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Abstract  

 
 
The SPI Committee approved the undertaking of the SPI Project on the Expansion of Positive 
Information Sharing on September 14, 2006. The expected completion date of the project is 
December 2006. The project’s objective was to “write a recommendation to the banking 
industry in support of a Protocol for positive information sharing”.  
 
The project has been placed under the ownership of Mr. Steven Cornelis van Groningen, on 
behalf of the RBA. The members of the working group have joined the team at various stages 
of the project. The NBR has not sent a representative in the project working group. However, 
the central bank was consulted on several occasions on issues of a great importance for the 
project. Meetings between the project working group members have been held between 
November 1st and December 15th, 2006. 
 
Also, the project has benefited from the assistance received from two technical anchors 
provided by Convergence and International Finance Corporation. 
 
Following the indications received from the project management group, the project working 
group undertook parallel actions with the market participants (positive and negative 
information banks) and authorities (NBR, NASPDP), based on a three pillar strategy outlined 
in the project terms of reference: 

 Ascertain the need for possible regulatory actions to promote positive information 
sharing; 

 Outline the systemic benefits of positive information sharing; 
 Determine potential losses for large incumbents and measures to mitigate 

operational costs and proposals aimed at addressing concerns of potential losers 
from generalized positive information sharing. 

 
The present document outlines the findings of the project working group and outlines the 
recommendations that the working group has made with respect to the present situation of 
positive information sharing in Romania. 
 



 
Executive Summary 

 
 
A. Main findings of the project working group 
 
Under present conditions, the application of NBR regulations on limiting the household 
lending is hampered by the lack of comprehensive positive information shared by banks. At 
the same time, given the rapid pace of growth of household lending in Romania, there is a real 
danger that bank borrowers could become over-indebted by taking credit simultaneously from 
several banks, without any of these being aware of the total amount of credit that the borrower 
has taken on, which could potentially lead to significant financial vulnerabilities, as witnessed 
by other countries’ experience. 
 
Discussions in the project working group and an independent assessment made by the SPI 
Secretariat, together with an International Finance Corporation credit bureau expert have led 
to the conclusion that the banking system does not presently have the organizational 
capabilities and the incentives to collect and process positive credit information. 
 
To this, a recently proposed National Authority for Supervision of Personal Data Protection 
(NASPDP) regulation, which if enforced, would practically prohibit positive information 
sharing with credit bureaus, has created an environment where banks sharing only negative 
information may be even more reluctant to start sharing positive data before the issuance of 
the final regulation.  
   
Currently, NASPDP is revisiting the proposed regulation, also based on extensive 
international information made available by the SPI Secretariat, and the SPI project technical 
anchors (Convergence and IFC) and proposes to reach a final decision after consultations with 
other EU data protection agencies and Romanian financial authorities and market participants. 
 
 
B. Recommendations of the project working group 
 

1. The need for NBR regulatory action 
 
In the fluid context described above, the project working group considers that an NBR 
regulation aimed at promoting broad positive information sharing would go a long way to 
sending a policy signal about the importance of positive credit information sharing to both 
market participants and other public authorities. This signal would be consistent with the 
provisions of Directive 95/46/EC (Data Protection Directive), which indicate that the 
monitoring of important economic or financial interest prevail over the purposes of personal 
data protection. 
 
The international experience on the matter shows that countries differ significantly in their 
approach to regulating credit information. In order to overcome difficulties related to the 
rapidly changing market conditions, many countries rely on general laws to manage macro 
level issues, such as privacy, but assign to the central bank the task of issuing specific rules 
and monitoring compliance.  
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Examples include Mexico, where the central bank imposes a 100% increase in a bank’s 
provisioning policy for not supplying data to a credit bureau1. This regulation does not 
impose the obligation of banks to report positive information, but provides the necessary 
incentives to banks to join positive information sharing. The visionary approach and 
facilitator role played by the Central Bank of Mexico could represent a possible quick and 
effective way to develop the regulatory environment for credit reporting in Romania, under 
the auspices of the NBR. 
 
Should the NBR endorse this proposal, the SPI Secretariat and the SPI project technical 
anchors (Convergence and IFC) could support the NBR in preparing the background 
documentation for drafting such a regulation and the broad terms of the regulation. At the 
same time, the project working group members consider that the presence of an NBR 
representative in any further actions within the SPI project is absolutely necessary. 
 
A possible alternative that the project working group envisaged could be the relaxation of the 
NBR regulations on limiting the lending to households for the banks that report and use 
positive information. Namely, the central bank could allow the positive information banks to 
have higher debt-service to monthly income ceilings (currently a debt-service ratio of 40 
percent of the net monthly income of the borrower is applied by all banks). Such an approach 
would be consistent with the more prudent risk management of the positive information 
banks, which feel at disadvantage compared to negative only information banks when 
applying the relevant NBR norms (see Section II.2.1. Positive information banks).   
 

2. The need for a concerted action to support the NASPDP in coming up with a 
regulation in line with international best practices and which responds to the 
specificities of Romanian lending market  

 
The project working group considers that it is important to support the efforts of NASPDP in 
coming up with a regulation that is in line with both international best practices on the matter 
and responds to the realities from the Romanian market. In this respect, the project working 
group proposed the setting up a mix working group composed of representatives of the 
banking community, non-banking sector (including telecoms), credit bureau, NBR, SPI 
Secretariat, and NASPDP in order to enhance the effectiveness of the consultation process 
initiated by NASDPD regarding the draft regulation pertaining to credit bureaus. 

  
3. The need for keeping all stakeholders engaged in the process of promoting of 

positive information sharing 
 
The project working group also considers that all stakeholders should remain strongly 
engaged in the process of promoting positive information sharing. This recommendation 
triggers the authorities, but also the positive and negative information banks and the credit 
bureaus themselves, which represent the facilitators of the positive information exchange. 
 
The project working group believes that an adequate system of incentives should be put in 
place in order to encourage a broad endorsement of positive information sharing. Such 
incentives could be provided by the central bank through a regulation that would create 
                                                 
1 The information shortage faced by credit providers combined with overall imprudent credit granting practices 
led to a stunning level of defaults in 1994-1995. This experience - also known as the “Tequila Crisis” - has 
prompted credit providers and authorities to give more attention to reports on credit histories and other 
background checks that facilitate credit decisions. 
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stimulants for banks to disseminate positive information and by the credit bureaus through 
measures that would promote and facilitate the Phase II implementation. 
 
In this respect, the credit bureaus should actively support market players in making the best 
use of the credit bureau system. Biroul de Credit has committed to undertake a review of 
technical problems reported by the Phase II participants and, where appropriate, to do a fine-
tuning of the application in order to facilitate the Phase II integration and processing, to 
provide technical support and training for the potential participants, to start offering value 
added services (credit scoring or extended statistics built on positive data, pending the 
institution’s board endorsement). 
 
Biroul de Credit should also raise awareness of the market players regarding the existing 
services and the planned improvements and intensify the lobby process with big players that 
currently do not share positive information. At the same time, Biroul de Credit could conclude 
a cooperation agreement with NBR in order to strengthen the relationship with the central 
bank. Last but not least, Biroul de Credit could consider establishing a compliance committee 
to strengthen the governance framework of its operations and to build an image of best 
practices operational framework. 
 
Furthermore, the existing experience of banks that currently share positive information will 
continue to play an important role in helping the credit bureaus to continuously improve their 
services and the other banks in making a decision in respect to positive information 
dissemination. At the same time, the banks that do not share positive information, but 
consider disseminating positive information in the near future should start planning ahead and 
preparing their systems, in close cooperation with the credit bureaus. 
 
Likewise, a broad outreach event could be organized in cooperation with IFC regarding the 
international experience with positive information sharing. 
 
C. Options for action considered and rejected 
 
As mentioned above, the initial objective of the SPI Project was to “write a recommendation 
to the banking industry in support of a Protocol for positive information sharing”. 
Following the assessment undertaken by the project working group, it resulted that it is 
unlikely that banks will reach a consensus with respect to joining positive information 
sharing, at least not in the close future. Therefore, the project working group has considered 
necessary the reassessment of the initial objective of the SPI project – the preparation of a 
Protocol for positive information sharing signed by banks, which under the present 
circumstances would not be feasible. 
 
The project working group has therefore focused its attention on trying to identify a system of 
incentives that would encourage banks to join positive information sharing. The 
recommendations of the project working group closely reflect this approach. 
 
D. Summary of Regulatory Impact Assessment (RIA) actions implemented 
 
In order to support the analyses of the project working group, Convergence technical anchor 
has prepared a theoretical application regarding the possible benefits of a generalized positive 
information system in Romania. The presentation has been shown on the occasion of the 
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project strategy meeting and was further amended in order to include the suggestions received 
from project working group members. 
 
The simulation (based on the findings of a research paper2 by Powell, Mylenko, Miller, and 
Majnoni from 2004 for the case of Brazil) shows that banks could take substantial advantages 
from it such as increasing their lending business and improving the quality of their loan 
portfolios. It has been assumed that the loan approval rate can increase from 40 percent to 60 
percent and the default rate can either keep unchanged or even decrease. Once all enabling 
environment is fully established, the estimated overall annual benefits for the banking system 
from generalized positive information sharing could rise at above RON 250 million3.  
 
However, in practical terms, it is also assumed that it takes five years to have the approval rate 
shifted from 40 percent to 60 percent so that for the first year the lending increase is estimated 
at RON 8.7 million and the overall benefits (including both net margin and lower loan loss 
provisions) are worth RON 93 million4.  
 
The main conclusions of the impact analysis are: positive information supports bigger and 
better loan portfolios, more efficient marketing strategies, and has positive financial stability 
and social equity (as negative only databases penalize good borrowers) implications. 
 
E. Implementation 
 
The project working group underlined the importance of remaining involved in the 
implementation actions pertaining to the SPI Project on the Expansion of Positive Information 
Sharing, following the endorsement and the guidance received from the SPI Committee. The 
following further steps may require the participation of the project working group in order to 
ensure continuity and consistency with the actions undertaken so far under the project: 

i) awareness raising regarding the benefits of positive information, including 
advocacy with negative information banks; 

ii) participation in the proposed working group that will support the NASPDP in 
drafting the final decision pertaining to information sharing through credit 
bureaus; 

iii) support NBR, as requested, in the process of drafting relevant regulations; 
iv) feedback provided to credit bureaus for further improving the Phase II technical 

platform and the value-added services. 

                                                 
2 Such findings are consistent with previous ones based on data from USA. See J. Barron, M. Staten, The Value 
of Comprehensive Credit Reports: Lessons from the U.S. Experience 
3 Convergence, The Value of Positive Information Sharing, December 2006. 
4 Convergence, Expansion of Credit Bureau Services, Preliminary Impact Assessment, December 2006. 



 
Expansion of Positive Information Sharing 

 
I. Benefits of positive information sharing 
 
Theoretical studies and empirical evidence (see Annex 1) demonstrate that positive 
information sharing brings important benefits to virtually all financial sector stakeholders, 
namely: 
for consumers of financial services: 

- greater availability of credit for the potential borrowers that dispose of scarce physical 
collateral, but have instead a  good history of debt servicing which can serve as a 
“reputation collateral”; 

- a decrease of the cost of lending for the “good” borrowers, resulting from the 
amelioration of the adverse selection that prevents the lenders that do not have 
adequate information to differentiate among “good” borrowers and “bad” borrowers, 
thus charging all of them with an average interest rate that penalizes the “good” 
borrowers; 

for providers of financial services: 
- lower default rates and an improvement of the overall quality of the banks’ portfolios, 

as a consequence of the discipline effect induced to borrowers by positive information 
reporting and of the more accurate assessment of borrowers quality; 

- better credit risk management by offering an additional tool through which banks can 
better determine the borrowers’ risk profile; 

for financial markets authorities: 
- greater financial stability as positive information reporting tackles opportunistic 

behaviors such as consumers opening multiple lines of credit with different banks 
which has a potential to generate systemic issues when a shock to the borrowers’ 
income occurs, as demonstrated by other countries’ experience. 

 
In Romania, retail lending still shows modest levels compared to the other European countries 
(at the end of 2005, retail loans to GDP stood at 14% of the EURO zone average). Given the 
above financial penetration ratio, Romania’s potential for future growth is substantial, for 
both the consumers and providers of financial services perspective. 
 
First, the Romanian consumers of financial services could benefit from improved access to 
credit and more favorable lending conditions that would result from broad positive 
information sharing. Second, the financial services providers would be able to improve their 
credit risk management, which would trigger lower default rates and an improvement of the 
overall quality of the banks’ portfolios. Third, the supervisory authorities would be assured 
that the risk of borrowers’ over-indebtedness is kept under control. 
 
II. A diagnosis of the current situation in Romania vis-à-vis positive information sharing 
 
II.1. Institutional set up: credit bureaus 
In Romania, banks and other financial and non-financial institutions report positive and 
negative information on borrowers to private credit bureaus. Separately, for financial stability 
purposes, credit institutions report to the National Bank of Romania’s Credit Information 
Bureau data on the exposures to debtors that were granted loans and/or have commitments 
totalling more than the reporting threshold (RON 20,000), and on payments overdue more 
than 30 days, regardless of the amount. 
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At present, there are two private credit bureaus operating in Romania: the main one – Biroul 
de Credit SA, that was established in February 2004 as a private company owned by 27 
Romanian banks (with capital stakes according to their retail market share) and Experian (in 
September 2005 Expert Credit Bureau was acquired by Experian), that has a rather modest 
presence and deals mainly with telecom information. 
 
The main role of Biroul de Credit is to help its participants in assessing the credit risk 
associated to their potential or active clients, whether before the start of the relationship or 
during its development. The Credit Bureau Model, a system owned and operated by the 
company, is to be developed in 3 phases: 
- Phase I – negative information (on debtors with over 30 days past due payments, on 
fraudulents and on individuals providing false statements) received only from banking 
sources; 
- Phase II – negative and positive information (outstanding credits) collected from banking 
and non-banking institutions (consumer credit companies, insurance companies, leasing 
companies, telecoms); 
- Phase III – implementation of value added products, including credit scoring. 
 
In August 16, 2004, the Credit Bureau system Phase I started to function. Its main 
characteristics are: 

- it operates only data on individuals; 
- it registers overdue payments of more than 30 days; 
- 7 years time period keeping of the data; 
- flexible and open to further developments; 
- daily up-date of the database; 
- credit report delivered within seconds; 
- high security level. 

Presently, the retail banking market coverage by the Credit Bureau is 96% (22 banks). 
 
Phase II was implemented between November 2004 and July 2005. For the “positive” stage 
of the system, the Bureau decided to apply an international data format, Metro 2, to be used 
by the banks for data reporting. The decision was taken from the perspective of Romania’s 
European integration, allowing for the data exchange with other systems and also taking into 
account Phase III and the scoring to be built on the basis of comprehensive data collection. 
 
There are only 10 participants transmitting and receiving positive data in the system: 7 banks 
(covering 26 percent of the retail banking market), 2 consumer finance companies and one 
leasing company. Another four banks (accounting for 15 percent of the market) are 
considering sharing positive information by the end of 2006. Until the end of November 2006, 
the Credit Bureau’s system delivered more than 8.5 million reports and collected 3 million 
accounts. Also, the price of the credit report was reduced twice and it is the same for Phase I 
and Phase II.  
 
Other facilities offered to participants are: 

- training for the end-users, in order to ensure the proper utilization of the system at all 
levels. The courses are developed on two components (business and IT) for each 
category of end-users, in order to address their specific needs in utilization of the 
system or part of it; 
-  system facility for bulked inquiries in batch mode with audit trail; 
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- documentation for applications usage, such as: users manuals for each category of 
end-users; data flow document, describing the data collection and transmission; 
files models, detailed in the forms used in the transmission; document describing the 
API inquiries (server to server). 
- statistical monthly report based on negative data.    

 
An important recent development that has been registered in the bureau’s activity is the 
signing of an information exchange Protocol with the National Bank of Romania, which 
entered into force recently. As an effect of the Protocol, banks will be no longer required to 
transmit the negative information on credits less than 20,000 RON to the National Bank of 
Romania, thus being avoided the present overlap between the data collected by the central 
bank and Biroul de Credit. 
 
As for the Experian credit bureau, this collects only negative information from four banks and 
one telecom. 
 
II.2. Market players 
As mentioned above, at present only 7 banks (covering 26 percent of the retail banking 
market) report positive information on their clients. Another four banks have committed to 
start reporting positive information by the end of 2006. However, the two biggest banks 
operating in Romania (accounting for more than 40 percent of the retail banking market) 
share only negative information. 
 

II.2.1. Positive information banks 
The participation in the Phase I implied for many banks the development of in-house 
applications having as primary scope the collection of the necessary loan data from the core 
banking system and other applications (i.e., from the loans and the card system, from the 
overdrafts and revolving credit cards), processing the data, and reporting it to Biroul de 
Credit.  
 
Regarding the Phase II implementation’s impact, the positive information banks appreciated 
that the degree of complexity and the costs involved in the implementation of any solution for 
meeting to the Metro2 Standard of Credit Bureau was highly dependant on the IT system of 
any particular bank, which has to assess and design the best approach for interfacing the 
existing systems with the standards and requirements of Biroul de Credit. 
 
The positive information banks have outlined the following Phase II project approach: 

• Gathering and assessing of the real business needs related to Credit Bureau area 
• Analysis of the current flow related to data whose source is the core banking 

system 
• Analysis of the current flow related to data whose source is the cards system 
• Analysis of the daily reporting flow 
• Analysis of the operations related to communication between bank & credit bureau 
• Analysis of the flow for corrections/claims 
• Assessment of current processing time 
• Assessment of current cut-off times 
• Functional analysis and application design 
• Interface Application development 
• Internal testing 
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• End-to-end Testing  
• Go live. 

 
Regarding the costs involved by Phase II implementation, some positive information banks 
stressed that they were able to successfully use the existing infrastructure (network, 
application servers, file servers) and thus no additional costs with the infrastructure 
(hardware) were required. The costs for design and development were also considered 
relatively low. 
 
The positive information banks appreciated that the success factors for the Phase II 
implementation were: 

 Specialized project team; 
 Management support for the project; 
 Optimization of all processes related to credit bureau; 
 Strong business involvement in the project; 
 Suitable IT solution. 

 
The positive information banks outlined a number of specific advantages of positive 
information: 
1. Credit Report format: 
One of the most important actions of Phase II is that the Credit Report’s information is 
available in processing format (.xml), with the following main benefits: 
a. makes possible to develop an IT application for automatic data interpretation depending on 
each bank’s risk policy (Decisional Tree); 
b. data from each Credit Reports can be stored and based on statistical methods for assigning 
ratings, allowing for the possibility to develop a per formant scoring system; 
c. in the view of Basel II application:  banks can base their decision-making process on a risk 
assessment mechanism with two components: ranking (assign a risk class to each borrower) 
and calibration (accuracy of prediction of risk level associated with a group of loans through 
PD=probability of default, LGD=loss given default, etc.). In this respect, Basel II requires the 
banks to use all available information, including external information. Other countries’ 
experience shows that incorporating credit bureau information, and particularly credit bureau 
scoring, in an internal ratings model, results in increased accuracy and in more powerful 
estimate of the PD, even in cases where the bank owns a good internal information frame. 
 
2. Benefits for the specific departments of banks, as follows: 
a. Consumer Lending Sector is using the positive information to ensure more precise 
assessment of the creditworthiness of our customers in terms of debt to income ratio.  
b. For the Mortgage Lending Division, should the credit bureau provided information be 
complete and fully reliable, the advantages would be that the bank will have a single point of 
entry for getting the data based on which it calculates the debt to income ratio, one of the most 
critical ratios used when granting a mortgage loan. This could result in saving time (avoiding 
interrogating alternative data bases like the NBR credit registry) and saving money (in 
interrogation fees). One of the issues is that banks can not rely entirely on the Biroul de Credit 
information, because they have identified cases when clients reported to the NBR credit 
registry were not found in the Biroul de Credit database.  
c. Small Business Banking Division: Their target clientele being both small companies and 
individual entrepreneurs, in assessing the associated risk of each client the bank is able to give 
significant importance to the whole existing credit exposure of the client. For the companies, 
Small Business Banking Division includes in the analysis and credit criteria check the 
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evaluation of the short term bank debt, as well as the consumer loans of the major 
shareholders. Because presently positive information banks do not have consistent 
information regarding the whole banking system, hey are focusing on the exposure within the  
respective banks correlated with the declaration of the client for other banks’ exposures. 
All the above mentioned apply also for our individual entrepreneurs clients, in this case such 
data being of even greater importance, given the fact that this type of clients behave in most 
cases dually: individual person/individual entrepreneur. Therefore, for this type of clients the 
consumer loan exposure (for example) of the entrepreneur affects the entrepreneurship’s 
behavior more than the exposure of one shareholder may affect the financials/activity of the 
company.  
  
In conclusion, the positive information banks stressed the following benefits of positive 
information: 
1. obtaining more accurate credit risk information; 
2. growth and diversification of the banks’ portfolios with lower risk; 
3. avoiding the debt overload by being able to correctly calculate the level of indebtedness; 
4. reducing the risk of granting doubtful loans; 
5. decrease of the credit risk provisions; 
6. fraud prevention; 
7. develops a per formant scoring system; 
8. the possibility to make a dual check of client’s identification data and the declared data on 

the size of the other obligations; 
9. for clients: easier access to loans with lower costs, faster loan decision and application 

processing, simplified loan forms, improved quality of customer service, etc. 
 
However, the positive information banks also outlined the drawbacks of the current situation, 
mainly related to the low number of participants in the Phase II. First, the banks that currently 
share positive information dispose of an incomplete image of their client’s risk profile and 
indebtedness, implying that the banks have to interrogate alternative data bases as well (such 
as the NBR credit registry), which leads to an increase in both workload and expenses. 
Second, in practice, the positive information banks have noticed that their clients became 
more diligent in reporting the overall exposures vis-à-vis the banking system, which in some 
cases lead to the decision of not granting the loans and thus losing business. Third, the 
positive information banks feel at disadvantage compared to the negative information only 
banks when it comes to the application of the National Bank of Romania rules on limiting the 
household lending. 
 
Namely, while the negative information only banks rely exclusively on the bona fide 
declarations of customers on the overall debt to banks, the positive information banks have an 
additional instrument of checking the borrowers’ declarations which can potentially decrease 
their business. Nonetheless, despite the potential reduction in lending, the positive 
information banks believe that their business is safer with positive information. 
 
In addition to this level playing field issue, the positive information banks outlined some other 
issue encountered in the implementation of Phase II such as: 
- Large amount of data required from the banks’ databases for reporting to Biroul de Credit 

(Metro 2 Standard); 
- Inadequate interface for correction (an online interface is required); 
- Between hours when is run the daily export it’s impossible to access the report of own 

clients ; 
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- The important number of quarantine persons impose on-line corrections; 
- Incorrect field in Credit Report for “Approved Limit” in case of Credit Cards. 

 
At the same time, the positive information banks appreciated that some of these issues could 
be solved in close cooperation with Biroul de Credit and undertook the actions outlined under 
Section III.1.1.  

 
II.2.2. Negative info banks 

The banks that currently share only negative information outlined the following issues that 
prevent them from sharing positive information:  
“Political” 
- in principle, the majority of big banks are favorable to positive information sharing, but at 

present this ranks low in their agenda of priorities (some of these banks are currently 
involved in large restructuring processes due to privatization or mergers); 

- banks feel that the information provided by them is far more relevant to the other banks 
than the information received; these banks rely extensively in their risk assumption 
process on in-house information regarding their clients; 

- some banks observe the practices of their mother entities that do not share positive 
information;  

- some banks feel that other banks should pioneer positive information sharing and they 
could follow at a later stage, when the costs and logistics efforts involved would be 
simpler to asses; 

- banks are afraid that clients may be “stolen” by other banks; with information equally 
distributed to the  market participants, the information holding will not be a competitive 
advantage any longer. Thus, smaller or  niche banks could use their better pricing or other 
product features to attract “best” clients from large banking institutions;  

- lack of knowledge on the benefits of positive information sharing, necessary steps to 
initiate positive information sharing, lack of initiative in the organization (some small 
banks);  

Technical / administrative 
- technical drawbacks: lack of a unitary database, inconsistency between banks’ and Biroul 

de Credit databases (mentioned by small and big banks alike); having an IT system 
compatible with the requirements of Biroul de Credit seem to be the most crucial 
impediment against  small and medium sized banks entering positive information sharing; 

- lack of available time to study necessary requirements to adapt IT systems in order to 
comply with Biroul de Credit format (both small and big banks); 

- A number of banks are not aware of the necessary steps to initiate positive information 
sharing, and suffer of lack of initiative in the organization (especially small banks). 
Namely, who should initiate contacts with the Credit Bureau, who should propose 
internally and to what management level in the organization positive information sharing. 
The initiative should be embraced by top management of the bank; otherwise, it is hard to 
obtain a critical mass to push the project forward, ahead of other business related projects. 

 
II.3. NBR role and position 
 
At present, the application of NBR regulations on limiting the household lending is hampered 
by the incompleteness of information on borrowers’ bank exposures available to banks. The 
NBR Norm no.10/2005, amended by Norm no.20/2006 sets a monthly debt-service ceiling 
equal to 40 percent of the net monthly income of the borrower, the debt covering the sum of 
all commitments (principal, interest, and any other loan related costs), regardless the creditor. 
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Moreover, the monthly debt service ceilings for consumer and real estate credits are limited to 
30 and 35 percent of monthly net income, respectively. 
 
These regulations can not be effectively applied unless banks dispose of accurate and 
complete information on the overall indebtedness of their clients vis-à-vis banks. The overall 
exposure of borrowers towards banks can only be determined if all banks would report 
information on the debt servicing of individual borrowers, i.e. positive information. As 
outlined above, even the banks that currently report positive information have only a partial 
image of the overall indebtedness of their clients. 
 
Only within a widely-shared positive information environment, the risk of over-commitment 
by borrowers (i.e. level of indebtedness) can be effectively monitored, preventing situations in 
which a borrower takes credit simultaneously from several banks, without any of these being 
aware of the total amount of credit that the borrower has taken on. The NBR could be 
interested in positive information sharing to improve the monitoring of compliance with the 
stated norms and to ensure a level-playing field for all market players (see considerations 
outlined above by positive information banks). 
 
At the same time, given the rapid pace of growth of household lending in Romania, there is a 
real danger that bank borrowers could become over-indebted by taking credit simultaneously 
from several banks, without any of these being aware of the total amount of credit that the 
borrower has taken on without adequate risk mitigation measures in place. The default of such 
borrowers can create a domino effect on the multiple lenders and can lead to significant 
financial vulnerabilities, as witnessed by other countries’ experience.   
 
Moreover, according to the NBR Norms no. 3/2002 regarding the know-your-customer 
standards, the banks should adopt efficient policies and procedures of knowing their 
customers. In this context, the positive information could be an additional instrument 
available to banks in order to better assess their customers.  
 
II.4. Possible regulatory challenges: National Authority for Supervision of Personal Data 
Processing 
 
In October 2006, the National Authority for Supervision of Personal Data Processing 
(NASPDP) has posted on its website a draft decision regarding the processing of personal 
data through credit bureaus, requesting for comments to be received by November 10, 2006. 
The draft decision (attached) practically banned the processing of positive information 
through credit bureaus and contained some other provisions that would have detrimental 
impact on Romanian society. Amongst these, those that would have the strongest detrimental 
effect were:  
article 1 – the provision according to which credit bureaus can only gather information from 
banks and non-banking financial institutions implies that an incomplete assessment of the 
borrower’s characteristics can be made; 
article 4 (1) – the provision according to which only overdue payments of more than 120 days 
can be reported to credit bureaus is not in line with NBR and Basel II regulations that set out 
shorter default periods for prudential purposes; 
Article 4 (3) – the provision according to which the retention period of data by the credit 
bureaus of 1-2 years is not in line with Basel II provisions which require a data history of 
minimum 5 years. 
 



 15

Established and operating in conformity with relevant EU legislation on personal data 
protection (i.e., Directive 95/46/EC), NASPDP is looking into other EU countries experience 
in implementing EU legislation. In the EU, the application of personal data protection 
legislation pertaining to the financial sector has resulted in different models that reflect the 
historical characteristics, the stage of development, and the structure of the respective 
financial markets. A vast majority of the EU member states share both negative and positive 
data, with the two countries not sharing yet positive information being France and Hungary.      
 
The draft decision was brought to the attention of the project working group, which, in 
cooperation with the SPI Secretariat and IFC representatives has undertaken the actions 
outlined under Section III.1.2. 
 
III. Actions undertaken so far by under the SPI project 
 
Following the indications received from the project management group, the project working 
group undertook parallel actions with market participants (positive and negative information 
banks) and authorities (NBR, NASPDP), following a three pillar strategy outlined in the 
project terms of reference: 

 Ascertain the need for possible regulatory actions to promote positive information 
sharing; 

 Outline the systemic benefits of positive information sharing; 
 Determine potential losses for large incumbents and measures to mitigate 

operational costs and proposals aimed at addressing concerns of potential losers 
from generalized positive information sharing. 

 
According to the terms of reference, a consensus on these issues could have lead market 
players to reaching an agreement on how the banking industry should commit to the prompt 
completion of Phase II, possibly through the signing of a Protocol for positive information 
sharing. 
 
The project working group has started its activities by trying to build a common 
understanding of the benefits and drawbacks of positive information sharing. In this respect, 
the project working group outlined a factual description of the current stage of 
implementation of Phase II, together with the necessary measures and perceived drawbacks in 
carrying out this process. This information has been conveyed by the Credit Bureau and the 
major banks sharing positive and only negative information.  
 
At the same time, the project working group held consultations with the NBR in order to 
determine the impediments perceived in monitoring the compliance of banks with the rules on 
limiting level of indebtedness of borrowers, the central bank’s view on the potential risks that 
could arise from the uncontrolled accumulation of debt by small borrowers, and the possible 
regulatory actions that the central bank could take. 
 
While not envisaged at the project outset, the draft decision of NASPDP was followed by a 
prompt reaction of the project working group, supported by the SPI Secretariat, and the 
project technical anchors – Convergence and IFC. The actions undertaken are highlighted 
below. 
 
Likewise, in order to raise awareness on the benefits of positive information sharing, as 
outlined in the existing literature and drawn from empirical evidence, Convergence prepared a 
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case study for Romania, outlining evidence on the opportunity cost for Romanian banking 
industry of not sharing positive information. 
 
III.1. Actions undertaken with 

III.1.1. market participants 
Within the project, the positive information banks have shared their experience with Phase II 
implementation. This exercise was meant to: 

- serve as an illustrative example of implementing positive information reporting; 
- constitute a stock taking of the practical implementation issues and the benefits drawn 

from positive information sharing. 
 
The positive information banks have also prepared a common document on the technical 
issues related to the Phase II implementation which was submitted to Biroul de Credit. Biroul 
de Credit considered the issues rose by banks and made clarifications and took actions as 
outlined in Section III.1.4. Solving the existing technical issues was perceived as an important 
comfort element for the banks whishing to join positive information sharing regarding a 
smooth integration and utilization of the system.   
 
The negative information banks have also performed a stocktaking of the perceived 
impediments in sharing positive information. From the interviews that the project working 
held with negative information banks it resulted that in principle, a vast majority of them is 
favourable to the idea of sharing positive information. Moreover, all negative information 
banks recognize the importance of having positive information for an improved risk 
management. 
 
Some of the major negative information banks are currently engaged in restructuring 
processes due to either privatization or mergers that make the implementation of positive 
information reporting a low priority on their agenda. However, from the interviews held, none 
of these banks has concrete action plans for implementing the Phase II. 
 

III.1.2. NASPDP 
As mentioned above, the publication of the draft decision by NASPDP on the authority’s 
website for consultations was followed by a very prompt reaction by the project working 
group members, SPI project support (SPI Secretariat and SPI technical anchors) and SPI 
Committee members, as follows: 
 

1. A letter was sent by Mr. Radu Gratian Ghetea and Mr. Shkelqim Cani on behalf 
of the Steering Committee to the President of NASPDP, on November 3, 2006 , 
outlining the potential dangers that such a regulation could carry for Romanian users 
of banking services and for banks. Also, the letter stressed that the proposed 
provisions contradict international best practices on information sharing for the benefit 
of financial services users and, as such, could have the potential to bring serious 
damage to the stability of the Romanian financial system. 
Finally, the letter expressed the availability of the SPI Committee to provide additional 
information as required by NASPDP for the purpose of avoiding unintended negative 
consequences on users of financial services. 
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2. A technical meeting was held with between the SPI Project technical support 
(SPI Director of Analytics and Policy and SPI Technical Anchors – Convergence 
and IFC) and the management of NASPDP on November 15, 2006. 
It was stressed in the meeting that the draft NASPDP decision has the potential to 
harm the interests of Romanian consumers of financial services and, as a second round 
effect, also the stability of the financial sector. From both emerging and developed 
countries experience, positive information sharing improves access to credit, and 
contributes to strengthening the financial system stability by offering an additional 
instrument for credit risk management, lowering default rates and cost of credit. 
On the other hand, it was stressed that the lack of positive information accentuates the 
asymmetry of information available to financial markets players and, in many cases, 
has contributed to destabilizing financial crises. Following such experiences, the 
International Finance Corporation (part of the World Bank Group) decided to 
contribute to the improvement of an important component of the financial market 
infrastructure through an ambitious Global Credit Bureau Program, established in 
2001. 
Moreover, it was outlined that given the rapid pace of growth of household lending in 
Romania, there is a real danger that bank borrowers could become over-indebted by 
taking credit simultaneously from several banks, without any of these being aware of 
the total amount of credit that the borrower has taken on without adequate risk 
mitigation measures in place. The default of such borrowers can create a domino effect 
on the multiple lenders and can lead to significant financial vulnerabilities, as 
witnessed by other countries’ experience. 
At the same time, the public good value of positive information sharing is well 
acknowledged in EU regulations. Directive 95/46/EC indicates that for the purpose of 
monitoring important economic or financial interest, member states may impose 
limitations on personal data protection.  
Another aspect clarified relates to the relationship between the private credit bureaus 
and the public credit register. While also the National Bank of Romania Credit 
Registry is set up to collect both negative and positive information, private credit 
bureaus help financial and non-financial institutions in assessing mainly small 
borrowers (individuals and SMEs) characteristics, while the public Credit Registry 
collects data only from regulated aimed at monitoring systemic risks.  
NASPDP welcomed the opinion provided by the IFC expert and appreciated the 
discussion, stressing that this point of view based on global experience will be taken 
into consideration. The NASPDP stated that a final decision on the draft decision will 
be made by the NASPDP board upon consultations held with other EU data protection 
agencies and with financial authorities and market participants in Romania. 

  
3. A follow up letter with supporting documents and assistance were submitted to 

NASPDP by the SPI Project technical support on November 17, 2006. 
The SPI Project technical support has also sent a letter and additional documents on 
the role and importance of credit reporting. Also, the SPI Project technical support 
expressed its availability to remain open to provide NASPDP with any information 
considered necessary in order to better inform its decision and to avoid unintended 
negative consequences on users of financial services and on the stability of the 
Romanian financial system. The SPI Secretariat and IFC also stated that they could 
organize a follow up meeting with NASPDP representatives in order to clarify any 
remaining issues. 
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Nonetheless, the SPI Project technical support stressed that it is very important that the 
NASPDP continues its consultation process with both the authorities and market 
participants in order to agree on a regulatory action that serves best the interests of 
consumers and providers of financial services in the context of the overall public 
interest. 
 

4. A document outlining a practical example of the consultation process that has 
been held in Italy between the Data Protection Agency and the financial market 
participants and authorities was also submitted to NASPDP by the Convergence 
technical anchor on November 22, 2006. 
The document outlined the concrete steps that have been followed in the preparation of 
the regulation hoping which could serve as a helpful reference for the NASPDP in 
coming up with the final decision. 
 

5. Separate meetings have been held with NASPDP by Biroul de Credit. 
 
The most recent developments indicate that, also following the above mentioned actions 
undertaken, NASPDP is currently reconsidering the elements of the draft decision. According 
to information received by the project working group members: 

- NASPSP could be now in favor of positive information sharing; 
- NASPDP is thinking to modify the provision according to which only overdue 

payments of more than 120 days can be reported to credit bureaus to stipulate only 60 
days. This is still not fully in line with prudential rules; 

- NASPDP does not want the telecoms to report to credit bureaus, which will have a 
negative effect on the efficiency of the information provided to lenders. 
 

The project working group members will continue to follow up with NASPDP on these issues 
and to argue for a concerted position of all stakeholders. At the same time, the project 
working group proposed that a working group is set up in order to carry out the consultation 
process with NASPDP on the drafting of the final regulation. 
 

III.1.3. NBR 
So far, three meetings have been held with NBR representatives by the project working group 
members / SPI Project technical support. While the positive information sharing issue did not 
enjoy the interest of the Financial Stability Department, the Regulation and Licensing 
Department is well aware of the importance of positive information and could consider 
regulatory actions aimed at promoting it.  
 
From the discussions held, it resulted that the NBR is not in favour of having positive 
information sharing imposed on banks as mandatory as it may encounter the resistance of 
market players. Instead, the NBR is willing to consider a system of incentives for positive 
banks, in line with other countries’ approach, which imposed stricter provisioning 
requirements (100%) for banks which are not requiring positive credit reports. The NBR 
would be also in favour of receiving a background study from SPI on the relevant 
international regulatory practices and a proposed outline of possible regulations. 
 

III.1.4. Credit bureaus 
Taking into account the importance of extending the reporting of positive information for the 
efficiency of services provided to its participants, the Credit Bureau is taking into 
consideration the following actions: 
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1. In relation with the Romanian Data Protection Agency: to continue the dialogue for 
promoting the modification of this institution’s draft decision. 
2. In relation with the Romanian Banking Association: cooperation for the promotion of the 
positive data reporting through NBR regulation. 
3. In relation with the Participants: 
- technical support for the four potential participants (accounting for around 15 percent of the 
total banking sector assets) which are presently testing the positive info reporting and will go 
live with Phase II by the end of 2006; 
- to intensify the lobby process with big players that currently do not share positive 
information; 
- offering value added services according to Phase III, such as extended statistics built on 
positive data; 
- to organize a roundtable on positive data transmission at the Biroul de Credit;  
- to undertake a review of technical problems reported by the Phase II participants and, where 
appropriate, to do a fine-tuning of the application in order to facilitate the Phase II integration 
and processing; 
- to provide training to the participants willing to join the Phase II.  
 
III.2. Conclusions 
 
Under present conditions, the application of NBR regulations on limiting the household 
lending (NBR Norm no.10/2005, amended by Norm no.20/2006) is hampered by the 
incompleteness of information on borrowers’ bank exposures available to banks. These 
regulations can not be effectively applied unless banks dispose of accurate and complete 
information on the overall indebtedness of their clients vis-à-vis banks, i.e. through 
comprehensive positive information. 
 
At the same time, given the rapid pace of growth of household lending in Romania, there is a 
real danger that bank borrowers could become over-indebted by taking credit simultaneously 
from several banks, without any of these being aware of the total amount of credit that the 
borrower has taken on without adequate risk mitigation measures in place. The default of such 
borrowers can create a domino effect on the multiple lenders and can lead to significant 
financial vulnerabilities, as witnessed by other countries’ experience.   
 
Discussions in the project working group and an independent assessment made by the SPI 
Secretariat, together with an International Finance Corporation credit bureau expert have led 
to the conclusion that the banking system does not presently have the organizational 
capabilities and the incentives to collect and process positive credit information. Therefore, 
the project working group has considered necessary the reassessment of the initial objective of 
the SPI project – the preparation of a Protocol for positive information sharing signed by 
banks, which under the present circumstances would not be feasible. 
 
To this, the proposed National Authority for Supervision of Personal Data Protection 
(NASPDP) resolution on positive information sharing has created an environment where 
banks sharing only negative information may be even more reluctant to start sharing positive 
data before the issuance of the final regulation.  
   
NASPDP management has acknowledged the need to strike a reasonable balance between the 
need to protect individual data and the right of individuals to use their good reputation to 
access financial services. Accordingly, NASPDP is now revisiting the proposed regulation, 
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also based on extensive international information made available by the SPI Secretariat, and 
the SPI project technical anchors (Convergence and IFC) and proposes to reach a final 
decision after consultations with other EU data protection agencies and Romanian financial 
authorities and market participants. There are indications that NASPDP is prone to consider 
allowing positive information sharing with credit bureau and also to give up some other 
stipulations from the initial draft decision. 
 
IV. Recommendations 
 

1. The need for NBR regulatory action 
 
In the fluid context described above, the project working group considers that an NBR 
regulation aimed at promoting broad positive information sharing would go a long way to 
sending a policy signal about the importance of positive credit information sharing to both 
market participants and other public authorities. This signal would be consistent with the 
provisions of Directive 95/46/EC (Data Protection Directive), which indicate that the 
monitoring important economic or financial interest prevail over the purposes of personal data 
protection. 
 
The international experience on the matter shows that countries differ significantly in their 
approach to regulating credit information. The European Union and several other European 
countries regulate credit reporting activities under the framework of broader Data Protection 
Laws. These laws cover not only credit bureau activities but any other relationships and 
transactions related to data management and exchange. Another approach is to regulate credit 
reporting activities through a specific credit bureau or credit reporting law. Countries that 
have adopted such an approach include the U.S., Thailand, Russia, Kazakhstan, Peru, 
Ecuador, Ghana, and Ukraine to name but a few.  
 
Some governments, e.g. Belgium, Bangladesh, Colombia, Ecuador, Malaysia, Nicaragua and 
Pakistan, have actively helped facilitate the development of the information sharing industry 
by requiring that lenders obtain a credit report before granting a credit facility. Others make it 
compulsory for lenders to submit the details of outstanding loans to the private sector credit 
bureaus, e.g. Turkey, Chile, Hungary and Pakistan. 
 
While the creation of a sound legal framework is a fundamental requirement of developing an 
effect and fair information sharing environment, legislation can be time consuming to enact 
and inflexible in a rapidly changing market. For this reason many countries rely on general 
laws to manage macro level issues, such as privacy, but rely on the central bank to administer 
specific rules and monitor compliance with directives.  
 
Examples include Mexico, where the central bank imposes a 100% increase in a bank’s 
provisioning policy for not supplying data to a credit bureau5. This regulation does not 
impose the obligation of banks to report positive information, but provides the necessary 
incentives to banks to join positive information sharing. The visionary approach and 
facilitator role played by the Central Bank of Mexico represents a possible quick and effective 

                                                 
5 The information shortage faced by credit providers combined with overall imprudent credit granting practices 
led to a stunning level of defaults in 1994-1995. This experience - also known as the “Tequila Crisis” - has 
prompted credit providers and authorities to give more attention to reports on credit histories and other 
background checks that facilitate credit decisions. 
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way to develop the regulatory environment for credit reporting in Romania, under the 
auspices of the NBR. 
 
Should the NBR endorse this proposal, the SPI Secretariat and the SPI project technical 
anchors (Convergence and IFC) could support the NBR in preparing the background 
documentation for drafting such a regulation and the broad terms of the regulation. At the 
same time, the project working group members consider that the presence of an NBR 
representative in any further actions within the SPI project is absolutely necessary. 
 
A possible alternative that the project working group envisaged could be the relaxation of the 
NBR regulations on limiting the lending to households for the banks that report and use 
positive information. Namely, the central bank could allow the positive information banks to 
have higher debt-service to monthly income ceilings (currently a debt-service ratio of 40 
percent of the net monthly income of the borrower is applied by all banks). Such an approach 
would be consistent with the more prudent risk management of the positive information 
banks, which feel at disadvantage compared to negative only information banks when 
applying the relevant NBR norms (see Section II.2.1. Positive information banks).   
 

2. The need for a concerted action to support the NASPDP in coming up with a 
regulation in line with international best practices and also responds to the 
specificities of Romanian lending market 

 
The project working group considers that it is important to support the efforts of NASPDP in 
coming up with a regulation that is in line with both international best practices on the matter 
and responds to the realities from the Romanian market. In this respect, the project working 
group proposed the setting up a mix working group composed of representatives of the 
banking community, credit bureau, NBR, SPI Secretariat, and NASPDP in order to enhance 
the effectiveness of the consultation process initiated by NASDPD regarding the draft 
regulation pertaining to credit bureaus. 

  
3. The need for keeping all stakeholders engaged in the process of promoting of 

positive information sharing 
 
The project working group also considers that all stakeholders should remain strongly 
engaged in the process of promoting positive information sharing. This recommendation 
triggers both positive and negative information banks, but also the credit bureaus themselves, 
which represent the facilitators of the positive information exchange. 
 
The project working group believes that an adequate system of incentives should be put in 
place in order to encourage a broad endorsement of positive information sharing. Such 
incentives could be provided by the central bank through a regulation that would create 
stimulants for banks to disseminate positive information and by the credit bureaus through 
measures that would promote and facilitate the Phase II implementation. 
 
In this respect, the credit bureaus should actively support market players in making the best 
use of the credit bureau system. Biroul de Credit has committed to undertake a review of 
technical problems reported by the Phase II participants and, where appropriate, to do a fine-
tuning of the application in order to facilitate the Phase II integration and processing, to 
provide technical support and training for the potential participants, to offer more value added 
services. 
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Biroul de Credit should also raise awareness of the market players regarding the existing 
services and the planned improvements and intensify the lobby process with big players that 
currently do not share positive information. At the same time, Biroul de Credit could conclude 
a cooperation agreement with NBR in order to strengthen the relationship with the central 
bank. Last but not least, Biroul de Credit could consider establishing a compliance committee 
to strengthen the governance framework of its operations and to build an image of best 
practices operational framework. 
 
Furthermore, the existing experience of banks that currently share positive information will 
continue to play an important role in helping the credit bureaus to continuously improve their 
services and the other banks in making a decision in respect to positive information 
dissemination. At the same time, the banks that do not share positive information, but 
consider disseminating positive information in the near future should start planning ahead and 
preparing their systems, in close cooperation with the credit bureaus. 
 
Likewise, a broad outreach event could be organized in cooperation with IFC regarding the 
international experience with positive information sharing. 
 
 
 



 
Appendix 1. The Benefits of Positive Information Sharing.  

Theoretical and Empirical Considerations 
 
Positive information (total amount and types of loans, accounts currently open and active, 
balances, credit limits, etc.) carries net benefits over negative information only 
(delinquencies: non-payment of a debt, arrears, bankruptcies, etc.), which is traditionally 
disseminated in a vast majority of financial markets. According to Baron and Staten (2003), 
broader information sharing expands credit and decreases loan losses. As shown in Figures 
1.a. and 1.b., out of 100,000 applicants 35,000 potential good customers are lost if the 
assessment is based on negative info only. At the same time, given an acceptance rate of 60 
percent, positive information sharing triggers a 43 percent decrease in the default rate.  
  

Figure 1. The Net Benefits of Positive Information Over Negative Only Information 
 

 
Source:  Barron and Staten (2003).  Note:  Figure a) shows the simulated credit availability assuming a 
target default rate of 3%. Figure b) shows the simulated credit defaults assuming an acceptance rate of 
60%. 

Table 1. Coverage of Positive Information around the World 
 

# Countries GDP (2005, 
USD mil.) (*) 

Are both positive and 
negative data 

distributed? (**) 

Private credit 
reporting 

(***) 

Are both individuals and 
firms listed in credit 

registry? (**) 

1 United States  12.455.068 Yes Positive Yes 

2 Japan 4.505.912 Yes Positive Yes 

3 Germany 2.781.900 Yes Positive Yes 

4 China 2.228.862 Yes Does not exist Yes 

5 United Kingdom  2.192.553 Yes Positive Yes 

6 France 2.110.185 No (currently considering 
sharing positive) Does not exist Yes 

7 Italy 1.723.044 Yes Positive Yes 

8 Spain 1.123.691 Yes Positive Yes 

9 Canada 1.115.192 Yes Positive Yes 

10 Brazil 794.098 Yes Negative Yes 

11 Korea, Rep. 787.624 Yes Negative Yes 
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# Countries GDP (2005, 
USD mil.) (*) 

Are both positive and 
negative data 

distributed? (**) 

Private credit 
reporting 

(***) 

Are both individuals and 
firms listed in credit 

registry? (**) 

12 India 785.468 Yes Positive No 

13 Mexico 768.438 Yes Positive Yes 

14 Russian Federation  763.720 Yes Positive No 

15 Australia 700.672 No Negative Yes 

16 Netherlands 594.755 Yes Positive Yes 

17 Switzerland 365.937 Yes Positive No 

18 Belgium  364.735 No  Positive Yes 

19 Turkey 363.300 Yes Positive Yes 

20 Sweden  354.115 Yes Positive Yes 

21 Saudi Arabia 309.778 Yes Positive Yes 

22 Austria  304.527 Yes Positive Yes 

23 Poland  299.151 Yes Positive No 

24 Indonesia  287.217 Yes Does not exist Yes 

25 Norway 283.920 No Positive Yes 

26 Denmark  254.401 No Negative Yes 

27 South Africa  240.152 Yes Positive Yes 

28 Greece  213.698 Yes Positive No 

29 Ireland  196.388 Yes Positive Yes 

30 Iran, Islamic Rep. 196.343 Yes No information Yes 

(*)= Source: http://siteresources.worldbank.org/DATASTATISTICS/Resources/GDP.pdf. 
(**)= Source: The World Bank, Doing Business - Credit Information, 2006.  www.doingbusiness.org. According to the 
methodology, the term "credit registry" encompasses both public and private credit registries. 

(***)= Source: IFC. This column refers only to private credit bureaus.     
 

Around the world, approximately 70 percent of all private credit bureaus provide positive 
information on individuals and almost 50 percent provide positive data on firms. Table 1 
shows how most countries disseminate positive information. It is expected that the group of 
countries sharing positive information will continue to grow as all major financial markets are 
currently moving towards generalizing the reporting of positive information (i.e. the UK 
embraced positive information sharing in 2006 and even more “conservative” countries in this 
area, such as France, are currently considering sharing positive information).  
 
A theoretical application regarding possible benefits for Romania 
 
 
A theoretical application regarding the possible benefits of a generalized positive information 
system in Romania shows that banks could take substantial advantages from it such as 
increasing their lending business and improving the quality of their loan portfolios. The 
simulation (based on the findings of a research paper by Powell, Mylenko, Miller, and 
Majnoni from 2004 for the case of Brazil) demonstrates that: 
a) under scenario A which implies the same risk level and many more loans granted, the 
additional annual credit to households is RON 6.7 billion and the overall annual benefits for 
banks amount to RON 259 million; 
b) under scenario B which implies lower risk and more loans granted, the increase in 
household lending is estimated about RON 3.7 billion with overall annual benefits for banks 
at RON 251 million. 
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Figure 2. An Illustrative Scenario for Romania 
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Appendix 2. International Experience with Regulating Information Sharing 

 
The main objective of a legislation that will enable credit reporting is to balance the ability of 
institutions to exchange credit information in the normal course of business, whilst 
simultaneously protecting individuals’ rights to privacy. Two broad approaches to the 
regulation of credit reporting can be identified. They include: 1) the use of data protection 
laws or 2) the use of a credit bureau or credit reporting law.  
 
The European Union and several other European countries regulate credit reporting activities 
under the framework of broader Data Protection Laws. These laws cover not only credit 
bureau activities but any other relationships and transactions related to data management and 
exchange. In recent times, several emerging markets have followed this approach with Chile 
passing a Data Protection Law in 1999 and Argentina passing a similar law in 2000. Another 
approach is to regulate credit reporting activities through a specific credit bureau or credit 
reporting law. Countries that have adopted such an approach include the U.S., Thailand, 
Russia, Kazakhstan, Peru, Ecuador, Ghana, Ukraine to name but a few.  
 
Countries differ significantly in their approach to regulating credit information. 

 
Some governments, e.g. Belgium, Bangladesh, Colombia, Ecuador, Malaysia, Nicaragua and 
Pakistan, have actively helped facilitate the development of the information sharing industry 
by requiring that lenders obtain a credit report before granting a credit facility. Others 
make it compulsory for lenders to submit the details of outstanding loans to the private 
sector credit bureaus, e.g. Turkey, Chile, Hungary and Pakistan.  

 
The extent of credit information that financial institutions may share with private bureaus is 
typically proscribed by secrecy provisions within the banking laws or by data 
protection/privacy laws. In some countries, e.g. Australia and Paraguay, sharing positive 
information is prohibited. These rules are often intended to protect the rights of individuals, 
but are frequently counter productive and hinder the development of the information sharing 
environment. Recent changes of the Privacy regulations in Hong Kong, allowing banks to 
share positive information, resulted in the number of borrowers covered by the credit bureau 
doubling. This had a significant impact on the ability of the banks to recognize and prevent 
over indebtedness. 

 
A good enabling legislation will incorporate the following aspects: 

 
 Both positive and negative information should be shared. Lenders are generally 

hesitant to share positive information out of the fear that their competitors might 
poach their best customers once positive information is made available. However, 
the enabling legislation can provide for information access rules that restrict the 
ability of banks to poach other banks’ customers. For example, a lender can only 
access information in the bureau if an individual or a firm has applied to it for 
credit.  

 Open system. Reporting and access should be open to both financial institutions 
and non-bank creditors such as retailers, telecom companies, debt collectors and 
utility companies.  

 Permissible purpose. The legislation should protect the rights of individuals and 
firms to ensure that data is not misused, whilst permitting the sharing of 
information. Typically access to information is only allowed for a certain 
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identified purpose such as credit approval, portfolio monitoring, debt collection 
and employment.  

 Access to the information. Information in the bureau may only be accessed by 
authorized parties. Information may only be used for permissible purposes.  
Depending on the legislation, borrower consent or notification may be required to 
access information.  

 Consent. Depending on the jurisdiction, explicit or implicit individual borrower 
consent may be required to provide data to the bureau and to access a credit report. 
The objective of the consent is to enable the data subject to control the information 
flow. In several EU countries, Thailand, Kazakhstan and many other countries, 
explicit borrower consent is required to provide information to the bureau (usually 
included in the loan agreement) and to access a credit report (usually included in 
the loan application). In the interest of maintaining operational efficiency, the onus 
of obtaining and maintaining a record of borrower consent for data submission lies 
on lenders. In the event of a dispute, the lender must be able to demonstrate that it 
had obtained borrower consent in accordance with the law. Some countries, 
including the U.S. for example, do not require explicit consent. The consent of the 
borrower is considered to be implicit if the borrower has originated a transaction 
with the lender.  

