KBC Bank
Half-Year Report - 1H2020

Interim Report – KBC Bank – 1H2020

p. 1

Company name
‘KBC’ or ‘KBC Bank’ as used in this report refer to the
consolidated bank entity (i.e. KBC Bank NV including all
companies that are included in the scope of consolidation).
‘KBC Bank NV’ refers solely to the non-consolidated entity.
KBC Group or the KBC group refers to the parent company
of KBC Bank (see below).
Difference between KBC Bank and KBC Group
KBC Bank is a subsidiary of KBC Group. Simplified, the
KBC Group's legal structure has one single entity – KBC
Group NV – in control of two underlying companies, viz.
KBC Bank and KBC Insurance.
Forward-looking statements
The expectations, forecasts and statements regarding
future developments that are contained in this report are, of
course, based on assumptions and are contingent on a
number of factors that will come into play in the future.
Consequently, the actual situation may turn out to be
(substantially) different.
Glossary of ratios used (including the alternative
performance measures)
See separate section at the end of this report.
Investor Relations contact details
IR4U@kbc.be
www.kbc.com/kbcbank
KBC Bank NV
Investor Relations Office (IRO)
Havenlaan 2
BE-1080 Brussels
Belgium
Management certification
‘I, Rik Scheerlinck, Chief Financial Officer of KBC Bank,
certify on behalf of the Executive Committee of KBC Bank
NV that, to the best of my knowledge, the abbreviated
financial statements included in the interim report are based
on the relevant accounting standards and fairly present in
all material respects the financial condition and results of
KBC Bank NV including its consolidated subsidiaries, and
that the interim report provides a fair overview of the main
events, the main transactions with related parties in the
period under review and their impact on the abbreviated
financial statements, and an overview of the main risks and
uncertainties for the remainder of the current year.’
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Report for the
first six months of 2020
KBC Bank
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Net result of 31 million euros for the first half of 2020
Key data, KBC Bank (consolidated, in millions of EUR)

1H2020

1H2019

Result after tax, excluding minority interests

31

919

by business unit:

13

358

Czech Republic

136

401

International Markets (Slovakia, Hungary, Bulgaria, Ireland)

-48

148

Group Centre

-70

12

30-06-2020

31-12-2019

Total assets

281 789

253 967

Total equity

15 189

16 594

Common equity ratio (Basel III, fully loaded)

14.2%

14.7%

Belgium

Balance sheet and solvency

Introduction
•

In the first half of the year, we were confronted with the outbreak and spread of the coronavirus (Covid-19) and the subsequent
lockdowns. Over and above the human suffering caused by the pandemic itself, this also triggered unprecedented economic
consequences. Even though society is now gradually reopening, it is clear that the coronavirus crisis will have a significant
impact, especially in particular sectors. However, the various relief measures implemented in our home countries may help
contain the overall impact going forward. Obviously, the long-term impact on the economy also depends on the occurrence
and intensity of new outbreaks of the virus both now and in the months ahead.

•

Since the start of the coronavirus crisis, we have been working hard with government agencies to support all customers
impacted by coronavirus, by efficiently instituting relief measures – including loan deferrals – and adapting or extending these
measures where necessary. In these difficult times, we have also managed to continue providing our customers in all our
home markets with a high level of service, thanks in the main to the efforts and investments we have made over the past few
years on the digital transformation front, in combination with the expertise and commitment of our employees in all our home
countries. Meanwhile we will continue to work on solutions that proactively make life easier for our customers. The interaction
between human and machine, between branch and digital app, supported by artificial intelligence and data analysis, plays a
prominent role here.

•

We believe that the world emerging from the coronavirus crisis will have to be a more sustainable one and we are working
tirelessly to contribute to such a scenario. With that in mind, we successfully launched our second green bond in June for the
amount of 500 million euros. By issuing green bonds, we aim to create a closer link with socially responsible investors, to
provide finance to customers directly involved in sustainable projects and to contribute to the development of a liquid and
efficient green bond market, which would help to finance the transition to a low-carbon economy.

•

As regards our financial results, we generated a net profit of 31 million euros in the first half of 2020. The result was significantly
impacted by the recording of 961 million euros in loan loss impairment charges, the bulk of which related to the potential
economic consequences of the coronavirus crisis. In this regard, we wish to reiterate our guidance for full-year 2020, i.e. an
estimated 1.1 billion euros in loan loss impairment charges. The half year under review also witnessed a drop in trading and
fair value income, net fee and commission income, dividend income and other net income, and, on the positive side, an
increase in net interest income and lower operating expenses (excluding bank taxes), thanks to strict cost containment
measures together with the additional cost savings announced when the first-quarter results of KBC Group were published.
An overview and calculations of the impact of the coronavirus crisis on KBC Bank's results is provided in Note 1.4 in the
'Consolidated financial statements' section of this report.
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Financial highlights for the first half of 2020, compared with the first half of 2019
➢ Net interest income up 2% year-on-year and net interest margin at 1.89%. Customer loans up by 4%, deposits excluding debt
certificates up by 11%;
➢ Net fee and commission income down 3%, due mainly to lower asset management related fees;
➢ Trading and fair value income at -84 million euros, down from 33 million euros in the reference period, largely as a result of
the financial market turmoil triggered by the outbreak of the coronavirus crisis in the first quarter;
➢ Net other income down 65% due to the fact that the reference quarter had included a positive one-off item related to ČMSS;
➢ Operating expenses down 2%, thanks to cost containment measures. Cost/income ratio at 59% (when bank taxes are spread
evenly throughout the year and certain non-operating items are excluded);
➢ Loan loss impairment charges at 961 million euros, up from 102 million euros in the reference period. The figure for the first
half of 2020 included 789 million euros related to collective impairment charges for the coronavirus crisis. Credit cost ratio
increased to 0.64%;
➢ Strong capital and liquidity base. Common equity ratio of 14.2%, NSFR and LCR of 142% and 136%, respectively.

Analysis of the results and balance sheet
A full overview of the IFRS consolidated income statement and balance sheet is provided in the ‘Consolidated financial statements’
section of this interim report. Condensed statements of comprehensive income, changes in shareholders’ equity and cash flow,
as well as several notes to the accounts, are also available in the same section.

Consolidated income statement, KBC Bank (in millions of EUR)
Net interest income

1H2020

1H2019

2 061

2 026

12

19

-84

33

Dividend income
Net result from financial instruments at fair value through profit and loss1
Net realised result from debt instruments at fair value through other comprehensive income
Net fee and commission income
Net other income
Total income
Operating expenses
Impairment

2

1

990

1 026

53

150

3 035

3 255

-2 002

-2 036

-991

-107

-961

-102

Of which: on financial assets at amortised cost and at fair value through other comprehensive income 2

Share in results of associated companies and joint ventures

-6

6

Result before tax

35

1 118

Income tax expense

-4

-166

Result after tax

31

953

attributable to minority interests
attributable to equity holders of the parent (group share)

0

34

31

919

Breakdown of result after tax, attributable to equity holders of the parent
Belgium

13

358

Czech Republic

136

401

International Markets (Slovakia, Hungary, Bulgaria, Ireland)

-48

148

Group Centre

-70

12

1 Also referred to as ‘trading and fair value income’
2 Also referred to as ‘loan loss impairments’
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Highlights, consolidated balance sheet, KBC Bank (in millions of EUR)

30-06-2020

31-12-2019

Total assets

281 789

253 967

Loans and advances to customers, excl. reverse repos

155 647

153 781

Securities (equity and debt instruments)

53 352

46 260

212 814

203 839

Risk weighted assets (Basel III, fully loaded)

91 086

89 838

Total equity

15 189

16 594

13 689

15 091

1H2020

FY2019

Deposits from customers and debt securities, excluding repos

of which parent shareholders’ equity

Selected ratios, KBC Bank (consolidated)
Cost/income ratio
(between brackets: when spreading the bank tax evenly throughout the year and excluding certain non-operating items)

Common equity ratio according to Basel III, fully loaded [transitional]
Leverage ratio according to Basel III, fully loaded [transitional]

66%
(59%)
14.2% [14.2%]

58%
(58%)
14.7%

4.8% [4.9%]

5.5%

0.64%

0.12%

3.4%

3.5%

Credit cost ratio
Impaired loans ratio
for loans more than 90 days overdue

1.9%

1.9%

Net stable funding ratio (NSFR)

142%

136%

Liquidity coverage ratio (LCR)

136%

138%

Analysis of the main items in our profit and loss account (1H2020 compared to 1H2019)
•

Slightly higher net interest income (up 2% to 2 061 million euros), with inter alia higher commercial lending volumes (see
below), somewhat lower funding costs, the effect of ECB tiering, a larger bond portfolio and the ČMSS impact (consolidated
for six months in 2020 compared to just one month in the first half of 2019) more than offsetting the negative impact of the
rate cuts in the Czech Republic, the negative effects of lower reinvestment yields, continued pressure on portfolio margins
in most core countries (except Belgium), the lower netted positive impact of ALM FX swaps and the depreciation of the
Czech koruna and Hungarian forint against the euro. The volume of deposits and debt certificates increased by 7% (and by
as much as 11% when debt certificates are excluded) and lending volumes rose by 4%, with growth in all business units.
The net interest margin in the first half of 2020 came to 1.89%, down 7 basis points year-on-year.

