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Highlights of 2016

1.	 Highlights of 2016   
 

Aktia achieved a satisfactory result for the whole year despite the slow start of the year. The 
market climate improved in Finland during 2016, and consumer confidence in the econo-
my strengthened at the end of the year. Aktia’s lending improved by 8%, showing growth 
in both housing loans and corporate lending. Net commission income recovered during 
the year, but it did not increase. The low interest rate level continues to press net interest 
income and imposes further demand for high efficiency.

New CEO for Aktia appointed

Aktia Bank plc’s Board of Directors appointed Martin Backman as the new 
Chief Executive Officer of Aktia on 8 September 2016. Backman (M.Sc. 
(Technology) and M.Sc. (Economics)) has a strong background in manage-
ment positions in the capital markets in both Finland and Sweden. Back-
man previously worked as President and CEO of Finnish Industry Invest-
ment Ltd., and he started as CEO on 6 March 2017.

Acquisition of minority shares in Aktia 
Real Estate Mortgage Bank

In October 2015, Aktia Bank gave notification that the bank has entered 
into an agreement to purchase the minority shareholders’ shares in the 
bank’s subsidiary Aktia Real Estate Mortgage Bank plc. According to the 
agreement, the conveyance of shares was to take place at the beginning 
of 2017. Both the seller and the buyer found that the measures planned at 
that time to be completed before the conveyance of shares had, however, 
already been completed to a sufficient extent, and the conveyance of 
shares was executed on 23 September 2016 by the parties. The transaction 
had no significant impact on Aktia’s capital adequacy or the result for 2016. 
In October 2016, the Board of Directors of Aktia Bank plc approved a plan 
to merge Aktia Real Estate Mortgage Bank with the parent company Aktia 
Bank. The merger will take place during the first quarter of 2017.

Step-by-step implementation of the new 
core banking platform will commence 
during the first quarter of 2017

Step-by-step implementation of the new core banking system will com-
mence during the first quarter of 2017.The total investment, including mi-
gration costs, is estimated to exceed EUR 65 million, and the total activated 
investment costs for the project are estimated to amount to approximately 
EUR 55 million. At the end of December 2016, the activated investment 
costs amounted to EUR 54 million.

The new core banking systems will bring more efficient processes and 
modernised work approaches. The core banking platform will also form a 
base for continued development of digital services.

The step-by-step implementation implies higher running IT costs in the first 
quarter of 2017. The cost savings brought by the new core banking plat-
form will materialise gradually from the second quarter of 2017 onwards.

The divestment of holdings in Visa Europe 
brought one-time gains for Aktia

The sale of Visa Europe to Visa Inc. was executed on 21 June 2016, resulting 
in one-time gains of EUR 6.9 million. In addition to the cash consideration, 
Aktia received preference shares in Visa Inc. to an estimated market value 
of EUR 1.1 million per 31 December 2016, which have been booked in the 
fund at fair value after the deduction of deferred tax. Aktia Bank was a part 
owner of Visa Europe and brokered Visa Europe’s card services. As well as 
upfront consideration for the transaction, an additional earn-out may be 
paid after four to 12 years. Further, Aktia Bank may receive shares of con-
siderations paid to other Visa part owners whose card products Aktia Bank 
has brokered. The final amount of consideration depends on a number of 
legal and other uncertain factors, such as the profitability of Visa Europe 
and continued operations of Visa Inc., the development of Visa Inc.’s shares, 
the development of the USD exchange rate, the outcomes of certain legal 
proceedings, etc.

Aktia carried out codetermination negotiations

Aktia Bank plc carried out codetermination negotiations in its sales or-
ganisation in January–February 2016. The negotiations resulted in a staff 
reduction of approximately 55 persons. The reduction of staff generated a 
one-off cost of EUR 1.4 million, of which EUR 1 million was booked in the 
last quarter of 2015 and EUR 0.4 million in the first quarter of 2016. The esti-
mated annual cost savings amounts to approx. EUR 2 million.

Aktia Life Insurance started to apply 
Solvency II transitional measures

The Financial Supervisory Authority granted Aktia Life Insurance Company 
Ltd permission to apply transitional measures for calculation of technical 
provision within the Solvency II framework that entered into force on 1 
January 2016. Taking the transitional measures into consideration, the avail-
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able solvency capital is 179.4 % of the solvency capital requirement (SCR), 
whereas the corresponding solvency ratio was 175.8% on 31 December 
2015. The permission granted by the Financial Supervisory Authority has 
no impact on the Aktia Bank Group’s capital adequacy, operating profit or 
ability to pay dividends.

Aktia Bank will reconsider the current 
administration model in which a 
Board of Supervisors is included.

The Board has decided to proceed with preparations to replace the Board 
of Supervisors with a Representative Assembly without formal legal sta-
tus according to company laws and without decision-making right. The 
planned schedule for the transition to a simplified administration model 
is September 2017, when the bank aims to hold an extraordinary Annual 
General Meeting to decide on changes in the articles of association.

Strategy

The present strategy of the Aktia Group, “Growth 2018”, was adopted in the 
first quarter of 2015. The bank’s strong capital adequacy ratio and balance 
sheet enable growth. According to the new strategy, Aktia focuses mainly on 
services for private customers and their families, but also on family business-
es and owner-operated companies. Aktia will also continue to strive for effi-
cient and customer-friendly service in both branches and digital channels.

Within the framework of the present strategy, “Growth 2018”, adopted in 
February 2015, the following financial objectives for 2018 have been set:

.. Improve cost-to-income ratio by at least 10%

.. Common Equity Tier 1 Capital Ratio (CET 1) of 15% at a minimum

.. Return on equity (ROE) of at least 9%

.. Dividend pay-out of at least 50% of the profit for the year

Business environment

The prolonged period of low growth, political uncertainty and negative 
interest rate environment have lowered profitability in the banking sec-
tor and yields from the institutional investment market. During the fourth 
quarter, housing prices in Finland increased by 1.2% on the previous year. 
In the Helsinki region, prices went up by 2.6%, and in the rest of Finland 
prices went down by 0.1%. Unemployment decreased from the previous 
year, amounting to 7.9% (9.2%) in December. There were 34,000 more peo-
ple in employment than in the previous year. During the last quarter of the 
year, unemployment was 8.0%, approximately 0.7 percentage points lower 
than a year ago. 

Financial year 2016:

Profit and income

The Group’s operating profit was EUR 61.5 (64.2) million. The Group’s profit 
was EUR 49.3 (51.6) million.

The Group’s total income increased by 1% and amounted to EUR 211.3 
(208.4) million.

V I S I O N  2 0 1 8

Best financial 
advisor.

We are the best financial advisor 
for families and their companies. 

Our customers feel that their 
finances are secure with us.

Institutions

CUSTOMERS

Private Customers
Corporate Customers

We make it 
easier for you 
and your family 
to make financial 
decisions.

We aim for high 
customer satisfaction, 
long term profitability 
and good returns.

We develop services 
and experiences that 
support our 
customers in making 
financial decisions.  

We offer a working 
environment with 
opportunities for 
personal growth 
and competence 
development.
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1
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our customers' wellbeing. 

When families and 
companies flourish, 
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Figure 1.1 Aktia’s Growth Strategy 2018
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During the year, interest rates continued to decrease, and net interest in-
come decreased by 2%, amounting to EUR 95.6 (97.3) million. Net interest 
income from traditional borrowing and lending operations improved by 
6% to EUR 60.8 (57.4) million. Derivatives and fixed-rate instruments are 
used to manage interest rate risk. Their proportion of net interest income 
increased to EUR 35.4 (32.3) million. Net interest income from other treas-
ury operations decreased to EUR -0.6 (7.7) million.

Net commission income was at the same level as last year and amounted 
to EUR 79.7 (80.0) million. Commission income from mutual funds, asset 
management and securities brokerage decreased by 1% to EUR 44.1 (44.8) 
million. Card and other payment service commissions increased by 6% and 
amounted to EUR 20.4 (19.2) million. Commission income from real estate 
agency increased by 6% and amounted to EUR 7.1 (6.7) million.

Net income from life insurance amounted to EUR 24.7 (24.9) million. The 
actuarially calculated result is higher than in the previous year, while the 
net income from investments has decreased.

Net income from financial transactions was EUR 8.3 (3.7) million. The ac-
counting period includes one-time gains of EUR 6.9 million from the sale 
of Visa Europe to Visa Inc. Net income from hedge accounting was EUR -2.0 
(-0.1) million, including costs of EUR 1.6 million arising from the phasing 
out of Aktia Real Estate Mortgage Bank.

Other operating income was EUR 3.1 (2.8) million.

Business volumes

Deposits from the public and public sector entities increased and amount-
ed to EUR 4,164 (3,922) million, corresponding to a market share of depos-
its of 3.7% (3.8%).

In total, the value of the bonds issued by Aktia Group was EUR 2,477 (3,033) 
million.

Total lending by the Group to the public amounted to EUR 5,717 (5,856) mil-
lion at the end of December, a decrease of EUR 139 million. Aktia’s own loan 
book increased by EUR 416 million (8%) and amounted to EUR 5,499 (5,083) 
million. The loans brokered by savings banks and POP Banks decreased by 
72% and amounted to EUR 219 (774) million. Aktia’s market share in housing 
loans to private persons was 4.1% (4.1%) at the end of December.

Credit quality remained strong, and the expected loss numbers remained 
at low levels. Loans past due more than 90 days, including claims on bank-
rupt companies and receivables for collection, increased to EUR 46 (44) mil-
lion, corresponding to 0.79% (0.75%) of the loan book. During the year, total 
write-downs on credits and other commitments were EUR -2.2 (-0.3) million. 

The Group’s total managed assets amounted to EUR 10,769 (10,133) million.

Investments within the liquidity portfolio and the other interest-bearing invest-
ments decreased during the year by EUR 501 million and amounted to EUR 
1,794 (2,295) million. The decrease in the liquidity portfolio is related to repay-
ment of covered bonds issued by Aktia Real Estate Mortgage Bank to a value 
of approximately EUR 480 million, which matured at the end of the second 
quarter. At the end of December, the Bank Group’s liquidity buffer was approxi-
mately equivalent to the estimated outgoing cash flow of finance from the 
wholesale market for 40 months. The Liquidity Coverage Ratio (LCR) was 209%.

Capital adequacy and solvency

At the end of the year, the Common Equity Tier 1 capital ratio of Aktia Bank 
Group (Aktia Bank plc and all its subsidiaries except Aktia Life Insurance 
Ltd) was 19.5% (20.7%). After deductions, Common Equity Tier 1 capital 
decreased by EUR 23.7 million during the year. The decrease is mainly at-
tributable to the increase in intangible assets and other deductible items. 
In total, risk-weighted assets decreased by EUR 1.1 million. During the ac-
counting period, risk-weighted assets grew in corporate lending due to an 
increase in lending. Simultaneously, capital requirements for housing loans 
decreased due to the phasing out of Aktia Real Estate Mortgage Bank plc.

Aktia Bank Group applies internal risk classification (IRB) to the calculation 
of capital requirement for retail and equity exposures. For other expo-
sures, the standardised approach is used. A total of 56% (58%) of the Bank 
Group’s exposures are calculated according to the IRB approach. The work 
continues on migration to internal models for exposures to corporates and 
credit institutions.

The Financial Supervisory Authority granted Aktia Life Insurance Company 
Ltd permission to apply transitional measures for calculation of technical 
provision within the Solvency II framework that entered into force on 1 
January 2016. Taking the transitional measures into consideration, the avail-
able solvency capital is 179.4 % of the solvency capital requirement (SCR), 
whereas the corresponding solvency ratio was 175.8% on 31 December 
2015. Without transition rules, the solvency ratio was 108.7% on 31 Decem-
ber 2016. The permission granted by the Financial Supervisory Authority 
has no impact on the Aktia Bank Group’s capital adequacy, operating profit 
or ability to pay dividends.

The financial conglomerate’s capital adequacy ratio was 188.6% (226.7%). 
The statutory minimum stipulated in the Act on the Supervision of Finan-
cial and Insurance Conglomerates is 100%. Capital adequacy decreased 
due to higher capital requirements for the insurance business due to the 
Solvency II framework, which entered into force on 1 January 2016.

More detailed information concerning Aktia’s strategy and the financial 
year can be found in Aktia’s Annual Reports and Accounts Announce-
ments, and at www.aktia.com.

Rating

Standard and Poor’s upgraded its view of Aktia Bank plc’s outlook to stable 
(previously negative) on 16 November 2016 and also confirmed its rating 
of Aktia’s creditworthiness at A- for long-term borrowing and A2 for short-
term borrowing. Moody’s Investors Service upgraded Aktia Bank plc’s out-
look to positive on 4 July 2016 (previously stable). Aktia Bank plc’s credit rat-
ing remained unchanged at A3 for long-term borrowing, P-2 for short-term 
borrowing and C- for financial strength. The bank’s baseline credit assess-
ment (BCA) also remained unchanged (baa2). Moody’s Investors Service 
confirmed the rating Aaa for Aktia Bank’s long-term covered bonds.

The rating for the Government of Finland at the end of 2016 was Aa1 from 
Moody’s, AA+ from S&P Global Ratings and AA+ from Fitch Ratings. These 
three credit rating agencies issued ratings with stable outlook. 
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2.	I ntroduction 

Aktia Bank Plc, with Finnish business ID 2181702-8, provides these public 
disclosures according to Part Eight of Regulation (EU) No 575/2013, com-
monly referred to as the Capital Requirements Regulation (CRR), on its 
consolidated basis. 

This disclosure constitutes a comprehensive disclosure of risks, risk man-
agement and capital management. It includes disclosures or references to 
other disclosures, required according to Part Eight of the CRR, and tables 
especially encouraged by European Banking Authority (EBA) guidelines on 
disclosure requirements under Part Eight of the CRR. An overview of infor-
mation exempted from disclosure due to being non-material, proprietary 
or confidential can be found in Appendix 6c. The disclosures are made an-
nually in conjunction with the date of publication of Aktia Group’s financial 
statements. For the items where Aktia has assessed that more frequent 
disclosures are needed, information is given in the interim financial reports 
or on the Investor Relations pages at www.aktia.com. 

This report is presented based on the requirement stated in the CRR, Part 
Eight. By approving this report, the Board of Directors approves of the for-
mal statement of key risks in Section 2, and formally declares the adequacy 
of risk management arrangements given Aktia’s risk profile. The Board of Di-
rectors has approved for the Group principles for publication of disclosures 
according to Part Eight of the CRR, Article 435(1). All figures in this report 
are as of year-end 2016, unless otherwise stated.

The figures in this report are based on economic information that is present-
ed and audited in the Annual Report 2016. This report is not externally au-
dited; however, control mechanisms, internal processes and policies provide 
certainty to stakeholders about the accuracy and relevance of this report. 

2.1	 Description of Aktia Group 

Aktia Group provides financial services to its customers, mainly to private 
persons and families, entrepreneurs and small companies. During 2015, 
Aktia Group decided to start to implement a growth strategy. The basis for 
the strategy is the high level of customer advisory services and continuous 
development of services and products in different sales channels. Custom-
er satisfaction and the profitability of customer relationships in the long 
run are important features of this strategy. The strategy is followed up and 
measured against strategic target levels and limits for the strategy period.

Aktia Bank is active in the Finnish retail market, with a focus on growth ar-
eas in Finland such as the Helsinki Metropolitan Area, the coastal area and 
selected inland growth centres. The majority of Finland’s population lives 
in this area. Households accounts for 84% of the loan portfolio and 73% 
of the deposit stock. Aktia has established a position as one of the leading 
asset and fund management groups in Finland. Aktia has about 350,000 
private customers and about 50,000 corporate customers. They are served 
at 45 branch offices and via comprehensive web and telephone services. 
Aktia is a listed company; the majority of its shares are owned by savings 
bank foundations, institutions, companies and private individuals.

The group focuses primarily on banking, asset management, life insurance 
operations and real estate agency services. Risks and risk management 
are thus a substantial part of Aktia’s operating environment and business 
activities. The main areas of risk are credit, interest and liquidity risks in the 
banking sector, and interest and other market risks and insurance risks in 
the life insurance business. All of the Group’s operations are exposed to 
business and operational risks. 
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Aktia Bank plc is the parent company of Aktia Group. The regulatory re-
porting, capital adequacy calculations, as well as internal risk and capital 
allocation assessments are compiled for the Bank Group. The Bank Group 
includes Aktia Bank plc and all its subsidiaries, excluding insurance hold-
ings (the subsidiary Aktia Life Insurance Ltd), see Table 2.1.

2.2	 Statement of key risks in Aktia’s operations  

The results and capital adequacy of the banking business are affected 
primarily by business volumes, deposit and lending margins, the balance 
sheet structure, the general interest rate level, write-downs and cost ef-
ficiency. Fluctuating results in banking operations may occur as a result 
of sudden credit or operational risk outcomes. Business risks in the form 
of changes in volumes and interest margins change slowly, and they are 
managed through diversification and adjustment measures.

The results from asset management operations are mainly affected by 
trends in the business volumes, commission levels and cost efficiency. Op-
portunities for improving, customising and developing new products and 
processes help reduce the business risks. Negative trends in the valuation 
of assets under management might also affect customers’ decisions to in-
vest in funds and other investment products.

Life insurance operations are based on bearing and managing the risk of 
loss events, as well as the risks involved on the asset side and, on the other 
hand, on liabilities. Volatility in the solvency and results from life insurance 
operations can be attributed primarily to market risks in the investment as-
sets and the interest rate risk in technical provisions. The policyholder bears 
the market risk of the investments that act as cover for unit-linked policies, 
while the company bears the risk of that part of the investment portfolio 
that covers technical provisions for interest-linked policies.

Table 2.1. The differences in the basis of consolidation for accounting and prudential purposes

Owner Company Branch
Voting  
power

Accounting 
consolidation

Prudential 
consolidation in 
accordance with CRR

Aktia Bank Plc Aktia Real Estate Mortgage Bank Plc Financing 100% purchase method fully consolidated
Aktia Corporate Finance Ltd Financing 100% purchase method fully consolidated
Aktia Finance Ltd Financing 100% purchase method fully consolidated
Aktia Fund Management Company Ltd Investment funds 100% purchase method fully consolidated
Aktia Asset Management Ltd Asset management 76% purchase method fully consolidated
Aktia Kiinteistönvälitys Oy Real estate Agency 100% purchase method fully consolidated
Aktia Life Insurance Ltd Insurance 100% purchase method not consolidated, 

holdings partially 
deducted from own 
funds

Aktia Life Insurance Ltd Keskinäinen Kiinteistö Oy Pakkalantie 21 Real estate 100% purchase method not consolidated
Keskinäinen Kiinteistö Oy Pakkalantie 19 Real estate 100% purchase method not consolidated
Keskinäinen Kiinteistö Oy Tikkurilantie 141 Real estate 100% purchase method not consolidated
Kiinteistö Oy Kantaatti Real estate 100% purchase method not consolidated
Kiinteistö Oy Keinusaaren Toimistotalo 1 Real estate 50% equity method not consolidated
Kiinteistö Oy Skanssinkatu Real estate 50% equity method not consolidated
Kiinteistö Oy Lempäälän Rajamäentie Real estate 50% equity method not consolidated
Keskinäinen Kiinteistö Oy Sähkötie 14-16 Real estate 33% equity method not consolidated
Kiinteistö Oy Lahden BW Tower Real estate 33% equity method not consolidated
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Risk Definition Risk profile

General Risk refers to a calculated or unexpected event 
that has a negative impact on results (loss) or 
capital adequacy/solvency. The term covers both 
the probability of an event taking place, as well as 
the impact of the event taking place.

Aktia focuses primarily on banking, asset management, life insurance operations and 
real estate agency services. Risks and risk management are thus a substantial part of 
Aktia’s operating environment and business activities. The main areas of risk are credit, 
interest and liquidity risks in the banking sector and interest and other market risks 
and insurance risks in the life insurance business.  All of the Group’s operations are 
exposed to business and operational risks. 

Credit risk The risk of loss due to the debtor failing to fulfil ob-
ligations towards Aktia. Counterparty risk is a part 
of credit risk and is defined as the risk of loss or 
negative valuation differences due to deterioration 
of the counterparty’s credit worthiness. Credit risk 
also includes concentration risk and settlement 
risk.

Aktia'a lending is dominated by private individuals, households and small-sized 
companies. Lending to customers is mainly mortgage lending where security is 
predominantly real estate. The lending process comprises of evaluation and rating of 
each customer where the ability for debt repaiment is in focus. The bank is exposed 
to counterparty risk through derivative contracts, which is mitigated by collateral 
arrangements according to agreements with each counterparty. Counterparties are 
selected through an evaluation process focusing on their ratings and they are mainly 
systemically important financial institutions.

Market risk Market risk is divided into interest, exchange 
rate, equity and real estate risks. Market risk refer 
to changes in the value of assets or liabilities, 
including the effects of correlation and volatility, 
that have a negative effect on the result or equity/
solvency.            

Aktia's market risk is mainly structural interest rate risk in its balance sheet, while 
exchange rate risk is low as lending and funding is mainly euro-denominated. No 
trading activities are carried out by the Group. Aktia is also exposed to market risk in its 
investment acitivities in the bank and in Aktia Life Insurance. Limits are set for the mar-
ket risk annually by the Board of directors and then monitored and utilisation reported 
regularly. Market risk for the group is stress-tested regularly to monitor the impact of a 
severe downnturn in market conditions.

Funding and 
liquidity risk

The risk that the group will not be able to meet 
its payment obligations, the availability and cost 
of refinancing, as well as differences in maturity 
between assets and liabilities.

Liquidity risks arise because the maturity structures on the asset and liability sides of 
the balance sheet do not coincide, as lending is generally longer term than deposits. 
To ensure market-related refinancing, the bank strives to maintain a diverse range of 
financing sources and an adequate diversification across different markets and inves-
tors. Aktia maintains a liquidity buffer for which a target is set annually by the Board of 
Directors. The liquidity buffer consists almost entirely of securities which are eligible as 
pledges to the central bank.

Insurance risk Insurance risk refers to the risk that claims to be 
paid out to policyholders exceed the expected 
amount. The risk is divided into underwriting risk 
and technical provision risk.

Aktia Life Insurance provides voluntary pension insurance, life insurance and savings 
insurance. Due to laws regarding insurance contracts provisions, the company has 
quite limited scope to influence premium levels. The sufficiency of premiums is moni-
tored on a yearly basis. For new policies, the company is free to set the premium levels, 
which are decided by the Life Insurance Board. Reinsurance is used to limit the liability, 
ensure that the solvency capital is adequate, and to prevent profit fluctuation.

Operational 
risk

Operational risks refer to risk of loss arising from 
unclear or incomplete instructions and internal 
processes, unreliable information, human error, 
deficient systems or external events.

The framework for managing the operational risks of the Group has been established 
by the Board of Directors. The responsibility for managing operational risks lies with 
the risk owner, i.e. the management of the different business areas and their organisa-
tion. Risk assessments are performed by the risk owners and their organisation with 
the help of standard assessment models. Adequate internal instructions, continuity 
planning for all critical functions and standard processes for approval of new products, 
processes and services are applied on a group level.

Other Other risks include business risk, strategic risk 
and reputational risk. Business risk refers to risk of 
decreased income and increased costs due to de-
creasing volumes, price pressures or competition. 
Strategic risk is closely related to business risk and 
is defined as risk of losses due to mistaken busi-
ness decisions or failure to react to the changes in 
society, regulatory system or the banking sector, 
while reputational risk is a decline in confidence 
towards the group due to negative publicity.

Business and strategic risk are predominantly risks that, when realised, have an impact 
on the group's perfomance and profitablility. Reputational risk is similar but can in 
addition have an impact on the group's liquidity. Business risk is reduced by diversifica-
tion in operations, as well as strategic risk. Some strategic risks can also be realised 
as operational risk incidents and they are managed by same measures as mentioned 
above. Reputational risk is mitigated by transparency and providing timely informa-
tion to all parties with interest in the group. Aktia has published an information policy 
which can be accessed on the group's webpage.

Table 2.2. Risk definitions and risk profile
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2.3	 Legal and governance structure 

Figure 2.4. Aktia Group’s governance structure

Figure 2.3. Aktia Group’s legal structure
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(Listed on Nasdaq Helsinki)
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* The group legal structure  entered into force 28.2.2017. Aktia Real Estate Mortgage Bank Plc merged on 28th February with Aktia Bank Plc.
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3.1	 Risk management

The group is managed in the manner of an industrial group, which means 
that the parts of the Group complement each other, work in synergy, and 
promote competitive advantages as a group. In the subsidiaries, their 
Boards of Directors and CEOs are responsible for adherence to strategies 
and guidelines/policies set at Group level.

3.1.1	 Board of Supervisors

The Board of Supervisors is appointed by the Ordinary Annual Gen-
eral Meeting. The Board of Supervisors is responsible for monitoring the 
administration of the company and reports on the company’s financial 
statements, the report by the Board of Directors and the audit report to 
the company’s Ordinary Annual General Meeting. The Board of Supervi-
sors makes decisions on matters that are related to significant restriction or 
expansion of operations. The Board of Supervisors also appoints the com-
pany’s Board of Directors and can advise the Board of Directors in matters 
that are of special importance.

Aktia Bank announced on 31 January 2017 that the current administra-
tion model, which includes a Board of Supervisors, will be reconsidered. 
The Board has decided to proceed with preparations to replace the Board 
of Supervisors with a Representative Assembly without formal legal status 
according to company laws and without decision-making right. The re-
sponsibility to appoint the bank’s Board of Directors would then transfer 
from the Board of Supervisors to the Annual General Meeting, and the ap-
pointments would be prepared by a Nomination Committee. The planned 
schedule for transition to a simplified administration model is September 
2017, when the bank aims to hold an extraordinary Annual General Meet-
ing to decide on changes in the articles of association. 

3.1.2	 Board of Directors 

The Board of Directors of Aktia Bank plc oversees that the Aktia Group is 
managed efficiently and follows prudent business principles in accord-
ance with the provisions of applicable laws, the Articles of Association and 
the instructions issued by the Board of Supervisors. The Board of Directors 
approves the bank’s business strategy, strategic objectives, risk strategy 
and systems for management and governance, as well as monitoring and 
overseeing them. The Board of Directors also appoints Aktia’s Managing 
Director.

The group’s strategy governs all risk-taking, and the Board of Directors has 
the responsibility for the Group’s risk management and the resources it re-
quires. The Board of Directors annually approves the Group’s risk manage-
ment framework (also called the Group’s risk policy), including goals and 
limits for managing the operations. The risk appetite is approved and trans-
lated into guidelines and limits set for business units.

