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To the reader  
 

Company name 

óKBCô, óthe groupô or óKBC Bankô as used in this annual report refer to the consolidated bank entity, i.e. KBC Bank NV including all group 
companies included in the scope of consolidation. óKBC Bank NVô refers solely to the non-consolidated entity. The óCompany annual accounts' 
section deals only with the non-consolidated entity. 
 

Difference between KBC Bank and KBC Group 

KBC Bank NV is a subsidiary of KBC Group NV. The schematic shows the legal structure of the KBC group, which has one single entity ï KBC 
Group NV ï in control of two underlying companies, viz. KBC Bank and KBC Insurance NV (KBL European Private Bankers SA is no longer 
included given that a sale agreement has been signed for it). All KBC Bank NV shares are owned (directly and indirectly) by KBC Group NV. A 
number of KBC Bankôs debt instruments are exchange-listed. óKBC Groupô or óthe KBC groupô as used in this annual report refer to KBC Group 
NV, including all group companies included in the scope of consolidation. 

 

Forward-looking statements 
 
The expectations, forecasts and statements regarding future developments that are contained in this annual report are based on assumptions and 
assessments. By their nature, forward-looking statements involve risk and uncertainty, because they relate to events and depend on 
circumstances that will occur in the future. Various factors, including, but not limited to, those described in the context of such forward-looking 
statements in this annual report, could cause actual results and developments to differ materially from those expressed in or implied by such 
statements. 
 

Translation 

This annual report is available in Dutch and English. The Dutch version is the original; the English version is an unofficial translation. KBC 
warrants that every reasonable effort has been made to avoid any discrepancies between the different language versions. However, should such 
discrepancies exist, the Dutch version will take precedence. 
 
Ratios used 

CAD ratio:  [consolidated regulatory capital] / [total risk-weighted volume].  
Cover ratio: [impairment on loans] / [outstanding non-performing loans]. For a definition of ónon-performingô, see óNon-performing loan ratioô. 
Where relevant, the numerator may be limited to specific impairment on non-performing loans. 
Cost/income ratio: [operating expenses] / [total income].  
Credit cost ratio: [net changes in impairment for credit risks] / [average outstanding loan portfolio]. For a definition of the loan portfolio, see the 
óValue and risk managementô section (government bonds, for instance, are excluded). 
Net interest margin: [underlying net interest income / [average interest-bearing assets]. 
Non-performing loan ratio: [amount outstanding of non-performing loans (loans for which principal repayments or interest payments are more than 
ninety days in arrears or overdrawn)] / [total outstanding loan portfolio]. 
(Core) Tier-1 ratio: [consolidated tier-1 capital] / [total risk-weighted volume]. The calculation of the core tier-1 ratio does not include hybrid 
instruments. 
 

Articles 96 and 119 of the Belgian Companies Code 

These articles specify the minimum content of company and consolidated annual reports required by law. This information has been incorporated 
into the different sections of the 'Report of the Board of Directors', which also contains additional, non-compulsory information. To avoid repetition, 
reference is sometimes made to information presented in other sections of this brochure. Pursuant to Article 119, KBC Bank NV has combined the 
reports for its company and consolidated annual accounts. The Risk Report and CSR Report referred to in certain sections do not form part of the 
annual report.  
 
Investor relations contact details 

investor.relations@kbc.com  
KBC Group NV, Investor Relations Office, Havenlaan 2, 1080 Brussels, Belgium  
 

Press office contact details 

Viviane Huybrecht (General Manager of Group Communication/Company Spokesperson) 

pressofficekbc@kbc.be 

KBC Group NV, Group Communication, Havenlaan 2, 1080 Brussels, Belgium 
 
 
Publisher: KBC Group NV, Havenlaan 2, 1080 Brussels, Belgium ï VAT BE 0403.227.515 ï RLP Brussels ï Bank account 734-0051374-70.  
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Profile 
 
 
Statement by the Chairman of the Board of Directors 
and the President of the Executive Committee  

 
 
2011 was another highly turbulent year on both the economic and financial fronts. The turmoil generated by the 
sovereign debt crisis, the uncertainty surrounding the euro, the falling stock markets and the deteriorating 
economic situation all had a significant impact on our results. Even so, we ended the year with a consolidated net 
profit of 347 million euros. More importantly, we made decisive progress in implementing our divestment plan, a 
major part of which was realised by the opening months of 2012. At the same time, we succeeded in further 
lowering our risk profile in a number of areas. 
 
Our net profit of 347 million euros was considerably lower than in 2010, but the decrease is partly attributable to 
non-operating items, such as valuation losses on our portfolio of structured products. If we disregard the principal 
non-operating items, our underlying result came to 635 million euros in 2011, compared with 1 174 million euros a 
year earlier. Among the positive elements within that underlying figure are a good level of net interest income and 
ongoing rigorous cost control. Negative elements included high provisioning in Hungary, Bulgaria and Ireland, and 
the impact of the sovereign debt crisis, particularly in Greece. The fact that our underlying result exceeded 
0.6 billion euros, in spite of factors that were largely shaped externally, demonstrates that our groupôs business 
model is fundamentally sound.  
 
2011 was a decisive year in terms of the further implementation of KBC Groupôs strategic plan, one that also 
clearly has an impact on KBC Bank. The plan aims to make the group an even more focused, regional European 
player with a lower risk profile. It also entails the divestment of several group companies and a number of other 
measures that ï together with organic profit generation ï are needed to build up the funds that will enable KBC 
Group to redeem the core-capital securities subscribed by the Belgian State and the Flemish Region within a 
reasonable period of time. KBC Group began that process at the start of 2012, when it repaid 0.5 billion euros 
plus a 15% penalty to the Belgian State. 
 
We announced a change in this strategic plan in mid-2011. A number of measures, including the planned IPO of a 
minority stake in our Czech banking subsidiary ĻSOB, were cancelled and replaced by others, such as the sale of 
Polish group companies, Kredyt Bank (which is a subsidiary of KBC Bank) and WARTA (which is a subsidiary of 
KBC Insurance). This move was largely prompted by regulatory amendments that had rendered the originally 
planned measures less effective. At the end of February 2012, we announced that we had concluded an 
agreement with Banco Santander regarding the merger of our respective Polish subsidiaries, Bank Zachodni 
WBK and Kredyt Bank, ultimately with the aim to sell the KBC shareholding in the merged bank.  
 
Of course, the remaining measures in the original strategic plan continued to be implemented in 2011, the most 
important of which for KBC Bank was the sale of Centea, which was finalised on 1 July. We also continued to 
work on other risk-mitigating measures. This included further reducing our exposure to sovereign bonds issued by 
Southern European countries and lowering our exposure to CDOs and ABS. More information in this regard is 
provided in the óValue and risk managementô section of this report.  
 
At the end of 2011, our tier-1 capital ratio according to Basel II was 11.6%, which we believe represents a 
comfortable capital position for the bank. Our liquidity position ï a long-standing strength of our group ï also 
remains robust and is underpinned by a stable, retail customer deposit base in our home markets. 
 
In addition to our financial goals, we paid close attention in our business operations to our role in society. This 
was reflected in the numerous initiatives we took in the past year in relation to community involvement and the 
environment. One example in this regard was the approval and implementation of a new Climate Change Policy 
for the entire group. You can find full details of these initiatives in our Corporate Social Responsibility Report.   
 
It is far from easy in turbulent times to make a statement regarding economic developments in the near future. In 
saying that, we are fully aware of the many challenges that lie ahead of us. There is still uncertainty about the 
direction the global economy will take and the sovereign debt crisis in the euro area continues to take centre 
stage. However, the downward economic spiral would appear to have ended and business confidence indicators 
are even pointing towards a gradual economic recovery.  
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We have, moreover, demonstrated over the past two years that, thanks to the persistent efforts of our employees, 
we have bounced back. We are more focused than ever on pursuing our core retail banking business in a number 
of carefully selected countries and we are making good progress in dealing with the legacies of the past.  
 
We would like to thank all our customers, employees, shareholders and all other stakeholders for the confidence 
they have placed in our group. Although we are well aware that the financial sector is a frequent target for 
criticism within the current social debate, we will continue to do everything in our power to strengthen trust in the 
group.  
 
In closing, we would like to extend a special word of thanks to Jan Huyghebaert, who ended his career at KBC in 
September 2011. He was the architect behind the current KBC group, keeping it on track for many years as 
Chairman of the Board of Directors, and doing so with authority and style in both calm times and the more 
challenging ones of the past few years. KBC owes him a huge debt of gratitude for his unrelenting work.  
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Area of operation and activities 
 

KBC Bank is a multi-channel bank catering mainly for retail, SME and mid-cap customers. It concentrates on its 
home markets of Belgium and certain countries in Central and Eastern Europe. Elsewhere around the globe, the 
group has established a presence in selected countries and regions. The group is made up of the Belgium 
Business Unit (retail banking, asset management and private banking in Belgium), the Central & Eastern Europe 
Business Unit (retail banking, asset management, private banking and merchant banking in selected countries in 
Central and Eastern Europe), the Merchant Banking Business Unit (corporate banking and market activities in 
Belgium and abroad, apart from those in Central and Eastern Europe), and the Shared Services & Operations 
Business Unit (encompassing a number of services that provide support and products to the other business 
units). 
 
 

Shareholders 
 

Shareholder structure on 31-12-2011 Number of shares 

KBC Group NV 915 228 481 

KBC Insurance NV 1 

Total 915 228 482 

All shares carry voting rights. The shares are not listed. 

 

 

Network and personnel 
 

Network and personnel   

Bank branches (31-12-2011) 
  
 

     Belgium  844 

     Central and Eastern Europe (the 4 home markets of the Czech Republic, Slovakia, Hungary and Bulgaria) 806 

Number of staff (2011 average in FTEs) 37 663 

 

 
 

Financial calendar 
 

Financial communication is largely organised at KBC Group level. Financial information relating to KBC Bank is 
available at www.kbc.com/investor relations/financial information on KBC Bank. 
 
Financial calendar for KBC Group and KBC Bank 
2011 financial year  Earnings release for KBC Group: 9 February 2012 

 2011 Annual Report and Risk Report for KBC Group available: 3 April 2012 
 2011 Annual Report for KBC Bank available: 3 April 2012 
 AGM of KBC Bank: 25 April 2012  
 2011 CSR Report for KBC Group available: 2 May 2012 

 AGM of KBC Group: 3 May 2012 
1Q2012 Earnings release for KBC Group: 10 May 2012 
2Q2012/1H2012 Earnings release for KBC Group: 7 August 2012 
 Earnings release for KBC Bank: 31 August 2012 
3Q2012/9M2012 Earnings release for KBC Group: 8 November 2012 
4Q2012/FY2012 Earnings release for KBC Group: 14 February 2013 

For the most up-to-date version of the financial calendar, see www.kbc.com. 
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Long-term credit ratings 
 

Long-term credit ratings for KBC Bank (29 February 2012)   

Fitch  A- (stable outlook) 
Moody's  A1 (under review for downgrade) 
Standard & Poorôs  A- (stable outlook) 
Please refer to the respective credit rating agencies for definitions of the different ratings and methodologies. 

 

The long-term credit ratings for KBC Bank NV are provided in the table. The ratings were revised as follows in the 
course of 2011 and at the start of 2012:  
¶ In September 2011, Moodyôs lowered the long-term rating from Aa3 to A1. It also revised the outlook from 

negative to stable. The outlook was revised back to negative in November. In February 2012, the ratings were 
placed under review for downgrade. 

¶ In December 2011, S&Pôs lowered the long-term rating from A to A- (and the short-term rating from A1 to A2). 

¶ Fitch placed the long-term rating on negative watch in December 2011 and lowered it from A to A- (with stable 
outlook) on 31 January 2012. 
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Summary of the main events in 2011 
 

March Agreement is reached for the sale of Centea to Landbouwkrediet.  
April Agreement is reached with Value Partners Ltd. for the sale of KBCôs stake in KBC Concord Asset 

Management Co. in Taiwan. 
May Luc Popelier succeeds Luc Philips as CFO. Luc Gijsens is appointed CEO of the Merchant Banking 

Business Unit. 
July The European Commission approves the amended strategic plan of KBC Group. The most important 

changes concern the planned sale of Kredyt Bank and WARTA (a KBC Insurance subsidiary) in 
Poland, and the cancellation of the IPOs of minority stakes in ĻSOB in the Czech Republic and K&H 
Bank in Hungary. 

  The results of the European stress tests confirm that KBC Bank meets the required target.  

August Publication of results for the first half of 2011: consolidated net profit of 911 million euros. Adjusted 
for exceptional items, óunderlyingô net profit comes to 861 million euros. The results also include 
impairment charges on Greek sovereign bonds. 

 Management buyouts of KBC Securitiesô Serbian and Romanian activities. 

September A new generation of Mobile Banking apps is launched for KBC customers in the Belgian market. 
October Thomas Leysen succeeds Jan Huyghebaert as Chairman of the Board of Directors. 
 KBC Bank meets the new core tier1 target set by the European banking regulator. 

November The third-quarter results for KBC Group ï and therefore for KBC Bank, too ï are adversely affected 
by the decline in value of CDOs, the impact of Greece and relatively high provisioning in Hungary, 
Bulgaria and Ireland. On the other hand, holdings of Southern European government bonds are 
significantly reduced and the exposure to CDOs/ABS lowered. 

December The results of the European stress tests again confirm that KBC Bank meets the required target.  
  The new, group-wide Climate Change Policy is approved. 

  Announcement by KBC Group that 0.5 billion eurosô worth of core-capital securities will be repaid to 
the Belgian Federal Government on 2 January 2012. 

Main events at the start of 2012 

 February 2012: Banco Santander SA and KBC conclude an agreement with regard to the merger of 
their Polish banking subsidiaries, Bank Zachodni WBK SA and Kredyt Bank SA. 

 February 2012: announcement that Jan Vanhevel (Group CEO) will retire after the annual meeting on 
3 May 2012. He will be succeeded by Johan Thijs, who will remain CEO of the Belgium Business Unit 
until that date.  Daniel Falque will succeed Johan Thijs as CEO of the Belgium Business Unit. 

 March 2012: Agreement is reached with Value Partners Ltd. for the sale of KBCôs stake in KBC 
Goldstate in China. 

 March 2012: implementation of the agreement on Greek debt (see Note 42 of the óConsolidated 
financial statementsô section). 

Č More detailed information on the main events summarised above can be found in the relevant sections of this report. 
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Strategy (KBC group) 
The strategy of KBC Bank is embedded in that of the KBC group.  A summary is given below of the 
strategy of the KBC group, where KBC Bank is essentially responsible for the banking business and KBC 
Insurance for the insurance business. For more detailed information, please see the KBC Group 2011 
Annual Report. 

 

KBC Group announced its updated strategic plan at the end of 2009. This plan formed the basis of the reform 
plan approved by the European Commission in respect of the financial support received from the authorities. In 
mid-2011, KBC Group announced a few changes to this plan, more details of which are covered in this section. 
However, the basic principle remains the same, i.e. to make the group an even more focused, regional European 
bancassurer which has a lower risk profile and which retains past strengths, notably the successful 
bancassurance concept and a presence in Central and Eastern Europe.  
 

The KBC group focuses on providing financial services to retail, SME and mid-cap customers in several home 
markets, namely Belgium and selected countries in Central and Eastern Europe (Czech Republic, Slovakia, 
Hungary and Bulgaria). Its presence outside these home markets is geared primarily towards catering for network 
customers, i.e. customers who also use KBCôs services or who are linked with it in its home markets. The bulk of 
its activities in the other remaining countries will be run down or sold (see below).   
 

We are very firmly embedded in our home markets and prefer a modified approach to each market. In some 
markets, we aim to position ourselves (or continue positioning ourselves) among the market leaders, i.e. to be a 
top-five player with a general approach to the market. In other markets, we see ourselves more as a selective 
champion, which means we will concentrate on specific customer segments and/or products where we enjoy a 
comparative advantage and/or which generate an above-average return. We will continue to operate as a 
bancassurer in all our home markets, but it remains the intention that the bank and the insurance company 
individually remain profitable in each home market.  
 

Products and services are developed centrally or locally, depending on which is the most efficient. The product 
providers will, moreover, form effective partnerships in each of the relevant markets with the groupôs local 
distributors (banks and insurers), as these are close to customers and know which products they want.  
 
We will take account of risk and of responsible use of capital when making all important business decisions.  
 

Under Basel II, the core tier-1 ratio must come to at least 11% for the KBC group as a whole. 
 
As a major player in our home markets, we also attach considerable importance to the social and environmental 
aspects of our activities, as well as to their profitability and efficiency. In practice, this is reflected in the 
relationship of respect we have with our customers and employees, and in a variety of projects and initiatives 
relating to the environment and to community involvement, several examples of which are given in this annual 
report. This area is dealt with in more detail in the groupôs Corporate Social Responsibility Report, which is 
available at www.kbc.com.  
 

The groupôs focus also means that a substantial proportion of its non-core activities and its presence in non-core 
countries have been or will be run down. Therefore, the groupôs strategic plan includes a summary of the group 
companies and activities that need to be divested. That plan was adjusted somewhat in mid-2011, due to the fact 
that the impact of certain changes in the regulatory environment ï especially Basel III and the draft IFRS rules on 
leases ï had reduced the effectiveness of some measures. In light of this situation, the European Commission 
agreed that the originally planned IPOs of minority stakes in ĻSOB Bank in the Czech Republic and K&H Bank in 
Hungary, as well as the sale and lease back of KBCôs head office in Belgium, could be cancelled, and that the 

Polish banking and insurance subsidiaries, Kredyt Bank and WARTA, could be divested and selected ABS and 
CDO assets sold or unwound instead. The following schematic contains a simplified overview of the main 
elements of the divestment programme and the current status. The measures relating primarily to KBC Bank 
appear in italics. More details can be found in the sections devoted to the individual business units.  
 

Following the repayment of 0.5 billion euros (and payment of a 15% penalty) on 2 January 2012, the capital base 
of KBC Group at year-end 2011 included 6.5 billion euros in core-capital securities issued to the Belgian Federal 
and Flemish Regional governments in 2008 and 2009. More information about this and the CDO guarantee 
agreement concluded with the Belgian State in 2009 can be found in the óAdditional informationô section of this 
report. KBC Group intends to redeem all the remaining core-capital securities within a reasonable period of time. 
KBC Group is continuing its efforts to ensure that the 4.7 billion euros in state aid is reimbursed (before penalties) 
before the end of 2013, as set out in the European plan. 
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Implementation of divestment programme for KBC Group (simplified) 
Project 
 

Situation (up to beginning of March 2012) 

Sale of complementary 
distribution channels in 
Belgium 
 

Centea sold mid-2011. 
Agreement for the sale of Fidea signed in October 2011.  

Sale, termination or run-down 
of various specialised non-
core activities (chiefly 
investment banking) 
 

Sold in 2010: Secura, KBC Peel Hunt, KBC Securities 
Baltic Investment Company, KBC Asset Managementôs 
British and Irish operations, KBC Business Capital, many 
of KBC Financial Productsô activities. Sold in 2011 and at 
the start of 2012: stake in KBC Concord Asset 
Management (Taiwan) and in KBC Goldstate (China), KBC 
Securitiesô Romanian and Serbian operations. Awaiting 
divestment: Antwerp Diamond Bank, KBC Bank 
Deutschland, and a number of other activities (real estate 
development, private equity).  

Run-down of a significant 
proportion of the loan 
portfolios outside the home 
markets 

Largely completed. The risk-weighted assets of the 
corporate banking operations have been reduced by more 
than 9 billion euros in the space of two years.  

 

Sale of the European private 
banking network 
 

Agreement for the sale of KBL EPB reached in October 
2011. 

Sale of Polish subsidiaries 
Kredyt Bank and WARTA 
 

Agreement for the sale of WARTA signed at the start of 
2012. Announcement at the end of February 2012 that 
KBC had concluded an agreement with Banco Santander 
with regard to the merger of the two groupsô respective 
Polish subsidiaries, Bank Zachodni WBK and Kredyt Bank. 
KBC ultimately aims to sell its stake in the merged bank. 

Sale of the activities in 
Russia, Serbia and Slovenia 

Planned for 2012/2013. 

Sale or run-down of certain 
CDO and ABS assets 

CDO and ABS exposure reduced by a nominal amount of 
almost 7 billion euros in 2011, ahead of the figure set out 
in the plan. 
 

virtually completed;  
largely completed;  

       partially completed.  
Based on reaching a sales agreement, not on closure of the deal (some deals still have to be closed). 

 

In addition to the measures set out in the divestment plan, the KBC group continued to lower its overall risk profile 
through a number of other measures. These included reducing the portfolio of sovereign bonds issued by riskier 
Southern European countries and Ireland by a total of almost 5.5 billion euros in 2011 (or -53%), bringing it to 4.8 
billion euros at year-end 2011 and scaling back the CDO and ABS portfolios to a greater extent than envisaged in 
the plan. Holdings of CDOs and ABS were trimmed by a nominal amount of nearly 7 billion euros in 2011 (or -
25%) and the exposure to CDOs further reduced by approximately 1.7 billion euros (nominal amount) at the start 
of 2012. All the figures given relate to KBC Group. The aim is to continue reducing the exposure to CDOs and 
ABS. Both subjects are discussed at greater length in the óValue and risk managementô section. 
 