•

Lower net fee and commission income (down 3% to 990 million euros), attributable primarily to a decline in fees for asset
management services (lower sales and a lower level of assets under management, both related to the effect of the
coronavirus crisis), and, to a lesser extent, lower fees related to certain banking services such as payment services (lockdown
effect) and only partly offset by the positive ČMSS impact. At the end of June 2020, total assets under management at KBC
Group amounted to 202 billion euros, down 4% on the level recorded a year earlier (-1% due to a decline in asset prices,
-3% due to net outflows).

•

Lower trading and fair value income (down from 33 million euros to -84 million euros). The figure for the first six months
of the year is the result of a huge drop in the first quarter (the outbreak of the coronavirus crisis initially caused stock markets
to tumble, credit spreads to widen and long-term interest rates to fall) followed by a significant but still partial recovery in the
second quarter.

•

A lower level of all other income items combined (down 60% to 68 million euros, i.e. the sum of Dividend income, Net
realised result from debt instruments at fair value through other comprehensive income and Net other income) attributable
to the fact that the reference period had included the ČMSS-related positive one-off gain of 82 million euros (revaluation gain
on the already existing stake in ČMSS triggered by the acquisition of the remaining participation in that company) and also
– to a lesser extent – to lower dividend income (lower dividends received due to the coronavirus crisis).

•

Lower operating expenses (down 2% to 2 002 million euros). Excluding bank taxes (up from 397 million euros to 417 million
euros in the current period), operating expenses were down 3%, thanks to items such as the reduction in FTEs, lower
accruals for variable remuneration, lower travel, marketing, facilities and event costs (the latter four items were directly
related to the effects of lockdown) and the depreciation of the Czech koruna and Hungarian forint against the euro. These
items more than offset the increase in costs that had come about partly because of wage drift, higher depreciation charges
and the ČMSS impact (consolidated for six months in 2020 compared to just one month in the first half of 2019). The yearto-date cost/income ratio came to 66%, or an adjusted 59% when bank taxes are evenly spread throughout the year and
certain non-operating items are excluded (compared to 58% for full-year 2019).

•

A significant increase in loan loss impairment charges (net addition of 961 million euros, compared to 102 million euros in
the first half of 2019). Loan loss impairment in the first half of 2020 breaks down into 570 million euros in Belgium, 178 million
euros in the Czech Republic, 48 million euros in Slovakia, 26 million euros in Bulgaria, 54 million euros in Hungary, 95 million
euros in Ireland and a net reversal of 9 million euros for the Group Centre. For the group as a whole, over 80% (some 789
million euros) of the loan loss impairments in the period under review was related to collective impairment charges for the
coronavirus crisis, with 639 million euros being based on a ‘management overlay’ and roughly 150 million euros captured
by the ECL models through updated macroeconomic variables (a detailed calculation and background information regarding
the calculation can be found in Note 1.4 of the ‘Consolidated financial statements’ section of this interim report). As a result,
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the credit cost ratio for the whole group went up to 0.64%, compared to 0.12% for full-year 2019. Excluding the collective
impairments for the coronavirus crisis, the credit cost ratio would have been 0.20% in the first half of 2020. At the end of
June 2020, some 3.4% of our loan book was classified as impaired (stage 3), with 1.9% being impaired and more than 90
days past due, compared to 3.5% and 1.9%, respectively, at year-end 2019. For an indication of the expected full-year 2020
loan loss impairment impact, see ‘Guidance’ below.
•

Impairment on assets other than loans stood at 30 million euros, compared to 4 million euros in the reference period. The
current period’s figure related for a large part to the accounting treatment (‘modification loss’) of the various payment
moratoria in our home countries.

Performance by business unit (1H2020 compared to 1H2019)
•

Belgium Business Unit: the net result (13 million euros) was down 345 million euros on its level in the reference period,
mainly as a result of the significant increase (of 458 million euros) in loan loss impairment charges, most of which related to
the impact of the coronavirus crisis, and the drop in trading and fair value income (down 64 million euros) due primarily to
the initial market turmoil caused by the coronavirus outbreak. To a lesser extent, there was also a drop in dividend income,
net fee and commission income and net other income, while on the positive side, net interest income increased and costs
were down thanks to cost containment measures.

•

Czech Republic Business Unit: the net result (136 million euros) was down 265 million euros on its level in the reference
period (262 million euros if the effect of the depreciation of the Czech koruna against the euro is disregarded). As in Belgium,
this was mainly caused by significantly higher loan loss impairment charges (up 176 million euros) that were largely related
to the impact of the coronavirus crisis. Net other income also fell significantly (83 million euros), due mainly to an 82-millioneuros one-off gain in the first half of 2019 (on the already existing 55% participation in ČMSS following the acquisition of the
remaining 45% stake). To a lesser extent, there was also a drop in net fee and commission income and in net interest income
(partly related to recent rate cuts by the Czech National Bank).

•

International Markets Business Unit: the -48 million euro net result breaks down as follows: -8 million euros in Slovakia, 9
million euros in Hungary, 8 million euros in Bulgaria and -56 million euros in Ireland. For the business unit as a whole, the
net result was down 196 million euros on its level in the reference period. The latter decrease came about mainly on account
of higher loan loss impairment charges (up 224 million euros) in all countries, largely related to the impact of the coronavirus
crisis. To a much lesser extent, there was also a drop in trading and fair value income and in net fee and commission income,
while, on the positive side, net interest income and net other income increased and costs declined.

•

Group Centre (certain capital and liquidity management-related costs, costs related to the holding of participations and the
results of the companies or activities that are either earmarked for divestment or are in run-down): the net result (-70 million
euros) was down 82 million euros on the reference period, due mainly to the 44-million-euro drop in trading and fair value
income and a one-off item in the reference period (the first half of 2019 had included a positive one-off item of 36 million
euros on the tax line).

Selected ratios per business unit
Cost/income ratio, banking when spreading the bank tax evenly

Belgium
1H2020
FY2019

Credit cost ratio

International Markets
1H2020
FY2019

58%

60%

48%

47%

68%

68%

0.63%

0.22%

0.62%

0.04%

0.82%

-0.07%

2.4%

2.4%

2.2%

2.3%

7.8%

8.5%

throughout the year and excluding certain non-operating items
*

Czech Republic
1H2020
FY2019

Impaired loans ratio
* Negative figure indicates a net impairment release (with positive impact on results).

Equity, solvency and liquidity
•

At the end of June 2020 total equity came to 15.2 billion euros and consisted of 13.7 billion euros in parent shareholders’
equity (or ‘the group share’) and 1.5 billion euros in additional tier-1 instruments. Total equity was down 1.4 billion euros on its
level at the beginning of the year. This decrease resulted from a number of factors, including the decrease in various
revaluation reserves (-0.3 billion euros, mainly in translation differences related to the depreciation of the Czech koruna and
Hungarian forint in the period under review) and the dividend paid to KBC Bank’s parent company, KBC Group (-1.1 billion
euros). We have provided details of these changes in the ‘Consolidated financial statements’ section, under ‘Consolidated
statement of changes in equity’.

•

The fully loaded common equity ratio amounted to 14.2% at 30 June 2020, compared to 14.7% a year earlier (the ratio including
transitional measures also came to 14.2% at 30 June 2020). The leverage ratio (Basel III, fully loaded) stood at 4.8%,
compared to 5.5% at 31 December 2019.