The Board of Directors regularly monitors the group’s compliance with 
the risk policy, and risk positions. Utilisation of risk limits is reported to the 
Board of Directors at least quarterly.

The Board of Directors approves and monitors the Group’s internal capital 
assessment, including stress tests, in order to measure the adequacy of 
capital, taking into account the Group’s risk positions. 

3.1.3	 Board’s Risk Committee

The Group’s Board of Directors appoints a Risk Committee from among 
its members to prepare risk-related matters for the Board’s consideration, 
including the Group’s risk policy, and to make individual credit decisions in 
accordance with the principles and limits accepted by the Board. The Risk 
Committee also prepares the internal capital assessments (ICAAP) for the 
Group and for the life insurance subsidiary (ORSA), liquidity and funding is-
sues, and the recovery and continuity plans for the Group.

The Board’s Risk Committee consisted of four members of the Board with 
expertise in the field of risk management, lending and investment activi-
ties. The Risk Committee met 14 times during 2016. In these meetings, 
the Committee discussed and made decisions on 35 credit applications, 
among other issues. Risk-related information and several new policies and 
guidelines were discussed and decided and updated during 2016.

3.1.4	 Executive Committee

The Managing Director is appointed by the Board of Directors. The Manag-
ing Director is responsible for the day-to-day management of the Aktia 
Group in accordance with instructions issued by the Board of Directors 
concerning administration of the Group’s business.

The Executive Committee members manage respective business areas or 
support functions. Certain matters related to lending and the handling of 
the Group’s financing, liquidity and market risks as well as administration 
are dealt with by committees consisting of Executive Committee members 
and others appointed by the Managing Director.

The Managing Director is responsible for organising the risk management 
processes, and the executive committee prepares matters relating to inter-
nal capital assessment and further delegation of risk mandates. 

The Executive Committee met roughly once a month in meetings dedi-
cated to risk-related matters during 2016. The role of these meetings is to 
handle and prepare issues for decisions by the Board of Directors and to 
develop risk management processes within the Group. Representatives of 
the risk control function take part in the meetings. Risk Control, however, 
does not participate in decision-making. 

3.	Governance of risk    
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3.1.5	 The Group’s risk control function

The Group’s Risk Control function reports to the Board of Directors. Risk 
Control monitors risk management in the business units and is responsi-
ble for overseeing that appropriate calculations, analysis and monitoring of 
risks in all areas of the group’s operations, including subsidiaries. Risk Con-
trol assesses the Group’s overall risk position and in relation to the strategy 
decided by the Board of Directors. Risk Control is responsible for preparing 
the Group’s risk management framework, which is annually approved by 
the Board of Directors. The Group’s internal capital assessment and liquid-
ity planning process is coordinated by Risk Control, and it evaluates the 
impacts of different stress tests and scenarios on capital adequacy and 
liquidity position as well as on the result of the financial conglomerate and 
Group companies. Risk Control has also the responsibility for coordinating 
and updating the Group’s recovery plan according to the Bank Recovery 
and Resolution Directive and national legislation, and the monitoring of 
the indicators in the plan.

Regarding the fund and asset management subsidiaries, the independent 
risk control function is responsible for daily monitoring and reporting of risk 
limits related to the mutual funds administrated by Aktia Fund Manage-
ment Company. The middle office function monitors the risk limits of all the 
other asset management customers of Aktia. In addition, potential breaches 
of risk limits are reported to the Board of Directors of the two subsidiaries 
Aktia Fund Management Company Ltd and Aktia Asset Management Ltd.

Administratively, the Group’s Risk Control function is subordinate to the 
Group’s Chief Control Officer, who is a member of the Executive Committee.

In providing financial solutions to its customers, Aktia is exposed to various 
risks. Risks and risk management are thus a substantial part of Aktia’s op-
erating environment and business activities. The term “risk management” 
refers to all activities involved in the taking, reducing, analysis, measuring, 
controlling and monitoring of risks. The risk culture in Aktia Group is based 
on high ethical principles and integrity in all its operations. The personnel 
are well aware of the significance of internal control, their own roles and 
responsibilities, and the code of conduct. 

3.1.6	 Three lines of defence

The primary responsibility for internal control lies with the business units 
responsible for the day-to-day running of business, operating processes 
and their control, as well as risk management measures. Risk management 
is the key element of internal control. The control functions consist of the 
group’s Risk Control unit, the Compliance function and Financial Report-
ing and Analysis, which are independent of the business units. In addition, 
there are persons responsible for control functions in two of the subsidiar-
ies: Aktia Life Insurance and Aktia Fund Management Company. These per-
sons report to the head of the Compliance function and the head of Risk 
Control, respectively.

The first line of defence – business units

The first line of defence comprises business units and support units. Risk management is a part of internal control, and therefore, the business units bear the 
responsibility for risk management measures. The business units are responsible for building up processes and competence for risk management and internal 
control, identifying and analysing risks, and making decisions on how risk will be dealt with through pricing, covenants, pledges or other risk-reducing policies.

The second line of defence – Risk Control, Compliance, and Financial Reporting and Analysis

The second line of defence comprises of the independent control functions Risk Control, Compliance, and Financial Reporting and Analysis. 
The role of the Risk Control function is to develop the principles, methods and instructions for managing risks, analysis and assessment of risk positions as well 
as for monitoring how risk management is implemented in business operations. In addition, Risk Control makes proposals for limits to risk appetite, measures 
and analyses risk, estimates the need for economic capital, and monitors how risk management is realised in the business organisation. Risk Control, led by the 
Head of Risk Control, reports directly to the Group’s Board of Directors. In addition, there is an independent risk management control function in Aktia Fund 
Management Company Ltd, which reports to the Fund Management Company’s Board of Directors as well as to the Head of Risk Control. At the beginning of 
2016, an independent actuary function was implemented in Aktia Life Insurance, which reports directly to the company’s Board of Directors.

The Compliance function secures compliance in the Group’s business operations, supporting executive and line management in the implementation of in-
ternal rules and regulations, as well as identifying and reporting risks related to shortcomings in compliance. The Compliance function reports directly to the 
Board of Directors. The Group has also implemented an independent channel for whistleblowing. 

Financial Reporting and Analysis is responsible for economic data, analyses of current and future situations, and financial reporting to different authorities and 
other functions.

The third line of defence – Internal Audit

The third line of defence comprises the Group’s Internal Audit function, which is independent and separate from other functions, ensuring appropriate internal 
control and risk management. Internal Audit also contributes through permanent changes in business activities. Internal Audit is responsible for an independ-
ent assessment and evaluation of all operations in Aktia Group, including the adequacy and quality of the Group’s internal controls, risk management and of 
the control functions. Internal Audit reports directly to the Board of Directors. 
External parties, such as the Group’s auditors, also assess internal control and its adequacy.

Figure 3.1. Lines of defence
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3.2	 Internal control and risk management 
system associated with the 
financial reporting process 

Internal controls in the financial reporting process are based on the follow-
ing underlying principles: having clear roles, a clear division of responsibil-
ity, sufficient understanding of operations in the parts of the organisation 
concerned, and comprehensive and regular reporting procedures within 
the Aktia Group. 

To ensure that the financial reporting is accurate, system-based internal 
controls have been built into all key processes, as well as duality and recon-
ciliation where information is recorded. Internal control is supported by ob-
servations from the Group’s Internal Audit unit, which, by means of random 
sampling, verifies the accuracy of information flows and the sufficiency 
of the level of control. The Internal Audit unit reports directly to the Aktia 
Group’s Board of Directors and its Audit Committee. 

The Aktia Group’s operational organisation for financial reporting is a unit 
within the Group’s Finance department. The unit is also in charge of ex-
ternal reporting to the local authorities. The Finance department is also 
responsible for Group consolidation, budgeting, internal monitoring of 
results, upholding accounting principles, and internal reporting guide-
lines and instructions. For each business segment and/or key individual 
companies, segment controllers have been appointed with responsibil-
ity for financial monitoring and analysis. Group reporting is compiled in 
a centralised manner and supported by a common system for financial 
reporting, comprising both external and internal reporting, and contribut-
ing to consistent management of financial reporting at different levels on 
an ongoing basis. 

Parts of the Group’s current accounting have been outsourced to external 
companies that provide accountancy services. These accountancy services 
also include the maintenance of securities, fixed asset ledgers and the 
preparation of accounts in accordance with Finnish accounting standards. 

The services are rendered in accordance with agreements entered into be-
tween the parties, and they comply with the guidelines and directives is-
sued by the Financial Supervisory Authority and other authorities. In order 
to develop and assess cooperation, meetings are arranged regularly with 
service providers. 

Within the Aktia Group, duties and responsibilities have been organised 
so that people involved in the financial reporting process have only very 
restricted rights of use to the different production systems and business 
applications in the respective business area. The Aktia Group’s Finance 
function, which is in charge of internal and external financial reporting, is 
not involved in making direct business decisions. The Financial Manager 
reports to the Aktia Group’s Chief Financial Officer, who is a member of the 
Executive Committee. 

The Aktia Group’s internal reporting and monthly financial statements are 
based on the same structure and are prepared using the same standards 
applied to the official interim financial statements and annual accounts. 
The monthly reports, supplemented by comparative analysis of previous 
periods, the budget, planned projects and central key figures for analys-
ing the respective business segments are currently distributed to Aktia 
Group’s Board of Directors and management, selected key personnel and 
the auditors. 

The Group’s financial development and performance is addressed each 
month by the Aktia Group’s Executive Committee. A similar detailed review 
takes place on a quarterly basis by the Group’s Board of Directors and its 
Audit Committee in the form of interim reports and an annual report. The 
interim reports and the annual report are reviewed by the Group’s external 
auditors, who report their observations to the audit committee. New or 
revised accounting principles are to be dealt with and approved by the 
Group’s Board of Directors and its Audit Committee.

Internal control and risk management in the Aktia Group is summarised in 
Figure 3.2.
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Figure 3.2. Aktia Group Internal control and risk management
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4.1	 Capital position

4.1.1	 Minimum capital requirements

The regulatory minimum capital requirements for Aktia Bank Group are 
stated in the EU Capital Requirements Regulation (No 575/2013), which is 
supplemented by the implementation of the national options by the Finn-
ish regulators. The Capital Requirements Directive (CRD) (2013/36/EU) is 
implemented in the Finnish Credit Institutions Act and stipulates the pow-
ers to set the additional buffer requirements in Finland. 

The Financial Supervisory Authority in Finland has granted Aktia Bank 
Group permission to apply the internal ratings-based (IRB) approach to 
retail and equity exposures. This represents 56% of the Bank Group’s credit 
risk exposure. The rest of the credit exposures are calculated with the 
standardised approach (SA). For counterparty credit risk in the OTC deriva-
tives, the mark-to-market method is applied to calculate the exposure 
value. The capital requirement for the credit valuation adjustment risk is 
calculated with the standardised method. The basic indicator approach 
was used for operational risks. There are no capital requirements for market 
risks because of the small trading book and limited foreign exchange (FX) 

4.	Capital management

Despite the reduction in capital and growth in the loan book, Aktia’s CET1 ratio remained at 
a solid level in 2016. Capital management aims to ensure that the capital adequacy is suffi-
cient to support the business strategy and to provide buffers during times of stress.

Table 4.1. Minimum capital requirements and REA

31 Dec 2016 31 Dec 2015

(EUR million)

Minimum 
capital 

requirement REA
Credit 

exposure

Minimum 
capital 

requirement REA
Credit 

exposure
Credit risk 129.8 1,622.7 8,271.7 129.2 1,614.8 8,627.9
- of which counterparty credit risk 0.9 11.5 38.6 1.1 14.0 47.8

IRB 72.0 900.1 4,944.1 80.0 999.4 5,323.0
- of which retail 61.4 767.2 4,895.3 69.4 867.3 5,273.6
- of which secured by immovable property 56.4 704.9 4768.3 65.3 816.6 5168.0
- of which other retail 3.7 45.9 106.0 2.6 32.2 83.5
- of which SME 1.3 16.4 21.0 1.5 18.5 22.0
- of which equity 10.6 132.9 48.8 10.6 132.1 49.3

Standardised 57.8 722.6 3,327.6 49.2 615.4 3,304.9
- of which central governments or central banks 0.0 0.0 630.5 0.0 0.0 498.0
- of which regional governments or local authorities 0.1 0.8 223.8 0.0 0.2 225.9
- of which multilateral development banks 0.0 0.0 51.6 0.0 0.0 65.0
- of which international organisations 0.0 0.0 159.2 0.0 0.0 159.5
- of which institutions 9.4 117.5 385.4 11.5 144.1 469.5
- of which corporate 11.9 148.8 149.9 5.1 63.8 66.2
- of which retail 5.8 72.2 104.9 5.6 69.7 99.8
- of which secured by mortgages on immovable property 21.2 265.6 701.4 14.8 184.4 476.9
- of which in default 0.9 11.5 10.5 1.0 12.2 11.2
- of which associated with particularly high risk 0.0 0.0 0.0 0.0 0.0 0.0
- of which covered bonds 6.9 86.6 866.1 9.5 118.4 1183.8
- of which equity 0.0 0.0 0.0 0.0 0.0 0.0
- of which other items 1.6 19.6 44.4 1.8 22.5 49.2

Credit value adjustment risk 2.1 26.2 2.2 27.8
Market risk 0.0 0.0 0.0 0.0
Operational risk (basic indicator approach) 27.9 348.7 28.5 356.1
Total 159.8 1997.7 159.9 1,998.8
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positions. Aktia Bank Group has no investments in securitisation positions, 
and it has no securitised exposures.

The Solvency II framework entered into force for insurance companies on 1 
January 2016. The Solvency II requirements are stated in Commission Del-
egated Regulation (EU) 2015/35 and in the Insurance Companies Act.

For the financial conglomerate, Aktia uses the consolidation method as 
stipulated in the Act on the Supervision of Financial and Insurance Con-
glomerates.

Figure 4.2. Split of REA changes
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Table 4.3: Non-deducted participations in insurance 
undertakings*

31 Dec 2016

EUR 1,000 Value
Holdings of own funds instruments of a financial sector 
entity where the institution has a significant investment 
not deducted from own funds (before risk-weighting)

39,622

Total RWAs 99,055

*EU INS1

4.1.2	 Own funds

Table 4.4 presents a summary of Aktia Bank Group’s own funds and their 
development in 2016. The total amount of the Bank Group’s own funds 
decreased by EUR 15.9 million during 2016. The CET1 capital decreased by 
EUR 23.7 million. The unrealised gains on available for sale assets reduced 
due to maturing fixed-income investments. The intangible assets to be 
deducted also increased during the year due to the ongoing implementa-
tion of the new core banking system. Deduction of significant holdings of 
financial entities relates to holdings in Aktia Life insurance Ltd. The amount 
above the 10% threshold is deducted from CET1 capital, and the remaining 
part is risk weighted at 250%.

Aktia Bank Group issued a gross amount of EUR 48.8 million of new Tier 2 
subordinated debt during 2016. The amount of grandfathered instruments 
recognised as Tier 2 capital decreased by EUR 5.8 million during the year. 
The amount recognised in the Bank Group’s own funds of CRR-compliant 
Tier 2 instruments decreased due to the maturity haircut by EUR 35.2 mil-
lion, resulting in a total net increase in Tier 2 capital instruments by EUR 7.8 
million during 2016.

Table 4.1 presents the composition of Aktia Bank Group’s minimum capi-
tal requirement. The table also presents the changes in credit exposures 
and the split between calculation approaches. Figure 4.2 summarises the 
changes in REA during the year. The mortgage loans brokered by savings 
banks and POP Banks decreased during the year, which lead to decrease in 
the REA of retail exposures secured by real estate. The amount of REA also 
diminished due to a reduction of volume in the liquidity portfolio. Corpo-
rate lending increased during 2016, which led to growth in corporate and 
real estate secured REA. The total amount of REA remained at the previous 
year’s level.  

Appendix 2 presents the full disclosure of items and deductions in the 
Group’s own funds. Appendices 3 and 4 include the disclosure of the terms 
of CET1 and Tier 2 instruments included in own funds. The full terms and 
conditions of capital instruments can be found at www.aktia.com (only in 
Swedish and Finnish).
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Table 4.4 Summary of consolidated own funds and movements during 2016

Aktia Bank Group, EUR million
Own funds  

31 Dec 2015
Development in 

2016
Own funds  

31 Dec 2016
Equity 163.0 0.0 163.0
Reserves, retained earnings and profit after dividend 299.2 2.5 301.8
Unrealised gains on AFS financial assets 24.0 -8.1 15.9
Intangible assets -47.8 -12.8 -60.6
EL shortfall -19.2 -1.1 -20.3
Significant holdings in financial sector entities -4.4 -2.2 -6.6
Other items -1.5 -2.1 -3.6
CET1 total 413.4 -23.7 389.7
Tier 1 capital 413.4 -23.7 389.7
Grandfathered Tier 2  instruments 5.8 -5.8 0.0
CRR compliant Tier 2 instruments 122.6 13.6 136.1
Own funds 541.7 -15.9 525.8

4.1.3	 Buffer requirements

The Basel III framework introduced a series of buffer requirements that 
increase the 8% minimum capital requirement set by the CRR. In the 
European Union, the buffers are included in the CRD, which means that 
implementation of buffers can vary between member states. In Finland, 
the capital conservation buffer, countercyclical capital buffer and buffer 
requirement for systemically important institutions have been implement-
ed so far. Table 4.5 illustrates the current buffer requirements. All buffer 
requirements should be covered with CET1 capital. The countercyclical 
capital buffer requirement is an institution-specific requirement calcu-

Table 4.5 Combined capital requirement as of 31 Dec 2016

Buffer requirements, %

Minimum 
requirement

Capital 
Conservation

Counter-
cyclical O-SII Systemic risk

Total capital 
requirement

CET1 capital 4.50 2.50 0.03 0.00 NA 7.03
AT1 capital 1.50 1.50
Tier 2 capital 2.00 2.00
Total 8.00 10.53

lated based on the weighted average of the relevant credit exposures and 
individual buffer requirements set in different jurisdictions. In Finland, the 
board of the Financial Supervisory Authority has currently set the require-
ment to 0% for Finnish exposures. However, for example in Sweden and 
Norway, a 1.5% requirement has been set. This requirement also applies to 
certain exposures, mainly in the Bank Group’s liquidity portfolio. Tables 4.6 
and 4.7 summarise the calculation of institution-specific countercyclical 
capital buffer requirement as stipulated in EU Regulation 2015/1555. 
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Table 4.6 Geographical distribution of credit exposures relevant for the calculation of the countercyclical capital buffer, EUR million*

31 Dec 2016
General credit  

exposures  Trading book exposure  Securitisation exposure  Own funds requirements

Own funds 
requirement 

weights

Countercy-
clical capital 

buffer rate
Exposure 

value for SA
 Exposure 
value IRB

 Sum of long 
and short 

position 
of trading 

book

 Value of 
trading 

book 
exposure 

for internal 
models

 Exposure 
value for SA

 Exposure 
value for IRB

 Of which: 
General 

credit expo-
sures

 Of which: 
Trading 

book expo-
sures

 Of which: 
Securitisa-
tion expo-

sures  Total
Breakdown by country
Finland 1,046.8 4,947.8 0.0 0.0 0.0 0.0 113.1 0.0 0.0 113.1 94.0% 0.000%
Norway 217.8 0.9 0.0 0.0 0.0 0.0 1.8 0.0 0.0 1.8 1.5% 1.500%
Sweden 61.8 2.4 0.0 0.0 0.0 0.0 0.6 0.0 0.0 0.6 0.5% 1.500%
Hong Kong 3.2 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.1 0.1% 0.625%
Other countries 547.6 6.6 0.0 0.0 0.0 0.0 4.8 0.0 0.0 4.8 4.0% 0.000%
Total 1,877.3 4,957.8 0.0 0.0 0.0 0.0 120.4 0.0 0.0 120.4 100.0%

*EU Regulation 2015/1555
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Table 4.9. Development of Leverage Ratio

Aktia Bank Group

EUR million 31 Dec 2016 30 Sep 2016 30 Jun 2016 31 Mar 2016 31 Dec 2015
Tier 1 capital, fully phased 390 406 408 415 413
Total exposure 8,206 8,207 8,805 8,729 8,814
Leverage Ratio, % 4.7 4.9 4.6 4.8 4.7

Table 4.7. Amount of institution-specific countercyclical 
capital buffer*

EUR million 31 Dec 2016
Total risk exposure amount 1,997.7
Institution specific countercyclical buffer rate 0.03%
Institution specific countercyclical buffer requirement 0.6

*EU Regulation 2015/1555

On 16 December 2016, based on the Credit Institution Act, the Financial 
Supervisory Authority made a decision on a discretionary buffer require-
ment on a consolidated level (regulatory Pillar 2 capital requirement). The 
requirement is based on the outcome of the supervisory review and evalu-
ation process (SREP). The total Pillar 2 requirement is 1.75% and covers the 
concentration risk in credit risk (1.0%) and the interest rate risk in the bank-
ing book (0.75 %). For those risks, there are no explicit capital requirements 
in the CRR. The Pillar 2 requirement must be met with CET1 capital. The 
requirement enters into force as of 30 June 2017 and increases the Bank 
Group’s minimum capital requirement as well as the minimum capital re-
quirement for the financial conglomerate.

Table 4.8. Development of capital ratios 

Capital adequacy, % 31 Dec 2016 30 Sep 2016 30 Jun 2016 31 Mar 2016 31 Dec 2015
Aktia Bank Group
CET1 Capital ratio 19.5 19.2 19.7 19.5 20.7
Tier 1 Capital ratio 19.5 19.2 19.7 19.5 20.7
Total capital ratio 26.3 25.5 26.2 25.6 27.1

Aktia Bank
CET1 Capital ratio 16.1 15.6 17.4 17.5 18.6
Tier 1 Capital ratio 16.1 15.6 17.4 17.5 18.6
Total capital ratio 21.7 20.8 23.4 23.3 24.6

Aktia Real Estate Mortgage Bank
CET1 Capital ratio 193.9 141.5 94.5 86.8 79.5
Tier 1 Capital ratio 193.9 141.5 94.5 86.8 79.5
Total capital ratio 193.9 141.5 94.5 86.8 79.5

Aktia Asset Management
CET1 Capital ratio 11.5 11.3 11.2 11.2 11.2
Tier 1 Capital ratio 11.5 11.3 11.2 11.2 11.2
Total capital ratio 11.5 11.3 11.2 11.2 11.2

4.1.4	 Capital ratios and leverage ratio

Table 4.8 shows the development of capital ratios. The consolidated CET1 
capital ratio reduced by 1.2 percentage points during the period, which 
was mostly related to a reduction in the amount of CET1 capital. 

The development of the leverage ratio is presented in Table 4.9. The total 
exposure amount reduced during the period, mainly as a result of the di-
minishing loan book of Aktia Real Estate Mortgage Bank. This was compen-
sated by the growth in corporate lending and the reduction in the Tier 1 
capital, thus leaving the leverage ratio at the same level as the year before. 
Appendix 5 presents the information as stated in the implementing techni-
cal standards with regard to disclosure of the leverage ratio (EU Regulation 
2016/200).

4.1.5	  Aktia Life Insurance and the financial conglomerate

As of 1 January 2016, the life insurance company follows the Solvency II 
directive, in which the solvency calculations deviate considerably from 
previous requirements. The most important difference is that technical 
provisions are now measured at market value. According to Solvency II, 
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the company calculates its solvency capital requirement (SCR) and mini-
mum capital requirement (MCR) and identifies its available solvency capital 
within Solvency II. Aktia Life Insurance applies the standard formula for 
SCR, with consideration of the transitional measure for technical provisions 
in accordance with the permission granted by the Financial Supervisory 
Authority.

As at 31 December 2016, SCR amounted to EUR 80.6 million, MCR to EUR 
24.4 million and the available capital to EUR 144.7 million. Thus the solven-
cy ratio was 179.4 %. Without the transitional measures the SCR amounted 
to EUR 80.8 million, MCR to EUR 26.7 million, and the available capital to 
EUR 87.9 million; the solvency ratio was 108.7%.

The financial conglomerate’s capital adequacy ratio was 188.6% (226.7%). 
The statutory minimum stipulated in the Act on the Supervision of Finan-
cial and Insurance Conglomerates is 100%. The lower capital adequacy 
ratio is a result of increased capital requirements in the life insurance busi-
ness after the Solvency II framework entered into force in 2016.

4.2	 Capital management and internal 
capital requirements

4.2.1	 Capital management

Capital management assesses the group’s capitalisation in relation to the 
risks of operations. The aim is to support business strategies and secure 
adequate capital structure even during weaker periods of the economic 
cycle. The objective is to find a balance between effective use of capital 
and the financial stability required by internal and external counterparties. 
Capital management aims to identify material risks as a whole and to as-
sess their extent and the capital they require. The planning of operations 
is forward-looking and uses the annually produced strategic plan as the 
starting point.

The Group’s Executive Committee is responsible for preparing the Board’s 
annual strategic planning process, and for the accompanying capital plan-
ning and allocation. The Board’s risk committee monitors this work, while 
decisions are made in the Group’s Board of Directors. The group’s Internal 
Audit function conducts an annual evaluation of the capital manage-
ment process. The rules of procedure for the Board of Directors and its Risk 
Committee closely govern the process and decision-making within the 
capital management process. The Group’s independent Risk Control unit is 
responsible for ensuring that the Group’s material risks are identified, meas-
ured and reported consistently, correctly and adequately. The unit is also 
responsible for preparing proposals for internal capital requirements and 
capital adequacy targets.

A strategic business plan regarding volumes and risk levels in the near 
future is used as the starting point for capital planning. The plan is used as 
the basis for creating capital adequacy forecasts for the Group. In addition 
to base scenarios, stress tests are carried out in order to assess how weaker 
periods of the economic cycle affect capital adequacy.

The risk of excessive leverage is managed as part of the capital manage-
ment process. The development of leverage ratio is estimated based on 
the strategic business plan. The plan incorporates the growth targets in 
exposure amount as well as the anticipated developments in capital meas-
ure. As part of the process, the targets for the liability structure are also de-
fined. The asset encumbrance ratio is key metric and limits the amount of 
covered bond funding.

The level of leverage is monitored quarterly and reported to the Board of 
Directors. Leverage ratio is also an indicator in the Group’s recovery plan, 
and alarm zones have been set for the ratio. The recovery plan describes 
actions that the management can take in order to increase capital or re-
duce the exposures.   