 Credit history length. The legislation should stipulate a certain length of time 
during which information should be stored. Historical information enables lenders 
to assess a borrower’s credit quality over a period of time. At the same time there 
should be a cut off period, after which information is erased to enable borrowers to 
have a fresh start.  Payment history information is usually maintained for a 
minimum of five years. Information on defaults should not be erased once loans 
are repaid and stored together with the rest of the file for the assigned period of 
time.  Public records relating to bankruptcy are usually retained for a longer period 
of seven years or more. According to a World Bank survey, out of 78 private credit 
bureaus, 57 preserved historical information over 5 years, with 34 credit bureaus 
preserving data between 5–7 years. 

 Consumer protection. Individuals should have the right to check their own 
information and the bureau should have a mechanism for correcting information. 
The regulation should also create grievance and dispute-resolution mechanisms. 
These mechanisms usually include limits on the time the bureau may take to 
respond to the borrower complaint. In most countries this period ranges between 
10 and 20 business days. During this period the bureau must put a notice into the 
credit report indicating the dispute. 

 Licensing and registration. In some countries, such as Mexico, Thailand, India 
and Kazakhstan, credit bureaus are required to obtain a license from the 
supervisory authority to operate. Licensing requirements usually require credit 
bureaus to meet certain financial, security and governance standards. In most 
countries, where the specific credit bureau laws have been passed recently, either 
the Central Bank, the Bank Superintendent, or the supervisor of a non-bank 
financial institution can perform the licensing function. 

 Supervision and Enforcement. Enforcement is an essential element of the legal 
and regulatory framework necessary to enable the operation of the credit 
information industry. Countries have taken two broad approaches to enforcement, 
which in large part reflects country’s legal traditions: 

1) A strong supervisory authority with the power to license, register and control 
credit bureaus. Its functions usually include issuing industry regulations, issuing 
licenses, conducting or requesting audits, receiving and analyzing complaints and 
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imposing penalties. Such approach is used in Mexico, Kazakhstan and Thailand. 
To ensure the smooth implementation of a credit bureau law, it is critical to build 
the capacity of the supervisory authority.  In several cases implementation of the 
law was delayed or had a significant negative impact on existing bureaus due to 
the lack of enforcement capacity.  For example, in Russia a credit bureau law was 
passed in December 2004. The law required that all financial institutions submit 
information after acquiring borrower consent, to a registered credit bureau. 
However, a supervisory authority was appointed after much delay and could not 
develop a registration procedure in time. As a result, the implementation of the law 
had to be postponed by more than a year. Due to the lack of supervisory capacity, 
the authority also was unable to provide guidance to financial institutions on 
compliance with the law. 

2) Industry self-regulation within an established legal framework, where the 
enforcement authority’s role is limited to issuing clarifying statements, collecting 
complaints and in some cases bringing class action suits in case of systematic 
violations. This type of enforcement mechanism is prevalent in the UK, Hong 
Kong, Australia and South Africa, where credit bureaus operate on the basis of a 
Code of Conduct (COC) under broader privacy legislation. A Code of Conduct is a 
binding agreement signed by the members of the bureau. It provides the rules that 
govern the operations of a credit bureau and mechanisms for resolving disputes 
amongst its members. In countries where more than one bureau exists, such as in 
South Africa, the CoC is endorsed by all credit bureaus operating in the country. 
The enforcement mechanism for the CoC in this case is an Association of Credit 
Bureaus. 

 
The creation of a sound legal framework is, however, a fundamental requirement of 
developing an effect and fair information sharing environment. They protect both the 
rights of data subjects and provide comfort to the data providers that their information will 
be managed responsibly. But legislation can be time consuming to enact and inflexible in 
a rapidly changing market. 
 
For this reason many countries rely on general laws to manage macro level issues, such as 
privacy, but rely on the central bank to administer specific rules and monitor compliance 
with directives. Examples include Mexico where the central bank imposes a 100% 
increase in a bank’s provisioning policy for not supplying data to the bureau. 
 
 
 
The Mexican case 
Mexico’s authorities have put in place one of the most effective, complete and 
unambiguous legal frameworks existing in the financial and credit information sharing 
sectors. These regulations are also adopted as a legal standard by supervisors and 
legislators in other Latin and Central American countries when drafting new legislations 
and norms regulating credit information sharing in their countries. 
 
Until the early 1990s, very little credit information was available and shared in the 
Mexican financial markets. Before 1993, Mexico had neither enforced a regulation or 
legislation concerning the information sharing industry, nor a data privacy law. Also, 
information sharing industry was practically inexistent; the only information sharing 
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mechanism available at that time was the National Service for Bank Credit Information 
(Servicio Nacional de Información de Crédito Bancario, SENICREB), a public credit 
registry established by Banco de México in 1964. The SENICREB collects positive and 
negative information (late payments defaults and other irregularities) on loans above 
approximately USD 18,000 and distributes this information back to banks. 

 
The information shortage faced by credit providers combined with overall imprudent 
credit granting practices led to a stunning level of defaults in 1994-1995. This experience - 
also known as the “Tequila Crisis” - has prompted credit providers and authorities to give 
more attention to reports on credit histories and other background checks that facilitate 
credit decisions.  
 
A regulatory change in 1995 required banks to obtain, review and document a borrower’s 
past repayment performance and the actual financial situation before granting a loan. 
Consumer and mortgage loans, extended without following these procedures, were subject 
to a specific reserve requirement equal to 100% of the loan balance. Though reluctantly 
at first, bankers embraced the new regulations, and created their own Credit Bureau 
(Buro de Credito) which, for the last ten years, has been the only, single, unopposed actor 
in the information sharing industry in Mexico. 
 
In January 2002 a Credit Bureau Law (Ley de Sociedades de Información Crediticia) was 
enacted in an attempt to further regulate the activities of private credit bureaus. This law, 
further amended in January 2004, aims at strengthening the credibility of the credit 
bureaus by reinforcing their operational rules. Furthermore, this law includes mechanisms 
for protecting data subject rights, such as consent requirements, guaranteeing access to 
credit reports, and low cost procedures for challenging and correcting erroneous 
information. Under this law, private credit bureaus must be authorized to operate by the 
Ministry of Finance (Secretaria de Hacienda y Crédito Público, SHCP) and are subject to 
the regulations issued by Banco de México. The National Banking and Securities 
Commission (CNBV) is in charge of the supervision of these firms. 
 
At present, a private credit registry, Buró de Crédito, is by far the most important credit 
information source in Mexico. Most banks participate in the Buró de Crédito, as well as a 
number of non-bank financial institutions, retailers and other creditors. In total, more than 
600 credit providers feed the databases of Buró de Crédito.  
 
Currently, with historically low domestic interest rates following nearly a decade of 
financial stability, new opportunities for financing have emerged. Several segments of the 
Mexican credit market are already experiencing fast growth, particularly the consumer 
lending and residential mortgages sectors. The visionary approach and facilitator role 
played by the Central Bank of Mexico represents a possible quick and effective way to 
develop the regulatory environment for credit reporting in Romania, under the auspices of 
the NBR.  
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Abstract 
 
According to other countries’ experience, lending against warrants-deposit certificates on 
cereals has the potential to increase commercial banks’ lending to agriculture, by 
reducing the credit risk, lowering transaction costs, and improving loan recovery. The 
estimations performed by Convergence show that, based on the deposit certificates, loans 
to agriculture could register an aggregate increase of about EUR 560 million over a 4-
year period, with EUR 104 million in the first year.  
 
The present document intends to draw attention on the benefits of the lending based on 
warrants-deposit certificates, on the obstacles that prevent the Romanian WDCs system 
from working properly and on the possible solutions, and to outline the PWG 
recommendation for the solution to be adopted.  
 
The main elements of the WDC system revamping, which are largely of self regulatory 
nature, cover several functional areas, as follows: 
- enforcing the negotiability of the WDCs through: 

o value items 
o market prices indications 
o an electronic register of the WDCs issued; 

- outsourcing part of the licensing and inspection activities; 
- establishing an indemnity fund financed initially from the state budget and exclusively 
from the depositories’ contributions beginning with the forth year; 
- raising the producers’ awareness. 
 
The document is based on the study performed by the Convergence-appointed foreign 
expert on the PWG individual contributions and discussions within the PWG meetings.  
 

1. Benefits of the warrants-deposit certificate system 
 

1.1. Benefits of the WDCs system for farmers 
 
A functional WDCs system would allow farmers to sell their crops for a better price 

because they could finance their inventory until the sale time by raising WDCs-based 
loans. These loans would be at lower costs and with a higher loan-to-collateral ratio 
than other borrowings, due to lower risk attached. By covering their short-term liquidity 
needs with loans based on WDCs, farmers’ fixed assets would in turn be free to be 
pledged, thus enlarging their access to loans for development.   

 
1.2. Benefits for depositories 
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By facilitating the storage of grain for longer periods by farmers and third party grain 
traders, the depositories would earn better storage fees for the silos. The loans based on 
WDCs issued for their own grain stocks would allow a decrease in the financing costs 
and a better loan-to-collateral ratio. The confidence built by the licensing and 
inspection parts of the WDCs system would bring for the qualified  depositories benefits 
in terms of increased business volumes,  lower insurance premiums and would 
contribute to lowering the costs of all financing.  
 

1.3. Benefits for banks 
 
Agricultural lending on grains, with the added protection of the WDCs system, 

would offer a potential for increasing in the volume of short term lending with good 
risk mitigation. This would allow banks a higher penetration in the rural market with a 
chain effect of developing the medium term development lending based on the fixed 
assets of the farmers and depositories. 

 
1.4. Benefits for insurers 
 
The storage of grain for longer periods and in larger quantities, permitted by the use 

of WDCs, would result in higher demand for insurance cover for grain in silos. As 
more innovation develops in the Romanian insurance market and as the WDCs would 
offer background for increased confidence, the insurers could consider the idea of issuing 
indemnity bonds covering the depositories’ performance risk. 

1.5. Benefits for the Romanian Commodity Exchange 
 

A functional WDCs system has the potential to increase the volume of transactions 
at the Romanian Commodity Exchange, to improve the market liquidity and to offer 
relevant market quotations, under better risk conditions (due to the securities offered 
by the Indemnity Fund). 

 
1.6. Main RIA findings on the benefits of the WDCs system 

 
The main findings of the calculations performed on this basis were that thanks to a 

viable WDC framework, farmers would be able to sell their wheat production at a better 
price; this would allow them to get 116 million EUR over 5-year time as net present 
value of incremental cash flow. At the end of the considered time span, the incremental 
cash flow accrued would increase the bank lending available to farmers by 100%, to EUR 
559 million in a 4 years aggregated amount, with EUR 104 million in the first year.  
 
2. Possible options for making the Romanian warrants – deposit certificates 

system working 
 

Based on the current situation of the WDCs system in Romania (Annex 3) and on 
the benchmark set out by the international experience in this area (Annex 4), measures 
have to be taken in order to have a functioning and trustable WDCs system in Romania 
by: 

- ensuring that WDCs are freely negotiable, that are issued for a significant 
quantity of cereals and that there is a body maintaining a clear evidence of them; 
- having a trustful licensing system; 
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- setting up an inspection system to oversee the correct grading and depositing of 
cereals; 
- providing immediate liquidity to lenders in case of debtor failure through the 
indemnity fund; 
- establishing a liquid cereal market with relevant quotations for the “market 
value”. 

 
The usefulness of the WDCs has to be brought to the attention of the main 

beneficiaries – the farmers so that they could exercise the market pressure on the 
apparently less interested parties – the depositories. 

 
There are two possible options to make the WDCs system working: the public 

option and the private option. The public option (Annex 5) is the one provided by the 
current legal framework that would need some minor changes and a greater determination 
for implementation on the MoA side.  Assessment of the feasibility of this option needs 
to take into account the MoA’s partial implementation of the legal framework caused by 
limited human and technical capabilities. 

 
 The private option (Annex 5) would have to replicate the system initially 

conceived as public, with minor changes in the secondary regulations, and based on the 
stakeholders’ convergence of interests and efforts, and on a set of incentives and 
constraints.   

 
The private option faces two major challenges: how to reliably record a) market 

prices and b) accurate values on the WDCs.  As there is no cereal market, the indications 
on the market prices can be provided only by traders. A private system has limited 
possibility to have nation-wide information in order to determine relevant and reliable 
figures on the market prices. The WDCs recording could be accurate and reliable only in 
case it starts with an inventory of the operational capacities and of the stocks of cereals at 
a certain date for all the warehouses (licensed for functioning). For solving the two 
crucial issues, the MoA has to be involved; the already existing or the future operational, 
staffing and reporting facilities within the Grading Commission and the future Indemnity 
Fund could be used by MoA in order to facilitate the necessary interventions.  

 
 

3. Recommendations 
 

Taking into consideration the above mentioned considerations, the PWG is of the 
opinion that, on balance, the “private option” is preferable to the public option, 
provided that the MoA plays a complementary role as indicated above.  

 
To address the potential inadequacy of MoA’s resources that could delay the 

implementation of the necessary measures, the PWG recommends drawing on the 
Grading Commission’ and Indemnity Fund existing or future structure and capabilities. 
Banks, Romanian Commodities Exchange and insurers should also cooperate with MoA 
for ensuring the achievement of the WDCs system’s objectives (Annex 5). Annex 1 
presents a summary of the project working group recommendations.  

 
The SPI Committee’s suggestion is that the Indemnity Fund’s role is covered 

through enlarging the current activity of the existing Rural Credit Guarantee Fund. 
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Following is the sequence of steps as envisaged by the PWG:  
 

Action 
 

Estimated 
time 

Description 

PRIVATE SECTOR PREPARATORY ACTIONS 
Upgrading WDCs June 2007 Banks, NGC, RCE, RCGF and depositories  

agreed on the minimum WDC informational 
content and  prepared respective amendment 
proposals  

WDC Register June 2007 Banks, NGC, RCE, RCGF and depositories 
formulated the proposal to amend the law so as to 
provide that the Indemnity Fund be entrusted with 
the register 

Licensing procedure June 2007 Banks, NGC, RCE, RCGF and depositories 
prepared the law amendment proposal according 
to which the verification of the compliance be 
placed with NGC and Indemnity Fund 

Inspection system June 2007 Banks, NGC, RCE, RCGF and depositories 
formulated the amendment proposals for 
entrusting the inspection and controlling activities 
with NGC and Indemnity Fund 

Indemnity Fund June 2007 Banks, NGC, RCE, RCGF and depositories 
prepared the law amendment proposal regarding 
the Indemnity Fund financing 
RCGF formulated a proposal for the Government 
Decision establishing the Fund 
SPI Committee suggested the role of the 
indemnity fund is covered by enlarging RCGF 
activity. 

 
WDC REFORM LAUNCH 

SPI Committee 
endorsement of the 
PWG proposals 

July 2007  

MoA general 
endorsement of WDC 
Reform Package 

September 
2007 

Reply to SPI Committee correspondence 

 
PRIVATE SECTOR ACTIONS 

Early 2008 NGC formulates the regulatory amendment for 
changing the monthly reporting in order to obtain 
realistic market price indications  

Early 2008 RCE provides information on the term contracts 

Upgrading WDCs 

June 2008 NGC and Indemnity Fund support the inventory 
action  

Licensing system March 2008 Banks provide input on the licensing criteria 
Indemnity Fund September NGC provides the study on the necessary 
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2007 financing for the Indemnity Fund; banks, RCGF, 
RCE revises the assumptions and calculations 

December 
2007 

Banks, RCGR, RCE delineate IF institutional, 
financial and organizational arrangements 

RCE WDC trading 
facilities 

March 2008 RCE , banks and brokers discuss how to design 
trading facilities 

Raising awareness on 
WDCs benefits 

2007 - 2008 Banks, NGC, RCE and depositories to take active 
part in the MoA led campaign 

MINISTRY OF AGRICULTURE ACCOMPANYING ACTIONS 
Issuance of the law 
amendment  

Early 
2008 

MoA promotes the initiative in the Government 

Issuance of Ordinances 
establishing the 
Indemnity Fund and on 
the Grading 
Commission 
activities  

March 2008 
 

MoA promotes the initiatives in the Government 

Amendment of  
secondary regulations  

March 2008 MoA prepares the Minister’s orders  

Inventory of stocks  June 2008 MoA approves the action plan and ask 
depositories to report  

Raising awareness on 
WDCs benefits 

2007 - 2008 MoA designs and runs, with private sector active 
support, a national campaign 

 
This table shows the actions already taken by the private sector and its remaining 
interventions as well as the punctual involvement of the Ministry of Agriculture. The 
private sector preparatory actions are evidenced by the package of regulation proposals 
prepared by the PWG.  

 
4. Proposed SPI Committee Decision 

 
SPI Committee sends the endorsed proposals on the possibilities of revamping the 

warrants-deposit certificates system prepared by the PWG to the Ministry of Agriculture, 
asking for a rapid identification of the solutions acceptable to all the interested parties and 
their committed implementation.  
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Annex 1 
Summary of PWG recommendations 

 
• WDCs: MoA should be suggested to amend the current regulatory framework in 

respect of: a) the compulsory content of the WDC (for showing the commercial 
parameters), in consultation banks and RCE in order make sure that they are 
comfortable with the descriptive items and b) allowing depositories to issue WDC 
for their own deposits (by deleting the reference to the deposit contract) for 
stimulating WDC issuance. In order to facilitate its role, MoA could amend the 
legislation and entrust the maintenance of an evidence to a third party – the 
Indemnity Fund that is the most interest part in having an accurate register of the 
issued WDC that are covered by it. The existence of an electronic register, 
accessible on line, would facilitate the lending and transacting activities. For 
organizing the WDC register, MoA could organize a stock and capacity inventory 
on a certain date (June 1st or 10th). An idea for obtaining the market price 
indications is to amend the secondary regulations in order to facilitate the monthly 
reporting by depositories to the National Grading Commission of the average 
transaction prices (for the market price indications). RCE could also provide 
information on the term contracts (quotations of the Hungarian exchange could be 
used as reference); 

 
• Licensing system: as it is possible that MoA may not have the staff and technical 

capabilities to organize the verification of the applications for licensing, it is 
suggested that the MoA externalizes the checking activities for insuring the 
compliance with the technical requirements to GC and for financial requirements 
to IF. GC has the qualified staff in order to verify the compliance with eligibility 
technical criteria and IF will cover bankruptcy risk, therefore it is in its interest to 
know and analyze the financial standing of the depositories. Banks and insurance 
companies to be consulted on the licensing criteria so that they feel comfortable 
with the soundness of the system. Under the context of changed provisions for the 
Indemnity Fund, licensing could be maintained as voluntary  

 
• Inspection system: MoA could assign the inspection mission for grading and 

licensing purposes to the Grading Commission (that has the qualified staff to 
perform these activities) for the technical issues, while the the indemnity Fund 
should follow periodically the financial situation of the licensed depositories; 

 
• Indemnity fund: an indemnity fund should function in order to secure all the 

WDCs issued (to facilitate their use as collateral and especially their transacting 
on the Romanian Commodities Exchange), covering the risks of non-
performance, bankruptcy and liquidity. MoA should issue regulations for the 
Fund’s establishing and functioning. In order not to increase the cost of deposit 
services and of the crediting in the first phase and to enable its establishment, the 
fund should be financed for the first three years out of budgetary sources. After  
 this starting period, the financing should be made exclusively from the 
depositories contributions. The regulation establishing the Indemnity Fund should 
provide the supervisory body for the fund and the level of the depositories’ 
contributions; 
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• Romania Commodity Exchange: under this scenario, RCE would be 
comfortable with transacting WDCs and would not ask anymore for guarantees in 
order to accept buying/selling orders for cereals; 

 
• Awareness on the benefits of the WDCs system: all the involved parties could 

joint efforts in a national campaign. 
 
The implementation process could take about one year, but the implementation stages 

might have immediate effects on the utilization of WDCs; this assumption is based on the 
fact that even now banks grant loans based on WDCs, although not at a system level. The 
potential increase in the WDCs-based lending during implementation of the proposed 
measures is illustrated in the below picture.  

 
PWG met MoA representatives on July 12 in order to present for MoA consideration 

the proposals prepared for revamping the WDC system. MoA  representatives received 
positively the proposals and showed interest in reviewing them.  In respect of the 
technical issues, an agreement and solutions could be easily reached and the MoA could 
modify the regulatory framework accordingly. On the Indemnity Fund financing, MoA 
representatives expressed concerns related to the pressures on the state budget and 
outlined the need to prioritize the allocations taking into account the objective of 
supporting the producers to lower their costs and thus to develop their business. Under 
these circumstances, a co-financing solution, involving the depositories and/or other 
contributors, would be more suitable in the current context. MoA will form an internal 
PWG, gathering representatives of all involved departments (legal, economic, budget, 
rural development, etc), in order to analyze in depth the proposals and to formulate MoA 
position. 
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strengthening of the
WDC negotiability

establishement
of licensing

system

evidence
system

Implementation process illustrative potential impact

MoA approval of the SPI 
Comm. proposals

Allocation in the state budget 
for IF

Issuance of amendments to legislation
Enactment of Gov. Decision to establish IF

Application of new legal provisions;operation of IF
Inventory of stocks and operational capacity

on cereals case

Source:SPI Secretariat 
analysis

Main implementation steps

Loans on WDCs (mln. RON)

The projections are based on the following assumptions: 
- under the current situation, some banks started their own WDCs lending system, with a 

limited number of selected depositories, but of important value, under repurchase 
agreements. The estimated amount of the loans based on the limited WDCs “clubs” is 
of RON 15 million. This kind of WDCs mini-systems have an important potential to 
grow; 

- a first phase of the action plan is strengthening the WDC negotiability which would 
result in an increase of banks’ confidence on the titles and a  growth in the loan-to-
value ratio. This could generate a gradual increase in WDC lending up to RON 70 
million in about 6 months; 

- the second main phase, the establishment of the licensing system, would result in the 
increase of the number of depositories eligible to be selected under the limited 
schemes. At the same time, the amendments to the legal framework will allow 
depositories to  issue WDCs on their own deposits. This would allow banks to replace 
the classical form of collateralizing the loans with pledges on inventories or with  

- mortgages with WDCs, under the special conditions mentioned above. The increased 
confidence in depositories, given by the selection performed by trustful institutions as 
the National Grading Commission and the Indemnity Fund, and the larger basis of  
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application could double the loans on  WDCs  up to RON 140  million. The projection could 
show even higher figures if this was happening after the crop season; 
- the third main phase, the establishment of an accurate evidence system, could mark the 

boom in the WDCs market as it would coincide with the harvest time (June – July). The 
transparency and security brought by this last phase will mark the full implementation 
of a comprehensive WDCs system in which all banks’ concerns will be address, 
therefore the loans based on WDCs could get to about RON 300 million  

- the national campaign for raising awareness on the WDCs benefits is started by the 
end of this year. 

 
Annex 2 details the proposed Ministry of Agriculture-led legal and regulatory 

implementation plan having as background the work already performed by the private 
sector and enabling to have the WDCs system functional in one year time span. 

 
 
 



 13

                   Annex 2 
 

The proposed Ministry of Agriculture-led legal and regulatory implementation plan 
 

Action Details Estimated 
time 

Market action 

SPI Committee 
endorsement of the PWG 
proposals 

SPI Committee will send a 
letter to the Minister of 
Agriculture asking for 
proposals approval 

End July 
2007 

Banks could develop 
strategies for the 
potential new product 
and market 

MoA approves the 
proposals 

MoA could send a reply to the 
SPI Committee letter on the 
approval of the proposals 

September 
2007 

MoA initiates the process 
of amending the legal 
framework 

MoA could prepare the 
enactment package for the law 
amendment proposals 

October 
2007 

MoA sends the law 
amendment /law proposals to 
MEF and to MoJ for 
endorsement.  

November 
2007 

MoA leads the enactment 
process  

MEF includes the necessary 
amount for Indemnity Fund in 
the state budget for 2008 

December 
2007 

Banks could develop 
plans on the 
implementation of 
the new product. 
 
 
Banks could outline 
the internal process 
for lending on 
WDCs.  

Parliament/Government 
approves the law 
amendment proposals 

The amendments to the law 
will enable the strengthening 
of WDCs negotiability by 
improving the value 
indications on the titles. 

Early 
2008 

Banks’ confidence in 
WDCs will increase, 
therefore they could 
grow the loan-to-
value ratio. 

Government issues the 
Ordinance establishing 
the Indemnity Fund 
Government issues the 
Ordinance on the Grading 
Comission’s activities 

MoA will initiate and support 
the proposal to be approved 
by Government, based on the 
approved law amendment.  

MoA amends other 
secondary legislation  

MoA will modify accordingly 
the regulations or will release 
Minister’s orders to complete 
the necessary changes. 

March 
2008 
 

Banks could start 
implementing the 
new internal 
procedures.  

Indemnity Fund starts 
operating 
Grading Commission 
organizes the 
implementation of the 
new responsibilities 

MoA will be able to issue the 
first licenses for depositories. 
Licensed depositories will 
issue WDCs under the new 
framework 

June 2008 Banks will have new 
product fully 
operational. 

MoA leads the inventory 
of stocks  

Grading Commission and 
Indemnity Fund will 
coordinate actions with 
depositories. 

June 2008 Banks could ensure 
they have on-line 
access to the 
electronic register. 
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Annex 3 
Current situation of the Romanian warrants-deposit certificates system  
 

From a legal and regulatory standpoint, Romania has a suitable framework to introduce a 
working WDCs system. However, there are some drawbacks that prevent the WDCs system to 
function, coming either from the lack of completeness of the regulations or from their poor 
implementation: 

a. WDCs are the ownership titles on the deposits, showing also the deposits values; 
their use, together with the warrants, facilitate lending and transactions. The 
confidence of the lenders and buyers in these papers is crucial. At present, while 
the WDC’s content is regulated and the warehouses are supposed to issue WDCs 
based on the deposit contracts, there is however no explicit permission for 
warehouses to issue WDC for their own deposits.  The regulations do not provide 
all the items that should be written on the face of the title (such as the gluten 
content for wheat) in order to have a more accurate indication of the value. 
Another item of utmost importance for the value of these titles is the market price 
that should have been provided by the MoA. In lack of a cereal market (within 
Romanian Commodities Exchange there are carried out only individual 
transactions, with no significant value), another system for obtaining realistic 
market prices should be in place.  The legal framework establishes that an 
evidence system is to be organized by the MoA for the WDCs issued.  

b. Licensing system is necessary in order to cover the risk related to the depositors 
(bankruptcy and performance risks) and it is meant to contribute to building the 
confidence in WDC. The licensing system is to be established within MoA (since 
2002) and foresees voluntary licensing for the warehouses that are issuing 
WDCs. Until now no license has been issued. 

c. Grading system provides quality standards for the deposits, enhancing the 
confidence in their values and the maintenance of the values (through the 
inspection system). The Grading Commission is established and functioning and 
provides training and licensing services for the grading experts, based on the 
grading standards. Until now, no inspection system has been established by the 
MoA in order to control the observance of the grading standards. 

d. Indemnity Fund will provide coverage for the risk of fraud and bankruptcy and, 
also, is a source of immediate liquidity, to replace a non-existent market. The 
establishment of the indemnity fund is provided by the law, but no government 
decision has been issued in the application of the legal provision. The law states 
that the funding sources are to be extra budgetary, coming from the contributions 
of the warehouses that are issuing WDC. 

Regarding the awareness on the benefits of the WDC system, only individual and 
limited initiatives have been taken, while no national campaign has been promoted. Producers are 
not aware of the financial benefits brought by WDC system; they need information on the prices, 
on the net positive result in case they deposit their crops waiting for higher market prices and 
covering their liquidity needs through loans based on WDCs. They are not always aware of the 
warehouses legal obligations and of their legal rights. 
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                                                                                                                                            Annex 4 
International experience with warrants – deposit certificates system 

 
A study performed in 2003 on the WDC programs in various countries by the 

United Nations and EBRD outlined that since the mid 90s, WDCs have been introduced 
in a number of Central and Eastern Europe (CEE) and Commonwealth of Independent 
States (CIS) countries. A number of components need to be in place: a functioning 
cereals market, an adequate legislation and law enforcement tools and mechanisms, credit 
institutions able and willing to invest into grain inventories and support by the key 
players in the cereals industry. 
The key factors for a successful WDCs system refer to: 

• legal framework - the presence of a legal framework and effective law 
enforcement is the key component for the emergence and successful performance 
of any national grain-financing program; 

• institutions - there must be an authoritative grain silo oversight agency or 
licensing and inspection body, trusted by all market participants, and with 
workable procedures; 

• education and information of the farmers regarding the benefits of the scheme; 
• grading system; 
• licensing system - In most CEE and CIS countries the commercial silo industry 

has been highly monopolistic, even after the move to the market economy, and 
the incentive for silos to be voluntarily licensed may be weak. In some countries 
an incentive for the public silos has been offered in the form of allocating the 
right to licensed silos alone to keep cereal stocks under the state intervention 
schemes, e.g. in Hungary and Slovakia; 

• performance guarantee system - there are numerous pros and cons of using 
indemnity funds versus bonding in each country. In CEE countries, the 
establishment of indemnity funds may be the only realistic start-up mechanism for 
customer protection and satisfaction of claims. One simple reason to launch the 
indemnity fund may be the lack of classical bonding procedures in the country’s 
legislation, or a lack of insurance market sophistication preventing insurers from 
providing bond cover. 

In Bulgaria, the Law on Grain Warehouse Receipts was approved in autumn 1998. The WDCs system has 
been in place since 1999. According to national statistics, the number of licensed public silos increased 
from 5 in 1999 to 42 in 2003; their total licensed capacity amounted to 4.6 million tones. Local banks 
provide credits to farmers and traders against the silo receipts issued by the licensed grain silos. The 
volume of loans disbursed against silo receipts increased from the equivalent of US$300 thousand in 1999 
to US$6.5 million in 2002 and US$5.9 million as of May 2003. 
The average Hungarian grain harvest is 10 to 14 million tones. Hungary was the first CEE country to 
introduce WDCs in 1996. In that year three large grain elevators were licensed as public silos. The licensed 
public silos sublease additional independent storage facilities in the countryside to increase the capacity for 
storage. The State Intervention Agency is using silo receipts issued by public silos as the main tool of 
government intervention on the grain market. The program works fairly well and about 4 million tones of 
grain pass annually through the public silos with substantial bank credit being made available against 
issued silo receipts The bank credits disbursed against grain silo receipts represent a value equal to about 
half of total annual Hungarian on-farm investment. 
In Poland in 2002, 20 private sector grain silos with a total storage capacity of 284 thousand tones started 
procurement and storage operations, operating on the basis of a law passed in 2000. 
Some 184 thousand tones of grains were stored under contracts with the Agricultural Market Agency 
(ARR) and 1,014 silo receipts were issued in this start-up stage. By the end of 2003 there were expected to 
be up to 35 grain silos working with WDCs, all licensed by the Minister for Agriculture with total storage 
capacity of 0.5 million tones, approximately one tenth of the grain marketed annually in the country. 
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Annex 5  

Revamping of the WDC system 
 
 

1. Warrants-deposit certificates (WDC) 
DC is the ownership title on the deposit, showing also the deposit value; its use, together with the warrant, facilitates lending and transaction. The confidence of the 
lenders and buyers in these papers is crucial. 

Current 
status 

Shortfalls/
weaknesse

s 

Policy 
objectives 

Private initiatives Arguments/ 
comments 

Public 
initiatives 

Arguments 
comments 

PWG recommendation Arguments/ 
comments 

- content 
regulated 
-
warehouses 
are 
supposed to 
issue WDC 
based on 
the deposit 
contracts 
 

-not all 
value items 
are 
compulsory 
-no 
evidence 
organized 
for the 
issued 
WDC 
-no 
indication 
on the 
market 
price 
provided 
- no explicit 
permission 
for 
warehouses 
to issue 
WDC for 
their own 
deposits 

- to have 
negotiable 
WDCs 
- to have 
WDCs 
issued for 
an 
important 
quantity of 
cereals 
- to have a 
clear 
evidence of 
the WDCs 
issued 

Banks, in co-
operation with the 
Grading Commission 
and RCE, to set up 
compulsory content 
for WDC backing 
loans 
-Banks to set up in the 
financing rules the 
possibility of lending 
to ware-houses based 
on the WDC issued for 
their own deposits (to 
replace the current 
lending based on 
pledge) 
-Banks to organize a 
common register for 
the WDC issued 
-Commodities 
Exchange to provide 
indications on term 
contracts  
-Banks to ask MA 
opinion on the 
compulsoriness of 
having a deposit 
contract for WDC 
issuing  

A private 
initiative led 
by the main 
stakeholders 
should be 
more efficient. 
The weak 
points of the 
private 
initiative is the 
impossibility 
of having 
information on 
the market 
prices and 
accurate 
information on 
the stocks and 
WDC.  

-MoA to amend 
the current 
regulatory 
framework  in 
respect of the 
compulsory con-
tent of the WDC 
(for showing the 
commercial 
parameters) 
-MoA to amend 
the secondary 
regulation by 
deleting the 
reference to the 
deposit contract 
-MoA to organize 
the evidence 
system for the 
WDC issued, as 
currently 
provided by the 
law 
-MoA to provide 
the market prices  
 

  
Although 
MoA should 
easily change 
the 
secondary 
regulation, 
the 
enactment of 
a law 
amendment 
is a long 
process.  The 
legal 
framework 
enacted 5 
years ago has 
not been 
implemented 
until now. 

-MoA to amend the current regulatory 
framework  in respect of the compulsory 
content of the WDC (for showing the 
commercial parameters). Banks and RCE 
to be consulted. 
-MoA to amend the secondary regulation 
in order to allow depositorie to issue 
WDC for their own deposits, by deleting 
the reference to the deposit contract 
-MoA to amend the secondary regulations 
in order to entrust the maintenance of an 
evidence to a third party - GF, for 
example. Banks and RCE to be consulted 
on the evidence requirements. 
- An idea for obtaining the market price 
indications, in case MoA needs, is to 
amend the secondary regulations in order 
to facilitate the monthly reporting by 
depositories to the GC of the average 
transaction prices (for the market price 
indications) 
- For organizing the WDC register, MoA 
could organize a stock and capacity 
inventory on a certain date (June 1st or 
10th). 
RCE to provide information on the term 
contracts (quotations of the Hungarian 
exchange could be used as reference) 

Through some 
changes in the 
secondary 
regulations, MoA 
could entrust GF 
the registrer for 
WDCs.. The 
indications on the 
market prices could 
be obtained by 
aggregating the 
data monthly 
reported by 
depositors to GC 
(they already send 
monthly reports to 
GC). By consulting 
banks and RCE, 
their confidence in 
the WDC’s value 
and validity would 
increase. The 
existence of an 
electronic register, 
accessible on line, 
would facilitate the 
lending and tran-
sacting activities. 
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2. Licensing system 
Licensing system is necessary in order to cover the risk related to the depositors (the bankruptcy risk and the performance risk) and it is meant to contribute to building 
the confidence in WDC. 

Current 
status 

Shortfalls/
Weaknes-

ses 

Policy 
objectives 

Private 
initiatives 

Arguments/ 
comments 

Public initiatives Arguments/ 
comments 

PWG recommendation Arguments/ 
comments 

-Licensing 
system to be 
established 
within MoA 
(since 2002) 
-Voluntary 
licensing 

- The 
licensing 
system is 
not 
established 
- No license 
has been 
issued 

- to have a 
trustful 
licensing 
system 
functioning 
 

-Banks, in 
cooperation with 
the Grading 
Commission, 
RCE and 
insurance 
companies  to set 
up eligibility 
criteria/financial 
and technical 
standards  for 
warehouses in 
order to accept 
the WDC issued 
by them   
-Banks, in 
cooperation with 
the Grading 
Commission, to 
establish a 
private 
institution/to 
habilitate an 
existing 
institution to act 
as selecting body 
for the eligible  
 

The private 
initiative is 
based on 
creating the 
incentives and 
constraints for 
the players 
through the 
system rules.  
 

-MoA to re-appoint the 
Licensing Com-mission 
-MoA to establish a 
specialized dept. to act as 
the Commission technical 
secretariat 
-MoA to issue rules and 
norms for the 
Commission’s activity 
-MoA to issue instructions 
on the financial and 
technical conditions for 
Licensing 
-MoA to change the 
regulatory framework in 
order to state the 
compulsory licensing 
-MoA to habilitate 
individuals and companies 
for ex ante and ex post 
evaluations  
-MoA to amend the 
regulations in order to 
provide biannual 
evaluations 
 

Licensing was 
initially and for a 
very short period of 
time compulsory, 
but changed to 
voluntary because 
of the eligibility 
criteria and of the 
contributions to be 
paid to the Fund.  
The public option 
relies on the 
hypothesis that the 
MoA will take 
belated steps to 
implement the law 
provisions and to 
amend the law in 
order to make the 
licensing 
compulsory and 
that has the human 
and technical 
capability to act. 
 

MoA to amend the legal 
framework in order to 
share the licensing 
responsibilities with GC 
and GF: GC to verify the 
compliance with the 
technical requirements and 
Gf to verify the 
compliance with the 
financial ones. 
Banks and insurance 
companies to be consulted 
on the licensing criteria.  
Licensing to be voluntary 
under the context of 
changed provisions for the 
Indemnity Fund. 

GC has the 
qualified staff in 
order to verify the 
compliance with 
eligibility technical 
criteria.   
GF will cover the  
bankruptcy risk, 
therefore it is in its 
interest to know 
and analyze the 
financial standing 
of the depositories. 
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3. Grading system 

The grading system provides quality standards for the deposits, enhancing the confidence in their values and the maintenance of the values (through the inspection 
system) 

Current 
status 

Shortfalls/ 
weaknesses 

Policy 
objectives 

Private 
initiatives 

Arguments/ 
comments 

Public 
initiatives 

Arguments/ 
comments 

PWG 
recommendation 

Arguments/ 
comments 

-Grading 
Commission 
established 
and 
functioning 
-grading 
standards in 
place 
-training and 
licensing the 
grading 
experts 

-no inspection 
system 
established by 
the MoA 

- to set up an 
inspection 
system to 
oversee the 
correct grading 
and depositing 
of cereals 

Banks, in 
cooperation 
with GC, 
RCE and 
insurance 
companies to 
establish a 
private 
institution/to 
habilitate an 
existing 
institution to 
act as the 
inspection 
body  

The inspection 
activities are 
required by the 
licensing, grading, 
lending and 
guaranteeing areas, 
therefore having a 
single operator for 
all of them seems to 
be efficient  
Banks could also 
outsource the 
inspection activity 
by contracting a 
specialized 
institution, observing 
NBR requirements. 
As the inspection 
activities are not on 
a daily basis and 
require special 
qualifications, by 
organizing a single 
inspection body, 
banks could share 
costs. 

MoA to establish 
an inspection 
system  

MoA could face budget and 
staff constraints when 
organizing the inspection 
system.   
 

MoA could use the Gc 
services for the 
technical inspection.  
 

GC has the 
qualified staff 
to perform 
these 
activities. 
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4. Indemnity (Guarantee) Fund - GF 

The indemnity fund will provide coverage for the risk of fraud and, also, is a source of immediate liquidity, to replace a non-existent market. 
Current 
status 

Shortfalls/ 
weaknesses 

Policy 
objectives 

Private 
initiatives 

Arguments/ 
comments 

Public 
initiatives 

Arguments/ 
comments 

PWG recommendation Arguments/ 
comments 

-provided 
by the law  
-fund 
sources – 
extra 
budgetary 
(from the 
contributio
ns of the 
warehouses 
issuing 
WDC) 

- Indemnity 
Fund not 
established 
-risks 
covered not 
very well 
defined 
 

- to provide 
security to 
lenders and 
immediate 
liquidity in 
case of 
debtor failure 
 

-Banks willing 
to cover the 
warehouses’ 
performance 
risk to establish 
the Fund as 
shareholders 
and to finance 
its functioning, 
to establish its 
supervisory 
body and 
internal rules 
or 
-Insurance 
companies to 
issue insurance 
policies 
covering 
warehouses 
performance 
risk  

A flexible scheme 
could be imagined, 
in which only 
banks with a more 
conservative credit 
risk strategy 
establish the fund 
and indemnity 
bonds are issued 
only for high risk 
warehouses.  
 

-MoA to issue 
regulations for 
the Fund’s 
establishing  and 
functioning  
-MoA/MoEF to 
grant a loan for/to 
finance the initial 
establishment and 
functioning of the 
fund and to 
initiate a law 
amendment in 
this respect 
-MoA/MoEF to 
appoint a 
supervisory body 
for the fund 

MoA will have 
to promote a 
Government 
decision in 
order to 
establish the 
Fund. 
Depositors will 
have to 
contribute to it 
and the cost of 
the warehouses’ 
services will 
increase. In case 
a loan from the 
state is 
involved, a 
change in the 
current law and 
a special law for 
the loan are 
needed. 
 

-MoA to issue regulations 
for the Fund’s establishing  
and functioning  
The Fund to cover all 
WDC 
-Funding sources for the 
Fund: 
- budgetary, for the first 3 
years 
and  
- extra-budgetary starting 
with the forth year, 
exclusively from the 
depositories’ contributions 
-The government decision 
establishing GF should 
provide also the 
supervision institution and 
should set up the level of 
the depositories’ 
contributions. 
- GF should have 
responsibilities in 
analyzing the financial 
standing of the 
depositories before 
licensing and periodically. 
 

This scheme 
would mitigate 
the opposition of 
depositors to 
issue WDCs 
because of the 
contributions they 
have to pay to the 
fund. The 
contributions to 
the fund would be  
reflected in the 
charges for 
depositing 
services, 
therefore 
imposing them 
since the 
beginning would 
be a disincentive 
to use WDC.The 
indemnity should 
generate the 
decrease in the 
lending costs. 
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5. Romanian Commodities Exchange 
Romanian Commodities Exchange will be the market for transactions with WDC. 

Current 
status 

Shortfalls/ 
weaknesses 

Policy 
objectives 

Private 
initiatives 

Arguments/ 
comments 

Public 
initiatives  

Arguments/ 
comments 

PWG 
recommendation 

Arguments/ 
comments 

-no 
significant 
volume of 
cereals 
trading 
-only 
individual 
transactions 
carried out 

-no market for 
cereals 

-to have a 
liquid cereal 
market 
-to have 
quotations for 
the “market 
value” 

WDC’s 
possessor to 
sell them at 
RCE 

Once the confidence 
in WDCs created, 
these could be easily 
transacted at RCE.  

 Once the confidence 
in WDCs created, 
these could be easily 
transacted at RCE.  

WDC’s possessor to sell 
them at RCE and RCE not 
to ask guarantees for 
entering into a transaction. 

RCE will be comfortable 
with transacting WDC and 
will not ask for guarantees. 
A more flexible scheme 
could be imagined, in 
which only banks with a 
more conservative credit 
risk strategy establish the 
fund and indemnity bonds 
are issued only for high 
risk warehouses.  

 
6. Awareness on the benefits of the WDC system 

Producers are not aware of the financial benefits brought by WDC system; they need information on the prices, on the net positive result in case they deposit their 
crops waiting for higher market prices and covering their liquidity needs through loans based on WDCs. 
-only 
individual 
and limited 
initiatives 

-farmers and 
other depositors 
are not aware of 
the WDC 
benefits 
-farmers are 
selling their 
crops to 
warehouses at 
small prices 
-farmers are not 
aware of the 
warehouses 
legal obligations 
and of their 
legal rights 

raise 
awareness on 
the benefits 
of  borrowing 
against 
WDCs 
-raise 
awareness on 
the legal 
provisions  

- Banks to 
lead a 
national 
campaign  

The gathering of all 
forces in a national 
public-private 
campaign could be 
more efficient. 

MoA to lead a 
national 
campaign  

The gathering of all 
forces in a national 
public-private 
campaign could be 
more efficient. 

MoA, GC, RCE, GF 
and banks to organize a 
nation-wide campaign 

This kind of campaign 
could be more effective 
and efficient in respect 
of results and resources. 
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       Amendment of the Anti-Money Laundering Law 

 
SPI Committee  

April 27, 2007 Meeting 
 

 
                                               Project Objective: 
To draft a proposal for amending the anti-money laundering law, according to the 
provisions of the EU Third Directive and in line with the banks’ needs for 
rationalizing the AML reporting and avoidance of legal and reputational risks and 
with the competent authorities’ requirements for high standards for anti-money 
laundering. 
 
 
                                      Project Working Group Activities 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

Public stakeholders 
• National Bank of Romania; 
• Ministry of Public Finance; 
• AML Office.  

Private stakeholders 
• Banking sector (7 banks) 
• ANPC. 

Project Main Steps 
Nov. 06: First PWG Meeting 
Dec 06: Appointment of  the AML Office representative as DPM 
March 07: RBA approval on the law amendment proposals   
April 07: Concluding the discussions with the AML Office on a couple of amendment 
proposals 

PWG Members: 12 
 

PWG Meetings: 9 

Summary of Impact Assessment 
X: First full year, Y: 5-year NPV  (mln RON) 

1. Government: tax revenues* (1,8; 14); 
2. Banks:  net benefits (11, 88  ) 
3. Consumers: more efficient and 

cheaper transactions. 
*=Levied on Banks profits due to savings 

For more information, please contact:  
1. SPI Secretariat: Ms. Ramona Bratu,  
Ms. Oana Nedelescu tel: +40 21 323 66 10; 
e-mail: ramona.bratu@convergence-see.eu; 
oana.nedelescu@convergence-see.eu; 
2. Project Management Group: Mr. Doru 
Bulata (Project Manager), Director, BCR, 
tel: +40 21 315 64 81, doru.bulata@bcr.ro 
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 Proposed joint letter of SPI Committee Members 
(Romanian version to be made available at the SPI Committee meeting) 

April 27, 2007 
Mr. Varujan Vosganian 
Minister 
Ministry of Economy and Finance 
Bucharest 

 

Dear Mr. Minister, 

Amendment of the anti-money laundering legal framework (Law. No. 656/2002) 

 

Under the auspices of the SPI Committee, a project working group gathering representatives 
of all the stakeholders, including the AML Office, has agreed on the proposals for amending 
the legal framework that meet the project objective. The proposed amendments need 
immediate action for enactment as the deadline for implementing the requirements of the 
Third Directive is December 2007 when the secondary regulations have also to be in place.  

 
We would like to kindly ask you to continue the committed support of the Ministry for this 
project by undertaking the legislative initiative, based on the attached promotion package.  
We would appreciate if you could communicate to your institution’s representative in the SPI 
Committee the department that will be designated to initiate the law amendments. Please be 
assured that the other SPI Committee members are prepared to sustain your efforts throughout 
all the enactment process. 

Yours sincerely, 

 
Florin Georgescu        Radu Gratian Ghetea 

          First Deputy Governor                President 
    National Bank of Romania                        Romanian Banking Association 
   Member of the SPI Committee                         Member of the SPI Committee 

 
 
Sebastian Vladescu       Gheorghe Ciubotaru 

             Secretary of State                 President 
Ministry of Economy and Finance                              National Authority for Consumer 
Protection 
   Member of the SPI Committee                                                 Member of the SPI Committee  
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Abstract 
 
The SPI Committee has approved at its September 14, 2006 meeting the undertaking 
of the project on Amending the Anti-Money Laundering Law. The approved objective 
of the project was “to draft a proposal for amending the anti-money laundering law, 
according to the provisions of the EU Third Directive and in line with the banks’ 
needs for rationalizing the AML reporting and avoidance of legal and reputational 
risks and with the competent authorities’ requirements for high standards for anti-
money laundering”. 
 
The project has been placed under the ownership of Mr. Petre Bunescu, on behalf of 
the Romanian Banking Association. The project working group gathered 
representatives of banks (six members), AML Office (one member), National Bank of 
Romania (two members) and Ministry of Public Finance (two members). The project 
working group meetings have been held between November 14, 2006 and February 
26, 2007. The RBA Board has approved the proposed law amendments on March 1, 
2007. 
 
Further discussions have been held in March-April 2007 between the project 
management team and the AML Office management in order to reach a common 
point of view regarding the issue of external transfers, also to non-resident Romanian 
bank accounts. 
 
The project has benefited from technical assistance received from World Bank expert 
Emile van der Does, mobilized by the Convergence Program. Likewise, the project 
enjoyed the Convergence Program support for performing a regulatory impact 
assessment of the proposed legislative amendments on both banks and consumers. 
 
The present document describes proposed amendments of the current legal 
framework, as well as the consultation process between different stakeholders for 
drafting the proposed legislative amendments. The proposal for amending the anti-
money laundering law, as shown in Appendix 1, reflects the consensus of  the AML 
Office, the National Bank of Romania, the Ministry of Public Finance and the banks..  
 
1. The current legal framework for the anti-money laundering and anti-

terrorism financing activity 
 

A world where the capital, people, information and businesses are rapidly and freely 
moving from one place to another gives multiple opportunities for the crime 
organizations. Therefore, the money laundering is one of the most powerful menaces 
to the integrity and stability of the financial system.  
 
Romania has taken the necessary measures in order to establish the legal and 
institutional framework for the anti-money laundering and anti-terrorist financing 
activities. In January 1999, the Romanian Parliament adopted the first anti-money 
laundering law. The law has been further modified and improved based on the 
international standards evolution and on the experience gained by the law 
enforcement authorities in this matter . 
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2. The need to amend the current Romanian law 

 
The current Law needs to be amended for the following reasons: 

a. to bring it into line with the provisions of the EU Third Directive; 
b. to align the Romanian AML practices with the international practices;   
c. to reduce the legal, reputational and financial risks incurred by banks under 

the current legislation and to rationalize the AML reporting requirements for 
banks. 

 
The principles for amending the current AML legislation are highlighted in Annex 3 
(“Principles for the AML Law amendments”). 
 
3. Law no. 656/2002 amendment proposals 
 
In order to align the Law no. 656/2002 provisions to the Third Directive and to the 
European current practice and in order to increase the efficiency of the anti-money 
and anti-terrorist financing activities, the banks’ representatives in the project working 
group have drafted the initial amendment proposals. 
 
The law amendment proposals prepared by banks have been discussed with the AML 
Office, NBR and the Ministry of Public Finance representatives in the project 
working group. The differences in opinions have been reconciled in further 
discussions, with the support of the SPI Secretariat.    
 
At the same time, the amendment proposals made by the banks’ representatives were 
also revised by the World Bank’s expert, Mr. Emile van der Does (appointed by 
Convergence Program as peer reviewer). The peer reviewer’s independent opinions, 
reproduced in Annex 4, have been a useful benchmark in reaching the final form of 
the law amendment proposals. 
 
The discussions on the different opinions and proposals, facilitated both by the 
arguments brought and by the peer reviewer’s considerations and suggestions, led to 
the following main law amendment proposals:  
 
- Include the definition of the “politically exposed persons” as given by the Third 

Directive and give an extensive definition in the secondary regulations; 
- Shorten the suspension period for the suspicious transactions to 24 hours and the 

prolongation of the suspension period to 72 hours; 
- Increase the reporting threshold for cash transactions from EUR 10,000 to EUR 

15,000; 
- Increase the reporting threshold for external transfers to from EUR 10,000 to EUR 

50,000 for external transfers with EU and OECD countries to be indicated by the AML 
Office and from EUR 10,000 to EUR 15,000 for external transfers with non-EU and non-
OECD countries; 

- Reduce the reporting frequency for the cash and external transactions from daily to 
bi-monthly; 

- Introduce a bi-monthly reporting obligation for internal transfers above EUR 
15,000 (transfers between residents and non-residents in accounts opened in Romania); 

- Exclude from reporting some low-risk categories of transactions: the transactions 
between banks and NBR and Treasury and the NBR’s transactions with the Treasury; 

- Submit to the AML Office only the suspicions reasonably motivated;  
- Improve the feedback received from the AML Office through a bi-annual information 

of  each bank, under confidentiality, through a secure communication network, on the 
suspicious transactions reported and analyzed by the AML Office that did not end in signs 
of money laundering offence; 
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- Include the risk-based approach in the law and secondary regulations. 
 
 
The final amendment proposals together with their reasoning are extensively 
presented in the table in Annex 2.  
 
Some other issues (the proposal of the non-disclosure of the reporting entity’s 
identity, the reporting format, and the frequency of providing general information on 
AML typologies) will be further discussed by banks and the AML Office and will be 
solved by mutual agreement, outside the regulatory framework.  
 
4. The estimated impact of the law amendment proposals 
 
In order to support the project working group in promoting the proposed law 
amendments proposals based on evidence, Convergence Program has performed a 
regulatory impact assessment of the law amendments proposals on a sample of banks 
represented in the working group and on the consumers of financial services. The 
findings of the regulatory impact assessments are presented below.  
 

4.1.The estimated impact of the law amendment proposals on banks 
 

4.1.1. Summary of Impact Assessment 
 

The following section sets out the main findings drawn from a Regulatory Impact 
Assessment on AML legislative proposals based on answers provided by a sample of 
banks accounting for about 50 percent of the market (total assets). 
 
First, the assessment considers the amendments complying with the EU Third 
Directive by outlining both the qualitative implications (mainly qualitative 
simplification, improvement of relationship with customers and higher reputation) and 
the quantitative impact (changes of volumes). 
 
 
Second, the assessment considers the other amendment proposals and provides 
indications on the quantitative implications (changes of volumes). Findings show the 
relevance of the impact brought by the various options analyzed by the project 
working group.  
 
Finally, impact assessment makes an exercise of estimating the effects of the 
proposed provisions on the Profit and Loss of the banking industry as a whole 
(measured as additional costs and additional benefits). 
 
4.1.2. The estimated impact of the law amendment proposals on banks’ balance 
sheet 

 
Proposals complying with EU Third Directive bring significant benefits in terms of 
qualitative simplification, improvement of relationship with customers and 
strengthening reputation. Below are outlined the main qualitative findings from 
answers given by sample banks:  
- banks consider that the risk based approach will generate additional benefits for 

banks, mainly stemming from the potential reduction in the reputational risk; 
- banks believe that the proposed provisions aimed at clarifying the responsibilities 

of the executive management further clarify the sharing of responsibilities within 
reporting entities and are in conformity with the international relevant standards; 
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- banks consider that the reduction of the suspension period and its prolongation can 
help improving the relationship with clients.  

 
With regard to the impact on operational volume of sample banks background figures 
are as follows: 

 Number of suspicious cases sent to AML Office could decrease by more than 
25% by reporting only those cases where the suspicion is reasonably 
motivated (in 2006, 642 suspicious transactions have been reported by the 
sample of banks to the AML Office); 

 Number of complaints due to suspended operations could decrease by 15% 
due to the reduction in the suspension period and its prolongation (in 2006 the 
banks in the sample suspended only 4 operations; however, all of them 
consider that the proposed provisions have a potential to bring an 
improvement in the relationship with clients). 

