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Abstract

The bank capital adequacy management problems dlaxays been topical for each commercial bank amd fo
banks supervisory institutions. After-effects oé tfinancial crises have encouraged strengthenirgppital adequacy
requirements and therefore supporting the reasenak level. Basel Committee on Banking Supervisimlopted a
range of guidelines, which promote raising of batdbility and safety, stressing the importancewai capital as risk
coverage.

The aim of the research is determination of factofkiencing bank own capital adequacy and assassofe
financial strength of capital of Latvian commerdinks. The subject of this research is Latvianroengial banks.
Official statistical data of the supervisory ingtibn of Latvian commercial banks - the Financiatl &Capital Market
Commission - as well as financials statements dfiaa commercial banks have been used in this relsedhe
authors have used such research methods as coompaféstors analysis, ratio analysis, charts shgwstatistic
information and others.

As the result of investigation the authors havéestdactors influencing bank own capital adequddye most
important of these factors is credit risk, whichspgecially analysed in this research. The obtanesdlts allowed the
authors to make a range of conclusions, of whighesare: in the period of financial crises Latvimmenercial banks
were operating on the verge of capital adequaaykddid not have sufficient buffer capital, duestdstantial losses
during the period of crises capital adequacy wamtaiaed only by the inflow of new share capitalasubordinated
capital. The authors have provided several suggestconcerning the management of bank capital aagqto
commercial banks.

Keywords:Capital adequacy, Risk adjusted assets, Creditaist Buffer capital.

1. INTRODUCTION

The problems of factors influencing the capital qadecy at commercial banks are always the focus of
attention from world banking community. First Capifdequacy Accord (Basel 1) was directed towards
restriction of credit risks. Basel Il was issueddiag operational risk, as well as a supervisomjerg
process and disclosure requirements. Basel Il afstated and expanded upon the credit risk weighting
scheme introduced in Basel |, not only to captheerisk in instruments and activities that had tgwed
since 1988, but also to allow banks to use théarimal risk rating systems and approaches to measadit
and operational risk for capital purposes (Hann@@1,0). The new Capital Adequacy Accord (Basel 1lI)
adopted in late 2010 is aimed at consolidationafking system and toughening of requirements tosvard
capital structure at commercial banks. Under theeB3 agreement the minimum requirement for common
equity will be raised from the current 2% level 46% after the application of stricter adjustments.
Implementation of new minimum requirement will begn 2013. Banks will be required to meet the
following new minimum requirements in relation tskrweighted assets (RWAs): 3.5% common
equity/RWAs; 4.5% Tier 1 capital/RWAs, and 8.0%atatapital/RWAs The minimum common equity and
Tier 1 capital requirements will be phased in betwé& January 2013 and 1 January 2015. On 1 January
2013, the minimum common equity requirement walerifrom the current 2% level to 3.5%. The Tier 1
capital requirement will rise from 4% to 4.5%. Oddnuary 2014, banks will have to meet a 4% minimum
common equity requirement and a Tier 1 requirem&Bt5%. On 1 January 2015, banks will have to meet
the 4.5% common equity and the 6% Tier 1 requirgmehhe total capital requirement remains at the
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existing level of 8.0%BIS, 2010).Meanwhile, within January 2016 and January the damil have to
create the capital conservation buffer.

A whole series of studies are dedicated to thei@nite of Basel requirements upon economics in gener
and upon financial stability of banks.

For an example, G. Steven (Steven, 2009) assat®tie of the reasons for global financial crisesw
the inadequate bank capital. According to G. Ste¥erDavis notes the number of the deficiencieshia
capital adequacy regime, revealed by the globahfral crisis (Davis, 2010). The authors fall ihtee with
K. Davis and consider that for Latvia were chanastie the following named by K. Davis deficienciesthe
capital adequacy regime:

* Risk weights based on historical experience oveslatively benign period are inadequate for risk

exposures in downturns;

» Valuations of complex financial assets can be moltic, particularly when markets are disrupted,

with adverse consequences for reliable measureofieapital;

» Collateralized financing created risks;

» Banks were unwilling to reduce cash distributiom&¢uity and other investors for fear of signaling

weakness — even though this reduced their caEitdd)

* The current Basel capital framework allows banksgerate with very low shareholders funds;

* Ratings provided by credit ratings agencies wetegnod signals of default risk.

