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1.1 Introduction

The objective of this document is to provide informa-
tion for the market regarding all relevant aspects con-
nected with the financial status and the activity of the 
Cecabank Group (hereinafter, ‘the Group’ or ‘the Bank’) 
and, in particular, its risk profile. This ensures compli-
ance with Article 85 of Act 10/2014 on the regulation, 
supervision and solvency of credit institutions.

In accordance with the Transparency Policy, this docu-
ment was approved by the Cecabank Board of Directors 
itself at its meeting on 22nd March 2017, at the propos-
al of the Risk Committee.

The information to evaluate the institution’s risk, market 
strategy, risk control, internal organisation and solvency 
situation, included in this report has been prepared by 
Cecabank in line with the provisions of Part Eight of the 
Regulation EU 575/2013 and further developments of 
this regulation. In accordance with the same regulation, 
information on Cecabank remuneration is also included.

Article 435(1)(f) of Regulation EU 575/2013 requires 
that the Board of Directors of credit institutions approves 
the description of the general risk profile and the explana-
tion of the overview of internal risk management, which 
must be included as part of Pillar 3 information. Approval 
of this document by the Board as previously mentioned 
covers this requirement, and the information requested 
can be found in the various subsections of this document.

Certain information required by the regulations in force 
for inclusion in this Report is presented, in accordance 
with said regulations, by reference to the consolidated 
annual accounts of the Group for the 2016 financial 
year, as it is contained therein. Along with the annual 
accounts, these "Pillar 3 Disclosures”, can be found at 
Cecabank’s website (www.cecabank.es).

1.2 Conceptual definitions and description of the Cecabank, 
S.A. Consolidable Group of Credit Institutions

Information set out in this report corresponds to the 
Consolidable Group of Credit Institutions the parent en-
tity of which is Cecabank, S.A. (hereinafter, Cecabank).

There are currently no differences between the conso-
lidation perimeter or consolidation methods applied 
between the information contained in this report and 
the annual accounts defined in accordance with the 
terms of paragraph 3 of Rule 3 of Bank of Spain Circu-
lar 4/2004, of 22nd December 2004:

In the generation of the consolidated annual accounts 
of the Group Cecabank, all dependent companies were 
consolidated by application of the full consolidation 
method, and all of them are considered consolidable 
by virtue of their activity.

In accordance with the above criteria, below there is a 
list of the dependent companies of the Group on 31st 
December 2016 , which, for the purposes of the gene-
ration of the consolidated information thereof, were 
subject to the overall integration method:

01. GENERAL INFORMATION REQUIREMENTS 
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On 31st December 2016, there is no material, practical 
or legal impediment of any kind to the immediate trans-
fer of equity for the reimbursement of liabilities between 
dependent entities and Cecabank. Neither is there any 
circumstance which would make any such impediments 
foreseeable in the future.

On 31st December 2016, the Economic Group and the 
Consolidated Group of Cecabank are identical. 

1.3 Other general information

Company name

Cea Trade Services Limited. A company created in 2004 
with headquarters in Hong Kong whose purpose is to promo-
te the provision of Foreign Trade services. It is 100% owned 
by Cecabank.

Servipagos, S.A.U. Spanish company incorporated in 2014 to 
provide technical services in the field of payments. It is 100% 
owned by Cecabank.

Trionis S.C.R.L. A Belgian company incorporated in 2008 as 
a result of the transformation of the interbank processing bu-
siness of Eufiserv. Its activity consists of the development and 
maintenance of international means of payment operations. 
It is 78.6% owned by Cecabank.

1 The most significant financial data of these companies can be found in the annual accounts of the Group.
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The Board of Directors of Cecabank (hereinafter, the 
Board) establishes the corporate objectives of the bank 
and has the highest responsibility regarding the risks it 
incurs during the undertaking of its activities. It is there-
fore this body that establishes the general policies with 
regard to the assumption of risks. Likewise, the Board 
is the driving force in the corporate risk culture, which 
focuses on guaranteeing efficient internal control sys-
tems and rigorous and complete risk management and 
measurement processes.

To assist the Board to fulfil its risk responsibilities regar-
ding the maintenance of the risk profile and the imple-
mentation of the policies agreed, it has established a 
supporting structure and a reporting system. This struc-
ture is described in the following sections.

The risk management philosophy is based on rigorous 
criteria of prudence, in a manner consistent with com-
mercial strategy, aiming to ensure the efficient use of 
the capital assigned to the business units. The results of 
application of this philosophy are seen in a highly pru-
dent risk profile, in particular with regard to high levels 
of solvency and a comfortable liquidity position.

The Board establishes the type and intensity of risks 
which it deems reasonable to assume in order to achie-
ve corporate objectives. The definition and annual upda-
ting of this risk appetite are set out in the Risk Tolerance 
Framework, as well as in the general policies in each 
case, always subject to approval by the Board itself. It is 
also the responsibility of the Board to monitor the effec-
tive risk profile and to ensure that both are consistent. 
It is supported in this regard by the work performed by 
the Risk Committee.

In order to achieve its business objectives the Board of 
Directors assumes that Cecabank maintains a conserva-
tive risk profile at all times, allowing it to reasonably to 
anticipate that losses produced by the implementation 
of the risks, even in stress situations, can be withstood 
within the normal operations of the bank, without per-
manently affecting the capital and liquidity objectives.

Alongside this quantitative definition of the desired risk 
profile, the Board establishes tolerance levels with quan-
titative metrics which determine the risk appetite. These 
are defined as follows:

 For each relevant risk identified, the maximum loss-
es that the bank is prepared to assume during the 
course of its business are established. The definition 
is established in terms of forward-looking measures 
which serve to anticipate any losses which might be 
registered, if the risks were to materialise, but also 
in terms of the maximum losses tolerated (Annex I 

to this document provides greater detail as to the 
metrics employed). These metrics relate to the in-
come statement and the available capital base, for 
the aforementioned purpose of ensuring that, in the 
event of losses, they can be withstood within the 
normal operations of the bank;

 The minimum available liquidity position must allow 
for ample compliance with all the bank's commit-
ments, incorporating a safety margin to ensure that 
unexpected situations can be handled at any time. 

 The solvency levels which the Board intends for the 
bank are substantially above the regulatory re-
quirements. This is considered essential to achieve 
the appropriate levels of quantity and quality of 
solvency for the wholesale business, and represents 
one of the elements defining the competitive posi-
tion of Cecabank.

The principles established by the Board and which deter-
mine risk management at Cecabank are as follows:

 The business and the management will focus on a 
stable and recurring results structure and towards 
the conservation of economic value of equity, in or-
der to guarantee the long-term orderly growth of 
the bank; 

 The management will be aligned with good bank-
ing practices and the business will be conducted 
in a way that is ethical, fair and respectful of law;

 Capital planning shall be designed to cover the cur-
rent capital needs and any arising with the commis-
sioning of the Strategic Plan, taking into account the 
minimum solvency levels defined by the Board;

 Leverage will remain at significantly lower levels 
than those recommended or demanded by the su-
pervisory authorities;

 Liquidity management focused on guaranteeing 
that the company maintains adequate resources to 
comfortably meet its short- and long-term commit-
ments, taking into account its ability to call upon 
the markets; diversifying the sources through which 
it is financed; and to maintaining a high-quality un-
encumbered liquid asset buffer that covers the posi-
tion effect of stress-generating events: and

 The corporate governance and internal organisa-
tion, and risk admission, control and management 
systems shall be robust, appropriate to the activities 
which the bank performs and proportionate to the 
risks incurred.

2. POLÍTICAS Y OBJETIVOS DE  
GESTIÓN DE RIESGOS

Page 8 Cecabank Pillar 3 Disclosures 2016

2.1. Corporate Governance of the risk function | Responsibilities of the governing bodies | Policies for selecting Board Members  
and Diversity of the Board of Directors | Supporting structure for the Board of Directors | Risk management departments |  
Internal Audit of Risks

02 RISK MANAGEMENT POLICIES AND OBJECTIVES



The Senior Management team is responsible for the 
effective implementation of these principles and for 
maintaining the desired risk profile. Senior Manage-
ment is also responsible for the development of the Risk 
Tolerance Framework through the adoption of additio-
nal metrics and controls, thereby guaranteeing effective 
implementation of the policies defined.

The Board receives regular information as to the main-
tenance of the risk profile, and reviews the risk mana-
gement policies implemented at the bank. In addition, 
it is the body responsible for approving the result of the 
Internal capital adequacy assessment exercise, submit-
ted each year to the Supervisor. In these activities, it has 
the support and guidance of the Risk Committee. There 
is a monitoring structure which allows the Board and 
the Risk Committee to identify potential deviations, so 
as thereby to adopt the necessary measures and hence 
adjust the risk profile.

2.1 Corporate Governance of the risk function

The governing bodies of Cecabank are the General Sha-
reholders' Meeting and the Board of Directors, in addition 
to the delegated bodies designated by the Board. From 
the perspective of the definition of risk tolerance, the mo-

nitoring of the implementation of management policies 
and the monitoring of risk profiles, Cecabank has esta-
blished a supporting structure and a reporting system as 
described in the following organisational chart:

As mentioned at the beginning, this document was 
approved by the Board of Directors of Cecabank, which 
performed its review with the assistance of the Risk Com-
mittee. As a result, in accordance with the requirements 
of Article 435 (1)(e) of Regulation (EU) 575/2013, the 
Board guarantees that, following the analysis perfor-
med, the bank classifies for the moderate-low risk profile 
and falls, therefore, within the accepted tolerance levels. 
Thus the systems, processes, policies and resources em-
ployed for risk management are appropriate. Likewise, 
no adverse element that could modify this situation in 
the future is anticipated.

Annex I to this document includes detailed information 
as to the principles established by the Board which define 
risk management at Cecabank, in addition to the specific 
policies and objectives applied in the management of the 
various risks which have a significant effect on it.
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2.1.1 Responsibilities of the  
governing bodies

The Board of Directors of Cecabank establishes the cor-
porate objectives of the Bank, and holds ultimate res-
ponsibility for the risks incurred by the bank and per-
formance of its activities. It is therefore this body which 
establishes the risk appetite and general policies with 
regard to the assumption of risks. Likewise, the Board 
is the driving force in the corporate risk culture, which 
focuses on guaranteeing efficient internal control sys-
tems and rigorous and complete risk management and 
measurement processes. Throughout 2016, this body 
met on a monthly basis.

The Board of Directors of Cecabank is comprised of the 
number of members designated in the General Share-
holders' Meeting, which cannot be less than 5 or more 
than 15. On 31 December 2016 the Board is formed 
by 12 Members: 7 proprietary members, 4 indepen-
dent advisers and an executive-director. There is also 
an independent member and a proprietary member 
whose appointments were agreed upon in the Gene-
ral Meeting of 20 December 2016, and who joined the 
Board in 2017.

The delegated commissions  of the Board of Directors 
of Cecabank assist it in performing its responsibilities. 
Specifically, with regard to risks, these bodies undertake 
the following activities:

 Audit Committee. This Committee supervises and 
evaluates the efficacy of the internal control structure 
of the bank, internal auditing and risk management 
systems; and overseeing the process of drawing up 
and presenting regulatory financial information.

 Risk Committee. This Committee advises the Board 
as to the establishment and monitoring of the risk 
appetite of the bank, and evaluates the application of 
this strategy by Senior Management and the results 
thereof. The Risk Committee held five meetings, in 
March, April, June, September and December 2016.

2 All details regarding the composition, functions and functioning of these commissions may be found in the stakeholders section of the Cecabank website.

 Remuneration Committee. This body advises the 
Board with regard to the bank's remuneration pol-
icies and the alignment thereof with the mainte-
nance of risk appetite.

 Appointments Committee. This Committee advises 
the Board in relation to candidates for vacant posi-
tions on the Board of Directors and compliance with 
the suitability requirements for the Board’s members.

To assist the Cecabank Board of Directors to fulfil its risk 
responsibilities regarding the maintenance of the risk 
profile and the implementation of the policies agreed, 
it has established a reporting and monitoring system. 

The main objective of this supervisory exercise is to keep 
the Board abreast, directly and through its supporting 
bodies, of compliance with the tolerance limits of the 
evolution of the metrics supporting them; to prospecti-
vely identify any source that could result in an infringe-
ment of the limits and to alert in the case of any stress 
situations; and to enable corrective actions to be taken, 
when appropriate.

To this end, the Risk Committee, with the support of the 
Risk Department, develops the outline and contents 
of the reporting received from internal units and that 
which is sent to the Board. This information includes a 
control panel that integrates the main evolutionary in-
dicators relating to risks and capital, and monitors the 
operating results and the annual budget. 

Furthermore, the Board and its supporting committees 
have unrestricted access to the personnel involved in 
the risk, planning, audit, control and regulatory com-
pliance functions.

Page 11 Cecabank Pillar 3 Disclosures 2016

02 RISK MANAGEMENT POLICIES AND OBJECTIVES
2.1. Corporate Governance of the risk function | Responsibilities of the governing bodies | Policies for selecting Board Members  
and Diversity of the Board of Directors | Supporting structure for the Board of Directors | Risk management departments |  
Internal Audit of Risks



2.1.2 Policies for selecting Board 
Members and Diversity of the  
Board of Directors

The bank has policies for selecting board members and 
for the target representation of the least represented 
sex on the Board of Directors to meet the provisions of 
Act 10/2014, of 26 June, on the regulation, supervision 
and solvency of credit institutions.

2.1.2.1  Director selection policy

In accordance with the regulations on governance, moni-
toring and solvency and, specifically, standards regarding 
the suitability of the members of the Board of Directors, 
Cecabank must have a board member selection policy.

The Appointments Committee meeting of 23 May 
2016 agreed upon submission to the Board of Direc-
tors of the proposal to approve of the board member 
selection policy, that was subsequently approved on 
24 May 2016, (the Policy can be found in the Corpo-
rate Governance and Remuneration Policy section of 
the Cecabank corporate website, www.cecabank.es).

The purpose of the policy is to ensure that the board 
member selection, appointment and renewal proce-
dures strive towards a suitable composition of the 
Board and of its Committees, in accordance with the 
regulations. The policy establishes that in the selec-
tion of candidates, the Appointments Committee will 
take into account the balance of knowledge, skills, 
diversity and experience on the Board of Directors, 
and establishes a procedure for the consideration of 
potential candidates to cover vacancies on the Board.

The policy establishes that board member candida-
tes should be of commercial and professional repute, 
have an adequate level of knowledge and experience 
to carry out their duties, and be in a position to exer-
cise good governance at the bank. It also establishes 
that the Board of Directors should have members 
who, when considered as a whole, bring together su-
fficient professional experience in the governance of 
credit institutions to guarantee the Board of Directors 
has the actual capacity to make decisions indepen-
dently and autonomously for the benefit of the bank.

2.1.2.2  Policy on the representation target 
for the sex that is least represented on the 
Board of Directors

In accordance with that stipulated in article 31.3 of Act 
10/2014, of 26 June, on the planning, supervision and 
solvency of credit institutions, the then Appointments 
and Remunerations Committee, in its meeting of 25 No-
vember 2014, approved the "Policy on the representa-
tion target for the sex that is least represented on the 
Board of Directors" ("the Policy"). This Policy contains 
guidelines on how to increase the number of individuals 
of the sex that is least represented, that is, females. The 
approved Policy sets as a short term goal, that in 2015 
at least fifty percent (50%) of independent board mem-
bers should be women. In the medium term, the goal for 
the representation of women on the Board of Directors is 
that it should be on an upward trend, with the ultimate 
objective being to reach an equal balance of men and 
women on the Board. In order to reach this objective, va-
cancies that arise in the Board and the different Commi-
ttees shall be taken into account. The Board of Directors 
acknowledged its approval of the Policy (the document 
can be found in the Corporate Governance and Remune-
rations Policy section of Cecabank's corporate website, 
www.cecabank.es).

In April, CECA, Cecabank's majority shareholder, showed 
its support for the appointment of a new proprietary 
board member. As such the Board of Cecabank decided 
that, in line with corporate governance best practice, if 
a new proprietary board member were to be added it 
would also need to incorporate an additional indepen-
dent board member to keep a third of the board as inde-
pendent board members, bringing the total number on 
the Board to 14. 

In the meeting of 23 May 2016 the Committee defined 
the required profile type for a candidate to be an inde-
pendent board member for Cecabank, and established 
that this member should be female, in accordance with 
the Policy approved by the Committee.

A (male) proprietary board member was appointed at 
the General Shareholders' Meeting of 20 December, and 
the new independent board member is female: both joi-
ned the Board in 2017.
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2.1.3 Supporting structure for the 
Board of Directors

In addition to the Board and its Commissions as des-
cribed above, the following committees in which Senior 
Management is involved also play a key role in the go-
vernance, policy design and monitoring of risks. 

Assets and Liabilities Committee

By appointment by the Board of Directors, this Commi-
ttee is the body of the bank through which the Senior 
Management participate in the monitoring and control 
of financial risks and the development and implemen-
tation of risk policies guaranteeing that the established 
risk profile is maintained. The Assets and Liabilities 
Committee reports regularly on the activity undertaken 
by the Board of Directors.

The Assets and Liabilities Committee has the following 
structure of support committees: 

 Financial Risk Committee. This Committee advises 
the Assets and Liabilities Committee on processes 
of admission, monitoring and control of financial 
risks and in the development and implementation 
of risk policies.

 Financial Department Investments Committee. 
This body provides support to the Assets and Lia-
bilities Committee for the management and moni-
toring of equity investments and divestments, loan 
funds and various account balances on the bank’s 
balance sheet.

 New Financial Product Committee. Analysing op-
erations in financial products and markets. It ap-
proves, as required, new financial products to be 
used by the bank.

 Liquidity Contingency Committee. This Committee 
evaluates the liquidity situation of the bank and the 
markets, and, in the event of a liquidity crisis, it defines 
the measures to be taken and coordinates actions.

Compliance and Operational  
Risk Committee

The mission of the Compliance and Operational Risk 
Committee is the approval, reporting, management, 
monitoring and control of non-financial risks of the 
bank. It acts with regard to risks within the Risk Toleran-
ce Framework, approved by the Board, at the proposal 
of the Risk Committee; and within the General Control 
Framework, approved by the Board at the proposal of 
the Audit Committee.

This Committee is the body that establishes Senior Ma-
nagement participation in the monitoring and control of 
financial risks and the development and implementation 
of risk policies guaranteeing that the approved risk pro-
file is maintained. The Compliance and Operational Risk 
Committee regularly reports on the management of ope-
rational and reputational risks to the Steering Committee 
and Board of Directors, via the Audit Committee. 

In order to perform the functions assigned to it, the Com-
pliance and Operational Risk Committee has three spe-
cialised supporting bodies: the Committee for the Preven-
tion of Money Laundering and Financing of Terrorism, 
the Global Security Committee and the Fiscal Committee. 

2.1.4 Risk management departments

Article 38 of Act 10/2014 stipulates that credit insti-
tutions must have a unit that assumes the role of risk 
management in proportion to the nature, scale and 
complexity of its activities.

Underpinned by the aforementioned principles, the 
structure of the risk function of Cecabank is organized 
in order to comply with these requirements. Key requi-
rements in this respect include the independence of this 
unit from the ones under its supervision and control; 
holding a relevant status, taking part in decision-ma-
king processes; and having access to the Board of Direc-
tors, with sufficient resources to do so.

This section gives an overview of the structure of the 
bank’s risk function which, along with the description of 
the procedures included in Annex I, demonstrates that 
Cecabank complies with the aforementioned require-
ments enacted by Royal Decree 84/2015 and Bank of 
Spain Circular 2/2016, as well as the Corporate Gover-
nance guidelines of the European Banking Authority.
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2.1.4.1  Risk Department

The Risk Department is responsible for ensuring that the 
risk strategy is effectively implemented through the de-
velopment of policies, procedures, controls and systems 
which are appropriate, and understood by the business 
areas assuming risks.

The Department is independent of the business areas, in 
both functional and hierarchical terms. Its manager re-
ports directly to the Managing Director and is actively 

Risk  
Department

Presidency

General 
Management

General 
Secretary´s Office 

and Legal and 
Fiscal Advisory 
Department

Planning 
Department

Finance 
Department

Technological 
Department

Operative 
Services 

Department

Associate 
Services 

and Audit 
Department

involved in the Steering Committee, the Assets and Lia-
bilities Committee, and the Compliance and Operational 
Risk Committee.

Its position within the organisation has been established 
with the aim of ensuring the independence and auto-
nomy required so as to guarantee compliance with the 
objectives set.
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Specifically, the Risk Department is responsible for the 
identification, measurement and control of credit risk, 
market risk and structural balance sheet risk (ALM). It is 
also responsible for reviewing that the exposure to each 
of the risks lies within the tolerance limits established 
by the Board and the Assets and Liabilities Committee, 
both at an individual level and overall.