 
Amendments in “Other Proposals Section” show significant operational volume 
impact on the AML-related banking activity. The number of cash transactions that the 
sample banks reported to AML Office in 2006 (with threshold at EUR 10,000) was 
almost 10 million.  
 
Likewise, the overall number of cross-border transactions reported by sample banks in 
2006 under the current framework (reporting threshold of EUR 10,000) was about 
430,000. It is estimated that under the current proposed provisions, the annual number 
of  
 
reported transactions would decrease by a factor between a low of 33% (reporting 
threshold of EUR 15,000 for all external transactions) and a high of 71% (reporting 
threshold of EUR 50,000 for all external transactions). 
 
The RIA shows that the rationalization of the AML reporting would bring about total 
annual benefits of RON 22mln and total additional costs of RON 11mln. It is 
important to stress that most of the benefits are structural whereas costs are mainly 
one-off items1. 
 

4.2.The estimated impact of the law amendment proposals on consumers 
 
A separate impact assessment has been conducted by the Convergence Program with 
the National Authority for Consumer Protection to determine the effects of the 
implementation of the law amendments from a consumer perspective. 
 
The main findings indicate that most of the proposed amendments bring indirect 
benefits to consumers through a potential decrease in the costs of the bank products 
and services generated by the rationalization of the AML reporting (increase in the 
reporting thresholds for cash and external transactions, exemption of some operations 
from reporting, reporting based on reasonable suspicions). 
 
Other benefits will stem from the introduction of the risk based approach. The risk 
based approach will imply that clients will be classified in different categories of risk 
of money laundering, with different level of monitoring instead of applying the same 
complex monitoring procedures for all clients. Also, some benefits can be envisaged 
from the reduction of the suspension period for suspicious transactions and its 
prolongation as clients who will turn to be “low risk” will be served more promptly. 

                                                 
1 All quantitative data refer to annual impact by using a conservative assessment. 
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The main costs implied by the introduction of the law amendments proposals target 
specific categories of clients, such are the politically exposed persons who will be 
subject to closer monitoring. 
 

4.3. The estimated impact of the law amendment proposals on the state 
budget 

 
The law amendment proposals are estimated to bring to the state budget additional 
revenues of RON 14 mln over 5 years (net present value, as profit tax paid by banks). 
 
5. Conclusions and recommendations 
 
The project working group members have also agreed to solve some of the issues 
raised through discussions and bi-lateral agreements between banks and the AML 
Office, outside the law, as follows: establishing a codification system in order to 
ensure the  
confidentiality of the reporting entities, changing the reports format and setting up the 
frequency for the AML Office general information on the suspicious transactions and 
the typology of the money laundering and terrorist financing transactions.  
 
The amendment proposals sent for approval reflect the consensus created among the 
banks, AML Office, the NBR and MoPF’s representatives and  take into consideration 
the peer reviewer’s suggestions and recommendations. The final law amendment 
proposals, including the latest considerations on the issues regarding the external 
transfers have been approved by the project working group.   
 
Therefore, the project working group is submitting the final law amendment proposals 
to the SPI Committee for its consideration and endorsement. The law amendment 
proposals endorsed by the SPI Committee should be submitted by the Ministry of 
Economy and Finance to the relevant decision making authorities.  
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Annex 1 
 

The principles for AML Law amendment 
 

As outlined above, the current AML Law needs to be amended in order to: 
1. bring it into line with the provisions of the EU Third Directive; 
2. align the Romanian AML practices with the international practices;   
3. reduce the legal, reputational and financial risks incurred by banks under the 

current legislation and to rationalize the AML reporting requirements for 
banks. 

 
1. The alignment of the Romanian legislation to the provisions of the 

Third Directive 
 
Law no. 656/2002 (with its further modifications and amendments) has to be updated 
by December 15 2007, to incorporate the provisions of the Directive 2005/60/EC (the 
Third Directive) of the European Parliament and Council with respect to the following 
principles:  
1) the risk based approach of the clients – this is a very important concept that has to 
be retrieved in the procedure on know-your-customer and maintaining the 
relationships with the clients; the proper implementation of this concept should allow 
the credit institutions to adjust their requirements on anti-money laundering to their 
activity specificities, concentrating on the highest risk areas and ensuring a more 
efficient management of these risks. In this context, the definition of the beneficial 
owner and the identification requirements should be clarified; 

2) the definition of the politically exposed persons - the national politicians are 
excluded from the definition given by the Third Directive (whilst member countries 
are encouraged to include them in their national regulations) and only the non-resident 
politicians should be subject to a closer evaluation and monitoring; 
3)  FIU’s feedback on a case by case basis: the direct feedback of FIUs to the banks’ 
reports on suspicious transactions is essential for the proper implementation of the 
risk based approach concept; the proper motivation and training of the specialized 
staff; ensuring the possibility for the compliance officers’ assessment on the anti-
money laundering activity quality and a more efficient utilization of the suspicious 
transaction reports. 
 
The current legislation does not define the risk based approach requirements and how  
politically exposed persons should be treated. The Romanian legislation makes only 
general reference to the obligation of identifying the beneficial owner and the general 
information that should be provided by the AML Office on the types of money 
laundering and terrorist financing transactions.  

 
2. Harmonization of the Romanian legislation with international practices 

 
All European Union countries are implementing or have implemented the 
modifications brought by the Third Directive. Although all the national regulations 
have as reference the European legislation and the FATF Recommendations, there are 
differences in implementation among the different states laws. The harmonization of 
the Romanian legislation with other European states laws is necessary for ensuring the 
same operational and transactional level for the market players on the European 
financial market (see Box 1 on “International Comparison of Relevant Legal 
Provisions for AML Reporting and Identification Requirements). 
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Box 1. International Comparison of Relevant Legal Provisions for AML 
Reporting and Identification Requirements 

 
A relevant example is the one on reporting obligations: the European legislation provides the 
obligation of reporting “suspicious transactions”, which has been adopted by all national legislations. 
Recognizing the higher money laundering risk of the cash transactions, Italy has foreseen the monthly 
reporting of the cash transactions over the limit of EUR 12,500. In Romania, in order to capture 
suspicious transactions, the current law stipulates the daily reporting of cash and external transactions 
over EUR 10,000 performed by clients and by credit institutions (see Box on reporting requirements). 
Other countries, such as Austria, Greece, France, Hungary, UK, don’t have an obligation for reporting 
cash and external transactions. The project working group proposes that in the future threshold for 
reporting cash transactions is set at EUR 15,000 and the one for reporting external transfers at EUR 
50,000, which are also in line with the current economic realities. At the same time, the project 
working group proposed the reduction of the frequency of the AML reporting from daily to bi-monthly.  
 
Another example refers to the identification requirement. In the EU, the transaction value to which 
the identification obligations apply is, generally, EUR 15,000, with two exceptions: Italy with EUR 
12,500 and Hungary with EUR 8,000. In Romania, the current law and the KYC regulations state that 
the identification obligation applies in any cases, regardless the transaction value. The law amendment 
proposals propose that at least the reporting thresholds should be brought in line with the thresholds set 
up for identification purposes in other countries. 

 
The suspension period for the reported suspicious transactions by the FIU is not the same throughout 
Europe or some of the national laws do not have provisions on the suspension (such as the English, 
Greek, French laws). In Austria the suspension operates until the end of the next banking day, in Italy 
the suspension period is of 48 hours and in Hungary 24 hours. In Romania, AML Office can suspend a 
transaction for three banking days and can request prosecutors to prolong this period up to 4 banking 
days.  The PWG proposes that in the future the suspension period be of 24 hours and the prolongation 
of the suspension period be of 72 hours. 
 

3. Diminishing the risks deriving from compliance requirements 
 
The non-observance of all the legal requirements on anti-money and anti-terrorist 
financing could expose the reporting entities to financial, legal and reputational risks. 
This exposure is considerable and the risks could be better managed by implementing 
the proposed changes. The risks incurred by banks are described in Box 2. 
 

Box 2. The risks incurred by banks in applying the current AML legal 
framework 

 
The reporting entities are exposed to the financial risks under the current law provisions as they could 
register direct or indirect losses from the lack of inadequate procedures, personnel or systems. The 
supervisory authorities could apply penalties for non-observance of the required adequacy.  

 
A penalty could also be applied for the transactions missing from the daily reports, although the major 
part of banks is using automated reporting solutions and the lack of a transaction is not the result of the 
banks’ negligence or intended mistake (as human intervention is not involved).  

 
The reporting entities are also exposed to the legal risk generated by: 
1) possible legal disputes on the non-observance of the legal requirements and standards with the 
supervisory authorities; 
2) possible legal disputes on the penalties applied by the supervisory authorities; 
3) possible legal disputes with the clients for delaying the execution of the transactions.  
This risk could have a negative influence on the operations and the activity of the reporting entities and 
the costs of such court trials could be higher than the legal taxes or the penalties.   

 
The reputational risk represents the possibility of negative publicity to the reporting entity’s business 
practice and/or to the persons related to such entities (clients, shareholders, management, etc) that 
could end in losing the trust in their integrity. The negative publicity made by the AML Office on the 
penalties or sanctions applied could have heavy consequences on a bank’s image in the eyes of its 
clients, other banks and correspondent banks. 
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Annex 2 
 

Peer reviewer’s opinion on the proposed amendments 
 

General comment 
 
I assume there is a substantial body of more detailed, lower legislation that 
implements the current draft law and many of the FATF/EU requirements. There are 
some basic obligations- pertaining in particular to certain principles of customer due 
diligence (CDD) however, which, according to FATF should be dealt with in primary 
or secondary legislation. As far as CDD is concerned, the obligations laid down in the 
present law are rather limited.  
 
Although articles 9(1) and 11 contain obligations to identify a certain category of 
beneficial owner (the principal in an agency relationship and the beneficiary of a 
transaction) these clauses do not cover the entire definition of beneficial owner as 
defined by FATF or by the EU, as the persons who ultimately owns or controls the 
customer. The controlling part is only partially covered (again the principal/agency 
relationship) and the ownership part (the shareholder) is not covered at all. A 
representative of a legal entity is not necessarily "controlled" by the shareholder- and 
not necessarily acting on his behalf. 
 
Therefore I would suggest inclusion of the definition of beneficial owner in the law 
and an obligation to identify him. 
Another (though in my opinion less fundamental) issue that arises is the question of 
conducting ongoing due diligence which, again according to FATF, is a fundamental 
obligation that reporting institutions should undertake vis-a-vis their customers. I 
assume you intend to deal with this at a lower level, but you may wish to consider 
including a basic obligation to conduct ongoing due diligence on your customer in 
this law. 
 
Specific comments 
 
Ad 1- This makes good sense assuming this also implies including enhanced due 
diligence obligations when entities are dealing with PEPs. 
Ad 2- This is a sensible proposal. Not all employees of a reporting entity have 
sufficient knowledge/expertise to always recognize whether something is truly 
suspicious or not. As phrased currently the compliance officer seems little more than a 
collection point of STRs. It is in the interest of enhancing the quality of reports 
submitted to the FIU to ensure the compliance officer has a filtering function as 
proposed. 
Ad 3- Do you mean 24 hours or one working day? If the former, how will you deal 
with this if a report is submitted to you just before the weekend or a holiday? 
Are you sure that in those cases you will be able to gather sufficient information to 
determine whether it is suspicious or not? Or do you intend to use the extension in 
that case? But will 72 hours then be sufficient? I assume this reduction has been 
suggested by financial institutions who fear repercussions when not-executing or 
delaying a transaction, but the real issue is whether you feel that these suspension 
periods are sufficient. for the FIU to do its work properly Unfamiliar with the 
Romanian situation I cannot judge that- but I do think you do need evidence showing 
that indeed you can gather the information within the time frame proposed. The mere 
fact that financial institutions are exerting pressure is not sufficient. This has to be a 
workable proposal. 
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Ad 4- I assume this does not in any way relate to physical transportation of cash 
across (soon to be) EU borders (ref  Reg EC no 1889/2005). In that case this seems a 
sensible increase of the threshold. I could imagine that indeed the current threshold 
generates a lot of information that the FIU cannot use. 
Ad 5- Again considering the lack of urgency of this information, there are good 
reasons to extend the reporting time period Ad 6- This is a sensible proposal. 
Ad 7- I would certainly consult with your financial institutions in drawing up the 
reporting form- because consultation on these matters is always a good idea. 
The question is whether you need to lay this down in law. I cannot see a potential for 
it having any negative side effects, so in that sense I suppose there is no down side, 
but do you really need to have it in the law? 
Ad 8-This is a sensible proposal- the question is whether, if the case ever comes to 
court, the judge will uphold the nondisclosure. 
Ad 9- Providing more detailed and more frequent information to the private sector 
should always be encouraged. The question, again, is whether the FIU has sufficient 
capacity to do so. The core functions of an FIU (receipt, analysis and dissemination of 
STRs) will always take precedence. Though it is certainly essential that the FIU 
provide feedback, one must be careful not to impose obligations it cannot fulfill. Lack 
of knowledge of the specific circumstances prevent me from answering this question, 
but I would make sure that the FIU is confident it can meet this obligation before 
imposing it. 
Ad 10- See remarks related to 9 
Ad 11- Phrased like this, I don't think the proposed exemption is acceptable. 
There can be no blanket exemption of liability for failure to execute a transaction, it 
should obviously be related to the suspicion of money laundering or terrorist 
financing. I am not sure the article 7, as currently phrased, does not already cover 
what you aim to achieve by this addition. The non-execution or delayed execution of 
the transaction will, I assume, always be related to the submission of information in 
good faith (ie the submission of an STR). If it is not (and I cannot readily think of an 
example), then you should consider whether you would want the financial institution 
to be protected in those situations. I would certainly insist on the "good faith" 
element. Having dealt with this issue in my former job quite extensively, I would 
suggest you ask the financial institutions (again I assume this proposal comes from 
them) why the current provision is not sufficient under Romanian law (the fact that 
France and Austria have apparently included it in their legislation is not relevant in 
this regard), whether this has ever been a real issue for them (in which they were held 
liable or a law suit was threatened) and if not, what concrete situations they envisage 
in which inclusion of these proposed words would be relevant. 
Ad 12- I cannot comment on prudential considerations but I have no reason to assume 
this would not be a sensible proposal. 
Ad 13- The risk based approach is one of the novelties introduced by the 2003 FATF 
40 and the third EU Directive. Although it takes more effort and thought to 
implement, ultimately the result is that one can apply a "light touch" to the manifold 
low risk situations that occur, and that is in the interest of not unduly hampering 
business. If Romania has the capacity to implement the risk based approach, I would 
certainly encourage it to do so. 
Ad 14- As far as I can see article 14 already allows for the assignment of "several 
persons" (art 14 (1)) with responsibilities in applying the present law. 
Ad 15- Indeed the current enumeration of responsibilities is rather limited and a slight 
elaboration may be in order. 
Ad 16- When reading the article, I was wondering why certain reporting entities had 
been excluded so the proposal seems most appropriate. I see no reason for exclusion 
of certain reporting entities and I thus agree that it is sensible to make reference to all 
institutions under art 8, not just some of them. 
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Abstract 

 
The SPI Committee approved on September 14th , 2006 the undertaking of the SPI Project 
on technical and regulatory requirements for improving clearing and settlement of checks, 
drafts and promissory notes. The expected completion of the project is December 2006. 
The project’s objective was to prepare “a comprehensive summary document representing 
a solution acceptable to all stakeholders, and that can serve as a guiding blueprint for the 
drafting of the revised law on debit instruments”. 

 
The project has been placed under the ownership of Mrs. Gabriela Tudor, on behalf of 
RBA. The members of the working group have joined the team at various stages of the 
project. The Ministry of Justice didn’t appoint a representative. Meetings between the 
project working group members have been held between October 25th and November 27th, 
2006. 
 
The document prepared by the project working group describes the principles and process 
flows for the solution of electronic processing and clearing of debit instrument and 
emphasizes the main issues raised by its implementation. 
 
The consultations with the various stakeholders lead to the conclusion that for the success 
of the implementation process, it would be necessary to extend the project scope so as to 
also include the proposals regarding the amendment of the primary legislation, as well as of 
the relevant secondary regulations.  
 
For this purpose, this document proposes a series of subsequent activities, after the solution 
for the automated processing of debit instruments has been identified, so that the steps to be 
followed by all parties involved in the implementation of the final solution and the 
implementation activities sequence be extremely clear. This approach requires the terms of 
reference of the project to be changed.    
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Executive Summary 

 
A. Project status report 
 
The current regulatory framework does not allow either the digital presentation or the 
truncation of debit instruments. Pending a change in the law, banks have worked, as an 
interim solution, on a proposal to centralise at TransFond headquarters, the physical 
exchange of paper-debit instruments (under implementation). Many in the banking industry 
feel that there would be great value in moving directly to a more lasting settlement in the 
presentation arrangements but different views exist among market participants as to what 
that “ultimate solution” should be. 
 
The SPI Project objective is to facilitate consensus-building within the banking community, 
to raise awareness on the magnitude of the issue in terms of costs for the banking system 
and to outline the regulatory and technical requirements for implementing the electronic 
processing of debit instruments.  
 
The discussions initiated on this basis with the main stakeholders (banks, Transfond and 
NBR) showed that they would like to take the opportunity of this starting point and enlarge 
the scope of the SPI project with the implementation phase, including law amendment 
proposals, technical specifications and secondary regulations amendment. 
 
So far, members have joined the project working group at different stages (the last one in 
December 6th). The project working group had three meetings and discussed the possible 
solution. The Project Manger with his Transfond team drafted the SPI actionable document 
and the project working group members had their individual contributions. The 
questionnaire for regulatory impact assessment has been validated by the project working 
group and sent to banks through RBA. The next steps of the extended project are described 
in detail below. 
 
B. Main findings of the project working group 
 

The document prepared and approved by the PWG presents the current process of  paper-
based settlement of  the debit instrument  and a solution for their electronic processing and 
clearing through the ACH system (SENT), so that Electronic Payment Systems covers also 
the checks, drafts and promissory notes.   

The truncation of the debit instruments at the beneficiary’s bank would allow the electronic 
remittance of images and payment instructions, the validation of payments based on the 
scanned images of the debit instruments, the centralized clearing of the payments and the 
archiving of the paper instruments by the beneficiary’s bank. 

The solution would bring to all the stakeholders benefits in terms of costs and processing 
time, and with manageable risks (by setting high standards for the images sent in the 
systems, using code bars or centralized numbering of debit instruments).  
 
The PWG made an inventory of the regulatory framework (laws and secondary regulations) 
currently governing the debit instruments that need to be changed in order to implement the 
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electronic processing and clearing solution and raised some specific technical requirements 
regarding the paper instruments, their truncation and the payment message. 
 
C. Recommendations of the project working group  
 

1. Adoption of the electronic processing and clearing of debit instruments solution 
described in the document 

 
The solution is roughly outlined, without going too much into technical details; these are to 
be included among the deliverables of the second project stage, i.e. requirements and 
specifications. The document will at the same time outline the current situation and the 
proposed solution, including sufficient details so as to enable the commercial banks to 
assess the impact and feasibility of the implementation of the proposed solution. The 
proposal will be joined by an assessment of the impact of adopting the solution for the 
electronic processing of debit instruments.  
The proposal for the automated processing of debit instruments will have to be submitted to 
the commercial banks in order to obtain their opinion. To the extent permitted by time (to 
the Project Technical Team and the banks’ staff), meetings can be held, as well, in order to 
introduce the proposed solution.  
 
The banks’ opinions will be collected and considered, depending on their acceptance by the 
entire banking community, when establishing the final solution for DIs processing.  
 

2. Continuation of the project with the implementation phase 
 
Finding a solution for the automated processing of debit instruments has been an item on 
the banking community’s agenda for some time; the issue became stringent once the 
Automated Clearing House became operational and maintaining the manual processing of 
these payments instruments generates losses for all involved parties (the commercial banks 
and TRANSFOND as well). There have been various parallel initiatives, but none resulted 
in an immediately applicable solution, agreed upon by the entire banking community.  
 
Under these circumstances, in order to enable the implementation of  the proposed solution 
for electronic processing and clearing of debit instruments  described in the position  
document, the  technical and functional specifications, as well as of the proposals for 
amending the legal and regulatory framework have to be prepared.  Moreover, the 
specifications and the proposals for amending the legal framework must be correlated, to 
allow the smooth and sound electronic processing of debit instruments.  
 
In order to solve the core of the problem – the automation of the debit instruments 
processing – the following are necessary: (i) the extension of the project period and (i) the 
extension of the project scope.  
 
To this end, the following proposals are made: 
 

- to include among the project objectives: 
o the production of technical and functional specifications of the solution 

chosen by the banking community 
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o the production of the proposals for amending the legal and regulatory 
framework 

- to organize the project into two stages. 
 
The first project stage is the one described in the initial Terms of Reference and is to be 
completed in December 2006 with the production of the document that outlines the solution 
for the automated processing of debit instruments.  
 
The second project stage will begin in January 2007 and will be focused on the production 
of a detailed requirements definition document, as well as of the functional and technical 
specifications and on drafting the proposals for amending the legal and regulation 
framework (the checks law, the law on bill of exchange and promissory notes, technical 
norms attached to these two laws, other regulations or norms of the National Bank of 
Romania, etc). These deliverables shall be analyzed and agreed with the banks. Functional 
specifications will be considered as a mandate for kicking off the actual implementation 
project.  
 
On the second project stage, all details related to the final solution implementation will be 
virtually set up. The Project Working Group (and the Technical Team, as well) will have to 
be enlarged and subdivided into two sub - groups: 
 

- one sub-group will deal with the specifications; it will mainly be made up of 
individuals with economic and technical backgrounds. 

- the other sub-group will deal with drafting up the proposals for laws and 
regulations; it will mainly be made up of individuals with legal and economic 
backgrounds.  

 
After the second project stage is completed, the electronic processing and clearing of debit 
instruments could actually be implemented by banks and TRANSFOND, providing the 
aforementioned legal amendments are passed.  
 
The continuation of the project with the implementation phase is subject of SPI Committee 
approval and conditioned by the Romanian Bankers Association’s approval.  
 
D. Options for action considered  
 
The project working group discussed the idea of the administrative elimination of the debit 
instruments raised within the banking community.  The document presents a series of 
counter-arguments to this idea: the need of other instruments to play the debit instruments 
specific role, the market demand for these instruments, the difficulties encountered by the 
companies in replacing the commercial loans facilitated by these instruments with another 
credit form. Furthermore, the debit instrument users will strongly oppose to the Law no. 58 
and no. 59/1934 abrogation proposal. NACP representative in the project working group 
expressed the consumers’ opinion in favor of maintaining the debit instruments on the 
market and of modernizing their processing. 

 
 
 



 6

 
E. Summary of Regulatory Impact Assessment (RIA) actions implemented 
 
In order to support the analyses of the project working group, Convergence prepared a 
preliminary estimation of the net effects of the electronic processing and clearing of debit 
instruments.  The assessment is based on the data from the Roland Berger study on „The 
impact of external regulations on the Romanian banking system) and on data provided by 
Transfond.  
 
According to these estimates, the savings in the labor costs related to the staff involved in 
debit instruments processing would be, at the banking system level, of about RON 85 
million/year or of about RON 380 million as 5 –years NPV.   
The decrease in TRANSFOND’s commissions would result in savings for the banking 
system of about RON 9 million/year and of about RON 38 million as 5 years NPV.  
At TRANSFOND  level, the net savings generated by the adoption of the electronic 
processing and clearing of debit instruments after deducting the IT investment, could be of 
about RON 1,3 million/year and of about RON 7.5 million 5 years NPV. 
The conclusion is that, even evaluated in broad terms, the effects of adopting the proposed 
solution are quite important and visible for banks, for TRANSFOND and could result in 
benefits for the banks’ clients. 
 
A final assessment of the net effects of the electronic processing and clearing of debit 
instruments will be prepared based on the data provided by banks in answer to the RIA 
questionnaire sent through RBA. 
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I. Inception report 

 
1. Introduction 

 
This document outlines the SPI Project work approach, aiming to identify a solution for the 
automated processing of debit payment instruments that should be accepted and signed in 
by the entire Romanian banking system. This project is developed as part of the public – 
private partnership for the modernisation of the Romanian financial sector (the Special 
Projects Initiative – SPI), established by the National Bank of Romania, the Romanian 
Banks’ Association, the Ministry of Public Finance and the World Bank’s Convergence 
Programme.  
 
According to the Terms of Reference, the objective of this project is: „To prepare a 
document that would represent a solution acceptable to all stakeholders for transition to 
final solution on paper-less check and other debit instrument processing on a time-
compressed schedule.” 
 
The discussions with the various stakeholders lead to the necessity to extend the project 
scope so as to also include the proposals regarding the amendment of the primary 
legislation, as well as of the relevant secondary regulations. In order to reflect these 
suggestions, the project Terms of Reference will be accordingly amended.  
 
For this purpose, this document proposes a series of subsequent activities, after the solution 
for the automated processing of debit instruments has been identified, so that the steps to be 
followed by all parties involved in the implementation of the final solution and the 
implementation activities sequence be extremely clear. This approach requires the terms of 
reference of the project to be changed.    

2. Objectives 
 
The objectives of this document are to establish and clarify certain aspects relating to: 
 

- how the project activities are to be carried out and the responsibilities of the 
involved parties 

- the proposals concerning the change of the Terms of Reference 
- the project planning and organisation and the subsequent implementation stages of 

the identified final solution.  
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3. Project organisation 

3.1. Project Working Group  
 
The Project Working Group, appointed through the intermediation of the World Bank and 
the Romanian Banks Association, is made up by the following: 
 

1. Mirela Palade – Project Manager 
2. Constantin Rotaru – Deputy Project Manager, Deputy Executive Manager, Banca 

Comercială Română  
3. Ruxandra Avram – National Bank of Romania, Regulation and Licensing Division  
4. George Carabasan – Director, Alpha Bank  
5. Maria Sheikh Ahmad – Director, Interbank Payments System and Debit Instruments 

Division, Payment Instruments and Products Department, BRD Groupe Société 
Generale 

6. Liliana Popa/Ionel Dumitru – TRANSFOND   
7. Mihail Meiu – Director, National Authority for Consumer Protection 
8. Irina Zamfirescu – Senior Advisor, Ministry of Public Finance 
9. Ileana Cosinzeana Velicu – Methodology Department, Banca Comercială Română 

 
The activity of the Project Working Group is monitored by Ms. Gabriela Tudor, Vice 
President of Casa de Economii şi Consemnaţiuni – CEC S.A., the SPI Project Owner, 
appointed by the Romanian Banks’ Association.  
 
The Working Group is also supported by the SPI Committee technical secretariat, i.e. 
Ramona Bratu, SPI Director, Banking Products and Services and Oana Nedelescu, SPI 
Director, Analyses and Policies. 

3.2. SPI Steering Committee 
 
The project deliverable will be signed off by the SPI Project Committee: 
 

- Florin Georgescu – First Vice Governor, National Bank of Romania   
- Radu Gheţea – Chairman, Romanian Banks’ Association  
- Alice Bîtu –State Secretary, Ministry of Public Finance 
- Luigi Passamonti – Convergence Head, World Bank 
- Shkelqim Cani – Country Senior Advisor (Convergence), World Bank 

3.3. Project Technical Team 
 
Considering that all members of the Working Group are senior executives with their 
respective organisations, which will not allow them a full-time performance in reaching the 
project objectives, as well as the short time span allocated to identifying the final solution 
for the automation of the debit instruments processing, the creation of a Project Technical 
Team is deemed necessary, whose members should be appointed full-time of part-time to 
the project.   
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For this purpose, it has been proposed that the Project Technical Team be ensured by 
TRANSFOND S.A.; its role would be to draft all the documents under debate.  
 
The TRANSFOND Project Technical Team will be made up by: 
 

- Ionel Dumitru – Head of SENT Division  
- Liliana Popa – Expert, Quality Assurance and Information Security 
- Angelica Apetrei – Expert, SENT 
- Bogdan Năstase – Expert, Strategy Department 
- Doina Cristea – Business Analyst 
- Cornel Dorobăţ – Head of IT Division 

 

3.4. Project documentation flow  
 
All project documentation shall be drafted by the Project Technical Team, under the Project 
Manager’s direct supervision. The Project Manager shall distribute the project 
documentation to the members of the Working Group. 
 
After the documents have been debated by the Working Group, in a first stage, they will be 
submitted, for consultation purposes, to the entire banking community. The opinions 
received from the commercial banks will be included, to the extent possible, into the final 
versions of the project documents subjected to consultation.  
 
The Project Technical Team shall also submit to the ARB and the SPI Committee, in a 
separate document, the opinions that were not included in the final documents, so that 
decisions cam be made by reviewing all the arguments or issues that were raised by the 
commercial banks.  
 

3.5. Collaboration with third party entities   
 
In order to coordinate the activities related to establishing a solution for the automation of 
debit instruments processing and to avoid potential overlaps or proposals of divergent 
solutions, the project team shall collaborate with the Romanian Banks’ Association, more 
precisely with the ARB payments working group (made up by representatives of the 
commercial banks).  
 
In order to assess the impact of the solution of electronic processing of debit payment 
instruments, the project also benefits from the assistance of the Convergence Programme.  
 
During the project development, should certain actual instances occur, cooperation shall be 
sought from those institutions that will be able to help in reaching this project’s objectives.  
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3.6. Roles and responsibilities 
 

• SPI Project Steering Committee 
 
Its main responsibilities and duties are: 
 

- to approve/sign off the project deliverables 
- to approve the extention of the project scope proposed by project team 
- to approve changes to the project timetable   
- to support the process of amending the regulatory framework needed for the 

automation of the debit instruments processing 
- to support the implementation of the solution adopted by this project (the 

automation process of debit instruments processing) 
 

• The Project Manager 
 
The daily project management activity is ensured by the Project Manager, who has the 
following responsibilities: 
 

- to coordinate the production of project deliverables and other project working 
documents 

- to organise, with the support of the SPI Secretariat, the meetings of the Working 
Group 

- to disseminate the working documents to the commercial banks, ARB, the National 
Bank of Romania, the World Bank, SPI Committee, other institutions in order to 
receive feedback or approval 

- to report on a regular basis to the Project Sponsor. 
 
In the absence of the Project Manager, her duties and responsibilities will be taken over by 
the Deputy Project Manager. Both the Project Manager, and her Deputy, must keep each 
other informed on the activities carried out during the time periods they directly coordinate 
the project activities, in order to avoid potential disruptions of the project activity.  
 

• The Project Team 
 
Their main responsibility is to discuss the project deliverables and establish the documents 
versions that are to be submitted to the banking community for consultation and, 
afterwards, for approval.  
 

3.7. Frequency of meetings  
 
The Working Group regularly convenes on a weekly basis, on Fridays, during the first 
stage of the project and on a bi-weekly basis, during the project second stage. Meetings 
shall take place at the SPI office at the IBR or at TRANSFOND’s head office. The 
meetings conclusions shall be written down by the SPI Secretariat in the meeting minutes.  
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Reporting to the Project Coordinator (Sponsor) shall be made on a monthly basis by the 
Project Manager and in her absence, by the Deputy Project Manager. The meetings shall 
take place at the office of the ARB Project Coordinator (Ms. Tudor).  
 

3.8. Project documentation archiving   
 
The project documentation archiving shall be ensured by the Project Manager. Documents 
are to be kept at TRANSFOND S.A.’s head office. Duplicates of the documents are to be 
kept by the SPI Secretariat. 
 

4. Proposals concerning the modification to the project Terms of Reference  
 
Finding a solution for the automated processing of debit instruments has been an item on 
the banking community’s agenda for a long a time; the issue became stringent once the 
Automated Clearing House became operational, as maintaining the manual processing of 
these payments instruments generates losses for all involved parties (the commercial banks 
and TRANSFOND as well).  
 
There have been various parallel initiatives, but none resulted in an immediately applicable 
solution, agreed upon by the entire banking community.  
 
In this context, this project’s initial objective („To prepare a document that would 
represent a solution acceptable to all stakeholders for transition to final solution on paper-
less check and other debit instrument processing on a time-compressed schedule.”) and the 
deadline set for reaching this objective (18 December 2006) will not allow for solving out 
the core of the problem.  This project deliverable, in the absence of any technical and 
functional specifications, as well as of the proposals for amending the legal and regulatory 
framework, will not be enough to enable the implementation of the final solution. 
Moreover, the specifications and the proposals for amending the legal framework must be 
correlated, to allow the smooth and sound electronic processing of debit instruments.  
 
In order to solve the core of the problem – the automation of the debit instruments 
processing – the following are necessary: (i) the extension of the project period and (i) the 
extension of the project scope.  
 
To this end, the following proposals are made: 
 

- to include among the project objectives: 
o the production of technical and functional specifications of the solution 

chosen by the banking community 
o the production of the proposals for amending the legal and regulatory 

framework 
- to organise the project into two stages 
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The first project stage is the one described in the initial Terms of Reference and will be 
completed in December 2006 with the production of the document that outlines the solution 
for the automated processing of debit instruments.  
 
The second project stage will begin in January 2007 and will be focused on the production 
of a detailed requirements definition document, as well as of the functional and technical 
specifications and on drafting the proposals for amending the legal and regulation 
framework (the cheque law, the law on bill of exchange and promissory notes, technical 
norms attached to these two laws, other regulations or norms of the National Bank of 
Romania, etc). These deliverables shall be analysed and agreed with the banks. Functional 
specifications will be considered as a mandate for kicking off the actual implementation 
project.  
 
On the second project stage, all details related to the final solution implementation will be 
virtually set up. The Project Working Group (and the Technical Team, as well) will have to 
be enlarged and subdivided into two groups: 
 

- one sub-group will deal with the specifications; it will mainly be made up of 
individuals with economic and technical backgrounds. 

- the other sub-group will deal with drafting up the proposals for laws and 
regulations; it will mainly be made up of individuals with legal and economic 
backgrounds.  

 
After the second project stage is completed, the project that develops and implements 
the solution for the automation of the debit instruments processing can be virtually 
initiated at any moment, providing the aforementioned legal amendments are passed.  
 
The Project Activities Planning in Section 5 of this document is based on the supposition 
that proposals made by the Project Working Group will be approved by the SPI Committee 
and by the Romanian Banks’ Association. 
 

5. Project activities planning   
 
A detailed outline of the project development is given in the chart attached hereto. The 
main project activities are basically the following: 
 
Stage 1 
 
5.1. Project kick-off meeting 
 
The (virtual) start of the project is 25 October 2006, when the first meeting between the 
Project Sponsor (Ms. Tudor, on behalf of the ARB) and the Project Manager, the Deputy 
Project Manager and the SPI representative to Romania took place.  
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On 24.11.2006 the Project Work Group has not been fully set up yet, which might entail 
certain delays in meeting the proposed deadlines.  
 
5.2. The production of the solution for the automation of debit instruments processing  
 
The solution is roughly outlined, without going too much into technical details; these are to 
be included among the deliverables of the second project stage, i.e. requirements and 
specifications. The document will at the same time outline the current situation and the 
proposed solution, including sufficient details so as to enable the commercial banks to 
assess the impact and feasibility of the implementation of the proposed solution. The 
proposal will be joined by an assessment of the impact of adopting the solution for the 
electronic processing of debit instruments.  
 
 
5.3. Consultation with the banking community   
 
The proposal for the automated processing of debit instruments will have to be submitted to 
the commercial banks in order to obtain their opinion. To the extent permitted by time (to 
the Project Technical Team and the banks’ staff), meetings can be held, as well, in order to 
introduce the proposed solution.  
 
The banks’ opinions will be collected and considered, depending on their acceptance by the 
entire banking community, when establishing the final solution for DIs processing.  
 
The current project team will keep on working, under the same structure and even under an 
extended later structure, on establishing the final solution.  
 
5.4. Sign-off of the final solution document regarding the automation of the debit 
instruments processing 
 
The SPI Steering Committee will sign off the deliverable of the first stage of the project, 
enabling the project to move to the second stage, when the technical details necessary for 
implementing the solution are to be set out and the legal amendments are to be produced. 
 
Stage 2 
 
5.5. Production of requirements and specifications 
 
This stage entails a recurring process by the project team and the commercial banks for 
setting up the details necessary for the implementation of the final solution. This means the 
production of deliverables both for TRANSFOND and the Participants.  
 
For exemplification, during this stage the team will develop the message formats, interfaces 
specifications, quality standards for DI imaging, images archiving and retrieval, 
information flow, processing cut-offs, how the SENT central system will be affected, etc.  
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5.6. Production of proposals for the amendment of the legal and regulatory 
framework  
 
During the last two years, there were several attempts to draft proposals to amend the 
cheque law and even the bill of exchange and promissory note law. None of them ended 
with back-up for the proposals to be approved by the Romanian Parliament.  
 
In order to have a uniform approach on the amendment of the legal framework, a gap 
analysis should be performed in order to exactly identify what laws and regulations need to 
be amended and how.  
 
At a first sight, in the absence of a gap analysis, the main legal and regulatory proposals 
that must be drafted and promoted for approval are the following: 
 

- proposal for the amendment of  the Cheque Law 
- proposal for the amendment of  the Bill of Exchange & Promissory Note Law 
- proposal for the amendment of  the Technical Norms accompanying the Cheque 

Law and the Bill of Exchange & Promissory Note Law (Technical Norm 
9/1994, Technical Norm 10/1994) 

- a draft for the amendment of  the SENT System Rules  
- amendment or repeal proposal relating to certain National Bank of Romania’s 

regulations (ie Regulation 10/1994).  
 

 
Project activities codes: 
 
 
Activity code Activity Name 
1 Project management and organisation 

1.1 Project Initiation Document 
1.2  Project activities plan 
1.3 PM Meetings 
1.4 Progress reports 

2. Functional, technical and regulatory specifications    
3.  Functional and technical specifications 

3.1.           Specifications for TransFonD  
3.2.           Specifications for Participants 

4. Legal and regulatory framework 
4.1.           Cheque Law 
4.2.           Bill of exchange and promissory note law  
4.3.            Other regulations (technical norms, system rules, etc.)  
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II. Solution for electronic processing of debit instruments 
 
 

1. Introduction 
 

The Romanian interbank payment system is currently made up of the Electronic Payment 
System (EPS) and the manually-processed paper-based debit instruments multilateral 
clearing system.  
 
The EPS is made up by: 
 

- ReGIS – the real-time gross settlement system that processes large-value or 
urgent payment orders 

- SENT – the automated clearing house, processing credit transfers and direct 
debits 

- SaFIR – financial instruments deposit and settlement system 
 
The aim of this solution is to automate the interbank clearing of debit instruments, 
including them into SENT processing, so that the EPS benefits are extended to the entire 
scope of domestic currency interbank funds transfers.  
  

2. Legal framework of debit instruments 
 

Debit instruments and their clearing are regulated in Romania by: 

• Law 59/1934 on cheques, amended by Government Ordinance 11/1993, approved by 
Law 83/1994; 

• Law 58/1934 on bills of exchange and promissory notes, amended by Government 
Ordinance 11/1993, approved by Law 83/1994; 

• Framework Norm 7/1994 regarding trading cheques by banks and other credit 
institutions; 

• Framework norm 6/1994 regarding trading bills of exchange and promissory notes by 
banks and other credit institutions;  

• Technical Norm 9/1994 on cheques amended and supplemented by the NBR Circular. 
24/1995 concerning the filling in of cheques, NBR Circular. 33/1995 relating to the 
amendment of certain regulations on payment orders and cheques, NBR Circular 
34/1995 concerning the completion, amendment and repeal of certain regulations in the 
payments and settlements fields; 

• Technical Norm 10/1994 on bills of exchange and promissory notes amended by NBR 
Circular 34/1995 concerning the completion, amendment and repeal of certain 
regulations in the payments and settlements fields; 
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• NBR Regulation 1/2001 regarding the organisation and operation of the payments 
Incidents Office at the National Bank of Romania, as subsequently amended (NBR 
Circulars 15/2004 and 21/2002 issued to amend Regulation. 1, NBR Regulation 7/2005 
issued to amend  Regulation 1); 

• Order  242 din 10.05.2001 issued by the Governor of the National Bank of Romania 
referring to the enforcement of NBR Regulation 1/2001 regarding the organisation and 
operation of the payments Incidents Office at the National Bank of Romania; 

• Regulation 1/1995 concerning the principles and organisation of technical validation of 
cashless payments and settlement systems, as amended by the NBR Circular. 24/2001 
regarding the repeal of certain provisions of the National Bank of Romania’s 
Regulation 1/1995 and of the National Bank of Romania’s Governor Order 37/1997; 

• NBR Regulation 10/1994 regarding the multilateral clearing of cashless paper-based 
interbank payments, as subsequently amended (NBR Circular. 20/2005 issued to amend 
the NBR Regulation 10/1994 regarding the multilateral clearing of cashless paper-based 
interbank payments);  

• NBR Regulation 1/2005 governing the payments systems ensuring funds clearing, 
amended by the NBR Regulation 9/2005 issued to amend and supplement the NBR 
Regulation 1/2005 on payments systems ensuring funds clearing.   

 

3. Paper-based  debit instruments clearing 

 
Paper-based debit instruments1 (cheques, bills of exchange and promissory notes), 
regardless of their value, are cleared through the multilateral clearing system for interbank 
cashless paper-based payments; the system is managed by TRANSFOND S.A., as the agent 
of the National Bank of Romania.  

The current debit instruments clearing system is made up of 42 clearing houses, set up 
within the 41 TRANSFOND county branches and the organisational unit from 
TRANSFOND’s head office.  
 
Participants 
 
The Participants in the clearing system are credit institutions licensed by the National Bank 
of Romania. 
 
Each Participant is represented to each clearing house by a single bank unit from the 
relevant county seat town or, in case the Participant has no local branch unit in that county 
seat town, the Participant is represented by any other designated unit from the relevant 
county.  

Collateral 

                                                 
1 The ones used in the interbank circuit.  
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In order to participate in the clearing process, Participants must set up unilateral collateral 
in Lei, for National Bank of Romania’s benefit; the set-up collateral must reach at least the 
level calculated and notified to the Participants by TRANSFOND S.A., as National Bank of 
Romania’s agent. The collateral set up for the paper-based system is regulated by the 
National Bank of Romania’s Regulation 1/2005; the necessary collateral is calculated 
statistically, for a pre-determined period and not for each clearing session.  

Unilateral collateral may be set up as: 

- funds, as “reserves” in the Participants’ settlement accounts opened with the 
real-time gross settlement system (ReGIS) and/or 

- financial instruments eligible for setting up collateral.  

Collateral is executed by the National Bank of Romania only if the funds available in the 
Participants’ settlement accounts do not cover their net debit positions resulted from the 
multilateral clearing.   
 
Stages of paper-based instruments clearing 
Multilateral clearing of paper-based debit instruments implies three distinct processing 
stages: 

• Preparation of the clearing session 
 
This stage is carried out outside the clearing houses and consists in the preparations 
preceding the clearing sessions, performed by the credit institutions’ local units: 
 

- grouping of DIs by receiving bank units 
- filling in the clearing paper forms (cumulated collection requests, deposit slips, 

payment refusals, refusal reasons, etc).  
- setting up the DIs batches that will be physically presented at the clearing houses, to 

the receiving bank units, before the value date. 
 

• DIs validation session 
The role of the clearing houses in the DIs validation session is to make available to the 
Participants a location where they can exchange documents.  

• The current clearing session 
During clearing sessions, Participants submit DI amounts for clearing by filling in the 
clearing form. By centralising the Participants’ clearing forms to one single clearing house, 
the clearing officer (inspector de compensare), member of TRANSFOND S.A.’s staff, fills 
in the cumulative clearing form for that particular clearing house. The form includes the 
Participants’ net multilateral positions, i.e. the outcome of the clearing carried out by that 
particular clearing house.  
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• Clearing circuits 
Clearing houses members must ensure the DI processing by entering them into one of the 
twelve interbank circuits, complying with National Bank of Romania’s Regulation 10/1994 
regarding multilateral clearing of paper-based cashless interbank payments: 

- 4 local circuits (the beneficiary and the payer have opened accounts with bank units 
from the county seat town); 

- 3 intra-county circuits (the beneficiary and the payer have opened accounts with 
bank units from the same county); 

- 5 inter-county/national circuits (the beneficiary and the payer have opened accounts 
with bank units located in different counties).  

The duration of the circuit flow is maximal and varies between 3 bank operating days (the 
shortest local circuit) and up to 9 bank operating days (the national circuit).  

The clearing process 

Although there are differences between the various types of debit instruments, including the 
due payment dates, in the interbank clearing and settlement process they follow the same 
mechanism: 

- The beneficiary (or the last endorsee) submits the debit payment instrument to the bank 
unit with whom they hold their current account (sending bank unit), along with a 
deposit slip filled in with their own data; 

- The debit payment instrument, along with the deposit slip, is forwarded to a 
beneficiary’s bank unit that takes part in the interbank clearing (beneficiary’ clearing 
bank unit); 

- The DIs and the related collection requests are presented during the validation session 
by the beneficiary’s (last endorsee’s) bank unit, grouped by paying bank; 

- The payer’s clearing bank unit (the drawee bank’s unit) receives the DI at the clearing 
house; 

- The payer’s clearing bank unit, as applicable, submits the DI, via the receiving bank’s 
internal network, for verification purposes (valid DI, an existing account, available 
funds, etc). If the DI is validated, the payer’s account is debited; otherwise a payment 
refusal is filled in. The registration with the Payments Incidents Office is done on the 
refusal day at the latest.  

- On the interbank clearing day, at the clearing house, the DI is either cleared as part of 
the batch or refused (total or partial refusal, for each individual DI entered into clearing 
on the value date).  

The DI processing scheme and stages via the paper-based clearing house are presented in 
Annex 1 to this document.  
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• Clearing output 
One daily2 clearing session takes place at each clearing house, resulting in a single output 
referring to each participating bank unit’s net debit or credit position.  

After the clearing sessions are completed, the results calculated by each clearing house (net 
positions) are centralized at TRANSFOND S.A. head office, and the resulting multilateral 
net-net positions (aggregated net positions) are finally settled in ReGIS, in Participants’ 
settlement accounts; this happens on a daily basis, between 14:15 and 14:30. 

 
4. Electronic processing of debit instruments 
The electronic solution for DIs (i.e. cheques and promissory notes) processing is mainly 
aimed at dematerializing the DIs processing on the interbank circuit, in such conditions so 
as to receive all stakeholders’ acceptance.  

This solution entails the following: 

- elimination of paper-based instruments inter-bank circulation, by truncating DIs at  
one of the beneficiary’s bank units, including DIs image capture; 

- electronic submission of debit payment instructions and DI images; 

- payment validation (payment acceptance or refusal from paying bank) based on the 
DI captured images; 

- centralized clearing of DIs in SENT, with final settlement of the resulting net 
position in ReGIS; 

- a high degree of security and automation of DIs processing, at lower costs and faster 
processing times.  

4.1. Electronic processing stages 

The main stages of DIs SENT automated processing are outlined below and the information 
flow is described in Annex 2 to this document.  

Debit instruments truncation 
The DI truncation process consists in the capturing of payment information in electronic 
format and stopping the circulation of paper documents; any subsequent processing of the 
payment instruction is to be take place electronically. The latest imaging processing 
technology allows payments validation by using digital images of DIs.  

DIs truncations is done at the beneficiary’s bank unit where the DI is first presented or at a 
nearby bank unit, depending on the distribution of transactions volume within the 
beneficiary’s bank territorial network.  

Payment information from paper DI are converted in electronic messages at the sending 
bank unit resulting in files similar to direct debit (DD) files, in XML format; DI front/back 

                                                 
2 Bank business day.  
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images are captured on electronic media, either with the help of special technology or with 
ordinary scanners and the output will be electronic, image files.  

Digital signatures will be used to certify the compliance of the payment information and 
digital image with the original paper-based document and for the subsequent authentication 
and electronic messages integrity control. Participants will submit to SENT, as for DD 
instructions, payment messages files and image files3, related to the debit instruments, 
digitally signed by SENT users from the sending bank. It is up to the Participants to decide 
how they will ensure the compliance and integrity of the payment information and images.  

Paper-based payment instruments are no longer transmitted via the interbank circuit; their 
circulation flow and of the attached documents4 stops at the truncation unit5. 

Significant information, that is currently included on the deposit slip accompanying the 
paper-based debit payment instrument throughout the circuit flow, is to be included in the 
payment message (beneficiary, beneficiary’s IBAN, cheque number, etc). In order to 
provide evidence of a DI collection deposit as part of the bank unit – client relation, either 
the deposit slip will be further used, or another method of client identification6 will be 
applied, by issuing a receipt/note to the client including all payment information.  

Truncation units will be communicated both to TRANSFOND S.A. and the National Bank 
of Romania. The flexibility in selecting the location of the truncation units does not entail 
derogation from the maximum processing periods that are to be set out by regulations.  

Electronic presentment in SENT (in T-n, T-m)7 
DIs will be presented electronically to the payer’s bank via SENT, as electronic files, as 
follows: 

- the debit payment instruction and the digital image of the payment instrument8 are 
sent to the beneficiary’s bank unit designated to be the SENT single point of access: 

- from the single point of access, the payment instruction, accompanied by the 
corresponding digital image, is submitted to SENT via the TFDNet network; 

- from SENT, where they are validated and recorded, the payment instructions and DI 
images are forwarded to the payer’s bank. 

Annex 3 includes the main moments of the electronic processing of debit instruments and 
the related operating periods.  

                                                 
3 The way DI images will circulate will be defined by the specifications (as part of the payment messages, 
separately from the payment messages, etc).  
4 Collection slip or DI deposit slip for example.  
5 It is up to the commercial banks to decide upon the location of the truncation unit; they will establish, based 
on their own criteria, which is the best solution for them (truncation at each bank unit, truncation at certain 
county or regional centres, head office truncation, etc).  
6 Client ID card, bank card, etc.  
7 The payment presentment period (T-n, T-m) will be defined by the SENT System Rules and system 
parameters. T is the value date and n and m are system parameters, expressed as days and time of the 
operating day.  
8 Depending on the truncation procedures defined by each bank.  
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Payment validation 
Payment validation is made by the payer’s bank based on the DI scanned image. Various 
systems and data bases with various degrees of centralization and automation may be used. 
Potential refusals will be submitted to SENT within a time period defined in the system 
rules (refusals waiting period).  

For each refusal received and formally validated, SENT calculates the residual value of the 
file containing the refused ID, by extracting the refused amount from the file amount, and 
then sends the refusal to the beneficiary’s bank.  

A significant difference to the direct debit scheme is the option of DI partial refusal. In 
order to facilitate the automated processing (validation and reconciliation), both in SENT 
and at the Participants, the DI refusal electronic message will include the refused amount. 
This amount must be smaller or at least equal with the original amount to be paid 
corresponding to that particular DI.  

Depending on the amendment of the legal provisions related to DIs, in case of a payment 
refusal, the beneficiary’s bank shall send the beneficiary either the paper-based debit 
instrument or the DI face/back image printed on paper, certifying the totally or partially 
refused amount, signed by an authorised representative and bearing the bank’s stamp.  

It is possible that when the legal framework is amended, a standardised form should be 
defined to record the refusal; the form might be submitted to the client and may include the 
face and back image of the debit instrument.  

The DIs value to be settled via SENT is communicated by TRANSFOND S.A. to all 
Participants at the end of the refusal waiting period; when the proposed solution is to go 
live, this moment would be la at 18:00 in the day preceding the day of settlement.  

Clearing of debit payment instruments (in T) 
DIs clearing will take place in SENT similarly to direct debit processing; payment 
acknowledgment is made by default, as the system considers as accepted for payment all 
debit instructions for whom no refusal has been received from the payer’s bank head office.  

SENT calculates and updates the Participants’ net positions following the validation of each 
file’s residual value with the collateral limit of the paying Participant; the payment 
acceptance is conditional upon meeting the collateral limit.  

Settlement 
DIs final settlement takes place in ReGIS, when the net settlement instruction (NSI) 
submitted by SENT at the end of the clearing session is settled in the settlement accounts of 
the involved Participants.  

Reporting and reconciliation  
Reports generated by SENT as well as the participants reconciliation process will be 
updated with DI information. Beside the reports currently generated by SENT, a refusal 
report will be generated for the National Bank of Romania, including all payment refusals 
recorded by SENT.  
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Considering banks’ requirements, it is possible to include new facilities and messages into 
SENT in order to implement the proposal regarding the automated reporting by 
TRANSFOND to the Payment Incidents Office of DI payments incidents recorded by the 
system and of those occurred on the participants’ internal circuits in order to significantly 
automate the Participants’ operations related to such instruments.  

Archiving 
Electronic archiving. DIs digital images will be maintained at three locations: the 
beneficiary’s truncation unit, the payer’s bank unit and TRANSFOND S.A, as trusted third 
party; in this way, all potential disputes can be promptly solved.  

Paper-based instruments archiving.  Paper-based debit instruments will no longer be 
transmitted on the interbank circuit and are maintained (archived) at the bank unit that the 
beneficiary’s bank designated for this purpose (it may be the truncation unit or any other 
bank unit, according to each Participant’s internal procedures). The beneficiary’s bank will 
submit the paper document to the beneficiary only in case of payment refusal, depending on 
the amendment of the legal provisions related to DIs.  

4.2. Additional measures and facilities  

Possible improvements of the paper-based debit payment instruments  
Although it is not absolutely necessary for the implementation of this solution, especially in 
the case of the adoption of the “source truncation” (at the beneficiary’s bank unit), in order 
to mitigate the risks entailed by the automated processing of DIs and to increase data 
accuracy, the current contents of the paper-based debit instruments might be changed, by 
amending the specific norms and regulations issued by the National Bank of Romania so as 
to ensure the filling in of a code line in the clear band of the DI layout and the centralised 
numbering of promissory notes, as well as by defining specific technical requirements.  

a. Code Line  
DIs might be customised by the issuer’s bank (drawer and underwriter, accordingly) by 
applying code lines (as bar code or other standards, up to banks’ choice) on the white band 
of each debit instrument. The code line will include the following information: issuer client 
IBAN, serial number and number of the DI, transaction code (type of debit instrument).  

Inserting code lines on DIs is meant to facilitate processing and settlement but it may not be 
compulsory for all banks. In this case, commercial banks will charge different processing 
fees for DIs, with or without bar codes. Using codes proves extremely useful when a large 
number of DIs is processed (the case of regional truncation centres, for example).  