Management structure 
 
Like its parent company (KBC Group), KBC Bankôs management structure has been built around a number of 
business units, which will be dealt with elsewhere in this annual report. The breakdown into business units is 
based on geographic criteria (Belgium and Central and Eastern Europe, the groupôs two core markets) and 
business criteria (either retail bancassurance or merchant banking). The Shared Services & Operations Business 
Unit incorporates a number of services that provide support and products to the other business units. 
 
Each business unit is managed by its own management committee, which operates under the Executive 
Committee. The management committees are chaired by a Chief Executive Officer (CEO), except at the Shared 
Services & Operations Business Unit, where the management committee is chaired by the Chief Operating Officer 
(COO). Together with the Group CEO, the Chief Financial Officer (CFO) and the Chief Risk Officer (CRO), these 
individuals constitute the Group Executive Committee (see below).  
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The results by segment or business unit that are dealt with in this report are based on the business units, with 
two exceptions:  
¶ No results are allocated to the Shared Services & Operations Business Unit, since all its income and 

expenses are passed on to the other business units and reflected in their results. Consequently, this business 
unit is not presented separately when the results are reported by segment. 

¶ All group companies earmarked for sale under the strategic plan are allocated to the Group Centre. The 
Group Centre also includes certain costs that cannot be allocated.  

The segments were adjusted slightly in 2011 to take account of the changes made to the strategic plan in the 
middle of that year. Specifically for KBC Bank, the results for Kredyt Bank were transferred from the Central & 
Eastern Europe Business Unit to the Group Centre, where the other businesses scheduled for divestment are 
grouped, while the portion of the results for ĻSOB in the Czech Republic, which related to the originally planned 
IPO of a minority interest in that company ï and which had been recognised under Group Centre ï has now been 
reallocated to the Central & Eastern Europe Business Unit. These changes have been made retroactively to 
preserve comparability. 
 

 
Belgium 

Business Unit 

 
Central & Eastern 

Europe 
Business Unit

1
 

 

 
Merchant Banking 

Business Unit 

 
Shared Services & 

Operations Business Unit 

Brief description 
 

Retail and private 
banking in Belgium 

 
 

 
Retail and private 

banking and merchant 
banking in Central and 

Eastern Europe 

 
Corporate banking and 

market activities in Belgium 
and abroad (apart from 

those in Central and 
Eastern Europe) 

 
Services providing support 

and products to other 
business units 

Main group companies or services 
Excluding the activities earmarked for sale or run-down (these are listed in the sections dealing with the individual business units). 

KBC Bank (retail and private 
banking activities), CBC 

Banque KBC Asset 
Management, KBC Lease 

(retail Belgium), 
KBC Consumer Finance 

 
 

 
ĻSOB (Czech Republic),  
ĻSOB (Slovakia),  

K&H Bank (Hungary), 
CIBANK (Bulgaria) 

 
KBC Bank (merchant banking 
activities), KBC Commercial 
Finance, KBC Bank Ireland, 

KBC Credit Investments, KBC 
Lease (corporate), KBC 

Internationale 
Financieringsmaatschappij, 

KBC Securities 
 

 
asset management, payments, 

consumer finance, trade finance, 
ICT, leasing, organisation 

Network 
818 retail and private 

banking branches, 
various electronic channels 

806 bank branches in the 
four home markets, 
various electronic 

channels 

26 corporate branches in 
Belgium, 24 branches outside 
Belgium

2
, various electronic 
channels 

ï 

Contribution to the KBC Bankôs underlying net result in 2011 (excluding Group Centre, which accounted for 28 million euros) 
422 million euros 298 million euros -113 million euros ï 

Financial ratios based on underlying results (definitions on first page under óRatios usedô) 

Cost/income ratio: 63% 

Credit cost ratio: 0.10% 

Cost/income ratio: 54% 

Credit cost ratio: 1.59% 

Cost/income ratio: 46% 

Credit cost ratio:  
1.36% 

ï 

1 The full name of this business unit is the óCentral & Eastern Europe and Russia Business Unitô. However, for the sake of simplicity, and since the 
results from Russia (and some other countries) have been transferred to the Group Centre, this business unit is referred to as the óCentral & Eastern 
Europe Business Unitô throughout this annual report. 
2 Corporate branches of KBC Bank, KBC Bank Deutschland and KBC Bank Ireland.  
 
 

 

On 31 December 2011, the Executive Committee of KBC Bank NV comprised the following members: 

¶ Jan Vanhevel, Chief Executive Officer (CEO)  
¶ Danny De Raymaeker, Chief Operating Officer (COO) 

¶ Luc Gijsens, CEO of the Merchant Banking Business Unit 

¶ John Hollows, Chief Risk Officer (CRO) 

¶ Luc Popelier, Chief Financial Officer (CFO) 

¶ Johan Thijs, CEO of the Belgium Business Unit 

¶ Marko Voljļ, CEO of the Central & Eastern Europe Business Unit 
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Review of the consolidated 
financial statements 
 
Consolidated income statement 

 
Consolidated income statement, KBC Bank 
(in millions of EUR) IFRS Underlying result 
 2010 2011 2010 2011 

Net interest income 5 279 4 484 4 483 4 258 

     Interest income 9 621 10 942 
1 1

 

     Interest expense -4 341 -6 458 
1
 

1
 

Dividend income 51 33 19 15 

Net result from financial instruments at fair value through profit or loss -277 2 766 502 

Net realised result from available-for-sale assets 45 85 37 85 

Net fee and commission income 1 638 1 565 1 699 1 587 

     Fee and commission income 2 222 2 098 
1
 

1
 

     Fee and commission expenses -584 -533 
1
 

1
 

Other net income 259 -50 14 -167 

Total income 6 995 6 119 7 019 6 280 

Operating expenses -3 861 -3 709 -3 767 -3 622 

Specific impairment -1 635 -1 659 -1 507 -1 578 

     on loans and receivables -1 485 -1 331 -1 485 -1 331 

     on available-for-sale assets -12 -182 -12 -182 

     on goodwill -85 -81 0 0 

     other  -54 -66 -10 -66 

Share in results of associated companies -54 -52 -54 -52 

Result before tax 1 445 699 1 692 1 028 

Income tax expense 88 -216 -378 -257 

Net post-tax result from discontinued operations 0 0 0 0 

Result after tax 1 533 483 1 314 771 

     Result after tax, attributable to minority interests
2 139 136 140 136 

Result after tax, attributable to equity holders of the parent  1 395 347 1 174 635 

The underlying results are examined in more detail in this section of the report.  
1 Not available, as the analysis of these underlying result components is performed on a net basis within the group.  
2 Primarily the 48.14% stake that KBC Group holds in KBC Asset Management. 
 

This section of the annual report deals with the consolidated results. A concise review of the non-consolidated 
results and balance sheet is provided in the óCompany annual accountsô section. 

 

IFRS results compared with underlying results 

 

In addition to results prepared in accordance with IFRS as approved for use in the European Union (óresults 
according to IFRSô in this annual report), KBC publishes results which exclude certain exceptional and non-
operating items and in which certain items have been rearranged to provide a clearer picture of how the results 
from ordinary business activities are developing (óunderlying resultsô). These results are presented in segment 
reporting in the consolidated financial statements and thus comply with IFRS 8.  This standard specifies that IFRS 
principles should be deviated from if such deviation reflects the management view. That is indeed the case, as the 
underlying results are an important element in assessing and managing the business units. The statutory auditor 
has reviewed the segment reporting presentation as part of the consolidated financial statements. 
 
A description of the differences between the IFRS results and the underlying results is provided under óNotes on 
segment reportingô in the óConsolidated financial statementsô section. Items influencing the net result that have not 
been included in the underlying results in 2010 and 2011 are summarised below.  
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Simplified overview of differences between IFRS results 
and underlying results Results according to IFRS Underlying results 

Changes in fair value of ALM 
hedging instruments* 

Under óNet result from financial 
instruments at fair valueô Excluded 

Changes in fair value of own debt instruments Included Excluded 

Exceptional items (including results from actual 
divestments and changes in the value of CDOs, 
impairment on goodwill, etc.) 

Included Excluded 

Interest on ALM hedging instruments 
Under óNet result from financial 

instruments at fair valueô until year-end 
2010 (Under óNet interest incomeô as of 

2011) 

Under  
óNet interest incomeô 

Income from professional trading activities Divided up among different items 
Grouped together under óNet result 

from financial instruments at fair 
valueô 

* Dealt with in more detail under óNotes on segment reportingô. 

 
 

Overview of items excluded from the underlying result (in millions of EUR, after tax) 2010 2011 

Changes in fair value of ALM hedging instruments -185 -268 

Gains/losses relating to CDOs 847 -287 

Fee for government guarantee scheme to cover CDO-related risks -57 -43 

Impairment on goodwill and associated companies -115 -81 

Result from legacy structured derivatives business (KBC Financial Products) -372 50 

Changes in fair value of own debt instruments 39 359 

Results on divestments 77 -18 

Other -15 0 

Total exceptional items 221 -288 

 
The -0.3 billion euros relating to CDOs in 2011 was due mainly to significantly widening credit spreads on 
corporate bonds and ABS, which caused the value of our CDO position to decline. More information about this 
and the other items excluded from the underlying result is provided under óNotes on segment reportingô in the 
óConsolidated financial statementsô section. 

 

Key consolidated balance sheet and solvency figures 
 

Selected balance-sheet and solvency items, KBC Bank (in millions of EUR) 2010 2011 

Total assets 276 723 241 076 

Loans and advances to customers 151 326 140 078 

Securities (equity and debt instruments) 66 751  46 740 

Deposits from customers and debt securities 202 007 171 605 

Risk-weighted assets  111 711 106 256 

Total equity 14 142 12 093 

   Parent shareholdersô equity 13 193 11 117 

   Minority interests 950 975 

Tier-1 ratio (Basel II) 12.4% 11.6% 

Core tier-1 ratio (Basel II) 10.5% 9.6% 

 

Additional information 
 

¶ The comparison of results between 2010 and 2011 is affected by the ongoing divestment programme:  

- Realised gains and losses on completed divestments (and impairment charges on divestments for 
which an agreement has been signed but not yet completed) are treated as exceptional items and 
have, therefore, been excluded from the underlying results.  

- The results for the divested group companies themselves are included in both the IFRS and 
underlying group results until the moment of sale. An indication of the period for which the results of 
the most important of these companies are recognised in the group result can be found in the table, 
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óMain acquisitions, divestments or changes in the ownership percentage of consolidated subsidiaries 
or operationsô, in the óConsolidated financial statementsô section.  

- The assets and liabilities of divested companies no longer appear, of course, in the balance sheet. 
For KBC Bank, there were no major divestments for which an agreement has been signed but not yet 
completed that fell under the scope of IFRS 5 at year-end 2011(for divestments like this, the entitiesô 
assets and liabilities would be grouped together under 'Non-current assets held for sale and disposal 
groupsô and óLiabilities associated with disposal groupsô on the balance sheet).  

¶ The overall impact on the net result of fluctuations in the exchange rates of the main non-euro currencies 
was very limited (in the order of +25 million euros). 

¶ Information on financial instruments, hedge accounting and the use thereof is provided in the 
óConsolidated financial statementsô section (Notes 1b, 5 and 14-25 among others) and in the óValue and 
risk managementô section. 

¶ The breakdown by business unit has been restated for 2011 (and with retroactive effect for 2010) to 
reflect the modified strategy. For more information, see óManagement structureô above. 

¶ All KBC Bank shares are owned directly and indirectly by KBC Group. KBC Bank will pay a total dividend 
of 1 620 million euros to KBC Group for 2011 (1 500 million euros of which has already been paid as an 
interim dividend), subject to the approval of the General Meeting. 

 

Analysis of the main income statement and balance 
sheet items  
 

Net interest income 
 

Net interest income came to 4 484 million euros in 2011. On an underlying basis, the figure was 4 258 million 
euros, roughly 3% lower than its year-earlier level when Centea (sold in mid-2011) is excluded. At 1.97%, the 
underlying net interest margin was roughly 8 basis points higher than in 2010. On a comparable basis (and 
excluding intra-KBC Group transactions), the total volume of credit outstanding rose by 2% in the course of 2011. 
Implementation of the refocused strategy meant that loan portfolio growth (+6%) at the Belgium and Central & 
Eastern Europe business units was partially cancelled out by the ongoing deliberate reduction in international loan 
portfolios outside the home markets (-1% at the Merchant Banking Business Unit and -1% at the Group Centre). 
On a comparable basis, the total volume of deposits went up by 5% in the Belgium Business Unit and by 4% in 
the Central & Eastern Europe Business Unit, However, there was a 45% decline in the Merchant Banking 
Business Unit, primarily on account of a drop in (volatile) short-term corporate and institutional deposits outside 
the home markets, arising from risk aversion in some foreign markets to the euro area and the downgrading by 
Standard & Poorôs of KBC Bankôs short-term rating.    
 
Net fee and commission income 
 

Net fee and commission income came to 1 565 million euros in 2011. On an underlying basis, it was 1 587 million 
euros, down 7% on the previous yearôs figure. In addition to the divestments, this was attributable to a number of 
other factors, including a decline in fee and commission income from asset management activities, which was due 
in part to the fall in the groupôs assets under management and to investorsô diminished appetite for risk, and offset 
to just a limited extent by the commission received on the sale of Belgian state notes. At the end of 2011, the 
groupôs total assets under management (investment funds and assets managed for private and institutional 
investors) amounted to approximately 149 billion euros, 7% less than the year-earlier figure, due to a combination 
of lower volumes and prices. The Belgium Business Unit was responsible for the bulk of assets under 
management (138 billion euros) at year-end 2011.  
 
Trading and fair value income 
 

The net result from financial instruments at fair value through profit or loss (trading and fair value income) came to 
2 million euros in 2011, compared with -277 million euros in 2010. This item was significantly influenced by 
various exceptional and non-operating items, including valuation markdowns on CDOs, changes in fair value of 
own debt instruments and adjustments to the value of certain government bonds used for the fair value option. If 
this and other exceptional items are excluded from this trading and fair value income, and all trading-related 
income recorded under IFRS in various other income items is included, underlying trading and fair value income 
amounted to a positive 502 million euros in 2011, compared with 766 million euros a year earlier, partly reflecting 
a less robust performance in the dealing rooms and negative counterparty valuation adjustments for derivative 
financial instruments in 2011.  
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Other income 
 

Dividends, realised gains and other net income came to an aggregate 68 million euros in 2011. On an underlying 
basis, they amounted to -67 million euros, down 137 million euros on the figure for 2010. The difference is 
primarily attributable to the combination of higher realised gains from available-for-sale shares and bonds, and a 
significantly lower level of other net income. The latter item had been adversely affected by the recognition of 175 
million euros for irregularities at KBC Lease UK in 2010. In 2011, it was negatively impacted by the recognition of 
334 million euros for the 5-5-5 investment product (partly related to Greece; more information about this product 
can be found in Note 8 of the óConsolidated financial statementsô section).  
 
Operating expenses 
 

Operating expenses came to 3 709 million euros in 2011, or 3 622 million euros on an underlying basis. This 
underlying figure is 4% down on its year-earlier level, due in part to divestments and a reduction in activities 
(reflected primarily in the Group Centre), despite inflationary pressures pushing up staff expenses slightly. It 
should also be noted that the figures for both 2010 and 2011 include additional expenses (54 and 2 million euros) 
relating to the new bank tax in Hungary. The lower figure for 2011 was accounted for by the partial compensation 
of losses related to the new legislation on foreign-currency mortgage loans in Hungary. The underlying 
cost/income ratio (operating expenses/total income) was roughly 58% in 2011, slightly up on its year-earlier level 
of 54%. It was 63% for the Belgium Business Unit, 54% for the Central & Eastern Europe Business Unit, and 46% 
for the Merchant Banking Business Unit.  
 
Impairment on loans and receivables  
 

Impairment on loans and receivables (loan loss provisions) amounted to 1.3 billion euros in 2011, compared with 
1.5 billion euros in 2010. This fall resulted from lower provisioning in a number of countries, including Poland, 
Russia, the Czech Republic and Slovakia, and lower provisioning for US asset-backed securities, partially offset 
by higher provisioning in Hungary (chiefly related to the new legislation on foreign-currency loans) and Bulgaria, 
while loan loss provisions in Ireland remained relatively high (510 million euros in 2011, compared with 525 million 
euros in 2010). Overall, the groupôs credit cost ratio improved from 91 basis points in 2010 to 83 basis points in 
2011 (136 basis points at the Merchant Banking Business Unit, 159 basis points at the Central & Eastern Europe 
Business Unit and a very favourable 10 basis points at the Belgium Business Unit). The proportion of non-
performing loans in the total loan portfolio was 4.9% at year-end 2011, compared with 4.1% in 2010.  
 
Other impairment charges 
 

Other impairment charges in 2011 related chiefly to the recognition of 203 million euros for Greek government 
bonds, which were marked down to fair value (this corresponds to an impairment of approximately 69%). Due to 
the fall in stock market prices, a further impairment of 14 million euros was recognised on shares in investment 
portfolios. Impairment on goodwill in respect of certain subsidiaries and associated companies (goodwill 
markdowns of this kind have been eliminated from the underlying results) came to 81 million euros, and related 
primarily to Bulgaria.  
 
Balance sheet and solvency  
 

At the end of 2011, KBC Bank's consolidated total assets came to 241 billion euros, down 13% year-on-year. 
Risk-weighted assets fell by 5% to 106 billion euros in 2011, a trend that is accounted for primarily by the ongoing 
deliberate run-down of loan portfolios not linked to the home markets and divestments. óLoans and advances to 
customersô (137 billion euros in loans at the end of 2011, not including reverse repos) and óSecuritiesô (47 billion 
euros, 97% of which were debt instruments) continued to be the main products on the asset side of the balance 
sheet. On a comparable basis, lending was up 2%, due to the scaling back of loan portfolios outside the home 
markets, combined with an increase at the Belgium Business Unit (+6%) and the Central & Eastern Europe 
Business Unit (+6%). The main credit products (including reverse repos) were again term loans (65 billion euros) 
and home loans (57 billion euros). On a comparable basis, total customer deposits (excluding repos) fell by 14% 
to 154 billion euros at group level. Although there was an increase in deposits at the Belgium Business Unit (+5%) 
and the Central & Eastern Europe Business Unit (+4%), there was a significant decline at the Merchant Banking 
Business Unit (-45%, see óNet interest incomeô above). As in 2010, the main products (including repos) were time 
deposits (64 billion euros), demand deposits (38 billion euros) and savings deposits (33 billion euros). 
 

On 31 December 2011, total equity came to 12.1 billion euros. This figure included parent shareholdersô equity 
(11.1 billion euros) and minority interests (1.0 billion euros). On balance, total equity fell by 2 billion euros in 2011. 
The main factor here was the dividend paid to KBC Group (a dividend of 0.6 billion euros for 2010 and an interim 
dividend of 1.5 billion euros for 2011). At year-end 2011, the tier-1 ratio amounted to 11.6% (core tier-1 ratio of 
9.6%). For a detailed overview of changes in equity, see the óConsolidated statement of changes in equityô in the 
óConsolidated financial statementsô section.  
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Review of the business units 
 

 

Net results per business unit  
 
Consolidated income statement, KBC Bank: breakdown of result after tax, attributable to 
equity holders of the parent (in millions of EUR)   

   2010 2011 

IFRS result   1 395 347 

Underlying result   1 174 635 

     Belgium Business Unit   622 422 

     Central & Eastern Europe Business Unit   557 298 

          Czech Republic*   518 459 

          Slovakia   44 66 

          Hungary   75 -26 

          Bulgaria   0 -3 

          Rest (funding cost of goodwill, etc.)   -81 -198 

     Merchant Banking Business Unit   130 -113 

     Group Centre (including planned divestments)*   -134 28 

* The breakdown by business unit has been restated for 2011 (and with retroactive effect for 2010) to reflect the modified strategy. For more 
information, see óStrategy (KBC group)ô. 
 
 
 

The groupôs net result under IFRS in 2011 breaks down as follows among its different business units: Belgium 
186 million euros, Central & Eastern Europe 272 million euros, Merchant Banking -211 million euros and the 
Group Centre (which also includes the results of group companies earmarked for divestment) 100 million euros.  
 
When adjusted for exceptional items, the underlying result stood at 422 million euros for the Belgium Business 
Unit (down 200 million euros on the figure for 2010, due in part to provisioning for the 5-5-5 product and to 
impairment charges relating to Greece), 298 million euros for the Central & Eastern Europe Business Unit (259 
million euros less than in 2010, due primarily to additional impairment charges in Hungary and Bulgaria and for 
Greece), -113 million euros for the Merchant Banking Business Unit (243 million euros less than in 2010, owing in 
part to the lower level of income generated by the dealing room, the impact of the 5-5-5 product and relatively 
high loan loss provisioning again for Ireland), and 28 million euros for the Group Centre (162 million euros more 
than in 2010, due in part to lower provisioning at various group companies earmarked for divestment).  
 