It is also the department responsible for the develop-
ment of measurement methodologies for all risks, and 
it is involved in their implementation in the control tools 
in order to ensure that they are permanently updated, 
aligned with good market practice, and are appropriate 
for the complexity and levels of the risk incurred. Pro-
posals for methodological improvement or modification 
are approved by the Assets and Liabilities Committee at 
the proposal of the Financial Risk Committee. 

The Department is structured as follows:

 The Market, Balance and Liquidity Risk Division

This division is responsible for the management and 
control of market risk and structural balance sheet risk, 
and also for the monitoring of the management results 
of the Trading Activities. 

 Risk Control and Analysis Division 

The Risk Control and Analysis Division is responsible for 
the analysis and control of credit risk associated with the 
activities of the various business units. This analysis is the 
basis for the adoption of decisions at the Financial Risk 
Committee and the Assets and Liabilities Committee. 

Associate 
ServicesResources

Associate 
Services 

and Audit 
Department

Regulatory Compliance

Internal Control

IT Security

Internal Audit
Audit, Control 

and  
Compliance

 Pricing and Methodological Control Division

This is the division responsible for the valuations and pri-
ces used in risk management, accounting and deposits, 
among others, and the extension of the standardisation 
there of.

2.1.4.2  Operational Risk Unit

Its key function is to plan, organise and implement 
throughout the bank the operational risk management 
system in the various phases (identification, evaluation, 
monitoring and control/mitigation of the risk), in ac-
cordance with approved policies and procedures, along 
with the design and application of the corresponding in-
formation system. Its key objective is to align the "ope-
rational risk profile" of the bank with the guidelines es-
tablished by Senior Management.

In order to guarantee its functional independence, the 
Operational Risk Unit is part of the Associate Services 
and Audit Department and, within this, in the Audit 
Control and Compliance Division, which is responsible 
for the bank's internal control structure.

The diagram below indicates the position of the Opera-
tional Risk Unit within the organisation.

Operational Risk

Page 15 Cecabank Pillar 3 Disclosures 2016

02 RISK MANAGEMENT POLICIES AND OBJECTIVES
2.1. Corporate Governance of the risk function | Responsibilities of the governing bodies | Policies for selecting Board Members  
and Diversity of the Board of Directors | Supporting structure for the Board of Directors | Risk management departments |  
Internal Audit of Risks



2.1.4.3  Regulatory Compliance Department

The Regulatory Compliance Department, as may be 
seen in the previous organisational chart, is part of the 
Audit, Control and Compliance Division of the Associate 
Services and Audit Department, and answers directly to 
the Head of Division. As such, it is an independent func-
tion from the business units.

Its main aim is to ensure efficient management of 
compliance risk, which is defined as the risk that non-
compliance with legal demands or internal standards 
could impact on the income statement, either direct-
ly, as a result of official sanctions or adverse judge-
ments, or indirectly through a negative impact on the 
bank's reputation.

Its main spheres of action are the prevention of mo-
ney laundering, standards of conduct on the Secu-
rities Market (RIC and MiFID), data protection and  
corporate governance.

2.1.5 Internal Audit of Risks

Internal Audit is part of the third line of risk control de-
fence. One of the general aims of the analysis carried out 
by this independent team is to verify that the risks an 
institution is taking on fall within the parameters agreed 
by the Board of Directors, as outlined below. 

Internal Audit is part of the Audit, Control, and Com-
pliance Division, the head of which reports to the Audit 
Committee on the activities being undertaken. Its position 
within the institution is to ensure its independence and 
autonomy, required so as to guarantee compliance with 
the objectives set, which include the following:

 Assess internal control systems and procedures de-
signed by the bank to adapt, measure, monitor, and 
control risks deriving from activities and verify that 
they are adequate and effective.

 Assess accounting, data processing, and informa-
tion systems.  

 Assess control systems and procedures for safe-
guarding assets. 

 Examine the systems and procedures established to 
ensure compliance with the applicable regulations. Ex-
amine the reporting of information. Prove compliance 
with standards, policies, and established procedures.

 Monitor second-level control units, including Stan-
dards Compliance, the Operational Risk Unit, Inter-
nal Control, and the Risk Department.

 Inform Senior Management, in good time and 
appropriately, of the results of the reviews and 
activities undertaken.

 Keep the Audit Committee constantly informed of 
any issues that could suppose an increase in risk with 
regard to that approved by the Board of Directors.

 Verify compliance with the methodologies used ac-
cording to that approved by the Board of Directors. 

 Audit of the technological environment and  
risk applications.

Internal Audit publishes reports including an evalua-
tion of the work carried out in these fields, as well as 
recommendations they consider necessary to resolve 
any identified incidents and an expected resolution 
date. Similarly, Internal Audit carries out continual 
monitoring of the recommendations, with the aim of 
checking that they have been properly implemented.
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3. CAPITAL

At the close of 2016 the solvency rate  of Cecabank was 
31.65%, 99.8% comprising common equity Tier 1 Ca-
pital (CET1). The CET1 ratio stood at 31.58%.

A key factor for management is keeping a sound capi-
tal structure in terms of quantity and quality. As a re-
sult, and as reflected in the graph, in recent years, the 

Tier 1 capital base has been progressively strengthened 
through the capitalisation of profit which, together with 
the maintenance of low risk levels, has enabled a sustai-
ned improvement of the capital ratios over time.

The Board of Cecabank has set a minimum capital ratio of 
14%. This ratio is established in terms of Common Equity 
Tier 1 capital. In addition, the Risk Tolerance Framework 
establishes a margin of leeway for this ratio above which 
the bank must operate under normal circumstances. 
Both levels are amply surpassed at present.

This comfortable solvency situation allows Cecabank to 
cover current and future capital requirements, and those 
deriving from additional risks when self-assessing capi-
tal, that are not included in Basel Pillar 1 requirements.
The ratios are also lower than those that would be ob-
tained by applying current solvency regulations wi-
thout any transitional provisions (known as Basel III 
fully loaded) because, as shown in section 3.1.1. and in 
Annex IV, capital requirements would remain the same 
whilst eligible own funds would be higher.

Meanwhile, on 22nd December 2016, the Bank of Spain 
informed Cecabank, S.A. of the decision on capital taken 
as a result of the bank’s risk supervision evaluation pro-
cess. As a result of this process, the Bank of Spain set a 
required CET1 solvency ratio of 9.63%, which includes 
all concepts of risk, a ratio that coincides with that cal-
culated by the bank in its self-assessment of capital for 
the year 2016. At the end of the financial year, the own 
funds classified as CET1 covered this requirement with 
an excess of 228%.

Cecabank is also subject to a “capital conservation bu-
ffer” of 1.25% of CET1 for 2017 (which will go up to 
2.5% in 2019). Taking this buffer into account, along 
with the Bank of Spain's decision on capital mentioned 
in the previous paragraph, the excess of capital, on top 
of the actual requirement, stands at 190% at the close 
of the year.

3 Contrary to the previous year, own funds at the close of 2016 did not include the year's results that the Board of Directors agreed to retain as a reserve, of a value of 
€57.3 million. Having done so, the solvency ratio would have stood at 33.82% and the CET1 ratio at 33.75%.

TIER 1 CAPITAL

TIER 1 CAPITAL TIER 2 CAPITAL TOTAL CAPITAL RATIO (RIGHT-HAND SCALE) TIER 1 CAPITAL RATIO (LEFT-HAND SCALE)
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3.1 Eligible capital

As at 31 December 2016, the Group's total eligible capi-
tal requirements stands at €837 million, of which 99.8% 
are Common Equity Tier 1 capital.

The characteristics of the eligible capital and their com-
position are set out below.

3.1.1 Tier 1 Capital

For the purposes of the calculation of minimum capital 
requirements, Tier 1 capital is understood as the ele-
ments defined as such, taking into consideration the co-
rresponding deductions, in Part Two, Title I, Chapters 1, 
2 and 3 of Regulation (EU) Nº 575/2013.

Common Equity Tier 1 capital components are charac-
terised as equity that can be immediately used without 
restriction in order to cover risks or losses as soon as 
they occur, being recorded for their amount free of any 
foreseeable tax at the time of calculation.

The Common Equity Tier 1 capital of the Group on 
31st December 2016 amounted to €835 million, pre-
dominantly consisting of paid-up capital instruments, 
the share issue premium and cumulative gains. The 
amounts corresponding to intangible assets incorpora-
ted within equity have been deducted from this.

There are no additional requirements for 2016 in ter-
ms of the countercyclical capital buffer given that Ceca-
bank's relevant exposures are in geographical locations 
set at 0% (as is the case in Spain, where most are loca-
ted, as outlined in section 4.2). 

The result of the internal evaluation of capital require-
ments is in agreement with the supervisor’s assessment 
and, as a result, the levels of coverage of these require-
ments are similar.

4 This can be examined in greater detail in Annex IV of the document..

Another factor that demonstrates Cecabank’s level of 
solvency is the leverage ratio, to which the subsequent 
section 10 is dedicated. The calculation performed for 
December 2016 in accordance with the guidelines of 
the European Banking Authority (EBA) adapted to the 
standards of the Basel Banking Supervision Committee 
stood at 11.2%, revealing Cecabank to be a bank with a 
low level of leverage. 

Something new for the financial year is the reduction in 
Common Equity Tier 1 capital due to prudential filters 
- the result of the application of Commission Delegated 
Regulation (EU) 2016/101, of 26 October 2015, regar-
ding technical regulatory standards for prudent assess-
ment. This completes Regulation (EU) no. 575/2013 
and establishes requirements regarding prudent re-
ductions of the value of positions on the investment 
portfolio, to a reasonable value. Cecabank calculated a 
reduction using a simple approach which as at 31 De-
cember 2016 resulted in a Tier 1 Capital reduction of 
€5.4 million.

The following table gives a breakdown of the eligible ca-
pital requirements of the Consolidated Group as at 31st 
December 2016, taking into account the timetable of 
transitional adjustments (phase-in) indicating each of 
the components and deductions.
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5 This epigraph would have been increased by €57.3 million, if the results that the Board of Directors decided to allocate to reserves had been included. 
6 This epigraph would have been increased by €57.3 million, if the results that the Board of Directors decided to allocate to reserves had been included.

Concept (thousands of euros) Amount

Tier 1 Capital 835,348

Common Equity Tier 1 capital 835,348

Capital instruments eligible as Common Equity Tier 1 capital 727,750

Paid-up capital instruments 112,257

Share premium 615,493

Retained earnings5 155,613

Cumulative gains from previous years 155,613

Eligible profit 0

Other cumulative comprehensive results 53,574

Common Equity Tier 1 capital reductions due to prudential filters -5,431

Other intangible assets (-) -59,426

Pension fund assets with defined benefits (-) -5,171

Surplus of the elements deduced from additional Tier 1 capital with regard to additional Tier 1 capital (-) -23,770

Other transitional adjustments of the Common Equity Tier 1 capital (-) -7,791

Concept (thousands of euros) Amount

Tier 1 Capital 866,909

Common Equity Tier 1 capital 866,909

Capital instruments eligible as Common Equity Tier 1 capital 727,750

Paid-up capital instruments 112,257

Share premium 615,493

Retained earnings6 155,613

Cumulative gains from previous years 155,613

Eligible profit 0

Other cumulative comprehensive results 53,574

Common Equity Tier 1 capital reductions due to prudential filters -5,431

Other intangible assets (-) -59,426

Pension fund assets with defined benefits (-) -5,171

Eligible capital requirements for the Consolidated 
Group, once the aforementioned timetable is finalised 

and transitional adjustments cease (fully loaded) would 
be €31.5 million higher, as per the following breakdown:

Annex V shows capital requirements under the phase-in 
and fully loaded approach in greater detail. Additiona-
lly, Annex VI shows a reconciliation of own funds ele-
ments with audited financial statements.
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3.1.2 Tier 2 Capital

On 31st December 2016, the Tier 2 capital elements 
amounted to €1.7 million euros (0.2% of the total eligi-
ble capital), comprised by the book balance of the outs-
tanding general loss provision corresponding to client 
insolvency risk. Generic coverage at 31 December 2016 
has been calculated in accordance with Annex IX of Bank 
of Spain Circular 4/2016, modifying Circular 4/2004, 
differentiating on the one hand collective coverage for 
standard risks, and on the other collective coverage for 
risks under special monitoring, which have higher levels 
of coverage due to their greater risk.

3.2 Minimum Capital Requirements

The Pillar 1 capital requirements of Cecabank at the close 
of the 2016 financial year amounted to €211.6 million.

The distribution by risk is as follows:

The eligible Common Equity Tier 1 own funds cover these 
Pillar 1 capital requirements with a surplus of 294% over 
the requirement itself.

Tier 2 capital is understood as the factors defined in Part 
Two, Title I, Chapter 4 of Regulation (EU) No. 575/2013, 
with the limits and deductions established in this chap-
ter. These own resources, although they comply with 
the definition of equity established in the regulations in 
force, are characterised by having, in principle, greater 
volatility and a lower degree of permanence than those 
elements classified as Tier 1 capital.

Cva
12,516

Credit and Counterparty R.
83,599

Market R.
72,296

Operational R.
43,178

Thousands of euros
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3.2.1 Minimum Capital Requirements 
for Credit Risk

There follows an overview of the amount of the mini-
mum capital requirements of the Consolidated Group by 
credit risk cause and counterparty on 31st December 

* Net of corrections and provisions.
** Fully adjusted exposure value following application of credit risk mitigation techniques and following the adjustment of exposure corresponding to conversion factor 
order account entries. 
*** Risk-weighted assets.
**** Density of risk-weighted assets: APRs/Value of the exposure.

Risk Category 
(thousands of euros) Net Exposure* Value of the Exposure ** APR´s*** Capital requirm. 

On- 
balance- 

sheet  
Exposure

Off- 
balance-

sheet 
Exposure

On- 
balance- 

sheet  
Exposure

Off- 
balance- 

sheet 
Exposure APR´s

APR 
Density 

****

Central administrations or central 
banks

4,259,988 5,311 4,459,360 5,311 178,129 4% 14,250

Regional administrations and local 
authorities

438,002 0 438,002 0 35 0% 3

Public sector entities and other non-
profit public institutions

111,726 10,017 9,570 23,153 5,224 16% 418

Institutions 915,850 236,820 819,006 163,572 300,407 31% 24,033

Companies 325,728 85,144 208,027 53,185 159,748 61% 12,780

Retailers 9,508 1,311 9,508 626 7,601 75% 608

Exposures secured by mortgages on 
immovable property

41,643 0 41,643 0 14,575 35% 1,166

Exposures in default 844 0 471 0 471 100% 38

Exposures associated with 
particularly high risk

3,661 0 3,661 0 5,492 150% 439

Covered bonds 21,031 0 21,031 0 2,103 10% 168

Exposure to institutions and 
companies with a short-term credit 
assessment

220 82 220 82 143 47% 11

Exposures to collective investment 
undertakings (CIU)

26,774 26 684 26 710 100% 57

Equity exposures 120,306 0 120,306 0 120,306 100% 9,625

Other exposures 157,516 0 157,516 0 55,806 35% 4,464

Securitisation positions 236,726 42,592 236,726 0 194,234 82% 15,539

Totals 6,669,523 381,303 6,525,731 245,955 1,044,984 15% 83,599

2016. This also includes information on exposure, the 
effects of technical mitigation and risk-weighted assets.  
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The distribution of the fully adjusted exposure according 
to the weighting by corresponding risk is shown in the 
following table:

Risk Category 
(thousands of euros)

Exposure classified by applied weighting percentage according to the credit rating level of each exposure 

0% 2% 20% 35% 50% 75% 100% 150% Other Total

Central administrations or 
central banks

4,373,234 0 0 0 0 0 33,650 0 57,792 4,464,676

Regional administrations and 
local authorities

437,825 0 177 0 0 0 0 0 0 438,002

Public sector entities and other 
non-profit public institutions

25,897 0 2,001 0 3 0 4,822 0 0 32,723

Institutions 0 0 748,655 0 166,493 0 67,429 0 0 982,577

Companies 0 11,484 56,669 0 23,652 0 134,151 0 35,254 261,210

Retailers 0 0 0 0 0 10,134 0 0 0 10,134

Exposures secured by 
mortgages on immovable 
property

0 0 0 41,643 0 0 0 0 0 41,643

Exposures in default 0 0 0 0 0 0 471 0 0 471

Exposures associated with 
particularly high risk

0 0 0 0 0 0 0 3,661 0 3,661

Covered bonds 0 0 0 0 0 0 0 0 21,031 21,031

Exposure to institutions and 
companies with a short-term 
credit assessment

0 0 196 0 2 0 103 0 0 301

Exposures to collective 
investment undertakings (CIU)

0 0 0 0 0 0 710 0 0 710

Equity exposures 0 0 0 0 0 0 120,306 0 0 120,306

Other exposures 101,709 0 0 0 0 0 55,806 0 0 157,515

Securitisation positions 0 0 31,915 0 33,920 0 170,891 0 0 236,726

Totals 4,938,665 11,484 839,613 41,643 224,070 10,134 588,339 3,661 114,007 6,771,686
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3.2.2 Capital Requirements for 
Position Risk of the trading portfolio

The following table shows a list of the capital require-
ments by price risk of the positions held in the trading 

As indicated in Section 2 of Annex I, the bank uses an 
internal model for market risk management and control. 
Based on the results of this model and as a control tool, 
Cecabank makes an estimate of the capital consump-
tions for market risk (which would include those in this 
section and the following section) that would occur, in 
accordance with the methodology stipulated by the sol-
vency regulations for models of this type. 

Method applied (thousands of euros) Capital requirement

Position risk of debt instruments in the trading portfolio calculated in accordance with the terms of Part 
Three, Title IV, Chapter 2, Section 2 of Regulation (EU) No. 575/2013 

59,598

General risk (*) 59,107

Specific risk 491

Position risk in equity instruments calculated in accordance with Part Three, Title IV, Chapter 2, Section 
3 of Regulation (EU) No. 575/2013

9,901

Total capital requirements by price risk of the trading portfolio 64,499

(*) Calculated by applying the "maturity-based" method.

Despite the substantial differences between the two mo-
dels, such as the reference time of data and the way of 
approaching risks on the portfolio, the average values of 
capital requirements obtained from the quarterly calcu-
lations show no significant differences in the results for 
the year 2016 between the models used. 

portfolio of the Consolidated Group on 31st December 
2016, in accordance with the method applied to the cal-
culation there of:
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3.2.3 Minimum Capital Requirements 
for Foreign exchange risk and gold 
position risk

The following table gives a breakdown of the amount 
of the Consolidated Group's capital requirements on 
31st December 2016 as a result of foreign exchange 
risk and gold position risk. The calculation is performed 
in accordance with the standard method, as defined in 
Part Three, Title IV, Chapter 3 of Regulation (EU) No. 
575/2013.

3.2.4  Capital Requirements for 
Operational Risk

The following table gives an overview of the capital requi-
rements of the Consolidated Group for operational risk 
on 31st December 2016. The calculation was performed 
with the standard method, as defined in Part Three, Title 
III, Chapter 3 of Regulation (EU) No. 575/2013.

(Thousands of euros)
Capital requirements for foreign exchange risk 
and gold position risk 

2,797

(Thousands of euros)
Capital Requirements for Operational Risk 43,178

3.2.5 Procedures applied to the 
evaluation of internal capital 
adequacy

The Cecabank Group has implemented an internal as-
sessment process which comprises a quantitative and 
qualitative evaluation of its internal governance struc-
ture, its systems of identification, measurement and 
aggregation of risks incurred by it in the pursuit of its 
activities and the control environment. The fundamen-
tal aim of this review is to evaluate the adequacy of the 
available capital, take into consideration the control fra-
mework and risk management, the economic climate 
and its strategic business plan.

The procedure also serves to ensure that risks lie within 
the limits which the Board and Senior Management es-
tablish in order to define the risk profile.

This procedure is aligned with the “Guidelines on Inter-
nal Capital Adequacy Assessment Process” (hereinafter 
ICAAP Guidelines) published by the Bank of Spain, provi-
ding the basis for drafting the "Capital Self-Assessment 
Report" (hereinafter, the CSR), which is presented each 
year to the supervisory authority. 

For the purposes of this Report, it was decided to gene-
rally employ the simplified options proposed by the su-
pervisor in the aforementioned ICAAP Guidelines, which 
generate prudent additional capital requirements and 
facilitate the supervisory review process. Nonetheless, 
the bank has complemented those additional needs for 
the case of the operational risk and concentration risk. 
In such cases, the application of a more rigorous model 
that is aligned with the business of the bank produces 
more demanding capital needs than those defined by 
the supervisor.

