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(21) Property and equipment
€k 31/12/2008 31/12/2007 +(-) Change, %

Land 2,364 2,667 (11.4)
Buildings 48,375 45,093 7.3
Other 22,404 20,183 11.0
Property and equipment 73,143 67,943 7.7

(22) Investment property
€k 31/12/2008 31/12/2007 +(-) Change, %

Land 8,508 8,164 4.2
Buildings 9,081 8,779 3.4
Investment property 17,589 16,943 3.8

At 31 December 2008, the fair value of our investment property totalled €25,031 thousand (2007: €25,068 thousand).

Property and equipment, intangible assets (non-current) and investment property
Cost 

1/1/2008

Added Dis-
posals

Trans- 
ferred

Cost 

31/12/2008

Accum.
depr./

amort.

Carrying
amount 

31/12/2008

Carrying
amount 

31/12/2007

Depr./
amort. 

2008
Intangible assets 1 2,875 1,673 3 0 4,545 1,996 2,549 1,718 796
Equipment 140,211 22,832 12,835 (3,103) 147,105 73,962 73,143 67,943 4,710
Property 2 27,862 0 1,013 3,103 29,952 12,363 17,589 16,943 515

170,948 24,505 13,851 0 181,602 88,321 93,281 86,604 6,021

1 Intangible (non-current) assets.  2 Investment property.

Transfers consisted essentially of the reclassification of property and equipment used by third parties and owned by con-
solidated Group member Immobilien Errichtungs- u. Vermietungsgesellschaft mbH & Co. KG, Klagenfurt.  Additions included 
exchange differences in the amount of €62 thousand.

(23) Deferred tax assets
€k 31/12/2008 31/12/2007 +(-) Change, %

Receivables from customers 479 373 28.4
Trading assets and liabilities 195 9 >100
Impairment provisions 759 519 46.2
Available-for-sale financial assets 1,273 334 >100
Held-to-maturity financial assets 150 195 (23.1)
Property and equipment 286 301 (5.0)
Other assets and liabilities 5,470 2,328 >100
Provisions (for post-employment and termination benefits, other provisions) 5,671 5,490 3.3
Other balance sheet items 28 0 >100
Recognized benefits in respect of unused tax loss carryforwards 0 35 (100)
Deferred tax assets 14,311 9,584 49.3

(24) Other assets 
€k 31/12/2008 31/12/2007 +(-) Change, %

Positive fair values of derivative financial instruments 5,570 21,088 (73.6)
Other items 15,984 5,403 >100
Deferred items 2,147 1,786 20.2
Other assets 23,701 28,277 (16.2)
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(25) Payables to other banks 
€k 31/12/2008 31/12/2007 +(-) Change, %

Payables to Austrian banks 1,010,716 696,139 45.2
Payables to foreign banks 405,259 700,594 (42.2)
Payables to other banks 1,415,975 1,396,733 1.4

Payables to other banks, by term to maturity
€k 31/12/2008 31/12/2007

Due on demand 136,879 77,752
Up to 3 months 1,064,834 1,218,930
From 3 months to 1 year 191,914 71,101
From 1 year to 5 years 21,460 16,350
From 5 years and over 888 12,600
Payables to other banks 1,415,975 1,396,733

(26) Payables to customers
€k 31/12/2008 31/12/2007 +(-) Change, %

Savings deposit balances 1,677,549 1,443,697 16.2
Corporate and business banking customers 270,876 195,206 38.8
Retail banking customers 1,406,673 1,248,491 12.7
Other payables 1,815,572 1,886,323 (3.8)
Corporate and business banking customers 1,336,443 1,442,315 (7.3)
Retail banking customers 479,129 444,008 7.9
Payables to customers 3,493,121 3,330,020 4.9

Payables to customers, by term to maturity
€k 31/12/2008 31/12/2007

Due on demand 918,445 1,009,474
Up to 3 months 1,231,160 1,318,318
From 3 months to 1 year 1,333,570 944,870
From 1 year to 5 years 7,248 53,970
From 5 years and over 2,698 3,388
Payables to customers 3,493,121 3,330,020

(27) Liabilities evidenced by paper
€k 31/12/2008 31/12/2007 +(-) Change, %

Issued bonds 125,929 166,316 (24.3)
Other liabilities evidenced by paper 85,754 85,227 0.6
Liabilities evidenced by paper 211,683 251,543 (15.8)

Issued bonds includes €0 million of bonds measured at fair value (2007: €20.3 million).  Other liabilities evidenced by paper 
includes €85.5 million of liabilities measured at fair value (2007: €81.3 million) (fair value option).

Liabilities evidenced by paper, by term to maturity
€k 31/12/2008 31/12/2007

Up to 3 months 15,641 17,632
From 3 months to 1 year 15,849 45,085
From 1 year to 5 years 156,509 118,079
From 5 years and over 23,684 70,747
Liabilities evidenced by paper 211,683 251,543
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(28) Trading liabilities
€k 31/12/2008 31/12/2007 +(-) Change, %

Interest rate contracts 1,658 1,879 (11.8)
Currency contracts 0 69 (100.0)
Trading liabilities 1,658 1,948 (14.9)

(29) Provisions
€k 31/12/2008 31/12/2007 +(-) Change, %

Provisions for post-employment benefits and similar obligations 71,093 68,356 4.0
Provisions for taxes (current tax) 196 1,565 (87.5)
Other provisions 11,449 10,591 8.1
Provisions 82,738 80,512 2.8

During the year under review, the calculation of so-called “social” capital was based on an interest rate of 4.75 per cent 
(2007: 4.75 per cent).

Provisions for post-employment benefits and similar obligations
€k 2008 2007

Provision balance at 1 January 68,356 65,967
+ Interest cost 2,860 2,631
+ Service cost 516 1,450
– Payments during the year under review (4,535) (4,649)
+ Actuarial gain 3,324 2,957
+ Mortality table adjustment 572 0
Provision balance at 31 December 71,093 68,356

Other Provisions 
€k 2008 2007

Provision balance at 1 January 80,512 76,101
+ Changes in the scope of consolidation 3 393
+ Added 7,852 8,930
– Used (4,608) (4,706)
– Released (1,021) (206)
Provision balance at 31 December 82,738 80,512

(30) Deferred tax liabilities 
€k 31/12/2008 31/12/2007 +(-) Change, %

Trading assets and liabilities 103 75 37.3
Financial assets and liabilities designated as at fair value through profit or 
loss 1,597 54 >100
Available-for-sale financial assets and liabilities 1,563 3,486 (55.2)
Held-to-maturity financial assets and liabilities 685 635 7.9
Property and equipment 58 6 >100
Other assets and liabilities 786 1,320 (40.5)
Liabilities evidenced by paper 2,353 1,199 96.2
Provisions (for post-employment and termination benefits, other provisions) 262 0 >100
Other balance sheet items 0 4 (100)
Deferred tax liabilities 7,407 6,779 9.3
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Deferred taxes in the amount of €2,546 thousand were taken to equity (31 December 2007: negative €922 thousand).  The 
available-for-sale reserve accounted for €2,546 thousand thereof (31 December 2007: negative €922 thousand).

(31) Other liabilities
€k 31/12/2008 31/12/2007 +(-) Change, %

Negative fair values of derivative financial instruments 37,922 18,817 >100
Other items 18,962 14,275 32.8
Deferred items 1,257 1,307 (3.8)
Other liabilities 58,141 34,399 69.0

(32) Subordinated debt capital
€k 31/12/2008 31/12/2007 +(-) Change, %

Supplementary capital 220,301 200,219 10.0
Hybrid capital 20,000 0  100
Subordinated debt capital 240,301 200,219 20.0

Subordinated debt capital, by term to maturity 
€k 31/12/2008 31/12/2007

From 3 months to 1 year 18,376 0
From 1 year to 5 years 90,155 91,810
From 5 years and over 131,770 108,409
Subordinated debt capital 240,301 200,219

(33) Fair Values

31/12/2008 31/12/2007

€k Fair Values
Carrying 

Amounts Fair Values
Carrying 

Amounts
Assets
Receivables from other banks 408,880 406,073 880,718 880,399
Receivables from customers 4,381,241 4,282,276 3,676,298 3,657,909
Financial assets designated as at fair value through
profit or loss

127,462 127,462 71,634 71,634

Available-for-sale financial assets 344,021 344,021 398,116 398,116
Held-to-maturity financial assets 473,205 460,115 382,292 385,185
Investments in entities accounted for using the
equity method 278,065 231,907 310,225 227,065
Equity and liabilities
Payables to other banks 1,418,173 1,415,975 1,395,592 1,396,733
Payables to customers 3,507,665 3,493,121 3,316,356 3,330,020
Liabilities evidenced by paper 210,665 211,683 251,900 251,543
Subordinated debt capital 242,193 240,301 198,504 200,219

The table above presents the fair values of the respective balance sheet items.  Fair values are the amounts for which financial 
instruments could be exchanged between knowledgeable, willing parties in an arm’s length transaction on the balance sheet 
date.  If market prices on a stock exchange were available, they were used.  In general, other items were measured using present 
value techniques.
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Differences between fair values and carrying amounts
 

€k
31/12/2008

Difference
31/12/2007

Difference
Assets
Receivables from other banks 2,807 319
Receivables from customers 98,965 18,389
Financial assets designated as at fair value through profit or loss — —
Available-for-sale financial assets — —
Held-to-maturity financial assets 13,090 (2,893)
Investments in entities accounted for using the equity method 46,158 83,160
Equity and liabilities
Payables to other banks (2,198) 1,141
Payables to customers (14,544) 13,664
Liabilities evidenced by paper 1,018 (357)
Subordinated debt capital (1,892) 1,715

(34) Investments in associates at 31 December 2008

Method *
Percentage

held Assets
Profit/(loss)
for the year

Alpenländische Garantie-GmbH E 25 165,468 0
Oberbank AG E 16.95 14,877,569 49,963
Bank für Tirol und Vorarlberg AG E 13.59 8,371,113 42,018
Drei-Banken Versicherungs-AG E 20 201,420 1,367
M 2000 Liegenschaftsverwertungs GmbH N 50 175 (20)
Drei-Banken-EDV Gesellschaft mbH N 30 18,752 128

Investments in associates at 31 December 2007 

Method *
Percentage

held Assets
Profit/(loss)
for the year

Alpenländische Garantie-GmbH E 25 139,977 0
Oberbank AG E 17.00 13,911,828 56,364
Bank für Tirol und Vorarlberg AG E 13.59 7,800,300 38,299
Drei-Banken Versicherungs-AG E 20 211,901 1,291
M 2000 Liegenschaftsverwertungs GmbH N 50 175 (2)
Drei-Banken-EDV Gesellschaft mbH N 30 16,125 259
*E = Accounted for using the equity method.
*N = Not included.