A complete overview of the underlying results and a brief commentary for each business unit is provided in the 
óConsolidated financial statementsô section, under óNotes on segment reportingô.  
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Belgium Business Unit 
 

 
 
 

   Description 
 
The Belgium Business Unit brings together all the groupôs retail and private banking activities in Belgium. The 
main group companies that belonged to this unit in 2011 were CBC Banque, KBC Asset Management, KBC Bank 
(Belgian retail and private banking activities), KBC Lease (Belgian retail activities) and KBC Consumer Finance. 
Centea, which was divested under the strategic plan, also belonged to this business unit until the completion of 
sale. However, its results have been allocated to the Group Centre, which incorporates the results of all group 
companies scheduled for divestment.  
 

   Market position in 2011* 
 

818 retail and private banking branches 

Estimated market share of 19% for traditional bank products and 39% for investment funds  
3.2 million customers 

Loan portfolio of 55 billion euros and deposits of 71 billion euros  

 
   Contribution to results 
 
Net result under IFRS of 186 million euros 
Underlying net result of 422 million euros, 66% of the group total 

 
 
* Market shares and customer numbers: based on own estimates. Market shares for traditional bank products: average estimated market share for 
loans and deposits. Loan portfolio: amount of credit outstanding, excluding reverse repos. Deposits: excluding repos (intra-KBC Group 
transactions excluded in both óLoan portfolioô and óDepositsô figures).  

 
 
Macroeconomic trends in 2011 and forecasts 
 

The downturn that set in after the spring of 2011 pushed the Belgian economy back into recession in the second 
half of the year. The budgetary austerity measures introduced by the government will adversely affect household 
income and consumption in 2012. On the other hand, the business climate is gradually improving. With limited, 
export-driven growth of around 0.2%, 2012 will be a lean year, although this weak figure is still better than the 0% 
projected for the euro area as a whole. These figures are based on forecasts made in early March 2012 and, 
therefore, the actual figures could differ (considerably).  
 
Strategy and Net 3.0  

The strategy pursued by the Belgium Business Unit is based on being deeply embedded locally through a close-
knit network of bank branches that collaborate with insurance agencies belonging to KBC Insurance (KBC Bankôs 
sister company), supported by a complementary online channel. At the end of 2011, this network consisted of 
around 800 KBC Bank and CBC Banque retail and private banking branches, and some 500 tied KBC Insurance 
and CBC Assurances agencies.  
The focus is on relationship bancassurance, tailored to each customer and offering them readily available 
expertise. KBCôs approach is also characterised by a unique model of co-operation between KBC Bank branches 
and KBC Insurance agencies in so-called micro markets. This model enables the KBC group to provide its 
customers with a comprehensive product offering, which is aligned to their individual needs, while stimulating 
cross-selling of bank and insurance products. In recent years, for instance, a fire insurance policy from the group 
has been sold with 70-80% of home loans granted, as has been the case with loan balance insurance and home 
loans. 
A programme was launched in 2010 to optimise the commercial network in Belgium, with the goal of safeguarding 
KBCôs position within a highly competitive and constantly changing environment (see the Annual Report for 2010 
for further information). The project is called óNet 3.0ô in Flanders and Brussels and was rolled out in early 2011. In 
2011, the structures were put in place to support the business, premium and private-banking customer segments. 
For example, a Wealth Office was established specifically to cater for private banking clients with more than 5 
million eurosô worth of assets under management at KBC. As of 2012, this office will offer specific services from a 
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Brussels-based competence centre that will work closely with the groupôs existing private banking branches in 
Belgium.  
 
Sale of Centea  
 
The groupôs strategic plan includes the divestment of certain group companies. In Belgiumôs case, that relates to 
Centea (and Fidea, the subsidiary of KBC Insurance). In March 2011, an agreement was reached with 
Landbouwkrediet for the sale of Centea, and the deal finalised on 1 July 2011. Additional information and a 
summary of all the divestments are provided in the óGroup Centreô section. 
 
Expansion of direct channels 
 

The Internet has an important place within the new distribution network, functioning as a support channel with 
particular emphases on specific customer groups. Another series of sales applications were added to the 
ówww.kbc.beô website in 2011, during which the site received over 1.4 million unique visitors a month. New 
functionalities were added to KBC-Online, too. It is now possible, for instance, to order cash (euros or foreign 
currency) through this channel. At year-end 2011, KBC-Online and CBC-Online had roughly 950 000 active 
subscribers in total, an increase of about 8% on the year-earlier figure.  
 
In 2011, KBC introduced mobile banking for smartphones, iPads etc, an extra service for KBC-Online users. This 
means that they can now also use their smartphone or tablet to check their account balance, perform credit 
transfers and review their statements. With its new range of mobile products, KBC is responding to the constantly 
changing needs of its customers, who are indicating an ever greater desire to bank whenever they want and on 
whatever platform they choose to use. In February 2012, the KBC Mobile Banking app won the public vote in the 
óFinancial Servicesô category of Accentureôs Innovation Award. Other mobile applications were developed as well, 
including the KBC Home Project app, which guides customers through their building and renovation plans. KBC 
also launched a first on the Belgian market in 2011 with its scashing (scan & cash) mobile function. Scashing is a 
simple way of transferring money via a smartphone using a QR (scash) code.  
 
Products and market share  
 
It goes without saying that the KBC group constantly adjusts its product offering to the evolving needs of its 
customers and to social trends. A good example is KBC Insuranceôs launch in April 2011 of a guaranteed-interest 
savings scheme to pre-finance the KBC Hospitalisation Insurance policy. Known as the KBC Hospitalisation Plan, 
this scheme extends life-long, tailored cover to customers, while ensuring that the insurance remains affordable 
as they get older. Other examples include the launch of KBC Life MI Inflation (investment-type insurance whose 
return is linked to the euro areaôs Harmonised Index of Consumer Prices excluding Tobacco) and the new 
electronic applications mentioned above. 
Based on provisional data and in-house projections, KBCôs share of the market in 2011 remained fairly stable on 
a comparable basis (excluding Centea), i.e. roughly 21% in lending and just over 17% in deposits (where there 
was a shift from savings accounts to various savings and investment products offered by the group, including 
time deposit account, investment funds, and investment type insurance, and to the Belgian state note issued in 
December 2011). As in previous years, the group did very well on the investment fund market with an estimated 
share of almost 40%.  
 
Customer and employee satisfaction 

 
Given its importance within a relationship bancassurance approach, KBC tracks customer satisfaction very 
closely. The half-yearly surveys on bank branches conducted in 2011 confirmed the trend of recent years, which 
is that customers continue to show a high level of satisfaction. In statistical terms, 96% customers are satisfied 
compared with 95% a year earlier.  
 
KBC also scored very well in terms of employee satisfaction. Moreover, KBC was proclaimed one of the óBest 
Employers in Belgiumô for the sixth year in a row in the survey conducted by the Great Place to Work

®
 Institute in 

collaboration with Vlerick Leuven Gent Management School. KBC also won the 2011 óBest Bank in Belgiumô 
award from Global Finance magazine. 
 
The group attaches great importance not only to its relationship with customers and employees, but also to its role 
in society in general. This is expressed through a range of initiatives in areas like patronage, combating social 
deprivation and exclusion, the environment, its product offering and social engagement. Further details of KBCôs 
corporate social responsibility initiatives can be found in its dedicated CSR Report, available from www.kbc.com.  
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Focus on the future 

 
ü Continuing to implement the optimisation programme for the Belgian distribution network. 
ü Keeping focused on the role in the community and on customer-orientedness. 
ü Defending market shares and ensuring profitable growth in the óLocal Businesses and Liberal Professionsô 

segment. 
ü Further developing services provided through remote channels (KBC Mobile Banking, KBC-Online, text 

messaging, contact centres, etc.). 
ü Continuing to build on the segmented customer approach (wealthy individuals, businesses and private 

customers). 
 
 
 

Central & Eastern Europe Business Unit 
 

 

 
   Description 
 
The Central & Eastern Europe Business Unit comprises all group activities pursued in Central and Eastern 
Europe. The main companies that belonged to this unit in 2011 were CIBANK (Bulgaria), ĻSOB (Slovakia), ĻSOB 
(Czech Republic) and K&H Bank (Hungary). Absolut Bank (Russia),Nova Ljubljanska banka (Slovenia, minority 
interest) and Kredyt Bank (Poland) ï all earmarked for divestment under the strategic plan ï also belong to this 
business unit, but their results have been allocated to the Group Centre (which incorporates the results of all 
group companies scheduled for divestment).  
 
 

   Position in home markets in 2011* 
 

Home markets: Czech Republic, Slovakia, Hungary and Bulgaria 
806 bank branches 

4.7 million customers 

Loan portfolio of 26 billion euros and deposits of 35 billion euros 

Market share (bank products/investment funds) 
  Czech Republic 20%/31% 
  Slovakia 10%/10% 
  Hungary 9%/20%  
  Bulgaria 3%/ï       

 
   Contribution to results 
  
Net result under IFRS of 272 million euros 
Underlying net result of 298 million euros, 47% of the group total 
 
 

 
* Market shares and customer numbers: based on own estimates. Market shares for traditional bank products: average estimated market share for 
loans and deposits (for the Czech Republic, account is taken of the pro rata share of the market held by CMSS, a 55% joint venture). Loan 
portfolio: amount of credit outstanding, excluding reverse repos. Deposits: excluding repos (intra-KBC Group transactions excluded in both óLoan 
portfolioô and óDepositsô figures). Bank branches by country: 314 in the Czech Republic (ĻSOB Bank and Postal Savings Bank), 129 in Slovakia, 
246 in Hungary, and 117 in Bulgaria (plus an aggregate total of some 500 branches in the non-home markets of Poland and Russia). Loan 
portfolio by country (in billions of EUR): 17 in the Czech Republic, 4 in Slovakia, 5 in Hungary and 0.5 in Bulgaria. 
 

 
 
Macroeconomic trends in 2011 and forecasts 

 
 
KBCôs four Central European home markets had a mixed record in 2011. Whereas economic growth came to 
3.3% in Slovakia, it was slightly slower in Bulgaria (1.9%), the Czech Republic (1.7%) and Hungary (1.7%). This 
divergence will continue in 2012. Weak growth in the euro area, combined with austerity measures to cut the 
budget deficit, will ensure that growth in the Czech Republic will fluctuate around 0%. Slovakia, and Bulgaria are 
doing better and will record positive figures, whereas Hungaryôs economy is likely to contract on account of 
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structural domestic problems, which are putting pressure on household spending and investment. KBC expects 
that growth in the region ï excluding Hungary ï will outpace the European Monetary Union area again, starting in 
2013. This stronger economic growth and the anticipated continued catch-up in the penetration of bank and 
insurance products mean that KBCôs presence in these markets can be viewed as a genuine growth driver for the 
group. Please note that these figures are based on forecasts made in early March 2012. The actual figures could 
of course differ (considerably). 
 
Adjusted strategy 
 

As already mentioned, KBC focuses on a number of home markets in Central and Eastern Europe. Since the 
approval of the amended strategic plan in mid-2011, the focus has been on the Czech Republic, Slovakia, 
Hungary and Bulgaria. In each of these four countries, the group owns a bank (a KBC Bank subsidiary) and an 
insurer (a KBC Insurance subsidiary) that work together closely. The changes made to the strategic plan in mid-
2011 are described in the óStrategyô section. As far as the Central & Eastern Europe Business Unit is concerned, 
these changes mean that the planned IPOs of minority stakes in ĻSOB Bank (Czech Republic) and K&H Bank 
(Hungary) have been replaced by the sale of the Polish subsidiaries Kredyt Bank and WARTA (the latter entity is 
a subsidiary of KBC Insurance). The main reasons for doing this were regulatory changes (most notably the 
treatment of minority interests under Basel III), which rendered the plan less effective, and the introduction of the 
special bank tax in Hungary, which made a successful IPO of a minority stake in K&H Bank more difficult.  
At the end of February 2012, KBC concluded an agreement with Banco Santander SA with regard to the merger 
of the two groupsô respective Polish subsidiaries, Bank Zachodni WBK SA and Kredyt Bank SA. Following the 
merger, KBC ultimately aims to sell its remaining shareholding in the merged bank (see under óGroup Centreô 
below).  
 
Planned divestments  
 
In addition to the aforementioned planned divestments of the Polish activities, it is still the intention ï as stated in 
the original strategic plan ï to sell the KBC operations in Russia (Absolut Bank) and Slovenia (minority interest in 
Nova Ljubljanska banka).  
 
Under the new strategy, the group will not, in principle, make any acquisitions in the region in the years ahead. 
However, KBC Bank and International Finance Corporation (IFC) signed an agreement that enabled KBC Bank to 
take over a large part of IFCôs 5% stake in Absolut Bank. The deal came about after IFC exercised the put option 
it had agreed with KBC Bank in 2007. Consequently, KBC Bank now has a 99% stake in Absolut Bank.  
 
Market shares 

 
KBCôs estimated market share in traditional bank products (average of both loans and deposits) remained more 
or less unchanged in 2011, coming to roughly 20% in the Czech Republic, almost 10% in Slovakia, just under 9% 
in Hungary and practically 3% in Bulgaria. As in Belgium, the share of the market in investment funds is greater 
than that of the market in traditional deposit products. At year-end, it was estimated at 31% in the Czech 
Republic, 10% in Slovakia and 20% in Hungary, again comparable with the percentages in 2010. Estimated 
shares for traditional bank products in the non-home markets were just over 1% in Serbia (via KBC Banka, a 
subsidiary of KBC Insurance), less than 1% in Russia and between 3% and 4% in Poland.  
 
Hungary 

 
An overview of K&H Bankôs loan portfolio can be found in the óValue and risk managementô section. A specific 
feature of the retail portion of this portfolio is the relatively large share of foreign-currency loans, in particular in 
Swiss francs. A new law came into force in Hungary in 2011 which, simply put, gives customers the option for a 
limited period of time to pay off foreign-currency mortgage loans in Hungarian forints at an exchange rate that is 
more favourable to them, and which obliges the banks to cover the difference between this rate and the actual 
market rate. In the last quarter of 2011, additional measures were taken, including those for defaulted mortgage 
loans that have not been converted into Hungarian forints. 
KBC recorded additional impairment charges of 173 million euros on K&H Bankôs mortgage portfolio in 2011 
(based on an assessment that 30% of borrowers opt to redeem their foreign-currency loans early), bringing total 
impairment on loans in Hungary to a relatively high pre-tax figure of 288 million euros for the year, which 
represents a credit cost ratio of 438 basis points (175 basis points excluding the impact of the law on foreign-
currency mortgage loans). At year-end, roughly 10.5% of the loan portfolio was classified as non-performing. 
 
K&H Bank (and K&H Insurance) again had to pay the special bank tax in 2011. However, following an agreement 
between the banking sector and Hungarian government at the end of 2011, 30% of the cost attendant on the new 
legislation on foreign-currency mortgage loans could be deducted from the tax due. Consequently, the special 
bank tax for KBC Bank came to 2 million euros on balance, compared with 54 million euros in 2010.  
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Corporate social responsibility and awards 

 
As a major financial player in Central and Eastern Europe, KBC sets great store ï as it does in Belgium ï by the 
role it plays in society. Examples of environmental and community involvement initiatives are provided in the 
groupôs CSR Report, which is available at www.kbc.com. As in previous years, Global Finance magazine 

announced its awards in 2011 for the best banks, including one for ĻSOB in the Czech Republic. K&H Bank, 
meanwhile, was named óBank of the Year in Hungaryô by The Banker.  

 
Focus on the future 

 
ü Continuing to implement divestments in the non-home markets of Russia and Slovenia. 
ü Continuing to implement the óMarket leader versus selective championô strategy (see the óStrategyô section) in 

respect of all relevant entities in the Central and Eastern European home markets. 
ü Continuing to optimise the bancassurance model in the four home markets. 
ü Closely monitoring the situation and legislative framework in Hungary. 

 

Merchant Banking Business Unit 
 
 

 

   Description 
 
The Merchant Banking Business Unit comprises corporate banking (the services provided to larger SME and 
corporate customers) and market activities in Belgium and abroad (apart from those in Central and Eastern 
Europe). The main group companies belonging to this business unit in 2011 were KBC Bank (merchant banking 
activities), KBC Commercial Finance, KBC Bank Ireland, KBC Credit Investments, KBC Lease (corporate), KBC 
Internationale Financieringsmaatschappij and KBC Securities. Antwerp Diamond Bank, KBC Bank Deutschland, 
KBC Financial Products (various activities already sold), KBC Peel Hunt (already sold) ï which either have been 
or will be divested under the strategic plan ï also belong to this business unit. However, their results have been 
allocated to the Group Centre, which incorporates the results of all group companies scheduled for divestment. 
 
 

   Market position in 2011* 
 

26 branches in Belgium, 24 abroad 

Estimated 24% share of the corporate loan market in Belgium 

Loan portfolio of 42 billion euros and deposits of 34 billion euros 

 
   Contribution to results 
 
Net result under IFRS of -211 million euros 
Underlying net result of -113 million euros, -18% of the group total 

 
* Market shares: based on own estimates. Loan portfolio: amount of credit outstanding, excluding reverse repos. Deposits: excluding repos (intra-
KBC Group transactions excluded in both óLoan portfolioô and óDepositsô figures). The loan portfolios of companies scheduled for divestment have 
been reallocated to the Group Centre. The number of corporate branches in Belgium includes CBC Banqueôs main branches (succursales). The 
number of corporate branches abroad relates to bank branches and representative offices of KBC Bank, KBC Bank Deutschland and KBC Bank 
Ireland.  
 
 
 
 
Strategy and activities 

 
The Merchant Banking Business Unit comprises both the market activities (money market business, capital 
market products, stockbroking, corporate finance, etc.) and corporate banking (lending, cash management, 
payments, trade finance, leasing, factoring, etc.) for customers in Belgium and abroad, provided there is a link 
with KBCôs home markets in Belgium or Central Europe. Activities with other professional or institutional 
counterparties depend on the degree to which they support the groupôs core activities.  
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Services are provided via a network of 13 KBC Bank corporate centres and 13 CBC Banque succursales in 
Belgium, 24 establishments abroad (slightly fewer than at year-end 2010) and various specialised service-
providers and subsidiaries. KBC Bank Ireland also belongs to the Merchant Banking Business Unit, but its 
activities are discussed separately below. KBCôs share of the Belgian corporate credit market is estimated at 
about 24%.  
 
Operations abroad have been reoriented to the maximum possible extent to supporting customers from the home 
markets. Any activities falling outside that remit have been either terminated or scaled back. Various activities 
have already been sold in 2010 and 2011 (including KBC Peel Hunt, certain subsidiaries of KBC Securities and 
various activities of KBC Financial Products, KBC Business Capital, etc.) and the portfolio of KBC Private Equity 
continued to be divested. The results of companies scheduled for divestment have been reallocated to the results 
for the Group Centre, More information on the divestments already completed can be found in the óGroup Centreô 
section.  
 
A number of activities at branches abroad have also been or will be run down, since a considerable portion of the 
loan portfolio of those branches related to purely local foreign corporate clients or to niche activities which had no 
natural link with KBCôs customer base in its home markets. The group had made exceptionally good progress by 
year-end 2011 with the reduction of this international loan portfolio, and that has helped reduce the risk-weighted 
assets of the corporate banking activities by some 9 billion euros in the space of two years. A number of branches 
abroad have also been closed in the past few years.  
 
In addition to its presence in Belgium, KBC Securities ï a subsidiary of KBC specialising in stockbroking, 
securities services and corporate finance ï has a number of establishments in Central and Eastern Europe, 
where it is one of the larger regional players. However, as part of the groupôs strategic refocus on its home 
markets, management buyouts were agreed in 2011 for KBC Securitiesô Serbian and Romanian activities. 
Innovation is very important to KBC Securities. Mid-2011, for instance, saw the launch in Belgium of the 
completely revamped KBC Securities Trader platform, featuring rapid order routing and the possibility of 
integration with the existing Bolero platform. Innovation and the ability to adapt are also of paramount importance 
to the business unitôs other departments. For instance, as a major Belgian bank, KBC is increasingly involved in 
Public Private Initiatives. Examples include participation in the construction of the worldôs biggest lock, the 
Deurganckdok lock in Antwerp, and a number of medium-sized projects, such as the building of regional road 
links.  

 
Ireland 

 
The international portfolio includes an Irish loan portfolio of around 17 billion euros at KBC Bank Ireland. Most of 
this portfolio (approximately three quarters) relates to mortgage loans, and the rest is more or less equally divided 
across SME and corporate loans and loans related to real estate investment and development. Irelandôs domestic 
market did not recover as well as expected in 2011 and the austerity measures are putting pressure on Irish 
households. This ï in combination with the difficult economic situation ï means that the climate on the credit 
market remains challenging. The situation is exacerbated by the unrelenting downward pressure on underlying 
asset values and by mounting financing costs which in turn are leading to higher interest rates, which are exerting 
pressure on borrowers. This led on balance to additional loan loss provisions of about 0.5 billion euros being set 
aside in 2011, on top of the 0.5 billion euros in 2010. At the end of 2011, some 17.7% of the total Irish loan 
portfolio was non-performing, compared with 10% at year-end 2010. The credit cost ratio came to 301 basis 
points in 2011 and the cover ratio for the Irish portfolio (all loan loss provisioning relative to the non-performing 
loan portfolio) to 42%. The group is also taking account of relatively high impairment charges for the Irish portfolio 
in 2012.  
 
