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Foreword 

 
 
 
 
On 1 January 2007, the new capital adequacy 
rules based on the Basel II Accord were imple-
mented into Danish legislation. The most ad-
vanced approaches to determine credit risk may 
not be applied until 1 January 2008, however. 
The new rules provide for a closer relationship 
between risk and capital. 
 
Nykredit started developing internal risk models 
as early as in the 1990s. These models are a key 
element of the Group's risk and capital man-
agement.  
 
In 2005, Nykredit was granted approval by the 
Danish Financial Supervisory Authority (FSA) to 
apply internal Value-at-Risk models for market 
risk determination and, from 1 January 2008, to 
apply the advanced approach to credit risk de-
termination for the greater part of group lend-
ing. 
 
This report provides a detailed account of  
Nykredit's lending, risk and capital. 

With the application of the internal ratings-
based approaches from 1 January 2008,  
Nykredit's capital requirement will decrease by 
around DKK 4bn as compared with under the 
former rules (Basel I). The capital requirement 
will decrease by a further DKK 15bn as the 
transitional rules from Basel I to Basel II expire. 
 
Nykredit pursues a long-term and balanced 
capital policy to maintain adequate capital to 
offer customers financial solutions at competi-
tive prices during periods with high as well as 
low business activity. 
 
Recent years' booming economic climate has 
contributed to the low capital requirement un-
der the new rules. In the event of a future re-
cession, the capital requirement will increase. 
Nykredit wishes to take this into account al-
ready at this stage, which is reflected accord-
ingly in the overall capital structure of the 
Group. 
 

2007 was characterised by continued low loan 
portfolio risk. Very few customers defaulted on 
their obligations to the Group, and the level of 
observed losses remained very low.  
 
The greater part of Nykredit's lending consists 
of match-funded mortgage loans secured on 
real property. Match-funded loans and the bal-
ance principle constitute the fundamentals of 
Danish mortgage lending. In practice, this 
means that Nykredit does not incur any interest 
rate risk, liquidity risk and refinancing risk in 
connection with its mortgage lending and un-
derlying funding.  
 
 
 
 
 
Peter Engberg Jensen 
Group Chief Executive 
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Group chart 

 
 

Foreningen 
Nykredit

Ownership 87.46%

Industriens 
Realkreditfond
Ownership 6.14%

Foreningen
Østifterne

Ownership 3.25%

Nykredit
Holding A/S

Share capital: DKK 1,327m
Profit for the year: DKK 2,899m

Nykredit
Realkredit A/S

Share capital: DKK 1,182m
Profit for the year: DKK 2,897m

Nykredit
Bank A/S

Share capital: DKK 1,950m
Profit for the year: DKK 758m

Nykredit
Forsikring A/S

Share capital: DKK 500m
Profit for the year: DKK 149m

Nykredit
Ejendomme A/S

Share capital: DKK 50m
Profit for the year: DKK 54m

LeasIT A/S

Share capital: DKK 20m
Profit/loss for the year: DKK (21)m

PRAS A/S

Ownership 3.15%

Totalkredit A/S

Share capital: DKK 799m
Profit for the year: DKK 754m

Nykredit
Mægler A/S

Share capital: DKK 11m
Profit for the year: DKK 35m

Nykredit
Portefølje Adm. A/S

Share capital: DKK 25m
Profit for the year: DKK 17m

Nykredit
Leasing A/S

Share capital: DKK 1m
Profit for the year: DKK 1m

The Nykredit Realkredit Group
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Risk Management 

 Overall risk management is undertaken by the 
Executive Board and the Board of Directors 
and is a key element of the Nykredit Group's 
day-to-day operations. Through risk manage-
ment, the Group seeks to ensure financially 
sustainable solutions in the short and long 
term. Nykredit focuses on balanced risk man-
agement and a strong capital structure. 
 
Since 1851 Nykredit has provided loans se-
cured by mortgages on real property on the 
basis of matching issuance of highly secure 
bonds. This type of lending still represents by 
far the greater part of Nykredit's balance 
sheet. 
 
Nykredit strives to meet best practise for risk 
management at any time. In recent years, the 
Group has allocated resources developing ad-
vanced models for quantifying group risks. 
These models are central elements of the 
Group's risk and capital management. 
 
 
RISK PROFILE 
Types of risk 
The Nykredit Group is exposed to different 
types of risk. Each type of risk has its own 
special features, and risk management is struc-
tured accordingly. 
 
Nykredit distinguishes between the following 
general types of risk: 
 Credit risk reflects the risk of loss following 
the non-performance of counterparties. 

 Market risk reflects the risk of loss of mar-
ket value as a result of movements in finan-
cial markets (interest rate, foreign ex-
change, equity price, volatility risks, etc).  

 Liquidity risk reflects the risk of loss as a re-
sult of insufficient cash to cover current 
payment obligations. 

 Insurance risk reflects the risk of claims net 
of reinsurance payable on insurance policies 
written. 

 Operational risk reflects the risk of loss re-
sulting from inadequate or failed internal 
processes, people and systems or from ex-
ternal events. 

 
Mortgage loan funding 
Most of the Group's lending consists of mort-
gage loans and is therefore subject to the bal-
ance principle. The legislative framework be-
hind the balance principle is the Danish Finan-
cial Business Act, the Danish Mortgage-Credit 
Loans and Mortgage-Credit Bonds etc. Act, 
and the Danish Executive Order on bonds. 

Danish legislation specifies risk limits applica-
ble to all types of market risk as well as liquid-
ity risk.  
 
The Group's market and liquidity risks in con-
nection with bond issuance are much lower 
than the upper limits provided by law. Loans 
funded by mortgage bonds or Danish covered 
bonds ("særligt dækkede obligationer" – 
SDOs) are granted according to uniform prin-
ciples of market and liquidity risk. 
 
Over 99% of the Group's mortgage loans are 
match-funded and have the following charac-
teristics:  
 On the granting of a loan, Nykredit issues 
the bonds that fund the loan on a daily ba-
sis.  

 Underlying each loan is matching funding 
sold in the bond market. 

 The loan rate equals the yield-to-maturity 
of the bonds sold. 

 The majority of loans have fixed funding 
throughout the loan term. Adjustable-rate 
mortgage loans have no fixed funding, but 
are funded by bonds with maturities be-
tween 1 and 11 years. On refinancing, the 
loan rate is adjusted to a rate that equals 
the yield-to-maturity of the bonds sold for 
the purpose of refinancing. 

 When loans are prepaid, the matching out-
standing funding is reduced. Borrowers 
cover Nykredit's costs incidental to prepay-
ments. 

 The due dates of payment of interest and 
principal on the loans are fixed so that Nyk-
redit receives the funds on or before the 
date of payment to bondholders, provided 
payments from borrowers are made on a 
timely basis. 

 Nykredit's earnings margin consists of a 
separate administration margin which is cal-
culated on the basis of the debt outstanding 
and may be changed if market conditions 
change, for instance in loss-making periods. 

 
In practice, this structure ensures that Nyk-
redit incurs neither interest rate risk, liquidity 
risk nor refinancing risk from its mortgage 
lending and its underlying funding. 
 
Minor interest rate exposures may arise, how-
ever, because of prepayments by customers as 
well as minor, practical differences between 
the granting/prepayment of loans and the as-
sociated sale/buyback of the underlying 
bonds. 
 

The Nykredit Realkredit Group 

Risk in general 

84%

8%

5% 3%

 
  Credit risk    Market risk    Operational risk 

  Insurance risk 

Note: Liquidity risk is not determined but only managed. 
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Furthermore, in certain cases Nykredit may al-
low prepayment of mortgage loans by way of 
bonds other than the underlying bonds of the 
loan covered where these are traded at a pre-
mium in the market. This is because the inves-
tors holding these bonds do not want to sell 
them at a price that reflects the market price 
of the bonds (lock-in effects). In such cases, 
Nykredit may fix a prepayment price on the 
loan which reflects Nykredit's costs of hedging 
the risk relating to the cash flows concerned. 
 
At end-2007, such prepayments totalled DKK 
299m. 
 
 
SPECIAL EVENTS IN 2007 
SDOs 
Danish legislation on issuance of "særligt 
dækkede obligationer" (Danish covered bonds, 
SDOs) entered into force on 1 July 2007.  
 
In November 2007, Nykredit Realkredit A/S 
and Totalkredit A/S were granted permission 
by the Danish FSA to issue SDOs. 
 
Since November 2007, Nykredit has offered 
loans against mortgages on commercial prop-
erty funded by SDOs. 
 
In this report, the term mortgage lending de-
notes mortgage lending funded by mortgage 
bonds and by SDOs. 

Balance principle 
With effect from 1 October 2007, Nykredit 
Realkredit A/S and Totalkredit A/S apply the 
general balance principle in relation to all capi-
tal centres and the mortgage banks in general, 
but their lending activities are still based on 
match funding. Consequently, no significant or 
structural market or liquidity risks are assumed 
regarding lending and the underlying funding. 
 
Nykredit's funding unaffected by interna-
tional financial crisis 
The crisis in the financial markets which during 
2007 limited business opportunities and 
caused funding costs to rise for financial insti-
tutions in general did not have a direct effect 
on Nykredit's business or funding opportuni-
ties. 
 
Over 99% of Nykredit's mortgage lending is 
match-funded for which reason any liquidity 
and market risk in relation to the mortgage 
lending is negligible. 
 
The Group pursues a conservative investment 
policy. Nykredit recorded positive investment 
portfolio income in 2007 and was thus only 
marginally and indirectly affected by the fi-
nancial crisis. 
 
The market has confidence in Nykredit's busi-
ness model. This was evidenced when the 
nearly DKK 100bn issue of non-callable fixed 
bullets for the refinancing of ARMs was sold in 
December 2007 at ordinary market terms rela-
tive to the swap market. In addition, Nykredit 
issued DKK 5bn-worth of junior covered bonds 
in December 2007, and its ongoing bond issu-
ance has been continuously absorbed in the 
market at ordinary market terms. 

The Nykredit Realkredit Group 

Mortgage loan funding 

2007 

DKK million 

Nominal value of out-

standing bonds

Interest rate risk3

Bond debt outstanding – match-funded mortgage lending 843,614 (1)

- of which bonds locked-in funding prepaid loans 1 299 -

Bond debt outstanding – other mortgage lending2 5,597 -

Pre-issue 71,084 -

Refinancing, etc 130,257 -

Total issued bonds 1,050,552 (1)
1 Prepayment by way of bonds other than the underlying bonds of a loan according to the same principles as under the specific  

  balance principle, cf section 21 of the Danish Executive Order on bonds. 
2 Loans with fixed administration margin. 
3 The interest rate exposure has been calculated on the basis of a general interest rate rise of 1 percentage point. The calculation 

  does not include any margin/administration margin. 
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ORGANISATION, DELINEATION OF 
RESPONSIBILITIES AND REPORTING 
The Board of Directors of Nykredit Realkredit 
A/S is the highest authority of the Nykredit 
Realkredit Group. In relation to risk limits, 
management and monitoring, the Board of Di-
rectors delegates certain tasks to the Group 
Executive Board and a number of committees. 
 
The Board of Directors of Nykredit Realkredit 
A/S is responsible for defining limits to and 
monitoring group risks as well as approving 
overall instructions. The Board is responsible 
for the overall approach to capital and risk 
management and knows of the capital re-
quirement rules and the internal models. Risk 
exposures and activities are reported to the 
Board of Directors on a current basis.  
 
The Board of Directors has delegated the day-
to-day responsibility to the Group Executive 
Board which is responsible for operationalising 
overall instructions. The responsibility for the 
continuous monitoring and managing of risk 
has been assigned to a number of committees 
all chaired by a member of the Group Execu-
tive Board.  
 
The principal committees of the Nykredit 
Group are the Risk Committee, the As-
set/Liability Committee (ALCO), the Credits 
Committee and the Treasury Committee.  
 
The Risk Committee is charged with assessing 
all group risks and the Group's capital ade-
quacy requirement as well as implementing the 
capital policy. Furthermore, the Risk Commit-
tee approves measurement methods for all 
types of risk and reports risk to the boards of 
directors of the group companies. 
 
The Asset/Liability Committee is responsible 
for the Group's overall asset/liability and li-
quidity management. 
 
The Credits Committee and the Treasury 
Committee are responsible for managing 
group credit risk and market risk, respectively. 
Both committees approve or endorse risk ex-
posures within the limits provided by the 
Board of Directors to the Executive Board. 
 
Risk monitoring and management activities are 
independent of the day-to-day business man-
agement.  
 
The internal models are the core of the day-
to-day risk management of the Group. The 
models are checked on a continuous basis and 
validated at least once a year. The results are 

Risk organisation in the Nykredit Realkredit Group 

 

Decision
level

Areas of responsibility

Board of
Directors

Executive 
Board

Committees

Capital and risk management
Determines risk limits

Monitors risk
Formulates instructions and policies

Operationalises instructions and policies

Risk Committee

- General capital and 
   risk management
- General risik policy
- Approves risk models

Asset/Liability
Committee
- General balance 
   sheet and liquidity
   management
- SDO cover pool 
   management

Credits Committee

- Formulates credit policy
- Approves large 
   exposures, etc

Treasury Committee

- Market risk management
- Endorses market risk 
   limits at individual 
   company level
- Operational liquidity
   management

 
Risk areas reviewed by the Board of Directors 

Annually 

Capital and risk policy Review and decision on Nykredit's capital adequacy, capital adequacy need and 

long-term capital requirement and risk policy 

Required rate of return Review and decision on current return targets 

Risk models General review of ongoing model development and consequences thereof 

Stress tests Review of results of Nykredit's stress tests and scenario analyses 

 

Ongoing 

Risk reporting Quarterly reporting on key risk areas: 

 Capital adequacy 

 Liquidity risk 

- Balance principle and investment rules 

 SDOs and compliance with statutory requirements 

 Credit risk  

- Exposures by size 

- Rating assignment and credit parameters 

- Rating analysis of customer inflow and outflow 

- Loan impairment and arrears 

 Market risk 

- Interest rate, foreign exchange and equity price risk (conventional measures 

and Value-at-Risk) 

- Back test 

- Stress test 

 Operational risk 

 Insurance risk 

Monthly reporting on key risk areas: 

 Market risk 

- Interest rate, foreign exchange and equity price risk (conventional measures 

and Value-at-Risk) 
- Investment portfolio income and return relative to benchmark 

Exposure review Review and assessment of exposures of a certain amount 
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submitted to the Risk Committee for approval 
once a year. 
 