Statistical information in Annex 4 illustrates the current situation of DIs in Romania and 
Annex 6 outlines the trends and core features of the EU automated processing systems that 
have a long tradition in processing such payment instruments. Together, they may be a 
useful reference for selecting one of the possible processing solutions presented in Annex 5.  
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b. Centralized numbering of promissory notes   
In order to uniquely identify each debit instrument, it is advisable that for promissory notes 
a numbering system should be implemented, as to provide a unique identification serial 
number to each instrument, similarly to cheque.  

There also is a proposal made by a number of banks to standardise these payment 
instruments, to have a consistent model for the entire banking system, considering that 
settlement takes place through the banks.  

Additional costs resulting from the application of these measures may be covered in the 
same way as when issuing cheque books.  

4.3. Requirements regarding the amendment of legal and regulatory framework  
In order to enable the implementation of this solution, the Romanian legislation on debit 
instruments, i.e. Law 59/1934 and Law 58/1934, as subsequently amended and 
supplemented, must be amended so as to: 

• allow DI interbank electronic presentment, clearing and refusal (especially to give 
the same legal value to the DI image presenting as for the original DI presentment) 

• to protect the rights of all involved parties by allowing, in exceptional situations, to 
claim the submission of the paper-based debit payment instrument without 
interfering with the rights conditional on time limits set out by law referring to: 
presentment for payment, drawing up the protest, etc.  

• in case of electronic processing, not to interfere with the obligations that banks and 
the clearing system operator have towards the clients related to the paper-based 
payment instruments.  

It is also necessary: 

• to include the law amendments into the NBR norms that regulate the debit payment 
instruments: Framework Norms 7/1994, Framework Norm 6/1994, Technical Norm 
9/1994 and Technical Norm 10/1994, accordingly.  

• to repeal the NBR Regulation 10/1994 on multilateral clearing of interbank paper-
based cashless payments, as subsequently amended; 

• to update the SENT System Rules, operating procedures and user manuals including 
provisions related to the DI electronic processing.  

If the proposal of automated reporting by TRANSFOND of DIs payment incidents is 
adopted, the NBR Regulation 1/2001 regarding the organisation and operation of the 
Payments Incidents Office at the National Bank of Romania, as subsequently amended, 
should be accordingly amended. 

Exceptional situations when a refusal recorded in SENT is not an actual DI refusal (e.g. 
lack/poor quality of DI image) will be regulated by the SENT System Rules and the NBR 
Regulation 1/2001 shall include provisions relating to the reporting of such instances to the 
Payments Incidents Office.  
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For the transition period from the paper-based clearing system to the automated clearing 
system it must be defined, in accordance with NBR Regulation no. 10/1994, how the 
clearing paper-based instruments still in circulation on the interbank circuit at the moment 
when this solution goes live will be finalised, until those circuits are completed, without 
entering new instruments into the circuit. Depending on the circuit, this will take from 3 to 
up to 9 banking days.  

Migration from the current paper-based DIs standard to a new standard provided by the 
amendment of NBR Norms 6/1194, 7/1994, 9/1994 and 10/1194 will be achieved on a 
gradual basis, during a transition period that will allow for the interbank presentment of DIs 
issued by clients before the implementation of these instruments new format has completed. 
SENT System Rules and the system technical documentation will be updated with the 
specifications needed for this period9.  

 
4.4. Adoption of specific technical requirements   
In order to ensure a reasonable quality level of DI digital images, the paper documents and 
the images captured by scanning must observe specific requirements related to image 
(contrast, brightness, unique formats, information standardisation etc. For this purpose it is 
necessary that the NBR regulations regarding the paper-based DI standard must 
accordingly be reviewed and updated.  

4.5. Advantages 

- Significant reduction of settlement periods, from 9 to 2-3 bank operating days. 

- Cutting costs incurred from submitting and presenting paper-based DIs. 

- Reduction of manual operations and elimination of the clearing paper 
documentation. 

- A single DI circuit, as for SVPOs and DDs. 

- DIs processing critical moments are defined as SENT system parameters and they 
can be set up according to the implementation current situation. 

- In case of payment refusal, the beneficiary’s bank unit can directly supply the 
paper-based debit payment instrument to its client to draw up the protest; 

- Reports can be generated with detailed information on each DI type, including 
refusals reports. 

- Settlement risk mitigation by using a single collateral scheme for all cleared 
payments instruments, based on the actual value of each Participant’s payments and 
not on statistical evaluations.  

- Latest generation technology is used to process the debit payment instruments. 

- SENT system can be used, without any major add-ons, as the system has been 
created with a view to a potential take-over of other debit instruments, beside direct 
debits.  

                                                 
9 How the promissory notes will be uniquely identified, for example.  
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- Collateral limits are available to Participants (all necessary information is 
communicated by TRANSFOND in the evening preceding the day of settlement, at 
18:00).  

- Automatic reporting to the Payments Incidents Office. 

- Cutting down processing costs, especially staff related costs.  

4.6. Costs 
 

It must be pointed out that the adoption of this solution will entail: 

• the increase of data throughput in each bank’s internal communications network, to 
different extents, depending on the volume of DIs truncated and paid, accordingly, 
by each territorial bank unit; 

• costs related to devices and software used for printing and reading bar codes, for 
capturing and processing payment information and images, for integrating the new 
facilities into the banks’ computer systems, staff training, etc; 

• changes of banks’ internal software applications or the development of new 
modules, depending on the actual situation; 
adaptation of TRANSFOND’s central SENT system. 

4.7. Preliminary assessment results  
 

The Convergence Programme has performed and estimation of the net effects on the 
banking system of the adoption of the DI electronic processing solution. Reference data 
used to analyse the impact of the migration to DI electronic processing were those in the 
Roland Berger study on “The Impact of external regulations on the Romanian banking 
system” and those supplied by TRANSFOND (Annex 5).  

According to these estimations, the savings at the level of the entire banking system related 
to the staff involved in DI processing would be of almost  RON 85 million/year and almost 
380 million RON updated net value calculated for a period of 5 years.  

The potential effect of TRANSFOND’s fees reduction on the banking system might 
involve savings of almost 9 million RON/year and 38 million RON updated net value 
calculated for a period of 5 years.  

Concerning TRANSFOND, the savings achieved by electronic processing of DIs after the 
deduction of IT investment expenses might raise to 1.3 million RON/year and 7.5 million 
RON updated net value calculated for a period of 5 years.  

A final estimation of the net effects on the banking system of the adoption of the DI 
electronic processing solution will be made based on the banks’ answers to the 
questionnaire submitted through the Romanian Banks’ Association.  
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Annex 1 – DI processing scheme and stages 

 
No. DI processing stages 
1. - the beneficiary client submits the DI to the bank unit with whom they have opened their current 

account 

2. - the sending bank unit submits the DI to the beneficiary’s clearing bank unit via the bank’s internal 
network 

3. - the beneficiary’s clearing bank unit submits the DI to the payer’s clearing bank unit during the 
validation session 

4. - the payer’s clearing bank unit submits the DI to the receiving bank unit via the bank’s internal 
network 

5. - the receiving bank unit checks the DI and after it is validated, it debits the payer’s account with the 
amount corresponding to the accepted DI 

6. - the receiving bank unit submits to the payer’s clearing bank unit the data on the DI that is to be 
accepted for clearing 

7. - the beneficiary’s bank unit submits the DI amounts for clearing 
8. - the payer’s clearing bank unit either accepts or refuses the DI for clearing 

9. - the beneficiary’s clearing bank unit submits to the sending bank unit the data in the DI accepted for 
clearing by the payer’s clearing bank unit 

10. - the sending bank unit credits the beneficiary’s account with the amount corresponding to the 
accepted DI 
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Annex 2 – DIs electronic clearing circuit  
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Annex 3 – Cut-off times of the DIs electronic circuit  
 
 
 

T- n; h1 Files submission 
period T- m; h2 T- r; h3 T ; h4 

 
Refusals waiting period DI Report Clearing 

 

 

Where:  

T = value date;  

n, m and r = number of business days;  

h1, h2, h3 and h4 = time moment of the operating day 
 

DI XML files and images are submitted to SENT during the “Files submission period10”. 

Submission of potential refusals takes place during the “Refusals waiting period” that may 
virtually start at the same time with the files submission period but it must end after the 
files submission period has ended in order to make possible the payments validation and 
refusal submission.  
 
At the end of the waiting period, a report is generated including debit instructions to be 
paid on value date; the drawee’s bank is thus informed on the value of necessary collateral.  
 
Clearing takes place according to the system timetable and settlement is performed when 
the NSI for that particular clearing session is settled in ReGIS. 

                                                 
10 There is a proposal from banks to define the Submission Period as a single day window with a further 
Waiting Period. 
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Annex 4 – Statistical data regarding the current DIs processing 
situation in Romania 
In order to be able to analyse the trends and evolutions of debit payment instruments, 
TRANSFOND drew up and made available a few statistical reports, aggregated at the level 
of the entire banking system, regarding the volume and value of operations involving such 
instruments, for the time period between January 2003 and October 2006.  

The daily average number of processed instruments and their value 
The daily average number of debit instruments processed by the clearing house, i.e. on the 
interbank circuit, is over 31,000 instruments a day in 2006. The trend was of ongoing 
increase. Thus, in 2006, compared to 2003, the growth of the daily average number of 
instruments is of approximately 26%, while the overall value has risen, during the same 
time interval, by 84%. Considering that the last months of the year are peak times, it is very 
likely the average increase to be larger; as regards the value of the processed instruments, 
this might even have doubled compared to 2003.  

To the figures corresponding to the DIs processed on the interbank circuit, the values 
corresponding to the intra-bank circuit must be added. Although there is no available 
statistical data for the same period, it might be inferred that these values are at least equal 
to the interbank traffic11.   

Chart 1 – Number and value of DIs operations during January 2003 – October 2006 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
                                                 
11 DIs automated processing solution must envisage both the interbank and the intra-bank traffic to be able to 
truly facilitate the commercial banks’ activity.  
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The average number of debit instruments and value by banks  
According to the aggregates statistical date supplied by TRANSFOND, the DIs market is 
currently extremely clustered. 

Thus, the first 5 banks have (cumulatively) a share of around 60% of the overall number or 
processed debit instruments and approximately half of their value.  

The first 10 banks have (still cumulatively) almost 86% of the overall number of processed 
debit instruments and almost three quarters of the value of processed instruments.  

These figures are for 2006. 

The average number of debit instruments and value by county  
In this case, too, the market is very much clustered. Thus, according to the existing 
statistical data for 2003 – 2006, almost 24% of the overall number of debit instruments is 
processed in Bucharest (branch and head office), reaching 28 – 29% of the national value.  
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Annex 5 – Possible options regarding the DIs processing  
As regards the DIs processing (cheques, promissory notes and bills of exchange), three 
possible options have been identified: 

- maintaining the current situation (manual processing of paper-based instruments) 

- administrative phase-out of DIs 

- electronic processing  

V 1. Maintaining the current situation  
 

The current situation is not beneficial for involved parties: 

 

- For commercial banks and TRANSFOND, maintaining the manual processing of 
debit instruments generates losses. These losses result from maintaining the 42 
territorial clearing houses (one in each county and the head office). Banks must 
have clearing agents to each territorial clearing house and TRANSFOND must 
ensure, in its turn, beside the clearing officers, all the corresponding logistics (office 
space, computers, software applications, support staff, etc).  

- For commercial banks’ clients, keeping the DIs manual processing entails higher 
fees and longer settlement lags, in other words lower quality services than in the 
case of electronically processed DIs.  

V2. Administrative phase-out of DIs  
 

Opinions have been expressed by the banking community according to whom a potential 
solution to the issues entailed by DIs would be to eliminate them.  

In order to eliminate DIs, the two laws that regulate them (58 and 59 from 1934) should be 
repealed. As long as these laws are in force, DIs can be requested and used at any time by 
the non-banks clients.  

At the present moment, debit instruments are used almost exclusively by economic agents, 
in many cases as a form of commercial loan.  

 There are though a series of arguments that plead against the administrative elimination of 
debit instruments: 

- DIs elimination can be done provided there are other types of instruments that could 
replace them. There is no other instrument, in the present, that might take over the 
operations carried out by companies with cheques and promissory notes; 

- As long as there is a demand for DIs on the market, there is no point in eliminating 
them, particularly because they are used as both commercial loan instruments and 
as payment instruments. 
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- In the absence of an interbank agreement regarding the elimination of cheques and 
promissory notes, this endeavour is doomed to fail. We’ll only assist to the clients’ 
migration from one bank to another because clients that use DIs for various 
purposes will migrate to banks that are willing to provide such services; 

- The repeal of the two laws (58 and 59/1934) by the Romanian Parliament will 
prove difficult, as strong lobbying is to be expected from the supporters of cheques 
and promissory notes against the elimination of such payment instruments; 

- Eliminating cheques and promissory notes might create a series of problems at 
macroeconomic level. Some of the economic agents might face serious difficulties 
in their daily activities: in the absence of commercial loans, they might turn to bank 
loans in order to obtain funds. Some of the economic agents will not qualify for 
undertaking such operations and will be forced to diminish their activity, possibly 
going into bankruptcy.  

It worth underline that the National Authority for Consumer Protection (NACP) considers 
that consumers want banking products and, in this particular case, debit transfer 
instruments (cheques, promissory notes and bills of exchange) which should be: 

- safe; 
- fast settled;  
- less papers (forms) 
- accessible (for large number of consumers and easy to be used by less banking 

educated people)  

NACP also emphasises that we should take into consideration the relatively reduced 
consumers’ knowledge in financial and banking instruments, and that after 1989 the 
consumers became more familiar with such instruments as cheques, promissory notes and 
bills of exchange. Due to the poor offer of other lending facilities and since both 
promissory notes and bills of exchange are also commercial papers (having commercial 
credit functions), they could be a viable solution for SMEs. 

As a conclusion, NACP considers that the administrative phase-out of debit instruments 
could cause significant problems and, in this situation, the processing modernisation would 
be a better option, more appropriate for the consumers needs.  

V3. Electronic processing 
 

Automation of DIS processing is the third possible solution and it has both advantages and 
costs.  

Advantages: 

- It allows for keeping on providing services required by clients 

- It enables the improvement of the service quality supplied by TRANSFOND to 
commercial banks and by commercial banks to their clients (faster processing 
times, lower risks, increased security, lower fees, etc) 

- It simplifies the activity of commercial banks, as the DIs circuit follows the circuit 
of the other instruments processed by the automated clearing house; 
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- Payment instruments exchange follows a single circuit (from the territorial bank 
unit to the head office) instead of the twelve circuits existing at the present, 

- It allows the elimination of losses generated by manual processing of debit 
instruments.  

 
Costs: 
 

- Expenses for developing or changing Participants’ software applications 
- Investments for supplying the necessary equipment for processing DI images.  

 
Costs vary from bank to bank, depending on the operations volume, the existing internal 
software applications and the selected technical solution.  
Assessment of the financial impact of DIs processing automation of the commercial 
banks and TRANSFOND   
 
It is difficult to asses the savings that commercial banks and TRANSFOND might achieve 
by adopting the automated processing of debit instruments. However, a series of 
estimations can be done, based on certain hypotheses: 
 

- for ease of work, it has been considered that savings especially address the expenses 
related to staff, that might be allocated to other tasks; 

- by automating the debit instruments, 41 individuals (one for each territorial clearing 
house) might be re-allocated, on average12, by each bank; 

- the paper-based clearing house, operated by TRANSFOND as an agent, will cease 
to exist. As such, losses incurred by maintaining the territorial network into 
operation will be eliminated; the losses for 2006 are estimated at 1.5 – 2 million 
RON (source: TRANSFOND).  

- The fee for DIs processing via the automated clearing house is expected to be 1 
RON compared to 2.2 RON, at the present (TRANSFOND estimation). The 
expected fee is higher than the current SVPO fees considering that beside payment 
messages, digital images of all DIs circulating among banks will have to be 
processed and archived. However, the level of these fees will be established after 
the implementation completion.    

 
The average value of the investment by bank has been approximated by Convergence, as 
the solutions differ from one bank to another; more information will be published after the 
answers to the questionnaire distributed by ARB, as part of this programme, are 
centralised. The invested value could be covered by most of the banks by the potential 
difference between the fees currently paid to TRANSFOND and future fees, provided that 
the fees charged to non-bank clients remain the same.  
 

                                                 
12 In case of large banks, the number of re-allocated staff will be higher, while in case of smaller banks, it will 
be lower. However, on average, at the banking systems’ level, it has been considered as a reasonable 
hypothesis that one individual would be re-allocated to other tasks, corresponding to each territorial clearing 
house.  
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Savings that might be achieved: 
 

- Savings achieved by TRANSFOND by the elimination of paper-based clearing 
house related losses adjusted with the IT investment – almost 1.3 million 
RON/year 

- Cutting costs resulted from TRANSFOND DI processing:  
7.7 million operations/year * 1.2 RON/operation = approx. RON 9 million/year  
- Cutting costs corresponding to banks operations personnel meaning 41 individuals 
in  36 banks  = approx  RON 85 million/year   

 
According to a very rough calculation, the cumulated savings might reach 95.3 million 
RON.  
 
The potential investment in automating the DI processing, depending on the volume of 
operations to be processed by a bank and the adopted truncation solution, may vary 
between a few tens of thousand and a few hundreds of thousand EUR. The bigger a bank’s 
territorial network is, the higher the solution costs (as the traffic will be higher and the 
truncation solution more complex). It is very likely that most of the banks, based on the 
aforementioned suppositions, recover the investment expenses in the very first year after 
the solution implementation.  
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Annex 6 – International DIs-related trends   
The international situation related to debit instruments such as cheques and promissory 
notes greatly varies from one country to another. There are countries where cheques are a 
very popular payment instrument, even for the general population (USA, UK) and 
countries where these instruments are almost non-existent (Scandinavian countries or 
Baltic countries).  
 
Among the countries where cheques are used13 the following may be mentioned: France 
30%, UK 16%, Italy 16%, Ireland 24%, Cyprus 40%, Malta 60%, Greece 23%, Portugal 
20%. The figures represent the percentage of payments made by cheques from the total 
payments in that particular country. It must be stressed that in these countries, beside 
cheques, direct debits are used on a rather large scale. 
 
It has been noted that, in time, the cheques weigh in the EU payments total has been 
decreasing. However, this has been a gradual process, accompanied by growing 
usage/popularity of other instruments (such as cards or direct debits). The ECB 
recommendation is to try to put off the usage of cheques (as they are expensive and have 
long settlement times) and to encourage payments by direct debit or cards. It must however 
be pointed out that among countries that have a significant volume of cheque payments, 
none has opted for the sudden elimination of such payment instruments. There also are 
countries that, in the context of the ECB recommendations, has stated as long as cheques 
are demanded by the market, they will not be eliminated and commercial banks will 
continue to provide such services.  
 
Cheques processing methods also largely differ from one country to another. It must be 
however stressed out that there are few instances where such instruments are still processed 
manually.  
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
13 The instruments considered are: the payment order, direct debit, cheque, cards and e-money. 
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Payment systems that use truncation in processing debit payment instruments  

Country System DI types Presentme
nt 

Paper-based DI 
circulation is stopped 

at: 

Using 
images Value limit Useful links 

Belgium Centre for Exchange and 
Clearing (CEC) 

small-value cheques, 
bills of exchange, 
promissory notes 

electronic beneficiary’s bank 
It is being 
considered 
(CEC III) 

EUR 50,000   
www.nbb.be 

France Interbank Teleclearing 
System (SIT) 

cheques, promissory 
notes, bills of exchange, 
LCR14 

electronic beneficiary’s bank (Yes)15. No www.gsit.fr 

electronic beneficiary’s bank unit No 

Germany Retail Payment System (RPS) Cheques paper-
based16 
(electronic) 

System operator 
(/beneficiary’s bank17) 

 
(yes) 

EUR 6,000  

www.bundesbank.de 

Greece Interbank Cheque Clearing 
System  (DIAS) Cheques electronic beneficiary’s bank unit n/a No www.dias.com.gr 

Italy BI-COMP, The Retail Sub-
system Cheques electronic n/a No EUR 3,000  http://www.bancadita

t 
Cheque and Credit Clearings 
(CCC) 

Cheques paper-based drawee bank  processing 
centre n/a No n/a 

UK Intelligent Processing 
Solutions (iPSL) 

Cheques electronic participating 
banks/processing centres Yes No www.unisys.com 

Cheques  electronic beneficiary’s bank /ATM Yes18  EUR 10,000 
EUR 100,000  Interbank Clearing System 

(SICOI) 
bills of exchange  electronic drawee bank n/a. < EUR 

100,000  

www.sibs.pt/ 
www.bportugal.pt/ Portugal 

SPGT – RTGS System cheques and large-value 
bills of exchange  electronic beneficiary’s bank  n/a. > EUR  

100,000   www.bportugal.pt/ 

Spain The National Electronic 
Clearing System (SNCE) 

cheques, bills of 
exchange electronic beneficiary’s bank Yes19  (EUR 50.000) www.bde.es 

www.snce.org 
  

 
 
                                                 
14 LCR - Lettre de Change relevé  
15 Images are kept by beneficiary’s bank and are submitted by fax to the drawee’s bank upon request  
16 Truncation is made at central level, by the system operator (Bundesbank) for cheques bigger than 6,000 EUR, as well as for cheques that do not comply with the regulatory 
requirements and format standards, whose bar codes are difficult to read or in the case of small banks  
17 Under implementation, scheduled to go live in 2007 
18 Images are submitted for cheques between 10,000 and 100,000 EUR 
19 Images are submitted for cheques bigger than 50,000 EUR  
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Abstract 
 
 

The SPI Committee approved the undertaking of the SPI Project on IFRS Provisioning on 
September 14, 2006. The project’s objective was to “write a set of principles commonly 
agreed by the relevant stakeholders (NBR-banks-MEF) on a feasible update of the prudential 
requirements that would meet supervisory objectives and reflect the IFRS and Basel II 
standards”.  
 
The project has been placed under the ownership of Ms. Veronica Raducanescu, on behalf of 
the NBR. The working group comprised 14 experts from the NBR, banks and MEF. Meetings 
between the project working group members have been held between January 18th and July 
4th, 2007. Also, a workshop on the International Experience with Provisioning in View of 
IFRS and Basel II Implementation has been held in April 12, 20071, in order to support the 
project working group in deepening its understanding of international best practices on the 
matter. 
 
The project has benefited from the assistance received from the project technical anchor (Mr. 
Javier de la Cruz, former Bank of Spain regulator and supervisor) and project peer reviewer 
(Mr. Luca Giannini, IFRS expert, Italian Banking Association). Several discussions have been 
held with the TAN, who actively supported the project working group in finalizing the 
proposed general principles for the new regulation. 
 
The present document outlines the proposed general principles for the new NBR provisioning 
regulation, which reflect the consensus of the project working group members from NBR, 
banks, and MEF. The document also includes an action plan for finalizing the proposed 
regulation and outlines the steps needed for enabling MEF to make a decision with respect to 
the fiscal treatment that will be applied to loan loss provisions after the new NBR regulation 
is enacted.   
 

                                                 
1 The workshop on the “International Experience with Provisioning in View of IFRS and Basel II 
Implementation” was held on April 11, 2007, at the Romanian Banking Institute and gathered more than seventy 
participants from commercial banks, the National Bank of Romania, the Ministry of Public Finance, etc. 
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I. The general principles for the new IFRS provisioning regulations 
 
NBR considers that the starting point of the reform of the provisioning regulations must be a 
complete adaptation to international standards that are represented in the accounting context 
by IFRS, as they are universally accepted, including by the Basel Committee on Banking 
Supervision. This approach will ensure that banks’ assets are reflected at their true and fair 
value and that the provisions calculated represent an adequate measure of credit risk. 
 
As such, only minor and punctual adjustments based on prudential considerations or 
supplemental clarifications, where it will be deemed necessary, will be added in the new 
provisioning regulations. The public-private project working group (PWG) outlined the 
following principles for the new IFRS provisioning regulations (see Appendix 3, page 14) for 
a detailed presentation of the principles): 
 
Principle 1. “The provisioning regulatory framework reform will be fully compliant 
with international accounting standards (IFRS), so only minor prudential adjustments 
or supplemental clarifications will be additionally considered”. 
 
Principle 2. “The new provisioning regulatory framework will include two streams, 
namely: 
2.1. the “accounting” stream, which will entail the transposition of the IFRS principles 
pertaining to loan loss provisioning (see Appendix 3, Box 1, page 14); 
2.2. the “supervisory and validation” stream, which will provide guidance for the 
development of banks’ IFRS internal models and will outline the principles for the 
validation of these models” (see Appendix 3, Box 2 and Box 3, pages 16-17). 
 
Principle 3. “Banks will decide whether to develop their own IFRS internal models and 
submit them for NBR validation; in the meantime they will continue to apply the 
current provisioning framework, with some amendments (see Appendix 3, Box 4, page 
17). Nevertheless, NBR will require the application of the current provisioning 
regulations to banks until their internal models are recognised and during the 
transitional period of three years after the IFRS internal models are recognized.” 
 
Principle 4. “During the transitional period of three years, when the current 
provisioning methodology and the IFRS internal models based methodologies will be 
applied in parallel, the provisions that banks will set up will not be lower than a level 
determined as a proportion from the needed provisions, calculated according to the 
current methodology. This proportion will be gradually reduced over the transitional 
period”. 
 
Principle 5. “NBR would like to consider expected losses (in line with Basel II 
requirements) as well as incurred losses (based on IFRS), so it is analysing the way 
statistical or dynamic provisions could be introduced in Romania. The new provisioning 
regulations will be therefore compatible with the implementation of statistical/dynamic 
provisioning at a further stage” (see Appendix 3, Box 5, page 18). 
 
Principle 6. “Ministry of Economy and Finance will consider the tax deductibility of the 
provisions resulting from the reform under the following considerations: 
a) technical adequacy and robustness of the projected regulatory framework; 
b) budget considerations” (see Appendix 3, Box 6, page 18). 
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Besides the above mentioned principles, the NBR is considering implementing the following 
rules: 
 

Applicability of the new provisioning regulation - the new provisioning regulations 
will be applied to credit institutions, Romanian legal entities; 
 
Scope of the new provisioning regulation – the new provisioning regulation will 
include in the base of calculation of provisions both on-balance sheet and off-balance 
sheet items, provided that they bear a credit risk. The balances from nostro and vostro 
accounts will be excluded from the base of calculation of provisions. 

 
 
II. Main benefits and costs of the new IFRS provisioning regulations for the 
stakeholders 
 
The new IFRS provisioning regulations will have the following benefits and costs for the 
stakeholders (see Appendix 6 for a comparison between the current and the proposed 
provisioning regulations): 
 

Table 1. The main benefits and costs of the new IFRS provisioning regulations 
 

Stakeholder Main benefits of the new 
regulation 

Main costs of the new  
regulation 

NBR - a modern provisioning regulatory 
framework, aligned with 
international standards (IFRS), with 
an increased degree of sensitivity to 
credit risk and having a forward-
looking perspective (as it could 
allow the future implementation of 
dynamic provisioning).  

- allow for more banks’ “discretion” 
in establishing the level of 
provisions; 
- an additional burden for the 
Supervision Department, which will 
have to validate the IFRS internal 
models of banks. 

Banks - increase the degree of sensitivity to 
risk of the provisioning framework; 
- remove the dual system of 
calculating provisions based on RAS 
for prudential and fiscal purposes 
and based on IFRS for reporting to 
mother entities and ensure a 
consolidated approach among the 
NBR, auditors and possibly MEF; 
- P/L impact to be further 
determined. 

- banks will have to develop IFRS 
internal models and to have them 
validated by NBR and possibly by 
external auditors; 
- P/L impact to be further 
determined. 

MEF - a regulatory framework for 
provisioning aligned with 
international accounting standards 
(IFRS); 
- fiscal impact to be further 
determined. 

- a lesser degree of “control” over 
the calculation of provisions and 
more reliability on NBR validation 
if internal models will be accepted 
for the determination of provisions 
for fiscal purposes; 
- fiscal impact to be further 
determined. 
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III. Implementation action plan 
 
On the basis of the information available in July 2007, the SPI Secretariat believes that the 
following implementation action plan is feasible. The action plan targets the achievement of 
the following by the end of 2007: 

1. the amendment of the current provisioning regulations; 
2. the enactment of the new NBR IFRS provisioning regulations; 
3. a MEF decision on the fiscal treatment of IFRS provisioning; 
4. an NBR Board resolution on a timeline for implementing the statistical provisioning.  

 
Objective Actions Responsible Timeline 

Amendment of current 
NBR  provisioning 
regulations (Regulation 
no. 5/2002) 

Modification of current 
provisioning rules for IFRS 
transitioning as shown in Box 4 
(page 17) 

NBR PWG 
members 

September 
2007 

Draft accounting stream NBR 
(accounting)  
PWG members 

August 
2007 

Draft supervisory and validation 
stream 
 

NBR (prudential) 
PWG members in 
consultation with 
banks PWG 
members, TAN, 
and auditors 

September 
2007 
 

SPI Committee progress 
review 

PO September 
2007 

Finalize draft regulation and 
conduct public consultations 

PWG October 
2007 

SPI Committee endorsement 
of draft regulation 

PO October 
2007 

NBR Board approval PO November 
2007 

Enactment of new NBR 
provisioning 
regulations 

Issuance of new provisioning 
regulations 

NBR December 
2007 

Finalize impact assessment RIA working 
group 

August 
2007 

SPI Committee discussion SPI Committee September 
2007 

Draft NBR regulation and 
results of impact assessment 
presented to MEF 

MEF SPI 
Committee 
member 

October 
2007 

MEF Decision on the 
fiscal treatment 

MEF decision on fiscal 
treatment of new regulation 

MEF SPI 
Committee 
member 

November 
2007 

NBR Board resolution 
on a timeline for 
implementing the 
statistical provisions 

Analyze the feasibility of the 
basic approach and define the 
information needs and the 
vehicles and times required for 
its collection 

NBR (Financial 
Stability) PWG 
member with 
TAN support 

August - 
September 
2007 
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SPI Committee progress 
review 

PO September 
2007 

Outline a feasible approach for 
implementation of statistical 
provisioning and make a 
decision regarding the 
relationship between IFRS 
provisions and statistical 
provisions and prepare a note for 
NBR Board discussions 

NBR Financial 
Stability 
Department with 
support from 
Regulation 
Department 

October 
2007 

SPI Committee endorsement 
of proposed approach 

PO October 
2007 

NBR Board resolution on a 
decision to implement statistical 
provisioning 

PO November 
2007 

 
Implementation Risks 
 
The main implementation risks lay in a possible delay in the MEF decision on the fiscal 
treatment applied to provisions following the entry into force of the new prudential 
framework. The delay could be particularly envisaged in a case in which the impact 
assessment will outline a significant negative impact on the state budget if IFRS provisions 
are fully accepted for fiscal deductibility. It should be mentioned that a delay in MEF decision 
could create uncertainty among banks which may delay their decision in developing IFRS 
internal models.  
 
This risk could be somewhat mitigated if the impact assessment will run parallel fiscal 
scenarios, so MEF could decide on a compromise solution (i.e. partial deductibility of IFRS 
provisions or application of a simplified, parallel methodology), acceptable from a fiscal 
impact point of view. Therefore, it would be important to receive a timely input from MEF on 
the envisaged fiscal scenarios in order to fully inform the impact assessment exercise. 
 
 
IV. Proposed SPI Committee Decision 
 
It is proposed that the SPI Committee takes note of the progress achieved so far by the 
working group in setting the ground for a regulation that will increase the degree of sensitivity 
to risk of the provisioning framework and ensure a consolidated approach among NBR, 
auditors and possibly MEF.  
 
Also, it is proposed that the SPI Committee encourages the working group in finalizing the 
draft regulation and the impact assessment study in order to support MEF in making a timely 
decision regarding the fiscal treatment applied to provisions once the new regulations enter 
into force. 
 
 
V. Options for actions considered and rejected 
 
The project working group had several discussions with the TAN on possible approaches for 
the new provisioning regulations: 
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1. Implementation of a standard (“default”) provisioning model in the new provisioning 
regulations. TAN suggested the development of a standard provisioning model, in line 
with the Spanish experience, which would be applicable to those banks unable to submit 
(or not yet able to submit) their own internal calculation models to be validated by NBR. 
While TAN has outlined that this approach would be an useful step for the introduction of 
statistical provisioning as it will provide some important benchmarks, the NBR 
representatives outlined the following considerations for not endorsing this option: 

a. NBR would like to encourage banks to move as quickly as possible towards the 
development of internal models; 

b. NBR is in favour of having a simpler provisioning framework, especially taking 
into consideration that it will allow for a transitional period when the old and the 
new regulations will be applied in parallel; 

c. the old regulation could be considered a default model, bearing in mind that some 
additional prudential filters will be set. 

 
2. Additional prudential filters to be introduced in the new provisioning regulation.  The 

TAN outlined that although compliance with IFRS must be considered as a desirable 
objective in itself, further consideration should be given to the fact that IFRS does not take 
into account specific banking aspects such as financial restructurings and formal non-
substantial renewals, interest accrual on defaulted debt, collateral recognition and 
valuation, personal additional guarantees, loans with some defaulted instalments and loans 
with insufficient information to be evaluated. In the TAN’s opinion, these issues need to 
be considered, whether it is taking them as the starting point for the reform, introducing 
them in a stronger form in the framework or via the establishment of prudential filters, as 
it has been done in other countries. 

NBR outlined the following considerations in respect to introducing additional filters: 
a. some prudential filters will be introduced in the current provisioning regulation, in 

order to ensure a sounder credit risk management and to provide further incentives 
for banks to move towards IFRS internal models; 

b. as far as the new provisioning regulation is concerned, NBR’s view is that given 
that it would like to encourage banks to move as quickly as possible to internal 
models, which ideally should be very much in line with the Basel II IRB approach. 
In NBR’s view, only the IRB application is going to offer clear indications on the 
“expected loss” and at that point banks will be able to make an accurate 
determination of the adequacy of provisions from a prudential point of view. 
Therefore, the contribution of additional prudential filters will be only marginal 
and only minor and punctual adjustments based on prudential considerations will 
be added; 

c. the supervisory guidelines and validation procedure and requirements will act as a 
substitute for prudential filters. 

 
 
VI. Open issues for project working group consideration 
 
The following issues are going to be further considered by the project working group in order 
to identify feasible solutions: 
  
1. Internal models validation process - Regarding the elaboration of guidelines and 

procedures for the recognition of these internal models, NBR has considered two options: 
a. The establishment of a formal process of recognition, with specific procedures and 

guidelines and a clear indication of the different steps to be taken, the contents of 
each phase and an estimate of the timetable; 
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b. The recognition of internal models as part of the supervision process, where 
regulations and guidelines would be issued in advance, so banks could develop 
their models according to them and, once implemented, are later supervised by 
NBR as part of the normal process. 

 
While a formal recognition process would be universally considered as a more rigorous and 
robust solution, especially by third parties (including MEF, which need to be comfortable 
with the validation process in order to endorse the NBR methodology for fiscal purposes), the 
drawback of this option is that it can imply significant review and validation efforts in a 
relatively short period of time and therefore an analysis should be made of its practical 
feasibility before adopting it. 
 
The second choice could be also further discussed in the project working group because if 
banks could provide satisfactory evidence that their internal models have already been 
validated by the home supervisor, NBR could also consider this option. 
 
2. Bank auditors’ involvement – The NBR would like to determine the degree of 

involvement of the banks’ auditors in the process of validating the IFRS internal models of 
banks as the NBR would like to make sure that there is a great level of confidence with the 
internal models of banks. 

 
While the NBR considers that the primary responsibility of ensuring compliance of internal 
models with IFRS principles and supervisory guidelines will belong to banks, a closer 
involvement of auditors will act as an additional check for the supervisory authority. It should 
be stressed that a closer auditors’ involvement may involve additional costs from the banks’ 
point of view and also an additional burden on auditors, things that should be clarified with 
the two stakeholders. One alternative proposed would be to make a recommendation for 
having audited the IFRS internal models that will not use parameterized (PD, LGD, etc.) 
models.  
 
3. The minimum requirements for the IFRS models – While the NBR would like to 

encourage banks to use IRB-type (parameterized) models, in practice banks may employ 
simpler models which are IFRS compliant. Therefore, consideration should be given to 
achieving a balance between the objectives of NBR and the banks’ practices.  

 
Given the wide variety of IFRS models used by banks, the minimum requirements for IFRS 
models will have to be designed in a flexible way, so as to allow for the recognition of a broad 
category of models. Also, the NBR may wish to consider implementing some “positive 
incentives” for banks to develop IRB-type models, for example by issuing relevant 
supplementary supervisory guidance.  
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Appendix 1 
 
 

Summary of actions undertaken by the project working group 
 
 
 
Since the launch of the project, the PWG has undertaken the following actions, aimed at 
identifying the feasible solutions for the new provisioning regulations: 
 
1. Gathering relevant international experience  
 
The PWG members have gathered relevant international experience on provisioning in view 
of IFRS and Basel II implementation from mother entities (see Appendix B). Likewise, the 
SPI Secretariat prepared a document outlining the ECB and Basel Committee on Banking 
Supervision guidelines and the similarities and difference between IFRS and Basel II 
approaches. At its February 20th meeting, the PWG outlined that it would like to deepen its 
understanding of relevant international experience in order to start updating the prudential 
principles for provisioning. 
 
Therefore, the NBR, the RBA and Convergence, with the support of the SPI Secretariat, 
jointly organized a workshop aimed at helping local stakeholders and, in particular, the SPI 
project working group, deepen their understanding of both international supervisory practices 
and market solutions for provisioning in view of IFRS and Basel II implementation2. 
 
Also, with the support of Convergence, a TAN (former Bank of Spain regulator and 
supervisor) and a PR (senior IFRS expert from the Italian Banking Association) with 
extensive experience on the matter were mobilized to outline international relevant experience 
and to support the project in agreeing on a set of principles that meet supervisory objectives 
and reflect IFRS and Basel II standards. 
 
2. Identifying a model that could be further adapted to the Romanian context 
 
Following the workshop on the International Experience with Provisioning in View of IFRS 
and Basel II Implementation and the discussions held with the TAN and PR, the NBR 
assessed that the Spanish provisioning model would be an approach that could be further 
explored.  
 
In this regard, the NBR’s view was that the IFRS-based provisions, which cover only for the 
incurred losses, are not satisfactory from a prudential point of view. Therefore, the NBR 
outlined that it would like to design a regulation that, similarly to the Spanish experience (see 
Appendix B), would require banks to calculate provisions that would embed:  

a) specific provisions (IFRS based and therefore covering for incurred loss) and  
b) statistical/dynamic provisions (to cover for expected losses and estimated on the 
basis of statistical analysis of similar portfolios). 

 
 
                                                 
2 Among the speakers at the workshop were: Javier de la Cruz (Independent Advisor, former Bank of Spain 
Regulator and Supervisor), Luca Giannini (Senior IFRS Expert, Italian Banking Association), Adam Kolaczyk 
(Director, Deloitte, Poland), Alexander Beck (Manager, Bearing Point, Germany), Angela Manolache (Manager, 
KPMG, Romania), Andrew Fishman (Managing Director, Algorithmics, UK). 
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3. Developing a specific approach for the new provisioning regulations 
 
As outlined above, the NBR has developed, starting from the Spanish model, a specific 
approach for the new provisioning regulations. The approach took into consideration the NBR 
specific regulatory and supervisory objectives and the market realities. While the above 
mentioned principles represent the base for the new provisioning regulations, the regulations 
will be drafted in close consultation with the market participants. In particular, the supervisory 
and validation streams of the new regulations will be developed with further input from banks 
and other stakeholders (e.g. auditors). 
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Appendix 2 
 
Summary of Regulatory Impact Assessment (RIA) actions implemented 
 
I. Preliminary RIA 
 
A preliminary RIA performed by Convergence made a rough estimate of the savings that 
banks will have from eliminating the double reporting of provisions (according to RAS for 
prudential and fiscal purposes and according to IFRS for reporting to mother entities). The 
findings of the preliminary RIA show that banks could save RON 177 mil. (5 year net present 
value) from the elimination of double reporting. 
 
II. Bank survey 
 
A basic bank survey has been conducted by the SPI Secretariat in May 2007 on the level of 
provisions based on RAS on the one hand and IFRS on the other hand. The survey outlined 
that there are differences between the RAS and IFRS provisions running in both ways (e.g. in 
some cases, the RAS provisions are bigger that the IFRS ones, while in other cases, the IFRS 
provisions are bigger than the RAS ones). 
 
From discussions had with the banks’ representatives in the PWG, it resulted that differences 
between the levels of provisions based on the two standards may depend on: 

- whether some banks have decided to adopt more conservative approaches in the 
application of contagion effects in the collective assessments of impairment (some 
banks have used for this purpose the definition for large exposure); 

- the way in which collateral has been considered (according to RAS collateral is 
considered at its market value, while IFRS looks both at the estimated future cash 
flows from the collateral discounted at an effective interest rate, based on historical 
information on recoveries); 

- the proxies that each IFRS model uses in lack of available data on losses and 
recoveries;  

- the way in which banks have defined the indications for impairment; 
- the quality and the structure (retail / corporate) of each bank’s credit portfolio.  

 
The PWG acknowledged that it would be very important to understand where the RAS-IFRS 
differences stem from and outlined the importance of performing a comprehensive impact 
assessment, which would be useful both for banks and for MEF, in order to make a decision 
regarding the tax treatment of provisions after the new provisioning framework will enter into 
force.  
 
III. Full impact assessment 
 
The PWG agreed to set up a separate group (RIA working group) to perform a full impact 
assessment on the effects of the new regulatory framework on bank provisioning and on the 
state budget. The impact assessment will support the Ministry of Economy and Finance in 
making a decision with regard to the fiscal treatment that will be applied to banks’ provisions 
following the application of the new regulatory framework. 
 
The RIA working group will be composed of banks, NBR, MEF, Convergence and SPI and 
will define the methodological approach and the data needs, will provide indications on data 
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compilation and will validate the RIA findings. The following action plan will be followed by 
the impact assessment working group: 
 

Table 1. Impact Assessment Action Plan 
 

 Action Initiation date Completion 
date 

Responsibility 

I Set up PWG 
- prepare invitation letters 

for banks and MEF 
- get confirmations  

July 5  July 10 SPI Secretariat 

II Establish the IA approach 
- outline methodology 

used 
- define data needs, data 

sources and ways of 
compiling the data 

July 11 (PWG 
meeting) 

July 13 (PWG 
endorsement on 
final document) 

PWG 

III Prepare the IA questionnaire  July 17 (draft 
questionnaire 
prepared) 

July 19 (PWG 
endorsement) 

Convergence / 
SPI with input 
from PWG 

IV Run the survey July 20 (survey 
sent through 
RBA) 

July 31 
(deadline for 
submissions) 

SPI Secretariat 

V Receipt of fiscal scenarios 
from MEF 

July 25 (SPI SC 
Meeting) 

 MEF / SPI 
Secretariat 

VI Compile the survey data August 1 August 8 SPI Secretariat 
VII Draw preliminary findings August 9 August 16 Convergence / 

SPI 
VIII Share preliminary findings 

with PWG 
August 16 - Convergence / 

SPI 
IX PWG feedback on preliminary 

findings 
- August 23 PWG 

X Validation of IA findings August 27 
(PWG meeting) 

- PWG 

XI Prepare IA Paper August 27 August 31 Convergence / 
SPI 

XII Results sharing with decision 
makers 

September 3 - SPI 

XIII SPI Committee Discussion  September 30 SPI 
 
Also, a letter has been addressed to MEF, requiring it to outline the possible fiscal scenarios 
envisaged (e.g. full fiscal deductibility of IFRS provisions, partial deductibility of IFRS 
provisions, other methodologies to be applied in order to calculate provisions for fiscal 
purposes, etc.) by July 25, in order to enable a more accurate determination of the impact of 
the new provisioning regulations on banks and on the general budget. 
 
So far, the RIA working group has defined the impact assessment methodology and data 
needs and launched the comprehensive bank survey based on the questionnaire prepared by 
Convergence and the SPI Secretariat. 
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Appendix 3 
 

Detailed Principles of the New IFRS Provisioning Framework 
 
Principle 1. “The provisioning regulatory framework reform will be fully compliant 
with international accounting standards (IFRS), so only minor prudential adjustments 
or supplemental clarifications will be additionally considered”. 
 
 
Principle 2. “The new provisioning regulatory framework will include two streams, 
namely: 

2.1. the accounting stream, which will entail the transposition of the IFRS principles 
pertaining to loan loss provisioning (see Box 1); 

 
Box 1. Accounting stream of the new NBR provisioning regulations 

 
2.1.1. Recognition of impairment loss 
 
A financial asset or group of assets is impaired, and impairment losses are recognized, only if 
there is 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 (or events) has an impact on the 
estimated future cash flows of the financial asset or group of financial assets that can be reliably 
estimated. Losses expected as a result of future events, no matter how likely, are not recognized. 
[IAS 39.59] 
 
An entity is required to assess at each balance sheet date whether there is any objective evidence 
of impairment. [IAS 39.58] If any such evidence exists, the entity is required to do a detailed 
impairment calculation to determine whether an impairment loss should be recognized.  
 
IAS 39 provides a list of loss events, but do not limit the objective evidence of impairment only to 
data about these events. The examples of loss events provided are the following:  
- significant financial difficulty of the issuer or obligor; 
- a breach of contract, such as a default or delinquency in interest or principal payments; 
- the lender, for economic or legal reasons relating to the borrower's financial difficulty, granting 
to the borrower a concession that the lender would not otherwise consider; 
- it becoming probable that the borrower will enter bankruptcy or other financial reorganization;  
- the disappearance of an active market for that financial asset because of financial difficulties; or 
- observable data indicating that there is a measurable decrease in the estimated future cash flows 
from a group of financial assets since the initial recognition of those assets, although the decrease 
cannot yet be identified with the individual financial assets in the group. [IAS 39.59] 
 
In some cases the observable data required to estimate the amount of an impairment loss on a 
financial asset may be limited or no longer fully relevant to current circumstances. In such cases, 
an entity uses its experienced judgment to estimate the amount of any impairment loss. [IAS 
39.62] 
 
2.1.2. Assessment of impairment loss 
 
An entity first assesses whether objective evidence of impairment exists individually for financial 
assets that are individually significant, and individually or collectively for financial assets that are 
not individually significant. If an entity determines that no objective evidence of impairment exists 
for an individually assessed financial asset, whether significant or not, it includes the asset in a 
group of financial assets with similar credit risk characteristics and collectively assesses them for 
impairment.  
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Assets that are individually assessed for impairment and for which an impairment loss is or 
continues to be recognized are not included in a collective assessment of impairment. [IAS 39.64] 
 
For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis 
of similar credit risk characteristics that are indicative of the debtors' ability to pay all amounts due 
according to the contractual terms (for example, on the basis of a credit risk evaluation or grading 
process that considers asset type, industry, geographical location, collateral type, past-due status 
and other relevant factors). If an entity does not have a group of assets with similar risk 
characteristics, it does not make the additional assessment. [IAS 39 AG87] 
 
Impairment losses recognized on a group basis represent an interim step pending the identification 
of impairment losses on individual assets in the group of financial assets that are collectively 
assessed for impairment. As soon as information is available that specifically identifies losses on 
individually impaired assets in a group, those assets are removed from the group. [IAS 39 AG88] 
 
Future cash flows in a group of financial assets that are collectively evaluated for impairment are 
estimated on the basis of historical loss experience for assets with credit risk characteristics similar 
to those in the group. Entities that have no entity-specific loss experience or insufficient 
experience use peer group experience for comparable groups of financial assets. Historical loss 
experience is adjusted on the basis of current observable data to reflect the effects of current 
conditions that did not affect the period on which the historical loss experience is based and to 
remove the effects of conditions in the historical period that do not exist currently. Estimates of 
changes in future cash flows reflect and are directionally consistent with changes in related 
observable data from period to period (such as changes in unemployment rates, property prices, 
commodity prices, payment status or other factors that are indicative of incurred losses in the 
group and their magnitude). The methodology and assumptions used for estimating future cash 
flows are reviewed regularly to reduce any differences between loss estimates and actual loss 
experience. [IAS39 AG89] 
  
2.1.3. Measurement of impairment loss 
 
The amount of the loss is measured as the difference between the asset's carrying amount and the 
present value of estimated cash flows (excluding future credit losses that have not been incurred) 
discounted at the financial asset's original effective interest rate (i.e. the effective interest rate 
computed at initial recognition). The carrying amount of the asset shall be reduced either directly 
or through use of an allowance account. The amount of the loss shall be recognized in profit or 
loss. [IAS 39.63]  
 
Effective interest rate and the effective interest rate method 
The effective interest method is a method of calculating the amortized cost of a financial asset or a 
financial liability (or group of financial assets or financial liabilities) and of allocating the interest 
income or interest expense over the relevant period.  
The effective interest rate is the rate that exactly discounts estimated future cash payments or 
receipts through the expected life of the financial instrument or, when appropriate, a shorter period 
to the net carrying amount of the financial asset or financial liability. When calculating the 
effective interest rate, an entity shall estimate cash flows considering all contractual terms of the 
financial instrument (for example, prepayment, call and similar options) but shall not consider 
future credit losses.  
The calculation includes all fees paid or received between parties to the contract that are an 
integral part of the effective interest rate, transaction costs, and all other premiums or discounts. 
[IAS 39.9] 
 
Collateralized financial asset 
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The calculation of the present value of the estimated future cash flows of a collateralized financial 
asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling 
the collateral, whether or not foreclosure is probable. [IAS39. AG 84] 
 
Subsequent reversal of provisions 
If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be 
related objectively to an event occurring after the impairment was recognized (such as an 
improvement in the debtor's credit rating), the previously recognized impairment loss shall be 
reversed either directly or by adjusting an allowance account. The reversal shall not result in a 
carrying amount of the financial asset that exceeds what the amortized cost would have been had 
the impairment not been recognized at the date the impairment is reversed. The amount of the 
reversal shall be recognized in profit or loss. [IAS 39.65] 
 
2.1.4. Interest income after impairment recognition 
 
Once a financial asset or a group of similar financial assets has been written down as a result of an 
impairment loss, interest income is thereafter recognized using the rate of interest used to discount 
the future cash flows for the purpose of measuring the impairment loss. [IAS39 AG93] 
 

 
2.2. the supervisory and validation stream, which will provide guidance for the 
development of banks’ IFRS internal models and will outline the principles for the 
validation of the banks’ internal IFRS models” (see Box 2 and Box 2); 
 

Box 2. Supervisory guidance of the new NBR provisioning regulations 
 
The application of the supervisory guidelines will be done in such a way that does not preclude or 
impede in any sense a proper implementation of IFRS, but, on the contrary, contribute effectively 
to this purpose in a consistent and coherent manner. 
 
2.2.1. A bank’s board of directors and senior management are responsible for ensuring that the 
bank has appropriate credit risk assessment processes and effective internal controls 
commensurate with the size, nature and complexity of its lending operations to consistently 
determine provisions for loan losses in accordance with the bank’s stated policies and procedures, 
the applicable accounting framework and supervisory guidance; 
 
2.2.2. A bank should have a system in place to reliably classify loans on the basis of credit risk; 
 
2.2.3. A bank’s policies should appropriately address validation of any internal credit risk 
assessment models; 
 
2.2.4. A bank should adopt and document a sound loan loss methodology, which addresses credit 
risk assessment policies, procedures and controls for assessing credit risk, identifying problem 
loans and determining loan loss provisions in a timely manner; 
 
2.2.5. A bank’s aggregate amount of individual and collectively assessed loan loss provisions 
should be adequate to absorb estimated credit losses in the loan portfolio; 
 
2.2.6. A bank’s use of experienced credit judgment and reasonable estimates are an essential part 
of the recognition and measurement of loan losses; 
 
2.2.7. A bank’s credit risk assessment process for loans should provide the bank with the 
necessary tools, procedures and observable data to use for assessing credit risk, accounting for 
loan impairment and determining regulatory capital requirements. 
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Box 3. Validation guidance of the new NBR provisioning regulations 

 
2.2.8. The internal models of the credit institutions will undergo a validation process, which will 
entail requirements similar to those set up in the New Capital Accord for the internal rating based 
approach (IRB), but with a lesser degree of complexity. 
 
2.2.9. In addition, the final validation stream shall take into account provisions from other relevant 
documents issued by Basel Committee, as follows: 
- Basel Committee Newsletter No. 4  (January 2005) "Update on work of the Accord 

Implementation Group related to validation under the Basel II Framework"; 

- Basel Committee Newsletter No. 6 (September 2005) "Validation of low-default 
portfolios in the Basel II Framework". 

 
 
Principle 3. “Banks will decide whether to develop their own IFRS internal models and 
submit them for NBR validation or to continue to apply the current provisioning 
framework, with some amendments (see Box 4). Nevertheless, NBR will require the 
application of the current provisioning regulations to banks until their internal models 
are recognised and during the transitional period of three years after the IFRS internal 
models are recognized.” 
 

Box 4. Amendments that will be brought to the current provisioning regulations 
 

NBR will make the following adjustments to the current regulation, aimed at ensuring a prudent 
evaluation of provisions and providing more incentive to banks to move towards developing their 
own IFRS internal models: 
 
3.1. Establish eligibility criteria for collateral: only marketable and liquid collateral will be 

considered for provisioning purposes; 
3.2. Treatment of exposures fully backed by cash collateral: operations that are fully 

collateralized with cash deposits will not longer included in the basis for calculating the 
provisions; 

3.3. Application of risk mitigation techniques to collateral: the regulation will apply the risk 
mitigation techniques specific to Basel II; 

3.4. Treatment of retail portfolio: further classifications of the retail exposures will be only based 
on the debt service (no longer based on both creditworthiness and debt service). 

 
 
Principle 4. “During the transitional period of three years, when the current 
provisioning methodology and the IFRS internal models based methodologies will be 
applied in parallel, the provisions that banks will set up will not be lower than a level 
determined as a proportion from the needed provisions, calculated according to the 
current methodology. This proportion will be gradually reduced over the transitional 
period”. 
 
