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I. Risk management objectives and policies
The Bank aims to adopt best practices regarding corporate governance, taking into account all
relevant guidelines and regulatory requirements, as set by the Basel Committee on Banking
Supervision, the European Banking Authority, the Bulgarian National Bank as well as any
decisions of the competent authorities supervising the Bank.
The Bank’s risk governance framework comprises a number of different constituents. In
particular, the Supervisory Board has set up a Risk Committee overseeing all risk
management functions. The Risk Committee is in charge of monitoring the quantitative and
qualitative aspects of all credit, market, liquidity and operational risks. It is currently
complemented, by the Risk function.
The Internal Audit function, which reports directly to the Supervisory Board level, through
the Audit Committee, complements the risk management framework acting as the
independent review layer, focusing on the effectiveness of the risk management framework
and control environment.
The Bank’s risk management organization structure shall ensure the existence of clear lines of
responsibility, the efficient segregation of duties and the prevention of conflicts of interest at
all levels, including the Management Board, Senior Management, as well as among its
customers and any other stakeholders.
Within the Bank, risk management activities broadly take place at the following levels:
 Strategic level – It encompasses risk management functions performed by the
Supervisory Board and the Management Board.
 Tactical level – It encompasses risk management functions performed by the Risk
Committee and the Executive Committee
 Operational (business line) level – It involves management of risks at the point where
they are actually created. The relevant activities are performed by individuals who
undertake risk on the organization’s behalf. Risk management at this level is
implemented by means of appropriate controls incorporated into the relevant
operational procedures and guidelines set by the Management.
Eurobank Bulgaria AD is exposed to the following types of risks, resulting from its activities
with financial instruments:
 Credit risk
 Market risk
 Liquidity risk
 Operational risk
The different types of risks are managed and controlled by specialized units in the Bank,
following policies and procedures, based on Eurobank Group Guidelines, ensuring that all
aspects of risk are adequately covered, monitored and controlled, as well as the Bulgarian
legislation.
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The Chief Risk Officer of the Bank, heading Risk Division, has a direct reporting line to the
Risk Executive of the Parent company and indirect to the Chief Executive Officer of the
Bank.
The Supervisory Board of the Bank (SB) has delegated to the Risk Committee the role of
approving all strategic risk management decisions. The Risk Committee is in charge of
monitoring the quantitative and qualitative aspects of all credit, market, liquidity and
operational risks. In addition, internal audit is responsible for the independent review of risk
management and the control environment.

Credit risk
Credit risk is the risk of financial loss for the Bank caused by counterparty by failing to fulfill
an obligation. It is the most significant risk that the Bank is exposed to. The credit process
within Eurobank Bulgaria AD is based on a division of responsibility between the business
origination and credit risk management functions. The fundamental principle of the credit
approval process is the “segregation of duties principle” which requires credit proposal by
Business Units and review by Risk Division (Credit Risk Department) and establishes the
separation of business decision from credit risk decisions. Participants in the credit approval
process must act and take decisions in line with the Group’s credit policy, as well as in line
with the applicable Bulgarian law and regulations. In their decisions for undertaking credit
risk they must exercise prudent and objective credit judgement, and act in good faith, so that
they fully and effectively protect the interests of the Bank and its shareholders in the best
possible manner.
The Bank employs the following risk management methods in order to reach its defined credit
risk targets:
Risk avoidance: in lending operations, the Bank rejects loan proposals with poor
creditworthiness on the basis of internal risk models and ratings, and by defining risk
sensitive business focuses by means of specific exposure limits and target portfolio.
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Risk mitigation/limitation: The Bank demands collateral and applies credit risk mitigating
techniques, and adheres to defined credit risk limits as derived above.
Risk diversification: By diversifying its portfolio, the Bank hedges its dependence on
specific developments and thus reduces the credit risk. Should the Bank’s portfolio fall below
the desired degree of diversification, the Bank will need to take suitable measures.
To manage and control the credit risk, different structures and bodies are established with
specific responsibilities:
 Risk Committee – for strategic decisions and country risk management
 Country Credit Committee and Regional Credit Committee – for Credit Approval
Process decisions
 Loans and Product Committee - for approval of products’ risk parameters
 Non-Performing Loans Committee – responsible for the Non-performing loans
management
The Bank intends to support all economic sectors, however Eurobank Bulgaria AD will be
very cautious in taking exposure on the real estate, independent insurance companies, leasing
and factoring companies and other finance entities. Depending on market situation and
obvious warning signals for certain economic sectors, additional restrictions can be imposed.
The Bank’s policy is to avoid extending credit facilities to entities involved in the production
and trade of military weapons, religious organizations, gambling industry, media sector,
political parties, public educational institutions, sports clubs etc.
Risk Committee monitors and periodically adjusts specific limits (absolute values)
corresponding to each of the five main economic sectors (ex. Industry, Commerce, Services,
Construction, Real Estate):
The credit exposure to any given economic sector (except for real estate) shall not exceed
15% of the credit exposure of the total wholesale portfolio of the Bank, not accounting for
corporate bonds. The weight of real estate sector in total corporate portfolio of the Bank
should not exceed 25%. Both Construction and Real estate sectors should not exceed 35% of
total corporate portfolio.
The credit activity of the Bank is governed by policies and procedures, approved by the
respective responsible bodies and based on Eurobank Group Guidelines, ensuring that all
aspects of credit risk are adequately covered, monitored and controlled, namely:
 Credit Policy Manual for Corporate lending
 Credit Policy Manual for Small Business banking (SBB)
 Credit Policy Manual for Mortgage lending
 Credit Policy Manual for Consumer lending
 Collateral Rule Book
 Collaterals allocation instruction
 Procedure for Corporate NPL management
 Procedure for SBB NPL management
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 Provisioning policy for corporate exposures
 Provisioning policies for retail exposures – consumer loans, credit cards, mortgage
loans, SBB
 Stress test methodology
 Concentration risk methodology
Market risk
The Bank takes on exposures to market risk, which is the risk of potential financial losses due
to adverse changes or excessive fluctuations in market variables such as interest rates, foreign
exchange rates or security prices. Market risks arise from open positions in interest rate,
currency and equity products, all of which may be exposed to general or specific market
movements and changes in the level of volatility of market rates or prices.
There are a number of specific sources of risk (risk factors) within each type of market risk, to
which the Bank may or may not be exposed at any point in time. These are further defined in
the Bank’s Market Risk Policy and the Group’s Market Risk Guidelines.
The corporate governance with respect to market risk control and supervision is defined in the
Bank’s Market Risk Policy, developed in line with the Group Market Risk Guidelines. The
objectives of the Bank’s Market Risk Policy are to:
 set the framework and minimum standard for market risk control and management
throughout the Bank;
 ensure compliance with local rules;
 ensure compliance with Eurobank Group Guidelines;
 ensure compliance with the requirements of local and foreign regulators;
 establish a framework that will eventually allow the Bank to gain competitive
advantage through risk-based decision-making.
The Market Risk Policy is further supported by procedures which set out the detailed
standards and requirements necessary to implement the policy. The policy and procedures
apply to the control of market risks, arising on all of the Bank’s assets, liabilities and offbalance sheet positions, therefore covering both Treasury and non-Treasury activities that
generate market risk.
The Bank’s Market Risk Policy is approved by the Risk Committee of Eurobank Bulgaria and
maintained by Market Risk Department. The Market Risk Department regularly reviews the
policy and submits any changes to the Risk Committee for approval.
The market risk control and supervision framework set by the Bank aims to:
 protect the Bank against unforeseen market losses and contribute to earnings stability
through the independent identification, assessment and understanding of the market
risks inherent to the business;
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 align the Bank’s organizational structure and management processes with best
international banking practice and set minimum standards for controlling market risks;
 develop transparent, objective and consistent market risk information as a basis for
sound decision making;

 establish a structure that will allow the Bank to link business strategy and operations
with the objectives for risk control and supervision.

