verification and their overall appropriateness.   
 

Group Compliance Division had an  oversight of the framework and assurance procedures and Group 
Internal Audit performed a review of the process followed by the Group  for the preparation of Pillar 3  
Disclosures for 201 8. 
 
The Pillar 3 report pre its submission to the Board is reviewed and  approved by the Executive Committee. 
The Board, through the Risk and Audit Committees scrutinises and approves the Pillar 3 report. This 
governance process ensures that both management and the Board are given sufficient opportunity to 

challenge the disclo sures. Further controls and processes about the p reparation of periodic reporting  are 
disclosed in the Directorsô report of 2018 Annual Report ( page 26 ).  

 
The Report was approved by  the Board  through the Audit and RCs.  

http://www.bankofcyprus.com/
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2.3  Governance Arrangements  

2.3.1  Recruitment Policy  

The Group recognises the benefits of having a diverse BoD which includes and makes use of differences in 
skills, experience, background, nationalities  and gender among the  directors.  When determining the 
optimum composition of the BoD, consideration is given to balancing these differences.     
 
The Nominations and  Corporate Governance Committee  (NCGC)  is assigned the responsibility to  regularly  
review the composition of the Board in order to identify, evaluate and select candidates whose skills will 

complement and add value to the collective knowledge and skills of the Board.  Pursuant to this 
assessment the Committee then makes appropriate  recommendations to the BoD in a ccordance with the 
Fitness and  Probity policy approved by the Bo D.   
 
The persons proposed for the appointment should have specialised skills and/or knowledge to enhance the 

collective knowledge of the BoD and must be able to commit the necessary time and effort to fulfil their 
responsibilities. Prior to the appointment, the Bank must obtain the approval of the  ECB. 

 
Factors considered by the NCGC in its review of potential candidates include:  

¶ Specialised skills and/or knowledge in accounting, finance, bank ing, law, business administration or 
related subject ;  

¶ Integrity, honesty and the ability to generate public confidence ;  
¶ Demonstrated sound business judg ement ;  
¶ Knowledge of financial matters including understanding financial statements and financial ratios ;  
¶ Knowledge of and experience with financial institutions ;  
¶ Risk management experience ;  

¶ The competencies and skills that the BoD considers each existing director to possess ;  
¶ Possible gaps in knowledge and skills identified by the latest review of the composi tion of the Board;  
¶ Succession planning;  

¶ The need to attain the targets set by the Diversity Policy of the Group for achieving gender diversity 
on the BoD within deadlines set by the Diversity Policy (published on the Groupôs website) . 

 
When considering pr oposals for  the re -election of incumbent directors, the NCGC takes into account the 

results of the most recent self -assessment of the BoD and the Chairpersonôs evaluation of the individual 
directors, the directorôs attendance record in meetings, participation in BoD activities and overall 
contribution to the functioning of the Bo D. 
 
An internal evaluation of the performance of the Board, its committees and individual m embers  is 
conducted annually, while an external evaluation is carried out triennially.   The internal assessment carried 

out through questionnaires considers overall performance relative to the role of the Board and consists of:  

¶ Completion of online questionnaires  by each Director on the role of the Board  and its committees  
¶ Completion of onl ine self -assessment of each Director  
¶ Assessment of each Director by the Chairman  

¶ Discussion by the Board of the assessment and recommendations for improvements made in the 
report  

 

As at 31 December 2018 the Board comprised of twelve Directors: the Group Chairman who is considered  
independent on an on -going basis , two Executive Directors and nine Non-executive Directors, eight of 
whom independent. Two of the Directors were appointed on 23 July 2018 and on 13 August 2018 
respectively bringing the total number of female Directors on the Board to four.  In August 2018, the Board 
extended the appointment of the Group CEO until 31 December 2020, while at the same time the 
Chairman made know n his decision to step down at the next AGM. In February 2019 Mr.  Arapoglou was 
appointed to the Board subject to ECB consent with the intention that following his election to the Board at 

the next AGM, he will be considered as a candidate for the Chair. I n the meantime Mr Spanos resigned 
from the Board on 21 January 2019, while on 4 March 2019 the CEO , who is an executive director , gave 
notice of his resignation to the Board. The NCGC will launch the process of identifying suitable candidates 
for relevant appointment to the Board.  
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2.3.2  Other Directorships  

The NCGC considers amongst other whether a potential director is able to devote the requisite time and 
attention to the Bankôs affairs, prior to the BoDôs approval of the individualôs appointment.  
 
The CBC Assessment of Fitness and  Probity of Directors and Managers Directive of 2014  determine s that a 

director cannot hold more than one of the following combinations:  

¶ One executive directorship with two non -executive directorships . 
¶ Four non -executive di rectorships.  

 
For the purposes of the above, executive or non -executive directorships held within the same group shall 
count as a single directorship .  Directorships in organisations which do not pursue predominantly 
commercial objectives do not count for the purposes of the above guidelines.  

 

According to the CBC Directive mentioned above, the CBC may, in exceptional cases and taking into 
consideration the nature and complexity of the business of the Group, authorise members of the BoD to 
hold one addition al directorship.  
 
The CBC had granted permission on appointment to four of the directors to hold one additional non -

executive directorship to the above.   At present none of the  director s hold additional directorship s.  
 
Full biographies can be accessed online and in the Annual Corporate Governance Report 201 8 which is 
included in the Annual Financial Report 2018 and is available  at  www.bankofcyprus.com  (Who we are ).  
 
2.3.3  Diversity  

The  Board has a balanced and diverse range of skills, knowledge and experience, and has almost achieved 
its target for female representation.  Following the approval of t he Board Diversity Policy in May 2015 an 
action plan was prepared which  set as target to achieve 40% female representation on the Board by 2020.  

At year -end 2018 four female director s were members of the Board  (33 %) . Nationality, gender, age, 

specialised skills and other relevant qualities are all taken into consideration in order to maintain an 
appropriate range of balance of skills, experience and background on the Board .   
 
Following review in 201 8, the NCGC determined that the skills and experience of the Board were 
appropriate in areas relevant to the business of the Grou p such as  banking &  financial services, strategy  & 
business models , risk management, business /industry  experience,  audit/accounting & economics,  
insurance , international experience, capital markets, legal governance , information technology, 

cybersecurity , human resource management  and dealing with regulators and governments.   
 
Further information on the Group Board Nomination Policy and the Group Board Diversity Policy is 
contained in the Annual Corporate Governance Report for 201 8 and is available at  www.bankofcyprus.com  
(Investor Relations) . 

 

2.3.4  The Board  

The Board is responsible for determining the nature and extent of the principal risks the Gro up is willing to 
take in achieving its strategic objectives and  ensuring the maintenance of an effective risk management 

and oversight process across the Group.  The Group Chief Risk Officer ( GCRO) regularly reports to the 
Board , developments  in the risk environment and performance trends.  
 
The Board is also responsible for ensuring that the management maintains an appropriate system of 
internal controls which provides ongoing assurance of effective operations, internal financial controls and 
compliance with policies and procedures. The Board exercises the res ponsibility for approving and 
monitoring the Groupôs overall strategy, risk appetite and policies for managing risks through two of its 

Committees, namely the  Board Risk Committee ( RC)  and the  Board Audit Committee  (AC) . 
 
  

http://www.bankofcyprus.com/
http://www.bankofcyprus.com/
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2.3.5  Board Risk Committee ( RC)  

The RC monitors the Groupôs risk profile against the approved Risk Appetite and ensures compliance with 
risk management strategy, policies and regulations. It reviews management proposals on the desired risk 
strategy both at individual company as well as at Group level, i.e. the risk appetite/exposure, in each area 
of risk (market, liquidity, credit, equity, regulatory, information security, operational and capital resources) 

and makes appropriate recommendations to the Board.  
 
The RC evaluates and reports  to the Board on the Group's overall current and future risk appetite and 
strategy, taking into account the financial and risk profile of the institution and the capacity of the Group to 
manage and control risk. It assists the Board in overseeing the effec tive implementation of the risk 
strategy by senior management, including the development of mechanisms to ensure material exposures 
that are close to, or exceed approved risk limits are managed and where necessary, mitigated in an 

effective and timely mann er and the identification and escalation of breaches in risk limits and of material 

risk exposures in a timely manner.  
 
The RC is also responsible for monitoring the effectiveness  of the  internal risk management framework and 
its integration with the Bankôs decision making process, covering the whole spectrum of the Bankôs 
activities and units , as well as subsidiaries.  

 
The RC currently comprises 4 Non-executive directors , three of whom are independent . During 201 8 the 
RC held 17  meetings  (2017 : 19 meetings) . 

 
Additionally the Terms of Reference of the RC include the following :  

¶ Review pricing of products and where prices do not properly reflect risk, present a remedy plan to 
the BoD;  

¶ Examine whether incentives provided by the remuneration system take  into consideration risk, 
capital, liquidity and the likelihood and timing of earnings ;  

¶ Submit proposals to the BoD and recommendations for corrective action whenever weaknesses are 

identified in implementing the risk strategy ;  
¶ Appraise the GCRO and the Information Security Officer and submit appraisals to the BoD;  
¶ Approve sufficient resources and budget for the Bankôs Risk Management Division ( RMD)  and th e 

Information Security function;  
¶ Review and approve the organisational structure of the RMD;    
¶ Assess and monitor the independence, adequacy and effectiveness of the RMD and the Information 

Security Function ;  

¶ Advise the BoD on the adequacy and effectiveness of the risk management framework and the 
information security framework, drawing on the re ports of the AC, the RMD and external auditors ;  

¶ Advise the BoD on the adequacy, effectiveness and robustness of information and communications 
systems ;   

¶ Advise the BoD on the adequacy of the provisions and effectiveness of strategies and policies with 
resp ect to maintaining adequate internal capital and own funds to cover the risks of the Bank ;    

¶ Conduct a self -assessment and report its conclusions and recommendations for improvements and 

changes to the BoD.  
 

The appointment and removal of the GCRO and the Information Security Officer are recommended  by the 
RC and approved by the BoD .   
 
2.3.6  Board Audit Committee ( AC)  

The AC regularly reviews the adequacy and effectiveness of the system of internal controls and information 
systems of the Group (being the systems established to identify, assess, manage and monitor financial 
risk).  

 
Additionally the AC reviews all publications of financial statements and related information of the Group, 
and reports to the Board on the significant financial report ing issues and estimates and judg ements 
(including impairments) made therein.  
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2.3.6  Board Audit Committee ( AC)  (continued)  

The AC comprises of 4 independent Non -executi ve directors.  During 201 8 the AC held 13 meetings ( 2017 : 
11 meetings).  
 
The Chairman of the  AC also sits on the RC and regular joint meetings of the two Committees take place.  

 
2.3.7  Human Resources & Remuneration Committee   

The Human Resources & Remuneration Committee ( HRRC)  keeps under review an overall remuneration 

policy for the Group  to ensure among others that it is aligned with the Groupôs capital and liquidity 
position , as well as  the interests of the  shareholders ;  does not encourage excessive risk taking and 
ensures an appropriate balance between fixed and performance - related remuneration, immediate and 
deferred.  
 

Further information on the Group Board Committees, their composition, number of meetings, their 
activi ties and terms of reference are  contained in the Annual Corporate Governance Report for 201 8 which 

is included in the Annual Financial Report 201 8. 
 
2.3.8  Reporting and Control  

A description of the information flow on risk to the BoD is provided in Appendix II.  
 

2.4  Strategies and P rocesses to Manage R isks  

2.4.1(a)  Risk Management Framework  

RMD has clear objectives to ensure that the level of risk undertaken by the Group is consistent with its 

approved risk appetite and business strategy. These objectives aim to:  

¶ Identify the Groupôs significant risks and ensure that appropriate mitigating strategies are in place.  

¶ Define the Groupôs risk appetite and ensure that it is consistent with the overall business strategy, 
as well as  the divisional strategies.  

¶ Ensure that risk management is an integral part of the Groupôs process of strategic decision-making 
and capital planning . 

¶ Support business  decision -making by taking a balanced view on risk , while establishing strong and 

independent review and challenge structures.  
¶ Assist business lines to improve the control and coordination of risk taking.  
 

These  objectives are being achieved through the implementation of a comprehensive and evolving 
framework for the identification, assessment, monitoring and control of risks within the Group. The 
framework is based on the following key elements:  

 
a.  Risk governance  
b.  Organisational model  
c.  Risk appetite  

d.  Frameworks, policies and circulars  
e.  Risk culture  

 
2. 4 .1(b )  Effectiveness of Risk Management Framework   

The Groupôs management and BoD are satisfied that the Risk Management Framework  is appropriate given 
the risk profile of the Group  and its strategy . As such , the Group  has in place a process whereby certain 

confirmations/representations and warranties as to the effectiveness of Risk policies, procedures and 
monitoring activities, as par t of the Corporate Governance Codeôs (Code)  obligations, are provided by all 
the business lines and subsidiary companies to the BoD through its AC on an annual basis. Furthermore, 
RMD, having received such quarterly confirmations/representations from the b usiness lines and subsidiary 
companies, subsequently provides confirmations/representations and warranties as to the effectiveness of 
its policies, procedures and monitoring activities to the BoD through its AC. Board declaration on Risk 
Management is fulf illed within the Directorsô Report of 2018 Annual Financial Report.  
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2. 4 .1(b )  Effectiveness of Risk Management Framework  (continued)  

The Board signs a liquidity  and capital  adequacy statement s on an annual basis as part of the Internal 
Liquidity Adequacy Assessment Process ( ILAAP)  and International Capital Adequacy Assessment Process 
( ICAAP) . In addition, the BoD (or its delegates) has the responsibility for approving and periodically 
reviewing the Group ôs risk Strategy, RAS and Risk Policies, as well as setting appropriate limits and 

assigning approving authorities.  
 
RMD is independent of the day - to -day business. The GCRO reports to the Chair of the RC and for 
administrative purposes has a dotted line to the Group Chief Executive Officer. The GCRO has unh indered 
access to the RC and Executive Management, and meets periodically with the Chair of the RC.  The RC 
assesses and monitors the independence, adequacy and effectiveness of the GRMD on an ongoing basis.  
 

RMD derives its authority from the BoD, via the RC. GRMD has full, free and unrestricted access to all Bank 

records, property and personnel, including where appropriate outsourced operations, within a reasonable 
period of making the request.  
 
The Risk Management Framework has been developed on the basis  of the applicable governance 
requirements included in:  

a)  The CBC Directive on Governance and Management Arrangements in Credit Institutions, and  
b)  The EBA report on Internal Governance under Directive 2013/36/EU.  
 
2.4.2  Risk Inventory  

As part of its business activities, the Group faces a variety of risks, the most significant of which are 
described further in dedicated sections below  as well as in the Directorsô Report in the 2018 Annual 
Financial Report. For risks relating to financial instruments, informatio n is also included in Notes 4 6-49 of 
the Consolidated Financial Statements of the Company for the year 2018 and in the Additional Risk and 
Capital Management Disclosures included in the 2018 Annual Financial Report . 

 

The Group holds regulatory capital agai nst three all -encompassing main types of risk: credit risk, market 
risk  and operational risk (including litigation risk)  as required by CRR/CRD IV, all of which are defined 
below .   
 
Credit Risk  
Credit risk is defined as the current or prospective risk to earnings and capital arising from an obligorôs 
failure to meet the terms of any contract (actual, contingent or potential claims both on and off balance 

sheet) with the Group  or failure to perfor m as agreed. Within the general concept of credit risk, the Bank 
also identifies and manages the following types  of risk :  

¶ Counterparty credit risk: the Group ôs credit exposure products with other counterparties.  
¶ Settlement risk: the risk that a counterparty fails to deliver the terms of a contract with the Group . 
¶ Issuer risk: the risk to earnings arising from a credit deterioration of an issuer of instruments in 

which the Group  has invested.  

¶ Concentration risk: the risk that arises from the unev en distribution of exposures to individual 
borrowers or by industry, collateral, product, currency, economic sector or geographical regions.  

¶ Country risk: the Group ôs credit exposure arising from lending and/or investment or the presence of 
the Group to a  specific country.  

 
Market Risk  
Market risk is defined as the current or prospective risk to earnings and capital arising from adverse 

movements in the prices of interest rate instruments, Foreign Exchange (FX) , the prices of other financial 
market instr uments, the correlations among them and their levels of volatility.  Market risk also emanates 
from the funding and liquidity mix of the Group , as well as from concentrations in the loan portfolio and 
asset mix.  Liquidity and funding are also individual r isks that are closely monitored within the broad 
category of market risk.  
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2.4.2  Risk Inventory  (continued)  

Operational Risk  
Operational risk is defined as the risk of a direct or indirect impact resulting from human factors, 
inadequate or failed internal processes and systems, or external events.  Operational risk includes ï inter 
alia -  actual and/or potential losses caused from human processing errors, system failures  (software and 

hardware), electrical/telecommunications failures, external events, such as natural disasters damaging 
physical assets, non -compliance with legal and regulatory requirements, and employee fraud, as well as 
external fraud, or other malicious acts (terrorism, vandalism, sabotage).  Information security risks, 
business resilience and continuity risks, conduct risks, litigation risks defined below,  and model risks fall 
under the scope of Operational Risk.  Even though not included in the Basel de finition of Operational Risk, 
reputational risks are also actively identified by the Group  within the Operational Risk Management (ORM) 
framework.  

 

Litigation risk  and regulatory matters  
The Group may  become involved in legal or arbitration proceedings which may affect its operations and 
results.  Litigation risk arises from pending or potential legal  and other proceedings against the Group , 
including conduct issuer, which in the event that are not properly dealt with , the Group will be exposed .  
Additio nal information on Pending litigation , claims , regulatory and other matters is disclosed in Note 40 of 

the  Consolidated Financial Statements of the Company for 2018 . 
 

2.4.3  Risk Management Governance  

The responsibility for approving and monitoring the Groupôs overall strategy, risk appetite and policies for 
managing risks lies with the BoD, which exercises this responsibility through:  

¶ The RC 
¶ The AC 

 
Additionally, the Group Risk Management Framework is monitored by various executive and management 

Committees:  

¶ The Groupôs Executive Committee (ExCo) 
¶ The Groupôs Technology Committee (TC)  
¶ The Groupôs Asset Acquisition and Disposal Committee (ADC) 
¶ The Groupôs Asset and Liability Committee (ALCO) 
¶ Executiv e Management Credit Committees  

 

The Board  

One of the Boardôs responsibilities (or its delegates) is the approval and periodic review of the Groupôs Risk 
Appetite, which is the level of risk the Group  chooses to take in pursuit of its business objectives. The 

Board (or its delegates) has the responsibility for approving and periodically reviewing the RMD strategy 
and Risk Policies, as well as setting appropriate limits and assigning approving authoriti es.  
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2.4.3  Risk Management Governance (continued)  

It also receives regular reporting on the effectiveness of the Groupôs risk and control processes as well as 
on the most significant risks and performance trends which facilitate its annual review on Risk 
Management. The Board also assesses all of the Groupôs strategic plans which are accompanied by 
respective risk assessments.  

 
In addition, the Board:  
¶ Provides a statement regarding the internal controls which is included within the Annual Corporate 

Governance Report.  
¶ Signs a liquidity and capital adequacy statements on an annual basis as part of the ILAAP and ICAAP.   
¶ Ensures that the Risk Management function is properly positioned, staffed and resourced and carry 

out its responsibilities independently  and effectively.  

 
The Board Risk Committee (RC)  

The RC advises the BoD on setting the risk appetite and strategy of the Group and ensures they remain 

appropriate for the Group, while ensuring compliance with the risk management strategy, policies, capital 
planning and regulatory requirements. Moreover, it det ermines the principles that should govern the 
internal risk management framework and ensures its integration with the Groupôs decision making process. 
Furthermore, it ensures effective and ongoing monitoring and review of the Group's management or 
mitigati on of risk including the Group's control processes, training and culture, information and 
communication systems and processes for monitoring and reviewing their continuing effectiveness. The RC 

receives regular and comprehensive reports on risk methodologies, the effectiveness of the risk 
management framework, and the Groupôs risk profile. The Committee also commissions in-depth analyses 
of significant risk topics.  
 
The Board Audit Committee (AC)  

The AC assists the BoD to fulfil its oversight responsibilities regarding internal controls and compliance, 

financial reporting, internal and external audit, and communications and reporting. It considers and makes 
recommendations to the BoD on matte rs relating to the review and assessment of the Groupôs financial 
statements and the adequacy and effectiveness of the system of internal controls based on the reports 
prepared by the Group Internal Audit function.  

 
Executive and  Management Committees  

Risk related topics are regularly covered by the various Executive and  Management Committees in the 

discharge of their duties. This contributes to the overall monitoring of Risk Management and the GCRO 
participation in these committees ensures both that the t opics are appropriately presented and that Risk 
Managementôs position is clearly articulated. Topics regularly covered include: 

¶ Update on significant risks and performance trends.  
¶ Risk perspective on the Group and divisional strategic plans.  
¶ Risk appetite formulation.  

¶ Stress test,  ICAAP and  ILAAP results and analysis.  
¶ Product, sector and country limits.  
¶ Risk policies review.  
¶ Integrated risk monitoring.  
¶ Asset disposal.  
¶ On-boarding of credit risk.  

 

In addition to regular topics , the committees consider ad -hoc  papers on current risk topics such as 
economic and market developments, political events etc.  
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2.4.3  Risk Management Governance (continued)   

Senior Management  

Certain roles within  the Group are critical as they carry specific responsibilities with respe ct to Risk 
Management. These include:  
 
Chief Executive Officer  (CEO)  

The CEO is accountable for leading the development of the Group ôs strategy and business plans in a 
manner that is consistent with the approved risk appetite and for managing and organising Executive 
Management to ensure these are executed. It is the CEOôs responsibility to manag e the Group ôs financial 
and operational performance within the approved r isk appetite.  
 
Group Chief Risk Officer (GCRO)  

The GCRO leads the Risk Function across the Group  including overseas and local subsidiaries. He is 
responsible to clearly articulate the Risk Management objectives and to promo te the development and 

implementation of a consistent Group wide risk management framework. The GCRO is also expected to 
challenge business strategy and overall risk taking and its governance within the Group  and independently 
bring his findings, where nec essary, to the RC.  Specific responsibilities include:  

 
¶ Preparing and recommending the Group ôs risk appetite to the Board through the RC.  
¶ Developing, operating and maintaining a comprehensive risk management framework to monitor and 

manage the risk profile of the Group  against the approved r isk appetite and providing accurate and 
timely reporting on that.  

¶ Providing regular briefings and gui dance to the Group Executive and other Group Committees to 
ensure that they are aware of the over -arching risk management framework and that they have a 
clear understanding of their accountabilities for risk and control.  

¶ Informing the RC on a monthly basi s on the aggregate risk profile of the Group.   

¶ Participating and reporting (as appropriate) in the Groupôs ExCo, the ADC (holds veto power), the 

ALCO (holds veto power and the right to escalate to the RC) , the OpCo and the Credit Committee 3  
(CC3)  (the hi ghest executive credit committee as an observer with veto power). His representatives 
(Credit Risk Assessment Department) are observers in other credit committees with equal power of 
veto.  

¶ Participating directly or through the managers delegated to act on  his behalf (Manager Risk Division 
Operations, International Risk Management & Other Subsidiaries Manager, Market Risk Manager, 
Manager ORM, Manager Information Security) to the following subsidiary committees:  

a.  General Insurance of Cyprus ( GIC)  AC & RC and  ALCO  
b.  Euro Life  Risk Committee and ALCO  
c.  BoC Asset Management Company BoD and Audit & Risk Committee  

¶ Overseeing the effectiveness of the implementation o f the Group ôs RMD policies. 
¶ Reviewing and recommending appropriate limits for all identified risks.  
¶ Ensuring the implementation of the Information Security Policy and Program.  

¶ Ensuring objectivity and independence of the GRMD . 

¶ Acquiring resources with the right skills and competences and continually assessing of those . 
¶ Ensuring that the GRMD staff  receive on -going training . 
¶ The preparation and delivery of induction training for the newly appointed members of the BoD . 

 
Three Lines of Defence  

The Bank follows the regulatory guidelines for Corporate Governance and has defined a set of rules and 
control s governing the Bankôs organisational and operational structure including reporting processes and 
functions for risk management, compliance and internal audit.  
 

The Bank has established the Three Lines of Defence model as a framework for effective risk man agement 
and control which depicts the relationship of RMD with other internal control functions as well as the front 
line.  All employees are responsible for identifying and managing risk within the scope of their role as part 
of the three lines of defence model.  
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2.4.3  Risk Management Governance (continued)  
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2.4.3  Risk Management Governance (continued)  

 

RMD relation with control functions  

Control functions meet at regular intervals in order to assess and propose areas for further enhancement 
of cooperation and communication amongst them, as well as for taking advantage of synergies and 
avoiding duplication of work.  

 
2.4. 4  Risk Management Division  

The RMD division is structured so as to:  

¶ Ensure that all main risks have proper ownership, management, monitoring and clear reporting. 
Therefore, a number of specialised risk departments operate under the GCRO.  

¶ Maintain the Divisionôs independence which ensures that it carries its responsibilities in an unbiased 

manner.  
¶ Promote proper  empowerment in key risk areas that will assist in the creation of a robust risk 

culture.  
¶ 96 staff are currently being employed in RMD . 

 
The Risk Divisionôs expanded role, among other, includes: 

¶ The pro vision of  tools and m ethod ologies for  r isk m anageme nt  to the business uni ts.  
¶ The promotion of risk awareness through the engagement of business units in the identification, 

measurement and mitigation of risks as appropriate.  
¶ The reporting of losses from risks identified to Executive Management and the Regulatory 

Authorities.  
¶ The collection and monitoring of Key Risk Indicators (KRIs).  

¶ The ident if ication of r isks at  Group level  in cases where these r isks are n ot  m anaged by  a specif ic 
business uni t  and to m ake sure  that  acti ons m it igat ing r isks are im plemen ted.  

¶ The provision of a strategic and forward - looking perspective on the key risk issues for discussion at 
senior levels within the Group (risk appetite, stress testing framework) . 
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2.4.4  Risk Management Division  (continued)  

¶ The setting of policies in line with the strategic and business objectives.  
¶ The management of the information security framework.  

 
Furthermore, RMD independence is ensured through:  

¶ Organi sat ional  independence of  RMD from  the  acti vit ies assigned to be contr olled.  
¶ The GC RO functionally reports to the RC and administratively to the CEO.  
¶ The RMD via the GCRO has the right and is uninhibited in expressing and reporting his findings to 

the BoD and Board  Committees without the presence of executive members of the BoD.  
¶ The G CRO has direct  and unres t r icted access to senior  m anagem ent  and the BoD through the RC 

and the ExCo.  

¶ RMD staff is separate from the business lines. 
 

 
It is noted that the incumbent GCRO has held this position since October 2013.  During 2018, there was no 
change in the heads of internal audit and compliance divisions.  
 
2.4. 5          Risk Culture  

A robust risk culture is a substantial determinant of whether the Bank will be able to successfully execute 
its chosen strategy within its defined risk appetite. The risk culture that the Bank has been building is 

reflected in its policies and procedures a nd these are closely aligned to its r isk appetite. Risk culture is 
manifested in the institutions norms, its day - to -day decisions that indicate how risk is identified, 
understood, discussed and acted upon. The Group has focused on the implementation of a f irm -wide risk 
culture through the following:  

1.  Setting the correct tone from the top by communicating the need for a strong risk culture both from 
the BoD and its committees as well as from senior management.  

2.  Encouraging responsibility of the risks the Bank is facing at all levels of the organisation through 

clear ownership and accountability.  
3.  Implementing formal risk education presentations and training across the Bank including front - line 

personnel.  
4.  Changes in job content and descriptions of key personnel.  
5.  Changes in policies and procedures, introducing additional risk criteria for the evaluation of credit 

and investment decisions.  

6.  Placing the Bankôs reputation at the centre of all decision-making.  
7.  Setting  up of a  Risk Training & Development Unit so as to promote risk awareness and develop risk 

management competencies to all Bank ôs employees via structured advanced risk training 
programmes that support the elements of a sound risk culture.  

8.  Com menting and getting involved in the risk reward and incentive schemes proposed within the 
Bank.  
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2.4.5          Risk Culture  (continued)  

In regards to day to day business, the Bank supports its risk culture by adhering to the following:  

¶ Risk is taken within the defined risk appetite which entails a detailed review and approval by the 
senior m anagement, RC and ultimately the BoD. Any deviations are properly recorded and accounted 
for.  

¶ Risk taken must to be adequately mitigated.  
¶ Risk should  be continuously monitored and managed.  

 

As RMD continues its efforts to establish a strong risk culture across the Group, in line with industry on -
going practices, RMD undertakes an annual self -assessment exercise to understand where it stands in 
relation  to  establishing its risk values, identify deficiencies and gaps, and actively plans its next steps for 
further improving the maturity of the division and enhancing the prevalent risk culture.  
 
2.4. 6  Risk Appetite Statement  (RAS)  

Introduction  

Risk appetite describes the amount, types and level of risk that the Group  chooses to accept in pursuit of 
its strategy whilst at the same time fulfilling regulatory requirements, both under regular and stressed 
conditions. The formulation of risk appetite  considers the Group ôs risk capacity, its financial position, the 
strength of its core earnings and the resilience of its reputation and brand.  

 
¢ƘǊƻǳƎƘ ǘƘŜ DǊƻǳǇΩǎ w!{ ŦƻǊƳǳƭŀǘƛƻƴ ǇǊƻŎŜǎǎΣ ǘƘŜ Group is in a position to: 
¶ Ensure that the risk appetite assu med by the Bank aligns with the key pillars of the Groupôs strategy. 
¶ Ensure that proper governance around RAS is followed.  
¶ Set the risk appetite by risk type.  

¶ Define the measurement and methodology of each risk type.  
¶ Provide guidance as to the monitoring, reporting, escalation and resolution of the current risk profile 

of the Group . The current risk profile represents the amount or type of risk to which the Group  is 
currently exposed.  

 
The RAS considers, but is not limited to,  the following risks  which are briefly described below :  

 

 

 

 

 

 

Capital  Risk  

The risk that the Group does not have the optimal capital either in terms of quality or in terms of 

quantity.  A worsening macroeconomic environment could lead to adverse financial performance, which 
could deplete capital resources and/or increase capital requirement due to deterioration of asset quality 
and creditworthiness of customers.  
 
Key mitigating actions  
¶ Efficient and comprehensive capital management, setting of capital risk appetite levels and 

monitoring indicators .  
¶ Comprehensive internal stress testing analyses to evidence capital adequacy under stress situations . 
¶ Close monitoring of capital and leverage ratios to ensure compliance with the regulatory 

requirements and risk appetite . 
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2.4.6  Risk Appetite Statement  (RAS) (continued)  

Credit Risk  

The risk that arises when counterparty has failed to fulfil its financial obligations in a timely manner. This 
may be brought up as a result of negative changes in the economic environment leading to higher rates of 
non -payment by borrowers. Overall, the G roup does not have a strategy of knowingly engaging in higher 
credit risks to achieve returns.  
 
Key mitigating actions  

¶ Lending policy and related circulars, incorporating prudent lending criteria, aligned with the Bankôs 
Risk Appetite Statement subject to regular review and approval by the Board Risk Committee.  

¶ Thorough risk assessment and credit sanctioning procedures to ensure that lending is  in line with the 
Bankôs risk appetite. 

¶ Extensive and thorough credit processes and controls to ensure effective ri sk identification, 

management and oversight.  
¶ Risk Division monitors credit performance and adherence to credit risk policies and guidelines.  

 

Key Risk Indicators  

A number of key risk indicators are in place to monitor this risk such as the NPE ratio, NPE c overage, 
provisioning charge, various limits on bond exposures  etc.  