4.2.2	  Capital policy

The stress scenarios and sensitivity analyses are used to derive the Group’s 
capital adequacy targets. The purpose of capital adequacy targets is to 
ensure the availability of sufficient capital buffers in cases where unexpect-
ed losses occur. The capital adequacy targets also take into account the 
targets for external ratings and the impacts of any foreseeable changes in 
regulatory requirements. The capital adequacy targets are set for the long 
term, but the actual buffer can vary over an economic cycle. 

Aktia defined its financial targets in the first quarter of 2015. The Bank 
Group’s and Aktia Bank Plc’s targets for the CET 1 are 15% at a minimum. 
The Group’s capital policy states that the subsidiaries will generally oper-
ate above the minimum capital requirements and that the capital buffer is 
maintained at the parent company. 

There are no current or foreseen material practical or legal impediment to 
the prompt transfer of excess own funds or repayment of liabilities among 
the Aktia Bank Plc and its subsidiaries. Each legal entity must fulfil its indi-
vidual capital requirements and have sufficient liquidity to operate. Aktia 
Bank Plc and all its subsidiaries are incorporated in Finland. Thus there is no 
need for cross-border transfers within the Group. 

The capital adequacy target for the financial conglomerate is to exceed 150%.

The Group’s dividend policy states that the pay-out ratio should be at least 
50% of the profit for the year. 

4.2.3	  Internal capital requirements

The internal assessment of capital requirements for the Group is an im-
portant element of capital management. The internal capital requirement 
reflects the Group’s capital adequacy more comprehensively than the 
regulatory capital requirements (Pillar 1) because it also takes into account 
risks not included in them. The internal capital requirement encompasses 
all of the Group’s material risks. 
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The Bank Group’s internal capital requirement is based on the “Pillar 1 plus 
Pillar 2” method. Pillar 1 sets the minimum regulatory capital requirements 
for credit risks and operational risks. In Pillar 2, the capital requirement is 
supplemented with internal capital requirements for other risks as well 
as areas that are covered insufficiently under Pillar 1. The main principles 
of the methodology remained unchanged during the year, but there are 
some changes in the detailed parameters and assumptions within indi-
vidual risk models.   

The Pillar 1 requirements for credit risks are based on a combination of the 
SA and Aktia’s IRB models. Pillar 2 adds the capital requirement for concen-
tration risk, since the Pillar 1 methods are based on the assumption that the 
credit portfolios are perfectly diversified across counterparties, regions and 
industries. Aktia uses an internal model to measure single-name concentra-
tions in corporate and liquidity portfolios as well as product and geograph-
ical concentrations in the banking book. 

Aktia has no trading book, which means that there is no Pillar 1 require-
ment for market risk. The market risk in the banking book is captured in the 
Pillar 2 requirements. The Pillar 2 models measure the spread, equity, FX 
and real estate risks in the available-for-sale (AFS) portfolios. Market risk also 
includes the interest rate risk in the banking book. The model for structural 
interest risk in the banking book also includes the Bank Group’s liquidity 
portfolio. The aggregation of market risk requirements assumes a correla-
tion structure between various components of market risk.  

Business risk in banking is measured with a scenario model that takes into 
account changes in customer behaviour and pricing, the cost of funding 
and the competitive situation, which affects the net interest income. The 
model also incorporates adverse scenarios in non-interest income and op-
erating costs. The model does not capture the effects of credit and market 
risks in P&L. The liquidity risk is covered partly in the model as rising fund-
ing costs.

The Pillar 2 requirements also include add-ons due to the ongoing imple-
mentation of the new core banking system. The Bank Group’s total internal 
capital requirement is the sum of different Pillar 1 and Pillar 2 requirements, 
i.e. no inter-risk diversification is assumed.

The internal capital requirement for Aktia Life Insurance is part of its ORSA 
(Own Risk and Solvency Assessment) process. The capital requirements are 
based on internal risk models that cover business, market, underwriting 
and operational risks. The model takes into account both intra- and inter-
risk correlations.

The results of the Bank Group and Aktia Life Insurance are aggregated to a 
Group requirement. The results are then compared to the capital position 
of the Group. The Group’s own funds are based on the adjusted value of 
equity and subordinated debt. The equity is adjusted by deducting the div-
idend proposal, intangible assets and EL shortfall. Also deducted are other 
life insurance-related items that are not considered to be own funds in the 
Solvency regulation. The Group’s own funds include the mark-to-market 
effect of technical provisions. During the year, the methodology was up-
dated to take into account the Solvency II transitional rules. Capital instru-
ments that are not freely transferable to cover losses within the Group are 
deducted from the Group’s own funds to the extent they exceed internal 
capital requirements.

Risk limits have been set based on the internal capital requirements. The 
limit establishes the maximum amount of capital that can be utilised for 
one specific risk type. The limit framework also incorporates the targets for 
capital adequacy. 
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Figure 4.10 Internal capital requirement by risk type
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4.2.4	  Stress testing 

Aktia carries out regular stress testing and scenario analysis to analyse the 
capital position and to identify risks. The process is conducted at different 
levels. Stress tests are carried out to measure the risk in certain positions or 
at company and Group level to capture the enterprise level of risk.  

The stress scenarios focus on the key risk factors of the Group. The major-
ity of the loan book is secured by residential real estate, thus declining 
housing prices combined with rising unemployment rate have a material 
impact on the loan losses. The development of short-term interest rates 
affects the level of interest income for the mainly Euribor-linked loan book. 
On the other hand, the long-term rates have an impact on the values of 
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the AFS portfolios in Aktia Bank and Life Insurance. In the Solvency II re-
gime, the interest rates also affect the present value of the interest-linked 
technical provisions.

Other market risk factors include credit spreads, equity and commercial 
real estate prices. Movements in credit spreads have an impact on both the 
value of the AFS portfolios as well as Aktia’s own funding prices. In Aktia Life 
Insurance, movements in FX rates also have a material impact.

Other key stress factors relate to the development of business volumes on 
and off the balance sheet and their pricing. Also, rising operating costs im-
pact the overall profitability of the Group.

The calculation process starts from the Group’s rolling financial forecasts, 
which include baseline assumptions of business volumes and profitability. 
The stress scenarios cover a rolling three-year period. The severity of the 
scenarios can be adjusted to meet different needs for stress testing. Differ-
ent P&L items are recalculated in the scenario based on the selected risk 
factors.

The stressed NII is based on assumptions on the business volumes and 
margins of both interest-bearing assets and liabilities in the scenario. The 
selected interest rate scenario affects the repricing of the balance sheet. 
The asset and liability management (ALM) model that calculates the NII es-
timate also provides the dynamic balance sheet estimates, which are also 
used as a basis for the credit risk REA estimates.

Loan loss estimates are based on the point-in-time estimates of the loan 
book. Credit risk scenarios are based on a two-factor model where one fac-
tor drives the point-in-time estimates of PD and cure rates, and the other 
the collateral values behind the loss given default (LGD) estimates. The loan 
loss estimates can be supplemented by additional defaults in the corpo-
rate portfolio. The RW estimates for the current and future IRB portfolios are 
based on the TTC PD and downturn LGD models, and static RWs for other 
portfolios that are currently under the SA. Combined with the balance 
sheet estimate, an REA estimate is obtained.

In addition to NII, the market risk factors mainly affect the unrealised profits 
and losses measured at fair value. The market risk factors are the main driv-
ers of Solvency stress in Aktia Life Insurance. The life insurance company 
has a special ALM tool to measure the dynamic impact of the scenarios on 
its Solvency ratios.

Based on the selected scenario, a stressed balance sheet, P&L and risk-
metric estimates are calculated. Combined with the scenario assumptions 
on the capital policy, i.e. dividend pay-out and new issues of various capital 
instruments, capital ratios for Aktia Bank and Life Insurance and the finan-
cial conglomerate are derived. The results are then compared to the target 
and the alarm zones set by the Board of Directors.   

The stress scenario methodology is also used to calculate the regulatory 
stress test exercises on an ad-hoc basis. The stress factors are adjusted 
according to the given scenarios. The tool can also be used to carry out 
reverse stress tests. In particular, this method is used to design the stress 
scenarios that are required to test the recovery and resolution options. 

4.2.5 Recovery and resolution planning

Capital management tools are also used to assess different alternative ac-
tions that the Executive Committee can take in situations where capital 
adequacy is at risk. Aktia Group has structured a recovery plan. The recov-
ery plan consists of plans and actions for the Group to recover from serious 
financial difficulties. The Board and its risk committee quarterly monitor 
changes in capital adequacy and, within the framework of the capital man-
agement process, also the effects of various stress tests. The recovery plan 
sets different indicators that monitor the Group’s capital adequacy, liquid-
ity, asset quality and profitability, as well as the status of the economy and 
financial markets. Various alarm zones have been set for the indicators to 
ensure prompt implementation of recovery actions. The recovery actions 
include means by which capital requirements can be reduced, the Group’s 
own funds increased, the liquidity situation improved and profitability im-
proved.

During 2016, the Finnish resolution authority, the Financial Stability Author-
ity, started the process of drawing up a resolution plan for Aktia. As part of 
the process, an individual minimum requirement for own funds and eligi-
ble liabilities (MREL) will be set for Aktia.
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5.	 Credit risk

Aktia’s loan portfolio consists mainly of retail loans with real estate collateral. Strong loan-to-
value ratios and a low risk levels contribute to the high credit quality of Aktia’s credit portfolio.  

Credit risk is defined as the risk of losses brought about by debtors failing 
to fulfil their obligations towards Aktia, while counterparty risk is defined 
as the risk of losses or negative valuation differences due to deterioration 
of the counterparty’s credit worthiness. Credit and counterparty risks are 
measured by assessing the probability of default and any losses incurred by 
such. The probability of default is measured using scoring or rating models, 
and the LGD is measured by taking into account the realisation value of the 
collateral and the anticipated recovery, with deductions for recovery costs. 
Each year, the Group’s Board of Directors determines the credit policy and 
revises both the credit risk strategy and delegation of decision-making. The 
regulation of counterparty risks is managed in a similar manner.

Credit risks occur in banking operations, while counterparty risks occur in 
both banking and insurance operations. 

The limit structure restricts credit and counterparty risks in both bank-
ing and insurance operations, individually and also at conglomerate level, 
through restrictions on the total exposure to individual counterparties.

5.1	 Management, governance and 
measurement of credit risk 

The line organisation assesses the credit risk in each individual transaction 
and bears the overall responsibility for credit risks in its own customer base. 
The group’s Risk Control unit is responsible for ensuring that the models 
and methods used for measuring credit risk are comprehensive and reli-
able. The Risk Control unit is also responsible for performing independent 
risk analysis and reporting. The Risk Control unit oversees the preparation 
of loan agreements and is responsible for assigning a loan agreement to 
the next decision-making level if the preparatory work is insufficient, or if 
the agreement falls outside the Group’s credit policy.

Credit risks are reported to the Group’s Board of Directors and its risk com-
mittee every quarter. Position- and aggregate-level credit risk reporting is 
available daily to both the branch network and the Executive Committee. 
Every year, Risk Control carries out a comprehensive validation of all credit 
risk models, and the results are reported both to the Board of Directors and 
the Executive Committee of the Group. In addition, Risk Control continu-
ously monitors that the models function normally, and these results are 
reported quarterly to both the Board of Directors and the management of 
the Group.

5.1.1	 Credit risks in the banking business

Within banking operations, loans are provided to households – the major-
ity of which are secured against real estate collateral. Housing finance is 
arranged directly from Aktia Bank’s balance sheet. Other investment and 
consumption financing for households, including credit cards, is arranged 
directly from the Bank’s balance sheet.

Small businesses and entrepreneurs make up the main target group for 
Aktia’s corporate business, and the long-term aim is to develop broad 
cross-selling of bank and insurance solutions. Activities are adjusted locally, 
within Aktia’s regions, to benefit from the best competence and customer 
relationships.

The financing of corporate instalment purchases, leasing and working cap-
ital is managed through a separate subsidiary, Aktia Corporate Finance. 

The debtor’s ability to repay the debt, good knowledge of the customer, 
a complete understanding of the customer’s business situation, as well as 
a dualistic decision-making process, limited risk-taking, diversification and 
risk-based pricing, are central elements of the Group’s credit policy, togeth-
er with the drive for sustained profitability.
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Table 5.1. Total and average net amount of exposures*

31 Dec 2016

EUR 1,000
Net value of exposures  

at the end of the period
Average net exposures  

over the period
Retail 4,895,317 5,095,997

     Secured by real estate property 4,768,328 4,981,363

          SMEs 154,765 158,455

          Non-SMEs 4,613,563 4,822,908

     Other retail 126,989 114,634

          SMEs 20,994 20,999

          Non-SMEs 105,995 93,635

Equity 48,780 51,143

Total IRB approach 4,944,097 5,147,140

Central governments or central banks 500,947 369,447

Regional governments or local authorities 199,744 214,986

Multilateral development banks 51,578 51,905

International organisations 159,156 159,318

Institutions 696,505 666,407

Corporates 355,819 320,463

     Of which: SMEs 16,215 15,850

Retail 249,499 245,357

     Of which: SMEs 64,929 62,604

Secured by mortgages on immovable property 772,105 669,009

     Of which: SMEs 275,583 262,843

Exposures in default 11,078 10,978

Covered bonds 866,130 951,286

Other exposures 44,404 55,905

Total standardised approach 3,906,965 3,715,061

Total 8,851,062 8,862,201

* EU-CRB-B
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Table 5.2. Geographical breakdown of exposures*

31 Dec 2016

Net value of exposures

Exposure classes, EUR 1,000 Finland France Netherlands Norway
United 

Kingdom Sweden Denmark Germany
Other 

countries Total
Central governments or central banks 0
Institutions 0
Corporates 0
Retail 4,886,604 247 26 883 311 2,433 235 368 4,210 4,895,317
Equity 47,534 5 1,240 48,780
Total IRB approach 4,934,138 247 26 883 316 2,433 235 368 5,451 4,944,097
Central governments or central banks 394,385 58,860 47,702 500,947
Regional governments or local authorities 169,784 29,960 199,744
Public sector entities 0
Multilateral development banks 51,578 51,578
International organisations 159,156
Institutions 207,741 198,314 62,127 0 32,004 93,272 47,599 55,447 696,505
Corporates 314,333 25,006 16,481 355,819
Retail 249,049 5 3 7 78 117 5 31 203 249,499
Secured by mortgages on immovable property 771,826 279 0 772,105
Exposures in default 11,077 0 0 1 0 0 1 11,078
Items associated with particularly high risk 0
Covered bonds 45,052 107,406 163,742 216,990 172,479 60,581 83,790 16,090 866,130
Claims on institutions and corporates with a short-
term credit assessment 0
Collective investments undertakings 0
Equity exposures 0
Other exposures 38,962 499 836 722 829 26 341 2,189 44,404
Total standardised approach 2,202,208 365,084 250,878 217,834 205,282 155,079 83,821 77,931 348,848 3,906,965
Total 7,136,346 365,331 250,904 218,717 205,599 157,512 84,056 78,300 354,298 8,851,062

* EU CRB-C
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Table 5.3. Concentration of exposures by industry, net value of exposures*
 
31 Dec 2016

Total IRB approach Total standardised approach

EUR 1,000 Retail Equity Institutions
Other 
Retail Retail

Secured by mort-
gages on immov-

able property
Exposures 
in default

Covered 
bonds

Other 
exposures Total

Agriculture, forestry and fishing 59,562 0 0 2,077 6,241 54,639 1,461 0 0 123,980
Mining and quarrying 285 0 0 0 382 0 0 0 0 667
Manufacturing 11,719 0 0 20,475 4,553 12,069 439 0 0 49,255
Electricity, gas, steam and air conditioning supply 174 1 0 4,759 213 465 0 0 0 5,613
Water supply 1,038 0 0 5,706 567 50 454 0 0 7,814
Construction 27,365 0 0 31,830 11,500 29,475 526 0 0 100,697
Wholesale and retail trade 29,560 0 0 5,270 9,100 17,748 495 0 61 62,232
Transport and storage 18,374 2 0 5,929 12,183 5,894 255 0 0 42,636
Accommodation and food service activities 9,155 0 0 613 562 3,525 1,703 0 0 15,558
Information and communication 4,629 12 0 0 2,747 166 4 0 0 7,558
Finance and Insurance 2,700 48,731 696,505 33,305 151 95,210 1 866,130 9,594 1,752,327
Real estate activities 71,148 2 0 187,096 9,482 470,632 564 0 72 738,995
Professional, scientific and technical activities 15,474 7 0 590 3,137 6,161 885 0 0 26,253
Administrative and support service activities 6,330 3 0 5 2,385 7,737 3 0 0 16,464
Public administration and defence, compulsory 
social security 2,255 0 0 352 95 0 3 0 144,025 146,731
Education 2,190 1 0 0 274 6,463 38 0 0 8,966
Human health services and social work activities 6,499 0 0 4,825 2,152 7,594 415 0 2,530 24,015
Arts, entertainment and recreation 5,966 16 0 2,737 1,818 6,041 3,242 0 0 19,820
Other services 9,288 0 0 5,227 235 12,221 3 0 727 27,700
Households 4,611,487 0 0 8,946 179,971 35,567 580 0 0 4,836,551
Central and regional governments 0 0 0 0 0 0 0 0 543,009 543,009
Multilateral developments banks and international 
institutions 0 0 0 0 0 0 0 0 210,734 210,734
Other 118 7 0 36,077 1,753 449 8 0 45,078 83,490
Total 4,895,317 48,780 696,505 355,819 249,499 772,105 11,078 866,130 955,829 8,851,062

* EU-CRB-D
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Table 5.4. Maturity of exposures*

31 Dec 2016

Net value of exposures

Exposure classes, EUR 1,000 < = 1 year
> 1 year  

< = 5 years > 5 years Total
Central governments or central banks 0
Institutions 0
Corporates 0
Retail 134,402 340,834 4,420,081 4,895,317
Equity 0 0 48,780 48,780
Total IRB approach 134,402 340,834 4,468,860 4,944,097
Central governments or central banks 835 70,347 429,765 500,947
Regional governments or local authorities 39,236 155,375 5,134 199,744
Public sector entities 0
Multilateral development banks 0 51,578 51,578
International organisations 50,230 108,926 159,156
Institutions 181,334 377,900 137,271 696,505
Corporates 145,869 106,596 103,355 355,819
Retail 13,983 31,473 204,043 249,499
Secured by mortgages on immovable property 108,275 151,568 512,261 772,105
Exposures in default 4,404 3,629 3,045 11,078
Items associated with particularly high risk 0
Covered bonds 438,464 422,758 4,908 866,130
Claims on institutions and corporates with a short-term credit assessment 0
Collective investments undertakings 0
Equity exposures 0
Other exposures 6,587 0 37,817 44,404
Total standardised approach 989,216 1,480,149 1,437,600 3,906,965
Total 1,123,618 1,820,983 5,906,460 8,851,062

* EU-CRB-E
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Table 5.5. Total exposures by exposure class before and after the effect of risk mitigation techniques

31 Dec 2016

Exposure classes,      
EUR 1,000

Con-
tractual 

exposure
Impair-

ment
Net  

exposure

Financial 
guarantees 

and other 
substitu-

tions

Exposure 
after sub-

stitution
Financial 

collaterals

Exposure 
after col-

laterals

Risk-
weighted 

amount

Capital 
require-

ment 8 %
Credit risk, IRB approach
Retail - Secured by 
immovable property 
non-SME 4,620,213 -6,649 4,613,563 4,613,563 4,613,563 629,746 50,380
Retail - Secured by 
immovable property SME 155,666 -901 154,765 154,765 154,765 75,125 6,010
Retail - Other non-SME 110,459 -4,464 105,995 105,995 105,995 45,897 3,672
Retail - Other SME 22,659 -1,665 20,994 20,994 20,994 16,421 1,314
Equity exposures 48,780 0 48,780 48,780 48,780 132,930 10,634
Total exposures, IRB 
approach 4,957,776 -13,679 4,944,097 0 4,944,097 0 4,944,097 900,118 72,009

Credit risk, standardised 
approach
Central governments and 
central banks 500,947 500,947 131,873 632,821 632,821 0 0
Regional governments and 
local authorities 199,744 199,744 29,414 229,157 229,157 755 60
Multilateral development 
banks 51,578 51,578 0 51,578 51,578 0 0
International organisations 159,156 159,156 0 159,156 159,156 0 0
Credit institutions 696,505 696,505 -48,421 648,084 -261,808 386,276 117,550 9,404
Corporates 355,819 355,819 -101,583 254,236 -40,196 214,040 148,753 11,900
Retail exposures 249,499 249,499 -11,089 238,410 -9,198 229,212 72,196 5,776
Secured by immovable 
property 772,105 772,105 0 772,105 0 772,105 265,624 21,250
Exposures in default 37,621 -26,543 11,078 -194 10,885 -343 10,542 11,462 917
Covered bonds 866,130 866,130 866,130 866,130 86,613 6,929
Other items 52,644 -8,239 44,404 44,404 44,404 19,629 1,570
Total exposures, 
standardised approach 3,941,748 -34,783 3,906,965 0 3,906,965 -311,545 3,595,420 722,582 57,807

Total exposures 8,899,524 -48,461 8,851,062 0 8,851,062 -311,545 8,539,518 1,622,700 129,816
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5.2	 Credit risk approach 

Aktia has received approval from the Finnish Financial Supervisory Author-
ity to use the IRB approach to calculate the capital requirement for retail 
exposures. For the remainder of the portfolio, Aktia uses the SA.

5.3	 Development of exposure and RWA

5.3.1 Lending to households

Total Group’s lending to the public amounted to EUR 5,717 (5,856) million 
at the end of December, a decrease of EUR 139 million. Aktia’s own loan 
book increased by EUR 416 million (8%) and amounted to EUR 5,499 (5,083) 
million. The loans brokered by savings banks and POP Banks decreased by 
72% and amounted to EUR 219 (774) million. Loans to private households, 
including mortgages brokered by savings banks and POP Banks, accounted 
for EUR 4,790 (5,177) million, or 83.8% (88.4%) of the total loan book.

5.3.2 Corporate lending

Corporate lending accounted for 9.5% (7.1%) of Aktia’s loan book. Total 
corporate lending amounted to EUR 543 (414) million. Loans to housing 
associations totalled EUR 340 (222) million and made up 5.9% (3.8%) of 
Aktia’s total loan book. In accordance with Aktia’s growth strategy, lending 
to housing companies increased by 53% (EUR 118 million) during the year. 

Other increases in corporate lending mainly related to a couple of larger 
financing arrangements for Finnish companies.

Customers are assessed for corporate financing purposes on the basis of 
accounts analysis and credit ratings. Other aspects analysed include cash 
flow, the competitive situation, the impact of existing investments, and 
other forecasts. 

5.3.3 Concentration risks in lending

As a locally operating financial institution, Aktia is exposed to certain con-
centration risks. Concentration risks against individual counterparties are 
regulated by limits and rules for maximum customer exposure. Within the 
framework of the credit policy and business plan, further thresholds have 
been imposed in order to limit concentration risks at segment and portfo-
lio level. 

Aktia’s level of credit risk is sensitive to changes in both domestic employ-
ment and housing prices. In addition, Aktia has a strong market position in 
some areas, which creates a certain geographical concentration risk. As the 
volumes in these branches are small in relation to the overall portfolio and 
as Aktia does not operate in locations that are highly dependent on a small 
number of employers, these geographical concentration risks are deemed 
to be of minor importance for household lending. 

In relation to Aktia’s total corporate portfolio, the exposure in primarily con-
struction and property financing constitutes a concentration risk.