Liquidity risk

Liquidity risk is the risk that the Bank will be unable to fund increase in assets or meet
obligations at a reasonable cost or at all; for financial assets the risk is that an instrument
cannot be sold or otherwise exchanged for its full market value. Prudent liquidity risk
management and appropriate supervision and control are essential elements for the effective
management of the Bank. The Bank must ensure that it will always be in a strong liquidity
position to meet all obligations to repay, at call or maturity, at a reasonable cost, even under
adverse market conditions, in the context of the policies and directives established by
regulators and Eurobank Group. The Bank aims to manage effectively its liquidity risks and
also to maintain sufficient liquidity to withstand potential stress events.
To ensure prudent liquidity management, the Bank has its own liquidity management policy
and applies the Group’s guidelines on liquidity risk measurement, monitoring and
management. The policy includes cash flow forecasts, minimum levels of liquidity, functions
involved in liquidity management, systems for monitoring and reviewing liquidity, roles and
responsibilities for monitoring limits, escalation procedure for limit excesses, main measures
to undertake in case of liquidity crisis and other.
The Bank’s Liquidity Policy, designed in line with the Group Liquidity Risk Guidelines, aims
at ensuring that:
 the necessary liquidity policies and procedures are in place and followed;
 sufficient liquid assets and adequate liquidity are maintained in order to conduct
business in a prudent manner and to be able to meet obligations as they arise;
 high quality liquid assets are kept to be in a position to successfully face a funding
crisis;
 the interbank market funding capability, stability and diversity of the deposit base,
overall liquidity status of the Bank and the external market environment are regularly
monitored and controlled;
 the liquidity position is monitored closely on a daily basis and continuously
throughout the dealing operations;
 stress tests and scenarios are performed and analyzed to assess the adequacy of the
Bank’s liquidity to meet crisis situations;
 regulatory requirements are met.

5

Eurobank Bulgaria AD

Disclosures on Capital Adequacy
31 December 2015

The responsibility for liquidity management has been delegated by the Management Board
(MB) to the Assets and Liabilities Committee (ALCO). ALCO is the primary responsible
body to advise the MB for the strategic management of assets and liabilities, aiming to
effectively manage the liquidity risks of the Bank and to ensure regular and timely meeting of
current and future obligations, both under normal circumstances and in crisis situations.
ALCO regularly reviews the liquidity ratios; liquid assets and buffers; sources and uses of
liquidity and liquidity projections; the deposit base; the cost of funds; the market and
macroeconomic outlooks, etc. Within its authority is to take all the necessary decisions
regarding the interest rate policy, the liquidity and assets and liabilities management and to set
the target parameters of potential external funding. With regard to assets and liabilities
management, ALCO regularly reviews the following information:
 the structure, current status and trends of the assets and liabilities of the Bank;
 the Bank’s cash inflows and outflows and the ratios between assets and liabilities;
 the interest income margin generated on the assets and the cost of funding base
(deposit base and external funding);
 interest rates offered by the main competitors and the market shares of the Bank;
 capital adequacy;
 determines and monitors the implementation of the Bank’s funding strategy;
 defines and regularly reviews elements of the internal funds transfer pricing policies
(FTP) to properly reflect liquidity risk in the pricing of assets and liabilities and the
internal measurement of returns.
With regards to liquidity management, ALCO regularly reviews the following information:
 liquidity ratios;
 liquid buffers – volumes and currency breakdown;
 sources and uses of liquidity and liquidity projections;
 liquidity risk stress tests.
The operational management of the Bank’s assets and liabilities and the execution of ALCO
decisions regarding liquidity are assigned to the Head of Treasury.
Liquidity target ratios are set and approved by Risk Committee. Independent liquidity risk
control function with a dual reporting line to the management of the Bank and to the
management at Group level is performed by Market Risk Department. The latter monitors and
reports the liquidity ratios compared with the approved targets, escalating any excesses to the
respective management bodies, as well as produces stress-tests for liquidity risk on a monthly
basis.
The Bank has developed an Action Plan for Liquidity Crisis in adherence to the Law on
Credit Institutions and Ordinance № 11 of BNB on Liquidity Management and Supervision.
The plan determines the sources of liquidity and the sequence of actions that will be followed,
marks the factors that influence the Bank’s liquidity and indicates the functions of all
managers and staff members involved in the process of liquidity utilization/attraction in
liquidity crisis situations.
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Operational risk

Operational Risk means the risk of loss resulting from inadequate or failed internal processes,
people and systems or from external events and includes legal risk. Operational Risk is not
limited only to the risk of financial loss but also to other negative or positive impacts to
Eurobank’s objectives (e.g. income decrease, reputational impact, business efficiency).
By definition, Legal risk is included in Operational Risk and is defined as:
 the risk of loss because of legally flawed actions of the Bank or its employees and
agents;
 uncertainty regarding the requirements and effects of the law itself;
 relevant inefficiencies of any country’s legal system (especially in cases of
international activities, or subsidiaries operating in different legal environment).
The Operational Risk Committee (ORC) has been established and regular meetings are
convened. ORC acts to provide oversight of actual operational risk exposure and management
and the processes implemented to assess, monitor and mitigate operational risk in Bulgaria.
ORC is a management committee, drawing its powers from the Group’s Operational Risk
Committee and the Executive Committee of Eurobank Bulgaria. The Committee’s remit
covers all business activities.
Eurobank Bulgaria has in place the following policies and procedures with regard to the
operational risk management approved by the respective authorities:
 Eurobank Operational Risk Framework – describes the overall Operational Risk
environment of Eurobank Ergasias SA and its subsidiaries. It includes a formal record
of the high level operational risk principles that are applied in day-to-day operations;
 Mandate and Terms of Reference for Operational Risk Department - describes the
responsibilities of the Operational Risk unit in details;
 Data Collection and Reporting Procedure - defines the minimum data collection and
reporting requirements in respect to operational risk events data capturing;
 Fraud Provisioning Policy for Retail Credit Portfolio - defines the requirements in
respect to calculation and reporting of provisions related to fraud cases in retail credit
portfolio reported as Operational Risk Events;
 Procedure for Provisioning and writing-off of operational losses in Eurobank Bulgaria
AD – regulates the rules and procedures for provisioning, writing-off and reconciling
operational losses;
 Operational Risk Committee, Terms of Reference – provides the governance
framework of the ORC in Eurobank Bulgaria;
 Eurobank Fraud Risk Management Policy and Governance – defines the
responsibilities and governance with regard to fraud prevention and fraud detection;
 Eurobank Outsourcing Policy - defines the standard practices and principles that have
to be considered before outsourcing operations to outsourcing service providers. It
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also defines the roles and responsibilities of management and staff involved in
outsourcing decision making, oversight and management;
 Group Financial Reporting Policy for Operational Risk – Credit Related Losses
Arising from Fraud - provides the accounting treatment of operational risk - credit
related events that are classified as fraud in accordance with the Group accounting
policies;
 Eurobank Operational Risk Scenario Assessment Policy - focuses on the approach to
and processes for quantifying the exposure of Eurobank to identified material or
significant operational risk exposures;
 Eurobank Policy for Reporting Unethical Conduct - describes the stance of the Group
and the framework for reporting unethical conduct and it is complementary to related
policies - such as Fraud Risk Management Policy & Governance and Conflict of
Interest.
 Eurobank Operational Risk Events Management Overview - provides an overview of
the management of Operational Risk events, as well as to the roles and
responsibilities of those involved.
 Eurobank OpRisk Provisioning Policy - describes the establishment, monitoring and
management of all forms of operational risk exposure and loss provisions which relate
to any defined operational risk category or causal type which could financially affect
Eurobank and its subsidiaries.
 Eurobank OpRisk Risk Appetite Statement - describes Eurobank Group’s risk
capacity and risk appetite as well as their monitoring and reporting.
 Eurobank OpRisk Events Management Policy - focuses on the approach and
methodology used to collect information of risk events, the classification and ongoing
management of such events.
 Eurobank OpRisk KRI Policy - focuses on the approach to identifying where risk,
performance and control effectiveness metrics are required and the methodology used
to select and implement appropriate KRIs across Eurobank.
 Eurobank OpRisk Reporting Policy - focuses on the approach and methodology used
to prepare, produce and disseminate operational risk-related reports for Eurobank.
 Eurobank OpRisk Capital Management Policy - focuses on the approach to
calculating and estimating Pillar 1 and Pillar 2 operational risk capital and verifying
the adequacy of Pillar 1 regulatory capital against Pillar 2 capital for Eurobank and its
subsidiaries.
Operational risk management in Eurobank Bulgaria is based upon five distinct, even though
interrelated and integrated programs:
 Operational Risk Events Data Capturing;
 Key Operational Risk Indicators (KRIs);
 Risk and Control Self-Assessment (RCSA);
 Fraud Risk Management
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 Operational Risk Scenario Analysis (i.e. focuses on rare, catastrophic events and their
potential impact).
All aforementioned programs are supported by dedicated IT applications that are provided
and managed by Eurobank Group.