Appropriate levels of capital endowment have therefore 
been established in accordance with the various signi-
ficant risks identified within the context of the Internal 
Capital Assessment Process. The internal process of 
analysing risk levels and capital sufficiency takes into 
consideration the Pillar 1 risks, for the risks that inclu-
de a regulatory processing sufficiency assessment, and 
other risks such as the aforementioned concentration 
risk, liquidity risk and structural interest rate risk in the 
balance sheet. Information on all of these risks is provi-
ded throughout this document and in Annex I.

The conclusions reached after this process of internal 
analysis are that the bank maintains low levels of risk 
for which it has ample capital reserves and sufficient re-
sources in order to guarantee its liquidity situation.

In addition, capital planning has been performed. As a 
result, monitoring can be conducted to guarantee the 
maintenance of capitalisation levels within the esta-
blished capital target, and an analysis of any factors 
which could jeopardise their maintenance, establishing 
the actions to be performed. The outcome of this exer-
cise enables an evolution to be anticipated in which 
the quality and quantity of capital available will have 
appropriate margins in order to be able to guarantee 
that the solvency objectives would be maintained, even 
in situations of stress. Neither is any impediment an-
ticipated which would prevent current or future capital 
requirements from being met, or coverage of the capital 
buffers described in Directive 2013/36/EU which could 
be applied to the Group.
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4.1 Credit risk exposure on 31st December 2016

As an average annual value, the value of the Consolida-
ted Group's exposures, on 31st December 2016, to credit 
risk, following the adjustments indicated in Part Three, 
Title II, Chapter 1 of Regulation (EU) Nº 575/2013, of 
the corresponding impairment value corrections of as-

sets , as applicable, of the effects of credit risk mitigation 
techniques and the application of conversion factors the 
entries included in order accounts is presented below, 
disclosed by risk category:

A more detailed breakdown of this exposure may be 
found in section 3.2.1.

7 Annex II of this report includes the definition of “delinquency" and “impaired positions" that are used in different sections of this report, as well as the definition of the 
methods used in the determination of provisions for deterioration of the credit risk.

Risk Category (thousands of euros) 31 December 2016 2016 ANNUAL AVERAGE

Central administrations or central banks  4,464,676 4,396,645

Regional administrations and local authorities (*) 438,002 414,175

Public sector entities and other non-profit public institutions 32,723 75,940

Institutions 982,577 836,793

Companies 261,210 316,663

Retailers 10,134 8,672

Exposures secured by mortgages on immovable property 41,643 43,983

Exposures in default 471 220

Exposures associated with particularly high risk  3,661 3,453

Covered bonds  21,031 21,544

Exposure to institutions and companies with a short-term credit assessment 301 2.666

Exposures to collective investment undertakings (CIU) 710 9,668

Equity exposures 120,306 98,678

Other exposures 157,515 146,020

Securitisation positions 236,726 283,444

Total  6,771,686 6,658,563

4. CREDIT AND DILUTION RISKS
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4.2 Geographical and counterparty  
distribution of exposures

4.3 Residual maturity of the exposures

The following table gives an overview of the exposures 
defined in the above subsection, with a breakdown by 
geographical area:

The following table sets out the distribution by residual 
maturity term of the exposures referred to in section 4.1:

Geographic region (miles de euros)
Amount

of the Exposure

Spain 5,550,270

Other countries in the EMU 1,143,516

Other 77,900

Exposure as at 31 December 2016 6,771,686

Risk Category (thousands of euros) Residual maturity as at 31 December 2016

Current
Up to  

3 months

Between 3 
months and  

one year

Between 1  
and 5 years

More than  
5 years

Central administrations or central banks 1,984,177 587,853 1,249,754 572,337 70,551

Regional administrations and local authorities 177 25,042 256,439 107,642 48,702

Public sector entities and other non-profit public 
institutions 6,752 0 0 25,972 0

Institutions 745,686 5,751 1,628 215,713 14,014

Companies 120,710 0 4,705 121,637 14,160

Retailers 977 3 41 1,491 7,623

Exposures secured by mortgages on immovable 
property 0 1 38 511 41,092

Exposures in default 2 0 1 5 464

Exposures associated with particularly high risk 0 0 0 0 3,661

Covered bonds 0 0 21,031 0 0

Exposure to institutions and companies with a 
short-term credit assessment 301 0 0 0 0

Exposures to collective investment undertakings 
(CIU) 153 19 0 538 0

Equity exposures 81,949 0 0 38,357 0

Other exposures 148,780 0 0 3,593 4,927

Securitisation positions 0 0 0 236,726 0

Exposure as at 31 December 2016 3,089,664 618,669 1,533,637 1,324,522 205,194
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4.4 Counterparty credit risk

4.4.1 Credit derivatives

The Cecabank Group has not got any protection pur-
chase operations contracted. 

4.4.2 Impact of collateral in the  
case of a reduction in the bank’s  
credit rating

The impact is extremely low in view of the fact that prac-
tically all of the collateral agreements currently in force 
do not have an agency rating as a factor that conditions 
the elements contained therein. Of the ten contracts 
that have the Minimum Transfer Amount linked to 
the rating, eight would be amended in the event of the 
bank’s rating being lowered below the investment gra-
de, and two in the case of losing the BB+/BA1 ratings. 
The impact on liquidity would not be considered rele-
vant in any of these cases. Furthermore, in the case of 
one of the aforementioned contracts, even in the event 
that the bank were rated below the investment grade, it 
would require permanent deposits of €5 million in the 
counterparty bank.  

Counterparty credit risk is understood as the credit risk 
arising from derivatives, repurchase transactions, secu-
rities or commodities lending for borrowing, margin len-
ding transactions or long settlement transactions.

Below are set out the details of the exposure to coun-
terparty risk through derivative operations on 31st 
December 2016:

For the calculation of the minimum capital required in 
association with counterparty credit risk on 31st De-
cember 2016, the Institution applied the market price 
valuation method, in accordance with the terms of the 
standards set out in Part Three, Title II, Chapter 6 of Re-
gulation (EU) No. 575/2013. By way of summary, it can 
be stated that the value of the exposure is determined 
by adding the cost of replacement of all contracts with 
a positive value (established by means of attribution of 
a market price to the contracts and operations) and the 
amount of the potential future exposure of each instru-
ment or operation, calculated in accordance with the 
terms of Article 274 of Regulation (EU) No. 575/2013. 
In the calculation of the amount of the potential risk, 
the scales contained in Table 1 of the aforementioned 
article were applied.

Measurements (thousands of euros)
Amount

of the Exposure

Positive Fair Value of the contracts 2,021,224 

Minus: Effect of compensation agreements 1,670,712 

Credit exposure after compensation 350,512 

Minus: Effect of the guarantees received -143,791 

Credit exposure in derivatives after 
compensation and guarantees

206,721
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4.5 Concentration risk

Cecabank's activity as a wholesale bank means the 
management of risks associated with concentration is 
particularly relevant. At the close of 2016 no positions 
exceeded the major risk threshold. However, the 10 
greatest exposures, without taking into account public 
debt and other exposures not included in the major risks 
calculation, represent around 41% of the total.

Cecabank's level of specialisation can be seen at both 
sectoral and geographical levels. In terms of the relevant 
exposure for the purpose of determining large risks, fi-
nancial institutions account for 83% and those located 
in the Eurozone, including Spain, stood at 89%. 

In the evaluation of this degree of sector concentration 
the exposure is considered to be maintained within a 
highly regulated and supervised sector. This aspect ex-
plains the level of sectoral specialisation. Irrespective of 
this, and as shown in section 3.2.5, the bank applies 
prudent criteria to cover these risks under the Pillar 2 
framework, with the appropriate levels of capital.

Level Rating % 2016

2 A 19.8%

3 BBB 27.7%

Lower than 3 BB-B 26.3%

No Rating - 26.2%

Total 100.0%

This exposure corresponds to financial entities, mainly 
Spanish credit institutions and an entity in the Eurozone 
with satisfactory credit ratings.

4.6 Impaired exposures

Exposures impaired by counterparty

The following table shows the value of impaired exposu-
res on 31st December 2016, with a breakdown by coun-
terparty type, together with the amount of impairment 
losses and specific provisions for risks and contingent 

commitments established on them on that date, and the 
amount of impairment losses and provisions for risks and 
contingent commitments accounted for, in net terms, in 
the 2016 financial year with regard thereto:

Counterparty (thousands of euros)
Original Impaired 

Losses

Losses due to deterioration 
and provision for risks and 
contingent commitments

Net attributions to impairment losses  
and contingent commitments and  

risks for the financial year 

Institutions 146 146  -3

Companies 4,808 4,436 -7.658

Retailers 644 173 -272

Securitisation positions 104,390 84,542 -10,140

Amounts as at 31 December 2016 109,988 89,297 -18,073
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Impaired exposures by geographical area

The following table indicates the above exposures de-
pending on their location:

At 31 December 2016 the value of defaulted exposures, 
net of provisions, and applying collaterals and warran-
ties, stands at €471 thousand.

Counterparty (thousands of euros)
Original Impaired 

Losses

Losses due to deterioration 
and provision for risks and 
contingent commitments

Net attributions to impairment losses  
and contingent commitments and  

risks for the financial year 

Spain 60,341 59,498 -7,933

Other countries in the EMU 6,126 4,590 -10,694

Other 43,521 25,209 554

Amounts as at 31 December 2016 109,988 89,297 -18,073

4.7 Variation during the 2016 financial year in losses through 
credit risk impairment and provisions for risks and contingent 
commitments for credit risk

The variation during the 2016 financial year in los-
ses through credit risk impairment accounted for and 
in specific provisions for risks and contingent commit-
ments for credit risk comply with the terms of Regula-
tion (EU) No. 575/2013, both in the type of losses and 
provisions established, and the methodology applied to 
the calculation thereof (see Annex II).

An overview is given below of the changes made in the 
2016 financial year in terms of asset impairment value 
corrections and specific provisions for risks and contin-
gent commitments as a result of credit risk:

Losses due to impairment of assets (thousands of euros)

Balance as at 1 January 2016 107,773

Provisions charged to income statement 4,492

Recovery credited to results -22,564

Amounts applied during the financial year -623

Effect of the differences in foreign currency exchange 219

Balances as at 31 December 2016 89,297
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4.8 Credit rating agencies used

Cecabank, as the Group Institution which concentrates 
credit risk exposure, uses Fitch, Moody's and S&P as cre-
dit ratings agencies when determining the applicable 
risk weightings applicable to its exposures.

These ratings are used consistently and on a long-term 
basis for all the assets for which they are available, in-
cluding securitisation exposure.

Risk Category (thousands of euros) Exposure weighted by risk

TOTAL
Of which: with a credit rating 

awarded by an ECAI
Of which: with credit rating from central 

administrations

Central administrations or central banks 178,129 0 0

Regional administrations and local authorities 35 0 0

Public sector entities and other non-profit 
public institutions 5,224 2 4,822

Institutions 300,407 156,226 50,149

Companies 159,748 53,015 6,005

Retailers 7,601 0 0

Exposures secured by mortgages on 
immovable property 14,575 0

Exposures in default 471 0 0

Exposures associated with particularly  
high risk 5,492 5,492

Covered bonds 2,103 2,103

Exposure to institutions and companies with a 
short-term credit assessment 143 143

Exposures to collective investment 
undertakings (CIU) 710 0 0

Equity exposures 120,306 45,730

Other exposures 55,806 0 0

Securitisation positions 194,234 194,234 0

TOTAL 1,044,984 456,945 60,976

4.8.1 General description of the 
process of assignment of public 
security issue credit ratings to 
comparable assets

When there is a credit rating for a particular issue pro-
gramme, this is used in order to establish the risk weigh-
ting applicable to that element.

In cases in which there is no credit rating directly appli-
cable to a specific exposure, but there is a general credit 
rating for the issuer, the latter is used, in accordance 
with the ratings assignment criteria described in the 
Solvency Regulations.

The credit ratings corresponding to the issuers of a par-
ticular economic group are not used to classify the cre-
dits of other issuers of the same group.

Short-term credit ratings are applied only to those ex-
posures which may be considered to be short-term and 
are not extended in other cases.

In cases in which the external credit rating corresponds 
to an exposure in the local currency of a debtor, this will 
not be used to determine the risk weighting of another 
exposure of the same debtor in foreign currency.

4.8.2 Risk-weighting exposure 
determined by the risk assessment  
of external rating agencies.

The following table shows all exposures weighted by risk 
for different categories of credit risk, separating weighted 
risk based on credit rating awarded by an ECAI, and those 
whose credit rating comes from a central administration:
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4.10  Credit risk mitigation techniques

Cecabank requires compliance with the following re-
quirements using any of the recognised credit risk  
mitigation methods:

 Ensuring there is always the option to legally enforce 
the settlement of guarantees.  

4.9 Securitisation transactions

The following breakdown shows the securitisation po-
sitions held on 31st December 2016, classified by the 
risk-weighting bands to which they are assigned:

On 31 December 2016 all Cecabank's securitisation 
operations correspond to investment positions, are tra-
ditional securitisations (no re-securitisations or synthe-
tic securitisations), and belong to the investment port-
folio. One position under negotiation for a sum of €19 
million with FADE which is fully guaranteed by the Sta-
te, which is why its exposure value is nil.

Cecabank has no share in securitisation programmes 
other than in its own position as an investor. This in-
cludes, in addition to investment in securitisation 

bonds, acting as a counterparty in interest rate swap 
contracts and, residually, providing liquidity facilities 
to securitisation funds.

These positions are incorporated in the usual monito-
ring channels corresponding to the portfolios they are 
held in. As well as the information published by exter-
nal credit ratings agencies, monitoring of the behaviour 
of underlying assets and the structure of securitisation 
funds is carried out based on available public informa-
tion, and market prices of positions are followed.

(thousands of euros) Weighting

Original 
exposure 

Net  
exposure *

Value of the 
Exposure**

Level 1  
(20%) 

Level 2 
(50%)

Level 3 
(100%)

Exposure weighted  
by risk

On-balance-sheet 
items

321,268 236,726 236,726 31,915 33,920 170,891 194,234

Derivatives and off-
balance-sheet items

42,592 42,592

Total 363,860 279,318 236,726 31,915 33,920 170,891 194,234

* Net corrections and provisions.
** Fully adjusted value of the exposure after the applying credit risk reduction techniques, and after the distribution of the 
fully adjusted exposure value corresponding to conversion factor order account entries.

 Checking that there is never any significant positive 
correlation between the counterparty and the value 
of collateral. 

 Requiring the proper documentation of guarantees.

 Undertaking the regular monitoring and control of 
the mitigation techniques used.
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Cecabank acknowledges the following credit risk  
mitigation techniques:

1.- Contractual compensation agreements  

Contractual compensation agreements (ISDA and CMOF 
Master Agreements) are employed as a credit risk miti-
gation technique. Furthermore, in order to reduce credit 
risk, CSA Annexes are signed for ISDA contracts and An-
nex III for the CMOF agreement for the collateralisation 
of the net outstanding risk in this type of operations.

The Global Master Repurchase Agreement (GMRA) is 
also used as a credit risk reduction technique for re-
po-style operations, and securities lending agreements 
(EMA and GMSLA).

These agreements are specified in further detail in An-
nex I: Risk Management Policies and Objectives Sec-
tion 1: Credit Risk.

2.- Collateral

Collaterals are assets that remain subject to the 
guaranteed obligation.

At Cecabank collateral assets are basically cash in eu-
ros, and Spanish public debt securities. In the case of co-
llaterals that are financial assets, the potential volatility 
of the value of the securities is taken into account, in line 
with provisions in current solvency regulations. 

Exposure type (thousands of euros) Value of the original exposure

A) Exposures to which no credit risk reduction technique is applied 6,606,710

B) Exposures to which a credit risk reduction technique is applied 533,511

- Netting master agreements regarding operations with a repurchase commitment, securities or 
commodities lending operations or other operations tied to the capital market

189,323

- Collateral 144,815

- Hedging based on personal guarantees 199,373

A particularly important case of financial collateral is 
the collateral (usually cash) linked with OTC derivatives, 
repos, or sell/buy-backs, and securities lending subject 
to contractual compensation agreements and financial 
guarantees, mentioned in the previous section. 

3.- Personal guarantees and credit derivatives

These types of guarantees correspond to a third party's 
obligation to pay an amount in the event of a borrower's 
non-payment or when other specific events occur.
 
In terms of their capacity to mitigate credit risk, only 
those guarantees provided by third parties that meet 
the minimum requirements established by the current 
solvency regulations will be recognised.  

Occasionally protection is purchased through credit de-
rivatives, generally Credit Default Swaps (CDS), taken 
out with first-rate financial institutions. 

The following details indicate the distribution of credit 
risk exposure on 31st December 2016 and, where appli-
cable, the mitigation technique applied (the exposure 
data refers to the exposure prior to application of the 
risk mitigation applied):

At the close of 2016 there were no credit derivatives - 
either bought or sold - on the books. 
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4.11  Encumbered assets

Assets which as at 31 December 2016 are commi-
tted (contributed as collateral or guarantee against 

(thousands of euros) ENCUMBERED ASSETS UNENCUMBERED ASSETS
Book value of 

encumbered assets
Fair value of the 

encumbered assets
Book value of 

unencumbered assets
Fair value of the 

unencumbered assets

Assets 586,368 9,508,047

Loans on demand 16,585 2,071,853

Equity instruments 1,521 1,521 217,358 41,937

 Debt 92,985 92,447 3,789,323 3,808,284

Loans and advances other than 
loans on demand

475,277 1,787,173

Other assets 0 1,642,340

Encumbered assets mostly correspond to collaterals ple-
dged to guarantee derivatives operations, and debt ins-
truments that are handed over in operations involving the 
temporary assignment of assets.

Outlined below are the guarantees received which are 
used in collaterals taken for derivatives operations and in 
guarantees taken from the temporary acquisition of as-
sets and securities lending:

Exposure type (thousands of euros)
Fair value of collaterals received,  

or of own issued encumbered  
debt securities

Fair value of collaterals received,  
or of own issued debt securities  

available for encumbrance
Garantías reales recibidas por la entidad declarante 149,956 1,450,594

Equity instruments 0 717

Debt securities 77,197 1,184,247

Other collateral received 72,759 265,630

Own debt securities issued other than covered bonds or 
securitisation bonds for own assets

0 0

Guarantees received in the form of the temporary acqui-
sition of assets or securities lending committed through 
their use in temporary assignment of assets, as is done 
with values relating to debt instruments.

At 31 December 2016 the total financial liabilities as-
sociated with different assets/guarantees committed in 
financial operations is shown below:

Exposure type
Corresponding liabilities, contingent 

liabilities, or securities loaned

Assets, collaterals received, and own 
debt securities issued other than covered 

bonds and securitisation bonds for 
encumbered assets

Book value of selected financial liabilities 1,525,839 735,102

Other sources of encumbrance 1,197 1,222

TOTAL SOURCES OF ENCUMBRANCE 1,527,036 736,324

certain liabilities) and any unencumbered assets are 
detailed below:
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5. INFORMATION ON THE MARKET RISK OF THE 
TRADING PORTFOLIO OF FINANCIAL ASSETS 
HELD FOR TRADING

For the purposes of calculating the capital requirements 
associated with the trading portfolio, it should be indi-
cated that the Group classifies as such any positions in 
financial instruments and commodities which are main-
tained with the intention of trading ("intention of tra-
ding" being understood as maintaining positions for the 
purpose of selling them in the short term or benefiting in 
the short term from real or expected differences between 
the price of acquisition and the price of sale, or varia-
tions in other prices or interest rates), or which are used 
to hedge the elements of this portfolio.

As a result, the trading portfolio for the purposes of the 
Group's capital requirement calculation is distinguished 
from the trading portfolio defined for accounting purpo-
ses in accordance with the terms of Bank of Spain Cir-
cular 4/2004, of 22nd December 2004, which includes 
elements which form a part of internal hedges under-
taken by the Group, and which for accounting purposes 
are not considered to belong to the trading portfolio. 
An "internal hedge" is classified in accordance with the 
terms of Regulation (EU) No. 575/2013 as a position 
which significantly offsets the risk of a position or a set 
of positions not included in the trading portfolio.