Impact of Basel Il reform upon long-term econorperformance, as well as impact of the adoption of
countercyclical capital buffers on economic flutioas was assessed by J. Schantz (Schantz, 2Gu@)eS
by Allen N. Berger (Berger, 2011), P.Angelini, Pg&tini (Angelini, 2011) are dedicated to the effeét
capital upon three dimensions of bank performancairvival, market share, and profitability — during
financial crises and in normal times.

Studies carried out by the Basel Committee dematestrthat an increase in the banking sector's
common equity ratio from 7% to 8% reduced the philta of a banking crisis by at least 1 percentage
point. 1 percentage point reduction in the proligbdf a crisis in turn produces an expected ani@iaP
benefit of between 0.2 and 0.6%. These are adryittemigh estimates, but it is clear that there are
substantial benefits associated with a better aliggd banking sector (BIS, 2011). The importamtatasion
of studies by the Basel Committee that the higlagital and liquidity standards are likely to reduoe just
the probability, but also the severity of bankingses. The problems of bank capital drew attentilsio of
other authors but their studies were mainly assediaith the influence of bank capital upon ecorzeni
macroeconomic stability and activity of banks ia fleld of crediting while no studies were madaécawhat
factors and to what extent have impact upon bapkalaThe aim of the researéhdetermination of factors
influencing bank own capital adequacy and assedsoidinancial strength of capital of Latvian commial
banks. The authors of the present paper assessfliience of factors upon the bank capital valles t
sources of capital formation and the readinessg stfiabanks for creation of the capital buffer byeple of
Latvian banks. Main tasks of the research: by mednsgression analysis to identify, substantiatd a
analyze factors influencing the capital adequaclavian commercial banks; carry out the compaeativ
analysis of financial strength of capital of comaiarbanks.

2. REGRESSION ANALYSIS OF THE BANKS CAPITAL

Dynamics of bank capital adequacy at Latvian consiakbanks demonstrates that in late 1990's the
capital was not employed efficiently enough ondlrerage throughout the system. Meanwhile, in peesr
period 2001 to 2008 the standard deviation of ehpilequacy ratio was insignificant — 1.6%, banksked
with small capital strength. Since within crisigipd the commercial banks restricted their rislangactions,
also tightening their crediting policies, while gad out the absorption of losses at the expensease in
equity capital, a slight growth in capital adequsaok place in banking system (see Figure 1).

What are those factors which determine the cap#tédin of Latvian banks? For purposes of regression
analysis the authors use data for the period sateel995 (in 1995 Latvian Law on Credit Institusowas
adopted, which for the first time fixed on legislat level the necessity to estimate and controldhek
capital) till first quarter of 2011 with quartertijstribution. The modelling was carried out in SP&&istical
program. The regression analysis was performestégywisemethod with bank capital adequacy ratio being
the independent variablegp_adey} To carry out the modeling by means of economalysis, the
following indicators were selected:
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* Annual inflation ratei(fl);

* Natural logarithm of gross domestic produgdf);

* Natural logarithm of assets Latvian commercial [saske)

* Natural logarithm of credit portfolio amount of corercial banksdr_portf);

* Natural logarithm of securities portfolio amountogimmercial banksséc_porty;
* Natural logarithm of deposits amount at commerogaiks (leposit$,

* Natural logarithm of subordinate debt of commerbehks $ub_deby

* Natural logarithm of net interbank position of coemgial banksifiterbank)

» Ratio of credit provisions to gross credit portiofprovision3.
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Figure 1 Development of bank capital adequacy at Latviarkbam 1995 to 2011/1, per cent.
Source: FCMC

The task of regression analysis is to confirm tlgpothesis about influence of factors selected by
method of economic analysis upon value of banktaapilow we perform Durbin-Watson test to check the
hypothesis on absence of autocorrelation of batan&mmmarized results of regression analysis are
presented in Table 1.

Table 1
Model Summary
Model R R Square Adjusted Std. Error Durbin-
R Square of the Watson
Estimate
1 0.842 0.710 0.705 6.1795
2 0.933 0.870 0.866 4.1690 1.868

2 models were obtained in the result of modelirfigivich all demonstrate a high determination ratio.
Now consider each model individually and assesitpaificance of factors (see Table 2).