 
Principle 5. “NBR would like to consider expected losses (in line with Basel II 
requirements) as well as incurred losses (based on IFRS), so it is analysing the way 
statistical or dynamic provisions could be introduced in Romania. The new provisioning 
regulations will be therefore compatible with the implementation of statistical/dynamic 
provisioning at a further stage” (see Box 5). 
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Box 5. Considerations on the implementation of  
statistical/dynamic provisioning in Romania 

 
NBR is considering the way in which statistical (dynamic) provisions could be introduced in 
Romania, so expected losses could also be considered in terms of the required provisions. 
Also, the statistical/dynamic provisions would have an anti-cyclical effect, in line with the 
ECB recommendation (see Appendix A) that provisioning regulations should encourage the 
use of methods that aim at identifying credit losses already inherent in a particular credit 
portfolio at the present time. 
 
As such, NBR contemplates a double approach: 
a) A basic approach, based on limited historic data and estimates that could be introduced in 
the short term; 
b) A more complete or advanced approach, based on more specific and complete data that 
could be implemented in the mid term. 
 
NBR is currently analysing the feasibility of the basic approach, taking into account the 
available data. Banks collaboration in this regard would be welcome, especially in terms of 
providing their internal relevant data. 
 
At the same time, NBR will be evaluating the information needs for a more complete and 
advanced approach, so as to define and establish an information regime that could allow to 
collect the required data from the near future on and, consequently, to implement this 
approach in the mid term. 
 
Regarding the relationship between expected losses provisions (statistical) and incurred losses 
provisions (IFRS based) NBR is analysing the way they should interact and evaluating the 
following options: 

1) specific provisions and statistical provisions should be added; 
2) specific provisions should be deducted from statistical provisions; 
3) the biggest amount between specific and statistical provisions will be required. 

 
Although no decision has already been made, NBR currently considers that the second option 
is the best one from a technical point of view. 

 
Principle 6. “Ministry of Economy and Finance will consider the tax deductibility of the 
provisions resulting from the reform under the following considerations: 
c) technical adequacy and robustness of the projected regulatory framework; 
d) budget considerations” (see Box 6). 
 

Box 6. Tax considerations on the implementation of  
the new provisioning framework in Romania 

 
Based on discussions held with MEF on July 3, 2007, it resulted that MEF would only accept 
the provisions resulting from the new framework if it is convinced that the scheme is 
technically adequate and if it is going to be applied on a consistent and rigorous base. 
 
MEF could also consider if it would be preferable to have tax haircuts or limits to tax 
deductions, instead of different methodologies. More specifically, haircuts could consist in 
maximum percentages of provisions to be deducted and limits to tax deductions could be 
formulated in terms of a maximum percentage of the loan portfolio. 
 
In order to support MEF’s decision, a project working group has been set up to perform a 
comprehensive impact assessment (see section IV on the RIA actions undertaken so far). The 
impact assessment will be based on the tax treatment scenarios that will be provided by MEF.   
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Appendix 4 
 

The international experience with IFRS provisioning 
 
 

The project working group (PWG) has discussed about the international experience on loan 
loss provisioning from the perspective of IFRS implementation, as gathered by the PWG 
members and the SPI Secretariat. 
 
 
Austrian experience 
In Austria, at individual level, banks are applying the Austrian GAAP. Also, the methodology 
to recognize loan losses and to provision the loan is based on Austrian GAAP for single bank 
accounts and on IFRS for group financial statements.  
 
Regarding the linkage between Basel II and IFRS application, although the Basel II-definition 
of default is slightly less comprehensive than the impairment definition under IFRS (IAS 39) 
and thus a Basel II trigger event can only be an indication for impairment, in almost every 
cases a Basel II trigger event will lead to impairment under IFRS.  
 
The LGD is used as a test for the adequacy of provisions’ level and the change between 
different internal rating classes (“migration PDs”) as basis for provisioning at portfolio level. 
 
It was outlined the importance of having stable data series, covering at least some years. From 
this point of view, the databases that are set up for Basel II purposes by banks in Romania will 
need a couple of years of data gathering in order to become fully operational. 
 
Also, in Austria, the size of the provisions is based on the banks’ individual judgment; 
however, the use of sound and prudent credit risk assessment is checked by the banks’ 
auditors and reported to the supervisory authority by them.  
 
Italian experience  
The Italian experience was discussed based on the document provided by the project technical 
anchor from the Italian Banking Association. 
 
Italian banks apply IAS/IFRS at individual bank level. The supervisory rules are drawn from 
Basel II provisions. Banks disclose in the notes to the financial statements the methodology 
used for the loan loss provisioning, and the extent to which it differs from Basel II rules.  
 
For fiscal purposes, a separate methodology is applied. Namely, banks and other financial 
institutions are allowed to include the total amount of the impairment losses registered in the 
financial statements but the amount of impairment losses exceeding 0.4% of the credits is to 
be carried over in nine yearly instalments. 
 
If in a year, the total amount of impairment losses on customer loans is below the 0.4% 
threshold, only for fiscal purposes, allocations to "portfolio allowances" may also be deducted 
to bring the total deduction to the 0.4% figure. Allocations are no longer deductible when 
their total amount exceeds 5% of the value of balance-sheet loan assets at the end of the year. 
 
Spanish experience 

 
20



       

The NBR managed to gather additional information on the Spanish system of provisioning, 
which for the time being seem to be the most advanced country in developing a provisioning 
methodology that is in line with IFRS and Basel II requirements. 
 
In Spain, data in the Central Credit Register (CCR), which cover virtually the last twenty 
years, have been used to construct a set of matrices of specific provisions to cover losses 
incurred and individually identified, distinguishing between companies and sole proprietors, 
on the one hand, and other individuals, on the other. 
 
As regards general provisions, the losses inherent in loan portfolios classified as normal risk 
must be covered in accordance with the historical experience of impairment and other 
circumstances known at the time of assessment. The use of the CCR has enabled a parametric 
method to be developed, based on statistical procedures, for the calculation of the coverage of 
losses that have been incurred but not individually identified. The accounting standard 
establishes the possibility that institutions may use internal models to calculate their bad debt 
provisions. 
 
Greek experience 
In Greece, IFRS is not yet applied at individual banks’ level. However, there are indications 
that Greece is also considering the modification of the prudential rules in view of IFRS 
application. More information will be made available as soon as the mother banks and 
possibly the Hellenic Banking Association will send their feedback on the issues raised in the 
PWG. 
 
United States 
According to the US GAAP rules on loan-loss allowances, no impairment loss should be 
accrued unless the impairment (i.e. the probability, on the date of the financial statements, 
that the creditor will be unable to collect all amounts due according to the contractual terms) 
can be attributed to events or activities of the current or prior periods, and no anticipated 
losses that do not relate to the current period should be accrued. These provisions, which are 
very similar to those of the IFRSs, can be, and have been, interpreted in various ways. 
 
While requiring that the financial institutions’ methodologies be consistent with the US 
GAAP, the US banking supervisory agencies, in collaboration with the SEC, have developed 
joint guidance in which they recommend that the institutions estimate collective impairment 
for groups of loans by applying to loan balances loss rates that reflect their historical charge-
off experience adjusted for the effects of current conditions. This guidance also allows the 
overall allowances to include “unallocated” components, as long as these components reflect 
an adequately documented estimate of probable losses, and recognizes that determining an 
appropriate allowance involves a high degree of managerial judgment. A similar approach 
could be conceivable under the IFRSs. 
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Appendix 5 
  

The international guidelines for provisioning 
 
European Central Bank Guidelines 
 
In a recent report on “Assessment of Accounting Standards from a Financial Stability 
Perspective” (December 2006), the ECB outlined that “the implementation of standards on 
provisioning should not be conducive to increased pro-cyclicality, but should rather 
encourage the use of methods that aim at identifying credit losses already inherent in a 
particular credit portfolio at the present time”. 
 
Where provisioning is concerned, ECB considers that accounting should ideally incorporate a 
pro-active approach that is comparable to sound credit risk management, which tries to 
identify expected collective losses as soon as possible, in particular those that may be 
embedded in loans and relate to sectoral, geographical or even global monetary and other 
economic developments, be they existing or anticipated.  
 
Otherwise, banks may persist in pursuing very dynamic lending strategies or practices, and 
thus potentially continue to accumulate significant future loan losses. If, during economic 
upturns, the accounting framework is not sufficiently flexible to allow the recognition in the 
accounting of the increasing credit risk that banks incorporate in their loan portfolios, the 
impact would be much greater in phases of downturn, since large amounts of losses would 
suddenly have to be recognized. Therefore, an accounting regime that does not allow forward-
looking provisioning may deepen crises and have a pro-cyclical effect. 
 
As for the promotion of forward looking recognition of risks, the ECB indicates that an 
approach to promoting forward-looking provisioning could entail adjusting the value of the 
banking book in the form of dynamic provisioning. Dynamic provisioning recognizes that: 

(i) a certain fraction of a currently unimpaired portfolio can be expected to deteriorate 
in the future and that  

(ii) the magnitude of these “expected-but-not-materialized” losses over the lifetime of 
the portfolio can be predicted on the basis of statistical analysis of similar 
portfolios.  

As a result, dynamic provisioning prevents latent credit losses from remaining hidden, since 
the losses are recognized before the signs of deterioration become evident. 
 
Basel Committee on Banking Supervision Guidelines 
 
The Basel Committee on Banking Supervision (BCBS) report entitled “Sound Credit Risk 
Assessment and Valuation for Loans” (November 2005) promotes the use by banks of sound 
and prudent credit risk assessment and valuation policies and practices.  
 
BCBS considers that the processes for estimating probability of default and expected losses 
under Basel II can be used in measuring impairment losses for accounting purposes. 
Indeed, it seems advisable that the credit risk assessment system used for accounting purposes 
and the prudential expected-loss approach under Basel II be better aligned, while at the same 
time expanding the loan-loss provisioning method beyond the one-year time horizon, in order 
to wholly capture the maturity of loans and related risks. 

 
 



 

 
              

Appendix 6 
 

A comparison between the current and proposed provisioning regulations 
 

New regulation principles Current regulation principles 
(NBR Regulation no.5/2002 and Norms 
no.12/2002, with further amendments) 

Differences between the current and the 
proposed provisioning regulations 

Accounting stream  
(implementation of IAS 39 provisions on impairment of financial assets) 
 
I. Recognition of impairment loss 
 
A financial asset or group of assets is 
impaired, and impairment losses are 
recognized, only if there is 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 (or events) has an impact on 
the estimated future cash flows of the 
financial asset or group of financial assets that 
can be reliably estimated. Losses expected as 
a result of future events, no matter how likely, 
are not recognized. [IAS 39.59] 
 
An entity is required to assess at each balance 
sheet date whether there is any objective 
evidence of impairment. [IAS 39.58] If any 

 
 
 
Loan loss provisions are calculated on the 
basis of a provisioning matrix that specifies 
fixed provisioning rates for 5 categories of 
loans, depending on a) the number of days of 
overdue payment, b) the debtor financial 
performance and c) whether legal procedures 
were initiated against the debtor.  
The debtor financial performance is assessed 
according to internally established rules 
approved by the credit institution Board of 
Directors and by the NBR. These internal 
rules provide quantitative (liquidity, 
solvability, profitability and risk ratios) and 
qualitative (management and shareholders 
characteristics, market conditions, guarantees 
- other than those that are accepted to be 

 
 
 
Under IAS 39 loan impairment losses are 
recognized only if there is 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 (or events) has 
an impact on the estimated future cash 
flows of the loan (or group of loans) that 
can be reliably estimated, this process 
being very much based on professional 
judgment, whereas current NBR 
regulations, by using a provision matrix, 
take into account as evidences of 
impairment only 3 factors, respectively 
the number of days of overdue payment, 
the debtor financial performance and 



such evidence exists, the entity is required to 
do a detailed impairment calculation to 
determine whether an impairment loss should 
be recognized.  
 
IAS 39 provides a list of loss events, but do 
not limit the objective evidence of impairment 
only to data about these events. The examples 
of loss events provided are the following:  
- significant financial difficulty of the issuer 
or obligor; 
- a breach of contract, such as a default or 
delinquency in interest or principal payments; 
- the lender, for economic or legal reasons 
relating to the borrower's financial difficulty, 
granting to the borrower a concession that the 
lender would not otherwise consider; 
- it becoming probable that the borrower will 
enter bankruptcy or other financial 
reorganization;  
- the disappearance of an active market for 
that financial asset because of financial 
difficulties; or 
- observable data indicating that there is a 
measurable decrease in the estimated future 
cash flows from a group of financial assets 
since the initial recognition of those assets, 
although the decrease cannot yet be identified 
with the individual financial assets in the 
group. [IAS 39.59] 
 
In some cases the observable data required to 

deducted from the exposure) criteria which 
help identify the appropriate category of 
financial performance for each debtor. 
Using a provision matrix the current 
regulations are more rigid than IAS 39 
provisions on loan loss provisioning, which 
are very much based on professional 
judgment when determining the objective 
evidence of impairment.  
 

whether legal procedures were initiated 
against the debtor. 
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estimate the amount of an impairment loss on 
a financial asset may be limited or no longer 
fully relevant to current circumstances. In 
such cases, an entity uses its experienced 
judgment to estimate the amount of any 
impairment loss. [IAS 39.62] 
 
 
II. Assessment of impairment loss 
An entity first assesses whether objective 
evidence of impairment exists individually for 
financial assets that are individually 
significant, and individually or collectively 
for financial assets that are not individually 
significant. If an entity determines that no 
objective evidence of impairment exists for an 
individually assessed financial asset, whether 
significant or not, it includes the asset in a 
group of financial assets with similar credit 
risk characteristics and collectively assesses 
them for impairment. Assets that are 
individually assessed for impairment and for 
which an impairment loss is or continues to 
be recognized are not included in a collective 
assessment of impairment. [IAS 39.64] 
For the purpose of a collective evaluation of 
impairment, financial assets are grouped on 
the basis of similar credit risk characteristics 
that are indicative of the debtors' ability to 
pay all amounts due according to the 
contractual terms (for example, on the basis 
of a credit risk evaluation or grading process 

 
 
The assessment of loans impairment is made 
only individually. 

 
 
Under IAS 39 assessment of loans 
impairment is performed both individually 
and collectively whereas in accordance 
with the NBR regulations it is made only 
individually. 
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that considers asset type, industry, 
geographical location, collateral type, past-
due status and other relevant factors). If an 
entity does not have a group of assets with 
similar risk characteristics, it does not make 
the additional assessment. [IAS 39 AG87] 
Impairment losses recognized on a group 
basis represent an interim step pending the 
identification of impairment losses on 
individual assets in the group of financial 
assets that are collectively assessed for 
impairment. As soon as information is 
available that specifically identifies losses on 
individually impaired assets in a group, those 
assets are removed from the group. [IAS 39 
AG88] 
Future cash flows in a group of financial 
assets that are collectively evaluated for 
impairment are estimated on the basis of 
historical loss experience for assets with 
credit risk characteristics similar to those in 
the group. Entities that have no entity-specific 
loss experience or insufficient experience use 
peer group experience for comparable groups 
of financial assets. Historical loss experience 
is adjusted on the basis of current observable 
data to reflect the effects of current conditions 
that did not affect the period on which the 
historical loss experience is based and to 
remove the effects of conditions in the 
historical period that do not exist currently. 
Estimates of changes in future cash flows 
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reflect and are directionally consistent with 
changes in related observable data from 
period to period (such as changes in 
unemployment rates, property prices, 
commodity prices, payment status or other 
factors that are indicative of incurred losses in 
the group and their magnitude). The 
methodology and assumptions used for 
estimating future cash flows are reviewed 
regularly to reduce any differences between 
loss estimates and actual loss experience. 
[IAS39 AG89]  
 
III. Measurement of impairment loss 
 
The amount of the loss is measured as the 
difference between the asset's carrying 
amount and the present value of estimated 
cash flows (excluding future credit losses that 
have not been incurred) discounted at the 
financial asset's original effective interest rate 
(i.e. the effective interest rate computed at 
initial recognition). The carrying amount of 
the asset shall be reduced either directly or 
through use of an allowance account. The 
amount of the loss shall be recognized in 
profit or loss. [IAS 39.63]  
 
 
 
 

 
 
 
The amount of the loss is determined by 
applying the provision rate provided for each 
loan category to the exposure value 
diminished with the fair value of the eligible 
collateral if the loan is not put in the “loss” 
category; if the loan is categorized as “loss”, 
generally the collateral is not taken into 
account (the collateral may be considered 
only if the loan is categorized as “loss” due to 
the financial performance of the debtor). 
The carrying amount of the asset is reduced 
through use of an allowance account and the 
amount of the loss is recognized in profit or 
loss. 
Furthermore, the loans granted to one debtor 
must be classified in the same category (the 
category of the lowest classified loan), 

 
 
 
Under IAS 39 the amount of the loss is 
measured as the difference between the 
loan carrying amount and the present 
value of estimated cash flows discounted 
at the effective interest rate computed at 
initial recognition of the loan, whereas in 
accordance to the NBR regulations the 
amount of the loss is determined by 
applying the provision rate provided by 
the matrix for each loan category to the 
exposure value diminished with the fair 
value of the eligible collateral if the loan 
is not put in the “loss” category. If the 
loan is categorized as “loss”, generally the 
collateral is not taken into account when 
measuring the impairment loss (the 
collateral may be considered only if the 
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irrespective of their individual classification - 
the “tainting”/”contagion” rule. 

loan is categorized as “loss” due to the 
financial performance of the debtor). 
IAS 39 does not provide any “tainting” 
rule of the loans granted to one debtor 
while the NBR rules include such a 
provision. 

Effective interest rate and the effective 
interest rate method 
The effective interest method is a method of 
calculating the amortized cost of a financial 
asset or a financial liability (or group of 
financial assets or financial liabilities) and of 
allocating the interest income or interest 
expense over the relevant period.  
The effective interest rate is the rate that 
exactly discounts estimated future cash 
payments or receipts through the expected life 
of the financial instrument or, when 
appropriate, a shorter period to the net 
carrying amount of the financial asset or 
financial liability. When calculating the 
effective interest rate, an entity shall estimate 
cash flows considering all contractual terms 
of the financial instrument (for example, 
prepayment, call and similar options) but shall 
not consider future credit losses. The 
calculation includes all fees paid or received 
between parties to the contract that are an 
integral part of the effective interest rate, 
transaction costs, and all other premiums or 
discounts. [IAS 39.9] 
 

 
The effective interest rate method is not 
required by the regulations, but according to 
the accounting regulations into force credit 
institutions may apply this method to 
recognize the deferred costs and commissions 
received associated with the loan or may 
linearly spread these amounts over the period 
till maturity.  
 

 
IAS 39 provide that loans are measured at 
amortized cost using the effective interest 
rate method, while according to the NBR 
prudential and accounting regulations this 
method is not compulsory. 
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Collateralized financial asset 
The calculation of the present value of the 
estimated future cash flows of a collateralized 
financial asset reflects the cash flows that may 
result from foreclosure less costs for 
obtaining and selling the collateral, whether 
or not foreclosure is probable. [IAS39. AG 
84] 
 
 

 
The fair value of the collateral is taken into 
account if the loan is not put in the “loss” 
category (and also, the collateral may be 
considered if the loan is categorized as “loss” 
due to the financial performance of the 
debtor) without considering the time value of 
money. 
 
 

 
As concerns the collateralized loans, 
under IAS 39 the collateral value less the 
costs for obtaining and selling it is taken 
into account as a future cash flow and 
discounted using the original effective 
interest rate when calculating the 
impairment loss, while according to the 
NBR regulations the fair value of the 
collateral is taken into account if the loan 
is not put in the “loss” category (and also, 
the collateral may be considered if the 
loan is categorized as “loss” due to the 
financial performance of the debtor) 
without considering the time value of 
money. 
Some changes will be made to the current 
regulation to consider only liquid and 
marketable collateral. 

Subsequent reversal of provisions 
If, in a subsequent period, the amount of the 
impairment loss decreases and the decrease 
can be related objectively to an event 
occurring after the impairment was 
recognized (such as an improvement in the 
debtor's credit rating), the previously 
recognized impairment loss shall be reversed 
either directly or by adjusting an allowance 
account. The reversal shall not result in a 
carrying amount of the financial asset that 
exceeds what the amortized cost would have 
been had the impairment not been recognized 

 
Provisions are adjusted (increased or 
decreased) to reflect the current assessment of 
the credit risk according to the provision 
matrix. 
 

 
Both frameworks have similar provisions 
for recognition in profit or loss the 
subsequent reversal of loan loss 
provisions. 
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at the date the impairment is reversed. The 
amount of the reversal shall be recognized in 
profit or loss. [IAS 39.65] 
IV. Interest income after impairment 
recognition 
Once a financial asset or a group of similar 
financial assets has been written down as a 
result of an impairment loss, interest income 
is thereafter recognized using the rate of 
interest used to discount the future cash flows 
for the purpose of measuring the impairment 
loss. [IAS39 AG93] 
 

 
Interest income after impairment recognition 
is recognized using the contractual interest 
rate and a provision is simultaneously 
recognized the amount of which is determined 
by the category where the loan is classified.  

 
Under IAS 39 interest income after 
impairment recognition is recognized 
using the original effective interest rate 
used to discount the future cash flows for 
the purpose of measuring the impairment 
loss, whereas in conformity to the NBR 
regulations interest income is recognized 
using the contractual interest rate and a 
provision is simultaneously recognized. 

Supervisory guidance 
(implementation of Basel Committee principles for sound credit risk assessment and valuation for loans) 
A bank’s board of directors and senior 
management are responsible for ensuring that 
the bank has appropriate credit risk 
assessment processes and effective internal 
controls commensurate with the size, nature 
and complexity of its lending operations to 
consistently determine provisions for loan 
losses in accordance with the bank’s stated 
policies and procedures, the applicable 
accounting framework and supervisory 
guidance. 

No specific requirements to calibrate the 
credit risk assessment processes and internal 
controls with the size, nature and complexity 
of the banks’ lending operations. Also, no 
requirement to consistently determine 
provisions for loan losses in accordance with 
the bank’s stated policies and procedures. 

The new framework will require a more 
responsible approach of the banks’ board 
of directors and senior management 
regarding provisioning. 

A bank should have a system in place to 
reliably classify loans on the basis of credit 
risk. 

A system for loans classification on the basis 
of credit risk should be in place. 

No significant change, except for 
stipulating more explicit requirements (to 
be further detailed by NBR). 

A bank’s policies should appropriately 
address validation of any internal credit risk 
assessment models. 

No requirements. According to the new regulations, the 
validation of the internal credit risk 
assessment models will belong firstly to 
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banks. The models will be subsequently 
validated by auditors and supervisors. 

A bank should adopt and document a sound 
loan loss methodology, which addresses 
credit risk assessment policies, procedures 
and controls for assessing credit risk, 
identifying problem loans and determining 
loan loss provisions in a timely manner. 

Banks should have internal norms for loan 
loss methodologies. 

No significant changes, except for 
stipulating more explicit requirements (to 
be further detailed by NBR). 

A bank’s aggregate amount of individual and 
collectively assessed loan loss provisions 
should be adequate to absorb estimated credit 
losses in the loan portfolio. 

Banks make only individual assessments of 
loan loss provisions. 

The new regulations will imply that banks 
will make both individual and collective 
assessments of loan loss provisions. 

A bank’s use of experienced credit judgment 
and reasonable estimates are an essential part 
of the recognition and measurement of loan 
losses. 

The criteria for recognition and measurement 
of loan losses are set up by NBR. 

The new regulations will imply more 
flexibility on the banks’ side in 
recognizing and measuring the loan 
losses. 

A bank’s credit risk assessment process for 
loans should provide the bank with the 
necessary tools, procedures and observable 
data to use for assessing credit risk, 
accounting for loan impairment and 
determining regulatory capital requirements. 

No specific requirements are provided. The new regulations will stipulate more 
specific requirements (to be further 
detailed by NBR). 

Validation guidance 
(requirements and procedures for validation of IFRS internal models) 
Quantitative and qualitative requirements for 
validation of IFRS internal models. 

Banks’ internal norms for assessing debtors’ 
financial performance are approved by the 
board of directors and NBR. 

NBR Supervision Department will 
validate the banks’ IFRS internal models, 
according to a procedure to be established 
(a possible approach would be to impose 
more qualitative requirements).  
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IFRS Provisioning  

http://www.spi-romania.eu/program-2007/ifrs-loan-loss-provisioning/ 
 

SPI Committee Meeting 
November 13, 2007  

 
                                               Project Objective: 
To write a set of principles commonly agreed by the relevant stakeholders (NBR-banks-MEF) 
on updated prudential requirements that would meet supervisory objectives and reflect the 
IFRS standards.                                        

 
Project Working Group Activities 

 

 
 

 
 
 
 
 
 
 
 
 
 

Public stakeholders 
• National Bank of Romania; 
• Ministry of Economy and 

Finance. 

Private stakeholders 
• Banking sector (5 banks). 

 
PWG Members: 14 

 
PWG Meetings: 6 

 

Project Main Steps 
Jan. 2007: Project Strategy Meeting defining the project objective 
Feb. 2007: Project technical anchor (TAN) and peer reviewer (PR) are identified 
Apr. 2007: Workshop on International Experience with Provisioning in View of IFRS and 
Basel II Implementation 
Apr. 2007: With the support of the project TAN and PR the NBR outlines a possible 
approach for the new regulation 
June 2007: The general principles for the new regulation are outlined by NBR and discussed 
with banks; 
July 2007: The general principles are discussed with TAN. A full impact assessment is 
initiated to support MEF’s decision regarding the fiscal treatment of the provisions 
according to the new regulations; 
Aug.-Oct. 2007: Impact assessment carried out by public-private RIA working group. 

Summary of Preliminary Findings 
Impact Assessment: 

 
Banks: increase provisions of  RON 1125 for 
the sample of 13 banks  
State Budget: additional tax revenue of RON 
180 million for the sample of 13 banks 

For more information, please contact:  
1. SPI Secretariat: Ms. Oana Nedelescu, Ramona 
Bratu, tel: +40 21 323 66 10; e-mail: 
oana.nedelescu@convergence-see.eu, 
ramona.bratu@convergence-see.eu     
2. Project Management Group: Ms. Oana Balanescu, 
NBR, tel: +40 21 313 04 10; e-mail: 
oana.balanescu@bnro.ro .
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I.   Summary of main conclusions 
 

 The National Bank of Romania plan to authorize migration to IFRS provisioning 
after validation of banks internal models seems to be consistent with the 
minimization of tax revenue volatility – and plausibly with no material impact on 
planned tax revenues.  

 
 Even in absence of regulatory changes, the ongoing progressive convergence of RAS 

and IFRS loan loss provisions, determined by risk management considerations, is 
likely to have creeping tax implications. Banks most advanced in IFRS 
implementation do not show material differences between RAS and IFRS 
provisioning. 

 
 Bringing this market-based convergence under a transparent and predictable 

regulatory framework seems desirable to minimize an adverse impact on tax revenues 
and to avoid market distortions. 

 
 Proposed stricter prudential treatment of collateral under NBR Regulation no. 5/2002 

will create larger RAS provisioning for Romanian banks (the estimated increase of 
provisions for the sample of reporting banks is 97 percent) and will generate a 
substantial tax revenue loss. 

 
 Implementation of IFRS provisioning requirements would allow a substantial 

reduction in this tax impact (the estimated increase of provisions for the sample of 
reporting banks is 21 percent compared to the present NBR Regulation no. 5/2002) to 
achieve similar prudential objectives.  

 
 Available evidence suggests that 40% of the respondent banks have already 

implemented full IFRS provisioning. An additional 30% of banks plan to complete 
this migration in 2008 and a further 25% in 2009.  It is prudent to expect that the tax 
revenue impact will be spread over the three-year 2007-2009 period, with a substantial 
component already reflected in 2007.  

 
 To minimize market disruptions, it is important that banks do not fall behind their 

stated plans to achieve timely convergence to IFRS provisioning.  The planned 
modification of NBR Regulation no. 5/2002 should take this market trend into 
account. Enforcement of IFRS prudential standards in 2010 would both ensure 
compatibility with market plans and avoid adverse tax implications.  

 



Validation Process 
In order to obtain the 

recognition of the 
supervisory authority, the 

internal models of the 
credit institutions will 

ndergo a alidation

 
 
 
 
 
 
 

Recognition 
of the 

supervisory 
authority 

T + 1 year T + 4 years 

Transitory period 
After the internal models 

will be recognized by NBR, 
there will be a transitory 
period when the current 

methodology and the IFRS 
methodologies will be 

li d i ll l

T € (2007-2009) 

Until the credit institutions will obtain the recognition of their 
internal models, they will apply the current regulations 

Banks IFRS Transition 
 

Banks are developing 
internal models fully 

compatible with IFRS 

II.  Background 

A. The Proposed New NBR Regulatory Framework for Provisioning 
 
Under the SPI Project on IFRS Provisioning carried out under the auspices of the public-
private partnership for Romania financial sector modernization, the working group composed 
of 14 experts from the NBR, banks and MEF prepared a set of principles commonly agreed by 
the relevant stakeholders on a feasible update of the prudential requirements that would meet 
supervisory objectives and reflect the IFRS standards (see Annex 1). 
 
The proposed new regulatory framework consists of a two-pronged package: a) IFRS 
provision guidelines and b) tightening of existing provision guidelines. 
 
a) The new IFRS provisioning regulations 
Based on the new IFRS regulations, to be prepared by the NBR by the end of 2007, the credit 
institutions could, in essence, develop and apply their own internal models for determining the 
needed provisions.  
 
The process of transition towards the new IFRS regulatory framework will include some 
requirements, as follows: 

 
b) The amendment of the current provisioning regulation  
At the same time, NBR will amend the current provisioning regulation (Regulation no. 5/2002 
as subsequently amended) to reflect the following changes: 

i) only liquid and marketable collateral will be taken into consideration when 
determining the necessary provisions; 
ii) operations that are fully collateralized with cash deposits will not longer included in 
the basis for calculating the provisions; 
iii) further classifications of the retail exposures will be only based on the debt service 
(no longer based on both creditworthiness and debt service). 
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The date of effectiveness of both regulations is still under discussion and will take into 
account considerations supported by evidence gathered in the context of this impact 
assessment. 

B. The Impact Assessment Proposal  
In order to enable MEF to take a decision regarding the fiscal treatment for loan loss 
provisions that is going to be applied with the introduction of the above mentioned regulations 
(new IFRS provisioning regulations and the amendments to the current regulation), the SPI 
Committee decided to launch a quantitative survey with banks.  
 
The survey with banks aimed at estimating the impact of the new regulatory framework 
on banks’ financial statements and, correspondingly, on the state budget.    
 
The mixed RIA project working group (Box 1) composed of representatives of NBR, banks, 
and MEF prepared a questionnaire. The questionnaire has been sent to banks (through RBA) 
by the NBR Regulation Department on September 13, 2007. Banks have been asked to 
provide their responses to the NBR Regulation Department by September 21, 2007.  
 
The NBR Regulation Department has sent depersonalized responses to the survey to the SPI 
Secretariat for compiling the data and drawing the preliminary findings. 19 questionnaire 
responses have been received by the SPI Secretariat in the period September 24 – October 8. 
 

RIA Working Group Composition 
 

Veronica Raducanescu, Director, NBR Regulation and Licensing Department, Project Owner 
Oana Balanescu, Division Chief, NBR Regulation and Licensing Department, Project 
Manager 
George Popescu, Expert, NBR Regulation and Licensing Department, PWG member 
Cristian Stefan, Expert, NBR Regulation and Licensing Department, PWG member 
Lucretia Paunescu, Division Chief, NBR Supervision Department, PWG member 
Viorica Burchidau, Inspector, NBR Supervision Department, PWG member 
Mihaela Nedelcu, Policy Unit, Ministry of Economy and Finance, PWG member 
Emanuel Constantin, Policy Unit, Ministry of Economy and Finance, PWG member 
Marilena Gughea, Regulation Department, Ministry of Economy and Finance, PWG member 
Dan Matei, Fiscal Revenues Department, Ministry of Economy and Finance, PWG member 
Mihai Stoica, BRD-GSG, PWG Member 
Iulian Zaharia, Unicredit-Tiriac, PWG Member 
Antonela Rozolimo, Alpha Bank, PWG Member 
Ani Cirstea, Banc Post, PWG Member 
Eugenia Stan, CEC, PWG Member 
Daniela Carmen Petre, CEC, PWG Member 
Oana Nedelescu, SPI Secretariat 
 
Below are the preliminary findings of the bank survey on IFRS provisioning and its impact on 
the state budget and the banks’ financial statements. 
 
Given the number of responses received (19 banks), results should be interpreted with 
caution. Also, some of the findings may be based even on smaller responses sample as 
some of the responses receive were incomplete or presented inconsistencies.



III. Impact Assessment Methodology 
Impact assessment has been carried out along the following methodology: 
 

Options Regulatory framework Impact assessment (IA) 
methodological considerations 

Baseline Double RAS-IFRS provisioning 
reporting system (Regulation no. 
5/2002 in place, applying RAS for 
prudential and tax purposes and IFRS 
standards for reporting to mother 
entities) 

IA will outline the tendencies 
registered in the level of RAS and 
IFRS provisions so as to offer 
indications on the possible level of 
IFRS provisions, as RAS provisions 
may not keep the same patterns given 
the proposed changes in the current 
regulation). Also, IA will outline 
where the notable differences between 
RAS and IFRS come from, mainly 
using qualitative determinations. 
Banks have been required to provide 
both flow (P&L) and stock (balance 
sheet) data.  

Scenario 
 

Modified Regulation no. 5/2002 and 
new IFRS provisioning regulations 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

IA will outline the level of provisions 
at a single point in time (June 2006), 
where banks are requested to provide 
the following data: 

a) provisions calculated based on 
the current Regulation no. 
5/2002; 

b) provisions calculated based on 
IFRS; 

c) provisions calculated based on 
modified Regulation no. 
5/2002, taking into account the 
proposed amendments to be 
brought to the current 
provisioning framework. 

In regard to the last type of data to be 
provided, banks have been required to 
make a simulation of the impact 
brought by the proposed changes in 
Regulation no. 5/2002. The simulation 
will be based on some rough 
assumption, mainly related to the 
adjustment to the level of provisions 
with the collateral, which has to be 
liquid and marketable. The main 
assumption is that for simplicity 
reasons, only mortgages will be 
deducted from the amount of 
provisions. This assumption implies 
that results have to be interpreted with 
caution as banks may in fact use other 
types of liquid and marketable 
collateral. The detailed analysis of the 
results is presented below. 
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IV. Impact Assessment Preliminary Findings 

A. Implementation analysis 
The number of banks that prepare financial statements according to IFRS at the individual 
level has increased over time. In this regard, all respondent banks prepared financial 
statements according to IFRS at individual level in 2006 and will do so in 2007. Also, an 
increasing number of banks started preparing quarterly IFRS financial statements at individual 
level (see Figure 1.a.). 

 
Figure 1.a. 
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Also, at domestic group level (including non-bank subsidiaries), an increasing percentage of 
banks started preparing IFRS annual and quarterly financial statements (see figure 1.b.).  

 
Figure 1.b. 
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 9

Box 1. The main methodological changes operated by banks in applying the IFRS methodology 
 
Eight of the reporting banks have changed the IFRS methodology during the period considered. The 
main changes in the methodology consisted of: 
- the increase in the number of indications considered for impairment; 
- the introduction of the effective interest rate for discounting future cash flows; 
- the modification of the coefficients for provisioning for types of products, categories of risks, and 

delinquency intervals; 
- the introduction of a different evaluation methodology for loans granted to companies, at both 

individual and collective level; 
- the integration of PD and LGD indicators for a better calibration of provisions; 
- the improvements of the IFRS methodology which evolved for a simple adjustment of the RAS 

provisions to developing a provisioning procedure based on loss rates for each type of credit, 
collaterals, as well as the probability of default using credit rating. 

 
The survey outlined that there are differences between the level of RAS and IFRS provisions, 
which run in both directions (RAS provisions higher or lower than IFRS provisions). The 
respondent banks have explained the existing differences between the RAS and IFRS data 
based on the following factors: 

 
Table 1. Possible causes for differences between RAS and current IFRS provisions 

 
Yes 

(% of respondent 
banks) 

No 
(% of 

respondent 
banks) 

Possible causes for differences between  
RAS and IFRS  

High Medium Low  

Consideration of collateral  
(according to RAS collateral is considered at its market 
value; IFRS looks both at the estimated future cash flows 
from the collateral discounted at an effective interest rate, 
based on historical information on recoveries) 

67% 27% 6% 0% 

Definition of impairment 53% 27% 20% 0% 
The approaches in the application of contagion 
effects in the collective assessments of 
impairment 

25% 38% 31% 6% 

Quality and structure (retail / corporate) of 
bank’s credit portfolio 

23% 29% 24% 24% 

The proxies that the IFRS model uses in lack of 
available data on losses and recoveries 

12% 38% 44% 6% 

 
The most important factor which banks consider that trigger the differences between RAS and 
IFRS provisions is how collateral has been considered and the definition of impairment. 
 
Other reasons that have been mentioned by banks are:  

• The way in which individual and collective assessments are being done (collective 
provisions for not yet depreciated claims computed based on PD and LGD; provisions  
for retail clients based exclusively on the liability service and on the risk 
characteristics of credit products); 

• Some of the IFRS methodologies applied do not diminish the degree of exposure with 
collaterals, do not take into consideration the financial performance of the client 
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(scoring), do not apply the contagion procedure, and do not take into consideration the 
criterion of initiating judicial procedures. 

 
Other Implementation Considerations 
 

In terms of implementation of IFRS models, Figure 6 shows that 40 percent of the responding 
banks have already implemented internal models fully compatible with the IFRS with or 
without the validation of an internal auditor. By end of 2008 70 percent of the respondent 
banks would have implemented fully compatible IFRS provisioning models. Most of the 
remaining respondent banks will implement IFRS fully compatible models in the timeframe 
2008-2009. 

Figure 2 

Timeframe for the implementation of 
an internal model fully compatible with IFRS

5%

25%

15%

30%

25%

Already implemented with the validation of an auditor

Already implemented without the validation of an auditor

To be implemented in 2008

To be implemented in 2009

To be implemented in 2010

 
Only 20 percent of the responding banks consider that the fully IFRS compatible models will 
differ significantly from the currently applied IFRS methodologies (see Figure 3). 60 percent 
of the respondents consider that only minor differences between the two models will exist, 
while 20 percent believe that there will be no differences. 
 

Figure 3 

Differences between the present simplified IFRS model and the 
fully compatible IFRS model

20%
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There are minor differences  between the two models .

There are s ignificant differences  beteen the two models .

 

Conclusions: By end of 2009 most banks would have implemented fully compliant IFRS 
models.
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B. Preliminary Impact Discussion 
 

B.1.Flow analysis 
 

Objective: to outline the tendencies registered in the level of RAS and IFRS provisions. In 
order to determine where the difference between RAS and IFRS come from, banks have also 
been asked to make a qualitative determination. Both stock (balance sheet) and flow (P&L) 
have been requested from banks. 
 
Figures 4.a. and 4.b. demonstrate that the levels of provisions calculated by banks based on 
Romanian Accounting Standards (RAS) and IFRS were substantially similar in 2006.   
 

Figure 4.a. 
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Trend comparison 17 banks (annual data)
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The net expenses with provisions are calculated as a difference between the sum of expenses 
with provisions for loan losses and expenses with write offs and the sum of the revenues from 
reversal or cancellation of provisions and the recoveries from amortized claims. 
 
Also, the quarterly data (based on information provided by 7 banks) indicates that while some 
deviations between the RAS-IFRS levels of provisions can be noticed in both ways – upward 
and downward, there is a high level of convergence.  

Figure 4.b. 

Net expenses with provisions
Trend comparison 7 banks (quarterly data)
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Conclusion: IFRS provisioning requirements do not appear to be structurally higher than 
RAS provisioning requirements, after a period of parallel implementation.   
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B.2. Stock analysis 
 
Convergence of provisioning expenses has translated into comparable levels of loan loss 
reserves for banks reporting quarterly calculations (7 banks) and to a narrowing gap for 
banks reporting annual calculations (16 banks) (see Figures 5.a. and 5.b.).  
 

Figure 5.a. 

Provisions as Percentages of Assets
(Trend comparison 7 banks,

balance sheet quarterly values)
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Figure 5.b. 

Provisions as Percentages of Assets
(Trend comparison 16 banks,
balance sheet annual values)
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Conclusion: Loan loss reserves are already substantially similar for banks well advanced in 
applying IFRS provisioning requirements, reflecting single management prudential standards.  
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B.3. Tighter prudential requirements under RAS 
 
NBR is considering modifying Regulation no. 5 to tighten use of collateral for prudential 
purposes and also as a transition mechanism towards use of IFRS standards. 
 
Objective: To analyze impact on loan loss reserves of proposed tightening of prudential 
requirements on collateral considerations under RAS, banks were asked to simulate levels of 
provisions determined according to: 
a) Regulation no. 5/2002 at present; 
b) Regulation no. 5/2002 modified by taking into consideration the proposed changes on the 
eligibility of collateral (only liquid and marketable); and 
c) the proposed IFRS provisioning regulation.  
 
A simulation of the effects of the modification of the current regulation (Regulation no. 
5/2002) shows that the level of provisions would increase substantially following the 
proposed regulation amendment (using RAS). Namely, the level of provisions calculated 
based on the amended Regulation no. 5/2002 will increase by almost 100 percent (97 percent)1 
on a respondent sample of 13 banks at 30 June 2007.   
 
Compared with the RAS prudential definition of collateral, use of IFRS standards 
would determine instead a significantly lower provisioning requirement. In comparison, 
based on the data reported by the respondent sample of 13 banks, the level of IFRS provisions 
at the same data will increase by only about one fifth (21 percent). Comparative data among 
the three methodologies are presented in Figure 6.   

 
Figure 6 
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Conclusion: IFRS accounting standards determine lower provisioning requirements than 
those available under RAS accounting standards for prudent consideration of collateral 
(Regulation 5 modified).   

                                                 
1 In order to simplify the simulation, the questionnaire proposed to banks to consider only the mortgages as 
liquid and marketable collateral. This might have led to an undervaluation of the level of provisions, given that a 
smaller share of the collateral has been considered eligible (for example, in addition to mortgages banks could 
have considered cash collateral, bank LGs, etc.).  
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B.4. Conclusions 

 
IFRS is spreading quickly. Most banks will have adopted it by 2009.  Implementation 
data shows high level of convergence of provisioning requirements using both RAS and 
IFRS standards. IFRS principles reflect current sound banking risk management 
practices.  IFRS allows more accurate treatment (e.g., at lesser cost to banks) of tighter 
prudential requirements than RAS.   
 

C. Estimated Fiscal Impact 
 
Present fiscal rule: At present, banks that are Romanian legal entities are bounded to set up 
provisions based on NBR Regulation no. 5/2002 (which is based on RAS). The provisions 
that are set up according to the NBR provisioning rules are considered fully deductible from a 
fiscal point of view.  
 
New proposed fiscal rule: Banks that will be authorized by National Bank of Romania to 
calculate provisions based on new IFRS Provisioning Regulation will consider these expenses 
fully deductible from a fiscal point of view.  
 
Everything else being equal, progressively stricter prudential treatment of collateral under 
current Regulation no 5 will create larger RAS provisioning for Romanian banks.  The total 
additional provisioning requirement for a sample of 13 banks is estimated to total RON 1.6 
billion. The tax revenue loss of this measure for this sample is RON 260 million. 
 
Implementation of IFRS provisioning requirements would allow a substantial reduction in this 
tax impact.  Assuming a parallel introduction of the new IFRS Provisioning Regulation with 
the modified Regulation No. 5, enforcement of the former would generate higher tax revenues 
of the order of RON 200 million.  
 
Even in the absence of regulatory changes, based on available evidence it is prudent to 
assume that bank taxable income will continue to be affected by the ongoing progressive 
convergence of RAS and IFRS loan loss reserves, determined by risk management 
considerations. As each bank is deciding its individual pace of convergence, it is hard to 
estimate an overall tax revenue impact. However, the smaller sample of the seven banks most 
advanced in IFRS adoption indicates that the tax revenue impact from IFRS provisioning is 
already insignificant. 
 
Bringing this market-based convergence under a transparent and predictable regulatory 
framework seems desirable to minimize an adverse impact on tax revenues and to avoid 
market distortions. 
 
The National Bank of Romania plan to authorize migration to IFRS provisioning after 
validation of banks internal models seems to be consistent with the minimization of tax 
revenue volatility – and plausibly with no material impact on planned tax revenues.  
 
Available evidence suggests that 40% of the respondent banks have already implemented full 
IFRS provisioning.  Tax revenue impact will be the highest with banks that have not yet 
completed this migration to full IFRS-compliant provisioning.   An additional 30% of banks 
plan to complete this migration in 2008 and a further 25% in 2009.  It is prudent to expect that 
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the tax revenue impact will be spread over the three-year 2007-2009 period, with a substantial 
component already reflected in 2007.  
 
In addition, the progressive tightening of Regulation no.5 (three changes in 2007) will have 
also had a tax revenue impact, reducing the magnitude of the IFRS-related adjustment. 
 
To minimize market disruptions, it is important that banks do not fall behind their stated plans 
to achieve timely convergence to IFRS provisioning.  The planned modification of Regulation 
No. 5 should take this market trend into account. Enforcement in 2010 would ensure both 
compatibility with market plans and avoid adverse tax implications.  
 
Conclusion: RAS accounting standards are determining higher provisioning requirements, 
with a substantial future expected increase. IFRS accounting standards would allow a more 
precise quantification of provisioning requirements reflecting tighter prudential standards, 
with a positive impact on taxable revenue. Bank migration to IFRS standards will occur over 
a three-year period. A market-neutral tax policy does not seem to have a material impact 
on tax revenues, based on evidence collected. 
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ANNEX 1 
 
 

 
SPI Project on IFRS Provisioning 

 
Impact Assessment Questionnaire 

 
 
 
 
 

Prepared by: 
 

The NBR-MEF-banks regulatory impact assessment project working group,  
with the support of the SPI Secretariat and Convergence 

 
Contact person: Oana Nedelescu, SPI Director of Analytics and Policy 

oana.nedelescu@convergence-see.eu  
Tel: 323-6610
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I. Background 
 
The new NBR regulatory framework for provisioning 
 
Under the SPI Project on IFRS Provisioning carried out under the auspices of the public-
private partnership for Romania financial sector modernization the working group composed 
of 14 experts from the NBR, banks and MEF prepared a set of principles commonly agreed by 
the relevant stakeholders on a feasible update of the prudential requirements that would meet 
supervisory objectives and reflect the IFRS standards (see Annex 1). 
 
a) The new IFRS provisioning regulations 
Based on the new IFRS regulations, to be prepared by the NBR by the end of 2007, the credit 
institutions could, in essence, develop and apply their own internal models for determining the 
needed provisions. The process of transition towards the new regulatory framework will 
include some requirements, as follows: 
 

Transitory Period
After the internal models will be recognized by the NBR, there will 
be a transitory period when the current methodology and the 
internal rating based methodologies will be applied in parallel

Until the credit institutions will obtain the recognition of their internal models,
the credit institutions will apply the current regulations

Recogniction 
of the 

supervisory 
authority

In order to obtain the recognition of the supervisory 
authority, the internal models of the credit institutions will 

undergo a validation process

Validation Process

 
 
 
b) The amendment of the current provisioning regulation  
At the same time, NBR will amend the current provisioning regulation (Regulation no. 5/2002 
as subsequently amended) to reflect the following changes: 

i) only liquid and marketable collateral will be taken into consideration when 
determining the necessary provisions 
ii) operations that are fully collateralized with cash deposits will not longer included in 
the basis for calculating the provisions; 
iii) further classifications of the retail exposures will be only based on the debt service 
(no longer based on both creditworthiness and debt service). 

 
In order to enable MEF to take a decision regarding the fiscal treatment for loan loss 
provisions that is going to be applied subsequently to the entering into force of the above 
mentioned regulations (new IFRS provisioning regulations and the amendments to the current 
regulation), the SPI Committee decided to launch a survey with banks.  
Purpose of the survey 
 
The survey is aimed at estimating the impact of the new regulatory framework on 
banks’ financial statements and on the state budget, in order to enable MEF to decide on 
the fiscal treatment applicable to provisions under the new NBR provisioning regulatory 
framework.    
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II. Impact assessment methodology 
 
Impact assessment is approached along the following table: 
 

Options Regulatory framework IA approach per each option

Baseline Double RAS-IFRS provisioning
reporting system

To outline the tendencies registered in the level of RAS
and IFRS provisions and to offer indications on the
possible evolution of the level of provisions (in particular
IFRS provisions, as the RAS provisions may not keep
the same patters given the proposed changes in the
current regulation). Also, to outline where
the notable differences between RAS and IFRS come
from, a qualitative determination will be made.

Scenario Modified Regulation no. 5/2002 and
new IFRS provisioning regulations

To outline the levels of the provisions determined
according to the new provisioning framework, i.e. a
comparison between the level of provisions according to
Regulation no. 5/2002 taking into consideration the
proposed amendment on the eligibility of collateral and
the level of IFRS provisions.
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III. Impact assessment procedures 
 
The questionnaire is sent by the NBR on behalf of the regulatory impact assessment project 
working group. 
 
Responses should be sent to the SPI Secretariat at secretariat@spi-romania.eu and at 
oana.nedelescu@convergence-see.eu no later than September 14, 2007. 
 
Data received will be treated with the utmost confidentiality. Findings will be provided only 
on aggregate basis. 
 
For any inquiries, please contact Oana Nedelescu at oana.nedelescu@convergence-see.eu, tel. 
323-6610. 
 
Please provide the following details for enabling a better communication during the data 
compilation: 
 
 
Respondent bank: 
 
Person filling up the questionnaire: 
 
Name: 
 
Title: 
 
Email: 
 
Tel: 
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III. Impact Assessment Questionnaire 

  
A. Current situation  

(double RAS-IFRS provisioning reporting system) 
 

A.1. RAS provisioning 
 

A.1. Please provide the following data drawn from P&L and Balance Sheet used for 
RAS reporting purposes. 2005 figures will be provided based on data availability. 
 
 

 
Quarter 

Table 1. RAS Reporting 
(Mln. RON) 

 Table 1.1. Profit and Loss Statement  
(flows, i.e. items recorded throughout the previous month) 

 Item 1 Item 2 Item 3 Item 4 
 Expenses with 

provisions for 
loan losses (sum 
of balances of 
accounts 661, 
662, 6637, 6643) 

Expenses with 
write offs2 (sum 
of accounts 667 
and 668)   

Revenues from 
reversal or 
cancellation of 
provisions (sum 
of accounts 761, 
762, 7637, 7643)  

Recoveries from 
amortized 
claims (account 
767) 

Q1 05     
Q2 05     
Q3 05     
Q4 05     
Q1 06     
Q2 06     
Q3 06     
Q4 06     
Q1 07     
Q2 07     

 
 

 
Quarter 

Table 1. RAS Reporting B. 
(Mln. RON) 

 Table 1.2. Balance Sheet 
(stocks) 

 Gross value of 
financial assets 
considered as 
depreciated 
according to the 

Write offs 
according to 
prudential 
regulations, but 
which are 

Gross value of 
financial assets 
covered by the 
prudential 
regulations 

Total value of 
provisions set 
up according to 
the current 
prudential 

                                                 
2 This item is requested to influence the level of expenses with provisions since for write offs provisions are fully 
utilized and only the expenses with write offs are registered. This will ensure a greater comparability with IFRS 
figures as IFRS takes into account both on and off balance sheet items. 
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Quarter 

Table 1. RAS Reporting B. 
(Mln. RON) 

 Table 1.2. Balance Sheet 
(stocks) 

prudential 
regulations and 
for which 
provisions have 
been set up 
(according to 
reporting forms 
requested by 
NBR 
Methodological 
Norms no. 
12/2002) 

continued to be 
monitored3 and 
that will be 
considered fully 
provisioned 
claims (balance 
account 993) 

(including 
financial assets 
for which no 
provisions have 
been set up) 

regulations 

Q1 05     
Q2 05     
Q3 05     
Q4 05     
Q1 06     
Q2 06     
Q3 06     
Q4 06     
Q1 07     
Q2 07     

 
 

A.2. IFRS Provisioning 
 
A.2.1. With regard to the time span from first Quarter of 2005 up to the second Quarter 
of 2007, has your bank/group prepared financial statements according to IFRS 
principles? Please also state if some changes have occurred in sub-periods here 
considered. 
  

Table 2. IFRS Reporting 
 

IFRS reporting         
(please make your choice with “x”) 

Has your bank modified the IFRS 
methodology in the stated period? If so, 
what were the main changes and how 
they could have affected the level of 
provisions?                                      
(Please explain your answer in the corresponding box 

below) 

 
 
 

Quarter 

YES NO  
 At 

individual 
level 

At group 
level 

  

Q1 05     
Q2 05     
                                                                                                                                                         
3 This item is requested in order to ensure proportionality with the level of expenses determined above (expenses 
with on and off balance sheet items). 
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Table 2. IFRS Reporting 
 

IFRS reporting         
(please make your choice with “x”) 

Has your bank modified the IFRS 
methodology in the stated period? If so, 
what were the main changes and how 
they could have affected the level of 
provisions?                                      
(Please explain your answer in the corresponding box 

below) 

 
 
 

Quarter 

YES NO  
 At 

individual 
level 

At group 
level 

  

Q3 05     
Q4 05     
Q1 06     
Q2 06     
Q3 06     
Q4 06     
Q1 07     
Q2 07     
 
A.2.2. Please provide the following items according to IFRS. 2005 figures will be 
provided based on data availability. 
 
