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Advanzia Bank S.A.

About Advan zia Bank S.A.
Advanzia Bank S.A. (“the Bank”, “Advanzia”) was incorporated as “Advanzia S.A.” on 19 July 2005, as a
“société anonyme” governed by Luxembourg law. Advanzia S.A. was granted a banking license by the
Luxembourg Minister of Treasury and Budget in December 2005, and changed its name to “Advanzia
Bank S.A.” on 11 January 2006. Advanzia Bank S.A. is established for an indefinite duration.
The object of Advanzia Bank S.A. is the undertaking of banking activities pursuant to article 1 of the
Luxembourg law of 5 April 1993 relating to the financial sector, as amended, and more particularly to
issue credit cards, make loans to credit card holders and receive deposits of cash and other repayable
funds from the public. Advanzia Bank S.A. commenced its banking operations in April 2006.
Advanzia Bank S.A.’s main product is a revolving credit card connected to the Mastercard payment
network. Clients may borrow up to a certain credit limit, and repay any amount between a minimum
amount and the full outstanding balance. All loans to credit card clients are unsecured. The Bank
charges interest on outstanding balances from cash withdrawals, and also on balances from purchases
when the customer elects to repay anything less than the full balance. As the holder of a Gold card, the
clients enjoy a free 24/7 customer service with travel insurance included. The clients also have the
possibility to opt for a death, unemployment and sickness insurance.
Furthermore, Advanzia Bank is a provider of Mastercard credit card services for banks across Europe by
delivering and operating customised card programmes for partner banks. The offer includes multiple
credit card products (Mastercard Gold, Mastercard Business and Mastercard World) in multiple
currencies (EUR, USD, GBP and CHF) and in three languages (English, German and French). This
business, called Professional Card Services, is a pure fee business and no revolving credit is made
available.
Advanzia also offers a monthly interest‐accruing deposit account named “Advanziakonto” in German
and “Livret Advanzia” in French. These deposit accounts provide funding for the Bank’s credit card
operations and liquidity reserves, and in general volumes are adjusted to these needs.
Advanzia Bank S.A. provides its services based on a Luxembourg banking license, applying the principles
with respect to cross‐border banking in the European Union and European Economic Area. Advanzia
Bank S.A. currently markets its products principally in Germany, Luxembourg, Austria and France.
Advanzia Bank S.A. is supervised by the Luxembourg banking regulator, the Commission de Surveillance
du Secteur Financier (CSSF).
Advanzia Bank S.A. has no branches or offices other than its Luxembourg headquarters, and has
notified the competent authorities in which it markets its products, as per the provisions for cross‐
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border banking. As a Luxembourg bank, Advanzia is a member of the deposit insurance scheme Fonds
de Garantie des Dépôts Luxembourg (FGDL), which insures client deposits up to EUR 100 000.
Advanzia Bank S.A. is an independent bank, with a limited number of private investors. The Kistefos
Group in Oslo, Norway, has been the controlling shareholder since the company became a bank in
2006, and currently holds approximately 60% of issued shares.
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Directors’ Report for 2016
Advanzia Bank S.A. continued its growth in 2016, and passed in the process many milestones. The
Bank ended the year with 997 000 credit cards in force1, the gross loan balance was EUR 940 million,
and the client deposit balance ended at EUR 1.1 billion. The Bank maintained an average yield on its
credit card loans of 17.9%, whereas the overall loan loss rate inched down to 4.5%. Profit after taxes
landed at EUR 40.2 million in 2016. Advanzia distributed EUR 28.7 million to its shareholders through
dividends during the year. At year‐end 2016, the Bank’s capital ratio was 13.8%, when including intra‐
year profits (11.6% otherwise), consisting all of Tier 1 capital.
Advanzia has in 2016 maintained its momentum for increased growth, and invested considerably in
client acquisition in Germany as well as in Austria. The Bank acquired 194 000 new active clients2, which
is an increase of 32% compared to 2015, when the Bank acquired 147 000 new active clients. In all, the
Bank ended the year with more than 615 000 active clients in good standing.
The total turnover on all cards amounted to EUR 1.84 billion or EUR 3 000 per active client3 in 2016, up
from EUR 2 850 a year earlier. Furthermore, the average loan balance per active client in good standing
increased by 4% to EUR 1 365. The total loan balance, which is Advanzia’s main income driver,
increased by 22%, or EUR 167 million to EUR 940 million.
Advanzia’s strategy is to focus on being a specialised and efficient credit card issuer. The distribution
strategy remains unchanged from previous years, by promoting the Bank’s own branded Mastercard
Gold credit cards via the internet (B2C), and white labelled/co‐branded cards through partners (B2B).
Germany clearly remains Advanzia’s core market in terms of income and profitability. Furthermore,
Germany proved its increased potential for growth at an acceptable cost, with 167 000 new active
clients, landing 24% above the 2015 performance. The clients have been acquired through both the B2C
channel and the B2B channel.
Advanzia has since 2012 been present in the French market with its B2C card offering “carte ZERO”. The
Bank considers France to be a market with considerable potential, but also one which remains
challenging in terms of client performance. The Bank is therefore undertaking a prudent strategy for
developing this market by adjusting its marketing and enhancing its processes in order to increase
profitability. This work, initiated in 2014/2015 and despite taking time, is steadily bearing fruits, as the
performance is gradually improving. In 2016, the Bank also entered its first B2B partnerships in France.

1

“Cards in force” represents the number of issued cards including active and inactive cards.
“New active clients” represents the number of clients that have used their cards for the first time.
3 “Active client” is a client with a movement on his account.
2
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As a consequence of this strategy, Advanzia acquired almost 10 000 new active clients in 2016 resulting
in a total of 21 000 good active clients. The loan balance increased from EUR 19.3 million to EUR 30.8
million.
Advanzia entered the Austrian market in Q4 2015, with the card product “free.at”, which was well
received in the market. The Bank decided to accelerate its sales efforts after the good start and has
issued close to 17 000 cards in 2016. At the end of the year, Advanzia had almost 15 500 good active
cards, and a total loan balance of EUR 13.9 million. All cards in Austria are distributed through the B2C
channel. In all, most KPIs are performing well or better than expected. At the end of 2016, Advanzia
was approaching break‐even for the Austrian market on a monthly basis.
Advanzia also offers a Purchase Protection Insurance (PPI) linked to the credit cards. The product was in
2016 sold in Germany and Luxembourg, but is planned to be offered in all markets. The PPI sales
performance was stable at 28 000 new contracts in 2016, whereas the income increased by 75% to EUR
3.7 million as a result of a larger client base. This income continues to both diversify and increase
Advanzia’s profitability base, with a competitive cost/income ratio.
The Bank has also progressed in the area of Professional Card Services (PCS), where Advanzia is issuing
credit cards on behalf of other banks located in Luxembourg as well as other European countries.
Advanzia had at the end of the year, entered into contract with close to 20 partner banks.
Advanzia is mainly funding its operations by offering an internet deposit account. During 2016, the Bank
increased the client deposit balance to from almost EUR 800 million to EUR 1.1 billion. Advanzia is
steering its liquidity in such a way to have a comfortable buffer towards the minimum requirements at
all times, as well as towards the expected development in the near to mid‐term. The Bank considers
deposits to be a highly reliable funding instrument, but foresees to diversify into other sources in 2017.
The Bank places great emphasises on proper risk management. The goal of the bank is to optimise risk‐
reward in such a way that it maximises net earnings, while containing credit risk at an acceptable level.
This is achieved by utilising credit information available to the Bank from public sources as well as credit
scorecards for client acceptance and credit line management. The loan loss rate in 2016 was 4.5%,
which is a further improvement compared to 2015 (4.7%). The Bank experiences the lowest loan losses
in Germany, whereas the highest are in France and Austria caused by respectively market conditions
and Austria being early days. The Bank considers that the other risks to which it is subject, mainly
liquidity risk and operational risk, are adequately managed and remain limited.
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The Bank has in 2016 continued to implement new measures and systems to combat credit card fraud.
This has given result as the fraud loss ratio has in 2016 decreased by more than a third, down to 0.08%
of the turnover.
Advanzia maintained its cost‐income ratio at 36% in 2016. When excluding acquisition costs of EUR 20
million, which can be considered an investment independent of the Bank’s day‐to‐day operations, the
cost‐income ratio is 21%. The low cost‐income ratio reflects the Bank’s operating model, which is
founded on an efficient organisation, yielding low fixed costs, and highly predictable variable operating
costs.
Advanzia has in 2016 started undertaking considerable investments in IT infrastructure and
development. These investments are aimed at supporting the Bank’s growing and scalable operations,
and include a new core banking system. Advanzia is also ensuring that product offering and features
remain in line with the technological progress and innovation which is taking place.
At the end of the year, Advanzia employed 129 people in total, compared to 110 at the end of 2015.
The increase in employees in 2016 is in line with the overall growth of Advanzia of approximately 20%.
The Bank is growing its capital base through retaining its earnings in line with the needs of its activity
level. Surplus capital is paid out as dividends at the annual general meeting and through interim
distributions during the year. In 2016, this amounted to EUR 28.7 million. The Bank has maintained a
Tier1 capital ratio at all times above 11%, and ended the year with a ratio of 11.6%, or 13.8% when
including all intra‐year profits. Advanzia’s return on equity was 44% and its return on assets was 4% in
2016.
Advanzia expects that the economies in which it operates will remain stable in terms of growth and
employment in 2017. Advanzia will therefore maintain its momentum and continue its accelerating
growth in the German and Austrian markets. Advanzia will also continue the enhancements of the
French operations, and expects a reasonable growth in this market. The Bank will in early 2017 have
more than 1 million clients and a loan book exceeding EUR 1 billion. The client growth will be both in
the B2C channel as well as in the B2B channel. PCS is also foreseen to develop further, both in terms of
new partner banks as well as new issued cards.
Overall, the Board of Directors is clearly satisfied with the growth, achievements and performance of
Advanzia in 2016, and expects Advanzia to maintain its strong growth and profitability in 2017.
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Board and Management in 2016
In 2016, the Board of Directors has consisted of the following persons:
Mr. Bengt Arve Rem, Norway, CEO, Kistefos AS (Chairman)
Dr. rer. pol. Thomas Schlieper, Switzerland (Deputy Chairman)
Mr. Tom Ruud, Norway, Kistefos AS
Mr. Tor Erland Fyksen, Luxembourg, Chief Risk Officer, Advanzia Bank
Mr. Christian Holme, Norway, Investment Director, Kistefos AS (until 30 October 2016)
Mr. Nishant Fafalia (as of 31 October 2016)
Mr. Nishant Fafalia succeeded Mr Christian Holme who resigned as Member of the Board of Directors
of Advanzia on 31 October 2016. Mr. Nishant Fafalia has been appointed as board member by the BoD
on 9 August 2016 by written resolution, validated by the CSSF as of 31 October 2016.
To assist the Board of Directors in the areas of financial information and internal control, the Bank has
established an Audit Committee which during 2016 has consisted of the following persons:
Mr. Christian Holme (Chairman and member until 14 September 2016)
Mr. Nishant Fafalia (Chairman and member as of 15 September 2016)
Dr. Thomas Schlieper (Deputy Chairman)
Mr. Bengt Arve Rem (until 14 September 2016)
Mr. Tom Ruud (as of 15 September 2016)
The management of Advanzia is organised as an Executive Management Committee (EMC), consisting
of the Chief Executive Officer and the Chief Operating Officer. The Executive Management Committee
has delegated some of the management of the day‐to‐day business to a Management Committee
which during 2016 has consisted of the following persons:
Mr. Marc Hentgen, Luxembourg, Chief Executive Officer
Mr. Eirik Holtedahl, Luxembourg, Deputy CEO, Chief Financial Officer (until 14 August 2016)
Mr. Tor Erland Fyksen, Luxembourg, Chief Risk Officer (until 31 December 2016)
Mr. Petrus Johannes (Pieter) Verhoeckx, Luxembourg, Chief Customer Relations Officer
Mr. Gregor Sanner, Germany, Chief Operations Officer
Mr. David Voss, Germany, Chief Marketing Officer
Mr. Patrick Thilges, Luxembourg, Chief Financial Officer (as of 15 August 2016)

Internal governance arrangements
Internal governance arrangements are established to ensure sound and prudent business management.
To achieve this objective, the Bank applies the “Three‐lines‐of‐defence” model consisting of:




The First‐line‐of‐defence consisting of business units that take or acquire risks and carry out
controls;
The Second‐line‐of‐defence encompassing support functions such as the financial and
accounting functions, as well as the compliance and risk control functions;
The Third‐line‐of‐defence consisting of the Internal Audit function.