Table 5.6. CRM techniques – Overview* 31 Dec 2016

EUR 1,000
Exposures unsecured 

– Carrying amount
Exposures to be 

secured
Exposures secured by 

collateral
Exposures secured by 

financial guarantees
Exposures secured by 

credit derivatives
Total loans 464,874 5,786,194 5,639,482 125,003 0
Total debt securities 1,673,110 109,141 0 109,141 0
Total exposures 2,137,984 5,895,335 5,639,482 234,144 0
Of which defaulted 2,421 49,956 49,763 194 0

*EU CR3



Capital and Risk Management Report 2016

Credit risk

29

Table 5.7. Total risk exposure and risk mitigation

31 Dec 2016

Exposure classes, EUR 1,000
Contractual 

exposure Impairment Net exposure

of which 
secured by 

financial 
guarantees

of which 
secured by 

collateral

Average 
weighted 

LGD
Credit risk, IRB approach
Retail - Secured by immovable property non-SME 4,620,213 -6,649 4,613,563 470 4,395,125 16.7%
Retail - Secured by immovable property SME 155,666 -901 154,765 2,863 147,155 26.2%
Retail - Other non-SME 110,459 -4,464 105,995 60,190 9,992 36.3%
Retail - Other SME 22,659 -1,665 20,994 5,151 3,311 53.2%
Equity exposures 48,780 0 48,780
Total exposures, IRB approach 4,957,776 -13,679 4,944,097 68,675 4,555,583

Credit risk, standardised approach
Central governments and central banks 500,947 0 500,947 0 0
Regional governments and local authorities 199,744 0 199,744 0 0
Multilateral development banks 51,578 0 51,578 0 0
International organisations 159,156 0 159,156 0 0
Credit institutions 696,505 0 696,505 52,853 261,808
Corporates 355,819 0 355,819 101,583 40,196
Retail exposures 249,499 0 249,499 10,839 9,448
Secured by immovable property 772,105 0 772,105 0 772,105
Exposures in default 37,621 -26,543 11,078 194 343
Covered bonds 866,130 0 866,130 0 0
Other items 52,644 -8,239 44,404 0 0
Total exposures, standardised approach 3,941,748 -34,783 3,906,965 165,469 1,083,899

Total exposures 8,899,524 -48,461 8,851,062 234,144 5,639,482

Table 5.8. Standardised approach – Credit risk exposure and CRM effects*

31 Dec 2016

Exposures before  
CCF and CRM

Exposures post  
CCF and CRM

RWAs and  
RWA density

Exposure classes, EUR 1,000 On-balance Off-balance On-balance Off-balance RWAs RWA density
Central governments or central banks 500,947 0 627,023 3,468 0 0%
Regional governments or local authorities 195,106 4,638 218,403 5,383 755 0%
Public sector entities 0 0 0 0 0 0%
Multilateral development banks 51,578 0 51,578 0 0 0%
International organisations 159,156 0 159,156 0 0 0%
Institutions 694,664 1,840 383,466 1,890 117,550 31%
Corporates 223,109 132,710 99,074 50,799 148,753 99%
Retail 114,470 135,030 98,612 6,317 72,196 69%
Secured by mortgages on immovable property 635,580 136,525 635,580 65,816 265,624 38%
Exposures in default 11,066 12 10,529 0 11,462 109%
Higher-risk categories 0 0 0 0 0 0%
Covered bonds 866,130 0 866,130 0 86,613 10%
Institutions and corporates with a short-term 
credit assessment 0 0 0 0 0 0%
Collective investments undertakings 0 0 0 0 0 0%
Equity 0 0 0 0 0 0%
Other items 44,404 0 44,404 0 19,629 44%
Total 3,496,210 410,755 3,193,956 133,674 722,582 22%

* EU-CR4
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Table 5.9 Standardised approach - exposures by asset classes and risk weights*

31 Dec 2016

Risk weight

Exposure classes, 
1,000 EUR 0 % 2 % 4 % 10 % 20 % 35 % 50 % 70 % 75 % 100 % 150 % 250 % 370 % 1250 % Others

De-
ducted Total

Of wich 
unrated

Central governments or 
central banks 630,491 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 630,491 0
Regional governments 
or local authorities 220,012 0 0 0 3,775 0 0 0 0 0 0 0 0 0 0 0 223,786 0
Public sector entities 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Multilateral develop-
ment banks 51,578 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 51,578 0
International organisa-
tions 159,156 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 159,156 0
Institutions 0 0 0 0 250,427 0 134,929 0 0 0 0 0 0 0 0 0 385,356 59,903
Corporates 0 0 0 0 0 0 490 0 0 149,383 0 0 0 0 0 0 149,873 114,862
Retail 0 0 0 0 0 0 0 0 104,929 0 0 0 0 0 0 0 104,929 104,929
Secured by mortgages 
on immovable property 0 0 0 0 0 409,129 292,267 0 0 0 0 0 0 0 0 0 701,396 701,396
Exposures in default 0 0 0 0 0 0 0 0 0 8,664 1,865 0 0 0 0 0 10,529 10,529
Higher-risk categories 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Covered bonds 0 0 0 866,130 0 0 0 0 0 0 0 0 0 0 0 0 866,130 9,990
Claims on institutions 
and corporates with a 
short-term credit as-
sessment 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Collective investments 
undertakings 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Equity 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Other items 7,024 0 0 0 22,189 0 0 0 0 15,192 0 0 0 0 0 0 44,404 44,404
Total 1,068,261 0 0 866,130 276,390 409,129 427,685 0 104,929 173,239 1,865 0 0 0 0 0 3,327,629 1,046,014

* EU CR5
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Table 5.10. Exposures in the standardised approach  before credit risk mitigation distributed by credit quality step 

31 Dec 2016
Credit quality step

Exposure classes, EUR million 1 2 3 4 to 6 Unrated Total
Central governments or central banks * 500.9 0.0 0.0 0.0 0.0 500.9
Regional governments or local authorities * 199.7 0.0 0.0 0.0 0.0 199.7
Multilateral development banks * 51.6 0.0 0.0 0.0 0.0 51.6
International organisations * 159.2 0.0 0.0 0.0 0.0 159.2
Institutions 256.1 302.4 63.9 0.0 74.1 696.5
Corporates 0.0 0.0 50.0 0.0 305.8 355.8
Retail 0.0 0.0 0.0 0.0 249.5 249.5
Secured by mortgages on immovable property 0.0 0.0 0.0 0.0 772.1 772.1
Exposures in default 0.0 0.0 0.0 0.0 11.1 11.1
Covered bonds 856.1 0.0 0.0 0.0 10.0 866.1
Other items 0.0 0.0 0.0 0.0 44.4 44.4
Total 2,023.6 302.4 113.9 0.0 1,467.0 3,907.0

*Exposures that receive a fixed 0% risk weight according to CRR have reported in step 1.

Table 5.11. Exposures in the standardised approach  after credit risk mitigation distributed by credit quality step

31 Dec 2016
Credit quality step

Exposure classes, EUR million 1 2 3 4 to 6 Unrated Total
Central governments or central banks * 632.8 0.0 0.0 0.0 0.0 632.8
Regional governments or local authorities * 229.2 0.0 0.0 0.0 0.0 229.2
Multilateral development banks * 51.6 0.0 0.0 0.0 0.0 51.6
International organisations * 159.2 0.0 0.0 0.0 0.0 159.2
Institutions 151.1 129.0 46.3 0.0 59.9 386.3
Corporates 0.0 0.0 50.0 0.0 164.0 214.0
Retail 0.0 0.0 0.0 0.0 229.2 229.2
Secured by mortgages on immovable property 0.0 0.0 0.0 0.0 772.1 772.1
Exposures in default 0.0 0.0 0.0 0.0 10.5 10.5
Covered bonds 856.1 0.0 0.0 0.0 10.0 866.1
Other items 0.0 0.0 0.0 0.0 44.4 44.4
Total 2,079.9 129.0 96.3 0.0 1,290.2 3,595.4

*Exposures that receive a fixed 0% risk weight according to CRR have reported in step 1.

Table 5.12. RWA flow statements of credit risk exposures under the IRB approach*

31 Dec 2016

EUR 1,000 RWA amounts Capital requirements
RWAs as at the end of the previous reporting period 999,429 79,954
Asset size -41,185 -3,295
Asset quality -58,125 -4,650
Model updates ** **
Methodology and 
policy ** **
Acquisitions and disposals ** **
Foreign exchange movements 0 0
Other
RWAs as at the end of the reporting period 900,118 72,009

* EU-CR3

** = not reported due to information systems issues 
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Table 5.13IRB approach – Credit risk exposures by exposure class and PD range*

31 Dec 2016

PD scale

Original 
on-balance 
sheet gross 

exposure

Off-balance 
sheet 

exposures 
pre CCF

Average 
CCF

EAD post 
CRM and 
post-CCF Average PD

Number of 
obligors

Average 
LGD

Average 
maturity RWAs

RWA 
density EL

Value ad-
justments 
and provi-

sions
Retail - Secured by immov-
able property SME
0.00 to < 0.15 803 544 100% 1,347 0.11% 73 33.98% 54 4% 0
0.15 to < 0.25 926 456 100% 1,382 0.20% 63 24.58% 74 5% 0
0.25 to < 0.50 3,918 1,344 100% 5,262 0.39% 187 29.72% 610 12% 5
0.50 to < 0.75 15,330 2,193 100% 17,523 0.63% 373 27.13% 3,055 17% 26
0.75 to < 2.50 73,466 9,665 100% 83,130 1.36% 1464 26.47% 23,424 28% 260
2.50 to < 10.00 40,766 3,103 100% 43,868 4.59% 754 24.92% 24,975 57% 465
10.00 to < 100.00 17,015 1,081 100% 18,096 27.31% 328 24.84% 17,897 99% 1,177
100.00 (Default) 3,442 24 100% 3,466 100.00% 71 31.64% 5,036 145% 1,124
Sub-total 155,666 18,408 100% 174,074 7.12% 3,313 26.17% 0,00 75,125 3,68 3,057 -901

PD scale

Original 
on-balance 
sheet gross 

exposure

Off-balance 
sheet 

exposures 
pre CCF

Average 
CCF

EAD post 
CRM and 
post-CCF Average PD

Number of 
obligors

Average 
LGD

Average 
maturity RWA

RWA 
density EL

Value ad-
justments 
and provi-

sions
Retail - Secured by immov-
able property non-SME
0.00 to < 0.15 2,744,257 46,793 100% 2,791,050 0.06% 30,263 16.28% 74,753 3% 274
0.15 to < 0.25 220,140 2,989 100% 223,129 0.20% 4524 17.12% 16,045 7% 76
0.25 to < 0.50 609,317 4,076 100% 613,392 0.36% 8189 16.61% 65,466 11% 361
0.50 to < 0.75 175,858 5,048 100% 180,906 0.62% 2743 17.09% 28,930 16% 187
0.75 to < 2.50 456,675 14,838 100% 471,512 1.36% 5626 17.02% 124,253 26% 1,058
2.50 to < 10.00 233,364 1,309 100% 234,673 4.82% 3050 17.49% 135,485 58% 1,955
10.00 to < 100.00 137,090 248 100% 137,338 26.71% 1839 17.61% 129,512 94% 6,509
100.00 (Default) 43,512 20 100% 43,532 100.00% 454 25.74% 55,303 127% 9,887
Sub-total 4,620,213 75,319 100% 4,695,532 2.23% 48,878 16.66% 0,00 629,746 3,42 20,306 -6,649

* EU CR6



Capital and Risk M
anagem

ent Report 2016

C
r

e
d

it
 r

is
k

33

PD scale

Original 
on-balance 
sheet gross 

exposure

Off-balance 
sheet 

exposures 
pre CCF

Average 
CCF

EAD post 
CRM and 
post-CCF Average PD

Number of 
obligors

Average 
LGD

Average 
maturity RWA

RWA 
density EL

Value ad-
justments 
and provi-

sions
Retail - Other SME	
0.00 to < 0.15 440 433 100% 873 0.09% 22 73.22% 78 9% 0
0.15 to < 0.25 465 407 100% 872 0.20% 19 68.82% 118 14% 1
0.25 to < 0.50 1,062 737 100% 1,799 0.36% 43 56.32% 329 18% 2
0.50 to < 0.75 1,394 786 100% 2,180 0.58% 71 57.91% 612 28% 5
0.75 to < 2.50 8,763 2,688 100% 11,451 1.56% 338 50.67% 5,675 50% 69
2.50 to < 10.00 6,011 984 100% 6,995 5.19% 230 46.10% 5,098 73% 144
10.00 to < 100.00 2,159 330 100% 2,489 18.72% 100 49.71% 2,754 111% 202
100.00 (Default) 2,363 14 100% 2,377 100.00% 128 72.74% 1,758 74% 1,774
Sub-total 22,659 6,377 100% 29,036 14.25% 951 53.19% 0,00 16,421 3.76 2,197 -1,665

PD scale

Original 
on-balance 
sheet gross 

exposure

Off-balance 
sheet 

exposures 
pre CCF

Average 
CCF

EAD post 
CRM and 
post-CCF Average PD

Number of 
obligors

Average 
LGD

Average 
maturity RWA

RWA 
density EL

Value ad-
justments 
and provi-

sions
Retail - Other non-SME
0.00 to < 0.15 10,331 1,675 100% 12,007 0.07% 1,921 50.10% 1,101 9% 4
0.15 to < 0.25 3,491 135 100% 3,626 0.20% 511 54.99% 824 23% 4
0.25 to < 0.50 6,581 293 100% 6,874 0.38% 1017 35.33% 1,593 23% 8
0.50 to < 0.75 15,184 772 100% 15,956 0.62% 1955 15.00% 2,720 17% 14
0.75 to < 2.50 50,800 13,263 100% 64,064 1.50% 12,782 31.41% 23,411 37% 278
2.50 to < 10.00 9,235 191 100% 9,426 4.98% 1490 33.42% 5,965 63% 162
10.00 to < 100.00 11,064 53 100% 11,117 59.66% 1,118 57.96% 5,275 47% 4,802
100.00 (Default) 3,772 0 100% 3,772 100.00% 422 76.92% 5,007 133% 2,712
Sub-total 110,459 16,382 100% 126,841 10.62% 20,855 36.26% 0,00 45,897 3.52 7,985 -4,464

PD scale

Original 
on-balance 
sheet gross 

exposure

Off-balance 
sheet 

exposures 
pre CCF

Average 
CCF

EAD post 
CRM and 
post-CCF Average PD

Number of 
obligors

Average 
LGD

Average 
maturity RWA

RWA 
density EL

Value ad-
justments 
and provi-

sions
Equity

48,780 0 48,780 132,930 273% 220

Total (all portfolios) 4,957,776 116,487 100% 5,074,263 2.63% 73,997 17.57% 0,00 900,118 17.10 33,764 -13,679
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5.4	 Rating and scoring 

The purpose of corporate ratings and credit scoring is to predict the 
likelihood that a customer will not be able to meet its credit obligations 
towards the bank, i.e. to estimate the probability of default. Ratings and 
credit scores constitute an integral part of the credit process, e.g. for credit 
approval, pricing, dunning procedures and monitoring, risk reporting and 
capital adequacy calculations. Ratings are used for corporate exposures, 
while credit scoring is used for retail exposures. In accordance with the IRB 
roll-out plan, Aktia Bank is in the midst of applying for F-IRB for corporate 
exposures.

Aktia uses external long-term issue and issuer ratings from Moody’s Inves-
tors Service for calculating risk weight according to the SA. The external rat-
ings are used for sovereign-type exposure classes (exposure classes (a)–(e) 
according to Article 112 of the CRR) as well as for corporate, institution and 
covered bond exposure classes. The counterparties with external ratings 
are mainly in the liquidity portfolio or are derivative counterparties. The 
mapping of ratings follows the standard association published by the EBA. 
The use of ratings has not changed during the year. Tables 5.10 and 5.11 
present the mapping of exposure values to credit quality steps.

5.4.1	 Scoring

Models or scorecards used in the retail portfolio, including both households 
and SMEs, are based on statistical regression analysis in order to predict the 
likelihood of retail customer exposures defaulting within one year from the 
time of estimation. Risk points generated by the scorecards are mapped to 
a master scale, which consists of 13 risk grades: A1–C4 for non-defaulted 
customers and D for defaulted customers.

Aktia uses two types of scoring models in its business: application models 
and behavioural models. The model type is chosen based on end user 
need. Application models are used for screening and pricing exposures 
during the loan origination process as they are designed to estimate credit 
quality over time, while behavioural models are used for risk monitoring 
due to their sensitivity to changes in customer behaviour. The set of mod-
els  for SMEs is different for from households, as the credit risk predictors 
and credit processes differ for these two obligor types. As Aktia is using an 
exposure level default definition for households, the model performance 
is further optimized by dividing the portfolio into groups with their own 
scorecards based on product characteristics and behavioural information.

Table 5.14. IRB (specialised lending and equities)*

31 Dec 2016

Equities under the simple risk-weighted approach

Categories, EUR 1,000
On-balance 

sheet amount
Off-balance 

sheet amount Risk weight
Exposure 

amount RWA
Capital 

requirements
 Exchange-traded equity exposures 5 0 190% 5 9 1
 Private equity exposures 0 0 290% 0 0 0
 Other equity exposures 46,191 0 250% 39,622 99,055 7,924
 Other equity exposures 9,153 0 370% 9,153 33,865 2,709
 Total 55,349 0 48,780 132,930 10,634

* EU CR10

Table 5.15. IRB - Backtesting of IRB parameters per retail subportfolio

31 Dec 2016

Retail portfolio, EUR 1,000 Estimated PD* Average DR
Estimated 

LGD* Realized LGD

Household loans 1.58% 0.64% 32.48% 9.83%
Retail SME 5.66% 2.10% 39.27% 7.59%
Other Retail 2.76% 1.28% 12.40% 3.03%

* PD and LGD estimates reflect those used in the capital adequacy calculations and include cyclical adjustments and conservatism buffers
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The scorecards are developed based on application data and internal be-
havioural data. The scorecards also take into account the credit policy and 
process used as the effect of these are reflected in the data used for model-
ling. As part of the application data, credit bureau information is used in 
the scoring process. The set of models  of the retail portfolio is basically 
designed to optimize risk differentiation based on portfolio characteristics 
and information available.

Six months from loan origination, the application score is replaced with a 
behavioural score. The behavioural score is recalculated on a continuous 
basis based on the most recent data and customer information. 

5.5	 Collateral 

The valuation and administration of collateral is very important for man-
aging credit risk. Rules and authorisations concerning the valuation of 
collateral and the updating of collateral values have been established. In 
keeping with the principle of prudence, collateral values are calculated by 
subtracting a haircut from the market value. The extent to which this pru-
dent collateral value is lower is indicative of the volatility in the collateral’s 
market value, liquidity, and the expected recovery time and fulfilment. 
Under the SA, real estate collateral, certain guarantees and financial securi-
ties are taken into account in the capital adequacy calculation. Under the 
IRB approach, credit risk mitigants affect the capital adequacy calculation 
through the LGD estimate. As of 31 March 2010, collateral valuations older 
than three years have been updated on a regular basis. These updates 
have been performed by using an internally developed statistical model 
for valuing collateral. With each new credit decision for the customer, the 
previous collateral is revalued.

Loans to households are mainly granted against prudent collateral, which 
means that any reduction in market values less than the haircut does not 
directly result in a collateral shortfall.

For corporate financing purposes, collateral is valued in accordance with 
separate rules, also taking into account a valuation buffer specific to the 
collateral, to allow determination of a prudent value. Particularly when 
valuing fixed assets relating to a business, the interaction between the 
value of the fixed assets and the company’s business opportunities is taken 
into account. 

5.5.1	 Loan-to-value ratio of collateral

The loan-to-value ratio is defined as the relationship between the current 
market value of the pledged collateral against the loans outstanding on 
the collateral.

The majority of the bank’s collateral stock is made up of residential real 
estate. Trends in housing prices are thus important factors in the bank’s risk 
profile. During 2016, developments in housing prices within Aktia’s main 
business areas remained at a stable level.

Table 5.16. Loan-to-value ratio

LTV Band 31 Dec 2016 31 Dec 2015
0-50% 86.1% 86.7%
50-60% 8.1% 7.9%
60-70% 4.0% 3.7%
70-80% 1.1% 0.9%
80-90% 0.5% 0.4%
90-100% 0.1% 0.1%
>100% 0.1% 0.1%
Total 100% 100%

* The table shows the distribution of exposures by LTV band. Example: A mort-

gage exposure of EUR 60,000 to finance a property worth EUR 100,000 (LTV 60%) 

is distributed EUR 50,000 to the “LTV 0-50%” bucket and EUR 10,000 to the “LTV 

50-60%” bucket.

5.5.2	 Risk-based pricing

The models for risk-based pricing reflect capital requirements, risk and refi-
nancing, as weighed against earnings from loans, other customer relation-
ships and customer potential. Cross-sales between insurance and banking 
are becoming increasingly important in assessing customer potential. The 
incentive system for the sales organisation is based on the extent to which 
the average risk-based minimum margin is exceeded for new loans.

5.6	 Estimation and validation of 
credit risk parameters 

All credit risk models used for IRB purposes are validated annually, and cen-
tral model performance metrics are reported quarterly to both the Board 
of Directors and the management of the Group. Validation is performed 
by the Risk Control function and includes both quantitative and qualita-
tive assessments of model performance and parameters. The majority of 
quantitative tests performed during annual validation are performed and 
analysed by the Risk Control function monthly. Key monitoring metrics are 
reported to the Board of Directors and the management of the Group.

Rating and scoring models are translated into probability of default (PD) 
estimates for risk management purposes. PD models are calibrated using 
both point-in-time (PIT) and through-the-cycle (TTC) calculations. PIT PD 
estimates are used for short-term risk assessment and monitoring and vali-
dation of default rates (DR), while TTC PD estimates are used for PD classifi-
cation and regulatory capital calculations. LGD estimates are derived both 
for PIT and downturn scenarios, and they are used similarly to PD estimates. 
LGD estimates reflect the quality and characteristics of the collaterals and 
pledges connected to exposures.
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5.7	 Loan portfolio, impaired loans and loan losses

Problem loans are regularly monitored both in the branch network 
through delinquency lists/alerts and at portfolio level at the group’s risk 
control. Internal policies and tools have been put in place in order to 
identify at an early stage customers whose credit standing no longer cor-
responds to their level of debt. Problem loans are categorised as non-
performing, defaulted, and/or impaired. Loans which are 90 days past due 
are considered as non-performing. Defaulted loans are those that are 90 
days past due and exceed a minimum materiality threshold or whose ob-
ligors are considered unlikely to pay (see impairment test below). Loans 
that have been provisioned are considered impaired, and can either be 
performing or non-performing. Loan forbearance and modification in the 
form of repayment deferral also take place due to other circumstances 
than a persistent deterioration in the borrower’s credit standing.

Table 5.17. Credit quality of exposures by exposure class and instrument*

31 Dec 2016

Gross carrying values of

EUR 1,000
Defaulted 
exposures

Non-
defaulted 

exposures

Specific 
credit risk 

adjustment

General 
credit risk 

adjustment

"Accumu-
lated 

write-offs"

Credit risk 
adjustment 

charges of 
the period Net values

Retail 53,081 4,855,915 4,895,317
     Secured by real estate property 46,963 4,728,915 4,768,328
          SMEs 3,361 152,305 901 0 303 0 154,765
          Non-SMEs 43,602 4,576,611 6,649 0 1,264 0 4,613,563
     Other retail 6,118 126,999 6,129 0 614 1,110 126,989
          SMEs 2,312 20,347 1,665 0 483 0 20,994
          Non-SMEs 3,807 106,652 4,464 0 131 0 105,995
Equity 0 48,780 0 0 0 0 48,780
Total IRB approach 53,081 4,904,695 13,679 0 2,182 -1,978 4,944,097
Central governments or central banks 0 500,947 0 0 0 0 500,947
Regional governments or local authorities 0 199,744 0 0 0 0 199,744
Multilateral development banks 0 51,578 0 0 0 0 51,578
International organisations 0 159,156 0 0 0 0 159,156
Institutions 0 696,505 0 0 0 0 696,505
Corporates 0 355,819 0 0 0 0 355,819
     Of which: SMEs 0 16,215 0 0 0 0 16,215
Retail 0 249,499 0 0 0 0 249,499
     Of which: SMEs 0 64,929 0 0 0 0 64,929
Secured by mortgages on immovable 
property 0 772,105 0 0 0 0 772,105
     Of which: SMEs 0 275,583 0 0 0 0 275,583
Exposures in default 37,621 0 26,543 0 1,347 1,304 11,078
Covered bonds 0 866,130 0 0 0 0 866,130
Other exposures 0 52,644 8,239 0 0 -1,524 44,404
Total standardised approach 37,621 3,904,126 34,783 0 1,347 -221 3,906,965
Total 90,703 8,808,821 48,461 0 3,529 -2,198 8,851,062
Of which: Loans 90,703 6,208,827 48,461 0 3,529 -2,198 6,251,068
Of which: Debt securities 0 1,782,251 0 0 0 0 1,782,251
Of which: Off-balance-sheet exposures 0 527,242 0 0 0 0 527,242

* EU CR1-A

According to the Group’s accounting principles, a receivable will be tested 
for impairment when there is objective evidence that the customer’s credit 
standing has deteriorated significantly since the receivable was originally 
recognised on the balance sheet. Objective evidence includes the bor-
rower having significant financial difficulties, breach of contract (such as 
late payments of interest or capital), the granting of concessions for finan-
cial or legal reasons that the lender would otherwise not have considered, 
or the bankruptcy of the borrower. An obligor that is found to be unlikely 
to pay the credit obligations according to the original contractual plan will 
be classified as defaulted. An adjustment of the terms of the loan as a result 
of the borrower’s deteriorated credit standing as above will be classified as 
forborne, and a specific provision will be made where the receivable ex-
ceeds the anticipated cash flow.
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Table 5.18. Credit quality of exposures by industry*

31 Dec 2016

Gross carrying values of

EUR 1,000
Defaulted 
exposures

Non-
defaulted 

exposures

Specific 
credit risk 

adjustment

General 
credit risk 

adjustment

"Accumu-
lated 

write-offs"

Credit risk 
adjustment 

charges Net values
Agriculture, forestry and fishing 2,554 121,905 123,980
Mining and quarrying 0 667 667
Manufacturing 1,047 48,740 531 0 13 430 49,255
Electricity, gas, steam and  
air conditioning supply 0 5,613 0 0 0 0 5,613
Water supply 693 7,360 240 0 0 0 7,814
Construction 4,411 99,251 2,965 0 295 2 100,697
Wholesale and retail trade 3,902 60,871 2,541 0 415 -137 62,232
Transport and storage 1,508 42,140 1,012 0 0 -23 42,636
Accommodation and food service activities 3,467 13,667 1,576 0 6 1,329 15,558
Information and communication 1,041 7,553 1,037 0 12 -57 7,558
Finance and Insurance 968 1,752,316 957 0 138 140 1,752,327
Real estate activities 1,733 738,294 1,032 0 0 -196 738,995
Professional, scientific and technical activities 15,476 24,933 14,156 0 8 -62 26,253
Administrative and support service activities 66 16,445 47 0 0 11 16,464
Public administration and defence, compul-
sory social security 187 146,544 0 0 0 0 146,731
Education 501 8,840 376 0 1,298 -221 8,966
Human health services and social  
work activities 643 23,410 38 0 15 0 24,015
Arts, entertainment and recreation 5,856 16,286 2,323 0 0 -607 19,820
Other services 66 27,672 37 0 3 0 27,700
Households 46,577 4,800,850 10,875 0 1,223 -1,282 4,836,551
Central and regional governments 0 543,009 0 0 0 0 543,009
Multilateral developments banks and  
international institutions 0 210,734 0 0 0 0 210,734
Other 8 91,722 8,239 0 0 -1,524 83,490
Total 90,703 8,808,821 48,461 0 3,529 -2,198 8,851,062

* EU CR1-B
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Table 5.20. Ageing of past-due exposures*

31 Dec 2016

Gross carrying values

Categories, EUR 1,000 ≤ 30 days
> 30 days  
≤ 60 days

> 60 days  
≤ 90 days

> 90 days  
≤ 180 days

> 180 days  
≤ 1 year > 1 year

Loans 55,940 22,081 7,943 10,176 11,699 54,413
Debt securities 0 0 0 0 0 0
Total exposures 55,940 22,081 7,943 10,176 11,699 54,413

* EU CR1-D

Table 5.19. Credit quality of exposures by geography*

31 Dec 2016

Gross carrying values of

EUR 1,000
Defaulted 
exposures

Non-
defaulted 

exposures

Specific 
credit risk 

adjustment

General 
credit risk 

adjustment

Accumu-
lated 

write-offs

Credit risk 
adjustment 

charges Net values
Finland 90,701 7,094,106 7,136,346
France 0 365,331 365,331
Netherlands 0 250,904 0 0 0 0 250,904
Norway 0 218,717 0 0 0 0 218,717
United Kingdom 0 205,599 0 0 0 0 205,599
Sweden 1 157,511 0 0 0 0 157,512
Denmark 0 84,056 0 0 0 0 84,056
Germany 0 78,300 0 0 0 0 78,300
Other countries 1 354,298 0 0 0 0 354,298
Total 90,703 8,808,821 48,461 0 3,529 -2,198 8,851,062

* EU CR1-C
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Table 5.21. Non-performing and forborne exposures*

31 Dec 2016

Gross carrying amount of performing and non-performing exposures
Accumulated impairment and provisions and 

negative fair value adjustments due to credit risk
Collaterals and financial 

guarantees received

Of which non-performing
On performing 

exposures
On non-performing 

exposures

EUR 1,000

Of which per-
forming but past 

due > 30 days 
and <= 90 days

Of which 
per-

forming 
forborne

Of which 
defaulted

Of which 
impaired

Of which 
forborne

Of which 
forborne

Of which 
forborne

On 
non-per-
forming 

exposures

Of which 
forborne 

exposures
Debt securities 2,209,706 0 0 0 0 0 0 0 0 0 0

Loans and advances 5,772,287 27,891 84,434 95,519 93,038 47,661 16,899 10,515 0 37,947 5,492 50,210 95,338
Off-balance-sheet 
exposures 527,655 0 0 895 0 0 0 0 0 0 0 0 0

* EU CR1-E
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Table 5.23. Changes in the stock of defaulted and impaired loans and debt securities*

Gross carrying value defaulted exposures
Opening balance 95,657
Loans and debt securities that have defaulted or impaired since the last reporting period 23,320
Returned to non-defaulted status 19,413
Amounts written off 8,200
Other changes -662
Closing balance 90,703

*EU CR2-B

Table 5.22. Changes in the stock of general and specific credit risk adjustments*

Accumulated specific 
credit risk adjustment

Accumulated general 
credit risk adjustment

Opening balance 54,372 0
Increases due to amounts set aside for estimated loan losses during the period 6,939 0
Decreases due to amounts reversed for estimated loan losses during the period -4,650 0
Decreases due to amounts taken against accumulated credit risk adjustments -8,200 0
Transfers between credit risk adjustments 0 0
Impact of exchange rate differences 0 0
Business combinations, including acquisitions and disposals of subsidiaries 0 0
Other adjustments 0 0
Closing balance 48,461 0
Recoveries on credit risk adjustments recorded directly to the statement of profit or loss 91 0
Specific credit risk adjustments directly recorded to the statement of profit or loss 0 0

*EU CR2-A
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Table 5.24. Loans individually impaired

31 Dec 2016

Change during the period

Sector
Contract 

value
Individual 

impairment Book value
Fair value 

of collateral Impairment

Losses on 
credits and 
other com-

mitments
Corporate 32,387 27,436 4,952 3 579 -932 6 148
Housing associations 612 612 0 67 219 0
Public sector entities 0 0 0 0 0 0
Non-profit organisations 609 200 409 457 200 0
Households 13,110 9,946 3,163 7 735 2 360 2 016
Total 46,718 38,194 8,524 11 838 1 847 8 164

Write-downs on corporate loans by branch
Research, consulting and other services 15,837 15,093 743
Trade 2,323 2,296 27
Construction 3,099 2,884 215
Accommodation and food service activities 2,654 1,521 1,133
Human health and other service activities for households 5,337 2,516 2,821
Other 3,138 3,126 12
Total 32,387 27,436 4,952

31 Dec 2015

Change during the period

Sector
Contract 

value
Individual 

impairment Book value
Fair value 

of collateral Impairment

Losses on 
credits and 
other com-

mitments
Corporate 39,294 34,524 4,770 4,803 -2,066 4,469
Housing associations 1,099 393 706 1,290 150 0
Public sector entities 0 0 0 0 0 0
Non-profit organisations 0 0 0 0 0 0
Households 12,340 9,594 2,746 6,444 1,935 1,350
Total 52,733 44,510 8,222 12,537 19 5,819

Write-downs on corporate loans by branch
Research, consulting and other services 15,888 15,149 740
Trade 2,383 2,353 30
Construction 3,275 3,060 215
Industry 4,963 4,744 219
Human health and other service activities for households 6,008 3,304 2,704
Other 6,777 5,914 863
Total 39,294 34,524 4,770
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5.8	 Counterparty credit risk

Aktia uses the mark-to-market method for calculating counterparty credit 
risk exposure amounts for OTC derivatives. For securities financing transac-
tions (SFTs) the financial collateral comprehensive method is used.