Internal Audit reviews the Group's internal 
models and their application annually. The re-
view includes an assessment of the organisa-
tional structure, the estimation of risk parame-
ters and verification that the Group complies 
with the requirements of the Danish Executive 
Order on Capital Adequacy and the Financial 
Business Act. 
 
Over the past few years, Nykredit has ex-
panded and improved the ongoing risk report-
ing process. Risk is reported to the Board of 
Directors, the Executive Board, various man-

agement levels and the business areas. The ta-
bles on this page and previous pages show a 
selection of the most important risk reporting 
elements. 

 
 

Risk areas reviewed by committees 

Risk Committee 

Capital policy and need  Assessment of Nykredit's capital adequacy and future capital requirement 

Models and methods Review of analyses and model-related initiatives and changes, including 

 New models and risk assessment techniques 

 Sensitivity analyses and stress tests 

 Validation and back tests 
Risk reporting Review and analysis of credit, market, operational and other risks 

Legislative measures Assessment of amendments to existing rules from the Danish FSA or the EU 

 

Asset/Liability Committee 

 

Liquidity Liquidity position of group entities 

Current funding levels (money market and senior capital) 

Current funding activity (mortgage bonds and other funding) 

Capital structure 

and balance sheet 

Capital structure in group entities 

Current funding level and funding capacity 

SDOs Assessment of development in prices of mortgaged properties 

Assessment of the extent of registration guarantees 

Business capital Capital allocation and return 

 

Credits Committee 

 

Credit policy Maintenance and development of credit policies 

Approval of selected 

exposures 

Approval based on assessment factors such as: 

 Customer assessment (financial circumstances, payment history, etc) 

 Exposure 

 Security 
Board approval Recommendation to the Board of Directors concerning approval of special 

exposures beyond the authority of the Credits Committee 

Credit institutions Review of credit lines granted to credit institutions 

 

Treasury Committee 

General themes Macroeconomics 

Market themes 

Risk and return Overview of exposures and risk of the individual companies 

Equities: Risk and portfolios 

Interest rates: Risk and portfolios 

Investment portfolio income and return relative to benchmarks 

Value-at-Risk, stress tests and back tests 

Corporate bonds: Risk and portfolios 

Limits and utilisation of market risk limits in subsidiaries 

Strategy and 

recommendations 

Equity price, interest rate, foreign exchange and credit risk 

Scope for action 

Market risk limits Limits and utilisation of market risk limits in Group Treasury 
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Capital requirements 

DETERMINATION METHODS 
With the introduction of the new capital re-
quirement rules (Basel II) at the beginning of 
2007 followed the choice between different 
approaches to determine the capital charge for 
each type of risk. In 2007 the determination of 
the capital requirement at Nykredit took place 
according to the existing rules (Basel I). 
 
Credit risk 
From 1 January 2008, the advanced approach 
of Basel II may be applied to determine the 
capital requirement for credit risk. The Danish 
FSA has authorised the Nykredit Realkredit 
Group to calculate its capital requirement for 
credit risk using the internal ratings-based ap-
proaches with internal parameter estimates 
(advanced IRB approaches) for: 
 Mortgage lending by Nykredit Realkredit 
A/S and Totalkredit A/S 

 Retail lending by Nykredit Bank A/S. 
 
The application of the advanced approach im-
plies that Nykredit uses internal models to es-
timate individual customers' probability of de-
fault (PD), the loss given default (LGD) and 
the exposure value (EV) at the time of default. 
These parameters are included in the calcula-
tion of the capital charge. 
 

Nykredit has been authorised to use the inter-
nal ratings-based approach with its own PD 
estimates default (foundation IRB approach) 
for: 
 Commercial lending by Nykredit Bank A/S 

 
Nykredit is developing models so that this part 
of the portfolio may also be determined by 
means of the advanced IRB approach. The 
models are expected to be implemented in 
2011. 
 
Furthermore, Nykredit has been authorised to 
use the standardised approach for: 
 Sovereign and credit institution exposures 
 Individual minor portfolios. 

 
Market risk 
For the determination of the capital require-
ment for market risk, Nykredit Realkredit A/S 
and Nykredit Bank A/S have obtained FSA ap-
proval to apply a Value-at-Risk model to esti-
mate the general position risk for equities and 
the general position risk for instruments of 
debt and foreign exchange. Nykredit uses em-
pirical correlations across risk groups. 
 
For Nykredit Realkredit A/S, only assets held 
in the trading portfolio are included in the 
Value-at-Risk determination.  

Nykredit Bank A/S is authorised to apply its 
own correlations in Value-at-Risk for the pur-
pose of determining the capital requirement. 
Equity positions are not included. 
 
For the parts of the portfolio for which the 
capital charge is not determined using Value-
at-Risk models, the standardised approach is 
applied. 
 
Operational risk 
From 1 January 2008, Nykredit will apply the 
basic indicator approach in the calculation of 
the capital charge to cover operational risk. 

The Nykredit Realkredit Group 

Share of portfolio covered by different approaches to credit risk determination – pro forma 

2007 Advanced

IRB approach

%

Foundation

IRB approach

%

Standardised

approach

%

Total 

 

% 

Total

exposures

DKKm

Retail exposures 99.4 - 0.6 100.0 493,465

Of which 

- Mortgages on real property 99.4 - 0.6

 

100.0 485,697

- Revolving exposures, etc 100.0 - - 100.0 3,090

- Other retail exposures 100.0 - - 100.0 4,678

Commercial exposures 77.1 22.3 0.6 100.0 339,622

Credit institution exposures1 - - 100.0 100.0 184,372

Sovereign exposures2 - - 100.0 100.0 34,944

Equity exposures3 100.0 - - 100.0 7,196

Assets with no counterparty 100.0 - - 100.0 2,739

Total 71.5 7.1 21.4 100.0 1,062,339
1 Credit institution exposures include guarantees issued by banks of a total of DKK 94.3bn. Guarantees provided by partnership banks in connection with the sale of mortgage loans amount to DKK 94.2bn. 
2 Sovereign exposures include sovereign guarantees of a total of DKK 22.5bn. 
3 Capital requirements for equity exposures have been determined using the simple risk weight approach. 

 
Main approaches to credit risk determination 

 2007 2008 2009 2010 2011

Retail exposures Basel I Advanced Advanced Advanced Advanced

Commercial exposures  – mortgage Basel I Advanced Advanced Advanced Advanced

Commercial exposures  – bank Basel I Foundation Foundation Foundation Advanced

Credit institution exposures, sovereign exposures, etc  Basel I Standardised Standardised Standardised Standardised

Note: The advanced IRB approach to credit risk determination is indicated as ”Advanced”, and the foundation IRB approach as ”Foundation”. 
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CAPITAL BASE AND CAPITAL 
REQUIREMENT 
In 2007 Nykredit determined its capital base 
and risk-weighted assets in accordance with 
the former capital requirement rules (Basel I). 
At 31 December 2007, the Group's capital re-
quirement was DKK 43.1bn and risk-weighted 
items totalled DKK 539bn. With the capital 
base at DKK 55.3bn, this corresponded to a 
capital adequacy ratio of 10.3%. 
 
The capital requirement of the Nykredit 
Realkredit Group determined according to the 
new methods (Basel II) came to DKK 24.1bn at 
end-2007, corresponding to risk-weighted 
items of DKK 301bn.  
 
In accordance with section 139 of the Finan-
cial Business Act, the core capital and capital 
base are adjusted for the difference between 
the model-based expected losses and impair-
ments on exposures subject to IRB ap-
proaches. The expected loss is calculated 
based on FSA guidelines and LGDs for the pe-
riod 1991-1993, cf the section on expected 
losses on page 29. The expected loss totalled 
DKK 1,622m and impairments DKK 282m. To-

tal statutory deductions amounted to DKK 
1,340m at end-2007. 
 
With the application of the IRB approach, the 
capital base decreases to DKK 54.0bn, which 
means that the Nykredit Group had a capital 
adequacy ratio of 17.9% at 31 December 2007 
under Basel II. 
 
Under the transitional rules, the capital charge 
may not decrease by more than 10% and 20% 
in 2008 and 2009, respectively, compared with 
the former rules (Basel I). Using the 10% limit, 
the Group's capital charge was DKK 38.8bn at 
31 December 2007. Under the transitional 
rules, the capital adequacy ratio must consti-
tute at least 12.9% of risk-weighted items of 
DKK 301bn. 
 
The tables on this page and overleaf show the 
capital requirement, capital base and capital 
adequacy at 31 December 2007 determined 
on a pro forma basis according to the methods 
which Nykredit will apply from 1 January 2008 
(Basel II) compared with the determination ac-
cording to Basel I. In the remaining part of this 
report, determinations are based on the new 

methods (Basel II).  
 
The Nykredit Realkredit Group's hybrid core 
capital came to a nominal EUR 500m. The loan 
is perpetual, but may be prepaid at par (100) 
as from 22 September 2014. The loan carries a 
fixed interest rate of 4.9% until 22 September 
2014, after which date the loan rate will be 
floating.  
 
The Group's subordinate loan capital 
amounted to a nominal EUR 500m maturing 
on 20 September 2013 and carrying a floating 
interest rate. 
 
 
CONSOLIDATION METHODS 
The capital charge is determined according to 
the rules of the Financial Business Act and the 
Executive Order on Capital Adequacy. The de-
termination comprises Nykredit Realkredit A/S 
(the Parent Company) and the enterprises in 
which Nykredit Realkredit A/S exercises direct 
or indirect control of the enterprises' financial 
and operational management. Nykredit 
Realkredit A/S and its subsidiaries are collec-
tively referred to as the Nykredit Realkredit 
Group.  
 
The consolidated risk exposures include: 
 Nykredit Realkredit A/S 
 Totalkredit A/S 
 The Nykredit Bank Group 

 
Enterprises in which the Nykredit Realkredit 
Group shares joint control with other enter-
prises which do not form part of the Group are 
considered joint ventures. One example is JN 
Data. Group investments in joint ventures are 
recognised by proportionate consolidation for 
the purpose of both the financial statements 
and the determination of capital requirements. 
 
 
DIFFERENCES COMPARED WITH  
FINANCIAL STATEMENTS 
Nykredit Forsikring A/S is included in the fi-
nancial statements, but not in the determina-
tion of consolidated risk. Rather, the capital 
charge of Nykredit Forsikring A/S is deducted 
under the capital base.  
 
Unexercised loan offers, loan commitments, 
etc, are included in exposures in the determi-
nation of capital requirements. The same ap-
plies to guarantees. 
 
Capital charges in relation to securities are cal-
culated at ISIN level. 

The Nykredit Realkredit Group 

Capital base 

2007 

DKK million 

Basel II

pro forma

Basel I

Core capital 

Equity, year-end 54,447 54,447

Revaluation reserves transferred to supplementary capital (247) (247)

Total core capital 54,200 54,200

Statutory deductions from core capital 

Proposed dividend (500) (500)

Intangible assets, including goodwill (3,999) (3,999)

Core capital after statutory deductions 49,701 49,701

Hybrid core capital 3,622 3,622

Core capital incl hybrid core capital after statutory deductions 53,323 53,323

Other deductions in core capital 

Deduction for insurance business (177) (177)

Equity investments >10% (169) (169)

Sum of equity investments, etc >10% (663) (663)

Deduction for half the difference between expected losses and impairments  (670) -

Core capital, incl hybrid core capital after deductions 51,643 52,313

Supplementary capital 

Subordinate loan capital 3,722 3,722

Revaluation reserves 247 247

Reserves in series 68 68

Total supplementary capital 4,037 4,037

Statutory deductions from capital base 

Deduction for insurance business (177) (177)

Equity investments >10% (169) (169)

Sum of equity investments, etc >10% (663) (633)

Deduction for half the difference between expected losses and impairments  (670) -

Total statutory deductions from capital base (1,680) (1,010)

 

Total capital base after statutory deductions 54,000 55,340
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The Nykredit Realkredit Group 

Capital requirement and capital adequacy 

2007 

DKK million 

Basel II

pro forma

Basel I

Credit risk 

Retail exposures 4,793

Of which 

- Mortgages on real property  4,642

- Revolving exposures, etc 39

- Other retail exposures 112

Commercial exposures 11,156

Credit institution exposures 2,950

Sovereign exposures 0

Equity exposures 1,698

Assets with no counterparty 219

Settlement risk 0

Total credit risk 20,817 41,098

Market risk 2,014 2,014

Operational risk 1,245 -

Total capital requirement 24,076 43,112

 

Risk-weighted items 300,959 538,898

Capital base 54,000 55,340

Capital adequacy ratio 17.9 10.3

 

Basel II transitional rule 

Capital requirement under transitional rule 1 38,801 -

Required capital adequacy ratio 2 12.9 -
1The capital requirement under the transitional rules has been determined in accordance with the transitional rules for 2008 of the 

Danish Executive Order on Capital Adequacy. In 2008 the capital requirement must as a minimum constitute 90% of the capital 

requirement determined under Basel I. 
2 The required capital adequacy ratio has been determined as the capital requirement under the transitional rule as a % of risk-

weighted items under Basel II. The required capital adequacy ratio thus expresses the requirement for the ratio as a result of the 

transitional rule. 
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Capital management 

Nykredit has an objective of being able to 
maintain its lending activities at an unchanged 
level regardless of economic trends. Nykredit's 
capital is therefore structured so as to ensure 
the presence of a sound level of capital for pe-
riods of severe recession during which the 
capital requirement, impairment losses and 
provisions will increase. 
 
Nykredit's capital resources are as far as possi-
ble concentrated in the Parent Company, Nyk-
redit Realkredit A/S, to ensure strategic flexi-
bility and leeway. 

With the introduction of the IRB approaches, 
the capital requirement will, unlike previously, 
vary concurrently with losses and arrears as-
certained, as such changes will affect the esti-
mated risk parameters. Consequently, the 
capital requirement will become sensitive to 
economic trends, as opposed to previously 
when the capital requirement was fixed.  
 
In estimating the risk parameters, Nykredit ap-
plies long-term historical data covering all 
phases of the economic cycle. This ensures 
that the capital requirement becomes less sen-

sitive to changes in the economy. It also 
means, however, that during a boom such as 
the present one, Nykredit will have a capital 
charge which is higher than had a shorter data 
range been applied. 
 
Nykredit's capital adequacy expresses the 
amount of capital that is adequate to cover 
the Group's risks in the medium term and to 
safeguard the interests of its investors. Nyk-
redit determines capital adequacy so that it 
may cover increased losses and increased capi-
tal requirements during a mild recession. 
 