In order to provide for an adequate internal control environment the Bank has implemented different
levels of control encompassing operational controls as well as dedicated internal control functions.
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Operational controls
Operational controls are subdivided into the three categories of (1) day‐to‐day controls performed by
operating staff, (2) key structural controls including EMC review, account balance reconciliation as well
as compliance checks with internal limits and (3) controls performed by the EMC over activities and
functions under their direct responsibility.
Internal control functions
The Bank has implemented three distinct and independent functions of internal control encompassing
the risk control, compliance function and internal audit function. The persons in charge of the internal
control function are responsible towards the EMC and the BoD, and respectively the Audit Committee.
Risk control function
The purpose of the function is the anticipation, identification, measurement, monitoring, control and
reporting of the risks to which the Bank is exposed. The function is headed by the Chief Risk Officer.
Compliance function
The compliance function assumes responsibility for the anticipation, identification and assessment of
compliance risks of the Bank and assists the EMC to limit these risks. The compliance function is headed
by the CEO being the member of the authorised management in charge of compliance and the Chief
Compliance Officer.
Internal audit function
The purpose of the internal audit function is to ensure that the system of internal control is operating
effectively by assessing the adequacy and effectiveness of central administration, internal governance
and business and risk management. The function is headed by the COO being the member of the
authorised management in charge of internal audit.
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Financial Statements
For arithmetical reasons, the following tables and the respective notes may contain rounding
differences.

Statement of Financial Position as at 31 December 2016
In thousands of EUR
ASSETS
Cash, balances with central banks

Note

2016

2015

13

238.121

89.926

987.877

811.892

Loans and advances
whereof: financial institutions

14

97.509

80.090

whereof: customers

15

890.368

731.801

Investments

16

0

872

Tangible assets
Intangible assets

17
18

2.124
3.657

475
1.173

Other assets
Total assets

19

2.395
1.234.174

1.862
906.200

Note

2016

2015

LIABILITIES AND EQUITY

1
Amounts owed to financial institutions

14

135

13

Amounts owed to customers

20

1.102.104

792.060

Tax liabilities
Other liabilities
Subordinated liabilities

21

16.623

10.905

22,25

6.562

7.560

23

9.355

8.851

1.134.777

819.388

Total liabilities
Subscribed capital

24

17.553

17.270

Issue premiums

24

9.890

9.080

Other reserves

24

8.713

6.588

Deposit guarantee scheme reserve

25

Profit (loss) carried forward
Result for the financial year
Interim dividends
Total equity
Total liabilities and equity

The notes are an integral part of these financial statements.
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4.367

4.367

38.381

27.346

40.202

35.600

‐19.707

‐13.441

99.397

86.811

1.234.174

906.200
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Statement of Comprehensive Income
For the year ended 31 December 2016
In thousands of EUR
Note
Financial and operational income and expenses
Interest income

6

2016

2015

137.495

115.240

141.422

117.827

Interest expenses

6

‐8.082

‐7.240

Commission income

7

14.795

14.359

Commission expenses

7

‐9.726

‐8.393

Net exchange result

‐5

‐3

Other operating income

8

3.122

848

Other operating expenses

8

‐4.030

‐2.159

9

‐48.143
‐11.385

‐37.791
‐10.121

10

‐36.758

‐27.671

Administrative expenses
Personnel expenses
General administrative expenses
Depreciation and amortisation on (in)tangible assets

‐1.626

‐978

17
18

‐544
‐1.082

‐263
‐715

Impairment on financial assets
Result on activities before taxes

11

‐38.807
48.919

‐32.986
43.484

Income taxes

12

Depreciation on tangible assets
Amortisation on intangible assets

‐8.717

‐7.883

Result on activities after taxes
Result for the year

40.202
40.202

35.600
35.600

Other comprehensive income for the year
Total comprehensive income for the year

0
40.202

0
35.600

The notes are an integral part of these financial statements.
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Statement of Changes in Equity
For the year ended 31 December 2016
2016
In thousands of EUR
Equity 1 January 2016

Subscribed
Issue
capital premiums

17.270

9.080

Share‐based
payment
reserve

Reserves

0

10.955

Allocation to reserves 29 February 2016

Profit Net profit or
carried loss for the
forward financial year
27.346

2.097

Dividend distribution 29 February 2016
Allocation to profit carried forward 29 February 2016
Share conversion and capital increase 18 July 2016

11.063
282

22.160

Total
Equity

86.811

‐2.097

0

‐9.000

‐9.000

‐11.063

809

0
1.092

Allocation to legal reserve 21 July 2016

28

‐28

Interim dividend distribution 21 July 2016

0
‐10.511 ‐10.511

Interim dividend distribution 14 December 2016

‐9.197

‐9.197

Total comprehensive income for the year

40.202

40.202

20.494

99.397

Equity 31 December 2016

17.553

9.890

0

13.080

38.381

The notes are an integral part of these financial statements.

2015
In thousands of EUR
Equity 1 January 2015
Share conversion and capital increase 28 January 2015

Subscribed
Issue
capital premiums

Share‐based
payment
reserve

Reserves

9.400

16.992

8.537

80

278

528

‐80

Allocation to legal reserve 23 March 2015

Profit Net profit or
carried loss for the
forward financial year
26.609

Allocation to profit carried forward 23 March 2015

550

Allocation to reserves 23 March 2015

1.634

Dividend distribution 23 March 2015
Shareholder contribution 22 April 2015

15

0

‐550

0

‐1.634

0

‐2.500

‐2.500

‐13.441 ‐13.441

Reallocation of NWT Reserve (2014/2015) due to legal change

‐107

107

Total comprehensive income for the year

0
35.600 35.600

17.270

9.080

The notes are an integral part of these financial statements.
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806
‐28

15

Interim dividend distribution 22 July 2015

Equity 31 December 2015

4.713 66.331

80
28

Total
Equity

0

10.955

27.346

22.160 86.811

Advanzia Bank S.A.

Statement of Cash Flows
For the year ended 31 December 2016
In thousands of EUR
OPERATING ACTIVITIES

2016

2015

Interest, commissions receipts

156.217

132.187

Interest, commissions payments

‐17.808

‐15.633

3.117

844

‐60.891

‐47.834

Other receipts
Operating payments
(Increase) decrease in money market placements

‐4.509

‐5.294

‐197.374

‐159.292

(Increase) decrease in participations

872

‐872

(Increase) decrease in deposits from financial institutions

122

6

310.044

141.122

(Increase) decrease in loans to customers

Increase (decrease) in deposits from customers
(Increase) decrease in other assets

‐533

‐876

Increase (decrease) in tax liabilities

5.717

4.883

Increase (decrease) in other liabilities

‐998

1.883

Net cash flow from operating activities

193.977

51.126

2016

2015

Investments in tangible and intangible assets

‐5.759

‐904

Net cash flow from investment activities

‐5.759

‐904

2016

2015

‐27.616

‐15.120

INVESTMENT ACTIVITIES

FINANCING ACTIVITIES
Increase (decrease) from dividend payments/ capital distributions
Increase (decrease) in subordinated loan capital
Net cash flow from financing activities
Net cash flow

503

8.851

‐27.113

‐6.268

161.105

43.953

Opening balance of cash and cash equivalents

136.600

92.647

Net cash flow for the period

161.105

43.953

Ending balance of cash and cash equivalents

297.705

136.600

Please see note 13 regarding cash and cash equivalents.
The notes are an integral part of these financial statements.
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1.

Reporting entity
Advanzia Bank S.A. (“the Bank” or “Advanzia”) is a bank domiciled in the Grand Duchy of Luxembourg
and is established for an indefinite duration. The address of the Bank’s registered office is 9, rue Gabriel
Lippmann, Parc d’Activité Syrdall 2, L‐5365 Munsbach, Luxembourg. Advanzia is fully consolidated into
Kistefos for the first time in 2016 due to Kistefos’ reclassification of the asset from short‐term asset to
long‐term financial asset. The consolidated accounts are available at Kistefos’ registered office in
Dokkveien 1, N‐0250 Oslo, Norway.
The financial statements of the Bank as at and for the year ended 31 December 2016 include the entire
Bank.

2.

Basis of preparation

(a) Statement of compliance
The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) as issued by the International Accounting Standards Board (IASB) and as adopted by
the European Union in accordance with the Regulation No. 1606/2002 of the European Parliament and
of the Council on the application on International Accounting Standards.
The financial statements were authorised for issue by the Board of Directors on 17 February 2017.
(b) Basis of measurement
The financial statements have been prepared on the historical cost basis.
(c) Functional and presentation currency
These financial statements are presented in euro, which is the Bank’s functional currency. All amounts
have been rounded to the nearest thousand, unless otherwise indicated.
(d) Significant events after balance sheet date
The Bank is not aware of any significant events after balance sheet date which would have a material
impact on the 2016 financial statements.

3.

Significant accounting policies
The accounting policies set out below have been applied consistently by Advanzia Bank S.A. to all
periods presented in these financial statements.