Derivative contracts are used to ensure an adequate level of net interest in-
come in a low interest rate scenario. In addition, interest rate derivatives are 
brokered to certain local banks.

Counterparty risk in derivative contracts is the risk of a counterparty not ful-
filling its contractual obligations to Aktia when a contract has a positive mar-
ket value. The counterparty exposures are measured and followed up daily.

To limit and reduce counterparty risks, individual collateral arrangements 
are used, in accordance with ISDA/CSA (credit support annex) conditions. 
The ISDA/CSA agreement allows the use of close-out netting agreements, 
where all positive and negative market values under an agreement can be 
netted at the counterparty level.

Aktia has in place netting and collateral agreements with all counterparties 
that are credit institutions. The collateral used is mainly cash, but govern-

ment securities can also be used. At year-end, all received and placed col-
lateral was in cash. A small number of the collateral agreements entered 
into by the bank include rating triggers. The impact if Aktia would be 
downgraded is limited. A one-notch downgrade would result in a EUR 5 
million outflow of collateral. Terminations would start occurring only if Ak-
tia were rated below investment grade (under Baa3 or BBB-).

Counterparty risk in SFTs is limited and reduced in Aktia by using the 
Global Master Repurchase Agreement with all counterparties. The market 
value change in the repurchased securities is limited in this agreement, 
which triggers one of the counterparties to place more collateral when the 
threshold amount is exceeded.

Aktia had no outstanding credit default swaps (CDS) at year-end.

In addition to the capital requirement for counterparty risk, derivative 
transactions result in capital requirements for value change risks related 
to the counterparty’s credit quality (credit valuation adjustment, CVA).The 
capital requirement for CVA was EUR 2.1 (2.2) million. The Bank is also ready 
to start to clear derivatives via central counterparties, a clearing house, 
which then would lower the capital requirement.

Table 5.27. Composition of collateral for exposures to counterparty credit risk

Collateral used in derivative transactions Collateral used in SFTs
Fair value of collateral received Fair value of posted collateral

EUR million Segregated Unsegregated Segregated Unsegregated
Fair value of 

collateral received
Fair value of 

posted collateral
Cash 0.0 117.1 0.0 26.4 145.7 0.0
Covered bonds 0.0 0.0 0.0 0.0 0.0 146.6
Total 0.0 117.1 0.0 26.4 145.7 146.6

Table 5.25. Credit valuation adjustment (CVA) capital charge* 31 Dec 2016

1,000 EUR EAD post-CRM RWA
Total portfolios subject to the Advanced CVA capital charge 0 0
(i) VaR component (including the 3 x multiplier)
(ii) Stressed VaR component (including the 3 x multiplier)
All portfolios subject to the Standardised CVA capital charge 45,812 26,233
Total subject to the CVA capital charge 45,812 26,233

*EU CCR2

Table 5.26. Derivative contracts

Credit risk mitigation effects, EUR million 31 Dec 2016 31 Dec 2015
Gross positive fair value of contracts 132.2 172.5
Close out netting benefits -8.8 -15.3
Value after close out netting benefits 123.4 157.2
Collateral benefits -117.1 -158.0
Value after close out netting and received collateral benefits 6.3 -0.9
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Market risks arise from price and volatility changes in the financial markets. 
Market risks are divided into interest rate risks, foreign exchange rate risk, 
and equity and real estate risks.

No trading activities are carried out by the Aktia Group.

6.1	 Management, governance and 
measurement of market risk 

The Aktia Group’s limit system restricts the size of the exposure to market 
risks. The main market risk for the Group arises from the interest rate risk. 
Measurement methods, limits and strategy are prepared in the Executive 
Committee and the Board’s Risk Committee, and are thereafter established 
by the Board of Directors. The Group’s Investment Committee is responsi-
ble for the operational management of internal group investment assets 
within the given guidelines and limits. The Bank’s Treasury unit carries out 
transactions in order to manage the structural interest rate risk based on 
the established strategy and limits.

The Group’s Risk Control unit, which continuously monitors the market 
risks and the associated limits, is responsible for the reporting on these risk 
factors to the Board and the Executive Committee.

6.2	 Interest rate risk in the banking book

The main market risk in the Aktia Group is the interest rate risk in the bank-
ing book (IRRBB), the structural interest rate risk. Structural interest rate risk 
arises from the mismatch between interest fixing periods and the repricing 
of assets and liabilities. As well as matching interest fixing periods in lend-
ing and borrowing through business management, derivative instruments 
and fixed-rate investments in the liquidity portfolio are also utilised, with 
the aim of maintaining net interest income at a stable level and protecting 
financial performance against sustained low interest rates. Interest rate risk 
is measured in the Aktia Group by two methods.

6.2.1 Change in expected earnings (net interest income risk)

Change in expected earnings or the structural interest rate risk is simulated 
using a dynamic asset and liability risk management model. The model 
takes into account the effects on the structure of the balance sheet, start-
ing from planned growth and simulated customer behaviour. In addition, 
various interest rate scenarios for dynamic or parallel changes in interest 
rates are applied. Table 6.1 shows the net effect on the net interest of a par-
allel shift in the interest rate curve by 100 bps both up and down. The table 
shows that lower market interest rates would have a detrimental effect on 
net interest rate development, while higher market interest rates would 
strengthen net interest rate development in the long term. 

Sensitivity to net interest income (NII) is the result of any mismatch be-
tween the interest rate fixing periods for assets and liabilities. The repricing 
risk in the Bank’s demand deposits is normally an important part of the NII 
sensitivity analysis

Table 6.1. Structural interest rate risk 

Interest sensitivity analysis 
with a parallel shift in the 
interest rate curve with 
100bps Change in net interest income

31 Dec 2016 31 Dec 2015

EUR million 
Period

Interest 
rate 

change Down Up Down Up
Changes during the 
next 12 months -1.4 13.2 -1.1 8.3
Changes during 12-
24 months -2.0 24.3 -3.7 20.1

6.2.2 Change in economic value

The change in economic value (EV) method is used to calculate the net pre-
sent value (NPV) of the Bank’s interest rate-sensitive items. The EV method 
measures the NPV for existing assets and liabilities under different interest 
rate scenarios, ignoring future business flows. However, customer behaviour 
is taken into account in different interest rate scenarios, e.g. in a low interest 

6.	Market risk 

The Bank Group aims to have low market risks and low volatility in its earnings. During 
the year, the market risk exposures were kept at low levels. Market risks in the Bank Group 
mainly arise from the interest rate risk in the banking book.
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rate environment deposits are modelled to be less sensitive. The bank has 
set up limits how much the NPV can change in a stressed interest rate sce-
nario, NPV outcome is compared with the total own funds. Table 6.2 shows 
the NPV change in a stressed interest rate scenario with 100 bps both up 
and down. The model with which the Bank calculates the NPV has been 
modified in the end of year 2016 to capture the change in customer be-
haviour in the current interest environment, and therefore are the figures in 
2015 not comparable with 2016 in a down side interest rate scenario. 

 

Table 6.2. Interest rate risk, Net Present Value (NPV) 

NPV change in a stressed 
interest rate scenario with 
100 bps both up and down.

Change in economic value 
comapared with the total own 

funds in %

31 Dec 2016 31 Dec 2015
- 100bps 0.0% -5.2%
+ 100 bps 11.4% 9.3%

6.3	 Foreign exchange rate risk 

 FX risk refers to is the risk of a negative change in the value of the Bank 
Group’s FX positions caused by fluctuations in exchange rates, particularly 
against the euro.

Within the banking business, FX transactions are based on customer re-
quirements, which is why most activity involves the Nordic currencies and 
the US dollar. The guiding principle in managing FX risks is matching. The 
Treasury unit is responsible for managing the Bank’s day-to-day FX posi-
tion, subject to the limits set.

The FX exposure is insignificant. At year-end, total net FX exposure for the 
Bank Group amounted to EUR 0.3 (0.6) million.

Table 6.3 Repricing gap analysis in the Bank Group 

Interest rate fixing period

EUR million
Within 3 
months

3-6 
months

6-12 
months 1-2 yeras 2-5 years >5 years

Non-
repricing Total

Interest bearing assets 3,381 1,622 1,913 382 426 115 7,839
Non-interest bearing asset 386 386
Total assets 3,381 1,622 1,913 382 426 115 386 8,225
Interest bearing liabilities 1,395 560 808 1,140 2,355 1,192 7,450
Non-interest bearing liabilities 775 775
Total liabilities and equity 1,395 560 808 1,140 2,355 1,192 775 8,225
Off-balance sheet items, net -1,204 -943 300 485 737 625 0
Exposure 782 119 1,405 -273 -1,192 -452 -389
Cumulative exposure 901 2,306 2,033 841 389 0

6.4	 Equity and real estate risk

Equity risk relates to changes in value due to fluctuations in share prices. 
Real estate risk refers to risk associated with a fall in the market value of real 
estate assets.

No equity trading or investments in real estate are carried out by the Bank 
Group.

The exposures for both equity and real estate are insignificant. At the end 
of the year, real estate holdings amounted to EUR 0.1 (0.1) million, and in-
vestments in shares necessary for the business amounted to EUR 9.2 (7.5) 
million, of which the main part is the holding in Folksam Non-Life Insur-
ance. This 10% holding in Folksam Non-Life Insurance is reported as shares 
available for sale.

6.5	 Measurement and stress testing of the market 
risk in financial assets available for sale 

Interest rate risk consists of changes in the value of financial assets available 
for sale due to interest rate fluctuations or changes in the credit spread. 
The size and maturity of the liquidity portfolio is restricted, and the risk 
level is managed with a capital limit based on dynamic interest rate shocks 
(described in more detail in section 6.5.1). In line with the accounting rules, 
the impact of the rate shock is taken into account only for financial assets 
available for sale.

The size of the credit spread risk depends on the prospects for the coun-
terparty, the instrument’s seniority, and whether or not the investment has 
collateral. With regard to contracts traded on active markets, the market 
constantly values the risk, making credit spread a component of the instru-
ment’s market price, and this credit spread is thus usually regarded as part 
of the market risk.
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Table 6.4. Sensitivity analysis for market risks
Assets available for sale

2016 2015

Banking Group EUR million % EUR million %
Market value 31.12. 1,338.9 100.0% 1,835.7 100.0%
IR risk up (99.5th precentile) -14.7 -1.1% -21.3 -1.2%
IR risk up (100 bp) -14.7 -1.1% -21.3 -1.2%
IR risk down (0.5th precentile) 6.0 0.4% 10.5 0.6%
Spreadrisk -28.3 -2.1% -42.4 -2.3%
Equity risk -5.5 -0.4% -4.5 -0.2%

Changes in market interest rates or credit spreads affect the market value 
of fixed-income securities. Interest rate fluctuations are reported in the 
fund at fair value after the deduction of deferred tax, while any significant 
or long-term impairment of market value compared to the acquisition 
price is shown in the income statement.

6.5.1	 Sensitivity analysis for interest rate risk, 
credit spread risk and equity risk

Interest rate risk: In the sensitivity analysis, interest rate risk is stressed 
through percentage change factors calculated from the Euribor–euro 
swaps curve for each rate maturity. The factors are determined from his-
torical data and recalibrated annually. The downward stress represents the 
0.5th percentile of all observed percentage changes, and the upward stress 
the 99.5th percentile. However, due to the current low level of interest 
rates, this method gives an insignificant change, which is why a minimum 

of 100 bps upwards and 50 bps downwards is applied for each maturity. 
The minimum interest rate level is still limited to -50 bps at all maturities. 

Credit spread risk: In the sensitivity analysis, credit spread risk is stressed 
through absolute change factors calculated from a set of collective yield 
curves from the market. Each security is mapped to the most appropriate 
curve in the set using factors such as type of investment and rating. The 
factors are determined from historical data, and recalibrated annually. The 
(upward) stress represents the 99.5th percentile of the absolute changes 
of the yield curve level, from which the risk-free component has been sub-
tracted.

Equity risk: In the sensitivity analysis, equity risk is calculated simply as a 
percentage decrease in the market value. The factor is chosen by expert 
judgement, but based on historical data. For listed equities the factor is 
50%, and for non-listed equities the factor is 60%.
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7.	O perational risk 

7.1 The management of operational risks 

Operational risks are the risk of losses arising from unclear or incomplete 
internal processes or instructions, deficient or unreliable systems, and inad-
equate or unreliable information, as well as those caused by the staff – in-
cluding human error – or by external events. Operational risks include legal 
risks but not strategic risks.

The realisation of an operational risk could result in direct or indirect eco-
nomic losses for Aktia, but it could also constitute a threat to the reputation 
of the Group.

The framework for the management of operational risks of the Group 
is adopted by the Board of Directors on a yearly basis. According to the 
framework, critical functions of the Group, including outsourced func-
tions, are to be mapped out for risks on a yearly basis. Operational risks are 
present in all of Aktia’s operations. The risk management policy requires 
that the level of operational risk should be normal in comparison to the 
activities of Aktia and its competitors. This is achieved through a thorough 
insight into business activities, good and functional internal control mech-
anisms, risk-aware leadership and competent staff.

In June, the Board of Directors approved key risk indicators (KRIs) for opera-
tional risks, which are reported to management and the Board of Directors 
on a quarterly basis.

The responsibility for managing operational risks lies with the risk owner, 
i.e. the management of the different business areas and their respective 
organisation. Risk management requires continuous development of the 
quality of the different internal processes and the internal controls embed-
ded in them within the whole Group. It also requires the ability to identify 
emerging areas of risk.

Risk assessments are to be performed by the risk owners and their organi-
sation with the help of standard assessment models. The risk assessments 
can also be supported by the Operational Risk Management team within 
the Risk Control function of the Group in the second line of defence. Ac-
cording to the framework, the risk assessments are performed as traditional 
risk and control assessment or, as in the case of the distribution organisa-
tion, as risk-self-assessments.

Risk assessments result in identified risks or risk areas that are then evalu-
ated by their probability and their potential impact. The risk owner or the 
appropriate decision-making bodies in the organisation should then deter-
mine how these risks or risk areas are to be managed and what mitigating 
actions should be taken. Certain operational risks can also be accepted. The 
identified risk areas are followed up by the risk owner on a regular basis, 
and the effects of the risk-mitigating actions are also evaluated.

In 2016, the main focus in assessing and managing operational risks was 
on Aktia’s ongoing core banking system replacement project.

Adequate internal instructions for the functions, processes and staff are in 
place as a preventive measure in order to reduce operational risks in cen-
tral and high-risk areas. The instructions cover, among other things, internal 
controls, legal risks, staff risks, principles for continuity and contingency 
planning, measures to prevent money laundering and financing of terror-
ism, as well as the implementation of financial sanctions.

In 2016, as in the year before, increased emphasis was placed on the over-
all management of operational risks. The same applied to the enhanced 
gathering of “know your customer” (KYC) information and documentation 
from customers, as well as on other aspects of preventing money launder-
ing and financing of terrorism. Aktia’s ability to file appropriate tax reports 
about its customers is also a part of KYC.

Despite well-functioning internal controls, risk events (incidents) do occur. 
All functions and branches are required to report not only with finan-
cial implications, but also “close calls”. The Operational Risk Management 
team within Risk Control at Group level analyses incident information and 
escalates important issues to the risk owner for action, including for risk 
mitigation measures at the process or Group level. The root causes of the 
risk event, i.e. failures in processes, systems, know-how or internal controls, 
are analysed. Rapid and proactive management of any customer impact is 
also sought.

Risk Control is also responsible for reporting its assessment of the man-
agement of operational risk within the first line of defence to the Board of 
Directors every quarter.

Before launching new products, services or processes, or introducing mate-
rial changes in previously existing products, services or processes, a new 
product approval (NPA) process is applied to identify the risks associated 
with the new product, service or changed process. The purpose is to en-
sure that the introduction of products, services or processes has been care-
fully thought through.

The management of each business area are responsible for ensuring that 
the processes and procedures are adapted to Aktia’s strategy and the goals 
established by the Group’s executive management, and that the internal 
instructions are sufficient. As part of an efficient internal control system, 
process documents are created for critical processes. Each manager is 
responsible for full compliance with the instructions within the area man-
aged.
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In addition to the preventive work aimed at avoiding or mitigating opera-
tional risks, efforts are also made within the Group to maintain adequate 
insurance cover for damage that can occur as a result of the realisation of 
such risks.

7.2 Information security management system

The Board of Directors adopted a renewed framework for an informa-
tion security management system (ISMS) for the Group during 2016. The 
framework is reviewed annually and includes, among other things, KRIs for 
maintaining information security at a high level. Aktia has chosen to use 
ISO 27001 and 27002 as guidelines for the ISMS. At the operational level, 
the ISMS incorporates an information security policy, definitions of control 
objectives and an annual plan for reviewing them, an IT security roadmap 
based on threat analysis, business strategy and compliance requirements 
based on the Payment Card Industry Data Security Standard and the EU 
General Data Protection Regulation. To further maintain the high level of 
awareness within the organisation for information security, there are a 
training program for information security awareness and a process for in-
formation security incident management, and information security assess-
ments are conducted regularly.

The IT function’s operational risk level is monitored and reported semi-an-
nually to the Board of Directors. The assessment of the risk level is based on 
a set of objectives especially for IT governance and IT processes, as well as 
for continuity and disaster recovery plans.
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8.	Liquidity risk and funding 

Aktia’s liquidity position remained strong. To ensure sufficient liquidity to support its core 
operations in stressed financial conditions, the Bank holds a large liquidity reserve.  

Liquidity risk is defined as the risk that the Group will not be able to meet 
its payment obligations as they fall due or that it will be able to meet li-
quidity obligations only at increased costs.

8.1	 Management, governance and 
measurement of liquidity risk 

In the Bank Group, liquidity risks arise because the maturity structures on 
the asset and liability sides of the balance sheet do not coincide, since 
lending is generally longer-term than deposits. To ensure market-related 
refinancing, the bank strives to maintain a diverse range of funding sources 
and adequate diversification across different markets and investors. This 
ensures that the Bank can keep its core business intact for a very long pe-
riod of time, even if there is extensive disruption in the financial markets.

Liquidity risk also occurs if liquid assets are largely concentrated with cer-
tain counterparties or in particular instruments or markets. 

8.1.1	 Management of liquidity risk

Good diversification between different types of sources of funding in vari-
ous markets and forms of funding instruments is a key component of the 
funding strategy. 

The most important sources of funding are deposits from households and 
from small and medium-sized enterprises, as well as covered bonds.

During the year, EUR 40 million in registered covered bonds were trans-
ferred from Aktia Real Estate Mortgage Bank to Aktia Bank as preparation 
for the planned merger of Aktia Real Estate Mortgage Bank with the par-
ent company, which will take place in the first quarter of 2017.The stock of 
covered bonds secured by residential real estate totalled EUR 1,648 (2,253) 
million, of which Aktia Bank’s share amounted to EUR 1,540 (1,500) mil-
lion. At year-end, Aktia Bank’s cover pool of eligible assets, mortgage loans, 
amounted to EUR 4,280 (3,989) million.

The financing is supplemented by other well-diversified borrowing, such as 
bonds and certificates of deposit issued on the domestic market, as well as 
deposits by Finnish institutional investors. The issue of bonds under the do-
mestic programme amounted to EUR 246 (243) million, of which the main 
part refers to subordinated debts. The Bank will also receive financing from 
the European Investment Bank within the framework of their programmes 
for financing small businesses and environmental projects. 

In order to achieve a sound funding balance, Aktia actively works to broad-
en its refinancing base. Over the financial period, Aktia Bank had no need 
to issue new or additional long-term unsecured senior bonds. Long-term 
unsecured senior bonds (Aktia Bank’s EMTN programme and Schuldschein-
darlehen) amounted to EUR 769 (789) million.   

The diversified funding structure is complemented by a liquidity portfo-
lio comprising highly liquid assets. The portfolio acts as a liquidity buffer 
against short-term liquidity fluctuations and possible market disruptions in 
the refinancing market, and it can, if necessary, be realised or used as col-
lateral for financing, either in the market through “repurchase agreements” 
or by the central bank.

Concentration risks in the liquidity portfolio

Concentrations risk in the liquidity portfolio is managed by limits that are 
prepared by the Group’s investment committee and thereafter established 
by the Board of Directors. Limits are set for e.g. country, counterparty, issuer 
and instrument types. 

The distribution of Aktia Bank’s funding sources is presented in Diagram 8.1 
and the maturity of long-term funding in Figure 8.2.

Diagram 8.1. Funding sources
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Figure 8.2. Maturity structure 
for the long-term funding
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8.1.2	 Governance of liquidity risk

Funding and liquidity risk management is governed by policies and limits 
established by the Board. The Group’s Executive Committee is responsi-
ble for managing financing and liquidity risks. The Group’s Risk Control 
unit, which continuously monitors liquidity risks and the associated limits, 
reports on these to the Board and the Executive Committee. The Treas-
ury unit is responsible for maintaining the Bank’s day-to-day liquidity and 
constantly monitors how Aktia’s wholesale assets and liabilities mature. 
Developments and pricing in the deposit stock are also followed closely. 
The treasury unit implements the adopted measures to change the liquid-
ity position.

Internal liquidity adequacy assessment process

The Bank Group’s liquidity needs are assessed annually in the internal li-
quidity adequacy assessment process (ILAAP). The Aktia Group’s Chief Con-
trol Officer (CCO) has the overall responsibility for the process of ILAAP and 
is responsible for ensuring that the Group has an effective control process, 
including liquidity management. The Aktia Group’s Chief Financial Officer 
(CFO) and the Head of Treasury are responsible for the operational liquidity 
planning and management, as well as for the funding strategy. Risk Control 
assesses whether significant internal or external changes have occurred 
that would require an update of the ILAAP, which are reported to the ex-
ecutive management.

8.1.3	 Measurement of liquidity risk

The liquidity risk is measured on both short-term and a long-term bases. 
To ensure funding in situations where Aktia is in urgent need of cash and 
normal funding sources do not suffice, Aktia holds a liquidity reserve. The 
Board of Directors sets the minimum level for the liquidity reserve. The 
liquidity reserve consists of highly liquid assets that can easily be sold or 
used as collateral in funding operations.

Liquidity reserve and stress tests

The aim is to continuously maintain a liquidity reserve that covers the out-
going cash flow for at least one year.

The liquidity portfolio consists of highly liquid assets to meet liquidity 
needs in stressful situations. The unencumbered financial assets in the 
liquidity portfolio, which as described above can be used as a liquidity 
reserve, including cash and holdings in the central bank, amounted to a 
market value of about EUR 1,637 million, equivalent to just over 40 months 
of outgoing cash flows from the wholesale market. Table 8.3 shows the 
holdings in the liquidity reserve.

Aktia performs stress tests regularly to measure how liquidity disturbances 
affect the survival horizon in the liquidity reserve.