The following table shows the amount of the capital 
requirements associated with the trading portfolio on 
31st December 2016:

Capital requirements in the trading portfolio  (thousands of euros)

Position risk requirements 69,499

Counterparty credit risk requirements 10,147

Total capital requirements 79,646

Details of capital requirements by position risk, ac-
cording to instrument, are as follows:

Position risk requirements (thousands of euros)

Requirements for position risk in equity instruments 9,901

General Risk 6,243

Specific Risk 3,658

Requirements for position risk in fixed-income instruments 59,598

General Risk 59,107

Specific Risk 491

Own funds requirements for securitisation instruments 0

Total capital requirements 69,499

As previously noted, the positions in fixed income inclu-
de a securitisation position, but this has no capital re-
quirements due to being fully guaranteed by the State.

It has also been mentioned previously that the bank 
employs an internal model to serve to contrast against 
levels of capital obtained from standard methodologies. 
All details of the methodologies of this model can be 
found in Annex I, point 2.
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aligned with the strategy and objectives of the Group as 
a whole, and/or representing a highly significant or rele-
vant part of the activity, risk management or results of 
the Group and/or where there is an intention to maintain 
an ongoing shareholding relationship ("strategic stakes"). 
It also holds stakes in other entities for other purposes, 
essentially comprising the maximisation of the profit ob-
tained, in line with risk management strategies and ob-
jectives ("portfolios held for sale purposes"). 

The book value of the stakes owned by the Group on 31st 
December 2016 not included in the trading portfolio was 
82,913 thousand euros.

The following table shows a breakdown of these exposures:

6. INFORMATION ON EQUITY INSTRUMENTS  
NOT INCLUDED IN THE TRADING PORTFOLIO  
OF FINANCIAL ASSETS HELD FOR TRADING

Explanatory Note 2 and Notes 9 and 12 on the 2016 con-
solidated report include a description of the portfolios into 
which equity instruments owned by the Group are classi-
fied, together with the accounting criteria for the registra-
tion and valuation applied to each of them. These notes also 
indicate the models and assumptions applied for determi-
nation of the value of instruments included in this portfolio. 
During the 2016 financial year, there was no change that 
significantly affected the practices and hypotheses emplo-
yed in the valuation of such instruments.

The Group holds equity instruments for various purposes. 
In this regard, it holds stakes in entities in which it has a 
greater or lesser involvement in their administration and 
decision-making processes, used to achieve objectives 

Amount of exposure (thousands of euros)

Equity instruments listed on organised markets 51,177 

Equity instruments not listed on organised markets 31,736

Total 82,913

Exposure type (thousands of euros)
Amount of 

exposure
Cost

Underlying 
capital losses

Underlying  
gains

Equity instruments listed on organised markets 51,177 53,476 7,197 4,898

Equity instruments not listed on organised markets 31,736 12,341 862 20,257

Valued at fair value 31,397 12,002 862 20,257

Valued by cost 339 339

Total 82,913 65,817 8,059 25,155

Gains, net of the tax impact, without impairment, on 
31st December 2016 and associated with the various 
stakes in capital instruments included in the trading 
portfolio and those which are consolidated amounted to 
11,968 thousand euros.

The following is a breakdown of exposures based on the 
issuer's sector:

Classification by issuer (thousands of euros)

Credit institutions 17,777

Other financial companies 23,772

Non-financial companies 41,364

Total 82,913

The cost of exposures and their underlying capital gains 
and losses are as follows:
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7. CAPITAL REQUIREMENTS FOR  
OPERATIONAL RISK

Calculation of the Pillar I Regulatory Capital for opera-
tional risk is performed by applying the Standardised 
Approach to the Consolidated Group’s significant reve-
nue. The procedure includes the following aspects:

 Determination of relevant revenue

 Assignment of relevant revenue to business lines

 Application of weighting to the business lines

 Calculation of capital consumption
 
The following table indicates the capital consumptions 
at the close of 2016 for each business line

As a complement to the capital required through ope-
rational risk, the bank developed a system to guaran-
tee its capacity to meet obligations associated with its 
activity as a depository, employing external data on 
losses of national and foreign banks performing custo-
dianship activities and asset management entities and 
a scenario analysis.

Based on this methodology, a provision was established 
to cover the probable losses quantified which, as at 31 
December, amounted to 54.4 million. Additionally, as 
mentioned in section 3.2.5, the bank applies a more 
stringent methodology than that required by regula-
tions, under the Pillar 2 framework.

Business Line Weighting Requirements (thousands of euros)

Trading and sales 18% 14,077

Commercial banking 15% 13,884

Retail banking 12% 56

Asset management 12% 115

Payment and settlement 18% 5,653

Agency services 15% 9,221

Retail brokerage 0% 0

Business funding 18% 172

Total 43,178
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8. INTEREST RATE RISK IN POSITIONS NOT 
INCLUDED IN THE TRADING PORTFOLIO  

Interest rate risk is the risk affecting or potentially affec-
ting results or capital as a result of adverse movements 
in interest rates in the investment portfolio.

The measurement and analysis of this risk is performed 
by taking into consideration the following aspects in ac-
cordance with the premises described below:

 It is conducted on a permanent basis.

 An analysis is performed of the effects on the Broker-
age Margin and Economic Value which could result 
from variations in interest rates in the various curren-
cies in which significant exposures are maintained.

 The analysis includes all positions that are sensitive 
to interest rate risk, including interest rate deriva-
tives, both implicit and explicit, and excluding posi-
tions that form a part of the trading portfolio.

Based on these analyses, measures are adopted as re-
quired in order to guarantee the optimal management 
of this risk.

Gap analysis indicates the exposure to interest rate risk 
on the basis of the maturity structure and/or repricings 
of positions. This analysis enables interest risk positions 
to be ascertained over different terms, and also aims to 
ascertain where potential impacts may affect the Finan-
cial Margin and Economic Value. The data at the close 
of 2016 are set out in the following table:

(thousands of euros) 0<=1M 1<=2M 2<=3M 3<=4M 4<=5M 5<=6M 6<=12M 1<=2Y 2<=5Y 5<=10Y 10<=20Y 20<=30Y

Assets 3,859,226 510,238 232,537 143,790 90,656 213,117 1,150,889 560,933 316,930 119,462 4,805 68,420

1. Cash and deposits with 
central banks

2,166,286 0 0 0 0        

2. Available-for-sale 
financial assets

169,034 452,488 232,340 111,188 88,248 212,416 1,146,436 560,933 316,930 119,462

2.1 Securities representing 
debt

169,034 452,488 232,340 111,188 88,248 212,416 1,146,436 346,398 316,930 119,462

2.2 Capital instruments        214,535     

3. Credit investments 68,957 57,751 197 32,602 2,407 700 4,453 4,805

3.1 Securities representing 
debt

23,299 1,924 0 31,698 2,049 4,805

3.2 Customer credit 45,402 55,827 197 904 359 700 4,453

3.3 Credit institution 
deposits

255

4. Equity Portfolio            

5. Hedging derivatives 1,454,950           

6. Stakes 68,420

Liabilities 4,752,930 203,472 28,270 8,314 2,024 543 793,327 220,115 250,432 20,948 838 143

1. Financial liabilities, 
amortised cost and fair 
value with changes in P&L  
in P+L

-115,512 3,472 2,270 314 2,024 543 2,327 115 355 448 838 143

1.1 Credit institution 
deposits

-115,512 3,472 2,270 314 2,024 543 2,327 115 355 448 838 143

1.2 Temporary assignment 
of assets

     

1.3 Debt represented by 
tradable securities 

            

2. Client deposits 4,868,441   60,627

3. Hedging derivatives  200,000 26,000 8,000 791,000 220,000 189,450 20,500   

 

GAP -893,704 306,766 204,266 135,476 88,632 212,573 357,562 340,818 66,498 98,514 3,967 68,277

Accumulated GAP -893,704 -586,937 -382,671 -247,195 -158,563 54,011 411,572 752,390 818,888 917,402 921,369 989,645
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As mentioned above, the most representative indicators 
employed internally for management identify the levels 
of structural interest rate risks based on sensitivities to  

interest rate movements. The values of these indicators 
are set out below:

Indicator Indicator description

Economic Value The relationship between the economic value and the highest quality eligible capital. 147.86%

Sensitivity to Economic Value with 
respect to Tier I and II

Percentage of eligible capital that would be represented by the loss in Economic Value 
that would be caused by a sudden variation of 200 b.p. on the interest rate curves. 4.64%

Sensitivity to Economic Value with 
respect to EVC

Percentage of economic value that would be represented by the loss that would 
be caused by a sudden variation of 200 b.p. on the interest rate curves. 3.13%

Intermediation Margin Sensitivity Sensitivity of the one-year projections for the financial margin to su-
dden variations of 200 b.p. on the interest rate curves. 15.09%

VaR – Banking Book Percentage of Tier 1 capital committed to the VaR of the Banking Book. 0.22%
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9. STRUCTURAL LIQUIDITY RISK

This is the risk affecting or potentially affecting results or 
capital as a result of the bank being incapable of mee-
ting its payment obligations upon maturity, without in-
curring unacceptable losses.

This risk reflects the probability of incurring losses or ha-
ving to give up new business or an increase in current 
business through an inability to fulfil commitments 
upon maturity in a normal manner, or being unable to 
fund additional needs at market costs. In order to miti-
gate this risk, the liquidity situation is regularly monito-
red together with potential actions to be performed, and 
measures are put in place in order to be able to re-es-
tablish the overall financial balance of the bank in the 
event of a potential liquidity shortfall.

The measurement and analysis of this risk is performed 
by taking into consideration the following aspects in ac-
cordance with the premises described below:

 It is conducted on a daily basis.

 Liquidity situations are analysed over different  
timeframes.

 Compliance with the regulatory ratios is ensured.

 They are accompanied by market indices and data 
affecting liquidity.

 The analyses include all those positions which gen-
erate or could generate cash movements.

The bank maintains a high degree of stability in terms of 
liquidity sources, adequate capacity for wholesale mar-
ket calls and the availability of sellable assets. All of this 
results in a comfortable liquidity situation.

Indicators Indicator description 2015

LCR (Liquidity Coverage Ratio) Ratio defined in Section 1 of Article 412 of Regulation (EU) 575/2013. 234%

Liquidity Ratio Vs Stable Financing Overall percentage of liquidity originating from stable financing. 104%

Short-term Ratio Ratio between collections and payments in a 1-month period. 250%

A key factor that demonstrates Cecabank’s comfortable 
liquidity status is the reserve of the set of highly liquid 
assets that it holds for the purpose of acting as a last 
resort in situations of maximum market stress.

At the end of 2016, the balance of this reserve of li-
quid assets to deal with potential liquidity needs was 
€6,879 million, predominantly comprised of the ba-
lance of assets eligible for financing operations with the 
ECB (97.64%).

The following table shows the balance of liquid assets eli-
gible for financing operations with the European Central 
Bank and arranged according to the levels that affect the 
adjustments (haircuts) applicable when being discounted. 
The values below already include these adjustments:

Asset type 2015

Cash and BC (Central Bank) 1,979,405

Level I 3,573,473

Level II 582,708

Level III 423,683

Level IV 117,066

Level V 40,892

Not Eligible 162,029

TOTAL 6,879,256

Cecabank regularly conducts stress tests on the liqui-
dity ratios, as indicated in section 7 of Annex I. Among 
other factors, these stress scenarios take into account a 
prolonged closure of the capital and interbank market, 
the activation of contingent lines and deposit flight. The 
result of these exercises is that the bank has a sufficient 
buffer of liquid assets in place to withstand a situation of 
prolonged stress.

NSFR (Net Stable Funding Ratio)

In terms of the net stable funding ratio, its final defini-
tion was approved by the Basel Committee in October 
2014, with its transposition into national regulations 
still pending.

Cecabank benefits from a high level of stable customer 
deposits, whilst its investments are in short-term assets 
that are very liquid in nature and have a high credit ra-
ting. All of this enables a balanced liquidity structure 
to be maintained, which is reflected in the levels of the 
NSFR comfortably above 100% at the close of 2016, 
even though this requirement does not come into force 
until 2018.
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10. LEVERAGE

This ratio was established in Basel III as a not sensitive 
to risk measure, aiming to limit the possibility of exces-
sively increasing companies' balance sheets in relation 
to their available capital.

Cecabank also monitors the solidity and strength of the 
financial institution, relating the size of balance sheet to 
the level of capital, measuring solvency in terms of debt 
and without considering the quality of risks in the portfolio.

The calculation of the leverage ratio is defined as the ra-
tio between the Tier 1 eligible own funds and a non-wei-
ghted measurement of exposure calculated in accordan-
ce with the definition established in the EU Delegated 
Regulation 62/2015.

The following chart shows the components taken into ac-
count for the leverage ratio calculated as at 31 December 
2016; both the phase-in approach currently in force and 
the fully loaded approach which will be implemented as 
soon as the transition timetables are finalised:

8 Contrary to the previous year, own funds at the close of 2016 did not consider the year's results that the Board of Directors agreed to retain as a reserve, of a value of 
€57.3 million. If it had, the leverage ratio would have been placed 11.97% and at 12.34% without the transitional application of the standards (fully loaded).

Annex VII shows in further detail the balancing of total 
exposure corresponding to the leverage ratio with rele-
vant information from financial statements.

Controlling the risk of leverage is incorporated within the 
standard monitoring of risk parameters. There is a limit 
that is monitored based on the information received by 
the Risk Committee and the Assets and Liabilities Com-
mittee in order to guarantee that the ratio comfortably 
exceeds the level that is taken as the reference value 
(3%) and is currently pending its definitive incorporation 
into the solvency regulations.

Monitoring is performed alongside the supervision of 
solvency levels and it includes an evaluation of both the 
bank’s exposure and available own funds. 

(thousands of euros) Phase-in Fully Loaded 

Tier I 835,348  866,909  

Total Exposure 7,455,384  7,486,944  

Derivatives 163,673 163,673

Securities lending and financing 203,307 203,307

Memorandum accounts 95,648 95,648

Other assets 7,094,345 7,094,345

Adjustments -101,589 -70,029

Leverage ratio 8 11.20% 11.58%
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11. INFORMATION ON REMUNERATION

With regard to reporting remunerations to the market, 
and in line with Bank of Spain Circular 2/2016 of 2 Fe-
bruary, which clarifies the Spanish legal ruling to EU 
Directive 2013/36 and EU Regulation no. 575/2013, 
Cecabank outlines here its remunerations policies and 

11.1  Remuneration of Cecabank personnel

11.1.1  Remuneration Committee

The Board of Directors of Cecabank has a Remuneration 
Committee, in accordance with the provisions of the regu-
lation, supervision and solvency of credit institutions Act 
10/2014, of 26th June, and its enacting regulation, as 
well as Act 31/2014 of 3rd December, which modifies the 
Corporation Act in order to improve corporate governance.

The Remuneration Committee has regulations specif-
ying the following: 

1.- In accordance with the provisions of Royal Decree 
84/2015, of 13th February, which enacts Act 
10/2014, of 26th June, on the regulation, supervi-
sion and solvency of credit institutions, the Remu-
neration Committee has the following functions:

 a) Preparing decisions in relation to remuneration, 
including decisions that have repercussions for the 
bank’s risk and risk management, that must be ad-
opted by the Board of Directors.

 b) Reporting information on the General Remuneration 
Policy of the members of the Board of Directors, gener-
al directors or similar positions, as well as the individual 
remuneration and other contractual conditions of the 
members of the Board of Directors who perform execu-
tive duties, and ensuring compliance therewith.

 c) Reporting information on the Remuneration Poli-
cy of senior executives, employees that assume risk, 
employees performing control functions and any 
employee that receives an overall remuneration 
that falls within the same scale of remuneration as 
applies to senior executives and employees that as-
sume risk, whose professional activities significantly 
coincide with their risk profile.

 d) Directly supervising the remuneration of senior 
executives responsible for risk management and in 
charge of the bank’s compliance functions.

 e) Reporting information on the incentive plans for 
directors of employees linked to the bank’s profit 
and/or other variable indices/components.

2.- The Remuneration Committee may also report on 
any issues assigned to it in relation to the remuner-
ation and compensation system, amounts and rais-
es, of the Board of Directors, Executive Directors and 
executive personnel.

3.- When preparing the decisions, the Remuneration 
Committee takes into consideration the long- term 
interests of the bank’s shareholders, investors and 
other stakeholders, as well as the public interest.

4.- The Committee reports its activity and the work con-
ducted to the Board of Directors in an appropriate 
and timely manner.

5.- The Committee drafts an annual report on its activi-
ties over the course of the financial year.

The composition of the Remuneration Committee can 
be consulted in Annex III of this document.

In 2016 the Remuneration Committee held two meetings.

The allowance established by the Board of Directors for 
the members of the Committee, for their attendance at 
each of the meetings, is €1,379.31 in the case of commit-
tee members and €2,758.62 in the case of the Chairman.

In its session of 24th May 2016, at the proposal of 
the Remuneration Committee, the Board of Directors 
approved the remuneration policy applicable from 1st 
January 2016. 

practices, relating to managers, senior management, 
employees engaging in risk, employees carrying out 
duties relating to control systems, and any other wor-
ker whose overall remuneration may be similar to that 
already mentioned. 
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Situation as at 31/12/2016 Number of people

Group 1 8

Group 2 34

Group 3 1

Group 4 3

11.1.3  Risk-adjusted group identified

A distinction is made between four groups (hereinaf-
ter, in aggregate terms, the Identified Group) that 
coincide to a significant degree with the risk profile 
and which would be affected by the new requirements 
in terms of remunerations:

 Group 1: Senior executives, including the General Di-
rector and Chief Executive Officer.

 Group 2: Employees belonging to the Financial 
Trading Division.

 Group 3: Head of the Capital Market and Corporate 
Finance Division.

 Group 4: Supervisors of the control functions not in-
cluded in the above groups.

11.1.2  General principles of the 
remuneration policy

The remunerations policies must be understood as an 
instrument of internal governance and risk manage-
ment at the bank, and as a result, the main objective 
in this regard is to align the objectives of the employees 
themselves with the long-term interests of the bank. To 
this end, the valuation of the components of performan-
ce-based remuneration focuses on long-term results, 
and takes into consideration all outstanding risks asso-
ciated with these results.

In this regard, the principles governing this remunera-
tion policy are as follows:

 Multiplicity of elements

 Prudent and effective risk management

 Alignment with long-term interests

 Suitable ratio between the fixed and variable components

 Internal equality and external competitiveness

 Supervision and effectiveness

 Flexibility and transparency

 Simplicity and individualisation
 
As well as conducting an annual internal evaluation 
centrally and independently from the application of the 
remuneration policy of the identified group, Cecabank 
commissioned an evaluation of said remuneration po-
licy by KPMG Abogados S.L., as an external consultant.
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11.1.4  Relationship with the  
bank’s profit

The objective of Cecabank’s annual variable remunera-
tion system is to establish a relationship between the 
profit obtained and the amount of remuneration, which 
must furthermore compensate the level of achievement, 
performance, effort and responsibility, and be aligned 
with the long-term interests of the bank, without invol-
ving any excessive risk-taking.

The potential variable remuneration is established ta-
king into account the achievement of objectives and the 
performance evaluation, based on certain reference sca-
les that are set out for each functional level, taking into 
account the competitiveness of the market, and which 
are specific in the case of employees that form part of 
the Steering Committee.

The variable remuneration charge is also determined by 
whether the budget is attained, and is adjusted based 
on the relationship between the profit for the year in 
question, and the one immediately prior to that.

Moreover, in the event that any employee, within a fi-
nancial year, has received a contribution by way of a 
complementary pension and, in addition, this is for an 
amount in excess of twice the reference variable remu-
neration that corresponds to their functional level, the 
employee loses their entitlement to the bonus accrued 
during the financial year in question.

With regard to the control units, the method for establi-
shing the remuneration of the key figures does not com-
promise their objectivity and independence, nor crea-
te conflicts of interest in their function of advising the 
Board of Directors and the Remunerations Committee. 
The level of remuneration of the employees of the con-
trol and management units allows the bank to recruit 
qualified personnel with the appropriate experience for 
these functions.

Financial Division 
The variable remuneration model for the Financial Di-
vision of Cecabank comprises the distribution of a per-
centage of the profit obtained by the Division, after ex-
penses. In addition, corrective elements are applied that 
enable the final amounts paid to be adjusted (upwards 
or downwards). These reductions are made according 
to: (i) the degree of difficulty of the different desks in the 
process of obtaining profit, and (ii) an evaluation of any 
exceptional situations which may have occurred during 
the process, as set out in the Performance Assessment 
performed by the bank, at both the quantitative and 
qualitative levels. 

Therefore, variable remuneration for the Financial Divi-
sion is determined by whether profits are obtained, and 
whether they exceed the allocated budget. Distribution 
by departments, panels, and individuals is carried out 
based on the contribution each has made to the profits.