Nykredit's overall capital assessment is based 
on a long-term approach since the Group 
mainly provides long-term loans with terms of 
up to 20 or 30 years and has a business objec-
tive of an unchanged lending volume during 
periods of severe recession. To this end, the 
determination of the long-term capital re-
quirement is based on the ability to cover in-
creased losses and increased capital require-
ments during a severe recession. 
 
 
CAPITAL ADEQUACY 
Pursuant to the Danish Financial Business Act, 
it is the responsibility of the Board of Directors 
and the Executive Board to ensure that Nyk-
redit has adequate capital.  Capital adequacy is 
the minimum capital base which is required as 
determined by Management to cover all sig-
nificant risk.  
 
Nykredit's calculation of capital adequacy is 
based on the model calculations used in the 
determination of the capital requirement. 
However, a statistical level of confidence of 
99.97% is factored in, equal to an Aa2-Aa3 
rating. When calculating the capital require-
ment and capital adequacy ratio, only a 99.9% 
confidence level is used, roughly equal to an 
A- rating. The confidence level reflects Nyk-
redit's commitment to maintaining a high rat-
ing of the bonds issued. 
 
At Nykredit, capital adequacy consists of two 
components, Pillar I and Pillar II.  
 
Pillar I capital covers credit, market, opera-
tional and insurance risk as well as risk relating 
to own properties.  
 
Pillar II comprises capital to cover other risks 
as well as an increased capital charge during a 
mild recession. The capital charge during a 

Risks covered by capital requirement (confidence level: 99.9%, time horizon: 1 year) 

Credit risk (IRB models) 

Market risk (Value-at-Risk model) 

Operational risk (Basic indicator approach) 

 

Risks covered by capital adequacy 

Pillar I (confidence level: 99.97%, time horizon: 1 year) 

Credit risk (IRB models with internal correlations) 

Market risk (internal Value-at-Risk model) 

Operational risk (standardised approach) 

Insurance risk (internal models) 

Capital adequacy requirement for own properties 

Pillar II 

Additional capital for mild recession (stress tests and scenario analysis) 

Risk on investment properties (internal calculations) 

Reputation risk (internal calculations) 

Partnership banks' choice of set-off rather than guarantees (internal calculations) 

Assessment of other factors, eg: 

 Control risk 

 Strategic risk 

 External risks 

 Other 

Capital adequacy = Pillars I+II 

Buffer - Pillars I and II during severe recession (stress tests and scenario analysis) 

Long-term capital requirement = capital adequacy + cyclical buffer 

 
 
Capital adequacy and capital requirement 

Capital base

DKK 54.0bn

Capital requirement

DKK 24.1bn

Confidence level:
99.90%

Pillar II

DKK 8.3bn

Pillar I

DKK 22.2bn

Confidence level:
99.97%

Capital adequacyCapital requirement 
Basel II pro forma

Capital base
Basel II pro forma

Based on data from 1991 and onwards
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mild recession is determined by means of 
stress tests and scenario analyses, cf below.  
 
The determination of other risks includes risk 
relating to investment properties and reputa-
tion risk, which are determined using own es-
timates as well as assessments of control risks, 
strategic risks, external risks, etc.  
 
No deductions are made for any diversification 
effect between the individual types of risk in 
the determination of capital adequacy. 
 
The Basel II capital requirement and Pillar I 
capital will as mentioned increase in an ad-
verse economic climate. The capital adequacy 
factors this in, just as it allows for any operat-
ing losses following a rise in impairments, etc. 
Therefore, capital adequacy will only be af-
fected to a minor extent by the Danish econ-
omy moving from a boom to a mild recession. 
 

Partnership banks 
A substantial part of the Group's residential 
mortgage lending is arranged by Danish local 
and regional banks. In these cases, the bank 
performs the initial assessment of the cus-
tomer and valuation of the property. The sale 
of loans is based on an agreement between 
the Nykredit Group and the partnership banks. 
The partnership banks either provide a guar-
antee or grant a right of set-off.  
 
The guarantee is issued for an amount corre-
sponding to the part of the loan that exceeds 
60% of the property value at the time of 
granting and covers the first eight years of the 
loan term.  
 
As from 2007, the banks may offer Totalkredit 
a right of set-off of any losses on the loans ar-
ranged against the current commission re-
ceived. As with the guarantees, the right of 
set-off applies to the part of the loan exceed-
ing 60% of the property value at the time of 

loan disbursement and for the first eight years 
of the loan term. 
 
At end-2007, DKK 200bn of total mortgage 
lending arranged by the partnership banks was 
covered by guarantees and DKK 169bn was 
covered by set-off agreements.  
 
The Basel II capital requirement for credit risk 
determined on a pro forma basis for mortgage 
lending arranged by partnership banks came to 
DKK 3.6bn at 31 December 2007. 
 
If all partnership banks opt for guarantees 
rather than the set-off option, the capital ade-
quacy requirement will increase by approxi-
mately DKK 1bn compared with previous 
years. 
 
 
CAPITAL STRUCTURE 
Nykredit's objective is to maintain its lending 
activities at an unchanged level regardless of 
economic trends. Nykredit's capital is there-
fore structured so as to ensure a sound level of 
capital for periods of severe recession during 
which the capital requirement, impairment 
losses and provisions will increase further 
compared during a mild recession. The capital 
earmarked to cover the increasing capital 
charge during a severe recession is called the 
buffer. 
 
The buffer is determined by means of stress 
tests and scenario analyses.  
 
Group equity after proposed dividend stood at 
DKK 53.9bn at end-2007. 
 
Nykredit divides its equity into four elements: 
 Business capital of DKK 30.5bn equal to the 
statutory capital adequacy requirement.  

 Cyclical buffer of DKK 12.5bn covering an 
expected rise in the capital adequacy should 
the economic climate change from mild to 
severe recession. 

 Statutory capital deductions relating to in-
tangible assets of DKK 4.0bn. 

 Strategic capital of DKK 6.9bn, the long-
term capital maintained for strategic initia-
tives. 

 
On transition to Basel II, Nykredit's strategic 
capital will increase from DKK 1.2bn to DKK 
6.9bn, notwithstanding the transitional rules. 
 
 
 
 
 

The Nykredit Realkredit Group 

Capital structure under Basel I and II 

 

Eq
ui

ty
B

as
el

 I
B

as
el

 II

Business capital

Equity
DKK 53.9bn

Strategic capital
DKK 6.9bn

Statutory capital 
deductions
DKK 4.0bn

Statutory capital 
deductions
DKK 4.0bn

Cyclical buffer capital
DKK 12.5bn

Business capital
DKK 43.3bn

Buffer capital
DKK 5.4bn

Pillar I
DKK 22.2bn

Pillar II
DKK 8.3bn

DKK 30.5bn

Strategic capital
DKK 1.2bn

 
 
Cyclicality of capital requirement 
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STRESS TESTS AND SCENARIO ANALYSES 
Nykredit uses a range of stress tests and sce-
nario analyses in connection with the determi-
nation by the Board of Directors of the capital 
adequacy and long-term capital requirements. 
A special model has been developed for this 
type of analysis. The model is based on special 
runs from a macroeconomic model (ADAM), 
internal models for calculating capital require-
ments and the correlation between Nykredit's 
losses and arrears data and key economic indi-
cators. 
 
The Board of Directors determines and adjusts 
the contents of the stress tests and scenario 
analyses on an ongoing basis to ensure their 
relevance in relation to the Group's risk profile 
and macroeconomic trends.  

The scenarios and stress tests applied are con-
verted into macroeconomic variables which are 
incorporated into Nykredit's internal models 
for calculating capital requirements. The mod-
els are applied for calculating the effect of the 
scenarios on impairment losses and provisions, 
investment portfolio income, the capital base 
and capital requirement within two to three 
years. Any positive effect of projecting operat-
ing results is not included in the results of the 
models. 
 
The scenario “mild recession” is currently ap-
plied to determine capital adequacy. The sce-
nario reflects a situation with rising wage pres-
sures leading to inflation and increasing inter-
est rates. This will lead to a decrease in GDP 
and property and equity prices.  

The determination of the long-term capital 
need includes the scenario “severe recession”. 
In this scenario, oil prices increase and lead to 
inflationary pressures in Europe, prompting 
the European Central Bank and Danmarks 
Nationalbank to raise interest rates. This will 
lead to a decline in demand and subsequently 
decreasing GDP and property prices as well as 
rising unemployment. Danish equity prices will 
also fall.  
 

Structure of models for stress tests and scenario analysis 

 

Scenario

- GDP growth

- Property prices

- Unemployment

- Stock indices

- Exchange rates

Macroeconomic model

Nykredit

- Existing portfolio, capital need 
and equity

- Projection of lending, earnings 
and capital

Key risk parameters

- Credit risk

- Market risk

Capital 
requirement

- Earnings

- Total assets

- Equity

- Capital charges 

Nykredit’s models

- Credit risk

- Market risk

- Operational risk

 
 
Scenarios for assessment of capital requirement 

Scenario Description 

Mild recession           GDP growth drops to just under a negative 2% pa after 2 years 

Rising interest rates and falling property prices 

Danish stock indices shed 25% in 1 year 

Falling property prices Changed expectations for price rises in the property market 

Property prices fall 20% (equal to a 30% decrease in terms of fixed prices) over 3 

years 

USD depreciation DKK rises by 30% relative to USD in 1 year 

Stagnation Decreasing demand in export markets 

No growth in GDP over 3 years 

Property prices remain largely unchanged 

Recession Rising oil prices and increasing wage pressure 

GDP growth falls to a negative 3% pa after 2 years 

Severe recession Rising oil prices, increased inflationary pressures and increasing interest rates 

Property prices fall 20% (equal to a 30% decrease in terms of fixed prices) over 3 

years 

GDP growth falls to a negative 3% pa after 2 years 

Danish stock indices shed 40% in 1 year 
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NYKREDIT'S RATINGS 
Nykredit Realkredit A/S, Nykredit Bank A/S, 
the majority of the Group's mortgage bonds, 
the hybrid core capital and supplementary 
capital have been rated by the international 
rating agency Moody's Investors Service. 
Standard & Poor's has rated Nykredit 
Realkredit's A/S's ”Nykredit In General”  
and short-term unsecured debt. 
 
All mortgage bonds have since the autumn of 
2002 been issued out of Nykredit's Capital 
Centre D or Totalkredit's Capital Centre C, 

which have been rated by Moody's. In addi-
tion, mortgage bonds have previously been is-
sued out of Totalkredit's Capital Centre C, 
Nykredit's Capital Centre C and Nykredit In 
General, which have also been rated by 
Moody's.  
 
Nykredit commenced issuing SDOs in Novem-
ber 2007 out of the newly established Capital 
Centre E in Nykredit Realkredit A/S for the 
funding of loans granted by Nykredit and  
Totalkredit. The new capital centre has also 
been rated by Moody's. 

According to the rating agencies, Nykredit's 
high ratings are based on the Group's leading 
market share within mortgage lending, its high 
asset quality, strong capitalisation and sound 
financial fundamentals in general. 
 
The most recent analyses of Nykredit by 
Moody's and Standard & Poor's are available 
at nykredit.com/downloads. 
 
 
 

 

The Nykredit Realkredit Group 

Ratings 

 Moody's Investors Service Standard & Poor's

Bond issues 

Nykredit Realkredit A/S 

Capital Centre E Aaa -

Capital Centre D Aaa -

Capital Centre C Aa1 -

Nykredit In General Aa1 AA

Totalkredit A/S 

Capital Centre C Aaa -

 

Other ratings 

Nykredit Realkredit A/S 

Short-term, unsecured rating Prime-1 A-1

Long-term, unsecured rating Aa3 -

Supplementary capital (Tier 2) A1 -

Hybrid capital (Tier 1) A2 -

Nykredit Bank A/S 

Short-term deposit rating Prime-1 -

Long-term deposit rating Aa3 -

Bank Financial Strength rating C+ -
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Credit risk 

Credit risk denotes the risk of loss following 
the non-performance of payment obligations 
by counterparties. This applies to counterpar-
ties in the form of Nykredit's borrowers and 
counterparties under financial contracts.  
 
Because of Nykredit's size, the credit policy 
has been formulated to take into consideration 
the objective of a suitable market presence 
and limited losses. 
 
The Board of Directors lays down the overall 
framework of credit granting and is presented, 
on a current basis, with the Group's largest 
credit applications for approval or briefing. 
Within the framework laid down by the Board 
of Directors, the Group Executive Board is re-
sponsible for the policies governing the indi-
vidual business areas and Treasury. On behalf 
of the Group Executive Board, the Credits 
Committee considers large credit applications 
on a current basis. 
 
Group Credits is responsible for managing and 
monitoring credit risk in accordance with the 
guidelines laid down by the Board of Directors 
and the Group Executive Board. The Credits 
Committee undertakes all reporting on indi-
vidual credit facilities. The Risk Committee is 
responsible for approving credit models and 
assessing credit risk at portfolio level. 
 
Nykredit's local centres are authorised to de-
cide on most credit applications in line with 
the Group's aim to process most credit appli-
cations locally. 
 
Credit applications exceeding the authority as-
signed to the local centres are processed cen-

trally by Group Credits. The applications sub-
mitted are decided by Group Credits unless 
they involve exposures requiring the approval 
of the Credits Committee or the Board of Di-
rectors. The Board of Directors must grant or 
approve loans and/or facilities that, if granted, 
will bring Nykredit's total exposure to any one 
customer over DKK 200m and, subsequently, 
when the exposure increases by multiples of 
DKK 100m. 
 
When processing credit applications, the cen-
tres perform an assessment of the individual 
customer. The assessment is based on a cus-
tomer rating computed by Nykredit's credit 
models which reflects a conversion of a cus-
tomer's PD. The customer rating is supple-
mented by an assessment of the customer's fi-
nancial position and other relevant matters. In 
connection with mortgage loan applications, 
the statutory property valuations are also per-
formed. The overall guidelines on customer as-
sessment and property valuation have been 
prescribed by Group Credits. 
 
 

DETERMINATION OF CREDIT RISK 
In the determination of credit risk, exposures 
are calculated as the sum of the actual loans, 
credit commitments/obligations and guaran-
tees of individual customers. The exposures 
are adjusted for the expected utilisation of the 
undrawn part of the credit commitments made 
and outstanding credit offers. The determina-
tion of credit risk also includes counterparty 
risk. 
 