Focus on the future 

 

ü Facilitating sustainable growth and developing merchant banking operations in the core markets.  
ü Defending the strong corporate banking position in the Belgian market. 
ü Optimising the product offering based on customer needs, the capital charge and the impact on liquidity. 

ü Continuing to run down and critically evaluate non-core activities in implementation of the groupôs strategic 
plan.  

ü Close monitoring of the situation in Ireland. 
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Shared Services & Operations Business Unit 

 
 
 

   Description 
 

This business unit provides support to and serves as a product provider for the other business units. It 
encompasses a number of divisions that provide products and services to the entire group. The main divisions 
belonging to this unit in 2011 were Asset Management, Payments, Consumer Finance, Trade Finance, ICT, 
Leasing and Organisation.  
 

   Position in 20111 
 

Share of the market for investment funds: 39% in Belgium, 31% in the Czech Republic, 10% in Slovakia, 4% in 
Poland and 20% in Hungary 

More than 1 billion payment transactions in the home markets 

Share of the market for documentary credit: 27% in Belgium, 26% in the Czech Republic, 16% in Slovakia and 
16% in Hungary 

Share of the lease market: 13%
2 

and 20%
3
 in Belgium, 13% in the Czech Republic, 15% in Slovakia and 3% in 

Hungary 

Share of the consumer finance market: 7% in Belgium, 8% in the Czech Republic, 4% in Slovakia, 4% in Hungary 

   Contribution to results 
 
No result is reported for this business unit as all its income and expenses are allocated to the groupôs other units. 

 
1 Market shares and number of payment transactions are based on own estimates. Payment transactions: card and cash transactions, domestic 

and cross-border credit transfers and international cash management. Consumer finance market: the figure for Belgium is solely for revolving 
credit cards.  

2 Full-service car leasing. 
3 General leasing. 

 
 

Strategy and divestments 

 
The mission of the Shared Services & Operations Business Unit is to provide its internal customers (e.g., the 
groupôs distribution channels) and external customers with quality service at a competitive price. Consequently, 
initiatives are constantly being taken to increase efficiency and the quality of service on the one hand, and to 
reduce costs on the other. To achieve this goal, the óLean' project was launched in mid-2010. Lean aims to create 
a culture of continuous improvement, where everybody takes responsibility for identifying and eliminating waste, 
so that ultimately maximum value is created for the customer. The objective is that all the relevant divisions 
operate according to the projectôs principles by the end of 2012. 
 
In accordance with group strategy, this unitôs geographical focus is on the home markets in Belgium and in 
Central and Eastern Europe, with activities elsewhere being largely run down. Examples include the sale of KBC 
Asset Managementôs Irish and UK operations in 2010, and the sale of KBC Asset Managementôs stake in KBC 
Concord (Taiwan) in 2011 and in KBC Goldstate (China) at the start of 2012. KBC Lease Group sold its 
operations in Romania (INK), Spain and Italy. As part of the scheduled divestment of Kredyt Bank and WARTA in 
Poland, KBC Asset Management signed an agreement with both companies to acquire their shares (30% in each 
case) in Polish asset manager, KBC TFI. This deal means that KBC Asset Management has become the sole 
owner of KBC TFI and will continue to operate on the Polish market.  
 
Product and process optimisation 

 
Like the groupôs other entities, the divisions belonging to this business unit continually strive to improve service by 
exploiting synergies and sharing best practices. At Payments, for instance, certain Central and Eastern European 
countries have been connected to a central SWIFT hub and to the group platform for international payments, 
while a shared service centre has been established at Brno in the Czech Republic to centralise a number of 
activities and processes that are currently carried out at various locations across the group. The launch of the new 
twin data centre near Budapest, which will gradually replace the groupôs 20-plus data centres in Central and 
Eastern Europe, is a good example at ICT. The product offering is also regularly screened and optimised in 
consultation between the product developers in this business unit and the distribution network in the different 
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countries and markets in which the group is active. This collaboration is set out in concrete service level 
agreements, with clear commitments and objectives.  
 
Asset Management once again developed numerous innovative investment products, among them the KBC 
Participation Flexible Portfolio formula, an investment strategy that chooses in a highly active and controlled way 
between equity and bond investments. Another example is the KBC Life MI Inflation product range, which 
generates an inflation-linked return on top of a fixed return. Consumer Finance also launched several new 
products, including the KBC Visa Vision and KBC MasterCard Globe cards in Belgium. Its successful business 
model (focusing on sales through banks) ï which had already been rolled out in Belgium, the Czech Republic and 
Poland ï was also implemented in Hungary and launched in Slovakia in 2011.  
 
The business unitôs approach has proved successful, as illustrated for instance by persistently strong shares of 
the investment fund market in Belgium and Central and Eastern Europe, where the group performs much better 
than with traditional loan and deposit products. The group also picked up another set of awards in 2011, including 
Global Finance magazineôs óBest Trade Finance Bank in Belgiumô title for KBC Bank. KBC Asset Managementôs 
funds also featured regularly among fund awards in Belgium and elsewhere. And KBC won the óbest Belgian 
distributorô prize at the 2011 European Euromoney Structured Retail Products Awards. 
 

Research & Development  
 

New products and services are constantly being developed within the group to align the offering as closely as 
possible with market demand. That was also the case in 2011. A new process was rolled out across the group to 
support research and development of new products even more effectively. This process enhances the efficiency 
with which approval is sought for new product launches and entails a thorough analysis of all relevant risks, with 
actions proposed where appropriate to avoid or manage those risks. Moreover, all products are subject to regular 
review, so that existing products can be adapted to evolving customer needs and changing market conditions. 
Besides the projects and products mentioned in this section, various examples of new product developments in 
2011 are provided in the other sections of this annual report, and include KBC Securities Trader and several new 
mobile banking applications. New products and services are often developed in tandem with new software. 
Details of software developed in-house can be found in Note 30 of the óConsolidated financial statementsô. 
 

Focus on the future 
 

ü Continuing to implement the Lean optimisation programme in Consumer Finance, Payments, Asset 
Management, Lease and ICT, with full implementation by the end of 2012.  

ü Achieving groupwide synergies, including by means of extending the Shared Service Centre to certain 
operational activities within the group. 

ü Establishing a distributed operating model for grouping together similar sub-activities of various group entities 
(e.g., contract management and transfer pricing management). 
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Group Centre 
 

   Description 
 
The Group Centre includes the results of a small portion of the results of KBC Bank NV not attributable to the 
other business units and elimination of intersegment transactions. It also contains the results of companies 
designated for divestment under the strategic plan. The most important of these are Centea, Absolut Bank, the 
minority interest in Nova Ljubljanska banka, Kredyt Bank, KBC Financial Products, KBC Peel Hunt, Antwerp 
Diamond Bank and KBC Bank Deutschland. Sale agreements were reached or completed for several divestments 
in 2010 and 2011.  
 

   Status in 2011* 
 

Agreed or completed sales: various specialised merchant banking activities of KBC Financial Products, KBC Peel 
Hunt, the UK and Irish operations of KBC Asset Management, KBC Securities Baltic Investment Company, KBC 
Business Capital, Centea, KBC Concord Asset Management, KBC Goldstate (2012) and the Serbian and 
Romanian activities of KBC Securities. For Kredyt Bank (2012), see below. The main companies and activities 
still to be divested account for a loan portfolio of 13 billion euros and for 9 billion euros in deposits. 

   Contribution to results 

Net result under IFRS of 100 million euros. Underlying net result of 28 million euros. 
 
 

* Loan portfolio: amount of credit outstanding, excluding reverse repos. Deposits: excluding repos (intra-KBC Group transactions excluded in both 
óLoan portfolioô and óDepositsô figures).   

 

Divestments 

 
A brief description of the divestments completed in 2010 and 2011 under KBC Groupôs (and especially KBC 
Bankôs) new, more focused strategy is set out below. Although a number of companies belong to business units 
other than the Group Centre, they are also included here for the sake of completeness.  
 
The main activities and group companies belonging to KBC Bank that were sold in 2010 were: 

¶ KBC Peel Hunt 

¶ Various specialist merchant banking activities of KBC Financial Products (e.g., convertible bonds, Asian equity 
derivatives, insurance derivatives and reverse mortgages) 

¶ KBC Asset Managementôs UK and Irish operations 

¶ KBC Securities Baltic Investment Company 

¶ KBC Business Capital 
 

The main activities and group companies that were sold in 2011 and at the start of 2012 were: 

¶ Centea 

¶ KBC Concord Asset Management and KBC Goldstate 

¶ KBC Securitiesô Serbian and Romanian activities 

¶ Kredyt Bank (see below) 

 
In the middle of 2011, KBC Group NV and Landbouwkrediet Group finalised the sale of Centea for 527 million 
euros. In addition to the sale price, KBC received a dividend of 66 million euros from Centea for financial year 
2010. The deal freed up around 0.4 billion euros of capital for KBC, primarily by reducing risk-weighted assets by 
4.2 billion euros, which boosted KBC Bankôs tier-1 ratio by some 0.5%. The gain on this deal was limited. 
 

A sale agreement was reached in April 2011 with Value Partners Ltd. concerning KBC Asset Managementôs 
55.46% stake in KBC Concord Asset Management Co. Ltd. in Taiwan. The deal was completed on 10 August 
2011. Early in 2012, another agreement was reached with Value Partners Ltd., this time for the sale of KBC Asset 
Management's 49% shareholding in KBC Goldstate in China. In August 2011, KBC Securities completed the 
divestment of its operations in Serbia and Romania, by concluding buy-out deals with the local management 
teams. The impact of these sales on KBCôs earnings and capital was negligible. 
 
In February 2012, Banco Santander SA and KBC announced that they had agreed to merge Bank Zachodni WBK 
SA and Kredyt Bank SA in Poland. With almost 900 branches and more than 3.5 million retail customers, the 
merged bank will be Polandôs third largest in terms of deposits, loans, number of branches and profit. Following 
the proposed merger, Santander will own approximately 76.5% of the merged bank and KBC around 16.4%. 
Banco Santander has undertaken to help KBC reduce its stake in the merged bank from 16.4% to below 10% 
immediately after the merger. In addition, KBC intends to sell its remaining stake. Following the deconsolidation of 
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Kredyt Bank as a result of the proposed merger, and after the committed reduction of KBCôs holding to below 
10% shortly after registration of the merger, approximately 0.7 billion eurosô worth of capital will be released 
(based on market valuations at the time the deal was announced), predominantly based on a reduction in risk-
weighted assets. This will have a positive impact on KBCôs tier-1 capital of around 0.8%, or 0.9% when the group 
sells its entire shareholding (both percentages calculated at year-end 2011 at the level of KBC Group). Moreover, 
based on market valuations at the time it was announced, the deal will positively affect KBC's income statement 
by some 0.1 billion euros, which will be recognised when it is completed. The merger is subject to independent 
evaluation by Bank Zachodni WBK and Kredyt Bank, and to obtaining regulatory approval from the Polish 
Financial Supervision Authority and relevant competition clearance. Banco Santander has also undertaken to 
acquire ŧagiel, KBCôs consumer finance operation in Poland, at adjusted net asset value and likewise subject to 
obtaining competition clearance. For additional information, see the press release at www.kbc.com. The legal 
information and disclaimer provided in that press release apply in full. 

 
Main group companies still to be divested 

 
Much of the reduction in risk-weighted assets originally planned was completed by the beginning of 2012, due to 
the divestments listed above and the run-down of the international loan portfolio. The principal divestments still to 
be carried out at KBC Bank concern Absolut Bank (Russia), the minority interest in Nova Ljubljanska banka 
(Slovenia), Antwerp Diamond Bank (Belgium), KBC Bank Deutschland (Germany) and a number of other 
activities (private equity, real estate development). Preparatory work for most of these projects has already 
started. Moreover, an agreement was reached with the European Commission to extend the original deadline for 
the sale of Antwerp Diamond Bank and KBC Bank Deutschland.  
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 Corporate social responsibility 
 
Corporate social responsibility (CSR) is a long-term process which requires ongoing adaptation of and 
improvement in the way a company conducts its business, not only for the purpose of making a financial profit, 
but in response to the increasing demands for transparency and accountability placed on the company by its 
stakeholders (employees, customers, shareholders, suppliers, etc.) and by society as a whole. KBCôs vision on 
CSR is embedded in its mission statement, and more specific commitments are set out in KBCôs Principles for 
Socially Responsible Business. For a number of years now, the group has also been publishing an annual 
Corporate Social Responsibility Report, which deals with its vision and achievements in this area. This report 
provides group-wide information on CSR, including quantitative data on staff and the groupôs ecological footprint. 
It is compiled in accordance with the reporting requirements set out in the Global Reporting Initiative G3 
Guidelines and the United Nations Global Compact principles, and is available at www.kbc.com.  
 
At the beginning of 2012, the group decided it would publish a broader Report to Society, dealing with all the 

society-related themes encountered in its business operations of the past year. 
 

Examples of initiatives on the CSR front in 2011 
 

As in previous years, KBC embarked on various new initiatives in the field of CSR in 2011, more details of which 
appear in the CSR Report. A few examples of the initiatives taken and the awards received for environmental and 
community involvement are listed below. 
 

¶ At the end of 2011, a new Climate Change Policy was approved for the entire group, illustrating KBC 

Groupôs commitment to reduce its impact on the environment. In its daily operations, for instance, the group 
aims to focus on energy efficiency, offsetting greenhouse gases emitted by its fleet of lease cars used for 
commuting, monitoring new trends in science and technology, and encouraging its employees to be more 
environmentally aware. It also wants to devote more attention to its impact on climate change through its 
choice of suppliers and its offering of products and services. The Climate Change Policy is part of the CSR 
Action Plan approved at the start of 2011. 

¶ KBC Belgium was among the worldôs 100 greenest companies, coming 98th in Newsweekôs 2011 óGreen 

Rankingsô and making it the highest placed of any Belgian company.  

¶ Through its social sponsorship activities, KBC focuses on projects in the area of health and road safety, with 
the emphasis on prevention. It has partnered the Belgian road safety campaigns Levenslijn and Mobiel 21 
for some years now. In 2011, KBC also became the partner of óVelocitieô ï a new cycling project initiated by 
Stichting Vlaamse Schoolsport that encourages youngsters to use their bikes actively and safely.  

¶ The óFoundation Programme of Educationô at KBCôs Czech subsidiary ĻSOB supported a number of 
projects to promote financial literacy. One million Czech koruna was shared by 11 relevant projects 
submitted in 2011.  

¶ KBC teamed up with the University of Antwerp to launch an initiative focusing on financial risk management, 
a topical issue in the financial sector. The result of this collaboration saw the creation of the KBC Chair in 
Risk Management in February 2011. The group also focuses attention on financial education in its other 
home markets. In Hungary, for instance, K&H Bank organised óK&H Ready, Steady, Moneyô, a nationwide 
competition to test students' financial knowledge. 

¶ To strengthen team spirit, KBC's entities and branches in Belgium organise an annual team event. Under 
the KBC4Society initiative launched in September 2011, rather than organising the usual type of event, they 
can now dedicate their allocated time and budget to a project offering added social, cultural or ecological 
value. KBC is working on this initiative with Time4Society, a non-profit organisation that has been involved 
with projects of this kind at other companies for some time now.  

¶ As in previous years, KBC again collaborated with the Red Cross in a blood donation campaign (Give blood, 
give life), organising a number of blood donation sessions at its head offices in Belgium.  
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Environmental efficiency data for the KBC group in Belgium (per FTE)  2010 2011 

Energy consumption (in GJ)   

          Electricity 24.3 21.3 

                  Provided by renewable energy sources 100% 100% 

          Fossil fuels (gas and heating oil) 15.0 12.6 

Distances travelled (in km)   

          Commuter travel 9 542 9 175 

          Business travel 5 294 5 388 

Paper and water consumption    

          Paper (in tonnes) 0.17 0.14 

          Water (in m
3
) 9.3 8.2 

Greenhouse gas emissions (in tonnes) 2.2 1.9 

 

 
Employees 
 
 
Employee satisfaction is important for attracting and keeping motivated staff. In an external survey organised by 
the Vlerick Leuven Gent Management School and the Great Place to Work

®
 Institute in 2011, KBC was again 

recognised as one of the ten óBest Employers in Belgiumô. It also received a Lifelong Learning award for its 
training initiatives. KBC conducts annual employee satisfaction surveys of its own, too, and uses the findings to 
take selective measures.  
 
By continually assessing and adjusting its remuneration policy to take account of the latest labour-market trends, 
KBC aims to increase its employeesô potential for development and to pay them a salary that is commensurate 
with their performance. In 2011, KBC embarked on a thorough updating of its HR policy in Belgium, which it called 
óHRinEvolutionô. Progress was made on updating the job classification system, on a new policy on developing 
talent, on the career growth path of new junior managerial staff and on alternative remuneration schemes. An 
example in this particular area is the ócafeteria planô, where staff can opt for a salary-only package or a salary 
package plus benefits they choose themselves. The updated HR policy will be rolled out to managerial staff in 
2012. Sensitive to its employeesô mobility problems, KBC runs projects for staff to work locally or from home, 
organises free shuttle buses between railway stations and head office buildings, encourages carpooling, cycling 
and the use of public transport, and is working on making its vehicle fleet more environmentally friendly.  
 
In its staff regulations, its selection and promotion policy, as well as in its performance appraisal systems, KBC 
Bank does not make any distinction whatsoever on the grounds of sex, religion, ethnic background or sexual 
orientation. Equal treatment of employees is also addressed in the KBC Code of Conduct and in the various anti-
discrimination manifestos and charters KBC has endorsed.  
 
The group devotes considerable attention to the training of its employees and offers them an extensive range of 
development opportunities. They can choose from a number of training programmes which complement and 
reinforce each other, including conventional training courses, individual study, e-learning, learning on the job and 
mentoring. Developmental needs are also an important element in the annual performance appraisal reviews held 
between employees and their managers.  
 
The KBC group works very closely with the employee organisations, holding talks with the works council and its 
committees, and consulting with the health and safety committees and union representatives. This consultation 
led, for example, to collective labour agreements for the period 2012-13 on purchasing power and employment. 
Representatives from its establishments in Central and Eastern Europe also participate in the European Works 
Council. 
 
In 2011, the total average number of employees at KBC Bank fell further to under 38 000 full-time equivalents. 
Note 10 in the óConsolidate financial statementsô section contains information on the average number of persons 
employed at KBC Bank. At the end of 2011, the breakdown of the workforce at KBC Bank was as follows: 38% 
men/62% women; 88% in full-time employment/12% in part-time employment; average age of 39; and average 
seniority of 10.9 years. 
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Value and risk management 
 

 
 
 
Mainly active in banking and asset management, KBC Bank is exposed to a number of typical industry-specific 
risks and uncertainties such as ï but not exclusively ï credit default risk (including country risk), movements in 
interest rates and exchange rates, liquidity risk, operational risk, exposure to emerging markets, changes in 
regulations, customer litigation, as well as the economy in general. Moreover, it is exposed to business risks 
where not only the macroeconomic environment, but also the ongoing restructuring plans may have a negative 
impact on asset values or could generate additional charges beyond anticipated levels. Obviously, the activities of 
a large financial group are inherently exposed to other risks that only become apparent with the benefit of 
hindsight.  
 
This section of the annual report focuses on KBC Bankôs risk governance and most of the material risks it faces, 
namely credit risk, market risk, liquidity risk, operational risk, as well as its capital adequacy. 

 

The information in this section that forms part of the IFRS financial statements has been audited by the statutory 
auditor, viz.: 
¶ the entire óRisk governanceô section; 

¶ parts of the óCredit riskô section, namely the introduction, óManaging credit riskô, the óLoan and investment 
portfolio, KBC Bankô table (audited parts are indicated in the footnote to the table), the tables regarding the 
loan and investment portfolio of KBC Bank Ireland and K&H Bank, the óOther credit exposure, KBC Bankô and 
óOverview of exposure to sovereign bondsô;  

¶ parts of the óMarket risk in non-trading activitiesô section, namely the introduction, óManaging market risk in 
non-trading activitiesô, óInterest rate riskô (except for the óImpact of a parallel 100-basis-point increase in the 
yield curve for KBC Bankô and óForeign exchange riskô;  

¶ the óLiquidity riskô and óMarket risk in trading activitiesô sections in their entirety;  

¶ parts of the óCapital adequacyô section, the introduction, óManaging solvencyô and the table in óSolvency KBC 
Bankô (audited parts are indicated in the footnote to this table). 

Please note: 

¶ Following the change to the strategic plan in mid-2011 (see the óStrategyô section), the breakdown of some 
figures into business units has been changed with retroactive effect in order to enhance comparability. 