11.1.5  Characteristics of the 
remuneration system of the  
identified group

Risk tolerance as defined by the Board determines that 
remuneration policies have to reinforce the control envi-
ronment and incorporate incentives to keep the risk pro-
file within the defined tolerance levels, and, in this way, 
they help align the bank's objectives with the assumed 
risk levels, to avoid the improper assumption of risk and 
incentivise their rigorous management.

These are the strategies employed to comply with the 
aforementioned objectives:

 Risk adjustments prior to accrual

Groups identified as 1, 3 and 4
The accrual of variable remuneration for this group 
is determined by compliance with the tolerance le-
vels defined by the main indicators determining the 
risk profile of the bank; specifically, maintaining the 
market risk limits and solvency targets defined by the 
Board of Directors. Profitability thresholds are also 
fixed for the capital involved in activities undertaken.

Group 2
Remuneration for this group is determined by com-
pliance with risk levels allocated to activities ca-
rried out by the Financial Division. Thus, the total 
amount of variable remuneration is determined by 
the division remaining within market risk limits, and 
the profit obtained by unit of risk, the profitability of 
capital used for activities undertaken, and maintai-
ning the desired liquidity profile. 

 Risk adjustments after accrual  

Regardless of the identified group, the approach to be 
employed as the technique for application of ex-post risk 
adjustment will be the malus and clawback methods. 

“Malus”. This is understood as any technique preven-
ting the total or partial maturity of deferred remunera-
tion. In specific terms, this maturity is prevented in the 
following cases:

(i) Evidence of disloyal behaviour or serious error (for 
example, breach of internal regulations, such as the 
Securities Market Internal Conduct Regulation or 
the Manual on the Prevention of Money Laundering 
and Financing of Terrorism);

(ii) Evidence of the implementation of personal hedging 
or insurance strategies intended to reduce risk ad-
justment effects in variable remuneration;
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(iii) A significant decline in the financial performance of 
the bank or the corresponding business unit;

(iv) A significant failure in risk management by the bank 
or the corresponding business unit; and

(v) Situations that jeopardise the fulfilment of the bank's 
solvency objectives.

“Clawback”.The variable remuneration already paid to 
the members of the identified group, whether deferred 
or otherwise, shall be partially or totally recovered by 
Cecabank in the event that, within the two years im-
mediately following payment, it is demonstrated that 
the payment and, as such, the non-application of the 
adjustment mechanisms, has been partially or totally 
made based on information that has been proven to be 
false or seriously inaccurate, a posteriori, or that risks 
arise that were assumed during the period in question, 
or other circumstances that are unforeseen and un-
accepted by the bank that have a significant negative 
impact on the income statement of any of the financial 
years in which the variable remuneration was applied.

In particular, the circumstances under which a member 
of the identified group in Cecabank must repay to the 
bank part or all of the variable remuneration received 
are as follows:

1. In the event that Cecabank reformulates its annual 
accounts on the condition that, in accordance with 
this reformulation, it results that a lower variable 
remuneration is due to be paid than the amount ac-
tually paid, or that no variable remuneration would 
be due in accordance with the system of variable in-
centives implemented by the bank.

2. In the event that the payment of the variable re-
muneration was based on objectives which were 
achieved as a direct or indirect consequence of:

(i)  A fraudulent activity by the individual;

(ii)  The occurrence of circumstances that lead to the 
lawful disciplinary dismissal of the employee in 
accordance with the applicable employment 
legislation or, in the case of a board member, 
the occurrence of circumstances that lead to 
the termination of their role as director due to 
breach of their duties, an act or omission that 
causes damages to the bank, or the combined 
occurrence of the circumstances required to en-
title the bank to bring a derivative suit against 
the individual in question;

(iii) In the event that, by their action or omission, 
the individual has caused damages to Cecabank 
through fault or negligence.

(iv) In the event that the individual has been pe-
nalized for a serious and intentional breach of 
any of Cecabank’s internal regulations that 
may be applicable. 

(v) In the event that the individual has been penal-
ized for a breach of the rules on order and dis-
cipline contained in Title IV of Act 10/2014, of 
26th June, on the regulation, supervision and 
solvency of credit institutions, classified as seri-
ous or extremely serious. The sanction imposed 
must be confirmed and accredited by a senior 
competent body.

 Remuneration system deferral clauses

Groups identified as 1, 3 and 4
On the basis that the applicable Regulation requires 
credit institutions to comply with the established re-
quirements "in a manner proportional to their size, 
nature, scope and the complexity of their activities", 
this deferral requirement does not apply in cases in 
which the total gross annual variable remuneration 
to be received within a year is more than €50,000, 
or, despite being below this limit, it accounts for 
more than 50% of the gross annual fixed remune-
ration of the person in question.

In the case of the General Director and the Chief 
Executive Officer, a deferral of 60% of the amount 
payable is applied, in equal parts, over the 5 years 
following accrual. In all other cases that involve a 
deferral, a rate of 40% is applied, being paid in equal 
parts, over the following three financial years.

Group 2
There is a deferral of the variable remuneration ac-
crued in accordance with the following: 40% will be 
paid in cash upon conclusion and evaluation of the re-
sult for the financial year, with the remaining 60% to 
be paid in equal parts over the next 4 financial years 
after deferral.

In addition, in the case of this group, a long-term over-
sight mechanism is established (cumulative over 8 
years) regarding the relationship between net profit 
obtained and the amount of variable remuneration 
paid out (corresponding to that paid out in the cu-
rrent year, plus the part corresponding to the deferral 
of previous years). Thus, the allocation of the variable 
remuneration deferred in previous years will only be 
carried out if it does not exceed the limit mentioned. 
The activation of this limit involves removing the right 
to receive any excess that would have been produced.
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11.1.6  Ratio between fixed and 
variable remuneration

In general terms, for Cecabank personnel, the amount of 
variable remuneration per employee must not exceed, 
as a rule, 20% of total remuneration, with the final va-
riable being adjusted in all cases to individual achieve-
ment of objectives and performance.

These reference limits for the members of this group are:

Group 1
In the case of the General Director and the Chief Execu-
tive Officer, the amount of variable remuneration must 
not exceed, as a rule, 100% of total remuneration, 
with the final variable being adjusted in all cases to 
individual achievement of objectives and performance. 

With respect to all other members of this group, the 
amount of variable remuneration must not exceed, 
as a rule, 40% of total remuneration, with the final 
variable being adjusted in all cases to individual 
achievement of objectives and performance. 

Group 2
This group has a limit on variable remuneration set 
at a maximum of 100% of fixed remuneration, unless 
authorised by the General Shareholders' Meeting, in 
which case the level may be increased to 200%. The 
General Shareholders' Meeting of 22nd March 2016 
approved a level of variable remuneration of up to 
200% of fixed remuneration for certain positions. 

Groups 3 and 4
The amount of variable remuneration must not ex-
ceed, as a rule, 30% of total remuneration, with the 
final variable being adjusted in all cases to individual 
achievement of objectives and performance.

11.1.7  Profit-related criteria on which 
the right to shares, options or variable 
components of remuneration are based

In the 2016 financial year, in terms of the application 
of the principle of proportionality, Cecabank offset this 
requirement for all of the identified group.

Once the new European Banking Authority Directives 
come into force in 2017, the Remunerations Policy will 
be revised with the aim of allowing for remuneration 
mechanisms through non pecuniary instruments.

11.1.8  Main parameters and purpose 
of the variable remuneration plans

Cecabank believes that its professionals are a key factor in 
achieving the bank’s objectives and it is aware of the im-
pact of remuneration on motivation and talent retention.

Each year, Cecabank evaluates individual and group 
performance in order to establish overall performance 
management. 

For these purposes, the bank has implemented a perfor-
mance management system that, based on the com-
petences identified for Cecabank and the functions per-
formed in the job position by the employee, facilitates 
the evaluation and observation of behaviour or conduct 
with respect to which there may be an opportunity for 
each professional to grow and improve.

The evaluation measures a series of competences with 
a specific requirements level set for each functional le-
vel, with the aim of identifying strengths and areas for 
improvement. Moreover, an analysis of the Functional 
Job Execution is conducted in order to ascertain how 
the professional under evaluation performs the duties 
corresponding to their position.
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Once the final rating is obtained from the performance ma-
nagement system, the following actions may be taken: 

 Remunerative: an input that facilitates each individu-
al’s position within their remuneration scale. It is also 
an element involved in the determination of the per-
centage of variable remuneration to be received, as a 
complement to the level of achievement with respect 
to objectives. 

 Competence-based: by comparing the evaluation 
conducted and the competence profile of the func-
tional level, the profile’s strengths and points for im-
provement are obtained.  

 Developmental: drafting an improvement plan 
that, having obtained the result of the evaluation, 
sets out the future plans of the professional under 
evaluation, with the aim of the areas identified as 
requiring improvement. 

In this regard, when evaluating the individual performan-
ce of employees, Cecabank takes into consideration both 
financial and non-financial criteria (indicated above). The 

(thousands of euros)
Investment  

banking
Commercial 

banking
Asset  

management
Other Total

Number of employees in 
the identified group

40 ---- ---- 10 50

Total remuneration for 
the identified group

10,972,457 ---- ---- 2,157,896 13,130,353

appropriate combination of the two depends on the tasks 
and responsibilities of the employee. 

Financial criteria must cover a sufficiently long time period in 
order to reflect the risk of the employee's actions, and incor-
porate risk adjustment and economic efficiency measures. 
Negative performance from the non-financial perspecti-
ve, in particular unethical behaviour and those in viola-
tion of regulatory compliance, cancels out any positive 
financial performance. 

Conversion of the measurement of performance into a 
variable remuneration component for each employee in-
cludes an adjustment for present and future risks, inclu-
ding quantitative and qualitative measures. The final risk 
adjustment depends on the specific group to which the 
employee belongs, as outlined above.

11.1.9  Aggregate quantitative 
information on remuneration by  
area of activity of the identified group 
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11.1.10  Aggregate quantitative 
information on remuneration of the 
identified group and members of the 
Board of Directors

The above table does not include the amount of 
€22,068.96 corresponding to the allowances of a mem-
ber of the Board of Directors, as this was paid directly to 
the entity that they represented.

(euros) Executive  
directors

Non-executive  
directors

Senior  
managers

Other 
employees

No. of beneficiaries 1 10 9 40
Remuneration Main Company 530,564 275,862 3,090,170 9,496,419

Allowances 15,172 275,862 ---- ----
Fixed 244,543 ---- 1,520,379 3,136,985
Variable 60,000 ---- 1,464,964 6,202,950

Percuniary 60,000 ---- 1,464,964 6,202,950
Shares ---- ---- ---- ----
Instruments related to shares ---- ---- ---- ----

Other Benefits (in kind,Health Insurance) 38,804 ---- 47,629 89,175
Supplementary social provision 172,045 ---- 57,198 67,309

(euros)
Executive  
directors

Non-executive  
directors

Senior  
managers

Other  
employees

Remuneration at other entities ---- ---- 13,200 ----

Allowances (euros) ---- ---- 13,200 ----

No. of beneficiaries ---- ---- 1 ----

Type of remuneration 
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Cumulative deferred remuneration, pending payment at close of the financial year

Payments for new recruitment included in the 
identified groups

In 2016 new staff were added to the identified group, 
whose total remuneration cost to the bank were €32,659.

Staff indemnities included in the identified group

In the identified group there is an agreement in place 
for cases of early termination of contract, which could 
reach €2,892 thousand, although during 2016 no com-
pensation payments were made to staff included in the 
identified group.

Number of individuals that receive remuneration of 1 
million euros or more during the financial year

Nobody receives remuneration of €1 million or more for 
the financial year.

Deferred remuneration from previous financial years paid out during the financial year

(thousands of euros)
Executive  
directors

Non-executive 
directors

Senior  
managers

Other  
employees

Deferred remuneration pending payment ---- ---- 1,737,659 9,247,565

Vested part ---- ---- ---- ----

In cash ---- ---- ---- ----

Other than cash ---- ---- ---- ----

Non-vested part ---- ---- 1,737,659 9,247,565

In cash ---- ---- 1,737,659 9,247,565

Other than cash ---- ---- ---- ----

(thousands of euros)
Executive  
directors

Non-executive  
directors

Senior  
managers

Other  
employees

Deferred remuneration paid out during the year ---- ---- 694,063 4,335,956

Paid ---- ---- 694,063 4,335,956

Reduction through adjustments 
from performance results

---- ---- ---- ----
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ANNEX I: RISK MANAGEMENT POLICIES AND 
OBJECTIVES

Below, in accordance with the information advan-
ced in Title 2 of this document, this Annex includes 
detailed information on the management objectives 

and policies connected with each of the risks having 
a significant impact:

1. Credit Risk

Objectives, general policies 
with regard to assumption and 
management of risks

In 2016 the Board of Directors combined its general po-
licies on risk assumption and management into one do-
cument, involving the development of the bank's current 
Risk Tolerance Framework.

This document is the foundation the management of in-
ternal risk is based on, and determines the governance 
and monitoring structure. It also determines the internal 
limit structure, and processes for risk admission, assess-
ment, mitigation, and coverage, as well as pricing.

The policy highlights that the portfolio is made up of, pri-
marily, exposures with a low level of risk and shows that 
other risks with a worse credit rating are rare, exceptio-
nal, and few in number.

Credit Risk Processes and 
Management

This is one of the basic risks to which the Group is expo-
sed through its various business units.

Credit Risk is defined as the risk which affects or could 
affect results or capital as a result of a breach by a bo-
rrower of the commitments set out in any contract, or 
the possibility that it might not act as agreed. This ca-
tegory includes: 

1. Principal risk. Resulting from a failure to repay 
the principal.

2. Substitution or counterparty risk. This refers to the 
capacity and intention of the counterparty to com-
ply with its contractual responsibilities at the time 
of maturity. Credit risk exists throughout the lifes-
pan of the operation, but may vary from one day 
to another because of settlement mechanisms and 
changes in the market valuation of operations.

3. Issuer risk. This risk arises when trading financial 
assets of an issuer on primary and/or secondary 
markets, and is defined as the risk that a loss in 
their value could occur as a result of a change in 
the market perception of the economic and financial 
strength of the issuer.

4. Settlement or handover risk. This is the risk that 
one of the parties might settle the transaction and 
that the agreed consideration is not received.

5. Country risk. This is the credit risk which applies to 
the debts of borrowers in another country because 
of circumstances beyond the standard commercial 
risk. It may take the form of a transfer risk or sover-
eign risk, and other risks derived from international 
financial activity.

6. Concentration risk. This measures the degree of 
concentration of credit risk portfolios under different 
relevant dimensions: geographical areas and coun-
tries, economic sectors, products and client groups.

7. Residual risk. This incorporates risks derived from 
strategies for dynamic hedging, credit risk mitiga-
tion techniques, securitisations, etc.

In order to manage credit risk properly, a number of pro-
cedures are established, the key elements of which are 
described below.
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Credit Risk Analysis

The process of evaluating the credit rating of counter-
parties and the assignment of limits are closely connec-
ted. As a result, an internal rating is granted to the va-
rious counterparties with which operations are desired. 
This internal rating contributes to the establishment of 
the maximum amount of risk allowed with each entity. 
It also constitutes the baseline for the admission and 
monitoring of the risk.

The rating is the result of the analysis of various quan-
titative and qualitative factors, which are assessed in-
dependently and are given a specific weighting for the 
calculation of the final rating. The result is an indepen-
dent analyst valuation, which combines the perception 
of the credit rating of those counterparties with which 
operations are intended.

Credit Risk Control and Monitoring

The monitoring of credit risk is performed by means of 
active portfolio management. The fundamental aim is to 
detect sufficiently in advance any counterparties which 
may register some impairment in their credit quality 
or weakening of guarantees. As an integral part of the 
monitoring process, a list is kept of all counterparties re-
quiring special monitoring. They are identified and kept 
on so-called FEVE (signings under special monitoring) or 
FRO (signings with operating restrictions) lists. 

As in the analysis process, ratings are an additional 
strand in the risk monitoring process, in addition to the 
country and business type, among other variables.

In addition, and as a part of the monitoring of credit ris-
ks incurred by market operations, in collaboration with 
Legal Consultancy active management is performed, 
and monitoring of the adequacy of the contractual do-
cumentation on which the operations are based. 

The control process comprises all activities connected 
with the permanent verification of compliance with all 
credit risk, counterparty and settlement limits establi-
shed, the management and reporting of surpluses, and 
the maintenance and updating of the parameterisation 
of products, clients, countries, economic groups, ratings, 
contractual compensation contracts and financial gua-
rantees in the control tools.

Risk limit structure

The general credit risk limit structure (lying within the Risk 
Tolerance Framework and the General Framework of Cre-
dit Risk Management) is divided into two major groups. 

On the one hand, there are the limits granted individua-
lly to a counterparty. On the other, there is a series of 
limits associated with certain activities: country risk li-
mits and operational limits for private fixed income and 
for variable income activities, among others.

Credit risk measurement methodology

The methodology applied for the calculation of credit 
risk exposure is the standard set out in the Solvency Re-
gulation. In addition, in the case of products subject to 
counterparty risk, the bank applies the position valua-
tion method to the market prices of the various opera-
tions, with the addition of certain add-ons or coefficients 
which, when applied to the notional value, incorporate 
the measurement of the potential risk of each operation 
until maturity. Management tools provide information 
on the consumption of limits in real time for each coun-
terparty and economic group, allowing for the applica-
tion of ongoing monitoring of any modification and/or 
excess in the limits.

The existence of guarantees and collateral is taken into 
consideration with regard to reduced credit risk consump-
tion in operations covered thereby, and also in accordance 
with the criteria established in the applicable regulations.

Counterparty risk

It is the risk that the counterparty could default upon 
payment before the final cash flow settlement of any of 
this operation. It includes, the following types of opera-
tions, among others: derivative instruments, operations 
with a buy-back commitment, security loan operations.

Derivative instruments can also present, depending on 
the nature of the specific transactions, adverse correla-
tion effects between exposure to risk with a specific coun-
terparty and credit quality, in such a way that when it 
decreases, exposure to the counterparty increases. 

Managing wrong-way risk forms part of the admission 
and monitoring of risks process. Given Cecabank's ac-
tivities, these cases are exceptional, which means they 
can be treated on an individual basis; usually through a 
reduction of the exposure to the operation in question.

With respect to correlation between the guarantee and 
the guarantor, because cash is mainly received as colla-
teral in the world of derivatives, there is almost no risk of 
adverse effects due to the existence of correlation. Any 
potential adverse effects due to correlations in non-cash 
collateral are not significant.
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Concentration risk

Concentration risk, within the scope of credit risk, repre-
sents an essential element for management. Continuous 
monitoring is performed of the degree of concentration 
of credit risk in accordance with various relevant classifi-
cations: countries, ratings, sectors, economic groups, etc.

For the management of concentration risk, prudent cri-
teria are applied so as to be able to manage the limits 
available with sufficient leeway with regard to the legal 
concentration limits established. 

As for the level of sector concentration, this is the conse-
quence of the Group's specialisation in the execution of 
all manner of activities, operations and services inherent 
in the banking business in general, or directly or indirect-
ly associated with this. As a result, financial sector risks 
account for around 84% of overall exposure, although in 
the evaluation of this degree of sector concentration it 
must be borne in mind that the exposure is maintained 
within a highly regulated and supervised sector.

Contractual compensation and 
financial guarantee or "collateral" 
contracts.

The general policy regarding trading of financial derivati-
ves and repo-style operations, and securities lending is to 
sign netting agreements prepared by national or interna-
tional associations. In the event of a breach by the coun-
terparty, these contracts allow for the foreclosure of the 
operations covered by them and offsetting, which means 
that the parties will be able only to demand the net ba-
lance of the product of the settlement of such operations.

For financial derivatives, ISDA Master Agreements are 
formalised, subject to English law or that of the State of 
New York, or otherwise the CMOF Master Agreement, 
subject to Spanish law, depending on the counterparty. 
Meanwhile, for hedging derivative financial instruments 
beyond a certain risk level, financial guarantee agree-
ments are formalised, namely the Credit Support Annex 
for the ISDA Master Agreements and Annex III for CMOF.

In the case of repo-style operations, the Global Master 
Repurchase Agreements (GMRA) are signed, while for se-
curities lending, the European Master Agreement (EMA) 
or the Global Master Securities Lending Agreements 
(GMSLA) are formalised. In this type of contractual net-
ting agreement, the clauses incorporate the regulation of 
the financial guarantees or "margins" for the operations.

At present, most collateral (to be handed over or recei-
ved) in derivatives takes the form of cash, although mar-
ket practices are demonstrating that non-cash collate-
ral usage is increasing, a trend which Cecabank is taking 
into consideration in its active collateral management.