•

KBC Bank’s liquidity position remains excellent, as reflected in an LCR ratio of 136% and an NSFR ratio of 142% at the end
of June 2020, compared to 138% and 136%, respectively, at 31 December 2019.
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Risk statement, economic views and guidance
Risk statement
As we are mainly active in banking and asset management, we are exposed to a number of typical risks for these financial sectors
such as – but not limited to – credit default risk, counterparty credit risk, concentration risk, movements in interest rates, currency
risk, market risk, liquidity and funding risk, changes in regulations, operational risk, customer litigation, competition from other and
new players, as well as the economy in general. KBC closely monitors and manages each of these risks within a strict risk
framework, but they may all have a negative impact on asset values or could generate additional charges beyond anticipated
levels.
At present, a number of items are considered to constitute the main challenges for the financial sector. These stem primarily from
the impact of the coronavirus crisis on the global economy and, in particular, the financial sector (including credit, market and
liquidity risks and the impact of persisting low interest rates on our results). These risks come on top of risks relating to
macroeconomic and political developments, such as Brexit and trade conflicts, all of which affect global and European economies,
including KBC’s home markets. Regulatory and compliance risks (including anti-money laundering regulations and GDPR) remain
dominant themes for the sector, as does enhanced consumer protection. Digitalisation (with technology as a catalyst) presents
both opportunities and threats to the business model of traditional financial institutions, while climate-related risks are becoming
increasingly prevalent. Finally, cyber risk has become one of the main threats during the past few years, not just for the financial
sector, but for the economy as a whole.
We provide risk management data in our annual reports, interim reports and dedicated risk reports of KBC Bank and KBC Group,
all of which are available at www.kbc.com.

Our view on economic growth
Global economic growth suffered in the second quarter from the coronavirus (Covid-19) pandemic shock, leading to an
unprecedented fall in quarterly GDP growth in the euro area and the US. Belgium followed the general euro area trend, whereas
Ireland outperformed it, relatively speaking. Central and Eastern European countries were severely hit, too. During the second
quarter, however, most advanced economies reopened their economies after intensive lockdown periods, initiating a strong
recovery. This rebound became visible in all major economies, with China leading the way and returning to positive growth levels
in the second quarter. Sentiment indicators and other data point to a similarly strong recovery in the euro area and the US.
Nevertheless, caution is warranted, as the path to recovery could turn out to be a long and bumpy one, and will be heavily reliant
on how the Covid-19 situation pans out. New virus outbreaks will undoubtedly slow down the recovery. The other main risk factors
include the resurgence of the US-China trade and economic conflict and ongoing Brexit negotiations. Our base-case scenario
assumes a steady but gradual path to recovery in both Europe and the US. We forecast for the European and US economy a
strong recovery in the third and fourth quarter of 2020 and a continued recovery in 2021. However, risks are tilted to the downside.
New outbreaks of Covid-19 followed by partial or full lockdowns may temporarily disrupt the course of recovery. We expect real
GDP levels in the euro area to recover to their pre-coronavirus levels by the end of 2023 at the earliest.
Despite the expected recovery, the economic damage caused by the pandemic will be substantial. However, some negative
effects have been postponed thanks to the temporary unemployment schemes and temporary moratoria on loans that mitigated
the initial impact of the Covid-19 crisis. We expect European unemployment rates to go up in the second half of 2020 and in 2021.
Moreover, we expect bankruptcies among European firms to increase, but the effect will be spread over a number of years. Hence
non-performing loan ratios will gradually climb.

Our view on interest rates and foreign exchange rates
The recovery is strongly supported by monetary and fiscal stimuli. We expect the ECB – and the Czech and Hungarian National
Banks – to keep their policy rates unchanged in the years to come. Additional monetary stimulus measures by the ECB are likely,
in the form of additional quantitative easing, in particular by extending the Pandemic Emergency Purchasing Programme. These
market interventions will also guarantee low longer-term interest rates and compressed intra-EMU spreads in the coming years,
despite country-specific risks (particularly in Southern Europe) and a structural upswing in public deficits and public debt ratios
across Europe. Moreover, the ECB will continue to support European financial institutions through the TLTROs and the tiered
deposit rate instrument. In recent months, fiscal stimuli have been extended substantially, both at EU level and by the EU member
states. The ‘Next Generation EU’ instrument, launched by the European Commission and approved by the European Council,
creates a tool for financial solidarity within the EU and has clearly succeeded in calming the financial markets. Moreover, the
number and span of fiscal stimulus initiatives launched by national EU governments continue to increase. Combined monetary
and fiscal stimulus will underpin the recovery in Europe, similar to the policy initiatives launched in the US.
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The recent recovery of the euro against the US dollar should be seen as market optimism towards the economic recovery in
Europe and the policy initiatives to support this trend. We expect the euro to continue its gradual appreciation against the dollar,
although the rate at which it appreciates may slow down. Central European currencies have also recovered from their Covid-19
crisis dips. In particular, we expect the Czech koruna and Hungarian forint to remain relatively stable around their current levels
in the near future. Bulgaria’s accession to the ERM-II is a welcome and expected step towards euro area membership, though
that is not expected anytime in the next three years.

Our guidance
•

•
•
•

Loan loss impairment: approximately 1.1 billion euros for full-year 2020. Depending on a number of events such as the length
and depth of the economic downturn, the significant number of government measures in each of our core countries, and the
unknown number of customers who will call upon these mitigating actions, we estimate loan loss impairment for full-year
2020 to range between approximately 0.8 billion euros (optimistic scenario) and approximately 1.6 billion euros (pessimistic
scenario);
The impact of the coronavirus lockdown on digital sales, services and digital signing has so far been very positive. KBC is
clearly benefiting from the digital transformation efforts it has made to date;
Basel IV has been postponed by one year (now to become effective as from 1 January 2023 instead of 2022);
We will provide a strategy update (at KBC Group level) together with the publication of KBC Group’s results for the third
quarter of 2020 (12 November 2020), while new long-term guidance and our capital deployment plan will be updated when
the results for full-year 2020 are published (11 February 2021).
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Consolidated financial
statements
according to IFRS, KBC Bank – 1H2020
Reviewed by the statutory auditor

Abbreviations used
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

AC: amortised cost
ALM: Asset Liability Management
ECL: Expected Credit Loss
FA: Financial Assets
FV: Fair Value
FVA: Funding Value Adjustment
FVO: Fair Value Option (designated upon initial recognition at Fair Value through Profit or Loss)
FVOCI: Fair Value through Other Comprehensive Income
FVPL: Fair Value through Profit or Loss
GCA: Gross Carrying Amount
HFT: Held For Trading
MFVPL: Mandatorily Measured at Fair Value through Profit or Loss (including HFT)
OCI: Other Comprehensive Income
POCI: Purchased or Originated Credit Impaired Assets
SPPI: Solely payments of principal and interest
SRB: Single Resolution Board
R/E: Retained Earnings
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Consolidated income statement
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Condensed consolidated statement
of comprehensive income

The largest movements in other comprehensive income (1H 2020 vs. 1H 2019):
• Net change in revaluation reserve (FVOCI debt instruments): the net change in 1H 2020 was limited to -7 million euros. In 1H
2019, the revaluation reserve (FVOCI debt instruments) increased by 50 million euros, positively impacted by lower interest
rates. This also largely explains the negative net change in the hedging reserve (cashflow hedge) of -100 million euros in 1H
2019.
•

The net change in translation differences (-297 million euros) in 1H 2020 was mainly caused by the substantial weakening of
the CZK and HUF versus the EUR. This is only partially compensated by the hedge of the net investment in foreign operations
(+65 million euros) as the hedging policy of FX participations since mid-2019 aims to stabilize the group capital ratio (and not
parent shareholders’ equity).

•

Net change in defined benefit plans: the net change in 1H 2020 was limited to -10 million euros. This is the result of
compensating effects in the first and second quarters (positive figure in the first quarter because of the mortality risk of the
KBC pension fund being fully reinsured as of 2020 while the higher discount rate is offset by a negative return on plan assets;
negative figure in the second quarter caused by lower interest rates, which is only partly offset by the positive return on the
plan assets). In 1H 2019, the defined benefit plans decreased with 39 million euros following decreasing interest rates.
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Consolidated balance sheet
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Consolidated statement of changes in equity
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30-06-2020
•

‘Dividends’ in 1H 2020: includes a final dividend of 1 145 million euros for 2019, paid to KBC Group NV in May 2020.