Of the entities accounted for using the equity method, Oberbank AG and BTV AG were, for the following reasons, thus 
accounted for in the Consolidated Financial Statements even though a stake of at least 20 per cent was not held:  A syndicate 
agreement is in place between BKS Bank, BTV AG and Wüstenrot Wohnungswirtschaft reg. Genossenschaft mbH in connection 
with our equity investment in Oberbank AG, and a syndicate agreement is in place between BKS Bank AG, Oberbank AG, 
Generali 3 Banken Holding AG and Wüstenrot Wohnungswirtschaft reg. Genossenschaft mbH in connection with our equity 
investment in BTV AG.
 
At year-end, the market value of BKS Bank AG’s listed equity investment in Oberbank AG was €202.4 million (31 December 
2007: €227.3 million), and the market value of its listed equity investment in BTV AG was €71.3 million (31 December 2007: 
€78.8 million).  In turn, Oberbank AG and BTV AG held a total of 1,733,506 shares of BKS Bank AG (31 December 2007: 
1,733,506).
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(35) Transactions with associates
€k 31/12/2008 31/12/2007 +(-) Change, %

Assets
Receivables from other banks 823 46,402 (98.2)
Receivables from customers 954 1,239 (23.0)
Liabilities 
Payables to other banks 248,005 210,212 18.0
Payables to customers 74,678 42,307 76.5

(36) Transactions with subsidiaries
 €k 31/12/2008 31/12/2007 +(-) Change, %

Assets
Receivables from customers 14,922 15,041 (0.8)
Other assets 1,049 47 >100
Liabilities 
Payables to customers 852 498 71.1

(37) Segment reporting
On the grounds of immateriality, secondary segment reporting (by country) was dispensed with.
Method:  Net interest income was allocated using the market interest rate method.  Incurred costs were allocated to individual 
business segments on a cost-by-cause basis.  Structural income was allocated to the Financial Markets segment.  Capital was 
allocated according to regulatory criteria.  Average allocated equity was measured applying an interest rate of 5 per cent and 
the result was recognized as income from investing equity in the line item Net interest income.  The performance of each busi-
ness segment was gauged in terms of the profit before tax recorded by that segment.  Alongside the cost:income ratio, return 
on equity was also one of the principal benchmarks for managing business segments.

 Segment breakdown
Retail Banking Corporate and Business 

Banking
Financial Markets Other Total

€k 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
Net interest income 32,273 31,349 55,254 47,111 43,167 27,652 (487) 2,496 130,207 108,608
Charge for impairment losses on loans and advances (1,570) (2,080) (18,426) (17,140) 0 0 0 0 (19,996) (19,220)
Net fee and commission income 16,955 20,922 23,066 22,378 1,446 1,439 (660) 121 40,807 44,860
Net trading income 0 0 0 0 1,408 1,783 0 0 1,408 1,783
General administrative expenses (47,574) (44,170) (32,263) (29,324) (6,990) (7,453) (1,036) (1,859) (87,863) (82,806)
Other operating income net of other operating expenses 1,204 1,003 1,551 876 (31) (68) 206 281 2,930 2,092
Net income from financial assets 0 0 0 0 (23,052) 4,233 0 0 (23,052) 4,233
Profit for the year before tax 1,288 7,024 29,182 23,901 15,948 27,586 (1,977) 1,039 44,441 59,550
Average risk-weighted assets 572,350 674,513 2,752,979 2,488,804 593,820 461,895 144,298 193,754 4,063,447 3,818,966
Average allocated equity 45,788 53,961 220,238 199,104 175,294 157,672 16,264 22,700 457,584 433,437
Segment liabilities 2,475,808 2,391,325 1,724,589 1,641,647 1,621,546 1,570,926 153,752 148,791 5,975,695 5,752,689
ROE based on profit for the year 2.8% 13.0% 13.3% 12.0% 9.1% 17.5% — — 9.7% 13.7%
Cost:income ratio 94.3% 82.9% 40.4% 41.7% 15.2% 24.2% — — 50.1% 52.6%
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(35) Transactions with associates
€k 31/12/2008 31/12/2007 +(-) Change, %

Assets
Receivables from other banks 823 46,402 (98.2)
Receivables from customers 954 1,239 (23.0)
Liabilities 
Payables to other banks 248,005 210,212 18.0
Payables to customers 74,678 42,307 76.5

(36) Transactions with subsidiaries
 €k 31/12/2008 31/12/2007 +(-) Change, %

Assets
Receivables from customers 14,922 15,041 (0.8)
Other assets 1,049 47 >100
Liabilities 
Payables to customers 852 498 71.1

(37) Segment reporting
On the grounds of immateriality, secondary segment reporting (by country) was dispensed with.
Method:  Net interest income was allocated using the market interest rate method.  Incurred costs were allocated to individual 
business segments on a cost-by-cause basis.  Structural income was allocated to the Financial Markets segment.  Capital was 
allocated according to regulatory criteria.  Average allocated equity was measured applying an interest rate of 5 per cent and 
the result was recognized as income from investing equity in the line item Net interest income.  The performance of each busi-
ness segment was gauged in terms of the profit before tax recorded by that segment.  Alongside the cost:income ratio, return 
on equity was also one of the principal benchmarks for managing business segments.

 Segment breakdown
Retail Banking Corporate and Business 

Banking
Financial Markets Other Total

€k 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
Net interest income 32,273 31,349 55,254 47,111 43,167 27,652 (487) 2,496 130,207 108,608
Charge for impairment losses on loans and advances (1,570) (2,080) (18,426) (17,140) 0 0 0 0 (19,996) (19,220)
Net fee and commission income 16,955 20,922 23,066 22,378 1,446 1,439 (660) 121 40,807 44,860
Net trading income 0 0 0 0 1,408 1,783 0 0 1,408 1,783
General administrative expenses (47,574) (44,170) (32,263) (29,324) (6,990) (7,453) (1,036) (1,859) (87,863) (82,806)
Other operating income net of other operating expenses 1,204 1,003 1,551 876 (31) (68) 206 281 2,930 2,092
Net income from financial assets 0 0 0 0 (23,052) 4,233 0 0 (23,052) 4,233
Profit for the year before tax 1,288 7,024 29,182 23,901 15,948 27,586 (1,977) 1,039 44,441 59,550
Average risk-weighted assets 572,350 674,513 2,752,979 2,488,804 593,820 461,895 144,298 193,754 4,063,447 3,818,966
Average allocated equity 45,788 53,961 220,238 199,104 175,294 157,672 16,264 22,700 457,584 433,437
Segment liabilities 2,475,808 2,391,325 1,724,589 1,641,647 1,621,546 1,570,926 153,752 148,791 5,975,695 5,752,689
ROE based on profit for the year 2.8% 13.0% 13.3% 12.0% 9.1% 17.5% — — 9.7% 13.7%
Cost:income ratio 94.3% 82.9% 40.4% 41.7% 15.2% 24.2% — — 50.1% 52.6%

(38) Non-interest assets 
€k 31/12/2008 31/12/2007 +(-) Change, %

Non-interest assets 124,037 134,402 (7.7)

Non-interest receivables from customers less impairment came to €44.3 million (31 December 2007: €41.8 million).

(39) Subordinated assets
€k 31/12/2008 31/12/2007 +(-) Change, %

Receivables from customers 1,809 1,563 15.7
Bonds and other fixed-interest securities 9,795 10,905 (10.2)
Shares and other variable-yield securities 9,302 9,360 (0.6)

(40) Balances in foreign currencies
€k 31/12/2008 31/12/2007 +(-) Change, %

Assets 1,151,316 1,302,051 (11.6)
Liabilities 268,604 549,373 (51.1)

(41) Contingent liabilities and commitments
€k 31/12/2008 31/12/2007 +(-) Change, %

Guarantees 371,404 329,488 12.7
Letters of credit 2,211 1,202 83.9
Contingent liabilities 373,615 330,690 13.0
“Non-genuine” or “pseudo” repos (unechte Pensionsgeschäfte) 5,537 5,537 0.0
Other commitments 767,480 800,058 (4.1)
Commitments 773,017 805,595 (4.0)
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(42) Investments in subsidiaries and selected other equity investments

M 1 Equity, €m
Percentage held by 

BKS 
Profit/(loss)  

for the year, €m
31/12/2008 31/12/2007 Direct Indirect 2008 2007

BKS-Leasing Gesellschaft mbH, 
Klagenfurt

C
0.49 0.49 100% 0.23 0.72

BKS-Immobilienleasing Gesellschaft mbH, 
Klagenfurt

C
3.41 3.03 100% 0.37 0.44

Immobilien Errichtungs- u. Vermietungs- 
gesellschaft mbH & Co. KG, Klagenfurt

C
1.26 1.11 100% (0.07) (0.05)