Credit risk exposure in accordance 
with the credit ratings

On 31st December 2016, some 75.4% of exposure (wi-
thout taking into consideration public sector, nor central 
counterparty (CCP) with direct or indirect access) has 
been given a rating granted by one of the credit rating 
agencies recognised by the Bank of Spain. 

The distribution by rating level of the rated exposure is 
as follows:

Level Rating Percentage

1 AAA-AA 5.5%

2 A 33.7%

3 BBB 36.1%

4 BB 20.5%

5 B 4.2%

6 CCC and lower 0.0%

Total 100%
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2. Risks associated with the trading portfolio

Market risk management objectives, 
policies and processes

Market risk is defined as the risk affecting results or capi-
tal and resulting from adverse movements in the prices 
of bonds, securities, commodities and exchange rates in 
operations registered in the trading portfolio. This risk 
arises from market-making activities, trading, and adop-
tion of positions in bonds, securities, currencies, com-
modities and derivatives (based on bonds, securities, 
currencies and commodities). It includes foreign curren-
cy risk, defined as the current or potential risk affecting 
results or capital and resulting from adverse movements 
in exchange rates in the investment portfolio.

The exposure of the bank to this type of risk is derived 
from various financial factors affecting market prices. 
These factors essentially include, without being limited 
to, the following:

 Levels of interest rates in each country and product type

 Spread levels above the risk-free curve with which 
each instrument is quoted (including the credit and 
liquidity spreads)

 Market liquidity levels

 Pricing levels

 Exchange rates

 Levels of volatility in the above factors

The concept of Value at Risk (VaR) provides an integra-
ted measurement of market risk, covering the funda-
mental aspects of the risk: interest rate risk, exchange 
rate risk, variable income risk, credit spread risk and the 
risk of volatility in the preceding factors.

Interest rate risk

Interest rate risk is the exposure to market fluctuations 
as a result of changes in the general level of interest ra-
tes. Exposure to interest rates can be separated into the 
two following elements:

 Directional (sloping) risk, and Base risk

 Directional risk is the sensitivity of revenue to parallel 
movements in the interest rate curve, while the inter-
est rate curve risk is the sensitivity of gains to a change 
in the structure of the rate curve, either through a 
change in the slope or in the form of the curve. 

 Basis risk is the potential risk caused by unexpect-
ed changes in the margins between the different in-
terest rate curves with regard to those maintaining 
portfolio positions. Market liquidity conditions, and 
also the perception of the specific risk, are typical-
ly the triggers for this type of movement (although 
other factors may also exert an influence).

 All interest rate risks described are tracked by means 
of the VaR, in which all relevant factors are included for 
their measurement, including all of the different curve 
time frames and all the relevant curves (including spe-
cific sector curves for each level of credit rating).

 Spread and illiquidity risk

 The spread risk is derived from holding positions in pri-
vate fixed income and credit derivatives, and is defined 
as the exposure to the specific risk of each issuer.

 Certain circumstances in the market and/or the is-
sue itself could increase these spreads because of 
the liquidity premium.

Currencies

Given its activities in FX and international capital mar-
kets, the Group is exposed to the two following currency 
risk elements. 

 Exchange Rate Risk

 Exchange rate risk is derived from the net positions 
of a currency against the Euro or of one currency 
against another. As a result, exchange rate risk is 
the potential movement of cash exchange rates 
affecting the value of the positions.

 Interest Rate Margin Risk

 The risk regarding the net interest rate margin is de-
rived from the difference between the interest rates 
of two different currencies, and its effect on term po-
sitions in foreign currencies.

 Both risks are measured by the VaR, incorporating 
the foreign currency rate curves and exchange rates 
as risk factors.

Page 62 Cecabank Pillar 3 Disclosures 2016

ANNEXES
I. Risk Management Policies and Objectives | Credit Risk | Risks associated with the trading portfolio | Operational risk |  
Regulatory compliance risk | Risk in equity instruments not included in the trading portfolio | Interest rate risk in the Banking Book 
| Liquidity Risk | Other Risks |  II. Definitions of Default and “Impaired Positions” and Criteria Applied to establish the amount of 
Impairment Losses |  III. Composition of Cecabank's Committees |  IV. Total amount of the risk exposure |  V. Information on own 
funds (phase-in and fully loaded) |  VI. Conciliation of the own fund items with the audited financial statements |   
VII. Conciliation of the measurement of the total exposure corresponding to the leverage ratio and financial statements



Equity

This represents the risk of incurring losses as a result of 
the variation in share prices.

Volatility risk

Operations on options based on different underlying as-
sets are typically performed in portfolio management.

The most immediate way of measuring the risk of the-
se options is through their Delta, a parameter which 
approximates the risk of an option as an equivalent po-
sition in another simpler (linear) instrument.

However, the non-linear nature of the value of options 
makes it advisable, particularly in complex options, 
to perform the additional monitoring of other para-
meters which affect the value of the option, which are 
also described below:

 Delta Risk

 The Delta parameter measures the variation in the 
value of the option which occurs when the price of the 
underlying asset varies by one point. The Delta risk 
thus refers to the exposure to unexpected changes in 
the value of the options portfolio as a result of move-
ments in the prices of the underlying instruments.

 Gamma Risk

 The Gamma of an option measures the sensitivity of 
its Delta to a variation of one point in the price of the 
underlying asset. It represents the risk that the Delta 
position of an options portfolio might vary as a result of 
a change in the prices of the underlying instruments.

 Vega Risk

 Vega is a measurement of the sensitivity of the 
value of the option as a result of a change of one 
percentage point in the volatility of the price of the 
underlying asset. 

 Theta Risk

 The Theta risk is related to a reduction in the value 
of positions in options as a consequence of the pas-
sage of time. 

The Delta and Vega risks are measured by means of the 
parametric VaR, while in order to measure the options 
risk the Historical Simulation VaR is used, as this me-
thodology performs complete re-evaluations thereof.

For operations in certain types of exotic and complex op-
tions, for which management and measurement of the 
risk proves highly complex, the general policy is to elimi-
nate this risk from the portfolio by means of the arrange-
ment of back-to-back operations in the marketplace.

Measurement of market risk

There follows a description of the methodology emplo-
yed for the measurement of market risk. 

For the banking book for sale and investment, the VaR is 
also calculated and tracked in the same way as for the 
trading portfolio, although for the moment no market 
risk limits have yet been set for these portfolios.

Value at Risk

As mentioned previously, the VaR is the indicator used 
to establish the monitoring of limits on the exposure to 
market risk. It provides one single market risk measure-
ment, integrating the fundamental aspects of the risk:

 Interest rate risk.

 Credit spread risk.

 Exchange rate risk.

 Equities risk.

 Volatility risk (for options).

 Liquidity risk

Parametric VaR

The VaR measurement used for monitoring the afo-
rementioned limits is a parametric VaR with the  
following characteristics:

 Time horizon: 1 day

 Confidence level: 99%

 Decay factor of 0.97

 Depth of series of 255 business days

Calculation is performed daily, with the base currency 
being the euro.

In addition to the total VaR for the Trading Room, the 
measurement is obtained for the various levels and ope-
rational units of the Financial Area.
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The mean distribution of the Trading Portfolio VaR by 
desk for 2016 and 2015:

In addition, an analytical measurement derived from the 
VaR, known as the market risk Component VaR is calcu-
lated and reported daily, serving to establish the contri-
bution to the total risk of each position and market risk 
factor (risk concentration), approximating the sensitivity 
of the VaR to variations in the portfolio positions.

The component VaR can be obtained at a greater level 
of breakdown and reported by:

 Product

 Risk Level

The reliability of VaR measurements is confirmed by 
means of a daily back test.

VaR by Historical Simulation

In addition to the parametric VaR, the historical simu-
lation VaR is calculated and reported daily, in order to 
provide a point of comparison for the risk estimate pro-
vided by the former.

The Historical Simulation VaR employs historical data 
to calculate changes in the market risk factors, which 
are applied to the actual values so as to generate simu-
lated distributions of profits and losses, without making 
any a priori supposition as to their form, but instead 
using the real figures.

The parameters employed, in terms of the level of con-
fidence, time decay factor, data series and time horizon 
for the estimate, are the same as those applied to calcu-
lation of the parametric VaR.

2016 2015

Funding Desk and DPV 700 904

Trading Desk - 938

Forex Desk 465 -

Debt Desk 686 -

Equity Desk 460 -

Derivatives and Volatility Desk - 567

Derivatives Desk 157 -

Credit Desk 75 151

Banknotes 27 31

Expected Shortfall

Another more advanced method supplementing market 
risk measurements is the Expected Shortfall. The aim in 
this case is to measure the expected loss in the event that 
the VaR levels were to be exceeded. It therefore quanti-
fies the risk within the loss zone. This is an asymmetric 
measurement which, unlike the VaR, not only takes into 
consideration the frequency of losses but also their mag-
nitude in the event that the VaR were exceeded.

Management Results

On the basis of the risk tools, a daily calculation is perfor-
med of the management results for the trading portfolios.

The criterion followed is mark-to-market for positions 
with directly observable market prices (funds, bills, futu-
res, options on organised markets) and mark-to-model 
(theoretical valuation) with market inputs for operations 
without a quoted price (deposits, OTC derivatives, etc.).

Sensitivity Measurements

Although the limits are structured with regard to the VaR 
measurement, which summarises all types of risk and 
portfolio in a single indicator, there is a series of supple-
mentary measurements for the monitoring of market risk 
exposure, which are quantified and reported daily. The 
sensitivity measurements performed are as follows:

 Total Delta

 Sensitivity of the Net Present Value (NPV) to parallel 
movements in the interest rate curve. 

 Curve Risk

 Sensitivity of the NPV to changes in the structure of 
the interest rate curve terms resulting from changes 
in the slope or the form of the curve in any section.

 Spread risk

 Measurement of the specific risk incurred with debt 
instrument issuers. 

 In addition, liquidity risk is quantified by taking into 
consideration the nature of the portfolio positions 
and the situation of the financial markets.

 Exchange rate sensitivity

 Sensitivity of the NPV of foreign currency positions 
in the portfolio to movements in exchange rates.
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 Price sensitivity

 Sensitivity of the NPV of variable income positions 
in the portfolio to movements in the prices of the 
portfolio securities. 

 Volatility sensitivity

 Sensitivity of the NPV of options positions in the 
portfolio to movements in the volatility of the un-
derlying factors (Vega risk). 

Stress Testing

The purpose of stress tests is to estimate the effects in 
terms of losses of an extreme movement in the mar-
ket on the current portfolio. To this end, one or several 
"worst-case scenarios" are defined for the evolution of 
prices, volatility and rates, based on actual situations 
that have been observed in the past, or others that may 
be generated.

The inclusion of the results of the stress tests in repor-
ting systems provides information on the level of losses 
which could be suffered in positions in extreme cases, 
and helps to identify the risk profile of the portfolios in 
such situations.

Limits on market risk

The measurement of market risk for the trading portfolio 
is performed by means of the VaR, both by the Parame-
tric and Historical Simulation methodology (for the pur-
poses of the consumption of limits, the former is currently 
used), incorporating criteria of diversification and correla-
tion between risks (diversification benefit).

The general structure of limits is determined by the fo-
llowing guidelines:

 The Board of Directors establishes global limits 
and, at the proposal of the Assets and Liabilities 
Committee, approves implementation plans and 
management procedures.

 The Assets and Liabilities Committee establishes a 
general framework of limits for market risk manage-
ment and the distribution of limits across the desks.

 The Board of Directors approves and reviews modifi-
cations to these limits at the proposal of the Assets 
and Liabilities Committee.

 The head of the Finance Division is responsible for con-
sumption of the global limit, along with the delegated 
limits, with any possible excesses requiring authorisa-
tion from the Assets and Liabilities Committee.

The Risk Department is responsible for the monitoring 
of and compliance with the limits and reporting of con-
sumption to the Assets and Liabilities Committee.

There are two limit structures to control market risk in 
trading activity:

 VaR limits measure the maximum one-day poten-
tial loss authorised in accordance with the size and 
composition of the portfolio risk exposure at the 
close of day. 

 Stop-loss limits measure the maximum real loss 
authorised both for the Trading Room and for its 
various constituent desks, incorporating the result 
of intraday operations. There is one monthly and 
another annual limit, along with a weekly and 22 
calendar day references.

The Stop-Loss limits are reviewed periodically, with 
this review coinciding with the corresponding process 
applied to the VaR limits.
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The objective of Cecabank with regard to operational 
risks is management and control, so as to align the ope-
rational risk "profile" of the bank with the guidelines es-
tablished by Senior Management.

The bank adopts the policy of comprehensive manage-
ment of operational risk, applied in a uniform and syste-
matic manner to all structural units of the organisation. 
The operational scope covers the management of the 
different types of operational risk affecting the bank as a 
whole, and at the business line and support line levels.

Operational risk is managed at the Associate Services 
and Audit Department by means of the Operational Risk 
Unit. Its key function is to plan, organise and coordina-
te the implementation of the operational risk manage-
ment system, developing management procedures in 
the various phases (identification, evaluation, monito-
ring, control and information):

 Identification - the process of risk identification 
is systematic and continuous. It is performed by 
means of the CIRO working group. This is a perma-
nent group and is responsible for detecting opera-
tional risks inherent in the processes, products and 
systems of the bank. Its objective is to obtain and 
update the operational risk inventory, control points 
and risk indicators.

 Assessment - every two years, the risks identified 
undergo systematic self-assessment to evaluate the 
residual operational risk existing in activities, sys-
tems or products, employing qualitative techniques 
for this purpose. Each departmental supervisor (au-
thor) evaluates the degree of coverage of the estab-
lished control points so as to mitigate potential risks 
within their sphere of responsibility. In turn, this 
process is supervised or validated by a higher-lev-
el manager. As a result of this self-assessment, a 
quantitative risk profile is automatically generated 
for the bank. 

 In the years in which the self-assessment process 
is not performed, the quantitative risk profile is ob-
tained by means of information provided by second-
ary control units (Internal Control, IT Security and 
Regulatory Compliance), on the basis of the actions 
they perform in the performance of their functions.

 Monitoring - the Operational Risk Unit proposes im-
provement plans to mitigate those risks which are not 
covered, and in all cases where information is received 
on recurrent and/or significant operational losses.

 The risk monitoring phase includes confirmation that 
the proposed improvement plans are being fulfilled by 
the specified deadlines and with the expected results. 

 Control and information - a regular information sys-
tem has been defined for operational risk exposures fo-
cusing on Governing Bodies, Senior Management and 
the Business and Support Areas. This system guaran-
tees knowledge throughout the organisation of latent 
operational risks and of operational events resulting in 
a loss. Information is also provided on the measures 
proposed for the appropriate mitigation of risks or, as 
appropriate, acknowledgement and acceptance.

Operational risk management also actively involves the 
various Support and Business areas of the bank, through 
the "author and supervisor" figures designated at each 
structural unit to oversee collaboration in the implemen-
tation of the procedures defined. The relationships with 
departments performing secondary control actions (Inter-
nal Control, IT Security and Regulatory Compliance) and 
tertiary control (Internal Audit) are also perfectly defined.

Operational Risk Management Policies

The Operational Risk Control Framework covers the ove-
rall operational risk management objectives and policies 
of the bank. 

In 2013 this Control Framework was supplemented by 
means of more specific implementation measures and 
principles for Depository operations, covered by the 
Operational Risk Control Framework for Depository ope-
rations, given the significance acquired by custodians-
hip, administration and supervision operations for secu-
rities and other financial assets comprising the equity of 
Collective Investment Undertakings and Pension Funds 
for which Cecabank acts as depositary bank.

Note 17 on the annual accounts of the Group sets out 
the provisions which exist in this regard.

There follows an overview of the objectives and policies 
connected with operational risk management.

Risk Identification Objectives and Policies

Objective 1.: Having in place a global operational risk 
profile for the bank.

 Policy 1.1.: All assets, products and applications of 
the bank are subjected to a periodic analytical pro-
cess in order to identify inherent operational risks. 
Senior management has designed the operational 
risk profile it wants for the bank. The operational 

3. Operational risk
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risk profile is understood as the position of Cecabank 
with regard to the seven operational risks defined 
by Basel. To this end, the Operational Risk Unit has 
developed the procedures required for the identifica-
tion of risks, and reporting of the results obtained.

 Policy 1.2.: The execution of risk identification pro-
cesses is systematic and ongoing. These processes 
are based on a detailed analysis of each of the ac-
tivities undertaken at the bank. Management of the 
above processes must involve constant feedback with 
the supervisors of the various activities, to ensure 
the progressive identification of any significant risks 
which emerge as a result of changes in activities, sys-
tems or products. 

 Policy 1.3: The risk identification processes includes 
risk indicators which are predictive in nature, in or-
der to allow the risk assessments performed by the 
bank to be better focused on the future, and more 
directly reflect the quality of operational environ-
ments and effective control.

Objective 2.: Ascertaining the impact on the income 
statement of operational losses occurring at the bank.

 Policy 2.1.: A rigorous and systematic record is kept of 
all events which have generated operational losses at 
the bank. This record is maintained independently of 
accounting information records and integrated with all 
other operational risk management procedures. The 
origin of these impacts is consistent with the scope of 
application of the identification process set out in the 
previous point. The Operational Risk Unit is required 
to enable any procedures it may deem necessary in 
order to collate these events from their origin, and in 
the most efficient manner possible.

 Policy 2.2.: Identification processes begin with a rig-
orous analysis of all activities and processes under-
taken within the bank in order to ascertain or estab-
lish criteria for their proper identification, such as:

• Types of event which could generate operational losses

• Interrelationship with the Business Lines or Busi-
ness Support Areas.

 Policy 2.3.: Documentation of identification pro-
cesses, guaranteeing conservation. The risk identi-
fication processes need to be duly documented in 
order to allow them to be reviewed both by internal 
managers and by auditors (internal and/or exter-
nal) and supervisors. All arguments set out in order 
to consider certain activities, products or systems as 
not relevant for inclusion in the identification pro-
cesses are also documented. The Operational Risk 
Unit has access to all documentation existing at the 
bank with regard to those operational events gener-
ating losses for the bank, irrespective of whether or 
not they are, in turn, insured by a third party.

Objective 3.: Having effective procedures in place for the 
identification of Operational Risk.

 Policy 3.1.: The Operational Risk Unit has access to 
IT resources and procedures providing feedback and/ 
or maintenance, in order to maximise the efficiency 
of risk identification processes and the recording of 
events that have generated operational losses.

 Policy 3.2.: Participation in the risk identification 
process on an active basis by all personnel and, 
above all, by area supervisors. Involvement begins 
at the level of Area Management, which is directly 
responsible for involvement in the various manage-
ment processes and the appointment of supervi-
sors and authors for the assessment process. Each 
Area Management team has access to the required 
means and resources in order to implement risk 
identification policies within the processes under-
taken in their spheres of responsibility. This involve-
ment must take the form of the following actions:

• Identifying and reporting all real or potential risk 
situations which might arise within the processes.

• Identifying events that give rise to operational 
losses and the causes behind them.

Assessment Policies and Objectives

Objective 1.: Having in place a global operational risk 
profile for the bank.

 Policy 1.1.: Developing an internal qualitative as-
sessment model which is consistent and the results 
of which can be accepted/validated by external su-
pervisors (the Bank of Spain, the European Central 
Bank and External Audit) and internal supervisors 
(Internal Audit). The assessment model must meet 
the following requirements:

• The assessment system is perfectly integrated 
within the operational risk management process-
es of the bank.

• Any results it generates forms an integral part of 
the operational risk profile control and monitoring 
process of the bank.

• There is a periodic reporting system providing in-
formation on operational risk exposures address-
ing Governing Bodies, senior management and 
the Business and Support Areas.

• The system is well documented.

 Policy 1.2.: Subjecting the risks identified to sys-
tematic assessments in order to evaluate the exist-
ing residual operational risk in activities, systems 
or products, employing quantitative techniques for 
this purpose. A residual risk is understood to be the 
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part of the risk not covered by means of the internal 
control structure of the bank or insurance arranged 
with third parties. In other words, that part of the 
risk which with a certain degree of probability could 
have a negative impact. These assessments are per-
formed by employing quantitative procedures to 
estimate the risks based on experience and an anal-
ysis of activities, products or systems. The profile 
obtained is compared against the desired profile, in 
order to initiate the appropriate corrective actions.

 Policy 1.3.: Quantitative assessment will ascertain 
that the basic internal control factors of the bank 
which have been identified reflect the quality of 
internal control and contribute to immediate rec-
ognition both of improvements and deteriorations 
observed in the operational risk profile. The assess-
ment process identifies potential increases in risk 
attributable to the greater complexity of activities or 
a greater volume of business.