(a) Basis of consolidation
The Bank has no subsidiaries, shareholdings or similar in other entities, and thus there is no
consolidation of financial statements.
(b) Foreign currency
Transactions in foreign currencies are translated into the respective functional currency of the
operation at the spot exchange rate at the date of the transaction. A foreign currency transaction is
recorded initially at the rate of exchange at the date of the transaction. At each subsequent balance
sheet day, the foreign currency monetary amounts are reported by using the closing rate. Exchange
differences arising when monetary items are settled or when monetary items are translated at rates
different from those at which they were translated when initially recognised or in previous financial
statements are reported in profit or loss in the period.
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(c) Interest
Interest income and expense are recognised in the Statement of Comprehensive Income using the
effective interest method. The effective interest rate is the rate that exactly discounts the estimated
future cash payments and receipts through the expected life of the financial asset or liability (or, where
appropriate, a shorter period) to the carrying amount of the financial asset or liability. When calculating
the effective interest rate, the Bank estimates future cash flows considering all contractual terms of the
financial instrument but not future credit losses.
The calculation of the effective interest rate includes fees and points paid or received, if any, that are
an integral part of the effective interest rate. Transaction costs include incremental costs that are
directly attributable to the acquisition or issue of a financial asset or liability.
For impaired assets, the Bank continues to recognise the interest income based on the effective
interest rate method.
Interest income and expense presented in the Statement of Comprehensive Income include:


interest on financial assets and liabilities at amortised cost calculated on an effective interest
basis

The Bank has not had available‐for‐sale investment, securities, derivatives or similar during the
reporting period or at balance sheet date.
(d) Fees and commission
Fees and commission income and expenses that are integral to the effective interest rate on a financial
asset or liability are included in the measurement of the effective interest rate.
Other fees and commission income, interchange fees from Mastercard, including account servicing
fees, are recognised as the related services are performed.
Other fees and commission expense relate mainly to transaction and service fees, which are expensed
as the services are received.
(e) Lease payments
Payments made under operating leases are recognised in profit or loss on a straight‐line basis over the
term of the lease.
(f)

Income tax
Income tax expense comprises current and deferred tax. It is recognised in the Statement of
Comprehensive Income except to the extent that it relates to items recognised directly in equity or in
other comprehensive income (OCI).
Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the balance sheet date, and any adjustment to tax payable in respect of
previous years.
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(g) Financial assets and liabilities
(i) Recognition
The Bank initially recognises loans and advances, deposits and subordinated liabilities on the date at
which they are originated.
For credit cards, a loan is originated when the customer uses the card and by that transaction the Bank
gives a loan to the customer. For loans to (deposits with) other banks, the loan is originated when the
Bank has transferred the funds to the counterparty bank. For deposits from customers, the liability is
originated when the Bank receives the payment transaction with the funds deposited by the customer.
(ii) Classification
At inception, a financial asset is classified in one of the following categories:





loans and receivables;
held to maturity;
available‐for‐sale; or
at fair value through profit or loss and within the category as:
 held for trading; or
 designated at fair value through profit or loss.

The Bank’s credit card loans, deposits with other banks are classified as loans and receivables.
The Bank classifies its financial liabilities, other than financial guarantees and loan commitments, as
measured at amortised cost or fair value through profit or loss.
(iii) Derecognition
The Bank derecognises a financial asset when the contractual rights to the cash flows from the financial
asset expire, or when it transfers the rights to receive the contractual cash flows on the financial asset
in a transaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred. Any interest in transferred financial assets that is created or retained by the Bank is
recognised as a separate asset or liability.
The Bank derecognises a financial liability when its contractual obligations are discharged or cancelled
or expire.
The Bank enters into transactions whereby it transfers assets recognised on its balance sheet, but
retains either all or substantially all of the risks and rewards of the transferred assets or a portion of
them. If all or substantially all risks and rewards are retained, then the transferred assets are not
derecognised from the balance sheet. Transfers of assets with retention of all or substantially all risks
and rewards include, for example, securities lending and repurchase transactions.
In transactions in which the Bank neither retains nor transfers substantially all the risks and rewards of
ownership of a financial asset, it derecognises the asset if it does not retain control over the asset. The
rights and obligations retained in the transfer are recognised separately as assets and liabilities as
appropriate. Transfers in whom control over the asset is retained, the Bank continues to recognise the
asset to the extent of its continuing involvement, determined by the extent to which it is exposed to
changes in the value of the transferred asset.
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(iv) Amortised cost measurement
The amortised cost of a financial asset or liability is the amount at which the financial asset or liability is
measured at initial recognition, minus principal repayments, plus or minus the cumulative amortisation
using the effective interest method of any difference between the initial amount recognised and the
maturity amount, minus any reduction for impairment.
(v) Fair value measurement
Fair value is the amount for which an asset could be exchanged or a liability settled between
knowledgeable and willing parties in an arm’s length transaction on the measurement date. See also
note 4 regarding the determining of fair value.
(vi) Identification and measurement of impairment
At each balance sheet date the Bank assesses whether there is objective evidence that financial assets
are impaired. Financial assets are impaired when objective evidence demonstrates that a loss event has
occurred after the initial recognition of the asset, and that the loss event has an impact on the future
cash flows of the asset that can be estimated reliably.
Objective evidence that financial assets are impaired can include default or delinquency by a borrower,
restructuring of a loan or advance by the Bank on terms that the Bank would not otherwise consider,
indications that a borrower or issuer will enter bankruptcy, the disappearance of an active market for a
security, or other observable data relating to a group of assets such as adverse changes in the payment
status of borrowers or issuers in the group, or economic conditions that correlate with defaults in the
group.
The Bank considers evidence of impairment for loans and advances at both a specific asset and
collective level. All individually significant loans and advances are assessed for specific impairment. All
individually significant loans and advances found not to be specifically impaired are then collectively
assessed for any impairment that has been incurred but not yet identified. Loans and advances and
held‐to‐maturity investment securities that are not individually significant are collectively assessed for
impairment by grouping together loans and advances and held‐to‐maturity investment securities with
similar risk characteristics.
In assessing collective impairment the Bank uses experience data from the Bank when available, or
from other sources (such as collection agencies, etc.) for similar types of loans and defaults, timing of
recoveries and the amount of loss incurred, adjusted for management’s judgement as to whether
current economic and credit conditions are such that the actual losses are likely to be greater or less
than suggested by historical modelling. Default rates, loss rates and the expected timing of future
recoveries are regularly benchmarked against actual outcomes to ensure that they remain appropriate.
Impairment losses on assets carried at amortised cost are measured as the difference between the
carrying amount of the financial asset and the present value of estimated future cash flows discounted
at the asset’s original effective interest rate. Losses are recognised in profit or loss and reflected in an
allowance account against loans and advances. Interest on the impaired asset continues to be
recognised through the unwinding of the discount which arises due to the present value calculation.
When a subsequent event causes the amount of impairment loss to decrease, the decrease in
impairment loss is reversed through profit or loss.
The Bank is continuously monitoring the development of its recoverability, and provides on that basis
estimates for the recoverability of the remaining cash flows for its impaired loans. These estimates are
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updated in accordance with actual performance and possible revision of expectations with respect to
recoverability.
The Bank assesses that credit card loans which are more than 60 days past due are to be considered as
impaired. Loans 90 days past due are cancelled, and the full outstanding loan balance becomes payable.
Past due but not impaired loans are those for which contractual interest or principal payments are past
due but the Bank believes that impairment is not appropriate. These are loans, or groups of loans, for
which the Bank does not consider that there exists objective evidence of impairment.
The Bank only makes impairments or provisions for impairments on loans or groups of loans for which
there is objective evidence of impairment. For impaired loans, where the Bank has received an
executory title and where there is no evidence that the borrower is in a current position to repay parts
of the loan, the Bank writes off 85% of the loans as well as the loans’ allowances for impairment. The
borrower will be monitored for up to the next 30 years based on a legal title in order to see if he will
come in a payment position.
For impaired loans that are considered uncollectible, the Bank will fully write off the loan balances and
any related allowances for impairment. This determination of un‐collectability is reached after
considering information such as the occurrence of significant changes in the borrower’s financial
position such that the borrower can no longer pay the obligation. Furthermore, loans which are more
than 1 200 days past due where no repayment has been received the last six months, and where the
customer will not be monitored for the next 30 years, are written off.
(h) Cash and cash equivalents
Cash and cash equivalents include notes and coins on hand, unrestricted balances held with central
banks, unrestricted balances held with other banks, which are subject to insignificant risk of changes in
their fair value, and are used by the Bank in the management of its short‐term commitments.
Cash and cash equivalents are carried at amortised cost in the Statement of Financial Position.
(i)

Loans and advances
Loans and advances are non‐derivative financial assets with fixed or determinable payments that are
not quoted in an active market and that the Bank does not intend to sell immediately or in the near
term. Loans and advances are initially measured at fair value plus incremental direct transaction costs if
any, and subsequently measured at their amortised cost using the effective interest method.
The Bank issues Mastercard revolving type credit cards, where the customers are given a credit limit
which they can draw on. The customer may use these credit cards at points of sales and in banks for
purchases and cash withdrawals. Transactions from card usage will result in the customer building up a
loan balance. The customer will on a monthly basis receive an invoice, where he is required to repay a
minimum amount (the higher of 3% of the loan balance or EUR 30, or the entire loan balance if it is less
than EUR 30), or repay up to the full outstanding loan balance if the customer so desires. The Bank may
at any time change the interest rate charged to the card and/or cancel the loan agreement.
In line with the new professional card service which started in 2014 the Bank acts as a card issuer for
other institutions. The transactions from card usage build up a loan balance which is invoiced to the
business partner on monthly basis and is settled in total.
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(j)

Property and equipment

(i)

Recognition and measurement
Items of property and equipment are measured at cost less accumulated depreciation and accumulated
impairment losses.
Cost includes expenditures that are directly attributable to the acquisition of the asset. Purchased
software that is integral to the functionality of the related equipment is capitalised as part of that
equipment.
When parts of an item of property or equipment have different useful lives, they are accounted for as
separate items (major components) of property and equipment.
Any gain or loss on disposal of an item of property and equipment is recognised within other
income/other expenses in profit or loss.