BKS Zentrale-Errichtungs- u. 
Vermietungsgesellschaft mbH, Klagenfurt 2

C
1.09 0.83 100% 0.26 0.05

BKS Immobilien-Service Gesellschaft mbH, 
Klagenfurt

N
0.22 0.22 100% 0.05 0.05

BKS 2000-Beteiligungsverwaltungs-
gesellschaft mbH, Klagenfurt 

N
19.16 17.92 100% 1.44 0.42

Oberbank AG, 
Linz

E
744.4 704.25 16.95% 49.96 56.36

Bank für Tirol und Vorarlberg AG, 
Innsbruck

E
430.8 396.09 13.59% 42.02 38.30

Alpenländische Garantie-Gesellschaft mbH, 
Linz

E
2.57 2.57 25% 0.00 0.00

DREI-BANKEN-EDV Gesellschaft mbH, 
Linz

N
3.49 3.36 30% 0.13 0.26

3-Banken Beteiligung Gesellschaft mbH,
Linz

N
27.58 25.20 30% 2.38 3.26

Drei-Banken Versicherungs Aktiengesellschaft, 
Linz 

E
18.41 17.50 20% 1.37 1.29

BKS-leasing d.o.o.,
Ljubljana

C
2.51 2.57 100% (0.07) 0.06

BKS-leasing Croatia d.o.o.,
Zagreb

C
0.54 0.91 100% (0.25) (0.65)

E 2000 Liegenschaftsverwertungs-GmbH, 
Klagenfurt

N
0.01 0.01 99% 1% 0.01 (0.01)

M 2000 Liegenschaftsverwertungs- 
gesellschaft mbH, Mattersburg 3

N
0.17 0.17 50% (0.02) 0.00

VBG Verwaltungs- und Beteiligungs- 
gesellschaft mbH, Klagenfurt

N
0.29 0.22 100% 0.01 (0.01)

BKS Bank d.d., 
Rijeka

C
9.99 10.20 99.79% (0.17) 0.47

BKS-Leasing a.s.,
Bratislava

C
17.44 4.74 100% 0.58 0.13

IEV Immobilien GmbH,
Klagenfurt

C
0.04 0.04 100% 0.00 0.00

BKS Hybrid alpha GmbH,
Klagenfurt

  C
0.03 — 100% 0.00 —

VBG-CH Verwaltungs- und Beteiligungs 
GmbH, Klagenfurt

  N
0.03 0.03 100% 0.00 0.00

LVM Beteiligungs Gesellschaft m.b.H.,
Vienna

  N
0.02 0.03 100% (0.01) 0.00

1 	 Method: C = consolidated; E = accounted for using the equity method; N = not included on the grounds of immateriality in accordance with 
§ 59 Abs. 3 BWG (these companies being immaterial given the nature of the BKS Bank Group’s banking operations).

2	 Equity includes a subordinated Genussrecht (profit participation note) in the amount of €3.63 million.
3	 Equity includes subordinated receivables in the amount of €0.28 million.
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BKS Bank’s portfolio of equity investments consisted largely of strategic equity investments in banks (syndicate partners).  Its 
investments in subsidiaries consisted primarily of investments in its strategic partners in the banking and other financial 
service sectors and banking-related ancillary service industries.  Equity investment items comprised equity investments and 
investments in subsidiaries intended to give lasting support to BKS Bank’s business operations.  Those equity investments 
were recognized at cost net of any impairments.  We did not record any material gains or losses on the disposal of equity 
investments during the 2008 financial year.

 43) Events after the balance sheet date
No material, reportable events took place between the end of the financial year and the preparation of the Annual Financial 
Statements and/or their certification by the Auditors.

(44) Assets pledged as collateral for liabilities
Liabilities Assets 31/12/2008 31/12/2007
Money held in trust pursuant to § 230 a ABGB Securities 10,000 10,000
Arrangement deposit for stock exchange trading Securities 1,588 1,588
Collateral deposit for ÖTOB trading Securities 0 700
Collateral deposit for EUREX trading Securities 287 287
Xetra collateral Securities 956 956
Euro-Clear pledge Securities 4,824 9,862
SEPA collateral for the Slovenia branch Securities 60 0
Collateral for OeNB loans Securities 191,514 0
Collateral for OeNB loans Loans 179,121 0
Collateral for loans to Banka Slovenije Loans 10,600 0

(45) Employees, boards and officers
BKS Bank 

2008 2007
Average number of salaried (white-collar) staff:
Salaried staff working for BKS Bank 758 728
Salaried staff working at BKS Bank for entities considered to be related parties 39 40
Salaried staff working at entities considered to be related parties 93 66
Salaried staff in the BKS Bank Group 890 834
– Salaried staff working for entities considered to be related parties from the

Group’s standpoint
30 31

Average number of non-salaried (blue-collar) staff 32 31
Emoluments of the Management Board including retirement pensions paid to former
members of the Management Board and their surviving dependents, €k 1,685 1,542
Expenditure on termination and post-employment benefits for members of the
Management Board (including former members and their surviving dependents), €k 1,201 1,324
Expenditure on termination and post-employment benefits for employees (including
former employees and their surviving dependents), €k 6,627

 
5,904

Remuneration paid to members of the Supervisory Board, €k 112 92
Advances and loans granted to members of the Management Board and Supervisory
Board (insofar as such were granted, repayments were taking place and they were 
granted on normal commercial terms and conditions), €k 0

 
 

12
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Organizational foundations of risk management
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(46) Management of overall bank risk
The goal of BKS Bank’s risk policy is to detect banking risks early and to actively manage and limit them using effective risk 
management procedures.  Making as efficient as possible use of available capital in the light of medium-term and long-term 
strategic goals is at the centre of these risk management activities.  The root idea is to consciously define, measure and actively 
maintain an ideal equilibrium between individual risk propensities and expected returns.

BKS Bank’s risk management strategy stresses the conservative handling of banking risks.  Risks at BKS Bank are controlled 
and managed by means of a comprehensive system of risk principles and risk measurement and monitoring procedures and 
appropriate organizational structures.  Based on official regulatory recommendations, a Management Board member who 
is not involved in front-office operations has central responsibility for risk management.  The Management Board decides 
risk strategy, approves risk management principles and specifies limits for all the relevant risks as well as risk monitoring 
procedures.

Risk Controlling — a central, autonomous controlling group —  supports the Management Board in the performance of these 
tasks.  This unit reports regularly to the Management Board, assessing the Bank’s current risk position in the light of its risk-
bearing capacity and the relevant risk limits.  As an independent watchdog, Risk Controlling ensures that the measured risks all 
lie within the limits set by the Management Board.  It is responsible for the development and implementation of risk measure-
ment methods, the ongoing development and refinement of management instruments, independent and neutral risk profile 
reporting and the development and maintenance of the Bank’s basic regulatory framework.

Credit Risk Management is responsible for defining risk-based credit decision-making processes and for making actual credit 
decisions itself from and up to a certain loan size as well as for the comprehensive management and processing of troubled 
loans.  This department has the requisite rehabilitation and workout skills.  Liquidity management and the management of the 
market risks in the banking book are carried out during the monthly ALM meetings.

As a further independent internal watchdog, BKS Bank’s Internal Audit Division monitors all operational and business pro-
cesses, the adequacy and effectiveness of measures taken by Credit Risk Management and Risk Controlling and the Bank’s 
internal control systems.  Internal risk management activities are based on established techniques and procedures employed 
in the financial sector.  We use a risk control system that is well established in the market to calculate market risks and now, 
likewise, credit risks.

The risk-bearing capacity measurement mechanism in place at BKS Bank allows us to meet the regulatory qualitative risk 
management requirements created by the second pillar (supervisory review) under Basel  II and ICAAP (the Internal Capital 
Adequacy Assessment Process).  Based on the concept of risk-bearing capacity, the goal of the overall bank risk management 
process must be to ensure the Bank’s survival as a going concern.
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Credit Risk

Counterparty and Default Risk,
Credit Risk Concentration

ZCR/RC 2ZKM1

Risk
Management

Equity Investment Risk

ZCR/BILA 4ZVB 3

Risk
Management

Risk
Controlling

Risk
Controlling

1 Central Credit Risk Management Department.  2 Central Controlling Department (Risk Controlling).
3 Central Office of the Management Board.  4 Central Controlling Department (Accounts).

In the course of risk-bearing capacity analysis, all risks are aggregated at an overall bank level.  Risk aggregation means aggregat-
ing the results of risk measurements in the various risk categories to ascertain the total potential loss that could be caused by 
the Bank’s risk exposures.  During the calculation of the Bank’s risk-bearing capacity, the aggregated total potential loss that 
could be caused by the Bank’s risk exposures is compared with the assets available to cover such a potential loss.  The purpose 
of this comparison is to ascertain whether the Bank is in a position to detect and cover any unexpected losses without suffering 
serious detriment to its business operations and without outside help.  The Bank’s overall risk limit is set on the basis of this 
periodical risk-bearing capacity analysis.  The economic capital needed to cover risks is the risk yardstick used to compute the 
Bank’s overall risk limit.  It is defined as the smallest amount of capital needed to cover unexpected losses.

In contrast, expected loss is calculated on the basis of average losses experienced in the past.  These “foreseeable costs” are 
factored into prices as a risk premium (standard risk costs) and must be recouped through the terms and conditions imposed 
on customers.  The unexpected loss is the maximum actual loss that could exceed this expected loss in a given period and with 
a previously defined probability (confidence interval).  Sufficient capital must be available to cover unexpected losses.  At BKS 
Bank, unexpected losses within a period of one year are predicted on a going-concern basis with a confidence interval of 95 per 
cent and on a liquidation basis with a confidence interval of 99.9 per cent.

BKS Bank has adopted the going-concern approach to capital adequacy.  This means matching potential losses and risk-bearing 
capacity to one another in such a way that the Bank is in a position to absorb an adverse burden while continuing to conduct 
business in an orderly manner.  In addition, capital adequacy is calculated for the event of liquidation.  This is done to safeguard 
creditors.  Furthermore, stress scenarios are defined to quantify the losses that could result from extreme events.  During the 
credit risk management process, we carry out stress tests to assess the effects that changes in economic conditions could have 
on credit exposures taking into account changes in borrower quality in our portfolio.  Market risk is captured by simulating 
adverse movements in market prices.  Based on the results of the Bank’s risk-bearing capacity analysis procedures and its busi-
ness strategy, guidelines for and limits on entering into risk positions are defined within the scope of its risk strategy.

Credit risk
Credit risk is the risk of a partial or complete loss of contractually agreed loan payments.  This risk can be caused by deteriora-
tion in a business counterparty’s credit standing or, indirectly, by country risk as the result of a counterparty’s domicile or place 
of residence.