Total credit exposures came to DKK 1,062bn 
at end-2007 against DKK 899bn at end-2006. 
 
Guarantees issued by banks are recognised as 
credit institution exposures under mortgage 
lending. At 31 December 2007, such guaran-
tees amounted to DKK 94.3bn. Of this 
amount, guarantees issued by partnership 
banks in connection with the sale of mortgage 
loans amounted to DKK 94.2bn. 
 
Similarly, guarantees issued by sovereigns are 
recognised as sovereign exposures under 
mortgage lending. At end-2007 they 
amounted to DKK 22.5bn. 
 

The Nykredit Realkredit Group 

Credit exposures 

 

DKK million 

2007

Exposure

2006

Exposure

Retail exposures 493,465 417,590

Of which 

- Mortgages on real property 1 485,697 411,494

- Revolving exposures, etc 3,090 4,059

- Other retail exposures 4,678 2,037

Commercial exposures 339,622 276,301

Credit institution exposures 184,372 152,626

Sovereign exposures 34,944 45,508

Equity exposures 7,196 5,421

Assets with no counterparty 2,739 1,945

Total 1,062,339 899,391
1 Including exposures relating to the right of set-off, cf the agreement with partnership banks. 



Credit risk 

Nykredit Risk and Capital Management 2007  17 

The Nykredit Realkredit Group 

Credit exposures and capital requirements 

2007 

 

 

DKK million 

Mortgage  

lending 

 

 

Bank

lending

Guarantees

issued

Other Total

 exposures

Of which 

 undrawn 

commitments 

 

Exposure- 

weighted 

average risk 

weight,

%

Basel II

capital 

requirement

credit risk

Retail exposures 476,126 12,603 4,736 - 493,465 6,540 12.1 4,793

Of which   

- Mortgages on real property 476,126 7,962 1,608 - 485,697 4,604 11.9 4,642

- Revolving exposures, etc  - 3,090 - - 3,090 1,376 15.9 39

- Other retail exposures - 1,551 3,128 - 4,678 560 29.8 112

Commercial exposures 263,619 66,537 9,466 - 339,622 32,657 41.1 11,156

Credit institution exposures 94,329 - 158 89,885 184,372 1,999 20.0 2,950

Sovereign exposures 22,546 - 225 12,173 34,944 24 - -

Equity exposures - - - 7,196 7,196 - 295.0 1,698

Assets with no counterparty - - - 2,739 2,739 - 100.0 219

Total 2007 856,620 79,141 14,584 111,994 1,062,339 41,220 24.5 20,817

Total 2006 781,576 53,067 6,458 58,291 899,391 35,887 21.0 15,075

 
The Nykredit Realkredit Group 

Credit exposures by time-to-maturity 

2007 

DKK million 

Up to 1 year 1 year and up to 5 years Over 5 years Total exposure

Retail exposures 18,923 5,900 468,642 493,465

Of which  

– Mortgages on real property 11,154 5,900 468,642 485,697

- Revolving exposures, etc 3,090 - - 3,090

- Other retail exposures 4,678 - - 4,678

Commercial exposures 40,901 25,189 273,532 339,622

Credit institution exposures 90,043 55 94,273 184,372

Sovereign exposures 12,415 193 22,336 34,944

Equity exposures - - 7,196 7,196

Assets with no counterparty 2,739 - - 2,739

Total 2007 165,021 31,338 865,980 1,062,339

Total 2006 126,455 27,359 745,577 899,391

 
The Nykredit Realkredit Group 

Credit exposures by type of counterparty 

2007 

DKK million 

Retail customers Agriculture Property

companies, etc

Trade Industry Other Total exposure

Retail exposures 460,444 7,911 10,640 10,765 3,705 - 493,465

Of which   

- Mortgages on real property 452,771 7,859 10,618 10,759 3,689 - 485,697

- Revolving exposures, etc 3,068 6 13 3 1 - 3,090

- Other retail exposures 4,605 45 9 3 16 - 4,678

Commercial exposures 20,401 74,695 159,378 56,181 28,968 - 339,622

Credit institution exposures - - - - - 184,372 184,372

Sovereign exposures - - - - - 34,944 34,944

Equity exposures - - - - - 7,196 7,196

Assets with no counterparty - - - - - 2,739 2,739

Total 2007 480,844 82,606 170,018 66,946 32,673 229,252 1,062,339

Total 2006 392,893 73,806 140,438 59,671 27,067 205,517 899,391
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LARGE EXPOSURES 
Monitoring of large exposures forms an inte-
gral part of the Group's risk management. 
 
Pursuant to section 145 of the Financial Busi-
ness Act, an exposure with any one customer 
or group of interconnected customers after 
statutory deductions must not exceed 25% of 
the capital base.  
 
Furthermore, the sum of the exposures which, 
after statutory deductions, constitute at least 
10% of the capital base must not exceed 
800% of the capital base.  
 
Nykredit Realkredit A/S has no exposures 
which, after statutory deductions, constitute 
more than 10% of the capital base. At end-
2007 Totalkredit A/S and Nykredit Bank A/S 
had 2 and 10 exposures, respectively, which 
individually, after statutory deductions, repre-
sented between 10% and 25% of the capital 
base. The 2 exposures of Totalkredit ac-
counted for 22% of the Company’s capital 
base. The 10 exposures of Nykredit Bank ac-
counted for 135% of the Company's capital 
base. 
 
 
COUNTERPARTY RISK 
Nykredit applies various financial products, eg 
derivative instruments and repurchase transac-
tions, to manage risks. In addition, financial 
products are traded with customers. The value 
of many financial products changes over time, 
which may lead to the accumulation of large 
potential claims or obligations of either party 
to a contract. When entering into financial 
contracts, the Group incurs a risk that the 
counterparty defaults on its obligations. 
Moreover, financial contracts with customers 
involve the risk that the customers are unable 
to meet the obligations accumulated under 
the contract. 
 
The use of derivative instruments is governed 
by the ordinary credit granting rules and credit 
policies supplemented by a number of restric-
tions and policy rules designed to limit Nyk-
redit's counterparty risk. Examples are assess-

ment of customer creditworthiness and limits 
to amounts and terms.  
 
Credit limits and security are applied for the 
purpose of limiting the counterparty risk. The 
contractual framework is mainly based on mar-
ket-conform standards such as ISDA or ISMA 
agreements. 
 
Capital requirements for counterparty risk are 
calculated according to the same approach as 
that applied to other types of credit risk. 
 
For the purpose of calculating the capital 
charge, the exposure value of counterparty 
risk is calculated according to the market value 
method, ie, as any positive market value of the 
transaction plus the potential future credit ex-
posure. The exposure value of counterparty 
risk was DKK 22.5bn at 31 December 2007 
and the capital requirement DKK 0.5bn. 
 
 
MORTGAGE LENDING 
The composition of the Group's mortgage 
lending can be described by breaking down 
the bond debt outstanding by property type, 
loan type, etc.  
 
The Group's nominal mortgage lending rose 
from DKK 766bn at end-2006 to DKK 849bn 
at end-2007. 
 
The portfolio is highly diversified in terms of 
loan type, geography, maturity and size of 
debt outstanding. The major part of the port-
folio is residential mortgages in Denmark, 
which accounted for 62% of total mortgage 
lending at 31 December 2007. 
 
Geographically, around half of the loan portfo-
lio relates to Jutland and one-third to the 
metropolitan area. The share of foreign lend-
ing is rising slightly and represented 2.8% at 
31 December 2007 against 2.0% at end-2006. 
Foreign lending comprises Nykredit's activities 
in England, France, Norway, Poland, Sweden, 
Germany and Spain. Around a quarter of for-
eign lending relates to residential mortgages. 
 

The distribution of lending by loan type 
changed slightly in 2007. The share of loans 
with interest-only periods was unchanged, 
while the share of adjustable-rate mortgages 
fell from 25% to 20%. 
 
When a mortgage loan is granted, it must not 
exceed a certain proportion of the value of the 
mortgaged property pursuant to Danish legis-
lation. Subsequently, the relationship between 
the mortgage debt outstanding and the value 
of the property will change with the amortisa-
tion of the loan, interest rate changes and/or 
as a result of changes in the market value of 
the property or loan. The market value of 
match funded loans is determined on the basis 
of the market value of the underlying bonds as 
borrowers may prepay their loans by way of a 
delivery of the bonds behind the loans. 
 

The Nykredit Realkredit Group 

Exposures to counterparty credit risk 

2007 

DKK million 

Market value

Positive gross fair value 21,858

Netting proceeds (4,787)

Security (4,806)

Netted current credit exposure 12,265
Note: In respect of repo and reverse transactions, collateral in the form of bonds has been deducted from the positive market value. 
The bonds have therefore not been included in the determination of security provided. 
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The tables below break down the Group's 
mortgage lending by type of property. The 
proportion of lending covered by either public 
authority guarantees or bank guarantees has 
been deducted.  
 
The table that shows the Group's mortgage 
lending broken down by loan-to-value (LTV) 
ratios, loans with security covering for example 
between 0 and 30% of the mortgageable value 
are distributed with two thirds of the debt 
outstanding in the LTV range 0-20% and one 
third in the LTV range 20-40%. The table 
shows that where owner-occupied dwellings 
are concerned, 76% of mortgage lending falls 
within 40% of the property values. 
 
In the table where the entire debt outstanding 
is entered under the top LTV bracket, the full 
amount of the loan of the example above is 
included in the LTV bracket 20-40%. The ta-
ble shows that 23% of private residential lend-
ing has an LTV ratio below 40%. 
 
 

The Nykredit Realkredit Group 

Mortgage debt outstanding relative to estimated property values 

Debt outstanding distributed continuously by LTV range up to the top LTV bracket 

2007 LTV (loan-to-value) 

% 0-20 20-40 40-60 60-80 Over 80 Total

Owner-occupied dwellings 42 34 18 5 0 100

Private rental housing 43 27 19 11 0 100

Trade and industry 53 31 15 2 0 100

Office and retail 53 32 14 1 0 100

Agriculture 52 32 13 2 0 100

Non-profit housing 60 23 13 4 0 100

Other 51 32 17 0 0 100

 
 
The Nykredit Realkredit Group 

Debt outstanding relative to estimated property values 

Entire debt outstanding entered under the top LTV bracket 

2007 LTV (loan-to-value) 

% 0-20 20-40 40-60 60-80 Over 80 Total

Owner-occupied dwellings 3 20 44 27 6 100

Private rental housing 10 16 18 56 0 100

Trade and industry 11 33 44 11 1 100

Office and retail 9 33 47 10 1 100

Agriculture 10 31 40 18 1 100

Non-profit housing 29 21 24 26 0 100

Other 10 26 65 0 0 100
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The Nykredit Realkredit Group 

Mortgage lending 

Nominal value at 31 December 2007 

 

DKK million 

Owner-

occupied  

dwellings 

Private rental 

housing

Trade and  

industry

Office and  

retail

Agriculture Non-profit 

housing 

Other Total

DKKm/

number

Mortgage lending   

- Bond debt outstanding 533,272 69,162 22,024 61,331 84,188 66,742 12,491 849,211

- Number of loans 621,468 19,201 3,481 17,435 47,209 23,217 3,031 735,042

   

Bond debt outstanding distributed by    

- Public authority guarantees 1 302 0 15 370 50,936 235 51,859

- Bank guarantees 200,189 0 0 0 109 0 1 200,300

- Set-off agreement with banks 168,796 0 0 0 0 0 0 168,796

- No guarantee 164,287 68,860 22,024 61,315 83,709 15,806 12,256 428,256

Total 533,272 69,162 22,024 61,331 84,188 66,742 12,491 849,211

Bond debt oustanding by type of loan   

Fixed-rate loans   

- with principal payments 180,312 15,233 6,707 15,420 17,369 13,699 4,916 253,657

- with temporary interest-only period 85,646 4,401 46 2,614 3,652 33 80 96,472

Adjustable-rate mortgage loans   

- with principal payments 28,476 5,365 2,835 9,145 11,394 18,449 902 76,565

- with temporary interest-only period 52,193 11,222 4,400 12,282 9,660 471 145 90,372

Loans based on money market   

With interest rate caps   

- with principal payments 88,580 2,457 406 2,484 5,145 135 1,115 100,321

- with temporary interest-only period 94,902 1,899 34 648 4,180 25 137 101,824

Without interest rate caps   

- with principal payments 2,028 4,912 3,611 7,969 6,643 276 3,678 29,116

- with temporary interest-only period 1,103 23,510 3,985 10,730 25,510 164 1,040 66,043

Index-linked loans 32 163 1 39 635 33,491 479 34,840

Total 533,272 69,162 22,024 61,331 84,188 66,742 12,491 849,211

Bond debt outstanding, geographic   

distribution 

  

Metropolitan area 156,945 28,947 2,545 17,208 3,242 26,966 3,569 239,422

Rest of Eastern Denmark 58,785 3,780 1,494 3,436 12,131 5,530 1,204 86,358

Funen 46,851 5,082 891 3,946 8,383 6,296 1,192 72,642

Jutland 264,172 24,800 14,888 26,993 60,432 27,950 6,513 425,749

The Faroe Islands and Greenland 923 277 3 124 0 0 13 1,341

International 5,597 6,275 2,202 9,624 0 0 0 23,699

Total 533,272 69,162 22,024 61,331 84,188 66,742 12,491 849,211

Bond debt outstanding by amount, 

DKKm 

  

0-2 440,958 10,397 1,637 10,189 23,601 8,192 1,199 496,173

2-5 86,040 11,664 2,253 9,157 26,711 10,448 1,888 148,161

5-20 3,038 21,115 5,010 15,102 29,336 28,853 4,405 106,859

20-50 3,236 10,091 3,193 7,285 3,531 14,040 3,053 44,429

50-100 0 3,417 2,151 4,212 713 3,769 745 15,006

100-… 0 12,479 7,779 15,386 296 1,440 1,202 38,582

Total 533,272 69,162 22,024 61,331 84,188 66,742 12,491 849,211

Bond debt outstanding by time-to-

maturity, years 

  

0-10 12,731 2,792 4,040 9,085 2,652 3,426 1,014 35,741

10-15 19,414 2,338 5,791 12,767 3,446 4,855 972 49,582

15-20 37,803 9,736 10,820 27,605 5,691 10,692 3,559 105,906

20-25 74,021 9,550 549 1,832 15,288 14,093 1,556 116,890

25-30 389,302 44,586 823 10,041 57,112 7,903 5,338 515,105

30-35 0 128 0 0 0 7,688 52 7,869

35-… 0 32 0 1 0 18,085 0 18,118

Total 533,272 69,162 22,024 61,331 84,188 66,742 12,491 849,211
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BANK LENDING 
The credit exposure of the Nykredit Bank 
Group totalled DKK 112.3bn at end-2007.  
 