 

Extensive information regarding KBC 

Groupôs value and risk management can be 
found in the  

Risk Report for 2011 at www.kbc.com 
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Risk governance 
 
At KBC Group, a group-wide approach is taken to value and risk management, implying that the value and risk 
management of KBC Bank, as a subsidiary of KBC Group, is encompassed by this approach and inextricably 
linked to the value and risk management of other subsidiaries (such as KBC Insurance and KBP EPB). The 
section below focuses on the risk management of the banking activities. 

 
KBCôs risk governance model is characterised primarily by: 

¶ the Board of Directors (assisted by the Audit, Risk and Compliance Committee (ARC Committee)) which sets 
the risk appetite each year, monitors risks and proposes action, where necessary. More information on the 
Board of Directors and the ARC Committee can be found in the section entitled óCorporate governance 
statementô.  
¶ an integrated, Executive-Committee-centred architecture that links risk appetite, strategy and performance goal 

setting via capital allocation to limits and targets. Along with a consequential monitoring process, this creates 
the parameters for the business to take risks autonomously within the overall strategic choices and risk appetite 
of the group. 
¶ the Group Risk and Capital Oversight Committee, the activity-based Asset/Liability Management Committee 

(ALCO), the Group Risk Management Committee and activity-based risk subcommittees that leverage the time 
of the Executive Committee. 

¶ a single, independent, group-wide risk function that comprises the Group Chief Risk Officer (CRO), local CROs, 
and group and local risk functions. 

¶ risk-aware business people, who act as the first line of defence for conducting sound risk management in the 
group. The Risk and Compliance functions act as the second line of defence, while Internal Audit is the third 
line. 

 
Relevant risk management bodies and control functions: 

¶ Group Executive Committee: 
o makes proposals to the Board of Directors about risk and capital strategy, and about risk 

appetite; 
o agrees on the risk and capital governance framework to be implemented throughout the group; 
o allocates capital to activities in order to maximise the risk-adjusted return; 
o monitors the groupôs major risk exposure to ensure conformity with the risk appetite. 

¶ Group Risk and Capital Oversight Committee (GRCOC): 
o monitors the integrated risk profile to ensure consistency with risk limits and risk appetite, and 

recommends mitigating actions to the Group Executive Committee when the risk exposure is 
not in line with these limits or risk appetite. 

o advises the Group Executive Committee on all decisions or matters that (may) involve material 
risks and takes autonomous decisions on less material risks. 

o The permanent committee members are the Group CRO and Group Chief Finance Officer, the 
senior general managers of the Group Value and Risk Management Directorate and Group 
Finance, the Group Treasurer, the general manager of the Group Strategy Unit and senior 
business managers. 

o Four activity-based risk subcommittees (lending, trading, insurance and internal control) support 
the GRCOC in its tasks. At least one member of the Group Executive Committee sits on each 
subcommittee, with the Group CRO acting as chairman. Besides comprising members of the 
Group Executive Committee, the subcommittees contain the senior general manager of the 
Group Value and Risk Management Directorate and the (senior) managers of the relevant 
business activities. These subcommittees have been granted decision rights. 

¶ Group Risk Management Committee: 
o monitors and ensures the adequacy of risk and capital governance, and informs the Group 

Executive Committee on gaps and inefficiencies; 
o makes recommendations to the Group Executive Committee about material changes to the risk 

and capital governance frameworks, and decides on non-material changes to these frameworks 
on an autonomous basis; 

o manages and supervises model frameworks and their implementation; 

o The permanent members of this committee are the Group CRO, the senior general manager of 
the Group Value and Risk Management Directorate and local CROs. The business is heard via 
the local CROs or by inviting the relevant senior managers themselves to provide input on all 
topics and/or frameworks that affect them. 

¶ Local Chief Risk Officers (LCROs) are situated throughout the group according to a logical segmentation based 
on entity and/or business unit. Close collaboration with the business is assured since they take part in the local 
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decision-making process. Independence of the LCROs is achieved through a direct reporting line to the Group 
CRO.  
¶ Group risk function (within the Group Value and Risk Management Directorate), which among other things 

monitors risks and capital at an overarching group-wide level, develops risk models (while business models are 
developed by business), performs independent (thus segregated from the modelling staff) validations of all the 
risk and business models developed, develops group-wide frameworks, gathers group-wide warnings and 
observations for the GRCOC, and advises/reports on issues handled by the Group Executive Committee and 
the risk committees. 
¶ Group Internal Audit Division, which is responsible for audit planning and thus audits the compliance of the risk 

management framework with legal and regulatory requirements, the efficiency and the effectiveness of the risk 
management system and its compliance with the risk management framework, as well as the way in which line 
management handles risks outside this formal framework. 

¶ New and Active Product Process, which establishes a smooth, but robust and transparent process for approving 
new products and (regularly) reviewing existing products, whereby commercial issues are balanced against risk 
and operational issues.  

 
 

  

GroupExecutive 

Committee 
(Group CRO)

Board of Directors

Group Risk 
Management 
Committee

Group Risk Capital 
and Oversight 

Committee

Group Internal 
Control Committee

Group Insurance 
Subcommittee

Group Trading 
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Group Lending 
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Group Value and 
Risk Management
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Compliance 
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Local Value and 
Risk Management
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Credit risk 
 
Credit risk is the potential negative deviation from the expected value of a financial instrument arising from the 
non-payment or non-performance by a contracting party (for instance, a borrower, guarantor, insurer or re-insurer, 
counterparty in a professional transaction or issuer of a debt instrument), due to that partyôs insolvency, inability or 
lack of willingness to pay or perform, or to events or measures taken by the political or monetary authorities of a 
particular country (country risk). Credit risk thus encompasses default risk and country risk, but also includes 
migration risk which is the risk for adverse changes in credit ratings. 
 

Managing credit risk 
 
Credit risk is managed at both transactional and portfolio level. Managing credit risk at the transactional level 
means that there are sound processes, tools and applications in place to identify and measure the risks before 
and after accepting individual credit exposures. Limits and delegations (based on parameters such as internal risk 
class, type of counterparty) are set to determine the maximum credit exposure allowed and the level at which 
acceptance decisions are taken. Managing the risk at portfolio level encompasses inter alia periodic measuring 
and analysing of risk embedded in the consolidated loan and investment portfolios and reporting on it, monitoring 
limit discipline, conducting stress tests under different scenarios, taking risk mitigating measures and optimising 
the overall credit risk profile. 

CREDIT RISK MANAGEMENT AT TRANSACTIONAL LEVEL  
 
Sound acceptance policies and procedures are in place for all kinds of credit risk exposure. The description here 
is limited to exposures related to traditional loans to businesses and to lending to individuals, as these account for 
the largest part of the groupôs credit risk exposure. 
 

Lending to individuals (e.g., mortgages) is subject to a standardised process, during which the output of scoring 
models plays an important role in the acceptance procedure. Lending to businesses is subject to a more 
integrated acceptance process in which relationship management, credit acceptance committees (cf. delegations) 
and model-generated output are taken into account.  
 

For most types of credit risk exposure, monitoring is determined primarily by the risk class, with a distinction being 
made based on the Probability of Default (PD) and the Loss Given Default (LGD). The latter reflects the estimated 
loss that would be incurred if an obligor defaults, the likelihood of which is estimated as the PD. 
 

In order to determine the risk class, KBC has developed various rating models for measuring how creditworthy 
borrowers are and to estimate the expected loss of various types of transactions. A number of uniform models are 
used throughout the group (models for governments, banks, large companies, etc.), while others have been 
designed for specific geographic markets (SMEs, private individuals, etc.) or types of transaction. The same 
internal rating scale is used throughout the group. 
 

The output generated by these models is used to split the normal loan portfolio into internal rating classes ranging 
from 1 (lowest risk) to 9 (highest risk) for the PD. A defaulted obligor is assigned an internal rating ranging from 
PD 10 to PD 12. PD class 12 is assigned when either one of the obligor's credit facilities is terminated by the 
bank, or when a court order is passed instructing repossession of the collateral. Class 11 groups obligors that are 
more than 90 days past due (in arrears or overdrawn), but that do not meet PD 12 criteria. PD class 10 is 
assigned to obligors for which there is reason to believe that they are unlikely to pay (on time), yet are still 
performing and do not meet the criteria for classification as PD 11 or PD 12.  
 

Loans to large corporations are reviewed at least once a year, with the internal rating being updated, as a 
minimum. If ratings are not updated in good time, a capital add-on is imposed. Reviews of loans to small and 
medium-sized enterprises are based primarily on risk signals (such as a significant change in the risk class). 
Loans to individuals are screened periodically at aggregate level for review purposes. 
 

For credit linked to defaulted borrowers in PD classes 10, 11 and 12 (impaired loans), KBC records impairment 
losses based on an estimate of the net present value of the recoverable amount. This is done on a case-by-case 
basis (and on a statistical basis for smaller credit facilities). In addition, for non-defaulted credit in PD classes 1 to 
9, impairment losses are recorded on a óportfolio basisô, using a formula based on the IRB Advanced models used 
internally (or an alternative method if an IRB Advanced model is not yet available). 
 

In order to avoid a situation where an obligor facing financial difficulties ends up defaulting, a decision can be 
taken to renegotiate its loans. Renegotiation may involve changing the contractual repayment schedule, lowering 
or postponing interest or fee payments, or some other appropriate measure. At the end of 2011, loans that were 
renegotiated to avoid impairment accounted for some 2.6% of the total loan portfolio (amount outstanding), 
compared with 2.5% at the end of 2010. More details in this regard can be found in the Risk Report for 2011, 
which is available at www.kbc.com.  
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CREDIT RISK MANAGEMENT AT PORTFOLIO LEVEL 

 
Monitoring is also conducted on a portfolio basis, inter alia by means of quarterly reports on the consolidated 
credit portfolio in order to ensure that lending policy and limits are being respected. In addition, the largest risk 
concentrations are monitored via periodic and ad hoc reports. Limits are in place at borrower/guarantor, issuer or 

counterparty level, at sector level and for specific activities or geographic areas. Moreover, stress tests are 
performed on certain types of credit (for instance, mortgages), as well as on the full scope of credit risk. 
 

Whereas some limits are still in notional terms, concepts such as 'expected loss' and 'loss given default' are being 
used as well. Together with the óprobability of defaultô and óexposure at defaultô, these concepts form the building 
blocks for calculating the regulatory capital requirements for credit risk, as KBC has opted to use the Basel II 
Internal Rating Based (IRB) approach. Consequently, the main group entities now adopt an IRB Foundation 
approach and are scheduled to shift to the IRB Advanced approach. Other entities are still preparing for the IRB 
Foundation and Advanced approaches, while ónon-material entitiesô will continue to adopt the Basel II 
Standardised approach.  
 

Overview of credit risk exposure 
 

The credit risk related to KBC Bankôs investments in structured credit products, government bonds, and KBC 
Bankôs Irish and Hungarian portfolios are examined in greater detail in separate sections below. 

 
The main source of credit risk is the loan and investment portfolio, as summarised in the following table. This 
portfolio is mainly the result of what can be considered as pure, traditional lending activities. It includes all retail 
lending such as mortgage loans and consumer loans, all corporate lending such as (committed and uncommitted) 
working capital credit lines, investment credit, guarantee credit and credit derivatives (protection sold) and all non-
government debt securities in the investment books. The table excludes other credit risks, such as trading 
exposure (issuer risk), counterparty risk associated with interprofessional transactions, international trade finance 
(documentary credit, etc.) and government bonds. These items are described separately below. 
The loan and investment portfolio as defined in this section differs significantly from óLoans and advances to 
customersô in Note 14 of the óConsolidated financial statementsô section (that particular heading, for instance, 
does not include loans and advances to banks, guarantee credit and credit derivatives, the undrawn portion of 
credit lines or corporate and bank bonds, but does include repurchase transactions with non-banks). The loan and 
investment portfolio is broken down according to different criteria in the table below. 
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Loan and investment portfolio, KBC Bank 31-12-2010 31-12-2011 

Total loan portfolio (in billions of EUR)   

Amount granted 191.9 185.9 

Amount outstanding 161.1 155.7 

Loan portfolio breakdown by business unit (as a % of the portfolio of credit granted)   

Belgium 31% 34% 

Central & Eastern Europe 18% 19% 

Merchant Banking 36% 37% 

Group Centre (including planned divestments) 15% 10% 

Total 100% 100% 

Loan portfolio breakdown by counterparty sector (as a % of the portfolio of credit granted)
1   

Private individuals 37% 36% 

Financial and insurance services 7% 6% 

Governments 3% 4% 

Corporates 52% 54% 

     Non-financial services 10% 10% 

     Retail and wholesale trade 8% 8% 

     Real estate 7% 7% 

     Construction 5% 5% 

     Other
2 22% 23% 

Total 100% 100% 

Loan portfolio breakdown by region (as a % of the portfolio of credit granted)
1   

Western Europe 68% 68% 

Central and Eastern Europe (including Russia) 24% 25% 

North America 5% 4% 

Other 3% 3% 

Total 100% 100% 

Loan portfolio breakdown by risk class (part of the portfolio, as a % of the portfolio of credit granted)
1, 3   

PD 1 (lowest risk, default probability ranging from 0.00% up to, but not including, 0.10%) 25% 27% 

PD 2 (0.10% ï 0.20%) 12% 12% 

PD 3 (0.20% ï 0.40%) 18% 17% 

PD 4 (0.40% ï 0.80%) 15% 15% 

PD 5 (0.80% ï 1.60%) 11% 11% 

PD 6 (1.60% ï 3.20%) 8% 7% 

PD 7 (3.20% ï 6.40%) 6% 5% 

PD 8 (6.40% ï 12.80%) 2% 2% 

PD 9 (highest risk, Ó 12.80%) 3% 3% 

Total 100% 100% 

Impaired loans
4
 (PD 10 + 11 + 12; in millions of EUR or %)   

Impaired loans 10 928 11 205 

Specific impairment  4 656 4 850 

Portfolio-based impairment (i.e. based on  PD 1 to 9) 351 341 

Credit cost ratio   

     Belgium Business Unit 0.15% 0.10% 

     Central & Eastern Europe Business Unit 1.16% 1.59% 

               Czech Republic 0.75% 0.37% 

                Slovakia 0.96% 0.25% 

                Hungary 1.98% 4.38% 

                Bulgaria 2.00% 14.73% 

     Merchant Banking Business Unit 1.38% 1.36% 

     Group Centre (including planned divestments) 1.17% 0.36% 

     Total 0.91% 0.83% 
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The following additional information has been provided for the loan and investment portfolio in Ireland and 
Hungary, due to the specific situation on these markets.  

  31-12-2010 31-12-2011 

KBC Bank Ireland (Ireland) ï loan and investment portfolio
1    

Total portfolio (outstanding, in billions of EUR)  17 17 

Breakdown by loan type    

     Home loans  76% 77% 

     SME & corporate loans  13% 12% 

     Real estate investment and real estate development  11% 11% 

Breakdown by risk class    

     Normal performing PD (1-9)  87% 78% 

     Impaired, still performing (PD 10)  3% 4% 

     Impaired, non-performing (PD 11+12)  10% 18% 

Credit cost ratio
2  2.98% 3.01% 

Cover ratio [total impairments (for both performing and non-performing loans)]/[outstanding non-

performing loans]  42% 42% 

Renegotiated distressed loans
3  9% 9% 

K&H Bank (Hungary) ï loan and investment portfolio
1    

Total portfolio (outstanding, in billions of EUR)  7 6 

Breakdown by loan type    

     Retail loans  53% 50% 

              FX mortgage loans  35% 33% 

    SME & corporate loans  47% 50% 

Breakdown by risk class    

     Normal performing PD (1-9)  86% 88% 

     Impaired, still performing (PD 10)  3% 2% 

     Impaired, non-performing (PD 11+12)  8% 10% 

     Unrated  3% 0% 

Credit cost ratio
2  1.98% 4.38% 

Cover ratio [total impairments (for both performing and non-performing loans)]/[outstanding non-

performing loans]  71% 77% 

Renegotiated distressed loans  6% 8% 

1 For a definition, see óOverview of credit risk exposureô (i.e. excluding inter alia government bonds). 
2 Unaudited. 
3 Special attention has also been given to renegotiated distressed loans, i.e. credit that has avoided impairment status by having its terms renegotiated. Besides 
distressed loan renegotiations, it has been a traditional commercial feature at KBC Ireland Homeloans (as is generally the case in the Irish and UK mortgage markets) that 
customers may be offered the possibility of paying interest only for a limited period of time.  
 
 

For K&H Bank, an important issue is the historical forex mortgage lending portfolio, which amounted to 1.9 billion 

euros at year-end 2011. This portfolio was subject to local legislation that permitted such mortgages to be repaid 

in full at a fixed exchange rate that was unfavourable for the bank. As a result, additional impairment charges of 

Non-performing
4
 loans (PD 11 + 12; in millions of EUR or %) 31-12-2010 31-12-2011 

Amount outstanding 6 531 7553 

Specific impairment for non-performing loans 3 273 3864 

Non-performing ratio   

     Belgium Business Unit 1.5% 1.5% 

     Central & Eastern Europe Business Unit 5.3% 5.6% 

     Merchant Banking Business Unit 5.2% 7.8% 

     Group Centre (including planned divestments) 5.8% 5.5% 

     Total 4.1% 4.9% 

Cover ratio   

[Specific impairment on non-performing loans] / [outstanding non-performing loans]   

   Total 50% 51% 

   Total excluding mortgage loans 60% 63% 

[Specific & portfolio-based impairment for performing and non-performing loans]/[outstanding non-performing 
loans]   

   Total 77% 69% 

   Total excluding mortgage loans 96% 89% 

For a definition of the above ratios, see the óGlossary of ratios usedô.   
1 Audited figures. 
2 Individual sector shares not exceeding 3%. 
3 Internal rating scale. 
4 Figures differ from those appearing in Note 17 of the óConsolidated financial statementsô section, due to differences in scope. 
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173 million euros were taken in 2011 (95 million euros of which for losses incurred in 2011 and the remainder for 

further losses in the near term). 
 
Besides the credit risks in the loan and investment portfolio, credit risks arise in other banking activities. The main 
sources of other credit risk are:  
 
Short-term commercial transactions. This activity involves export or import finance (documentary credit, pre-
export and post-import finance, etc.) and only entails exposure to financial institutions. Risks associated with this 
activity are managed by setting limits per financial institution and per country or group of countries. 
 
Trading book securities. These securities carry an issuer risk (potential loss on default by the issuer). Exposure to 
this type of risk is measured on the basis of the market value of the securities. Issuer risk is curtailed through the 
use of limits both per issuer and per rating category. The exposure to asset-backed securities and collateralised 
debt obligations in the trading book is not included in the figures shown in the table, but is reported separately 
(see the 'Overview of outstanding structured credit exposure' section). 
 
Interprofessional transactions (deposits with professional counterparties and derivatives trading). These 
transactions result in counterparty risk. The amounts shown in the table are the groupôs pre-settlement risks, 
measured as the sum of the (positive) current replacement value (ómark-to-marketô value) of a transaction and the 
applicable add-on. Risks are curtailed by setting limits per counterparty. Close-out netting and collateral 
techniques are also used. Financial collateral is only taken into account if the assets concerned are considered 
eligible risk-mitigants for regulatory capital calculations (Basel II).  
 
Government securities in the investment portfolio. Exposure to governments is measured in terms of nominal and 
book value and relates mainly to EU states (particularly Belgium). Limiting caps are in place for so-called non-
home country sovereign bond exposure. They had been supplemented by ówarning signalsô for the home country 
sovereign bond exposure (i.e. exposure to Belgium and the core countries in Central and Eastern Europe), but 
these signals were replaced by limits in 2012. More details on the exposure to government bonds are provided in 
a separate section below. 

 
Other credit exposure, KBC Bank 

 

(in billions of EUR) 31-12-2010 31-12-2011 

Short-term commercial transactions 2.5 2.8 

Issuer risk
1 0.4 0.3 

Counterparty risk in interprofessional transactions
2 12.7 11.6 

Government bonds in the investment portfolio  49.1 34.1 

1 Excluding OECD government bonds with an óA-ô rating or higher. 
2 After deduction of collateral received and netting benefits. 
 