BKS Bank’s risk-bearing capacity analysis in this area looks at credit value at risk within a risk horizon of one year and applying a 
confidence interval of 95 per cent or 99.9 per cent.  The model’s core risk parameter — the probability of default in each rating 
class — is computed on the basis of the Bank’s own rating records and then used to calculate credit value at risk.
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Every credit decision is based on in-depth analysis of the credit exposure, which includes assessing all the relevant influencing 
factors.  Credit exposures must be approved and managed in line with BKS Bank’s lending guidelines.  Before being granted, 
every loan must receive approval at an appropriate level of authority.  Authority to grant loans is only given to employees who 
have the requisite qualifications, experience and training.  The credit approval chain is clearly defined.  The size of the loan, 
permissible collateral shortfall and terms and conditions will be based on the particular customer’s credit rating.

Rating is generally carried out on a dual-control or “four-eyes” basis.  As a rule, after the first loan application, a credit exposure 
will be reviewed in detail once a year.  This will include a review of the borrower’s creditworthiness and a collateral impairment 
review.  Shorter review periods are mandatory if there is a material deterioration in the borrower’s credit standing.

Our rating model is an important foundation for efficient risk management at BKS Bank and is embedded into every decision-
making process carried out by Risk Management.  The Bank’s internal rating model is subject to regular, annual review to check 
whether it accurately captures the risks being measured.  One specific goal of the rating validation process is to monitor the 
internal rating system’s “selectivity”.

A rating system’s selectivity describes its ability to distinguish between defaulted borrowers and non-defaulted borrowers on 
an ex ante basis.  BKS Bank AG uses two instruments to analyze selectivity, namely the cumulative accuracy profile (CAP) curve 
and the receiver operating characteristic (ROC) curve.  This analysis is rounded off by calculating “Gini” coefficients.

We view the early detection and systematic processing of risk events as particularly important components of the risk man-
agement process.  A risk exists if a customer’s credit standing is such that one can no longer rule out a loan loss in the near 
future.  The goal is to rapidly identify any need for rehabilitation and take action to rehabilitate the loan efficiently, promptly 
and in a structured manner.  A customer advisor’s personal responsibility ends totally as soon as an exposure is found to be at 
risk.  Thereafter, the customer is serviced by Central Credit Risk Management, and the Management Board is given a full report 
on the current status of the particular exposure once a quarter.

Impairment losses are recognized in the loan portfolio in accordance with our expectations regarding probable loan losses.  Credit 
Risk Management is responsible for setting item-by-item charges for impairment losses, which are always calculated on the 
basis of collateral shortfalls.  Item-by-item charges are recognized for loans to corporate and business banking customers and 
to other banks if the customer in question has a collateral shortfall of €70,000 or more.  In the retail banking segment, item-by-
item charges are recognized if the customer in question has a collateral shortfall of €35,000 or more.  Impairments are assessed 
collectively for loans to customers who are believed to be at risk of default but whose collateral shortfalls are smaller.  In addition, 
BKS Bank recognizes an allowance for incurred but not yet reported losses on a portfolio analysis basis in accordance with the 
International Financial Reporting Standards.

Large loan risks are secured by a cover pool at Alpenländische Garantie-Gesellschaft m.b.H. (ALGAR).

Concentrations of credit risks are managed at a portfolio level.  We aim for a balanced distribution of credit exposure sizes, and 
we set targets to this end.  At least 30 per cent of our total exposure must be accounted for by loans of less than €400 thousand, 
and no more than 30 per cent may comprise loans exceeding €10 million.  Limits have also been set for regional distributions, 
these being expressed in percentages of BKS Bank’s balance sheet total.  Our lending to individual sectors and industries is 
closely monitored on the basis of regular evaluations and a clear strategic focus.  We also differentiate between exposures 
according to loan duration.  Longer durations are deemed to create additional risk.  Special lending conditions apply in the case 
of loan durations of more than 15 years.

The risks associated with foreign currency loans are managed at both the single customer level and the portfolio level.  At the single 
customer level, risks are effectively limited by applying comparatively strict credit approval guidelines.  At the portfolio level, a 
limit has been set on foreign currency lending.  Adherence to this limit is monitored within the scope of quarterly FX reports to 
the Management Board, and a regular repayment vehicle review also takes place within the scope of these FX reports.

Credit Risk Management, a central department, is responsible for managing, analyzing and controlling credit operations and 
collateral.  An organizational firewall is in place between Sales and Credit Risk Management.  Consequently, the primary respon-
sibility for risk lies with the unit servicing the customer, whereas the secondary responsibility for risk from a certain loan 
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amount — including, above all, responsibility for the second-line assessment of credit risk, the approval of loan applications and 
reporting at the single customer level —lies with Credit Risk Management.  Monitoring and reporting at the portfolio level is 
carried out separately by Risk Controlling, which, among other things, prepares a quarterly credit risk report for the Manage-
ment Board.  This report is a central management and monitoring instrument.

Collateral management is another central pillar of risk management.  It is the responsibility of the central Credit Risk Man-
agement Department, which continuously monitors the stability of collateral and its freedom from impairments.  Moreover, 
extensive written valuation guidelines are in place.  Standardized collateral valuation policies have been defined.  In principle, 
they are based on average proceeds from liquidation recorded in the past.  BKS Bank’s principal collateral policies are tested 
using a default database.

Generally, we pursue one of two liquidation strategies when selling collateral.  First and foremost, we strive for voluntary, out-
of-court liquidation.  We only strive for court liquidation if we cannot come to an agreement with the customer.  The most 
important classes of collateral accepted by BKS Bank are real estate, securities, cash deposits, pledged or assigned life insurance 
policies and personal guarantees.  The amount of collateral required at the single customer level will depend on the customer’s 
rating and the products in question.

Equity investment risk
Equity investment risk encompasses the risk of lost dividends, impairments and realized losses and the risk of a decline in the 
value of hidden reserves caused by the possibility of poor financial performance on the part of entities in which equity invest-
ments are held.

BKS Bank performs both strategic and operational equity investment management.  Strategic equity investment management 
is handled by the Management Board, ensuring that, if necessary, suitable steps will be taken to minimize risks and enhance 
opportunities.

The operational management of equity investments is the responsibility of the Office of the Management Board.  The Control-
ling Department is responsible for risk control.  To facilitate the management and control of individual financial risks, we prepare 
overall annual budgets for Group subsidiaries as well as budgeting for and preparing adapted projections of the profits that 
are to be expected from equity investments.  Monthly reports on operational subsidiaries are an integral part of our reporting 
system.

Market risk
BKS Bank defines market risk as the risk of losses caused by fluctuations in market prices (e.g. equity and bond prices, foreign 
exchange rates, interest rates) and parameters that influence prices (e.g. volatilities and credit spreads).  This risk category 
includes both trading book and banking book positions.

Our management activities differentiate between three kinds of market risk:
– interest rate risk;
– equity price risk;
– currency risk.

Our total market risk limit is derived from the risk-bearing capacity analysis process.  It is set on the basis of a fixed distri-
bution of covering funds between the different risk categories.  There are risk limits for every activity that involves market 
risks.  Overall, these limits are statistically consistent with the overall value-at-risk limit.  Adherence to limits is monitored by 
Risk Controlling.

The operational management of market risk is based on a value-at-risk model so as to derive a quantitative measure of market 
risk in the trading and banking books under normal market conditions.  Value-at-risk, or VaR, is calculated using a variance-
covariance model.  It expresses the maximum loss that will not be exceeded within a given holding period and applying a given 
confidence interval.  Value at risk in BKS Bank’s trading book is measured applying a holding period of one day and a confidence 
interval of 99 per cent.
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Value at risk in the banking book is measured applying a holding period of 30 days and a confidence interval of 95 per cent.  For 
the purposes of risk aggregation within the scope of the risk-bearing capacity analysis process, value at risk is measured applying 
confidence intervals of 95 and 99.9 per cent.

The Treasury Division incurs market price risks in the trading book within the limits that have been set.  Overnight market price 
risks are monitored by Risk Controlling.  The Management Board is given a daily report on the utilization of limits in the trading 
book.

Managing interest rate risk in the banking book is the responsibility of the Asset Liability Management (ALM) Committee.  This 
committee is made up of the Management Board and the heads of the relevant banking departments.  The ALM Committee 
meets once a month to discuss the results of present value and duration analyses and simulations of changes in interest rates.

In addition to interest rate risk, we are also subject to currency risks arising from open currency positions.  Generally, all loans 
and deposit balances denominated in a foreign currency are funded or invested in the same currency.  Currency risk results 
from the possibility of changes in the foreign exchange rates applicable to open currency positions.  At BKS Bank, these posi-
tions have always been very small.

Currency positions and the associated own funds requirement are monitored by Risk Controlling in accordance with § 223 
SolvaVO (Austrian solvency directive).  Equity price risk in the banking book is managed by the ALM Committee.

Liquidity risk
Liquidity risk is the risk that it may not be possible to meet current or future financial obligations in full or in time.  It also includes 
the risk that, in the event of a liquidity crisis, it may only be possible to raise funds at higher than usual market rates (funding risk) 
or liquidate assets at lower than usual market rates or prices (market liquidity risk).  The management of medium and longer 
term liquidity is carried out by the Asset Liability Management Committee.  The Treasury Division is responsible for short-term 
liquidity management.  Liquidity risk management activities are reported in a quarterly Liquidity Report detailing our liquidity 
requirement pursuant to § 25 BWG, the concentration of deposits, loan call-in risks and capital tie-ups on the assets and equity 
and liabilities sides of the Balance Sheet in various maturity bands.
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Operational Risk

Risk Management Risk Controlling

Risk-taking Units ZCR/RC

Operational risk
Like Basel II, BKS Bank defines operational risk as “the risk of loss resulting from inadequate or failed internal processes, people 
and systems or from external events.”  Consequently, failures of IT systems, material damages, processing errors and fraud are 
among the sources of risk that we subject to a precise and, above all, consolidated risk measurement and management process 
that, among other things, provides the basis for calculating risk capital.

The OR Committee is responsible for defining our operational risk management framework.  The implementation of the frame-
work and the daily management of operational risks are the responsibility of the relevant operational units (so-called risk-taking 
units).