(ii) Depreciation
Depreciation is recognised in profit or loss on a straight‐line basis over the estimated useful lives of
each part of an item of property and equipment. The estimated useful lives for the current and
comparative periods are as follows:



IT equipment
fixtures and fittings

3 years
4‐5 years

Depreciation methods, useful lives and residual values are reassessed at the reporting date and
adjusted if appropriate.
(k) Intangible assets
Software acquired by the Bank is stated at cost less accumulated amortisation and accumulated
impairment losses.
Amortisation is recognised in profit or loss on a straight‐line basis over the estimated useful life of the
software, from the date that it is available for use. The estimated useful life of software is three years.
The core banking system has an estimated useful life of seven years.
(l)

Impairment of non‐financial assets
The carrying amounts of the Bank’s non‐financial assets, other than investment property and deferred
tax assets are reviewed at each reporting date to determine whether there is any indication of
impairment. If any such indication exists then the asset’s recoverable amount is estimated.
The recoverable amount of an asset or cash‐generating unit is the greater of its value in use and its fair
value less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre‐tax discount rate that reflects current market assessments of the time value
of money and the risks specific to the asset.
An impairment loss is recognised if the carrying amount of an asset exceeds its recoverable amount.
Impairment losses are recognised in profit or loss.
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(m) Reversal of impairments of non‐financial assets
An impairment loss in respect of goodwill is not reversed. In respect of other assets, impairment losses
recognised in prior periods are assessed at each reporting date for any indications that the loss has
decreased or no longer exists. An impairment loss is reversed if there has been a change in the
estimates used to determine the recoverable amount. An impairment loss is reversed only to the extent
that the asset’s carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortisation, if no impairment loss had been recognised.
(n) Deferred tax
Deferred tax is provided for temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes.
Deferred tax assets are recognised for unused tax losses, unused tax credits and deductible temporary
differences to the extent that it is probable that future taxable profits will be available against which
they can be used. Deferred tax assets are reviewed at each reporting date and are reduced to the
extent that is no longer probable that the related tax benefit will be realised.
(o) Deposits, debt securities issued and subordinated liabilities
The Bank’s sources of debt funding consist of customer deposits, direct loans from other financial
securities and subordinated liabilities.
The Bank classifies capital instruments as financial liabilities or equity instruments in accordance with
the substance of the contractual terms of the instruments, and as defined in IAS 32. Deposits, debt
securities issued and subordinated liabilities are initially measured at fair value plus directly attributable
transaction costs, and subsequently measured at their amortised cost using the effective interest
method, except where the Bank chooses to carry the liabilities at fair value through profit or loss.
(p) Accrued expenses
An accrual is recognised if, as a result of a past event, the Bank has a present legal or constructive
obligation that can be estimated reliably, but where no invoice or similar has been received, and it is
probable that an outflow of economic benefits will be required to settle the obligation.
(q) Employee benefits
(i) Defined contribution plans
Obligations for contributions to defined contribution pension plans are recognised as an expense in
profit or loss when they are due.
(ii) Short‐term benefits
Short‐term employee benefit obligations are measured on an undiscounted basis and are expensed as
the related service is provided.
(r) Share capital and reserves
Incremental costs directly attributable to the issue of an equity instrument are deducted from the initial
measurement of the equity instruments.
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(s) Standards issued but not yet effective
A number of new standards, amendments to standards and interpretations are effective for periods
beginning after 1 January 2016, and have not been applied in preparing these financial statements.
Those which may be relevant to the Bank are set below. The Bank does not plan to adopt these
standards early.


IFRS 9 (Financial Instruments) was adopted by the EU on 22 November 2016, and is not
foreseen to enter into effect before 1 January 2018. The adoption of IFRS 9 may have an impact
on the Bank’s financial statements, and in particular on provisions for impairments of loans and
requirements for recognition and measurement of financial instruments.
The Bank has participated in the ECB study in August 2016, requiring that a first base model be
established. This base model is currently being reviewed and fine‐tuned and should be finalized
by Q2 2017. In parallel, external consultants will review this model also during Q2 2017. All
ancillary processes (reports etc.) will be operational by Q3 2017. By the end of Q3 2017, the
Bank intends to have the full IFRS 9 process up and running, allowing parallel runs from then on
and may decide to make ex‐post parallel runs on prior months as well. The senior management
is directly involved while other stakeholders such as the Board of Directors and the Audit
Committee are updated on this topic on their regular meetings.
It is expected that this standard will be implemented to the extent that it will apply to the Bank,
when it has entered into force.

4.

Use of estimates and judgements
The preparation of financial statements requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from these estimates.
Estimates and underlying assumptions are reviewed on an on‐going basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised and in any future periods
affected.
Information about significant areas of estimation uncertainty and critical judgements in applying
accounting policies that have the most significant effect on the amounts recognised in the financial
statements are described in note 4 and note 29.
Key sources of estimation uncertainty
Allowances for credit losses
Assets accounted for at amortised cost are evaluated for impairment on a basis described in the Bank’s
procedures.
In general, the Bank assesses impairments on credit card loans collectively, as this is the most practical
approach given the number of credit card loans, and the average low exposure on each loan. An
impairment assessment is applied to non‐performing credit card loans to cover credit losses inherent in
portfolios of loans with similar credit risk characteristics when there is objective evidence to suggest
that they contain impaired loans.
For credit card loans, the Bank considers that there is objective evidence of impairment when a loan or
group of loans is 60 days or more past due. In addition the Bank analyses other traits to verify if there is
other objective evidence of impairment. An impairment allowance is assessed on the groups of loans,
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categorised by the number of days past due, or other criteria. In order to estimate the required
allowance, assumptions are made to define the way inherent losses are modelled and to determine the
required input parameters, based on historical data and current economic conditions. The accuracy of
the allowances depends primarily on the estimates of collectability over time. The Bank continuously
assesses and monitors the collectability of delinquent loans.
In addition, the Bank may also apply allowances for impairment applied to financial assets evaluated
individually, if there are particular events that warrant this. The assessment is made upon
management’s best estimate of the present value of the cash flows that are expected to be received. In
estimating these cash flows, management makes judgements about the nature of the delinquency and
the counterparty’s financial situation. Each impaired asset is assessed on its merits, and the workout
strategy and estimate of cash flows considered recoverable are independently approved by the Credit
Risk function.
Determining fair values
The Bank considers that based on the contractual parameters (short term nature, variable interest rate,
cancellation possibilities, etc.), the carrying amounts of its assets and liabilities represent a reasonable
approximation for the fair value of these assets and liabilities.
Financial asset and liability classification
The Bank’s accounting policies provide scope for assets and liabilities to be designated at inception into
different accounting categories in certain circumstances:



5.

The Bank has not classified any of its financial assets or liabilities as “trading”.
The Bank has not classified any financial assets as held‐to‐maturity.

Segment reporting
The Bank only has two main products, credit cards and deposit accounts which both are in the retail
banking business line, and operates in Germany, Luxembourg, France and Austria. Germany is
Advanzia’s core market in terms of income and profitability.

6.

Net interest income
Interest income
Interest income is earned on bank placements (including money market placements) and customer
loans:
In thousands of EUR
INTEREST INCOME

2016

2015

Financial institutions

75

76

Customers
Total interest income

141.347
141.422

117.751
117.827

Interest income is charged on impaired loans to customers based on the effective interest rate method.
Of this interest income, TEUR 3 298 is interest on impaired receivables (2015: TEUR 2 797). This interest
income is recognised net of applicable impairments to the loans. Please see note 11. for a description of
concentration with respect to sector and geographical location, please see note 29(c)(iii).
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Interest expense
Interest expense is paid on loans from banks, customer deposits and subordinated liabilities:
In thousands of EUR
INTEREST EXPENSE
Financial institutions

7.

2016

2015

‐376

‐22

Customers

‐7.086

‐6.911

Subordinated liabilities
Total interest expense

‐619
‐8.082

‐308
‐7.240

Net fee and commission income
Commission income is made up of interchange fees received from Mastercard and reminder fees
charged to credit card customers. For a description of concentration with respect to sector and
geographical location, please see note 29(c)(iii).
Commission expense includes account handling fees paid to banks as well as miscellaneous fees paid to
Mastercard.

8.

Other operating income/expenses
Other operating income comprises all income not recorded elsewhere.
Other operating expenses contain an arrangement fee of TEUR 1 171 in relation to the acquisition of a
financial instrument during the year and the contribution to the Luxembourgish deposit insurance
scheme (FGDL) (see note 25) for 2016 of TEUR 2 242.
Other operating income contains TEUR 1 479 in relation to the reversal of a provision set up for the
new FGDL in 2015.

9.

Personnel expenses
Personnel expenses include wages and salaries as well as social security and other costs. In addition,
some employees participate in a defined pension insurance contribution plan. The Bank’s cost for this
pension plan including applicable taxes was in 2016 of TEUR 206 (2015: TEUR 175 ). All pension
contributions are paid in.

10. General administrative expenses
These expenses consist of expenses related to the administration and operations of the Bank, such as
office rent and operations, operational lease payments, outsourced services, etc., as well as customer
acquisition costs.
Operational lease payments are as follows:
In thousands of EUR
OPERATIONAL LEASES
Office rental
Other leases
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The Bank has future payment commitments arising from rental agreements, service agreements, etc.,
covering multiple years, and which may be summarised as follows:

2016
In thousands of EUR
COMMITMENTS
As at 31 December 2016
As at 31 December 2015

<1 year

1‐5 years

> 5 years

2.155
2.523

8.784
4.189

1.642
2.288

11. Impairment on financial assets
The Bank applies an allowance for impairment on loans that it considers to be impaired.
Please see note 29(c)(ii)and note 3(g)(vi) regarding impairment of loans. In addition, loans that are
deemed uncollectible are written off.
The losses from impairment and write‐offs of financial assets are composed as follows:
In thousands of EUR
IMPAIRMENT
Net (loss) / gain from impairment
Write‐offs
Total impairments

2016

2015

‐8.786

‐3.698

‐30.021
‐38.807

‐29.288
‐32.986

The Bank is assessing the impairment on credit card loans on a group basis and based on expected
recoveries of delinquent loans. For loans that were less than 60 days past due, the Bank did at balance
sheet date not consider that there were any other objective evidence of impairment, except for those
loans where the contract has been cancelled by the Bank.

12. Income taxes
The Bank is subject to taxation in Luxembourg. The corporate income tax rate was 22% in 2015 and
became 21% in 2016 (2017: 19%, 2018: 18%). The income is further subject to the municipal business
tax, whereas the corporate income tax amount is subject to the unemployment fund contribution.
In thousands of EUR
2016
Result on activities before taxes
Aggregate tax rate

48.919
29.22%

Theoretical income tax

14.294

Tax impact of exempt income

‐5.577

Effective income tax

There are no deferred tax liabilities or assets as of 31 December 2016.
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13. Cash and cash equivalents
In thousands of EUR
CASH AND CASH EQUIVALENTS

2016

2015

Balances with central banks

238.121

89.926

Nostro account balances with financial institutions
Balance at 31 December

59.584
297.705

46.674
136.600

Balances with central banks represent the placements with the Luxembourg Central Bank, which, inter
alia, is also used to meet the Bank’s minimum reserve requirements. These funds may be withdrawn at
any time, as the minimum reserve requirements have to be respected as an average on a monthly
basis. Loans and advances to financial institutions are unrestricted balances with financial institutions
available on demand. The Bank holds no notes or coins at hand.

14. Loans and advances and amounts owed to financial institutions
In thousands of EUR
LOANS AND ADVANCES TO FINANCIAL INSTITUTIONS

2016

2015

Available on demand

59.584

46.674

Money market placements
Balance at 31 December

37.925
97.509

33.417
80.090

Money market placements are term deposits with other financial institutions (banks). On
31 December 2016 there was one placement with an original maturity of three months.
The Bank has pledged term deposits of EUR 28.4 million and NOK 85.0 million as collateral for a
guarantee in favour of Mastercard.
The assets are recognised at their carrying amount which is considered a reasonable approximation for
their fair values, due to their short term nature, see also note 29(e).
At balance sheet date the Bank has a liability of around TEUR 135 in relation to overdrafts on current
accounts in USD, GBP and CHF.

15. Loans and advances to customers
This item includes credit card loans to the Bank’s retail customers.
In thousands of EUR
LOANS AND ADVANCES TO CUSTOMERS AT AMORTISED COST

2016

2015

Credit card loans to retail customers

939.761

772.408

Impairment
Balance at 31 December

‐49.393
890.368

‐40.607
731.801
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In thousands of EUR
ALLOWANCES FOR IMPAIRMENTS

2016

2015

Balance at 1 January as reported

40.607

36.909

Impairment loss for the year
Charge for the year
Write‐offs (net of recoveries)
Balance at 31 December

38.807

32.986

‐30.021
49.393

‐29.288
40.607

The above assets are recognised at their carrying amount.