II. Scope and methods of consolidation
Eurobank Bulgaria AD reports on an unconsolidated basis.

III. Own funds
The Bank’s objectives when managing the capital in respect to the requirements set in
Regulation №575 of EU on the Capital Adequacy of Credit Institutions are:
 to comply with the capital requirements set by the Regulator;
 to safeguard the Bank’s ability to continue as a going concern so that it can continue to
provide returns for shareholders and benefits for other stakeholders; and
 to maintain a strong capital base to support the development of its business.
Capital adequacy and the use of regulatory capital are monitored by the Bank’s management
on a monthly basis, employing techniques based on the guidelines developed by the Basel
Committee and the European Community Directives for supervisory purposes. The capital
adequacy of the Bank is reported to the Bulgarian National Bank on a quarterly basis
according to the rules set by Regulation (EU) 575/2013.
The structure of the capital of Eurobank Bulgaria AD is presented in the table below:
BGN ‘000s

Structure of Capital
Own Funds
Tier 1 Capital
Common Equity Tier 1 Capital
Share Capital
Reserves
Accumulated other comprehensive income
Intangible assets
Excess of deduction from AT1 items over AT1 Capital
Other transitional adjustments to CET1 Capital
Additional Tier 1 Capital
Tier 2 Capital
Subordinated Debt
Other transitional adjustments to T2 Capital

9

31/12/2015
861,046
771,939
771,939
452,753
354,239
14,809
(34,548)
(21,032)
5,718
89,107
88,028
1,079
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The table below presents the Balance sheet of the Bank per published financial statements and
the part of it used in the estimation of the capital adequacy ratio as of 31.12.2015:
BGN ‘000s

Balance sheet
per published
financial
statements

Balance sheet
for the
estimation of
the CAD ratio

1,087,898
109,616
11,376
3,895,818
550,440
2,444
843
40,104
34,548
19,575
5,752,662

1,087,898
109,616
11,376
3,895,818
550,440
2,444
843
40,104
34,548
19,575
5,752,662

19,854

-

3,289

-

4,604,805
160,944

88,028

Deferred income tax liabilities

2,710

-

Current income tax payable

1,081

-

Provisions for other liabilities and charges

5,220

-

Retirement benefit and other obligations

4,064

-

36,511
4,838,478

88,028

Shareholders’ equity
Share capital
Statutory reserves
Retained earnings and other reserves, net

452,753
282,521
178,910

452,753
274,239
80,574

Total shareholders’ equity:

914,184

807,566

5,752,662

895,594

Assets
Cash and balances with the Central Bank
Loans and advances to banks
Financial assets held for trading
Loans and advances to customers
Investment securities available-for-sale
Derivative financial instruments
Investment property
Property, plant and equipment
Intangible assets
Other assets
Total assets:
Liabilities
Deposits from banks
Derivative financial instruments
Due to customers
Debt issued and other borrowed funds

Other liabilities
Total liabilities:

Total shareholders’ equity and liabilities
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Banking portfolio
Banking portfolio
Trading portfolio
Banking portfolio
Banking portfolio
Banking portfolio
Banking portfolio
Banking portfolio
Capital base
Banking portfolio

Capital base

Capital base
Capital base
Capital base
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IV. Capital requirements
Eurobank Bulgaria AD applies Standardized Approach for credit risk and market risk, and the
Basic Indicator Approach for operational risk.
For the purposes of Regulation (EU) 575/2013 the Bank applies Comprehensive Approach for
financial collaterals.
General description of the Bank’s approach for assessing the adequacy of its capital
The Bank’s approach for assessing the adequacy of its capital is done on a monthly basis and
comprises:
 analysis of the amount, the type and allocation of the capital that covers all types of
risks which the Bank undertakes;
 estimation of the possible future risks for the Bank.
The Bank’s approach for assessing the adequacy of its capital includes examination and
estimation of each risk exposure separately.
Capital requirements by exposure classes
BGN ‘000s

Credit Risk related to:
Central governments and central banks
Regional governments and local authorities
Institutions
Corporate customers
Retail customers
Exposures secured by mortgages on immovable property
Exposures in default
Exposures associated with particularly high risk
Covered bonds
Equity exposures
Other items
Counterparty Risk
Credit Risk Total
Market Risk (pursuant to Standardised approach)
- Interest rate instruments in the trading book
- Equity instruments in the trading book
Operational Risk
Credit Valuation Adjustment Risk
Total Capital Requirement

132
11,934
81,635
54,455
44,773
33,609
16
2,710
1,123
4,848
2,091
237,326
5,250
5,162
88
35,914
278,490

Capital requirements for market risk
Breakdown of the capital requirements for market risk by currencies as of 31 December 2015
is presented in the table below:
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BGN ‘000s

Market Risk

BGN

Interest rate instruments in the trading book
Equity instruments in the trading book
Total

EUR

USD

155

5,005

2

88

-

-

243

5,005

2

The debt instruments in the trading portfolio of the Bank comprise of Bulgarian Government
Securities issued by the Ministry of Finance, denominated in BGN, EUR and USD.
The major currencies which form the currency position of the Bank are BGN, EUR, USD,
CHF and GBP. Eurobank Bulgaria AD does not allocate capital for currency risk.
Capital requirements for operational risk
The Bank uses the Basic Indicator Approach, representing 15% of the annual average gross
income for 2012, 2013 and 2014. The amounts of the annual gross income for the last three
years, which form the capital requirements for operational risk, are as follows:
 2012 – BGN 244,081 thousand;
 2013 – BGN 227,602 thousand;
 2014 – BGN 246,601 thousand.

V. Exposure to counterparty credit risk
The allocation of the Bank’s deals with securities and derivatives in the banking book as of 31
December 2015 for the different exposure classes using the Market Value Method is
represented in the table below:
BGN ‘000s

Exposure Class
Institutions
Corporate customers
Total

Derivatives
16,026
2,099
18,125

VI. Capital buffers
Capital buffers are maintained in addition to the capital requirements set in Regulation (EU)
575/2013 and guarantee that the banks accumulate in periods of economic growth adequate
capital to cover possible losses during unfavorable periods. In this regard BNB issued
Ordinance №8 on Banks’ Capital Buffers.
Capital buffers are:
 the capital conservation buffer;
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the bank-specific countercyclical capital buffer;
the buffer for global systemically important institutions (G-SIIs);
the buffer for other systemically important institutions (O-SIIs);
the systemic risk buffer.

The banks cover the capital buffers mainly with the core Tier 1 capital.
The capital conservation buffer is 2,5% of the total risk exposure amount of the Bank.
The anti-cyclical buffer is raised when it is estimated that the aggregated growth in loans
leads to risk accumulation in the system and is used during unfavorable periods.
Banks maintain a buffer for systemic risk in order to prevent and decrease the long-term noncyclical systemic and macro prudential risks. As of 31.12.2015 the buffer for systemic risk is
3% of the total risk exposure amount of the Bank.
Banks that are defined as systemically important on national or on European level maintain
additional capital buffer as the combined requirement for the capital buffers for a certain bank
depends both on the concretely defined levels for each individual buffer and on the structure
of the group and the defined buffers on consolidated level.
A bank that does not cover the required levels for capital buffers is a subject to restrictions
regarding dividend payments, variable remuneration as well as payments on other capital
instruments.
As of 31.12.2015 Eurobank Bulgaria AD allocated BGN 87,029 thousand as a capital
conservation buffer and BGN 104,434 thousand as a buffer for systemic risk.

VII. Indicators of global systemic importance
Eurobank Bulgaria AD is not defined as an institution of global systemic importance in
accordance with Article 131 of Directive 2013/36/EU.