We use a variety of techniques to ensure the efficient management of operational risk.

Here are a few examples:
– 	 We carry out self-assessments on a bottom-up basis.  The result is a specific risk profile for each area of our activities with a 

clear emphasis on areas where the potential risks are high.
– 	 We record operational risk losses in a loss database.
–	 All measures decided upon as a result of such self-assessments and the monitoring of actual losses are recorded and their 

implementation is monitored.
–	 A quarterly operational risk report is prepared for the Management Board and the heads of risk-taking units and Head Office 

divisions and departments.
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(47) Balance of derivatives outstanding (banking book) 
€k                 Nominal, by term to maturity Nominal Fair value (positive) Fair value (negative)

To 1 year 1 – 5 years > 5 years 31/12/2008 31/12/2007 31/12/2008 31/12/2007 31/12/2008 31/12/2007
Interest rate contracts 68,454 699,848 267,624 1,035,926 828,983 3,156 5,792 21,158 8,564
OTC products 68,454 699,848 267,624 1,035,926 828,983 3,156 5,792 21,158 8,564
Interest rate swaps 68,454 699,848 267,624 1,035,926 789,088 3,156 5,792 21,158 8,422
– Calls 34,227 349,924 133,812 517,963 394,544 32 4,537 11,018 722
– Puts 34,227 349,924 133,812 517,963 394,544 3,124 1,255 10,140 7,700
Interest rate options — — — — 39,895 — — — 142
– Puts — — — — 39,895 — — — 142
Currency contracts 903,756 1,044,409 — 1,948,165 2,184,652 2,444 13,938 16,120 9,050
OTC products 903,756 1,044,409 — 1,948,165 2,184,652 2,444 13,938 16,120 9,050
Currency forwards 103,301 572 — 103,873 229,634 512 340 3,579 1,582
– Calls 50,122 278 — 50,400 114,142 229 7 3,255 1,490
– Puts 53,179 294 — 53,473 115,492 283 333 324 92
Capital market swaps 384,025 1,043,837 — 1,427,862 1,297,221 1,903 3,443 7,264 6,921
– Calls 192,106 519,145 — 711,251 646,871 1,903 — — 2,051
– Puts 191,919 524,692 — 716,611 650,350 — 3,443 7,264 4,870
Money market swaps (currency swaps) 416,430 — — 416,430 657,797 29 10,155 5,277 547
– Calls 205,753 — — 205,753 333,629 29 — 70 547
– Puts 210,677 — — 210,677 324,168 0 10,155 5,207 —
Securities contracts — — — — 7,400 — 1,174 — 1,174
OTC products — — — — 7,400 — 1,174 — 1,174
Options on other securities contracts — — — — 7,400 — 1,174 — 1,174
– Calls — — — — 3,700 — 1,174 — —
– Puts — — — — 3,700 — — — 1,174
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(47) Balance of derivatives outstanding (banking book) 
€k                 Nominal, by term to maturity Nominal Fair value (positive) Fair value (negative)

To 1 year 1 – 5 years > 5 years 31/12/2008 31/12/2007 31/12/2008 31/12/2007 31/12/2008 31/12/2007
Interest rate contracts 68,454 699,848 267,624 1,035,926 828,983 3,156 5,792 21,158 8,564
OTC products 68,454 699,848 267,624 1,035,926 828,983 3,156 5,792 21,158 8,564
Interest rate swaps 68,454 699,848 267,624 1,035,926 789,088 3,156 5,792 21,158 8,422
– Calls 34,227 349,924 133,812 517,963 394,544 32 4,537 11,018 722
– Puts 34,227 349,924 133,812 517,963 394,544 3,124 1,255 10,140 7,700
Interest rate options — — — — 39,895 — — — 142
– Puts — — — — 39,895 — — — 142
Currency contracts 903,756 1,044,409 — 1,948,165 2,184,652 2,444 13,938 16,120 9,050
OTC products 903,756 1,044,409 — 1,948,165 2,184,652 2,444 13,938 16,120 9,050
Currency forwards 103,301 572 — 103,873 229,634 512 340 3,579 1,582
– Calls 50,122 278 — 50,400 114,142 229 7 3,255 1,490
– Puts 53,179 294 — 53,473 115,492 283 333 324 92
Capital market swaps 384,025 1,043,837 — 1,427,862 1,297,221 1,903 3,443 7,264 6,921
– Calls 192,106 519,145 — 711,251 646,871 1,903 — — 2,051
– Puts 191,919 524,692 — 716,611 650,350 — 3,443 7,264 4,870
Money market swaps (currency swaps) 416,430 — — 416,430 657,797 29 10,155 5,277 547
– Calls 205,753 — — 205,753 333,629 29 — 70 547
– Puts 210,677 — — 210,677 324,168 0 10,155 5,207 —
Securities contracts — — — — 7,400 — 1,174 — 1,174
OTC products — — — — 7,400 — 1,174 — 1,174
Options on other securities contracts — — — — 7,400 — 1,174 — 1,174
– Calls — — — — 3,700 — 1,174 — —
– Puts — — — — 3,700 — — — 1,174
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Balance of Derivatives out standing (trading book) 
€k Nominal, by term to maturity Nominal Fair value (positive) Fair value (negative)

To 1 year 1 – 5 years > 5 years 31/12/2008 31/12/2007 31/12/2008 31/12/2007 31/12/2008 31/12/2007
Interest rate contracts 120,360 122,400 1,680 244,440 640,452 471 718 523 741
OTC products 120,360 122,400 1,680 244,440 640,452 471 718 523 741
Interest rate swaps 120,360 122,400 1,680 244,440 620,452 471 718 523 733
– Calls 60,180 61,200 840 122,220 310,226 30 718 492 —
– Puts 60,180 61,200 840 122,220 310,226 441 — 31 733
Forward rate agreements — — — — 20,000 — — — 8
– Calls — — — — 10,000 — — — —
– Puts — — — — 10,000 — — — 8
Currency contracts 1,000 — — 1,000 9,428 16 70 — 69
OTC products 1,000 — — 1,000 9,428 16 70 — 69
Currency options 1,000 — — 1,000 9,428 16 70 — 69
– Calls 1,000 — — 1,000 4,714 16 70 — —
– Puts — — — — 4,714 — — — 69

Financial instruments (trading book)
€k 31/12/2008 31/12/2007

Interest-bearing securities 166 5
Equities and investment fund units 1,969 17,307
Repurchase agreements 5,537 5,537

Positions (securities and derivatives) entered into by Money, Foreign Exchange and Securities Trading to take advantage of 
market gains or interest rate fluctuations were assigned to the trading book.  Market value is the amount that could be obtained 
from the sale of a financial instrument in an active market or would need to be paid to purchase it.  If a market price was avail-
able, this was taken to be a position’s fair value.  Where market prices were unavailable, we used internal valuation models, 
including in particular present value techniques.
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Balance of Derivatives out standing (trading book) 
€k Nominal, by term to maturity Nominal Fair value (positive) Fair value (negative)

To 1 year 1 – 5 years > 5 years 31/12/2008 31/12/2007 31/12/2008 31/12/2007 31/12/2008 31/12/2007
Interest rate contracts 120,360 122,400 1,680 244,440 640,452 471 718 523 741
OTC products 120,360 122,400 1,680 244,440 640,452 471 718 523 741
Interest rate swaps 120,360 122,400 1,680 244,440 620,452 471 718 523 733
– Calls 60,180 61,200 840 122,220 310,226 30 718 492 —
– Puts 60,180 61,200 840 122,220 310,226 441 — 31 733
Forward rate agreements — — — — 20,000 — — — 8
– Calls — — — — 10,000 — — — —
– Puts — — — — 10,000 — — — 8
Currency contracts 1,000 — — 1,000 9,428 16 70 — 69
OTC products 1,000 — — 1,000 9,428 16 70 — 69
Currency options 1,000 — — 1,000 9,428 16 70 — 69
– Calls 1,000 — — 1,000 4,714 16 70 — —
– Puts — — — — 4,714 — — — 69

Financial instruments (trading book)
€k 31/12/2008 31/12/2007

Interest-bearing securities 166 5
Equities and investment fund units 1,969 17,307
Repurchase agreements 5,537 5,537

Positions (securities and derivatives) entered into by Money, Foreign Exchange and Securities Trading to take advantage of 
market gains or interest rate fluctuations were assigned to the trading book.  Market value is the amount that could be obtained 
from the sale of a financial instrument in an active market or would need to be paid to purchase it.  If a market price was avail-
able, this was taken to be a position’s fair value.  Where market prices were unavailable, we used internal valuation models, 
including in particular present value techniques.

Overview / Management Board / Investor Relations / Group Management Report / Consolidated Financial Statements 08 / Additional Notes



128

The Management Board of BKS Bank AG prepared the Consolidated Financial Statements 
as at and for the 12 months ended 31 December 2008 in accordance with the International 
Financial Reporting Standards (IFRSs).  These Consolidated Financial Statements satisfy 
the legislative requirements for exemption from the preparation of consolidated financial 
statements in accordance with Austrian law and are in conformity with the applicable EU 
regulations.

The Consolidated Financial Statements and the Group Management Report contain all 
the requisite disclosures.  In particular, events of particular importance after the close of 
the financial year and other circumstances of material importance for the Group’s future 
development were presented appropriately.

Closing remarks by the 
Management Board

Herta StockbauerHeimo Penker

The Management Board
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BKS Bank AG’s 2008 financial year closed with net profit of €7,304,146.46.  We propose that 
a dividend of €1.50 per share be distributed out of reported net profit as at 31 December 
2008.  The resulting distribution on 4,680,000 shares would be €7,020,000.  Subject to § 65 
Abs. 5 Aktiengesetz (Austrian stock corporation act), we propose that the remainder be 
carried forward to a new account.

Klagenfurt
20 February 2009

Profit Appropriation Proposal

Herta StockbauerHeimo Penker

The Management Board
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Independent Auditor’s Report
[Translation Provided by the Auditors]

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of

BKS Bank AG,
Klagenfurt, Austria

for the financial year from 1 January to 31 December 2008.  Those consolidated finan-
cial statements comprise the consolidated balance sheet as at 31 December 2008, and the 
consolidated income statement, statement of changes in equity and cash flow statement 
for the financial year ended 31 December 2008, and a summary of significant accounting 
policies and other explanatory notes.