30-06-2019
•
•
•

‘Dividends’ in 1H 2019: includes a final dividend of 906 million euros for 2018, paid to KBC Group NV in May 2019.
‘Issue or Call of additional Tier-1 instruments (AT1) included in equity’ in 1H 2019: on 26 February 2019 KBC Group NV placed 500 million euros AT1 securities and underwrote an AT1
security for the same amount at KBC Bank. On 19 March 2019, KBC called the AT1 instrument it issued in 2014, which had a nominal value of 1.4 billion euros and at the same time called
the subordinated intercompany loan of the same amount that KBC Group NV granted to KBC Bank NV.
Since the 48,14% minority part in KBC Asset Management (KBC AM), which used to be held by KBC Group (KBC Bank’s parent company), has been transferred to KBC Bank as of April
2019, KBC Bank now holds 100% of KBC AM. This was done in the form of a share sale, after which KBC Group has done a capital increase at KBC Bank (2.0 billion euros). Goodwill paid
is deducted directly from retained earnings (-2.1 billion euros).
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Breakdown of revaluation reserves:
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Consolidated cash flow statement
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•

As of 2020, we provide additional details on the cash flow statement in the interim reporting (not retroactively).

•

The net cash from operating activities in 1H 2020 (+18 845 million euros) is mainly explained by +19.5 billion euros TLTRO III
funding. In 1H 2019, the negative net cash from operating activities (-4 422 million euros) mainly includes higher term loans
and mortgage loans, partly compensated by the realised result.

•

Net cash from investing activities in 1H 2020 (-4 860 million euros) is mainly explained by additional investments in debt
securities at amortised cost. The net cash from investing activities in 1H 2019 (-1 779 million euros) includes -2 205 million
euros from the acquisition of the remaining shares of KBC Asset Management from KBC Group, partly offset by +439 million
euros related to the acquisition of the remaining 45% stake in ČMSS (the acquisition price of 240 million euros is more than
compensated by available cash and cash equivalents on the balance sheet of ČMSS).

•

The net cash flow from financing activities in 1H 2020 (-411 million euros) mainly includes dividend payment of 1 145 million
euros (to KBC Group), partly compensated by the issue of Senior subordinated instruments for 1 billion euros (of which the
issue of a green bond for 500 million euros). Matured covered bond position of 1 billion euros in May is fully renewed in June.

•

In 1H 2019, the net cash flow from financing activities (+1 397 million euros) included the call by KBC Group NV of Additional
Tier-1 instruments that had been issued in 2014, with a nominal value of 1.4 billion euros and the issue of Additional Tier-1
instruments included in equity for 500 million euros. Also included is a dividend payment of 906 million euros (to KBC Group),
the issue of Senior subordinated instruments for 1 500 million euros and a capital increase at KBC Bank (by KBC Group) of 1
955 million euros.
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Notes on statement of compliance and changes in
accounting policies
Statement of compliance (note 1.1 in the annual accounts 2019)
The condensed interim financial statements of KBC Bank for the period ended 30 June 2020 have been prepared in accordance
with IAS 34, ‘Interim financial reporting’. The condensed interim financial statements should be read in conjunction with the annual
financial statements for the year ended 31 December 2019, which have been prepared in accordance with the International
Financial Reporting Standards as adopted for use in the European Union (‘endorsed IFRS’).
The following IFRS standards became effective on 1 January 2020 and have been applied in this report:
• Amendments to IAS 39/IFRS 9 (early adopted in 2019)
o As part of the IBOR reform, the IASB has published a number of amendments to IAS 39 and IFRS 9 as part of a first phase
of its project. The amendments provide temporary relief from adopting specific hedge accounting requirements for hedging
relationships directly affected by this reform. For more information regarding the IBOR reform, we refer to the 2019 Annual
Report, to the section ‘How do we manage our risks?’.
The following IFRS standards were issued but were not yet effective in 2020. KBC Bank will apply these standards when they
become mandatory.
• IFRS 17: no impact on KBC Bank
• Other:
o The IASB published several limited amendments to existing IFRSs and IFRICs. They will be applied when they become
mandatory, but their impact is currently estimated to be negligible.

Summary of significant accounting policies (note 1.2 in the annual accounts 2019)
A summary of the main accounting policies is provided in the group’s annual accounts as at 31 December 2019.
Exchange rates used: during 1H 2020, the exchange rates of the CZK and HUF dropped significantly, with negative impact on the
balance sheet total and on the result:
•

CZK (1 EUR = …currency) : exchange rate used for balance sheet depreciated versus EUR from 25.408 at year-end 2019 to
26.740 at 30 June 2020; the average rate used for the income statement evolved from 25.704 in 1H 2019 to 26.334 in
1H 2020

•

HUF (1 EUR = …currency) : exchange rate used for balance sheet depreciated versus EUR from 330.53 at year-end 2019 to
356.58 at 30 June 2020 ; the average rate used for the income statement evolved from 320.40 in 1H 2019 to 346.61 in
1H 2020

COVID-19 (note 1.4)
Introduction:
The growing public health crisis around the world has distressed financial markets amid concerns that the global economy, and
the EU’s economies in particular, are heading towards a sharp contraction in full year 2020. The coronavirus pandemic has
triggered a chain of events in the markets that has led to a sharp increase in volatility.
The significant deterioration in the economic outlook has brought about an unprecedented monetary policy response from central
banks and governments around the world.
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Status overview of the different government and sector measures in each of our core countries:

Czech Republic

Belgium

Slovakia

Hungary

Bulgaria

Deferral of
payments

• Opt-in: 3 months for consumer
finance,
6-9
months
for
mortgages and non-retail loans,
(maximum until 31 Oct 2020 and
can be extended to 31 Dec 2020)
• For private persons: deferral of
principal and interest payments,
while only deferral of principal
payments for non-retail clients
• Interest is accrued over deferral
period, with the exception of
families with net income less
than 1 700 euros. For the latter
group, this results in a
modification loss for the bank
(-11 million euros in 1H 2020.
Refer to note 3.10).

• Opt-in: 3 or 6 months
• Applicable for retail and non-retail
clients
• For
private
persons
and
entrepreneurs: deferral of principal
and interest payments, while only
deferral of principal payments for
non-retail clients
• Interest is accrued over the deferral
period, but the interest has to be paid
in the last instalment, resulting in a
modification loss for the bank (-5
million euros in 1H. Refer to note 3.10)
• For consumer loans, the interest
during the deferral period cannot
exceed 2-week repo rate + 8%

• Opt-in: 9 months or 6 months
(for leases)
• Applicable for retail customers,
SMEs and entrepreneurs
• Deferral of principal and interest
payments
• Interest is accrued over the
deferral period, but the client has
the option to pay all interests at
once after the moratorium or
pay on a linear basis. The latter
option would result in an
immaterial modification loss for
the bank

• Opt-out: a blanket moratorium
until 31 Dec 2020.
• Applicable for retail and nonretail
• Deferral of principal and interest
payments
• Interest is accrued over deferral
period, but unpaid interest
cannot be capitalised and must
be collected on a linear way
during the remaining (extended)
lifetime. This results in a
modification loss for the bank
(-11 million euros in 1H 2020
based on the actual opt-out ratio.
Refer to note 3.10)

• Opt-in: 6 months
(maximum until 31
Mar 2021)
• Applicable for retail
and non- retail
• Deferral of principal
and interest payments
• In case of principal
deferral, the tenor is
extended
with
6
months
• Interest is accrued
over deferral period
and is payable in 12
months (consumer and
non-retail)
or
60
months (mortgages) in
equal instalments

Guarantee
scheme &
Liquidity
assistance

• A state guarantee scheme up to
40 billion euros to cover losses
incurred on future non-retail
loans granted before 30 Sep 2020
to viable companies, with a tenor
of maximum 12 months.
Guarantee covers 50% of losses
above 3% of total credit losses
and 80% above 5% of losses.
Maximum interest is 1,25%

• The Czech-Moravian Guarantee and
Development Bank (CZMRB) launched
several guarantee programs (COVID II,
COVID II Praha, COVID III) for working
capital loans provided by commercial
banks to non-retail clients. The loan
amount is guaranteed up to 80% or
90% of the loan amount (depending
on the program and the size of the
company). Interest on these loans is
subsidised up to 25% (COVID II)
• The Export Guarantee and Insurance
Corporation (EGAP) under its COVID
Plus program offers guarantees on
loans provided by commercial banks.
EGAP guarantees 70% to 80% of the
loan amount, depending on the rating
of the debtor. The program is aimed at
companies for which exports
accounted for more than 20% of
turnover in 2019

• Anti-Corona Guarantee program
offered by the Slovak Investment
Holding (SIH), aiming at SMEs,
consists of two components: (i) a
80% state guarantee with 50%
portfolio cap and (ii) the interest
rate subsidy reaching up to 4%
p.a.
• In addition, financial aid in the
form of the state guarantee
schemes with guarantee fee
subsidy can be provided by
(i) Export-Import Bank of SR
guaranteed up to 80% and for
loans < 2 million euros and
(ii) Slovak Investment Holding
for loans between 2 and 20
million euros, guaranteed up to
90%. No portfolio cap