Overview of exposure to sovereign bonds 

 

KBC Bank holds a significant portfolio of government bonds, primarily as a result of the considerable excess 
liquidity position. A breakdown per country is provided in the following table. 
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Overview of exposure to sovereign bonds at year-end 2011, carrying value

1 
(in billions of EUR) 

 
Total 

Breakdown by remaining term to 
maturity 

 Available 
for sale 

Held to 
maturity 

Designated at 
fair value 

through profit 
or loss 

Loans and 
receivables 

Held for  
trading 

Total For 
comparison 
purposes: 

total   
at year-end 

2010 

Amounts 
maturing in 

2012 

Amounts 
maturing in 

2013 

Amounts 
maturing 
in 2014 

and later 

PIIGS countries 
Greece 0.1 0.0 0.0 0.0 0.0 0.1 0.4 0.0 0.0 0.0 

Portugal 0.0 0.1 0.0 0.0 0.0 0.1 0.2 0.0 0.0 0.1 

Spain 1.1 0.0 0.0 0.0 0.0 1.2 1.4 0.4 0.3 0.6 

Italy 1.0 0.3 0.0 0.0 0.0 1.3 5.6 0.1 0.2 1.0 

Ireland 0.1 0.2 0.0 0.0 0.0 0.3 0.3 0.0 0.0 0.3 

KBC home countries 
Belgium  12.2 1.1 3.2 0.0 0.3 16.8 23.2 1.0 3.6 12.3 

Czech 
Republic 1.8 5.0 0.2 0.0 0.9 8.0 9.1 0.6 0.6 6.9 

Hungary 0.3 1.3 0.1 0.2 0.2 2.1 3.1 0.3 0.6 1.3 

Slovakia 0.4 0.6 0.0 0.0 0.1 1.2 1.7 0.1 0.2 0.9 

Bulgaria 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Other countries         

France 0.8 0.8 0.0 0.0 0.0 1.6 1.6 0.0 0.0 1.6 

Poland 1.2 0.8 0.0 0.0 0.0 2.1 3.0 0.3 0.3 1.4 

Germany 0.0 0.0 0.0 0.0 1.0 1.0 1.4 0.7 0.1 0.2 

Austria 0.0 0.2 0.0 0.0 0.0 0.3 0.4 0.1 0.0 0.2 

Netherlands 0.1 0.0 0.0 0.0 0.0 0.1 0.1 0.0 0.0 0.1 

Finland 0.1 0.0 0.0 0.0 0.0 0.1 0.1 0.0 0.0 0.1 

Other
2 1.2 0.1 0.1 0.0 0.4 1.8 2.8 1.4 0.1 0.4 

Total 20.6 10.5 3.6 0.2 3.1 38.0 54.4 4.9 6.0 27.2 

1 Excludes exposure to supranational entities of selected countries. The figures for 2010 have been restated from notional to carrying amounts to 
better represent the actual situation. 
2 Sum of countries whose individual exposure is less than 0.5 billion euros at year-end 2011. 

 
The turbulence on the market for sovereign bonds has not had any relevant impact on KBCôs liquidity position and 
strategy.  
  
As of the second quarter of 2011, KBC Bank considered Greek government bonds to be impaired. As a result of 
the decrease in traded volumes in the third quarter of 2011, KBC decided that a level 1 classification was no 
longer appropriate for these instruments. However, it was still possible to determine the fair value of these bonds 
using observable inputs. Therefore, KBC reclassified its portfolio of Greek government bonds (carrying value of 
0.2 billion euros at 30 September 2011) from level 1 to level 2 (see Note 21 of the óConsolidated financial 
statementsô for more information).  
 
The following impairment was recorded on Greek government bonds for full-year 2011: 

¶ For the available-for-sale portfolio, impairment was calculated as the difference between the amortised cost 
and the fair value at year-end 2011. This resulted in an impairment loss of 170 million euros (before taxes) 
being recognised in the income statement. 

¶ For the held-to-maturity portfolio, impairment was calculated as the difference between the amortised cost and 
the fair value at year-end 2011. This resulted in an impairment loss of 33 million euros (before taxes) being 
recognised in the income statement.  

¶ In total, the carrying value of Greek government bonds on 31 December 2011 averaged 31% of the nominal 
amount of these bonds in the available-for-sale and held-to-maturity portfolios. 

¶ The bonds held in the designated-at-fair-value-through-profit-or-loss and held-for-trading portfolios had 
already been recorded at fair value through profit or loss, which meant no additional adjustment was needed. 

 
No impairment losses were recognised on the sovereign bonds of other European countries, since there was no 
evidence at the time that the future cashflows of these securities would be negatively impacted. 
 
At 31 December 2011, the carrying values of available-for-sale government bonds incorporated a negative 
revaluation. Totalling -95 million euros (after tax), this effect has been included in the revaluation reserve for 
available-for sale financial assets (-42 million euros for Italy, -32 million euros for Spain, and -20 million euros for 
Ireland). 
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The table below provides sensitivity analysis information on the government bond portfolio.  
 
Impact of a parallel 10-basis-point upward shift in government bond yield curves, KBC Bank

1
 (31-12-

2011) 

(in millions of EUR) 

 
Impact on 

equity 
Impact on 

profit or 
loss* 

Weighted 
average 

duration (in 
years) 

Total  -72 -14 4.3 

   of which Belgium  -46 -13 3.9 

*  This impact was largely eliminated as most of the government bonds classified as ódesignated at fair value through profit or lossô were used to hedge the 
mark-to-marking effect of interest rate swaps. 
 
Overview of outstanding structured credit exposure (entire KBC Group) 
 
In the past, KBC Group acted as an originator of structured credit transactions and also invested in such 
structured credit products itself.  
¶ KBC Group (via its subsidiary KBC Financial Products) acted as an originator when structuring CDO deals 

(based on third-party assets) for itself or for third-party investors. For several outstanding transactions, 
protection was bought from MBIA, a US monoline credit insurer (óhedged CDO exposureô in the table). 
¶ KBC Group invested in structured credit products, both in CDOs (notes and super senior tranches), largely 
those originated by KBC itself (óunhedged CDO exposureô in the table) and in other ABS (óother ABS exposureô 
in the table). The main objective at that time was to differentiate risk and to enhance the yield for the 
reinvestment of the insurance reserves and bank deposits it held and was not using for lending purposes. 

 
The reported figures exclude all expired, unwound and terminated CDOs. 
 
KBC Group investments in structured credit products (CDOs and other ABS)*

 

(in billions of EUR) 31-12-2010 31-12-2011 

Total nominal amount 27.2 20.4 

          hedged CDO exposure  14.9  10.9 

          unhedged CDO exposure 7.7 6.4 
          other ABS exposure 4.7 3.1 

Cumulative value markdowns (mid-2007 to date)
* -6.3 -5.5 

         of which value markdowns -5.2 -4.5 

                                           for unhedged CDO exposure -4.2 -4.1 

                                           for other ABS exposure -1.0 -0.4 

         of which Credit Value Adjustment (CVA) on MBIA cover -1.2 -1.0 

* It should be noted that value adjustments to KBC Groupôs CDOs are accounted for via profit or loss (instead of directly via shareholdersô equity), since the groupôs CDOs 
are mostly of a synthetic nature (meaning that the underlying assets are derivative products such as credit default swaps on corporate names). Their synthetic nature is 
also the reason why KBCôs CDOs are not eligible for accounting reclassification under IFRS in order to neutralise their impact.  
. 
 

In 2011, there was a total notional reduction of 6.8 billion euros, due mainly to the: 

¶ Chiswell CDO reaching maturity (-1.4 billion euros of hedged CDO exposure and -0.2 billion euros of 
unhedged exposure). 

¶ Sale of the Avebury CDO (-0.5 billion euros of unhedged CDO exposure). 

¶ Lancaster CDO being unwound (-0.4 billion euros of hedged CDO exposure insured by Channel, and -0.1 
billion euros of unhedged exposure). 

¶ Early termination of the Fulham Road CDO (-1.7 billion euros of hedged exposure and -0.3 billion euros of 
unhedged exposure). 

¶ Sale of KBCôs exposure to the Wadsworth CDO (-0.5 billion euros of hedged exposure). 

¶ Sale of the underlying ABS assets for the expired Aldersgate and Chiswell CDOs (-0.3 billion euros). 

¶ Sale of impaired assets in the former Atomium portfolio, along with some minor sales, amortisations and 
prepayments (-1.4 billion euros of other ABS and CDO exposure). 

 
In the meantime, KBC is continuing its de-risking strategy for its CDO and structured credit exposures, reflected in 
the collapse (i.e. de-risking) of two CDOs in January 2012. More details in this regard can be found in Note 42 of 
the óConsolidated financial statementsô section.   
 

Between the start of the period under review and 9 January 2012, the unhedged CDO positions held by KBC 
Group have incurred net effective losses totalling -2.1 billion euros, caused by claimed credit events in the lower 
tranches of the CDO structure. Of these, -1.8 billion eurosô worth of events have been settled. These have had no 
further impact on profit or loss, because complete value markdowns for these CDO tranches had already been 
absorbed in the past.  
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Hedged CDO exposure 

 
As stated above, KBC Group bought credit protection from MBIA for a large part of the (super senior) CDOs it 
originated. In February 2009, MBIA announced a restructuring plan, which included a spin-off of valuable assets, 
provoking a steep decline in its creditworthiness. The increase in the market value of the underlying swap, 
combined with the higher counterparty risk, resulted in significant additional negative value adjustments at KBC 
Group. KBC Group and other institutions filed court cases after MBIA announced its restructuring plan. After 
reaching an out-of-court settlement with MBIA, KBC Group dropped out of the litigation on 6 September 2011. 
However, this had no impact on the protection bought from MBIA for the still outstanding CDOs. 
Moreover, the remaining risk related to MBIAôs insurance coverage is largely mitigated, as it is included in the 
scope of the guarantee agreement that was agreed with the Belgian State on 14 May 2009. At 31 December 
2011, this agreement related to a nominal value of 13.9 billion euros, 10.9 billion euros of which relates to the 
exposure insured by MBIA. The remaining 3.0 billion euros of exposure covered by the agreement with the 
Belgian State relates to the unhedged element. Of this portfolio (i.e. CDO exposure not covered by credit 
protection bought from MBIA), the super senior assets have also been included in the scope of the guarantee 
agreement with the Belgian State. More details in this regard can found in the óAdditional informationô section of 
this report. 

 
Details on the hedged CDO exposure (insurance for CDO-linked risks received from MBIA), KBC Group 
(in billions of EUR) 31-12-2010 31-12-2011 

Total insured amount (notional amount of super senior swaps)
1   

   MBIA 14.4 10.9 

   Channel 0.4 0.0 

Impact of settled credit events² -0.3 -0.2 

Details for MBIA insurance coverage   

   Fair value of insurance coverage received (modelled replacement value, after taking the guarantee agreement into 
account)  

1.7 1.4 

   CVA for counterparty risk, MBIA -1.2 -1.0 

   (as a % of fair value of insurance coverage received) 70% 70% 

1 The amount insured by MBIA is included in the guarantee agreement with the Belgian State (14 May 2009).  
2 Until 9 January 2012. 

 

Details of the underlying assets of the CDOs and ABS 

 
Details of the underlying assets of the CDOs and ABS can be found in the Risk Report for 2011 (available at 

www.kbc.com). 
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Market risk in non-trading activities 
 

The process of managing KBCôs structural exposure to market risks (including interest rate risk, equity risk, real 
estate risk, foreign exchange risk and inflation risk) is also known as Asset/Liability Management (ALM).   
 
óStructural exposureô encompasses all exposure inherent in the commercial activity of KBC or the long-term 
positions held by KBC Bank. Trading activities are consequently not included. Structural exposure can also be 
described as a combination of: 

Á mismatches linked to the branch networkôs acquisition of working funds and the use of those funds (via 
lending, among other things); 

Á the risks associated with holding an investment portfolio for the purpose of reinvesting shareholdersô equity; 

Á the structural currency exposure stemming from the activities abroad (investments in foreign currency, results 
posted at branches or subsidiaries abroad). 

 

Managing market risk in non-trading activities 
Market risk in non-trading activities is managed by the ALCO, which is supported by the Group Treasury function, 
the first line of defence with regard to this activity. The second line of defence, i.e. risk control, is the responsibility 
of a team in the Group Value and Risk Management Directorate. This team supports the GRCOC and Group 
Executive Committee by providing advice and drawing up reports. Similar teams exist at the different business 
units.  
 
The Group Treasury function develops and implements ALM strategies, which have been approved by the ALCO, 
within the boundaries of the ALM Risk Management Framework developed by the Group Value and Risk 
Management Directorate.  
 
The main building blocks of KBCôs ALM Risk Management Framework are: 

¶ a focus on óeconomic valueô as the cornerstone of ALM policy, with attention also being paid to criteria such as 
income, solvency and liquidity. 

¶ the use of a uniform ALM measurement methodology for banking and insurance activities based on ófair value 
modelsô that forecast the value of a product group under different market scenarios and that are translated into 
replicating portfolios (combinations of market instruments that allow the relevant product groups to be hedged 
with the lowest risk). 

¶ the use of a Value-at-Risk (VAR) measurement method for the various categories of risk throughout the group 
for risk budgeting and limit-setting purposes. This VAR measures the maximum loss that might be sustained 
over a one-year time horizon with a certain confidence level, as a result of movements in interest rates and 
other fluctuations in market risk factors.  
¶ the definition of an ALM VAR limit at group level and the breakdown of this limit into various types of risk and 

entities.  
¶ the use of VAR, which is calculated using fair value models for non-maturing products, taking into account 

different embedded options and guarantees in the portfolio.    
¶ the use of other risk measurement methods, such as Basis-Point-Value (BPV), nominal amounts, etc., to 

supplement VAR. 

 
 
KBC Bank non-trading market risk, by risk category (VAR 99%, 1-year time horizon, marginal contribution of various risk 
types to VAR) 
(in billions of EUR)

1 
31-12-2010 31-12-2011 

Interest rate risk 0.93 0.93 

Equity risk 0.15 -0.02 

Real estate risk 0.03 -0.02 

Other risks
2 -0.01 -0.003 

Total diversified VAR (group) 1.09 0.89 

1 Excluding a number of small group companies. The VAR in this table does not yet capture the following (material) risks: corporate credit spread, sovereign credit spread 
and cyclical prepayment options embedded in mortgage loans.  
2 Foreign exchange risk and inflation risk. 

 
Interest rate risk  
 

Two main techniques are used to measure interest rate risks: 10 BPV and VAR (see above). The 10 BPV 
measures the extent to which the value of the portfolio would change if interest rates were go up by ten basis 
points across the entire curve (negative figures indicate a decrease in the value of the portfolio). 10 BPV limits are 
set in such a way that interest rate positions combined with the other structural exposures (equity, real estate, 
etc.) remain within the overall VAR limits. Other techniques such as gap analysis, the duration approach, scenario 
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analysis and stress testing (both from an economic value perspective and from an income perspective) are also 
used. 
 
In addition, the sensitivity of KBC Bank to interest rate movements is reported on a regular basis. The table 
illustrates the impact of a 100-basis-point increase in the yield curve, given the positions at the reporting date. 
 
Impact of a parallel 100-basis-point increase in the yield curve for KBC Bank

1
 

(in millions of EUR) 
  

 Impact on net profit (IFRS) Impact on value
2 

 2010 2011 2010 2011 

KBC Bank -56 -27 -504 -315 

1 Excluding a number of small group companies.  
2 Full market value, regardless of accounting classification or impairment rules. 

 
The ALM interest rate positions of KBC Bank are managed via a system of market-oriented internal pricing for 
products with a fixed maturity date, and via a replicating portfolio technique ï reviewed on a dynamic basis ï for 
products without a fixed maturity date (e.g., current and savings accounts).   
 

KBC Bank takes interest rate positions mainly through government bonds, with a view to acquiring interest 
income, both in a bond portfolio used for reinvesting equity and in a bond portfolio financed with short-term funds. 
 

The table shows the bankôs exposure to interest rate risk in terms of 10 BPV. 
 

BPV of the ALM book, KBC Bank* 
(in millions of EUR) 2010 2011* 

Average for 1Q  -63 -61 

Average for 2Q  -68 -62 

Average for 3Q  -69 -58 

Average for 4Q  -62 -45 

As at 31 December  -55 -40 

Maximum in year  -69 -65 

Minimum in year -55 -40 

* The KBC pension fund was not included in this table in 2011, whereas it was in 2010. 
 

In line with the Basel II guidelines, a 2% stress test is carried out at regular intervals. It sets off the total interest 
rate risk in the banking book (given a 2% parallel shift in interest rates) against total capital and reserves. For 
KBC Bank, this risk came to 11% of total capital and reserves at year-end 2010 (well below the 20% threshold, 
where a bank is considered an óoutlier bankô and which can lead to a higher regulatory capital charge). 
 
The following table shows the interest sensitivity gap of the ALM banking book. In order to determine the 
sensitivity gap, the carrying value of assets (positive amount) and liabilities (negative amount) is broken down 
according to either the contractual repricing date or the maturity date, whichever is earlier, so as to obtain the 
length of time for which interest rates are fixed. Derivative financial instruments, which are used mainly to reduce 
exposure to interest rate movements, are included on the basis of their notional amount and repricing date.  

 
Interest sensitivity gap of the ALM book (including derivatives), KBC Bank* 
(in millions of EUR) 

 Ò 1 month 1-3 months 3-12 months 1-5 years 5-10 years > 10  
years 

Non-
interest-
bearing 

Total 

31-12-2010 -5 133 -576 628 1 503 5 231 3 851 -5 503 0 

31-12-2011 -8 134 3 226 2 540 7 104 2 828 2 896 -10 459 0 

* Excluding a number of small group companies.  
 

The interest sensitivity gap shows the overall long position of KBC Bank in interest rate risk. Overall, assets 
reprice on a longer term than liabilities, which means that KBCôs net interest income benefits from a normal yield 
curve. The economic value of KBC Bank is predominantly sensitive to movements at the long-term end of the 
yield curve. 
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Equity risk 
 

Equity portfolio of KBC Bank* 
(breakdown by sector, in %)  

31-12-2010 31-12-2011 

Financial 46% 32% 

Consumer non-cyclical 15% 9% 

Communication 2% 2% 

Energy 5% 0% 

Industrial 5% 28% 

Utilities 4% 3% 

Consumer cyclical 7% 3% 

Basic materials 8% 13% 

Other and not specified 8% 10% 

Total 100% 100% 

     In billions of EUR 1.1 0.2 

     of which unlisted 0.5 0.1 

* Excluding a number of small group companies. The equity portfolio of KBC pension fund (0.5 billion euros) was not included in 2011. The participation in Nova 
Ljubljanska banka (financial sector) was treated as equity exposure  in 2010, but has not been included in the 2011 figures. 
 

The table provides an overview of the sensitivity of income and economic value to fluctuations in the equity 
markets. 
 
Impact of a 12.5% drop in equity prices 
(in millions of EUR)     Impact on net profit (IFRS)      Impact on value 

 2010 2011 2010 2011 

KBC Bank -27 -28 -142 -26 

 
The table provides an overview of the realised and unrealised gains on the equity portfolio. 
 

Non-trading equity exposures, KBC Bank*   

(in millions of EUR) 31-12-2010 31-12-2011 

 
Net realised gains  

(in income statement) 

Net unrealised gains on 
year-end exposure  

(in equity) 
Net realised gains  

(in income statement) 

Net unrealised gains on 
year-end exposure  

(in equity) 
KBC Bank 21 91 31 29 

* Excluding a number of small group companies.  

 
Real estate risk 
 

A limited real estate investment portfolio is held by the groupôs real estate businesses with a view to realising 
capital gains over the long term.  

The table provides an overview of the sensitivity of economic value to fluctuations in the property markets. 
 
Impact of a 12.5% drop in real estate prices, KBC Bank* 
(in millions of EUR) 

  

 Impact on value 
 2010 2011 

KBC Bank -80 -68 

* Excluding a number of small group companies.  
 
Foreign exchange risk 
 

KBC pursues a prudent policy as regards its structural currency exposure, essentially seeking to avoid currency 
risk. Foreign exchange exposures in the ALM books of banking entities with a trading book are transferred to the 
trading book where they are managed within the allocated trading limits. The foreign exchange exposure of 
banking entities without a trading book has to be hedged if material. Equity holdings in non-euro currencies that 
are part of the investment portfolio do not need to be hedged. Participating interests in foreign currency are in 
principle funded by borrowing an amount in the relevant currency equal to the value of the net assets excluding 
goodwill. 
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Liquidity risk 
 

Liquidity risk is the risk that an organisation will be unable to meet its liabilities/obligations as they come due, 
without incurring unacceptable losses.  
 

The principal objective of KBCôs liquidity management is to be able to fund the group and to enable the core 
business activities of the group to continue to generate revenue, even under adverse circumstances. Since the 
financial crisis, there has been a greater focus on liquidity risk management throughout the industry, and this has 
been intensified by the liquidity standards defined by the Basel Committee.  
 

KBC is preparing for the Basel III era by incorporating Basel III concepts into its liquidity and funding framework, 
as well as into its financial planning.  
 
Managing liquidity risk 
 

The liquidity management framework and group liquidity limits are set by the Board of Directors. Liquidity 
management is organised within the Group Treasury function, which is responsible for the overall liquidity and 
funding management of the KBC group. The Group Treasury function monitors and steers the liquidity profile on a 
daily basis and sets the policies and steering mechanisms for funding management (intra-group funding, funds 
transfer pricing). These policies ensure that local management has an incentive to work towards a sound funding 
profile. The local treasuries in the subsidiaries implement these policies and report to the Group Treasury 
function, which in turn further centralises collateral management and the acquisition of long-term funding. The 
local treasuries are directly responsible for liquidity management in their respective entities. However, the liquidity 
contingency plan requires all significant local liquidity problems to be escalated to group level. The group-wide 
liquidity risks are also aggregated and monitored centrally on a daily basis and are reported periodically to the 
GRCOC, Group Executive Committee and ARC Committee. 