Undrawn commitments amounted to DKK 
34.7bn, or 31% of the total credit exposure. 
 
The Basel II rules imply that undrawn commit-
ments are subject to capital requirements. In 
2008 Nykredit Bank will significantly reduce 
the credit offers and commitments granted to 
commercial customers. The current level of 
credit offers and commitments reflects the 
previous practice in the Danish credit market. 
The expected drawdown from the credit offers 
and commitments is only expected to increase 
actual commercial lending marginally. The 
credit offers and commitments have been 
granted to a large number of commercial cus-
tomers and do not imply significant concentra-
tion risk. 

INVESTMENT PORTFOLIO CREDIT 
EXPOSURES  
Nykredit invests in bonds with issuer credit 
exposures. Significant amounts are invested in 
government bonds, bonds issued by Danish 
mortgage banks and Aaa-rated covered bonds. 
Further, investments are made in deposits and 
senior debt in large Aa-rated banks. To a 
lesser extent, investments are made in smaller 
Danish banks in connection with Nykredit 
Bank's trading and investment activities and 
Totalkredit's transaction flow. 
 
Investments are also made in subordinate debt 
raised by financial enterprises with investment 
grade ratings or according to specific credit 
assessments if the issues are not rated. Add to 
this investments in investment grade bonds 
from other issuers, whereas investments in 
high yield bonds are negligible. Investments in 
CDOs, CLOs, US subprime and similar struc-

tured bonds accounted for less than DKK 50m 
at end-2007. 
 
Nykredit uses credit derivatives in managing 
the investment portfolio credit risk. Credit de-
rivatives are used in relation to individual issu-
ers as well as indices such as ITRAXX. 
 
Nykredit holds no Structured Investment Vehi-
cles (SIV) nor conduit structures. 
 
 

The Nykredit Bank Group 

Credit exposures 

2007 

DKK million 

Loans and advances Guarantees

issued

Other Total exposure Of which undrawn 

commitments

Retail exposures 12,603 4,736 - 17,339 4,528

Of which   

- Mortgages on real property 7,962 1,608 - 9,570 2,592

- Revolving exposures, etc 3,090 - - 3,090 1,376

- Other retail exposures 1,551 3,128 - 4,678 560

Commercial exposures 66,537 9,466 - 76,003 28,144

Credit institution exposures - 158 18,372 18,530 1,997

Sovereign exposures - 225 107 332 24

Equity exposures - - 24 24 -

Assets with no counterparty - - 99 99 -

Total 2007 79,141 14,584 18,602 112,328 34,693

Total 2006 53,308 6,458 13,658 73,424 33,731

 
The Nykredit Realkredit Group 

Investment portfolio credit exposures other than exposures carrying 20% weightings 

2007 

DKK billion 

Market value

Financial enterprises, subordinate 3.4

Other issuers 2.5

CDO, CLO, US subprime, structured bonds, etc 0.0

Total 2007 5.9

Total 2006 

Note: Excluding senior debt in credit institutions, covered bonds, etc with a 20% risk weighting according to the  

standardised approach. 

 
 
The Nykredit Realkredit Group 

Credit derivatives transactions 

2007 

DKK million 

Risk hedge acquired Risk hedge sold Total nominal value

Sovereigns - - -

Financial institutions - 482 482

Index - 688 688

Total 2007 - 1,170 1,170

Total 2006 170 (85) 85
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NON-PERFORMING EXPOSURES 
The Group performs continuous individual re-
views and risk assessments of all mortgage ex-
posures over DKK 200m and bank exposures 
over DKK 50m with a view to uncovering any 
objective evidence of impairment and an ex-
pected adverse effect on future cash flows 
from loans. If necessary, impairment provisions 
are subsequently made for individual expo-
sures. Exposures not subject to individual pro-
visioning are subject to group-based assess-
ment. Group-based impairment provisions are 
made for groups of customers involving uni-
form credit risk. 
 
As in the past few years, the Group's loan im-
pairments decreased in 2007.  
 
Impairment provisions totalled DKK 349m at 
end-2007 against DKK 406m at the beginning 
of the year. Of this amount, total provisions 
for mortgage loan impairment amounted to 
DKK 254m at 31 December 2007. 
 
The operating results of the Nykredit 
Realkredit Group were affected by an income 
of DKK 67m in 2007 against DKK 369m in 
2006. 

The arrears ratio remained low. 
 
The Group's portfolio of properties remained 
at a low level. Since the beginning of the year, 
the Group foreclosed 21 properties and sold 
27 properties. The portfolio counted seven 
properties at end-2007. 
 
The repossessed properties will be sold at the 
highest possible price, thus ensuring the best 
possible satisfaction of Nykredit's claim. Be-
cause of recent years' general rise in property 
prices, the value of many of the repossessed 
properties exceeds the Group's claim. Accord-
ingly, the Group's mortgages on properties re-
sulted in a limited amount of impairment 
losses and provisions.  
 

The Nykredit Realkredit Group 

Individual and group-based impairment provisions 

 

 

 

DKK million 

Individual

impairment 

provisions

2007

Group-based

 impairment

 provisions  

 

Total  

impairment  

provisions 

2006

Total 

impairment

provisions

Impairment provisions, beginning of year 222 184 406 798

Foreign currency translation adjustment - - - -

Impairment provisions for the year 107 40 147 112

Impairment provisions reversed (107) (51) (158) (435)

Impairment provisions recognised as lost (47) - (47) (69)

Impairment provisions, year-end 176 173 349 406

  

Loans and advances subject to provisioning 325 22,439 22,764 13,237

Impairment provisions 176 173 349 406

Loans and advance after provisioning 149 22,266 22,415 12,831

 
The Nykredit Realkredit Group 

Impairment provisions for loans, advances and guarantees 

2007 

 

DKK million 

Individual 

impairment 

provisions

Group-based  

impairment 

provisions

Total  

Impairment 

 provisions 

Total

 claims in

 default

Retail exposures 18 91 108 737

Of which  

- Mortgages on real property 7 85 92 689

- Revolving exposures, etc - - - 4

- Other retail exposures 10 6 16 44

Commercial exposures 158 83 241 567

Credit institution exposures - - - -

Sovereign exposures - - - -

Total 176 173 349 1,304
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The Nykredit Realkredit Group 

Arrears ratio for mortgage loans 75 days after the due date 

 

 

% 

Arrears of total  

mortgage payments

Bond debt outstanding 

affected by arrears of 

total bond debt outstanding 

Settlement period 

2007 

- September 0.16 1.94

- June 0.16 1.80

- March 0.16 1.79

2006 

- December 0.14 1.72

- September 0.17 1.57

 
The Nykredit Realkredit Group 

Arrears by number of days in arrears and time-to-maturity 

 

DKK million 

 

September 

2007

June March

2006

December September

Up to 45 days 31 34 30 28 26

45-75 days 21 23 19 20 18

75-195 days - - 6 8 6

Over 345 days - - - 2 2

 
Nykredit Realkredit A/S 

Arrears ratio – 75 days in arrears 
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Nykredit Realkredit A/S 

Recognised losses 

0

200

400

600

800

1,000

1,200

1,400

1,600

1,800

2,000

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

0%

10%

20%

30%

40%

50%

60%

DKK million

 Recognised losses (lha)   Loss ratio (rha) 

 
The Nykredit Realkredit Group 

Owner-occupied dwellings repossessed/sold 

Number 2007 2006 2005 2004 2003

Addition of dwellings 21 28 71 159 122

Of which owner-occupied dwellings 17 25 59 140 100

  

Disposal of dwellings 27 34 101 212 108

Of which owner-occupied dwellings 21 29 86 185 83

  

Portfolio of properties, year-end 7 13 19 47 100

Of which owner-occupied dwellings 3 7 12 37 82

 
Nykredit Realkredit A/S 

Owner-occupied dwellings repossessed/sold 
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CREDIT RISK MODELS 
The determination of credit risk is based on 
three key parameters: 
 PD: Probability of Default – the probability 
of a customer defaulting on an obligation to 
the Nykredit Group. 

 LGD: Loss Given Default – the loss rate of 
an exposure given a customer's default. 

 EV: Exposure Value – the total exposure to 
a customer in DKK at the time of default. 

The exposure value is adjusted for any un-
drawn part of a credit commitment. 

 
The PD is customer-dependent, while the 
other parameters are product-dependent. A 
PD is therefore assigned to each customer, 
while each exposure has a separate LGD and 
EV. 
 

Modelling principles 
According to the Executive Order on Capital 
Adequacy, PDs must be estimated on the basis 
of long-term averages of one-year default 
rates, while the LGD estimates must reflect an 
economic downturn.  
 
In the early 1990s, the Danish economy suf-
fered a general crisis, and the financial sector 
saw a relatively large number of borrower de-
faults and increased losses. Nykredit stores 
data from that period and may thereby take 
into account the experiences made during a 
recession when developing models. For exam-
ple, in 1993 Nykredit Realkredit A/S recorded 
losses of DKK 1.8bn and a borrower default 
rate of 2.34%. In comparison, recognised 
losses in 2007 had fallen to DKK 44m, while 
the share of mortgage defaults had dropped 
to 0.5%.  
 
PDs are calibrated by weighting data from 
2003-2004 against data from the early 1990s 
at a 40:60 ratio. PDs will therefore be higher 
during an economic boom than if based exclu-
sively on current data, and vice versa during a 
recession.  
 
LGDs are calibrated so that the parameters re-
flect an economic downturn equal to the pe-
riod 1991-1993.  
 
It is important to keep the modelling principles 
in mind when comparing PD and LGD esti-
mates with current, observed values of default 
and loss rates. During an economic boom, the 
PD and LGD estimates applied to calculate 
capital charges will be higher than the ob-
served values. This is due to the fact that, con-
trary to the risk parameters, the observed val-
ues mirror only the current economic climate.  
 
The principles applied to estimate the risk pa-
rameters ensure that Nykredit's capital re-
quirement remains more stable during an eco-
nomic cycle than if the estimation was based 
exclusively on current data.  
 

Nykredit Realkredit A/S 

Recognised losses and calibration of LGD 
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Nykredit Realkredit A/S 
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Probability of default (PD) 
Nykredit calculates the PD for each individual 
customer of the Group. This method is called 
direct estimation. PD expresses the probability 
of the customer defaulting on his/her pay-
ment obligations.  
 
An exposure is in default where it is deemed 
improbable that the customer will repay all 
debt in full, or where a significant amount has 
been in arrears for 90 days. Where mortgage 
products are concerned, Nykredit considers 75 
days of arrears to be a clear sign of a cus-
tomer's inability to repay the debt in full, while 
banking products are considered in default on 
the forwarding of the second or third reminder 
depending on the customer category. 
 
The PDs of retail customers and small enter-
prises are determined on the basis of a cus-
tomer's credit score and payment behaviour. 
Credit scoring is a statistical calculation of a 
customer's creditworthiness based on a cus-
tomer's financial position and other factors. 
Credit scoring models have been applied by 
Nykredit Bank since 1998 and by Nykredit 
Realkredit since 2000. 
 

With respect to other customer groups, statis-
tical models have been developed based on 
conditional probabilities estimating PDs that 
factor in business-specific circumstances such 
as accounting figures, arrears and impairment 
as well as industry-specific conditions and the 
macroeconomic climate. 
 
External ratings are used to a very limited ex-
tent in respect of a few types of counterpar-
ties for which no meaningful statistical models 
can be developed due to the absence of de-
fault data. External ratings are translated into 
PDs. 
 
PDs are updated as Nykredit receives new in-
formation about general economic conditions 
or the customer. Updates take place at least 
once a year. 
 
The accuracy of the estimated PDs can be as-
sessed by comparing the estimates at the be-
ginning of the year with the PDs observed at 
year-end. Observed PD is the observed default 
rate of Nykredit's exposures and thus reflects 
the current economic situation. To obtain a 
meaningful comparison, it is therefore neces-
sary to recalculate the estimated PDs at the 

beginning of the year into estimates which re-
flect only the current economic trend (point-
in-time estimates). 
 
The table below shows applied PD stated as 
point-in-time PD, observed PD as well as ap-
plied PD used to calculate the capital require-
ment at year-end.  
 
The PD estimates applied for calculating the 
capital requirement are based on data covering 
economic upturns as well as downturns and 
are therefore not directly comparable to the 
observed default rates or point-in-time PDs. 
The table shows that the applied PDs are 
higher than the observed PDs. 
 
From PD to rating 
The PDs of individual customers are converted 
into ratings from 0 to 10, 10 being the highest 
rating. The individual rating categories are de-
fined as fixed PD ranges. This means that, in a 
favourable economic climate, a high rating will 
be assigned to a relatively large number of 
customers, while the opposite will apply during 
an economic downturn.  
 
A customer rating is an important element of 
the credit policy and customer assessment. 
Ratings are also applied to increase the effi-
ciency of credit granting procedures and to 
monitor exposures of low credit quality.  
 
Group Credits may, if so recommended, allow 
that a calculated rating be replaced by a rating 
made by a credit specialist. 
 

The Nykredit Realkredit Group 

Probability of Default, PD 

 

% 

Point-in-time PD 

Beginning of 2007 

Observed PD

End-2007

Applied PD

End-2007

Retail exposures 0.45 0.15 0.90

Of which  

- Mortgages on real property 0.45 0.14 0.89

- Revolving exposures, etc 0.14 0.15 1.12

- Other retail exposures 0.27 0.85 1.18

Commercial exposures 0.73 0.13 1.22

Total 0.56 0.14 1.03
Note: Exposure-weighted. Comprises exposures subject to the advanced as well as the foundation IRB approaches for which own PD 

estimates are applied. 