VIII. Credit risk adjustments
Definitions for accounting purposes of “past due” and “impaired” and description of the
approaches and methods adopted for determining value adjustments and impairment.
The exposures value presented in this document are estimated in accordance with the
requirements of Regulation (EU) 575/2013 and represent the on-balance-sheet value,
calculated according to the applicable accounting standards.
The Bank assesses at each balance sheet date whether there is objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or a group of
financial assets is impaired and impairment losses are incurred if there is an objective
evidence of impairment as a result of one or more events that occurred after the initial
recognition of the asset (a “loss event”) and that loss event has an impact on the estimated
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future cash flows of the financial asset or group of financial assets that can be reliably
estimated.
More detailed information regarding the assessment of the assets impairment, loans
categorisation and the respective impairment amounts, in accordance with the applicable
accounting standards, is available in the Annual Financial Statements of the Bank.
Total amount of the exposures of the Bank without taking into account the effects of
credit risk mitigation and the application of Credit Conversion Factors /CCF/ for offbalance sheet positions
The amounts of balance sheet and off-balance sheet positions for the different exposure
classes as of 31 December 2015 without taking into account the effects of credit risk
mitigation and the application of Credit Conversion Factors /CCF/ for off-balance sheet
positions are presented in the table below:
BGN ‘000s

Exposure Class

Balance sheet
position

Credit Risk
Central governments and central banks
Regional governments and local authorities
Institutions
Corporate customers

1,347,696
1,647
109,616
1,101,441

Retail customers
Exposures secured by mortgages on immovable property
Exposures in default
Covered bonds
Exposures associated with particularly high risk
Equity exposures
Other items

942,932
1,483,996
377,774
169,400
134
14,043
155,697

Credit risk exposures relating to off-balance sheet items (including
repo/reverse repo transactions and derivatives)
Credit Risk Total

695,039
6,399,415
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Geographical breakdown of the exposures
The geographical breakdown of balance sheet positions for the different exposure classes as
of 31 December 2015 is presented in the table below:
BGN ‘000s

Exposure Class

Bulgaria

Balance
sheet
position

Rest of
Other
Romania
Europe countries

Greece

Credit Risk
Central governments
and central banks
Regional
governments and
local authorities
Institutions
Corporate customers
Retail customers
Exposures secured by
mortgages on
immovable property
Exposures in default
Covered bonds
Exposures associated
with particularly high
risk
Equity exposures
Other items
Credit risk
exposures relating to
balance sheet items
Total
Credit risk exposures
relating to off-balance
sheet items (including
repo/reverse repo
transactions and
derivatives)
Credit Risk Total

15

1,343,070

-

4,626

-

-

1,347,696

1,647
-

7,617

35

71,356

30,608

1,647
109,616

1,101,441

-

-

-

-

1,101,441

940,320

536

95

1,452

529

942,932

1,480,495

954

52

1,662

833

1,483,996

376,584

275

3

42

870

377,774

-

-

- 169,400

-

169,400

134
5,644
155,697

-

-

8,399
-

-

134
14,043
155,697

5,405,032

9,382

4,811 252,311

32,840

5,704,376

677,709
6,082,741

16,651
26,033

39
535
4,850 252,846

105
32,945

695,039
6,399,415
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Distribution of the exposures by industry
The distribution of balance positions by industry for the different exposure classes as of 31
December 2015 is presented in the table below:
BGN ‘000s

Exposure Class

Trade and
Services

Individuals

Manufacture

Construc
-tion

Central
Bank, Banks
& Non-bank
Financial
Institutions

Public
Sector

Balance
position

Other

Credit Risk (pursuant to the Standardized Approach)
Central
governments and
central banks
Regional
governments and
local authorities

-

-

-

-

354,891

992,805

-

1,347,696

-

-

-

-

1,647

-

-

1,647

Institutions

-

-

-

-

-

109,616

-

109,616

Corporate
customers

-

374,979

411,802

50,156

-

70,377

194,127

1,101,441

741,515

109,395

46,375

15,680

-

-

29,967

942,932

915,460

348,569

52,575

75,882

-

2,559

88,951

1,483,996

187,943

115,780

35,832

25,243

-

5

12,971

377,774

Covered bonds
Exposures
associated with
particularly high
risk

-

-

-

-

-

169,400

-

169,400

-

134

-

-

-

-

-

134

Equity exposures

-

4

7

1

-

-

14,031

14,043

Other items
Credit risk
exposures
relating to
balance sheet
items Total
Credit risk
exposures relating
to off-balance
sheet items (incl.
repo/reverse repo
transactions and
derivatives)
Credit Risk
Total

-

-

-

-

-

-

155,697

155,697

1,844,918

948,861

546,591

166,962

356,538

1,344,762

495,744

5,704,376

373,293

124,589

98,003

44,483

6

33,248

21,417

695,039

2,218,211

1,073,450

644,594

211,445

356,544

1,378,010

517,161

6,399,415

Retail customers
Exposures
secured by
mortgages on
immovable
property
Exposures in
default
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Residual maturity breakdown of the exposures
The residual maturity breakdown of balance positions for the different exposure classes as of
31 December 2015 is presented in the table below:
BGN ‘000s
Exposure Class

Up to 1
month

1-3 months

3-12 months

1-5 years

Over 5 years

Balance
position

Credit Risk
Central governments and
central banks

992,805

-

-

4,637

350,254

1,347,696

-

-

-

1,647

-

1,647

109,616

-

-

-

-

109,616

Corporate customers

83,366

64,303

563,632

186,895

203,245

1,101,441

Retail customers
Exposures secured by
mortgages on immovable
property

13,808

57,236

110,841

228,899

532,148

942,932

18,445

6,256

66,802

209,511

1,182,982

1,483,996

Exposures in default

36,908

4,504

14,191

53,965

268,206

377,774

Covered bonds

-

-

-

-

169,400

169,400

Exposures associated with
particularly high risk

-

-

-

-

134

134

Equity exposures

-

-

-

-

14,043

14,043

Other items
Credit risk exposures
relating to balance sheet
items Total
Credit risk exposures
relating to off-balance
sheet items (including
repo/reverse repo
transactions and
derivatives)

-

-

-

-

155,697

155,697

1,254,948

132,299

755,466

685,554

2,876,109

5,704,376

211,141

153,599

232,834

50,121

47,344

695,039

1,466,089

285,898

988,300

735,675

2,923,453

6,399,415

Regional governments and
local authorities
Institutions

Credit Risk Total

Impaired loans broken down by industries
The classification of the risk exposures of the Bank, as well as the conditions, amounts and set
of rules for the formation of loans impairment are in accordance with the applicable
International Financial Reporting Standards.
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The amounts of the impaired loans broken down by industries as of 31 December 2015 are
presented in the table below:
BGN ‘000s

Exposure Class

Exposures to
Companies

Retail Exposures

Exposures secured
by mortgages on
immovable
property

Industry

25,532

6,236

Manufacture

18,689

1,833

Construction

39,363

27,786

Other

27,241

2,072

Total for the Exposure
Class

110,825

37,927

Individuals

118,340

10,806

Trade and Services

24,478

1,056

Manufacture

12,479

320

Construction

4,621

270

Other

4,486

257

Total for the Exposure
Class

164,404

12,709

Individuals

119,225

907

Trade and Services

46,852

9,636

Manufacture

23,647

113

Construction

8,945

70

14,080

96

Total for the Exposure
Class

212,749

10,822

Individuals

374,814

186,871

Trade and Services

262,072

146,292

Manufacture

83,036

47,204

Construction

59,869

34,626

164

159

47,539

34,568

827,494

449,720

Non-bank financial
institutions
Other
Total for the Exposure
Class

18

Impairment

Trade and Services

Other

Exposures in
default

Balance position
of the impaired
loans

Eurobank Bulgaria AD

Disclosures on Capital Adequacy
31 December 2015

Movement in the allowances for impairment loss
The table below presents the movement in impairment.
BGN ‘000s

Exposure Class

Impairment as of
31 December 2015

Impairment as of
31 December 2014

Change in the
amount of
Impairment

Exposures to Companies

37,927

30,173

7,754

Retail Exposures

12,709

7,599

5,110

Exposures secured by
mortgages on immovable
property

10,822

5,025

5,797

Exposures in default

449,720

431,551

18,169

Total:

511,178

474,348

36,830

IX. Encumbered assets
Pledged financial assets serving as collateral for liabilities as of 31.12.2015 include
government securities pledged for government budget accounts, loans pledged under longterm financing and funds placed as a cover for letters of credit and guarantees.
The table below presents the fair value and carrying amount of encumbered and
unencumbered assets as of 31.12.2015:
BGN ‘000s

Carrying
amount of
encumbered
assets

Carrying
Fair value of
Fair value of
amount of
encumbered
unencumbered
unencumbered
assets
assets
assets

Assets of the institution

48,852

48,852

5,703,810

5,703,810

Loans on demand
Equity instruments
Debt securities
Loans and advances
other than loans on
demand
Other assets

90
39,311

90
39,311

1,102,331
15,278
507,227

1,102,331
15,278
507,227

9,451

9,451

3,886,367

3,886,367

-

-

192,607

192,607
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The table below presents the liabilities related to encumbered assets as of 31.12.2015:
BGN ‘000s

Corresponding liabilities,
contingent liabilities or
lent securities

Assets, received collateral and
issued own debt securities
other than encumbered with
weights covered bonds or
asset-backed securities

34,308
21,869
12,439

48,852
39,311
9,541

Total sources of encumbrance
Deposits
Other sources of encumbrance

The collateral related to the encumbered assets as of 31.12.2015 is presented in the table
below:
BGN ‘000s

Type of collateral

Amount of collateral

Deposits
Residential Real Estate
Commercial Real Estate
Total

87
1,578
3,664
5,329

X. Use of ECAIs
Eurobank Bulgaria AD uses credit assessments assigned by External Credit Assessment
Institutions (ECAIs) in defining the risk weights of its exposures. Fitch, Moody’s and
Standard & Poor’s are the three recognized ECAIs by the Bulgarian National Bank. If credit
assessments are available from two nominated ECAIs and they correspond to different risk
weights for a rated item, the higher risk weight is assigned by the Bank. The credit quality
step depends on the credit assessment. If there is a credit assessment both for an issuer of
securities and the issue, the Bank uses the credit assessment of the issue in defining the credit
quality step. If the issue has no credit assessment, the Bank uses the credit assessment of the
issuer.
The exposure classes, for which an external credit assessment is used, are:
 Exposures to Central Governments and Central Banks;
 Exposures to Institutions;
 Covered Bonds.
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The exposure classes, for which an external credit assessment is used as of 31 December 2015
are presented in the table below as in determining the risk weights for credit risk the external
assessments are related to the different credit quality steps.
BGN ‘000s

Risk weight
depending on
External Credit
Risk Assessment

Exposures to Central
Governments and
Central Banks

0%
20%
50%
100%
150%
Total:

1,347,696
1,347,696

Exposures to
Institutions
105,448
11
4,157
109,616

Covered Bonds

169,400
169,400

XI. Exposure to market risk
The position risk of the Bank in traded debt instruments under the Standardised approach as
of 31.12.2015, broken down by currency, is presented in the table below:
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BGN ‘000s

General risk.
Maturity-based
approach
0 ≤ 1 month
> 1 ≤ 3 months
> 3 ≤ 6 months
> 6 ≤ 12 months
> 1 ≤ 2 (1,9 for cupon
of less than 3%) years
> 2 ≤ 3 (> 1,9 ≤ 2,8 for
cupon of less than 3%)
years
> 3 ≤ 4 (> 2,8 ≤ 3,6 for
cupon of less than 3%)
years
> 4 ≤ 5 (> 3,6 ≤ 4,3 for
cupon of less than 3%)
years
> 5 ≤ 7 (> 4,3 ≤ 5,7 for
cupon of less than 3%)
years
> 7 ≤ 10 (> 5,7 ≤ 7,3
for cupon of less than
3%) years
Total:
Specific risk
Debt securities under
the first category in
Table 1

Debt securities under
the second category
in Table 1
- with residual term
≤ 6 months
- with a residual term
> 6 months and ≤ 24
months
-with a residual term >
24 months
Debt securities under
the third category in
Table 1
Debt securities under
the fourth category in
Table 1
Total:

Long
position
(BGN)

Short
position
(BGN)

Long
position
(EUR)

Short
position
(EUR)

Long
position
(USD)

Short
position
(USD)

Long
position
(Other
currencies)

Short
position
(Other
currencies)

787,626
1

1,369
-

229,914
150,715
16,786

1,036,168
99
16,786

107,404
100
131

100
-

126,854
-

213,440
-

-

-

740

740

-

-

-

-

-

-

246

4,158

-

-

-

-

1

-

9

9

-

-

-

-

4,188

-

-

-

-

-

-

-

-

-

-

97,792

-

-

-

-

1,073
792,889

1,369

4,866
403,276

48,896
1,204,648

107,635

100

126,854

213,440

5,262

-

4,882

-

-

-

-

-

-

-

-

-

131

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

131

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

5,262

-

4,882

-

131

-

-

-

XII. Operational risk
Eurobank Bulgaria AD applies the Basic Indicator Approach for calculating the capital
requirements for operational risk. The Bank has in place adequate policies and processes to
evaluate and manage the exposure to operational risk, including low-frequency high-severity
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events. The Bank maintains and regularly updates contingency and business continuity plans
in order to ensure its ability to operate on an ongoing basis and limit losses in the event of
severe business disruption. In applying the Basic Indicator Approach, Eurobank Bulgaria AD
calculates the amount of capital for covering operational risk impact by multiplying the
Bank’s average annual gross income by a coefficient of 0.15. The average annual gross
income is calculated on the basis of the last three year average sum of net interest income and
net non-interest income, derived from audited Financial Statements. The average annual gross
income is calculated as the average amount of the positive values of the annual gross income.
The annual gross income is calculated before the deduction of any impairment charges for
credit losses and operating expenses. Fees paid for outsourcing services rendered by
intragroup entities are not deducted from the calculation of the gross income. However,
expenditure on the outsourcing of services rendered by third parties reduces the annual gross
income if the expenditure is incurred by a regulated undertaking subject to equivalent
supervision. The calculation of the annual gross income does not include:
1. Realized profits/losses from the sale of banking book securities;
2. Income from extraordinary or irregular items;
3. Income derived from insurance.

XIII. Exposures in equities not included in the trading book
Accounting techniques and valuation methodologies used by the Bank
Equity instruments in the banking book are initially recognized at fair value plus transaction
costs and subsequently re-measured at fair value. Gains and losses arising from changes in the
fair value of these assets are recognized directly in equity. When an equity instrument is
derecognized or impaired, the cumulative gain or loss previously recognized in equity is
recognized in profit or loss. Dividends on equity instruments are recognized in the Income
Statement.
The Bank assesses at each balance sheet date whether there is objective evidence that a
financial asset or a group of financial assets is impaired. In the case of equity investments
classified as available-for-sale, a significant or prolonged decline in the fair value of the
financial asset below its cost is considered in determining whether the assets are impaired.
Balance sheet value and fair value of the equity instruments in the banking book
Fair value is the amount at which a financial instrument could be exchanged in a current
transaction between willing parties.
The fair values of quoted investments in active markets are based on current average market
prices. If the market for a financial asset is not active (and for unlisted securities), the Bank
establishes fair value by using commonly accepted valuation techniques. These include the
use of recent arm’s length transactions, net asset value per share, discounted cash flow
analysis and other valuation techniques consistent with the specific features of the securities
market in Bulgaria.
The balance sheet value and fair value of the equity instruments in the banking book as of 31
December 2015 are represented in the table below:
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BGN ‘000s

Equity instruments in the banking book
Shares
Participations
Total:

Balance sheet value
8
14,169
14,177

Fair value
8
14,169
14,177

Type, disposition and amount of the exposures in listed instruments and private equity
investments
The major part of the equity instruments held by the Bank in the banking book as of 31
December 2015 consists of participations in companies. The amount of the private equity
investments held by the Bank and classified as bearing high risk is BGN 134 thousand. All
private equity investments are reported with 150% risk weight.
The equity instruments reported in the banking book of the Bank as of 31 December 2015 are
presented in the table below:
BGN ‘000s

Equity instruments in the
banking book
Listed equity instruments
Non-listed equity instruments
Items Belonging to Regulatory
High-Risk Categories
Total:

Reported with 100%
risk weight in
exposure class
“Equity exposures”
8
14,035

Reported with 150% risk
weight in exposure class
“Exposures associated with
particularly high risk”
-

14,043

134
134

Realized and unrealized gains or losses from sales and other realizations for the period
The realized and unrealized gains or losses for 2015 are presented in the table below:
BGN ‘000s

Realized gains and losses from equity instruments in the banking book
Realized gains/(losses)
Unrealized gains / (losses)

2015
1,308
7,523

XIV. Exposure to interest rate risk on positions not included in the
trading book
Nature, measurement and key assumptions regarding interest rate risk arising from
non-trading activities
Interest rate risk management (including interest rate risk from non-trading activities) is based
on the general rules for market risk management defined in the Market Risk Policy, which has
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been developed in line with the Market Risk Guidelines of the Group and the related
procedures that define the detailed implementation of the Policy.
Interest rate risk is one of the main market risk types and is the risk of a loss as a result of
adverse changes in interest rate levels. As with any type of market risk, a set of specific
sources of interest rate risk (risk factors) exists, to which the Bank may or may not be exposed
at any specific point in time. These include re-pricing risk, yield curve risk, basis risk and
spread risk.
The Bank is exposed to the effects of market risks through all of its assets, liabilities, offbalance sheet positions, trading and non-trading activities. Changes in the interest rate levels
may have effect on the Bank’s financial position and results in two major ways:
 income effect / earnings perspective – the impact of market interest rate changes on
current income, including the effect of changes in interest rates on net interest income
or fee-based and other non-interest earnings;
 value effect / economic perspective – the impact of changes in market interest rates on
the Bank’s current net worth. The market interest rates used for discounting the
present value of the future cash flows would influence the economic value of the
Bank’s assets, liabilities, off-balance sheet positions and therefore its net worth.
For positions that are marked-to-market for accounting purposes, these two effects are
equivalent.
One of the goals of the established independent market risk management and control function
in the Bank is to control and monitor the effects of interest rate risk on the income and the
economic value of the Bank. The measurement, monitoring, reporting and control of interest
rate risk are carried out by an independent unit – the Market Risk Department within Risk
Division. The Bank’s interest rate risk appetite is expressed in terms of nominal limits set on
the exposure to interest rate risk, approved by the Risk Committee. The levels of these limits
are consistent with the loss-bearing capacity and appetite of the Bank and the regulatory
capital requirements.
The Bank’s market risk measurement system includes all positions that are exposed to market
risks and measures all material aspects of market risk. This also includes the measurement of
the Bank’s exposure to interest rate risk, arising from non-trading positions and activities. The
Interest Rate Gap Report (IRGap) is the main tool used for identification and management of
interest rate risk on a bank-wide level. In the IRGap the balance sheet and off-balance sheet
positions are analyzed by transforming them into Interest Rate Risk Equivalent Instruments
and by distributing the cash flows of these instruments into a predefined set of time-bands. It
is produced separately for each specific currency and in total BGN/EUR equivalent. It is
produced by Market Risk Dept. on a weekly basis and at each end-of-month date and is
presented to the management at Bank and Group level. The report is based on Group
guidelines, while the underlying assumptions are constantly reviewed and updated to ensure
their adequate reflection of any local specifics.
The report represents a maturity/re-pricing schedule that distributes all of the Bank’s assets,
liabilities and interest-sensitive off-balance sheet positions into “time-bands” according to
their maturity (if fixed rate) or time remaining to their next re-pricing (if floating rate),
combined with the calculation of two duration equivalent measures: 1-year and 10-year
duration equivalents. There are Risk Committee approved nominal limits for the two duration
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equivalent measures, set to ensure that the overall Bank exposure to interest rate risk is
acceptable and in line with the Bank’s market risk appetite. The utilization of these limits is
monitored on a weekly basis by Market Risk Dept. and any excesses are escalated to the
management bodies of the Bank and the Group. The gap analysis is supplemented by
calculation of risk indicators such as duration analysis of the bond portfolios and calculation
of interest rate sensitivity to specific interest rate shifts. Monthly stress tests are performed to
assess the impact of interest rate changes on the Bank’s profit & loss and economic value.
The time-band distribution of assets and liabilities in the IRGap report is based on certain
assumptions, concerning especially the positions without clearly defined maturity or interest
rate profile and the ones where actual maturity may deviate from the contractual one. These
assumptions are regularly re-assessed in order to ensure their accuracy and adequacy.
For the purposes of calculating Interest Rate Risk Equivalent Instruments for current and
savings accounts, on the basis of specific assumptions approved by the Group Risk
Management, these are distributed in the closest time-band (1 month) to reflect properly their
interest rate sensitivity. For instruments with fixed interest rate, the principal payments are
distributed into time-bands according to their repayment schedule at the respective payment
dates, while floating rate instruments are distributed according to their next interest re-pricing.
The Bank’s capital is first allocated to cover the fixed assets, participations and other
positions without a clear interest rate profile and the remainder (i.e. the cash portion of
capital) is allocated to the 1 month time bucket. With relation to early prepayments on loans,
the majority of the loans are floating-rate ones and respectively are distributed into closer
time-bands based on their re-pricing date and not on their repayment schedule. In the case of
instruments with embedded options, these options determine the time-band distribution of the
respective instrument.
The interest rate risk exposure arising from non-trading activities is relatively low at present,
given the short re-pricing period of most assets and liabilities, due to their floating rate nature
or short-term tenors. This is supplemented by the fact that a major part of the interest rate risk
arising from the available-for-sale bond portfolio is hedged through swaps.
Interest rate sensitivity analysis
The interest rate sensitivity analysis below illustrates the potential impact on the economic
value of the Bank from a parallel interest rate curve shift in all currencies of +/- 200 bps (nontrading positions only).
All amounts are in BGN equivalent
Currency
+200 bps
-200 bps
1,864,102
-1,864,102
BGN
-15,810,141
15,810,141
EUR
1,641,035
-1,641,035
USD
-165,419
165,419
CHF
58,210
-58,210
GBP
-47
47
Other
Total:
-12,412,259
12,412,259
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XV. Exposure to securitization positions
Eurobank Bulgaria AD does not apply securitization as of 31 December 2015.

XVI. Remuneration policy
“Eurobank Bulgaria” AD has established a Remuneration Policy that is applicable to all Bank
employees and covers their total remuneration. The Remuneration Policy forms an integral
part of the Bank’s corporate governance practice and is developed in accordance to its
operational model, business strategy, objectives, long-term interests of the Bank as well as the
long-term value creation for shareholders and incorporates measures to avoid conflict of
interest.
Also, the Remuneration Policy is consistent with and promotes sound and effective risk
management and does not encourage excessive risk-taking on behalf of the Bank.
Accordingly, the operating standards and mechanisms which have been adopted ensure that
the levels of remuneration are directly linked to results and desired behaviours.
Policy on Remuneration is compliant with the Remuneration Policy of Eurobank Ergasias
S.A. Greece, with Regulation (EU) 604/2014, Regulation (EU) 575/2013 as well as with all
requirements of the Directive 2010/76/EU of the European Parliament and of the Council
regarding capital requirements for the trading book and for re-securitizations, and the
supervisory review of remuneration policies.
The Supervisory Board approves and periodically reviews the Remuneration Policy and is
responsible for overseeing its implementation.
The Remuneration Committee assists the Supervisory Board regarding the drafting, revision
and implementation of the Remuneration Policy and makes relevant recommendations.
The Remuneration Committee is established in such a way as to be able to offer specialised
and independent advice regarding the Remuneration Policy and its implementation and the
incentives created for managing risk, capital and liquidity. To this end, the Bank’s
Remuneration Committee consists of 4 Supervisory Board members.
During 2015, the Remuneration Committee held 3 meetings.
The implementation of the Remuneration Policy is subject to annual internal audit review
from the Internal Audit Unit and Eurobank Group Internal Audit. Internal Audit’s findings
and proposals for potential revision of the Remuneration Policy are reported to the
Remuneration Committee.
This Remuneration Policy of the Bank has established a competitive remuneration framework
in order to attract, engage and retain its employees. Its basic principles are to:
 Safeguard that remuneration is sufficient to retain and attract executives with
appropriate skill and experience.
 Monitor that internal equity between Business Units is applied.
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 Avoid excessive risk taking.
 Link remuneration with long-term performance.
The continuous monitoring of market trends and best practices in domestic and global level,
ensures a competitive Remuneration Policy that is governed by transparency and internal
equity.
The Bank has adopted a remuneration framework based on a two dimensional banding
structure for each position:
 Job Family, depending on the nature of business (for example IT, Finance).
 Band, which is linked to position requirements, range of responsibilities and
professional experience.
Remuneration policy covers all levels of the organization and all categories of employees of
the Bank, in compliance with Ordinance №4 of the Bulgarian National Bank and complies
with all the principles regarding this Ordinance. In this respect, Remuneration policy is
accessible to all employees. Every newly appointed employee gets acquainted with the criteria
for appraisal and their connection with remuneration during their initial Induction Training
Course.
The employees who have a material impact on the Bank’s risk profile according to the EU
Regulation 604/2014 are the following:
1. (I) Members of the Management Board;
(II) Procurator
2. Members of the Supervisory Board;
3. Senior Managers:
(i) Members of Executive Committee (ExCo) of the Bank
4. Heads of the following:
(i) Risk Management;
(ii) Internal Audit Division;
(iii) Compliance Division;
5. Heads of Risk Management within material business units (“material business unit”