• A guarantee scheme is provided
by Garantiqa and the Hungarian
Development Bank. These state
guarantees can cover up to 90%
of the loans with a maximum
tenor of 6 years
• Furthermore, the MNB has
launched the Funding for growth
scheme: A framework amount of
4,2 billion euros for SMEs that
can receive loans with a 20 year
tenor at maximum interest rate
of 2,5%
• Annual interest rate on personal
loans granted by commercial
banks may not exceed the central
bank base rate by more than 5pp

• 0.4 billion euros of
state
guarantees
provided
by
the
Bulgarian
Development Bank to
commercial
banks.
From this amount, 0.1
billion euros is used to
guarantee 100% on
consumer loans while
0.3 billion euros is
planned to be used to
guarantee 80% on nonretail loans

•

As of 3Q, a revised state
guarantee scheme up to 10
billion euros has been offered to
cover losses on future SME loans
granted before 31 December
2020, with a tenor between 1
and 3 years. Guarantee covers
80% on all losses. Maximum
interest is 2%
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Ireland
• Opt-in: 3 to 6 months
• Applicable for mortgage
loans, consumer finance
loans
and
business
banking
loans
with
repayment schedule
• Deferral of principal and
interest payments for up
to 6 months (with revision
after 3 months) for
Mortgages & Consumer
finance and 3 months for
business banking
• Option for customers to
extend their loan term by
up to 6 months to match
payment break term
• Interest is accrued over
the deferral period
• The Irish authorities put
substantial
relief
measures
in
place,
amongst others via the
SBCI. KBCI is mainly
focused on individual
customers, therefore the
relief
programs
for
business customers are
less relevant.

Main Corona related items affecting the 1H 2020 results and revaluation reserves:

1. Expected credit losses (ECL)
Our ECL models were not able to adequately reflect all the specificities of the Coronavirus (Covid-19 crisis) nor the various
government measures implemented in the different countries to support households, SMEs and Corporates through this crisis.
Therefore, an expert-based calculation at portfolio level has been performed to take into account the macroeconomic
circumstances and the different government measures via a management overlay. In the first quarter, this exercise was performed
for a certain number of (sub)sectors. The main reason for limiting the scope of the exercise was the significant uncertainty about
how the virus would spread, the extent of the consequential lockdown measures and the government response to the economic
instability. Over the last few months, the lockdowns have been gradually eased to a certain extent. Governments, most notably
the EU, and central banks have announced measures to support the recovery. The significant uncertainty still exists, especially
around the possibility and timing of resurgence of the virus or even a return in several waves, but the widespread extent of the
economic crunch has become clearer. Therefore, in the approach applied for the second quarter, the scope of the management
overlay has been expanded to include all sectors of our corporate and SME portfolio as well as our retail portfolio.

For the 30 June performing portfolio, a 3-step approach was applied to estimate the additional Covid-19 impact for the performing
portfolio:
1)

The methodology used for this purpose starts from the updated forecast of the KBC Group Chief Economist for end June
2020 (see paragraph Economic scenarios below for more details on these forecasts). The base scenario was translated
into expert-based stress migration matrices, per country and per segment. The portfolio is transformed using these
migration matrices, whereby a certain portion moved to inferior PD rating classes or default, a certain portion remained
unchanged and a minor portion improved. After this transformation, the ECL is calculated again based on the new
portfolio structure, including staging. The estimate of Covid-19 base-case ECL impact is the difference between the ECL
calculated on the portfolio before and after applying the stressed migration matrices.

2)

A sectoral effect is incorporated in the calculation to refine the Covid-19 ECL. The purpose of this step is to reflect the
fact that some sectors will be more heavily affected than others, something which had not been included in the migration
matrices. All exposures in the SME and Corporate portfolio were classified as high, medium or low risk based on the
expected impact of the Covid-19 crisis on the sector affected (for Mortgages and Consumer finance, no sectoral stress
was applied). Based on this classification, the following expert-based weights have been applied to the ECL impact:
150% for high risk sectors, 100% for medium risk sectors and 50% for low risk sectors. This resulted in a sector driven
Covid-19 base-case ECL following the base-case scenario.

3)

A probability weighted management overlay was calculated based on the base-case, optimistic and pessimistic scenarios
and attributed weights determined by the KBC Group Chief Economist. To determine the collective Covid-19 impact
under an optimistic and pessimistic scenario an expert-based scaling factor was applied on the estimated sector driven
Covid-19 base-case ECL. The final overlay was determined by weighting the Covid-19 ECL under the three scenarios
with the following weights: 45% for the base-case, 15% for the optimistic and 40% for the pessimistic scenario.

* This graph does not include the stage transfers embedded underlying in the forecasted collective Covid-19 ECL, which amount to a net staging of 5% of the total
portfolio from stage 1 to stage 2 and of 1% from stage 1 & 2 to stage 3.
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For the non-performing portfolio, an additional impact assessment was performed on a portfolio basis for the existing stage 3
collective exposures based on expert judgement of the credit risk management department. Already identified additional
impairments due to Covid-19 on individually assessed stage 3 loans are already reflected on the specific allowance of the
exposure (hence included in P&L impairments) and thus not included in the management overlay.

The 3-step stress approach to the performing portfolio and the additional impact assessment on the non-performing portfolio
resulted in a total collective Covid-19 ECL of 789 million euros (P&L charge in 1H20). In 2Q20, the ECL models captured roughly
150 million euros of this impact through the updated macroeconomic variables used in the calculation (36% in stage 1, 35% in
stage 2 and 29% in stage 3). Hence, the total Covid-19 management overlay in the books per 30-06-2020 amounts to 639 million
euros, of which 43 million euros was accounted for in 1Q 2020 and 596 million euros in 2Q 2020. As in 1Q 2020, the management
overlay is fully presented as stage 2, with the exception of the management overlay on the existing non-performing portfolio.

*

* Figures relate to KBC Group; total impairment figure for KBC Bank is roughly 5 million euros lower, with that difference being for the largest part located in the ‘Impairments on financial
assets at AC and at FVOCI without any Covid-19 impact.

Including the collective Covid-19 ECL, the Credit Cost Ratio amounted to 0.64%.
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Economic scenarios
The KBC Group Chief Economist has formulated three different forecasts that differ on the virus evolution and its impact on the
lockdown measures in the different home countries. In short, the three scenarios can be summarized as follows:
OPTIMISTIC
SCENARIO

BASE
SCENARIO

PESSIMISTIC
SCENARIO

Virus spread quickly and definitely brought
under control permanently, with no further
risk of future lockdowns, fast decline in
number of cases

Virus spread and impact under
control without additional extensive
lockdown measures

Spread continues until vaccination
becomes available, with partial or full
lockdowns

Steep and steady recovery from 3Q20
onwards with a fast return to pre-Covid-19
activity levels

More moderate, but still steady
recovery from 3Q20 onwards with a
recovery to pre-Covid-19 activity
levels by end 2023

Longer term stagnation and negative
growth, with unsteady recovery path

Sharp, short V pattern

Pronounced V/U-pattern

More L-like pattern, with right leg only
slowly increasing

Despite a gradual lifting of lockdown measures in many countries, there remains substantial uncertainty about the economic
impact of the precautionary lockdown measures as well as about the policy reactions to mitigate the impact of the crisis. Because
of this uncertainty, the KBC Group Chief Economist continues to work with three alternative scenarios: a base-case scenario, a
more optimistic scenario and a more pessimistic scenario. The definition of each scenario remains approximately the same as in
the previous quarter, but we are assigning the following probabilities: 45% for the base-case scenario, 40% for the pessimistic
and 15% for the optimistic scenario.
The following table (in line with the KBC Group Chief Economist’s forecasts of June 2020) gives these scenarios for three key
indicators (GDP growth, unemployment rate and house price index) for each of our core countries for the next three years. After
that, we take into account a gradual linear transition towards a steady state.