 
Market Risk  

The risk that our capital or earnings are affected by adverse movement in market rates, in particular 
interest rates, credit spreads and property prices. The RAS sets limits on market risk losses and property 
exposures aiming to ensure that no major and material losses from market price related moves are 
suffered.  

 

Key mitigating actions  

¶ No trading books.  
¶ No equity holdings (apart from small run -down legacy book).  
¶ Conservative limits for bond investments.  
¶ Conservative FX position limits.  
¶ Near time monitoring of FX position limits.  
¶ Real time monitoring of counterparty and country limits.  

¶ Hedging of customer driven transactions.  
¶ Automated systems for liquidity and int erest rate risk reporting.  
¶ Interest rate risk limits on both Net Interest Income and Economic Value of Equity.  
¶ Monthly monitoring of property risk and comparison with KRI.  
¶ Sensitivity analysis for impact of market rate changes on the bankôs income and equity.   

 
Funding & Liquidity  Risk  

Funding risk is the risk that we do not have sufficiently stable and diverse sources of funding. Liquidity risk 

is the risk that we have insufficient financial resources to meet our commitments as they fall due. 
Deterioratio n in the bankôs financial position, causing rating downgrades and/or depletion of capital, or a 

sudden and significant withdrawal of customer deposits, would adversely impact our funding and liquidity 
position.  

 
The RAS provide for adherence to regulatory  requirements and set specific limits for asset encumbrance, 
funding sources, LCR and NSFR ratios. Further information and the Funding & Liquidity RAS limits are 
disclosed in S ection 4.2.3.  
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2.4.6  Risk Appetite Statement (RAS) (continued)  

Key mitigating actions  
The Group maintains liquid assets of adequate quality and quantity in order, not only to meet regulatory 
limits but also internal stress testing requirements, very comfortably.  
 

This is evidenced through the below:  
¶ Liquidity buffer comprising mainl y of balances with Central Banks  instantly accessible (74% as at 31 

December 2018)  
¶ Sizeable surpluses in all regulatory and internal liquidity ratios  
¶ Loans to deposits ratio 65 %  as at 31 December 2018  
¶ LCR > 200%  (as at 31 December 2018)/regulatory limit: 100%  
¶ NSFR 119%  (as at 31 December 2018)  

¶ Close monitoring of daily flows  ï net customer flows equal to ú1.8 bn in 2018 

¶ Daily internal stress testing  ï total surplus of C om bined Stress S cenario equal to ú1.9 bn as at 31 
December 2018  

¶ Updated Liquidity Contingency Plan, tested annually  ï successful testing in March 2019  
 
Concentration Risk  

A risk concentration is any single exposure or group of exposures with the potential to produce losses large 
enough (relative to capital, total assets, or overall risk level), to threaten a financial institutionôs health, 
reputation, or ability to maintain  its core operations. Too much reliance on any single product, service, 

market, currency, or clientele, increases the potential for adverse consequences from ñevent riskò. Every 
asset, liability, product, service, and third party provider presents a risk o f loss to the Bank under varying 
conditions or events.  

 
This risk may materialise when a negative external event, such as a property market crash, could  have a 
knock -on effect on the Bankôs customers operating in the sector which could impact the institution itself if 

there is high concentration in the said sector. The RAS therefore primarily sets name and sector 

concentration limits aiming to ensure that uneven d istribution of exposures to particular sectors are 
avoided.  
 
Key mitigating actions  

¶ Concentration Risk Policy and related guidelines aligned with the Risk Appetite Statement.  
¶ Exposures are monitored on a monthly basis to prevent both an excessive concentration of risk and 

single name concentrations  
¶ Portfolio controls on certain industry sectors and collaterals to reflect risk appetite.  

 

Key Risk Indicators  
Sector and name Concentration Limits are in place.  
 
Operational Risk   

The risk of direct or indirect impact/loss resulting from inadequate or failed internal processes, people and 
syst ems, or from external events. The RAS thus, sets limits on aggregate operational losses which are then 
broken down to lower limits across sub -categories of operational risk including, among others, fraud, legal, 
compliance, reputational and money launderin g.  
 

Key mitigating actions  
Operational risk is managed across the Group through an operational risk framework and operational risk 
policies/methodologies, which are reviewed on an annual basis or more frequently whenever deemed 
necessary. Tools and processes under this framework include, among other:  
¶ A Risk and Control Self -Assessment (RCSA) process  
¶ A Risk Assessment scoring methodology matrix based on Impact and Likelihood defined scales  
¶ Rigorous monitoring of risk mitigation action implementation p lans  

¶ Loss/Incident recording and analysis  
¶ Established Key Risk Indicators (KRIs) and Key Fraud Indicators (KFIs)  

¶ Adverse scenario analysis and Operational Risk stress testing  
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2.4.6  Risk Appetite Statement (RAS) (continued)   

¶ Software systems: 3 different s ystems deployed ï an operational risk database, a Fraud Risk 
Management System and a Business Continuity Management system.  

¶ Insurance mitigation and management  
¶ Disaster Recovery  

 
Key Risk Indicators & Key Fraud Indicators  
¶ Key Risk Indicators identified across various business lines, especially for high or important risks.  
¶ Trigger levels set for several KRIs (where applicable), while in othe r cases monitoring is performed  

through trending observation.  
¶ Established Key Fraud Indicators ï some linked to scen arios  

 
Information Security & Cyber Risk  

The Bank's information systems and networks have been, and will continue to be, vulnerable to an 
increasing risk of continually evolving cyber security or other technological risks.  A significant portion of 

the Bank's operations rely heavily on the secure processing of confidential information. The Bank stores an 
extensive amount of information for its customers. The secure processing of confidential information and 
the security of th e Group's systems are essential to its maintaining customer confidence and ensuring 
compliance with legislation/regulation. If the Group or any of its third -party suppliers fails to process 
customer information and payment details online securely, the Grou p may anticipate reputational and 
fraud risks. Thus, the Group has  a very low appetite for threats and losses arising from cyber -attacks or 

internally malicious actions.   
 
Key Mitigating Actions   
¶ Invested in enhanced cyber security controls to protect agai nst external threats and the better 

detect breaches.  
¶ Worked and will continue working on increase its ability to combat data misuse /leakage.  

 

The RAS, which is currently going through an extensive revision, is subject to an annual review process 
during the period which the Groupôs financial plan as well as the divisional strategic plans are being 
devised. The interplay between these processes provides for an iterative cycle of feedback during which 
RAS indicators , with minimum regulatory requirements , act as backstop to the financial plan while for other 
indicators the financial plan provides input for risk tolerance setting.  
 
It is further noted that Risk Management carries out its own assessment on the Groupôs financial plan 

through:  

¶ Analysis of the financial plan from the early stages of its development  including the running of 
various scenarios as challengers to the plan.  

¶ Analysis of front line business strategies through direct communication and interaction with the 
business lines . 

¶ GCROôs participation in strategy discussion sessions at Executive Management level.  

 
This process, which results in the identification of risks and associated mitigating actions  (see further 
analysis in Section 2.4. 7) , interacts in  both the financ ial plan and RAS  review process.  The risk 
assessm ent is submitted to ExCo, RC and BoD to supplement the discussion on the Groupôs financial plans.  
 
Going forward, RMD will further improve the risk setting process by cascading the RAS into business line 
RASs which will reflect their own business plans whilst at the same time ensuring compliance with the 

overall risk appetite of the Group.  
 
A RAS is in place for all active subsidiaries. These statements are subject to subsidiary board approval and 
if a statement deviates due to market specific requirements the subsidiary operates in or employs a 
different methodology from the Group RAS, then, escalation to the GCRO takes place for consideration and 
further  action.  
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2.4.6  Risk Appetite Statement (RAS) (continued)  

Reporting, Monitoring and Escalation  

The Group RAS dashboard is reported on a quarterly basis through the Risk Report to the ExCo, RC and 
Board. The dashboard is accompanied with a relevant commentary which indicates:  
¶ All violations present at the time.  
¶ The nature of each violation (legacy, incident based, etc.) .  
¶ Whether management has taken or will take remedial steps.  

 

Although the Board is recipient of the RAS dashboard, the RC can bring to the Boardôs attention any issues 
it deems necessary.  It is fu rther noted that the GCRO informs the RC on a monthly basis on the aggregate 
risk profile of the Group.  

 
Position as at December 2018   

During 2018 the Group intensified further its efforts to move closer to its risk appetite but continues to 
operate outside of its risk appetite in areas such as:  
¶ RWAs intensity remains 70% above RAS (<65%).  
¶ Asset quality with significant legacy issue continues to persist as an issue as the level of Non 

Performing Exposures (NPEs) is not yet within the Groupôs risk appetite.  However, since the peak in 
2014 the stock of NPEs has been reduced significantly (ca. ú10 billion  pro forma for  Helix Project) . 

¶ Earnings continue to be volatile.  
¶ Name concentration limits due to legacy positions that are currently being worked do wn.  Legacy 

sector concentrations also remain but were within the set RAS limits.  
¶ Operational risk losses.  
¶ Cyber and information security risks that are in the process of being mitigated.  

 
The RAS is not static . It  is continuously monitored and evaluated against  the  Group ôs performance so as to 
ensure it reflects its business model.  

 
2.4 .7  Business Lines  and Risk Profile   

The Bank consists of 5 key business lines in Cyprus:  
(i)  Consumer and  Small Medium Enterprise  (SME)  Banking,  
(ii)  Corporate Banking,  
(iii)  International Banking (including Wealth & Markets Division (IB, W&M)),  
(iv)  Restructuring and Recoveries Division ( RRD) , and  

(v)  REMU 
     
The Group continues its efforts for further deleveraging and disposal of non -essential assets and 
operations.  The remaining non -core overseas net exposures  are disclosed in the Directorsô report of 2018 
of Annual Financial Report (page 15).  
 

Furthermore the business lines and the markets they operate - in  are set out below:  

¶ Consumer/Retail ï all personal customers and small businesses with facilities from the Bank  of up to  
ú260 thousand, excluding professional property loans;  

¶ SME ï any company or group of companies (including personal and housing loans to the directors or 
shareholders of a company) with facilities with the Bank  in the range of ú260 thousand to ú6 million 
and a maximum annual credit turnover of ú10 million;  

¶ Corporate ï any compa ny or group of companies (including personal and housing loans to the 

directors or shareholders of a company) with available credit lines with the Bank  in excess of an 
aggregate principal amount of ú6 million or having a minimum annual credit turnover of ú10 million ;  

¶ International banking services specialises in the offering of banking services to the international 
corporate and non - resident individuals, particularly international companies whose ownership and 
business activities lie outside Cyprus ;   

¶ Wealth management oversees the provision of institutional wealth private banking, global markets, 
brokerage, asset management corporate finance advisory services  and custodian services ;   
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2.4. 7  Business Lines and Risk Profile (continued)  

¶ Restructuring and recoveries is the specialised unit which was set up to tackle the Groupôs loan 
portfolio quality and manages exposures to borrowers in distress  and arrears  situation through 
innovative solutions.  

¶ REMU manages properties acquired through debt - for -prope rty swaps and properties acquired 

through the acquisition of certain operations of Laiki Bank in 2013, and executives exit strategies in 
order to monetise these assets.   
 

The RRD unit was set up in 2014, in an effort of the Bank to address the high level of delinquent loans. As 

a result, customers from Consumer and SME Banking and Corporate Banking have been transferred to 
RRD. RRD works closely with both Consumer and SME Banking and Corporate Banking, to monitor SME 
and corporate customer groups for poten tial transfers from the relevant banking division to RRD, or from 
RRD back to the relevant banking division. In 2017, an internal reorganisation of RRD was implemented to 

introduce a ócradle to graveô approach by which RRD employees must collect, restructure or recover debt 
using all available tools, as well as to increase the allocation of resources to the retail and SME delinquent 
loan portfolios. An incremental servicing engine was also created in partnership with Pepper Cyprus 

Limited, with the purpose of accelerating the resolution of these portfolios.  

 

The Credit Risk Management department  (CRMD) sets the Groupôs credit disbursement policies and 

monitors compli ance with Credit R isk Policy  (CRP)  applicable to each business line and the quality of the 
Groupôs loans and advances portfolio through the timely assessment of problematic customers.  The credit 
exposures from related accounts are aggregated and monitored on a consolidated basis.  
 

CRMD safeguards the effective management of credit risk at all stages of the credit cycle, monitors the 
quality of decisions and processes and ensures that the credit sanctioning function is being properly 
managed.  The credit policies are combined with the metho ds used for the assessment of the customersô 
creditworthiness (credit rating and credit scoring systems).   

 

The loan portfolio is analysed on the basis of assessments about the customersô creditworthiness, their 
economic sector of activity and the country  in which they operate. The credit risk exposure of the Group is 
diversified both geographically and across the various sectors of the economy.  The CRM D determines the 

prohibited/dangerous sectors of the economy and sets out stricter policy rules for thes e sectors, according 
to their degree  of riskiness.  

 
The Group offers guarantee facilities to its customers under  which the Group may be required to make 

payments on their behalf and enters into commitments to extend credit lines to secure their liquidity 
needs.  
 
CRMD determines the amount and type of collateral and other credit enhancements required for the 
granting of new loans to customers.  
 

The main types of collateral obtained by the Group are mortgages on real estate, cash collateral/blocked 

deposits, bank guarantees, government guarantees, pledges of equity securities and debt instruments of 
public companies, fixed and floating charges over corporate assets, assignment of life insurance policies, 
assignment of rights on certain contracts and personal a nd corporate guarantees.  
 
The Groupôs management regularly monitors the changes in the market value of the collateral and, where 
necessary, requests the pledging of additional collateral in accordance with the relevant agreement.  

 
CRMD covers a wide range of activities, which commences at the stage of the assessment of credit risk, 
continues at the stage of credit risk identification and measurement through reporting and provisions 
respectively, and ending up at the workout and collecti on stage.  
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2.4. 7  Business Lines and Risk Profile (continued)  

There are various tools involved in the management of credit risk, including systems used to measure and 
assess customer risk, credit approval limits and structure, lending criteria, monitoring  of customer 
advances and methods of mitigating risk. In addition, CRM D is involved in the review of new products 
offered by the Bank, the strategies put  forward by the various Divisions as well as being involved in 

strategic Group projects such as the aut omation of the credit submission and approval process.  
 
The functional activities of CRM D are organised through the following sub -departments, each of which has 
distinct responsibilities and covers specific risk areas:  

 
¶ The CRP department develops the relevant policies, guidelines and approval limits necessary to 

address the credit risk in the Bank. These documents are reviewed and updated at least annually or 

earlier if deemed necessary to reflect any changes in the Group's risk appetite and strategy a nd the 

market environment /economy.  
¶ The Credit Risk Reporting & Control (CRR&C) department is responsible for reviewing approved 

credit applications and monitoring the Group's credit portfolio, implementing the credit provisioning 
policy and reports on the  relevant credit risk metrics.  

 

The Market Risk Department (MR) assesses and monitors a number of risks as indicated below and 
submits its recommendations for limits to be set for banks and countries to the ALCO for approval.  
 
¶ Interest rate risk  

¶ Currency risk  

¶ Liquidity risk and funding  

¶ Credit risk with correspondent banks  

¶ Country risk  

¶ Securities price risk (bonds and equities)  

¶ Property risk  

¶ Commodities risk  

 
The Group has a low appetite for MR. It does not take open positions on its own account (proprietary 
trading) but rather seeks to have square or near square positions in all currencies or other market 
instruments.  
 
Collateral held as security for financial assets other than loans and advances is determined by the nature 
of the financial instr ument.  Debt securities and other eligible bills are generally unsecured with the 

exception of asset -backed securities and similar instruments, which are secured by pools of financial 
assets.  In addition, some debt securities are government -guaranteed.  
 
Legal Risk  

The Group is also exposed to Legal risk. This refers to the possibility of the operations and conditions of the 

Bank to be disrupted or adversely affected due to lawsuits, adverse judgements or unforceable contracts.  
Legal risk includes, but is not limited to, exposure to fines, penalties, or punitive damages resulting from 
supervisory actions, as well as private settlements. Such risk may arise when adverse court judgements on 
lawsuits regarding convertible bonds materialise against the Bank on the grounds that it did not comply 

with the provisions of the MiFID Law.  
 
Key mitigating actions:  
¶ Procedures in place to ensure effective and prompt management of Legal risk . 
¶ Ongoing review and assessment of the Legal framework and regulatory developments . 
¶ Review by the Legal Services Department (LSD) of new products/advertisements/internal policies 

and  manual contracts, engagement letters with external counterparties, acquisition/disposal 

agreements, etc.  
¶ Participation of the Chief Legal Officer in Bankôs committees and various steering committees, thus 

ensuring that the Bank is kept informed and updated of the Groupôs exposure to this respect. 

¶ Frequent reporting of pending litigations and latest developments in a number of Board and 
management committees . 
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2.4.7  Business Lines and Risk Profile (continued)  

¶ Automated software system both for the filing of requests from Divisions, as well as for the 
registration of all litigation against the Group . 

¶ All legal cases also recorded in the Operational Loss Database system and the Bank uses the data 
provided  in these cases to identify the cause of action to the various groups of lawsuits, in order to 

amend  procedures where needed, to avoid to the extent possible, future recurrence, as well as, to 
plan actions to  dismiss the lawsuits and safeguard the Bankôs interests. 

¶ External Legal counsel engaged for the representation of the Group before legal forums, as well as, 
for  obtaining legal opinion on issues/areas of Law which are not within LSDôs 
specialisation/expert ise . 

¶ In 2018, an external consultant was assigned to perform an independent review of all the legal cases 
and assist in data cleansing and further clustering of legal cases and in the development of a more 

sophisticated model for the assignment of probabil ity of loss to litigation cases . 

¶ Prudent approach followed for provisioning purposes.  
 
More informatio n on legal risk is provided in S ection 4.3.2.  
 
Risk Management assesses the various business lines  strategies on an annual basis aiming to identify risks 

and to ensure that both mitigating actions  are in place and adherence to the Groupôs risk appetite is 
achieved. Certain broad risk areas are applicable across business lines and determine the ongoing 
interaction with Risk Management:  

Commitments  Risks  Risk Guidance  

Loan book  

¶ Asset quality  
¶ Impact  on profitability  

¶ Sector concentration  

¶ Conduct risk  

¶ Impact on provisions  

¶ Maintain prudent underwriting and client on -

boarding standards  

¶ Maintain strict adherence to policies and 

procedures including reporting and escalation  

NPE reduction  

¶ Non -viable solutions to 

customers leading to re -defaults 

and escalating costs  

¶ Conduct risk  

¶ Impact on provisions  

¶ Targets have been set and monitoring process in 

place  

¶ Tighter monitoring of early arrears and significant 

customers  

¶ Use successful past experie nce  

Macro environment deterioration  

¶ Impact on property prices, cost 

of risk, sovereign spreads and 

asset quality  

¶ Appropriate hedging  

¶ Reduce property related risk  

 
2.4.8  Risk Management Process and Policies  

Further information on business overview is disclosed in the Directorsô report (page 17 ) in 201 8 Annual 
Financial Report . 
 
Frameworks, policies and circulars set out the objectives, principals, guidelines or other requirements the 

Group  has in relation to its activities. They clearly define the appropriate action  to ensure that risk is 
recognised and managed appropriately. Comprehensive reporting, commensurate with the complexity of 
the Group ôs activities and structure, is also in place to ensure that ongoing monitoring is maintained. 

 
Such frameworks, policies and circulars are continuously being reviewed with the intent of further 
strengthening through the implementation of guidance provided by both the industry and new regulatory 
requirements. In addition, the entire risk management p olicy universe has been re -designed to define an 
updated comprehensive and coherent framework for risk management, linked to the Groupôs risk appetite. 

All policies are subject to annual revision.  
 
2. 4 .9  Recovery Plan  

The Group Recovery Plan is drawn up an d maintained by the Group  which is required to update it  at least 
annually or after a material change to the legal or organisational structure, the Groupôs business or 
financial situation (which could have a material effect on the Recovery Plan) or when the competent 
authority requires more frequent update.    
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2.4.9  Recovery Plan  (continued)  

The Group ôs Recovery Plan: 
¶ Distinguishes between critical and non -critical functions, as well as core and non -core business lines  

including major subsidiaries . 
¶ Provides for the governance mechanism , available  during recovery emergency situations , which sets 

the escalation and decision making process  and  ensure s timely and appropriate action  plan  during 
crisis situations . 

¶ Defines the key recovery and early warning indicators to promptly identify stress situations.  
¶ Includes stress scenarios in order to identify the level of losses in a near default situation.  
¶ Determines  specific  recovery options that could be implemented to address liquidity and capital 

issues arising as a result of stress situations  that leverage on the Groupôs own resources. 
¶ Includes a communication plan in the event of a crisis.  

¶ Describes the  preparatory  measures for the operationalisation of the Recovery Plan in cases of 

stress.  
 

The 2018 Recovery Plan was submitted to the ECB in September 201 8.    
 
2. 4 .10  Stress Testing  

2.4. 10 .1  Development of stress tests  

The Group carries out the stress testing process through  a combination of bottom up and top -down 
approaches. Scenario and sensitivity analysis follow a bottom up approach, whereas reverse stress testing 
follows through a top -down approach.  
 
The approach to stress testing requires the following steps:  

¶ Identification of the main risk factors (and drivers) which have a material impact on the risk 
analysis. These factors form the individual parameters that should be stressed.  

¶ Building a number of scenarios for the local economy, and for other economies, where the Group  has 

substantial exposures and projecting the key macro -economic variables and impact of these on the 
main risk factors. These scenarios vary in severity and include a severe econo mic downturn.  The 
severity of the shocks applied var ies  depending on prevailing economic and financial conditions. This 
enables the Group  to explore particular vulnerabilities that might be amplified by the state of the 

financial system and the wider econo my at the time.  
 

The scenarios used in the stress tests can be based upon historical events undertaken by re - running the 
event to identify the actual changes in risk factors that occurred. These changes can then be applied to the 
current portfolio/positio n. In addition, scenarios may be entirely hypothetical or forward looking.  
 

The following are the main factors considered material for the Group or to a particular subsidiary that must 
be considered, among others, in the development of the stress tests:  

a)  Counterparty credit risk (borrowers, issuers and interbank) ï change in their probability to default, 
loss given default and assuming migration between risk grades  

b)  Collateral valuation/coverage -  drop in prices of property and other collateral  
c)  Drop in real  estate prices and effect on own properties  
d)  Concentration risk ï impact from default of largest counterparty(ies)  

e)  RWAs ï impact following the change in risk category, past due, rating downgrade etc.  
f)  Interest rate risk of banking book  
g)  Equity risk ï signifi cant drop in price  
h)  FX risk ï to include depreciation of domestic currency  
i)  Liquidity and funding risk Trading Book Losses  
j)  Operational risk ï losses from operational risk events  
k)  Deferred tax asset  

 
It is noted that the above list is by no means exhaustive.  
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2.4. 10 .2  Stress Testing Coverage  

Stressed portfolios contain the vast majority of an institution's balances. Some stress tests can be portfolio 
specific and other can address the whole book.  

 
2.4. 10 .3  Severity  

Scenario analysis includes extreme but plausible events which could occur. How extreme the scenario is 
and the probability of its occurrence will depend on the actual scenario and  the current economic cycle. A 
range of scenarios at various levels of impact  will be required for different purposes.  

 

2. 4 .10 .4   Regulatory Considerations  

Stress testing is considered to be an important tool for determining the required internal capital based on 
the level of risks undertaken as prescribed by the following:  

¶ Regulation (EU) No. 575/2013 (CRR) , Article 177: an institution shall have stress testing processes  in 
place  for use in the assessment of its capital adequacy. Stress testing shall involve the identification 

of  possible events or future changes in economic c onditions that could have negative effects on an 
institution's credit exposures and assessment of the institution's ability to withstand such changes.  

¶ Arti cle 97 of Directive 2013/36/EU ( CRD IV) : competent authorities should evaluate risks revealed by 
str ess testing, taking into account the nature, scale and complexity of an institutionôs activities. The 
aim is to ensure among others, that the Group  holds sufficient own funds and liquidity to cover its 
risks. This review and evaluation shall be updated at least once a year.  

¶ Article 73 of CRD IV: Institutions shall have in place sound, effective and comprehensive strategies 
and processes to assess and maintain on an ongoing basis the amounts, types and distribution of 

internal capital that they consider ade quate to cover the nature and level of the risks to which they 

are or might be exposed .  
 

Article 290 (9) o f Regulation (EU) No. 575/2013 (CRR) , requires that the results of the stress testing under 

the programme shall be reported regularly (at least on a quarterly basis ) , to senior management. The 
reports and analysis of the results shall cover the largest counterparty - level impacts across the portfolio, 
material concentrations within segments of the portfolio (within the same industry or region), and rele vant 
portfolio and counterparty specific trends.  

 
Furthermore, u nder Article 100 of the Directive 2013/36/EU of the European Parliament, competent 
authorities shall carry out supervisory stress tests on institutions they supervise  at least annually.   This 
supervisory task has also been conferred on the ECB, which shall carry out  stress tests,  where appropriate 
in coordination with EBA.     

 
2. 4 .10 .5   Purpose  

Stress testing is a key risk management tool used by the Group to rehearse the business response to a 
range of scenarios , based on variations of market, economic and other operating environment conditions. 
Stress tests are performed for both internal and regulatory purposes  and serve an important role in:  

¶ Understanding the risk profile of the Group/Bank/subsidiary: By carrying out exceptional but 
plausible scenarios, management can identify the ways in which the Group/Bank/subsidiary will be 
affected should that event take place and measure the effects on t he Income Statement and Balance 
Sheet.  

¶ The evaluation of the Groupôs capital adequacy in absorbing potential losses under stressed 
conditions:  This takes place in the context of the Groupôs ICAAP ï required by Article 73 of CRD IV.  

¶ The evaluation of the G roupôs strategy: Senior management considers the stress test results against 
the approved business plans and determines whether any corrective actions need to be taken. 
Overall, stress testing allows senior management to determine whether the Groupôs exposures 
correspond to its risk appetite.  

¶ The establishment or revision of limits: Stress test results, where applicable, are part of the risk 
management processes for the establishment or revision of limits across products, different MR 
variables and portfoli os.  
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2. 4 .10 .5   Purpose  (continued)  

¶ Enabling the regulator (ECB and CBC) to assess the Groupôs capital adequacy.  
¶ Assisting the Group  to understand the events that might push the institution outside its risk appetite.  

 
2.4. 10 .6   Evaluating and documenting mitigating actions  

The results of the stress test is compared to available capital or liquidity in order to determine if there is 
sufficient capital or liquidity, under stress conditions or if there is a shortfall that managemen t will need to 
find ways to eliminate.  

 
The stress testing process incorporates the evaluation and documentation of mitigating actions.  
 
2. 4 .10 .7   Responsibility  

The u ltimate responsibility and ownership of the Groupôs stress testing policy rests with the  RC.  If the 
stress testing scenarios reveal vulnerability t o a given set of risks, management  should make 
recommendations to the BoD, through RC, for remedial measures or actions.   These may vary depending 
on the circumstances and include one or more of t he following:  
¶ Review of the overall business strategy, risk appetite, capital and liquidity planning . 

¶ Review  the  limits . 
¶ Use of derivative  instruments to partially or fully hedge the underlying exposures . 
¶ Reduce underlying risk positions through risk mitig ation strategies . 
¶ Consider an increase in capital . 
¶ Enhance contingency planning . 

 
2. 4 .10 .8   ECB 2018 Stress Test  

The Group has  participate d in the bi -annual ECB 2018 Stress test . The EBA in cooperation with the ESRB,  
initiated the 2018 EU -wide stress tests to assess the resilience of financial institutions to adverse market 

developments . The exercise was completed in the fourth quarter of 2018 . The objective of the EU -wide 

stress test is to provide supervisors, banks and other market participants with a common analytical 
framework to consistently compare and assess the resilience of EU banks and the EU banking system to 
shocks, and to challenge the capital position of EU banks.  
 
The exercise was  based on the EBA 2018 Stress Tests methodology . The main assumptions are:  

1.  The exercise w as based on data as at 31 st  December 2017.  
2.  The requirements of the exercise w ere  adjusted to include changes for provision calculation based on 

IFRS 9.   
3.  Static balance sheet approach.  

4.  No curing of IFRS 9 stage 3  exposures . 
5.  EBA-defined macro -parameters were used.  

 
No pass - fail threshold has been included but  the results of the exercise are designed to serve as an input 

to the SREP.     
 
Other business and risk type specific stress tests  

The MR  performs additional stress tests beyond those referred to above, which include the following:  
¶ Monthly stress testing for interest rate risk (2% shock on NII  and Economic Value  (EV) ).  
¶ Quarterly stres s testing for interest rate risk (based on the 6 predefined Basel  rate scenarios which 

involve flattening, steepening, short down etc rate shocks).  
¶ Quarterly stress testing on items that are marked to market: impact on profit/loss and reserves is 

indicated  from changes in interest rates and prices of bonds and equities.  
¶ Quarterly and yearly stress test for the evaluation of ICAAP.  
¶ Daily, quarterly and yearly stress tests for the evaluation of liquidity and ILAAP.  
¶ Liquidity stress testing on cash flows by MR  (one month horizon).  
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2. 4 .1 1  ICAAP , Pillar II  and SREP  

2.4.11.1  ICAAP  

ICAAP is an annual process that demonstrates whether the Group has all the necessary procedures in place 
to ensure adequate capital resources for all potential risks, under both normal and stress conditions. The 
process takes into consideration:  
¶ assessmen t of risks additional to the Pillar I risks;  
¶ the effectiveness of risk management processes;  
¶ stress testing results;  

¶ strategy and business plans.  
 

Based on the above parameters, the Group determines additional capital required to supplement 
regulatory capital levels. The ICAAP is embedded in the Groupôs business and organisational processes and 
is seen as an integral component of the Groupôs overall control system, strategic, capital and operations 

management. The role of the ICAAP is to:  
¶ analyse, assess and quantify the Groupôs risks;  
¶ explain how the Group monitors and mitigates those risks;  
¶ ensure that the Group has sound risk management systems;  
¶ establish the current and future capital needs for the risks identified;  
¶ test the absorptio n power of the Groupôs capital under both stress testing and reverse stress 

testing;  
¶ enable management to review/revise its strategy to ensure its viability at all times and  
¶ enable  the regulator (ECB and CBC) to assess the Groupôs internal capital adequacy assessment 

process.  
 

The Group ôs ICAAP report for year 2017  was approved by the BoD and was submitted to the SSM in April 
2018.   Currently, the Group is preparing the ICAAP report for the year 2018, which is due for submission 
to the SSM by the end of A pril 2019.  

 
The Group also undertakes a quarterly review of its ICAAP results considering the latest actual 
performance. During the quarterly review, the Groupôs risk profile and risk management policies and 
processes are also reviewed and any changes sinc e the full ICAAP exercise are taken into 
consideration.  The quarterly review identifies whether the Group is exposed to new risks and assesses the 
adequacy of capital resources in order to cover its risks, as these have evolved (compared to the full ICAAP 
exercise). Given completion of the full ICAAP report in April 2018, two quarterly reviews have taken place 

in the third and fourth quarter of 2018 covering the period up to end of June 2018 and the period up to 
end of September 2018, respectively.  
 
The Board signs a capital adequacy statement on an annual basis as part of the ICAAP.  The Pillar II add -on 
capital requirement as per the ICAAP report was 1.9%.  

 
2. 4 .1 1 .2  Pillar II  and SREP  

The ECB, as part of its supervisory role, has been conducting the SREP  and onsite inspections on the 
Group.   SREP is a holistic assessment, amongst other things, of the Groupôs business model, internal 
governance and institution -wide control arrangements, risks to capital and adequacy of capital to cover 

these risks and risks to liquidity and adequacy of liquidity resources to cover these risks.   The objective of 
the SREP is for the ECB to form an up - to -date supervisory view of the Groupôs risks and viability and to 
form the basis for supervisory measures and dialogue wit h the Group.   Additional capital and other 
requirements could be imposed on the Group as a result of these supervisory processes, including a 
revision of the level of Pillar II add -on  capital requirements  as the se a re a point - in - time assessment and 
therefo re subject to change over time.  