16. Investments
In 2016 the Bank cancelled its investments in Schengen 1 SCS and Schengen 2 SCS.

17. Tangible assets

In thousands of EUR
COST

IT equipment

Fixtures and
fittings

Total

Balance at 1 January 2016

1.411

779

2.189

Acquisitions

1.927

267

2.194

Balance at 31 December 2016

3.337

1.046

4.383

Balance at 1 January 2015

1.309

699

2.008

Acquisitions
Balance at 31 December 2015

102
1.411

80
779

182
2.189

1.140

575

1.715

ACCUMULATED DEPRECIATION
Balance at 1 January 2016
Depreciation for the period
Balance at 31 December 2016
Balance at 1 January 2015

454

90

544

1.594

665

2.259

947

505

1.452

Depreciation for the period
Balance at 31 December 2015

193
1.140

70
575

263
1.715

Net tangible assets at 31 December 2016
Net tangible assets at 31 December 2015

1.743
271

381
204

2.124
475
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18. Intangible assets
Purchased
software

Total

Balance at 1 January 2016

4.957

4.957

Acquisitions

3.565

3.565

Balance at 31 December 2016

8.523

8.523

Balance at 1 January 2015

4.235

4.235

Acquisitions
Balance at 31 December 2015

722
4.957

722
4.957

In thousands of EUR
COST

ACCUMULATED AMORTISATION
Balance at 1 January 2016

3.784

3.784

Amortisation for the period

1.082

1.082

Balance at 31 December 2016

4.866

4.866

Balance at 1 January 2015

3.069

3.069

Amortisation for the period
Balance at 31 December 2015

715
3.784

715
3.784

Net intangible assets at 31 December 2016
Net intangible assets as 31 December 2015

3.657
1.173

3.657
1.173

19. Other assets
Other assets are made up of prepaid administrative expenses.

20. Amounts owed to customers
All amounts due to customers are all on demand deposit accounts, repayable on a day to day basis,
where the interest rate may at any time be adjusted by the Bank. The Bank does neither offer any
current accounts nor term deposits to its customers. Customers may deposit funds to and withdraw
funds from accounts held in their own name. The Bank only accepts physical persons as customers. The
funds are available on demand, and the Bank may at any time change the interest rate that it pays on
these accounts. The Bank may also cancel the accounts at any time.
The liability is recognised at its carrying amount due to the contractual parameters (short term, variable
interest rate, cancellable).

21. Tax liabilities
In thousands of EUR
Income tax payable
Balance at 31 December
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16.623
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10.905
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22. Other liabilities
In thousands of EUR
2016

2015

106

178

Short term payables
Preferential creditors
Other accruals
Balance at 31 December

854

982

5601
6.562

6.400
7.560

Short term payables consist of obligations to suppliers falling due within 1 month.
Preferential creditors include liabilities towards public authorities such as withholding tax, social
security contributions, etc.
Other accruals cover expected payments for goods or services delivered by balance sheet date, and
which are foreseen to become payable within the next 12 months. The amount of TEUR 1 479 related
to FGDL (see note 25) was released during the year.

23. Subordinated liabilities
The subordinated liabilities consist of a NOK 85 million floating rate note with indefinite maturity,
qualifying as alternative Tier 1 capital (see note 29 (k)). The note has been issued to a number of
institutional investors, with a rate of 3 months NIBOR + 450 bps.

24. Equity
The movements in the capital accounts are presented under the Statement of Changes in Equity.
Subscribed capital and issue premiums
The subscribed capital, issue premiums, authorised capital (excluding subscribed share capital) and
voting and non‐voting shares developed as follows during 2016:

In thousands of EUR
DATE
1 January 2016
18 July 2016 Share conversion and capital increase
31 December 2016

Authorised
Issued
capital voting shares

Issued
non‐voting
shares

Subscribed
capital

Issue
premiums

17.270

9.080

3.114

206.778

3.432

282

809

0

3.432

‐3.432

17.553

9.890

3.114

210.210

0

On 18 July 2016 the conversion of all 3 432 Class F shares (without voting rights) into 3 432 Class B
shares took place. The conversion price of TEUR 1 092 was allocated to the share capital account (TEUR
282) and to the premium account (TEUR 809). After the conversion, the sum of subscribed capital and
issue premiums amounted to TEUR 27 442.
The authorised capital excludes the subscribed capital.
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As at 31 December 2016, the 210 210 issued shares were distributed among the following share
classes:
SHARE CLASS

Number of shares

Class A

30.383

Class B

21.280

Class C

158.547

Total voting shares

210.210

Class F

0

Total non‐voting shares

0

Total issued shares

210.210

Shares in share classes A‐C are voting shares and have a nominal value of EUR 83.50 each. As at
31 December 2016 management held directly or indirectly 11 160 shares in Advanzia Bank S.A.
Reserves
In 2016 Advanzia Bank S.A. has allocated EUR 2 097 of the 2015 profits to a reserve according to
Luxembourg tax law.
Along with the capital increases on 21 July 2016 the legal reserve was increased by TEUR 28.
The total of the reserves as at 31 December 2016 amounts to TEUR 13 080 which is not available for
distribution.
Dividends
In 2016 Advanzia Bank S.A. has declared and paid an ordinary dividend of TEUR 9 000 (EUR 43.52 per
share) on 29 February 2016 and an interim dividend of TEUR 10 511 (EUR 50.00 per share) on 21 July
2016 and another interim dividend of TEUR 9 197 (EUR 43.75 per share) on 14 December 2016. These
dividends were attributable to the holders of the ordinary voting shares.

25. Deposit guarantee scheme
The law related to the resolution, reorganisation and winding‐up measures of credit institutions and
certain investment firms and on deposit guarantee and investor compensation schemes (“the Law”),
transposing into Luxembourgish law the directive 2014/59/EU establishing a framework for the
recovery and resolution of credit institutions and investment firms and the directive 2014/49/EU
related to deposit guarantee and investor compensation schemes, was passed on 18 December 2015.
As a result of the above law, the “Fonds de résolution Luxembourg” (FRL) was founded as finance
mechanism. The funded amount of the FRL shall reach by the end of 2024 at least 1% of covered
deposits, as defined in article 1 number 36 of the Law, of all authorized credit institutions in all
participating Member States. This amount will be collected from the credit institutions through annual
contributions by the end of the year 2024.
Additionally, the former deposit guarantee and investor compensation scheme in place through the
“Association pour la Garantie des Dépôts Luxembourg” (AGDL) was replaced by a new contribution
based system of deposit guarantee and investor compensation scheme “Fonds de Garantie des Dépôts
Luxembourg” (FGDL). FGDL will cover eligible deposits of each depositor up to an amount of EUR 100
000 and investments up to an amount of EUR 20 000. The Law also provides that deposits resulting
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from specific transactions or fulfilling a specific social or other purpose are covered for an amount
above EUR 100 000 for a period of 12 months.
The target level of funding of the FGDL is set at 0.8% of covered deposits, as defined in article 163
number 8 of the Law, of the relevant credit institutions and is to be reached by the end of 2018 through
annual contributions. The contributions are to be made in the form of annual payments during the
years 2016 to 2018. When the level of 0.8% is reached, the Luxembourgish credit institutions are to
continue to contribute for 8 additional years in order to constitute an additional safety buffer of 0.8% of
covered deposits as defined in article 163 number 8 of the Law.
As at 31 December 2015 the Bank had allocated an amount of TEUR 4 367 to an un‐distributable
specific reserve in relation to AGDL. For 2016 the Bank paid TEUR 2 242 to FGDL and TEUR 2 to FRL.
Based on CSSF circular 14/599, for 2017 the Bank will release the equivalent after‐tax amount of TEUR 1
637 of the un‐distributable specific reserve in relation to AGDL.
Additionally, as at 31 December 2015 the Bank had recorded a provision as per Circular CSSF 2014/599
of TEUR 1 479 in relation to the FGDL. During 2016 the provision was released through “Other
operating income”.

26. Auditor’s fees
Accrued expenses and fees billed to the Bank by KPMG Luxembourg during the year were as follows:
In thousands of EUR
Audit fees
Audit related fees
Tax services
Total fees (excl. VAT)

2016

2015

130

130

49

14

95
274

0
144

27. Staff
The average number of persons employed during the financial year by the Bank was as follows:
2016
Management Committee
Employees
Total

2015

6

6

114
120

93
99

At the end of 2016, the company had 129 permanent employees (including senior management).
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28. Related parties
Parent and ultimate controlling party
Kistefos AS, Norway has retained majority control of the shares during the year ended
31 December 2016.
Transactions with board members and key management personnel
Except as disclosed elsewhere in the notes to the financial statements, members of the Management
Committee have transacted with the Bank during the period as follows:
In thousands of EUR
2016
Remuneration
Pensions
Loans
Other commitments

2.237
92
100
99

During the period board members transacted with the Bank as follows:
In thousands of EUR
2016
Remuneration
Pensions
Loans
Other commitments

36
0
3
12

Additionally, during the period, Kistefos associates and their immediate relatives have transacted with
the Bank with loans amounting to TEUR 6 and other commitments amounting to TEUR 119.
Interest rates charged on balances outstanding from related parties are the same as those that would
be charged in an arm’s length transaction. Credit card loans are not secured and no guarantees have
been obtained.
No impairment losses have been recorded against balances outstanding during the period with key
management personnel, and no specific allowance has been made for impairment losses on balances
with key management personnel and their immediate relatives at the period end.
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29. Risks and risk management/Basel 2 – Pillar 3 disclosure
(a) Introduction
The following note provides an overview and analysis of the risks to which Advanzia Bank S.A. is subject,
and how the Bank manages such risks. As a Luxembourg bank, Advanzia Bank is also required to
disclose particular information about risks and risk management. This information is commonly
referred to as “Pillar 3”. This note also contains the information required for Pillar 3, and the annual
report 2016 including this note thus serves as the Pillar 3 disclosure of Advanzia Bank S.A.
Unless otherwise stated, all figures are in euro as at 31 December 2016.
(b) Risk management: objectives and policies
The Board of Directors has overall responsibility for determining the Bank’s risk appetite as well as the
establishment and oversight of the Bank’s risk management framework.
The Bank’s risk management policies are established to identify and analyse the risks faced by the Bank,
to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk
management policies and systems are reviewed regularly to reflect changes in market conditions,
products and services offered. The Bank, through its training and management standards and
procedures, aims to develop a disciplined and constructive control environment, in which all employees
understand their roles and obligations.
The Bank has exposure to the following risks:






credit risk
fraud risk
liquidity risk
market risks
operational risks







outsourcing risk
model risk
income risk
reputation risk
compliance risk

For managing risks, the following principles are followed:








The risk and own funds strategy is executed by the Bank’s management on behalf of the Board
of Directors in accordance to the business strategy as well as the type of risk involved. The
Board of Directors is responsible for and monitors the execution of the risk and own funds
strategy.
For all types of risks relevant to the Bank, clearly defined processes and organisational
structures exist, and all the different tasks, expertise and responsibilities follow these.
For the purpose of the identification, measurements, steering as well as supervision of the
different types of risk, adequate and compatible processes are determined and implemented.
These processes are designed to avoid conflicts of interest.
For all types of risks relevant to the Bank, appropriate limits are set and supervised.
All relevant risks are reviewed and reassessed at various intervals as a part of the Internal
Capital Adequacy Assessment Process (ICAAP).