Table 2
Regression ratios of factors influencing the amoumf bank capital
Model Unstandardized Coefficients Standardized t Sig.
B Std.Error Coefficients
Beta

1(Constant) 109.324 7.216 0.000
cr_portf -6.028 0.486 -0.842 15.151 0.000

12.406
2 (Constant) 91.589 5.274 0.000
cr_portf -9.594 0.523 -1.341 17.367 0.000
sub_debt 6.228 0.712 0.639 - 0.000

18.332

8.742
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0.000 p-valuesf all factors witness that the selected factoessaatistically significant with probabilit
higher than 99.9%. The performed correlation afnslysfactors influencing the resi(see Table 3) showed
that the credit portfolio oEommercial banks hahe strongest correlation dependence with the r— the
bank capital adequacy ratio.

Table 3
Pearsoncorrelation coefficients of factors influencing theamount of bank capital

cap_adeq cred_portf sub_debt

cap_adeq 1
cred_portf -0.842 1
sub_debt 0.406 0.780 1

We choose second one of the two obtained modeis.rimbdel describes 87% of variations in capital
adequacy ratio of Latvian bankBhe results of dispersion analysis demonstratettfe model is statistical
significant with 99.9% probability.

Table 4
The analysis of variance ( ANOVA)
Model Sum of df Mean Square F Sig.
Squares
Regression 7205.007 2 3602.503 207.273 0.000
Residual 1077.590 62 17.380
Total 8282.596 64

Linear regression equation:
Cap_adeqgr 91.5899.594In_cred-6.228n_sub D

3. THE ANALYSIS OF FACTORS INFLUENCING BANK CAPITAL

Thus, the capital of Latviabanksduring the period 1995 - 2011 wasensitive towards variations
credit portfoliowhich is logical since the loans are the risky stagents while the growing risk stimula
the growth incapital. During the crises period deteriorationca#dit portfolio and formation of provisiol
reduces the profit of commercial banks and, corently, also their own capital. It should be notedttthe
major part of own capital is directed just for ctage of credit risl(see Figure 2)

10%

1% B Credit risk
capital

requirements
B Market risk

capital

requirements

Figure 2. Capital requirements as to risk covertdeatvian commercisbanks in 2011
Source: FCMC

In Latvian banks about 90% capitalis allocated for coverage of credit risk, approxieha6% to 10%
- of operational risk and 1% to 3- of market risk. Thus, credit risk is the determ@ione in capite
allocation.

What trends in variations if creting amounts are observed in Latvian banksystem? Within period
1995 to 2011 the least specific weight of credittbanksassets was registered in late 1995 (24.9%)
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highest in late 2008 #3.8%. Development of credit portfolio share ineasofbanksis shown in chart on
Figure 3.

100
80
60
40
20 - D—
O ++—7"7"TT T T 7T T T T T T T
\?)o)‘) \?’cg\ @q‘b ’196\ r@g’b "96’) r@é\ '19009 ,19\,'\, S;;l;?s iQDn_ hank credit

Figure 3.Share of credit portfolio in assetsbankswithin1995 to 2011, percente
Source: FCMC

Growth rates of credit portfolio within period 2002 2006 were average 40% per year while in Z
and 2005 60% per year and 56% per year, respectively. Tladitgwof a credit portfolio is determined |
presence of outstanding debts in the credit olio. Specific weight of outstanding debts in ctgubrtfolio
within period of highest crediting activity banks and during subsequent financi@is are shown in chg
on Fig4
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Figure 4.Specific weight of outstanding debts Figure 5.Changes in the share banks own
credit portfoliowithin 2004 to 2011, percente capital in assets and in Specific weight
Source: FCMC provisions for outstanding debtin credit