is the unit as defined in the Article 3 of EU Regulation 604/2014);
6. Heads of material business units;
7. Employees that have managerial responsibility in one of the units referred to in

point (4) or in a material business unit and report directly to the Heads of points (4)
or (5);
8. Employees that have managerial responsibility and report directly to the Heads of

material business units;
9. Heads of the following:
(i) Finance Division;
(ii) Human Resources Division;
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(iii) IT Division;
(iv) Legal Division;
10. Employees who are responsible for, or are members of Committees responsible for

the management of a risk category other than credit risk and market risk:
(i) Counterparty Risk;
(ii) Residual Risk;
(iii) Concentration Risk;
(iv) Securitization Risk;
(v) Interest Risk arising from non – trading book activities;
(vi) Operational Risk;
(vii)

Liquidity Risk;

(viii)

Risk of excessive leverage;

11. With regard to credit risk exposures of a nominal amount per transaction which

represents 0.5% of the Bank’s Common Equity Tier 1 capital and at least € 5
million:
(i) Employees who are responsible for initiating credit proposals or structuring

credit products which can result in such credit risk exposures; or
(ii) Employees who have authority to take, approve or veto a decision on such

credit risk exposures; or
(iii) Employees who are members of Committees to take the decisions referred to

in points (i) or (ii);
12. Employees who individually or, as members of Committees, have authority to take,

approve or veto a decision on transactions on the trading book which in aggregate
meet one of the following thresholds:
(i) where the standardized approach is used, an own funds requirement for

market risks which represents 0.5% or more of the Bank’s Common Equity
Tier 1 capital; or
(ii) where an internal model-based approach is approved for regulatory

purposes, 5% or more of the Bank’s internal value-at-risk limit for trading
book exposures at a 99% ;
13. Employees with managerial responsibility for a group of employees who have

individual authorities to commit the Bank to transactions and either of the following
conditions is met:
(i) the sum of those authorities equals or exceeds a threshold set out in point

11(i), point 11(ii) or point 12(i);
(ii) where an internal model-based approach is approved for regulatory purposes

those authorities amount to 5 % or more of the Bank's internal value-at-risk
limit for trading book exposures at a 99%. Where the Bank does not
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calculate a value-at-risk at the level of that employee the value-at-risk limits
of personnel under the management of this employee shall be added up;
14. Employees who have the authority or, are members of Committees that have the

authority to approve or veto the introduction of new products;
15. Employees who have managerial responsibility for employees who meet one of the

criteria set out in points (1) to (14);
16. Employees who have a material impact on the Bank’s risk profile whose:
(i) total remuneration was more than € 500.000 in the preceding year;
(ii) total remuneration is within the 0.3 % of the employees, rounded up to the

next integer, who have been awarded the highest total remuneration in the
preceding financial year;
(iii) total remuneration was in the preceding financial year equal to or greater

than the lowest total remuneration awarded in that financial year to an
employee who meets any of the criteria in points (1), (3), (5), (6), (8), (11),
(12), (13) or (14)
Point 16(iii) does not include the following employee categories:
(i) employees who only carry out professional activities and have authorities in

a business unit which is not a material business unit; or
(ii) employees who have no material impact on the risk profile of a material

business unit through the professional activities carried out.
Remuneration mechanisms incorporate principles that take into account employees’ skills and
performance while supporting at the same time long term business objectives.
Employees’ total remuneration consists of fixed and variable components.
The Bank has developed a remuneration framework that is based on total remuneration ranges
that differ among hierarchical levels and nature of business. Total remuneration ranges are
reviewed annually taking into consideration market trends and current legal requirements.
Additionally, the Bank has in place incentive schemes addressed to employees who do not
have a material impact on the Bank’s risk profile, such as the employees in the Branch
Network and TAG Division. These schemes are not subject to retention or deferral policies
while their main aim is to further incentivize sales teams and provide additional motives for
the increase in the production volumes of rescheduling requests.
It should be noted that employees engaged in control functions are independent from the
business units they oversee, have appropriate authority, and are remunerated in accordance
with the achievement of the objectives linked to their functions, independent of the
performance of the business areas they control.
In order to ensure adequate transparency to the market of the remuneration structures and the
associated risks, the Bank discloses the remuneration policies and practices. For reasons of
confidentiality, the Bank delivers aggregated amounts for those members of the management
body, whose professional activities have a material impact on the risk profile of the Bank.
The number of people, covering the definition of “employees who have a material impact on
the Bank’s risk profile” for year 2015 is 35. The annual gross amount to be disclosed,
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(connected with these people and corresponding to the requirements Regulation (EU) No
575/2013, art. 450), is two million one hundred ninety two thousand and a hundred twenty
eight euro and is described in detail in the table below.

Executive and
NonExecutive
Members
of the
BoD
Members

Investment
Banking

Retail
Banking

Asset
Management

Corporate
Functions

Independent
Control
Functions

All
Other

2

13

1

4

3

1

687 680

114 715

879 334

22 232

281 536

156 631

50 000

0

0

0

0

0

0

0

11

Identified Staff
Fixed
Remuneration (€)
Variable
Remuneration
Cash (€)

In general, the Policy is in line with the business strategy and risk tolerance of the Bank and
Eurobank Group, their objectives, values and long-term interests, as well as with all indicated
norms and rules of the Bulgarian National Bank and the European structures concerning local
remuneration policies.

XVII. Leverage
The leverage ratio is calculated as the Bank’s Tier I capital divided by its total exposure and is
expressed as a percentage. The leverage ratio should not be less than 3% and is calculated as
the simple arithmetic mean of the monthly leverage ratios over a quarter. Total exposure
includes all assets and off-balance sheet items not deducted from the calculation of Tier I
capital. The leverage ratios of the Bank as of 31.12.2015 are presented in the table below:
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BGN ‘000s
October
2015

November
2015

December
2015

Exposure Values
SFT exposure according to CRR 220

-

-

-

SFT exposure according to CRR 222

20,900

-

-

5,323

3,183

2,444

17,742
-

17,485
-

18,125
-

363,329

361,815

362,473

17,779

18,491

21,709

8,226

8,031

7,943

304,644

277,221

284,789

5,527,325

5,584,845

5,715,670

Tier 1 capital - fully phased-in definition

777,760

779,705

787,253

Tier 1 capital - transitional definition
Amount to be added due to CRR 429 (4), 2nd
subparagraph
Amount to be added due to CRR 429 (4), 2nd
subparagraph - transitional definition
Regulatory adjustments - Tier 1 - fully phased-in
definition; of which
Regulatory adjustments regarding own credit
risk
Regulatory adjustments - Tier 1 - transitional
definition

771,613

772,048

771,939

-

-

-

-

-

-

-55,569

-55,011

-55,580

-

-

-

-35,379

-34,944

-35,053

Derivatives: Market value
Derivatives: Add-on Mark-to-Market Method
Derivatives: Original Exposure Method
Undrawn credit facilities, which may be cancelled
unconditionally at any time without notice
Medium/ low risk trade related off-balance sheet
items
Medium risk trade related off-balance sheet items
and officially supported export finance related
off-balance sheet items
Other off-balance sheet items
Other assets
Capital and regulatory adjustments