(c) Credit risk
Credit risk represents the single largest risk within the Bank. Credit risk is the risk of financial loss to the
Bank if a customer or counterparty to a financial instrument fails to meet its contractual obligations,
and arises principally from the Bank’s loans and advances to customers and other banks and
investment debt securities. For risk management reporting purposes, the Bank considers and
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consolidates all elements of credit risk exposure (such as individual obligor default risk, country and
sector risk).
(i)

Management of credit risk
The Board of Directors has delegated responsibility for the oversight of credit risk to the Executive
Management Committee, which further has delegated the responsibility to the Credit Committee
responsible for surveying and assessing credit risk. A Credit Risk Function, reporting to the Credit
Committee, is responsible for managing the Bank’s credit risk, including:









Formulating credit policies in consultation with business units, covering collateral requirements,
credit assessment, risk grading and reporting, documentary and legal procedures, and
compliance with regulatory and statutory requirements.
Establishing the authorisation structure for the approval and renewal of credit facilities. This
includes principles for customer acceptance, assignment of initial credit limits on credit cards,
and subsequent increases of credit card limits based on exhibited behaviour by the customer
and in accordance to estimated risk. Authorisation limits are allocated centrally as part of the
automated application process. Larger facilities, or facilities outside the ordinary automated
process, require approval by the Credit Risk Officer, Credit Risk Function, Credit Committee,
Management Committee or the Board of Directors as appropriate.
Reviewing and assessing credit risk. The Bank assesses all credit exposures in excess of
designated limits, prior to facilities being committed to customers by the business unit
concerned. Renewals and reviews of facilities are subject to the same review process.
Limiting concentrations of exposure to counterparties.
Providing advice, guidance and specialist skills to other units in the Bank to promote best
practice throughout the Bank in the management of credit risk.

Regular audits of business units and credit processes are undertaken by internal audit.

Page 34

Advanzia Bank S.A.

(ii) Exposure to credit risk
Loans and advances
to customers

Loans and advances to
financial institutions

In thousands of EUR
COLLECTIVELY IMPAIRED

2016

2015

2016

2015

Impaired; less than 60 days past due

2.569

2.095

0

0

Impaired; 60 days past due

6.706

5.610

0

0

Impaired; 90‐420 days past due

49.810

38.483

0

0

Impaired; 420‐780 days past due

21.296

19.060

0

0

Impaired; 780‐1140 days past due

11.458

10.371

0

0

3.654

2.804

0

0

Impaired; 1140 days + past due
Impaired; other assessment

5.921

5.842

0

0

Gross amount

101.415

84.266

0

0

Allowance for impairment
Carrying amount

‐49.393
52.022

‐40.607
43.659

0
0

0
0

PAST DUE BUT NOT IMPAIRED

2016

2015

2016

2015

0‐30 days

74.513

68.265

0

0

30‐60 days
Carrying amount

18.671
93.184

14.896
83.162

0
0

0
0

2016

2015

2016

2015

Not impaired; not past due
Carrying amount

745.162
745.162

604.981
604.981

97.509
97.509

80.090
80.090

Carrying amount ‐ amortised cost

890.368

731.801

97.509

80.090

NEITHER PAST DUE NOR IMPAIRED

In addition to the above, the Bank had at balance sheet date entered into lending commitments of
EUR 2 658 million (2015: EUR 2 320 million) with counterparties being neither past due nor impaired.
The allowance for impairment is calculated on the basis of the net present values of the expected
remaining cash flows based on the age of the claims.
See also note 3(g)(vi) regarding definitions and accounting policies for impaired loans, note 4 regarding
judgements and estimates, as well as note 11 regarding impairments on financial assets and note 15
regarding loans and advances to customers.
The Bank does not hold any collateral for its credit card loans, or other loans. The Bank does not
undertake forbearance activities on its credit card portfolio, as cards on accounts being past due are
blocked from usage, and that the contract for delinquent (more than 90 days past due) accounts are
usually cancelled, become payable in full and sent for recovery to a debt collection agency. An
impairment allowance is also applied to all delinquent accounts.
The Bank has not securitised any of its credit card portfolios.
Under the standardised approach, the Bank’s exposures to credit institutions qualify for a 20% risk
weighting, the exposures to credit card clients are subject to a 75% risk weighting, except the net
exposures to clients 90 days or more past due, which are subject to a 100% risk weighting.
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(iii) Concentration risk
In general, credit card loans are well diversified and small (usually maximum up to EUR 10 000, and on
average EUR 1 365 in December 2016). The Bank also follows a policy of maximum concentration per
individual borrower or group of borrower. See also note 29(c)(vi) below regarding concentration risk
with respect to financial institutions.
In addition, the Bank monitors concentrations of credit risk by sector and by geographic location. The
concentration by location for loans and advances is measured based on the location of the borrower.
In the following tables Luxembourg exposure is no longer separately disclosed as the concentration risk
within this country is not significant.
An analysis of concentrations from loans and advances at the balance sheet date is presented below:
Loans and advances
to customers

In thousands of EUR
CONCENTRATION BY SECTOR

2016

2015

2016

2015

0

0

97.509

80.090

890.368
890.368

731.801
731.801

0
97.509

0
80.090

Banks
Retail
Total 31 December

Loans and advances to
financial institutions

CONCENTRATION BY LOCATION

2016

2015

2016

2015

Germany

839.245

705.659

43.744

21.368

Other EU/EEA countries
Total 31 December

51.123
890.368

26.142
731.801

53.765
97.509

58.723
80.090

The concentration of interest income is as follows:
Interest income
on customers
In thousands of EUR
CONCENTRATION BY SECTOR
Banks
Retail
Total 31 December
CONCENTRATION BY LOCATION

2016

2015

2016

2015

0

0

75

76

141.347
141.347

117.751
117.751

0
75

0
76

2016

2015

75
75

75
76

2016

2015

Germany

135.027

113.994

Other EU/EEA countries
Total 31 December

6.320
141.347

3.758
117.751
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The concentration of commission income is as follows:
Commission income
on customers
In thousands of EUR
CONCENTRATION BY SECTOR
Banks
Retail
Total 31 December
CONCENTRATION BY LOCATION

Commission income on
loans and advances to
financial institutions

2016

2015

2016

2015

0

0

398

145

14.398
14.398

14.215
14.215

0
398

0
145
2015

2016

2015

2016

Germany

13.359

13.929

0

0

Other EU/EEA countries
Total 31 December

1.039
14.398

285
14.215

398
398

145
145

(iv) Trading assets
The Bank did not hold any trading assets, including derivative assets held for risk management
purposes.
(v) Settlement risk
The Bank’s activities may give rise to risk at the time of settlement of transactions and trades.
Settlement risk is the risk of loss due to the failure of an entity to honour its obligations to deliver cash,
securities or other assets as contractually agreed. Due to the limited number of operations, the limited
size of transactions the Bank considers its settlement risk to be negligible, and considers that proper
operational routines are sufficient to mitigate the risk.
(vi) Financial institutions
Advanzia only places its spare liquidity with other banks that are all to be individually assessed and for
larger exposures, also to be approved by the board of directors. These are banks that have minimum
requirements with respect to ratings (long‐term, senior, unsecured ratings), and are mostly to be
considered as systemic banks. The Bank was as at balance sheet date compliant with the requirements
of Regulation (EU) N° 575/2013 and (EU) N° 680/2014 as amended regarding large exposures.
(d) Fraud risk
Credit cards may be subject to fraudulent misuse, which usually can be categorised into application
fraud (where the identity of the card holder is incorrect), or usage fraud which often is a result of
phishing and several other attacks.
Advanzia has over the past years continuously enhanced the existing measures, e.g. changed from
static to dynamic data for SecureCode or adding more flexibility to the real time monitoring system by
implementing new features. By that the Bank has been able to reduce fraud losses further.
The credit card related fraudulent activity resulted in a loss in 2016 of TEUR 1 410 (TEUR 1 852 in 2015)
which corresponds to a fraudulent amount rate measured as ratio of card turnover of 0.08% in 2016
(0.12% in 2015). These losses are in the financial statements included as part of the write‐offs of credit
card loans.
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(e) Liquidity risk
Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations associated with its
financial liabilities.
Management of liquidity risk
The Bank’s approach to managing liquidity is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when due as well as at all times maintain the statutory
minimum liquidity requirement, under both normal and stressed conditions, without incurring
unacceptable losses or risking damage to the Bank’s reputation.
The Bank projects cash flow from all its operations and activities on a daily basis for the next three to
four months. Cash flow estimates beyond this time frame are based on the budget. The Bank then
maintains a portfolio of short‐term liquid assets, largely made up of short‐term liquid investment
securities, loans and advances to banks, to ensure that sufficient liquidity is maintained within the Bank
as a whole.
The Bank places its spare liquidity with other banks on on‐demand nostro accounts or as term deposits,
which usually have a term of less than six months.
The daily liquidity position is monitored and regular liquidity stress testing is conducted under a variety
of scenarios covering both normal and more severe market conditions. All liquidity policies and
procedures are subject to review and approval by the Management Committee and the Board of
Directors. Weekly reports cover the liquidity position and main cash flows, and liquidity is also covered
further in the Bank’s monthly report to the Board of Directors.
The Bank relies on deposits from customers as its primary source of funding. The deposits from
customers are repayable on demand. The short‐term nature of these deposits increases the Bank’s
liquidity risk and the Bank actively manages this risk through maintaining competitive pricing and
constant monitoring of market trends. On an aggregate level, the customer deposits exhibit a high
degree of stability. During 2016, customer deposits in savings products increased by 39.3% (2015:
increase of 21.5%).
Exposure to liquidity risk
The Bank monitors and reports the Liquidity Coverage Ratio (LCR) and the Net Stable Funding Ratio
(NSFR) on a continuous basis. These ratios are calculated as defined in the Capital requirements
regulation and directive – CRR/CRD IV (Regulation (EU) No 575/2013), and have been as follows:
LCR (Min. 100%)

2016

2015

At 31 December

388%

415%

Average for the period

289%

237%

Maximum for the period

471%

424%

Minimum for the period

114%

106%

NSFR (Min. 100%)

2016

2015

At 31 December

129%

116%

Average for the period

121%

113%

Maximum for the period

131%

118%

Minimum for the period

114%

110%
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Residual contractual maturities of financial liabilities