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated 
financial statements in accordance with International Financial Reporting Standards 
(IFRSs) as adopted by the EU.  This responsibility includes: designing, implementing 
and maintaining internal control relevant to the preparation and fair presentation of 
financial statements that are free from material misstatement, whether due to fraud or 
error; selecting and applying appropriate accounting policies; and making accounting 
estimates that are reasonable in the circumstances.

Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements 
based on our audit.  We conducted our audit in accordance with laws and regulations ap-
plicable in Austria and in accordance with International Standards on Auditing (ISAs) 
issued by the International Auditing and Assurance Standards Board (IAASB) of the 
International Federation of Accountants (IFAC).  Those standards require that we comply 
with ethical requirements and plan and perform the audit to obtain reasonable assurance 
whether the consolidated financial statements are free from material misstatement.
 
An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the consolidated financial statements.  The procedures selected depend on 
the auditor’s judgment, including the assessment of the risks of material misstatement 
of the consolidated financial statements, whether due to fraud or error.  In making those 
risk assessments, the auditor considers internal control relevant to the entity’s prepara-
tion and fair presentation of the consolidated financial statements in order to design 
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audit 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.  An audit also 
includes evaluating the appropriateness of accounting policies used and the reasonable-
ness of significant accounting estimates made by management, as well as evaluating the 
overall presentation of the consolidated financial statements.

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

Opinion
Our audit did not give rise to any objections.  Based on the results of our audit, in our 
opinion, the consolidated financial statements comply with the laws and regulations and 
present fairly, in all material respects, the financial position of the group as of 31 De-
cember 2008 and its financial performance and its cash flows for the financial year from 
1 January to 31 December 2008 in accordance with International Financial Reporting 
Standards (IFRSs) as adopted by the EU.

Report on Other Legal Requirements
Laws and regulations applicable in Austria require us to perform audit procedures whether 
the group management report is consistent with the consolidated financial statements 
and whether the other disclosures made in the group management report do not give rise 
to misconception of the position of the group.

In our opinion, the group management report is consistent with the consolidated financial 
statements.

Klagenfurt
20 February 2009

KPMG Austria GmbH
Wirtschaftsprüfungs- und Steuerberatungsgesellschaft

Signed:
	 Peter Fritzer	  Wilhelm Kovsca
	 Wirtschaftsprüfer	  Wirtschaftsprüfer

(Austrian Chartered Accountants)
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Organizational structure

As in March 2009.
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Management Board

Heimo Penker
Herta Stockbauer

Head Office

Corporate and Business Banking
Viktor König

Retail Banking
Karl Mertel

Treasury and 
International Business

Josef Morak

Credit Risk Management
Michael Oberwalder

Operations
Johannes Zebedin

Service and Production
Georg Köferle

Central Head Office 
Departments

Controlling
Hubert Cuder

Human Resources
Werner Laure

Internal Audit
Dieter Krassnitzer

Regional Head Offices

Klagenfurt
Wolfgang Mandl
Diethmar Wölle

Villach
Georg Ahammer

Sabine Lax

Spittal/Drau
Gottfried Kindler

Styria
Werner Boruta
Nikolaus Juhasz

Vienna
Gunnar Haberl

Burgenland
Bernhard Bauer
Günther Perner

Branches
Slovenia (Ljubljana, Maribor) 

Subsidiaries
BKS Bank d.d. (Rijeka)

BKS-Leasing a.s. (Bratislava)
BKS-leasing d.o.o. (Ljubljana)

BKS-leasing Croatia d.o.o. (Zagreb)

Representative Offices
Slovenia (Ljubljana)

Croatia (Zagreb)
Italy (Padova)

Hungary (Sopron)
Slovakia (Bratislava)

Abroad

Office of the
Management Board

Herbert Titze
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Key equity investments

Percentage of equity capital held > 50% 20% – 50% 10% – 20% < 10%
Equity investments in banks and other
financial service providers
BKS-Leasing GmbH 100.00%
BKS-Immobilienleasing GmbH 100.00%
BKS-leasing d.o.o 100.00%
BKS-leasing Croatia d.o.o. 100.00%
BKS Bank d.d. 99.79%
BKS-Leasing a.s. 100.00%
Alpenländische Garantie-GmbH 25.00%
Oberbank AG 16.95%
3 Banken-Generali Investment-GmbH 15.43%
Bank für Tirol und Vorarlberg AG 13.59%
Oesterreichische Kontrollbank AG 3.06%
Bausparkasse Wüstenrot AG 0.91%
PayLife Bank GmbH 1.44%

Other equity investments (subsidiaries)
BKS Immobilien-Service GmbH 100.00%
IEV Immobilien GmbH 100.00%
Immobilien Errichtungs- und Vermietungs GmbH & Co. KG 100.00%
BKS Zentrale-Errichtungs- u. Vermietungs GmbH 100.00%
VBG Verwaltungs- und Beteiligungs GmbH 100.00%
BKS Hybrid alpha GmbH 100.00%
BKS-2000 Beteiligungsverwaltungs GmbH 100.00%
– Beteiligungsverwaltung GmbH 30.00%
– Generali 3 Banken Holding AG 16.40%
– 3-Banken Beteiligung GmbH 30.00%

Other equity investments (non-banks)
DREI-BANKEN-EDV GmbH 30.00%
Drei-Banken Versicherungs-AG 20.00%
Einlagensicherung der Banken & Bankiers GmbH 3.10%
Wiener Börse AG 0.50%
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Head Office
Town or City Address Dialling Code Number
9020 Klagenfurt St. Veiter Ring 43 +43-463 5858-0

Regional head offices and affiliated branches in Austria (as in February 2009)
Town or City Address Dialling Code Number
Klagenfurt-Neuer Platz Regional Head Office and affiliated branches
9020 Klagenfurt Dr.-Arthur-Lemisch-Platz 5 +43-463 5858-201
9020 Klagenfurt Fischlstrasse 5 +43-463 330 320-0
9020 Klagenfurt Maria-Platzer-Strasse 2 +43-463 218 090-0
9020 Klagenfurt St. Ruprechter Strasse 55 +43-463 320 120-0
9020 Klagenfurt St. Veiter Ring 43 +43-463 5858-516
9020 Klagenfurt Durchlass-Strasse 4 (ATM site) +43-463 5858-516
9020 Klagenfurt Radetzkystrasse 42 +43-463 511 650-0
9020 Klagenfurt Völkermarkter Strasse 165 +43-463 320 100-0
9020 Klagenfurt Siebenbürgengasse 3 +43-463 281 300-0
9300 St. Veit an der Glan Kirchgasse 11 +43-4212 5901-0
9330 Treibach-Althofen 10.-Oktober-Strasse 6 +43-4262 2027-0
9210 Pörtschach am Wörther See Hauptstrasse 204 +43-4272 2741-0
9100 Völkermarkt Hauptplatz 11 +43-4232 3162-0
9400 Wolfsberg Am Weiher 9 +43-4352 3281-0
9400 Wolfsberg Klagenfurter Strasse 35 +43-4352 4281-0
9462 Bad St. Leonhard Hauptplatz 6 +43-4350 2394-0
Villach Regional Head Office and affiliated branches
9500 Villach Hauptplatz 18 +43-4242 2011-0
9500 Villach August-von-Jaksch-Strasse 16 +43-4242 29 444-0
9500 Villach Millesistrasse 29 +43-4242 56 222-0
9500 Villach 10.-Oktober-Strasse 18 +43-4242 29 700-0
9500 Villach Ossiacher Zeile 50 +43-4242 29 333-0
9500 Villach Karawankenweg 5 +43-4242 37 777-0
9560 Feldkirchen 10.-Oktober-Strasse 10 +43-4276 3150-0
9620 Hermagor 10.-Oktober-Strasse 5 +43-4282 2409-0
9241 Wernberg Industriestrasse 1 +43-4252 44 900-0
Spittal an der Drau Regional Head Office and affiliated branches
9800 Spittal an der Drau Hauptplatz 6 +43-4762 2626-0
9800 Spittal an der Drau Tiroler Strasse 20 +43-4762 4875-0
9546 Bad Kleinkirchheim Thermenstrasse 2 +43-4240 405-0
Graz Regional Head Office, affiliated branches und sales unit
8010 Graz Kaiserfeldgasse 15 +43-316 8002-0
8010 Graz Sparbersbachgasse 63 +43-316 328 000-0
8010 Graz Petersgasse 118 +43-316 481 200-0
8010 Graz Heinrichstrasse 47 +43-316 328 300-0
8054 Graz Kärntner Strasse 287 +43-316 281 199-0
8054 Graz Andritzer Reichsstrasse 42 +43-316 693 080-0
8330 Feldbach Franz-Josef-Strasse 9/1 +43-3152 67 320-0
8230 Hartberg Wiesengasse 1 +43-3332 65 210-0
8200 Gleisdorf Ludwig-Binder-Strasse 24 +43-3112 36 944-0
8430 Leibnitz Kadagasse 1 +43-3452 71 710-0
8530 Deutschlandsberg Frauentalerstrasse 21 +43-4362 30 070
8160 Weiz Birkfelder Strasse 22 +43- 3172 30 350-0

Branches and representative offices
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Town or City Address Dialling Code Number
Vienna Regional Head Office and affiliated branches
1010 Wien Am Lugeck 7 +43-1 512 2607-0
1210 Wien Franz-Jonas-Platz 10 +43-1 294 8270-0
1120 Wien Am Euro Platz 2 +43-1 810 6433-0
Burgenland Regional Head Office and affiliated branches
7210 Mattersburg Hauptplatz 11-12 +43-2626 611-0
7000 Eisenstadt Ruster Strasse 85 +43-2682 75 980-0
2700 Wiener Neustadt Grazer Strasse 104 +43-2622 64 400
7122 Gols Untere Hauptstrasse 1 +43-2173 3246-0
7221 Marz Hauptstrasse 49 +43-2626 64 611-0
7350 Oberpullendorf Hauptplatz 1 +43-2612 42 356-0
2460 Bruck/Leitha Alte Wiener Strasse 52 +43-2162 68 850-0
(Please log on to www.bks.at for the e-mail addresses of our branches and offices)