Interim Report – KBC Bank – 1H2020

p. 24

2. Net interest income:
Net interest income was negatively impacted in 1H 2020 following multiple repo rate cuts by the Czech National Bank.
3. Net fee and commission income
Net fee and commission income was negatively impacted by the coronavirus pandemic for asset management related fees
(lower entry fees due to decreased sales and margins; lower management fees due to a lower average level of assets under
management in combination with lower margins). Moreover, fees related to banking services also went down (payment
services fees, for instance, went down as a result of a lower activity level due to the lockdown).
4. Financial instruments at fair value through P&L:
Financial instruments at fair value through P&L have been negatively affected by the increased volatility in financial markets
in 1H 2020, leading to a net result on financial instruments at fair value through P&L of -0.1 billion euros in 1H 2020. For more
information: see note 3.3 further in this report.
5. Operating expenses
To counter the negative impact of the coronavirus crisis, the bank initiated certain cost reduction measures, leading to, among
other things, lower staff expenses (of which a decrease in accruals for variable remuneration, lower FTEs) and lower marketing,
travel and facility costs.
6. Goodwill:
We have performed an ad-hoc assessment of goodwill impairment indication. The outcome shows no indication of impairment.
•

•

For UBB and CMSS, the sensitivity analysis shows that structural decreases over the entire forecasting horizon in annual
profit of respectively 17% and 12% or increases in annual impairment of respectively 89% and 180% would trigger a
goodwill impairment. However, these sensitivities are considered to be too harsh to trigger an impairment in light of the
recent situation.
For K&H and CSOB Bank in the Czech Republic, the impairment buffer is sufficiently large and we do not expect the shortterm deviations to trigger an impairment.

7. Deferred tax:
We have investigated whether it is probable that taxable profit will be available against which the deductible temporary
differences can be utilised based on projections for a period of eight to ten years. The conclusion of this analysis is that there
are sufficient estimated taxable profits available.
8. Revaluation reserves:
The impact of Covid-19 on the financial markets is also reflected in a downward movement of the revaluation reserves in OCI
in 1H 2020, more specifically on the translation differences. For more information, see text below the table ‘Other
Comprehensive income’.
9. Liquidity and funding
KBC has maintained its strong liquidity position throughout the COVID-19 crisis. The Liquidity Coverage Ratio (LCR) of KBC
Bank, which gives an idea of the bank's liquidity position in the short term, remained roughly stable in 1H 2020 and amounted
to 136% at the end of June 2020 (compared to 138% at the end of December 2019). The Net Stable Funding Ratio (NSFR)
of KBC Bank, which gives an idea of the bank's structural liquidity position in the long term, amounted to a high 142% at the
end of June 2020 (compared to 136% at the end of December 2019).
10. Impact on the acquisition of OTP Banka Slovensko
The approval process is still ongoing.
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Notes on segment reporting
Segment reporting according to the management structure of the group (note 2.2 in the annual accounts
2019)
For a description on the management structure and linked reporting presentation, reference is made to note 2.1 in the annual
accounts 2019.
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Other notes
Net interest income (Note 3.1 in the annual accounts for 2019)

The vast majority of negative interest on financial liabilities and financial assets relates to transactions with central banks, interbank
and professional counterparties as well as the TLTRO.

Net realised result from financial instruments at fair value through profit and loss (Note 3.3 in the annual
accounts for 2019)
The result from financial instruments at fair value through profit or loss in 1H 2020 is 117 million euros lower compared to
1H 2019, for a large part explained by:
•

Very negative market value adjustments in 1H 2020 compared to only slightly negative market value adjustments in 1H 2019,
mainly as a result of changes in the underlying market value of the derivatives portfolio due to lower long-term interest rates,
decreasing equity markets and increasing counterparty credit spreads and KBC funding spread in 1Q 2020. This was only
partly recovered in 2Q 2020, with decreasing counterparty credit spreads and funding spreads, while further decrease of longterm interest rates is levelled out by increasing equity markets

•

Very negative MTM ALM derivatives in 1H 2020 compared to slightly negative MTM ALM derivatives in 1H 2019

only partly compensated by:
•

Higher dealing room income in the Czech Republic, partly offset by a lower dealing room income in Belgium.
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Net fee and commission income (Note 3.5 in the annual accounts for 2019)

Net other income (Note 3.6 in the annual accounts for 2019)

Note: in 1H 2019
•

82 million euros one-off gain in the Czech Republic as a result of the revaluation of KBC’s 55% stake in ČMSS related to the
acquisition in 2Q 2019 of the remaining 45% stake

•

‘Settlement of legacy legal cases’: in the Czech Republic, 6 million euros.
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Operating expenses (Note 3.8 in the annual accounts for 2019)
The operating expenses for 1H 2020 include 417 million euros related to bank levies (397 million euros in 1H 2019). Application
of IFRIC 21 (Levies) has as a consequence that certain levies are taken upfront in expenses of the first interim period of the year.

Impairments – income statement (Note 3.10 in the annual accounts for 2019)

The impairments on financial assets at AC in 1H 2020 include some -789 million euros collective Covid-19 ECL (of which -43
million euros in 1Q 2020 and -746 million euros in 2Q 2020). For more information, see note 1.4 of this report.
The stage 3 impairments in 1H 2020 and 1H 2019 are attributable mainly to loan loss impairments in Belgium due to a number of
corporate files.
The impairment on other (Other) include -27 million euros in 1H 2020 related to modification losses in Belgium, Czech Republic
and Hungary. For more information, see note 1.4 of this report.
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Financial assets and liabilities – breakdown by portfolio and products (Note 4.1 in the annual accounts
for 2019)
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‘Deposits from credit institutions and investment firms (excl. repos)’ include funding obtained from the ECB’s TLTRO programme.
In 2Q 2020, KBC participated in TLTRO III for an amount of 19.5 billion euros.
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Impaired financial assets (Note 4.2.1 in the annual accounts for 2019)

The strong increase in impairments is mainly driven by collective Covid-19 ECL. The table does not include the stage transfers
underlying in the forecasted collective management overlay, since they are expected to happen in the future. For more information
see note 1.4 in this report.
.

Financial assets and liabilities at fair value – fair value hierarchy (Note 4.5 in the annual accounts for
2019)

For more details on how KBC defines and determines fair value and the fair value hierarchy and level 3 valuations, please refer
to Notes 4.4 up to and including 4.7 of the annual accounts 2019.
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Financial assets and liabilities measured at fair value – transfers between level 1 and 2 (Note 4.6 in the
annual accounts for 2019)
During 1H 2020, KBC transferred about 3 million euros’ worth of financial assets and liabilities out of level 1 and into level 2. It
also reclassified approximately 12 million euros’ worth of financial assets and liabilities from level 2 to level 1. Most of these
reclassifications were carried out due to a change in the liquidity of government and corporate bonds.
During 1H 2019, KBC Bank transferred 20 million euros’ worth of financial assets and liabilities out of level 1 and into level 2. It
also reclassified approximately 151 million euros’ worth of financial assets and liabilities from level 2 to level 1. Most of these
reclassifications were carried out due to an optimization in the level classification methodology

Financial assets and liabilities measured at fair value – focus on level 3 (Note 4.7 in the annual accounts
for 2019)
In 1H 2020, significant movements in financial assets and liabilities classified in level 3 of the fair value hierarchy included the
following:

• Financial assets measured at fair value through profit and loss: the fair value of loans and advances increased by 67 million
euros, mostly due to new transactions, partially compensated by translation effects.

• Financial assets held for trading: the fair value of derivatives decreased by 100 million euros, due primarily to changes in fair
value and instruments that had reached maturity, partly offset by new transactions.

• Financial liabilities held for trading: the fair value of derivatives decreased by 717 million euros, mainly due to a combination
of sales of existing positions, instruments that had reached maturity and changes in fair value, partially offset by new
transactions.

• Financial liabilities designated at fair value: the fair value of debt securities issued decreased by 445 million euros, due to a
combination of repurchases of existing positions, settlements, and translation effects, partially offset by new issues.

During 1H 2019, significant movements in financial assets and liabilities classified in level 3 of the fair value hierarchy included
the following:
•

Financial assets held for trading: the fair value of derivatives increased by 254 million euros, due primarily to changes in fair
value and new transactions, partly offset by instruments that had reached maturity. The fair value of debt securities decreased
by 73 million euros, mainly as a consequence of sales of existing positions.

•

Financial liabilities held for trading: the fair value of derivatives increased by 365 million euros, due primarily to changes in fair
value and new positions, partly offset by instruments that had reached maturity.

•

Financial liabilities designated at fair value: the fair value of debt securities issues increased by 383 million euros, mainly due
to new issues, followed by changes in fair value.