 
 The Nykredit Realkredit Group 

Rating scale and marginal Probabilities of Default (PD) 

 

Rating category 

PD floor 

% 

PD ceiling

%

Average applied PD

%

10 > 0.00 ≤ 0.15 0.11

9 > 0.15 ≤ 0.25 0.20

8 > 0.25 ≤ 0.40 0.32

7 > 0.40 ≤ 0.60 0.50

6 > 0.60 ≤ 0.90 0.74

5 > 0.90 ≤ 1.30 1.06

4 > 1.30 ≤ 2.00 1.55

3 > 2.00 ≤ 3.00 2.44

2 > 3.00 ≤ 7.00 4.40

1 > 7.00 ≤ 25.00 11.46

0 > 25.00 < 100.00 36.32

Exposures in default 100.00 100.00

Note: Average applied PD has been weighted by exposure. Comprises exposures subject to the advanced as well as the foundation IRB 

approaches for which own PD estimates are applied. 
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The Nykredit Realkredit Group 

Retail exposures covered by IRB  

2007 

 

 

Rating category 

Total exposure 

 

 

DKKm 

Of which undrawn

 commitments

DKKm

Exposure-weighted

 average LGD1

%

Exposure-weighted 

average risk weight 

 

% 

Basel II

capital requirement for 

credit risk

DKKm

10 14,626 1,132 7.6 3.0 35

9 40,683 1,403 6.9 3.9 127

8 70,423 1,175 7.5 5.5 308

7 91,929 1,127 9.1 8.1 596

6 131,982 1,923 11.0 11.8 1,248

5 90,687 1,575 12.4 16.1 1,166

4 26,311 779 13.9 23.0 484

3 11,542 2,776 19.5 39.9 368

2 7,806 199 14.3 45.8 286

1 3,071 78 16.6 80.9 199

0 703 32 16.4 92.6 52

Exposures in default 737 5 14.3 131.7 78

Total 490,501 12,205 10.4 12.6 4,947
Note: Includes exposures subject to the advanced as well as the foundation IRB approaches using own PD estimates. 
1
 Pursuant to section 11 of the Executive Order on Capital Adequacy, the exposure-weighted average LGD for retail exposures secured by mortgages on real property must be at least 10% in the 

calculation of the capital requirement. Exposure-weighted average LGD has been determined after adjustment to ensure compliance with the 10% requirement, cf section 11 of the Executive Order. 

 

 

The Nykredit Realkredit Group 

Commercial exposures covered by IRB 

2007 

 

 

Rating category 

Total exposure 

 

 

DKKm 

Of which undrawn 

commitments

DKKm

Exposure-weighted 

average LGD

%

Exposure-weighted  

average risk weight 

 

% 

Basel II

capital requirement for 

credit risk

DKKm

10 20,365 3,934 21.5 19.1 311

9 32,900 3,614 18.3 22.7 598

8 65,859 8,126 18.8 29.1 1,532

7 68,799 8,045 17.5 32.8 1,807

6 44,893 5,574 18.6 38.4 1,378

5 45,189 7,061 28.5 62.2 2,250

4 29,292 2,080 25.3 73.6 1,725

3 11,350 1,185 18.5 56.2 511

2 10,642 1,207 18.9 63.4 539

1 5,609 780 18.4 87.2 391

0 2,314 466 26.6 151.7 281

Exposures in default 567 11 23.0 0 01

Total 337,778 42,083 20.5 41.9 11,322
Note: Includes exposures subject to the advanced as well as the foundation IRB approaches using own PD estimates. 
1Capital shall only be maintained for defaulted exposures when using the advanced IRB approaches, cf appendix 8 of the Danish Executive Order on Capital Adequacy, ie commercial exposures of Nykredit 

Realkredit A/S. The calculation is based on the difference between the LGD and individual impairment provisions. As individual impairment provisions exceed the LGD, the capital requirement equals zero. 
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Loss given default (LGD) 
The LGD, which is calculated for each cus-
tomer exposure, reflects the percentage share 
of the exposure which is expected to be lost if 
a customer defaults on a loan.  
 
The LGDs of the majority of the Group's expo-
sures are determined using internal ap-
proaches based on loss and default data. The 
calculation of LGD factors in any security such 
as mortgages on real property, including the 
type of security, its quality and ranking in the 
order of priority.  
 
Nykredit calculates losses as the Group's re-
ceivables at the time of realisation. Further-
more, costs incidental to debt collection and 
proceeds from the realisation of collateral, 
payments from customers, etc, are included.  
  
The loss on a defaulting borrower cannot be 
determined until the case has been finally set-
tled. In many cases, this may take several 
years. In cases involving security in the form of 
a mortgage on real property, for example, the 
loss cannot be determined until Nykredit has 
sold the repossessed property. The determina-
tion of losses includes an estimate of the final 
loss in cases not finally settled.  
 
LGDs vary with economic trends. In a favour-
able economic climate, default will often not 

lead to any loss as the value of the security will 
typically exceed the value of the loan. This ap-
plies in particular to loans secured by mort-
gages on real property. Conversely, the Group 
will incur more and greater losses during an 
economic downturn. 
 
The accuracy of the estimated LGDs can be 
assessed by comparing the estimates at the 
beginning of the year with the LGDs observed 
at the end of the year. Observed LGDs are de-
termined on the basis of the actual losses of 
the year plus individual impairment provisions 
at end-2007. Observed LGDs reflect the cur-
rent economic climate. To obtain a meaningful 
comparison, it is therefore necessary to recal-
culate the estimated LGDs at the beginning of 
the year into point-in-time estimates. 
 
The table below shows applied LGD stated as 
point-in-time LGD, observed LGD as well as 
applied LGD used to calculate the capital re-
quirement at the end of the year.  
 
Applied LGD is the loss parameter applied to 
calculate the capital requirement at the end of 
the year. Applied LGD reflects an economic 
downturn and corresponds to the loss during a 
recession. Applied LGD is therefore not di-
rectly comparable with the observed losses or 
point-in-time estimates, which both reflect the 
current economic climate.  

Mortgage banking is characterised by low 
LGDs as the security provided by way of mort-
gages on real property offers good protection 
against losses. Nykredit's use of security is de-
scribed in more detail in the section about se-
curity. 
 
Exposure value (EV) and conversion factor 
(CF) 
EV is estimated for all exposures of a customer 
and reflects the total expected exposure to the 
customer at the time of default, including the 
utilisation of any credit commitment granted 
through conversion factors (CF).  
 
CF is only estimated for products subject to 
flexible utilisation, eg, revolving exposures, 
equity withdrawal, credit lines, loan offers, etc. 
In respect of non-performing exposures sub-
ject to flexible utilisation, the credit maximum 
has often been reached or exceeded at the 
time of default. This applies to revolving expo-
sures and similar credit facilities, for which rea-
son Nykredit applies a conversion factor  
above 1. 
 
The table below shows observed and applied 
CFs for exposures where customers have un-
drawn credit lines. Observed CF is the average 
utilisation rate for Nykredit's exposures and 
other credit commitments at the time of de-
fault. Applied CF at year-end is the parameter 
for the utilisation rates applied to calculate 
capital charges. 
 The Nykredit Realkredit Group 

Loss Given Default, LGD 

 

% 

Point-in-time LGD 

Beginning of 2007 

Observed LGD

End-2007

Applied LGD

End-2007

Retail exposures 2.49 1.62 10.58

Of which  

- Mortgages on real property 1.89 1.20 10.17

- Revolving exposures, etc 15.75 11.15 39.97

- Other retail exposures 15.82 13.84 33.25

Commercial exposures 3.50 2.66 21.07

Total 2.73 1.98 14.89
Note: Exposure-weighted. Includes only exposures subject to the advanced IRB approach using own LGD estimates. LGD for retail 

exposures have been determined after adjustment to ensure compliance with the 10% requirement, cf section 11 of the Executive 

Order on Capital Adequacy. 

 
The Nykredit Realkredit Group 

Utilisation of commitments and credit lines at default, conversion factor (CF) 

 

Factor 

 Observed CF

End-2007

Applied CF

End-2007

Retail exposures  1.04 1.09

Of which  

- Mortgages on real property1  1.06 1.13

- Revolving exposures, etc  1.03 1.07

- Other retail exposures  1.13 1.00

Total  1.04 1.09
Note: Exposure-weighted. Includes only exposures subject to the advanced IRB approach using own CF estimates for products with 

credit facilities. 
1 Including exposures such as equity release and equity withdrawal credits. 
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Expected losses 
The expected losses and the observed losses 
are shown in the table below. The expected 
loss on an exposure can be calculated as the 
product of the estimates of PD, LGD and the 
exposure value.  
 
The calculation of expected losses is based on 
LGDs calibrated to the period 1991-1993. 
During economic booms as well as mild reces-
sions, calculated expected losses will therefore 
typically be higher than observed losses. 
 
As in recent years, the level of observed losses 
was very low in 2007. Nykredit's lending is for 
the most part secured on real property. Be-
cause of the general increase in property 
prices in recent years, most non-performing 
loans may be settled at no loss to the Group. 
Customers may mortgage any home equity to 
meet their payment obligations, whereby the 
loans will cease being non-performing. Conse-
quently, observed PDs will be low. Alterna-
tively, the property may be sold at a price that 
exceeds the outstanding amount, whereby 
Nykredit avoids losses. All in all, this results in 
a low level of observed losses.  
 
Validation and control of models 
Nykredit develops and improves its credit risk 
models on an ongoing basis. As the parameter 
estimates are used both in the determination 
of the future capital requirement and for many 
internal business purposes, it is decisive that 
the models work as intended and provide con-
sistent results. 
 
The models are developed by a separate staff 
function that is independent of Group credit 
granting and operations in general. To ensure 
good forecasting ability and consistent esti-
mates, all credit models are validated at their 
development stage and are subject to ongoing 

validation – at least once a year. Model devel-
opment and model validation are separate 
functions. The results are reported to the Risk 
Committee. 
 
The ongoing validation includes: 
 Back tests: Comparison of the expected and 
the actual number of defaults, as well as the 
losses within and across rating categories, 
including analysis of changes in ratings dur-
ing the year.  

 Expert teams: Nykredit's experienced credits 
and case officers and analysts compile and 
analyse any discrepancies between model 
estimates and own assessments of risk in 
the business. 

 Ongoing monitoring: Ongoing monitoring of 
model ranking of customers, payment pat-
terns, etc. 

 Quality assurance and data input checks: 
Data used for calculating the risk parame-
ters are subject to a number of automatic 
controls. This applies to both internal data 
and data from external suppliers. 

 Data representativity: The composition of 
customers may change over time. It is as-
sessed whether the models work as in-
tended if the composition of customers has 
changed since the model was developed.  

 Data entry control: At least once a year, 
Nykredit's controllers review the case proc-
essing at all centres, including data entry. 

 
Internal estimates 
For a number of years, Nykredit has applied 
credit models for risk management, capital 
management, customer assessment and pric-
ing. The credit models have become an inte-
gral part of Nykredit's business and are applied 
in several areas: 
 
 

Capital management 
Nykredit's risk and capital management is 
based on a required capital base, which is also 
applied in connection with the internal per-
formance measurement.  
 
Granting of loans 
A uniform approach to credit assessment is 
taken across the Nykredit Group which, how-
ever, allows for the special characteristics of 
the individual business units. Credit assess-
ment comprises the customer's creditworthi-
ness and an assessment of the security pro-
vided and the nature of the transaction con-
cerned. 
 
The credit assessment of customers and the 
granting of loans are typically based on an 
overall assessment of the risk elements of the 
individual case and take into consideration the 
size of the total exposure to the customer 
concerned. Creditworthiness is determined on 
the basis of financial strength, stability in rela-
tion to external factors, managerial strength 
(businesses), etc. 
 
When granting loans to retail customers, cus-
tomer ratings are applied. The rating is sup-
plemented with policy rules based on key ra-
tios on customers' finances and behaviour. For 
selected exposures, the customer's rating is 
also used as input for granting advance ap-
proval of credit extensions. Furthermore, the 
quality of the security provided is included in 
the assessment. 
 
This loan granting approach is used for retail 
exposures secured on real property, revolving 
exposures, etc, and other retail exposures. 
 
The assessment of commercial customers in-
cludes an assessment of the customer's finan-
cial position, payment history and rating as 
well as the stability of value and transferability 
of the security provided etc. The lower the 
customer rating, the greater the importance of 
the security to the overall assessment. 
 
The granting of financial products is based on 
a customer's creditworthiness, delimitation of 
the life of each product, the contractual basis, 
an assessment of the quality of the security, 
etc.  
 
 

The Nykredit Realkredit Group 

Expected and observed losses 

 

 

DKK million 

Point-in-time 

expected loss 

Beginning of 2007 

Observed loss

End-2007

Expected loss 1

End-2007

Retail exposures 46 23 528

Of which  

- Mortgages on real property 38 13 496

- Revolving exposures, etc 1 0 14

- Other retail exposures 8 10 18

Commercial exposures 218 139 864

Total 264 162 1,391
Note: Comprises exposures subject to the advanced as well as the foundation IRB approaches. Expected losses on retail exposures have 

been determined on the basis of LGD after adjustment to ensure compliance with the 10% requirement, cf section 11 of the Executive 

Order on Capital Adequacy. 
1 Expected loss using LGD for 1991-1993. 
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SECURITY 
The decision to grant a loan is usually based 
on a customer's creditworthiness and an as-
sessment of the assets provided as security. 
The major part of Nykredit's lending is secured 
by mortgages on real property. Other types of 
security are guarantees, financial collateral and 
charges on equipment, machinery, plant, vehi-
cles, etc.  
 
In the determination of the capital require-
ment and capital adequacy, only the effect of 
mortgages on real property, guarantees re-
ceived and financial collateral is currently in-
cluded.  
 
Real property 
Mortgages on real property reduce credit risk 
substantially. Typically, no losses are incurred 
on loans secured on properties with high eq-
uity as the customers, as mentioned above, 
may mortgage their equity in case of default in 
order to pay off debt to Nykredit. Alterna-
tively, properties may be sold at a price that 
exceeds the amount owed to Nykredit.  
 
The mortgageable value of a property is as-
sessed at the time when a loan is granted. The 
valuation is based on the marketability, stabil-
ity of value, alternative use, letting possibili-
ties, etc of the property.  
 
Nykredit has obtained the approval of the 
Danish FSA to apply a statistical model as part 
of the valuation of properties. The model-
based valuation is applied to detached and 
non-detached houses that meet the pre-
defined requirements for mortgageable value 
and risk classification. Valuations must always 
be approved by the relevant local centre and 
are supervised centrally.  

Following the initial valuation, the market 
value of the properties is monitored regularly. 
Nykredit uses a statistical model in respect of 
detached and non-detached houses and 
owner-occupied flats that satisfy specific re-
quirements for LTV rates, risk classification 
and time since last valuation. The statistical 
valuations are performed centrally and sup-
plemented by local valuations as required. The 
valuations are included in the LGD estimate. 
 