 

KBCôs liquidity risk management framework is based on the following pillars: 

¶ Contingency liquidity risk. This risk is assessed on the basis of liquidity stress tests, which measure how the 
liquidity buffer of the groupôs bank entities changes under extreme stressed scenarios. This buffer is based on 
assumptions regarding liquidity outflows (retail customer behaviour, professional client behaviour, drawing of 
committed credit lines, etc.) and liquidity inflows resulting from actions to increase liquidity (órepoingô the bond 
portfolio, reducing unsecured interbank lending, etc.). The liquidity buffer has to be sufficient to cover liquidity 
needs (net cash and collateral outflows) over (i) a period that is required to restore market confidence in the 
group following a KBC-specific event, (ii) a period that is required for markets to stabilise after a general market 
event and (iii) a combined scenario, which takes a KBC-specific event and a general market event into account. 
The overall aim of the liquidity framework is to remain sufficiently liquid in stress situations, without resorting to 
liquidity-enhancing actions which would entail significant costs or which would interfere with the core banking 
business of the group.  
¶ Structural liquidity risk. The groupôs funding structure is managed so as to maintain substantial diversification, to 

minimise funding concentrations in time buckets, and to limit the level of reliance on short-term wholesale 
funding. The structural funding position is managed as part of the integrated strategic planning process, where 
funding ï in addition to capital, profits and risks ï is one of the key elements. At present, KBCôs strategic aim for 
the next few years is to build up a sufficient buffer in terms of the Basel III LCR and NSFR requirements via a 
new funding management framework, which sets clear funding targets for the subsidiaries (own funding, 
reliance on intra-group funding) and provides further incentives via a system of intra-group pricing to the extent 
subsidiaries run a funding mismatch. 
The table below illustrates structural liquidity risk by grouping the assets and liabilities according to the 
remaining term to maturity (contractual maturity date). The difference between the cash inflows and outflows is 
referred to as the ónet liquidity gapô. At year-end 2011, KBC had attracted 43 billion eurosô worth of funding from 
the professional interbank and repo markets. Please note that US dollar funding obtained from these markets 
amounted to approximately 7 billion euros on the position at year-end (total US dollar funding of 13 billion 
euros). 

¶ Operational liquidity risk. Operational liquidity management is conducted in the treasury departments, based on 
estimated funding requirements. Group-wide trends in funding liquidity and funding needs are monitored on a 
daily basis by the Group Treasury function, ensuring that a sufficient buffer is available at all times to deal with 
extreme liquidity events in which no wholesale funding can be rolled over. 
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Structural liquidity risk data 
 
 
 

Liquidity risk at year-end (excluding intercompany 
deals)* (in billions of EUR) 

<= 1  
month 

1-3 
months 

3-12 
months 

1-5 
years 

5-10  
years 

> 10  
years 

not 
defined Total 

31-12-2010 

Total inflows 49 12 23 64 44 46 37 276 

Total outflows 65 16 14 31 6 2 141 276 

Professional funding 36 5 1 1 0 0 0 44 

Customer funding 17 8 8 13 3 2 99 149 

Debt certificates 8 4 5 17 3 0 0 36 

Other 4 0 0 0 0 0 43 47 

Liquidity gap (excl. undrawn commitments) -16 -4 9 34 38 44 -105 0 

Undrawn commitments ï ï ï ï ï ï -34 ï 

Financial guarantees ï ï ï ï ï ï -12 ï 

Net liquidity gap (incl. undrawn commitments) -16 -4 9 34 38 44 -151 -46 

31-12-2011 

Total inflows 32 11 17 55 40 36 50 241 

Total outflows 51 17 12 36 5 2 118 241 

Professional funding 28 10 1 4 0 0 0 43 

Customer funding 17 6 8 11 3 1 77 123 

Debt certificates 3 2 3 20 2 1 1 31 

Other 3 0 0 0 0 0 40 43 

Liquidity gap (excl. undrawn commitments) -20 -6 5 19 36 34 -68 0 

Undrawn commitments ï ï ï ï ï ï -34 ï 

Financial guarantees ï ï ï ï ï ï -12 ï 

Net liquidity gap (incl. undrawn commitments) -20 -6 5 19 36 34 -114 -46 

* Cashflows exclude interest rate flows consistent with internal and regulatory liquidity reporting. Inflows/outflows that arise from margin calls posted/received for MtM 
positions in derivatives are reported in the ónot definedô bucket. óProfessional fundingô includes all deposits from credit institutions and investment firms, as well as all repos.  
 
Typical for a banking group, funding sources generally have a shorter maturity than the assets that are funded, 
leading to a negative net liquidity gap in the shorter time buckets and a positive net liquidity gap in the longer term 
buckets. This creates liquidity risk if KBC would be unable to renew maturing short-term funding. The KBC 
liquidity framework imposes a funding strategy to ensure that the liquidity risk remains within the groupôs risk 
appetite. 
 
Despite the challenging market conditions regarding liquidity, KBC still has a solid liquidity position. Historically, 
KBC has always had a substantial amount of liquid assets. At year-end 2011, KBC Bank (at the consolidated 
level) had 48 billion eurosô worth of central bank eligible assets, 34 billion euros of which in the form of liquid 
government bonds. Some 15 billion euros were used as collateral for attracting repo funding. 
 
The loan-to-deposit ratio of KBC Bank amounted to 94% at the end of 2011, compared to 81% at the end of 2010. 
The increase is the result of an outflow of some volatile short-term corporate and institutional deposits ï mainly 
outside our core markets ï due to our short-term rating being lowered by Standard &Poorôs (from A1 to A2 in 
December 2011) and to risk aversion towards the European market in general. The corporate and retail deposit 
base in the core markets remained stable.  
 
During 2011, KBC Bank used its EMTN programme to raise 4.3 billion euros in long-term funding. Due to the 
success of this programme and the robust issuance of long-term funding in the retail network (KBC Bank and 
CBC Banque: 6.7 billion euros for 2011), sufficient long-term funding is available to cover the repayment of long-
term funding that will mature in the course of 2012. In addition, new regulations allowing the issuance of covered 
bonds in Belgium is likely to increase the ability to attract long-term funding on the wholesale market.  
 
KBC participated in the ECBôs long-term refinancing operations (LTRO) of December 2011 and February 2012, 
borrowing a total of 8.67 billion euros. 
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Market risk in trading activities 
 
Market risk is defined as the potential negative deviation from the expected value of a financial instrument (or 
portfolio of such instruments) due to changes in the level or in the volatility of market prices, e.g., interest rates, 
exchange rates and equity or commodity prices. Market risk also covers the risk of price fluctuations in negotiable 
securities as a result of credit risk, country risk and liquidity risk. The interest rate, foreign exchange and equity 
risks of the non-trading positions in the banking book are all included in ALM exposure. 
 
The objective of market risk management is to measure and report the market risk of the aggregate trading 
position at group level, taking into account the main risk factors and specific risk. 
 
KBC is exposed to market risk via the trading books of the dealing rooms in Western Europe, Central and Eastern 
Europe, the United States and Asia. The traditional dealing rooms, with the dealing room in Brussels accounting 
for the lionôs share of the limits and risks, focus on trading in interest rate instruments, and activity on the FX 
markets has traditionally been limited. The dealing rooms abroad focus primarily on providing customer service in 
money and capital market products, on funding local bank activities and engage in limited trading for own account 
in local niches.  
 
KBC continued to divest trading activities in its subsidiaries by, inter alia, continuing to wind down the remaining 
business lines at KBC Financial Products, and selling or unwinding selected ABS and CDO assets.  

 

Managing market risk 
 

The principal tool for measuring and monitoring market risk exposures in the trading book is the Historical Value-
at-Risk (HVAR) method. VAR is defined as an estimate of the amount of economic value that might be lost on a 
given portfolio due to market risk over a defined holding period, with a given confidence level. The measurement 
takes account of the market risk of the current portfolio. KBC uses the historical simulation method, observing the 
relevant Basel II standards (99% one-sided confidence interval, ten-day holding period, historical data going back 
at least 250 working days). KBC uses 500 working days of market data. 
 The HVAR method does not rely on assumptions regarding the distribution of price fluctuations or correlations, 
but is based on patterns of experience over the previous two years. Complex and/or illiquid instruments, which 
are not included in HVAR calculations, are subject to nominal or scenario limits. 
 
Risk concentrations are monitored via a series of secondary limits, the most important being a three-dimensional 
scenario limit (based on movements in spot prices, volatilities and credit spreads). Other secondary limits include 
equity concentration limits, FX concentration limits and basis-point-value limits for interest rate risk. The specific 
risk associated with a particular issuer or country is also subject to concentration limits. In addition, secondary 
limits are in place to monitor the risks inherent in options (the so-called ógreeksô).  
 
In addition to the daily HVAR calculations, extensive stress tests are conducted. Whereas the HVAR model 
captures potential losses under normal market conditions, stress tests show the impact of exceptional 
circumstances and events with a low degree of probability. The historical and hypothetical stress-test scenarios 
incorporate both market risk and the liquidity aspects of disruptions in the market.  
 
One of the building blocks of sound risk management is prudent valuation. A daily independent middle-office 
valuation of front-office positions is performed. Whenever the independent nature or the reliability of the valuation 
process is not guaranteed, a parameter review is performed. Where applicable, adjustments to the fair value are 
made to reflect close-out costs, mark-to-model-related valuation adjustments, counterparty risk, liquidity risk and 
operations-related costs. 
 
In addition to the parameter review, periodic risk controls are performed, including all checks that do not entail 
parameter or P&L testing as carried out in the parameter review, but that are necessary for sound risk 
management. Moreover, a business case is set up for every new product or activity in order to analyse the risks 
and the way in which they will be managed. 
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Risk analysis and quantification 
 

An overall VAR is calculated for each specialised subsidiary and for all trading entities worldwide. The VAR for the 
latter (see 'KBC Bankô in the table) includes both the linear and non-linear exposure of the traditional dealing 
rooms. KBC Financial Productsô VAR is also shown in the table. At the end of 2011, the VAR for KBC Securities 
amounted to 0.6 million euros (not shown in the table). The calculation is based on a one-day holding period.  
 
The HVAR for KBC Financial Products comprises all trading business lines. Business lines that are of a more 
illiquid character and that have more of a credit nature, such as fund derivatives, do not lend themselves to VAR 
modelling and therefore fall outside the scope of HVAR. The fund derivatives business is considered to be a 
legacy activity (i.e. no new trading activity is carried out) and is monitored on the basis of Key Performance 
Indicators relating to, for example, strike and redemption trends.  
 

Both KBC Bank and KBC Financial Products have been authorised by the Belgian regulator to use their 
respective VAR models to calculate regulatory capital requirements for part of their trading activities. ĻSOB 
(Czech Republic) has also received approval from the local regulator to use its VAR model for capital requirement 
purposes. These models will also be used for the calculation of Stressed VAR, which is one of the new CRD III 
Regulatory Capital charges entering into effect at year-end 2011. The calculation of a Stressed VAR measure is 
based on the normal VAR calculations and follows the same methodological assumptions, but is constructed as if 
the relevant market factors were experiencing a period of stress. The period of stress is based on recent history 
and is calibrated regularly. 
 

In addition, KBC Financial Products has implemented models (as required by CRD III) to calculate and report an 
Incremental Risk Charge (IRC) for the credit-risky positions that carry default and migration risks (i.e. the single 
name corporate CDS). The risk is measured as a 99.9% loss over a one-year holding period for a constant level 
of risk (constant position). The liquidity horizon for the portfolio in scope is set to one year. Furthermore, a 
Comprehensive Risk Measure is calculated to cover all price risks in the bespoke CDO tranches. The risk 
attached to ABS and retained CDO positions follows the (re-)securitisation framework. 
 

The reliability of the VAR model is tested daily via a back-test, which compares the one-day VAR figure with the 
óno-action P&Lô (i.e. positions remain unchanged, but market data changes to the next dayôs data). This is done 
both at the top level and at the level of the different entities and desks.  
 

An overview of the derivative products is given under Note 25 in the óConsolidated financial statementsô section. 
 

Market risk (VAR)
1 

(in millions of EUR) 
2010 

KBC Bank 
2010 

KBC Financial  
Products 

2011 
KBC Bank 

2011 
KBC Financial  

Products 

2011 
SVAR

2
 

KBC Bank 

2011 
SVAR

2
 

KBC Financial  
Products 

Holding period 1 day 1 day 1 day 1 day 10 
days 10 days 

Average for 1Q 6 9 4 6 - - 

Average for 2Q 8 9 4 5 - - 

Average for 3Q 6 8 4 8 - - 

Average for 4Q 5 8 8 3 46 14 

As at 31 December 4 7 9 6 36 17 

Maximum in year 15 13 10 11 60 19 

Minimum in year 4 6 3 1 24 11 

1 KBC Bank: excluding óspecific interest rate riskô (measured using other techniques); swap basis risk has only been included since 22 October 2011. KBC Financial 
Products: excluding Avebury and the fund derivatives business line. 
2 SVAR (stressed VAR) calculated only as of the fourth quarter of 2011. Unaudited. 
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Operational and other non-financial risks  
 

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or 
from external events. Operational risks include the risk of fraud, and legal, compliance and tax risks. 
Information on legal disputes can be found in Note 31 of the óConsolidated financial statementsô section. 
 

Managing operational risk 
 

KBC has a single, global framework for managing operational risk across the entire group. It consists of a uniform 
operational risk language embedded in group-wide key controls, one methodology, one set of centrally developed 
ICT applications, and centralised and decentralised reporting. 
 

The Group Value and Risk Management Directorate is primarily responsible for defining the operational risk 
management framework for the entire group. The development and implementation of this framework is 
supported by an extensive operational risk governance model covering all entities of the group. This framework 
was redesigned in 2010 and will gradually be implemented (with full implementation in 2014). 
 

The Group Value and Risk Management Directorate creates an environment where risk specialists (in various 
areas, including information risk management, business continuity and disaster recovery, compliance, anti-fraud, 
legal and tax matters) can work together (setting priorities, using the same language and tools, uniform reporting, 
etc.). It is assisted by the local value and risk management units, which are likewise independent of the business. 
 

The building blocks for managing operational risks 
 

KBC uses a number of building blocks for managing operational risks, which cover all aspects of operational risk 
management.  
 

In 2011, specific attention was given to the structured set-up of process-based Group Key Controls, which will 
gradually replace the former Group Standards. These Controls are policies containing top-down basic control 
objectives and are used to mitigate key risks inherent in the processes of KBC entities. As such, they are an 
essential building block of the Operational Risk Management Framework.   
 

A first set was approved in 2011 for the Credit, Personal Financial Advice, Legal, Tax, Business Continuity 
Management and Risk & Capital Management processes. These Group Key Controls are assessed by the 
business and (local) control functions. The risk self-assessments are consolidated at the Group Value and Risk 
Management Directorate and ensure that there is a consistent relationship between (i) processes, (ii) risks, (iii) 
control activities and (iv) assessment scores. KBC created an objective management tool to evaluate its internal 
control environment and to benchmark the approach across its entities.  
 
Besides these Group Key Controls, there are a number of other building blocks:  
¶ The Loss Event Database. All operational losses of 1 000 euros or more have been recorded in a central 

database since 2004. This database also includes all legal claims filed against group companies. 
Consolidated loss reports are regularly submitted to the GRCOC, the Group Executive Committee and the 
ARC Committee. 

¶ Risk Scans (bottom-up and top-down). These self-assessments focus on the identification of key operational 
risks at critical points in the process/organisation that are not properly mitigated, and on new or emerging 
operational risks that are relevant at (sub)group level. 

¶ Case-Study Assessments. These are used to test the effectiveness of the protection afforded by existing 
controls against major operational risks that have actually occurred elsewhere in the financial sector. One 
such assessment was used to test the internal controls for preventing and identifying rogue trading practices.  

¶ Key Risk Indicators (KRIs). A limited set of KRIs are used to monitor the exposure to certain operational risks 
and track the existence and effectiveness of the internal controls. 

 

The quality of the internal control environment and related risk exposure as identified, assessed and managed by 
means of these building blocks is reported to KBCôs senior management via a management dashboard and to the 
National Bank of Belgium and the Belgian Financial Services and Markets Authority via the annual Internal 
Control Statement. Information on the internal control and risk management systems can be found in the 
óCorporate governance statementô section.   
 
 

Operational risk and regulatory capital requirements 
 

KBC uses the Standard approach to calculate operational risk capital under Basel II. At the end of 2011, 
operational risk capital for KBC Bank at the consolidated level came to 862 million euros, compared with 860 
million euros a year earlier.  
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Other non-financial risks 
 

Reputation risk 

 
This is the risk arising from the negative perception on the part of customers, counterparties, shareholders, 
investors, debt-holders, market analysts, other relevant parties or regulators that can adversely affect a financial 
institutionôs ability to maintain existing, or establish new business relationships and to have continued access to 
sources of funding (for instance, through the interbank or securitisation markets). Reputation risk is a secondary 
or derivative risk since it is mostly connected to and will materialise together with another risk.  
 

The Reputation Risk Management Framework is currently being refined in line with the KBC Risk Management 
Framework. The pro-active and re-active management of reputation risk is the responsibility of the business, 
supported by many specialist units (e.g., the Press Office, Investor Relations).  
 

Under the pillar 2 approach to capital adequacy, the impact of reputation risk on the current business is covered in 
the first place by the capital charge for primary risks (such as credit or operational risk, etc.). It is also covered by 
the capital reserved for business risk.  
 

Business risk 
 

Business risk is the potential negative deviation from the expected economic value arising from changes in the 
macroeconomic environment, the financial services industry and/or the market for products and services, as well 
as from inadequacies relating to business resources that impact on business potential.   
 

Risk factors that are taken into consideration include macroeconomic conditions, changes to the law or 
regulations, competitor actions, changes in distribution channels or distribution models, changed customer needs, 
human resources issues and ICT resources. Business risk is assessed on the basis of structured risk scans.  
 

KBC reserves a pillar 2 capital charge specifically for business risk. Business risk capital is based on the 
operating expenses for the various KBC group entities. The portion of operating expenses to be set aside as 
economic capital for business risk depends on the level of risk attached to the activities of each entity, as 
determined on the basis of quantitative and qualitative assessments of activities across KBC group entities. 
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Capital adequacy 
 
Capital adequacy (or solvency) risk is the risk that the capital base of the bank might fall below an acceptable 
level. In practice, this entails checking solvency against the minimum regulatory and in-house solvency ratios. 
Capital adequacy is approached from both a regulatory and an internal (economic) perspective. 
 

Managing solvency 
 

The KBC groupôs tier-1 solvency target under Basel II is 11%. 
 

Regulatory minimum solvency targets were amply exceeded in 2011, not only at year-end, but also throughout 
the entire year. 

 

In accordance with Basel II, pillar 2 requirements, KBC has an Internal Capital Adequacy Assessment Process 
(ICAAP) in place. This process uses an economic capital model (see below) to measure capital requirements 
based on aggregate group-wide risks, and to compares these requirements with the capital available to cover 
risks. The ICAAP examines both the current and future capital situation. To assess the latter situation, a three-
year forecast is drawn up for required and available capital, according to a basic scenario that takes account of 
anticipated internal and external growth, and according to various likely alternative scenarios and a recession 
scenario.  
 

In 2008 and 2009, a number of capital-strengthening measures were taken, whereby KBC Group issued non-
voting core-capital securities to the Belgian State and the Flemish Region, and a guarantee agreement was 
signed with the Belgian State for CDO risks (see the óAdditional informationô section for more details). 
 

Solvency, KBC Bank  
 

The table below shows the tier-1 and CAD ratios calculated under Basel II for KBC Bank. More detailed information on 
the solvency of KBC Bank can be found in KBCôs Risk Report, which is available at www.kbc.com (the risk report has 
not been audited by the statutory auditor).  
 

Solvency, KBC Bank 
(in millions of EUR) 31-12-2010 31-12-2011 

KBC Bank (consolidated, Basel II)   

Total regulatory capital, after profit appropriation 18 552 16 364 

  of which tier-1 capital* 13 809 12 346 

Total weighted risks 111 711 106 256 

Tier-1 ratio 12.4% 11.6% 

 of which core tier-1 ratio 10.5% 9.6% 

CAD ratio 16.6% 15.4% 

* Audited figures. 
 

As part of the Europe-wide capital adequacy exercises, KBC participated in the 2011 stress tests conducted by the 
European Banking Authority (EBA). Based on the outcome of the stress tests, KBC is adequately capitalised and 
achieved a satisfactory core tier-1 ratio and solvency ratio.  