 
The minimum Pillar I total capital requirement is 8 .00% and may be met, in addition to the 4 .50% CET1 
requirement, with up to 1 .50% by Additional Tier 1 capital and with up to 2 .00% by Tier 2  capital.  
 
The Group is also sub ject to additional capital requirements for risks which are not covered by the Pillar I 
capital requirements (Pillar II add -ons).   
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2. 4 .1 1.2  Pillar II  and SREP (continued)  

The Groupôs minimum phased-in CET1 capital ratio for 2018 was 9.375%  comprising of  a 4 .50% Pillar I 
requirement, a 3 .00% Pillar II requirement and the C apital Con servation Buffer (CCB)  of 1 .875% 
applicable as from 1 January 2018 .  The Groupôs minimum phased-in CET1 capital ratio requirement for 
2017 was 9.50% , comprising of a 4.5 0% Pillar I requirement, a 3.75% Pillar II requirement and the CCB of 

1.25%. The ECB ha d also provided non -public guidance for an additional Pillar II CET1 buffer.  
 
The overall Total Capital Ratio requirement for 2018 was 12.875%, comprising of 8.00% Pillar  I 
requirement (of which up to 1.50% can be in the form of Additional Tier 1 (AT1)  capital and up to 2.00% in 
the form of Tier 2 capital), a 3.00% Pillar II requirement (in the form of CET1) and the CCB of 1.875% 
applicable as from 1 January 2018. The over all Total Capital Ratio requirement for 2017 was 13.00%, 
comprising of a Pillar I requirement of 8.00%, a Pillar II requirement of 3.75% and the CCB of 1.25% 

applicable for 2017.  

 
Following the annual SREP performed by the ECB in 2018 and based on the final 2018 SREP decision 
received on 27 March 2019 , the Groupôs minimum phased-in CET1 capital ratio and Total capital ratio 
remain unchanged when ignoring the phasing - in of the CCB and the O -SII Buffer. The Groupôs phased-in 
CET1 capital ratio requirement  will  be 10.5%, comprising a 4.5% Pillar I requirement, a 3.0% Pillar II 

requirement, the CCB  of 2.5% and the O-SII  Buffer of 0.5%. The Groupôs Total capital ratio requirement 
will be  14.0%, comprising of a 8.0% Pillar  I  requirement, a 3.0% Pillar II requirement, the CC B of 2.5% 

and the O-SII Buffer of 0.5%. The new SREP requirements will be effective as from 1 April  2019.  The 
Group CET1 ratio remains above these requirements. 

 
Following the 2018 SREP decision, the Compan y and BOC PCL are still under equity dividend distribution 
prohibition. This prohibition does not apply if the distributions are made via the issuance of new ordinary 
shares to the shareholders which are eligible as Common Equity Tier 1 capital.  
 

No prohibition applies to the payment of coupons on any AT1 capital instruments issued by the Company 
and BOC PCL.  

 
Following the final 2018 and 2017 SREP decisions the variable pay is capped at 10% of consolidated net 
revenues.  
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3 . Scope of Application  

Differences on the basis of consolidation for financial reporting and prudential purposes  

The data included in this Report may be different than the respective data of the Consolidated Financial 
Statements of the Company for 2018 , which are prepared in li ne with IFRS, as adopted by the EU, mainly 
due to differences between the prudential consolidation basis and the accounting consolidation basis 
and/or differences in the definitions used . The  reconciliation between the balance sheet presented in the 
Consolidated Financial Statements of the Company for 2018 and the balance sheet prepared for prudential 
purposes is disclosed in this s ection.  

 
The accounting consolidation basis of the Group is prepared in accordance with IFRS and is described in 
Note 2. 1 of the Consolidated Financial Statements of the Company for 2018 .  The basis of consolidation for 
prudential purposes includes only those  entities  which form the basis for the calculation of regulatory 
capital requirements.   

 
In November 2018, the Company completed the sale of its wholly owned subsidiary bank in the UK, Bank 

of Cyprus UK Limited (óBOC UKô) and its subsidiary Bank of Cyprus Financial Services Ltd (óBOC FSô, and 
together the óUK Groupô), to Cynergy Capital Limited (óCynergyô), following receipt of the necessary 
regulatory approvals from the Prudential Regulation Authority (PRA) and the European Central Bank . 
 
The chart below summarises the Groupôs structure on the basis of consolidated accounting and prudential 
purposes.  

 

 
 

The basis of consolidation of all Group entities for accounting and prudential purposes is presented in  
Appendix I.  
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3 .  Scope of Application  (continue d)  

Material legal entities  

The analysis is intended to show which legal entities within the Group contribute significantly to the asset, 
financial and earnings situation, or to provide or support critical functions and/or essential business 
activities.  

 
A group company is classifie d as material in the following cases:  

- if at least one of the following quantitative criteria is met or  
- in the case that at least one of the following qualitative and one quantitative criteria are also met.  

 
Quantitative criteria :  

¶ Contribution to the RWA of  the Group greater than 5%  

¶ Contribution to Group revenues greater than 5%  
¶ Contribution to the Total Assets  of the Group greater than 5%  
 

Qualitative criteria:  
¶ Provision of a critical function or core business  

¶ Provide a service or support function to maint ain a critical function or material business activity  
 

Based on EBA Technical advice on critical functions and core business lines (EBA/Op/2015/05)  ñFunctionò 
indicates a structured set of activities, services or operations that are delivered by an  institu tion or group 
to third parties. Critical functions means activities, services or operations the  discontinuance of which is 
likely to lead to the disruption of services that are essential to the real  economy or to disrupt financial 
stability due to the size , market share, external and internal  interconnectedness, complexity and cross -

border activities of an institution or group, with particular  regard to the substitutability of those activities, 
services or operations.  
 

The results of the materiality analysi s of the legal entities  for 31 December 2018 are presented in 
Appendix VI . The fulfilled criteria are highlighted in each case for the legal entiti es identified as material.  
Based on the materiality, the Bank  and JCC have been identified as material entities  as at 31 December 
2018.  
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3.1            Reconciliation of Regulatory Capital, on a Transitional Basis, with Shareholdersô   
                 Equity per  Consolidated Financial Statements of the Company  

 
The following table provides a  reconciliation between the Balance Sheet presented in the Consolidated 
Financial Statements of the Company for 201 8 and 2017  with the Balance Sheet prepared for prudential 
purposes.  

 Ref 1  2018  2017  

  ú000 ú000 

Total equity per Consolidated Financial Statements of the Company for 

2018  
a  2,367,328  2,616,708  

Regulatory deductions:     

Deconsolidation of insurance and other entities  b  (202,340)  (208,346)  

Minority interest adjustment to comply with regulatory requirements   (25,99 8)  (31,150)  

Intangible assets  c (43,364)  (34,252)  

Unrealised gains of Available - for - sale (AFS) instruments subject to transitional 

arrangements  
 -  (10,063)  

 Of which: Unrealised gains -equity securities  Section 6.4  -  (6,499)  

Additional Valuation Adjustment (AVA) 2  (1,293)  (1,050)  

Deferred Tax Asset deduction (DTA) deduction, direct and indirect holdings of 

financial sector entities and prudential charge relating to specific credits  and other  
 (285,139)  (100,953)  

Equity instruments transferred to AT1   (220,000)  -  

IFRS 9 transitional arrangements   304,793  -  

Reserves arising from revaluation of properties and other non CET1 eligible reserves   (29,98 7)  (46,742)  

Total Common Equity Tier 1 (CET1)   1,864,000  2,184,152  

Additional Tier 1 capital   220,000  -  

Total Tier 1 capital   2,084,000  2,184,152  

Tier 2     

Property revaluation reserve and other unrealised gains   -  46,742  

Regulatory deductions   -  (37,393)  

Tier 2 instruments     

Tier 2 instruments as per Consolidated Financial Statements of the Company   270,930  302,288  

Less: Accrued interest, issue cost and other   (20,930)  (18,485)  

Less: Amount allocated to qualifying own funds deduction (minority interest) -  

transitional  
 (38,000)  (26,978)  

Tier 2 recognised in own funds   212,000  256,825  

Total Tier 2 capital   212,000  266,174  

Total own funds   2,296,000  2,450,326  

 
No restrictions apply on items listed above for the purpose of the calculation of own funds in accordance 
with the  CRR. It should be noted that on the basis of Article 26(i) of the CRR and the EBA guidelines on 

prudent valuations, a part of th e fi xed assets revaluation reserve (201 8: ú29 ,987 thousand , 201 7: 
ú46 ,742  thousand ) is not allowed to be included in CET1 capital and it has therefore been included in Tier 

2 capital.  The amount of fixed assets property revaluation reserve which is included  in Tier 2 capital is 
subject to transitional provisions and it was  fully phased -out in 2018.  
 
On 1 March 2019 the Cyprus Parliament adopted legislative amendments allowing for the conversion of 
deferred  tax assets into deferred tax credits for regulatory capital purposes, under the CRR. The law 

amendment increases CET 1 by c. 170 bps  on a transitional basis as at 31 December 2018. Further 
information are disclosed in Note 56.1 of the Consolidated Financial Statements of the Company for 2018.  
 

  

                                                           
1 The references (a) to (c) refer to the items shown in reconciliation of Balance Sheet in Section 3.2.1 

2 Regulatory adjustment relating to assets measured at Fair Value as per the commission Delegated Regulation (EU) 2016/101 
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3.2 .1  Reconciliation  between the Balance Sheet presented in Consolidated Financial 
Statements  of the Company with the Balance Sheet prepared for Regulatory 

Purposes  

 

Ref 3  

Group Balance 

Sheet per 

financial 

statements  

Deconsoli -

dation of 

insurance/  

other entities  

Balance sheet 

per 

regulatory 

scope of 
consolidation  

2018   ú000 ú000 ú000 

Assets      

Cash and balances with central banks   4,610,491  (9)  4,610,482  

Loans and advances to banks   472,532  (11,291)  461,241  

Derivative financial assets   24,754  -  24,754  

Investments   777,104  (150,494)  626,610  

Investments pledged as collateral   73 7,587  -  737,587  

Loans and advances to customers   10,921,786  1,986  10,923,772  

Life insurance business assets attributable to 

policyholders  
 402,565  (402,565)  -  

Prepayments, accrued income and other assets   256, 002  (67 ,242 )  18 8,760  

Stock of property   1,530, 388  (3,375 )  1,5 27 ,013  

Investment properties   24,475  (19,099)  5,376  

Property and equipment   260,723  (29,910)  230,813  

Intangible assets  c 170,411  (127,047)  43,364  

Investments in associates and joint ventures   114,637  (114,635)  2 

Deferred tax assets   301,778  -  301,778  

Non -current assets held for sale   1,470,038  -  1,470,038  

Investments in Group undertakings   -  136,500  136,500  

Total assets   22,075,27 1  (787,18 1 )  21,288,090  

Liabilities      

Deposits by banks   431,942  (730)  431,212  

Funding from central banks   830,000  -  830,000  

Repurchase agreements   248,945  -  248,945  

Derivative financial liabilities   38,983  -  38,983  

Customer deposits   16,843,558  53,050  16,896,608  

Insurance liabilities   591,057  (591,057)  -  

Pending litigation, claims , regulatory  and other 

matters  
 116,951  (3,109)  113,842  

Accruals, deferred income and other liabilities   285,483  (20,162 )  265,321  

Subordinated loan stock   270,930  -  270,930  

Deferred tax liabilities   44,282  (20,102)  24,180  

Non -current liabilities and disposal group held for 

sale  
 5,812  -  5,812  

Total liabilities   19, 707 ,943  ( 582,1 10 )  19, 125,833  

Equity      

Share capital   44,620  -  44,620  

Share premium   1,294,358  -  1,294,358  

Revaluation and other reserves   190,411  (98,333)  92,078  

Retained earnings   591,941  (104,007)  487,934  

Equity attributable to the owners of the 

Company  
 2,121,330  (202,340)  1,918,990  

Other equity instruments   220,000  -  220,000  

Total equity excluding n on - controlling 
interests  

b  2,341,330  (202,340)  2,138,990  

Non - controlling interests    25,9 9 8  ( 2,731 )  23,267  

Total equity  a  2, 367,328  ( 205,071 )  2,1 62,257  

Total liabilities and equity   22,075,27 1  (787,18 1 )  21,288,090  

                                                           
3 The references  (a) to (c) refer to the items in the reconciliation in Section 3.1  
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3.2 .1  Reconciliation between the Balance Sheet presented in Consolidated Financial 
Statements  of the Company with the Balance Sheet prepared for Regulatory 

Purposes (continued)  

 

Ref 4  

Group Balance 

Sheet per 

financial 

statements  

Deconsolidation of 

insurance/  

other entities  

Balance sheet per 

regulatory scope 

of consolidation  

2017   ú000 ú000 ú000 

Assets      

Cash  and balances with central banks   3,393,934  (4)  3,393,930  

Loans and advances to banks   1,192,633  (9,679)  1,182,954  

Derivative financial assets   18,027  -  18,027  

Investments   830,483  (140,646 )  689,837  

Investments pledged as collateral   290,129  -  290,129  

Loans and advances to customers   14,602,454  1,982  14,604,436  

Life insurance business assets attributable to 

policyholders  
 429,890  (429,890 )  -  

Prepayments, accrued income and other 

assets  
 226,105  (70,209 )  155,896  

Stock of property   1,641,422  (4,751)  1,636,671  

Investment properties   19,646  (15,234)  4,412  

Property and equipment   279,814  (29,277)  250,537  

Intangible assets  c 165,952  (131,700)  34,252  

Investments in associates and joint ventures   118,113  (118,111)  2 

Deferred tax assets   383,498  -  383,498  

Non -current assets held for sale   6,500  -  6,500  

Investments in Group undertakings   -  138,725  138,725  

Total assets   23,598,600  (808,794)  22,789,806  

Liabilities      

Deposits by banks   495,308  (734)  494,574  

Funding from central banks   930,000  -  930,000  

Repurchase agreements   257,322  -  257,322  

Derivative financial liabilities   50,892  -  50,892  

Customer deposits   17,849,919  57,141  17,907,060  

Insurance liabilities   605,448  (605,448)  -  

Accruals, deferred income and other liabilities   306,227  (25,229)  280,998  

Pending litigation, claims, regulatory and other 

matters  
 138,375  -  138,375  

Subordinated loan stock   302,288  -  302,288  

Deferred tax liabilities   46,113  (20,266)  25,847  

Total liabilities   20,981,892  (594,536)  20,387,356  

Equity      

Share capital   44,620  -  44,620  

Share premium   2,794,358  -  2,794,358  

Capital reduction reserve   -  -  -  

Revaluation and other reserves   273,708  (106,346)  167,362  

Accumulated losses   (527,128)  (102,000)  (629,128)  

Equity attributable to the owners of the 

Company  
b  2,585,558  (208,346)  2,377,212  

Non - controlling interests   31,150  (5,912)  25,238  

Total equity  a  2,616,708  (214,258)  2,402,450  

Total liabilities and equity   23,598,600  (808,794)  22,789,806  

 

                                                           
4 The references (a) to (c) refer to the items in the reconciliation in Section 3.1  
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3.2.2  EU LI1 - Differences between accounting and regulatory scopes of consolidation and mapping of financial statement categories 
with regulatory risk categories   

2018  

Carrying values 
as reported in 

published 
financial 

statements  

Carrying values 
under scope of 

regulatory 
consolidation  

Carrying value of items  

Subject to the 
credit risk 
framework  

Subject to 
the CCR 

framework  

Subject to 
the 

securitisation 
framework  

Subject to 
the market 

risk 
framework  

Not subject to 
capital 

requirements 
or subject to 

deduction from 
capital  

ú000 ú000 ú000 ú000 ú000 ú000 ú000 

Assets         

Cash and balances with central 
banks  

4,610 ,491  4,610 ,482  4,610 ,482  -  -  -  -  

Loans and advances to banks  472 ,532  461 ,241  461 ,241  -  -  -  -  

Derivative financial assets  24 ,754  24 ,754  -  24 ,754     -  

Investments  777,104  626,610  625 ,813  -  -  797  -  

Investments pledged as collateral  73 7,587  73 7,587  73 7,587  269 ,317  -  -  -  

Loans and advances to customers  10 ,921 ,786  10 ,923 ,772  10 ,923 ,772  -  -  -  -  

Life insurance business assets 
attributable to policyholders  

402 ,565  -  -  -  -  -  -  

Prepayments, accrued income and 
other assets  

256 ,00 2 18 8,759  18 8,759  -  -  -  -  

Stock of property  1,530 ,38 8 1,527 ,014  1,527 ,01 4 -  -  -  -  

Investment properties  24 ,475  5,376  5,376  -  -  -  -  

Property and equipment  260 ,723  230 ,813  230 ,813  -  -  -  -  

Intangible assets  170 ,411  43 ,364  -  -  -  -  43 ,364  

Investments in Group 
undertakings, associates and joint 
ventures  

114 ,637  2 2 -  -  -  -  

Deferred tax assets  301 ,778  301 ,778  133 ,103  -  -  -  168 ,675  

Non -current assets held for sale  1,470 ,038  1,470 ,038  1,470 ,038  -  -  -  -  

Investments in group 
undertakings  

-  136 ,500  107 ,984  -  -  -  28 ,516  

Total assets  22 ,075 ,271  21 ,288 ,090  21 ,021 ,984  294 ,071  -  797  240 ,555  
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3.2.2  EU LI1 - Differences between accounting and regulatory scopes of consolidation and mapping of financial statement categories 
with regulatory risk categories  (continued)  

2018  

Carrying values 
as reported in 

published 
financial 

statements  

Carrying values 
under scope of 

regulatory 
consolidation  

Carrying value of items  

Subject to 
the credit 

risk 
framework  

Subject to 
the CCR 

framework  

Subject to the 
securitisation 

framework  

Subject to 
the market 

risk 
framework  

Not subject to 
capital 

requirements 
or subject to 

deduction 
from capital  

 ú000 ú000 ú000 ú000 ú000 ú000 ú000 

Liabilities         

Deposits by banks  431,942  431,212  -  -  -  -  431,212  

Funding from central banks  830,000  830,000  -  -  -  -  830,000  

Repurchase agreements  248,945  248,945  -  248,945  -  -  -  

Derivative financial liabilities  38,983  38,983  -  38,983  -  -  -  

Customer deposits  16,843,558  16,896,608  -  -  -  -  16,896,608  

Insurance liabilities  591,057  -  -  -  -  -  -  

Accruals, deferred income and 

other liabilities  
285,483  265,321  25,310  -  -  -  240,011  

Deferred tax liabilities  44,282  24,180  -  -  -  -  24,180  

Pending litigation, claims, 
regulatory and other matters  

116,951  113,842  -  -  -  -  113,842  

Subordinated loan stock  270,930  270,930  -  -  -  -  270,930  

Non -current liabilities and 
disposal group held for sale  

5,812  5,812  -  -  -  -  5,812  

Total liabilities  19,707,943  19,125,833  25,310  287,928  -  -  18, 812 ,595  

 
  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

42 
 

3.2.2  EU LI1 - Differences between accounting and regulatory scopes of consolidation and mapping of financial statement categories 
with regulatory risk categories  (continued)  

2017  

Carrying values 
as reported in 

published 
financial 

statements  

Carrying values 
under scope of 

regulatory 
consolidation  

Carrying value of items  

Subject to the 
credit risk 
framework  

Subject to 
the CCR 

framework  

Subject to 
the 

securitisation 
framework  

Subject to 
the market 

risk 
framework  

Not subject to 
capital 

requirements 
or subject to 

deduction from 
capital  

ú000 ú000 ú000 ú000 ú000 ú000 ú000 

Assets         

Cash and balances with central 
banks  

3,393,934  3,393,930  3,393,930  -  -  -  -  

Loans and advances to banks  1,192,633  1,182,954  1,182,954  -  -  -  -  

Derivative financial assets  18,027  18,027  -  18,027  -  -  -  

Investments  830,483  689,837  687,769  -  -  2,068  -  

Investments pledged as collateral  290,129  290,129  290,129  290,129  -  -  -  

Loans and advances to customers  14,602,454  14,604,436  14,604,436  -  -  -  -  

Life insurance business assets 
attributable to policyholders  

429,890  -  -  -  -  -  -  

Prepayments, accrued income and 
other assets  

226,105  155,896  155,896  -  -  -  -  

Stock of property  1,641,422  1,636,671  1,636,671  -  -  -  -  

Investment properties  19,646  4,412  4,412  -  -  -  -  

Property and equipment  279,814  250,537  250,537  -  -  -  -  

Intangible assets  165,952  34,252  -  -  -  -  34,252  

Investments in Group 
undertakings, associates and joint 
ventures  

118,113  138,727  134,137  -  -  -  4,590  

Deferred tax assets  383,498  383,498  220,864  -  -  -  162,634  

Non -current assets held for sale  6,500  6,500  6,500  -  -  -  -  

Total assets  23,598,600  22,789,806  22,568,235  308,156  -  2,068  201,476  

 

  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

43 
 

3.2.2  EU LI1 - Differences between accounting and regulatory scopes of consolidation and mapping of financial statement categories 
with regulatory risk categories  (continued)  

2017  

Carrying values 
as reported in 

published 
financial 

statements  

Carrying values 
under scope of 

regulatory 
consolidation  

Carrying  value of items  

Subject to 
the credit 

risk 
framework  

Subject to 
the CCR 

framework  

Subject to the 
securitisation 

framework  

Subject to 
the market 

risk 
framework  

Not subject to 
capital 

requirements 
or subject to 

deduction 
from capital  

ú000 ú000 ú000 ú000 ú000 ú000 ú000 

Liabilities         

Deposits by banks  495,308  494,574  -  -  -  -  494,574  

Funding from central banks  930,000  930,000  -  -  -  -  930,000  

Repurchase agreements  257,322  257,322  -  257,322  -  -  -  

Derivative financial liabilities  50,892  50,892  -  50,892  -  -  -  

Customer deposits  17,849,919  17,907,060  -  -  -  -  17,907,060  

Insurance liabilities  605,448  -  -  -  -  -  -  

Accruals, deferred income and 
other liabilities  

306,227  280,998  50,425  -  -  -  230,573  

Pending litigation, claims, 
regulatory and other matters  

138,375  138,375  -  -  -  -  138,375  

Deferred tax liabilities  46,113  25,847  -  -  -  -  25,847  

Subordinated loan stock  302,288  302,288  -  -  -  -  302,288  

Total liabilities  20,981,892  20,387,356  50,425  308,214  -  -  20,028,717  

 
The difference  between the carrying values reported in the Consolidated F inancial Statements of the Company for 2018 and the carrying values under the 
scope of regulatory consolidation is due to the different basis of consolidation for prudential  purposes. The basis of consolidation for prudential purposes 

includes only those entities which form the basis for the calculation of the regulatory capital requirements. A summary of th e Groups structure on the basis 
of consolidation for the prudential purposes and the basis fo r consolidated accounting is presented in Section 3 óDifferences on the basis of consolidation for 
financial reporting and prudential purposes ô. Also, reconciliation between the Balance Sheet presented in Consolidated F inancial Statements of the 
Company fo r 2018 and the Balance Sheet for regulatory purposes is presented in Section 3.2.1.   

 
The column óSubject to market risk framework ô is based on trading book assets.  For the liabilities balances, shown in column óNot subject to capital 
requirements or subject to deduction from capital ô are balancing amounts in order for óCarrying valu es under scope of regulatory consolidation ô to agree to 

the sum of those in columns relating to the regulatory framework.  
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3.2.3  EU LI2 - Main sources of differences between regulatory exposure amounts and carrying values in the Consolidated Financial 
Statements of the Company  

201 8  
 

Total  

Items subject to  

Credit risk 
framework  

CCR 
framework  

Securitisation 
framework  

Market risk 
framework  

ú000 ú000 ú000 ú000 ú000 

Ass ets  ca rr ying  value amount  und er t h e sco p e of  r egulato r y  
con solid ation ( as  per  template  EU LI1)  

21,288,090  21,021,984  294,071  -  797  

Liabili t ies carrying  value amount under the regulatory  scope of consolidation 
(as per tem plate EU LI 1)  

(1 9,125 ,833 )  (25,310)   (287,928)  -  -  

Total net amo u nt under the r eg ul ato r y  sco p e of consolidation  2, 162 ,257  20,996,674  6,143  -  797  

Off -balance sh eet amounts  2,867,090  569,546  -  -  -  

Differences  due  to differ ent n ett ing rules, other than those alrea dy included in 
row óLiabilities carrying value amount under the regulatory scope of 
consolidationô 

46,721  -   46,721  -  -  

Differences due to consideration of provisions  184,537  184,537  -  -  -  

Items not subject to capital requirements or subject to deduction from capital   (240,555)  -  -  -  -  

Items subject to capital requirements for more than one risk framework  269,317  -  -  -  -  

Liabilities not under RWA scope  18, 812 ,595  -  -  -  -  

Ex po su r e am ounts  con side re d f or  r egulat or y pu r p oses  24,101,962  21,750,757  52,864  -  797  
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3.2.3  EU LI2 - Main sources of differences between regulatory exposure amounts and carrying values in  the  Consolidated Financial 
Statements of the Company (continued)   

2017  
 

Total  

Items subject to  

Credit risk 
framework  

CCR 
framework  

Securitisation 
framework  

Market risk 
framework  

ú000 ú000 ú000 ú000 ú000 

Ass ets  ca rr ying  value amount  und er t h e sco p e of  r egulato r y  
con solid ation ( as  per  template  EU LI1)  

22,789,806  22,568,235  308,156  -  2,068  

Liabili t ies carrying  value amount under the regulatory  scope of consolidation 
(as per tem plate EU LI 1)  

(20,387,356)  (50,425)  (308,214)  -  -  

Total net amo unt under the regulato ry scope of consolidation  2,402,450  22,517,810  (58)  -  2,068  

Off -balance sh eet amounts  3,030,650  608,749  -  -  -  

Differences  due  to differ ent n ett ing rules, other than those alrea dy included in 
row óLiabilities carrying value amount under the regulatory scope of 
consolidationô 

61,151  -  61,151  -  -  

Differences due to consideration of provis ions  -  -  -  -  -  

Items not subject to capital requirements or subject to deduction from capital  (201,476)  -  -  -  -  

Items subject to capital requirements for more than one risk framework  290,129  -  -  -  -  

Liabilities not under RWA scope  20,028,717  -  -  -  -  

Ex po su r e am ounts  con side re d f or  r egulat or y pu r p oses  25,611,621  23,126,559  61,093  -  2,068  

 
óóOff-balance sheet amounts ôô, the amounts shown in the Total column, which relates to exposures pre -Credit Conversion Factor ( CCF) , do not equal the 
sum of the amounts shown in the remaining columns, as these are post -CCF. 
 
óóDifferences due to different netting rules, other than those already included in row óóLiabilities carrying value amount under the regulatory scope of 

consolidationôô, the amount represents the balancing figure to arrive at the exposure amount for derivative and SFT exposures which incorporate adjusted 
notional amounts by add -on factors and exposure volatility adjustments respectively.  
 
ñDifferences due to consideration of provisionsò disclose the difference between the specific credit risk adjustments deducted in accordance with the 
applicable accounting framework and the specific credit risk adjustments deducted under the CRR framework for RWA purposes. T hese amounts relate to 
the difference between the IFRS  9 transition al arrangement under article 473 (a)  of the CRR (ú304,793 thousand, most of it allocated on on-balance sheet 

exposures) which decreases the specific credit risk adjustments deducted for RWA purposes and the Prudential charge relating to specific credits (ú120,256   
thousand, allocated exclusively on on -balance sheet exposures) which increases the specific credit risk adjustments deducted for RWA purposes. The 

Institution does not have any general credit risk adjustments.  
 
ñItems subject to capital requirements for more than one risk framework ò relate to investments pledged as collateral which are subject to both the credit 
risk and to the counterparty credit risk framework as part of the SFT exposures.  The óóitems not subject to capital requirements or subject to deduction 
from  capitalôô comprise mainly of intangible assets deductible from CET1 capital as per Article 36(i) (b) of the CRR and DTA and FSE up to 1 0% of CET1 

capital that are risk -weighted at 250% (more details are presented in Section 5. 1).  The yearly movement is mainly driven by the yearly change of the 
Balance  Sheet amounts for these items and the transitional provisions applicable for the DTA and FSE.  
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4.  Risk Management Objective s and Polic ies  

4.1  Credit Risk Management  

The Group takes a comprehensive approach to risk management with a defined Risk Management Framework 
and a specific RAS which is approved annually by the RC and the BoD. The Groupôs Risk Management 
Framework is the foundation for comprehensive management of the risks facing the Group. The Risk 
Management Framework sets forth clear roles, responsibilities and accountability for the management of risk 
and provides a blueprint for how the Boa rd, through delegation of authority to committees and senior 
management, establishes risk appetite and associated limits for the Groupôs activities. The RAS is intended to 

ensure that the Group maintains an acceptable risk profile by providing a common fra mework and a comparable 
set of measures for senior management and the Board to clearly indicate the level of risk that the Group is 
willing to accept.  
 
The Credit Risk Management  function covers a wide range of activities, which commences at the stage of t he 

assessment of credit risk, continues at the stage of credit risk identification and measurement through reporting 
and provisions respectively, and ending up at the workout and collection stage.  

 
There are various tools involved in the management of cred it risk, including systems used to measure and 
assess customer risk, credit approval limits and structure, lending criteria, monitoring of customer advances 
and methods of mitigating risk . In addition, Credit Risk Management  is involved in the review of new products 
offered by the Bank, the strategies put forward by the various Divisions as well as being involved in strategic 
Group projects such as the automation of the credit submission and approval process.  

 
The functional activities of Credit Risk Management  are organised through the following sub -departments, each 
of which has distinct responsibilities and covers specific risk areas:  
¶ The CRP department develops  the relevant policies, guidelines and approval limits  necessar y to address 

the credit risk in the Bank.  These documents  are reviewed and updated at least annually or earlier if 
deemed necessary to reflect any changes in the Group's risk appetite and strategy and the market 

environment/economy.  

¶ The CRR&C department is responsible for monitoring the Group's credit portfolio, implementing the credit 
provisioning policy and reports on the relevant credit risk metrics.  

 
The structure of Credit Risk Management  function is as indicated in the diagram below:  
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4 .1 .1  Measurement and Assessment -  Systems    

The effective management of the Groupôs credit risk is achieved through a combination of training and 
specialisation as well as  appropriate credit risk assessment systems.  The Group  aims to continuously upgrade 
its systems and models used in assessing the creditworthiness of Group customers.    

 
Credit Scoring Systems  

Retail -SAS Credit Scoring for Banking  
The Bank maintains credit scoring systems for new customers and the behavioural s coring systems for existing 

customers in the Retail Banking  (RB)  area.   
 
In relation to lending to existing customers, the Bank uses, amongst others, behavioural scoring which takes 
into account such factors as the conduct of existing accounts and whether  the customer has been in arrears.  
 

The  Bank currently maintains and monitors  a behavioural  credit scoring  system for  Retail customers with six  
scorecards (customer  scorecard , housing  loans, personal  loans, other loans, overdrafts  and credit cards  

scorecard ).  
 
Small Medium Enterprises ( SMEs)  and Corporates (Credit Rating Models ï Moodyôs Risk Analyst) 
Moodyôs Risk Analyst is a system used to set the basis for consistent and accurate credit risk analysis on 
commercial borrowers by collecting, analysing and storing financial statement and qualitative/judgmental data.  
 