portfolio during 2001 to 2011, percent
Source: FCM(

It is evident from chart on Fig. 4 that the yeaD®ecame the start of problemscommercial banks
associated with outstanding credIn accordance witlhequirements of supervisory body, the Financial
Capital Market CommissionFCMC), the banks ormed bigger loan loss provisions which led
considerable losses in banking indu. Year 2009 was most dramatic for Latvian commétagaks wher
the amount of losses in banking sector of Latvia 8&8 min. LVL while the expenses for creatior
specal provisions for credits reached 1.3 bin. LVL. Y&010 also brought losses to Latvian ban}
industry. Notwithstanding the total amount of lasé&e 2010 reduced to 364 min. LVL, the expenses
creation of provisions continued to grow havingcresdalready 1.3 bin. LVL by the end of 2010 (FCM:
To maintain the capital adequacy, banks were fotgedcrease their equicapitalas the major component
of own capital. This interconnection is clearly sdn chart on Figure 5In crisis times when losses redt
the amount of owrapital, its adequacy is maintained by infusions@f share capiti (see Figure 6). The
chart marks out the crisis periods (impact of 1828sian crisis upon Latvicbanksand 2008-2010 crisis)
during which share capitakceeded owcapital, i.e. losses of the systamare higher than other compone
of capital.

The model demonstrated thgecond factor influencing tfbank capital adequacds subordinate dehts
Since the effective concord aapital adequacy implies that the subordinate gebtcluded in the secor
level of owncapital, the bank shareholders increased the isyatfilbanksnot only by investments into equi
capital but also by rising theubordinate debt. Historical amount of subordirdggét in Latvian bankin
systemdid not exceed 3% of assets, but during p« 2004 to 2010 theubordinate debt hegrown by 5.8
times. In 2010 Basel Il principles were approvelich provided for improvment of owncapital quality,
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also at the expense of withdrawal of subordinatbt deom capital structure. Latvian banks reacted
immediately and at the present time the subordidel are decreasing (see Figure 7).
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Figure 6. Specific weight of share capital withimrocapital in banking system during period
1995 to 2011, percentage
Source: FCMC
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Figure 7. Subordinated at Latvian banks in 199801, thousand lats
Source: FCMC

4. ANALYSIS OF CAPITAL STRENGTH BY GROUPS OF LATVIAN
COMMERCIAL BANKS

Equity capital of Latvian commercial banks is fodnleasing on participation of both residents and
nonresidents and the most shares (63%) belong ieesidents of both European and Eastern countries
(Fig.8). In this view to identify the degree of dé@ess of Latvian banks for a transit to more rigid
requirements towards the capital and revelatiooapfital adequacy strength, the authors split atViba
commercial banks into 4 groups in accordance wiighctapital belonging criteridh

Group 1 — banks established on private Latviantahpi

Group 2 — banks established on European capital

Group 3 — banks established on Eastern capital

Group 4 — banks established on national stateatapit

To assess the stability of commercial banks, thbaas introduce the concept of a capital “strength
margin”, defining it as the excess of the actualiteh level above minimum standard established Hzy t
supervisory body. In the process of analysis oérgjth margin the authors are guided by a complete
fulfillment of requirements towards formation of capital bufiferaccordance with Basel Il (2.5%). As a
result of 10-year study it was found out that baaktblished on eastern capital are exposed tadtigg
fluctuations of capital adequacy index. Accordingthie bank’s data, the capital adequacy mediaredari
within 11.56% and 69.50% (Figure 9) which evidentiest the activity of given group of banks strongly
depends on changes in external conditions and bieepme vulnerable in circumstances of economic

18 Criterion of capitabelonging was chosen by the principle of more @@ participation.
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instability while in rise periods are not able &alize the potential being at their disposal asda aesult
lose a part of profitability. Too excessicapital adequacieads to inefficiency of its usage and alsc
reduction of quity return figures. Meanwhile, wide dispersion \@flue of this index is a symptom
inconsistentevelopment of eastebanks.
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Figure 8.Equity capitalstructure of Latvial Figure 9 Changes of capital adequacy of Latv

commercial banki accordance witstate belonging commercial banksithin 2001 and 2011,
as on31.12.2011, percenta percentag
Sourse: FCMC Sourse: Annual Reports of Commercial B:

Banks with European capital and private Latvianitea@re featured by the least interval gap. T
within the studied period the average value oftehpidequacy at European banks was bet\10.75% and
15.15%, and at Latvian privateanks- within 1332% and 21.55%. This fact witnesses a good en
progress of bank@ these groups, their skill to rationally use rgses at their disposal and withste
economic shocks. It should be as well noted thatgtoup ofbanks established on national staapital
continuously maintain capital adequacy on propablstlevel. Average range of index fluctuationsvithin
10% to 17%. However, the exclusion was year 2008nwh view offinancial problems occurred in activii
of one of biggest private Latviarabks, the State made decision on its takeover. {thdee circumstances
private Latvian bankJSC Parex banka) came over into the group of raltbankswith bad indexescapital
adequacyevel of Parex banka as at the end of 2008 was 6Gtiramum nom of 8%). It made adver:
impact on the whole bankirgystemof Latvia and led to a certain distortion of infation on the group ¢
nationalbanks. As a result, in 2008 the average capitafj@atey index of national banks was the I
6.35% (Figure 9Appendix 4). Despite the problems occurred in Latvanking sector during the crisis,
system of commercial banki& general is stable and has a gccapital adequacystrength margin.
Commercial banks established Latviancapital already today have thapital adequacstrength margin on
7% level. Within the analyzed period 2001 to 2084ythad thecapital adequacstrength margin on the
level 5% to 13.5% (Appendix 1). Commercial bankskirtg on European capital and being the subsidii
of big European financiatructures also have a sufficient stability mamgfiicapitalbase which presently is
assessed as 5%. Capital strength margin in thispgodbanks is within2.75% and 7.15% (Appendix :
Lower but still sufficientcapital strength margin in European grougbanksis explained by the fact th
these banks utilize their capitadore rationally which allows them being more effiti and successful «
financial market. Besides, the sign of stedevelopment of these banks is thaintenanceof constant level
of capital adequacy during the $8ar analyzed period. Within per 2001 to 2011 the average interval (
in capital adequacindex of this group obanks was only 4.5%. Third group lehnksworking on eastern
capital also has a good capisalength margin (in 2010 its level was 6%). Howederring the analyzed -
year period the strength margin of thédbankswas not featured by stability. Along with wide rangf
fluctuations of capital adequaaydex, its stength margin during this 1fear period varied over the east
group of banks withir8.5% to 61.5% (Appendix 3). The essential increasihcapital adequacy (28.62¢
and its strength margin (20.62%) in commercial Isaektablished on eastern capite2011 is explained by
following: in the middle of 2010 new commercial BadSC “Rigensis” started its activity and implenest
very conservation policy. This led to a certaintaliion of information about capital strength margmn
banks established onstarn capital (Appendix 3Capital adequacsgtrength margin ilbanks established on
Latvian national capital in 2011 was 6.3Interval value of capitabtrength margin at nationbanks in
developmenturing the period 2001 to 2011 is within 2% and @ppendix 4). Negative value capital
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strength margin in 2008 for the group of natiobanks (-1.65%)s explained by inclusion therein
problematic JS(Parex banka. Not countirJSC Parex banka, theapital adequac'strength margin for
national banks in 2008 was 1.4%.

To assess the readiness state of Latvian commédanksto meet the additional requirements towe
capital, such indicators were estimated in theiraigicdevelopments the ratio of * level capital (Tier 1)
to risk-weighted asse{@1C/RWA) and the ratio of aggregacapital to riskweighted assets (TC/RWA
The results of calculations show that Latvian bagsystemn general is stable and ready to withstand <
standard of Basel Committee (Appendi-4). At the same time, alysis of situation in each bank revea
that particular banksvithin historical period (2001 thru 2011) not alvgaseached the new requireme
towards capital. Thus, if BasBl requirements were implemented already in 2@d68n 2banks among the
group of easterbanks could not meet them in full extent. If Balll requirements were implemented
2008, the one representative of Europbanksgroup would face problems. But if said requiremérad to
be met by 2007, then 2 of European grbankscould not meet them in full extent. In 2006 onedpaar
bank could not completely meBasel Il requirements, and in 20— 2 representative of Europedbanks
group. The reason why certain strong Eurogbankswould not be capable to meBasel Ill requirements
within period 2005 thru 2007 was rapid growth incamts of crediting which entailed increasing creidik
in these banks It should be noted that the major factors infltiag the changes in indexT1C/RWA and
TC/RWA are the capital structusnd the amount of risky ass. Capitalstructure of Latvian commerci
banks by their groups is shown Bigures 10-13.
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Figure 10 Capital structure dbanks establisheon  Figure 11.Capitalstructure obanks established on

private Latvian capital in 2002011, percentay European capital iB001-2011, percentage
Sourse: Annual Reports of Commercial B Sourse: Annual Reports of Commercial B:

As evident from presented data, the biggest shasg@regateccapital ofbanksis occupied by equity
(principal paid-up)capital. Latvian banks also actively replenish rthegipital at the expense on inter
sources, and namely, for account of profit accutmana Big share of undistributed profit in aggres
capital was held by banks established on private Lateapita (Figure 10).Banks with European capit
and national state capital gave more preferentieetincrease in equity capi(Figures 11, 13). At the same
time, thesebanks, assuming a high credisk during the active growth period which led toedweatec
economics and its subsequent downfall, had suffeesus losses that made negative impact upon
own capital, which is especially clearly observed2D09 and 2010. As a resuin order to retain their
stability, the banks had to increase their cagitahe expense of emission and placement of shBegdks
with eastern capital also employ both external iatetnal sources of formation of aggregate ca (Figure
12). The share of reserve capitaLatvian commercicbanksis comparatively small. As a positive tr
in activity of all Latvian commerciabanks should note that in 20@910, overcoming the cris
consequences, they have considerably increasedrtbent and share of ecy capital which led them to tt
state of proper readiness to meet thw Basel framework requirements.

Another factor having impact upcT1C/RWA and TC/RWAIs the amount of risky asselln order to
analyze the influence of this factthe authors studied the developmehtshare of risky assets in to
amount of bank assets with the use of comparisahadeFigure 14).
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Figure 14. Development of changesrisky assets shaie total amount of bank asse
by groups of Latvian commercial ban2001 through 2011, percenti
Source: Annual Reports of Commercial B¢

As evident from presented chart, within period 2602007 the highest risks were assumecbanks
established on national state cag During the same period, European and easbanks worked with
comparatively lower riskAt the same time, Europeibanksas well as private Latviabanks within period
2004 to 2007 rapidly increased the share oy operations while eastern banksre featured by uncertair
in the sphere of risk assumption abanks established on national state capitaing this period starte
implementing the policy of credit risk restrictioapparently having foreseen the oming economic
overheating. Notably that in the middle of 2007(tlery peak of growth) three groups of commeltbanks
(national, private Latvian and European) had timesesk level: their share of risky assets in tatalount of
aggregate assets was 70Pfus, the investigation has shown that banks wgrkim Latvian national capit
have the biggest capital adequacy strength margitevibanks working on eastern capital have thet
strength margin.

5. CONCLUSIONS

As a result of the given resea the authors has arrived to the following conclusi

1. In precrises period 2001 to 20(banksworked with small capital strength. Since withirsis perioc
the commercial bank®stricted their risky transactions, also tightgniineir crediting policie, while carried
out the absorption of losses at the expense ineiaasyuity capita

2. Key factors, influencing on capital of Latvian coential banks are provisioifor outstanding debts
and amount of banks assets, both facare statistically significant.

3. 2008 became the start of problemscommercial banks associated with outstanding @eThe
amount of losses in banking sector of Latvia inry@09 was 878 min. LVL, year 2010 also broughsés
364 min. LVL to Latvian banking indust To maintain the capital adequacy, banks were fotaédcreast
their equity capitahs the major component of ocapital.
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4. In crisis times (impact of 1998 Russian crisis upatvian banks and 2008-2010 crisis), when share
capital exceeded own capital, i.e. losses of teteay were higher than other components of capital.

5. As a rule amount of subordinate debt in Latviankivamn system did not exceed 3% of assets, but
during period 2008 to 2010 the subordinate debtgnaen by 5.8 times, and presently subordinatedsdeb
are decreasing.

6. Capital adequacy of Latvian commercial banks fatrespond Basel requirements.

7. The system of Latvian commercial banks in genesastable and has a good capital adequacy
strength margin. Commercial banks established dvidra capital already today have the capital adegua
strength margin on 8% level. Commercial banks waykdn European capital as well as banks established
on Latvian national capital have a sufficient dtbmargin of capital base which presently is assel as 4 -
5%. Banks working on national state capital has@dgapital strength margin that presently is @nlével
of 6%.

8. Estimate of new capital indicators T1C/RWA and T@/R showed that most banks were ready to
observe them already in the period 2001 to 201, Stme Latvian commercial banks also presentty a
facing problems with observation of new standattgjr strength margin according to new indicators
T1C/RWA and TC/RWA is either on the limiting leval does not exist at all. But since the new noreati
requirements will be introduced gradually during treriod 2013 to 2019, these banks will have endiag
to get prepared for meeting said requirements.