Provisions for risks and charges (note 5.7 in the annual accounts 2019)
On 6 October 2011, Irving H. Picard, trustee for the liquidation of Bernard L. Madoff Investments Securities LLC (& Bernard L.
Madoff), sued KBC Investments Ltd (a wholly-owned subsidiary of KBC Bank) before the bankruptcy court in New York to recover
(claw-back) approximately USD 110,000,000 which had been transferred from Madoff (via a feeder fund KBC had lent to called
Harley) to KBC entities. This claim is one of a whole set made by the trustee against several banks, hedge funds, feeder funds
and investors (“joint defense group”).
A lengthy litigation process was conducted on the basis of preliminary objections in respect of the applicability of the Bankruptcy
Code's ‘safe harbor’ and ‘good defenses’ rules to subsequent transferees (as is the case for KBC Investments Ltd), as detailed in
previous disclosures. In June 2015 the trustee amended the original claim which led to an increase of the amount claimed to USD
196,000,000.
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A final court ruling dismissing the claim of the Trustee was issued on 3 March 2017. The Trustee appealed and the Court of Appeal
reversed the dismissal on 28 February 2019. A petition (i.e. writ of Certioriari) filed on 30 August 2019 was denied by the U.S.
Supreme Court on 2 June 2020. As a consequence the merits of the case will be handled by the Bankruptcy Court.
KBC still believes there is a strong basis to get the action against KBC dismissed as there are a number of other defenses that
can be raised together with the joint defense group. The procedure may still take several years.

Parent shareholders’ equity (Note 5.10 in the annual accounts for 2019)
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Related-party transactions (Note 6.3 in the annual accounts for 2019)
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Main changes in the scope of consolidation (Note 6.6 in the annual accounts for 2019)
In 1H 2020:
•

No material changes.

In 2019 :
•

On 31 May 2019, ČSOB has acquired the remaining 45% stake in ČMSS from Bausparkasse Schwäbisch Hall for a total
consideration of 240 million euros. As a result, ČMSS is as of 1 June 2019 fully consolidated (previously equity method).

•

In April 2019, the 48,14% minority part in KBC Asset Management (KBC AM), which used to be held by KBC Group, has been
transferred to KBC Bank, KBC Bank now holds 100% of KBC AM. This had no impact on most components of the P/L, since
KBC Bank already held a controlling interest in KBC AM and the latter has consequently been fully consolidated. The only
impact was on the P/L lines ‘profit attributable to the equity holders of the parent’ and ‘profit attributable to minorities’, where
no minorities are calculated anymore as of 2Q 2019.

Post balance sheet events (Note 6.8 in the annual accounts for 2019)
Significant non-adjusting events between the balance sheet date (30 June 2020) and the publication of this report (20 August
2020):
• None
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Report of the statutory auditor

REPORT OF THE ACCREDITED AUDITOR TO THE BOARD OF DIRECTORS OF KBC BANK NV
ON THE REVIEW OF THE INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
AS AT 30 JUNE 2020 AND FOR THE SIX-MONTH PERIOD THEN ENDED

Introduction
We have reviewed the accompanying interim consolidated balance sheet of KBC Bank NV and its
subsidiaries (collectively referred to as “the Group”) as at 30 June 2020 and the related interim
consolidated income statement and condensed consolidated statement of comprehensive income for
the six-month period then ended, and the interim consolidated statement of changes in equity and
condensed consolidated cash flow statement for the six-month period then ended, and explanatory
notes, comprising a summary of significant accounting policies and other explanatory notes,
collectively, the “Interim Condensed Consolidated Financial Statements”.
These statements show a consolidated balance sheet total of EUR 281.789 million and a consolidated
profit (attributable to equity holders of the parent) for the six-month period then ended of
EUR 31 million.
The board of directors is responsible for the preparation and fair presentation of these Interim
Condensed Consolidated Financial Statements in accordance with International Financial Reporting
Standard IAS 34 Interim Financial Reporting (“IAS 34”) as adopted by the European Union. Our
responsibility is to express a conclusion on these Interim Condensed Consolidated Financial
Statements based on our review.
Scope of Review
We conducted our review in accordance with the International Standard on Review Engagements
2410 “Review of Interim Financial Information Performed by the Independent Auditor of the Entity”
applicable to review engagements. A review of interim financial information consists of making
inquiries, primarily of persons responsible for financial and accounting matters, and applying analytical
and other review procedures. A review is substantially less in scope than an audit conducted in
accordance with the International Standards on Auditing and, consequently, does not enable us to
obtain assurance that we would become aware of all significant matters that might be identified in an
audit. Accordingly, we do not express an audit opinion.

PwC Bedrijfsrevisoren BV - PwC Reviseurs d'Entreprises SRL - Financial Assurance Services
Maatschappelijke zetel/Siège social: Woluwe Garden, Woluwedal 18, B-1932 Sint-Stevens-Woluwe
T: +32 (0)2 710 4211, F: +32 (0)2 710 4299, www.pwc.com
BTW/TVA BE 0429.501.944 / RPR Brussel - RPM Bruxelles / ING BE43 3101 3811 9501 - BIC BBRUBEBB /
BELFIUS BE92 0689 0408 8123 - BIC GKCC BEBB
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Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the
accompanying Interim Condensed Consolidated Financial Statements are not prepared, in all material
respects, in accordance with IAS 34 as adopted by the European Union.

Sint-Stevens-Woluwe, 18 August 2020

The statutory auditor
PwC Bedrijfsrevisoren BV
represented by

Roland Jeanquart
Accredited auditor

Gregory Joos
Accredited auditor

2
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Other information
KBC Bank, 1H2020
Not reviewed by the statutory auditor
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Overview of the loan portfolio
The main source of credit risk is the loan portfolio. A snapshot of this portfolio is shown in the table below. It includes all
payment credit, guarantee credit, standby credit granted by KBC Bank to private persons, companies, governments and
banks. Bonds held in the investment portfolio are included if they are corporate- or bank-issued, hence government
bonds and trading book exposure are not included.
Credit risk: loan portfolio overview

30-06-2020

31-12-2019

Amount outstanding+undrawn1

221

218

Amount outstanding1

179

175

Belgium

65%

64%

Czech Republic

17%

18%

International Markets

16%

16%

Total loan portfolio (in billions of EUR)

Total loan portfolio, by business unit (as a % of the portfolio of credit outstanding)

Group Centre

2%

2%

100%

100%

6 024

6 160

3 463

3 401

Belgium

2.4%

2.4%

Czech Republic

2.2%

2.3%

International Markets

7.8%

8.5%

11.8%

12.4%

3.4%

3.5%

1.9%

1.9%

Stage 1 loan loss impairments

200

144

Stage 2 loan loss impairments

921

265

Stage 3 loan loss impairments

2 696

2 584

2 163

2 050

45%

42%

62%

60%

52%

50%

72%

72%

0.63%
0.62%
0.82%

0.22%
0.04%
-0.07%

Total
Impaired loans (in millions of EUR or %)
Amount outstanding
of which: more than 90 days past due
Ratio of impaired loans, per business unit

Group Centre
Total
of which: more than 90 days past due
Loan loss impairments (in millions of EUR) and cover ratio (%)

of which: more than 90 days past due
Cover ratio of impaired loans
Stage 3 loan loss impairments / impaired loans
of which: more than 90 days past due
Cover ratio of impaired loans, mortgage loans excluded
Stage 3 loan loss impairments / impaired loans, mortgage loans excluded
of which: more than 90 days past due
Credit cost, by business unit (%)
Belgium
Czech Republic
International Markets
Slovakia

0.66%

0.14%

Hungary

0.96%

-0.02%

Bulgaria

0.66%

0.14%

Ireland

0.94%

-0.32%

Group Centre

-0.53%

-0.88%

0.64%

0.12%

Total

1 Outstanding amounts include all on-balance sheet commitments and off-balance sheet guarantees but exclude off-balance sheet undrawn commitments. The amounts are
measured in Gross Carrying Amounts.

Impaired loans are loans for which full (re)payment of the contractual cash flows is deemed unlikely. This coincides with
KBC’s Probability-of-Default-classes 10, 11 and 12 (see annual accounts FY 2019 - section on credit risk for more
information on PD classification). These impaired loans are equal to ‘non-performing loans’ under the definition used by
the European Banking Authority (EBA).
More details on the loan portfolio are available in KBC Group’s 2Q2020 quarterly report, on www.kbc.com.
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Solvency
KBC Bank consolidated - CRDIV/CRR
In millions of EUR

30-06-2020
Fully loaded

30-06-2020
Transitional

31-12-2019
Fully loaded

Total regulatory capital, after profit appropriation

16 200

16 227

16 660

Tier-1 capital

14 393

14 420

14 704

12 893

12 920

13 204

1 807

1 807

1 957

91 086

91 108

89 838

Common equity ratio

14.2%

14.2%

14.7%

Tier-1 ratio

15.8%

15.8%

16.4%

Total capital ratio

17.8%

17.8%

18.5%

Of which Common equity
Tier-2 capital
Total weighted risks
Solvency ratios

In line with the ECB recommendation we apply the IFRS 9 transitional measures as of 1H 2020. The impact of the
transitional approach is limited to 3 basis points at the end of 1H 2020 as there is no profit inclusion in the solvency
calculation on 30-06-2020.
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Details of ratios and terms
Common equity ratio
A risk-weighted measure of the group's solvency based on common equity tier-1.
A detailed calculation can be found under ‘Solvency’.