This credit scoring system calculate s the following customer ratings/scores:  
¶ The financial index  (based on Moody's Risk Analyst) : The assessment of the financial position of the 

customers is performed based on recent audited financial statements  as well as management accounts,  
assessing performance with respect to operational efficiency, liquidity, debt service and capital structure.  
This index is used for assessing financial position/credit worthiness of business/corporate customers.  

¶ The borrower rating : The  assessment of the  customersô credit worthiness is performed taking into 

account the financial index, the account behaviour with the Bank, the directors'/guarantors' account 

behaviour, the management of the enterprise and sectoral risks, as well as the liquidity and capital  
structure of the business.  

 
Shipping exposures (Scorecard -Moodyôs Risk Analyst) 
During 2018 the Bank has developed a scorecard for rating shipping exposures. The score that is produced is 
based on assessment of both the customer and the underlying object (ship). Some of the drivers of the 
assessment are current fleet gearing, projected interest coverage, management experience, diversification 

outside of shipping for the customer and current brake even coverage, projected brake even coverage, 
geographic div ersification, quality of security vessel for the project, etc.  
 
4 .1 .2  Credit Risk  Policy  

The CRP department develops policies , guidelines and approval limits  necessary to address the credit risk  in the 
Bank.  These documents  are reviewed and updated at least annua lly  or earlier if deemed necessary to reflect 

any changes in the Group's  risk appetite and  strategy  and the work environment/economy.   
 
The Group has implemented prudent policies and a proactive approach for  the monitoring of credit risk. In 

addition, t hrough the establishment of the RRD, the Group has strengthened the management and recovery of 
its delinqu ent loans . 

 
The key elements of the Group's CRP processes are:  
¶ The implementation of prudent credit risk  assessments  with a primary focus o n the ability of the borrower 

to repay and the viability of the project being financed, in addition to the value of the underlying 
collateral.  Furthermore,  strict credit criteria (such as prohibited /high risk /desirable  sectors of the 

economy for all lendin g segments as determined by the CRP )  are followed . Th is is combined with the 
assessment of a customer ôs creditworthiness using credit scores and credit ratings obtained from systems 
maintained by the CRSA department.   

¶ Frequen t  review of credit ap proval limits.   
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4 .1. 3  Credit Approval Limits and Structure   

The structure and general rules of the credit approval limits are documented in the Group ôs lending policy  and 
the specific limits granted to each approving authority are communicated through circulars issued by the CRP 
department . 
 

Approval limits are reviewed at least annually  or whenever there is a specific requirement or request .  The 
structure of the limits takes into account:  
¶ The type and size of each credit facility.  
¶ The type -quality and value of the collateral.  
¶ The security gap.   

 
The Credit Risk Assessment (CRA)  is responsible for the well - functioning of the credit approval process and its 
Manager is del egated to act on behalf of the GCRO with the power to Veto decisions in the lower credit 

committees (CC1 and CC2) where the GCRO is not present. It is sub -divided into three departments :   

i.     The Credit Risk Appraisal Department (CAD)  manages the well - functioning of the three main Credit 
Committees and guide them in their role to normali se, expand and enhance the Group ôs Credit portfolio. 
It appraises all applications from an independent credit risk perspective and prepares recommendat ions 
to credit committees with suggestions to improve credit proposals and mitigate credit risks.  

ii.    The Credit Risk Assessment Department (CRAD) , which gathers and analyses data to evaluate the 
management of credit risk at all stages of the Credit cyc le and prepares reports with findings and 
recommendations on improving the credit approval process. It actively cooperates with other risk and 

frontline functions to address identified weakness through specific actions and reports progress of actions 
to ma nagement.  

iii.   The Shipping Finance Risk Desk appraises applications submitted from the Shipping Centre from an 
independent credit risk perspective and prepares recommendations to the Credit Committees with 
suggestions to improve credit proposals and mitigate credit risks .  

 

Efficient  management, monitoring and control of customer advances  

¶ Collateral revaluation s: The Credit Risk Control Unit (CRCU) produces a comprehensive report , on a 
monthly basis , of all mortgaged properties that require revaluation, broken down per unit and per 
banker.  This report is communicated to the responsible line directors in order to take necessary actions 
to minimise the number of mortgaged property revaluations that are  overdue. In addition, mortgaged 
collateral is monitored though the relevant CBC property indices  (Central Bank Commercial and 
Residential Property indices) .  Indexed values of mortgaged properties have been incorporated in the 

customerôs collateral report, so that credit officers can take the appropriate action when submit ting an 
application for credit/restructuring.  

¶ Borrowersô audited financial statements: CR SA monitors the submission of borrowersô audited financial 
statements as well as management accoun ts on a quarterly basis by preparing an ageing analysis report 
of all pending financial statements.  This report is communicated to the line directors so that the 
appropriate  corrective measures  are taken . 

¶ Sanctioning Limits: The  Internal Audit department conducts , on a periodic basis , compliance audits in 

order to determine that credit activities and in particular approval authorities are in compliance with the 

Bankôs credit policies and procedures and to ensure that approved credits are authorised within the 
established guidelines and limits.  

¶ Concentration : The Credit Reporting Unit  (CRU)  actively monitors on a monthly basis the concentration 
limits set and reports these to the senior m anagement through the monthly Risk Report.  

¶ New products/services:  the Group ôs products and services have an inherent credit risk, therefore Credit 

Risk Management is in close cooperation with other departments (e.g. Retail) and examines all new, 
expanded or modified products and services from a credit risk  perspective ; that is, whether the new 
product satisfies the Group ôs RAS, its characteristics are according to the  credit policy and the  financial 
analysis includes all related risks.  

¶ Portfolio Quality Indicators/ KPIs : Monitoring closely the quality/performance of the Group ôs client portfolio 
is of great importance.  Sound credit monitoring practices can help the Group  detect early signs of credit 
deterioration and thus take promptly remedial action to minimise losses. Monitoring is done both on a 

single loan/customer  level and on an overall portfolio level.  
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4 .1 .3  Credit Approval Limits and Structure  (continued)  

The ultimate objective of the efficient management of the Groupôs credit portfolio  is to enable prompt corrective 
action as soon as pre -arrears/arrears/irregularities appear on customer debit accounts, so as to restrict loan 
impairment.  The RRD is responsible for the management  of problematic loans in Cyprus with a dedicated 
workforce  of  over 450  people.   Since its establishment, RRD has restructured a significant number of loans and 

has  put in place  mechanisms to ensure delinquencies in all portfolios are addressed at the earliest possible 
stage.  Retail loans are addressed via the col lections call centre , which applies specific contact strategies and 
the Retail Arrears Management  department (RAM) which provides restructuring solutions to viable customers.  
Business support centres have been set up to help address SME delinquent clients whereas the m ajor corporate 
and m id corporate units of RRD are focused entirely on the larger customers.  

 
RRD Structure  

 

 

 

 

 

 

 

 

 

 

 

 

 

Collection and restructuring services are offered to Retail network via the Collection Call Center (CCC) and the 
RAM.   

 
4 .1 .4  Risk I dentification, Measurement, Control and Reporting   

The Group has adopted  methodologies and techniques for risk identification, measurement and reporting of 
credit risk.  These methodologies are revised and modified whenever deemed necessary to reflect changes in 
the financial environment and adjusted to be in line with the Groupôs overall strategy and its short and long 
term objectives.  
 

Monitoring of credit quality  
The Group dedicates considerable resources to assess  credit risk an d to correctly reflect the value of the assets 
in its balance sheet in accordance with regulatory and accounting guidelines . This process can be summarised in 
the following stages:  
¶ Measuring exposures and concentrations  
¶ Analysing  performance and asset quality  
¶ Identifying weaknesses in portfolios  

¶ Raising allowances for impairment  
 

Loans and advances to customers provide the main  source of credit risk to the Group. Risk management policies 
and processes are designed to identify and analyse risk, set the appropriate risk appetite and limits, and 
monitor adherence to the limits by means of reliable and timely data.  
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4 .1 .4  Risk I dentification, Measurement, Control and Reporting  (continued)  

The monitoring of the quality of the credit portfolio is performed through an in -depth analysis of various quality 

indicators. These indicators are monitored on regular basis and, among others, include the following:  
¶ Arrears/Excesses ï monitored daily  
¶ Non -performing exposures  ï monitored daily  
¶ Restructuring activity ï monitored daily  
¶ Monitoring of valuations of mortgages  
¶ Monitoring of non -mortgage collaterals (Bonds, shares, floating charges)  
¶ Monitoring of Deviations, Covenants and Milestones  

¶ Restructuring performance  
¶ Sectoral analysis  
¶ Adequacy of provisions  

 

Senior m anagement is informed on the quality of Groupôs assets on a continuous basis and takes appropriate 
actions, where deemed necessary.  
 

A key aspect of credit risk is credit risk concentration which is defined as the risk that arises from the uneven 
distribution of exposures to individual borrowers, specific industry or economic sectors, geographical regions, 
product type or currencies. Th e monitoring and control of concentration risk is achieved by limit setting (e.g. 
sector and name limits)  and reporting  them to senior management . 
 
The Credit Risk Reporting Unit is responsible for the monitoring of credit quality. The main roles and activ ities of 

the Credit Risk Reporting Unit,  are:  
¶ Monitor s KPIs  (stated above) and report any  deviations to senior  m anagement,  
¶ Prepares regulatory reports,  
¶ Monitors compliance , with respect to asset quality information and adhoc request by the regulators (CBC 

and ECB),  
¶ Provide s information  to I nvestor  Relations department  through finance department.  

 

With the aim of identifying credit risk at an early stage, the following key re ports are prepared for the senior 
m anagement of the Bank:  
¶ Risk report which is prepared on a monthly basis and includes KPIs  on a Group  and business line  level, 

such as gross advances, provisions, NP Es, 90+ DPD, restructurings etc,  
¶ Daily report of the NP Es inflow/outflow and restructurings . 
 

4 .1 .5  Credit Risk with Correspondent Banks and Countries   

The MR is responsible for the credit risk , with correspondent banks and countries.  Counterparty Risk is 
discussed in S ection 6.1  and Country risk is analysed below.  

 
Country Risk  
Country Risk refers to the possibility that sovereign borrowers of a particular country may be unable or 
unwilling to fulfil their foreign obligations for reasons beyond the usual risks which arise in relation to all 

lenders.  
 
Factors such as official actions (e.g. nationalisation, currency controls, currency devaluation), economic and 

socio -political changes in the borrowing country (e.g. civil war, mass riots) or unpredictable events (e.g. 
national disaster) or external shocks  such as international economic recession or rise in the price of oil as well 
as other potential events contribute to country risk.  
 
Country risk affects the Group via its  operation in other countries and also via investments in other countries 
(Money Mark et  (MM)  placements, bonds, shares, derivatives, etc).  In addition, the Group is indirectly affected 
by credit facilities provided to customers for their international operations  or due to collateral in other cou ntries .  
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4.1.5  Credit Risk with Correspondent Banks and Countries  (continued)   

In this respect, country risk is considered in the risk assessment of all exposures, both on -balance sheet and 
off -balance sheet.  
 
On a quarterly basis, the country exposures arising from the below transaction s are aggregated, compared to 

country limits and reported  to ALCO . The  BoD, through its  RC is also informed on a semi -annual basis, on any 
limit violations.  
¶ Treasury transactions : relate to investments in bonds, MM placements, FX and derivative transactions.   
¶ Lending : All loans given to or guaranteed by residents of a country are taken into account , except  those 

loans where the customer also holds a deposit with the Group  with a clear right of set -off.   In the case 
where a loan is  granted  to a resident of one country and the collateral is in another country, these loans 
are included  as exposure s to both countries.  

¶ Commercial transactions : relate to letters of credit, letters of guarantee  or other similar products .  

¶ Committed lines  of credit  are also taken into account.  
¶ Investment properties  of overseas run down operations . 
¶ Investments in branches/subsidiaries abroad : relate to the carrying value of branch/subsidiaryôs net 

assets, plus any funding provided by the Bank to the branch/subsidiary.  
¶ Equity investments . 

 
Country limits are allocated following detailed assessment of the country risk. The MR obtains adequate and 
reliable information on countries and effectively analyses and evaluates their risk.  The latest Country Risk  
Ratings, which are an essential tool in country risk analysis, and detailed Sovereign reports, are obtained from 
Moodyôs. 
 
There is one country limit, at Group level, which is allocated to the various units of the Group and also divided 

in sub - limits.    
 
The country limits are allocated based on the CET1 capital of the Group , the country's credit rating  and internal 

scoring .   
 

The Internal score is between 0.15 and 1  (capped) , and is based on the assessment of seven key indicators :  
¶ Gross Domestic Product  (GDP)  per capita l. 

¶ GDP Growth rate.  
¶ General Government Gross Debt (% of GDP): is the amount of a countryôs total gross government debt 

as a percentage of its GDP.  It is an indicator of an economyôs health and a key factor for the 
sustainability of government finance.  

¶ General Government Net Lending/Borrowing (% of GDP): Represents the financial resources that the 
government absorbs from, or release to, other sectors of the economy as a percentage of the countryôs 

GDP. It constitutes the reference ind icator for budget management and as per the Maastricht Agreements 
a maximum deficit of 3% was set for admission to the Economic and Monetary Union (EMU).  

¶ General Government Interest Payments/Revenue.  
¶ Inflation.  

¶ Unemployment rate.  
 

as well as the assessment  of the below political related parameters:  

¶ corruption index : captures perceptions of the extent to which public power is exercised for private gain, 
including both petty and grand forms of corruption . 

¶ political stability : measures perceptions of the likelihood that the government  of a Country will be 
destabilized or overthrown by unconstitutional or violent means, including politically -motivated violence 
and terrorism  and the countryôs Moodyôs Investors Service  rating outlo ok.  
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4.1.5  Credit Risk with Correspondent Banks and Countries  (continued)   

In addition to the above, other factors are also taken into account before setting any limits, such as the: 
¶ Strategy of the Group in respect of its international activities . 
¶ Groupôs appetite for risk. 
¶ Perceived business opportunities in a country .  
¶ Risk/reward ratio of an investment . 

 

All limits are reviewed at regular intervals (at least once per year) and a pproved by the BoD through the RC.  
All  policy documents relating to country and counter party risk are approved by the RC at least once a year.  
 
In addition, the BoD is responsible for ensuring that any approved business decisions regarding the Groupôs 
international operations have taken into a ccount country risk considerations and they are in line with the 
Groupôs strategy and risk appetite. 

 
MR monitors the Treasury country limits on a daily basis through its r isk officers at the various t reasury units of 
the Group .  Any excesses are reported to  GCRO, ALCO and/or RC, depending on the size of the violation.   The 
allocation of Group limits to the various t reasury units is done based on their needs and their revised 
counterparty limits.  The remaining limits are allocated to Cyprus.  
 
GCRO and the CEO may reduce the  limits already approved by the BoD if market conditions deteriorate.  

 
4.1.6  Policies for Credit Risk Mitigation  

Credit r isk m itigation is implemented through a number of policies, procedures, guidelines circulars  and limits , 

such as:  

Sanctioning limits: Relevant circulars and guidelines  are in place  that  provide limits and parameters for the 
approval of credit applications and related credit limits as well as parameters. The Group currently has three 
credit committees (CC1, CC2 and  CC3), for the approval of  customer applications submitted through CRA. All 

credit committee members are managers from various Group divisions outside Risk Management, to ensure 
independence of opinion. Applications falling outside the approval limits of t hese credit committees are 
submitted to the RC or the BoD, depending on the total exposure of the customer group . 

 
Lending Policy :  Main/core policy of the Group which includes collateral, customer and facility types, lending 
criteria, repayment ability calculation and loan - to -value rules.  Deviations, Specialised Lending , Leveraged 
Transactions  and Restructuring Policies have also  been incorporated in the Bankôs Lending Policy. The Lending 
Policy establishes the framework for safe and prudent banking and provides guidelines regarding the lending 
functions and how to maintain sound credit -  granting standards.  

 
The Groupôs lending policy  is to grant credit facilities to customers with proven  repayment ability, through  strict 
adherence and full compliance wi th  all external laws, regulations,  guidelines, internal codes of conduct, other 
internal policies and procedures.  The fundamental lending principle of the Bank is to approve applications and 
provide credit  facilities only when the applicant has the ability  to pay and where the terms of these  facilities are 

consistent with the customersô income and financial position , independent  of any collateral that may be 
assigned as security. The value of collateral is not a decisive  factor in the Bankôs assessment and approval of 

any credit facility. Collaterals may only serve  as a secondary source of repayment in case of default and must 
be assessed as such.  
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4.1.6  Policies for Credit Risk Mitigation (continued)  

The Lending Policy includes the following sections:  
¶ Customer types ï covers the natural/legal entity types to which the Group may extend credit  
¶ Facility types ï analysis of the credit facilities offered by the Group  
¶ Structure of the lending function ï covers the segregation of duties and independence in the  roles  

throughout the lending function  
¶ Lending authorities and limits of approval  
¶ Application structure  that is submitted for approval to the relevant sanctioning authority  
¶ Credit Granting Criteria ï includes:  

- Customer information  
- Purpose of credit facility  
- Credit facility amount  

- Customer contribution/ Loan to Value ( LTV)  ratio  

- Credit facility duration  
- Repayment ability  
- Collaterals  

¶ Pricing/Efficiency  Corporate lending process, syndicated loans, specialised ending  
¶ Internal risk rating systems  

¶ The Group ôs deviations/exceptions policy 
¶ Conditions for credit facility disbursement  
¶ Rules and guidelines for the review of existing facilities  
¶ Restructuring and forbearance policy  
¶ Specialised Lending policy  
¶ Leveraged Transaction s policy  
¶ Monitoring of existing facilities  

 
Concentration Risk Policy :  covers name, sector, product, geographical, counterparty, currency, collateral, 
shadow banking, leveraged transactions, funding source and derivative concentration.  Regarding collateral, 

limits are imposed on  shares/marketable securities as well as on the type of real estate that can be accepted for 
lending purposes.  This policy has been updated with the regulatory requirement of exposures to shadow 
banking entities as well as the addition of industry sectors which are aligned with the Groupôs lending strategy.  

 

High  risk/prohibited/desirable  evaluation  sectors :  CRP provides  guidelines on which sectors/customer types are 
considered high risk and are approved by exception at higher committee levels. It also includes sectors of the 
economy to which the group wishes to lend. The above sectors have been selected based on the following 
methodology:  

 
An initial analysis is carried out to assess  at the attractiveness  of each sector using data from two main 

sources:  
¶ A report prepared by the Bankôs Economic Research Department  (ranking each sector by  NPE levels , by 

leverage and by growth potential) . 
¶ A report prepared by the Credit Risk Systems & Analytics Dep artment  (internal ratings data, from which 

the parameters of  industry risk rating , turnover growth  and operating profit margin were used) .  
 

Using the se sound economic indicators  as a basis  (NPE stock , Growth Potential, Leverage, Turnover Growth 

Industry Risk and Operating Profit Margin) and after considering other parameters  as well , such as the  internal 
and external reports  and the availability of significant statistically data, the output of the above sources  was 
combined  in order to categorise the various economic sectors into three  categories, based on their rel ative risk:  
¶ Desirable sectors  
¶ High Risk sectors  
¶ Prohibitive  
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4.1.6  Policies for Credit Risk Mitigation (continued)  

Furthermore, using this analysis as a base, the sector concentration limits were revised, taking into account the 
following additional factors:  
¶ Current sector size in the Bankôs portfolio 
¶ Bank strategy for specific sector financing (e.g. marinas, casinos, shipping, energy, financing of assets 

transferred to the Bank )  
¶ Empirical data based on observations and experience  

Restructuring of pr ivate individuals and legal entities :  The purpose of the Restructuring Policy is to create 
efficient and effective strategies, policies, structures, procedures and mechanisms for the management of 
arrears and the attainment of fair and sustainable restruct urings of credit facilities of borrowers with financial 

difficulties. It includes:  
¶ Definition of restructuring and forbearance  

¶ General prin ciples and guidelines for viable restructurings  
¶ Description of different restructuring solutions that are available (traditional and specialised)  

 
Valuation and monitoring of collaterals :  for each collateral type, the relevant guidelines are given on when to 

value/revalue as well  as on the recoverable amount based on CBC directives. Emphasis is placed on the 
valuations of mortgaged property which accounts for the great majority of the Groupôs collateral for credit 
facilities. The key points of this policy are:  
¶ Valuations are performed by approved  and suitably qualified  valuers based on standards and procedures.  
¶ A recent valuation is required for new lending  facility  (two if the l ending  amount is over  ú3 million ),  

restructuring, release of collateral and when terminating customer accounts . 
¶ Property values are monitored by indexation  with the appropriate CBC Commercial and Residential  

Indices -  valuations are requested when there is information that the value of a property may have 
decreased significantly  in relation to the index .  
           

For customer exposures over ú3 million , mortgaged properties must be revalued every  3 years ( this is a CRR 

requirement).  In addition to the above valuation rules, the Bank may request a revaluation in any situation 
where there is an increased risk e.g. when market conditions are volatile, cancellation of a mortgage, increase 
in the LTV r atio of the customer.  

Monitoring policy : The Group has in place various procedures for monitoring the results and the impact the 
above Credit Risk Policies have on Groupôs activities, and whether these activities are performed by all levels in 
the Group in  accordance with them. Credit Risk Management has unified all the monitoring procedures under 
one specific policy, the Monitoring Policy, categori sing them in four broad categories: Policy monitoring (e.g. 
valuations, write -offs, approval limits, concentra tion risk, policy deviations etc), Procedure monitoring (e.g. 
covenants etc), Efficiency monitoring (e.g. credit appraisal approvals and rejections etc) and Quality monitoring 

(e.g. portfolio KPIs, restructurings etc).  Some examples include:  
¶ Valuations ï detailed reports are provided to the relevant divisions on mortgaged properties that require 

revaluations as well as monitoring the level  of  deviation from the Groupôs Valuation Policy. Assessment 
and approval authorities identify any outdated valuations d uring the examination process of an 
application and request updated valuations.  

¶ Financial Statements ï the availability of recent financial statements is monitored, sending relevant 
reports to both front line divisions and Credit Risk Management. Assessmen t and approval authorities 

verify the existence of recent financial accounts /statements  during the examination process of an 
application either for granting new facilities or reviewing /restructuring existing ones.  

¶ Approval Limits -  procedures in place in order to monitor the actual utilization of approval limits on an 
ongoing basis, and thus document, analyse and report any credit granting in excess of the predetermined 
level of limits:  
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4.1.6  Policies for Credit Risk Mitigation (continued)  

- Limits are monitored by the various approval authorities during the examination process of an 
application, in order to make sure that the specific credit request falls within their approval limits.   

- Internal Audit conducts audits in order to determine tha t credit activities and in particular approval 
authorities are in compliance with the Bankôs credit policies and procedures and to ensure that 

approved credits are authorised within the guidelines and limits established by the Groupôs BoD.  
- Assessment auth orities perform ad -hoc/random checks of various approval authorities examining 

compliance and proper usage of credit limits, which it then reports to senior m anagement.  
¶ Write -offs ï The Groupôs write-offs are monitored/reported by  CRMD. Specifically repor ts are prepared 

on a frequent basis regarding write -offs executed or approved by different approving authorities. These 
reports are submitted to the RC and the BoD.  
 

Specialised Lending policy :  Specialised lending exposures possess unique risk characterist ics; in particular 

given the source of repayment, speciali sed lending exposures exhibit higher risk volatility than other corporate 
exposures, and therefore in times of distress, Credit Institutions are likely to be faced with both high default 
rates and high loss rates.  Therefore , because of their inherent high ri sk, all credit decisions regarding 
specialised lending exposures must be made after careful consideration of a number of factors, such as 
financial strength, political and legal environment, transaction and/or asset characteristics, strength of the 

sponsor  and developer and security package.  
 

4 .2  Market Risk Management  

Market risk  (MR)  is the risk of loss  in on and off -balance sheet positions  from adverse changes in market 
prices  namely  from changes in interest rates , exchange rates , security and property prices.  
 
The MR reports to GCRO and is responsible for measuring and monitoring the following risks at Group level:  
¶ Interest Rate Risk  (Section 4.2.1 )  
¶ Currency Risk (Section 4.2.2 )  

¶ Liquidity  Risk  and Funding (Section 4.2.3 )  

¶ Credit Risk with Correspondent Banks  and Countries  (Section 4.1.5 )  
¶ Country Risk  (Section 4.1.5 )  
¶ Securit ies  Price Risk (bonds and equities )  (Section 4.2.4 )  
¶ Property Risk (Section 4. 2.5 )  
¶ Commodities Risk 5 
 

The Group has a low appetite for MR. It does not take open positions on its own account (proprietary trading) 

but rather seeks to have square or near square positions in all currencies or other market instruments.   
 

The ALCO recommends the policy and limits for the management of the risks stated above , which are then 
approved by the BoD through the RC.  
 
The Manager of MR is the secretary of the Group ALCO. GCRO and Market Risk Manager participate to the 

ALCO meetings with voting rights. All MR related papers are reviewed by the GCRO before being submitted to 

ALCO. Papers submitted are either approved by ALCO or recommended for approval to the RC or to the BoD 
as necessary . 

 
4 .2.1  Interest Rate Risk  

Interest rate r isk is the risk that the fair value of future cash flows of a financial instrument will fluctuate 
because of changes in market interest rates. It arises as a result of timing differences on the repricing of 
assets , liabilities  and off balance sheet items .  The Group measures the impact of interest rate risk on its 
banking book  using two methods: changes in NII  and changes in EV. 

  

                                                           
5 The Group does not currently have any such exposures. 
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4 .2.1  Interest Rate Risk (continued)  

The Bank measures the EV and NII sensitivity in order to identify all potential aspects of interest rate risk under 
a wide range of different scenarios for potential changes in the:  

(a)  Level of the interest rate yield curve  
(b)  Shape of the interest rate yield curve and  

(c)  Relationship between different market rates  
 

The MR also measures the impact of a standard shock of 2% change in interest rates on the EV of the Group as 
per the CBC guidelines.  The +/ -200 bps  is compared to the actual level of change in interest rates, calculated 
using the 1 st  and 99 th  percentile of observed one -day interest rate changes over a five year period scaled up to 
a 240 -day year .  The higher level of shock arising from the latter calculation and the 200 bps should be applied 
as the standard shock.  

 

In order to control the interest rate risk , there is a Year 1 Interest Rate Exposure ( IRE)  limit on the maximum 
reduction of NII  under the various rate shock scenarios . Limits are set as a percentage of the Group capital and 
as a percentage of the Group Net Interest Income (NII)  (when positive) . In the case of Cyprus, t here are also 
different limits for Euro and USD.  

 

The EV of the Group  from a 2% change in interest rates has to be within the 20% limit,  as per the CBC 
guidelines .  ALCO has set a maximum internal limit for this change equal to 1 5% of Group CET1 capital  
compared to the 20% regulatory maximum ratio .  The EV unde r the internal rate shock scenarios are also 
compared to the 10% internal limit.  An early warning signal of 15% for the decline in internal EV of the Group 
arising from the six predefined Basel scenarios also exists . 
 
As at 31 December 2018 , the total EV effect for a 200 bps  increase/ decrease in the yield curves in all currencies 

was minus ú144.6  million /ú225.8 million ( -7.7% and +12.1%  of CET1 capital  respectively )  (2017: minus ú83.2 
million ( -3.9% of CET1 capital) for 200 bps increase in rates) .  

 
The 2% change in interest rates on the EV of the Group is within the ALCO approved limit of 1 5% 6 and the 
regulatory limit of 20% (limit applies to decline in the EV).    

 
Interest Rate Risk Management  

The nature of interest rate risk as well as the impact from change s in interest rates is covered  in Section 6.5 .  
 
Interest rate risk is managed centrally at Group level in conjunction with local Treasuries . Corrective actions 
include:  

 (a)  on balance sheet solutions, including among others purchase of fixed rate assets, introduction of new 
customer accounts or loans with the desired characteristics , and  

 (b)  the  use of derivatives e.g.  I nterest Rate Swaps  (IRS) . 
 
Group Treasury and Market Risk, with the approval of Group ALCO will determine:  

(a)  The percentage/amount of the core deposits to be hedged, if any . 
(b)  The type of instruments to be used for the hedging of core deposits . 

 
The Bank applies fair value hedge accounting using derivatives when the required criteria for hedge accounting 
are met.  The Bank also uses derivatives for economic hedging (hedging the changes in interest rates or 
exchange rates) which do not meet the criteria for IAS 39 hedge accounting. Every month tests are carried out 
to ensure that accounting hedges continue to be effectiv e.  

 
The Group elected, as a policy choice permitted by IFRS 9, to continue to apply hedge accounting in accordance 
with IAS 39.  For cash flow hedges and fair value hedges that have been designated for hedge accounting in 
accordance with IAS 39 , effectiven ess is established both prospectively and retrospectively as per the 
requirements of IAS 39 . 

 
  

                                                           
6 The 15% limit   (previous limit was 10%)  has been approved by ALCO in December 2018 and by  the  Board  in January 2019. 
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4 .2.2  Currency  Risk  

Currency  r isk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because 
of changes in FX rates.  
 
In order to limit the risk of loss from adverse fluctuations in exchange rates, overall open currency position 

limit s,  have been set as presented in the table below.  These limits are well within  the maximum permissible 
regulatory limits.  

 

201 8  
Intraday  Overnight  

ú million  ú million  

Cyprus  20  
20 (10 per 

currency)  

Total  20  20  

201 7    

Cyprus  20  20 (10 per currency)  

United Kingdom  3 1.5 

Total  23  21.5  

 

MR is responsible for monitoring both their intraday and overnight FX position limits.  Any violations are 
reported daily.  The MR conducts near real time and end of day checks of open FX positions (through a 
designated specialised system ) to monitor adherence to FX position limits.   Group ALCO is informed on a 
monthly basi s on the Groupôs FX open position.   

 

Value at Risk (VaR) on the FX open position is also calculated. Due to the fact that there is no FX Trading 
Book, VaR is only calculated on a monthly basis.  
 
Policies for Hedging and Mitigating Currency  Risk  
The Group aims to minimi se currency risk  through hedging. Only minimal open positions are allowed for 
currency risk.   
 

The  Bank mitigates  currency risk  using hedge instruments available in the market. These hedge instruments 
are evaluated and monitored by MR.   
 
The currency risk for the Bank arises mainly from:  
¶ Customer driven transactions . 
¶ The net assets of the foreign subsidiaries and branches of the Group . 

¶ Provisions of the foreign currency loan book . 

 
All customer driven transactions are immediately hedged by  Institutional Wealth Management (IWM) by 
entering into FX deals with other banks.  The currency  risk arising from the net assets of the foreign 
subsidiaries and branches of the Group is also hedged on a monthly basis unless:  
¶ ALCO considers that the cost of hedging is not acceptable (compared to the underlying risk) , or  
¶ There is no liquidity in the market for the specific currency pair .  