9. Capital structure of Latvian commercial banks hasrbconsiderably improved by now; banks are
trying to restore a stable capital structure regyithe share of losses through the increase irtyecppital.

6. RECOMMENDATIONS

Basing on obtained conclusions, the authors promosemmercial banks:

1. Ensure continuous control and monitoring of capitdéquacy and changes in new indicators of
capital CET1/RWA, T1C/RWA, TC/RWA, review the cagitmanagement policy not rarer than
once a year;

2. Estimate the capital demand of banks in stresatsgits;

3. Timely reveal reasons and factors having impactugi@nges in capital indicators;

4. Continuously search for possibilities to increageity capital through emission of shares.
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AppendL
Capital “strength margin” in commercial banks, bitlned on Latvian private capital
Ratios 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 o011 p
Capital adequacy (minimum norm) 8.00% 8.00% 8.00%8.00% 8.00% 8.009 8.00% 8.00P% 8.00% 8.0p% 8.00%
Capital adequacy (actual) 21.55% 18.56% 13.14% 60P5. 13.99% 14.85% 14.04% 13.32% 15.76% 14.4 9%6.[79
Strength margin of capital adequacy 13.55% 10.569 5.14% 7.60% 5.99% 6.85% 6.04% 5.32% 7.769 6.69Y BI%
T1C/RWA (minimum norm) 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.009 6.009% 6.00 6.00%
T1C/RWA (actual) 15.89% 14.66% 1454%  13.65% 12.76% 2.21% 11.09% 13.56%  15.99%  13.76 13.71%
Strength margin of ratio TLC/RWA 9.89% 8.66% 8.54% 7.65% 6.76% 6.27% 5.099 B6% 9.99% 7.76% 7.71%
TC/RWA (minimum norm) 8.009 8.00% 8.00% 8.00% LZ0]0] 8.00% 8.00% 8.00% 8.00% 8.00 8.00%
TC/RWA (actual) 16.039 15.12% 15.20p6  14.62% 13.47% 12.89% 12.17% 15.78%  17.01%  15.51 17.32%
Strength margin of ratio TC/RWA 8.03% 7.12% 7.20% | 6.62% 5.47% 4.89% 4.17% 7.78% 9.01% 7.519 9.32%
TC/RWA + buffer (minimum norm) 10.50% 10.50% 1060 10.50% 10.50% 10.50% 10.50p0 10.50% 10.50%  10.50990.50%
Strength margin TC/RWA + buffer 5.53% 4.62% 4.70% | 4.12% 2.97% 2.39% 1.67% 5.28% 6.51% 5.019 6.82%
Appendix 2
Capital “strength margin” in commercial banks, bithed on European capital
Ratios 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 o011 p
Capital adequacy (minimum norm) 8.00% 8.00% 8.00%8.00% 8.00% 8.009 8.00% 8.00P% 8.00% 8.0 8.00%
Capital adequacy (actual) 15.15% 13.05% 11.45% 80Qpa. 10.75% 10.79% 11.60% 11.23% 12.83% 12.9 %% .53
Strength margin of capital adequacy 7.15% 5.05% 45% 4.80% 2.75% 2.79% 3.60% 3.23% 4.83% 4.879 4.58
T1C/RWA (minimum norm) 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.009 6.00% 6.00 6.00%
T1C/RWA (actual) 13.64% 14.01% 12146  12.24% 9.26% 93& 10.56%| 12.68% 11.64%  12.07 15.79%
Strength margin of ratio TLC/RWA 7.64% 8.01% 6.14% 6.24% 3.25% 2.93% 4.56% 68% 5.64% 6.07% 9.79%
TC/RWA (minimum norm) 8.009 8.00% 8.00% 8.00% 800 8.00% 8.00% 8.00% 8.00% 8.00 8.00%
TC/RWA (actual) 16.749 15.28% 12846  13.6%% 11.08% 10.51% 11.97%4 13.69% 15.02%  15.66 18.96%
Strength margin of ratio TC/RWA 8.74% 7.28% 4.84% | 5.65% 3.08% 2.51% 3.97% 5.69% 7.02% 7.669 10.96%
TC/RWA +6ydep (Mminimum norm) 10.509 10.50% 10.50p6  10.50% 10.50% 10.50% 10.50% 10.50%  10.50%  10.5( 10.50%
Strength margin TC/RWA + buffer 6.24% 4.78% 2.34%| 3.15% 0.58% 0.01% 1.47% 3.19% 4.52% 5.169 8.46%