31 DECEMBER 2016
In thousands of EUR
NON‐DERIVATIVE LIABILITIES
Deposits from banks

Carrying Gross nominal
amount inflow/ outflow

Less than 1
1‐3 months
month

3 months
to 1 year

1‐5 years

More than
5 years

135

‐135

‐135

0

0

0

0

Deposits from customers

1.102.104

‐1.102.809

‐1.102.809

0

0

0

0

Unrecognised loan commitments

2.658.274

‐2.658.274

‐2.658.274

0

0

0

0

Total

3.760.512

‐3.761.218

‐3.761.218

0

0

0

0

Less than 1
1‐3 months
month

3 months
to 1 year

1‐5 years

More than
5 years
0

31 DECEMBER 2015
In thousands of EUR
NON‐DERIVATIVE LIABILITIES
Deposits from banks

Carrying Gross nominal
amount inflow/ outflow
13

‐13

‐13

0

0

0

792.060

‐792.689

‐792.689

0

0

0

0

Unrecognised loan commitments

2.320.249

‐2.320.249

‐2.320.249

0

0

0

0

Total

3.112.321

‐3.112.950

‐3.112.950

0

0

0

0

Deposits from customers

The above table shows the undiscounted cash flows on the Bank’s financial liabilities and unrecognised
loan commitments on the basis of their earliest possible contractual maturity. The hybrid capital has no
contractual maturity, and is thus not considered in this context. The Bank’s expected cash flows on
these instruments vary significantly from this analysis. For example, deposits from customers are
expected to maintain a stable or increasing balance, and only a very small amount of unrecognised loan
commitments (i.e. the unused portion of credit card limits) may be expected to be drawn down
immediately.
The gross nominal inflow/(outflow) disclosed in the previous table represents the contractual
undiscounted cash flows relating to the principal and interest on the financial liability or commitment.
(f)

Market risks
Market risks are the risks that changes in market prices, such as interest rates, equity prices, foreign
exchange rates and credit spreads (not relating to changes in the obligor’s/issuer’s credit standing) will
affect the Bank’s income or the value of its holdings of financial instruments. The objective of market
risk management is to manage and control market risk exposures within acceptable parameters, while
optimising the return on risk.
Advanzia’s exposure to interest rate risk is fairly limited. The Bank minimises this risk by matching the
duration (time until the interest rate may be adjusted) of the interest bearing assets with the duration
of the interest bearing liabilities. The Bank’s main asset class is net credit card loans and bank deposits
with short duration. The card lending rates may be changed immediately for decreases and on two
months’ notice for increases. The main liabilities are customer deposits, on which the rates may be
changed immediately, thus changes in the two may be fairly well matched as needed.
Credit card loans and customer deposits are usually not subject to sudden large (but short‐lived)
aberrations in the underlying money market interest rates, which may occur on rare occasions, and the
Bank is thus in practice shielded from such shocks. The Bank also has placements with other banks,
either on nostro accounts or as money market placements (term deposits), but the duration of the
latter is usually kept at less than three to six months, and are thus considered to be in line with the
main other interest bearing asset/liability classes. The Bank monitors and reports interest rate risk
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(using duration gap analyses), and has also pre‐established levels to stay within (a cumulative duration
gap of maximum 20% within 365 days).
Management of market risks
Overall authority for market risks is vested in the Finance Department, which is responsible for the
development of market risk management policies (subject to review and approval by the Board of
Directors) and for the day‐to‐day review of their implementation. As the Bank has no trading portfolio,
there is no market risk associated with this.
Advanzia operates mainly in euro. The subordinated loan is denominated in NOK, and the currency risk
related to this position is “hedged” with a NOK deposit of the same amount. In addition, the Bank holds
nominal amounts in USD, GBP and CHF for the settlement of the PCS card transactions which are at all
times in relation with equivalent claims on the PCS client banks. The Bank holds no positions in other
currencies, and does apart from the above not need to recognise or manage any other currency risk. A
few suppliers may invoice in currencies other than euro, but these are immediately translated to euro,
and the currency risk as such is negligible.
Exposure to interest rate risk
The principal risk to which non‐trading portfolios are exposed is the risk of loss from fluctuations in the
future cash flows or fair values of financial instruments because of a change in market interest rates.
Interest rate risk is managed principally through monitoring interest rate gaps and by matching the
duration of the assets and liabilities.
A summary of the Bank’s interest rate gap position as at balance sheet date is as follows:

31 DECEMBER 2016
In thousands of EUR

Carrying amount

Less than 3
months

3‐6
months

6‐12
months

1‐5
years

238.121

238.121

0

0

0

0

97.509

97.509

0

0

0

0

More than 5
years

INTEREST EARNING ASSETS
Cash, balances with central banks
Loans and advances to banks
Loans and advances to customers
Total interest earning assets

890.368

890.368

0

0

0

0

1.225.998

1.225.998

0

0

0

0

0

INTEREST BEARING LIABILITIES
Deposits from banks

135

135

0

0

0

1.102.104

1.102.104

0

0

0

0

9.355

9.355

0

0

0

0

1.111.593

1.111.593

0

0

0

0

Gap

114.405

114.405

0

0

0

0

Cum. gap

114.405

114.405

114.405

114.405

114.405

114.405

9,3%

9,3%

9,3%

9,3%

9,3%

9,3%

Deposits from customers
Subordinated liabilities
Total interest bearing liabilities

Cum. gap (%)
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31 DECEMBER 2015
Carrying amount

Less than 3
months

3‐6
months

6‐12
months

1‐5
years

More than 5
years

Cash, balances with central banks

89.926

89.926

0

0

0

0

Loans and advances to banks

80.090

80.090

0

0

0

0

Loans and advances to customers

731.801

731.801

0

0

0

0

Total interest earning assets

901.818

901.818

0

0

0

0

0

In thousands of EUR
INTEREST EARNING ASSETS

INTEREST BEARING LIABILITIES
Deposits from banks

13

13

0

0

0

791.191

791.191

0

0

0

0

8.872

8.872

0

0

0

0

Total interest bearing liabilities

800.076

800.076

0

0

0

0

Gap

101.742

101.742

0

0

0

0

Cum. gap

101.742

101.742

101.742

101.742

101.742

101.742

11,3%

11,3%

11,3%

11,3%

11,3%

11,3%

Deposits from customers
Subordinated liabilities

Cum. gap (%)

The cumulative gap (%) is calculated in relation to interest bearing items, measured at amortised cost.
The management of interest rate risk against interest rate gap limits is supplemented by monitoring the
sensitivity of the Bank’s financial assets and liabilities to various standard and non‐standard interest
rate scenarios. Standard scenarios that are considered on a monthly basis include a 100 basis point (bp)
parallel fall or rise in all yield curves worldwide and a 50 bp rise or fall in the greater than 12‐month
portion of all yield curves. An analysis of the Bank’s sensitivity to an increase or decrease in market
interest rates, assuming no asymmetrical movement in yield curves and a constant balance sheet
position, is at balance sheet date as follows:
100bp parallel
increase

100bp parallel
decrease

50bp increase
after 1 year

50bp decrease
after 1 year

‐265
‐367
‐236
‐441

‐1.212
‐984
‐798
‐1.220

0
0
0
0

0
0
0
0

SENSITIVITY OF PROJECTED
NET INTEREST INCOME 2015
At 31 December
Average for the period
Maximum for the period
Minimum for the period

‐197
‐369
‐197
‐474

‐1.018
‐745
‐544
‐1.018

0
0
0
0

0
0
0
0

SENSITIVITY OF REPORTED EQUITY TO INTEREST RATE
MOVEMENTS 2016
At 31 December
Average for the period
Maximum for the period
Minimum for the period

‐187
‐260
‐167
‐312

‐858
‐696
‐565
‐864

0
0
0
0

0
0
0
0

SENSITIVITY OF REPORTED EQUITY TO INTEREST RATE
MOVEMENTS 2015
At 31 December
Average for the period
Maximum for the period
Minimum for the period

‐139
‐261
‐139
‐336

‐720
‐527
‐385
‐720

0
0
0
0

0
0
0
0

In thousands of EUR
SENSITIVITY OF PROJECTED
NET INTEREST INCOME 2016
At 31 December
Average for the period
Maximum for the period
Minimum for the period
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Please note that the Bank does not have any exposures past 1 year, and thus the sensitivity to changes
to interest rates above 1 year is 0.
Interest rate movements affect reported equity due to increases or decreases in net interest income
and the fair value changes reported in profit or loss.
(g) Operational risks and outsourcing risk
Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with
the Bank’s processes, personnel, technology and infrastructure, and from external factors other than
credit, market and liquidity risks such as those arising from legal and regulatory requirements and
generally accepted standards of corporate behaviour. Operational risks arise from all of the Bank’s
operations.
The Bank’s objective is to manage operational risk so as to balance the avoidance of financial losses and
damage to the Bank’s reputation with overall cost effectiveness and to avoid control procedures that
restrict initiative and creativity.
The primary responsibility for the development and implementation of controls to address operational
risk is assigned to senior management within each business unit. This responsibility is supported by the
development of overall standards for the management of operational risk in the following areas:











requirements for appropriate segregation of duties, including the independent authorisation of
transactions
requirements for the reconciliation and monitoring of transactions
compliance with regulatory and other legal requirements
documentation of controls and procedures
requirements for the periodic assessment of operational risks faced, and the adequacy of
controls and procedures to address the risks identified
requirements for the reporting of operational losses and proposed remedial actions
development of contingency plans and disaster recovery plans
training and professional development
ethical and business standards
risk mitigation, including insurance where this is effective.

Advanzia is purchasing several services from external service providers, and is consequently subject to
outsourcing risk. The risks associated with this practice are related to the fact that suppliers may not
provide the agreed deliveries, or that the quality may be insufficient. To mitigate these risks, Advanzia
has established a set of internal rules when buying services from external suppliers. The outsourcing
policy and procedures of Advanzia regulate the conditions and requirements for outsourcing operations
of the Bank. Advanzia is not outsourcing parts of the business if this is prohibited by ruling laws,
regulations, or conditions put forward by the authorities, or if outsourcing is viewed as not to be
permissible given the requirements for safe and sound operations of the Bank.
The Bank is regularly assessing and reporting its operational and outsourcing risk to management as
well as to the Board of Directors. The Bank is also regularly assessing its expected losses in relation to
these risks, which is done on a regular basis. At year end, these losses were expected to be TEUR 407,
of which TEUR 376 to operational risk and TEUR 31 is related to outsourcing risk. The Bank has however
not incurred nor recorded any material operational losses in 2016.
Advanzia Bank S.A. has received acceptance from the regulator for using the Alternative Standardised
Approach (ASA) as described in the Basel 2 framework as well as Regulation (EU) N° 575/2013 for
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assessing operational risk charge for capital adequacy purposes. The amount assessed for this charge as
at balance sheet date was TEUR 2 216 when using the ASA method.
Compliance with bank standards is supported by a programme of periodic reviews undertaken by
internal audit. The results of internal audit reviews are discussed with the management of the business
unit to which they relate, with summaries submitted to the senior management of the Bank.
Disaster Recovery Plan/Business Continuity Plan
For the purpose of a disaster recovery and the planning of the business continuity a crisis team and an
IT emergency plan are in place. Different crisis invoking events are covered such as the long‐term
failure of the IT systems or disruption of the communication channels.
The disaster recovery and business continuity plan are updated in response to changes on an on‐going
basis in the business environment. The IT Department reviews the plan at least annually.
(h) Concentration risk
Given the limited individual balances (on average EUR 1 365) and the large diversification of credit card
customers, Advanzia does not consider that there is material concentration risk within this product. The
same applies to customer deposits, which again are limited in average and maximum amount, and well
diversified in number.
The Bank is applying limitations to the aggregate placements with other credit institutions or groups of
other credit institutions. As at balance sheet date, the Bank was also in compliance with CSSF Circular
10/475 on large exposures, and had no exposures exceeding 100% of regulatory capital (cf. below).
The Bank is subject to some product concentration risk as Advanzia is deriving most of its income from
one product line (credit cards).
(i)