 
Currency  Risk Management  
The table below sets out the Groupôs currency risk resulting from its FX open positions as at 31 December 
2018 and 2017 (including the impact on equity from the revaluation of the net assets of the foreign 
operations and the relevant hedging instruments), assuming reasonably possible changes in the exchange 
rates of major currencies against the Euro, based mainly on historical price fluctuations:  

 

  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

58 
 

4 .2.2  Currency  Risk (continued)  

201 8  

Change in  

foreign exhange  

rate  

Impact on 

profits/ ( loss )   

after tax  

Impact  

on equity  

%  ú000 ú000 

US Dollar  +10  159  -  

Russian Rouble  +20  (18)  (724)  

Romanian Lei  +10  -  42  

Swiss Franc  +10  (3)  -  

British Pound  +20  4  11  

Japanese Yen  +10  -  -  

Other currencies  +10  ( 60 )  -  

 
US Dollar  - 10  (130)  -  

Russian Rouble  - 20  12  483  

Romanian Lei  - 10  -  (34)  

Swiss Franc  - 10  3  -  

British Pound  - 20  (3)  (7)  

Japanese Yen  - 10  -  -  

Other currencies  - 10  49  -  

 

201 7     

US Dollar  +10  179  -  

Russian Rouble  +25  7 (702)  

Romanian Lei  +10  (419)  53  

Swiss Franc  +20  19  -  

British Pound  +20  30  803  

Japanese Yen  +10  (17)  -  

Other currencies  +10  20  -  

 

US Dollar  -10  (146)  -  

Russian Rouble  -25  (4)  421  

Romanian Lei  -10  343  (43)  

Swiss Franc  -20  (12)  -  

British Pound  -20  (20)  (536)  

Japanese Yen  -10  14  -  

Other currencies  -10  (16)  -  
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4 .2.3  Liquidity Risk and Funding  

Definition  
Liquidity r isk is defined as the risk that the Group is unable to fully or promptly meet  its  current and future 
payment obligations and potential payment obligations as and when they fall due.  This risk includes the 
possibility that the Group may have to raise funding at higher cost or sell assets at a discount  to fully and 

promptly satisfy its obligations . 
 
Governance and Oversight  
The BoD approves the strategy and significant policies related to the management of liquidity.   The BoD 
ensures that senior management takes the steps necessary to monitor and control liquidity risk and provides 
adequate reporting regarding liquidity.  
 

The BoD reviews the Liquidity Policy Statement , at least annually , to take account of changing operating 

circumstances.   Every month , the MR submits the liquidity reports to the RC.  While the BoD has the ultimate 
responsibility for liquidity management, it has appointed ALCO to ensure the timely and effective 
implementa tion of the liquidity policy.  
 
The ALCO is responsible for setting the policies for the effective management and monitoring of liquidity across 

the Group.  
 
Group Treasury is responsible for liquidity management at Group level, to ensure compliance with int ernal and 
regulatory liquidity policies and provide direction as to the actions to be taken regarding liquidity needs.   Group 
Treasury assesses on a continuous basis, and informs ALCO at regular time intervals, the adequacy of the liquid 
assets and takes t he necessary actions to enhance the Groupôs liquidity position.   
 

Liquidity is also monitored daily by MR, which is an independent department responsible to monitor compliance 
at Group level, with both internal policies and limits, and with the limits set  by the regulatory authorities in the 
countries where the Group operates.   Market Risk reports to ALCO and RC the regulatory liquidity position, at 

least monthly.   It also provides the results of various stress tests to ALCO  and on a quarterly basis .  
 

Liquidity is monitored and managed on an ongoing basis through:  

(i)  Risk appetite: established Group Risk Appetite together with the appropriate limits for the management 
of all risks including liquidity risk.  

(ii)  Liquidity policy: sets the responsibilities for m anaging liquidity risk as well as the framework, limits and 
stress test assumptions.  

(iii)  Liquidity limits: a number of internal and regulatory limits are monitored on a daily, monthly and 
quarterly basis. Where applicable, a traffic light system (RAG) has been introduced for the ratios, in order 
to raise flags when the ratios deteriorate.    

(iv)  Early warning indicators: monitoring of a range of indicators for early signs of liquidity risk in the market 
or specific to the Group. These are designed to immediately identify the emergence of increased liquidity 
risk to maximise the time available to exe cute appropriate mitigating actions.  

(v)  Liquidity Contingency Plan: maintenance of a Liquidity Contingency Plan (LCP) which is designed to 

provide a framework where a liquidity stress could be effectively managed. The LCP provides a 
communication plan and inc ludes management actions to respond to liquidity stresses.  

(vi)  Recovery Plan: the Group has developed a Recovery Plan (RP). The key objectives of the RP are to set 
the key Recovery and Early Warning indicators, so as to monitor these consistently and to set in  advance 
a range or recovery options to enable the Group to be adequately prepared to respond to stressed 
conditions and restore the Groupôs position.  
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4 .2.3  Liquidity Risk and Funding (continued)  

The daily monitoring of cash flows and highly liquid asse ts is important to safeguard and ensure the 
uninterrupted /continuous  operations of the Groupôs activities. MR prepares a report for submission to the CBC 
and ECB/Single Supervisory Mechanism (SSM), indicating the opening and closing liquidity position. In addition, 
Group Treasury monitors daily and intraday the customer inflows and outflows in the main currencies used by 

the Group.  
 
Since May 2016, MR also prepares daily stress testing for bank -specific, market wide and combined 
scenarios.   The requirement is to have sufficient liquidity buffer to enable BOC PCL to survive a two -week stress 
period, and adequate capacity to raise funding under a three month period, under all scenarios.  
 
The liquidity buffer is made up of: Banknotes, CBC balances (excluding th e Minimum Reserve Requirements 

(MRR)), nostro current accounts, MM placements up to the stress horizon, available ECB credit line and market 

value net of haircut of eligible unencumbered/available bonds.   Most of these  are High Quality Liquid Assets 
(HQLA)  as per the LCR definitions and/or ECB Eligible.  
 
The designing of the stress tests followed the best practice guidance and was based on the liquidity risk drivers 
which are recognised internationally by both the PRA and EBA SREP. The stress tests assumpti ons are included 

in the Group Liquidity Policy which is reviewed on an annual basis and approved by the Board. However, 
whenever it is considered appropriate to amend the assumptions during the year, approval is requested by 
ALCO and the RC. The main items  shocked in the different scenarios are: deposit outflows, wholesale funding, 
loan repayments, off -balance sheet commitments, marketable securities and cash collateral for derivatives and 
repos.  
 
MR prepares reports monitoring compliance with internal and  regulatory liquidity ratios, for the Group and 

submits them to the ALCO, the Executive Committee and the RC. It also calculates the expected flows under a 
stress scenario and compares them with the projected available liquidity buffer in order to calculat e the survival 
days. The fixed deposit renewal rates , the  deposits by tenor report and the liquidity mismatch report are also 

presented to the ALCO.  
 
MR reports the LCR and Additional Liquidity Monitoring Metrics (ALMM) to the CBC/ECB monthly.  
 

Group Treas ury prepares a liquidity report which is submitted to the ALCO on a monthly basis. The report 
indicates the liquidity position of the Group, data on monthly customer flows, as well as other important 
developments related to liquidity.    
 
The results of the stress testing scenarios prepared daily are reported to ALCO and the RC on a quarterly  
basis .  Moreover, MR reports the NSFR, to the CBC/ECB quarterly and various other liquidity reports, included in 

the short - term exercise of the SSM pe r the SREP guidelines.  
 
The Group prepares on an annual basis its report on ILAAP.  In 2018 , the  2017 ILAAP took place, which was 
submitted to the SSM in April 2018 .  The ILAAP for 2018 will be submitted to the SSM in April 2019 following 

BoD approval.  
 
As part of the Groupôs procedures for monitoring and managing liquidity risk, there is an LCP for handling 

liquidity difficulties.  The LCP details the step s to be taken in the event that liquidity  problems  arise, which 
escalate to a special meeting of the extended ALCO.   The LCP sets out the members of this Committee and a 
series of possible actions that can be taken.   This LCP, as well as the Groupôs Liquidity Policy, is reviewed by 
ALCO at least annually,  during the ILAAP review. The ALCO submits the updated Liquidity Policy with its 
recommendations to the Board through the RC for approval. The approved Liquidity Policy is notified to the 
SSM.  
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4 .2.3  Liquidity Risk and Funding (continued)  

Any violations  of limits are promptly reported to the MR  from the respective banking unit who in turn reports 
them to the:  
¶ CEO 
¶ Finance Director  

¶ GCRO 
¶ Group Treasurer  

 
All regulatory limit violations  with the recommended remed y are reported to the ALCO and RC. A number of 
mitigating actions exist that are analysed in the Group Recovery Plan, the Group Liquidity Policy and the Group 
Liquidity Contingency Plan.  

 

Group Internal Audit is responsible to assess and report on the:  

¶ Appropriateness, efficiency and effec tiveness of the internal control environment in relation  to the 
management of liquidity.  

¶ Appropriateness and adequacy of procedures in place to ensure compliance with applicable laws and 
regulations.  

¶ Compliance with Group an d local policies and procedures.  

 
The Bank, as part of its liquidity management strategy, has put in place management information systems 
capable of measuring and reporting liquidity risk so that the monitoring of compliance is done effectively and 
efficiently. The Bank has an automated,  daily reporting process for liquidity in place. Raw data regarding 
Advances, Deposits, Treasury and other Products is received from Data Warehouse in the early morning hours. 
The Bank uses Prognosys  FRCS system  which produces  European Regulatory ratios an d reporting , locally 
required reporting, Financial Reporting on Liquidity  and liquidity stress testing. All the data is reconciled to 

either the General Ledger or other reports .  This liquidity risk management system is reviewed every year in 
ILAAP which i s recommended by ALCO and approved by the BoD through its RC. 
 

Minimum Regulatory Liquidity Requirements  
EU limit requirement  
The Group LCR is calculated monthly by MR and sent to CBC/ECB 15 days after the month end.  Following 
Emergency Liquidity Assistance (E LA)  repayment in January 2017, BOC PCL has been concentrating its efforts 

in increasing liquid assets and thus complying with LCR limit of 80% in March 2017.  In May 2017 the LCR 
exceeded the 100% ultimate limit.  On 1 st  January 2018, the limit  reached 100%.  
 
During 2018, considerable increase in liquid assets was observed, mainly due to increase in customer deposits 
leading LCR at high levels.  
 

The Group LCR was as follows  as at 31 December  2018 and 2017 :   

Group LCR  
201 8  

%  
201 7 

%  

31 December  231  190  

Average ratio 7 213  120  

Highest ratio  231  190  

Lowest ratio  197  58  

 
The LCR of the Bank amounted to 231 % as at 31 December 201 8 (31 December 2017: 188%) . 
 
 
 
 

 
  

                                                           
7 Average ratio represents the average of the end of month ratios for the whole year.  
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4 .2.3  Liquidity Risk and Funding (continued)  

The LCR is designed to promote short - term resilience of a Bankôs liquidity risk profile by ensuring that it has 
sufficient high quality liquid resources to survive an acute stress scenario lasting for 30 days. Since enactment 
of Regulation (EU) 2015/61 in September 2016 , the LCR is calculated under this Regulation on a monthly basis.  
 

The table below shows a quantitative analysis of LCR which complements Article 435(1)(f) of Regulation No 
575/2013:  
 
As per Article 30 (1), (2) and (3) of Commission Delegated  Regulation (EU) 2015/61, potential outflows due to 
derivative and financing transactions are calculated based on:  

a)  Credit deterioration of the bankôs credit quality. 
During the actual acute stress test period experienced in 2013, additional independent amounts had to be 

placed by the Bank (reflecting the increased credit risk of the bank as perceived by counterparties). The 

potential outflow takes into account the perc entage increase of independent amounts experienced in 
2013 as well as the current outstanding derivatives in terms of notional, the type of derivative and the 
currency pair in the case of FX swaps.  

b)  Adverse market movements affecting the mark to market.  
The potential negative impact on the mark to market of derivatives and the underlying collateral of repos 

is calculated in the case of adverse market movements. The methodology followed is based on historical 
VAR analysis performed on historical data ( FX rat es and bond prices) as well as the current outstanding 
derivatives and repos. The resulting expected loss is the increased expected outflow.  

 
With regards to the currency mismatch, it is noted that for US Dollars, the ratio presents a gap when comparing 
th e buffer with its net outflows. The Bank maintains large amounts of customer deposits in USD (included in 
LCR outflows). The proceeds received are invested in either USD MM placements (which form part of the LCR 

inflows and not a liquidity buffer) or are c onverted to Euro through the use of short term FX Swaps which are 
very liquid instruments.  Smaller  amounts are invested in USD liquid assets. Thus, although a gap exists,  the 

Bank is in a position to cover any USD requirements either through the cash inve sted in USD MM placements or 
by terminating the EUR/USD FX Swaps.  
 
The Group also monitors its position against the Basel Quantitative Impact Study (QIS) NSFR . The NSFR has 
been developed to promote a sustainable maturity structure of assets and liabilitie s.   The NSFR ratio was not 

introduced on 1 January 2018, as per expectations.  The minimum requirement of NSFR will be 100%.  At 31 
December 2018 the Groupôs NSFR, on the basis of the Basel III standards, stood at 119% (compared to 111% 
at 31 December 2017 ).  
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4 .2.3  Liquidity Risk and Funding (continued)  

Scope of consolidation: Consolidated  
Total unweighted value (average)  Total weighted value (average)  

ú million 

Quarter ending on:  Mar - 18  Jun - 18  Sep - 18  Dec - 18  Mar - 18  Jun - 18  Sep - 18  Dec - 18  

Number of data points used in the calculation of averages  3 3 3 3 3 3 3 3 

HIGH - QUALITY LIQUID ASSETS  

  1   Total HQLA    
   

3,403  4,203  4,914  5,201  

 CASH - OUTFLOWS                  

2   Retail deposits and deposits from small business customers, of which:  5,868  6,160  6,634  5,458  449  467  501  380  

3   Stable deposits  3,792  3,990  4,290  4,237  190  199  215  212  

4   Less stable deposits  2,077  2,171  2,344  1,221  260  268  286  169  

5   Unsecured wholesale funding  3,946  4,143  4,069  3,962  2,001  2,160  2,117  2,039  

6  
 Operational deposits (all counterparties) and deposits in networks of cooperative 

banks  
-     -     -     -     -     -     -     -     

7   Non -operational deposits (all counterparties)  3,946  4,143  4,069  3,962  2,001  2,160  2,117  2,039  

8   Unsecured debt  -     -     -     -     -     -     -     -     

9   Secured wholesale funding    
   

-     -     -     -     

10   Additional requirements  558  489  452  515  167  145  126  181  

11   Outflows related to derivative exposures and other collateral requirements  117  107  87  137  117  107  87  136  

12   Outflows related to loss of funding on debt products  -     -     -     -     -     -     -     -     

13   Credit and liquidity facilities  440  382  365  378  51  38  39  44  

14   Other contractual funding obligations  11  10  8  34  11  10  8  34  

15   Other contingent funding obligations  2,597  2,641  2,712  2,540  260  264  269  254  

16   TOTAL CASH OUTFLOWS    
  

  2,888  3,046  3,021  2,888  

 CASH - INFLOWS    

17   Secured lending (e.g. reverse repos)  -     -     -     -     -     -     -     -     

18   Inflows from fully performing exposures  1,157  806  593  405  1,063  713  497  358  

19   Other cash inflows  1,141  1,122  1,086  1,085  229  227  220  230  

 EU-19a  

 (Difference between total weighted inflows and total weighted outflows arising from 

transactions in third countries where there are transfer restrictions or which are 

denominated in non -convertible currencies)  

    
 

  -     -     -     -    

 EU-19b   (Excess inflows from a related specialised credit institution)  
  

    -     -     -     -     

  20   TOTAL CASH INFLOWS  2,298  1,928  1,679  1,490  1,292  940  717  588  

 EU-20a   Fully exempt inflows  -     -     -     -     -     -     -     -     

 EU-20b   Inflows Subject to 90% Cap  -     -     -     -     -     -     -     -     

 EU-20c   Inflows Subject to 75% Cap  2,298  1,928  1,679  1,490  1,292  940  717  588  

              

21   LIQUIDITY BUFFER          3,403  4,203  4,914  5,201  

22   TOTAL NET CASH OUTFLOWS          1,596  2,105  2,304  2,299  

23   LCR (%)          214%  200%  213%  226%  
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4 .2.3   Liquidity Risk and Funding (continued)  

Scope of consolidation: Consolidated  
Total unweighted value (average)  Total weighted value (average)  

ú million 

Quarter ending on:  Mar 1 7  Jun 1 7  Sept 1 7  Dec 1 7  Mar 1 7  Jun 1 7  Sept 1 7  Dec 1 7  

Number of data points used in the calculation of averages  3 3 3 3 3 3 3 3 

HIGH - QUALITY LIQUID ASSETS  

1 Total HQLA      1,590  2,319  2,829  3,142  

CASH - OUTFLOWS          

2 
Retail deposits and deposits from small 

business customers, of which:  
4,587  4,774  5,101  5,549  337  392  393  426  

3 Stable deposits  3,288  3,322  3,390  3,604  164  166  170  180  

4 Less stable deposits  1,299  1,419  1,711  1,945  173  192  224  246  

5 Unsecured wholesale funding  4,328  4,059  4,018  4,103  2,371  2,145  2,108  2,111  

6 
Operational deposits (all counterparties) and 

deposits in networks of cooperative banks  
-  -  -  -  -  -  -  -  

7 Non -operational deposits (all counterparties)  4,328  4,059  4,018  4,103  2,371  2,145  2,108  2,111  

8 Unsecured debt  -  -  -  -  -  -  -  -  

9 Secured wholesale funding      -  -  -  -  

10  Additional requirements  528  602  657  706  294  302  287  267  

11  
Outflows related to derivative exposures and 

other collateral requirements  
265  259  237  207  265  258  237  206  

12  
Outflows related to loss of funding on debt 

products  
-  -  -  -  -  -  -  -  

13  Credit and liquidity facilities  263  343  420  500  29  44  51  61  

14  Other contractual funding obligations  8 8 10  12  8 8 10  12  

15  Other contingent funding obligations  2,505  2,536  2,595  2,652  251  254  260  265  

16  TOTAL CASH OUTFLOWS      3,261  3,100  3,058  3,081  

CASH - INFLOWS   

17  Secured lending (e .g.  reverse repos)  -  -  -  -  -  -  -  -  

18  Inflows from fully performing exposures  780  642  838  1,113  710  563  767  1,032  

19  Other cash inflows  1,202  1,200  1,127  1,114  242  244  228  224  

EU-19a  

(Difference between total weighted inflows and 

total weighted outflows arising from 

transactions in third countries where there are 

transfer restrictions or which are denominated 

in non -convertible currencies)  

    -  -  -  -  

EU-19b  
(Excess inflows from a related specialised 

credit institution)  
    -  -  -  -  

20  TOTAL CASH INFLOWS  1,982  1,842  1,965  2,227  952  807  995  1,256  

EU-20a  Fully exempt inflows  -  -  -  -  -  -  -  -  

EU-20b  Inflows Subject to 90% Cap  -  -  -  -  -  -  -  -  

EU-20c  Inflows Subject to 75% Cap  1,982  1,842  1,965  2,227  952  807  995  1,256  

      TOTAL ADJUSTED VALUE  

21  LIQUIDITY BUFFER      1,590  2,319  2,829  3,142  

22  TOTAL NET CASH OUTFLOWS      2,310  2,293  2,063  1,825  

23  LCR (%)      69%  101%  137%  172%  
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4 .2.3  Liquidity Risk and Funding (continued)  

As at 31 December 201 8, the Group is in compliance with its regulatory liquidity requirement with respect to the 
LCR. 
 
In December 201 7, the CBC introduced a macroprudential measure in the form of a liquidity add -on that was 

imposed on top of the LCR and which became effective on 1 January 2018. The objective of the measure has 
been  to ensure that there was  a gradual release of the excess liquidity arising from the lower liquidity 
requirements under the LCR compared to the ones under the local regulatory liquidity requirements previously 
in place. The add -on applie d stricter o utflow and inflow rates on some of the parameters used in the calculation 
of the LCR than the ones defined in the Commission Delegated Regulation (EU) 2015/61 as well as additional 
liquidity requirements in the form of outflow rates on other items that are  not subject to any outflow rates as 
per the Regulation. The measure has been  implemented in two stages. The first stage require d stricter outflow 

and inflow rates which were  applicable from 1 January 2018 until 30 June 2018. The second stage require d 

more  relaxed outflow and inflow rates compared to the initial ones, and was  applicable from 1 July 2018 until 31 
December 2018. Specifically, there was  a reduction of 50% of the LCR add -on rates on 1 July 2018 . The 
additional liquidity requirement  was  implemen ted up until  31 December 2018  and then abolished  by the CBC . As 
at 31 December 2018, BOC PCL was in compliance with the LCR add -on requirement.  
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4 .2.3  Liquidity Risk and Funding (continued)  

RAS for Liquidity Risk and Funding  
The Bankôs risk appetite on Liquidity risk is summarised as follows:  
¶ The Bank has a very limited appetite for liquidity risk and maintains strict limits relating to its high quality 

liquid asset holdings and its cash flow maturity profiles. Further, the Bank has zero tolerance fo r any limit 

breaches and aims to comply with regulatory and internal limits in the medium term.  
¶ The Bank aims to ensure that it has sufficient liquidity to meet its liabilities as they fall due, under both 

normal and stressed conditions, without incurring  unacceptable losses or risking damage to the Bankôs 
reputation. In the medium term , the Bank should ensure that it has enough liquids to survive a three 
month stress test, under the combined scenario.  

¶ The Bank should not rely on emergency funding from re gulators but it should have contingency plans in 
place to be able to do that.  

¶ The Bankôs liquid asset holdings must be comprised mostly of assets classified as liquid under the LCR 

definitions. In the medium term the Bank aims to:  
- Maintain an LCR of at l east 1 15 % .  
- Maintain an NSFR above 102%.  
- Comply with other regulatory requirements and ratios as set from time to time.  
- In keeping with best practi ce, the Bank needs to monitor and manage its liquidity position on a daily 

basis.  
¶ 75% of bond investments t o be of high liquidity and low capital usage for regulatory purposes.  

 
The following table shows the liquidity position of the Bank, as per the Risk Appetite, as at 31 December 201 8:  

Risk 

Type  
Risk Appetite  

Metric/Qualitative 

Requirement  

RAS  

Limit/Requirement  
Trigger Limit  31/12/201 8  

Red Amber 

Green 

(RAG)  

Liquidity  

Very limited appetite for 

liquidity risk & compliance 

with regulatory and 

internal limits  

Number of breaches  Zero breaches  n/a  

 

As at 01/01/18 all 

local regulatory 

ratios have been  

abolished. New 
LCR add -on 

applicable since 

January 2018  

and abolished on 

1 January 2019. 

As at 31 
December 20 18 

the Bank was in 

compliance  

ƀ 

Liquidity  

Sufficient liquidity to meet 

liabilities under both 

normal and stressed 

conditions  

Three month stress  

test under the 

combined scenario  

In the medium term have 

enough liquids to survive a three 

month stress test, under the 

combined scenario  

n/a  ú1.860 million ƀ 

Liquidity  

No reliance on emergency 

funding in the medium 

term  

Amount of 

emergency funding  
Emergency funding = 0  n/a  nil  ƀ   

Liquidity  

Adequate liquid assets 

mostly comprised of Liquid 

assets as per the LCR 

definitions  

LCR  

LCR  115%, NSFR> 102% and 

meet other regulatory 

requirements as set from time 

to time  

LCR:115% 

NSFR:102%  

LCR:231% 

NSFR:119%  
ƀ 

Liquidity  

Bond investments to be of 

high liquidity and low 

capital usage  

% of bond portfolio  

75% of bond investments to be 

of high liquidity and low capital 

usage for regulatory purposes  

80%  

All bonds are High 

Quality Liquid 

Assets (HQLA) for 

LCR purposes  

ƀ 
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4 .2.3   Liquidity Risk and Funding (continued)  

The Bankôs risk appetite on Funding is described below: 
¶ Loan to deposits ratio: The Bank should not operate with a net loan to deposits ratio higher than 110%.  

The reliance on confidence -sensitive deposits from non - residents needs be closely monitored. This is 
measured as the ratio of Internal Business Unit (IBU) deposits / total Cyprus deposits which should not be 

increasing over time. If this ratio does increas e for tempora ry or other idiosyncratic reasons, then this will 
need to be taken into account during the ILAAP process. It is expected that the increa sed volatility 
associated with such liquidity to be adequately addressed, analysed and highlighted during this process.  
Asset encumbrance as a percentage of the balance sheet should not exceed 30% of its balance sheet.  
Strong and diversified funding sources by establishing: (i) an active Euro Medium Term Note (EMTN) 
programme, (ii) securitisation and covered bond issuance capabilities, and (iii) all of the above categories 
must also be diversified by tenor.  

¶ The following funding sources, as a percentage of total liabilities,  should not exceed:  

- Euro Commercial Paper ( ECP)  and EMTN senior funding: 12 .5%  
- Securitisation: 7 .5%  
- Covered bond issuance: 12 .5%  
- Third party repos and ECB (normal excluding  ELA): 10%  

¶ All material subsidiaries to be self - funded. Any Group assistance should be of temporary nature or for 

specific business activities with a clear repayment source.  
 

The table below outlines the Risk Appetite Ratios as at 31 December 201 8 relevant to Funding:  

Risk Type  Risk Appetite  
Metric/Qualitative 

Requirement  

RAS  

Limit/Requirement  
Trigger Limit  31/12/2018  RAG  

Funding  Loan to deposits ratio  Loan to deposits ratio  <110%  100%  65 %  ƀ 

Funding  

Confidence sensitive 
deposits from non -

residents to be 

monitored  

IBU deposits/Total CY 

deposits  

Trend should not be 

increasing  
n/a  22%  ƀ 

Funding  Asset encumbrance  
% of encumbrance of 

balance sheet  

<than 30% of balance sheet 

in the medium term  
30%  15%  ƀ 

Funding  
Diversification of 

funding sources  

Establish EMTN 

programme, 

securitisation and 

covered bond issuance 

capabilities and 
diversification by tenor  

As per metric  n/a  See below  ƀ 

Funding  Funding sources limits  
Funding sources as a % 

of total liabilities  

1. EMTN senior funding  ̸

12.5%.  

2. Securitisation 7̸.5%  

3. Covered bond issuance ̸

12.5%  

4. Third party repos and ECB 
(normal not ELA) 1̸0%  

n/a  

All zero 

except for 

Repos 1%  
ƀ 

Funding  Subsidiaries funding  
All subsidiaries to be 

self - funded  
n/a  n/a  All  self funded  ƀ 

 
Albeit the table above shows that the Group is in compliance with  other funding sources beyond deposits, the 

fact that the current level is close to zero indicates, as already stated above, limited market access. Market 
access has improved over the last year, as indicated by the issuance of Tier 2 debt in 2017 and AT1 at  the end 
of 2018. Market Access is regularly tested by Group Treasury.  
 
The Groupôs liquidity policy is designed to avoid reaching a crisis point.  However, in case a liquidity or a funding 
crisis arises, the Bank will address them, as analysed in the Cont ingency Funding Plan.  A number of internal 
and regulatory ratios are in place to monitor Liquidity and these are further analysed in the Liquidity Policy 

Statement.  
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4 .2.3   Liquidity Risk and Funding (continued)  

Regarding the Groupôs liquidity and funding strategy:  
¶ The Bank has continuously been monitoring the market and has taken all necessary actions to be ready to 

access the wholesale market .  
¶ The Bank aims to provide lending to promising sectors of the domestic economy that will support and 

dive rsify further the economic activity . 
¶ The Group continues its deleveraging efforts and disposal of non -core assets .  
¶ The Group continues the efforts for the management of problem loans . 

 
Current State of Funding and Funding sources  
As at 31 December 201 8, the Group had available liquids 8 of ú5.80 billion compared to ú3.90  billion at the end 
of 201 7.  The increase is primarily due to the increase of the Groupôs deposit base.  The issue of ú220 million 

unsecured and Junior Subordinated AT1 in December 2018 contributed to the increase of liquids.  As at 31 

December 2018, ECB funding was at ú830 million fr om the 4 -year Targeted  Longer  Term Refinancing Operations 
(TLTRO II).  
 
The liquidity received from central banks is subject to the relevant regulations and requires qualifying assets as 
collateral.   The funding via Eurosystem monetary policy operations ran ges from short term to long term.  

 
As presented in the chart below, as at 31 December 2018 the Groupôs liabilities were composed of: 86 %  
customer deposits (201 7: 8 5%)  and 4%  ECB funding (201 7: 4%) . The level of central bank funding as at 31 
December 201 8 amounted to ú0.83  billion  (201 7: ú0.93  billion), comprising all of ECB funding . The ECB funding 
of ú0.83  billion (201 7: ú0.93  billion) is all from TLTRO II  (201 7: ú0. 10 billion  funding from weekly Main 
Refinancing Operations ( MRO) and ú0.83  billion from TLTRO  II ) .  
 
 
Dec 2018  
 

 

  

                                                           
8 Available liquids comprise cash, balances at CBC (overnight and available on demand), interbank balances (overnight and available on demand) and other CBC and interbank balances with maturity up to 30 days. 
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4 .2.3   Liquidity Risk and Funding (continued)  

Current State of Funding and Funding sources  
 
Dec 2017  

 
 
 
The credit ratings of the Republic of Cyprus by S& P and Fitch reached investment grade in autumn 2018.  As a 

result, the Cyprus Government Bonds are now eligible collateral for Eurosystem monetary operations.     
 
Currently, the Bank is participating in the TLTRO  II  of the ECB for an amount of ú830 million using Additional 
Credit Claims (ACCs) and the retained issue of the Bankôs covered bond. 

 
Impediments for the prompt transfer of funds between the parent entity and its subsidiaries  
The funding provided by the Bank to its subsidiaries for liquidity purpos es is repayable as per the terms of the 

respective agreements. Any new funding  and capital injection  to subsidiaries require approval of  the ECB.  
 

4 .2.4  Securities Price Risk  

Equity securities Price Risk  
The risk of loss from changes in the price of equity securities arises when there is an unfavourable change in the 
prices of equity securities held by the Group as investments.  
 
The Group has an outstanding equit y including preference shares and funds portfolio classified for accounting 
purposes as either financial assets at fair value through  other comprehensive income  (FVOCI) or financial assets 

at  fair value through profit or  loss (FVPL).  
 

The Group  has a very small trading book (only ú3.78 million or 0.0 2% of total assets )  primarily  belonging to 
certain subsidiaries, who are holding this portfolio as part of their normal business.  Most of t hese subsidiaries 
are not included in the consolidation for prudential purposes.  The Group  uses mostly quoted prices to value this 

book  (Level 1), end of day closing prices from Blumberg and other stock exchanges . At the end of every quarter 

MR reviews the major movements.  Any holdings whose value s had a sign ificant change are reviewed and 
verified from the  prices listed on the Stock Exchange site s. 
 

The policy is to manage the current portfolio with the intention to run it down.  No new purchases are allowed 
without ALCO approval. New equities may only be obtained from repossessions of collateral for loans. The equit y 
shares  portfolio is managed by IW M.  
 
The ALCO and BoD, through the RC, monitor on a monthly basis the balance sheet value of this portfolio 
compared to its historic cost , accompanied with any disposal information.   
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4 .2.4  Securities Price Risk  (continued)  

Changes in the prices of equity securities that are classified as investments at FVPL affect the profit or loss  of 
the Group, whereas changes in the value of equity securities classified as  investments at  FVOCI  affect the equity 
of the Group .  
 

The table b elow shows the impact on the loss before tax and on equity of the Group from a change in the price 
of the equity securities held, as a result of reasonably possible changes in the relevant stock exchange indices.  

 Change in 
index  

Impact on  
profit/ ( loss )  

before tax  

Impact on 
equity  

201 8  %  ú000 ú000 

Cyprus Stock Exchange  +25  574  997  

Athens Exchange  +25  95  -  

Other stock exchanges and non  listed  +20  1 ,007  1 ,695  

 

Cyprus Stock Exchange  - 25  (574)  (997)  

Athens Exchange  - 25  (95)  -  

Other stock exchanges and  non  listed  - 20  (1 ,007)  (1 ,695)  

 

201 7     

Cyprus Stock Exchange  +25  1,477  1,288  

Athens Exchange  +25  -  99  

Other stock exchanges and non - listed  +20  1,144  4,206  

 

Cyprus Stock Exchange  -25  (1,483)  (1,282)  

Athens Exchange  -25  (5)  (93)  

Other stock exchanges and n on- listed  -20  (1,390)  (3,960)  

 
Debt Securities Price Risk  
Debt securities price risk is the risk of loss as a result of adverse changes in the prices of debt securities held by 
the Group.  Debt security prices change as the cr edit risk of the issuers change and/or as the interest rate 
changes for fixed rate securities .  The Group invests a significant part of its liquid assets in debt securities 
issued mostly by governments. The average Moodyôs Investors Service rating of the debt securities portfolio of 
the Group as at 31 December 201 8 was A1 (2017: Baa1) . The average rating excluding the Cyprus Government 

bonds for 31 December 201 8 was Aa1 (2017: Aa1) .  
 