Nykredit has set up a special monitoring team 
comprising experienced staff with in-depth 
knowledge of the housing market and solid 
valuation competencies. This team monitors 
market conditions and may identify areas and 
properties which should be checked separately 
and propose adjustments of the statistical 
models and policies. 
 
Guarantees 
Nykredit mainly receives guarantees from pub-
lic authorities and banks.  
 
Guarantees issued by public authorities con-
tribute to reducing the credit risk mainly 
within mortgage lending to non-profit hous-
ing. Public guarantees are guarantees whereby 
the guarantor assumes primary liability. This 
means that Nykredit may enforce the guaran-
tee if a loan falls into arrears. 
 
The vast majority of bank guarantees are is-
sued under Nykredit's partnership agreement 
with the local and regional banks behind To-
talkredit. For each mortgage loan arranged, 
the banks may choose to issue a guarantee 
covering an amount equal to the part of the 
loan exceeding 60% of the property value 
when the loan is issued. The guarantees cover 
the first eight years of the term of the loan.  

Alternatively, the banks may choose to offset 
any losses incurred on the loans against the 
current commission paid by Nykredit.  
 
In the determination of the capital require-
ment and capital adequacy, Nykredit's internal 
models divide each individual loan into a guar-
anteed and a non-guaranteed part, and the 
credit risk is subsequently calculated sepa-
rately for each part. 
 
The partnership agreement and the determina-
tion of capital requirements for mortgage 
lending governed by such agreement are de-
scribed in more detail in the section about 
capital management. 
 
Financial collateral 
Financial collateral includes deposits denomi-
nated in DKK or other currencies, listed Danish 
government bonds, mortgage bonds and 
SDOs, other liquid Danish and foreign bonds 
with high ratings, listed and liquid equities, 
etc.  
 
Nykredit assigns an internal collateral value to 
the different types of financial collateral de-
pending on the risk involved. The lower the 
market and credit risk, the higher the collateral 
value.  
 
Nykredit incurs risk on financial counterparties 
and customers. The largest counterparties and 
customers are required to provide additional 
collateral as their exposures increase.  
 
When establishing the limits to financial prod-
ucts, Nykredit will also often require that a 
contractual basis be established providing 
group companies with a netting option. The 
contractual framework will typically be based 

The Nykredit Realkredit Group 

Types of security and credit exposures 

2007 

DKK million 

Real property1 Guarantees received Financial collateral2 Total collateral value Total exposure

Retail exposures 567,731 94,329 3 662,063 493,465

Of which   

– Mortgages on real property 567,731 94,329 - 662,060 485,697

- Revolving exposures, etc - - - - 3,090

- Other retail exposures - - 3 3 4,678

Commercial exposures 281,243 22,546 2,421 306,209 339,622

Credit institution exposures - - - - 184,372

Sovereign exposures - - - - 34,944

Equity exposures - - - - 7,196

Assets with no counterparty - - - - 2,739

Total 2007 848,974 116,875 2,424 968,272 1,062,339

Total 2006 476,878 107,539 - 584,416 899,391

Note: Exposures also include guarantees issued by banks (DKK 94.3bn), which have been recognised under credit institution exposures, and sovereign guarantees (DKK 22.5bn), which have been recog-

nised under sovereign exposures. 
1 The collateral value of real property is measured at nominal value. 
2  Determination of financial collateral for the calculation of capital requirement introduced in 2007. 
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on market-conform standards such as ISDA or 
ISMA agreements. In the determination of the 
need for collateral from the individual coun-
terparty or customer, all the financial contracts 
of a customer governed by the contractual ba-
sis are netted. Netting means that the poten-
tial liability of each customer is determined as 
the sum of potential liabilities under all the 
contracts of a customer less the sum of poten-
tial gains. 
 
Financial collateral is offset in the determina-
tion of Nykredit's capital requirement and 
capital adequacy, where netting is applied as 
well. 
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Market risk 

Market risk reflects the risk of loss of market 
value as a result of movements in financial 
markets (interest rate, foreign exchange, eq-
uity price and volatility risk, etc).  
 
The Nykredit Group's business activities in-
volve a number of different market risks. The 
majority of the Group's market risks relate to 
the investment portfolios. Furthermore, the 

activities of Markets & Asset Management in-
volve market risk. 
 
The Executive Order on bonds lays down limits 
to the liquidity, interest rate, volatility and for-
eign exchange risk of mortgage banks within 
the framework of the general or the specific 
balance principle.  
 

With effect from 1 October 2007, Nykredit 
Realkredit and Totalkredit have applied the 
general balance principle in relation to all capi-
tal centres and the mortgage banks in general, 
but have otherwise structured their lending 
activities according to the match-funding prin-
ciple. Consequently, no significant market risks 
are assumed regarding lending and the fund-
ing thereof.  
 
The risk relating to bank exposures to custom-
ers is hedged by the Bank's Treasury function, 
and involves only negligible market risk for the 
Group. 
 
The limits relating to market risk in the Nyk-
redit Realkredit Group, including Value-at-
Risk, interest rate, equity price, foreign ex-
change and volatility risk, are subject to ap-
proval by the Board of Directors. Through the 
Treasury Committee and within the limits pro-
vided by the Board of Directors, the Executive 
Board assigns and approves market risk limits 
for group companies.  
 
Compliance with the risk limits is monitored on 
a daily basis, and any non-compliance is re-
ported to the Treasury Committee or Nyk-
redit's Board of Directors depending on the 
amount. 
 
Determination, management and reporting of 
market risk take place by combining a range of 
different tools in the form of statistical mod-
els, key ratios and limits. In addition to the 
Value-at-Risk model approved by the Danish 
FSA for the determination of capital require-
ments, Nykredit applies an internal Value-at-
Risk model covering the entire Group. 
 
 
VALUE-AT-RISK 
Nykredit applies an internal Value-at-Risk 
model in the day-to-day management of mar-
ket risk. This model is described below. 
 
Value-at-Risk is a statistical measure of market 
risk based on historical market data. Value-at-
Risk measures the maximum loss on an in-
vestment portfolio at a given probability 
within a given time horizon.  
 
In connection with the determination of the 
capital requirement, Value-at-Risk is only cal-
culated in relation to the trading book as re-
gards Nykredit Realkredit A/S, while Value-at-
Risk is calculated in relation to all positions in 
all other cases. 

The Nykredit Realkredit Group 

Basel II capital requirement for items incurring market risk 

2007 

 

DKK million 

Specific risk General risk Basel II

capital requirement, 

total

Debt instruments 815 199 1,014

Equities 69 16 85

Collective investment schemes1 33 - 33

Foreign exchange risk2  2 2

Value-at-Risk (99%, 10 days)  880 880

Total market risk 917 1,097 2,014
1 Total position risk classified as specific risk. 
2 Total foreign exchange risk classified as general risk. 

 
The Nykredit Realkredit Group 

Market risk limits at group level laid down by the Board of Directors 

Key figure Definition Limit 

Value-at-Risk Maximum loss in one day at a 99% confidence level DKK 300m 

Interest rate risk Loss on general rise in interest rates of 1 percentage 

point 

DKK (200)m to 1,600m 

Equities Measured at book value DKK 8,250m 

Credit bonds Measured at book value DKK (2,000)m to 6,000m 

Volatility risk Measured as losses on a general rise in interest rate 

volatility of 1 percentage point 

DKK (200)m to 200m 

 
Parameters of Value-at-Risk determination 

Risk factors: All positions are transformed into a number of risk factors for equity 

price, interest rate and foreign exchange risk. 

Volatilities and correlations: Daily volatilities and correlations for the above-mentioned risk factors. 

Volatilities are calculated so that the latest observations have the highest 

weighting. Volatilities and correlations are calculated on the basis of data 

for the last 250 banking days. 

Time horizon: Value-at-Risk is calculated with a time horizon of one day, but the figure 

may be scaled to other time horizons. The following horizons are applied: 

 Capital requirement for market risk: 10 days 

 Day-to-day business management: 1 day 

 Capital adequacy: 1 year 

Confidence level: Value-at-Risk is calculated with the following confidence levels: 

 Capital requirement for market risk: 99% 

 Day-to-day business management: 99% 

 Capital adequacy: 99.97% 

 
The Nykredit Realkredit Group 

Value-at-Risk (99%, 1 day) 

DKK million Average Minimum Maximum Year-end

2007 181 115 332 182

2006 157 99 296 115
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Risk is determined through a Value-at-Risk 
model allowing for the embedded options of 
callable mortgage bonds. 
 
Value-at-Risk is calculated and reported daily. 
Value-at-Risk limits exist at group, company 
and organisational entity levels. The model 
forms an integral part of Nykredit's securities 
systems. 
 
Group Value-at-Risk totalled DKK 182m at 31 
December 2007, meaning that Nykredit, at a 
99% probability, risked losing a maximum of 
DKK 182m in one day in consequence of mar-
ket fluctuations.  
 
Daily stress tests are performed to determine 
the risk of losses under extreme market condi-
tions. The tests are based on simulated market 
movements and events. More comprehensive 
stress testing is performed periodically. Stress 
testing is an attempt to assess the sensitivity 
of the portfolios to probable events.  
 
The stress tests are designed so as to focus 
mainly on the market risks to which the indi-
vidual companies are exposed. The scenarios 
applied in the individual companies are there-
fore different and reflect the different risk 
profiles. The tests are adjusted in line with 
business developments. 
 

Additional stress tests are included in the de-
termination of capital adequacy, cf the section 
on capital management. The stress tests in-
cluded in the capital adequacy determination 
also contain elements relating to market risk, 
but they are less detailed than the daily stress 
tests performed on the Value-at-Risk model.  
 
It is essential that the Value-at-Risk model is 
reliable. The model results are therefore tested 
on a daily basis against actual realised returns 
on the investment portfolios through back 
tests. The daily earnings (gains/losses) are 
compared with the model's estimate of the 
maximum loss. The actual losses are expected 
to exceed the maximum loss predicted by the 
Value-at-Risk model two or three times a year 
because of the statistical properties of the 
model. The purpose of the tests is to ensure 
that the model estimates are reliable and cor-
rect at any time.  
 
If the actual losses exceed the maximum loss 
estimate of the model five or more times 
within one year, the capital requirement will be 
adjusted upwards. A back test of the Group's 
total Value-at-Risk is illustrated below. 
 

Stress test scenarios 

Nykredit Realkredit A/S Nykredit Bank A/S 

 EUR rates rise by 0.25 percentage point 

 Other rates rise by 0.50 percentage point 

 Interest rate spread between government bonds and 

swaps widens by 0.25 percentage point 

 Equities decrease by 5% in general 

 Danish bank shares decrease by 10% 

 Interest rate spread between government bonds and 

swaps widens by 0.20 percentage point 

 Rise in Danish rates: 1 week (5 percentage points), 1 

month (3 percentage points) and 3 months (1 

percentage point) 

 Interest rate spread between Danish and foreign rates 

widens by 0.20 percentage point 

 5% devaluation of DKK vs all other currencies 

 
The Nykredit Realkredit Group 

Back test of overall market risk (99%, 1 day) 
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CONVENTIONAL RISK MEASURES 
The Value-at-Risk calculations are supple-
mented by more conventional risk measures. 
 
Interest rate risk 
Interest rate risk is the risk of loss as a result of 
interest rate changes and is determined on a 
daily basis as the loss in case of a general in-
terest rate change of 1 percentage point. 
 
Equity price risk 
Equity price risk is the risk of loss as a result of 
changes in equity prices and is determined as 
the loss in case of an equity market decrease 
of 10%.  
 
Foreign exchange risk 
Foreign exchange risk is the risk of loss as a 
result of changes in exchange rates. 
 
Nykredit Realkredit and Totalkredit generally 
hedge the foreign exchange risk of their in-
vestments and therefore only had minor for-
eign exchange positions in currencies other 
than EUR in 2007. Foreign exchange risk is 
measured by Exchange Rate Indicator 2 – a 
measure of the maximum loss at a 99% prob-
ability on unchanged foreign exchange posi-
tions for the subsequent ten days. 
 

Volatility risk 
Volatility is the size of fluctuations in the price 
of an asset, eg, the movement in an equity 
price. The market value of options and finan-
cial instruments with embedded options such 
as callable mortgage bonds partly depends on 
the expected market volatility. Volatility risk is 
the risk of loss of market value as a result of 
changes in market expectations for future 
volatility. 
 
Volatility trading is used in connection with 
the opening of active positions. Risk is deter-
mined and managed on a continuous basis 
with respect to all financial instruments with 
embedded options by means of limits. 
 
Refinancing risk 
Refinancing risk is the risk of having to refi-
nance debt in a period with high interest rates 
or with particularly unfavourable loan terms. 
 
The refinancing risk in relation to mortgage 
banking is very limited. 
 
The mortgage loan types Tilpasningslån, 
BoligXlån and RenteMax (with an interest rate 
cap shorter than the loan term) are refinanced 
by way of issuance of new bonds. At refinanc-
ing, borrowers obtain a loan rate that mirrors 
the yield-to-maturity of the bonds sold. Con-
sequently, the Nykredit Realkredit Group does 
not incur any interest rate risk in connection 
with refinancing. Furthermore, the bond sale is 
organised so that the Nykredit Realkredit 
Group does not incur any liquidity risk in con-
nection with the refinancing.  
 
 
COVERED BONDS (SDOs) 
Mortgage bonds issued before 1 January 2008 
are approved as covered bonds ("særligt dæk-
kede obligationer" – SDOs) pursuant to the 
EU's Capital Requirements Directives (CRD) 
and the Danish capital adequacy rules, etc. 
Consequently, such bonds when owned by 

credit institutions may be assigned a 10% 
weighting under the standardised approach to 
determine the capital requirement for credit 
risk, as opposed to 20% otherwise. Similarly, 
the placement rules applicable to the life and 
pension sector are less strict in relation to 
bonds approved as SDOs.  
 
Mortgage bonds issued after 1 January 2008 
have not been approved as SDOs and there-
fore carry a 20% risk weighting at credit insti-
tutions. 
 
SDOs issued in pursuance of the special legis-
lative framework for SDOs are assigned a 10% 
weighting if they satisfy certain requirements. 
SDOs must be issued against security by way 
of one or more of the following three types of 
assets: 
 Government bonds or other claims against 
EU/EEA member states, etc 

 Mortgages on real property within 80% of 
the property value of owner-occupied 
dwellings or 60% of the value of commercial 
properties 

 Claims against credit institutions, including 
guarantees for registration of mortgages 
without endorsements and guarantees for 
interim loans in connection with new build-
ing. 