Cost/income ratio
Gives an impression of the relative cost efficiency (costs relative to income).
Calculation (in millions of EUR or %)
Operating expenses (A)
/
Total income (B)
= (A) / (B)

Reference

1H2020

FY2019

1H2019

'Consolidated income statement': 'Operating
expenses'

2 002

3 797

2 036

'Consolidated income statement': 'Total income'

3 035
66%

6 548
58%

3 255
63%

Where relevant, we also estimate the exceptional and/or non-operating items to calculate a cost/income ratio adjusted for these items. The adjustments
include: MTM ALM derivatives (excluded), bank taxes (including contributions to European Single Resolution Fund) are included pro rata and hence spread
over all interim periods of the year instead of being recognised for the most part upfront (as required by IFRIC 21) and one-off items (excluded). The
cost/Income ratio adjusted for specific items is 59% in 1H2020, 58% in FY2019 and 59% in 1H2019.

Coverage ratio
Indicates the proportion of impaired loans (see 'Impaired loans ratio' for definition) that are covered by impairment charges.
Calculation (in millions of EUR or %)
Specific impairment on loans (A)
/
Outstanding impaired loans (B)

Reference

30-06-2020

31-12-2019

30-06-2019

'Overview of the loan portfolio’ in the 'Other
information' section

2 696

2 584

2 714

'Overview of the loan portfolio’ in the ‘Other
information’ section

6 024

6 160

6 437

45%

42%

42%

= (A) / (B)

Additionally, we also calculate a coverage ratio where the numerator and denominator in the formula are limited to impaired
loans that are more than 90 days past due.

Credit cost ratio
Gives an idea of loan impairment charges recognised in the income statement for a specific period, relative to the total
loan portfolio (see 'Loan portfolio' for definition). In the longer term, this ratio can provide an indication of the credit quality
of the portfolio.
Calculation (in millions of EUR or %)
Net changes in impairment for credit risks
(A)
/
Average outstanding loan portfolio (B)

Reference
'Consolidated income statement': component of
'Impairment'
'Overview of the loan portfolio’ in the 'Other
information' section

= (A; annualised*) / (B)

1H2020

FY2019

1H2019

961

204

102

177 398

170 128

168 800

0.64%

0.12%

0.12%

* The collective impairments booked in relation to the coronavirus crisis were fully booked in the first half of 2020 and are hence not annualized to calculate the credit cost ratio.
For information: excluding these collective impairments, the ratio for 1H2020 would amount to 0.20%.
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Impaired loans ratio
Indicates the proportion of impaired loans in the loan portfolio (see 'Loan portfolio' for definition) and, therefore, gives an
idea of the creditworthiness of the portfolio. Impaired loans are loans where it is unlikely that the full contractual principal
and interest will be repaid/paid. These loans have a KBC default status of PD 10, PD 11 or PD 12 and correspond to the
new definition of 'non-performing' used by the EBA. Additionally, we also calculate an impaired loans ratio where the
numerator is limited to impaired loans that are more than 90 days past due (PD 11 + PD 12).
Calculation (in millions of EUR or %)

Reference

30-06-2020

31-12-2019

30-06-2019

Amount outstanding of impaired loans (A)

'Overview of the loan portfolio’ in the
'Other information' section

6 024

6 160

6 437

'Overview of the loan portfolio’ in the
‘Other information’ section

179 366

175 431

172 776

3.4%

3.5%

3.7%

30-06-2020

31-12-2019

30-06-2019

14 393

14 704

13 743

297 210

269 707

268 835

4.8%*

5.5%

5.1%

/
Total outstanding loan portfolio (B)
= (A) / (B)

Leverage ratio
Gives an idea of the bank’s solvency, based on a simple non-risk-weighted ratio.
Calculation (in millions of EUR or %)

Reference

Regulatory available tier-1 capital (A)

'Solvency’ table in the ‘Other information’
section

/
Total exposure measures (total of non-riskweighted on and off-balance sheet items, with a
number of adjustments) (B)

Based on the Capital Requirements
Regulation (CRR)

= (A) / (B)
* Fully loaded (figure including transitional measures is 4.9%).

Liquidity coverage ratio (LCR)
Gives an idea of the bank's liquidity position in the short term, more specifically the extent to which it is able to overcome
liquidity difficulties over a one-month period. It is the average of twelve end-of-month LCR figures.
Calculation (in millions of EUR or %)

Reference

Stock of high-quality liquid assets (A)

Based on the European Commission's
Delegated Act on LCR and the European
Banking Authority’s guidelines for LCR
disclosure

30-06-2020

31-12-2019

30-06-2019

74 512

74 884

78 050

54 705

54 415

55 800

136%

138%

140%

/
Total net cash outflows over the next 30
calendar days (B)
= (A) / (B)

Loan portfolio
Gives an idea of the magnitude of (what are mainly pure, traditional) lending activities.
Calculation (in millions of EUR)

Reference

Loans and advances to customers

Note 4.1, 'Loans and advances to
customers'

+
Reverse repos excl. central banks

+
Debt instruments issued by corporations and by
credit institutions and investment firms

+
Exposure on credit institutions
+
Financial guarantees granted to clients

+
Impairment on loans
+
Non-loan related receivables
+
Other
= sum (gross carrying amount)
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30-06-2020

31-12-2019

30-06-2019

155 647

153 781

151 946

Note 4.1, component of ‘reverse
repos with credit institutions and
investment firms’

3 949

2 356

2 378

Note 4.1, component of ‘debt
instruments issued by corporates and
by credit institutions and investment
firms’

6 235

5 894

5 563

-

4 808

4 629

4 670

Note 6.1, component of 'Financial
guarantees given' in the annual report
2019

7 847

8 167

8 072

Note 4.2, component of 'Impairment'
in the annual report 2019

3 680

2 866

3 047

-1 310

-984

-835

-1 489
179 366

-1 279
175 431

-2 064
172 776

Component of Note 4.1

p. 43

Net interest margin
Gives an idea of the net interest income (one of the most important sources of revenue for the bank) relative to the average
total interest-bearing assets.
Calculation (in millions of EUR or %)

Reference

Net interest income (A)

'Consolidated income statement':
component of 'Net interest income'

/
Average interest-bearing assets (B)

'Consolidated balance sheet':
component of 'Assets'
= (A; annualised (x360/number of calendar days in period)) / (B)

1H2020

FY2019

1H2019

1 917

3 853

1 889

201 557

194 731

191 578

1.89%

1.95%

1.96%

Net stable funding ratio (NSFR)
Gives an idea of the bank's structural liquidity position in the long term, more specifically the extent to which the bank is
able to overcome liquidity difficulties over a one-year period.
Calculation (in millions of EUR or %)

Reference

Available amount of stable funding (A)

Basel III: ‘the net stable funding ratio’
(Basel Committee on Banking
Supervision publication, October 2014)

/
Required amount of stable funding (B)
= (A) / (B)

30-06-2020

31-12-2019

30-06-2019

203 437

174 977

174 250

143 056
142%

128 845
136%

130 850
133%

Total assets under management
Total assets under management (AuM) comprise third-party assets and KBC group assets managed by the group's various
asset management companies (KBC Asset Management, ČSOB Asset Management, etc.), as well as assets under
advisory management at KBC Bank. The assets, therefore, consist mainly of KBC investment funds and unit-linked
insurance products, assets under discretionary and advisory management mandates of (mainly retail, private banking and
institutional) clients, and certain group assets. The size and development of the total AuM are major factors behind net fee
and commission income (generating entry and management fees) and hence account for a large part of any change in this
income line. In that respect, the AuM of a fund that is not sold directly to clients but is instead invested in by another fund
or via a discretionary/advisory management portfolio, are also included in the total AuM figure, in view of the related work
and any fee income linked to them.
Calculation (in billions of EUR)

Reference

Belgium Business Unit (A)

KBC Group company presentation on
www.kbc.com

+
Czech Republic Business Unit (B)
+
International Markets Business Unit (C)
(A)+(B)+(C)

30-06-2020

31-12-2019

30-06-2019

185.3

199.9

194.6

10.8

10.8

10.6

5.4
201.6

4.9
215.6

4.7
209.8

---
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