Changes in the prices of debt securities classified as investments at FVPL, affect the profit or loss of the Group, 
whereas changes in the value of debt securities classified as FVOCI affect the equity of the Group . 
 
Other non -equity instruments price risk  

The table below shows the impact on the profit/loss before tax and on equity of the Group from a change in the 
price of other non -equity investments  held, as a result of reasonably possible changes in the relevant stock 
exchange indices.  

 

Change in index  

I mpact on 

profit/ ( loss )  before 
tax  

Impact on equity  

2018  %  ú000 ú000 

Other (non -equity instruments)  +25   3,388    -   

Other (non -equity instruments)  - 25   (3,388)    -   
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4 .2.4  Securities Price Risk  (continued)  

The table below indicates how the profit/ loss before tax and equity of the Group will be affected from reasonably 
possible changes in the price of the debt securities held, based on observations of changes in credit risk over the 
past years.  

 Impact on  
profit/ ( loss )  

before tax  

Impact on 
equity  

Change  in market prices  ú000 ú000 

201 8    

+1.5% for Aa3 and above rated bonds  1 ,476  7 ,320  

+3.5% for A3 and above rated bonds  774  167  

+5.5% for Baa3 and above rated bonds  -  51  

+7.8% for Cyprus Government bonds  42  24 ,808  

 

-1.5% for Aa3 and above rated bonds  (1 ,476)  (7 ,320)  

-3.5% for A3 and above rated bonds  (774)  (167)  

-5.5% for Baa3 and above rated bonds  -  (51)  

-7.8% for Cyprus Government bonds  (42)  (24 ,808)  

 

201 7    

+3% for A3 and above rated bonds  1,385  13,038  

+10% for below A3 rated bonds  607  45,667  

 

-3% for A3 and above rated bonds  (1,385)  (13,038)  

-10% for below A3 rated bonds  (607)  (45,667)  

 
4 .2.5  Propert y  Risk  

The Bankôs KRI on properties (excluding own properties) was set at ú2 billion since March 2017 to align it with 
the expected increase in property exposures, as a mean to address its asset quality issue in a more effective 

way. The KRI on properties is viewed as a trigger  poi nt  for review.  
 
The Group is exposed to the risk on changes in the fair value of property which is held either for own use or, as 

stock of property or as investment property.   Stock of property is predominately  acquired  in  exchange of debt 
and is intended to be disposed of in line with the Groupôs strategy.  Such property exposures, due to their long -
term nature, are difficult to hedge. Any decision  to hedge  will be taken on a case by case basis by the ALCO 
committee of the Bank followi ng recommendation from Group Treasury and Group Finance .  

 
The carrying value and analysis by type and by geographical breakdown is disclosed in the Consolidated 
Financial Statements of the Company for 2018  (Notes 23, 26  and 28 ).  
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4 .3  Operational Risk Management  (ORM)  

4 .3.1  Definition and O bjectives  

Operational risk is defined as the risk of direct o r indirect impact/loss resulting from inadequate or failed internal 
processes, people and systems or from external events. This definition includes compliance and legal risk; 
however it excludes strategic and reputational risk.  
 
The Group uses a broader scope when defining operational risk (to include other important risks  such as 
reputational risks ), for the purposes of its ORM Framework.  As such, operational risk en compasses the following 

risks:  
¶ Conduct risk :  It  is defined as the risk of unexpected or undesirable behaviour by management, staff or 

other person identified with the bank, which results in an adverse impact for the customer and is focused 
on how the bank is managed and structured to ensure that it tre ats its customers fairly by having robust 
systems and controls, adequate skill, care and judgement.  

¶ Reputational risk :  It  is defined as the risk arising from negative perception, on the part of the stakeholders, that 
can adversely affect the bankôs ability to maintain existing, or establish new, business relationships and 

continued access to sources of funding.  
¶ Legal risk :  It  is defined as the possibility of the operations and conditions of the bank to be disrupted or 

adversely affected given lawsuits, adverse judgements or unenforceable contracts. Legal risk includes, but is not 
limited to, exposure to fines, penalties, or pu nitive damages resulting from supervisory actions, as well as 
private settlements.  

¶ Compliance/Regulatory risk: It is defined as the risk of legal or regulatory sanctions, material financial loss, or 

loss to reputation a bank may suffer as a result of its failure to comply with laws, regulations, rules,  related self -
regulatory organis ation standards, and codes of conduct applicable to its banking activities. Over and above 
compliance to the regulatory framework, regulatory risk comprises the risk not to com ply with Regulators 
requirements for a) implementation of regulatory review recommendations and findings; b) implementation of  
regulatory decisions/approvals; and c) other requests for information all of which may result in breach of the 
regulatory expect ations.  

¶ Information security and Information Technology (IT) risk: Information Security risk is defined as the risk 

arising from the loss of confidentiality, integrity and availability of information.  
¶ Business Continuity risks refer to risks impacting the capability of the organisation to continue delivery of 

products or services at acceptable predefined levels following a disruptive incident.  
¶ Model risk :  It is defined as  the risk of loss resulting from using models to make decisions, in cases where 

financial models used to measure risks or value transactions do not perform the tasks or capture the risks they 
were designed to.  

¶ Data compromise risk (including adherence to General Data Protection Regulation ( GDPR)): Data compromise 

risk refers to  compromise of sensitive data, mainly due to system weaknesses, inadequate configuration or 
systems integration.   

 
Operational  regulatory  risk policies and procedures contribute to the management of these risks, some of which 
are also directly managed by specialised departments , i.e. Information Security Department, Group Compliance 
and Legal Services . The O RM Department is responsible to e mbed explicit and robust ORM practices into all 

areas of the business process from the initial design of the Bankôs business strategy to the sale of services and 

products to its customers. This is achieved by implementing a sound, coherent and comprehensiv e framework 
for the identification, assessment, monitoring and control of operational risk within the Bank that improves the 
service provided to customers, the Bankôs productivity and cost effectiveness and which ultimately protects 
shareholder value.  ORM also ensures that the level of operational risk faced by the Bank is consistent with the 
BoDôs overall risk appetite and corporate objectives.  
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4 .3.1  Definition and O bjectives  (continued)  

The ORM framework strives to achieve the following specific objectives:  
¶ Fostering awareness and understanding of operational risk among all staff and promoting a culture where 

staff are more conscious of risks and the joint avoidance of losses, in order to improv e the understanding 
and influence of operational risk to the risk -reward relationship of the Bankôs activities; 

¶ Ensuring effective operational risk monitoring and reporting.  Provide transparent reporting of operational 
risks and material exposure to losse s, to the management and provide all stakeholders with updates on 
implementation action plans  as well as  the risk profile of the Bank;  

¶ Promoting the implementation of a strong system of internal controls to ensure that operational incidents 
do not cause ma terial damage to the Groupôs franchise and have a minimal impact on the Groupôs 
profitability and objectives;  

¶ Improving productivity, efficiency and cost effectiveness, with an objective to improve customer service 

and protect shareholder value.  

 
OR MD  Structure  

 
 

4 .3.2  Management and Control of Operational Risk  

ORMD employs specialised tools and methodologies to identify, assess, mitigate and monitor operational risk 
within the Group.  These specialised tools and methodologies assist business risk owners and the ORMD to 

address any control gaps . To this effect, the following are implemented:  
 

Incident recording and analysis  
Data on operational risk events (actual and potential losses , as well as near misses) is collected from all Group  
entities, with a threshold of ú100 per actual/potential loss.  An operational risk event is defined as any incident 

where through the failure or lack of a control, the Group could actually or potentially have incurred a loss.  The 

definition includes circ umstances whereby the Group could have incurred a loss, but in fact made a gain, as well 
as, incidents resulting in potential reputational or regulatory impact.  

 
The data collected is categorised and analysed to facilitate the management of operational risks and, where 
possible, to prevent future losses by implementing relevant mitigating actions.  Emphasis is constantly placed 
on carrying out root -cause analysis o f both operational risk incidents with a significant impact and repeated 
operational risk incidents which present worrying trends. This enables the identification of weaknesses or 

vulnerabilities and potential threats, which in turn supports the specificat ion of actions to minimise the risk of 
similar incidents occurring in the future. In 2018, 239 loss events with gross loss equal to or over ú1,000 were 
recorded, compared to 282 in 2017.  

 
  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

74 
 

4.3.2  Management and Control of Operational Risk (continued)  

Risk Appetite and Adverse scenario analysis  
The Bank has a defined Operational RAS, which forms part of the Groupôs RAS.  Thresholds are applied across 
all eight (8) Business Lines, while thresholds also apply for conduct/ and other operational risk related loss es.  
 

During 2018, the Bank, after adopting the EBA methodological note on stress testing, performed the ICAAP 
exercise projecting the impact on the profit / loss  and capital requirements of potential future losses arising from 
conduct risk and other operational risks for the period 1 January 2018 to 31 December 20 20, taking into 
account historical data (2013 -2017) and projections (2018 -2020).  
 
The Bank uses scena rio analysis on an annual basis for assessing the adequacy of risk capital set aside for 
operational risk under Pillar II against unexpected, severe but plausible losses that are not covered by Pillar I 

capital.  A quarterly reassessment of the scenarios i s carried out.  This is based on an analysis of Key 

Operational Risk Drivers.  The Bank adopts the EBA EU Stress Testing Methodology followed for conduct and 
other operational risks, as requested through the European Central Bank guidance on stress testing  for banks.  

 
Risk Control Self - Assessment (RCSA)  
A RCSA methodology  is established across the Bank. The methodology follows a three -phase process: (i) 

Preparation; (ii) Workshop;  and (iii) Reporting and Follow -up.  It is a team exercise, which enables/empo wers 
the business unit management and employees to: (i) identify the inherent and residual risks to the achievement 
of their objectives, (ii) assess and manage critical/ high risk areas of the business processes, using a uniform 
Likelihood x Impact scale  that forms a central point of reference within the ORM framework, (iii) self -evaluate 
the adequacy of controls and identify the lack of controls and (iv) develop and prioritize risk treatment action 
plans.   
 

Based on the RCSA methodology, business owners are requested to place emphasis in identifying risks that 
arise primarily from the following areas:  
¶ Information security  risks   

¶ Money laundering and know your customer  
¶ Regulatory/Compliance risks  
¶ Internal and  external fraud  
¶ Continuity of operations  

¶ IT  risks  
¶ Reputational risks  
¶ Conduct risks  
¶ Outsourcing risks  
¶ Efficiency risks  
¶ Legal risks  

¶ Data quality and reporting risks  
¶ Data Privacy risks  

 
With primary input from the process of RCSA completion,  ORMD maintains a detailed risk register for each Unit , 

which forms an important component of the ORM analysis and reporting.  Updating/enriching the risk register in 
terms of existing and potential new risks identified and their mitigation is an on -going process, sourced from 
RCSAs as mentioned above, but also other risk assessments performed, e.g.  by the Information Security 

Department, or through Outsourcing risk assessments, New Product/Services Risk Assessments, Data Protection 
Impact Assessments etc.  
 
Key Risk Indicators  (KRIs)  
A KRI is an operational or financial variable, which tracks the likelihood and/or impact of a particular operational 
risk. KRI s serve as a metric, which may be used to monitor the level of particular operational risks.  KRIs are  
similar to, and often coincide with, KPIs and Key Control Indicators. KRIs are established from a pool of business 

data/indicators considered useful for the purpose of risk tracking. These indicators are used for the ongoing 
monitoring of the Bankôs operational risks, and mitigating actions are initiated in the case KRI limit violations are 
observed. Key observations from the KRIs are  reported to top management and the RC.   

 
  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

75 
 

4.3.2  Management and Control of Operational Risk (continued)  

Risk - based Business Process Management  
Risk based Business Process Management involves the assessment of risks, the provision of opinions on the 
acceptability of the risks assessed and the recommendation of additional controls in relation to changes made in 
business processes, new products or services, outsourced activities and new projects/initiatives.  ORMD actively 

participates in the evaluation of new or amended procedures / policies , new technology systems and other 
important decisions or developments, with an objec tive to facilitate and carry out the identification and 
assessment of any operational risks.  
 
Business Resilience and Continuity Risk Management  
Business continuity risks are managed to ensure that the Bank has business resiliency and continuity plans in 
place and is able  to operate on an ongoing basis and limit losses in the event of severe business disruption.  To 

this effect, an IT Disaster Reco very  (DR)  plan is maintained and is annually reviewed and tested. The Business 

Continuity Management Framework includes incident and crisis response plans and procedures.  
 
Fraud Risk Management  
The Bank has reinforce d its fraud Risk Management Framework, through (i) the implementation of the Fraud 
Risk Management system , the formation of a new Web banking Fraud Alerts Investigation team to manage the  

daily alerts and (ii) additional actions involving the formali sation of the overall specific areas Fraud I ncident 
Response Plans ( FIRPs)  for the Bank as well as the promotion of fraud awareness  to all employees .  
 
Training and awareness  
Training is carried out throughout the Bank with the aim to promote risk culture and enhance awareness in 
relation to operat ional risks.  As training and awareness regarding operational risk is one of the main objectives 
of the ORM Framework, ongoing training sessions are established covering awareness on principles of 

Operational Risk, its management Framework and tools.  
 

Network of ORM  liaisons  

Operational risk liaisons act as the point of contact with the aim to enable the effective implementation of the 
various operational risk methodologies across the Bank, by liaising with their departmental and unit 
management.  
 

Insur ance Coverage  
The Group maintains insurance coverage for material operational risks.  Group insurance coverage includes , 
inter alia , the following insurance policies:  
¶ Directors and Officers Liability Insurance , 
¶ Bankersô Blanket Bond, Computer Crime and Civil Liability Insurance  
¶ Cyber Insurance  

 
Conduct Risk  
The Bank conducts all its dealings with customers within high ethical standards and follows a very prudent and 
cautious strategy with regards to compensation or provision of incentives that could lead  to risks of mis -selling. 

A thorough framework is in place for assessing all the relevant risks for new or changed products/services as a 
key control for minimising the risk of products or services being promoted to the customers that create the 
potential of unfair treatment , or are otherwise not appropriate , or relevant for certain customers.  

The Group maintains a Customers Complaints Management process, the purpose of which is to provide the 
foundation for implementing a consistent, diligent, efficient an d impartial approach throughout the Group for the 
handling of customer complaints.   The Bank cultivates a culture where complainants are treated fairly and the 
complaints handling mechanism is perceived as a valuable opportunity to re -build and enhance rel ationships 
with customers.  
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4.3.2  Management and Control of Operational Risk (continued)  

Management of Litigation risk  
The Legal Services Department (LSD) has set in place processes and procedures to ensure the effective and 
prompt management of Legal Risk. These processes and procedures primarily include the:  

(a)  Handling requests for legal advice from all Divisions;  

(b)  Handling litigation against the Bank and  provide  support to Group entities for the handling of litigation 
against them;   

(c)  Review and assess  of the legal framework and regulatory developments;  
(d)  Review of new products/advertisements/internal policies & manuals/contracts, engagement letters with 

external counterparties, acquisition/disposal agreements etc;  
(e)  Participation of the Chief Legal Officer in Bankôs committees and various steering committees ; and  
(f)  Frequent reporting of pending litigations and latest developments in a number of Board and management 

committees.  

 
The LSD has bespoke software systems both for the filing of requests from Divisions  as well as for the 
registration of all litigation against the Group. The structure of the LSD in teams of lawyers enables the timely 
allocation and completion of work.  External legal counsel is engaged for the representation of the Group before 
legal for ums and also where necessary for the granting of legal opinions or drafting of documentation, especially 

where the area of law is not within LSDôs specialisation/expertise. A framework for the engagement, monitoring 
and assessment of the performance of ext ernal legal counsel has also been put in place in order to ensure that 
the best possible service is received.  
 
The participation and reporting of legal risk by the Chief Legal Officer in a number of Board and Management 
committees and in particular of all pending litigation against the Group ensures that the Bank is kept informed 
and updated of the Groupôs exposure in this respect.  Such committees and groups include the Provisions 

Committee, the RC and AC , the BoD , the Regulatory/Supervisory Coordination O ffice (RSCO), the Executive  
Committee and various ad hoc steering committees. Additionally , LSD reports all litigation on a monthly basis to 

Operational Risk and other management bodies.  
 
Pending litigation, claims , regulatory  and other  matters  
The Group in the ordinary course of business is subject to enquiries and examinations, requests for information, 
audits, investigations and legal and other proceedings by regulators, governmental and other public bodies, 

actual and threatened, relating to the suitability and adequacy of advice given to clients or the absence of 
advice, lending and pricing practices, selling and disclosure requirements, record keeping, filings and a variety 
of other matters.   In addition, as a result of the deterioration of the Cypriot economy and banking sector in 
2012 and the subsequent Restructuring of BOC PCL in 2013 as a result of the Bail - in Decrees, BOC PCL is 
subject to a large number of proceedings and investigations that either precede, or result from the events tha t 
occurred during the period of the Bail - in Decrees.   Most ongoing investigations and proceedings of significance 

relate to matters arising during the period prior to the issue of the Bail - in Decrees.  
 
Provisions for pending litigation, claims , regulatory and other matters against the Group are made when: (a) 
there is a present obligation (legal or constructive) arising from past events, (b) the settlement of the obligation 

is expected to result in an outflow of resources embodying economic benef its, and (c) a reliable estimate of the 
amount of the obligation can be made.  
 

Apart from what is disclosed in Note 40  of the Consolidated Financial Statements of the Company for 2018  the 
Group considers that none of these matters is material, either indiv idually or in aggregate. The Group has not 
disclosed an estimate of the potential financial effect on its contingent liabilities arising from these matters 
where it is not practicable to do so because it is too early or the outcome is too uncertain or, in cases where it is 
practicable, where disclosure could prejudice conduct of the matters. Provisions have been recognised for those 
cases where the Group is able to estimate probable losses. Where an individual provision is material, the fact 
that a provisio n has been made is stated. Any provision recognised does not constitute an admission of 

wrongdoing or legal liability.    
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4.3.2  Management and Control of Operational Risk (continued)  

The management has considered the potential impact of pending litigation and claims, investigations and 
regulatory matters against the Group. The Group has obtained legal advice in respect of these claims.   
 
Despite the novelty of many of the claims such as the bail - in of depositors and the absorption of losses by th e 

holders of equity and debt instruments of BOC PCL, based on the information available at present and on the 
basis of the law as it currently stands, the management considers that the said claims  as well as other pending 
litigation, claims and regulatory  matters are unlikely to have a material adverse impact on the financial position 
and capital adequacy of the Group.  
 
The provisions for pending litigation, claims , regulat ory and other matters are analysed as follows:  

 

31 December 
201 8  

31 December 
201 7 

ú000 ú000 

Pending litigation or claims  74,372  62,646  

Regulatory matters  29,569  70,672  

Other matters  13,010  5,057  

 116,951  13 8,3 75  

 

Additional information on pending litigations, claims, regulatory and other matters is provided in Note 40 of the 
Consolidated Financial Statements of the Company for 2018.  
 
Major developments relating to ORM  during 201 8  
No significant changes took place i n the organisational structure of the ORM Department  during 2018 . 

 

During the year ,  enhancements were implemented on the operational risk  management  system (R isk 
Compliance Management System( R CMS) , which involved ï inter alia ï (i) the introduction of various automated 
alerts, (ii) the revision of COREP templates in accordance with the latest ECB supervisory reporting 
requirements , (iii) the enhancement of action implementation monitoring by restri cting access to revise target 
dates, (iv)  report automation with regards to action implementation monitoring per action owner and risk 
owner.  
 

Phase I of the Fraud Risk Management System was successfully implemented towards the end of 2017, while 
planning and coordination for the implementation of Phase II (Cards & ATMs) has been completed within 2018. 
Phase II is expected to be implemented within November 2019.  
 
Within 2018 the 2nd cycle of RCSAs was  completed for 116 departments out of the 117 planned. At  the same 
time the 3rd cycle was  initiated.  RCSAs were completed with line management assuming full responsibility of 

their respective RCSA monitoring/updating in RCMS system (module supporting the RCSA process) and 

divisional Directors providing their si gn -off upon the finalisation of the RCSA reports and the risks accepted.   
 
As all staff should  undergo training on Operational Risk on an on -going basis, the option of e - learning has been 
deployed. E- learning sessions were offered in 2018 to all staff on Business Continuity Manageme nt and Conduct 
Risk .  A n e - learning session on Operational Risk (basic principles, framework and tools) will also be made 
available to all staff by the end of the first half of 2019.  

 
A separate Cyber Insurance coverage was  bound as of 14 th  July 2017 that covers risks from Cyber Security 
threats leading to breaches of confidential information, computer and system failures, business interruption, 
cyber extortion and emerging third party claims against the Group.  The óCyber Insuranceô content was  updated 
with the new Cybershield product coverages following the Cyber insurance policy renewal 2018 -2019.  

 
  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

78 
 

4 .3.3  Capital Calculation for Operational Risk  

The Bank qualifies for the use of the Standardised Approach for the calculation of capital for operational risk 
(see details under Section 5. 5) . 

 
4. 3.4  Reporting  

Internal operational risk reports are compiled on a monthly, quarterly, semi -annual and annual  basis and are 
communicated to the ExCo and the RC through the GCRO. These reports cover all major issues and results of 
operational risk activities.  
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5 . Own Funds  and L everage disclosures  

5 .1   CRD IV Regulatory Capital  

The table s below disclose the components of regulatory capital presented on both a transitional and fully loaded 
basis as at 31 December 201 8 and 201 7. 
 
This disclosure has been prepared using the format set out in Annex VI of the óCommission Implementing 
Regulation  (EU) No 1423/2013 ô, which lays down implementing technical standards with regards to disclosure of 
own funds requirements for institutions according to the CRR.  

 

Group  

Transitional  

 position  

Transitional 

impact  
Fully loaded  

 201 8  201 8  201 8  

 ú000 ú000 ú000 

Capital instruments and the related share premium  1,338,978  -  1,338,978  

Retained earnings  487,9 34  -  487, 934  

Accumulated other comprehensive income (OCI) and other reserves  92, 078  -  92, 078  

Minority interests (amount allowed in consolidated CET1)  -  -  -  

Common Equity Tier 1 (CET1) capital before regulatory adjustments  1,918, 990  -  1,918, 990  

Common Equity Tier 1 (CET1) capital: regulatory adjustments     

Intangible assets  (43,364)  -  (43,364)  

Regulatory adjustments relating mainly to prudential charge relating to specific credits 

and other  
(122, 058 )  -  (1 22 ,058 )  

Additional Valuation Adjustment (AVA)  (1,293)  -  (1,293)  

CET1 eligible reserves, transferred to Tier 2 (T2)  (29, 98 7)  -  (29, 987 )  

Deferred tax assets arising from temporary differences (amount above 10% threshold)  (103,6 34 ) 9 (25,90 9)  (129,5 43 )  

Direct and indirect holdings of financial sector entities where the institution has a 

significant investment (amount above 10% threshold)  
-  -  -  

Amount exceeding the 1 7.6 5% threshold  (59,4 47 )  (7,82 5)  (67,2 72 )  

   Of which: Direct and indirect holdings of financial sector entities  where the 

institution has a significant investment  
(28,1 46 )  -  (28,146)  

  Of which: Deferred tax assets arising from temporary differences  (31, 30 1)  (7,82 5)  (39,1 26 )  

IFRS 9 transitional arrangement s 304,793  (304,793)  -  

Total regulatory adjustments to Common Equity Tier 1 (CET1)  (54, 990 )  (338,5 2 7)  (393, 517 )  

Common Equity Tier 1 (CET1) capital  1,864, 00 0  (338,5 2 7)  1,525, 473  

Additional Tier 1 (AT1) capital  220,000  -  220,000  

Tier 1 capital (T1=CET1+AT1)  2,084,00 0  (338,5 2 7)  1,745, 473  

Tier 2 (T2) capital     

Tier 2 instruments  212,000  30, 40 5 242, 405  

Tier 2 (T2) capital  212,000  30, 40 5  242, 405  

Total capital (TC=T1+T2)  2,296, 000  (308,1 22 )  1,98 7 ,878  

Risk weighted assets     

Credit risk  13,832, 589  (3 36 ,652)  13,4 95 ,93 7 

Market risk  2,1 82  -  2,1 82  

Operational risk  1,53 8,588  -  1,53 8,588  

Total risk weighted assets  15,37 3 ,359  (3 36 ,652)  15,0 36 ,707  

Capital ratios     

Common Equity Tier 1 (CET1)  12 .1%  (2 .0%)  10 .1 %  

Tier 1  13 .6%  ( 2.0 %)  11 .6%  

Total capital  14 .9%  (1 .7 % )  13 .2%  

Direct and indirect holdings of financial sector entities (amount below 10% threshold)  

subject to 250% risk weight  
123,897  -  123,897  

Deferred tax assets (amount below 10% threshold) subject to  250% risk weight  172,2 29  -  172,2 29  

Capital Ratios     

Institution specific buffer requirement (CET1 requirement in accordance with 
article 92 plus the Combined Buffer Requirement)  

6 .40 %  2 .625%  9 .0 2 0%  

Of which:     

    Capital Conservation Buffer  (CCB)  1.88%  0.62 %  2.50%  

    Other Systematically Important Institution (O -SII) buffer  0%  2.00%  2.00%  

    Countercyclical buffer  0.02%  0%  0.02%  

    Systemic risk buffer  0%  0%  0%  

Common Equity Tier 1 available to meet buffers  5.73%  (4.61 %)  1.1 2 %  

 

                                                           
9 The DTA adjustments relate to Deferred Tax Assets totalling ú302 million (2017: ú384 million) and recognised on tax losses totalling ú2.4 billion (2017: ú3.1 billion) and can be set off against future profits of the Bank 
until 2028 at a tax rate of 12.5%.  
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5 .1   CRD IV Regulatory Capital  (continued)  

 

Group  

Transitional  

 position  

Transitional 

impact  
Fully loaded  

 2017  2017  2017  

 ú000 ú000 ú000 

Capital instruments and the related share premium  2,838,978  -  2,838,978  

Retained earnings  (629,128)  -  (629,128)  

Accumulated  other comprehensive income (OCI) and other reserves  167,362  -  167,362  

Minority interests (amount allowed in consolidated CET1)  -  -  -  

Common Equity Tier 1 (CET1) capital before regulatory adjustments  2,377,212  -  2,377,212  

Common Equity Tier 1 (CET1) capital: regulatory adjustments     

Intangible assets  (34,252)  -  (34,252)  

Unrealised gains of AFS instruments subject to transitional arrangements  (10,063 )  10,063  -  

Additional Valuation Adjustment (AVA)  (1,050)  -  (1,050)  

CET1 eligible reserves, transferred to Tier 2 (T2)  (46,742)  -  (46,742)  

Deferred tax assets arising from temporary differences (amount above 10% threshold)  (92,989) 10  (61,993)  (154,982)  

Direct and indirect holdings of financial sector entities where the institution has a 

significant investment (amount above 10% threshold)  
-  -  -  

Amount exceeding the 15% threshold  (7,964)  (33,294)  (41,258)  

   Of which: Direct and indirect holdings of financial sector entities  where the 
institution has a significant investment  

(3,376 )  (11,297 )  (14,673 )  

  Of which: Deferred tax assets arising from temporary differences  (4,588 )  (21,997 )  (26,585 )  

Total regulatory adjustments to Common Equity Tier 1 (CET1)  (193,060)  (85,224)  (278,284)  

Common Equity Tier 1 (CET1) capital  2,184,152  (85,224)  2,098,928  

Additional Tier 1 (AT1) capital  -  -  -  

Tier 1 capital (T1=CET1+AT1)  2,184,152  (85,224)  2,098,928  

Tier 2 (T2) capital     

Unrealised gains and other reserves  9,349  (9,349)  -  

Tier 2 instruments (Tier 2 Capital Notes and Tier 2 Capital Loan)  256,825  (4,085)  252,740  

Tier 2 (T2) capital  266,174  (13,434)  252,740  

Total capital (TC=T1+T2)  2,450,326  (98,658)  2,351, 668  

Risk weighted assets     

Credit risk  15,538,637  (73,479)  15,465,158  

Market risk  4,731  -  4,731  

Operational risk 11  1,7 22 ,063  -  1, 722 ,063  

Total risk weighted assets  17,26 5 ,4 31  (73,479)  17,1 91 ,952  

Capital ratios     

Common Equity Tier 1 (CET1)  12.7%  (0.5%)  12.2%  

Tier 1  12.7%  (0.5%)  12.2%  

Total capital  14.2%  (0. 5 %)  13.7%  

Direct and indirect holdings of financial sector entities (amount below 10% threshold)  

subject to 250% risk weight  
12 6,122  -  126 ,122  

Deferred tax assets (amount below 10% threshold) subject to 250% risk weight  22 8,511  -  228 ,511  

Capital Ratios     

Institution specific buffer requirement (CET1 requirement in accordance with 

article 92 plus the combined Buffer Requirement)  
5.75%  3.25%  9.00%  

Of which:     

    Capital Conservation Buffer  (CCB)  1.25%  1.25%  2.50%  

    Other Systematically Important Institution (O -SII) buffer  0%  2.00%  2.00%  

    Countercyclical buffer  0%  0%  0%  

    Systemic risk buffer  0%  0%  0%  

Common Equity Tier 1 available to meet buffers  6.9%  (3.7%)  3.2%  
 

 
During the year ended 31 December 2018, the CET1 was negatively affected by the phased - in of transitional 
adjustments, mainly deferred tax asset and the adoption of IFRS 9,  the reduction in value of the DTA and the 
loss from Helix recognised during the period.  
 
 
 

 
 

  

                                                           
10 The DTA adjustments relate to Deferred Tax Assets totalling ú302 million (2017: ú384 million ) and recognised on tax losses totalling ú2.4 billion (2017: ú3.1 billion) and can be set off against future profits of the Bank 

until 2028 at a tax rate of 12.5%.  
11 Operational Risk RWA of 2017 have been slightly restated (by c. ú5 million) following a change in the mapping of income from property management in 2018 to the CRR Business Lines. 
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5 .1   CRD IV Regulatory Capital  (continued)  

The RWA were negatively affected by the change in t he default definition. According to the EBA guidelines that 
govern the CRR default definition, issued in January 2017, the default definition will  gradually evolve to align 
with the NPE definition by 1 January 2021. The Group, in line with regulatory discussions , early adopted 
changes that almost aligned the EBA CRR definition with the NPE definition as from 1 January 2018.  The RWAs 

were positively affected by the Groupôs ongoing efforts for RWAs optimisation.  
 
As a result of the above, the CET1 ratio  decreased by 60 bps during the year.  
  
Prudential filters and deductions  

Prudential filters  
The Group capital, in accordance with the CRR Article 34 is subject to the prudential filter of additional value 
adjustments for assets measured at fair value. These adjustments are deductible from CET1 capital. As such, 

Additional Valuation Adjustments (A VA) relating to assets measured at fair value,  are deducted from CET1 
capital in accordance with the Commission Delegated Regulation (EU) 2016/101. Under the Commission 

Delegated Regulation (EU) 2016/101, the Group satisfies the conditions for using the si mplified approach. The 
AVA deduction for 201 8 and 201 7 is reported within the AVA line in the tables above.  
 