 

Table 3. IFRS Reporting 
Mln. RON 

(not audited data may be provided) 
Table 3.1. Profit and Loss Statement 

(flows) 

 
 
 
Quarter 

Expenses with 
provisions for the 
depreciation of 
financial assets 

Expenses with write 
offs 

Revenues from 
reversal or 
cancellation of 
provisions 

Q1 05    
Q2 05    
Q3 05    
Q4 05    
Q1 06    
Q2 06    
Q3 06    
Q4 06    
Q1 07    
Q2 07    
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Table 3. IFRS Reporting 

Mln. RON 
(not audited data may be provided) 

Table 3.1. Balance Sheet 
(stocks) 

 
 
 
Quarter 

Value of provisions for 
financial assets’ 
depreciation (balance) 

Gross value of 
depreciated assets  

Gross value of all 
assets that have 
been tested for 
depreciation 

Q1 05    
Q2 05    
Q3 05    
Q4 05    
Q1 06    
Q2 06    
Q3 06    
Q4 06    
Q1 07    
Q2 07    

 
A.2.3. If substantial differences are noticed between RAS and IFRS provisions, in your 
past experience, please try to explain where these steam, by marking in the following 
table: 
 

Yes No Possible causes for differences between RAS 
and IFRS High Medium Low  

Quality and structure (retail / corporate) of 
bank’s credit portfolio 

    

The way in which the bank has defined the 
indications for impairment 

    

The way in which collateral has been 
considered (according to RAS collateral is 
considered at its market value, while IFRS 
looks both at the estimated future cash flows 
from the collateral discounted at an effective 
interest rate, based on historical information on 
recoveries) 

    

The approaches in the application of contagion 
effects in the collective assessments of 
impairment 

    

The proxies that the IFRS model uses in lack of 
available data on losses and recoveries 

    

Other reasons (please describe) 
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                                    B. The new provisioning framework  

(modified Regulation no. 5/2002 and new IFRS provisioning regulations) 
 
B.1. – With regard to June 2007, please provide the following data: 
 
 Data by categories of loans 

Mln. RON 
June 2007 

 Items Standard Watch Substandard Dobtful Loss 
A  0 0.05 0.2 0.5 1 
B Outstanding 

amount of 
loans 

     

C Provisions 
balance 

     

D Collateral 
(current 
R5/2002) 

     

E Estimated % 
of non-
eligible 
collateral 
(amended 
R5/20024)  

     

       
* Provisions balance new = Provisions balance old (C) + Total Collateral (D)* Estimated 
percentage of non-eligible collateral (E) * Corresponding coefficient ( 
Alternatively, depending on the data availability, please provide the following data : 
 
 Data by categories of loans 

Mln. RON 
June 2007 

 Items Corporate 
loans 

Retail 
loans 

? (please 
specify) 

? (please 
specify) 

? 
(remaining)

A Average 
provisioning 
rates 

     

B Outstanding 
amount of 
loans 

     

C Provisions 
balance 

     

D Collateral 
(current 
R5/2002) 

     

E Estimated %      

                                                 
4 A recommendation for a rough estimate of the liquid and marketable collateral would be the sum of residential 
and commercial mortgages. Thus, the non-eligible collateral would be all collateral considered according to 
current Regulation no. 5/2002 minus the sum of residential and commercial mortgages. 
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 Data by categories of loans 
Mln. RON 
June 2007 

 Items Corporate 
loans 

Retail 
loans 

? (please 
specify) 

? (please 
specify) 

? 
(remaining)

of non-
eligible 
collateral 
(amended 
R5/20025)  

       
 
 
B.2. Please make an estimation of the time when your bank considers the implementation of 
fully-compliant IFRS internal models: 
 

Already implemented In 2008 In 2009 In 2010 After 
2010 

With auditor’s 
validation 

Without 
auditor’s 
validation 

    

The bank 
estimates that 
fully-compliant 
IFRS internal 
models will be 
implemented 
in (please mark 
with an x): 

      

 
B.3. – If you have answered questions A2, please rate how different new IFRS provisioning 
regulations will be as compared with the IFRS principles that your bank has referred to so far: 

a. No relevant difference    
b. Yes, minor difference     
c. Yes, relevant difference     
d. if you have chose 'c', please describe through which main aspects the difference will impact 
on the balance sheet   

________________________________________________________ 

                                                                                                                                                         
5 A recommendation for a rough estimate of the liquid and marketable collateral would be the sum of residential 
and commercial mortgages. Thus, the non-eligible collateral would be all collateral considered according to 
current Regulation no. 5/2002 minus the sum of residential and commercial mortgages. 



 

 
              

Annex 1.A 
 
 

The general principles for the new IFRS provisioning regulations 
 
 
Principle 1. “The provisioning regulatory framework reform will be fully compliant 
with international accounting standards (IFRS), so only minor prudential adjustments 
or supplemental clarifications will be additionally considered”. 
 
Principle 2. “The new provisioning regulatory framework will include two streams, 
namely: 
2.1. the “accounting” stream, which will entail the transposition of the IFRS principles 
pertaining to loan loss provisioning; 
2.2. the “supervisory and validation” stream, which will provide guidance for the 
development of banks’ IFRS internal models and will outline the principles for the 
validation of these models”. 
 
Principle 3. “Banks will decide whether to develop their own IFRS internal models and 
submit them for NBR validation; in the meantime they will continue to apply the 
current provisioning framework, with some amendments. Nevertheless, NBR will 
require the application of the current provisioning regulations to banks until their 
internal models are recognised and during the transitional period of three years after 
the IFRS internal models are recognized.” 
 
Principle 4. “During the transitional period of three years, when the current 
provisioning methodology and the IFRS internal models based methodologies will be 
applied in parallel, the provisions that banks will set up will not be lower than a level 
determined as a proportion from the needed provisions, calculated according to the 
current methodology. This proportion will be gradually reduced over the transitional 
period”. 
 
Principle 5. “Ministry of Economy and Finance will consider the tax deductibility of the 
provisions resulting from the reform under the following considerations: 
a) technical adequacy and robustness of the projected regulatory framework; 
b) budget considerations”. 
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I. Introduction 
 
At the request of three sponsor banks1, Roland Berger Strategy Consultants prepared a 
study on the “Impact of External Regulations on the Romanian Banking System”, aimed 
at raising awareness on the impact of regulations on the cost of banking services and on 
the potential for increasing the Romanian banking system competitiveness in view of EU 
accession and for improving the public access to banking services. 
 
A rough estimate shows that banking services costs in Romania are about seven times 
higher than in mature markets in terms of price of core banking services vs. GDP per 
capita (See figure 1). 

 
Figure 1. The costs of core2 banking services vs. GDP per capita, 2005 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

      Source: Roland Berger Study. 
      Notes: Average cost of core banking services in mature markets is estimated  
      at 0.4% of GDP per capita. 

 
The Roland Berger study also shows that while the Romanian banking market is quickly 
growing, the competitive pressures will intensify with EU accession and will continue to 
narrow the margins of banks. This, of course, will translate into lower costs for Romanian 
consumers of financial services (Figure 2) and an improved access to banking services. 
Banks will need to compress their cost base if they are to preserve their profitability. 
 

 
 
 
 
 
 
 
 
 

                                                 
1 Raiffeisen Bank Romania, BRD-GSG and Bancpost. 
2 The following were considered core banking services: accounts management, payment 
services, cash services, extraordinary operations.  
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Figure 2. Average Interest Rate Margins in SEE Countries  

 
             Source: Roland Berger Study. 

 
While the higher cost of banking services in Romania can be explained through various 
channels, the Roland Berger study focused on assessing the impact of the regulatory costs. 
Table 1 shows the findings of the study with respect to the costs incurred by the banking 
sector3 in respect to five issues that would need regulatory resolution. 
 

Table 1. Costs and Savings for the Banking System Pertaining to Selected Issues 
 

Topic Annual Costs 
(EUR mil.) 

% Savings Savings  
(EUR mil.) 

Assumptions 

Electronic processing 
of debit instruments 

19.6 17% 3.3 Centralized clearing 
of debit instruments 
(intermediary 
solution) 

Reporting to AML 
Office 

6.5 55% 3.6 Simplified format, 
diminished 
frequency, higher 
reporting threshold 

Stopping procedures 
of the proceeds in the 
accounts 

4.9 15% 0.7 Electronic receiving 
of stopping 
procedures, 
clarifications of legal 
framework 

The structure of the 
banknotes withdrawn 
from NBR 

34.3 51% 17.5 Single cash 
withdrawal 
commission of 0.25%

The archiving 
requirements 

56.7 6% 3.6 Electronic archiving 
and document 
management solution 

Total 122  28.7  
Source: Roland Berger Study. 
 

                                                 
3 Roland Berger standardized the costs and time parameters (as average) for a fictive medium – size bank 
with 308 branches and extrapolated the results at the level of the banking sector. 
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Roland Berger chose these issues by applying the following selection procedure. First, a 
long list of 52 banking regulations has been established following interviews with 
representatives of the three banks sponsoring the study. Then, the list of issues has been 
prioritized based on the impact criterion (i.e., the regulation’s impact over the 
organization, business, and capital of banks) and the feasibility criterion (i.e., decisional 
body, international benchmarks, undergoing initiatives, lobby possibilities). Finally, a list 
of 10 issues considered to be of outmost importance for banks has been assembled. For 
six of these issues (five of them mentioned above) have been conducted case studies. 
 
II. SPI Process 
 
While both Roland Berger and SPI perform a similar thorough assessment of the impact 
of regulations on the costs of banking services, the involvement of the SPI Committee in 
project oversight creates a strong implementation focus (Figure 3). They use public-
private working groups for analyzing the situation requiring remedial action, starting from 
the costs highlighted in the regulatory impact assessment (RIA) and designing solutions 
for overcoming the drawbacks identified. The public-private participation ensures that the 
technical solution reached within the working group is one that reflects both the views of 
the banking industry and the authorities (and other stakeholders) and is also aimed at 
securing a smoother regulatory action and enforcement. The SPI process is designed to 
maximize the “return on the analytical investment”.  

 
Figure 3. SPI Process 

 
Table 2 data suggests that the following subject would constitute worthwhile SPI project: 
 
 
 
 
 
 
 
 

 

Regulatory 
Impact 
Assessment

Identification 
of relevant 
stakeholders 
and PWG 
Setting Up 

Analytical 
activities of 
PWG 

Solution 
identification 
(Technical 
Consensus) 

Regulatory 
solutions 
presented to  
SPI Committee 
(Political 
Consensus) 

Implementation  

Roland 
Berger 

SPI Process 
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Structure of the banknotes withdrawn from NBR 
If handled under the SPI public-private partnership, this matter would benefit from an 
active dialogue between the NBR and the banking community in designing a solution that 
would meet both the business needs of banks and the objectives of the central bank 
pertaining to its currency issuance function. The SPI Secretariat could run a banking 
survey that would outline the concrete needs of the banking sector regarding the structure 
of the banknotes issued by NBR. Likewise, the SPI Secretariat could mobilize (through 
Convergence) a project technical anchor with relevant experience that could help the 
central bank in calibrating the issuance of banknotes based on the needs of the banking 
sector.  
 
Given the above mentioned considerations, the project on the structure of the banknotes 
withdrawn from NBR could be further developed under the SPI Committee aegis, by 
public-private working groups that will identify the regulatory solutions and facilitate 
their enactment. 
 
 



  
 

Table 2. The Roland Berger and the SPI Projects – a Comparative Approach 
 
Roland Berger Case Studies SPI Projects 
Electronic clearing of the debit 
instruments 

Electronic processing of debit instruments 

Quantitative impact assessment Quantitative impact assessment PWG Structure PWG Main activities up to date PWG plans ahead 
Intermediary solution (centralized 
compensation of DI)                 
Banking system savings of EUR 3.3 
mil. (17% decrease in processing costs)   
Transfond savings of EUR 3.5 
mil./year (disregarding IT investment)     

Final solution (electronic processing 
of DI) preliminary RIA                 
Banking system savings of EUR 122.4 
mil. (5-year horizon, present value, 
including savings from Transfond 
commissions)                                
Transfond savings of EUR 2 mil. (5-
year horizon, present value, including 
one-off IT investment)                              
Survey pending for comprehensive 
quantification of savings                    

Project owner: Gabriela Tudor 
(RBA VP) - appt. Oct.6            
PM: Mirela Palade (Transfond, 
Deputy Gen. Man.) - appt. Oct. 17  
DPM: Constantin Rotaru (BCR, 
Director) - appt. Nov. 9                   
Public-private working group 
composed of banks, NBR, 
Transfond (appointment of 
Ministry of Justice representative 
pending) - 3 meetings held so far   

A document has been finalized 
containing the technical options 
and regulatory requirements for 
the electronic processing of debit 
instruments.                                     
The questionnaire for the final 
RIA was sent to banks.  

SPI Actionable Document will be 
presented to the SPI Committee 
meeting in December.                      
The document includes a 
proposal to expand the project as 
follows: prepare law amendment 
proposals by March and the 
technical and functional demands 
(+secondary regulations) by June. 

AML reporting AML Law Amendment 
Quantitative impact assessment Quantitative impact assessment PWG Structure PWG Main activities up to date PWG plans ahead 
Scenarios considered (threshold up 
from EUR 10000 to EUR 15000, 
decrease in reporting from daily to 
weekly, etc.)   Banking system savings 
of EUR 3.6 mil. (50% decrease in costs 
with personnel involved in AML 
reporting) 

Preliminary RIA (based on RB study 
assumptions)      Banking system 
savings of EUR 6.11 mil. (5-year 
horizon, present value)                              
A more comprehensive RIA is now 
undergoing. This RIA is based on the 
actual regulatory changes that have 
been agreed within the working group. 

Project owner: Petre Bunescu 
(RBA VP) - appt. Oct.11          
PM: Doru Bulata (BCR, Director) 
- appt. Nov. 9                        
DPM: Paula Lavric (AML Office) 
- appt. Dec. 6                  
Technical Anchor: Emile 
Vanderdoes, World Bank             
Public-private working group 
composed of banks, NBR, AML 
Office, MOPF (appointment of 
Ministry of Justice representative 
pending) - 4 meetings held so far   

PWG decided to review the law 
(starting from the amendments 
discussed in the RBA Technical 
Committee) in order to align the 
Romanian legislation with the 
provisions of the Third Directive 
and to international experience 
(gathered by SPI Secretariat and 
PWG members).                              
The banks' proposals for law 
amendment once finalized will be 
validated with the AML Office 
and NBR.   

A status report will be presented 
to the SPI Committee meeting in 
December, referring to the 
necessity and opportunity to 
amend the law, the importance of 
the issue, the amendment 
proposals with arguments from 
the Third Directive and 
international experience, and 
preliminary RIA.                              
The final law amendments 
proposals, validated by all 
relevant stakeholders, will be sent 
to SPI Committee in January 
2007.  

Provisioning Loan loss provisioning in view of IFRS application  
Quantitative impact assessment Quantitative impact assessment PWG Structure PWG Main activities up to date PWG plans ahead 
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Roland Berger Case Studies SPI Projects 
Scenario considered (provisions 
calculated according to IFRS are 
fully tax deductible)                                
Banks would save around EUR 
300.000 annually from the tax 
difference. 

Preliminary RIA                                      
Overall savings by all international 
banks due to an improvement in 
regulations of EUR 3.35 mil. (5-year 
horizon, present value). Also, the 
annual accounting edge (net provisions 
under RAS - net provisions under 
IFRS) is of EUR 48 mil. (5-year 
horizon, present value). 

Project owner: V. Raducanescu 
(NBR D) - appt. Dec.6             
PM: Oana Balanescu (NBR) - 
appt. Dec. 6                                    
DPM: Dana Zachi (BCR, D) - 
appt. Nov. 9                          
Public-private working group 
composed of banks, NBR, MOPF 
(project due in March 2007) 

SPI Secretariat sent TORs to 
PWG members.                          
SPI Secretariat sent relevant 
documentation to DPM on the 
IFRS-Basel II linkage.                     
First PWG meeting will be held 
in January 2007. 

The PWG will prepare a feasible 
update of NBR prudential 
standards to reflect new 
accounting standards that would 
meet both business reality and 
supervisory objectives. SPI 
Actionable Document will be 
presented to the SPI Committee 
in March 2007. 

Stopping procedures of the proceeds 
in the accounts 

    

Banking system savings of EUR 0.7 
mil. 

    

Structure of the banknotes 
withdrawn from NBR 

    

Banking system savings of EUR 17.5 
mil. 

    

Archiving requirements     
Banking system savings of EUR 3.6 
mil. 

    

Other Roland Berger Topics Other SPI Topics (approach as shown above) 
Processing of personal data The Expansion of Positive Information Sharing 
Direct debit Rural Lending 
Fiscal harmonization Loss Given Default and Mortgage Loan Servicing Database 
 Security Law Amendment 

 Law on Bank Guarantees 
 Development of Credit Rating Agencies 
 Stress Testing for Households and Corporates 
 Ombudsman and Consumer Education 
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Lending Databases 

(Mortgage Loan Servicing and Loss Given Default Databases) 
 

Document for SPI Committee Endorsement 
 

May 2008 
  

Background 
The SPI Committee approved on September 14, 2006 the undertaking of two the SPI Projects 
on Lending Databases: Mortgage Loan Servicing Database and Loss Given Default Database. 
The objective of the two projects is to “prepare a set of recommendations on the consensus-
building, practical and technical steps that the banking system will need to take in order to 
set up databases that address mortgage loan servicing/ loss given default information 
requirements”. Given the commonalities in terms of purpose and informational and 
technological requirements, the SPI Committee decided to run the two database design and 
implementation modules together, in order to achieve the best learning and implementation 
synergies. Projects ToRs provide, in a first stage, the identification of an off-the-shelf 
solution, and in the absence of this solution, to approach a custom-made solution.   
 
 
Objective of the document  
The present document presents the PWG recommendations with a view to enabling the 
Romanian Banking Association and the National Bank of Romania to take a strategic decision 
in implementing the databases through an existing Romanian institution. (based on the fact 
that PWG couldn’t identify an “off the shelf” solution).  The document is pointing out the 
benefits of setting up industry-wide lending mortgage loan servicing and loss given default 
databases, the international experience, the implementation main issues and steps. Details on 
above mentioned areas are provided in the annexes. This document marks the conclusion of 
the SPI projects. 
 
Following RBA and NBR endorsement, the project will move to a detailed planning stage. 
The PWG expects a comprehensive technical document supporting an implementation 
decision to be completed by the end of November 2008.  
 

Document prepared by the SPI Secretariat 
 

Ramona Bratu, SPI Director for Bank Products and Services 
(based on the documents prepared by Oana Nedelescu, former Director of Analytics and Policy)  

Tel: +40-21-323-6610, Email: ramona.bratu@convergence-see.eu 
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PROJECT WORKING GROUP COMPOSITION 

Project Management Group  
Project Owner (PO): Mirela Bordea, Vicepresident, Credit Europe Bank 
Project Manager (PM): Ovidiu Bordeut, Director, Credit Europe Bank 
Deputy Project Manager (DPM): Beatrice Popescu, Director, Alpha Bank 
Deputy Technical Project Manager (DTPM): Mirela Palade, Deputy General Manager,              
                                                                         TransFonD 
 
Project Working Group 
Angela Margarit, Expert, National Bank of Romania, Financial Stability Department 
Tudor Boengiu, Inspector, National Bank of Romania, Supervision Department 
Andrei Burciu, Manager, Portfolio Analysis Department, Consumer Risk, Raiffeisen Bank 
Romania 
Daniel Sava, Risk Manager, Workout & Restructuring Department, Unicredit Tiriac Bank 
Sorin Vlad, Senior Risk Manager, Credit Risk Control Department, Unicredit Tiriac Bank 
 
SPI Project Technical Anchor 
Italian Banking Association 
 
 

PROJECT WORKING GROUP ACTIVITIES 
 
Dec. 2006: Convergence appoints the project technical anchor (Italian Banking Association) 
Dec. 19, 2006: Technical workshop on the “International Experience with Lending 
Databases”, with the participation of the Italian Banking Association 
Feb. 1, 2007: Project strategy meeting defining the project objective and the guiding 
principles, based on the technical anchor recommendations 
Apr. 19, 2007: SPI Secretariat submits to the SPI Committee members from NBR and RBA 
and to the project owner the project status report and a “rescue” strategy for their endorsement 
and action; 
May-June, 2007: Following the SPI Secretariat actions, three additional banks and the NBR 
Supervision Department have designated representatives in the PWG; 
July 25, 2007: SPI Committee decides to revamp the project management team in order to 
strengthen the ownership and speed up project completion; 
Aug.-Sept. 2007: SPI Secretariat follows up with RBA management on the project ownership. 
A concrete action plan for project implementation is sent for endorsement; 
Sept.-Oct. 2007: SPI Secretariat finalizes a document for PWG discussions; 
December 2007: The new PWG meets and gets acquainted with the project; 
January 2008: SPI Secretariat prepares a new action plan; 
February 2008: PWG meets with Credit Bureau and TransFonD representatives. TransFonD 
is appointed by SPI Committee in PWG. PWG details some data requirements and agrees on 
the next steps. 
March – April 2008: SPI Secretariat ran a banking survey on the benefits of the two databases 
and asked Supervision and Stability NBR Departments to provide opinions. 
 
  
 
 

 
Project Working Group Recommendations 
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Recommendation no. 1: Banks are aware of the benefits brought by the collective databases 
and consider them as necessary, as shown by the findings of the banking survey. This is a 
good base to initiate a detailed feasibility study.  Based on the feasibility study, the 
implementation working group should seek for banks’ and NBR approval.  
Recommendation no. 2: Project Working Group (PWG) recommends that banking 
community and the National Bank of Romania join efforts in order to ensure consistency with 
the central bank requirements. 
Recommendation no. 3: PWG recommends that the databases are located in an existing 
institution. This would address the concerns regarding time, efficiency and accountability.  
Recommendation no.4: PWG recommends that TransFonD undertakes the databases 
management. This seems to be the most efficient solution as it does not require additional 
investment, but ensures a better future use of the existing facilities. Solutions for avoiding 
overlaps in reporting could be identified.  Appointing TransFonD for further implementation 
of the project would address efficiency and accountability concerns. 
Recommendation no. 5: ABI LGD model could be used as benchmark  
Recommendation no.6: Banks should seek for other relevant experiences in their 
international network.  
Recommendation no. 7: PWG recommends that the governance of the databases follows the 
main principles listed in Annex  2 
Recommendation no. 8: PWG recommends that the implementation team uses the outline 
provided in Annex 5 in order to detail the data requirement, data organizing and reports to be 
delivered to users. 
Recommendation no. 9: As a first step, each bank/NBR should appoint a responsible for this 
project. The responsible person should support the core implementation working 
group/consulting company and should mobilize internally the necessary expertise. 
Recommendation no. 10: PWG recommends that the implementation working group sets up 
an uniform set of definitions for data collection purposes.   
 

Envisaged Implementation Timetable 

Action Deadline 

SPI Committee/RBA/Transfond 
Endorsement 

End May 2008 

Implementation team appointment  End June 2008 

Completion of the feasibility study End October 2008 

Detailed Implementation Plan Ready End November 2008 

Databases Operational End December 2009 
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1. The Benefits of Setting Up Industry-Wide Lending (Loss Given 
Default and Mortgage Loan Servicing) Databases 

Setting up the databases has a critical importance for the financial sector as it will support 
banks in reducing their capital requirements under Basel II, will improve the risk management 
and the pricing of certain categories of products and will enhance the tools available to the 
central bank for monitoring financial stability.  

  
1.1. Reducing capital requirements under Basel II 
 
a) Mortgage Loan Servicing Database 
 
Basel II Capital Accord provides that, based on the default experience for these types of 
exposure, loans fully secured by mortgages on residential property (that is or will be occupied 
by the borrower, or that is rented), can be risk weighted at 35% (instead of 50%), and 
mortgages on office and/or multi-purpose commercial premises and/or multi-tenanted 
commercial premises may be applied a preferential risk weight of 50% (instead of 100%),.  
 
A database allowing the calculations of the default rates for these exposures would enable the 
application of this more favourable regime for loans secured by mortgages, decreasing thus 
the capital requirements.  
 
b) Loss Given Default (LGD) Database 
 
Under the Basel II foundation methodology, LGD is estimated through the application of 
standard supervisory rules (the starting point proposed by Basel II is a 45% LGD value for 
most unsecured transactions and a 75% LGD applied to subordinated exposures).  
 
In the advanced methodology, the bank itself determines the appropriate LGD to be applied to 
each exposure, on the basis of robust data and analysis which can be validated both internally 
and by supervisors. Therefore, a bank using internal LGD estimates might be able to 
differentiate LGD values on the basis of a wider set of transaction characteristics (e.g., 
product type, wider range of collateral types) as well as borrower characteristics, potentially 
being able to reduce its capital requirements.  
 
Details on NBR conditions for benefiting from more favourable capital requirements are 
presented in Box 1. 
 
According to the preliminary impact assessment performed by Convergence, in the first year 
of implementation of the two databases, banks may benefit from equity relief of EUR 112 
million and an increased lending volume of EUR 27 million.  

           Box 1 
NBR Conditions for Benefiting From More Favourable Capital Requirements 

 
 
The implementation of the Basel II provisions as of January 2008 does not automatically warrant the 
application of more favourable capital requirements. In order to benefit from the  Basel II more 
favourable provisions on calibrating the capital requirements, banks have to demonstrate 
compliance with specific provisions comprised in NBR/NSC Regulation no. 15/20/2006 regarding the 
treatment of credit risk for credit institutions and investment firms. 
A. NBR conditions for recognizing data coming from industry data pools 
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In case that a credit institution uses centralized databases, coming from more credit institutions, it has 
to demonstrate the following: 
a) the systems and the rating criteria used by the third credit institutions are similar to the ones used by 
the credit institution; 
b) the centralized data are representative for the portfolio for which the data are used; 
c) the centralized data are used by the credit institution in a consequent and coherent matter in time for 
obtaining its own estimations. 
 
Also, a credit institution uses centralized data, coming from several credit institutions, will remain 
responsible for the integrity of its own rating systems. 
 
B. NBR specific conditions for the two databases 
 
a) Mortgage Loan Servicing Database 
In order to apply the 35% risk weight to loans for residential purposes, the supervisory authorities 
should satisfy themselves, according to their national arrangements for the provision of housing 
finance, that this concessionary weight is applied restrictively: 
   a) for residential purposes; 
   b) in accordance with strict prudential criteria, and also  
   c) based on the default experience for these types of exposure.  
 
Also, the preferential risk weight of 50% to mortgages on office and/or multi-purpose commercial 
premises and/or multi-tenanted commercial premises may be applied: 
   a) for the part of the loan that doesn’t exceed the lower of 50% of the market value or 60% of the 
mortgage lending value of the property securing the loan; 
   b) and under the fulfilment of two conditions have to be fulfilled:  
   b.1. losses stemming from commercial real estate lending up to the lower of 50% of the market value 
or 60% of loan-to-value based on mortgage-lending-value must not exceed 0,3% of the outstanding 
loans in any given year;  
   b.2. overall losses stemming from commercial real estate lending must not exceed 0,5% in any given 
year. 
The application of this more favorable regime for loans secured by mortgages would decrease the 
capital requirements and, most probably, also lending costs. In order to benefit of the New Accord on 
Capital provisions, the banking system should create and maintain an industry database that allows the 
calculation of the following ratios: default rate and recovery rates for loans secured by mortgages on 
residential real estate and, if endorsed by the National Bank of Romania, also on commercial real 
estate whose guarantee value is up to 50% of the market value respectively. The database should 
gather also information on the real estate market (market values of real estate properties). 
 
b) Loss Given Default Database 
 
Loss Given Default (LGD) is an important credit risk exposure data requirement under Basel II, 
indicating the magnitude of the likely loss on the exposure, given key transaction characteristics such 
as the presence of collateral and the degree of subordination. Banks willing to use their own estimates 
of LGD will need to demonstrate to supervisors that they can meet requirements pertaining to the 
integrity and reliability of these estimates. 
In order to comply with these features of the Basel II framework, the banks should set up a database 
containing loan-specific data, including transaction and cash flow information that would enable users 
to more accurately quantify the unique characteristics of loan credit risk. The LGD database would 
also provide a rich repository of loss experiences as most banks will not have enough internal 
observations to draw meaningful conclusions. 
 

1.2. Improving the risk management of banks 
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The two industry-wide databases would also support banks in improving their individual risk 
management functions, as follows:  
 
a) Mortgage loan servicing database  
 
The mortgage loan servicing database would offer to banks a data pool that would 
complement internal information on: the value of real estate, the location of the real estate, the 
nature (residential or commercial) of the mortgage, the rank of the mortgage, the loan-to-
value (LTV) information, default rates and recovery rates for mortgage loans, etc. helping 
thus banks to better assess the credit risk associated with the mortgage loans and also to price 
them accordingly.  
 
b) Loss given default database 
 
In addition to its Basel II related functions, LDG is also a useful tool in assessing the 
adequacy of provisioning in the day-to-day management of the credit risk. In this regard, 
many banks use parameterized methods (LGD-PD type) for the determination of loan loss 
provisions calculated under the IFRS framework. Moreover, LGD is an important parameter 
used in calibrating internal rating systems, which represents an important risk management 
tool. It is foreseeable that in the future more banks will start developing internal models that 
use LGD and PD estimates and that they will not have enough internal data on default and 
recovery to calculate reliable statistics. Also, the use of external sources (i.e., mother entities 
estimates) may not be appropriate for various reasons (i.e., different behavioural patterns of 
borrowers from various countries). 

1.3. Improving the pricing techniques of banks 
 
In addition to supporting the banks’ risk management functions, average figures coming from 
data pooling initiatives could be useful for banks to improve the pricing of their portfolios 
during a securitisation of non-performing or other categories of loans.  

1.4. Enhancing the tools for monitoring financial stability and banks’ 
supervision 
 
From the National Bank of Romania point of view, it would be also useful to have access to 
the two industry-wide databases for financial stability monitoring purposes.  

Supervision and Stability NBR Departments stated that the information provided by the two 
databases could be used both in the validation process of the banks’ internal models based on 
which the capital adequacy to the credit risk will be assessed, and in monitoring the financial 
stability and in performing macro-economic analyses.  

1.5. Main findings of the banking survey on the opportunity of setting up 
the two databases 
 
A Questionnaire on the benefits of setting up the two databases was sent in the last decade of 
March 2008 through RBA to all the member banks.  
As a first stock taking and for the purpose of the current survey on benefits and opportunity  
of establishing LSD, the respondent ratio could be considered as satisfactory. The respondent  
banks representing an important part of the banking community, but less than 50% of the  
banking community as number and as aggregate market share.  
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Respondent banks stressed the following benefits of the two collective databases: 
a. contribution to create the necessary framework for benefiting of the advantageous 

provisions of the Basel II;  
b. better allocating the capital and more precise provisioning;  
c. overcoming the limitations of the individual databases; 
d. creating deeper losses time series; 
e. obtaining a better granularity level for internal LGD estimation; 
f. performing other internal analyses.  

 
The answers demonstrated that banks are aware of the advantages brought by the inter 
banking LSD and that these benefits are the grounds on which the respondent banks 
representatives expressed almost unanimously their opinion favorable to establishing the 
databases.  
The banking survey (see Annex 1) gave also some indications on the banks’ plans regarding 
their internal databases and loan IT applications that could be helpful for the implementation 
planning and prioritizing.  
 
Recommendation: Banks are aware of the benefits brought by the collective 
databases and consider them as necessary, as shown by the findings of the 
banking survey. This is a good base to initiate a detailed feasibility study.  
Based on the feasibility study, the implementation working group should seek 
for banks’ and NBR approval.  
 
 
Recommendation:  Project Working Group recommends that the banking 
community and the National Bank of Romania join efforts in order to ensure 
consistency with the central bank requirements. 
 
 2. International experience in setting up data consortiums  
 
SPI Secretariat identified some examples of banks pooling individual data at national and 
international level, especially on the default and recovery area.  
 
The Italian Banking Association (ABI) led industry-wide database initiatives on operational 
risk and on LGD. Although the LGD database initiative advanced well in terms of building 
consensus among banks and establishing database architecture, the project did not materialize 
because Bank of Italy decided to take it over and develop it as a compulsory reporting system 
for all banks. So far, the initiative is still pending under the auspices of Bank of Italy.  
 
In 2000, the British Bankers’ Association (BBA) created an external loss event database 
(GOLD) operated by an unincorporated not-for-profit consortium of financial services 
institutions. The database was set up starting from the principle that “pooling” external 
information provides participants with a depth of information that is much wider than the 
experience of their own institution.  
 
To overcome the problems raised by the insufficiency of internal data on default and recovery 
for calculating reliable statistics, a group of 14 European Banks (among which can be 
mentioned Barclays, BNP Paribas, JPMorgan, Royal Bank of Scotland, NIBC, etc.). The 
database was set up to meet both compliance (Basel II) and business objectives (to help them 
better prices their portfolios in securitization transactions). 
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Details on these experiences are available in Annex 3.  
 
Recommendation: Banks should seek for other relevant experiences in their 
groups.  
 
Recommendation: ABI LGD model could be used as benchmark (document 
provided in attachment). 

 

3. Main Issues in Implementing Industry-Wide Lending (Loss 
Given Default and Mortgage Loan Servicing) Databases 
 
3.1. Stakeholders 
 
The experience with this project showed that the complexity of setting up industry-wide 
lending databases requires a high stakeholder commitment, reflected not only at a declarative 
level, but also in the size and quality of the deployed resources. 
 
The team involved in databases implementation should have comprehensive expertise, 
covering the credit risk management, IT, legal and financial areas. Experts involved in 
building up other inter-bank databases such as the Credit Bureau could be an important asset 
for the project. 
 
Given the complexity and the novelty of the databases, the project team should have a core 
dedicated group of specialists or should rely on the services provided by a specialized 
company, in which case the Romanian Banking Association should be the contractor. The 
continuity of the people’s involvement is important for efficiency and accountability reasons. 
 
Recommendation: As a first step, each bank/NBR should appoint a 
responsible for this project. The responsible person should support the core 
working group/consulting company and should mobilize internally the 
necessary expertise. 
 
3.2. Institutional arrangements 
 
A database generally involves the data providers and data users, the data manager and the 
governing body. Annex 4 presents more details on their specific roles and responsibilities. 
 
PWG considers that choosing the data manager is crucial at this stage of the project as it could 
solve the problem of the project leadership. The possible options are: 

i) RBA (following the Italian model) – which will imply the development of 
a specific structure to ensure the operating of the database; 

ii) Creating a specialized / dedicated ONG or commercial company set up for 
this purpose (following the English model); 

iii) Using an existing institution which already collects data and information 
from banks.  

PWG analyzed the two main options for locating the inter-bank lending databases: a specially 
established institution or an already existing one.  
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Setting up a new institution 
 

Pros Cons 
Specialized institution Relative long time for establishing  the 

institution 
Specific governance Overlapping with other institutions 
 Important financial resources  
 Higher implementation risks 
 
Using an existing institution 
 

Pros Cons 
Existing infrastructure Not strictly specialized institution 
Existing personnel  Need to adapt governance 
Lower investment necessary/ Better use of 
the existing investment 

Possible need to adapt internal procedures  

Better accountability  
Lower implementation risks due to previous 
experience 

 

Shorter implementation period  
 
Recommendation: PWG recommends that the databases are located in an 
existing institution. This would address the concerns regarding time, 
efficiency and accountability.  
 
PWG identified two existing institutions and explored with their representatives the 
opportunity and feasibility of placing the industry-wide lending database under their 
management: Credit Bureau and TransFonD. The pro and con arguments are presented below. 
 
Credit Bureau eligibility 
 

Pros Cons 
Existing  lending database Specialized product – credit report 
Existing infrastructure Need to develop existing infrastructure 
Existing personnel  Need to increase existing personnel 
Existing governance Need to adapt governance  
Existing internal procedures Need to adapt internal procedures 
 
TransFonD eligibility 
 

Pros Cons 
Existing  payment database Need to reshape governance  
Better use of the existing infrastructure Overlaps with other databases (NBR’s and 

Credit Bureau) 
Databases stakeholders well represented in 
ownership (banks and NBR)  

 

Existing personnel  
Possibility of mobilizing own funds for the 
databases 
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Recommendation: PWG recommends that TransFonD undertakes the 
databases management. This seems to be the most efficient solution as it does 
not require additional investment, but ensures a better future use of the 
existing facilities. Solutions for avoiding overlaps in reporting could be 
identified.  Appointing TransFonD for further implementation of the project 
would address the efficiency and accountability concerns. 
 
Recommendation: PWG recommends that the governance of the databases 
follows the main principles listed in Annex 2. 
 
 
3.3. Main items of the databases architecture 
 
The databases should contain three types of data reported monthly by banks:  

1. information on the banks’ counterparts; 
2. information on the securities (guarantees plus collateral); 
3. information on exposures. 

On the data requirements, PWG could only identify at this stage the large categories of data to 
be reported to the database: 
 - Loss Given Default Database should contain historical data on: 

o The client (client identification); 
o The exposure (type, size, reimbursement schedule, etc); 
o The collateral (financial or physical collateral and for the later one the type of 

mortgage – residential or commercial real estate, collateral value and market 
value); 

o Recovery process (period, recovered value, indirect and direct collection 
costs); 

o Exposure to default by type of client, by economic sector and by type of 
product; 

o Discount factors. 
 
- Mortgage Loan Database should contain, in addition, more data on the collateral referring to 
the real estate destination (for renting, if individual building or multi-office building, etc). 
 
Based on the above mentioned data categories, banks should receive monthly the Loss Given 
Default rate by type of client, of product, by economic sector, by region and by type of 
collateral, in order to use them for scenarios elaborated with each bank’s predictability items. 
 
Annex 5 outlines a proposed approach for the LGD and MLS databases informational, 
methodological, and technical requirements. 
 
Recommendation: PWG recommends that the implementation team uses the 
outline provided in Annex 5  in order to detail the data requirement, data 
organizing and reports to be delivered to users. 
 
Recommendation: PWG recommends that the implementation team sets up an 
uniform set of definitions for data collection purposes.   
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Annex 1 
Results of the Banking Survey on the Opportunity of  

Building Industry Lending Databases 
(MLS – mortgage loan servicing and  
LGD – loss given default databases)  

Context 
 
In order to benefit of the Basel II more favorable provisions on assessing the capital 
requirements, the banking system should create and maintain the following industry 
databases: 
 

Mortgage Loan Servicing Database: allowing the calculation of the following ratios: 
default rate and recovery rates for loans secured by mortgages on residential real 
estate and, if endorsed by the National Bank of Romania, also on commercial real 
estate whose guarantee value is up to 50% of the market value respectively. The 
database should gather also information on the real estate market (market values of 
real estate properties). 
Loss Given Default Database: containing loan-specific data, including transaction 
and cash flow information that would enable users to more accurately quantify the 
unique characteristics of loan credit risk. The LGD database would also provide a 
rich repository of loss experiences as most banks will not have enough internal 
observations to draw any meaningful conclusions. 

 
These projects are taken under the auspices of the SPI public-private partnership for 
Romanian financial sector modernization set up by the National Bank of Romania, the 
Ministry of Economy and  Finance, the National Authority for Consumer Protection and the 
Romanian Banking Association with the support of Convergence Program. 

Aim 
 
The survey aimed at facilitating the understanding of the benefits of establishing the two 
databases. 
Final findings of this survey will be shared in an aggregate form with the banking community.  

Reply deadline: March 27, 2008 
 
Total RBA member banks:                                                    40  
Total respondent banks:                   17 
Respondent ratio:                                          42.5% 
 
Total market share of respondent banks:                40% 
Size of respondent banks:  medium and small 
 
Conclusion: respondent banks represent an important part of the banking community, 

but less than 50% of the banking community as number and as aggregate 
market share.  Although a LSD covering 40% of the market would be more 
relevant than the respondent banks’ individual databases, the ideal situation 
would be to have data on the major part of the market. As a first stock 
taking and for the purpose of the current survey on benefits and opportunity 
of establishing LSD, the respondent ratio can be considered as satisfactory. 
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Potential benefits stemming from an inter-bank LGD/MLS databases 
 
 
Question 1: Which Basel II approach does your bank plan to adopt over a 5-year time 
horizon? 

 
Credit Risk Approaches  By 2012

a) Standardised    
b) IRB - Fundation    
c) IRB - Advanced    

 
Conclusion: The major part of the respondent banks (as number) has opted for the 
standard approach; their aggregate market share is 16.2% out of the total market and 
41% out of the aggregate market share of the respondent banks. The advanced IRB 
approach is on the second place in the options as aggregate market share of the 
respondent banks, with 13.4% out of the total market and 33% out of the aggregate 
respondent bank market share.   
 
Question 2: Does your bank have already in place or plan over next 3 years to set up an 
internal database? 
 

Already in place In the next 5 years 
 Yes No Yes No 

Not 
planned 

LGD database      
MLS database      

 
Conclusions: The major part of the respondent banks intend to establish internal data 
bases  in the next five years - LGD (31.5% out of the total market and 95% out of the 
aggregate respondent banks market share) and MLSD (24.2 % out of the total market 
share and 74% out of the aggregate respondent banks market share). The relevance of 
the respondent market share could improve when the “undecided” banks will set up 
their strategy in this respect (in LGD case 7.6% out of the total market and in MLSD 
case 7.8% out of the total market).  The answers indicate that the inter banking 
database could be built up in the next 5 years, in parallel and harmonized with the 
internal data bases, and that banks are generally more interested in establishing LGD 
than MLSD. These information could be used as reference for project and 
implementation planning.    
 
Question 3:  Please mention the main lending-related internal applications that are currently 
up and running in your bank. 
 

Database Short description 
  
  
  

 
Conclusion: The major part of the respondent banks developed internal loan 
applications. This information is an indication on the potential demand for databases to 
be used in the internal applications and of the multitude of specificities to which the 
databases should adequate. 
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Question 4: Basel II Capital Accord requires banks to dispose of adequate information in 
order to benefit from more favorable capital requirements. Tables1 and 2 below outline the 
main benefits: 

Table 1 

Methodology Benefits

Foundation
45% LGD value for most unsecured 
transactions and a 75% LGD applied to 
subordinated exposures

Advanced LGD reflects each exposure determined on a 
case-by-case basis

LGD

 
 

Table 2 

Type of collateral Benefits
Mortgages on residential 
property Risk weighted at 35% (instead of 50%)

Mortgages on 
commercial property Risk weighted at 50% (instead of 100%) 

Mortgage Lending

 
 
Do you think that the establishment of such inter-bank databases can significantly help your 

bank to obtain the benefits provided by Basel II Capital Accord? 
 

LGD 
Methodology Benefits 

Yes No 

Advanced LGD reflects each exposure determined 
on a case-by-case basis    

Mortgage Lending 
Type of collateral Benefits 

Yes No 

Mortgages on 
residential property Risk weighted at 35% (instead of 50%) 

    

Mortgages on 
commercial property Risk weighted at 50% (instead of 100%)  

    
 
Conclusion: The major part of the respondent banks strongly appreciates the way in 
which the collective databases could contribute to creating the necessary framework for 
benefiting of the advantageous provisions of the Basel II. Even reported to the total 
market, the aggregate market share of these banks is important. This gives an indication 
on the potential demand for the databases.  
 
Question 5: What kind of value added intra-bank LGD/MLS databases could provide to your 
bank?  

Expected benefits from databases 
(Even more than 1 option can be chosen, with an "x") 

a) More correct capital allocation   
b) More precise Loan Loss provisioning and pricing   
c) Improvement of risk mitigation and risk transfer   
d) Positive impact on internal control system   

Other (put it in writing in the box below)   
e) 
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Conclusion: The major part of the respondent banks praised the usefulness of the inter 
banking data bases in risk mitigation and in risk transfer, in better allocating the capital 
and in more precise provisioning. This is an indication of the banking market awareness 
on the benefits of the collective LGD and MLSD. 
 
Question 6: What kind of contribution and to what extent, such inter-bank databases can help 
your bank overcome criticalities arising from running an internal database? 
 

Types of valuable contributions complementing banks’ 
internal databases 

If chosen, please select the 
degree of contribution 

Choose with an “x” High Medium  Low 
a) Deeper losses time series     
b) More granularity level for for internal LGD estimation     
c) External data contribution for other kinds of internal 
analysis 

    

d) Useful for other credit risk management applications     
e) Other (put it in writing in the box below) 
 
 

    

 
Conclusions: The major part of the respondent banks praises the contribution of the 
inter bank LGD and MLSD in overcoming the limitations of the individual databases. 
The major part of the respondent banks praises the contribution of the inter bank LGD 
and MLSD in obtaining deeper losses time series. At the same time, the major part of 
the respondent banks values as important the contribution of the collective databases in 
obtaining a better granularity level for internal LGD estimation. The major part of the 
respondent banks (from the aggregate market share point of view) appreciates as 
important the contribution of the collective databases in performing other internal 
analyses. An important part of the respondent banks attributes a medium level 
contribution of the collective databases for other risk management applications. All 
these assessments are arguments in favor of establishing the collective LGD and MLSD. 
 
Question 7:  Based on the above answers, please state your preliminary opinion on your 
bank’s interest in being part of the two databases (as provider and beneficiary), subject to 
further proper approval of the bank’s management. 
 
 
Yes                                                                                                No  
 
 
Conclusion: The representatives of the respondent banks expressed almost unanimously 
their opinion favorable to establishing the inter bank LGD and MLSD.  
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Annex 2 

The Main Principles for Setting Up Data Consortiums 
 
A data pooling solution must draw on certain key requirements for collecting, normalizing 
and aggregating observation data coming from many different institutions: 
 

• Established standards – the data collection must be based on established definitions, 
terminology, data models and methodologies agreed upon by all participating 
institutions;  

 
• Reliability - the data pooling solution should be reliable, accurate, and cost-effective; 

 
• Relevance - the database solution should allow access and control of substantial 

histories of relevant data. The pooling should be done uniformly, consistently across 
all member banks; 

 
• Confidentiality - the solution should ensure the safeguarding of the confidentiality of 

each institution’s data. Consolidated information in the database received by 
participants should be confidential and may be used only for their own internal 
operational risk management purposes. Mechanisms should also be established to 
render the data anonymous. Borrower identity should be protected by not including 
borrower names, and bank identities are to be protected by aggregating the data; 

 
• Security - all information exchanges should be conducted within a secure website 

environment (or another technical solution), ring-fenced from other information 
systems; 

 
• Comparability - the pooled data needs to be recent, of good quality, uniform and 

applicable; 
 

• Control - based on their own needs, participating financial institutions should be able 
to determine issues such as the scope and scale of data collected, access rights and 
approval of new participating institutions. Providers of data pooling solutions should 
„work with banks and for banks”: data templates, quality controls, the methodology, 
calculations and statistical analysis should be developed in consultation with industry 
leaders; 

 
• Checks on quality and quantity - the consortium should designate an entity to 

interpret and implement the checks on quality and quantity, and to monitor and report 
on member banks’ adherence to consortium standards and protocols; 

 
• Transparency - the provider of the data pooling solution or the institution created for 

that purpose should deliver the data, statistics and research to clients/members with a 
transparent approach. The data pooling agent must not work in a „black box”, but 
publish definitions, calculations, and publish reports on its performance; 

 
• Proven technology – the database solution should encompass automated data 

validation, submission and load tools ensure consistent data quality and provide 
complete audit trail; 
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• Managed by banks – the member banks should be involved in database project 
planning and logistics, member consultation, industry expertise and leading credit risk 
practitioners; 

 
• Reciprocity - banks can choose which asset classes or other information they share 

data for, and from what period. In order to avoid the free rider problem, it would be 
advisable that banks will only receive back statistics for the classes and time periods to 
which they contributed data; 

  
• Membership standards - a bank should not automatically qualify for membership if 

it applies. First, potential participants have to prove that they can meet the 
consortium’s standards in terms of quantity and quality of data; 

 
• Data ownership – it is recommended that banks own the data and have a considerable 

say in its use; the data pooling operator should not have unlimited use of the data;  
 
• Automation - for greater efficiency, a more rational use of operational resources and 

more accurate data validation the data pooling solution requires technology systems to 
automate the data management process. As a manual process would be arduous, the 
data pooling system should use an automated application interface. Online access to 
the data bank considerably reduces costs associated with implementation, technical 
support, updates and physical distribution; 

 
• Logistics coordination – given the high complexity of data pooling initiatives, it is 

important to set up proper organizational structures to deal with communications, 
organization and coordination; 

 
• Authorities participation and validation – considering that one of the main goals of 

the industry-wide databases would be to help banks in better calibrating the capital 
requirement, the involvement of the supervisory authority in the database 
methodology would be useful for ensuring subsequent validation. 
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Annex 3 

 

The International Experience on Setting up Industry-Wide Databases 

Italian Banking Association Databases 
 
The Italian Banking Association (ABI) had a couple of industry-wide database initiatives. 
The ABI database on Operational Risk (DIPO) was set up in 2003 in order to support banks in 
improving their operational risk management which is an important requirement under Basel 
II. The DIPO database objectives were to support banks in reducing the probability of a loss 
event, limiting the loss given event, and transferring the operational risk to third parties. 
 
Another ABI database initiative referred to the setting up of an LGD industry-wide data 
pooling. Although the LGD database initiative advanced well in terms of building consensus 
among banks and establishing database architecture, the project did not materialize because 
Bank of Italy decided to take it over and develop it as a compulsory reporting system for all 
banks. So far, the initiative is still pending under the auspices of Bank of Italy. 
 
Both databases (DIPO and LGD) were set up starting from the recognition of the fact that 
small banks had no clear idea on how to structure internal data collection and big banks had 
not sufficient internal data for an accurate assessment of operational risk. In practical terms, 
both databases were set up following these principles: 

- raising awareness on the importance and role of the database about two years before 
starting the database set up; 
- running open working groups which at certain point turned into smaller project 
groups; 
- clear rights and duties of the consortium members: only those who send data receive 
outputs; respect of deadlines for submission; performance of data quality self 
assessment;  
- small governance bodies, but open to all technical committees; 
- flexibility of outputs; 
- high standards of confidentiality; 
- cost efficiency (low costs). 

 
In terms of organizational structure, the DIPO database has the following characteristics: 

- ABI is the only custodian of the DIPO’s data; 
- DIPO is governed by an Observatory which has clearly specified purposes (data 
collection, data analysis and return flows providing aimed at helping members to 
improve their estimates of operational losses and to perform comparative analysis); 
- the governing bodies of the Observatory are the Steering Committee (composed of a 
limited number of representatives of member banks and of Bank of Italy 
representative as observer); the Technical Committees (whose areas of analysis and 
study are determined by the Steering Committee, and which are open to all members) 
and the Technical Secretariat (composed of ABI representatives). In addition, each 
member bank must identify a DIPO coordinator whose duties include making sure that 
the minimum quality requirements for the observatory are maintained: accuracy, 
timeliness, and auditability.    
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British Bankers’ Association Database 
 
In 2000, a British Bankers’ Association (BBA) initiative created an external loss event 
database (GOLD) operated by an unincorporated not-for-profit consortium of financial 
services institutions. The database was set up starting from the principle that “pooling” 
external information provides participants with a depth of information that is much wider than 
the experience of their own institution.  
 
Loss events in GOLD were initially categorized according to the original Basel definition of 
those arising from “the risk of loss resulting from inadequate or failed internal processes, 
people and systems, or from external events”. In 2005, event categories were converted, to be 
compliant with, though retaining greater granularity than, the definitions of loss event types, 
effects and business units arising from the qualitative impact studies conducted in Basel II. 
 
GOLD is governed by a Management Committee selected from participating institutions and 
the BBA executive. Participation, subject to approval by the Management Committee, costs a 
joining fee of GBP1,500 and an annual subscription charge of GBP1,000 (n.b. all fees quoted 
are current levels and exclude UK Value Added Tax).  
 
All funds are held collectively for the purchase of database custodian services from the BBA, 
legal costs or the development of the database. Applications to join the database are welcome 
from any financial institution, irrespective of its global location - membership of the BBA is 
not a pre-requisite for participation in GOLD. 
 
Institutions supply quarterly loss event information to the BBA’s Statistics Team, where it is 
validated for accuracy and consistency before being anonymized and consolidated into a 
report which is made available for nominated individuals within participating institutions. All 
information exchanges are conducted by the BBA within a secure website environment, ring-
fenced from the general BBA information systems. 

International Data Consortiums (Pan-European Credit Data Consortium) 
 

Box 1. Governance of British Bankers Association GOLD Database 
 

• Participation in GOLD is approved by a Management Committee and subject to legal 
agreement. 

• Participants provide data in accordance with timetables and processes specified by the BBA 
and commit to provide loss event data to the best of their institutional ability, dependant 
upon internal reporting capabilities. Participants should aspire to providing worldwide group 
information. 

• BBA shall preserve the anonymity of individual participants’ data. 
• BBA shall maintain and develop the database solely for the purposes of the GOLD 

participants.  
• Participants and the BBA are expected to use reasonable skill and care in compiling the data 

entries. 
• BBA shall validate submitted information, but is not legally liable for the quality of the 

consolidated database. 
• BBA has the right to retain a participants’ data should participation be terminated. 
• Consolidated information in the database received by participants is confidential and may be 

used only for their own internal operational risk management purposes. 
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The database was set up in the context of a consortium of banks that would contribute data 
and an external third-party data management specialist. This approach allowed the banks to 
apply their credit expertise, and to be active in designing the data resources that they required 
for their business. The banks have been attracted in the consortium between end of 2003 and 
June 2005. The contract with the data management company was signed in June 2005. The 
criteria for choosing the company were previous experience in collecting loss data, a good 
reputation, and also the decision was for it to have a profit incentive. 
 
The banks decided to collect LGD data from 1998 for eight asset classes: three regional – 
small and medium-sized enterprises, large corporate and real estate and five global – project 
finance, commodities, shipping, aircraft and banks. The observation data would be collected 
at four points in the lifecycle of each loan – at the date of origination, one year before default, 
at default, and at resolution. Other information gathered included the rating of the 
counterparty, the nature of the collateral and guarantees, the exposure at default (EAD) and 
the value of the collateral and the details of each recovery cash flow following default. 
 
The data drawing from the LGD database will be used initially for benchmarking – checking 
that internal credit statistics are in line with the market. As the quality of data improves and 
more data becomes available, banks will start using the statistics for calibrating their loss 
given default and probability of default models.  
 
The database architecture was also reviewed by a Validation Subgroup of the Accord 
Implementation Group of the Basel II Committee. The supervisory review showed that the 
inter-bank data pooling was an accurate, reliable and cost-effective way of creating empirical 
data sets required to help banks estimate Basel II risk components. 
 