In these tests, the bank constructs unlikely but still possible adverse scenar-
ios that would trigger a range of risk drivers. The major risk drivers are: 

.. Withdrawals of deposits by clients

.. Severe utilisation of retail customer credit lines

.. Higher collateral requirements due to increased margin calls 

.. Market disruption resulting in a general fall in the 
prices of the assets in the liquidity portfolio

Table 8.3. Liquidity reserve, market value

EUR million
31 December 

2016
31 December 

2015
Cash and holdings in central banks 338 228
Securities issued or guaranteed by 
sovereigns, central banks or multilateral 
development banks 414 415
Securities issued or guaranteed by 
municipalities or Public sector entities 205 188
Covered bonds 636 969
Own covered bonds 0 90
Securities issued by credit instituation 44 199
Securities issued by financial corporates 0 0
Total 1,637 2,090

Liquidity ratios

Furthermore, liquidity risks are measured and monitored with the help of 
the liquidity coverage ratio (LCR) and net stable funding ratio (NSFR). The 
LCR measures the short-term liquidity risk and aims to ensure that Aktia 
Bank’s liquidity reserve consisting of unencumbered high-quality assets 
is large enough to meet short-term net outflows in stressed situations in 
the next 30 days. The internal LCR limit for the Aktia Group is that the ratio 
must be more than 100%.

The NSFR, which is expected to be introduced in 2018, measures the 
matching of receivables and liabilities with a maturity of over one year on 
Aktia Bank’s balance sheet with the purpose of ensuring that long-term 
lending is, to a safe extent, financed by long-term funding.

The level of the LCR will fluctuate over time, depending, among other 
things, on what the maturity structure of the Bank’s issued securities looks 
like. Table 8.4 presents the development of the LCR and NSFR in 2016 for 
Aktia Bank Group.
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Table 8.4. LCR and NSFR 

31 Dec 
2016

30 Sep 
2016

30 Jun 
2016

31 Mar 
2016

31 Dec 
2015

LCR % 209% 196% 178% 242% 275%
NSFR % 130% 128% 121% 120% 120%

 

EUR million

Liquidity coverage ratio (LCR) 31 Dec 2016 31 Dec 2015
Liquid assets, level 1 1,400 1,554
Liquid assets, level 2 34 24
Total liquid assets 1,434 1,577

Total cash outflows 834 708
Total cash inflows 148 135
Net cash outflows 686 574

Liquidity coverage ratio (LCR), % 209% 275%

Table 8.5. Disclosure on asset encumbrance, median value 2016

Assets* 

EUR million
Carrying amount of 
encumbered assets

Fair value of 
encumbered assets

Carrying amount 
of unencumbered 

assets

Fair value of 
unencumbered 

assets
Assets of the reporting institution 3,065 5,368
  Loans on demand 0 242
Equity instruments 0 0 9 9
Debt securities 428 435 1,463 1,488
Loans and advances other than loans on demand 2,677 3,223
          of which: mortgage loans 2,677 2,862
Other assets 35 332

Collateral received* 

EUR million

Fair value of encumbered 
collateral received or own debt 

securities issued

Fair value of collateral received 
or own debt securities issued 

available for encumbrance
Collateral received by the reporting institution 0 149
Equity instruments 0 0
Debt securities 0 0
Loans and advances other than loans on demand 0
Other collateral received 0 149
Own debt securities issued other than own covered bonds or ABSs 0 0

Sources of encumbrance* 

EUR million
Matching liabilities, contingent 

liabilities or securities lent

Assets, collateral received and own 
debt securities issued other 

than covered bonds and ABSs 
encumbered

Carrying amount of selected financial liabilities 2,155 3,065

Information on importance of encumbrance*

The main source of encumbrance for Aktia is covered bond issuance programs where the required overcollateralization levels are defined according to the 
relevant statutory regimes. Other contributors to encumbrance are derivatives, repos and the intraday facility at the central bank. The main source of the 
unencumbered assets are loans and debt securities. The rest are equity instruments and other assets.			 
			 
*Template A, B, C, D of EBA/GL/2014/03

8.2	 Asset encumbrance

Another important part of Aktia’s liquidity management consists of retain-
ing significant volumes of unutilised collateral that can be used in the event 
of disruptions in the financial markets. One prerequisite for being able to 
pledge additional collateral is for the Bank to have collateral at its disposal 
from the outset. The Bank therefore retains substantial volumes of unen-
cumbered assets that could be used as collateral in the issue of covered 
bonds and highly liquid securities with high credit ratings. The majority of 
the encumbered assets consist of Aktia Bank’s cover pools, which comprise 
mortgage loans provided as collateral for outstanding covered bonds. 
Aktia maintains a certain level of over-collateralisation (on top of the level 
required by the supervisory authority) in the cover pool to be able to with-
stand a significant price fall in the real estate market.
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9.	Risk and capital in the life 
insurance business 
 
The first year of Solvency II shows a quite stable capital ratio over the year, with an 
improving trend. At year-end 2016, Aktia Life is compliant with Solvency II even without 
transition rules.  

9.1	 Risk management system and governance

The board of Aktia Life Insurance is the body with ultimate responsibil-
ity for the governance and operation of the company. However, Aktia as a 
financial Group is governed as a whole, and much of the decision-making 
is done in cooperation with the Group´s Board of Directors and its relevant 
committees. In particular regarding matters which typically have impact 
on other subsidiaries as well – such as strategy, risk appetite, and ALM – 
decisions are made at Group level. Also, many of the written policies are 
common to all subsidiaries within the Group. Matters concerning the daily 
operations of the insurance company – such as insurance production and 
development, insurance techniques (actuarial matters), sales, etc. – are de-
cided within the insurance company.

The Risk Control unit of Aktia is common for the whole Group, and in prac-
tice the life insurance company’s risk control is outsourced to the parent 
company. The Group has a written policy in which the responsibilities of 
the Risk Control function are defined. Risk tolerance limits for the life insur-
ance company are set up within the Group’s limit policy. The life insurance 
company also has a risk management plan of its own, which is mainly 
concerned with identifying and defining the measurement methods for 
the risks specifically connected to the life insurance company. This docu-
ment also sets out how risks are measured in the company’s own risk and 
solvency assessment (ORSA).

The Risk Control unit is led by the Head of Risk Control, who reports to 
the Group´s Board of Directors. The unit must be organised in such a way 
that it is independent of the business and the support functions that it 
monitors and controls. It cannot perform the duties it monitors, and the 
employees are not covered by any compensation schemes that are directly 
linked to the profitability of the operations they oversee. The Risk Control 
unit must have adequate and competent resources to perform the control 
function reliably.

The primary duty of the Risk Control unit is to report on the Group’s risk 
exposure in relation to the risk appetite established under the strategy, in-
dependently from the business channels. On a quarterly basis, the unit pre-
sents an overview of the significant risk positions to the Group´s Board of 
Directors and the Risk Committee, and provides an assessment of the risk 
profile. It also reports quarterly to the board of the Life Insurance Company. 
A report of all activities during the year is presented annually for the Risk 
Committee of the Group´s Board of Directors, which then makes an assess-
ment on the adequacy of the risk management and whether its activities 
are appropriate.

9.2	 Key risks in the life insurance company

In the ORSA of Aktia Life Insurance, the main risk categories are defined to 
be business risk, contact risk, insurance (underwriting) risk, operational risk 
and market risk. In the ORSA of 2016, market risk and insurance risk were 
still the dominant risks, with 61.1% (74.2%) and 35.8% (23.7%), respectively, 
of the total correlated risk sum. The seemingly large shift of risk from mar-
ket to insurance is mostly due to changes in the technical provisions mod-
elling and does not reflect a real shift in risk of this size. The correlated risk 
sum is referred to as the ORSA capital requirement and is calculated along-
side the official Solvency II capital requirements. The available capital calcu-
lated for the Solvency II framework is compared with these requirements. 

The sub-risks for the ORSA capital requirement are calculated using internal 
methods. For underwriting risk, the method coincides with the Solvency II 
framework regarding the life and health risk modules, but the correlation 
differs. The calculation of market risk, which is the largest risk, coincides 
with the method used for the daily internal market risk limit and is the 
method used in the sensitivity analysis in section 6.5.1. The macroeconom-
ic stress parameters used, which are the same for Aktia Bank and the life 
insurance company, are described in section 9.2.1. 
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9.2.1	 Market risk

The market risks considered for the life insurance company are interest rate 
risk, spread risk, currency (FX) risk, equity risk, real estate risk and concentra-
tion risk. For Solvency II purposes, the risks are calculated using the Solven-
cy II standard formula, and for internal purposes also using the aforemen-
tioned market risk limit stresses. This text emphasises the internal method.

From a risk sensitivity perspective, the largest risks (in this order) are real 
estate risk, spread risk and interest rate risk. For the interest-linked technical 
provisions, all other risks except interest rate risk are of negligible size, and 
interest rate risk remains a big risk after the netting effect of the covering 
portfolio is added. For the unit-linked policies, the netting effect is much 
bigger in general, as the customer bears the largest part of the risk. The 
largest risk after netting for the unit link side is equity risk.

Interest rate risk here refers to the risk of change in the risk-free rate. It is 
the main risk for the technical provisions. It affects profitability through the 
spread between rate of return and guaranteed customer rate, but it also 
affects capital adequacy through the fair value valuation of assets and li-
abilities imposed by the Solvency II framework. From this point of view, the 
interest rate risk is the most important ALM risk, and it arises from the dif-
ference between incoming and outgoing future cash flows. 

In the sensitivity analysis, interest rate risk is stressed through percentage 
change factors calculated from a Euribor–euro swaps-based risk-free curve 
for each rate maturity. The factors are determined from historical data and 
recalibrated annually. The downward stress represents the 0.5th percentile 
of all observed percentage changes, and the upward stress the 99.5th per-
centile. However, due to the current low interest level, a minimum of 100 
bps upwards and 50 bps downwards is applied for each maturity. The ab-
solute minimum level of the rate, -50 bps, is still applied for the calculations 
for 31 December 2016, but it will be removed as of 1 January 2017, such 
that the stressed level is not bounded from below.

Credit spread risk, or simply “spread risk”, is the risk connected to a change 
(increase) in default risk for a specific counterparty. The spread risks of the 
life insurance company are mostly implicitly priced by the market by ob-
servation of such factors as the seniority, collateralisation and credit rating 
of the security. Spread risk has grown in proportion due to the low interest 
rate level, and at year-end it was the largest market risk in the internal mod-
el (EUR 26.8 million in total). On the asset side, roughly the same instru-
ments (fixed-income securities) are subject to both spread and interest rate 
risk, but as the interest-linked technical provisions are not subject to spread 
risk, this risk is one-sided, unlike the interest rate risk. This fact makes hedg-
ing by matching difficult, as the only practical way to hedge against spread 
risk is through credit derivatives, which are currently not used. However, 
as the investment policy currently excludes equities, a higher spread risk 
is the natural price to pay for a higher return. Fixed-income still dominates 
the interest-linked portfolio, and totalled EUR 495.0 (524.4) million or 83% 
(86%) at year-end.  

In the sensitivity analysis, spread risk is stressed through absolute change 
factors calculated from a set of collective yield curves from the market. 
Each security is mapped to the most appropriate curve in the set using fac-
tors such as type of investment and rating. The factors are determined from 
historical data and recalibrated annually. The (upward) stress represents 
the 99.5th percentile of the absolute changes of the yield curve level, from 
which the risk-free component has been subtracted.

FX risk arises from changes in the exchange rate against the base currency 
(the euro). The FX risk in the interest-linked side arises from positions in 
mutual fixed-income funds investing in emerging markets and high-yield 
bonds issued in USD and local currencies. Also, some positions in private 
equity funds are in foreign currencies. On the unit-linked side, exposures 
come from mutual funds (interest and equity) investing in foreign-currency 
instruments. Mutual funds investing in a non-euro geographic area but 
officially denoted in euro typically contain currency risk as well, which is 
taken into account in the risk calculation. FX risk is noteworthy on both the 
interest-linked and the unit-linked sides.

In the sensitivity analysis, each currency is shocked both downwards and 
upwards, and the worst case for each currency is chosen, after which the 
effect is summed over all currencies (without correlation). The stress factors 
are determined from historical data and recalibrated annually, representing 
the 0.5th percentile and the 99.5th percentile, respectively, of the percent-
age changes in exchange rate.

Equity risk reflects possible decreases in the value of equities. In the port-
folio covering interest-linked policies, the equity risk has arisen only from 
private equity funds and similar assets that cannot be disposed of immedi-
ately. During 2016, the positions in these assets continued decreasing and 
are now only EUR 2.5 (3.3) million. The hedge fund portfolio has been sold. 
On the unit-linked side, equity risk is the most substantial risk. This is mostly 
due to volume: as the majority of unit-linked securities are equity or mixed 
mutual funds, the company’s share of risk remains substantial even after 
netting assets and technical provisions. The market value for the unit-linked 
portfolio was EUR 723.1 (667.7) million at year-end.

Real estate risk reflects possible decreases in the value of owned real estate. 
The real estate risk of the company arises from positions in real estate funds 
and physical real estate. At year-end, the total real estate position was EUR 
83.9 (81.6) million. Real estate risk is the second largest of the market risks. 
On the unit-linked side, it is of negligible importance.

In the sensitivity analysis, equity risk is calculated simply as a percentage 
decrease in market value. The factor is chosen by expert judgement, but 
based on historical data. For equities the factor is 50% (listed equity) or 
-60% (private equity), and -25% for real estate. 
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Table 9.1. Allocation of holdings in the interest-linked portfolio

EUR million 31 Dec 2016 31 Dec 2015
Equities 0.0 0.0% 0.0 0.0%
Fixed-income 495,0 82,5 % 484,6 79,5 %
  Government bonds 123,8 20,6 % 125,7 20,6 %
  Financial sector bonds in total 226,2 37,7 % 228,6 37,5 %
    Covered bonds 179,3 29,9 % 185,9 30,5 %
    Senior bonds 40,8 6,8 % 39,9 6,5 %
    Subsenior bonds 6,0 1,0 % 2,8 0,5 %
  Other corporate in total 87,3 14,5 % 81,1 13,3 %
    Senior bonds 86,7 14,5 % 80,6 13,2 %
    Subsenior bonds 0,6 0,1 % 0,6 0,1 %
  Emerging markets bonds 32,3 5,4 % 29,4 4,8 %
  High yield bonds 25,4 4,2 % 19,7 3,2 %
Alternative investments 2,5 0,4 % 3,3 0,5 %
  Private Equity & Venture capital 2,5 0,4 % 3,1 0,5 %
  Hedge funds 0,0 0,0 % 0,2 0,0 %
Real estate 83,9 14,0 % 81,6 13,4 %
  Directly owned 58,3 9,7 % 53,9 8,9 %
  Real estate funds 25,6 4,3 % 27,7 4,5 %
Money market 0,0 0,0 % 0,0 0,0 %
Cash at bank 18,5 3,1 % 39,8 6,5 %

600,0 100,0 % 609,3 100,0 %

Table 9.2.  Sensitivity analysis for market risk

Portfolio Technical provisions* Total

31 Dec 
2016

31 Dec 
2015

31 Dec 
2016

31 Dec 
2015 31 Dec 2016 31 Dec 2015

Life insurance company
EUR 

million
EUR 

million
EUR 

million
EUR 

million
EUR 

million %**
EUR 

million %**
Interest linked
Market value 31.12. 581,5 609,3 -504,5 -504,6 77,0 67,2 % 111,4 77,7 %
IR risk up -23,5 -23,2 46,9 52,4 23,4 20,4 % 29,2 20,4 %
IR risk down 19,0 18,4 -44,7 -60,8 -25,7 -22,4 % -42,4 -29,6 %
Spreadrisk -25,4 -24,3 0,0 0,0 -25,4 -22,2 % -24,3 -16,9 %
Currency risk -4,3 -8,2 0,1 0,0 -4,2 -3,7 % -8,2 -5,7 %
Equity risk -1,4 -2,1 0,0 -0,2 -1,4 -1,2 % -2,3 -1,6 %
Real estate risk -25,8 -21,5 0,3 0,0 -25,5 -22,3 % -21,5 -15,0 %
Unit- and index linked
Market value 31.12. 723,1 667,7 -685,6 -635,7 37,5 32,8 % 32,0 22,3 %
IR risk up -17,2 -12,3 18,8 13,6 1,6 1,4 % 1,3 0,9 %
IR risk down 23,7 13,8 -21,8 -14,6 1,9 1,7 % -0,8 -0,6 %
Spreadrisk -17,7 -17,0 16,3 16,4 -1,4 -1,2 % -0,6 -0,4 %
Currency risk -35,9 -44,0 33,1 42,6 -2,8 -2,4 % -1,4 -1,0 %
Equity risk -200,3 -184,9 184,8 167,1 -15,5 -13,5 % -17,8 -12,4 %
Real estate risk 0,0 0,0 0,0 0,0 0,0 0,0 % 0,0 0,0 %
Total
Market value 31.12. 1 304,6 1 277,0 -1 190,1 -1 140,3 114,5 100,0 % 143,4 100,0 %
IR risk up -40,7 -35,5 65,7 66,0 25,0 21,8 % 30,5 21,3 %
IR risk down 42,7 32,2 -66,5 -75,4 -23,8 -20,8 % -43,2 -30,1 %
Spreadrisk -43,1 -41,3 16,3 16,4 -26,8 -23,4 % -24,9 -17,4 %
Currency risk -40,2 -52,2 33,2 42,6 -7,0 -6,1 % -9,6 -6,7 %
Equity risk -201,7 -187,0 184,8 166,9 -16,9 -14,8 % -20,1 -14,0 %
Real estate risk -25,8 -21,5 0,3 0,0 -25,5 -22,3 % -21,5 -15,0 %

* The market value of the Technical Provisions is a risk neutral value which is obtained by discounting simulated cashflows. Therefore it differs from the book 
value of the Technical Provisions.
** The percentage is the portion of the total market value (114,5 for 2016)
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Table 9.3  Technical provisions by policy type and guaranteed rate

EUR million
TP  

31 Dec 2016 % Premiums
Claims 

paid
Expense 
charges

Guar-
anteed 

interest Bonuses
TP 

31 Dec 2015
Group pension 52.7 0.0 2.2 2.9 0.2 1.7 0.0 51.7
3.5% 52.2 0.0 2.2 2.8 0.2 1.7 - 51.2
2.5% 0.1 0.0 - 0.0 0.0 0.0 - 0.2
1.0% 0.3 0.0 - 0.1 0.0 0.0 0.0 0.3
Individual pension insurance 277.7 0.2 6.0 37.5 0.8 11.5 - 296.1
4.5% 184.8 0.2 2.9 23.0 0.5 8.5 - 197.0
3.5% 64.8 0.1 1.8 9.1 0.2 2.3 - 70.4
2.5% 28.2 0.0 1.3 5.4 0.1 0.7 - 28.7
Savings insurance 64.0 0.1 1.3 8.7 0.3 2.0 - 69.7
4.5% 9.9 0.0 0.4 4.8 0.1 0.5 - 13.9
3.5% 22.1 0.0 0.6 1.0 0.1 0.8 - 22.0
2.5% 31.9 0.0 0.2 2.8 0.1 0.7 - 33.7
Risk insurance 29.2 0.0 20.0 12.0 6.8 1.0 0.0 31.2
Unit linked insurance 719.4 0.6 82.5 51.7 7.8 - - 662.2
  Savings insurance 581.6 0.5 73.9 39.6 6.1 - - 526.8
  Individual pension insurance 125.1 0.1 6.9 12.0 1.4 - - 124.9
  Group pension 12.7 0.0 1.7 0.1 0.2 - - 10.5
Reservation for increased life 
expectancy 3.4 0.0 - - - - - 3.7
Reservation for lowered discount rate 16.0 0.0 - - - - - 16.0

1,162.4 1.0 112.0 112.8 16.0 16.1 0.0 1,130.5

Table 9.4  Estimated Technical Provisions cash flow distribution (outflows) over time for interest linked policies 31 Dec 2016

EUR million Duration 2017 - 2018 2019 - 2020 2021 - 2025 2026 - 2030 2031 - 2035 2036 - 2045 2046 - 2055 2056-
Savings insurance
4.5% 3.6 7.5 1.0 1.5 1.0 0.3 0.2 0.1 0.0
3.5% 10.3 2.8 8.2 6.9 4.1 2.9 3.4 1.8 1.7
2.5% 11.1 5.6 5.2 9.6 5.6 4.1 5.3 2.3 2.0
Pensions 9.6 56.7 55.2 115.2 92.0 60.3 65.1 33.1 13.8
4.5% 7.4 44.9 39.2 77.4 52.2 23.1 10.4 1.7 0.5
3.5% 12.0 15.5 16.7 36.8 33.1 26.3 33.6 15.4 8.3
2.5% 14.5 2.6 2.8 6.2 5.9 7.0 9.2 4.9 1.0
1.0% 16.9 -6.3 -3.5 -5.2 0.9 4.0 11.9 11.0 4.0
Other insurance 7.8 8.9 -0.9 -4.4 -4.3 -4.1 -6.0 -3.4 -1.1
Total 9.6 81.4 68.6 128.8 98.5 63.5 68.0 33.8 16.4
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Figure 9.5. Cash flow distribution and mismatch of interest linked policies 
- Technical Provisions vs. portfolio (EUR million)
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9.2.2	 Underwriting risk

Aktia Life Insurance provides voluntary pension insurance, life insurance 
and savings insurance. Due to laws regarding insurance contracts, the 
company has quite limited scope to influence premium levels or to change 
the terms of existing contracts. The sufficiency of premiums is monitored 
on a yearly basis. For new policies, the company is free to set the premium 
levels, which are decided by the Board after a proposal from the chief actu-
ary. Reinsurance is used to limit the liability, ensure that the solvency capital 
is adequate and prevent the profit from fluctuating too much. 

In this context, underwriting risk is the risk that the future cash flows from 
existing insurance policies will not be consistent with the ones estimated 
in the valuation of the technical provisions. Therefore, it is a model risk and 
represents the risk connecting the model used for technical provisions.  

In the company’s ORSA, the primary underwriting risks are estimated with 
the same method as in the Solvency II standard formula; only the final cor-
relation differs in order of application. The same methods and parameters 
are used for the risk analysis within this text. The risks considered are mor-
tality risk and longevity risk, disability risk, lapse risk, expense risk and ca-
tastrophe risk, and all of the aforementioned are considered separately for 
policies classified as mainly life policies or mainly health policies.

At year-end, the total life risk was EUR 49.4 (48.7) million correlated, and 
EUR 71.6 (71.0) million uncorrelated. Health risk was EUR 16.6 (17.6) million 
correlated and EUR 16.9 (17.9) million uncorrelated.

Mortality risk is stressed through a 15% increase in mortality, and mostly 
arises from life insurance policies. At year-end, the risk for life insurance was 
EUR 9.8 (9.9) million, and for health insurance it was below EUR 0.1 (below 
0.1) million. 

Longevity risk is stressed through a 20% decrease in mortality, and mostly 
arises from pensions and savings policies. At year-end, the risk for life insur-
ance was 7.4 (7.3) million, and for health insurance it was below EUR 0.1 
(below 0.1) million. 

Disability risk is stressed as a combination of an increase of 35% in the as-
sumed disability rates during the next year and 25% during the following 
years, as well as a decrease of 20% in the recovery rates.

For health insurance policies, a 5% increase in healthcare expenses com-
bined with a one percentage point increase in the assumed inflation rate is 
used. The risk mainly arises from policies covering disability and health ex-
penses. At year-end, the risk for life insurance was EUR 0.6 (0.7) million, and 
EUR 14.0 (15.1) million for health insurance.

Lapse risk is calculated as the worst of three stress scenarios: an increase in 
lapse frequency, a decrease in lapse frequency, and a mass lapse event. This 
is estimated to be the largest underwriting risk, and at year-end, the risk 
for life insurance was EUR 32.2 (30.1) million, and EUR 3.2 (3.6) million for 
health insurance. 

Expense risk is stressed through an increase in 10% of the assumed future 
expense combined with a one percentage point increase in the assumed 
inflation rate. Expense risk is the second largest of the underwriting risks. At 
year-end, the risk for life insurance was EUR 17.4 (18.8) million, and EUR 3.1 
(2.9) million for health insurance. 

Catastrophe risk is stressed through estimated effects on different cata-
strophic events. For life insurance policies, this consists of an increase of 
0.15 percentage points of mortality rates during the following year. For 
health insurance policies, a combination of a mass accident, an accident in 
a location with a large policyholder concentration, and a pandemic con-
sidered. At year’s end the risks were EUR 4.3 (4.2) million and EUR 0.5 (0.5) 
million for life and health, respectively.

9.3	 Capital management and solvency position

The capital planning process of Aktia Life Insurance is, to large extent, sub-
ordinated to the Group’s process, which is carried out in parallel with the 
ICAAP planning of Aktia Group. Temporally, the ICAAP planning process co-
incides with the ORSA planning, which enables parallel work to the extent 
it is possible.

The Group’s goal is to allocate the capital within the parent company 
and the subsidiaries, so that an efficient and, at the same time, reassuring 
capitalisation rate can be achieved for all companies. The Group’s policy 
has, in recent years, been that the life insurance company maintains suf-
ficient capital to cover the necessary regulatory requirements, but that any 
surplus capital is transferred to the parent company. The official capital re-
quirement considered in this report is the Solvency II capital requirement, 
which has been effective from the beginning of 2016. 

Aktia Life Insurance has been granted permission to use the transition rule 
for technical provisions in its calculation of the Solvency II available capital, 
with the limitations in accordance with Article 308d(4) that the Finnish FSA 
has set out for all companies that have applied for this rule to be used. The 
capital structure of the company is fairly straightforward, and at year-end, 
all available capital was Tier 1 capital eligible for covering both the SCR and 
MCR. At the end of Q4 2016, the eligible solvency capital was EUR 144.7 
million, and the estimated requirement (SCR) was EUR 80.6 million, result-
ing in a solvency ratio of 179.4%. The ratio for the MCR of EUR 24.4 million 
was 593.0%. Without transition rules, the eligible capital was EUR 87.9 mil-
lion, the estimated requirement (SCR) was EUR 80.8 million, and the solven-
cy ratio was 108.7%. The ratio for the MCR of EUR 26.7 million was 329.2%.
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10.	Regulatory development

Extensive flow of new regulations for financial institutions continuing  

On 23 November 2016, the European Commission made a proposal to 
amend Regulation (575/2013) and Directive (2013/36/EU). This proposal 
includes e.g. a binding leverage ratio, a binding NSFR, amendments to the 
large exposures framework and other relevant amendments. This proposal 
will be discussed in the EU’s legislative forums during 2017.  