 Policy 1.4.: Subjecting the assessments to confirmation 
processes in accordance with the criteria established by 
Senior Management. The assessment process includes 
confirmation actions or corroboration processes.

Objective 2.: Integrate the assessment system within 
the bank's management processes.

 Policy 2.1.: Making the results obtained in the as-
sessment binding on the Business Area Supervisors. 
The intended purpose is to promote from within the 
Organisation an operational risk culture, and to fa-
cilitate processes of adopting improvements so as 
to mitigate or reduce the existing residual risk. As 
a consequence of this policy, the risk assessment 
procedures must take into consideration express ac-
ceptance of the assessment granted by all parties 
involved in the assessment process. 

Monitoring Policies and Objectives
Objective 1.: Having an updated global operational risk 
profile in place for the bank.

 Policy 1.1.: Developing cyclical assessment pro-
cesses based on interactive computerised tools, 
accessible from the workstations. In the monitoring 
phase, a continuous review will be performed of all 
variables defined for the identification and assess-
ment of risks, with the following aims:

• Ensuring and supporting consistency in the process 
of assessment/measurement in the various areas.

• Assessing the quality and appropriateness of the 
mitigation techniques applied.

• Guaranteeing in the monitoring process that the 
premises established in the initial identification/
assessment model are kept constant, particular-
ly in aspects regarding the scope of application of 
the model, documentation of processes, responsi-
bility for results and results reporting.

 Policy 1.2.: Using the results offered by the evolution 
of the risk indicators in monitoring processes as eval-
uation model feedback. Risk indicators must be tak-
en as indicating changes in the evolution of the risk. 
When parameters are set for the information offered 
by the indicators, alerts are generated serving to cre-
ate a risk profile used to supplement the risk profile 
obtained by means of the self-assessment surveys.

 Policy 1.3.: Incorporating the results of the Action 
Plans arising out of the control weaknesses observed 
in previous assessment processes. One significant 
milestone in evaluation model monitoring processes 
is the confirmation of the resolution of the control inci-
dents observed. As a result, the Operational Risk Unit 
must ascertain that the improvements performed 
have been incorporated in the evaluation process.

 Policy 1.4.: Incorporating the conclusions obtained 
from the analyses performed in the operational loss 
records gathered. The Operational Risk Unit must 
periodically analyse events that have given rise to 
losses and, in light of these results, re-evaluate the 
processes affected both positively (reduction in loss-
es) and negatively (increase in losses), and propose 
any improvements deemed necessary

Control/Mitigation Policies and Objectives

Objective 1.: Aligning the risk profile obtained in the assess-
ment process with the profile desired by senior management.

 Policy 1.1.: Risk profiles are not accepted if they ex-
ceed the expectations or parameters established for 
the various activities, systems or products. The Op-
erational Risk Committee design appropriate strat-
egies in order to mitigate those risk levels deemed 
unacceptable or undesirable at the proposal of the 
Operational Risk Unit. The Control/Mitigation Strat-
egies must be agreed with the Supervisors of the Ar-
eas affected if these processes entail:

• Increased allocations of human or technical  
resources.

• Significant restructuring of the processes.

 Policy 1.2.: The development of new activities, 
products or systems requires the identification and 
assessment of the inherent risks associated with 
them, and an estimate of the residual risk which 
will probably result. The Operational Risk Unit 
presents before the Compliance and Operational 
Risk Committee any cases in which it is deemed 
that an excessive inherent risk is incurred, in order 
for this Committee to issue specific preventive mea-
sures taken or to advise against the launch of the 
new activity or product.
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Objective 2.: Minimising the effects of operational risk 
on the bank.

 Policy 2.1.: Implementing operational risk preven-
tion strategies for the various Areas/products/ ap-
plications of the bank. In order to put this policy 
into practice, the Operational Risk Unit is required 
to develop preventive strategies approved by the 
Compliance and Operational Risk Committee so as 
to avoid or mitigate the impact of the operational 
risk on the bank. These strategies may be of the 
following kinds:

• Improvement actions, which aim to reduce the po-
tential impact on the bank of the risks assumed. 
These actions may in turn be subdivided as:
- Development of new controls.
- Redesign of processes.
- Development of contingency plans.

• Actions to transfer the risks to other banks, for ex-
ample by means of:
- Insurance of any risks which the bank may 

face over a period of time.
- Outsourcing of activities to specialist compa-

nies outside the bank.

• Financing of the risks, for example by means of the 
use of:
- Provisions to cover the impacts of the risks.
- Financial hedging at the point of impact.

• Acceptance of the current situation, having 
deemed that the risk profile is aligned with the sit-
uation desired by senior management.

Information Policies and Objectives

Objective 1: Reporting to the Organisation, Committees 
and Governing Bodies the results obtained in the va-
rious risk management phases.

 Policy 1.1.: Developing a regular reporting circuit 
to guarantee that the bank is aware of the quali-
tative risk profile (from the self-assessment and as-
sessments) and the quantitative profile (operational 
losses) and the improvement actions recommended 
to mitigate the residual risks detected. 

Policies for the assignment of significant 
revenue and activities to the Business Lines

Objective 1: Developing and documenting specific cri-
teria policies for the assignment of activities across the 
following 8 business lines:  

• Business funding

• Trading and sales

• Retail brokerage

• Commercial banking

• Retail banking

• Payment and settlement

• Agency services

• Asset management

 Policy 1.1.: All revenue-generating business activities 
are assigned to the aforementioned lines, with each of 
the activities corresponding to a single line and, in ad-
dition, with no activity being left unassigned.

 Policy 1.2.: The criteria for assignment of activities 
to the business lines are as follows:

• The operations, and hence revenue and expenses 
directly related to them, can be identified from their 
source, modifying whenever necessary the informa-
tion systems in order to ensure this identification. 

• The operations comply with the characteristics indi-
cated for each of the business lines. 

• If a particular activity contains operations that do not 
match the characteristics of any of the eight business 
lines described, the net revenue is imputed to the 
business line with the highest capital requirement. 

• All business lines include the costs of financing 
their activities, applying the analytical accounting 
Internal Rate of Transfer for this purpose. 
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4. Regulatory compliance risk

The Regulatory Compliance Department has devised a 
comprehensive compliance risk management system 
comprising three levels:

 Risk maps, identifying obligations for which compli-
ance is controlled with an incorporated methodol-
ogy to assess risks on the basis of objective criteria 
(possible penalty applied by the supervisory author-
ity, and probability of reputation impact as a result 
of publication of the penalty).

 Control map, setting out the controls to cover the 
risks identified on the risk map.

 Design of a reporting system by means of which 
the results obtained from the controls are reported 
to the Compliance and Operational Risk Committee, 
in order for appropriate corrective measures to be 
adopted. The annual reports on compliance activi-
ties are also presented to the Audit Committee.

5. Risk in equity instruments not included in the trading portfolio

The group maintains positions in equity instruments 
not included in its trading portfolio. 

These positions include stakes in groups not included wi-
thin the Consolidated Group, associate and multi-group 
companies, which are maintained in general for strate-
gic purposes, with an active participation in the mana-
gement thereof, such entities contributing through their 
activities to the businesses and activities of the Group. 

The Group also maintains equity positions not included 
in the trading portfolio, in which it does not play an active 
management role, and which are maintained for the con-
tribution they make or are expected to make to the bank’s 
results. Most of these positions correspond to shares and 
similar stock listed on organised secondary markets.

Analysis of the risk to which the bank is exposed as a re-
sult of the positions mentioned in the above paragraph 
is performed by using sensitivity analysis, by means of 
the measurement of variations in general market prices 
and the specific prices of the positions held. 

Senior Management establishes the maximum risk le-
vels to be assumed with regard to these positions. The 
control units monitor compliance with these levels, in 
addition to compliance with all other requirements and 
policies established in the management of such ele-
ments. The management objectives for these instru-
ments are predominantly the pursuit of medium and 
long-term returns, avoiding levels of exposure and risk 
concentration in all cases, which could lead to excessi-
ve risk levels being assumed. The management of these 
instruments also employs derivative financial instru-
ments, the purpose of which is to hedge the market risk 
to which the bank is exposed with regard there to.

Section 6 of this document includes information on the-
se instruments and the capital requirements derived 
from them.

6. Interest rate risk in the Banking Book

Objectives, policies and processes for 
the management of balance sheet 
interest rate risk

The objectives set for the management of balance sheet 
risks are as follows:

 Establishing appropriate mechanisms in order to pre-
vent unexpected losses through the impact of interest 
rate movements, through protection of the Financial 
Margin and Economic Value.

 Adopting investment and hedging strategies which 
achieve a short-term (Financial Margin) and long-
term (Economic Value) balance in the financial im-
pact derived from movements in interest rates. 

 Executing hedging and investment strategies which 
strengthen the generation of profit under the risk 
levels approved.

In order to achieve the objectives described above, a 
structure of limits has been devised, guaranteeing that 
levels of exposure to risk lie within the tolerance level 
established by senior management.
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The Board of Directors defines the general operational 
framework, and approves risk limits in accordance with 
its risk tolerance level. The management of the banking 
book interest rate risk is performed for both the short 
term and the medium and long terms, and takes the 
form of limits which are approved by the Board itself, 
and for which monthly monitoring is performed. 

Senior Management is actively involved in the risk ma-
nagement through the Assets and Liabilities Commi-
ttee. This committee is responsible for performing the 
actions required in order to redress any possible balance 
sheet risk imbalances. 

Ensuring that exposure to interest rate movements is 
kept within the levels approved by the Board, along with 
the measurement, analysis and control of the banking 
book structural risk incurred by the Financial Division 
operations, is the responsibility of the Market, Balance 
and Liquidity Risk Division. 

The banking book interest rate risk may be defined as 
the exposure of the financial and economic situation 
and thus movements in interest rates as a result of 
the differing timeframes of maturities and repricing of 
the overall balance sheet entries. This risk comprises a 
substantial part of the banking business, and could have 
a major impact on the Financial Margin and Economic 
Value of the Equity. As a result, interest rate manage-
ment maintaining this at prudent levels is essential for 
the security and strength of the Group.

Measurement of the balance sheet 
interest rate risk

Repricing gap analysis

The purpose of gap analysis is to measure any surplus 
or shortfall in the volume of sensitive assets with respect 
to sensitive liabilities, and the volume not matched (and 
so not hedged), and subject to possible variations in in-
terest rates. This thus identifies the risk exposure, throu-
gh a study of the concentration of volumes of repricing 
risk over significant timeframes.

It illustrates the exposure to interest rate risk on the 
basis of the structure of maturities and/or repricing of 
positions. This analysis enables interest risk positions 
to be ascertained over different terms, and also aims to 
ascertain where potential impacts may affect the Finan-
cial Margin and Economic Value.

The interest rate gap is built up by distributing into time 
bands the positions and balances of the sensitive entries 
on and off the balance sheet, of the part corresponding 
to the Banking Book. In the case of entries with no matu-
rity or repricing date, they are distributed in accordance 
with a historical performance hypothesis.

Simulation of the financial margin

In order to incorporate a dynamic balance sheet analysis 
to address various rate scenarios, Financial Margin simu-
lations are performed over a timeframe of one year. This 
enables the analysis of the impact of changes through a 
movement in interest rates in accordance with the repri-
cing periods of the various balance sheet entries. 

The scenarios analysed are not only the implicit market 
forward rates, but also include other anticipated move-
ments in the curve and stress scenarios.

Sensitivity of the Economic Value

In order to analyse the sensitivity of economic value, an 
analysis is performed of the impact of the usage of a num-
ber of stressed rate curves on the net present value (NPV), 
calculated on the basis of the zero- coupon curve data. 

In order to supplement the sensitivity measurements, 
a methodology similar to the market VaR is applied, 
which enables the calculation of the Economic Value at 
Risk over a period of one month, and with a confidence 
level of 99%, taking into consideration all risk factors 
affecting the balance sheet.

Interest rate risk limits

The Board of Directors, as part of its monitoring func-
tion, establishes limits for interest rate risk in terms of 
sensitivity to variations in market interest rates. These 
variations are performed both for the brokerage margin 
and the economic value.
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7. Liquidity Risk

The liquidity risk is defined as:

 The uncertainty of succeeding in financing the com-
mitments assumed at a reasonable price, at times 
when recourse to external financing would be prob-
lematic for a given period.

 The maintenance or generation of the liquidity levels 
required to finance the future growth of the business.

In other words, this risk reflects the probability of incu-
rring losses or being required to abandon new busines-
ses or growth of current businesses through an inability 
to meet maturity commitments on a normal basis, or 
inability to finance additional needs and market costs. 
In order to mitigate this risk, the liquidity situation is 
periodically tracked, along with possible actions to be 
taken, with measures established in order to be able to 
re-establish the overall financial balance of the bank, in 
the event of a potential liquidity shortfall.

Objectives, policies and management 
processes for liquidity risk

The objective with regard to liquidity risk is to have ins-
truments and processes in place at all times to enable 
payment commitments to be met in a timely manner, 
through access to instruments serving to maintain suffi-
cient levels of liquidity in order to meet payments without 
significantly compromising profit, and the maintenance 
of mechanisms which, in the event of various eventuali-
ties, would serve to fulfil payment commitments. 

In general and traditional terms, various forms of acqui-
ring liquidity are available, including the capture of cus-
tomer deposits, the availability of various funding faci-
lities through official bodies and the capture of liquidity 
through the interbank market.

Liquidity Risk Measurement

There follows an overview of the measurements emplo-
yed by the Market, Balance Sheet and Liquidity Risk Di-
vision to measure Liquidity Risk.

 Liquidity gap

 The liquidity gap measures the maturity and set-
tlement profile by risk line (assets and liabilities 
classified in accordance with their residual maturity 
term plus the interest flows derived from these vol-
umes), and reveals the balance mismatch structure 
in terms of cash flow incomings and outgoings.

 It reflects the level of liquidity maintained under 
normal market conditions and provides information 
on cash incomings and outgoings, both contractu-
al and non-contractual, in accordance with perfor-
mance hypotheses for a given period.

 This is reported on a monthly basis.

 Liquidity Inventory

 A list is drawn up in order to monitor available liquid 
assets so as to identify potential sources available in 
the event of a liquidity contingency.

 Liquidity ratios

 The purpose of the liquidity ratios is to value and 
measure the liquidity on the balance sheet, with the 
following being monitored daily:

• Short-term liquidity ratios. These ratios estimate 
the potential capacity to generate liquidity within 
a period of 7, 15 and 30 days in order to meet a 
liquidity eventuality, and evaluate the adequacy 
of the proportion of sight deposits captured and 
maintained in liquid assets.

• Structural liquidity ratio. The purpose of this ratio 
is to identify the funding mismatch, indicating the 
structure of liquidity generation and financing/in-
vestment by term. 

• Survival ratio. This ratio estimates the term over 
which liquidity commitments can be met for a peri-
od of 30 days in the event of a lack of access to the 
interbank market or alternative sources of funding. 
Various scenarios are combined for non-availability 
of access to the sources of funding covered by this 
calculation, along with the immediate withdrawal 
of customer positions classified as stable.

Among them are ratios as defined by solvency ratios, 
as well as others developed internally.

Stress ratios are also applied, combining different 
restrictions such as the inaccessibility of capital mar-
kets, a mass withdrawal of deposits, the activation of 
contingent liquidity commitments and other external 
market conditions.

In addition, daily monitoring is also performed of a 
series of leading indicators of alert and intensity with 
regard to a liquidity crisis, and a detailed and perma-
nently updated inventory maintained of the liquida-
tion capacity of balance sheet assets.
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Liquidity risk limits

The Board of Directors, as part of its monitoring function, 
establishes a framework of limits for liquidity risk, based 
on the monitoring of the short-term liquidity situation.

In specific terms, the limits are based on the following 
indicators:

 LCR (Liquidity Coverage Ratio):

 This is the statutory ratio used to measure whether 
adequate funds are available in terms of unencum-
bered high-quality liquid assets (HQLA), which can 
easily and immediately by converted into cash on pri-
vate markets, in order to cover liquidity requirements 
in the event of liquidity problems of 30 calendar days.

 NSFR (Net Stable Funding Ratio)

 This ratio is defined as the amount of available sta-
ble funding relative to the amount of required stable 
funding, and aims to ensure the balance sheet is 
kept balanced, and stable funding requirements are 
anchored by stable liabilities.

 While its incorporation into solvency regulations is 
still pending, Cecabank is already monitoring its 
NSFR to guarantee

 Short-term liquidity ratio: 

 This ratio estimates the potential capacity to gen-
erate liquidity in order to meet committed pay-
ments over a given time period in the event of lack 
of access to the interbank market.

 The generation capacity includes:

• Collections derived from the current portfolio.

• Capacity to continue discounting eligible paper.

• Potential liquidity, which is the set of assets 
which can be liquidated and have not been 
temporarily assigned.

 In addition, in order to supplement the information 
allowing for optimal liquidity management, addi-
tional stress scenarios are included, by applying 
events such as withdrawals of stable finance, acti-
vation of contingent commitments, rating down-
grades, loss in value of discountable portfolio, etc.

 Liquidity gap at 1 month with regard to stable 
funding: 

 This ratio measures the need for net refinancing at 1 
month with regard to the amount of financing con-
sidered non-volatile (in other words, how many times 
greater the need for refinancing at one month is than 
the stable funding available). This allows the degree of 
concentration of the net holding position to be limited 
in the very short term with regard to the size of stable 
financing, the aim being that the financing structure 
should be as balanced as possible in maturity terms.

 Any excess beyond these limits must always be 
authorised by the Assets and Liabilities Committee 
whenever deemed necessary and must be reported 
to the Board of Directors together with the action 
plan in order to redress the situation.

8. Other Risks

8.1 Reputational risk 

The reputational risk control function has a Reputatio-
nal Risk Procedures Manual in place, which was appro-
ved by the Compliance Committee at its meeting held 
on 3rd December 2010. This manual sets out the design 
of the structure for the assessment of this risk in depth, 
which entails the identification of the main areas affected 
by the risk, the factors impacting on it and the preven-
tive measures or controls mitigating its impact. In addi-
tion, the Compliance and Operational Risk Committee 
approved in 2016 a new system to assess reputational 
risk of new counterparties/customers, which meant all 
individuals (falling within the predefined subjective field) 

requesting the provision of services would be assessed. 
According to this new procedure, if the final assessment 
of the qualitative report (overall risk assessment and as-
sessment of product/service sensitivity) is Medium-High 
or High, as well as when there is not enough public in-
formation available to perform an evaluation, the result 
would be put forward to the Compliance and Operatio-
nal Risk Committee to approve the counterparty as a 
prerequisite for admission. Reports produced over the 
year have also served for reference in the process of the 
bank's measuring of general reputational risk.

In the assessment performed in 2016, the conclusion 
reached was that the bank has a low reputational risk 
profile, which it manages effectively.
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8.2 Business risk

The Risk Tolerance Framework approved by the Board 
of Directors establishes the pursuit of long-term revenue 
stability as a priority for the management of this risk. 
This is the principle which must prevail in relationships 
with customers, including contractual relationships.

Cecabank addresses its business risk from the following 
approaches:

 This is a quantitative risk, the evolution of which 
must be considered on the basis of strategic plan-
ning and monitoring. It is a risk which could take 
some time to present itself, and for which an exclu-
sively quantitative focus is not valid.

 Mitigation of this risk is provided by:

• A continuous framework monitoring the markets 
in which the bank operates from various perspec-
tives (economic, regulatory, competition, busi-
nesses at risk, etc.).

• Monitoring at various levels of the evolution 
of businesses and comparison of these results 
against the strategic planning suppositions.

• Diversification by business type and by customer.

• Maintenance of a stable and recurrent profit struc-
ture. In addition to ensuring that, at the level of in-
dividual businesses and for the bank as a whole, the 
return of businesses is, over time, predictable, suffi-
cient and in line with the strategic planning budgets.

• Specialisation in businesses where the establish-
ment of stable, long-term relationships with cus-
tomers is a key element.

• Management of the relationship with customers 
in a transparent and transversal manner, with di-
alogue at various levels of the bank, in order to 
reduce "key person" risk.

 The focus is not based solely on those elements which 
could result in a particular strategy proving unsuc-
cessful, but rather an analysis of the elements that 
may affect long-term performance and positioning.

 It is necessary to identify those factors which intro-
duce volatility into the income statement and/or oth-
er scenarios which could have a significant impact on 
it. Whenever the impact is not considered and evalu-
ated from the perspective of other risk management.

The monitoring structure established is based on 
three levels:

 The Units with business responsibilities are given 
the task of monitoring the objectives set out in the 
Strategic Plan and reporting on any aspect or con-
tingency which could jeopardise the achievement of 
these objectives. 