Branches and business units abroad (as in February 2009)
Town or City Address Internet Dialling Code Number
Branch or business unit
SLO-1102 Ljubljana Dunajska cesta 161 www.bksbank.si +38-61 58 909-00
SLO-2113 Maribor Ulica Vita Kraigheria 1 www.bksbank.si +38-62 29 095-00
HR-1000 Zagreb Ivana Lucica 2a www.bksbank.hr +38-51 631 2730
HR-51000 Rijeka Mljekarski trg 3 www.bksbank.hr +38-50 5135 3555

Representative Offices of the 3 Banken Group
Town or City Address Internet Dialling Code Number
Foreign representative offices of BKS Bank
SLO-1102 Ljubljana Dunajska cesta 161 www.bksbank.si +38-61 58 909-00
HR-10000 Zagreb Ivana Lucica 2a www.bks.hr +38-51 631 2710
I-35139 Padova Piazzetta Sartori 17 www.bksbank.it +39-049 21 048-00
H-9400 Sopron Szent György utca 16 www.bks.hu +36-99 508 960
SK-82109 Bratislava Mlynské nivy 48 www.bksbank.sk +421 258 239 660
Foreign representative offices of BTV in Italy
I-35121 Padova Via G.B. Morgagni 12 btv-padova@btv-bd.191.it +39-0347 800 4288
I-39100 Bolzano Sernesiplatz 34 btv-bozen@btv-bz.191.it +39-0471 981 903
I-37135 Verona Via del Perlar 2 btv-verona@btv-vr.191.it +39-045 584 678
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The 3 Banken Group at a glance
Shareholder structure of BKS BANK AG   

By voting interest By capital share
1 Oberbank AG 19.73% 18.47%

2 Bank für Tirol und Vorarlberg AG 19.84% 18.57%
3 Generali 3 Banken Holding AG 7.95% 7.44%

4  Wüstenrot Wohnungswirtschaft
gem. reg. Genossenschaft mbH 2.99% 2.85%

5 Free float 12.20% 16.64%
6  UniCredit Bank Austria AG 7.36% 8.02%

7 CABO Beteiligungs GmbH 29.93% 28.01%

1

2

3
45

6

7

Shareholder structure of OBERBANK AG  

By voting interest By capital share
1 BKS Bank AG 18.62% 16.95%

2 Bank für Tirol und Vorarlberg AG 18.61% 17.00%
3 Wüstenrot Wohnungswirtschaft

  gem. reg. Genossenschaft mbH
5.16% 4.62%

4  Generali 3 Banken Holding AG 2.22% 1.98%
5 Staff shares 4.37% 4.04%

6 Free float 18.24% 26.26%
7 CABO Beteiligungs GmbH 32.78% 29.15%

1

2

3

4
56

7

Note: The shareholders shown in red have signed a syndicate agreement.

Shareholder structure OF BANK FÜR TIROL UND VORARLBERG AG 

By voting interest By capital share
1 BKS Bank AG 15.10% 13.59%

2 Oberbank AG 14.69% 13.22%
3 Generali 3 Banken Holding AG 15.12% 13.60%

4 Wüstenrot Wohnungswirtschaft
  gem. reg. Genossenschaft mbH

2.53% 2.28%

5 Free float 10.86% 19.78%
6 CABO Beteiligungs GmbH 41.70% 37.53%

1

2

3

4
5

6
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The 3 Banken Group at a glance

BKS Bank Group Oberbank Group BTV Group
2008 2007 2008 2007 2008 2007

Income account, €m
Net interest income 130.2 108.6 300.7 276.2 146.4 123.0
Charge for Impairment losses on loans and 
advances

(20.0) (19.2) (67.8) (68.4) (29.3) (29.2)

Net fee and commission income 40.8 44.9 97.8 101.8 42.4 47.3
General administrative expenses (87.9) (82.8) (199.8) (203.2) (93.3) (88.1)
Profit for the year before tax 44.4 59.6 114.0 112.9 50.2 60.0
Consolidated net profit 41.9 50.8 105.0 102.5 50.3 53.3

Balance sheet data, €m
Assets 5,975.7 5,752.7 15,314.0 14,330.8 8,495.6 8,053.3
Receivables from customers after impairment 
losses

4,186.1 3,561.6 9,248.6 8,499.2 5,750.4 5,160.0

Primary funds 3,945.1 3,781.8 10,016.7 8,839.6 6,352.8 6,173.1
– Of which savings deposit balances 1,677.5 1,443.7 3,301.9 2,899.2 1,245.9 1,126.9
– Of which liabilities evidenced by paper, 

including subordinated debt capital 452.0 451.8 1,897.4 1,694.8 1,289.7 1,283.0
Equity 464.7 450.6 894.1 889.5 553.6 537.3
Customer funds under management 8,739.3 10,057.9 17,039.1 16,887.3 10,258.4 10,982.1
– Of which in customers’ securities accounts 4,794.2 6,276.1 7,022.4 8,047.7 3,905.6 4,809.0

Own funds within the meaning of BWG, €m
Risk-weighted assets 4,087.7 4,039.2 9,970.2 10,079.1 5,613.7 5,586.9
Own funds 450.9 405.1 1,286.1 1,293.6 670.6 662.3
– Of which Tier 1 281.9 235.9 824.7 720.5 429.2 394.0
Surplus own funds before operational risk 123.9 82.0 487.1 485.2 221.5 215.4
Surplus own funds after operational risk 102.7 82.0 436.5 485.2 201.0 215.4
Tier 1 ratio, % 6.90 5.84 8.27 7.15 7.61 7.05
Own funds ratio, % 11.03 10.03 12.90 12.83 11.93 11.85

Performance, %
Return on equity before tax 9.71 13.74 12.83 13.21 9.20 11.44
Return on equity after tax 9.16 11.71 11.82 11.99 9.22 10.15
Cost:income ratio 50.11 52.63 52.36 52.80 48.94 51.10
Risk:earnings ratio 15.36 17.70 22.54 24.80 20.01 23.70

Resources
Average number of staff 860 803 1,983 1,879 879 849
Branches 54 51 134 126 44 42
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According to solvency rules, banks must at all times hold eligible own funds in the amounts specified in 
§ 22 Abs. 1 Z 1 bis 5 BWG.  Eligible own funds are the sum of Tier 1 capital and supplementary elements 
(Tier 2) less items requiring deduction.  Tier 3 capital is only recognizable in respect of regulatory cover 
for the trading book and open currency positions.

Asset backed securities (ABSs) are interest bearing securities giving rise to pecuniary claims against a 
special purpose entity.  The special purpose entity uses the funds exclusively to purchase creditor claims, 
usually the claims of more than one creditor, and then issues a security to document them.  The claims 
are usually claims arising from loans, high-yield bonds, mortgages, credit card transactions, licences and 
franchises, other assets, leases and supplies of goods and services.

Entities accounted for using the equity method are entities that are not controlled but upon whose 
financial and business policy decisions a significant influence can be exerted.  On a consolidated balance 
sheet, they are recognized in the amount of the group’s interest in their equity.  In a consolidated income 
statement, the group’s interest in their profit for a year is recognized according to the percentage held.

The payout ratio is the proportion of profit for a year distributed to the equity holders.  It depends mainly 
on the enterprise’s self-financing needs and the returns insisted upon by its equity holders.

The banking book contains all on-balance-sheet and off-balance-sheet items recognized on a bank’s 
balance sheet that are not assigned to the trading book.

Basel I was the name of the first standards regulating the capital adequacy of banks, issued in 1988.  This 
so-called Accord has now been revised by the Basel Committee.  The core aims of Basel II are to align 
capital requirements for banks more closely than before with economic risks and to take account of more 
recent developments in the financial markets and banks’ risk management activities.  The new Accord, in 
force since the beginning of 2008, provides for a series of simple and advanced approaches to measuring 
credit and operational risks so as to determine a bank’s own funds requirement.

The basis of assessment within the meaning of BWG is the sum of assets, off-balance-sheet items 
and special off-balance-sheet items in the banking book, weighted for business and counterparty risk, as 
determined in accordance with Austrian bank regulators’ rules.

Credit standing describes a debtor’s creditworthiness and ability to pay.  The less good a debtor’s credit 
standing is felt to be, the higher the likelihood of a loan loss — and the higher the interest that will be 
have to be paid by the borrower or issuer of bonds as a risk premium.

Gross domestic product (GDP) is a gauge of a country’s economic performance in a reporting period.  It 
measures the value of domestically produced goods and services (value added) insofar as these are not 
used as inputs in the production of other goods and services.  The inflation-adjusted (= real) rate of change 
of GDP serves as a measure of an economy’s growth.

Eligible own funds 
within the meaning 

of BWG

Asset backed 
securities

Entities accounted 
for using the equity 

method

Payout ratio

The banking book

Basel II

Basis of assessment 
within the meaning 
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Credit standing

Gross domestic 
product (GDP)

Glossary
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Cash flow is an indicator of an enterprise’s financial strength, including above all its internal 
financial leeway.  In other words, it is an expression of the enterprise’s ability to meet the 
costs of its investing activities, debt service and any profit distributions to its owners out 
of its own resources in addition to financing its day-to-day operating activities.

Carry trading can, among other things, be part of an investment strategy in the currency 
market.  The investor usually takes out a comparatively low-interest (foreign currency) loan 
and invests the funds in a currency that offers comparatively high rates of interest.  The carry 
return results from the difference between the credit interest rate and the debit interest 
rate and from the foreign exchange gain or loss.   The investor bears both the currency risk 
and the interest rate risk.

Collateralized debt obligation is an umbrella term for a financial instrument belonging to 
the categories of securities collateralized by debt obligations (see also asset backed securities) 
and structured credit products.  As a rule, collateralized debt obligations are divided into 
different packages of different risk.  The complexity of these products, their lack of trans-
parency and the rating agencies’ inability to rate them probably played a not inconsiderable 
role in deepening the present financial crisis.

