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Other than quoted market prices included within Level 1 that are observable in active markets for the asset or liability, 
either directly or indirectly. The valuation techniques applied are approximations of the current fair value of similar 
instruments and discounted cash flow analysis using observable market parameters. The Bank applies individual 
observable interest and exchange rates, made available predominantly by local central banks. 

(c) Level 3 Inputs
Unobservable inputs for the asset or liability. If observable market interest rates are not available, internal rates are used 
as an input for a discounted cash flow model. These internal rates reflect the cost of funds, taking into account foreign 
currency effects and maturities as well as a risk margin, e.g. Bank interest rates. Internal rates are regularly compared to 
those applied for third-party transactions and are consistent with the parameters of an orderly transaction between market 
participants under market conditions at the measurement date.

9) Loss Allowances

The Bank's loan loss impairment method is based on a forward-looking ECL approach. 

The forward-looking expected credit loss (ECL) model is the central element of the approach to quantifying credit loss 
allowances for on- and off-balance sheet financial instruments. The model calculates loss allowances considering the 
credit losses expected over various default scenarios in the future. The calculated loss allowances represent the sum of 
probability-weighted outcomes; ECL estimates are unbiased and include supportable information about past events, 
current conditions, and forecasts of future economic conditions. 

The current macroeconomic forecasts from the JMF World Economic Outlook Database and the EIU were used in 
establishing loss allowances. The parameters are normally calculated by weighting the three scenarios 
(baseline/downside/upside), with the baseline scenario normally weighted at 50% and the alternative scenarios at 25%. 
The weighting was adjusted to reflect the assessment of a currently tense macroeconomic situation. A detailed description 
can be found in the section on overlays. 

Overlays 

The overlays set in previous years for the ECL model to reflect uncertainties arising from the impact of the COVID-19 
pandemic have now been· reversed. 

Overlays continue to be made· to account for uncertainty arising from current economic and political developments 
resulting from the war in Ukraine and for the macroeconomic forecasts. 

Due to the tense situation in the Russo-Ukrainian War, with possible spill-over effects impacting the economic situation. 
the weighting of scenarios (baseline/downside/upside) has been adjusted for the calculation of loss allowance 
parameters. The baseline scenario retains a weighting of 50%, but the weighting of the downside scenario has been 
changed to 40% (previously 25%) and the upside scenario to 10% (previously 25%). This overlay has an effect amounting 
to an RON 1.6 million lncrease in toss allowances. 

The current global economic environment is characterised by several interrelated crises, on the one hand from the impact 
of the pandemic and conflicts in trade relations with China (supply-chain problems), and on the other hand due to the war 
in Ukraine and negative consequences for the energy market, price developments and interest rates. 

The prevailing energy crisis, with volatile prices and limited availability, as well as elevated inflation and higher interest 
rates, cannot be reflected in all model parameters due to the lack of statistical correlations in the macroeconomic factors 
and historical default/loss rates. Therefore, adjustments were made to the PD and LGD. 
The adjustments were based on observations of maximum default arid loss rates from historical default events in the 
crises that serve as stress levels. The key parameters, PD and LGD, have been increased using the defined probability 
of occurrence of the stress level (20%, based on expert assessment). This overlay has an effect amounting to RON 11.9 
million increase in the loss allowance. 

The Bank sets aside loss allowances for the balance sheet items "Cash and cash equivalents" (for Central Bank 
balances), "Loans and advances to banks", "Loans and advances to customers", "Financial assets at fair value through 
other comprehensive income" arid for the financial assets under "Other assets". These are generally recognised at net 
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