 
The said claims against credit institutions, etc 
may only be included in the cover pool for 
SDOs within a limit of 15% of the issued 
bonds. 
 
In connection with the opening of new capital 
centres or refinancing surges, the amount of 
registration guarantees and guarantees for in-
terim loans will typically exceed the 15% limit. 
In practice, the excess amount must therefore 
be secured by the provision of supplementary 
security in the form of claims against EU/EEA 
member states, etc.  
 
 

The Nykredit Realkredit Group 

Market risk (conventional calculation) 

 2007 2006 

DKK million Average Max Min Year-end Average Max Min Year-end

Interest rate risk (1 percentage point change) 624 895 403 829 449 632 186 632

– of which outside trading book 49 75 7 15 45 87 8 32

– of which from mortgage activities  

   (balance principle) 

 

6 163 (166) 163

 

19 

 

83 (19) 34

Equity price risk (10% change) 746 857 648 704 721 871 647 788

Foreign exchange risk (Exchange Rate Indicator 2) 11 18 4 7 13 20 9 13

Interest rate volatility (vega) (4) 48 (59) (52) (60) 70 (148) 67

Note: Calculation of market risk covers both the trading and banking books. As some of the mortgage activities have been classified as belonging to the banking book, interest rate risk on the trading book 

and interest rate risk on mortgage activities overlap. 

The Nykredit Realkredit Group 

Listed and unlisted equities in the  

banking book 

2007 

DKK million 

Market value 

Listed equities 4,777 

Unlisted equities 1,138 

Total 5,915 
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Correspondingly, a decline in property prices 
or a rise in the market value of the loans as a 
result of rising bond prices may trigger a need 
for supplementary cover assets. 
 
Nykredit Realkredit and Totalkredit may raise 
supplementary security by investing part of 
the capital base or any borrowed funds in gov-
ernment bonds, which are placed as cover as-
sets in the SDO Capital Centre E. 
 
In Nykredit, the need for supplementary secu-
rity for the first one or two years is estimated 
to DKK 20bn, primarily as a result of registra-
tion and interim loan guarantees. 
 
A general decrease in property prices of 10% 
will trigger an additional need for supplemen-
tary security of approximately DKK 1.8bn, as 
Danish law prescribes that supplementary se-
curity must be provided for each individual 
loan the security of which does not satisfy the 
minimum requirements. The need for supple-
mentary security should be seen in relation to 
Nykredit's subordinate loan capital of DKK 
53bn, which may extensively be placed in gov-
ernment bonds. 
 
It is Nykredit's policy to maintain a substantial 
buffer against declining property prices or re-
financing surges. To this end, Nykredit has 
raised loans to fund the need for supplemen-
tary security already in late 2007. 
 
Nykredit raised the loan by issuing bonds pur-
suant to section 33 e of the Financial Business 
Act. This means that the holders of the issued 
bonds (junior covered bonds) have a secon-
dary preferential right to the cover assets of 
Capital Centre E. In the event of insolvency, 
the cover assets of Capital Centre E will be ap-
plied first to pay the holders of SDOs and sub-
sequently the holders of junior covered bonds.  
 
At end-2007 Nykredit had issued DKK 5bn-
worth of junior covered bonds. 
 
 

TRADING BOOK AND BANKING BOOK 
Nykredit classifies the trading and banking 
books at portfolio level on the basis of the ap-
plication of the portfolio concerned.  
 
Portfolios with positions held for trading are 
placed in the trading book. Positions forming 
part of Nykredit's lending business and strate-
gic positions are placed in the banking book. 
Furthermore, portfolios which cannot be un-
ambiguously classified under the trading book 
are placed in the banking book. 
 
Interest rate risk on the banking book 
Interest rate risk in the banking book is limited 
and derives mainly from the following sources: 
 
 Balance sheet funds from borrowers with 
fixed-price agreements and borrowers pre-
paying their loans. Other elements are bal-
ance-sheet funds in the form of refinancing 
of the loan types Tilpasningslån, BoligXlån 
and RenteMax as well as accumulated inter-
est and principal payments on certain types 
of adjustable-rate mortgage loans (Til-
pasningslån). 

 Subordinate loan capital, which is hedged 
by way of interest rate swaps 

 Strategic bonds carrying mainly floating 
rates 

 Payments relating to the acquisition of To-
talkredit 

 
Equity price risk on the banking book 
Equities in the banking book comprise Nyk-
redit's strategic equities and private equity. 
 
Strategic equities exposures in 2007 ranged 
between DKK 5.1bn and DKK 6.2bn, while pri-
vate equity exposures ranged between DKK 
0.5bn and DKK 0.8bn.  
 
Strategic equities comprise equities in a num-
ber of regional banks with which Nykredit co-
operates, equities in the property companies 
Jeudan A/S and Dades A/S, and equities in 
Værdipapircentralen A/S. They are classified 
as available for sale in accordance with IAS 39 
and are therefore value adjusted directly 
against equity. 
 
Private equity is priced at fair value according 
to the EVCA (European Venture Capital Asso-
ciation) or BVCA (British Venture Capital Asso-
ciation) principles. The individual EVCA/BVCA 
estimates are adjusted in a relevant equity in-
dex or benchmark/peer group. 
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Liquidity risk 

Liquidity risk is the risk of loss as a result of in-
sufficient cash to cover current payment obli-
gations. The loss may result from a dispropor-
tionate increase in Nykredit's funding costs, or 
Nykredit becoming unable to fulfil its payment 
obligations due to a lack of funding or to sell 
its assets at a reasonable price. 
 
The Group's total liquidity risk is assessed by 
the Asset/Liability Committee, while day-to-
day liquidity management is handled by the 
individual group companies. 
 
Nykredit Realkredit and Totalkredit fund their 
mortgage lending by daily issuance of mort-
gage bonds and SDOs. Because of the match-
funding applied to group mortgage lending, 
Nykredit does not incur any liquidity risk in 
connection with the funding of mortgage 
loans. 
 
At Nykredit Realkredit and Totalkredit, major 
liquidity fluctuations occur in connection with 
the settlement dates. Borrowers make their 
mortgage payments the day before the cou-
pon date of the bonds at the latest. Liquidity 
risk is therefore only incurred on late pay-
ments. This liquidity risk is hedged by Nyk-
redit/Totalkredit's access to using its bond 
portfolio as collateral with the Danish central 
bank, Danmarks Nationalbank, and the estab-
lishment of intraday credit line facilities with 
the largest Danish banks participating in the 
settlement of mortgage payments. 
 
Moody’s has fixed a number of requirements 
for the liquidity management of banks. A 
bank's liquidity curve must as a main rule re-
main positive 12 months ahead. As a conse-
quence of the match-funding principle, Nyk-
redit Realkredit and Totalkredit have positive 

balance sheet liquidity and must also maintain 
a certain amount of liquid/repo-eligible bonds 
in the securities portfolio. 
 
The management of liquidity risk at Nykredit 
Bank is based on an internal liquidity model 
quantifying the Bank's expected liquidity posi-
tion at any future time. The Board of Directors 
lays down the Bank's liquidity policy and limits 
as well as principles and requirements of the 
liquidity models. Furthermore, the liquidity in-
structions specify minimum requirements for 
the size of the Bank's liquidity buffer. 
 
Nykredit Bank monitors its balance sheet and 
liquidity on a day-to-day basis. The Bank 
manages its balance sheet based on the liquid-
ity of assets and liabilities and operates in that 
connection with a trading book and a banking 
book. The trading book includes a portfolio of 
corporate bonds and the Bank's repo/reverse 
transactions. Securities not serving as collat-
eral in the trading book constitute a short-
term liquidity buffer that may be applied in 
the case of unforeseen claims on the Bank's li-
quidity.  
 
The average liquidity buffer in 2007 was DKK 
11bn. At end-2007, the liquidity buffer was 
DKK 20.2bn against DKK 12.9bn at end-2006. 
The Bank's banking book includes its struc-
tural liquidity risk. 
 
The banking book consists of loans and ad-
vances and is funded through deposits and 
structured finance defined as issued bonds, 
long-term deposits from financial counterpar-
ties, subordinate loan capital, equity and credit 
commitments. Deposits plus structured finance 
relative to loans and advances came to 118% 
at end-2007 against 123% at end-2006. The 

Bank aims to retain the ratio of lending to de-
posits plus structured finance. 
 
To improve its access to funding through in-
ternational capital markets, the Bank estab-
lished a European Medium Term Note (EMTN) 
programme in Q4/2007 for EUR 5bn. Issues 
under the EMTN programme are intended to 
gradually replace the Bank's long-term depos-
its from financial counterparties as the EMTN 
programme offers faster and easier access to 
long-term funding. At end-January 2008, DKK 
2.8bn had been issued under the EMTN pro-
gramme. The bonds were issued at satisfactory 
spreads in relation to swaps reflecting the 
Nykredit Group's low risk profile and strong 
capital structure. 
 
 

The Nykredit Realkredit Group 

12-month liquidity, end-2007 
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According to the Financial Business Act, a 
bank's liquidity must total at least 10% of to-
tal reduced debt and guarantee obligations. 
Nykredit Bank operates with an internal liquid-
ity requirement of at least 15%. The Nykredit 
Bank Group's excess cover relative to statutory 
liquidity requirements amounted to 25.1% at 
end-2007. 

 
 
 

 
 

Nykredit Bank A/S 

Liquidity as % of debt and guarantee commitments 
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Insurance risk 

Insurance risk is the risk of fluctuations in 
claims under insurance contracts written. In-
surance risk is divided into catastrophe risk 
and non-catastrophe risk. 
 
Catastrophe risk is the risk of loss as a result of 
a catastrophe such as hurricanes, floods, ter-
rorism, etc. The losses are characterised by oc-
curring rarely, but resulting in major financial 
losses when they do occur. Catastrophe risk is 
the greatest risk by far and is hedged to a 
wide extent. 
 
Non-catastrophe risk relates to ordinary busi-
ness operations and includes uncertainty 
about the size and timing of claims. Non-
catastrophe risk can be divided into reserve 
risk (provisioning risk) relating to preceding 
claims years, and premium risk relating to the 
future period for which premiums have been 
paid.  
 
Reserve risk includes the risk of fluctuations in 
average claims and the risk of final realised 
losses exceeding estimated losses.  
 
Premium risk includes the risk of premium in-
come for the coming period being insufficient 
to cover future claims payments.  

Nykredit's insurance activities are exclusively 
concentrated within retail and agricultural cus-
tomers as well as commercial buildings insur-
ance. Nykredit Forsikring has a well-diversified 
portfolio with many different customers.  
 
The board of directors of the insurer, Nykredit 
Forsikring, holds the overall responsibility for 
managing insurance risk. The board lays down 
guidelines for the types of risk written and 
their size as well as the principles of risk as-
sessment and reinsurance. In cooperation with 
the technical departments, the risk manage-
ment department of the insurer has the day-
to-day responsibility for managing insurance 
risk.  
 
In the Commercial Customers area, a Risk 
Committee has been appointed that reviews 
and approves insurance offers of substantial 
amounts to commercial customers. Unusual or 
substantial risk exposures are subject to board 
approval. 
 
It is a company objective to limit the risks 
through reinsurance. As a result of the reinsur-
ance cover for 2007, the part of catastrophe 
claims of up to DKK 1,000m which the Insur-
ance Company has to cover was limited to 
DKK 30m. Should the claim exceed DKK 
1,000m, the company's expense will rise pro-
portionally up to DKK 155m in case of a claim 
of DKK 1,500m. In connection with payments 
from the reinsurance programme, a small rein-
statement premium is payable in accordance 
with usual reinsurance practice. 
 
Owing to the reinsurance cover for 2008, the 
company's net expense in a catastrophe event 

of up to DKK 1,700m is limited to DKK 30m 
plus expenses for reinstating the reinsurance 
cover equal to the standard level in the indus-
try. 
 
In comparison, the insurance company's larg-
est claim was a gross amount of DKK 640m in 
connection with the hurricane on 3 December 
1999.  
 
Reinsurance business ceded goes to other in-
surance companies in accordance with the 
overall guidelines laid down by the board of 
directors for rating requirements for reinsur-
ance companies.  
 
The ratings of reinsurance companies are re-
viewed on a current basis. 
 
In 2007 the insurer had claims expenses of 
DKK 962m and net claims expenses of DKK 
896m, which is on a level with expectations. 
 

Nykredit Forsikring A/S 

Expenses after reinsurance in 2007 

 

0

100

200

300

400

500

600

700

0 200 400 600 800 1000 1200 1400 1600 1800 2000

Every
10 years

Every
100 years

Every
 200 years

Every
500 years

Every
25 years

Projected expenses after reinsurance, DKKm

Claims expenses before reinsurance, DKKm

   2007     2008 



 

Nykredit Risk and Capital Management 2007  39 

Operational risk 

Operational risk reflects the risk of loss result-
ing from inadequate/failed internal processes, 
people and systems or from external events. 
 
Nykredit's capital requirement for operational 
risk, as determined on a pro forma basis using 
the basic indicator approach under Basel II, 
came to DKK 1.2bn at end-2007. This means 
that the capital charge is stated as 15% of av-
erage gross earnings. 
 
The day-to-day management of operational 
risk at Nykredit is a natural part of business 
operations. The business areas are responsible 
for the day-to-day management of operational 
risk. 
 

Operational risk management activities are co-
ordinated centrally to ensure consistency and 
optimisation across the Group. The Group 
strives always to limit operational risk taking 
into consideration the related costs. 
 
Nykredit develops tools and techniques to 
identify, analyse and report operational risk. 
The tools are gradually implemented into the 
business areas and management support func-
tions.  
 
Systematic registration and categorisation of 
loss-making operational events create an over-
view of the loss experience in all significant 
parts of the Group.  
 

In respect of all loss-making events over a cer-
tain amount depending on the business area, 
information is recorded about the event, prod-
uct, process and risk type, as well as informa-
tion on any insurance cover and time con-
sumption relating to the event. This creates a 
database for further analysis. 
 
In 2007 loss-making operational events of 
DKK 7.2m were registered. 
 
Business contingency plans ensure constant 
and secure operations in case of a shutdown 
of the IT supply or other emergencies. 
 
As a consequence of the legislative framework 
for mortgage banking, which accounts for the 
majority of the Group's activities, and the 
highly standardised mortgage products, the 
operational risk relating to this area is inher-
ently limited. 
 
 

 