According to the proposal, the level of leverage ratio will be set to 3%. Aktia 
reported a leverage ratio of 4.7% at year-end 2016. 

According to the proposal, the NSFR will be set to minimum level of 100%. 
Aktia reported an NSFR level of 129% at year-end 2016.

The local supervisor, the Financial Supervisory Authority (FIN-FSA), decided 
in 2016 after a supervisory review the level of required capital buffers for 
each regulated institution. This requirement was set for Aktia during 2016 
at a level of 1.75%, to be applicable from 30 June 2017.   

FIN-FSA is continuing preparations for raising the minimum level of risk 
weights on residential mortgage loans. Implementation is scheduled for 
July 2017. These measures will introduce a minimum level of 10% for the 
average risk weight on housing loans for banks that have adopted the IRB 
approach. Aktia applies this IRB methodology, but the Bank’s average risk 
weights for housing loans is around 14%. This means that the effect of this 
new rule would not be significant at present.

Macro prudential decisions: FIN-FSA decides every three months the level 
of the countercyclical buffer. The most recent decision was made on 21 
December 2016, and it was 0%. There is a proposal from the Ministry of 
Finance to implement the “systematic risk buffer” in Finnish legislation. Both 
of these could increase the buffer requirement for banks, if set.

The Basel Committee published, in December 2014, a consultative docu-
ment regarding new rules for calculating credit risk according to standard 
methods. Simultaneously, it also published a document on capital floors. 
Later in 2015, it published a revised version calculating the credit risk ac-
cording to standard methods. Capital floors are intended to set a floor to 
risk weights that are calculated according to the IRB methodology. The Ba-
sel Committees’ press release in January 2017 indicates that the scheduled 
decision on this issue has been postponed for finalising this framework, 
and it is to be expected to be completed in the near future. This kind of 
regulation would have a large effect on all banks, when applicable, and it 
will also affect Aktia in the future. 

The EBA is publishing new rules and guidelines for IRB methodology during 
2016–2017. Aktia’s IRB methodology can be described as quite conservative, 
but the new regulation will probably also have effects on Aktia, too.

European banking crisis management rules were established from the 
beginning of 2015. In Finland, local legislation was established and a new 
authority was established, called the Financial Stability Authority. Dur-
ing 2016, Aktia started discussions with this authority. The results of these 
discussions will include drawing up the resolution plan for Aktia and the 
setting of the MREL requirement. So far, Aktia has not received any official 
documents concerning this issue. The results may later have an effect on 
Aktia’s capital planning.

The IFRS methodology for accounting principles has been endorsed in the 
EU. As of 1 January 2018, IFRS 9 will introduce new requirements for classifi-
cation and measurement of financial assets and liabilities. Aktia’s model for 
risk management and the characteristics of financial instruments in respect 
of future cash flows will have an impact on categories applied by Aktia. Ak-
tia’s financial assets are expected to be classified at amortized cost and at 
fair value through other comprehensive income. Based on preliminary sur-
veys, the implementation of IFRS 9 is expected to increase reported provi-
sions for credit losses. Hedge accounting according to IFRS 9 is not expect-
ed to have a significant impact on the Group’s result or financial position. 

Starting from 2016, the new Solvency II regulation is applicable on insur-
ance companies. Aktia is a conglomerate, and Aktia Life Insurance’s levels 
of solvency are calculated on Solvency II principles. Due to the use of tran-
sition rules for technical provisions in its calculation of the Solvency II avail-
able capital, the effect will materialise over the long term.



Capital and Risk Management Report 2016 58

List of abbreviations 

AFS 	 Available for sale

ALM 	 Asset and liability management

AT1 	 Additional Tier 1

BRRD 	 Banking Recovery and Resolution Directive

CCF 	 Credit conversion factor

CCO 	 Chief Control Officer

CET1 	 Common Equity Tier 1

CEO 	 Chief Executive Officer

CFO 	 Chief Financial Officer

CRD 	 EU Capital Requirements Directive

CRM 	 Credit risk mitigation

CRR 	 EU Capital Requirements Regulation

CVA 	 Credit valuation adjustment

DR 	 Default rate

EAD 	 Exposure at default

EBA 	 European Banking Authority

EL 	 Expected loss

EU 	 European Union

FX 	 Foreign exchange

ICAAP 	 Internal capital adequacy assessment process

IFRS 	 International Financial Reporting Standard

IRB 	 Internal ratings-based approach

IRRBB 	 Interest rate risk in banking book

LCR 	 Liquidity coverage ratio

LGD 	 Loss given default

LTV 	 Loan-to-value

MREL 	 Minimum requirement for own funds and eligible liabilities

NII 	 Net interest income

NSFR 	 Net stable funding ratio

ORSA 	 Own risk and solvency assessment

O-SII 	 Other systemically important institutions

OTC 	 Over-the-counter

PD 	 Probability of default

P&L 	 Profit and loss

PIT 	 Point-in-time

REA 	 Risk exposure amount

RW 	 Risk weight

S&P 	 Standard & Poor’s

SME 	 Small and medium-sized enterprises

T2 	 Tier 2

TTC 	 Through-the-cycle

VaR 	 Value-at-risk

List of abbreviations  
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Appendix 1.

Appendix 1a. Differences between accounting and regulatory scopes of consolidation and 
mapping of financial statement categories with regulatory risk categories

Differences between accounting and regulatory scopes of  
consolidation and mapping of financial statement categories with* 31 Dec 2016

Carrying values of items:

EUR 1,000

Carrying values 
as reported 

in published 
financial 

statements

Carrying values 
under scope 

of regulatory 
consolidation

Subject to credit 
risk framework

Subject to 
counterparty 

credit risk 
framework

Not subject to 
capital require-

ments or subject 
to deduction 
from capital

Assets
Cash and balances with central banks 380,095 380,094 380,094 0 0
Financial assets available for sale 1,840,526 1,328,462 1,328,462 0 0
Financial assets held until maturity 445,294 445,294 445,294 0 0
Derivative instruments 132,246 132,246 0 132,246 0
Loans and other receivables 5,760,460 5,757,453 5,757,453 0 0
Investments for unit-linked insurances 723,144 0 0 0 0
Investments in associated companies 0 0 0 0 0
Investments in group companies 0 46,191 39,622 0 6,569
Intangible assets 63,698 62,829 0 0 62,829
Investment properties 58,057 78 78 0 0
Other tangible assets 7,672 7,609 7,609 0 0
Total other assets 66,764 56,586 56,586 0 0
Tax receivables 8,022 8,022 8,022 0 0
Total assets 9,485,978 8,224,863 8,023,219 132,246 69,398

Liabilities
Deposits 4,673,148 4,689,120 0 0 0
Derivative instruments 54,254 54,254 0 0 0
Other financial liabilities 2,800,312 2,803,868 0 145,640 0
Technical provisions 1,162,446 0 0 0 0
Total other liabilities 120,385 113,132 0 0 0
Provisions 1,406 1,406 0 0 0
Tax liabilities 60,918 44,981 0 0 0
Total liabilities 8,872,869 7,706,761 0 145,640 0

*Template LI1
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Appendix 1b. Main sources of differences between regulatory exposure 
amounts and carrying values in financial statements

Main sources of differencies between regulatory exposure amounts and carrying 
values in financial statements* 31 Dec 2016

Items subject to:

EUR 1,000 Total
Credit risk 

framework

Counterparty 
credit risk 

framework
Asset carrying value amount under scope of regulatory consolidation (as per template LI1) 8,155,465 8,023,219 132,246
Liabilities carrying value amount under regulatory scope of consolidation (as per template LI1) 145,640 0 145,640
Total net amount under regulatory scope of consolidation 8,301,105 8,023,219 277,886
Off-balance sheet amounts 527,242 250,161 0
Differences in derivative exposure amounts 0 22,507
Differences due to consideration of provisions 13,679 0
Credit value adjustment (CVA) 0 45,812
Credit risk mitigation techniques affecting the exposure amount: financial collateral, 
comprehensive method -40,447 -261,808
Other adjustments 208 0
Exposure amounts considered for regulatory purposes 8,246,820 84,397

* Template LI2
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Appendix 2. Full disclosure of items and deductions in own funds, 31 December 2016

1,000 EUR

Transitional own funds disclosure template
(A) Amount at 

disclosure date

(B) Regulation (EU) 
No 575/2013 article 
reference

(C) Amounts 
subject to pre- 
regulation (EU) No 
575/2013 treatment 
or prescribed 
residual amount of 
regulation (EU) No 
575/2013 

Common Equity Tier 1 (CET1) capital: instruments and reserves
1 Capital instruments and the related share premium accounts 163,000 26 (1), 27, 28, 29, EBA 

list 26 (3)
of which: Share capital 163,000 EBA list 26 (3)

2 Retained earnings 191,296 26 (1) (c)
3 Accumulated other comprehencive income (and other reserves, to 

include unrealised gains and losses under the applicable accounting 
standards)

125,515 26 (1)

3a Funds for general banking risk 0 26 (1) (f )
4 Amount of qualifying items referred to in Article 484 (3) and the 

related share premium accounts subject to phase out from CET 1
486 (2)

Public sector capital injection grandfathered until 1 January 2018 483 (2)
5 Minority interests (amount allowed in consolidated CET1) 84, 479, 480
5a Independently reviewed interim profits net of any foreseeable 

charge or dividend
209 26 (2)

6 Common Equity Tier 1 (CET1) capital before regulatory adjustments 480,020

Common Equity Tier 1 (CET1) capital: regulatory adjustments
7 Additional value adjustments (negative amount) -1,339 34, 105
8 Intangible assets (net of related tax liability) (negative amount) -60,590 36 (1) (b), 37, 472 (4)
9 Empty Set in the EU
10 Deferred tax assets that rely on future profitability excluding those 

arising from temporary differences (net of related tax liability where 
conditions in Article 38 (3) are met) (negative amount)

0 36 (1) (c), 38, 472 (5)

11 Fair value reserves related to gains or losses on cash flow hedges 148 33 (a)
12 Negative amounts resulting from the calculation of expected loss 

amounts
-20,268 36 (1) (d), 40, 159, 472 

(6)
13 Any increase in equity that result from securitised assets (negative 

amount)
32 (1)

14 Gains or losses on liabilities valued at fair value resulting from 
changes in own credit standing

33 (b)

15 Defined-benefit pension fund assets (negative amount) 0 36 (1) (e), 41, 472 (7)
16 Direct and indirect holdings by an institution of own CET1 

instruments (negative amount)
-1,750 36 (1) (f ), 42, 472 (8)

17 Holdings of the CET1 instruments of financial sector entities where 
those entities have reciprocal cross holdings  with the institution 
designed to artificially inflate the own funds of the institution 
(negative amount)

36 (1) (g), 44, 472 (9)

18 Direct and indirect holdings by the institution of the CET1 
instruments of financial sector entities where the institution does 
not have a significant investment in those entities (amount above 
the 10% threshold and net of eligible short positions) (negative 
amount)

36 (1) (h), 43, 45, 46, 49 
(2) (3), 79, 472 (10)

19 Direct, indirect and synthetic holdings of the CET1 instruments 
of financial sector entities where th institution has a significant 
investment in those entities (amount above 10% threshold and net 
of eligible short positions) (negative amount)

-6,569 36 (1) (i), 43, 45, 47, 48 
(1) (b), 49 (1) to (3), 79, 
470, 472 (11)

20 Empty Set in the EU
20a Exposure amount of the following items which qualify for a RW of 

1250%, where the institution opts for the deduction alternative
36 (1) (k)

20b of which: qualifing holdings outside the financial sector (negative 
amount)

36 (1) (k) (i), 89 to 91
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20c of which: securitisation positions (negative amounts) "36 (1) (k) (ii) 
243 (1) (b) 
244 (1) (b) 
258"

20d of which: free deliveries (negative amount) 36 (1) (k) (iii), 379 (3)
21 Deferred tax assets arising from temporary differences (amount 

above 10% threshold, net of related tax liability where the conditions 
in 38 (3) are met) (negative amount)

36 (1) (c), 38, 48 (1) (a), 
470, 472 (5)

22 Amount exceeding the 15% threshold (negative amount) 48 (1)
23 of which: direct and indirect holdings by the institution of the CET1 

instruments of financial sector entities where the institution has a 
significant investment in those entities

36 (1) (i), 48 (1) (b), 470, 
472 (11)

24 Empty Set in the EU
25 of which: deferred tax assets arising from temporary differences 36 (1) (c), 38, 48 (1) (a), 

470, 472 (5)
25a Losses for the current financial year (negative amount) 36 (1) (a), 472 (3)
25b Foreseeable tax charges relating to CET1 items (negative amount) 36 (1) (l)
26 Regulatory adjustments applied to Common Equity Tier 1 in respect 

of amounts subject to pre-CRR treatment
26a Regulatory adjustments relating to unrealised gains and losses 

pursuant to Articles 467 and 468
Of which: … filter for unrealised loss 1 467
Of which: … filter for unrealised loss 2 467
Of which: … filter for unrealised gain 1 468
Of which: … filter for unrealised gain 2 468

26b Amount to be deducted from or added to Common Equity Tier 1 
capital with regard to additional filters and deductions required 
pre-CRR

481

Of which: … 481
27 Qualifying AT1 deductions that exceed the AT1 capital of the 

institution (negative amount)
36 (1) (j)

28 Total regulatory adjustments to Common equity Tier 1 (CET1) -90,368
29 Common Equity Tier 1 (CET1) capital 389,652

Additional Tier 1 (AT1) capital: instruments
30 Capital instruments and the related share premium accounts 0 51, 52
31 of which: classifies as equity under applicable accounting standards 0
32 of which: classified as liabilities under applicable accounting 

standards
0

33 Amount of qualifying items referred to in Article 484 (4) and the 
related share premium accounts subject to phase out from AT1

0 486 (3)

Public sector capital injections grandfathered until 1 January 2018 0 486 (3)
34 Qualifying Tier 1 capital included in consolidated AT1 capital 

(including minority interests not included in row 5) issued by 
subsidiaries and held by third parties

0 85, 86, 480

35 of which: instruments issued by subsidiaries subject to phase out 0 486 (3)
36 Additional Tier 1 (AT1) capital before regulatory adjustments 0

Additional Tier 1 (AT1) capital: regulatory adjustments
37 Direct and indirect holdings by an institution of own AT1 

Instruments (negative amount)
0 52 (1) (b), 56 (a), 57, 

475 (2)
38 Direct, indirect and synthetic holdings of the AT1 instruments of 

financial sector entities where those entities have reciprocal cross 
holdings with the institution designed to inflate artificially the own 
funds of the institution (negative amount)

0 56 (b), 58, 475 (3)

39 Direct, indirect and synthetic holdings of the AT1 instruments 
of financial sector entities where the institution does not have a 
significant investment in those entities (amount above the 10% 
threshold and net of eligible short positions) (negative amount)

0 56 (c), 59, 60, 79, 475 (4)

40 Direct, indirect and synthetic holdings by the institution of the 
AT1 instruments of financial sector entities where the institution 
has a significant investment in those entities (net of eligible short 
positions) (negative amount)

0 56 (d), 59, 79, 475 (4)
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41 Regulatory adjustments applied to additional tier 1 in respect of 
amounts subject to pre-CRR treatment and transitional treatments 
subject to phase out as prescribed in Regulation (EU) No 575/2013 
(ie. CRR residual amounts)

0

41a Residual amounts deducted from Additional Tier 1 capital with 
regard to deduction from Common Equity Tier 1 capital during the 
transitional period pursuant to article 472 of Regulation (EU) No 
575/2013

0 472, 472(3)(a), 472 (4), 
472 (6), 472 (8), 472 (9), 
472 (10) (a), 472 (11) (a)

Of which items to be detailed line by line, e.g. Material net interim 
losses, intangibles, shortfall of provisions to expected losses etc

0

41b Residual amounts deducted from Additional Tier 1 capital with 
regard to deduction from Tier 2 capital during the transitional period 
pursuant to article 475 of Regulation (EU) No 575/2013

0 477,477 (3), 477 (4) (a)

Of which items to be detailed line by line, e.g. Reciprocal cross 
holdings in Tier 2 instruments, direct holdings of non-significant 
investments in the capital of other financial sector entities, etc

0

41c Amount to be deducted from or added to Additional Tier 1 capital 
with regard to additional filters and deductions required pre- CRR

0 467, 468, 481

Of which: …possible filter for unrealised losses 0 467
Of which: …possible filter for unrealised gains 0 468
Of which: … 0 481

42 Qualifying T2 deductions that exceed the T2 capital of the institution 
(negative amount)

0 56 (e )

43 Total regulatory adjustments to Additional Tier 1 (AT1) capital 0
44 Additional Tier 1 (AT1) capital 0
45 Tier 1 capital (T1 = CET1 + AT1) 389,652

Tier 2 (T2) capital: instruments and provisions
46 Capital instruments and the related share premium accounts 136,148  
47 Amount of qualifying items referred to in Article 484 (5) and the 

related share premium accounts subject to phase out from T2
0 486 (4)

Public sector capital injections grandfathered until 1 January 2018 0 483 (4)
48 Qualifying own funds instruments included in consolidated T2 

capital (including minority interests and AT1 instruments not 
included in rows 5 or 34) issued by subsidiaries and held by third 
parties

0 87, 88, 480

49 of which: instruments issued by subsidiaries subject to phase out 0 486 (4)
50 Credit risk adjustments 0 62 (c) & (d)
51 Tier 2 (T2) capital before regulatory adjustments 136,148

Tier 2 (T2) capital: regulatory adjustments
52 Direct and indirect holdings by an institution of own T2 instruments 

and subordinated loans (negative amount)
0 63 (b) (i), 66 (a), 67, 

477 (2)
53 Holdings of the T2 instruments and subordinated loans of financial 

sector entities where those entities have reciprocal cross holdings 
with the institution designed to inflate artificially the own funds of 
the institution (negative amount)

0 66 (b), 68, 477 (3)

54 Direct and indirect holdings of the T2 instruments and subordinated 
loans of financial sector entities where the institution does not 
have a significant investment in those entities (amount above 10% 
threshold and net of eligible short positions) (negative amount)

0 66 (c), 69, 70, 79, 477 (4)

54a Of which new holdings not subject to transitional arrangements 0
54b Of which holdings existing before 1 January 2013 and subject to 

transitional arrangements
0

55 Direct and indirect holdings by the institution of the T2 instruments 
and subordinated loans of financial sector entities where the 
institution has a significant investment in those entities (net of 
eligible short positions) (negative amount)

0 66 (d), 69, 79, 477 (4)

56 Regulatory adjustments applied to tier 2 in respect of amounts 
subject to pre-CRR treatment and transitional treatments subject 
to phase out as prescribed in Regulation (EU) No 575/2013 (i.e. CRR 
residual amounts)

0

56a Residual amounts deducted from Tier 2 capital with regard to 
deduction from Common Equity Tier 1 capital during the transitional 
period pursuant to article 472 of Regulation (EU) No 575/2013

0 472, 472(3)(a), 472 (4), 
472 (6), 472 (8), 472 (9), 
472 (10) (a), 472 (11) (a)

Of which items to be detailed line by line, e.g. Material net interim 
losses, intangibles, shortfall of provisions to expected losses etc

0
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56b Residual amounts deducted from Tier 2 capital with regard to 
deduction from Additional Tier 1 capital during the transitional 
period pursuant to article 475 of Regulation (EU) No 575/2013

0 475, 475 (2) (a), 475 (3), 
475 (4) (a)

Of which items to be detailed line by line, e.g. reciprocal cross 
holdings in at1 instruments, direct holdings of non significant 
investments in the capital of other financial sector entities, etc

0

56c Amount to be deducted from or added to Tier 2 capital with regard 
to additional filters and deductions required pre CRR

0 467, 468, 481

Of which: …possible filter for unrealised losses 0 467
Of which: …possible filter for unrealised gains 0 468
Of which: … 0 481

57 Total regulatory adjustments to Tier 2 (T2) capital 0
58 Tier 2 (T2) capital 136,148
59 Total capital (TC = T1 + T2) 525,800
59a Risk weighted assets in respect of amounts subject to pre-CRR 

treatment and transitional treatments subject to phase out as 
prescribed in Regulation (EU) No 575/2013 (i.e. CRR residual 
amounts)

99,055

Of which: Residual amounts relating to holdings in significant 
financial entities not deducted from CET1 capital

99,055 472, 472 (5), 472 (8) (b), 
472 (10) (b), 472 (11) (b)

"Of which: …items not deducted from AT1 items (Regulation (EU) 
No 575/2013 residual amounts) 
(items to be detailed line by line, e.g. Reciprocal cross holdings in T2 
instruments, direct holdings of non-significant investments in the 
capital of other financial sector entities, etc)"

0 475, 475 (2) (b), 475 (2) 
(c), 275 (4) (b)

Items not deducted from T2 items (Regulation (EU) No 575/2013 
residual amounts) 
(items to be detailed line by line, e.g. Indirect holdings of own t2 
instruments, indirect holdings of non significant investments in the 
capital of other financial sector entities, indirect holdings of significant 
investments in the capital of other financial sector entities etc)

0 477, 477 (2) (b), 477 (2) 
(c), 477 (4) (b)

60 Total risk weighted assets 1,997,682

Capital ratios and buffers
61 Common Equity Tier 1 (as a percentage of risk exposure amount) 19.51% 92 (2) (a), 465
62 Tier 1 (as a percentage of risk exposure amount) 19.51% 92 (2) (b), 465
63 Total capital (as a percentage of risk exposure amount) 26.32% 92 (2) (c)
64 Institution specific buffer requirement (CET1 requirement in 

accordance with article 92 (1) (a) plus capital conservation and 
countercyclical buffer requirements, plus systemic risk buffer, plus 
the systemically important institution buffer (G-SII or O-SII buffer), 
expressed as a percentage of risk exposure amount)

2.529% CRD 128, 129, 130

65 of which: capital conservation buffer requirement 2.50%
66 of which: countercyclical buffer requirement 0.029%
67 of which: systemic risk buffer requirement 0.00%
67a of which: Global Systemically Important Institution (G-SII) or Other 

Systemically Important Institution (O-SII) buffer
0.00% CRD 131

68 Common Equity Tier 1 available to meet buffers (as a percentage of 
risk exposure amount)

15.01% CRD 128

69 [non relevant in EU regulation]
70 [non relevant in EU regulation]
71 [non relevant in EU regulation]

Amounts below the thresholds for deduction (before risk weighting)
72 Direct and indirect holdings of the capital of financial sector entities 

where the institution does not have a significant investment in those 
entities (amount below 10% threshold and net of eligible short 
positions)

0 "36 (1) (h), 45, 46, 472 
(10) 
56 (c), 59, 60, 475 (4) 
66 (c), 69, 70, 477 (4)"

73 Direct and indirect holdings by the institution of the CET 1 
instruments of financial sector entities where the institution has 
a significant investment in those entities (amount below 10% 
threshold and net of eligible short positions)

39,622 36 (1) (i), 45, 48, 470, 
472 (11)

74 Empty Set in the EU 0
75 Deferred tax assets arising from temporary differences (amount 

below 10% threshold, net of related tax liability where the conditions 
in Article 38 (3) are met)

0 36 (1) ©, 38, 48, 470, 
472 (5)
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 Applicable caps to the inclusion of provisions in Tier 2
76 Credit risk adjustments included in T2 in respect of exposures 

subject to standardized approach (prior to the application of the 
cap)

0 62

77 Cap on inclusion of credit risk adjustments in T2 under standardised 
approach

0 62

78 Credit risk adjustments included in T2 in respect of exposures 
subject to internal ratings-based approach (prior to the application 
of the cap)

0 62

79 Cap for inclusion of credit risk adjustments in T2 under internal 
ratings-based approach

0 62

Capital instruments subject to phase-out arrangements (only applicable between 1 Jan 2013 and 1 Jan 2022)
80 - Current cap on CET1 instruments subject to phase out 

arrangements
0 484 (3), 486 (2) & (5)

81 - Amount excluded from CET1 due to cap (excess over cap after 
redemptions and maturities)

0 484 (3), 486 (2) & (5)

82 - Current cap on AT1 instruments subject to phase out arrangements 0 484 (4), 486 (3) & (5)
83 - Amount excluded from AT1 due to cap (excess over cap after 

redemptions and maturities)
0 484 (4), 486 (3) & (5)

84 - Current cap on T2 instruments subject to phase out arrangements 92,094 484 (5), 486 (4) & (5)
85 - Amount excluded from T2 due to cap (excess over cap after 

redemptions and maturities)
0 484 (5), 486 (4) & (5)



Capital and Risk Management Report 2016

Appendix

67

Appendix 3. Main features of the CET1 capital instruments, 31 December 2016	

A shares R shares
1 Issuer Aktia Bank Plc Aktia Bank Plc
2 Unique identifier FI4000058870 FI4000058888
3 Governing law(s) of the instrument Finland Finland
Regulatory treatment
4 Transitional CRR rules CET1 CET1

5
"Post-transitional  
CRR rules" CET1 CET1

6 Eligible at solo/ (sub-)consolidated/ solo &(sub-)consolidated Solo&consolidated Solo&consolidated
7 Instrument type (types to be specified by each jurisdiction) Share capital Share capital
8 Amount recognised in regulatory capital (EUR million) 114.3 48.7
9 Nominal amount of instrument (EUR million) N/A N/A
9a Issue price N/A N/A
9b Redemption price N/A N/A
10 Accounting classification Shareholders' equity Shareholders' equity
11 Original date of issuance N/A N/A
12 Perpetual or dated Perpetual Perpetual
13 Original maturity date No maturity No maturity
14 Issuer call subject to prior supervisory approval No No
15 Optional call date, contingent call dates and redemption amount N/A N/A
16 Subsequent call dates, if applicable N/A N/A
Coupons/dividends
17 Fixed or floating dividend/coupon N/A N/A
18 Coupon rate and any related index N/A N/A
19 Existence of a dividend stopper N/A N/A
20a Fully discretionary, partially discretionary or mandatory (in terms of timing) Fully discretionary Fully discretionary
20b Fully discretionary, partially discretionary or mandatory (in terms of amount) Fully discretionary Fully discretionary
21 Existence of step up or other incentive to redeem N/A N/A
22 Noncumulative or cumulative N/A N/A
23 Convertible or Non-convertible N/A N/A
24 If convertible, conversion trigger(s) N/A N/A
25 If convertible, fully or partially N/A N/A
26 If convertible, conversion rate N/A N/A
27 If convertible, mandatory or optional conversion N/A N/A
28 If convertible, specify instrument type convertible into N/A N/A
29 If convertible, specify issuer of instrument it converts into N/A N/A
30 Write-down features N/A N/A
31 If write-down, write-down trigger(s) N/A N/A
32 If write-down, full or partial N/A N/A
33 If write-down, permanent or temporary N/A N/A
34 If temporary write-down, description of write-up mechanism N/A N/A