 Senior management oversees the evolution of the 
business lines, the levels of concentration and dis-
tribution of revenue, the assessment of risks which 
could prevent achievement of strategic objectives, 
and the volatility of the income statement.

 It is also responsible for adopting any mitigation 
measures which might be required, and for identify-
ing those elements and scenarios which could jeop-
ardise the achievement of the specific objectives of 
each business line. 

 The Board, with the support of the Risk Committee, 
receives information on compliance with of the Stra-
tegic Plan, as a cornerstone of establishing the focus 
of the bank's business and the objectives for each of 
the business lines.

The monitoring performed is focused on early identifica-
tion of any potential impairment which could result from 
changes in the competitive environment, and which jeo-
pardises profit and requires a review of the bank's strategy. 
Perception of the brand and the quality of services provi-
ded is also assessed, to the extent that these could affect 
customer decisions. 
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ANNEX II: DEFINITIONS OF DEFAULT AND 
“IMPAIRED POSITIONS” AND CRITERIA APPLIED TO 
ESTABLISH THE AMOUNT OF IMPAIRMENT LOSSES 

The classification of operations based on credit risk due 
to insolvency are as follows:

A Standard risk: considers all operations that do not 
comply with the requirements to be classified in 
other categories.

B Standard risk under special monitoring: this category 
is composed of all operations that, without complying 
with the criteria to be classified as doubtful or bad-debt 
risk, present weaknesses that would lead to assuming 
higher losses than other similar operations classified 
as standard risk.

C Doubtful risk (deteriorated) due to non-payment 
by the holder: It comprises the amount of the debt 
instruments, whatever their holder and guarantee, 
that have any overdue amount of principal, interest 
or contractually agreed expenses that are over 90 
days old, unless they should be classified as bad-
debt. Also included in this category are guarantees 
granted when a guaranteed operation has entered 
into non-payment due to the party guaranteed. 
This category also includes all of a holder's opera-
tions when the sums that are more than 90 days 
overdue are higher than 20% of the amount out-
standing. Solely for the purposes of determining the 
percentage outlined, the numerator is considered 
the gross carrying amount of the operations consid-
ered doubtful due to default with the sums overdue. 
The denominator is considered the gross carrying 
amount for the total of all debt instruments granted 
to the holder. If this percentage exceeds 20% both 
the debt instruments and the off-balance exposures 
involving credit risk will be transferred to doubtful 
due to default. 

D Doubtful risk other than due to non-performing 
loans of the holder in question: 

a. This comprises debt instruments, whether subject 
to late payment or not, although the circumstanc-
es for them to be considered defaults or at-risk 
exposure due to late payment of the holder have 
not occurred, in which there are reasonable doubts 
about whether they will be fully repaid within the 
contractually agreed period; as well as off-balance 
exposures not classified as doubtful due to holder 
default where it is probable that they will be paid by 
the bank and doubtful that this will be recovered. 

b. This category would include, among others, op-
erations in which the holder finds themselves in 
situations leading to a deterioration in solvency. 

c. In addition, if any of the following factors used for 
automatic classification are observed they will be 
necessarily included in this category: 
i. Operations with reclaimed balances or those 

which it has been decided will be repaid 
through legal means by the bank, although 
they are guaranteed, as well as operations on 
which the debtor has raised a dispute, the res-
olution of which depends on its payment. 

ii. Finance leasing operations where the bank has 
decided to cancel the contract to take posses-
sion of the goods.  

iii. Operations of holders who have declared, or have 
signalled that they wish to declare, at a creditors' 
meeting without any settlement request. 

iv. The guarantees granted to guarantors declared 
bankrupt at a creditors' meeting who have de-
clared or are going to declare themselves in the 
winding-up stages, or suffer a noticeable deteri-
oration in their solvency which is unlikely to re-
cover, although the beneficiary of the guarantee 
has not reclaimed their payment.

v. Refinancing or restructuring which is refi-
nanced or restructured during the test period, 
or where overdue amounts are more than 30 
days late. 

E Doubtful risk: This category includes debt 
instruments, in arrears or not, which, after individual 
analysis it is considered that there is a remote 
chance of recovery due to a noticeable deterioration 
or unrecoverable deterioration of the solvency 
of the operation or holder. Classification in this 
category will entail the full recovery of the amount 
in gross book value of the operation and the total 
cancellation of the asset. 
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Loss coverage by credit risk due to insolvencies: 

A Specific coverage for doubtful risk (deteriorated).

a. Doubtful risk due to non-performing loans of 
the holder:

 Companies will evaluate assets classified as doub-
tful due to holder default to estimate loss coverage 
due to credit risk, taking into account the age of 
the overdue amounts, the collateral and personal 
warranties received, and the financial situation of 
the holder and guarantors. Individual or collecti-
ve coverage for operations that are doubtful due 
to default should not be less than the generic co-
verage that would apply if they were classified as 
standard risk under special monitoring.

b. Doubtful risk other than due to non-performing 
loans of the holder:

 Coverage for operations that are doubtful for rea-
sons other than default should be assessed on an 
individual basis. However, when the classification 
has been done exclusively by considering auto-
matic factors, coverage for operations classified 
in this category should be assessed as a group. 
As an alternative solution to these group covera-
ge estimates, coverage percentages for risk that is 
doubtful for reasons of default, from the same risk 
segment, but for younger debts, can be used.

As at 31 December 2016 estimation percentages and 
criteria established in Annex IX of Bank of Spain Circular 
4/2004 of 22 December, modified by Bank of Spain Cir-
cular 4/2016 are applied.

B General coverage for standard risk (includes  
special monitoring):

 The general coverage estimate will take into ac-
count the amount to recover from effective collater-
als, after applying approximate discounts to hedge 
doubtful risk. The impact of effective collaterals may 
also be considered. Institutions will separately cal-
culate collective coverage for standard risks under 
special monitoring, which will have higher coverage 
due to their higher risk.

 This provision associated with this generic cover, 
which for the purposes of calculation of capital re-
quirements has been considered as Tier 2 capital, is 
quantified by applying the percentages and estima-
tion criteria established in Annex IX of Bank of Spain 
Circular 4/2004, of 22nd December 2004, modified 
by Bank of Spain Circular 4/2016.

Credit risk because of country risk 

Classification of operations according to credit risk due 
to country risk: Debt instruments not valued at fair 
value through profit or loss, as well as off-balance ex-
posures, irrespective of the holder, will be analysed to 
determine credit risk due to country risk. To this effect, 
country risk comprises risk where holders are resident 
in a particular country due to circumstances other 
than usual business risk. Country risk comprises so-
vereign risk, transfer risk and other risks derived from 
international financial activity. 

Operations will be grouped according to the following: 

A. Group 1. This group will include operations where 
the parties bound reside in:

i. Countries in the European Economic Area. 

ii. Switzerland, the United States, Canada, Japan, 
Australia and New Zealand, aside from in the 
event of a significant deterioration of the coun-
try's country risk profile, in which case they will be 
classified according to that. 

B. Group 2. This group will include operations where 
the parties bound reside in low risk countries. 

C. Group 3. This group will include, at least, operations 
where the parties bound reside in countries showing 
significant macroeconomic deterioration, which it is 
believed could affect the country's payment capacity. 

D. Group 4. This group will include, at least, operations 
where the parties bound reside in countries showing 
far-reaching macroeconomic deterioration, which it is 
believed could affect the country's payment capacity. 
This group will include operations charged to coun-
tries in group 3 which are experiencing a worsening of 
the indicators mentioned in the previous group. 

E. Group 5. This group will include, at least, operations 
where the parties bound reside in countries showing 
prolonged issues with resolving their debt, with the 
possibility of repayment considered to be doubtful. 

F. Group 6. This group will include operations for which 
it is considered there is a remote chance the sums 
will be recovered, due to circumstances attributable 
to the country. In all cases this group will include 
operations where the parties bound reside in coun-
tries that have renounced their debts, or who have 
not attended to depreciation and amortisation nor 
interest payments for a period of four years. 
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ANNEX III: COMPOSITION OF CECABANK'S 
COMMITTEES

There follows a list of the members of each of the 
Committees mentioned in section 2.1.1:

Audit Committee Members

Chairwoman

D. Mª del Mar Sarro Álvarez
Independent

Members
D. Fco. Javier García Lurueña

Members
D. Santiago Carbó Valverde

Members
D. Manuel Azuaga Moreno

Audit 
Committee 
Members

Risk Committe Members

Chairman

D. José Manuel Gómez de Miguel
Independent

Members
Dª. Mª del Mar Sarro Álvarez

Members
D. José Luis Aguirre Loaso

Members
D. Joaquín Cánovas Páez

Risk 
Committee 
Members

Secretary (non-member)
D. Fernando Conlledo Lantero

Secretary (non-member)
D. Fernando Conlledo Lantero
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Appointments Committee Members

Chairewoman

Dª.Julia Salaverría Monfort
Independent

Members
D. Manuel Azuaga Moreno

Members
D. José Manuel Gómez de Miguel

Members
D. Antonio Ortega Parra

Appoinments  
Committee  
Members

Secretary (non-member)
D. Fernando Conlledo Lantero

Remuneration Committee Members

Chairman

D. Santiago Carbó Valverde
Independent

Members
D. Jesús Ruano Mochales

Members
Dª. Julia Salaverría Monfort

Members
D. José Luis Aguirre Loaso

Remuneration 
Committe 
Members

Secretary (non-member)
D. Fernando Conlledo Lantero
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ANNEX IV: TOTAL AMOUNT OF THE  
RISK EXPOSURE

Set forth below is the total amount of exposure to risk 
(general credit risk, securitisation implementation risk, 
and market risk); the geographical distribution of the 
corresponding exposures detailed by country and risk 

type; the own funds requirements and their weightings 
by country; and finally the countercyclical capital buffer 
to be applied for each country which, as previously men-
tioned, is 0% for all countries.

Geographical distribution 
of the corresponding credit 
exposures for calculating 
the countercyclical 
capital buffer
(thousands of euros)

Standard Method Own Funds Requirements
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Belgium 2,390 - - 191 - - 191 0.40% 0%

Germany 3,091 - - 247 - - 247 0.52% 0%

Spain (*) 434,296 93,251 234,648 22,730 6,850 12,709 42,290 88.15% 0%

France 10,747 - - 857 - - 857 1.79% 0%

United Kingdom 4,348 - 18,312 267 - 732 999 2.08% 0%

Ireland 22,008 - - 880 - - 880 1.83% 0%

Italy 2,001 - 1,536 160 123 283 0.59% 0%

Luxembourg - 1,271 - - 102 - 102 0.21% 0%

Netherlands 3,362 - - 141 - - 141 0.29% 0%

Portugal - - 24,822 - - 1,986 1,986 4.14% 0%

Total 482,243 94,522 279,318 25,473 6,952 15,550 47,975 100% 0%

(*) It includes Guernsey exposure which, representing less than 2% of the total of the general credit exposure, has been assigned to the bank's place of establishment.
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ANNEX V: INFORMATION ON OWN FUNDS 
(PHASE-IN AND FULLY LOADED)

Amount on date of reporting (thousands of euros) Fully loaded
Regulation (EU) 575/2013 

Reference to article

Capital instruments and the corresponding share premium accounts

1. Instrumentos de capital y las correspondientes cuentas de primas de emisión 727,750 727,750 26 (1), 27, 28, 29, EBA list 26 (3)

of which: common shares 727,750 727,750 EBA list 26 (3)

2. Retained earnings 155,613 155,613 26 (1) (c)

3. Other cumulative comprehensive results (and other reserves) 53,574 53,574 26 (1)

Common Equity Tier 1 capital before regulatory reductions 936,937 936,937

Common Equity Tier 1: Regulatory adjustments

7. Additional value adjustments (negative amount) -5,431 -5,431 34, 105

8. Intangible assets (net of tax debt) (negative amount) -35,656 -59,426 36 (1) (b), 37, 472 (4)

15. Pension fund assets with defined benefits (negative amount) -3,103 -5,171 36 (1) (e), 41, 472 (7)

26a. Regulatory adjustments relating to unrealised 
losses and profits under articles 467 and 468 -33,629

of which: unrealized profit in exposure other than central 
administrations classified in the category «Available for 
sale» of the IAS standard 39 endorsed by the EU

-9,758 467

of which: unrealized profit in exposure other than central 
administrations classified in the category «Available for 
sale» of the IAS standard 39 endorsed by the EU

2,769 467

of which: unrealized profit in exposure to central  
administrations classified in the category «Available for 
sale» of the IAS standard 39 endorsed by the EU

-26,734 468

of which: unrealized loss in exposure to central  
administrations classified in the category «Available for 
sale» of the IAS standard 39 endorsed by the EU

94 468

27. Qualifying CET1 capital deductions1 that exceed the 
CET1 capital of the bank (negative amount) -23,770 36 (1) (j)

28. Total of the regulatory reductions of Common Equity Tier 1 capital -101,588 -70,028

29. Common Equity Tier 1 capital 835,349 866,909

Additional Tier 1 capital: Instruments

36. Additional Tier 1 capital before regulatory adjustments 0 0

Additional Tier 1 capital: Regulatory adjustments

41. Regulatory adjustments applied to Additional Tier 1 
capital in respect of amounts subject to pre-CRR treatment and 
transitional treatments subject to phase-out as prescribed in 
Regulation (EU) No 575/2013 (i.e. CRR residual amounts)

-23,770

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

23,770
472, 472 (3) (a), 472 (4), 

472 (6), 472 (8) (a), 472 (9), 
472 (10) (a), 472 (11) (a)

43. Total regulatory adjustments to additional Tier 1 Capital 0 0

44. Additional Tier 1 Capital  0 0

45. Tier 1 capital (Tier 1 capital = Common Equity 
Tier 1 + Additional Tier 1 capital) 835,349 866,909

Tier 2 capital: Instruments and provisions

50. Credit risk adjustments 1,777 1,777 62 (c) and (d)

51. Tier 2 capital before regulatory adjustments 1,777 1,777

Tier 2 capital: Regulatory adjustments

57. Total Tier 2 capital regulatory adjustments 0 0

58. Tier 2 capital 1,777 1,777

59. Total capital (Total capital = Tier 1 capital + Tier 2 capital) 837,126 868,686

Total risk-weighted assets 2,644,860 2,644,860
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Amount on date of reporting (thousands of euros) Fully loaded
Regulation (EU) 575/2013 

Reference to article

Ratios and capital buffers

61. Common Equity Tier 1 (as a percentage of the total risk exposure amount) 31.58 32.77 92 (2) (a), 465

62. Tier 1 capital (as a percentage of the total risk exposure amount) 31.58 32.77 92 (2) (b), 465

63. Total capital (as a percentage of the total risk exposure amount) 31.65 32.84 92 (2) (c)

64. Buffer requirements specific to the institution [requirement of common 
equity tier 1 in accordance with article 92, section 1, letter a), as well as 
Capital Conservation Buffer and Countercyclical Capital Buffer requirements, 
plus the systemic risk buffer and the buffer for systemically important 
institutions, expressed in percentage of the risk exposure amount]

5.125% 7.00% CRD 128, 129, and 130

65. of which: Capital Conservation Buffer requirement 0.625% 2.50%

66. of which: Countercyclical Capital Buffer requirement 0% 0%

67. of which: systemic risk buffer N.A. N.A.

67a. of which: Global Systemically Important Institution (G-SII) 
or Other Systemically Important Institution (O-SII) buffer N.A. N.A. CRD 131

68. Common Equity Tier 1 capital available to meet capital buffer 
requirements (by percentage of the amount of exposure to risk) 23.58% 24.78% CRD 128

Amounts below the thresholds for deduction (before risk-weighting)

72. Direct and indirect holdings of the capital of financial sector entities 
where the institution does not have a significant investment in those 
entities (amount below 10% threshold and net of eligible short positions)

26,886 26,886
36 (1) (h), 45, 46, 472 (10), 

56 (c), 59, 60, 475 (4), 
477 (4), 66 (c), 69, 70

75. Deferred tax assets arising from temporary difference 
(amount below 10 % threshold, net of related tax liability 
where the conditions in Article 38 (3) are met)

57,791 57,791 36 (1) (c), 38, 48, 470, 472 (5)

Applicable caps on the inclusion of provisions in Tier 2

76. Credit risk adjustments included in the Tier 2 capital 
with respect to exposures subject to the Standardised 
Approach (before the application of the cap)

1,777 1,777 62

77. Cap on inclusion of credit risk adjustments in 
T2 under the Standardised Approach 795,838 795,838 62

Capital instruments subject to phase-out provisions (only 
applicable between 1 January 2014 and 1 January 2022) N.A. N.A.

The code that appears in the right margin of each con-
cept is related to those covered in Annex IV of the Com-
mission Implementing Regulation (EU) 1423/2013.

Regulatory references led by the initials CRD correspond 
to articles of the Directive 2013/36/EU of the European 
Parliament and of the Council.

Statutory references that refer to the EBA list correspond 
to the list published by the European Banking Authority 
in the framework defined in Article 26 (3) of the Regula-
tion (EU) 575/2013
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ANNEX VI: CONCILIATION OF THE  
OWN FUND ITEMS WITH THE AUDITED 
FINANCIAL STATEMENTS

Concept (thousands of euros) Amount Accounting matching

Tier 1 Capital 835,348  

Common Equity Tier 1 capital 835,348  

Capital instruments eligible as Common Equity Tier 1 capital 727,750  

Paid-up capital instruments 112,257 Consolidated Public Balance Sheet - Equity 
- A.E.1.3.a epigraph "Paid-up capital"

Share premium 615,493 Consolidated Public Balance Sheet - Equity 
- A.E.1.3.a epigraph "Share premium"

Retained earnings 155,613  

Cumulative gains from previous years 155,613 Consolidated Public Balance Sheet - Equity 
- A.E.1.3.a epigraph "Other reserves"

Eligible profit 0  

Other cumulative comprehensive results 53,574

Consolidated Public Balance Sheet - Equity - 
A.E.1.3.a epigraph "Actuarial gains and losses on 
defined benefit provision plans" + Consolidated 
Public Balance Sheet - Equity - A.E.1.3.a 
epigraph "Items that can be reclassified to profit 
or loss: Available-for-sale financial assets"

Common Equity Tier 1 capital adjustments due to prudential filters* -5,431  

Other intangible assets (-) -59,426 Consolidated Public Balance Sheet - Assets 
- A.E.1.1 epigraph "Intangible Assets" 

Pension fund assets with defined benefits (-) -5,171 Note 15.1 of the Cecabank Consolidated 
Report "Net assets in pension plans"

Surplus of elements deducted from additional Tier 1 capital 
with regard to the Additional Tier 1 capital (-)** -23,770

Other transitional adjustments to Common 
Equity Tier 1 capital (-)*** -7,791

* Value adjustments due to reductions for prudent assessment requirements
** 40% deduction of other intangible assets
*** Unrealized profit DPV (percentage of unrealised capital gain/loss of the DPV portfolio registered in Consolidated Public Balance Sheet-Asset L.E.1.1 in the epigraph 
"Available-for-sale financial assets") 

Unrealized profit (Classification of the securities portfolio: M8) -33,630

+ 40% other intangible assets 23,770

+ 40% defined benefit pension fund assets 2,068

Total -7,791
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ANNEX VII: CONCILIATION OF THE 
MEASUREMENT OF THE TOTAL EXPOSURE 
CORRESPONDING TO THE LEVERAGE RATIO  
AND FINANCIAL STATEMENTS

Concept (thousands of euros) Balance

Book assets 10,094,415

Reductions for derivative financial instruments -1,543,306

Adjustment for securities financing transactions -872,320

Other adjustments (*) -217,465

Exposure corresponding to Book Assets 7,461,325

Reduction for off-balance-sheet items 95,648

Adjustments for Tier I deductions -101,589

Exposure considered in Leverage ratio 7,455,384

Tier I 835,348

Leverage Ratio 11.20%

* Residual reduction due to other assets calculated by difference.

Page 83 Cecabank Pillar 3 Disclosures 2016

ANNEXES
I. Risk Management Policies and Objectives | Credit Risk | Risks associated with the trading portfolio | Operational risk |  
Regulatory compliance risk | Risk in equity instruments not included in the trading portfolio | Interest rate risk in the Banking Book 
| Liquidity Risk | Other Risks |  II. Definitions of Default and “Impaired Positions” and Criteria Applied to establish the amount of 
Impairment Losses |  III. Composition of Cecabank's Committees |  IV. Total amount of the risk exposure |  V. Information on own 
funds (phase-in and fully loaded) |  VI. Conciliation of the own fund items with the audited financial statements |   
VII. Conciliation of the measurement of the total exposure corresponding to the leverage ratio and financial statements