Model risk and income risk
Model risk occurs when the decisions (e.g. in assessments and valuations) made by Advanzia result in
financial losses due to model deficiencies. The underlying primary cause of model errors is not
necessarily negligence, but knowledge limits, insufficient data or changes which cannot be predicted
from historic data, or simply the fact that models are never perfect. As such, it could also be considered
to be a subset of operational risk.
It is generally seen as rather difficult to quantify model risks. Practically it is the estimation of both
model deficiencies and their financial impacts. Model deficiencies can be isolated with sensitivity
analyses and stress tests, yet the conversion of their results into economic loss figures remains a
difficult task. Therefore, in the case of this risk, Advanzia’s protection is primarily not through capital
but rather through risk management.
There is also a risk that Advanzia’s income may change over time. There may be several sources for this
risk, such as change in client behaviour, change in spreads, etc. Advanzia’s business model, however, is
one of highly stable recurring revenue, where the variation in both volumes and spreads are limited
over time, giving assurance for sustained income going forward. As such the income risk is considered
to be limited.

(j)

Reputation risk and compliance risk
Reputation risk may arise from the Bank acting incompetently or outright dishonestly towards its
clients, that it presents itself in an unprofessional fashion, and possibly also due to founded or
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unfounded smear campaigns from others. The consequence of bad reputation could be a loss of
confidence in the Bank. This can, in turn, imply that the Bank may lose customers for both product
types. For credit cards it will mean a loss of income over time, whereas for deposits this may imply a
liquidity risk, if clients start to withdraw their funds in considerable volumes.
The Bank is trying to maintain its reputation by remaining customer focused, compliant with both
internal as well as external regulations and observing fair business practises. In addition, the Bank
strives to be sensitive towards the signals it sends to the various market players so that these are not
interpreted as unnecessarily negative.
(k) Capital management
Regulatory capital
The Bank’s regulator, the Commission de Surveillance du Secteur Financier (CSSF) sets and monitors
capital requirements for the Bank. According to applicable regulations relating to capital adequacy,
credit institutions are required to dispose of sufficient capital resources to cover different types of risks.
With effect from 1 January 2008 the Bank is complying with the provisions of the Basel 2 framework in
respect of regulatory capital. The Bank is following the standardised approach to credit risk and the
Alternative Standardised Approach (ASA) for operational risk, in order to calculate the Basel 2 Pillar 1
minimum requirements. Luxembourg adopted in 2014 the Capital requirements regulation and
directive – CRR/CRD IV (Regulation (EU) No 575/2013), and as such Advanzia is subject to the Basel 3
requirements as implemented in the said regulation.
The Bank’s regulatory capital consists only of Tier 1 capital, which includes ordinary subscribed capital,
issue premiums, legal reserves as well as reserves for reduction of net wealth tax (both included in
“Reserves”) and retained earnings, after deductions for intangible assets and other regulatory
adjustments relating to items that are included in equity but are treated differently for capital adequacy
purposes.
Banking operations are categorised as banking book, and risk‐weighted assets are determined
according to specified requirements that seek to reflect the varying levels of risk attached to assets and
off‐balance sheet exposures as well as a risk‐weighted asset requirement in respect of operational risk.
The Bank’s policy is to maintain a sufficient capital base so as to maintain investor, creditor and market
confidence and to sustain future development of the business. The impact of the level of capital on
shareholders’ return is also recognised and the Bank recognises the need to maintain a balance
between the higher returns that might be possible with greater gearing and the advantages and
security afforded by a sound capital position.
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The Bank’s regulatory capital position at 31 December was as follows:
In thousands of EUR
TIER 1 CAPITAL

Note

2016

2015

Subscribed capital

24

17.553

17.270

Issue premium

24

9.890

9.080

Reserves (excl. AGDL)

24

Income carried forward
Interim profits 2016 authorised by CSSF

8.713

6.588

38.381

27.346

5.000

6.000

Subordinated liabilities

23

9.355

8.851

Less intangible assets

18

‐3.657
85.234

‐1.173
73.963

Advanzia has in 2016 received authorisation from the competent authority to include EUR 5 million of
the 2016 profits as part of its regulatory capital. If considering the remaining interim profits for the
year, the Tier 1 capital as at 31 December 2016 would amount to EUR 100.7 million (2015: EUR 90.1
million).
(l)

Compliance with respect to capital adequacy (Pillar 1 and Pillar 2)
Pillar 1
Management uses regulatory capital ratios in order to monitor its capital base, and these capital ratios
remain the international standards for measuring capital adequacy. The regulator’s approach to such
measurement based upon Basel 3 is now primarily based on monitoring the relationship of the capital
resources requirement (measured as 8% of risk‐weighted assets including the operational risk charge)
to available capital resources, where the minimum overall requirement is as of 2016 10.5%.
The capital ratio (Pillar 1) as at 31 December 2016 was 11.6% (2015: 12.3%).
Profits for the financial year are not included in the regulatory capital, except for EUR 5 million as
described under (k) above. Had the remaining 2016 profits also been included, the Bank’s Tier 1 capital
ratio would have been 13.8% (2015: 15.0%).
Pillar 2 (ICAAP)
Advanzia will submit its ICAAP document for 2017 during 2017, as per regulatory requirements.
During the ICAAP process in 2016, Advanzia has been following a strategy of assessing all risk aspects
available, and considered their relevance. The Bank is to a larger degree also quantifying its
assessments based on experience data. The Bank assesses its ICAAP on a monthly basis, which is
reported to the Board of Directors.
The Pillar 2 ratio at 31 December 2016 was 13.3% (2015: 14.4%) which is above the board approved
target of 10%, and within the agreed risk appetite of Advanzia.
Capital allocation
Given the limited operational scope and product lines of the Bank, the Bank does not perform an
internal capital allocation procedure. The Bank’s policy in respect of capital management and allocation
is reviewed and approved by the Board of Directors.
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(m) Remuneration policy and practises
The Board of Directors of the Bank has approved a policy which establishes the principles for the
remuneration expenditure for management and employees.
Only the management of the Bank are considered to be material risk takers. The remuneration for both
management and employees consists of a fixed component and a variable component. The variable
component is related to the performance of the Bank (up to 70%) as well as the individual performance
(30%). The variable component can for management and employees not exceed 50% and 20%
respectively of the total remuneration. For management the variable payment is deferred over three
years with 60% to be paid out for the current year, and 20% in each of the subsequent two years. The
variable remuneration consists only of settlements in cash.
The performance measurement criteria for the Bank are related to its performance such as new clients,
loan balance development and profitability. The targets for the criteria are determined and assessed by
the Board of Directors for each financial year. The Bank retains the right to withhold payments when
performance criteria are not met.
As the Bank only has one main activity, credit cards, the entire remuneration is related to this activity.
For the Bank’s management the remuneration was as follows:
In thousands of EUR
TOTAL REMUNERATION

2016

2015

Fixed remuneration

1.381

1.342

Variable remuneration
Sum

820
2.201

829
2.171

Number of beneficiaries

7

6

2016

2015

In thousands of EUR
VARIABLE REMUNERATION
Paid out for the current year

492

497

Deferred
Sum

328
820

332
829

The differences with regards to the amounts stated in note 28, arise from the fact that non‐executive
board members are not considered as risk takers and hence not included above, and some timing
differences with respect to payment and accrual.
The table below presents the development of the deferred remuneration during the year:
In thousands of EUR
DEFERRED REMUNERATION

2016

2015

Outstanding at the beginning of the financial year

418

236

Granted during the financial year

328

332

Paid out during the financial year

‐252

‐150

0
494

0
418

Reduced during the financial year
Outstanding at the end of the financial year

The entire outstanding deferred remuneration is earned.
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Munsbach, Luxembourg 17 February 2017

Mr. Bengt Arve Rem
Chairman of the board

Dr. rer. pol. Thomas Schlieper
Deputy chairman of the board

Mr. Nishant Fafalia

Mr. Tor Erland Fyksen

Mr. Tom Ruud
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To the Board of Directors
Advanzia Bank S.A.
9, rue Gabriel Lippmann
L-5365 Munsbach

REPORT OF THE REVISEUR D'ENTREPRISES AGREE

Report on the financial statements
Following our appointment by the Board of Directors dated 3 October 2016, we have audited
the accompanying financial statements of Advanzia Bank S.A., which comprise the statement of
financial position as at 31 December 2016, the statement of profit or loss and other
comprehensive income, changes in equity and cash flows for the year then ended , and notes,
comprising a summary of significant accounting policies and other explanatory information .
Board of Directors' responsibility for the financial statements
The Board of Directors is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards as adopted by the
European Union , and for such internal control as the Board of Directors determines is necessary
to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.
Responsibility of the Reviseur d 'Entreprises agree
Our responsibility is to express an opin ion on these financial statements based on our aud it. We
conducted our audit in accordance with International Standards on Auditing as adopted for
Luxembourg by the Commission de Surveillance du Secteur Financier. Those standards requ ire
that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the judgement of
the Reviseur d'Entreprises agree, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the Reviseur d'Entreprises agree considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design aud it procedures
that are appropriate in the circumstances , but not for the purpose of expressing an opinion on
the effectiveness of the entity's internal control(3l_ An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by the Board of Directors, as well as evaluating the overall presentation of the financial
statements.

KPMG Luxembourg, Soc1€t6 cooperative. a Luxembourg entity and a
member firm of the KPMG network of independent member firms
affiliated with KPMG Internationa l Cooperative ("KPMG International"),
a Swiss entity

T.V.A. LU 27351518
R.C.S. Luxembourg B 149133

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion .

Opinion
In our opinion , the financial statements give a true and fair view of the financial position of
Advanzia Bank S.A. as of 31 December 2016 , and of its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards as
adopted by the European Union .

Other information
The Board of Directors is responsible for the other information . The other information comprises
the information included in the management report (annual report) but does not include the
financial statements and our report of Reviseur d'Entreprises agree thereon .
Our opinion on the financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon .
In connection with our audit of the financial statements, our responsibility is to read the other
information and , in doing so , consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to be
materially misstated. If, based on the work we have performed , we conclude that there is a
material misstatement of this other information, we are required to report this fact. We have
nothing to report in this regard.

Report on other legal and regulatory requirements
The management report is consistent with the annual accounts and has been prepared in
accordance with the applicable legal requirements.

Luxembourg , 17 February 2017

KPMG Luxembourg
Societe cooperative
Cabinet de revision agree
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