Leverage ratio
calculated as the
simple arithmetic
mean of the monthly
leverage ratio over a
quarter

Leverage Ratio

Leverage Ratio - using a fully phased-in definition
of Tier 1
Leverage Ratio - using a transitional definition of
Tier 1

12.52%

12.54%

12.38%

12.48%

12.39%

12.38%

12.10%

12.29%

XVIII. Use of IRB Approach to credit risk
Eurobank Bulgaria AD does not apply Internal Rating Based Approach to credit risk as of 31
December 2015.
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XIX. Use of credit risk mitigation techniques
The Bank takes on exposure to credit risk, which is the risk that counterparty will cause a
financial loss for the Bank by failing to fulfill an obligation.
Eurobank Bulgaria AD uses a range of policies and techniques to mitigate the credit risk. The
main types of collaterals that the Bank accepts are as follows:
a) Mortgage on immovable property
b) Pledge on movable property
c) Pledge on commercial enterprises
d) Pledge on receivables
e) Securities
f) Cash
g) Letters of guarantees
h) Personal guarantees /Sureties/
i) Other eligible collaterals
All collaterals are agreed in writing through Collateral Agreement.
Tangible collaterals are considered rights “in rem” (e.g., pledge, mortgage) provided to a
lender to secure his claim with assets of the borrowers / guarantors or third persons
(movables, property etc). If not repaid, the lender can request a force sale (auction), in order
to compensate the amount of funding. The holder of the lien is satisfied preferentially from
the auction against other creditors without collateral or secured with tangible at a later stage
(i.e., mortgages, pledge).
An important element of practical importance is the time setting of property rights, because
those who are first in line precede any subsequent owners or any other lien on the subject of
physical collateral, registered at undivided percentages or taken together with other Banks
(Syndicated Loans). In such cases the coverage of the Bank is allocated under the rules of the
respective Credit Policy Manual and internal procedures.
General Guidelines for Acceptance and Monitoring of Collaterals
 Parties involved: Defining the involved parties (e.g. bank officers, borrower,
guarantors, and third parties, Pledger, and public institutions) to identify:
 required actions on their behalf
 required notifications to the responsible bodies
 possible malicious coordinated actions
 Money Laundering: Compliance relating to "Know Your Customer" policies and
procedures in order to confirm the "well-being" of the collateral provided to the Bank
 Pledge Contracts: necessity for creating special contracts
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 Legal Notification of Pledge Agreement and confirmation of receipt.
 Legal Provisions and Regulatory Framework:
 Review of regulations affecting collateral accepted by the bank and monitoring of
legislative changes (new devices, change of existing provisions);
 Identifying legal regulations / frameworks for their proper application, upon receipt
and management of collaterals. Cooperation with competent legal services to obtain
advice / clarification, interpretation of provisions, handling of "special" cases where
it is required;
 Evaluation of risks arising when foreign law governs the collateral or when legal
notification of documents is required abroad.
 Collateral Valuation:
 Determination of methodology for collateral valuation;
 Synchronization of the valuation approach with the Group standards;
 Monitoring of exceptions to the evaluation guidelines;
 Determination of Collateral loanable Values.
 Ensure proper data entry in the core banking system of the Bank as well as in the
application workflows:
 Update of collateral value in the system is carried out by Experts credit
administration in the relevant credit administration under one of the following
conditions:
1) New Market Appraisal
2) Decision by the competent authority to increase the collateral value
- New collateral is added, or
- Next rank mortgage/pledge is being added for existing collateral
3) Partial deletion of mortgage/ pledge
- Based on partial repayment
- Based on the concrete decision of the competent authority of the Bank for reducing
the collateral value
 Registering of collaterals by loan deals:
1) In the Collateral Register in the core banking system is carried out input of all types
of collaterals by loan deals after their establishment;
2) For certain types of collaterals (real estate, guarantees, and financial instruments)
collateral object must be registered in a respective registry by objects (Real Estate
register, incoming guarantees register) and link should be provided between Collateral
Register and Real Estate (Guarantees) register;
3) For particular Collateral object only one entry in the Collateral Register is allowed
(for example in the Real Estate Register there can be only one entry for a particular
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property). Before proceeding to the registration the employee must check whether the
Collateral object is not already entered;
4) Collaterals shall be accounted for at their market value stated in the opinion of a
technical expert.
 Comply with approval terms and conditions / receive all required approvals as
appropriate: All Business units should perform valuation, booking and deletion of
collaterals in the core banking system in accordance with specific business unit’s
policies, rules and procedures.
For the purposes of credit risk mitigation according to Regulation (EU) 575/2013, Eurobank
Bulgaria AD uses only part of the above mentioned collaterals, namely:
 Financial collaterals – cash and securities;
 Guarantees;
 Mortgage on immovable property.

Information about the credit risk concentration before credit risk mitigation:
The information about the credit risk concentration before credit risk mitigation of balance
sheet positions as of 31 December 2015 is presented in the table below:
BGN ‘000s
Credit Risk

Supervisory Risk Weights
0%

Central
governments and
central banks
Regional
governments and
local authorities

20%

35%

50%

75%

100%

150%

Total

1,347,696

-

-

-

-

-

-

1,347,696

-

-

-

-

-

1,647

-

1,647

Institutions
Corporate
customers

-

105,448

-

11

-

-

4,157

109,616

-

-

-

-

-

1,101,441

-

1,101,441

Retail customers
Exposures secured
by mortgages on
immovable
property
Exposures in
default

-

-

-

-

942,932

-

-

942,932

-

-

1,068,839

415,157

-

-

-

1,483,996

-

-

-

-

-

289,354

88,420

377,774

Covered bonds
Exposures
associated with
particularly high
risk

-

169,400

-

-

-

-

-

169,400

-

-

-

-

-

-

134

134

Equity exposures

-

-

-

-

-

14,043

-

14,043

95,082

11

-

-

-

60,604

-

155,697

1,442,778

274,859

1,068,839

415,168

942,932

1,467,089

92,711

5,704,376

Other items
Total
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Information about the credit risk concentration after credit risk mitigation:
The information about the credit risk concentration after credit risk mitigation of balance
sheet positions as of 31 December 2015, with included substitution effect, is presented in the
table below:
BGN ‘000s
Credit Risk

Supervisory Risk Weights
0%

Central
governments and
central banks
Regional
governments and
local authorities

20%

35%

50%

75%

100%

150%

Total

1,347,696

-

-

-

-

-

-

1,347,696

-

-

-

-

-

1,647

-

1,647

Institutions
Corporate
customers

-

105,448

-

2,463

-

116,283

4,157

228,351

-

-

-

-

-

961,623

-

961,623

Retail customers
Exposures secured
by mortgages on
immovable
property
Exposures in
default

-

-

-

-

931,097

-

-

931,097

-

-

1,068,839

415,157

-

-

-

1,483,996

-

-

-

-

-

287,485

88,420

375,905

Covered bonds
Exposures
associated with
particularly high
risk

-

169,400

-

-

-

-

-

169,400

-

-

-

-

-

-

134

134

Equity exposures

-

-

-

-

-

14,043

-

14,043

95,082

11

-

-

-

60,604

-

155,697

1,442,778

274,859

1,068,839

417,620

931,097

1,441,685

92,711

5,669,589

Other items
Total

Total amount of the exposures covered with financial or other recognized collaterals
The balance sheet position covered by financial or other recognized collaterals for the
different exposure classes as of 31 December 2015 is presented in the table below:
BGN ‘000s

Exposure to Credit Risk Covered by
Eligible Collaterals
Corporate customers
Retail customers
Exposures in default
Total

36

Recognized
financial
collaterals
23,535
11,194
58
34,787

Guarantees

116,283
641
1,811
118,735

Total

139,818
11,835
1,869
153,522
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XX. Use of the Advanced Measurement Approaches to operational risk
Eurobank Bulgaria AD does not apply advanced measurement approaches to operational risk
as of 31 December 2015.

XXI. Use of Internal Market Risk Models
Eurobank Bulgaria AD does not apply internal models for market risk as of 31 December
2015.
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