From a business perspective, the data pooling will support the participating banks in 
commoditizing their credit risk. It was acknowledged that the more banks will be able to 
decrease the information asymmetry between themselves and investors by giving them access 
to reliable credit statistics, whereby the investors are able to assess the risk they are taking, the 
more confident the latter will be about investing and the more willing they will be to pay a 
higher price.  
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Annex 4  
 

Structure of the Industry-Wide Lending Databases 
 
An industry-wide database structure would be in principle composed of the following 
elements: 

Chart 1. The functional organization of the database 
 

 
 

1. Data Providers / Users – the banks participating with their data and information to the 
database. Implicitly, the data providers will be also the users of the application and its 
outputs, based on the principle of reciprocity (users will receive only the types of data 
provided by them). In addition, it could be envisaged that NBR would also be one of the 
users with rights to be further determined and agreed by participants; 

 
2. Database Administrator – which is the entity that will ensure the database 

management, by carrying out the following functions: 
o data collection; 
o data processing, including: 

 participate in database and application development: 
• assist in requirements stage and data model creation; 
• play an active role in database design and creation; 

 facilitate changes to database structure: 
• seek community-wide solutions; 
• assess impact on all users; 
• provide configuration control forum; 
• be prepared for problems after changes are made; 
• maintain documentation; 

o access management, including: 
 managing processing rights and responsibilities; 
 developing database security; 

o database maintenance, including: 

Data Providers 
 
              Data Users 

Consortium 
Governing Bodies 
- governance 
- oversight

Database Solution  
 

- off the shelf or 
- custom made 

Database  
Administration 

 
- data collection 
- data processing 
- access management 
- maintenance 
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 controlling concurrent processing (ensuring that one user’s work does 
not inappropriately influence another user’s work); 

 providing for database recovery; 
 maintaining the data repository; 
 providing or facilitating the provision of customer support. 

3. Consortium Governing Structure – is represented by designated governing bodies 
which represent the interest of the stakeholders. The governing bodies will have the 
following attributions: 

o establish the database governance and operating principles; 
o ensure the oversight of the operating of the database and that the participating 

institutions’ rights and obligations are followed; 
o decide on financial aspects related to membership and operating of the 

database. 
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Annex 5 
 

Proposed Outline of the LGD and MLS Databases Informational, 
Methodological and Technical Requirements 

 
 

A. LGD Database 
 
The following considerations, based on ABI experience with setting up the loss given default 
(LGD) database represent a useful reference for the local stakeholders in designing a LGD 
database according to banking industry needs and in line with regulatory requirements. 
 
I. LGD Database General Approach  
 
The LGD database approach should take into account a dual perspective: 

- Regulatory, with the objective of identifying models that are consistent with the new 
regulations of the Basel Committee, therefore making them suitable for use in the 
Advanced Internal Ratings Based Approach –AIRB; 

- Managerial, with the objective of providing valid reference frameworks that can also 
be applied, albeit in a simplified version, by those banks which, out of necessity or 
choice, will not adopt, at least initially, an Advanced Internal Ratings Based 
Approach. 

 
II. LGD Database Methodological Considerations 
 
The following approaches are possible for calculating the LGD: 

- Deterministic approach, which has the advantage of simplicity, but it is not free of 
problems regarding the approximate nature of the results produced; 

- Stochastic approach not correlated with the PD, which explains the variability if 
the observed recovery rate as much as possible; 

- Stochastic approach correlated with the PD, which assumes that there is a 
correlation between the recovery rates and the credit rating of the client. 

The approached embraced by ABI, which is useful for both regulatory and management 
purposes, is based on the deterministic approach (since the stochastic approaches require 
massive resources in terms of quantity and quality). 
 
In the event of a debtor default, the amount actually recovered by the bank depends on a 
number of different factors: 

 
1) The presence of securities, collateral or guarantee; 
 
2) The elapsed time between the onset of the default condition and the partial or 
total recovery of the amount leant entails a financial cost that depends on the level 
of market rates; 
 
3) Bankruptcy procedures and/or a bank’s internal credit-recovery procedures 
entail costs that contribute to reducing the effective recovery of the credit.  
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III. LGD Informational Requirements and a Possible Database Architecture 
 

The database presented is articulated in three archives that are differentiated in logical terms: 

1. The first archive contains all the information on the counterpart that would be 
useful to repeat on every exposure referring to that same client. The indications 
include the status of the counterpart kind of default (both in terms of non accrued 
status/bad loans and from the Basel perspective). The key, therefore, is given by the 
identifier of the counterpart, linked with the ABI code, in the case of a centralized 
database (DB) centralized at the group level or in cases of data pooling.  

2. The second archive contains the information on the securities (guarantees + 
collateral) collected and on the related recovery flows generated. Given that the 
guarantees can be either specific or generic, there must be a link both with the 
identifier of the counterpart (always filled in) as well as the guaranteed exposure 
(missing in the case of the blanket guarantee).  

3. The third archive holds the data on the exposures, indicating the respective 
types, the detailed accounting positions and any actions undertaken towards recovery.  

A monthly refresher of the three archives was planned, to be carried out under the following 
procedures:  

 - for the first archive (registry), a monthly record of data is collected for each 
counterpart;  

 - for the second archive (securities), a monthly record of data is collected for each 
security;  

 - for the third archive (exposures), a monthly record of data is collected for each type 
of exposure.  

The structure has been selected on account of its high level of generality, which makes it 
possible to estimate both parameters necessary for the IRB Advanced approach and others 
used for purposes more closely tied to operations. 

The creation of a data-pooling mechanism on a national level also involves selecting from 
among the fields belonging to the data structure proposed on the company level those which:  

 • represent minimum information to estimate LGDs (in other words, to minimize the 
burden of reporting for the participants);  

 • are characterized by the maximum possible precision and objectivity, prerequisites that 
are indispensable for the construction of a shared database containing qualitatively 
optimal data.  

 
B. Mortgage Loan Servicing Database 

 
I. MLS Database General Approach  
 
The MLS database approach should take into account a dual perspective: 

- Regulatory, with the objective of identifying models that are consistent with the new 
regulations of Basel II; 

- Managerial, with the objective of providing valid reference frameworks that can also 
be applied by banks in exercising their risk management functions. 
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 II. MLS Database Methodological Considerations 
 
The MLS approach for collecting and compiling information on default rates and recovery 
rates for mortgage loans could be very similar to the one proposed for the LGD database.  
 
Therefore, the approach for calculating the LGD could be a deterministic one, which is useful 
for both regulatory and management purposes (since the stochastic approaches require 
massive resources in terms of quantity and quality). 
 
The same principles can be applied to the MLS database in respect to the factors that 
influence the amount recovered by a bank in the event of a debtor default: 

1) The value of the mortgage; 
2) The elapsed time between the onset of the default condition and the partial or 
total recovery of the amount leant entails a financial cost that depends on the level 
of market rates; 
3) Bankruptcy procedures and/or a bank’s internal credit-recovery procedures 
entail costs that contribute to reducing the effective recovery of the credit.  

 
III. MLS Informational Requirements and a Possible Database Architecture 
 

The MLS database structure could be developed starting the proposed for the LGD database: 

1. The first archive contains all the information on the counterpart that would be 
useful to repeat on every exposure referring to that same client. The indications 
include the status of the counterpart kind of default (both in terms of non accrued 
status/bad loans and from the Basel perspective). The key, therefore, is given by the 
identifier of the counterpart, linked with the database code, in the case of a centralized 
database (DB) centralized at the group level or in cases of data pooling.  

2. The second archive contains the information on the mortgage collected and on 
the related recovery flows generated. The archive should include information of the 
market value of the mortgage, the rank of the mortgage, the location of the mortgage, 
the nature of the mortgage (commercial / real estate).  

3. The third archive holds the data on the exposures, indicating the respective 
types, the loan-to-value information, the detailed accounting positions and any actions 
undertaken towards recovery.  

A monthly refresher of the three archives was planned, to be carried out under the following 
procedures:  

 - for the first archive (registry), a monthly record of data is collected for each 
counterpart;  

 - for the second archive (securities), a monthly record of data is collected for each 
security;  

 - for the third archive (exposures), a monthly record of data is collected for each type 
of exposure.  
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MiFID Implementation 
Progress Report 

http://www.spi-romania.eu/program-2007/mifid/ 
 

SPI Committee  
November 13, 2007 Meeting 

 
                                        

Project Working Group Activities 

 

 
 

 
 
 
 
 
 
 
 
 
 

Public Stakeholders 
• National Bank of Romania. 
• National Securities Commission 
 

Private Stakeholders 
• Banking sector (3 banks) 
• Central Depositary  

 
PWG members: 7  

 
PWG meetings: 2  

 

Preliminary Steps 
May 29, 2007: Preliminary meeting of the bank representatives in PWG 
July 6, 2007: Workshop on MiFID transposition and implementation in Romania 

Project steps 
Aug. 30, 2007: SPI Secretariat sends to PWG members the document approved by SPI 
Committee and the draft questionnaire on MiFID implementation 
Sept. 7, 2007: The approved questionnaire is sent to RBA 
Sept. 18, 2007: Invitation letter was sent to NSC 
Sept. 28, 2007: SPI centralized results of the questionnaire and sent the note to PWG 
members 
Oct. 3, 2007: NSC appoints two representatives in the PWG 
Oct. 15, 2007: PWG 1st meeting 
Oct. 24, 2007: SPI Secretariat sends to RBA the letter with information on MiFID 
implementation and collaboration proposal with NSC 

Summary of Impact Assessment: 
 

RIA under elaboration 

For more information, please contact:  
1. SPI Secretariat: Ms. Ramona Bratu  and Ms. 
Oana Nedelescu, tel: +40 21 323 66 10; e-mail: 
ramona.bratu@convergence-see.eu   
oana.nedelescu@convergence-see.eu, 
2. Project Management Group: Mr.  Cristian 
Agalopol, manager, Citibank, tel: +40 21 203 55 50; 
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Project Team 
 
Project Management Group 
 
Project Owner (PO): Sergiu Oprescu, President, Alphabank Romania 
Project Manager (PM): Cristian Agalopol, Director, Citibank 
Deputy Project Manager (DPM):  Doru Bulata, Director, BCR                                                     
 
Project Working Group: 
 
Mirela Serban, Manager, ABN Amro Bank Romania 
Dana Vuvrea, Head of Reporting and Client Relationship, Bancpost 
Luminita Buchidau, MiFID Project Manager, Bancpost 
Cristina Irimia, expert, NSC 
Dora Badea, expert, NSC 
 

 
 

Summary of the SPI Secretariat Contribution 
 

Workshop organization; 
Questionnaire drafting; 
Invitation letters for PWG members; 
Organization of meetings and drafting the minutes; 
Preparation of the informing message to banks. 
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Document prepared by SPI Secretariat 
Ramona Bratu, Director of Bank Products and Services 

ramona.bratu@convergence-see.eu 
 

SPI Project on MiFID Implementation 
 

Project status report 
 

I. Summary of actions undertaken so far 
  
Bank survey on MiFID implementation 

In order to assess the difficulties encountered by banks and the status of MiFID 
implementation, SPI Secretariat drafted a questionnaire that was approved by the PWG. SPI 
Secretariat run the bank survey with RBA support.  
 

Results of the bank survey 
 
The answers received from banks showed that the major part of the respondents is in an 
advanced implementation stage, none of them considers implementation as finalized, but 
estimated finalization by the end of October/beginning of November. 
 
The difficulty scale presented below evidence that banks encountered problems especially in 
implementing MiFID provisions regarding suitability and appropriateness, research and 
market communication, systematic internalization, transaction reporting, etc.  
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PWG meeting 
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NSC answered RBA’s invitation to join PWG by appointing two experts from the Regulation 
and from Authorization Divisions. Another bank nominated representatives in PWG, while 
one bank’s representative withdrew from PWG works. 
 
PWG had a meeting on October 15 to discuss on the ways to support banks in MiFID 
implementation. NSC representatives brought clarifications on some of the issues raised by 
banks and provided information on the relevant information sources and guidelines. PWG 
agreed on the following measures: 

 
1. SPI Secretariat to prepare and send (after PMT approval) a letter to all banks, through 
RBA,  acknowledging them on the above mentioned possible information sources and 
channels, as resulted from the meeting, and inviting banks to address specific questions 
either directly to NSC or centralized, through SPI Secretariat. The letter was sent to RBA 
on October 23.  
 
2. NSC will answer the questions and will post on the website these answers (the 
necessary steps for the Commission’s approval on posting the Q&A will be initiated). 

 
3. the results of the discussions between NSC and NBR on authorization, supervision and 
money market operations will be posted on NSC website (subject to the Commission’s 
approval) and the norms, measures and individuals documents will be published on NSC 
website and/or in the Official Gazette . 
 
III. Next steps 
 
Subject to SPI Committee approval, we envisage the following actions: 
 

1. In order to facilitate a structured, coherent and continuous dialogue between 
banks and NSC, SPI Secretariat will centralize and consolidate the questions 
received from banks on MiFID implementation and will follow up with NSC 
representatives; 

2. SPI Secretariat will follow up with NSC in the posting on website issue. 
 
 



 
 

 
              

 
Credit Exposure Stress Testing Techniques  
http://www.spi-romania.eu/program-2007/methodological-aspects-

of-stress-test-for-banks/ 
 

SPI Committee Meeting 
November 13, 2007  

 
                                               Project Objective: 
Improve the NBR methodology for stress testing for companies and households and create 
a framework for the NBR to share its knowledge in the area of stress testing for banks with 
credit institutions. 
 

Project Working Group Activities 

 

 
 

 
 
 
 
 
 
 
 
 
 

Public stakeholders 
• National Bank of Romania. 

Private stakeholders 
• Banking sector (2 banks). 

PWG members: 4 PWG meetings: 2 

Project Main Steps 
Nov. 2006: Convergence appoints the project technical anchor 
Dec. 7, 2006: Project strategy meeting clarifying the specific technical needs of NBR in the area of 
stress testing for households and corporate and the banks’ involvement in the project 
Dec. 15, 2006: NBR expresses its view according to which banks should not be involved in the 
project regarding the stress testing for households and companies  
Jan., 2007: SPI Secretariat prepares a proposal for a project split into two parts (NBR technical 
assistance and stress testing for banks) and a project revival strategy  
Jan.-Mar. 2007: SPI Secretariat, with the support of Convergence, mobilizes Bank of Italy to provide 
technical assistance to NBR 
June 2007: SPI Secretariat prepares a background paper on the role, formulation and international 
experience of stress testing in banks and asks NBR to provide its input on the central bank experience 
in banks’ stress testing and the recommended guidelines for banks. 
Sept. 2007: Background document finalized based on NBR Financial Stability Department input. 
Oct. 19, 2007: Knowledge sharing round table with banks is held at the RBA, making successful 
achievement of project objective. 

Summary of Impact Assessment: 
 

Government: RON 38 mil (5 year net present 
value) as tax revenues 

Banks: RON 162 mil. (5 year net present value) 
in savings from stress testing adoption  

For more information, please contact:  
1. SPI Secretariat: Ms. Oana Nedelescu, Ms. 
Ramona Bratu, tel: +40 21 323 66 10; e-mail: 
oana.nedelescu@convergence-see.eu, 
ramona.bratu@convergence-see.eu .    
2. Project Management: Mr. Bogdan Moinescu, 
NBR, e-mail: bogdan.moinescu@bnro.ro .  
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SPI Project on  
Credit Exposure Stress Testing Techniques 

 
 
 
 

Project Team 
 

Project Working Group  
Project Owner (PO): Ion Dragulin, NBR 
Project Manager (PM): Bogdan Moinescu, NBR 
Deputy Project Manager (DPM): Viorel Hodoiu, CEC 
Mihai Stoica, BRD-SG 
Romulus Mircea, NBR 
 

 
 
 
 

 
 

Summary of the SPI Secretariat Contribution 
 
Prepared the meetings of the project working group and supported NBR in undertaking 
necessary actions for obtaining necessary technical assistance for improving its framework 
on stress testing for households. 
Prepared, in cooperation with the NBR Financial Stability Department, the stress testing 
knowledge sharing document for banks.  
Organized the knowledge sharing round table at the RBA where representatives of banks 
and of the NBR shared their experience on stress testing and opened the dialogue on this 
matter. 



 
 

 
              

Document prepared by SPI Secretariat 
                                                          Oana Nedelescu, Director of Analytics and Policy 
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I. Actions undertaken in July-October 2007 
 
A. Finalization of the stress testing knowledge sharing document 
 
The SPI Secretariat and NBR Financial Stability Department finalized the stress testing 
discussion document which was distributed to all banks through the RBA (on October 12, 
2007). 
 
The discussion paper (attached) aimed at laying down the main elements of the banks’ 
stress testing methodologies, as captured by relevant international guidance, for a more 
informed professional dialogue between the banks and the central bank.  
 
The paper also includes the most recent approach of National Bank of Romania for banks’ 
stress testing. A general progressive harmonization of the system-wide stress testing 
methodologies and institution-specific would be beneficial for ensuring intrinsic 
consistency.  
 
The paper raised a number of questions related to the development and execution of stress 
tests which could be usefully discussed within a public-private dialogue. 
  
B. Round table with NBR and banks on stress testing 
 
A knowledge sharing round table was organized by the SPI Secretariat at the RBA on 
October 19, 2007 with the participation of ten banks1 and the NBR Financial Stability 
Department representatives. 
 
The round table started with the presentation of the background paper by the SPI 
Secretariat and the NBR Financial Stability Department, laying down the main stress 
testing methodological issues as well as the NBR experience in performing individual 
institutions and system-wide stress testing. 
 
The round table opened a transparent dialogue among banks and NBR on the stress testing 
issues. The main conclusions of the round table were: 
 

a) Increase use of stress testing by banks: an increasing number of banks are using 
stress testing techniques for streamlining their risk management and evaluating the 
potential impact on the banks of exceptional by plausible shocks; 

                                                 
1 The following banks participated: BCR, BRD, Raiffeisen, Raiffesen Banca Pentru Locuinte, Anglo-
Romanian Bank, Banc Post, Alpha Bank, Bank Leumi, Libra Bank, Millenium Bank. 
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b) Stress tests are used for a diversity of purposes: while the NBR uses stress testing 
mainly for assessing the impact of potential risks on the solvency and liquidity of 
the banking system, banks perform stress tests for a variety of internal needs: assess 
the sensitivity of credit factors and approaches to extreme events in order to ensure 
appropriateness; identify “hidden” correlations within portfolio; support portfolio 
allocations decisions and strategy beyond normal current conditions; evaluate 
potential capital requirements under possible future credit environments; and 
identify benchmarks to create awareness of the current market situation; 

c) Main issues perceived by banks: some of the main issues the banks are confronted 
with when performing stress tests are: the lack of a information on a yield curve for 
RON (which other countries, for example Hungary make publicly available), the 
lack of historical information (many banks started improving their data pooling 
capabilities as historical time series become increasingly important, including for 
Basel II purposes), the  

d) NBR issues: NBR is using in its stress testing models only quantitative information 
on the financial performance of the borrowers. However, banks can supplement 
information of creditworthiness with both qualitative information on borrowers and 
behavioural trends. It would be useful if the central bank could benefit in the future 
from such information in order to fine tune its stress testing models. The issue will 
remain open for further discussions between banks and the central bank; 

e) Possible collaboration NBR-banks: it would be useful for banks to receive from the 
NBR input on the calibration of their own stress testing scenarios. In this regard, 
the international practice shows that some central banks disseminate with banks 
information of suggested stress testing scenarios. Although the issue has not been 
discussed so far within the central bank, it will be brought to the attention of 
decision makers.  

f) Proposed follow up on the project: The NBR representative proposed that a follow 
up meeting is organized with banks where they could share with the NBR experts 
their stress testing methodologies and practices and identify issues where they 
could benefit from central bank guidance and support. 

 
 

II. Proposed SPI Committee decision  
 
It is proposed that the SPI Committee commends the initiation of an effective dialogue 
between the National Bank of Romania and the credit institutions on the methodologies 
and practices of stress testing, which represent an increasingly important risk management 
tool. The SPI Committee encourages the NBR and the credit institutions to continue 
building on this cooperation, which could be beneficial to both stakeholders.  



 

 
              

ANNEX 
 
 
 

Stress Testing Practices in Banks 
Background Paper 

 
 

 
 
 

 
Objective of the background paper: 

 
This discussion paper aims at laying down the main elements of the banks’ stress testing 
methodologies, as captured by relevant international guidance, for a more informed 
professional dialogue between the banks and the central bank. The paper also includes the 
most recent approach of National Bank of Romania for banks’ stress testing. A general 
progressive harmonization of the system-wide stress testing methodologies and institution-
specific would be beneficial for ensuring intrinsic consistency. The paper raises a number of 
questions related to the development and execution of stress tests which could be usefully 
discussed within a public-private dialogue. 
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by the NBR Financial Stability Department and the SPI Secretariat  

October 2007 
Bogdan Moinescu and Oana Nedelescu 

 
 
 
 

For any inquiries please contact Mr. Bogdan Moinescu, Financial Stability Department, 
National Bank of Romania, bogdan.moinescu@bnro.ro or Oana Nedelescu, SPI Romania, 

oana.nedelescu@convergence-see.eu  
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I – The role and coverage of stress tests in banks  
 
Stress testing represents a risk management tool used to evaluate the potential impact on a 
bank (or a group of entities) of a specific event and / or movement in a set of financial 
variables. It is important to note that stress testing has to be regarded as a complementary tool 
to major risk management instruments such as value-at-risk analysis. 
 
The stress tests permit a forward-looking analysis and a uniform approach to identifying 
potential risks, generated by exceptional but plausible shocks, to individual institutions, but 
also to the banking system as a whole2. 
 
Banks perform stress tests for their internal needs in order to identify reaction of sectors to 
extreme events; assess the sensitivity of credit factors and approaches to extreme events in 
order to ensure appropriateness; identify “hidden” correlations within portfolio; support 
portfolio allocations decisions and strategy beyond normal current conditions; evaluate 
potential capital requirements under possible future credit environments; and identify 
benchmarks to create some awareness of the current market situation. 
 
While in general stress testing is a tool that banks can use based on their own judgment and 
needs, under Pillar II of the Basel II framework, banks are expected to perform “rigorous, 
forward-looking stress testing that identifies possible events or changes in market conditions 
that could adversely impact the bank” (Box 1). In addition, banks may run stress tests at the 
request of the regulators or central banks, as part of system-wise stress testing exercises3.   
 

Box 1  
Basel II guidelines for stress testing 

 
Under Basel II, banks are required to have a routine, robust process for stress testing and scenario 
analysis to support their measures of capital adequacy, such as establishing events or environmental 
changes that could lead to adverse development, identifying the impact of such events given current 
positions, and determining the strategy and processes for managing their portfolios given such events. 
 
According to the Basel II guidelines, the processes for stress testing should cover events as: economic 
or industry downturns, market events and increased liquidity. Likewise, under Pillar II, banks must be 
able to prove that the current capital levels are sufficient to resist a “range of severe but plausible 
events” and that different approaches are utilized in the measurement of the firm’s overall capital. 
 
In general, stress tests performed by financial institutions focus primarily on traded market 
portfolios as they can be marked to market on a regular basis. These portfolios include interest 
rate, equity, foreign exchange, commodity and credit market instruments. Stress tests on loan 

                                                 
2 System-wide stress tests can complement stress tests conducted by individual institutions, by acting as a cross-
check for their own analyses and by identifying weaknesses in data collection, reporting systems, and risk 
management processes and practices. The process itself can help to increase expertise in risk assessment by 
supervisors and the institutions involved, and promote cooperation and a broader understanding of risks by 
different stakeholders. 
3 System-wide stress tests can be based on a bottom-up approach, where banks themselves carry out individual 
stress tests for given scenarios and report them to regulators or central banks for aggregation or on a top-down 
approach, where the analysis is carried out at a centralized level and relies on data available to regulators or 
central banks. 
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books are conducted less frequently and, sometimes, by separate business units of the 
financial institutions.  
 
In addition, stress testing of liquidity risk is employed regularly. On the liabilities side, 
funding liquidity for individual institutions is tested at various levels by most banks. 
Scenarios include changes in: client behavior (e.g. the withdrawal of deposits); own credit 
rating (e.g. a ratings downgrade); funding costs; and collateral requirements (e.g. how much 
collateral an institution has available and what haircut might be required). These tests may 
form part of an overall liquidity contingency plan and are generally conducted by the funding 
division of a financial institution’s operations.  
 
Stress testing of operational risks remains work in progress, owing primarily to data problems, 
although most institutions have established contingency plans. At present, financial 
institutions employ operational risk stress tests using internal or shared databases. 
 

II – The banks’ international practice in stress testing  
 
A survey undertaken by the Bank of International Settlements (Committee on the Global 
Financial System) with 64 banks and securities firms from 16 countries on “firm-wide” stress 
tests that best captured important risks for their firm as at 31 May 2004, outlines the following 
findings: 
 
1) Types of stress tests carried out by financial institutions - It should be noted that more 
than 80% of the stress tests reported in the survey were based on trading portfolios. 
Nonetheless, a number of firms also reported stress tests of their loan books, funding liquidity 
and net interest income. Stress tests based on movements in interest rates remain the dominant 
type of stress test, while those based on credit, equities and foreign exchange are much 
smaller (Figure 1); 
 
 

Figure 1 
Classification of Stress Tests 
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2) The demand for stress tests - Reflecting the interaction between risk managers and senior 
management, respondents identified 123 one-off scenarios that had been requested over the 
preceding 12 months. The split between those requested by management and those requested 
by regulators was fairly even. Management requests for one-off tests related mainly to real 
estate, commodity prices and credit spreads. Requests by regulators, some of which were in 
the form of sensitivity tests, cover issues such as a fall in property prices and generic 
macroeconomic events. 
 
3) Stress tests formulation - In terms of historical scenarios, firms continue to focus on a 
number of major events such as the market turmoil associated with the collapse of LTCM and 
the Russian debt default in 1998 (particularly popular for interest rate and credit tests). In 
terms of developing hypothetical stress tests, a large share of these tests is underpinned by 
scenarios based on changes in economic growth prospects. The majority of cases focus on a 
rise in interest rates, predicated on a stronger than expected pickup in economic growth in the 
industrialized countries. In contrast, a number of the emerging market scenarios consider an 
unexpected slowing in economic growth of the industrialized world, which then translates into 
widening sovereign credit spreads and a decline in stock prices.  
 
High oil prices feature prominently in a number of stress test scenarios, including some of the 
economic outlook tests. The way most firms are choosing to look at the scenario of increased 
oil prices is to fit this into a macroeconomic framework and assess its impact on the broader 
economy, or, in the case of the loan book, on particular industries. The running of property 
price scenarios was generally confined to markets that were either experiencing a property 
price boom, or had been subject to quite wide fluctuations in property prices in the past. More 
generally, it is noticeable that, even among hypothetical scenarios with a common theme, the 
economic backdrops underpinning the scenarios are quite different, the parameters of interest 
vary, and there is a range of periods of interest. 
 
Regarding the sensitivity tests, they focus mainly on movements in interest, while the tests 
based on equities and foreign exchange are much less evident. In terms of interest rates, 
parallel shifts predominate, though there are a number of tests involving changes in the shape 
of the yield curve. Similar to the previous survey, half of all tests including interest rates as a 
risk factor specify an increase, compared with only 14% specifying a decline.  
 
The remainder of the stress tests is performed in both directions The weighting towards 
increases may reflect the net long duration position that the respondent financial institutions 
tend to run. Half of the equity sensitivity tests that firms are running specify a fall in equity 
prices; only 12% of scenarios incorporated an increase. Tested movements in currencies 
against the US dollar were more evenly balanced, though they generally favored a decline in 
the US dollar. 
 
4) Stress tests’ frequency – It has been noticed that historical and sensitivity tests are run 
more frequently than hypothetical scenarios: 92% of historical tests were run at least once a 
month; similarly, 74% of sensitivity tests were run over the same period. In contrast, a little 
more than half the hypothetical tests were run at least once a month, with more than one 
quarter of these tests run at an annual frequency. The lower frequency may reflect the more 
complex and situation-specific nature of hypothetical scenarios. 
 
5) Treatment of credit risks - Interviewed banks feel that developments in this area lagged 
those in the market risk area by a large margin. Stress testing of credit risks by firms is largely 
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confined to two main types of testing: stress testing of credit spreads in trading books, such as 
swap spreads, corporate bond spreads and credit default swap (CDS) spreads; and the 
independent (and infrequent) stress testing of loan books and other credit exposures.  
 
However, it has to be mentioned that efforts to develop integrated credit stress tests for both 
trading and loan books are hindered by a number of factors such as: differences in accounting 
treatment; a lack of trading markets for certain products; and/or the organizational structure of 
firms, including differences in technology platforms. At the most basic level, some firms lack 
the system infrastructure to generate an integrated risk profile, or have an insufficient history 
of aggregated data. 
 
6) Integration issues - In general, risk managers are striving for a more integrated risk 
management framework. At a very basic level, the separation of risk management functions 
has proved problematical for some respondent financial institutions: the stress testing of 
trading portfolios, loan books, funding liquidity and operational risk is often undertaken in 
different areas of a firm, making internal consistency across integrated scenarios difficult. 
However, there is not universal agreement that stress tests should be common across all 
books, as some scenarios that are appropriate for credit books might not be appropriate for 
market books, and vice versa. 
 
 

III – The CEBS basic guidelines for stress testing 
 
The Committee of European Banking Supervisors (CEBS) has issued in 2006 a set of 
guidelines for stress testing under the supervisory review4, meant to ensure that stress testing 
is actually an integral element of the institution’s risk management framework. In this regard, 
CEBS makes the following recommendations to financial institutions: 

I. Relevance depending on the size and sophistication of institutions 
 
ST1. The Guidelines on stress testing will be applied to all institutions taking into account 
their size, sophistication and diversification. 
 
II. Stress testing coverage 
 
ST2. In line with one of the principles listed in the CEBS Guidelines on the Supervisory 
Review Process, institutions should identify their material risks. In general, institutions should 
conduct adequate and proportionate stress tests on all the risks they have identified as 
material. 
 
III. Stress testing calibration 
 
ST3. Based upon the identification of material risks, institutions should derive material risk 
drivers that should be subject to stress testing. 
 
ST4. Depending on their situation, institutions should consider historical and/or hypothetical 
scenarios. 
                                                 
4 http://www.c-ebs.org/documents/GL03stresstesting.pdf . 
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ST5. Stress testing should be based on exceptional but plausible events. 
 
ST6. Stress testing should in principle be applied at the same level as the internal capital 
adequacy assessment process (ICAAP). 
 
IV. Frequency and time horizon of stress testing 
 
ST7. The frequency of stress testing should be determined in accordance with the nature of 
the risks to which the institution is exposed and the types of tests performed. 
 
ST8. Institutions should determine the time horizon of stress testing in accordance with the 
maturity and liquidity of the positions stressed where applicable. 
 
ST9. Under specific circumstances, supervisors may require institutions to perform ad hoc 
stress tests at a specific point in time. 
 
V. Data quality and IT systems 
 
ST10. Institutions should use appropriate and representative data when performing stress tests 
and the IT resources should be commensurate with the complexity of the techniques and the 
coverage of stress tests performed by institutions. 
 
VI. Role of the management body and senior management; reporting and interpretation 
of stress testing results. 
 
ST11. The management body has the ultimate responsibility for the overall stress testing 
framework. Where appropriate the management body can delegate certain aspects of this 
framework to specific risk committees or senior management, keeping the effective oversight. 
 
ST12. The stress testing process should be an integral part of an institution’s risk management 
framework, with clear reporting lines and communication in an understandable format. 
 
ST13. Where deemed appropriate by the institution, it should take remedial measures or 
actions considering the level of risk exposure as revealed by stress tests and the objectives and 
risk tolerances defined by the management body. 
 
ST14. Appropriate documentation should be in place to facilitate the adequate 
implementation of the whole stress testing framework. 
 
VII. Review and update of stress testing methodology 
 
ST15. Institutions should consider periodically whether stress tests are still adequate. In 
particular, institutions should ensure that assumptions regarding the risk profile and the 
external environment are still valid over time. 
 
VIII. Stress testing guidelines by risk categories 
 
VIII.1. Macroeconomic stress tests 
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ST16. In line with one of the CEBS's High Level Principles listed in the CEBS Guidelines on 
the Supervisory Review Process (ICAAP 8) institutions should use stress testing as one 
(among others) tool to assess the risks in a forward looking manner. 
 
VIII.2. Market Risk 
 
VIII.2.a. General principles 
 
ST17. As part of these policies and processes, institutions should conduct stress tests for their 
positions in financial instruments in the trading book. 
 
VIII.2.b Principles for institutions using an internal model for the calculation of their 
market risk minimum capital requirements 
 
ST18. For those institutions using internal models for the calculation of regulatory capital 
requirements for market risks, supervisory requirements for stress testing remain unchanged. 
Their ongoing fulfillment will be considered under the SREP. 
 
VIII.3. Credit risk stress testing 
 
VIII.3.a. Concentration Risk 
 
ST19. Institutions under the large exposures provisions using the comprehensive method for 
calculating the effects of financial collateral, or permitted to use their own estimates of LGDs 
and conversion factors, should identify conditions which would adversely affect the realizable 
value of their financial collateral. 
 
ST20. According to Article 114 (3) of the CRD, where the results of the stress testing indicate 
a lower realizable value of collateral, the value of collateral taken into account for the purpose 
of determining an institution’s LE limits should be adjusted accordingly. 
 
VIII.3.b. Stress testing for IRB institutions 
 
VIII.4. Liquidity risk 
 
ST21. Institutions should regularly project cash flows under alternative scenarios of various 
degrees taking into account both market liquidity (external factors) and funding liquidity 
(internal factors). 
 
ST22. When assessing the impact of these scenarios on their cash flows, institutions should 
rely on a set of reasonable assumptions that should be reviewed regularly. 
 
ST23. Institutions should have in place adequate contingency plans in the event of the 
realization of a liquidity crisis. 
 
ST24. To come up with a complete view of various risk positions, stress testing of other risk 
types may be usefully considered to design “alternative liquidity scenarios”. 
 
ST25. Supervisors may perform their own stress tests based on available data in their 
assessment of liquidity risk under SREP. 
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IV - Stress testing Romanian banks – NBR stress testing 
application methodology for assessing the vulnerabilities of the 
banking system 
 
The model used by the Financial Stability Department for assessing endemic problems of the 
Romanian banking system is characteristic of the systemic methodologies category and shows 
both individual results (including those aggregated for groups of banks), as well as the 
mechanism of direct contagion at the banking sector level based on inter-banking exposures.  

The model allows applying extreme but plausible shocks, external to the banking sector 
(interest and exchange rate shocks) and evaluates their effect, for the purpose of assessing the 
stability of the system and identifying potential weak points.  

The model is based on data reported by credit institutions, so that the results may be outlined 
for each individual bank, for groups of banks, as well as for the entirety of the banking 
system.  

Figure 2 – The methodological framework of the stress test model 

 
The shocks affect the banking sector both directly and indirectly. Direct shocks are 
represented by the unmitigated effects of economic shocks over the balance sheet and profit 
and loss account of banks; the indirect ones are represented by credit risk, generated by the 
same economic shocks, but which affect non-financial companies.  

1. Conceptual model  

The stress test model comprises two components: the sensitivity methodology at an 
institutional level and the inter-banking market model. 
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Figure 3 – Conceptual model of the stress testing methodology 

 

The institutional level sensitivity methodology calculates the impact of shocks on each bank, 
disregarding the effect of inter-banking exposures. The estimated impact comprises both the 
direct and indirect effects. The scenario sums these effects.  

The direct effect comprises the unmitigated effect of the exchange rate risk and of the interest 
rate risk on the balance sheet and the profit and loss account of credit institutions. The indirect 
effect is represented by the impact of changes in the exchange rate and in the interest rate 
through credit risk (second round effects) on the financial statements and the performance of 
credit institutions.  

The calculations on which the model for exchange rate risk, interest rate risk and credit risk is 
based on are presented in the Annex 1.  

The inter-banking market model allows for the calculation of the direct contagion effect.  

The model uses information on bank solvency after the application of shocks from the 
institutional level sensitivity methodology. In addition, the net inter-banking exposure matrix 
is used. In case there are credit institutions which become insolvent, the impact of the losses 
these incur on other banks through the direct contagion effect is studied.  

One of the advantages of this model stems from the possibility of identifying, with a good 
probability, of the track through which the contagion process occurs among the banking 
sector entities. In other words, it may be accurately determined which will be the next 
institution targeted by the systemic shock. This leaves the supervisory authority with more 
time for adopting the necessary measures for avoiding the bankruptcy of the bank targeted by 
the occurrence of the systemic process.  

The interbank market model is an iterative process which continues until the contagion effect 
no longer produces bankruptcy for a banking institution.  

2. Initial data of the model 
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The initial data of the model are the risk factors values and the considered exposure values.  

This section describes the methodological options concerning the establishing of the crisis 
scenario and the data requirements for the considered exposures.  

Establishing values for risk factors requires specifying the level of exchange rate and 
interest rate shocks. The adopted method corresponds with the best practices worldwide. The 
estimated values are set based on the medium-term macroeconomic forecast model of the 
Modeling and Macroeconomic Forecast Department of the NBR, on condition that, for two 
years, the Romanian economy registers zero growth5. This way, the exchange and interest rate 
shocks are considered coherent.   

 
Data on the considered exposures 

The foreign exchange position represents the direct exposure of banks to the exchange rate 
risk. The total foreign exchange position, reflected in the prudential reporting of credit 
institutions (Data source: NBR Supervision Department) is used in the model. We mention 
that this methodological option (adopted by IMF experts) means that the foreign exchange 
rates are believed to be perfectly correlated (see annex). We believe that this hypothesis does 
not significantly affect results.  

Net sensitive assets shown on maturity patterns represent the direct exposure of banks to 
the interest rate risk. In the chosen model (see Annex 1), banks assets and liabilities are 
classified according to both the type of interest6 and according to maturities.  

Net assets corresponding to client operations are used in the model. In this methodological 
scenario all client operations are believed to carry variable interest. The data are obtained 
from the prudential reporting of credit institutions (Data source: NBR Supervision 
Department).  
                                                 
5 The definition of the exceptional scenario as well as the procedure for establishing the schocks are similar to 
those used by Bank of France, following the proposals of the IMF experts for undertaking the own stress testing 
(De Bandt şi Oung, 2004).  
6 Variable or fixed rate. 

Table nr. 1 –  Data requirement for the stress test model  

 
Exchange 
rate risk 

Interest 
rate risk Credit risk Inter-bank 

market risk 
Solvency 
indicator 

Foreign exchange position X     
Net sensitive assets separated on maturity 
patterns  X   

 

Balance sheet and profit and loss account for 
economic agents   X  

 

Foreign currency income and expenses of 
economic agents   X  

 

Debts of economic agents  to the banking sector   X   
Loans granted on the interbank market by 
credit institutions    X 

 

Own funds     X 
Risk weighted assets     X  



 12

Balance sheet and profit and loss account for companies represent the main informational 
source base the financial performance of legal person debtors (both before and after the 
application of shocks) is calculated upon. Financial performance is the criterion based on 
which credit risk is assessed. The data are obtained from the Ministry of Economy and 
Finance.   

Foreign exchange denominated income and expenses represent the key variables of the 
transmission mechanism of the exchange rate shock over the balance sheet and the profit and 
loss account of economic agents.  

In practice, the values of these variables are necessary for each non-financial company, but 
we do not hold the necessary data at present. The solution suggested by IMF experts is to take 
into account a fixed percentage of the operational income, as well as from the operational 
expenses for all economic agents.   

Within the model, The Financial Stability Department used an equivalent ratio with the one 
between exports and the GDP for the income variable and one equivalent with the ratio 
between imports and the GDP for liabilities.  

This methodological constraint which derives from choosing a fixed percentage may be 
considerably diminished by obtaining individual data on the value of exports and imports for 
each individual economic agent from the General Customs Department.  

The debts of economic agents represent the value of the gross exposure of banks to their 
legal person clients. Economic agents’ data registered in the Banking Risk Central (BRC) are 
used in the model. This methodological option (adopted by IMF experts) based on the 
representativeness of exposures registered in the BRC for the banking system (approximately 
85 percent of the value of debits was in the BRC databases in June 2006). We mention that 
the representativeness of the sample is even higher for medium and long term loans 
(approximately 90 percent). The data is obtained from the Financial Stability Department, the 
Banking Risks Central.  

Bilateral interbank market exposure represents the main information for estimating the 
direct contagion effect. The data are collected in a n x n matrix (n being the number of banks 
in the system, including the Central Bank) of inter-bank loans, granted by each bank to other 
banks in the system. The data is obtained from the credit institutions reports (Data source: the 
NBR Market Operations Department).  

Own funds and risk weighted assets are necessary for the calculation of the solvency 
indicator. The data is obtained from the prudential reporting of credit institutions (Data 
source: NBR Supervision Department).  

3. The results of the model 

The general objective of the stress test model used by the Financial Stability Department is to 
give a clear picture of the vulnerabilities of the Romanian banking sector. The results show 
the potential vulnerabilities generated by foreign exchange loans and the gaps between assets 



       

 13

and the liabilities corresponding to client operations, through the introduction of exceptional, 
but plausible shocks.  

In practice, the model quantifies the level of the aggregate impact of the shocks on own funds 
and the new value of the solvency indicator. In addition, the model provides warnings which 
point to banks in difficulty (with a solvency indicator under the regulated minimal threshold). 
In case there are credit institutions which become insolvent7 , the impact of losses which they 
might incur other banks in the system as an effect of inter-bank exposures is studied. The 
severity of the systemic risk is calculated as a ratio of the assets of bankrupt institutions to the 
total assets of the banking sector.  

It should be mentioned that the results of the stress test model cannot be interpreted as having 
a predictable feature as the initial data are calibrated in the context of very unlikely events. 
The results describe the state the system would reach if the outstanding considered event were 
to occur.  

Box 1. Results of stress test in assessing the solvency ratio as for 30.06.2006 

With a view to assessing, by way of the stress test, the capability of the Romanian banking 
system to absorb the negative effects of exogenous shocks, the Financial Stability Department 
built, for 30 June 2006, a scenario envisaging a 19.1 percent depreciation of the domestic 
currency and a 6.1 percent point decline in interest rate, on the backdrop of a null growth over 
a two-year period, as an extreme, yet plausible assumption. These values were estimated 
based on the medium-term forecasting macroeconomic model constructed by the 
Macroeconomic Modelling and Forecasting Department in the NBR under the said extreme 
assumption. 

As banks still enjoy adequate capitalization and a high level of liquidity, the stress test has 
revealed that the Romanian banking system is capable of absorbing the negative effects of 
shocks considered in the scenario. The solvency ratio after the shock, calculated at aggregate 
level (Table 2), shows a 14.91 percent level, higher than the 12 percent minimum level laid 
down in the Romanian prudential regulations in force as at 30 June 2006. The impact of the 
above-mentioned exogenous shocks is differently felt by the groups of banks under scrutiny8. 
Therefore, in the case of privatized banks and domestic banks, which post lower levels of 
solvency ratio (14.4 percent) as compared to the average calculated at aggregate level, impact 
of the shocks considered in the scenario is reflected in the decline of this indicator to 11.19 
percent and 10.94 percent respectively.  

                                                 
7 Equivalent to a solvency indicator under 2%. 
8 Banks’ classification used by the Financial Stability Department in the stress test analysis takes account of the type of share 

capital. 
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As regards the estimated effect of the said shocks on the aggregate level of banks’ own funds, 
it entailed the contraction of these funds by 19 percent. The analysis of own funds by group of 
banks shows that privatized banks and domestic banks might be most affected. In the case of 
these banks, the stress test has revealed a decrease in own funds by 23 percent and 25 percent 
respectively. 

As a conclusion, it is worth noting that the capitalization of the Romanian banking system, 
albeit on a downward path, allows the further deepening of financial intermediation. In the 
short run, banks are estimated to be capable of absorbing the negative impact of the potential 
exogenous shocks that will pose no threat to the banking system. 

 

V – Open questions for discussion 
The following questions would be useful to be discussed in a public-private dialogue on stress 
testing: 
 
1. How important is for Romanian banks to start developing internal stress testing models? 
 
2. What are the main issues perceived by Romanian banks in developing and performing 
stress tests (data availability, methodology development, etc.)? How these problems could be 
overcame? 
 
3. How are individual banks calibrating their stress testing scenarios? Would central bank 
guidance be useful in this regard? 
 
4. What are the main types of stress tests used by individual banks (stress testing credit risk, 
liquidity risk, trading portfolios, net interest income, etc.)? How closely are they integrated 
with the banks’ risk management processes? 
 
5. If stress tests reveal potential risks or weaknesses, how are corrective actions undertaken? 
Both the experience of individual banks and the central bank would be useful in this regard. 
 
6. Could the individual banks’ stress tests be helpful in central bank bottom-up system-wide 
stress testing? What are the prerequisites for this approach? 

Table  nr. 2 – Impact of exogenous shocks on banks’ solvency ratio 

 Total 

Banks 
with state 

owned 
capital  

Privatize
d banks 

Banks with 
domestic 
private 
capital  

Subsidiaries 
of leading 

foreign banks  

Other 
banks with 

foreign 
capital  

Solvency ratio before  
the shock (%) 17.76 45.41 14.14 14.14 24.69 22.9 

Solvency ratio after the shock  (%) 14.91 42.12 11.19 10.94 22.51 19.92 

Size of total impact (pp) -2.85 -3.28  -2.95  -3.20  -2.19  -2.99  
 

Source: NBR 



 

 
              

ANNEX 1 

The banks’ stress testing methodology 

1.A. The classification of stress tests 
 
Based on their specific purposes, stress tests can be classified as follows: 
 

a) Stress tests that capture the impact on a portfolio of exceptional but plausible 
large loss events 

 
Unlike VaR, which reflects price behavior in everyday markets, stress tests simulate 
portfolio performance during abnormal market periods. Accordingly, they provide 
information about risks falling outside those typically captured by the VaR framework 
(Figure 4). These risks are associated with extreme price movements and with forward-
looking scenarios that are not reflected in the recent history of the price series that are 
utilized to compute VaR. 
 
 

Figure 4 

 
 
 

b) Stress tests used to understand the risk profile of a firm 
 
Financial institutions are also using stress tests to better understand their own risk profiles. 
A stress test of a corporate customer, for example, may reveal exposures which at the 
individual business unit level are not significant, but which, in aggregate, may have a large 
negative effect on the overall business. Alternatively, it may highlight offsetting positions 
in other parts of the business. 
 
In addition, financial institutions are using stress tests - mainly sensitivity tests - to 
calculate the sensitivity of a firm’s portfolio to changes in risk factors, such as an upward 
shift in a yield curve. Financial institutions also using stress tests to evaluate risks where 
VaR is of limited use. Examples include markets where the price impact of shocks is non-
linear, such as options.  
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Stress testing is also used to set limits for markets with low historical volatility but which 
may be subject to large discrete movements, such as for pegged currencies. Risk managers 
have also found it useful for setting limits and monitoring new products where no 
historical data are available. Thus stress testing is considerably enhancing firms’ overall 
risk management frameworks. 
 

c) Stress tests used for capital allocation or verification 
 
At some financial institutions, stress testing is used by senior management as a basis for 
informed decisions about how much risk they are willing to take and identifying where the 
vulnerabilities in their portfolios actually lie. Such stress tests help to evaluate their 
tolerance for risks - at both the institution and division level - and understand the 
combinations of risks that can produce large losses. This is then being linked, both directly 
and indirectly, to capital allocations. 
 
The small number of firms which are using it as a direct input to the allocation of 
economic 
capital are generally adopting two different approaches. The first approach takes the form 
of constructing scenarios with the input of business units, and ranking them according to 
their relevance and plausibility. Alternatively, firms can focus on worst case scenarios, 
owing to concerns about the possibility of scenario manipulation and difficulties with 
aggregation and the distribution of the diversification benefit.  
 
A much larger number of firms are using stress tests as a diagnostic tool to verify the 
adequacy of established limits and assigned capital across portfolios and enterprises. Thus 
while some other methodology, such as VaR, is used in the initial allocation of economic 
capital, stress testing is employed to ensure that due consideration is given to the impact of 
a stress-type event. 
 

d) Stress tests used to evaluate the business risk 
 
One of the innovations in stress testing is its application to business plans. In some 
financial institutions, a stress event is looked at in the context not only of changes in the 
value of on- and off-balance sheet items of the firm, but also of the effect that it has on 
revenue sources over subsequent years.  
 
This overlay assists management in deciding whether this type of event is a threat to their 
underlying business and whether the capital supporting the business is appropriate. In some 
cases, for example, financial institutions are testing the effect on their profitability of a 
long period of low interest rates. 
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1.B. The formulation of stress tests 
 
Stress tests generally fall into two categories - scenario tests and sensitivity tests.  
 
A. Scenario stress tests are generally based on either a portfolio-driven approach or an 
event-driven approach (Figure 5). In a stylized version of the portfolio-driven approach, 
key risk managers in a financial institution initially discuss and identify the vulnerabilities 
in the portfolio currently held by the firm. Having determined these vulnerabilities, risk 
managers work backwards and formulate plausible scenarios under which these 
vulnerabilities are stressed. For example, for firms that identify interest rate risk as their 
main vulnerability, stress tests will be formulated around movements in interest rates. 
 

Figure 5 a 

  
In contrast, in event-driven scenarios, the scenario is formulated based on plausible 
events and how these events might affect the relevant risk factors in a financial institution’s 
portfolio (Figure 5 b). These scenarios are often formulated at the request of senior 
management and are sometimes motivated by recent news (e.g. an increase in oil prices). 
Correlations across asset classes are normally implicit, although some financial institutions 
will also examine the implied correlations in order to ensure that the results are not overly 
conservative. 
 

Figure 5 b 

 
 
Under either approach, events can be categorized as either historical or hypothetical 
scenarios. Historical scenarios rely on a significant market event experienced in the past, 



 
18

whereas a hypothetical scenario is a significant market event that has not yet happened. 
The choice of historical or hypothetical scenario depends on a number of factors, including 
the relevance to the portfolio of historical events, as well as the resources - particularly in 
terms of time and labor needed for a particular exercise.  
 
Historical scenarios tend to be more fully articulated as they reflect an actual stressed 
market environment and therefore involve fewer judgments by risk managers. The 
drawback of the historical scenarios is that they may not reflect the background of interest 
and the new ways in which financial risk is occurring.  
 
Hypothetical scenarios are potentially more relevant to the risk profile of the firm, but they 
are labor-intensive and involve considerably more judgment. Accordingly, management- 
and business-level support for hypothetical scenarios is particularly important. Therefore, 
some financial institutions invite senior managers, front desks and economists to these 
discussions in order to secure objectivity and support for the scenario-setting process. 
Macroeconomic models are sometimes also employed. 
 
In practice, hybrid scenarios are quite common, i.e. hypothetical scenarios which are 
informed by historical market moves, but which are not necessarily linked to a specific 
crisis. The use of historical episodes assists in the calibration of the size of price changes 
and other hard-to-set factors, such as the possible effects on market liquidity. 
 
More generally, practitioners repeatedly referred to the trade-off between realism and 
comprehensibility - the more fully articulated the scenario is, the more complicated and 
less comprehensible the contents may become - as well as the importance of a qualitative 
discussion to begin the process. 
 
B. Sensitivity tests are also used by financial institutions regularly.  
One of the simpler types can be one whereby risk parameters are moved instantaneously by 
a unit amount, such as a 10% decline or a 10 basis point rise. These tests can be run 
relatively quickly and are used by senior managers in a number of institutions to form a 
first approximation of the impact on the firm of a move in a financial variable. As a result, 
sensitivity tests are widely used at the trading desk and business line level. 
 
A second group of sensitivity tests examines historical movements in a number of factors. 
These tests can take several forms. One type is based on worst case movements for each 
risk factor over a set historical period, e.g. the worst change in the last 10 years for interest 
rates and equities. This is objective and provides a maximum loss, but the unrealistic 
combination of risks - the time periods for each risk factor do not have to be coincident - 
may result in a loss that is overly pessimistic. 
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ANNEX 2 
 

2.A. EXCHANGE RATE RISK (direct effect) 

The exposure of a bank concerning the variation of the price of a foreign currency is 
determined by the foreign exchange position. The bank’s foreign exchange position 
generates profit or loss depending on the evolution of the exchange rate. Thus,  

 

 Exchange rate increase Exchange rate decrease 
Short foreign exchange 
position 

loss profit 

Long foreign exchange 
position 

profit loss 

 

The dimension of the loss of a bank incurred by the foreign exchange price is obtained by 
multiplying the individual adjusted foreign exchange position and the variation of the 
exchange rate: 

iii CSVIA Δ×=Ω  

iΩ - loss/ profit in the i foreign currency 
VIAi – individual adjusted foreign exchange 
position 

iCSΔ -exchange rate variation 
 

The model uses the total foreign exchange position as exposure, and the exchange rates are 
believed to be perfectly correlated. The total foreign exchange position is measured as 
being the highest absolute value between the total of long adjusted foreign exchange 
positions and the total short adjusted foreign exchange positions, not for each foreign 
currency separately.  

 

2.B. INTEREST RATE RISK (direct effect) 

Interest rate risks originate in the gap between variable interest rate assets and liabilities for 
each maturity pattern individually. The model calculates the variation in the net income 
from interest following changes in the interest rate. The impact of an interest rate change is 
quantified using the re-pricing gap.  

 

2.C. CREDIT RISK (indirect effect) 

The rationale of highlighting the indirect effects due to FX and interest rate on the solidity 
of commercial banks through credit risk is based on the impact of the evolution of these 
factors on companies, which can be later found in the provisions in the financial statements 
of banks. It should be noted that the estimation of the indirect effect is done solely on the 
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basis of debts of non-financial companies to the banking sector, due to the difficulty of 
collecting and processing similar information on natural persons up to this point.  

The interest rate and FX fluctuations produce changes in the structure of the balance sheet 
and the profit and loss accounts of companies, generating changes in their financial 
performance. Based on the financial solidity of debtors, banks estimate provisions, using 
the loan classification. Following the depreciation of the national currency (or an increase 
in the interest rate) there are signs of worsening of the debt service of counterparties and 
therefore the bank will reach higher levels of provisioning.  

An increase in provisions further generates an increase in expenses and therefore lower 
profits and a decrease in the bank’s own funds.  

The indirect impact is calculated as a difference between the provisions estimated before 
and after the introduction of shocks.  

Finally, the solvency indicator for each individual bank is calculated through the 
aggregation of the effects of the three risks:  

The calculation formula is: 

IMPACTTOTALNE
IMPACTTOTALOFSI ST _

_
+
+

=  
STIS  – solvency indicator after shocks 

OF – own funds before applying the model 
NE – net exposure before applying the model 
 

 

In case the solvency indicator is below the regulated threshold the model issues a warning. 
It also shows the banks which become insolvent at that point.  
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I. Background 
 
In October 2007 the project working group has prepared a comprehensive national strategic plan 
for promoting consumer education.  
 
To provide focus, consumer financial education measures are to be promoted initially by the SPI 
institutions and will comprise a limited set of concrete and feasible measures to be implemented 
during 2008. 
   
The following measures, which draw from the national strategic plan, are submitted to the SPI 
Committee for its consideration and endorsement before starting consultations with SPI 
institutions. 
 