For regulatory capital purposes, the Group is also subject to a prudential filter for unrealised gains and losses 
measured at fair value, in accord ance with the CRR Article 35 and Articles 14 and 15 of the EU Regulation 
2016/445. The relevant provisions of the EU Regulation 2016/445 were fully phased - in in 2018. For 2017, t his 

was  deductible from CET1 capital and the amount  for 2017 is reported withi n the óUnrealised gains  of AFS 
instruments subject to transitional provisionsô line in the tables above. According to the EU Regulation 
2016/445, credit institutions:  
¶ Should  remove from their calculation of CET1 items, 20% during the year 2017 of the unrea lised gains 

measured at fair value  (fully phased - in from 2018)  
¶ Should  include in the calculation of CET1 items, 80% during the year 2017 of the  unrealised losses 

measured at fair value  (fully phased - in from 2018) . 

 
The unrealised gains/(losses) relate mainly to investments in debt and equity securities.  
 
The prudential filters of Articles 32 and 33 of the CRR are not applicable to the Group.  
 
Deductions from own funds  
The following items which are deductible from CET1 capital in accordance with Article 36 of the CRR are as 

follows:  
¶ Losses for the year 201 8 of ú10 4,47 7 thousand were deducted from CET1 capital.  
¶ Intangible assets , which  include mainly computer software  were deducted from CE T1 capital . The amount 

deducted in 201 8 and 201 7 is reported with in  the óIntangible assetsô line in the tables above. 
¶ In line with the CRR provisions (Articles 47 and 48) and subject to the transitional arrangements, the 

excess DTA of 10% of CET1 is deducted from CET1 capital and the amount of less than 10% is risk -

weig hted at 250%. Following the application of the provisions of the EU Regulation 2016/445, the phase -

in period in respect of the deductible amount of Deferred Tax Assets reduced from 10 to 5 years with 
effect as from  the reporting of  31 December 2016 . 

¶ The Gr oupôs Insurance business is deconsolidated for regulatory capital purposes and replaced by the 
amount of the Groupôs investment in insurance entities. In line with the CRR provisions (Articles 47 and 
48) and subject to the transitional arrangements, the ex cess of 10% of CET1 is deducted from the capital 
(shown as óDirect and indirect holdings of financial sector entities where the institution has a significant 

investmentô in the tables above) and the amount of less than 10% is risk-weighted at 250%.  
¶ In addition and in line with Article 48 of the CRR, DTA and direct and indirect holdings of financial sector 

entities where the institution has a significant investment are subject to a combined threshold of 1 7.65 % 
of CET1  capital.  

 
In addition, during 201 8 the Group deducted from CET1 a prudential charge relating to specific credits. The 
deduction amounted to c.ú120 million as at 31 December 2018. 

 

 
 



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

82 
 

5 .1   CRD IV Regulatory Capital  (continued)  

There are no deductions from the Tier 2 capital under Article 66 of the CRR. However, the Tier 2 capital 
instruments are subject to qualifying own funds deductions (non -controlling interests) in accordance with Article 
88 of the CRR.  

 
There  are no  deducti ons from the Additional Tier 1 capital under Article 56 of the CRR . 

Items not deducted from own funds   
As described above (in section óDeductions from own funds ô) and subject to Articles 47 and 48 and the 

transitional arrangements, the amount of Deferred Tax Assets and of direct and indirect holdings of financial 
sector entities where the institution has a significant investment that is not deducted from CET1 capital it is risk -
weighted at 250%.  
 
There are no items which are not deducted from own funds und er Articles 56, 66 and 79 of the CRR.  

IFRS 9 Financial Instruments  
The Group applied the IFRS 9 on 1 January 2018. The new accounting s tandard allows the impact on the 
implementation date, 1 January 2018, to be recognised through equity rather than the in come statement.  The 
Groupôs IFRS 9 impact on transition resulted in a decrease of shareholdersô equity of ú308 million and was 

primarily driven by credit impairment provision.  
 

The Group has elected to apply the EU transitional arrangements for regulatory capital purposes (EU Regulation 
2017/2395) where the impact on the impairment amount from the initial application of IFRS 9 on the capital 
ratios is phased - in gradually. The amount added each year decreases based on a weighting factor until the 
impact of I FRS 9 is fully absorbed at the end of the five years. For the year 2018 the impact on the capital ratios 
is 5% of the impact on the impairment amounts from the initial application of IFRS 9, increasing to 15% 

(cumulative) for the year 2019. The CET1 ratio on a fully - loaded basis (including the full impact of IFRS 9) 
amounts to 10. 1% at 31 December 2018 (and 13.5%  pro forma for DTC and Helix). On a transitional basis and 
on a fully phased - in basis after the five year period of transition, the impact of IFRS 9 is expected to be 

manageable and within the Groupôs capital plans. 
 
The Group has not restated comparative information for 2017 for financial instruments within the scope of  IFRS 
9. Additionally, the recognition and measurement of credit losses under IFRS 9 differs from that under IAS  39. 

Therefore, the comparative information for 2017, which is reported under IAS 39 is not comparable to the  
information presented for 2018, which is reported under IFRS 9.   
 
Additional disclosures on  IFRS 9 impact on cap ital ratio s are shown in Section 5.7.  
 
Issued share capital  

The issued share capital consists of 446,200 thousand (201 7: 446,200  thousand ) number of shares at nominal 
value of ú0.10 each.  The movement of the share capital for the years 201 8 and 201 7 is shown on the table 
below:  

 

201 8  201 7 

Number of 

shares 

(thousand)  

ú000 

Number of 

shares 

(thousand)  

ú000 

Authorised      

Ordinary shares of ú0.10 each  10,000,000  1,000,000  10,000,000  1,000,000  

Issued      

1 January  446,200  44,620  8,922,945  892,294  

Cancellation of shares due to 
reorganisation  

-  -  (8,922,945)  (892,294)  

Issue of shares  -  -  446,200  44,620  

31 December  446,200  44,620  446,200  44,620  

 

All issued ordinary shares carry the same rights.   
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5 .1   CRD IV Regulatory Capital (continued)  

Further details in relation to the share capital of the Company  are presented in Note 36 of the  Consolidated 
Financial Statements of the Company for 201 8. 
 
Reorganisation of the Group  

Following the reorganisation of the Group on 18 January 2017 the Company  became the sole shareholder of 
BOC PCL and consequently the new parent of the Group.  This transaction did not result in any change of 
economic substance and hence did not have any effect on the total equity of the Group.  The Group financial 
results refl ect the difference of ú558,420 thousand in the amounts of share capital, share premium and capital 
reduction reserves as an adjustment in equity.    
 
Treasury shares  of the Company  

Shares of the Company  held by entities controlled by the Group are deducted from equity on the purchase, sale, 

issue or cancellation of such shares. No gain or loss is recognised in the consolidated income statement. 
Following the restructuring of the Group and the introductio n of the Company as the new holding company of 
the Group, the shares held by the life insurance subsidiary were cancelled and New Shares of the company were 
issued . 
 

The life insurance subsidiary  of the Group , as at 31 December 201 8, held a total of 142 th ousand ordinary 
shares of the Company  of a nominal value of ú0.10 each (31 December 201 7: 142  thousand  ordinary  shares  of 
a nominal value of ú0.10 each),  as part of its financial assets which are invested for the benefit of insurance 
policyholders (Note 2 5 of  the Consolidated Financial Statements of the Company for 201 8).   The cost of 
acquisition of these shares was ú21, 463 thousand ( 31 December 201 7: ú21,463  thousand).   
 
Share premium reserve  

201 8  
The Annual General Meeting of the shareholders of the Company held in August 2018 approved a reduction of 
up to ú1.5 billion of the Company's share premium to eliminate the Company's accumulated losses and create 

distributable reserves (retained earnings) .  This was approved by the Irish High Court pursuant t o section 85(1)  
of the Companies Act  on 13 December 2018 . 
 
2017  

Following the reorganisation of the Group on 18 January 2017 the Company became the sole shareholder of 
BOC PCL and consequently the new parent of the Group.  The share premium reserve was cre ated in an amount 
equal to the difference between the nominal value of the shares issued following the reorganisation and 
pursuant to the terms of the scheme of ar rangement and the net asset value of BOC PCL.  
 
Share -based payments -  share options  

Following the incorporation of the Company and its introduction as the new holding company of the Group in 
January 2017, the Long Term Incentive Plan was replaced by the Share Option Plan which operates at the level 
of the Company.  The Share Option Plan i s identical to the Long Term Incentive Plan except that the number of 
shares in the Company to be issued pursuant to an exercise of options under the Share Option Plan should not 

exceed 8,922,945 ordinary shares of a nominal value of ú0.10 each and t he exe rcise price was set at ú5.00 per 
share.  The term of the options was also extended to between 4 -10 years after the grant date.  
 

No share options were granted since the date of replacement of the Long Term Incentive Plan by the Share 
Option Plan at the lev el of the Company.  Any shares related to the Share Option Plan carry rights with regards 
to control of the company that are only exercisable directly by the employee.  
 
Other equity instruments  
In December 2018 the Company issued ú220 million Subordinated Fixed Rate Reset  Perpetual AT1 Capital 
Securities  (AT1) . AT1 constitutes an  unsecured and subordinated obligation of  the Company . The coupon is at 

12.50% and is payable semi -annually. T he Company may elect to cancel any interest payment for an unlimited 
period, on  a non -cumulative basis, whereas it mandatorily cancels interest payment under certain 
circumstances.  AT1 is perpetual and has no fixed date for redemption but can be redeemed (in whole but not  in 
part) at the Company's option on the fifth anniversary of the issue date and each subsequent fifth anniversary  
subject to the prior approval of the regulator . AT1 was  listed on the Luxembourg Stock Exchange's Euro 

Multilateral Trading Facility (MTF) market  on 24 December 2018 . 
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5.2  Summary of the terms and co nditions of Capital Resources  

The capital base of the Group for regulatory purposes consists of ordinary shares (CET1 instruments) and AT1 
and Tier 2 instruments. As at 31 December 2017 the Group did not have AT1 instruments.  
 
Group CET1 instruments consist only of ordinary shares (Sections 5.1 and 5.3).  

 
In December 2018 , the  Company issued ú220 million AT1 Capital Securities. AT1 is unsecured and subordinated 
to the share capital (CET1). The coupon is at 12.50% and the Company may elect to cancel any interest 
payment for an unlimited period, and a non cumulative basis, whereas it mandatorily cancels interest payment 
under certa in circumstances.  AT1 maturity is perpetual and has no fixed date for redemption but can be 
redeemed (in whole but not  in part) at the Company's option on the fifth anniversary of the issue date and each 
subsequent fifth anniversary  subject to the prior a pproval of the regulator . AT1 is listed on the Luxembourg 

Stock Exchange's Euro MTF market. The full terms and conditions of the AT1 Capital Securities are presented in 

Section 5.3.  
 
For financial reporting purposes AT1 is classified as other equity instru ment within equity.  
 
In January 2017, BOC PCL issued a ú250 million unsecured and subordinated Tier 2 Capital Note (Note) under 

BOC PCLôs EMTN Programme. The Note was priced at par with a coupon of 9.25% payable in January, yearly. 
The Note matures on 19 January 2027. BOC PCL has the option to redeem the Note early on 19 January 2022, 
subject to applicable regulatory consents. The Note is listed on the Luxembourg Stock Exchangeôs Euro MTF 
market. The full terms and conditions of  the Note are presented in Section 5.3. 
 
For finan cial reporting purposes the Note is treated as Subordinated loan stock.  The subordinated loan stock is 
initially measured at the fair value of the consideration received, net of any issue costs.  It is subsequently 

measured at amortised cost using the effe ctive interest method, in order to amortise the difference between the 
cost at inception and the redemption value, over the period to the earliest date that BOC group has the right to 
redeem the subordinated loan stock.  Interest on subordinated loan stock is included in óInterest expenseô in the 

consolidated income statement.  

 
5 .3  Full terms and conditions of Capital Resources  

The full terms and conditions  of the Group  CET1 instruments (ordinary shares) , AT1  and T ier 2 instruments  are 
presented in Appendix V . No restrictions apply on these instruments for the purpose of the calculation of the 
own funds in accordance with the CRR.  

As at 31 December 2017 the Group did not have AT1 instrument s. 
 
AT1 instruments  

In December 2018 the Company issued ú220 million AT1 Capital Securities .  
 

The full terms and conditions of the AT1 are presented in Appendix V.  

 
Tier 2 instruments  

In January 2017, BOC PCL issued a ú250 million unsecured and subordinated Tier 2 Capital Note (Note) under 
BOC PCLôs EMTN Programme.  
 
The full terms and conditions of the Note are presented in Appendix V.  
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5 .4   Geographical distribution of credit exposures relevant for the calculation of the 
countercyclical capital buffer  

The table below presents the exposures that give rise to CCyB requirement. Types of exposures that do not give 
rise to CCyB requirement have not been included.  
 
In accordance with the provisions of the above law, the CBC sets, on a quarterly basis, the Countercyclical 
Capital buffer (CCyB) level in accordance with the methodology described in this law. The CCyB is effective as 
from 1 January 2016 and is determined for all the countries in the European Economic Area (EEA) by their local 
competent authorit ies ahead of the beginning of each quarter. The CBC has set the level of the CCyB for Cyprus 

at 0% for the years of 2018 and 2017 and the six months up to June 2019.  
 
Cyprus shows a significant decrease in the exposures that give rise to CCyB requirement d ue to increased 
provisioning and loan settlements. United Kingdom shows a significant decrease due to the disposal of BOC UK. 

Despite the decrease in the United Kingdom exposures, due to the new CCyB rate imposed on exposures in 
United Kingdom, a minor cou ntercyclical capital requirement of 0.02% has been created.  
 

Materiality level: all countries which have more than 1% contribution to the total credit exposures are shown 
separately.  All other countries have been grouped at country countercyclical buffer rate level.  
 

31 December 201 8  

General 

credit 
exposure  

Trading 

book 
exposures  

Own fund requirements  

Own funds 

requirements 
weights  

Countercyclical 

buffer rate  
of which: 

General 

credit 

exposures  

of which: 

Trading 

book 

exposures  

Total  

Breakdown by 

country:  
ú000 ú000 ú000 ú000 ú000 %  %  

Cyprus  13,636,291  503  995,525  80  995,605  93.57  0.00  

United Kingdom  277,967  -  18,990  -  18,990  1.78  1.00  

Greece  203,446  -  16,395  -  16,395  1.54  0.00  

Other countries 12  516,192  -  32,520  94  32,614  3.07  0.00  

Other countries 12 40  -  2 -  2 0.00  0.50  

Other countries 12 34  -  1 -  1 0.00  1.00  

Other countries 12 249  -  13  -  13  0.00  1.25  

Other countries 12 38,445  -  408  -  408  0.04  2.00  

Total  14,672,664  503  1,063,854  174  1,064,028  100.00  
 

 
31 December 2017         

Breakdown by 

country:  
       

Cyprus  14,526,046  3,544  1,081,118  284  1,081,402  88.99  0.00  

United Kingdom  1,747,008  -  80,032  -  80,032  6.58  0.00  

Greece  217,139  -  17,983  -  17,983  1.48  0.00  

Other countries 12 564,430  296  35,557  95  35,652  2.93  0.00  

Other countries 12 198  -  7 -  7 0.00  0.50  

Other countries 12 116  -  9 -  9 0.00  1.25  

Other countries 12 17,141  -  295  -  295  0.02  2.00  

Total  17,072,078  3,840  1,215,001  379  1,215,380  100.00  
 

 
  

                                                           
12 List of other countries with their % countercyclical buffer rate is presented in Appendix IV . 
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5 .4   Geographical distribution of credit exposures relevant for the calculation of the 
countercyclical capital buffer  (continued)  

Amount of specific countercyclical capital buffer  

 2018  2017  

Total risk exposure ú000 15,373,359  17,265,431  

Institution specific CCyB rate %  0.02  0.00  

Institution specific CCyB requirement ú000 3,075  0 

 
Operational Risk  RWA of 2017 have been slightly restated (by c.  ú5 million) following a change in the mapping 
of income from property management in 2018 to the CRR Business Lines affecting ñTotal risk exposure ú000ò of 
20 17.   
 
5 .5  Minimum Required Own F unds for Credit, Market and Operational R isk   

Groupôs approach to assessing the adequacy of its internal capital  

The Group assesses its capital requirements taking into consideration its regulatory requirements, risk profile 
and appetite set by the BoD. A three year plan (Plan) is annually prepared revising the financial  forecasts  and 
capital projections  over a three year horizon in light of recent developments  and it is approved by the BoD. The 
Plan takes  into account the Group  key strategic pillars and RAS. The Plan is rolled forward on a quarterly basis 
after taking in to account the actual results of each quarter.  

 
The Group capital projections are developed with the objective of maintaining capital that is adequate in 
quantity and quality to support the Groupôs risk profile, regulatory and business needs. These are fr equently 
monitored against relevant internal target capital ratios to ensure they remain appropriate, and consider risks to 
the plan, including possible future regulatory changes.  An internal assessment of the Groupôs capital adequacy is 
undertaken through  the ICAAP ( Section 2. 4.1 1.1 ).  

 

The main strategic and business risks are monitored regularly by the ExCo, the ALCO  and the RC. These 
committees receive regular reports of risk and performance indicators, from relevant managers and make 
decisions to ensure adherence to the Group ôs strategic objective, while remaining within the Group  RAS. 
 
The Group remains on track for implementin g its strategic objectives aiming to become a stronger, safer and a 
more focused institution capable of supporting the recovery of the Cypriot economy and delivering appropriate 
shareholder returns in the medium term.  

 
The key pillars of the Groupôs strategy are to:  
¶ Materially reduce the level of delinquent loans  
¶ Further improve the funding structure  
¶ Maintain an appropriate capital position by internally generating capital  
¶ Focus on the core Cypriot market  

¶ Achieve a lean operating model  
¶ Deliver value to shareholders and other stakeholders  
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5.5  Minimum Required Own F unds for Credit, Market and Operational R isk  (continued)  

The RWA that form the denominator of the risk -based capital ratio  are presented below. Minimum capital 
requirements are calculated as 8% of the RWA. All rows that are not relevant to the institutionôs activities are 
not included.  

As of 1  January 2018 the RWA are reported on an IFRS  9 transitional basis under article 473 (a)  of the CRR by 

which provisions amounts are decreased by an appropriate ratio hence creating higher exposures compared to 
the actual balance sheet values  and as a result comparatively higher RWA and capital requirements . The IFRS 9 
transitional basis e ffec t will be phased out by 1 January 2023.  

EU OV1 Overview of RWA  

 
RWAs  

Minimum capital 
requirements  

   Dec 1 8  Sep t  1 8  Dec 1 8  

  ú000 ú000 ú000 

1 Credit ri sk (exc luding CCR) 13,23 7,594  13,390,619   1,05 9,008   

2 Of w hich the St andardised  App roa ch 13,23 7,594  13,390,619   1,05 9,008   

6 CCR 22,859  37,244   1,829  

7 Of which mark  to market  13,996  22,781   1,120  

11  
Of which risk  exposure  amou nt  for  
contri butions  to the de fault fund  of a CCP  

-  -   -   

12  Of w hich C VA 8,863  14,463   709  

13 Settlement risk  -  -   -   

19  Market ri sk 2,182  2,195   175  

20 Of w hich the St andardised  App roa ch 2,182  2,195   175  

22  Large ex posures  -  -   -   

23  Operat ional r isk 1,5 38 ,588  1,7 22 ,063   12 3,0 87  

25  Of w hich Stand ardised  Appr oach  1,5 38 ,588  1,7 22 ,063   12 3,0 87  

27  
Amounts below  the thresholds for deduction 
(subje ct to 250% risk we ight)  

57 2,136  560,518   45, 771   

29  Total  15,3 73 ,359  15, 712,639     1,2 29 ,8 7 0   

 
The relatively small decrease  in RWA observed in line 2 relates to balance  sheet movements in treasury assets and 
other non -customer advances assets. The decrease in C ounterparty Credit Risk (C CR)  RWA observed in line 6 is the 
result of most of the derivative transactions being cleared through Qualifying Central Counterparties (QCCPs) and 

the increased credit risk mitigatio n against these transactions. Further analyses for both lines 2 and 6 can be 

viewed in subsequent tables which provide detailed analyses in their movements.  The decrease noted in 
operational risk (line 23) is mainly driven by the lower operating income of the Bank  in 2018 versus 2017. The 
reduction noted in line 27 is mainly caused by the lower CET1 capital and the impairment of the DTA which was 
recorded in the fourth quarter of 2018 . 

There were no large exposures for institutions that exceeded the relevan t limits.  
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5.5  Minimum Required Own Funds for Credit, Market and Operational Risk  (continued)  

EU OV1 Overview of RWA  

 
RWAs  

Minimum capital 
requirements  

   Dec 17  Sept 17  Dec 17  

  ú000 ú000 ú000 

1 Credit ri sk (exc luding CCR) 14,640,711  14,489,330  1,171,257    

2 Of w hich the St andardised  App roa ch 14,640,711  14,489,330  1,171,257    

6 CCR 41,013  45,795  3,281    

7 Of which mark  to market  21,788  22,657  1,743    

11  
Of which risk  exposure  amou nt  for  contri butions  to 
the de fault fund  of a CCP  

-  -  -     

12  Of w hich C VA 19,225  23,138  1,538  

13 Settlement risk  -  -  -     

19  Market ri sk 4,731  4,935  378  

20  Of w hich the St andardised  App roa ch 4,731  4,935  378  

22  Large ex posures  -  -  -     

23  Operat ional r isk 1,7 22 ,063  1,888,975  137, 765  

24  Of w hich basic  indicator a ppr oach  -  -  -     

25  Of w hich Stand ardised  Appr oach  1,722,063  1,888,975  137, 765  

27  
Amounts below  the thresholds for deduction ( subje ct 
to 250% risk we ight)  

856,913  843,598  68,553  

29  Total  17,26 5 ,4 31  17,272,633  1, 381 ,234  

 

The relatively small increase in RWA observed in line 2 relates to balance sheet movements in relation to 
treasury assets and other non -customer advances assets. The decrease in C CR RWA observed in line 6 relates 
to a decrease in Security Financing Transactions ( SFTs) . The dec rease in operational risk RWA (line 23)  is 
mainly driven by the reduction in total income of the operations in Cyprus and the impact of acquisition 
transactions held in 2013 that have been excluded from the three years average calculation in line with the 
CCR. 
 

Operational Risk RWA for 2017 have been slightly restated (by c.  ú5 million) following a change in the mapping 
of income from property management in 2018 to the CRR Business Lines affecting ñTotalò of 2017.  
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5. 5 .1  Credit Risk  

The Standardised Approach has been applied  to calculate the minimum capital requirement in accordance with 
the  requirements laid down in Article 92 of the CRR  as shown in the table below.  Minimum capital requirements 
are calculated as 8% of the RWAs. 

As of 1  January 2018 the RWA are reported on an IFRS  9 transitional basis under article 473 (a)  of the CRR by 

which provisions amounts are decreased by an appropriate ratio hence creating comparatively higher exposures 
compared to the actual balance sheet valu es and as a result higher RWA and capital requirements . The IFRS 9 
transitional basis effect will be phased out by 1  January 2023.  

Further analysis on the exposure allocation giving rise to the capital requirements at Exposure Portfolio level is 
available in Section 6.2 .2  and analysis on the RWA intensity in Section 6.6.3 . 

Exposure Portfolio  
201 8  201 7 

ú000 ú000 

Central governments or central banks   26, 659   -  

Regional governments or local authorities   56  61  

Public sector entities   1  -  

Multilateral Development Banks   -   -  

International Organisations   -   -  

Institutions   15,328  26,481  

Corporates   241,352  294,992  

Retail   78,985  117,603  

Secured by mortgages on immovable property   86,172  113,813  

Exposures in default   295,647  255,564  

Items associated with particularly high risk   162,587  202,381  

Covered bonds   1,132  801  

Collective I nvestments Undertakings (CIU)   14  4 

Equity   20,3 38   26,087  

Other items   177, 628  203,766  

Total  Capital Requirement for Credit Risk   1,105,8 99   1,241,553  

 
The movement in capital requirements in exposure class ñCentral governments and central banksò derives from 
the reclassification of the DTA capital requirements from ñOther Itemsò, the 2017 comparative being ú44,172  
thousand . The traditional exposure class es, namely ñCorporates ò, ñRetail ò, ñSecured by mortgages o n 
immovable propertyò, ñExposures in default ò, and ñItems associated with particularly high risk ò, in which 
customer advances are allocated have multiple impacts. The disposal of BOC UK in the year resulted in a 

material decrease in capital requirements in exposure classes ñCorporatesò, ñRetailò and ñSecured by mortgages 
on immovable propertyò which were the main exposure classes customer advances from BOC UK were classified 
in . T he alignment of the default definition used in the RWA calculation with the NPE definition  on 1 January 
2018 , gave rise to the capital requirements in ñExposures in defaultò from the redistribution of the exposures 
from  lower risk exposure classes  (ñCorporatesò, òRetailò and ñSecured by mortgages on immovable propertyò). 
The on -going deleveraging actions in the form of c ustomer loan restructurings, increased provisioning, debt - for -
asset swaps  have contained the original impact in the ñExposures in defaultò and they decreased the capital 

requirements in ñItems associated with particularly high riskò. On the other hand, debt - for -asset swaps resulted 
in the incre ase in capital requirements in ñOther Items ò, albeit the net impact of the debt - for -asset swaps was 
an overall decrease in the capital requirements.  The increase in ñOther Itemsò from debt-for -asset swaps was 
contained by the reclassification of the DTA capital requirements to exposure class ñCentral governments and 
central banksò noted above. 
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5. 5 .2  Market Risk  

All rows that are not relevant to the institutionôs activities are not included in the table below . 
 
The minimum capital requirement calculated under the Standardised Approach in accordance with Title IV: Own 
funds requirements for Market Risk  of the CRR are exclusively related to equity risk. The Bank does not have 

any exposures in the trading book in ñInterest rate riskò, ñCommodity Riskò, ñOptionsò or ñSecuritisationò 
positions.  
 
There is no  capital requirement for the FX risk, since the materiality th reshold set by Article 351 of the CRR is 
not met. The materiality threshold is as follows: the sum of an institutionôs overall net foreign-exchange position 
exceeding 2% of its total own funds.  
 

The movement between 2017 and 2018 RWA and corresponding capi tal requirements in equity risk is the result 

of the reclassification of equity securities from the trading book to the banking book.  
 
EU MR1 Market Risk  under Standardised Approach  

201 8  RWAs  
Capital 

requirements  

  ú000 ú000 

 Out ri ght pr oducts    

2 Equi ty  ri sk (general a nd specifi c)  1,006  80  

3 Foreign exchange risk  -  -  

9 Tot al Capital Requirement for Market Risk  1,006  80  

 

2017     

 Out ri ght pr oducts    

2 Equi ty  ri sk (general a nd specifi c)  3,544  284  

3 Foreign exchange risk  -  -  

9 Tot al  Capital Requirement for Market Risk  3,544  284  

 
The table above does not include the minimum capital requirement for  Market Risk arising from Collective 
Investment Undertakings  (CIUs )  of ú95 thousand  (201 7: ú94  thousand) and  RWA of  ú1,176 thousand  (201 7: 
ú1,187  thousand ) . 
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5. 5 .3  Operational Risk  

The minimum capital requirement for operational risk is calculated in accordance with Title III: Own funds 
requirements for operational risk  of the CRR . 
 
The Group uses the Standardised Approach for the operational risk capital calculation .  

 
Under the Standardised Approach, net interest and non - interest income are classified into eight business lines, 
as set out in CRR.  The capital requirement is calculated as a percentage of the average income over the  past 
three years, ranging between 12% and 18% depending on the business line.  If the capital requirement in 
respect of any year of income is negative, it is set to zero in the average calculation.  
 
The minimum capital requirement in relation to operation al risk calculated in accordance with the Standardised 

Approach amounts to ú123,087  thousand  (201 7: ú137, 765 thousand).  

 

201 8  

Standardised 
Approach  

ú000 

Corporate finance (CF)  119  

Trading and Sales (TS)  7, 963  

Retail Brokerage (RBr)  91  

Commercial Banking (CB)  80, 50 6 

Retail Banking (RB)  21, 239  

Payment and Settlement (PS)  12,761  

Agency Services (AS)  33 8 

Asset Management (AM)  70 

Total Capital Requirement for Operational Risk  12 3 ,087  

 

2017 13   

Corporate finance (CF)  113  

Trading and Sales (TS)  5,672  

Retail Brokerage (RBr)  82  

Commercial Banking (CB)  99,2 67  

Retail Banking (RB)  20,201  

Payment and Settlement (PS)  12,008  

Agency Services (AS)  316  

Asset Management (AM)  106  

Total Capital Requirement for Operational Risk  137, 765  

 

  

                                                           
13 Operational Risk RWA of 2017 have been slightly restated (by c. ú5 million) following a change in the mapping of income from property management in 2018 to the C RR Business Lines. 

 



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

92 
 

5. 5 .4  Credit Valuation Adjustment (CVA) Risk  

CVA captures the credit risk of derivative counterparties not already included in CCR. It calculates the potential 

loss  on derivatives due to increase in the credit spread of the counterparty.  

The Standardised Approach has been used to calculate the CVA charge for regulatory purposes in accordance 
with the requirements of the CRR (Standardised Approach:  Articles 381,  382 and 384) . 

 2018  2017  

 ú000 ú000 

CVA Capital Requirement  709  1,538  

 

The decrease in the capital requirements relates to a decrease in derivative exposure values from their clearing 
through QCCPs.  

 
5. 5 .5  EU INS1   Non  -  deducted participations in insurance undertakings   

 

Carrying 
amount  

Carrying 
amount  

201 8  201 7 

ú000 ú000 

Holdings of  own funds  instr uments  of  a financial  sector  ent ity 

where  the  institution  has  a signi ficant  invest m ent  not  deduc ted 

fr om own fun ds ( before ri sk-weighting)  

91,094  117,871  

Total RWAs  227,734  294,678  

 
5. 6  Leverage  

The disclosure has been prepared using the format set out in Annex I and Annex II of the final ñImplementation 
Technical Standards with regard to disclosure of the Leverage ratio for instructionsò (Commission Implementing 
Regulation -EU 2016/200).  

 
The leverage ratio of the Group is calculated using two capital measures:  

(a)  Tier 1 capital: fully phased - in definition.  

(b)  Tier 1 capital: transitional definition.  
 
As a result, two leverage ratios are calculated.  
 
As at 31 December 201 8, the leverag e ratio of the Group was 9. 45 %  (201 7: 9.28 %)  on a transitional basis  and 
7.97%  (20 17: 8.87 %)  using a fully phased - in definition of Tier 1. This ratio is well above the 3% limit.  

 
The leverage  ratio results are analysed in S ection 5.6.2 below.  
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5. 6  Leverage  (continued)  

This internal leverage ratio is very conservative compared to t he required minimum ratio  set by Basel QIS  which  
is set at 3%  and is monitored at least quarterly by ExCo and by RC . Under the current CRR there is no preset 
minimum leverage ratio. The following risk levels will be used for exposures reporting and monitoring based on 
the fact that the risk appetite is to have low leverage levels.  

 

Levera ge x  Level  Requi r ed a cti on s  

> 9%  Green Light  No change in p lans or  act ions. 

6% -9%  Yellow Light  
Demons trate  in t he  business p lan lower  

levels in t he c oming 6 m. 

< 6%  Red L ight  
Imm ediate  acti on to return t o yellow levels 

wi thin 3m  and  green wi thin 9 m . 

 
The regulatory transitional leverage ratio of the Group has decreased, in the past year, mainly due to the 

reduction of the Tier 1 following the amendments in the provision methodology.  
 