A corporate governance code lays down guidelines and rules of conduct to ensure the 
transparent management and monitoring of enterprises.  The recommendations contained 
in Austria’s Corporate Governance Kodex create transparency and strengthen confidence that 
an enterprise is being responsibly managed.

The cost:income ratio compares a bank’s operating expenses with its operating income.  It 
is calculated by dividing the bank’s general administrative expenses during the financial year 
under review by its operating income.  Profit from operating activities is made up of net 
interest income, net fee and commission income, net trading income and other operating 
profit or loss.  This indicator states the percentage of operating income used up by general 
administrative expenses, providing information about an enterprise’s cost management and 
cost efficiency.  The lower the ratio, the more economically a company is operating.

Cross-selling is a marketing term for the sale of supplementary products and services.  The 
aim is for the enterprise to sell its customers more and a greater variety of its own products 
and services.

Delta is a risk indicator used when measuring the performance of options.  It is one of the 
sensitivity indicators in the Black-Scholes option pricing model.  It expresses the sensitivity 
of an option’s price to changes in the price of the underlying asset.

Derivatives are usually financial instruments whose own value changes in response to 
changes in the market price (s) of one or more other financial instruments.  Generally, 
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derivatives embody rights to the delivery or acceptance at a future date of specific assets 
such as securities or foreign exchange at a fixed, previously agreed price.  Options, futures 
and swaps are examples of derivatives.

Dividend per share describes the earnings distributed on a proportionate basis in respect 
of one share of a stock corporation.  The amount of the dividend distribution is decided by 
the equity holders during the Annual General Meeting (AGM).

Own funds are a bank’s own capital resources, as opposed to outside capital provided by 
investors.  Depending on their quality, one differentiates between various tiers.  At least 
half of a bank’s own funds must consist of Tier 1 capital.  Additional own funds are known 
as Tier 2.

The own funds ratio expresses, as a percentage, the relationship between a company’s 
own funds and its basis of assessment within the meaning of BWG.

Fair value is defined as the amount for which an asset could currently be exchanged, or a 
liability settled, between knowledgeable, willing parties in an arm’s length transaction.  Inso-
far as relevant market prices existed on exchanges or other functioning markets, these were 
taken to be an asset’s or liability’s fair value.

Available-for-sale (AfS) financial assets are non-derivative financial assets that are des-
ignated as available for sale or are not classified as loans and receivables, held-to-maturity 
investments, or financial assets designated as at fair value through profit or loss.

Held-to-maturity (HtM) financial sets are acquired financial instruments with fixed 
or determinable payments and fixed maturity that an entity has the positive intention and 
ability to hold to maturity.

Maturity transformation is the professional management of differing maturities and the 
associated differences between the rates of interest receivable and payable on assets and 
equity and liabilities on a bank’s balance sheet while taking account of current and expected 
market rate curves and maturity structures.

The Gini coefficient is a measure of inequality of wealth distribution or inequality of 
income distribution invented by the Italian statistician Corrado Gini.
The going-concern principle is the principle according to which financial statements view 
the enterprise as continuing in business unless actual or legislative circumstances dictate 
otherwise.  Among other things, this is important when measuring assets.

The trading book contains all positions held by a bank within the scope of its proprietary 
trading in financial instruments that are held for re-sale or have been acquired so as to 
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exploit, on a short-term basis, existing or expected differences between buying and selling 
prices or fluctuations in prices or interest rates.  Positions not included in the trading book 
are assigned to the banking book.

Hedging is used to protect existing or future positions against the exposure to risks such 
as currency and interest rate risks.  It involves taking a counter-position to another position 
so as to completely or partially offset risk.

A hybrid bond is a deeply subordinated, long-term corporate bond.  Because a hybrid 
bond is an equity bond, and depending on its configuration, BWG may allow hybrid capi-
tal to be counted towards consolidated equity.  In the event of insolvency, hybrid bonds 
will be serviced last of the subordinated obligations, but their coupon premium is usually 
relatively high.

ICAAP (the Internal Capital Adequacy Assessment Process) is the name of the extensive 
process and associated strategy with which banks determine the amount, composition 
and distribution of the (internal) capital resources that they deem to be adequate to cover 
all the material banking and operational banking risks to which they are exposed.

The International Financial Reporting Standards (IFRSs) are the individual finan-
cial reporting standards published by the International Accounting Standards Board 
(IASB).  The purpose of annual financial statements prepared in accordance with IFRSs is 
to give investors information of relevance to their decisions regarding an entity’s assets, 
liabilities and financial position and the results of its operations as well as changes therein 
over time.  In contrast, annual financial statements prepared in accordance with the Austrian 
Unternehmensgesetzbuch (UGB: enterprises code) are primarily geared to protecting 
creditors.

IFRS earnings per share are consolidated net profit divided by the average number of an 
enterprise’s shares in issue.

Under Basel II, the internal ratings based approach is a second possible approach to calcu-
lating the minimum capital adequacy requirement for credit risk alongside the standardized 
approach.  The IRB approach allows banks to use their own, internal estimates of borrowers’ 
credit standings.  However, a bank’s rating processes must meet stringent requirements, 
and their suitability will be continuously monitored by the bank regulators.  Banks can 
choose whether to adopt the foundation IRB approach or the advanced IRB approach.

Investor relations (IR) describes the active cultivation of relationships between an enter-
prise and existing shareholders, prospective shareholders and financial analysts.

ISIN stands for International Securities Identification Number.  The ISIN serves the unique 
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Tier 1

Tier 1 ratio

P/E ratio

Market capitalization

MiFID

Primary funds

Return on assets 
(ROA)

Return on equity 
(ROE) 

Recession

global identification of securities.  It replaced Austria’s national securities codes (WKN: 
Wertpapierkennnummern) in 2003.  An ISIN is a 12-character alphanumerical code com-
prising a two-character international country ID (e.g. AT for Austria), a nine-character 
national code and a one-digit control key.  The ISIN of the ordinary BKS Bank AG share is 
AT0000624705; that of the preference share is AT0000624739.

Tier 1 capital consists of paid-in capital, hybrid capital and reserves and goodwill from the 
elimination of investments in and equity of subsidiaries on consolidation in accordance with 
the provisions of BWG less intangible non-current assets and treasury shares.

The Tier 1 ratio is Tier 1 capital expressed as a percentage of the basis of assessment 
(banking book).

The P/E ratio is important to investors when assessing shares.  To calculate it, the share’s 
stock market price is divided by the per-share earnings recorded or expected in the relevant 
period.  If the P/E ratio is relatively low, the share is felt to be cheaply priced; if it is relatively 
high, it is seen as expensive.  The bases for comparing P/E ratios are the interest rate, the P/E 
ratios of comparable enterprises, average P/E ratios in the past and, in the case of growth 
stocks, the expected rate of growth.

Market capitalization is the stock market value of an enterprise on a particular date.  It is 
calculated by multiplying the number of shares in issue by the current stock market price 
of one share.

The Markets in Financial Instruments Directive (MiFID) lays down common rules 
for securities services within the European Economic Area.  MiFID’s primary goals are to 
increase market transparency and promote competition between providers of securities 
services and, therefore, to improve investor protection.

Primary funds consist of the customer funds made available to a bank in the form of saving, 
sight and time deposit balances, liabilities evidenced by paper and subordinated debt capital.

The return on assets (ROA) is profit (net profit for the year after minorities) expressed as 
a percentage of average assets employed.

The return on equity (ROE) before or after tax expresses the relationship between profit 
before or after tax and average equity.  The higher this figure is, the more profit the enter-
prise has made in relation to its equity.

A recession is a phase in the economic cycle when the annual rate of GDP growth is nega-
tive.  A real quarter-on-quarter GDP contraction in two consecutive quarters is known as a 
technical recession.  It does not necessarily mean negative annual growth.
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The risk:earnings ratio expresses the relationship between credit risk costs and net inter-
est income.  This percentage states what proportion of net interest income has been used 
to cover credit risk.

The term solvency expresses the relationship between the own funds requirement arising 
from a bank’s (weighted) balance sheet assets and off-balance-sheet items and its eligible 
own funds within the meaning of BWG.  Solvency is regulated by § 22 BWG.

Parties to a swap exchange financial obligations, fixed-interest obligations being exchanged 
for variable ones (interest rate swap) or sums in various currencies being exchanged (cur-
rency swap).  Interest rate swaps make it possible to hedge against interest rate risks, result-
ing in a fixed interest rate that provides a firm basis for calculations.  Currency swaps make 
it possible to hedge against currency risks by swapping amounts (principal) denominated 
in different currencies together with the associated interest payments.

Tier:  See Eligible own funds within the meaning of BWG.

Value at risk is one expression of risk.  It is the potential loss that, within a specified holding 
period and with a specific probability, will not be exceeded.

Consolidated entities are material, controlled entities whose assets, equity, liabilities, 
income and expenses net of consolidation items are accounted for in their entirety in con-
solidated financial statements.

A yield curve expresses the dependence of an interest rate or yield on the term to matu-
rity of an investment.  Typically, an investor will get a higher return from a long-term fixed 
investment than from a short-term one.  In other words, the rate or yield will rise with the 
term to maturity.  This is what one describes as a normal yield curve (or term structure).  A 
yield curve is described as flat if rates and yields are more or less the same regardless of 
the term to maturity.

Note:  For the reader’s convenience, the order of the German glossary has been retained.

Risk:earnings ratio

Solvency

Swap

Tier

Value at risk

Consolidated entities

Yield curve
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Forward-looking statements
This Annual Report contains statements and forecasts concerning the future perfor-
mance and development of the BKS Bank Group.  These forecasts are estimates made by 
us on the basis of all the information available to us on the copy deadline of 28 February 
2009.  If the assumptions upon which such forecasts are based prove wrong or if risk 
events — such as those mentioned in the Risk Report — transpire, actual results may 
differ from those that are currently expected.  This Annual Report does not constitute a 
recommendation to buy or sell shares of BKS Bank AG.

This is an unaudited translation of the original Annual Report in German published in 
April 2009.
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