II. The Need for Promoting Consumer Financial Education 

At present, the penetration of financial services in Romania shows modest levels compared 
to other European countries, but the retail financial services continue to grow at a fast pace. 
This effervescence of the Romanian financial market offers increased opportunities for both 
consumers and providers of financial services. 

At the same time, fast growth of lending can lead to over-indebtedness and/or irresponsible 
use of credit, as the years of hardship during the transition to a market economy have left clients 
with a spending appetite which leaves little room for sound financial planning. Individuals are 
increasingly dependent on the financial services industry for purchasing and furnishing their 
homes, financing their day-to-day needs, starting a business, or financing their retirement. 

Low financial literacy levels of the population lead to a weak and inefficient utilization of 
financial services. Because of lack of financial sector knowledge, consumers are unable to make 
adequate financial planning decisions, which result in a poor administration of their wealth.  

The benefits of increasing consumer financial education are spread among financial sector 
stakeholders: 
- for consumers of financial services: it helps them budget and manage their income, save 

and invest efficiently, and avoid becoming victims of fraud; 
- for providers of financial services: can constitute a marketing tool for financial institutions 

to build robust client relationships and promotes competition among financial intermediaries. 
- for authorities: it is a policy instrument for authorities to contribute to a sustainable growth 

in financial intermediation and ensures the smooth functioning of financial markets and the 
economy; 

 
Therefore, there is a need for a coherent set of measures promoted by key financial sector 
stakeholders for improving consumer financial education in Romania with the objective of 
enhancing the consumer financial knowledge to enable it to improve its financial decisions for 
life-planning. Ultimately, an increased level of financial literacy of consumers will help 
increase the stability and the confidence in the financial sector and promote economic 
growth. 
 



 4

 
Box 1. International experience with promoting consumer financial education 

 
The international experience shows a wide variety of initiatives to promote consumer financial education, 
that are promoted by both public and private stakeholders. 
   
In some cases, there are public authorities that have, among their statutory objectives, the financial 
consumer education, as it is the case of the UK Financial Services Authority and the Irish Financial 
Services Authority that develop both nation–wide and local activities for improving financial literacy. 
These authorities are at the forefront of promoting consumer financial education in the respective 
countries. 
 
In other countries, consumer education information is disseminated by the central banks. For instance 
both Bank of Spain and National Bank of Poland developed dedicated portals with useful information for 
consumers of financial services and products. 
 
In the case of US, the authorities have set up a dedicated Financial Literacy and Education Commission, 
with the purpose of improving financial literacy levels, that reaches a wide target through its website, toll-
free telephone and numerous activities and grants. 
 
Bank associations also develop dedicated portals to provide consumers with informative guidelines and 
other useful information about their rights and responsibilities as it is the case of the British Bankers’ 
Association, French Banking Association, Association of German Banks and so on. 
 
Other financial education programs and actions have been conducted by non-profit organizations (for 
instance, in USA there are around thirty consumer financial education NPOs), international organizations 
(ex: the OECD Financial Education Program), or financial institutions themselves (ex: Citigroup 
Financial Education Program).   
 
The National Authority for Consumer Protection confirmed that the proposed measures for 
promoting consumer financial education are in line with the national strategy for consumer 
protection is already in place (enacted through Government Decision no. 364/2005). 
 
At the same time, Romania’s efforts in the area of promoting consumer financial education 
would be also in line with the most recent EU developments (see EU Commission Green Paper 
on Retail Financial Services). The European Commission is going to issue in November 2007 a 
communication on the best practices in financial education in the European member states.  
 

III. The Objectives of the Proposed Measures 
 
The proposed measures will provide the basis for the start of coordinated financial education 
actions by key financial sector stakeholders. The underlying objective of the proposed measures 
is to increase levels of financial education and awareness among certain sensitive categories, 
with the lowest levels of financial literacy. 
  
A practical focus 
While the activities of information and instruction should in principle target all categories of 
consumers, in practice, specific immediate actions could be envisaged for categories such as: 
debtors in financial difficulty, first-time homebuyers, young people, credit card users. Other 
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target categories could be women, the unbanked1, the underserved2, low-income consumers, 
retirees, etc.  Among these categories, the most vulnerable are the young people and the elderly. 
Also the implementation of actions should consider the target clients groups which are the most 
dynamic in terms of demanding financial services. 
 

IV. The Specific Objectives for 2008 
 
The proposals for 2008 refer to a set of actions that would imply only a limited effort from the 
key financial sector stakeholders, with the purpose of ensuring that: 

1. a public-private consensus on the importance of promoting consumer financial education 
is reached; 

2. other stakeholders (public, private and not-for-profit entities) become interested to join 
the efforts of the core group in promoting financial education, as this will imply a long 
term commitment and effort. 

 
The following table describes the set of specific actions for 2008 and the resources that would 
need to be mobilized (more details are to be found in Annex 2, Table 3): 
 

Table 1. Specific objectives for 2008 
 

Domain Actions Stakeholder(s) Necessary resources 
Enhance information 
available to consumers 
on the participating 
institutions’ websites 

RBA, individual 
financial 
institutions, NBR, 
Credit Bureau, 
NACP 

SPI project to improve 
content of information 
available to consumers 
(EU Retail Financial 
Policy Priority) 
 

Elaborate guides on 
financial matters 
(lending, savings for 
retirement) 

RBA, individual 
financial 
institutions, PPSSC 

SPI project to draft the 
guides (EU Retail 
Financial Policy 
Priority) 
 

 
 
 
 
 
 
Information 

Take up self-
regulatory actions 

RBA, individual 
financial institutions 

SPI project based on 
Italian Patti Chiari 
experience (EU Retail 
Financial Policy 
Priority) 

 
Instruction 

Organize events to 
raise awareness and 
gain support from 
other stakeholders 

RBA, financial 
institutions, NACP, 
NBR, PPSSC 

SPI could support 
organization of two 
events during 2008 
(one in January and the 
other in June) 
 

 

                                                 
1 Consumers affected by financial exclusion and marginalization are called the unbanked: without a bank account at 
a deposit institution. 
2 The underserved are people who rarely use their account or do not know how to use it.   
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Advice 

Develop product 
comparison 
applications 

Individual financial 
institutions, RBA 

SPI project based on 
Italian Patti Chiari 
experience (EU Retail 
Financial Policy 
Priority) 

* More activities could be envisaged if deemed feasible by the relevant stakeholders. 

 

V. Roles of Key Stakeholders 
 
The main roles of the stakeholders are:  
 
Financial institutions 

• Information: Individual financial institutions bear mainly the responsibility to provide 
clear and accurate information to clients in regard to the terms and conditions of banking 
products and services. A miss calibration the information disclosed (too little versus too 
much) is often a cause of why people see financial information as difficult to understand; 

• Education: Financial institutions could also disclose education material on their website 
or at their territorial premises; 

• Advice:  Financial institutions could be also encouraged to provide on-line simulators 
and/or any other integrated IT modules that could help the potential clients to better 
understand the characteristics of the financial services offered to them. 

 
Romanian Banking Association 

• Industry Self Regulatory Measures: Given its role of forum of financial institutions, the 
RBA could enhance the protection of customers by initiating the development of industry 
codes or standards which push for more transparency from banks; 

• Industry Programs: The RBA could also promote industry-led financial literacy programs 
which could help customers to better understand the bank products and services (i.e. by 
asking banks to disseminate more information on their websites or at their territorial 
outlets or setting up a dedicated industry website including financial education 
information, etc.); 

• Dispute Resolution Schemes: The RBA could also enhance customer protection by 
encouraging the quick setting up of the bank ombudsman as an alternative dispute 
resolution scheme. 

 
Public authorities 

• Promotion: Given their broad territorial coverage capabilities, public authorities (in 
particular NACP) should be the main promoters of financial education programs and also 
the main channel for disseminating information within the financial education programs 
and campaigns, but also on an ongoing basis (the websites of these institutions may host 
educational material such as brochures, guides, leaflets, etc.);  

• Expertise: Public authorities could support the calibration and the implementation of the 
programs for promoting consumer education through their comprehensive knowledge and 
expertise; 
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• Logistic Support: The often vast territorial network of public authorities (in particular 
NACP) can be put to use in programs at a community level, offering logistic support to 
study groups.  
 

VI. Coordination and Monitoring of Proposed Measures 
 
The coordination and monitoring of the proposed measures could be performed by the SPI 
Committee. The SPI Secretariat will report periodically to the SPI Committee (e.g., on a 
quarterly basis) on the progress with the implementation of the proposed measures. 
 

VII. Conclusion 
 
Improving financial education is a long-term process, but its start cannot be deferred. While the 
pilot SPI financial education projects are being designed and start being implemented, NACP’s 
contribution in the SPI Committee and in the various project working groups will be essential to 
ensure coordination of the various actions and consistency with the national strategy for 
consumer protection is already in place (Government Decision no. 364/2005). 
 

VIII. Recommendation 
 
It is recommended that the SPI Committee contributes to the national strategy for consumer 
protection through the undertaking of several focused SPI projects as indicated in this note. 
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Annex 1 

Financial Consumer Education 

Guiding Pillars 

 
 
The measures for promoting consumer financial education are based on the following three 
pillars: 
 
Pillar 1: The proposed national financial education programs and measures should have 
three main components: 
 

● Instruction:  ensuring that individuals acquire the skills and ability to understand 
financial terms and concepts, through the provision of training and guidance;  
 
● Information:  providing consumers with facts, data, and specific knowledge to make 
them aware of financial opportunities, choices, and consequences; 
 
● Advice:  providing consumers with counsel about generic financial issues and products 
so that they can make the best use of the financial information and instruction they have 
received. 

 
Pillar 2: The proposed measures should be adequately calibrated to ensure that financial 
education is provided in a fair and unbiased manner and that they are coordinated and 
developed with efficiency. Also, financial education measures should focus on high priority 
issues and meet the needs and the financial literacy level of their target audience.  
 
Pillar 3: Financial education measures should be developed and implemented with the 
broad support of the key financial sector stakeholders (supervisory and regulatory authorities, 
financial market players and consumer protection bodies).  
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Annex 2 

Implementation 
 

As mentioned above, the measures for promoting consumer financial education will encompass a 
mix of actions targeting customer information, instruction, and advice (see Table 1). This mix of 
measures is the best implementation solution for promoting financial education, as it opens the 
possibility to use a variety of channels to reach as many consumers as possible as well as to 
ensure that this information is easy to understand by consumers.  
 
In other countries’ experience, the solution of a national campaign is often used, as it is most 
effective in raising awareness about the importance of understanding financial issues.  

 
OECD has identified the following delivery channels for financial education programs (in order 
of frequency of use):  

• training courses;  
• printed or online publications (brochures, magazines, booklets, guidance papers, 

newsletters, annual reports, direct mail documents, letters and disclosure documents);  
• advisory services (including telephone help lines and 1-to-1 counseling);  
• internet web sites/online services;  
• public awareness-raising campaigns;  
• events (including lectures, national workshop/forum, symposia, presentations);  
• other methods (including resource packs, videos, computer programs).  

 
In Romania, it would be feasible to start the promotion of consumer education by using the 
following channels:  

• specific guides on very important financial sector issues (responsible borrowing, 
retirement savings) to be disseminated on-line and in a printed form by relevant 
stakeholders;  

• online means of information for consumers of financial services and products;  
• awareness raising events;  
• industry self-regulatory measures;  
• school curricula including financial education issues, as a component of consumer 

protection classes, etc.    
 
The following implementation plan and timeline have been designed in accordance with the 
above mentioned considerations, so as to ensure that the poposed objectives will be achieved.    
 
 
 
 



 
 

 
 

Proposed actions Stakeholders Responsible Comments 

I. Information 
 
 
 

I.1. Enhance online 
information 
availability offered 
by the financial 
market 
stakeholders.  

National 
Authority for 
Consumer 
Protection 
(NACP)   
 
Romanian 
Banking 
Association 
(RBA) 
 
Financial 
institutions 
 
National Bank of 
Romania (NBR) 
 
Private Pensions 
Systems 
Supervisory 
Commission 
(PPSSC) 
 
Others: 
Credit Bureau 
(CB) 
 
 

Each institution Improve the availability of information useful for consumers of 
financial services and products, on the individual websites of the 
financial market stakeholders: 
- Open or improve dedicated sections on consumer financial 

education /protection;  
- Upload information materials related to consumer financial 

education /protection.  
 
• NACP: open a section dedicated to the financial consumer education that 

would contain: information about financial consumers rights and 
obligations; information about and links to the Bank Ombudsman (when 
established) and other dispute resolution bodies; basic information about 
the bank products and services and their risks; financial education 
documentation elaborated through the present project or other future 
initiatives. 

 
• RBA: open a section dedicated to consumers of financial services and 

products that would contain: the rights and the obligations of borrowers, 
information about and links to the Bank Ombudsman (when established), 
the Credit Bureau and to individual financial institutions, financial 
education documentation elaborated through the present and other 
initiatives of the stakeholders.  

 
• Financial institutions: improve information available for consumers, to 

stress risks pertaining to various financial products and services. The SPI 
Project “Bank Code of Conduct” and “Enhancing Financial Consumer 
Protection”, scheduled for 2008, will encourage banks to improve the 
availability of information so as to ensure transparency regarding the costs 
and risks of financial products and services.  
 

Table 2: Implementation Plan 
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Proposed actions Stakeholders Responsible Comments 

 
 

• NBR: improve the NBR website by posting information about and links to 
the Bank Ombudsman (when established), the Deposit Guarantee Fund, 
NAPC and RBA, information regarding financial consumer rights and 
protection, financial education documentation elaborated through the 
present and other initiatives of the stakeholders.  

 
• Credit Bureau: open a section dedicated to the consumers of financial 

services that would contain: explanations about the importance of 
maintaining a good credit history, the rights and the obligations of 
borrowers, links to the websites of financial institutions, information about 
and links to the Bank Ombudsman (when established), financial education 
documentation elaborated through the present or other future initiatives. 

 
 I.2. Elaborate a set 

of guides on specific 
financial sector 
issues 

RBA, Financial 
Institutions with 
support from 
NACP, NBR, 
and Credit 
Bureau 
 

RBA 
 

Publications to be made available online, as well as distributed in hard 
copies, on demand, to the financial institutions so as to be distributed to 
their clients. 
 

 I.2.1. Guide to 
borrowing and 
its risks 
 

RBA, Financial 
Institutions, 
Credit Bureau, 
NACP, 
consumer 
protection 
associations 

1) RBA 
2) NACP 

Publication to be elaborated within the SPI Project “Responsible 
borrowing” (scheduled for 2008) and to be made available through 
websites of specialized institutions, consumer protection organizations, 
RBA and CB; the guide could be distributed also in hard copies. 
 

 I.2.2. Guide to 
retirement 
savings 
 

Private Pension 
System 
Supervisory 
Commission 

PPSSC 
 

Publication to be made available through websites of specialized 
consumer protection organizations, RBA and individual financial 
institutions; the guide could be distributed also in hard copies. 
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Proposed actions Stakeholders Responsible Comments 

(PPSSC), 
Ministry of 
Labor, Family 
and Equal 
Opportunities, 
Pension Funds, 
Financial 
institutions 
 

 I.3. Take up 
industry self-
regulatory actions 
(codes of conduct) 
that require 
financial 
institutions to 
provide consumers 
with a specific 
minimal set of 
information, which 
should be clearly 
distinguished from 
commercial advice 
 

NACP, RBA, 
other 
professional 
associations of 
credit 
institutions, 
Financial 
Institutions 
 

RBA This action will be implemented through the SPI Projects “Bank Code 
of Conduct” and “Standardizing the minimal information for basic bank 
products and services” scheduled for 2008, which will aim at increasing 
the transparency of the information made available by the financial 
institutions to the benefit of consumers.  
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Proposed actions Stakeholders Responsible Comments 

II. Instruction II.1. Organize 
round tables with 
bank 
representatives and 
other stakeholders 
 

RBA, Financial 
Institutions, 
NACP, NBR, 
PPSSC  

RBA The round tables should stress on the needs and benefits of conducting 
consumer financial education programs, will highlight main priority 
issues, will help create synergies among the various initiatives and raise 
awareness and involvement of financial market stakeholders.  
It is envisaged to organize at least 2 round tables, the first in January 
2008 and the second in June 2008.  
The first roundtable will have a broad participation of all relevant 
stakeholders and will aim at raising awareness on the present initiative. 
The second round table will bring an insight of the project’s progress 
and will formulate recommendations for the stakeholders in order to 
speed the progress and ensure that the objectives are reached. 
 

III. Advice Encourage the 
development and 
use of product 
comparison 
software/table 
application 

Financial 
Institutions, 
RBA 

Individual 
institutions 

To be included on the financial education sections of the financial 
institution’s websites and/or in the specialized financial education 
websites. 
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 Activity \ Time frame Ian Feb Mar Apr Mai Jun Jul Aug Sep Oct Nov Dec 

I.1. Enhance information availability             
• Contact and get agreements of stakeholders             
• Propose new content to be added             
• Draft information to be posted             
• Post new content on the website             

I.2. Elaborate information guidelines             
• Set up working group in charge of drafting the materials             
• Decide on contents and main messages             
• Draft materials             
• Post on the websites             
• Print (on demand)             

I.3. Take up self-regulatory actions (see SPI Project “Bank Codes of Conduct”)              
• Set up working groups              
• Draft and endorse the codes of conduct             

In
fo

rm
at

io
n 

• Post codes of conduct             
II. Organize round tables              

• Contact and receive confirmation from stakeholders             
• Organize event             

In
st

ru
ct

i
on

• Publish conclusions             
III. Encourage the development and use of product comparison applications             

• Discussions with financial institutions and specialized websites owners             
• Start developing comparison applications             A

dv
ic

e 

• Make applications available             
 

Table 3: 2008 Implementation Timeline
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Abstract 
 
 
The first SPI Committee Meeting of September 14, 2006 gave its endorsement to the project 
proposal on the “Bank Ombudsman”, with the objective of preparing a formal 
recommendation to the banking industry that a Bank Ombudsman is created in Romania 
based on evidence of potential benefits for banks and consumer”. 
 
The project has been placed under the ownership of Mr. Radu Negrea, on behalf of the 
Romanian Banking Association. The project working group gathered representatives of banks 
and the National Bank of Romania. The National Authority for Consumer Protection was also 
consulted at various stages of the project. Five project working group meetings have been 
held between November 30, 2006 and March 15, 2007. 
 
The project has benefited from technical assistance received from the Convergence Program 
Country Senior Advisor Shkelqim Cani, who prepared a comprehensive background study on 
the establishment of a Bank Ombudsman scheme in Romania. The paper constituted an 
important reference for the project working group on the importance, mandate, organization 
principles, and procedures of a Bank Ombudsman and the relevant EU experience on the 
matter. 
 
Likewise, the working group has benefited from the advice received from the project peer 
reviewer, Mr. David Thomas, Principal Ombudsman, Financial Ombudsman Service, UK, 
whose recommendations represented an important guidance in shaping up the working group 
recommendation.  
 
The present document outlines the recommendation formulated by the project working group 
for the establishment of a Bank Ombudsman scheme in Romania that identified two possible 
options (extensively described in the document) that could be considered by the relevant 
stakeholders:  

1) a voluntary, private and independent scheme and  
2) a compulsory, public and independent scheme. 
 

The project working group recommends the adoption of the first option – a voluntary, private 
and independent scheme. It has concluded that this option would better serve the purpose of a 
timely implementation of the Bank Ombudsman scheme given the relatively simple setting up 
procedure and the quick mobilization of the necessary operating resources. This option 
presents the advantage of being flexible, as it could be adjusted and improved as necessary. 
The voluntary and private scheme could constitute a transition phase towards a compulsory 
and public scheme (as witnessed by other countries’ experience), if this is made necessary by 
its unsatisfactory functioning as seen from the retail client’s perspective. 



I. Recommendation for establishing a bank ombudsman in Romania 
 
 
In the context of the rapid development of the retail banking services in Romania, the bank 
ombudsman is a modern solution for a prompt and unbiased resolution of disputes between 
banks and customers, with undoubted benefits for both parties (outlined below). 
 
Based on the potential benefits for banks and consumers and on the EU best practices, the SPI 
project working group recommends that a bank mediator scheme is created in Romania, in 
one of the following two forms: 
1. a private, voluntary and independent scheme or 
2. a public, compulsory and independent scheme. 
 
 
 

II. The options for establishing a bank ombudsman in Romania 
 
After analyzing the characteristics of the EU bank ombudsman schemes and considering the 
specificities of the Romanian legal and institutional framework, the project working group has 
discussed in depth pros and cons of the following two options, which are deemed to be 
feasible for a bank mediator scheme in Romania (the two options are presented in greater 
detail in Appendix 1): 
 
Option 1: A voluntary, private and independent bank mediator scheme 
 

- set up as an association of public interest (based on GO 26/200)  
- open to all interested credit institutions 
- financed by banks’ annual fixed contributions or calibrated according to their retail 

market share or the number of complaints handed over to the bank mediator (the costs 
for setting up the bank mediator scheme and for its first year of operation are 
estimated at about RON 500 thousand) 

- overseen by a Trust Council aimed at nominating the bank mediator and ensuring its 
independence (made up of representatives of banks, NBR and NACP) and an Steering 
Committee (made up of representatives of participant banks and of the NBR and 
NACP) with administrative and operational duties 

- operated by a bank mediator appointed by the Trust Council from the list of 
authorized mediators according to Law 192/2006 with legal background and an 
impeccable reputation 

- covering all bank products and services 
- serving at no cost all participant banks’ clients, potential clients or other eligible 

categories 
- size award of at most EUR 50,000 
 
Advantages: 
• Rapid implementation, as the initiative is private 
• Quick mobilization of the necessary sources for setting up and running the institution 
• Flexibility in adjusting the scheme’s features as it evolves, including subsequently 

bringing it under a law and transforming it into a compulsory scheme if deemed 
necessary (see case of UK) 

Disadvantages: 



• Possible lack of confidence of the public in the bank mediator independence and 
objectivity 

Possible ways to mitigate the disadvantages: 
• The transparent selection of the bank mediator from the list of authorized mediators 
• The selection of the bank mediator by the Trust Council, in which banks have only a 

minority participation, and where NBR and consumer protection organizations are 
represented 

• The ombudsman activity is under the Mediation Council’s supervision, that evaluates 
the observance of the Ethics and Professional Code for mediators 

• The transparency of the mediation activity. 
 
Option 2: A compulsory, public and independent bank mediator scheme 

- set up through amendment of the Banking Law or a special law as a public institution   
- compulsory for all credit institutions 
- financed either exclusively by banks contributions or state budget contributions or by 

a mix of the two (the costs for setting up the bank mediator scheme and for its first 
year of operation are estimated at about RON 400 thousand) 

- overseen by a Board made up of representatives of banks, NBR and NACP, which are 
equally represented 

- operated by a bank mediator appointed by the Trust Council from the list of 
authorized mediators according to Law 192/2006 

- covering all bank products and services 
- serving at no cost all participant banks’ clients, potential clients or other eligible 

categories 
- size award of at most EUR 50,000 
 
Advantages: 
• Presumed higher confidence of the public in the bank mediator and its independence  
• Previous experience in setting up public institutions 
Disadvantages: 
• Long implementation due to the complex enactment process and out of the hands of  

the private initiative 
• The initial project objective could be distorted in the long enactment process  
• Uncertainties on the resources mobilization in case of state budget (co)financing  
• Banks could be bounded to participate in the scheme and to obey by the bank mediator 

resolution 
• Banks could be forced to give full access to the bank mediator to all information and 

documents 
• Lack of flexibility in doing further adjustments to the operating framework established 

by law and regulations 
Possible ways to mitigate the disadvantages: 
• Constant and sustained involvement of the law initiator (Ministry of Justice) 
• Shorter implementation if promoted through emergency government ordinance 
• Mobilize only banks’ resources for financing for an operative setting up 
• Greater flexibility if bank mediator set up by Order of Ministry of Justice 

subsequently to the Banking Law amendment. 
 
 
 



III. The project working group recommendation 
 
The project working group recommends the adoption of the first option – a voluntary, private 
and independent scheme, taking into consideration the following: 
 

a. this option would better serve the purpose of a timely implementation of the Bank 
Ombudsman scheme given the relatively simple setting up procedure and the quick 
mobilization of the necessary operating resources; 

b. this option presents the advantage of being flexible, as it could be adjusted and 
improved as necessary; 

c. if deemed necessary, the voluntary and private scheme could constitute a transition 
phase towards a compulsory and public scheme (as witnessed by other countries’ 
experience). 

      
The project working group submits this recommendation for the consideration of the RBA 
Board. In turn, the RBA Board will submit its own recommendation to the RBA General 
Assembly for voting. This recommendation is being sent in parallel to the other institutions 
represented in the SPI Committee.   
 
The RBA General Assembly decision with respect to the preferred option for setting up the 
Bank Ombudsman, together with the positions expressed by the other SPI Committee 
stakeholders, will be part of the SPI Committee final deliberation regarding the preferred 
implementation option for this institution.  
 
Upon SPI Committee endorsement of the project recommendation, the project working group 
proposes to proceed with the following implementation schedule. 
 
 

IV. Implementation Schedule 
 
Following the decision of the SPI Committee on the preferred bank mediator option, the next 
steps should be followed to enable a prompt implementation of the bank ombudsman scheme 
in Romania1: 
 

 Early April 2007: The preferred option (as deemed by the RBA General Assembly) is 
presented to the SPI Committee, together with a detailed implementation plan, in order 
to get the approval of other relevant stakeholders, i.e. National Bank of Romania, 
National Authority for Consumer Protection; 

 May 2007: Depending on the final choice made by the relevant stakeholders, the 
project working group will support the initiator of the bank mediator establiTshment 
(RBA Board / Ministry of Justice) to pursue with this initiative, by preparing the any 
required documentation on the scheme setting up, i.e. constitutive acts / draft proposed 
legislative initiative, proposals for logistics, administrative and organizational issues, 
etc.; 

 June 2007: A full proposal for the bank mediator establishment, together with all 
necessary background documentation, is submitted to the relevant decision making 
bodies (RBA Board / Ministry of Justice – Parliament) for a formal approval of the 
scheme; 

                                                 
1 The timeframe established for the Bank Mediator setting up depends on the timely implementation of the 
operational framework for the Mediation Council, established based on Law 192/2006. 



 July 2007 – September 2007: The Bank Mediator scheme is set up through the 
necessary legal procedure. The bank mediator overseeing bodies develop the rules of 
the new service, policy and practices (manuals, procedures, etc.), make decisions on 
the appointment of the bank mediator and other staff, logistics, etc; 

 October 2007: The Ombudsman hires staff and starts staff professional and 
management training; 

 November 2007: Official launch of the new Bank Mediator scheme; 
 December 2007: The new scheme makes application to become a FIN-NET member. 



 
APPENDIX 1 

 
The two options proposed for the establishment of a bank mediator scheme in Romania (short form) 

 
  Option 1 Option 2 
1. Scheme 

governance 
Voluntary 

set up as an association whose activity is governed by the Law on 
mediation 

Compulsory 
set up through the amendment of the Banking Law or a special law  

2. Legal Powers Pursuant to articles of association with provision to continue 
operations under the auspices of specific Laws that may be 
promulgated later (to make seamless transition to Option 2 possible) 

Pursuant to new Law and accompanying regulations when 
promulgated and issued 

3. Participants/ 
coverage 

Interested credit institutions 
 

All credit institutions 

4. Oversight Trust Council composed of 4 representatives of the public interests 
(NBR, NACP, etc), one of which serves as Chairperson, and 3 
representatives of banks (appoints the bank mediator, proposes the 
budget of the scheme, the salary of the bank mediator, approves the 
annual report);  a Steering Committee gathering 5-15 representatives of 
banks, NBR and NACP with operational and administrative duties 

A Board gathering 3 members out of which one from banks, one from 
the National Authority for Consumer Protection and one from the 
National Bank of Romania 

5. Financing Banks’ individual annual fixed contributions 
Option 1: fixed and equal contributions 
Option 2: contributions depending on the retail market share of each 
participating bank (or possibly the number of complains) 

Option 1: Banks’ individual annual fixed contributions 
Option 2: Banks’ individual annual fixed contributions plus state 
budget 
Option 3: State budget only  

6.  Products 
covered 

All bank products and services All bank products and services 

7. Eligible 
complainants 

Individuals, clients of the participant credit institutions, as well as 
potential clients or other designated categories 

Individuals, clients of credit institutions 

8. Power of 
decision 

Recommendation. The experience of other countries shows that banks 
comply in a vast majority of cases with the ombudsman resolution.  

Recommendation 

9. Limits on the 
size of 
binding 

EUR 50,000 EUR 50,000 



  Option 1 Option 2 
award 

10. Service to 
customers 

Free free 

 

11. The average 
time to 
handle a 
complaint 

60 days  60 days 

12. Requirements 
for the 
Ombudsman 

1. to be authorized by the Mediation Council according to the Law  
2. to have legal background 
3. reputable person  

1. to be authorized by the Mediation Council according to the Law  
 

13. Ombudsman 
appointment 

The Administrative Council will select the Ombudsman out of the list of 
authorized mediators   

The Board will select the Ombudsman out of the list of authorized 
mediators   

14. Initiative The interested credit institutions – for the association 
Ministry of Justice -  for the amendment to the Banking Law, necessary 
for allowing the delivery of documents and information to the bank 
mediator without being considered a break of the banking secrecy 

National Authority for Consumer Protection for the establishing law  

15. Estimated 
budget 
(setting up 
and 1st year) 

RON 507,132 RON 378,792 

16. Similar 
international 
experience 

Austria, France, Germany, Greece, Italy, Poland UK 

17. Advantages  • Rapid implementation, as the initiative is private 
• Quick mobilization of the necessary sources for setting up and 

running the institution 
• Flexibility in adjusting the scheme’s features as it evolves 
 

• Higher confidence of the public in the bank mediator and its 
independence  

• No amendment to the Banking Law is needed if the establishing 
law embeds the necessary provisions in respect of the bank 
secrecy  

• Previous experience in setting up public institutions 
 

18. Disadvanta-
ges 

• Possible lack of confidence of the public in the Ombudsman 
independence and objectivity 

• The amendment of the Banking Law may be necessary 

• Long implementation due to the complex enactment process and 
out of the hands of  the private initiative 

• The initial project objective could be distorted in the long 
enactment process  

• Uncertainties on the resources mobilization in case of state 



budget (co)financing  
• Banks could be bounded to participate in the scheme and to 

obey by the bank mediator resolution 
• Banks could be forced to give full access to the bank mediator 

to all information and documents 
• Lack of flexibility in doing further adjustments to the operating 

framework established by law and regulations 
19. Ways of 

mitigating the 
disadvantages 

• The transparent selection of the bank mediator from the list of 
authorized mediators 

• The selection of the bank mediator by the Trust Council, in 
which banks have only a minoritary participation, and where 
NBR and consumer protection organizations are represented 

• The ombudsman activity is under the Mediation Council’s 
supervision, that evaluates the observance of the Ethics and 
Professional Code for mediators 

• The transparency of the mediation activity. 
 

• Constant and sustained involvement of the law initiator (Ministry of 
Justice) 

• Shorter implementation if promoted through emergency government 
ordinance 

• Mobilize only banks’ resources for financing for an operative setting 
up 

• Greater flexibility if bank mediator set up by Order of Ministry of 
Justice subsequently to the Banking Law amendment. 

 

20. Monitoring 
and 
Evaluation 

• Performance under this option will be monitored to decide 
whether transition to Option 2 is warranted.  Indicative 
performance criteria will be as follows: 

o number of complains solved by the bank mediator (not 
further pursued with courts) 

o satisfaction surveys show an excellent level of parties 
satisfaction with the way in which the bank mediator 
solved the cases brought to his/her attention 

o there are no funded complains about the activity of the 
bank mediator and the way in which it handles and 
solves the complains 

o evaluation performed by the Trust Council based on 
annual activity reports is favorable to continuing the 
activity under this arrangement. 

 

 

 
 



 
APPENDIX 2 

 
The necessity of a bank ombudsman 

 
A study performed by the Convergence Program2 shows that in Romania there is no 
specialized and impartial institution to prevent and address adequately and effectively 
individual consumer’s complaints against financial service providers, in accordance with EU 
standards. 
 
According to the findings of a survey with banks and relevant authorities (a description of the 
findings can be found in the Convergence study): 

 Bank’s internal dispute resolution systems are rated as partially efficient to provide 
satisfactory resolution of their customer complaints in terms of the European 
protection standards: customer’s awareness, system accessibility, quickness to provide 
response, and fairness given the compensation amount.  

 Consumer protection bodies and industry lack effective complaint tracking system in 
the financial area.  

 Consumers’ financial literacy is inadequate. 
 
Therefore, in view of: 

i) Considerable flaws in the current Romanian consumer protection 
ii) Romania’s EU membership 
iii) Benefits of scheme creation from user’s and supplier’s perspective 

 
The project working group endorsed Convergence’s recommendation that: In order to ensure 
that Romanian consumers are served fairly and well across Romania, “an independent and 
effective Bank Ombudsman scheme is established modelled after the European schemes 
examined by the study”. 
 
The Ombudsman will be a solution for prompt and unbiased resolution of complaints that 
customers have been unable to resolve satisfactorily with their banks. It will ensure that 
consumers of such services are protected from negative financial consequences and are 
warranted an informal, easily accessible alternative to other inconvenient, bureaucratic and 
time-consuming remedies, such as court proceedings. At the same time, the bank ombudsman 
will bring important benefits for banks, as outlined below. 
 
 
 
 
 
 
 
 
                                                 
2 “Establishing a Bank Ombudsman in Romania – A Background Study Prepared for the SPI Committee” by 
Shkelqim Cani, Convergence Country Senior Advisor, November 2006. The study findings and 
recommendations were presented in a technical workshop in Bucharest (with a broad participation of the banking 
industry, National Bank of Romania, National Authority for Consumer Protection, and the Ministry of Public 
Finance), on November 30, 2006 with the aim to provide support to the project working group in charge of the 
SPI project on “Ombudsman and consumer education” and gather feedback. 



APPENDIX 3 
 

The benefits of a bank ombudsman 
 
As outlined by the study performed by Convergence, as well as by the extensive international 
experience, the establishment of a bank ombudsman carries important benefits for both 
providers and consumers of financial services, as follows: 

1. Benefits for banks:  

• Improving the public image of banks – Starting from the idea that “conciliation is 
better than litigation”, the informality and confidentiality of the out-of-court procedures 
is more encouraging for the bank/financial industry as the negative publicity generated 
by court proceedings could be extremely damaging to the business’s bottom line. 

• Enhancing consumer confidence in banks - an impartial, objective and transparent of 
the out-of-court mechanism boosts consumer confidence to do more financial services 
business.  

• Better customer retention rates - banks have a chance to learn more about the 
customer needs and views, thus being able to further improve its products and services 
and the relationship with customers. 

• Lower costs for complains resolution - the costs that banks usually pay to the bank 
ombudsman per case are likely to be much less than the legal costs that might otherwise 
be involved in defending a claim in court and the potential reputational risks that could 
incur3. 

• An ongoing educational process - for both providers and consumers of financial 
services as bank ombudsman schemes encourage complain prevention through the 
publication of case studies, which can serve as useful reference for consumers and 
bank/financial industry alike. 

 

2. Benefits arising from consumers’ perspective:  

• Enhanced customer protection – as bank ombudsman ensures protection especially in 
the wake of development of new complex products that combine various financial 
services, which expose the consumer more to risks and require more sophistication. 

• Improved access to justice – as out-of-court procedures facilitate consumer access to 
justice with their quickness, informality and fee-free handling of conflicts. They usually 
remedy certain problems associated with court procedures, such as expensive fees, time-
consuming, cumbersome procedures and inconvenience. 

• A fair, impartial, accessible, fast and free dispute resolution system - the 
ombudsman scheme is advantageous over the court as it offers specialized knowledge 
and uses mediation and investigation of facts and provides an incentive to consumers to 
pursue with small amount complaints, which are not economically viable to be brought 
to courts due to costs offsetting the benefits. Likewise, the scheme provides a quick 

                                                 
3 The practical experience of banks proves that the time needed to solve the litigations through courts can be up 
to three years. Likewise, the court proceedings imply important costs for banks in term of human resources 
allocated and other expenses, such as court taxes, etc. 



dispute resolution system at no cost for the economically weaker party (the consumer) 
and puts the parties on par. 

• A less bureaucratic and jargon-free way of handling complaints – as the 
ombudsman scheme with its experts is dealing cases brought by consumers and small 
businesses who suffer from a lack of information, time and relevant expertise. 

 



APPENDIX 4 
 

EU best practices 
 
The study prepared by Convergence shows that the Romanian banking industry faces the 
challenge to be tuned with EU’s recent developments in the financial consumer protection 
area and to strengthen its compliance with EU’s Financial Services Action Plan, FIN-USE 
and FIN-NET policies4. 
 
The experience of several EU Member States examined in the study shows that alternative 
mechanisms for the out-of-court settlement of consumer disputes have become effective and 
reputable mechanism for both consumers and banks/service providers, by reducing the cost of 
settling consumer disputes and the duration of the procedure, provided that certain essential 
principles are respected (see Box 1). 
 
 

Box 1. Ombudsman’s Governing Principles 
a. Objectivity and independence 

Are the main governing principles of the Ombudsman scheme and are guaranteed by the institution’s 
organizational structure, which operates generally at arm’s length from the government, member 
banks, and other financial service providers.  

b. Accessibility 

Ombudsman service is available to everyone as per its terms of reference. In the vast majority of 
European schemes examined services are offered free of charge, thus ensuring wide accessibility.  

c. Consistency 

As compared to a court dispute handling, the ombudsman judgment ensures both the customer and the 
service provider similar treatment for similar concerns throughout the system. 

d. Timeliness 

The average time to handle a complaint for most European schemes is from 2 - 12 months at 
maximum.  

e. Courtesy  

Every consumer is treated with respect, courtesy and professionalism.  

f. Reasonableness, clarity and accuracy 

All communications with consumers are clear and terminology-free to be easily understood by a 
normal person. Any information and direction provided by the Ombudsman office is accurate. 
Ombudsman makes public its knowledge, experience and assistance. 

g. Confidentiality 

The Ombudsman’s dispute resolution process is confidential. The scheme protects from disclosure for 
all purposes the personal and company information recorded in Ombudsman files. Ombudsman does 
not publish the names of businesses or consumers subject of a certain complaint.  

h. Quickness 

Due to heavy caseload, the Ombudsman service has to be practical and business-like in terms of 
producing a fair outcome quickly.  

                                                 
4 For more information on these, see Convergence study. 



i. Informality 

The service is an informal alternative to the courts. The ombudsman approach is very flexible, non 
bureaucratic and completely different from the court.  
  
 
In most of the cases analyzed the schemes were established by the industry as a self-
regulatory initiative as privately organized institutions, voluntarily established by the 
Bankers’ Associations. Their common characteristic is their creation at the initiative of 
Banking Associations based on a voluntary agreement between members of the association. 
Voluntary arrangements imply voluntary participation, usually developed and designed 
primarily in the interest of the industry itself. Such examples are Austria, Italy, Germany, 
Poland, Greece5 and Switzerland. 
 
Public and compulsory schemes can be found in the UK6, Spain (scheme owned and run by 
the Central Bank of Spain, responsible for bank supervision), Luxembourg (scheme set up by 
law and run by the supervisory authority of financial sector), and Czech Republic (the 
Financial Arbiter has been elected by the Chamber of Deputies to harmonize Czech 
legislation with EU directives according to the Act on the Financial Arbiter). In the case of 
statutory regulations, all respective scheme participants are legally bouded to comply with the 
decisions of the ombudsman. 
 
In other countries (France, Finland, Belgium, Norway, Estonia) we see some sort of hybrid 
schemes that are jointly run through agreements among various stakeholders. They are 
established as separate legal entities, governed by boards consisting of representatives from 
bank associations, central bank, finance, investment and/or mortgage associations, financial 
regulators, or/and Consumers’ Associations/Administrations. They are all funded through cost 
– sharing formulas by the industry. 
 
In terms of governance of the ombudsman schemes, in most private and voluntary schemes 
established by the Board or General Assembly of Bankers’ Associations (Italy, Germany, 
etc.), the Association enacts a regulation, which constitutes the by-laws of the Ombudsman. 
In Italy, terms of reference are replaced by Inter bank Agreements. 
 
In comprehensive and large schemes (UK, Canada, Australia, etc.), where the Ombudsman is 
incorporated and registered as a separate legal entity, the By-laws (articles of association) of 
the Ombudsman and the Terms of Reference set out the governance structure of the 
organization in greater details. In case of public schemes, the bylaws are approved by the 
respective authority, which appoints the governing body of the Ombudsman (Board or 
Council) and Terms of Reference are generally approved by the Board. 
 
As for participation, the Convergence study shows that ombudsman scheme participants are: 
all credit institutions in Austria; all member banks and financial firms of the German Banking 
Association in Germany and Italy (95% of banks in the country); all members of French 
Association of Finance Companies (AFC) in France; all banks, mortgage banks, pension, 

                                                 
5 The Greek bank ombudsman scheme was subsequently merged with the Investment Ombudsman to operate as 
a single, self-regulatory, non-profitable, civil partnership covering member banks of the Greek Bank Association 
and brokerage firms and investment companies. 
6 The FOS was incorporated in 1999 to consolidate into a single statutory body the complaints handling and 
ombudsman services formerly provided by a number of statutory and voluntary schemes. 



insurance, security and investment companies, credit unions in UK; members of the Polish 
Bankers’ Association and 11 small cooperative banks on voluntary agreement in Poland. 
 
The rights and obligations of scheme members as defined in the Terms of Reference or 
Interbank Agreement are outlined in Box 2. 
  

 
Box 2. The rights and obligations of bank ombudsman scheme members 

 
The member banks are entitled to: 
(i) act within the Ombudsman’s Terms of Reference, according to Rules and Procedures for 

Complaints Handling; 
(ii) abide by law (Germany) or/and provisions of the industry’s self-regulatory standards, such as 

the Banking Practice Code, Consumer Credit Code or Electronic Funds Transfer Code (where 
applicable), etc.; 

(iii) create Complaint Units/Offices at their banks; 
(iv) provide to the Ombudsman any information required. The Ombudsman may request the bank to 

submit information that it reasonably considers necessary for, or of assistance in, exercising the 
dispute resolution powers;  

(v) display notices in a prominent position in all their branches stating that they are part of the 
Banking Ombudsman scheme and if available, make copies of the Code of Banking Practice 
available; Compile and make readily available brochures or other materials advising customers 
of complaint procedures and train staff to provide the necessary information; 

(vi) comply with requests made by the Ombudsman in line with Terms of Reference and Operational 
Procedures; 

(vii) pay within the specified timeframe the annual membership fee or/and service fees (whichever is 
applicable) in the amount determined by the Ombudsman Board for schemes funded by 
members;  

(viii) if the member bank has agreed to take certain actions to resolve a dispute, or has been required 
by an Ombudsman’s determination to take such action, it must do so promptly within the time 
frame agreed upon by the parties. 

 
The member banks shall not: 
(i) resort to litigation while a complaint is being dealt with by the Ombudsman unless the 

Ombudsman gives his/her written approval on the application of a bank whose rights would 
otherwise be prejudiced; 

(ii) prevent a customer who would otherwise be eligible to use the services of the Ombudsman from 
doing so through the use of an arbitration clause in a contract; 

(iii) provide the Ombudsman with any misleading information or answer; 
(iv) provide any customer with any misleading information regarding the operation of the 

Ombudsman scheme. 
 
 
 
 
 
 
 
 
 
 
 
 
 



APPENDIX 5 
 

Key features of the ombudsman schemes in selected EU countries 
 

    Austria France Germany Greece Italy Poland UK 

1 Scheme 
governance private, voluntary private, voluntary private, voluntary private, voluntary private, voluntary private, voluntary 

(self-regulatory) 

public, statutory 
(previously voluntary, 
contractual until 
2001) 

2 Year established upgraded in January 
1st, 2006 May 1995 July 1992 

March 1999, in July 
2005 merged to 
create the Hellenic 
Ombudsman for 
Banking, Investment 
Services 

set up in April 1993, 
upgraded features in 
January 2006 

March 2002 
set up in 1986, 
upgraded and 
expanded in 2001 

3 
Scheme 
coverage/particip
ants 

credit institutions 
member companies 
of French Association 
of Finance 
Companies (AFC) 

membership to banks 
affiliated to German 
Banking Association 
(GBA) only - big 
banks, regional 
banks, private banks, 
private mortgage 
banks and branches 
of foreign banks 

all member banks of 
BA until March 2005 

membership to all 
banks (domestic and 
some foreign) and 
financial firms 
operating in Italy and 
members of the 
Italian Banking 
Association (ABI) 

members of the 
Polish Bankers' 
Association (PBA) 
and 11 small 
cooperative banks 

all banks, mortgage 
banks, credit unions, 
insurance, pension 
companies, 
securities, 
investment, etc. 



4 Scheme running 

banking industry 
(two-tier scheme: 
Joint Conciliation 
Board for cross-
border + 
Ombudsman of BA) 

independent 
ombudsman 

members of GBA 
(the Board of the 
Association elects 
the Ombudsman) as 
a self-regulatory 
entity 

independent 
ombudsman elected 
by the General 
Assembly of BA 

run by ABI, but 
ombudsman enjoys 
several self-
governing elements, 
including an 
independent Board 

PBA runs the 
organizational and 
administrative 
aspects of 
Ombudsman. The 
Board of PBA 
appoints the 
Ombudsman 

Financial 
Ombudsman Service 
(FOS); The Board of 
FOS is appointed by 
the Financial 
Services Authority, 
independent 

5 Scheme funding banks through a fixed 
fee funded by AFC funded by GBA 

member banks' 
contributions to the 
scheme budget are 
defined by the 
General Assembly 

Italian Banking 
Association (ABI) 
finances the scheme 
as part of its own 
budget, sharing cost 
among its members 

member banks of 
PBA + participating 
cooperative banks 
based on the number 
of respective cases 

annual levy on fin. 
instit. based on their 
size and industry 
sector plus case 
fees; no government 
funding 

6 Type of products 
covered 

products and 
services of credit 
institutions + cross-
border issues 

financial products 
offered by 
participating 
institutions 
(consumer credit and 
property loans) 

financial products 
offered by member 
institutions + 
domestic and cross-
border complaints 

financial products 
offered by member 
banks 

financial products 
offered by 
participating banks 

financial products 
offered by 
participating banks 
except those related 
with treasury services 
and state-subsidized 
credits 

banking, insurance, 
mortgage, pensions, 
securities, etc. 
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Recommendations of the project peer reviewer (Mr. David Thomas, 
Principal Ombudsman, UK) 

 
 

  
  

 

 

 
Ramona-Vali Bratu 
SPI Director of Bank Products and Services 
 
By e-mail to 
ramona.bratu@convergence-see.eu  

20 February 2007 

Dear Ramona-Vali Bratu 

PROJECT TO ESTABLISH A BANK MEDIATOR IN ROMANIA 

Thank you for your e-mail of 19 February.  I will deal first with the three options which have 
been discussed, and then with a couple of other points that arise. 
 
The three options 
 
1: Which governance option? 
 
Subject to some conditions, I would recommend starting off with option 1 – a private/ 
voluntary scheme – even if the ultimate objective were a public/compulsory scheme. 
 
I say that because it is inevitable that the new scheme will require modifications in its early 
years, in the light of experience and local conditions.  That can be done quickly and easily 
with a private/voluntary scheme.  It is much more difficult (and sometimes impossible) to do 
with a public compulsory scheme. 
 
Although we have a public/compulsory scheme (option 2) in the United Kingdom, this was 
established on the basis of almost 20 years’ experience of private/voluntary schemes.  So we 
had ample opportunity to develop the ombudsman model and make sure it worked effectively 
before it was underpinned by law. 
 
The conditions relate to the appointment of the mediator etc, as mentioned below at points 3, 
12 and 15. 

from David Thomas 
Corporate Director and 
Principal Ombudsman 
Financial Ombudsman Service 
South Quay Plaza 
183 Marsh Wall 
LONDON       
E14 9SR       UK 

direct phone 00 44 20 7964 0692 

direct fax 00 44 20 7964 0693 

e-mail david.thomas@financial-ombudsman.org.uk 



 
2: Participants/coverage 
 
Membership of the scheme should be open to all banks, including foreign ones, with a place 
of business in Romania.  It should not be restricted to members of the Bankers’ Association. 
 
3: Management 
 
If the Board must have a majority of members who are bankers, it cannot appoint the 
ombudsman – as he/she would not be seen to be independent.  The Board should not control 
the mediator’s pay nor the mediator’s staff.  
 
There should also be a separate Council – with a minority of bankers and an independent 
chairman – which is responsible for appointing the mediator, fixing and reviewing the 
mediator’s pay and recommending the scheme budget to the Board.   
 
The staff of the scheme should be appointed by the mediator or the Council, and should report 
to the mediator, not the Board. 
 
4: Financing 
 
It is usual to start off by financing a scheme entirely from annual contributions.  In fairness, 
these are usually based on the size of the member bank – based on the number of individuals’ 
accounts held in Romania by the members concerned. 
 
In the light of experience, that can be modified over time to reflect the number of cases 
coming from each member.  Our experience is that some banks are much worse and some are 
much better than average.  There are a number of ways this can be done, which I would be 
happy to discuss. 
 
5: Products covered 
 
“All bank products and services” is fine. 
 
6: Eligible complainants 
 
They may wish to require that the complainant has suffered (or may suffer) loss, distress or 
inconvenience as a result of the event about which they are complaining.  Otherwise, some 
consumers may complain about things which have not actually affected them adversely. 
 
Subject to this, they may wish to consider whether there are any non-clients who should be 
eligible to complain.  For example, in the case of banks, we allow complaints by the 
following non-clients: 

o a guarantor of a client’s debt; 

o the true owner of a cheque, or of the funds it represents, collected by the bank for 
someone else’s account; 

o a beneficiary under a trust or dead person’s estate of which the bank is trustee; 

o a potential customer (e.g. who has been refused service on discriminatory grounds). 



 
We are currently considering whether to extend eligibility to victims of the growing crime of 
‘identity theft’, so that they have a ready way of establishing that a loan was taken out by a 
fraudster and not by them. 
 
7: Power of decision 
 
In some countries, recommendation is the norm.  In the UK, even under the former 
private/voluntary banking ombudsman scheme, the bank agreed that it would always follow 
the ombudsman’s award. 
 
8: Limits on size of award 
 
‘EUR 50,000’ sounds fine at this stage. 
 
9: Service to consumers 
 
‘Free’ is good. 
 
10: Average time to handle a complaint 
 
I am unclear whether this refers to the handling of complaints by banks or by the mediator. 
 
It is usual to provide that: 

o Clients cannot take their complaint to the mediator scheme unless they have first 
complained to the bank. 

o There is a time limit for banks to deal with complaints.  A bank’s final response to the 
complaint must be in writing. 

o The bank’s final response must tell the client he/she can refer the complaint to the 
mediator, if still dissatisfied, but must do so within a set time. 

 
It would be unwise for the mediator scheme to commit itself to a decision within 30 days, as it 
will often be dependent on receiving information from the client or the bank. 
 
11: Requirements for the mediator 
 
In many countries, the mediator/ombudsman can be a lawyer rather than someone with prior 
experience of banking.  A mediator who has been a banker will be seen as less independent by 
the public. 
 
12: Mediator appointment 
 
As mentioned above, the mediator will not be independent if appointed by the Board (which 
has a majority of bankers).  He/she should be appointed by a Council (with a minority of 
bankers and an independent chairman). 
 
13: Initiative 
 



I am not familiar with the details of the Romanian law on banking secrecy.  In the UK, it is 
sufficient for the client who is complaining to sign a complaint form which includes authority 
for the bank to disclose information to the ombudsman. 
 
14: Similar international experience 
 
Not all of the schemes mentioned under option 1 have qualified for membership of FIN-NET.  
The current UK scheme is option 2, and not option 3.  
 
15: Advantages 
 
The last ‘advantage’ is inappropriate.  If the mediator is truly independent, the banks should 
not have any supervisory power over him/her. 
 
16: Disadvantages 
 
As mentioned above, the mediator’s independence should be secured by the creation of an 
independent Council.  The existence and membership of this will help consumer confidence.  
It is helpful to include at least one person who is well-known and generally trusted by the 
public – who will say, in effect, “It must be OK, because otherwise he/she would not be 
involved with it”. 
 
17: Ways of mitigating the disadvantages 
 
See above. 
 
Other points 
 
A In case it is of help, I attach as annex an outline of the Board and Council 

arrangements in the former UK private/voluntary banking ombudsman scheme. 
 
B The minutes refer to a staff of four: a mediator, a deputy mediator, an expert and an 

assistant.  This assumes that almost all of the work will be full cases requiring 
decision.  Here in the UK, only about 1 enquiry in 8 turns into full case.  So the 
Romanians might wish to consider some cheaper staff to deal with enquiries. 

 
C As I am on the steering committee of FIN-NET, is it alright if I mention to FIN-NET 

colleagues what is happening in Romania?  
 
Yours sincerely 

 
 
   

  



Annex:  
outline of governance of former UK private/voluntary banking ombudsman scheme 
 
 
Board 

Members: between 5 and 15 bankers. 

Qualification: current or former director, general manager or senior officer. 

Election: one third per year; automatic re-election unless otherwise decided. 

Alternates: nominated by directors and approved by the Board. 

Chairman: appointed by Board. 

Delegation: Board may delegate to committee. 

  

Council 

 Chairman: independent person, appointed by Board with the approval of Council for up to 3 years and 

eligible for reappointment. 

4 members: representative of consumer/public interests, appointed by Council with approval of Board (not to 

be unreasonably withheld) for 2 years and eligible for reappointment. 

3 members: bankers appointed by Board with approval of Council (not to be unreasonably withheld) until 

removed by Board. 

Clerk:  appointed by Council, but must not be the company secretary. 

  

Terms of Reference 

Recommended: by the Council. 

Approved: by the Board. 

  

Ombudsman 

Appointed: by the Council. 

Reappointed: by the Council. 

Term:  3 years or (if Board agrees) longer and eligible for reappointment for maximum of 7 years. 

Cease:  if bankrupt, of unsound mind, resigns or brings scheme into disrepute (in opinion of Council) 

Annual report: approved by Council. 

Budget:  recommended to Board by Council. 

Accounts: submitted to Board by Council. 
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