    5.6.1  Summary Reconciliation of Accounting Assets and Leverage Ratio Exposures  

 Application amounts  

 2018  2017  

 ú000 ú000 

Total assets as per published financial statements  22,075, 271  23,598,600  

Adjustment for entities which are consolidated for 
accounting purposes but are outside the scope of 
regulatory consolidation  

(787,181)  (808,794)  

Total assets as per regulatory consolidation  21,288,0 90  22,789,806  

Adjustments for derivative financial instruments  (22,270)  (6,799)  

Adjustments for SFTs 20,372  32,807  

Adjustment for off -balance sheet items (i.e. conversion to 
credit equivalent amounts of off -balance sheet exposures)  

763,959  829,141  

Asset amount deducted ï Tier 1 capital ï transitional 
definition  

(180 ,015 ) (100,953)  

Other adjustments  -  3,543  

Prudential charge relating to specific credits  (120,256)  -  

IFRS 9 transitional adjustment on on -balance sheet  
exposures under article 473a of the CRR  

302,418  -  

Leverage ratio exposure  2 2 ,052 ,298  23,547,545  

 

The disposal of BOC UK,  increased provisioning and further deleveraging actions were the main factor behind 
the decrease in the leverage ratio exposure. These actions are reflected in both on -balance sheet values and 
off -balance sheet items. The increased asset amount deducted fr om capital is mainly driven by increased DTA 
deductions and the IFRS 9 impact on the basis of transitional arrangements. The IFRS  9 transitional adjustment 
under article 473 (a)  of the CRR which came into effect as of 1  January 2018 and has an increasing ef fect on the 
total leverage ratio exposure was partially reversed  by o ther own funds reductions concern ing  Prudential charge 
relating to specific credits.   
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5.6.2  Leverage Ratio Common Disclosure  

  CRR leverage ratio exposures  

On - balance sheet exposures (excluding derivatives and SFTs)  2018  2017  

  ú000 ú000 

 
On-balance sheet items (excluding derivatives and SFTs, but 
including collateral)  

21, 445 ,4 98  22,775,322  

 Asset amounts deducted in determining Tier 1 capital  (180,015)  (100,953)  

 Total on -balance sheet exposures (excluding derivatives and SFTs)  21,2 65 ,483  22, 674,369  

Derivative exposures   

 
Replacement cost associated with derivatives transactions  net of 
eligible cash variation margin received  

-  737  

 Add -on amounts for PFE associated with derivatives transactions  2,484  10,491  

 Total derivative exposures  2,484  11,228  

Securities financing transaction exposures   

 SFT exposure  20,372  32,807  

 Total securities financing transaction exposures  20,372  32,807  

Off - balance sheet exposures   

 Off -balance sheet exposures at gross notional amount  2,869,465  3,030,650  

 Adjustments for conversion to credit equivalent amounts  (2,105,506)  (2,201,509)  

 Total off -balance sheet exposures  763,959  829,141  

Capital and Total Exposures   

 Tier 1 capital  2, 084 ,000  2,184,152  

 Total Exposures  2 2 ,052 ,298  23,547,545  

Leverage Ratios   

 End of quarter leverage ratio  9. 45 %  9. 28 %  

 
The overall leverage ratio has increased despite the decrease in ñTier 1 capital ï transitional definitionò (see 
Section 5.1) due to the comparatively higher reduction in ñTotal Exposuresò. The movement  on the ñTotal 
Exposuresò is explained in Section 5.6.1 above.  
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5.6.3   Split - Up of on Balance Sheet Exposures (excluding derivatives and SFTs)  

 CRR  
Leverage ratio exposures  

 2018  2017  

 ú000 ú000 

Total on - balance sheet exposures (excluding derivatives , SFTs  and 

amounts deducted from capital ), of which:  
21,2 65 ,48 3  22, 674 ,3 69  

Trading Book exposures  797  3,543  

Banking Book exposures, of which:  21,2 64 ,68 6  22, 670 ,826  

Exposures treated as sovereigns  5,79 1,75 4 4,183,076  

Exposures to regional governments, multilateral development banks, 
international organisations and public sector entities not treated as 
sovereigns  

20,604  45,596  

Institutions  including covered bonds  707,521  1,263,317  

Secured by mortgages of immovable properties  2,928,916  4,022,351  

Retail exposures  1,566,836  2,257,806  

Corporates  2,942,116  5,278,998  

Exposures in default  3,298,955  2,950,450  

Other exposures (e.g. equity , items associated with regulatory high risk 
and other non -credit obligation assets)  

4,007 ,984  2, 669 ,232  

 
The movement between 2017 and 2018 RWA and corresponding capital requirements in trading book exposures 
is the result of the reclassification of equity securities from the trading book to the banking book.  For detailed 
analyses on the movements on ba nking book exposures, refer to S ection 6.2 below which provides extensive 
information on movements between the various exposure classes.   
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5.7               Comparison of institutionsô own funds and capital and leverage ratios with the     
application of transitional arrangements for IFRS 9 or analogous ECLs   

 
Template IFRS 9 ï FL 

  31/12/18  30/09/2018  30/06/2018  31/03/2018  

  
ú000 ú000 ú000 ú000 

1 Common Equity Tier 1 (CET1) capital  1,864,000  1,865,988  2,017,756  2,053,973  

2 
CET1 capital as if IFRS 9 or analogous ECLs 

transitional arrangements had not been applied  
1,559,207  1,544,249  1,696,017  1,760,640  

3 Tier 1 capital  2,084,000  1,865,988  2,017,756  2,053,973  

4 
Tier 1 capital as if IFRS 9 or analogous ECLs 
transitional arrangements had not been applied  

1,779,207  1,544,249  1,696,017  1,760,640  

5 Total capital  2,296,000  2,104,979  2,284,535  2,324,473  

6 
Total capital as if IFRS 9 or analogous ECLs 

transitional arrangements had not been applied  
1,991,207  1,783,240  1,962,796  2,031,140  

 Risk - weighted assets    

7 Total risk -weighted assets  15,373, 359  15,712,638  17,193,734  17,763,611  

8 

Total risk -weighted assets as if IFRS 9 or 

analogous ECLs transitional arrangements had 
not been applied  

15,0 36 ,707  15, 353,048  16,832,809  17,432,773  

 Capital ratios    

9 CET1 (as a percentage of risk exposure amount)  12.1%  11. 9%  11.7%  11. 6%  

10  

CET1 (as a percentage of risk exposure amount) 

as if IFRS 9 or analogous ECLs transitional 

arrangements had not been applied  

10. 4 %  10 .1%  10. 1%  10 .1%  

11  Tier 1 (as a percentage of risk exposure amount)  13.6%  11. 9%  11.7%  11. 6%  

12  

Tier 1 (as a percentage of risk exposure amount) 

as if IFRS 9 or analogous ECLs transitional 
arrangements had not been applied  

11.8%  10 .1%  10. 1%  10 .1%  

13  
Total capital (as a percentage of risk exposure 

amount)  
14.9%  13.4%  13. 3%  13. 1%  

14  

Total capital (as a percentage of risk exposure 

amount) as if IFRS 9 or analogous ECLs 

transitional arrangements had not been applied  

13.2%  11.6%  11. 7%  11. 7%  

 Leverage ratio    

15  Leverage ratio total exposure measure  2 2 ,052 ,298  22,072,321  23,715,702  23,506,698  

16  Leverage ratio  9. 5 %  8.5%  8.5%  8.7%  

17  
Leverage ratio as if IFRS 9 or analogous ECLs 
transitional arrangements had not been applied  

8.0%  6.8%  7.0%  7.3%  

 
The Group has elected to apply the EU transitional arrangements for regulatory capital purposes (EU Regulation 

2017/2395) where the impact on the impairment amount from the  initial application of IFRS 9 on the capital 
ratios is phased - in gradually over a five year period. The Group has notified its regulator about its election to 
adopt the transitional arrangements. The amount added back  over the transitional period decrease s based on a 
weighting factor of 95% in 2018, 85% in 2019, 70% in 2020, 50% in 2021 and 25%  in 2022. The impact of 

IFRS 9 is fully absorbed after the five year transitional period.  
  
In accordance with the EU Regulation 2017/2395, a bank can choose either  a óstaticô or a óstatic and dynamicô 

approach. These are defined as follows:  
 
1.  A óStaticô approach: calculating the transitional adjustment just once, at the effective date of the transition 

to ECL accounting.  
2.  A óStatic-dynamicô approach: allows for recalc ulati on of  the transitional adjustment periodically on Stage 1 

and Stage 2 so as to reflect the increase  of the ECL provisions within the transition period. The stage 3 ECL 

remains static over the transition period  as per the impact upon initial recognitio n. 
 
The Group has elected the static -dynamic approach and it therefore applies paragraph 4 of Article 473 (a)  of the 
CRR. 
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 5.7             Comparison of institutionsô own funds and capital and leverage ratios with the 

application of transitional arrangements for IFRS 9 or analogous ECLs (continued)  
 

RWA decreased during the year due to the on -going deleveraging actions in the form of customer loans, 

restructurings, increased provisioning and debt - for -asset swaps have contained the ove rall movement in RWA s. 
The decrease observed between 30/6/2018 and 30/9/2018 was mainly driven from the disposal of BOC UK. 
Furthermore, the shift of non -customer loans advances balances between balance sheet items carrying higher 
risk to balance sheet ite ms carrying lower risk, for example from òLoans and advances to banksò to Balances 
with central banks, provided further decrease in RWA.  
 
The overall leverage ratio which is well above  the minimum ratio set by Basel II has increased despite the 

decrease in  ñTier 1 capitalò due to the comparatively higher reduction in ñLeverage ratio total exposure 
measure ò. The leverage ratio exposure measure follows the movements in the Bankôs balance sheet assets. 

 
6.  Pillar I  Requirements  

6.1   Counterparty Credit R isk  (CCR)  

CCR arises from the possibility  a counterparty fail ing  to perform on an obligation  arising  from derivative 
transactions  and SFTs such as repurchase agreements.  
 
The exposure values for SFTs and derivative transactions have been calculated by applying respectively the   
ñFinancial Collateral Comprehensive Method ò and the Mark - to -Market Method  of the CRR. Total exposures values 
are analysed in template 26 EU CCR2 below.  

 
6.1.1  Internal Capital and Credit Limits for Counterparty Credit Exposures  

The model, which was approved by the BoD, sets maximum limits for financial institutions, based on their credit 
rating and Tier 1 capital base or the Bankôs Tier 1 capital base, in case it is lower. Afterwards, an internal 

scoring system is applied that considers qualitative and quantitative factors such as:  

¶ Asset Risk  
¶ Capital adequacy  
¶ Profitability  
¶ Liquidity  
¶ Market share  

¶ Ownership strength  
¶ Rating Outlook  
¶ Country Rating  

 
The results of the scoring system are used to reduce the maximum limits of counterparty credit exposures set 
using the model described above.  
 

Two types of limits are monitored:  
(a)  Credit: for MM, FX (FX swaps, FX forwards), bonds, derivatives, commercial transactions and other 

transactions . 
(b)  Settlement: for maturing FX spot, forward and swaps, MM placements and banknotes.  

 
Allocated MM limits are set for a short duration, unless they are used for independent amounts (as defined in 
the Credit Support Annex (CSA) agreement). Limits for derivative transactions are assigned to counterparties 

with a CSA agreement in place. Allocated derivative limits with counterparties that have not signed a CSA can 
be also approved following ALCO approval.  
 
The derivative limit for the Expected  Replacement Cost (ERC) of a contract, counts within the overall limit of the 
counterparty and can be equal to the total limit.  There is also a limit for the maximum notional amount of 
contracts with each counterparty (excluding the ECB), which amounts to  ú750 million.  
 

Credit risk arising from entering into derivative transactions with counterparties is measured using the mark - to -
market method.  
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6.1.1  Internal Capital and Credit Limits for Counterparty Credit Exposures (continued)  

According to this method, the current replacement cost of all contracts with positive amounts is obtained and an 
add -on is applied to this amount for potential future credit exposure, based on specific factors that depend on 
the type of the transaction and its duration.  Th is amount is used both for calculating the capital required for the 
credit risk of these transactions and for credit limit monitoring.  

 
6.1.2  Policies for Securing Collateral and Establishing Credit Reserves   

Collateral management involves multiple parti es and various departments of the Bank. The collateral 

management team is the Treasury Back  office.  
 
The responsibilities of the collateral management team are as follows:  

(a)  Handling collateral valuations and margin calls (for derivatives).  
(b)  Maintain relevant data and liaise with counterparties regarding issues of collaterals.  

 
The use of collateral for funding purposes relating to the Cyprus operations is managed by Group Treasury, with 

specific authorised personnel having the responsibility to manage  it.  The Fixed Income and Portfolio 
Management desk is responsible for reviewing and managing fixed income securities as collateral , both for 
counterparty repos and ECB funding. The Liquidity Management department is jointly responsible with the MM 
desk an d Interest Rate Risk Management and FX Structural Hedging (Interest Rate Risk Management) desk in 
collaboration with other departments of the Bank to monitor the use of cash as collateral. The Group Funding 
department is responsible for the monitoring and use of loan assets for funding programmes collateralised by 

loans such as Covered Bond Issuance and Additional Credit Claims.  
 
The Regulatory Management and Documentation Department within Group Treasury handles legal 
documentation (in collaboration with t he legal department) and relevant reporting.  The legal department 
provides advice and support regarding relevant agreements for collateralisation.  
 

The Group has chosen the International Swaps and Derivatives Association, Inc. (ISDA) Master Agreement for 

contracting its derivatives activity. These agreements provide the contractual framework within which dealing 
activity across a full range of Over -The-Counter (OTC) products is conducted and contractually binds both 
parties to apply close -out netting across all outstanding transactions covered  by an agreement, if either party 
defaults.  They may also reduce settlement exposure (e.g. for FX transactions) by allowing same -day same -
currency payments to be set -off against one another.   In most cases the parties execute a CSA in conjunction 
with the  ISDA Master Agreement.  Under a CSA, collateral is passed between the parties in order to mitigate the 
market contingent counterparty risk inherent in their open positions. CSAs further mitigate risk by allowing 

collateral to be posted on a regular basis to collateralise the mark to market exposure of a net derivative 
portfolio.  For uncleared derivative trades, the Group trades under Variation Margin CSA agreements in line with 
European Markets Infrastructure Regulation ( EMIR)  margining provisions whereby  thresholds have been set to 
zero and collateral exchange is carried out on a daily basis following the netting of exposures on a T+1 basis.  
For derivative trades which are eligible for clearing, the Group trades under ISDA Cleared Derivatives Execution 
Agreement ( CDEA)  agreements with its counterparties so that eligible trades are cleared centrally with  London 

Clearing House of Central Clearing Counterparty ( LCH CCP) . 

 
The Group has chosen the Global Master Repurchase Agreement for contracting its repurch ase activity. It is a 
legal agreement designed for parties transacting in repos and is published by the International Capital Market 
Association (ICMA), which is the body representing the bond and repo markets in Europe. It provides the 
contractual framewo rk within which Buy/Sell Back transactions are conducted and contractually binds both 
parties to apply close -out netting across all outstanding transactions and collateral covered by an agreement, if 

either party defaults.  
 
As at 31 December 2018, the Grou p had signed the CSA part of the ISDA Master Agreement with 28 
counterparties (2017:  27 counterparties) and Global Master Repurchase Agreements (GMRAs) with 4 
counterparties (2017: 4 counterparties). During 2018, an agreement had been signed with a QCCP. A s at 31 
December 2018, CSA part of the Group maintained exposures with 14 counterparties (2017: 12 counterparties).  
   

  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

99 
 

6.1.2  Policies for Securing Collateral and Establishing Credit Reserves (continued)  

The following table presents the total amounts that were transferred to (where the indicated amount is 
negative) or obtained from (where the indicated amount is positive) counterparties as a result of reaching the 
threshold amounts of 11 of the counterparties (2017: 13 counterparties) for CSAs and 4 of  the counterparties 
(2017: 4 counterparties) for GMRAs, as at 31 December:  
 

 2018  2017  

 ú000 ú000 

Total Positive  12,220  13,170  

Total Negative  (42,631)  (59,845)  

Total  (30,411)  (46,675)  

 
A breakdown of all types of collateral posted or received by banks to support or reduce CCR exposures, as at 31 

December, is presented below:  
      
    EU CCR5 - B -  Composition of c ollateral for exposures to counterparty credit risk     

201 8  

Collateral used in derivative transactions  Collateral used in SFTs  

Fair value of collateral 
received  

Fair value of posted 
collateral  

Fair value of 
collateral 
received  

Fair 
value of 
posted 

collateral  
Segregated  Unsegregated  Segregated  Unsegregated  

ú000 ú000 ú000 ú000 ú000 ú000 

Cash 12,020  200  -  27,947  -  14,684  

Total  12,020  200  -  27,947  -  14,684  

 

201 7        

Cash -  13,170  -  44,824  -  15,021  

Total  -  13,170  -  44,824  -  15,021  

 
Higher  fair values of the outstanding derivative transactions since last reporting date, translate into lower  
posted amount in the case of derivatives.  
 
6.1.3  Policies with Respect to Wrong - Way Risk Exposures  

Wrong way risk occurs when an exposure to a counterparty is adversely correlated with the credit quality of that 
counterparty i.e. changes in market rates (interest rates, FX or other rates which are the main underlying 
factors of the Groupôs derivative transactions) have an adverse impact on the Probability of Default (PD) of a 
counterparty. This risk is not currently measured as it is not anticipated to be significant given the existence of 
CSAs for almost all derivative transactions, with daily settlement of margins that significantly reduce credi t risk 

resulting in a total accounting CVA charge equal to only ú321 thousand (2017: ú146 thousand) and a net credit 
exposure from Group derivative contracts, after considering both the benefits from legally enforceable netting 
agreements and collateral ar rangements of ú1,069 thousand (2017: ú175 thousand). 

 
6.1.4  Collateral the Group would have to provide given a Downgrade in its Credit Rating  

As at 31 December 2018, the only instance where the Group would have to provide additional collateral in the 
even t of a downgrade, involved derivative transactions under ISDA agreements, where a CSA has been signed.  
Currently, no CSA agreement is linked to the credit ratings of the involved parties.  Thus, no additional collateral 

is expected to be required, as at 3 1 December 2018, in the event of a downgrade.  
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6.1.5  Gross Positive Fair Value of Contracts, Netting Benefits, Netted Current Credit 
Exposure, Collateral held and Net Derivatives Credit Exposure  

The gross positive fair value of Group derivative contracts,  which mainly consist of IRS and FX contracts, is 
presented in the table below:  

Gross positive fair value  
2018  2017  

ú000 ú000 

Cyprus  and  Group   24,734  18,012  

 
The Bank has netting benefits for the derivatives, through the ISDA/CSA agreements signed with the majority of 
counterparties.  The netted credit exposure for the Group derivative contracts (without considering collateral 
arrangements), is presented in the table below:  

 

Netted credit exposure  
2018  2017  

ú000 ú000 

Cyprus  and  Group  13,289  13,345  

 

Net derivative credit exposure  
2018  2017  

ú000 ú000 

Cyprus  and  Group  1,069  175  

 
The net credit exposure of Group derivative contracts, after considering both the benefits from legally 
enforceable netting agreements and collateral arrangements, is presented in the table below. Collateral received 
through the CSA agreements from counterparties as at December 2018 was ú12,220 thousand (2017: ú13,170 

thousand).  
 

EU CCR5 - A  Impact of netting and collateral held on exposure values  

 
Gross positive fair  

value or net 
carrying amount  

Netting 
benefits  

Netted current 
credit exposure  

Collateral held  
Net credit  
exposure  

2018  ú000 ú000 ú000 ú000 ú000 

Der ivatives  24,734  11,445  13,289  12,220  1,069  

SFTs  25,601  -  25,601  -  25,601  

Cross-product 
netting  

-  -  -  -  -  

Total  50,335  11,445  38,890  12,220  26,670  

 

2017       

Der ivatives  18,012  4,667  13,345  13,170  175  

SFTs  37,257  -  37,257  -  37,257  

Cross-product 
netting  

-  -  -  -  -  

Total  55,269  4,667  50,602  13,170  37,432  
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6.1 .6  Mark - to - Market Method for  Derivatives and Financial Collateral Comprehensive     
Approach for Security Financing Transactions               

Derivative exposure values are calculated by applying the M ark - to -market Method  of the CRR whereby t he 
exposure value is the sum of:  
¶ Positive mark - to -market after taking into account:  

(a)  Accrued interest  
(b)  Netting within each counterparty (where set -off agreement exists)  

¶ Potential future credit exposure: Add -on amount equal to a percen tage of the nominal amount of each 
deal based on its remaining mat urity and the type of contract .  

 
The mark - to -market of derivatives is calculated using the Net Present Value (NPV) of future cash flows method.  

 
Where the derivatives are under ISDA, article 298 of the CRR is applied whereby the single derivative exposure  

values under the particular agreement are netted in the manner described by paragraph 1(c) of article 298 of 
the CRR.    

In the case where a CSA agreement is in place (and the relevant amount has already been settled) the exposure 

is set to zero, since no credit risk exists.  
 
SFT exposure values are calculated by applying the Financial Collateral Comprehensive Approach of the CRR and 
the appropriate supervisory volatility adjustments whereby the exposure value is net of:  
¶ Security value posted as collateral which is the sum of its book value and an appropriate add -on based on 

supervisory volatility adjustments. The appropriate s upervisory volatility adjustments are based on the 

type of security, its issuer, their external credit assessment and their residual maturity .  
¶ The cash received under the repurchase agreement transaction.  

 
Only Cyprus has derivative and SFT transactions. All SFT transactions are performed with Institutions.  

 
2018  2017  

ú000 ú000 

Institutions  27,693  48, 163  

Corporates  389  321  

Retail  4  -  

Total  28 ,0 86  48, 484  

 

 

 

  



BANK OF CYPRUS HOLDINGS GROUP   
Pillar 3 Disclosures 2018  
 

102 
 

6.1.6  Mark - to - Market Method for Derivatives and Financial Collateral Comprehensive     
Approach for  Security Financing Transactions  (continued)               

The table below shows the analysis of CCR per approach.  All rows and columns that are not relevant to the 
institutionôs activities or methods applied are not included. 

During 2018 the bank started clearing derivatives through a QCCP. These derivatives do not have any exposure 
value due to high credit risk mitigation completely covering the exposure amounts  which resulted in a material 
decrease in exposure values to ñInstitutions ò. 

EU CC R1  -  Analysis of the Counterparty Credit Risk (CCR) exposure by approach  

 Notional  

Replacement 

cost/current 

market value  

Potential 

future 

credit 

exposure  

Effective 
expected 

positive 

exposure 

(EEPE)  

Multiplier  

Exposure at 
Default (EAD) 

post Credit 

Risk Mitigation 

(CRM)  

RWA  

201 8  ú000 ú000 ú000 ú000  ú000 ú000 

Mark  to market   13,289  13,975    2,484  1,195  

Fina ncial  collat eral 

compr ehensive  me thod 

(for  SFTs)  

     25,601  12,801  

Tot a l        13,996  

 
201 7         

Mark  to market   13,345  10,491    11,227  5,045  

Fina ncial  collat eral 

compr ehensive  me thod 

(for  SFTs)  

     37,257  16,743  

Tot a l        21,788  

 
The decrease in the RWA in derivative transactions under the mark - to -market method stems from decreased 
exposure values due to increased credit risk mitigation. The decrease in the SFT RWA under the financial 

collateral comprehensive method stems from the overall decrease in balance sheet values in SFT transactions.  
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6.1 .7  CCR exposures by regulatory portfolio and risk  

The table below provides a breakdown of CCR exposures, calculated under the Standardised Approach, by 
portfolio (type of counterparties) and by risk weight (business attributed according to the Standardised 
Approach) . All rows and columns that are not relevant to the institutionôs activities are not included . 
 
EU CCR3  -  Standardised Approach - CCR exposures by regulatory portfolio and risk  

Exposure classes  
Risk weight  

Total  
Of which 
unrated  

0%  2%  4%  10%  20%  50%  70%  75%  100%  150%  Others  

2018   ú000 ú000 ú000 ú000 ú000 ú000 ú000 ú000 ú000 ú000 ú000 ú000 ú000 

6 Institutions  -  -  -  -  525  27,168  -  -  -  -  -  27,693  -  

7 Corporates  -  -  -  -  -  -  -  -  389  -  -  389  389  

8   Retail  -  -  -  -  -  -  -  4 -  -  -  4 4 

11  Total  -  -  -  -  525  27,168  -  4  389  -  -  28,086  393  

 

2017                

6 Institutions  -  -  -  -  8,461  39,702  -  -  -  -  -  48,163  7,628  

7 Corporates  -  -  -  -  -  -  -  -  321  -  -  321  321  

11  Total  -  -  -  -  8,461  39,702  -  -  321  -  -  48,484  7,949  

 
The allocation of exposure values among exposure classes remains unchanged. The overall decrease among the 
values is the result of decreased exposure values from derivatives due to increased credit risk mitigation and 
the decrease in SFT exposure values fr om decreased balance sheet values in SFT transactions.  
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6.1 .8  Notional Value of Derivative Hedges and the Distribution of Current Credit Exposure by 
Types of Credit Exposure  

All derivatives the bank enters are for hedging purposes.  The bank has only derivative transactions in the 
banking book.  
 
The exposure values of derivatives are calculated as described in Section  6.1. 6.  
 
The notional amounts and current credit exposure are analysed in the table below:  
 

Type of derivative  
 
2018  

Hedged against  

Total  
Bond  Net Assets  

Balance 
Sheet  

Interest Rate 
Risk  

Notional Amounts  ú000 ú000 ú000 ú000 ú000 

   Interest Rate Swap     1,016,083  -  57,652  -  1,073,735  

   Interest Rate Floor  -  -  -  1,650,000  1,650,000  

   Exchange Rate Forward  -  71,878  14,813  -  86,691  

   Exchange Rate  Swap  -  17,152  1,214,401  -  1,231,553  

   Exchange Rate Option  -  -  12,704  -  12,704  

   Total Notional amounts  1,016,083  89,030  1,299,570  1,650,000  4,054,683  

Exposure Values            

   Interest Rate Swap    16,992  -  267  -  17,259  

   Interest Rate Floor  -  -  -  4,568  4,568  

   Exchange Rate Forward  -  288  117  -  405  

   Exchange Rate Swap  -  69  4,864  -  4,933  

   Exchange Rate Option  -  -  98  -  98  

   Total Exposure values  16,992  357  5,346  4,568  27,263  

 

2017       

Notional Amounts       

   Interest Rate Swap    1,171,424  -  69,136  -  1,240,560  

    Interest Rate Option  -  -  -  -  -  

   Exchange Rate Forward  -  -  95,670  -  95,670  

   Exchange Rate  Swap  -  -  1,434,864  -  1,434,864  

   Exchange Rate Option  -  -  396  -  396  

   Total Notional amounts  1,171,424  -  1,600,066  -  2,771,490  

Exposure Values            

   Interest Rate Swap    17,694  -  -  -  17,694  

   Interest Rate Option  -  -  -  -  -  

   Exchange Rate Forward  -  -  511  -  511  

   Exchange Rate Swap  -  -  5,628  -  5,628  

   Exchange Rate Option  -  -  3 -  3 

   Total Exposure values  17,694  -  6,142  -  23,836  

 
Derivative exposures both in notional amount and exposure value terms have remained stable except for the 

interest rate floor which was entered in 2018 to hedge against interest rate risk.  
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6.1.9            Regulatory CVA charge for capital calculation  

The table  below provides  a summary of the exposure subject to  CVA regulatory calculations . All rows that are 
not relevant to the institutionôs activities or methods applied  are not included.   
 
EU CCR2 -  CVA capital charge  

201 8  

Exp osu r e 
value  

RWA  

ú000 ú000 

4  All  portfo lios  subject  to the  sta ndard ised met hod  28, 08 6  8,863  

5  Total subject to the CVA capital charge  28, 086  8,863  

 

 
201 7  

  

  

4  All  portfo lios  subject  to the  sta ndard ised met hod  48,484  19,220  

5  Total subject to the CVA capital charge  48,484  19,220  

 

The decrease  in the exposure value is the result of a decrease in both derivative transactions (2018: ú2,484 
thousand, 201 7: ú11,227 thousand) and SFTs (2018:  ú25,601  thousand , 201 7: ú37,257  thousand) .  For SFT 
the transaction values as at 31 December 2018 have decreased compared to 31 December 2017. The decrease 
in the derivative transaction exposures values was the result of their clearing through a QCCP and increased 
credit risk mitigation against them.  
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6. 2  Group ôs Exposure to Credit Risk and Expected Credit L osses  (ECL)  

The following sections provide an analysis of past due and credit impaired loans, exposures post -value 
adjustments (before and after applying credit risk mitigation and credit conver sion factors) and expected credit 

losses (ECL) of loans and advances.  

 
6. 2. 1   Past Due and  Credit  I mpaired Loans  

Past due and  credit  impaired loans  
Past due loans are those with delayed payments or in excess of authorised credit limits.  
 
The Group considers loans and advances to customers that meet the non -performing exposure (NPE) definition 

as per EBA standards to be in default and hence Stage 3 (c redit - impaired).  Therefore such loans have expected 
credit losses (ECL) calculated on a lifetime basis and are considered to be in default for credit risk management  
purposes.  

 
The definitions of credit impaired and default are aligned so that Stage 3 rep resents all loans which are 
considered defaulted or otherwise credit impaired. When a financial asset has been identified as credit impaired, 

expected credit losses are measured as the difference between the assetôs gross carrying amount and the 
present va lue of estimated future cash flows discounted at the instrumentôs original effective interest rate. 
 
Additional details on  credit impaired loans and the definition of default are  disclosed  in  Note 2.19.2 of the 
Consolidated Financial Statements  of the Comp any for 2018 . 
 
Impairment of loans and advances to customers  

The Group uses a forward looking ECL model, requiring judg ement, estimates and assumptions in determining 
the level of ECLs. ECLs are recorded for all financial assets measured at amortised cost . 
 
At initial recognition, impairment allowance (or provision in the case of commitments and guarantees) is 

required for ECL resulting from default events that are possible within the next 12 months (12 -month ECL), 
unless assets are deemed as POCI. In the e vent of a significant increase in credit risk since initial recognition, 
impairment allowance is required resulting from all possible default events over the expected life of the financial 

instrument (lifetime ECL).  The Groupôs policy for determining if t here has been a significant increase in credit 
risk is disclosed  in Note 2.19.3 of the Consolidated Financial Statements  of the Company for 2018 . 
 
The Group b ased on the above process, groups its financial assets into Stage 1, Stage 2, Stage 3 and POCI for  
ECL measurement as described below:   
 

Stage 1: Financial assets which have not had a significant increase in credit risk since initial recognition are 
considered to be Stage 1 and 12 -month ECL is recognised.  
 
Stage 2: Financial assets that are considered to have experienced a significant increase in credit risk since initial 
recognition are considered to be Stage 2 and lifetime losses are recognised.  

 
Stage 3: Financial assets which are considered to be credit - impaired and lifetime losses are recognised.  

 
POCI: Purchased or originated financial assets are financial assets that are credit - impaired on initial recognition. 
POCI assets include loans purchased or originated at a deep discount that reflect incurred credit losses. Changes 
in lifetime ECLs since initial recognition are recognised.  
 
ECL is recognised in profit or loss with a corresponding ECL allowance reported as a decrease in the carrying 
value of financial assets measured at amortised cost on the bal ance sheet . 

 
The Groupôs policy on the impairment of financial assets is disclosed  in Note 2.19 and the significant 
judgements, estimates and assumptions  on the calculation of ECL  are disclosed  in Note 5.2 of the Consolidated 
Financial Statements of the Co mpany for 2018.  
 
 

 
 