35
Position in subordination hierarchy in liquidation (specify instrument type immediately senior to 
instrument) Tier 2 Tier 2

36 Non-compliant transitioned features No No
37 If Yes, specify non-compliant features N/A N/A
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Appendix 4. Main features of T2 capital instruments, 31 December 2016

Tier 2  
- Issue 1

Tier 2  
- Issue 2

Tier 2  
- Issue 3

Tier 2  
- Issue 4

Tier 2  
- Issue 5

1 Issuer Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc

2 Unique identifier FI4000068408 FI4000071550 FI4000076740 FI4000085519 FI4000092614

3 Governing law(s) of the instrument Finland Finland Finland Finland Finland

Regulatory treatment

4 Transitional CRR rules Tier 2 Tier 2 Tier 2 Tier 2 Tier 2

5
"Post-transitional  
CRR rules" Tier 2 Tier 2 Tier 2 Tier 2 Tier 2

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

consolidated
Solo & 

consolidated
Solo & 

consolidated
Solo & 

consolidated
Solo & 

consolidated

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

debt
Subordinated 

debt
Subordinated 

debt
Subordinated 

debt
Subordinated 

debt

8 Amount recognised in regulatory capital (EUR million) 5.1 4.3 5.4 4.4 8.5

9 Nominal amount of instrument (EUR million) 15.5 10.8 12.5 9.5 16.1

9a Issue price 100% 100% 100% 100% 100%

9b Redemption price 100% 100% 100% 100% 100%

10 Accounting classification
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost

11 Original date of issuance 19 Aug 2013 21 Oct 2013 2 Jan 2014 3 Mar 2014 28 Apr 2014

12 Perpetual or dated Dated Dated Dated Dated Dated

13 Original maturity date 19 Aug 2018 2 Jan 2019 1 Mar 2019 26 Apr 2019 16 Aug 2019

14 Issuer call subject to prior supervisory approval No No No No No

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

16 Subsequent call dates, if applicable N/A N/A N/A N/A N/A

Coupons/dividends

17 Fixed or floating dividend/coupon Fixed coupon Fixed coupon Fixed coupon Fixed coupon Fixed coupon

18 Coupon rate and any related index 3.00 3.00 3.00 3.00 3.00

19 Existence of a dividend stopper No No No No No

20a
Fully discretionary, partially discretionary or mandatory (in terms 
of timing) Mandatory Mandatory Mandatory Mandatory Mandatory

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

21 Existence of step up or other incentive to redeem No No No No No

22 Noncumulative or cumulative Noncumulative Noncumulative Noncumulative Noncumulative Noncumulative

23 Convertible or Non-convertible
Non-

convertible
Non-

convertible
Non-

convertible
Non-

convertible
Non-

convertible

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

25 If convertible, fully or partially N/A N/A N/A N/A N/A

26 If convertible, conversion rate N/A N/A N/A N/A N/A

27 If convertible, mandatory or optional conversion N/A N/A N/A N/A N/A

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

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

30 Write-down features No No No No No

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

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

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

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

35
Position in subordination hierarchy in liquidation (specify instru-
ment type immediately senior to instrument)

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

36 Non-compliant transitioned features No No No No No

37 If Yes, specify non-compliant features N/A N/A N/A N/A N/A
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Tier 2  
- Issue 6

Tier 2  
- Issue 7

Tier 2  
- Issue 8

Tier 2  
- Issue 9

Tier 2  
- Issue 10

1 Issuer Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc
2 Unique identifier FI4000104898 FI4000113204 FI4000125315 FI4000148333 FI4000153499
3 Governing law(s) of the instrument Finland Finland Finland Finland Finland

Regulatory treatment

4 Transitional CRR rules Tier 2 Tier 2 Tier 2 Tier 2 Tier 2

5
"Post-transitional  
CRR rules" Tier 2 Tier 2 Tier 2 Tier 2 Tier 2

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

consolidated
Solo & 

consolidated
Solo & 

consolidated
Solo & 

consolidated
Solo & 

consolidated

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

debt
Subordinated 

debt
Subordinated 

debt
Subordinated 

debt
Subordinated 

debt
8 Amount recognised in regulatory capital (EUR million) 7.2 7.9 3.8 5.7 13.2
9 Nominal amount of instrument (EUR million) 12.9 13.2 6.0 8.6 18.2
9a Issue price 100% 100% 100% 100% 100%
9b Redemption price 100% 100% 100% 100% 100%

10 Accounting classification
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost
11 Original date of issuance 18 Aug 2014 20 Oct 2014 2 Jan 2015 2 Mar 2015 27 Apr 2015
12 Perpetual or dated Dated Dated Dated Dated Dated
13 Original maturity date 18 Oct 2019 2 Jan 2020 28 Feb 2020 24 Apr 2020 15 Aug 2020
14 Issuer call subject to prior supervisory approval No No No No No
15 Optional call date, contingent call dates and redemption amount N/A N/A N/A N/A N/A
16 Subsequent call dates, if applicable N/A N/A N/A N/A N/A

Coupons/dividends

17 Fixed or floating dividend/coupon Fixed coupon Fixed coupon Fixed coupon Fixed coupon Fixed coupon
18 Coupon rate and any related index 3.00 3.00 2.75 2.75 2.50
19 Existence of a dividend stopper No No No No No

20a
Fully discretionary, partially discretionary or mandatory (in terms 
of timing) Mandatory Mandatory Mandatory Mandatory Mandatory

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

21 Existence of step up or other incentive to redeem No No No No No
22 Noncumulative or cumulative Noncumulative Noncumulative Noncumulative Noncumulative Noncumulative

23 Convertible or Non-convertible
Non-

convertible
Non-

convertible
Non-

convertible
Non-

convertible
Non-

convertible
24 If convertible, conversion trigger(s) N/A N/A N/A N/A N/A
25 If convertible, fully or partially N/A N/A N/A N/A N/A
26 If convertible, conversion rate N/A N/A N/A N/A N/A
27 If convertible, mandatory or optional conversion N/A N/A N/A N/A N/A
28 If convertible, specify instrument type convertible into N/A N/A N/A N/A N/A
29 If convertible, specify issuer of instrument it converts into N/A N/A N/A N/A N/A
30 Write-down features No No No No No
31 If write-down, write-down trigger(s) N/A N/A N/A N/A N/A
32 If write-down, full or partial N/A N/A N/A N/A N/A
33 If write-down, permanent or temporary N/A N/A N/A N/A N/A
34 If temporary write-down, description of write-up mechanism N/A N/A N/A N/A N/A

35
Position in subordination hierarchy in liquidation (specify instru-
ment type immediately senior to instrument)

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

36 Non-compliant transitioned features No No No No No
37 If Yes, specify non-compliant features N/A N/A N/A N/A N/A

Appendix 4, cont.
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Tier 2  
- Issue 11

Tier 2  
- Issue 12

Tier 2  
- Issue 13

Tier 2  
- Issue 14

Tier 2  
- Issue 15

1 Issuer Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc Aktia Bank Plc
2 Unique identifier FI4000167176 FI4000176433 FI4000188859 FI4000197892 FI4000201702
3 Governing law(s) of the instrument Finland Finland Finland Finland Finland

Regulatory treatment

4 Transitional CRR rules Tier 2 Tier 2 Tier 2 Tier 2 Tier 2

5
"Post-transitional  
CRR rules" Tier 2 Tier 2 Tier 2 Tier 2 Tier 2

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

consolidated
Solo & 

consolidated
Solo & 

consolidated
Solo & 

consolidated
Solo & 

consolidated

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

debt
Subordinated 

debt
Subordinated 

debt
Subordinated 

debt
Subordinated 

debt
8 Amount recognised in regulatory capital (EUR million) 8.6 17.3 7.7 6.8 12.6
9 Nominal amount of instrument (EUR million) 11.3 21.6 9.3 7.9 13.6
9a Issue price 100% 100% 100% 100% 100%
9b Redemption price 100% 100% 100% 100% 100%

10 Accounting classification
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost
Liability-amor-

tised cost
11 Original date of issuance 17 Aug 2015 19 Oct 2015 4 Jan 2016 29 Feb 2016 25 Apr 2016
12 Perpetual or dated Dated Dated Dated Dated Dated
13 Original maturity date 17 Oct 2020 2 Jan 2021 27 Feb 2021 23 Apr 2021 20 Aug 2021
14 Issuer call subject to prior supervisory approval No No No No No
15 Optional call date, contingent call dates and redemption amount N/A N/A N/A N/A N/A
16 Subsequent call dates, if applicable N/A N/A N/A N/A N/A

Coupons/dividends

17 Fixed or floating dividend/coupon Fixed coupon Fixed coupon Fixed coupon Fixed coupon Fixed coupon
18 Coupon rate and any related index 2.50 2.50 2.25 2.00 2.00
19 Existence of a dividend stopper No No No No No

20a
Fully discretionary, partially discretionary or mandatory (in terms 
of timing) Mandatory Mandatory Mandatory Mandatory Mandatory

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

21 Existence of step up or other incentive to redeem No No No No No
22 Noncumulative or cumulative Noncumulative Noncumulative Noncumulative Noncumulative Noncumulative

23 Convertible or Non-convertible
Non-

convertible
Non-

convertible
Non-

convertible
Non-

convertible
Non-

convertible
24 If convertible, conversion trigger(s) N/A N/A N/A N/A N/A
25 If convertible, fully or partially N/A N/A N/A N/A N/A
26 If convertible, conversion rate N/A N/A N/A N/A N/A
27 If convertible, mandatory or optional conversion N/A N/A N/A N/A N/A
28 If convertible, specify instrument type convertible into N/A N/A N/A N/A N/A
29 If convertible, specify issuer of instrument it converts into N/A N/A N/A N/A N/A
30 Write-down features No No No No No
31 If write-down, write-down trigger(s) N/A N/A N/A N/A N/A
32 If write-down, full or partial N/A N/A N/A N/A N/A
33 If write-down, permanent or temporary N/A N/A N/A N/A N/A
34 If temporary write-down, description of write-up mechanism N/A N/A N/A N/A N/A

35
Position in subordination hierarchy in liquidation (specify instru-
ment type immediately senior to instrument)

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

Senior 
unsecured

36 Non-compliant transitioned features No No No No No
37 If Yes, specify non-compliant features N/A N/A N/A N/A N/A

Appendix 4, cont.



Capital and Risk Management Report 2016

Appendix

71

Tier 2  
- Issue 16

Tier 2  
- Issue 17

1 Issuer Aktia Bank Plc Aktia Bank Plc
2 Unique identifier FI4000219316 FI4000224183
3 Governing law(s) of the instrument Finland Finland

Regulatory treatment

4 Transitional CRR rules Tier 2 Tier 2

5
"Post-transitional  
CRR rules" Tier 2 Tier 2

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

consolidated
Solo & 

consolidated

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

debt
Subordinated 

debt
8 Amount recognised in regulatory capital (EUR million) 11.1 6.6
9 Nominal amount of instrument (EUR million) 11.4 6.6
9a Issue price 100% 100%
9b Redemption price 100% 100%

10 Accounting classification
Liability-amor-

tised cost
Liability-amor-

tised cost
11 Original date of issuance 22 Aug 2016 11 Nov 2016
12 Perpetual or dated Dated Dated
13 Original maturity date 11 Nov 2021 25 Feb 2022
14 Issuer call subject to prior supervisory approval No No
15 Optional call date, contingent call dates and redemption amount N/A N/A
16 Subsequent call dates, if applicable N/A N/A

Coupons/dividends

17 Fixed or floating dividend/coupon Fixed coupon Fixed coupon
18 Coupon rate and any related index 2.00 2.00
19 Existence of a dividend stopper No No

20a
Fully discretionary, partially discretionary or mandatory  
(in terms of timing) Mandatory Mandatory

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

21 Existence of step up or other incentive to redeem No No
22 Noncumulative or cumulative Noncumulative Noncumulative

23 Convertible or Non-convertible
Non-convert-

ible
Non-convert-

ible
24 If convertible, conversion trigger(s) N/A N/A
25 If convertible, fully or partially N/A N/A
26 If convertible, conversion rate N/A N/A
27 If convertible, mandatory or optional conversion N/A N/A
28 If convertible, specify instrument type convertible into N/A N/A
29 If convertible, specify issuer of instrument it converts into N/A N/A
30 Write-down features No No
31 If write-down, write-down trigger(s) N/A N/A
32 If write-down, full or partial N/A N/A
33 If write-down, permanent or temporary N/A N/A
34 If temporary write-down, description of write-up mechanism N/A N/A

35
Position in subordination hierarchy in liquidation (specify instru-
ment type immediately senior to instrument)

Senior 
unsecured

Senior 
unsecured

36 Non-compliant transitioned features No No
37 If Yes, specify non-compliant features N/A N/A

Appendix 4, cont.
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Appendix 5. Disclosure of the leverage ratio (EU 2016/200), 31 December 2016

Summary reconciliation of accounting assets and leverage ratio exposures*

EUR 1,000 Applicable Amounts
1 Total assets as per published financial statements 9,485,978

2
Adjustment for entities which are consolidated for accounting purposes but are outside the scope of regulatory consoli-
dation -1,261,114

3

(Adjustment for fiduciary assets recognised on the balance sheet pursuant to the applicable accounting framework 
but excluded from the leverage ratio total exposure measure in accordance with Article 429(13) of Regulation (EU) No 
575/2013) 0

4 Adjustments for derivative financial instruments -121,021
5 Adjustment for securities financing transactions (SFTs) 0
6 Adjustment for off-balance sheet items (ie conversion to credit equivalent amounts of off-balance sheet exposures) 194,630

EU-6a
(Adjustment for intragroup exposures excluded from the leverage ratio total exposure measure in accordance with 
Article 429(7) of Regulation (EU) No 575/2013) 0

EU-6b
(Adjustment for exposures excluded from the leverage ratio total exposure measure in accordance with Article 429(14) of 
Regulation (EU) No 575/2013) 0

7 Other adjustments -92,399
8 Leverage ratio total exposure measure 8,206,073

* Table LRSum

Aktia Bank Plc, consolidated
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Leverage ratio common disclosure*

EUR 1,000
CRR leverage ratio 

exposures

On-balance sheet exposures (excluding derivatives and SFTs)
1 On-balance sheet items (excluding derivatives  SFTs and fiduciary assets but including collateral) 8,090,586
2 (Asset amounts deducted in determining Tier 1 capital) -90,368
3 Total on-balance sheet exposures (excluding derivatives, SFTs and fiduciary assets) (sum of lines 1 and 2) 8,000,218
Derivative exposures

4 Replacement cost associated with all derivatives transactions (ie net of eligible cash variation margin) 14,991
5 Add-on amounts for PFE associated with all derivatives transactions (mark- to-market method) 22,624
EU-5a Exposure determined under Original Exposure Method 0
6 Gross-up for derivatives collateral provided where deducted from the balance sheet assets pursuant to the applicable 

accounting framework 0
7 (Deductions of receivables assets for cash variation margin provided in derivatives transactions) -26,390
8 (Exempted CCP leg of client-cleared trade exposures) 0
9 Adjusted effective notional amount of written credit derivatives 0
10 (Adjusted effective notional offsets and add-on deductions for written credit derivatives) 0
11 Total derivatives exposures (sum of lines 4 to 10) 11,225
SFT exposures

12 Gross SFT assets (with no recognition of netting), after adjusting for sales accounting transactions 0
13 (Netted amounts of cash payables and cash receivables of gross SFT assets) 0
14 Counterparty credit risk exposure for SFT assets 0
EU-14a Derogation for SFTs: Counterparty credit risk exposure in accordance with Articles 429b(4) and 222 of Regulation (EU) No 

575/2013 0
15 Agent transaction exposures 0
EU-15a (Exempted CCP leg of client-cleared SFT exposure) 0
16 Total securities financing transaction exposures (sum of lines 12 to 15a) 0
Other off-balance sheet exposures

17 Off-balance sheet exposures at gross notional amount 527,242
18 (Adjustments for conversion to credit equivalent amounts) -332,612
19 Other off-balance sheet exposures (sum of lines 17 and 18) 194,630
Exempted exposures in accordance with Article 429(7) and (14) of Regulation (EU) No 575/2013 (on and off balance sheet)

EU-19a (Intragroup exposures (solo basis) exempted in accordance with Article 429(7) of Regulation (EU) No 575/2013 (on and 
off balance sheet))

EU-19b (Exposures exempted in accordance with Article 429 (14) of Regulation (EU) No 575/2013 (on and off balance sheet))

Capital and total exposure mesure

20 Tier 1 capital 389,652
21 Leverage ratio total exposure measure (sum of lines 3, 11, 16, 19, EU-19a and EU-19b) 8,206,073
Leverage ratio

22 Leverage ratio 4.75%
Choice on transitional arrangements and amount of derecognised fiduciary items

EU-23 Choice on transitional arrangements for the definition of the capital measure Fully phased in
EU-24 Amount of derecognised fiduciary items in accordance with Article 429(11) of Regulation (EU) No 575/2013 0

* Table LRCom



Capital and Risk Management Report 2016 74

Appendix

Split-up of on balance sheet exposures (excluding derivatives, SFTs and exempted exposures)*

EUR 1,000
CRR leverage ratio 

exposures
EU-1 Total on-balance sheet exposures (excluding derivatives, SFTs, and exempted exposures), of which: 8 090 586
EU-2 Trading book exposures 0
EU-3 Banking book exposures, of which: 8 090 586
EU-4 Covered bonds 866 130
EU-5 Exposures treated as sovereigns 906 787
EU-6 Exposures to regional governments, MDB, international organisations and PSE not treated as sovereigns 0
EU-7 Institutions 395 144
EU-8 Secured by mortgages of immovable properties 5 270 776
EU-9 Retail exposures 216 738
EU-10 Corporate 222 295
EU-11 Exposures in default 52 372
EU-12 Other exposures (eg equity, securitisations, and other non-credit obligation assets) 160 343

* Table LRSpl

Free format text boxes for disclosure on qualitative items*

Description of the processes used to 
manage the risk of excessive leverage

The risk of excessive leverage is managed as part of the capital management process. The development of leverage 
ratio is estimated based on the strategic business plan. The plan incorporates the growth targets in exposure amount 
as well as the anticipated developments in capital measure. As part of the process, the targets for the liability struc-
ture are also defined. The asset encumbrance ratio is key metric and limits the amount of covered bond funding. 
The level of leverage is monitored quarterly and reported to the Board of Directors. Leverage ratio is also an indicator 
in the Group’s recovery plan and alarm zones have been set for the ratio. The recovery plan describes actions which 
the management can take in order to increase capital or reduce the exposures 

Description of the factors that had an 
impact on the leverage Ratio during 
the period to which the disclosed 
leverage Ratio refers

Leverage ratio was 4.7% at the year-end which is the same level as the year before. Both the numerator and the 
denominator changed during the period. The amount of Tier 1 capital reduced as a result of increase in regulatory 
adjustments. The exposure amount reduced as a result of the previous strategic decisions to wind down the Aktia 
Real Estate Mortgage Bank co-operation with savings banks and POP Banks.  

* Table LRQua
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Appendix 6. Navigation

Appendix 6a. Capital and risk information guide

Capital and Risk information guide

Reference Capital and Risk 
management report Annual Report www.aktia.com

Quantification Chapter number Pages

End of Year results

Minimum capital requirements 4 Pages 5,6

Development of RWA 4 46-47

Development of Own funds 4 22, 45-47

Capital Ratios 4 5, 46-47

Leverage ratio 4 6, 48

Capital requirements parameters

Credit Risk 5 8,37-39

Counterparty Credit risk 5 8,37-39

Market Risk 6 8-9, 39-43

Operational Risk 7 9

Liquidity Risk 8 9

Frameworks

Credit Risk 5 37

Counterparty Credit risk 5 37

Market Risk 6 39

Operational Risk 7 44

Liquidity Risk 8 39

Life and Pensions operation 9 43

Capital 4

Capital instruments App 3, 4

New regulations 10

Remuneration - 80-84, K44
Governance-related 

information
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Appendix 6b. Navigation for disclosures 

Navigation for disclosures 

Articles of CRR  
(EU 575/2013)

Article Section
Reference/section in CAR 2016/ 
Annual Report/aktia.com

Article 431 1.  
This report and disclosures at ak-
tia.com address the requirement

2.   
This report and disclosures at ak-
tia.com address the requirement

3.  
Aktia Bank Plc has adopted a for-
mal policy to assure compliance 
with the disclosure requirements.

4.   Can be provided upon request.

Article 432

Non-material, propri-
etary or confidential 
information

1.    List can be found in Appendix 6c

2.    List can be found in Appendix 6c

3.    List can be found in Appendix 6c

4.   --

Article 433

Frequency of disclosure

The disclosures are made annu-
ally in conjunction with the publi-
cation of Aktia's Annual Report

The disclosures for items where 
more frequent disclosures are as-
sessed as needed, are published 
in interim financial reports or on 
aktia.com.

Article 434

Means of disclosures

1.   
This table provides the required 
information.

2.   
This table provides the required 
information.

Article 435

Risk management ob-
jectives and policies

1.

(a) 3, 4, 5, 6, 7, 8, 9

(b) 3

(c) 3,4,5,6,7,8,9

(d) 3,4,5,6,7,8,9

(e) 2

(f ) 3

Article Section
Reference/section in CAR 2016/ 
Annual Report/aktia.com

2.

(a) aktia.com

(b) aktia.com

(c) aktia.com

(d) 3

(e) 3

Article 436

Scope of application

(a) 2

(b) 2

(i) 2

(ii) 2

(iii) 2

(iv) 2

(c) 4

(d) N/A

(e) N/A

Article 437

Own funds

1.

(a) 4

(b) 4

(c) 4

(d)

(i) 4

(ii) 4

(iii) 4

(e) N/A

(f ) 4

Article 438

Capital requirements

(a) 4

(b) N/A

(c) 4
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Article Section
Reference/section in CAR 2016/ 
Annual Report/aktia.com

(d) 4

(i) N/A

(ii) N/A

(iii) N/A

(iv) 4

(e) 4

(f ) 4

Article 439

Exposure to counter-
party credit risk

(a) 5

(b) 5

(c) N/A

(d) N/A

(e) 5

(f ) 5

(g) 5

(h) N/A

(i) N/A

Article 440

Capital buffers

1.

(a) 4

(b) 4

Article 441

Indicators of global 
systemic importance

1. N/A

2. --

Article 442

Credit risk adjustments

(a) 5

(b) 5

(c) 5

(d) 5

(e) 5

(f ) 5

(g)

(i) 5

Article Section
Reference/section in CAR 2016/ 
Annual Report/aktia.com

(ii) 5

(iii) 5

(h) 5

(i) 5

(i) 5

(ii) 5

(iii) 5

(iv) 5

(v) 5

Article 443

Unencumbered assets

8

Article 444

Use of ECAIs

(a) 5

(b) 5

(c) 5

(d) 5

(e) 5

Article 445

Exposure to market risk

N/A

Article 446

Operational risk

N/A

Article 447

Exposures in equities 
not included in the 
trading book

(a) Annual Report

(b) Annual Report

(c) N/A

(d) N/A

(e) Annual Report

Article 448

Exposure to interest 
rate risk on positions 
not included in the 
trading book

(a) 6

(b) 6

Appendix 6b, cont.
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Article Section
Reference/section in CAR 2016/ 
Annual Report/aktia.com

Article 449

Exposure to securitisa-
tion positions

(a) N/A

(b) N/A

(c) N/A

(d) N/A

(e) N/A

(f ) N/A

(g) N/A

(h) N/A

(i) N/A

(j) N/A

(i) N/A

(ii) N/A

(iii) N/A

(iv) N/A

(v) N/A

(vi) N/A

(k) N/A

(l) N/A

(m) N/A

(n) N/A

(i) N/A

(ii) N/A

(iii) N/A

(iv) N/A

(v) N/A

(vi) N/A

(o) N/A

(i) N/A

(ii) N/A

(p) N/A

(q) N/A

(r) N/A

Article 450

Remuneration policy

(a) aktia.com

(b) aktia.com

Article Section
Reference/section in CAR 2016/ 
Annual Report/aktia.com

(c) aktia.com

(d) aktia.com

(e) aktia.com

(f ) aktia.com

(g) aktia.com

(h) aktia.com

(i) aktia.com

(ii) aktia.com

(iii) aktia.com

(iv) aktia.com

(v) aktia.com

(vi) aktia.com

(i) aktia.com

(j) N/A

2. N/A

Aktia has applied this in reporting 
these issues.

Article 451

Leverage

1.

(a) 4

(b) 4

(c) N/A

(d) 4

(e) 4

Article 452

Use of the IRB approach 
to credit risk

(a) 5

(b)

(i) 5

(ii) 5

(iii) 5

(iv) 5

(c) 5

(i) N/A

(ii) N/A

(iii) N/A

(iv) 5

(v) 5

Appendix 6b, cont.
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Appendix 6b, cont.

Article Section
Reference/section in CAR 2016/ 
Annual Report/aktia.com

(d) N/A

(e) N/A

(i) 5

(ii) 5

(iii) N/A

(f ) 5

(g) 5

(h) 5

(i) 5

(j)

(i) N/A

(ii) N/A

5

Article 453

Use of credit risk 
mitigation techniques

(a) 5

(b) 5

(c) 5

(d) N/A

(e) 5,6

(f ) 5

(g) 5

Article 454 N/A

Use of the advanced 
measurement 
approaches to 
operational risk

Article Section
Reference/section in CAR 2016/ 
Annual Report/aktia.com

Article 455

Use of internal market 
risk models

(a) N/A

(i) N/A

(ii) N/A

(iii) N/A

(iv) N/A

(b) N/A

(c) N/A

(d) N/A

(i) N/A

(ii) N/A

(iii) N/A

(e) N/A

(f ) N/A

(g) N/A
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Appendix 6c. Information not disclosed due to non-material-, proprietary- or confidential nature

Information not disclosed due to non-material-, proprietary- or confidential nature

Article reference Reason for not including
Reference to information provided as 
compliment to the information not included

EU CRB-C Geographical breakdown of exposures, 
Article 442(d)

Breakdown to geographical areas within 
Finland is confidential information.

Exposures are provided with other breakdowns in 
section 5.
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