Journal of Business Management, 2012, No.6

ISSN 1691-5348

Appendix 3
Capital “strength margin” in commercial banks, bBtlned on Eastern capital
Ratios 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 o11p
Capital adequacy (minimum norm) 8.00% 8.00% 8.00%8.00% 8.00% 8.009 8.00% 8.00P% 8.00% 8.0p% 8.00%
Capital adequacy (actual) 69.50%% 58.00% 25.50% 0QPA. 18.48% 18.00% 16.30%  13.00% 11.56% 14.15% 28.62
Strength margin of capital adequacy 61.50% 50.009 17.50% | 13.00% 10.48% 10.00% 8.309 5.00% 3.56% 6%6 | 20.62%
T1C/RWA (minimum norm) 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.009 6.00% 6.00P% 6.00%
T1C/RWA (actual) 41.68% 37.45% 21.89%  19.55% 17.25% 3.48% 15.17% 18.28% 15.96% 18.78% 21.6D%
Strength margin of ratio TLC/RWA 35.68% 31.45% 15.89%| 13.55% 11.259 17.44% Bi% | 12.28% 9.96%| 12.75%| 15.60%
TC/RWA (minimum norm) 8.009 8.00% 8.00% 8.00% 800 8.00% 8.00% 8.00% 8.00% 8.00% 8.00%
TC/RWA (actual) 39.32% 38.77% 22.23p6  20.02% 17.93% 24.98% 16.49% 19.34% 17.73% 20.98%  25.28%
Strength margin of ratio TC/RWA 31.32% 30.77% 14.3% | 12.02% 9.93% 16.98% 8.49%| 11.34% 9.739 12.98% 1B%
TC/RWA +6ydep (minimum norm) 10.509 10.50% 105006  10.50% 10.50% 10.50% 10.509%4 10.50% 10.50% 10.50%  10.50%
Strength margin TC/RWA + buffer 28.82% 28.27% 11.3% 9.52% 7.43% 14.48% 5.99% 8.84% 7.23%  10.489 18%
Appendix 4
Capital “strength margin” in commercial banks, bE&hed on national state capital
Ratios 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 o011 p
Capital adequacy (minimum norm) 8.00% 8.00% 8.00%38.00% 8.00% 8.009 8.00% 8.00P% 8.00% 8.0P% 8.00%
Capital adequacy (actual) 13.00% 17.00% 16.00% 60p3. 16.90% 12.50% 10.10% 6.35% 10.60%  10.00% 14.30%
Strength margin of capital adequacy 5.00% 9.00% 80% 5.60% 8.90% 4.50% 2.10%| -1.65% 2.60% 2.009 6080
T1C/RWA (minimum norm) 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.009 6.00% 6.00P% 6.00%
T1C/RWA (actual) 9.67% 15.43% 12.01% 9.21% 14.35% 73®% 9.14% 3.68% 7.47% 8.71%  11.78%
Strength margin of ratio TLC/RWA 3.67% 9.43% 6.01% 3.21% 8.35% 4.73% 3.14% 2:32% 1.47% 2.71% 5.75%
TC/RWA (minimum norm) 8.009 8.00% 8.00% 8.00% 800 8.00% 8.00% 8.00% 8.00% 8.00% 8.00%
TC/RWA (actual) 13.08% 17.74% 15986  13.63% 16.93% 12.54% 10.61% 543% 10.74%  12.34%  15.6{l%
Strength margin of ratio TC/RWA 5.08% 9.74% 7.98% | 5.63% 8.93% 4.54% 2.61%| -2.57% 2.74% 4.349 7.61%
TC/RWA +6ydep (Minimum norm) 10.509 10.50% 10.5006  10.50% 10.50% 10.50% 10.509%4 10.50% 10.50%  10.50%  10.50%
Strength margin TC/RWA + buffer 2.58% 7.24% 5.48% | 3.13% 6.43% 2.04% 0.11%| -5.07% 0.24% 1.849 5.11%
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