 

Basel III 
 
The Basel III agreement and corresponding draft European CRD IV Directive and Regulation will introduce new, 
more stringent capital requirements for financial institutions. According to these proposals, the legal minimum tier-
1 ratio, which stood at 4% under Basel II, will be increased to 4.5% in 2013, and gradually increase to 6% in 2015 
(with a common equity ratio of 4.5%). On top of this, a so-called óconservation bufferô (0% in 2013, gradually rising 
to 2.5% in 2019), a ócountercyclical bufferô (of between 0% and 2.5%, to be determined by the national regulatory 
authority) and an extra charge for global systemic banks will be applied. Certain elements used in the calculation 
of regulatory capital will be gradually phased out or changed. Under the current CRD IV draft, the capital 
injections received from the government (for KBC Group, the 7 billion eurosô worth of core-capital securities sold 
to the Belgian State and Flemish Regional Government in 2008 and 2009) will be classified as common equity 
tier-1 capital and will be grandfathered until 2018. 
Agreed in July 2009, Basel 2.5 refines the measurement of risks related to securitisation and trading book 
exposures, and introduces higher capital requirements for this type of exposure. Basel 2.5 came into force at 
year-end 2011.  
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Corporate governance statement 
 

Composition of the Board of Directors during financial year 2011 
 

Name Position Period  
served on  

the Board in 
2011 

End, 
current 
term of 
office 

Board 
meetings 

atten- 
ded 

Non-
execu- 

tive 
directors 

Core  
share-
holdersô 

represen-
tatives 

Indepen- 
dent 

directors 

Members 
of the  
EC 

ARC 
Commit-
tee (**) 

Number of meetings in 2011: 8       

HUYGHEBAERT Jan Chairman (9 months) Until 1 October 
2011 

 7 6     

LEYSEN Thomas Chairman (3 months) As from 27 April 
2011 

2015 4 6     

VANHEVEL Jan President of the 
Executive 
Committee/Executive 
Director  

Full year 2014 8    6*  

DE RAYMAEKER 
Danny 

Executive Director  Full year 2012 6    6  

GIJSENS Luc Executive Director  As from 27 April 
2011 

2015 4    6  

HOLLOWS John Executive Director  Full year 2013 8    6  

PHILIPS Luc Executive Director  Until 27 April 
2011 

 2    6  

POPELIER Luc Executive Director  Full year 2013 5    6  

THIJS Johan Executive Director  Full year 2013 7    6  

VOLJĻ Marko Executive Director  Full year 2014 6    6  

DE JONG Jan 
Maarten 

Independent Director Full year 2013 5   6   

DE WILDE Julien Independent Director Full year 2014 6   6  6 

DEPAEMELAERE 
Jean-Pierre 

Independent Director Full year 2013 7   6   

DE BECKER Sonja Non-Executive Director Until 27 April 
2011 

 3 6 6    

DEPICKERE 
Franky 

Non-Executive Director Full year 2015 8 6 6   6* 

DISCRY Luc Non-Executive Director Full year 2014 8 6 6    

KONINGS Pierre Non-Executive Director Full year 2013 8 6 6    

NONNEMAN 
Walter 

Non-Executive Director Full year 2012 5 6 6    

ORLENT-
HEYVAERT Marita 

Non-Executive Director Full year 2013 8 6 6    

SAP Gustaaf Non-Executive Director Full year 2013 7 6 6    

VANDEN AVENNE 
Patrick 

Non-Executive Director Full year 2013 2 6 6   6 

VANTHEMSCHE 
Piet 

Non-Executive Director As from 27 April 
2011 

2015 3 6 6    

VAN OEVELEN 
Guido 

Non-Executive Director Full year 2014 7 6 6    

WAUTERS Dirk Non-Executive Director Full year 2013 7 6 6    

WITTEMANS Marc Non-Executive Director Full year 2014 8 6 6   6 

* Chairman of this committee. 
** Audit-, Risk- and Compliancecommittee 
 
Secretary to the Board of Directors:  Tom Debacker. 
Auditor: Ernst & Young Bedrijfsrevisoren BCVBA, represented by Pierre Vanderbeek and Christel Weymeersch. 
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Appointments and resignations 
 
At the General Meeting of 27 April 2011: 
- Luc Philips, executive director, relinquished his seat on the Board and retired. On the advice of KBC Group 

NVôs Nomination Committee, Luc Gijsens was appointed to succeed him as director for a period of four years, 

i.e. until after the 2015 General Meeting. 

- Sonja De Becker, non-executive director, relinquished her seat on the Board. On the advice of KBC Group 

NVôs Nomination Committee, Piet Vanthemsche was appointed to succeed her in this position for a period of 

four years, i.e. until after the 2015 General Meeting. 

- on the advice of KBC Group NVôs Nomination Committee, Franky Depickere was re-appointed as non-

executive director for a further period of four years, i.e. until after the 2015 General Meeting. 

- on the advice of KBC Group NVôs Nomination Committee, Thomas Leysen was appointed as director for a 

period of four years, i.e. until after the 2015 General Meeting. 

Jan Huyghebaert (Chairman of the Board) retired on 1 October 2011. On the recommendation of KBC Group 
NVôs Nomination Committee, Thomas Leysen was appointed by the Board of Directors to succeed him, with effect 
from the same date.  
 
In 2011, the KBC group gave serious thought to how it wanted group corporate governance to develop going 
forward, with the aim of increasing the strength and efficiency of the management bodies. Consequently, in order 
to optimise the integrated decision-making process within the group, the decision was also taken to make the 
composition of the Boards of KBC Group NV, KBC Bank NV and KBC Insurance NV the same, apart from the 
independent directors. In principle, these Boards will hold joint meetings in the future. To accommodate this:  
- most non-executive and non-independent directors of KBC Bank and KBC Insurance will resign voluntarily 

from their respective Boards at the next General Meeting and the non-executive and non-independent 
directors of KBC Group NV who had not sat on these Boards will then be appointed in their place; 

- the number of independent directors of KBC Bank NV will be reduced from three to two. 
As a result, the following non-executive and non-independent directors will relinquish their seats, before or when 
their office ends, at the General Meeting of KBC Bank NV on 25 April 2012: Pierre Konings, Walter Nonneman, 
Marita Orlent-Heyvaert, Gustaaf Sap, Guido Van Oevelen, Patrick Vanden Avenne and Dirk Wauters. On the 
advice of the Groupôs Nomination Committee, the following non-executive and non-independent directors of KBC 
Group NV will be nominated as their successors at the same General Meeting for a period of four years, i.e. until 
after the General Meeting of 2016: Alain Bostoen, Frank Donck, Lode Morlion, Theodoros Roussis, Alain Tytgadt, 
Ghislaine Van Kerckhove and Philippe Vlerick. At the same time, Jean-Pierre Depaemelaere, independent 
director, will also relinquish his seat on the Board before his office ends.  
 
The Group and the company wish to extend their sincere gratitude to the outgoing directors for their willingness to 
facilitate the necessary and accelerated streamlining of these management bodies.  
 
In addition, Jan Vanhevel, executive director and President of the Executive Committee, has expressed his 
intention to retire and to relinquish his seat with effect from the aforementioned General Meeting. On the advice of 
KBC Group NVôs Nomination Committee, the Board of Directors of KBC Bank NV has nominated Johan Thijs, 
executive director, to succeed Jan Vanhevel as President of the Executive Committee, likewise with effect from 
the aforementioned General Meeting.  
 
The Group wishes to thank Mr Vanhevel for his unconditional commitment at the head of the Executive 
Committees of KBC Group and KBC Bank. In the interests of the group, he was prepared in 2009 to take the helm 
in exceedingly difficult circumstances and to postpone his retirement for a few years. 
 
On the advice of KBC Group NVôs Nomination Committee and on the condition of the positive recommendation 
still to be received from the Belgian financial regulator, it will be proposed that Daniel Falque be appointed as 
director to succeed Jan Vanhevel for a period of four years, i.e. until after the General Meeting of 2016. After his 
appointment at the General Meeting, he will be appointed to the Executive Committee by the Board of Directors 
and duly take up the position of executive director.  
 
Lastly, the term of office of Danny De Raymaeker, Executive Director, will come to an end. On the advice of KBC 
Group NVôs Nomination Committee, it will be proposed to the General Meeting that he be re-appointed for a 
further period of four years, i.e. until after the General Meeting of 2016. 
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CV for the new President of the Executive Committee and for the new executive director: 
 
Johan Thijs 

Born in Genk, in 1965. 
Masterôs Degrees in Applied Mahematics (KU Leuven, 1987) and in Actuarial Sciences (KU Leuven, 1989). 
Joined the company in 1988 (ABB Insurance). 
Starting his career at ABB Insurance in 1988, Johan Thijs held various actuary positions in the life and non-life 
businesses. He filled a number of increasingly senior positions between 1990 and 2000 before being appointed 
Senior General Manager of Non-Life Insurance. In 2006, he also became a member of the Management 
Committee of the Belgium Business Unit, where he dealt with both banking and insurance matters. In 2009 he 
took a seat on the EC and was appointed CEO of the Belgium Business Unit, taking overall charge of all retail and 
insurance activities in KBCôs biggest market. 
 
Daniel Falque 

Born in Mol (Belgium), in 1963. 
Masterôs Degree in International Relations, Faculty of Economic, Social and Political Sciences (Université 
catholique de Louvain, 1989). 
Mr Falque started his career at De Vaderlandsche NV insurance company, where he was a production inspector 
(1989-1991). He then joined Deutsche Bank AG (Belgium) as a credit analyst in 1991, before taking up the post of 
Corporate Relationship Manager for SMEs (1991-1997), Vice-President responsible for Medium-Sized 
Enterprises (1997-1999), Director responsible for Large Corporations and Co-ordination Centres (1999-2001), 
Managing Director, Head of Corporate and Investment Banking (2001-2004). He then moved to Deutsche Bank 
AG, Frankfurt/(Brussels), serving as Managing Director, Head of Global Transaction Banking Western & Eastern 
Europe and the Middle East, with responsibility for cash management, trade finance, capital markets sales, trust & 
securities services and corporate relationship management (2004-2009). In 2009, he joined CBC Banque & 
Assurance, where he was Executive  Director, President of the Executive Committee and a member of the KBC 
Management Committee for Belgium (2009 to date). 
 
 
Brief CVs for the new non-executive directors: 
 
Alain Bostoen 

Born in Ghent, in 1970.  
Masterôs Degree in Law (1993, Universiteit Gent), MBA (1994, Vlerick Leuven Ghent Management School). 
Alain Bostoen has been Managing Director of Krefima NV (1997-2002), Director of KBC Lease Holding NV (2003-
2010) and is Managing Director of Algimo NV and Christeyns NV. 
 
Frank Donck 

Born in Aalter, in 1965. 
Masterôs Degree in Law (1987, Universiteit Gent) and in Finance (1989, Vlerick Leuven Ghent Management 
School). 
Frank Donck started his career at Investco NV where he was Investment Manager (1989-1998). He has been 
Managing Director of 3D NV since 1992. Furthermore, he is Chairman of the Board of Directors of Atenor Group 
NV (1997-date) and of the Board of Directors of Telenet Group Holding (2004-date). He is also a director of KBC 
Group NV (2003-date), Zenitel NV (2003-date), PinguinLutosa (2011-date) and KBC Lease NV (1999-date). 
 
Lode Morlion 

Born in Elverdinge, in 1960. 
Bachelorôs Degree in Physiotherapy (1981, Higher Institute for the Paramedical Professions, Ghent). 
Lode Morlionôs career includes serving as Mayor of Lo-Reninge, Director of KBC Bank NV (2005-2008), Chairman 
of the Board of Directors of Cera Beheersmaatschappij NV (2006-date) and Director of KBC Group NV (2008-
date). 
 
Theodoros Roussis 

Born in Spolaita, Greece in 1954.  
Masterôs Degree in Biology (1977, University of Athens) and in Biochemistry (1980, University of Seville). 
Theodoros Roussis has held various positions at Ravago Plastics since 1982, including Managing Director (1993-
1999) and CEO (1999-date) of Ravago SA. 
 
Alain Tytgadt 

Born in Ghent, in 1956.  
Masterôs Degree in Art History and Archaeology ï Musicology (1979, Universiteit Gent) and an MBA ï Finance 
(1980, University of Indiana, Bloomington, USA). 
Alain Tytgadt has held various positions during his career including Director (1986-2005) and member of the 
Executive Committee (1994-2005) of Almanij NV, Director of KBC Group NV (2005-date), Director (1988-date) 
and Chairman of the Board of Directors (2000-date) of Sinfonia Investments NV, and Managing Director and 
Chairman of the Board of Directors of Metalunion CVBA (2006-date). 
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Ghislaine Van Kerckhove 

Born in Wetteren, in 1963. 
Masterôs Degree in Law (Universiteit Gent). 
Ghislaine Van Kerckhove has been a member of the bar in Dendermonde since 1989. She was also a substitute 
justice of the peace in the canton Wetteren (1996-2008) and Wetteren-Zele (2001-2008). She holds the office of 
Director (2001-date) and Deputy Chairman (2007-date) of the Board of Directors of Cera Beheersmaatschappij 
NV (2001-date), Deputy Chairman of the Board of Directors of Cera Ancora VZW (2007-date), Director of KBC 
Group NV (2008-date), Director of Almancora Beheersmaatschappij NV (2009-date) and Deputy Chairman of 
BRS VZW.  
 
Philippe Vlerick 

Born in Kortrijk, in 1955. 
Bachelorôs Degree in Philosophy (1977, KU Leuven), Masterôs Degree in Law (1978, KU Leuven), Masterôs in 
Management (PUB) (1979, Vlerick School RUG), MBA (1980, University of Indiana, Bloomington, USA). 
Philippe Vlerickôs career includes Director (2005-date) and Deputy Chairman (2009-date) of the Board of 
Directors of KBC Group NV, Deputy Chairman of the Board of Directors of KBL European Private Bankers SA 
(2005-date), Chairman of the Board of Directors and President of the Executive Committee of BIC NV, Deputy 
Chairman of the Board of Directors and CEO of Vlerick Group, Deputy Chairman of the Board of Directors of 
Spector Photo Group NV (2005-date), Deputy Chairman of the Board of Directors of Corelio NV (2008-date), and 
director of companies including Exmar NV (2006-date), Besix Group NV (2004-date), BMT NV (2007-date), Etex 
Group NV (2005-date).  
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Main features of the internal control and risk management systems 
 
In application of the provisions of the Belgian Companies Code and the Belgian Corporate Governance Code, the 
main features of the internal control and risk management systems at KBC Group are set out below (Part 1 
contains general information, while Part deals specifically with the financial reporting process). As KBC Bank is 
part of the KBC Group, these features are also applicable for KBC Bank. 
 
Part 1: Description of the main features of the internal control and risk management systems at KBC. 
 
1. A clear strategy, organisational structure and division of responsibilities set the framework for the 
proper performance of business activities 
 

The strategy and organisational structure of the KBC group are dealt with elsewhere in this annual report. 
KBC aims to be an efficient bancassurer and asset manager that shows a strong affinity for its customers and 
careful consideration for its employees. It focuses on private individuals, the self-employed, members of the 
liberal professions, small and medium-sized enterprises and mid-cap customers in selected European countries, 
while seeking to achieve a sound level of profitability through efficiency, customer focus, employee satisfaction 
and sound risk management. 
 
KBC also seeks to identify with the various communities in which it operates by using local trade names, 
employing local management and pursuing socially responsible business practices in line with the standards of 
the countries concerned.  
 
The KBC group has a dual governance structure based on the Belgian model: 
- The Board of Directors is responsible for defining general strategy and policy. It exercises all the 
responsibilities and activities reserved to it under the Companies Code and ï based on a proposal by the EC ï 
decides on the overall risk appetite. 
- The EC is responsible for the operational management of the company within the confines of the general 
strategy and policy approved by the Board. To assume its specific responsibility towards financial policy and risk 
management, the EC appoints a chief financial officer (CFO) and chief risk officer (CRO) from among its ranks. 
 
Specific information on the composition and activities of both management bodies is provided in this óCorporate 
governance statementô.    
 
2. Integrity and ethical behaviour are embedded in KBCôs corporate culture 

 
KBC conducts its activities in compliance with both the letter and the spirit of prevailing laws and regulations, 
whilst also taking account of changing societal norms and ensuring that its activities contribute towards economic, 
social and environmental advancement in its areas of operation. KBC gives priority to the needs and interests of 
its customers, its shareholders, its staff and the broader community in which it operates. In its relationship with 
them, KBC imposes rules on itself concerning fairness and reasonableness, openness and transparency, 
discretion and respect for privacy.  
These principles are set out in the integrity policy, as well as in specific codes, instructions and codes of conduct. 
The main guidelines and policy memos on socially responsible business practices can be found at 
www.kbc.com/csr. 
The most important guidelines relating to the integrity policy are: 
- the Code of Conduct for KBC Group Employees, a generalised document based on a set of group values that 

outlines how all members of staff should conduct themselves.  It forms the basis for developing specialised codes 
of conduct for specific target groups and for drawing up policy guidelines at group level.  
¶ Special group-wide compliance rules drawn up with regard to: 

o combating money laundering and the funding of terrorism, and observing embargoes; 
o preventing fiscal irregularities including special mechanisms for tax evasion; 
o protecting the investor and preventing conflicts of interest (MiFID); 
o preventing market abuse, including insider trading; 
o protecting privacy, confidentiality of information and the professional duty of discretion. 

¶ Ethics and combating fraud:  
o The ethical behaviour of employees is inextricably linked to the code of conduct and various other policy 

guidelines already referred to in this section. 
o Various departments such as Compliance, Inspection, Internal Audit ï but also KBCôs business side ï 

engage in the prevention and detection of fraud. It is the business side that deals primarily with external 
product-related fraud. Checks and investigations are carried out by departments not related to the 
business side when it comes to fraud or ethical offences committed by employees. For complex fraud 
cases and/or incidents with an impact at group level, investigations are conducted and/or co-ordinated by 
Group Compliance in its capacity as the group competence centre for fraud. 

o The Policy for the Protection of Whistleblowers at KBC Group ensures that employees who act in good 
faith to report fraud and gross malpractice are protected. 
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o The Anti-Corruption and Bribery Policy affirms KBCôs position in the fight against and its resolve to 

prevent corruption in its activities and operations, while setting out the measures that have been or will 
be taken to achieve this. One element of this is the ópolicy on gifts, donations and sponsorshipô through 
which KBC endeavours to protect its employees and the other parties involved by means of criteria that 
have been drawn up to foster transparent and reasonable behaviour. 
 

KBCôs vision on corporate social responsibility is set out in its Principles for Socially Responsible Business 
(available at www.kbc.com).  
 
3. The óThree Lines of Defenceô model arms KBC against risks that could prevent proposed targets from 
being achieved 
 
To support its strategic mission and to arm itself against the risks that could prevent it from achieving its mission, 
the Executive Committee ï under its responsibility and the supervision of the Board of Directors ï has 
implemented a multi-layered internal control system. This system is commonly known as the óThree Lines of 
Defenceô model. 
 
3.1. The business side assumes responsibility for managing its own risks. 
 
As the first line of defence, the business operations side is responsible for being aware of the risks in its own 
domain and for having adapted and effective controls in place. This responsibility extends to all types of risk, 
including fraud and compliance with regulatory or legal requirements. In this regard, it can call upon the services 
of a number of support departments, including Inspection, Value and Risk Management, Compliance, Legal and 
Tax units, Human Resources, Accounting and Internal Audit.  
 
3.2 As independent control functions, Value and Risk Management and Compliance constitute the second line of 
defence. 
 
Independent of the business side and following advanced industry standards, Value and Risk Management is 
tasked with drawing up a group-wide framework for value, risk and capital management, monitoring 
implementation of the framework, and assisting line management in the use of value, risk and capital 
management instruments and techniques. More information on value and risk management is provided in the 
relevant section of this report. 
KBC has installed Local Chief Risk Officers (LCROs) at various levels within the organisation. They work closely 
with the business operations since they participate in the local decision-making process. On the other hand, they 
report to the Group CRO, which guarantees their independence. 
The Compliance function is an independent function within the KBC group, protected by its modified status (as 
described in the Compliance Charter), its place in the organisation chart (hierarchically under the President of the 
EC) and its reporting lines (reporting to the ARC Committee as the highest body). Its mission is to prevent the 
KBC group and its companies from incurring any financial, legal or reputational loss/damage or sanctions due to 
non-compliance with applicable laws, decrees and in-house standards, or failure to measure up to the lawful 
expectations of customers, staff and society in general, particularly in those areas assigned to it in the integrity 
policy.  
 
3.3 As independent third line of defence, Internal Audit provides support to the Executive Committee and ARC 
Committee in monitoring the effectiveness and efficiency of the internal control and risk management system. 

 
Internal Audit checks whether the risks faced by the KBC group and its companies are managed adequately and, 
where necessary, whether they are being restricted or eliminated. It is responsible for ensuring that business 
processes and collaboration throughout the organisation occur in an efficient and effective manner and for 
guaranteeing continuity of operations.  
 
Internal Audit's scope covers all legal entities, activities and departments, including the various control functions, 
within the KBC group.   
 
Responsibilities, features, organisational structure and reporting lines, scope, audit methodology, co-operation 
between internal audit departments of the KBC group, and outsourcing of internal audit activities are set out in 
the Audit Charter of KBC Group NV and the Audit Charter of KBC Bank NV. These charters comply with the 
stipulations of CBFA/FSMA Circular D1 97/4 (banks) and PPB-2006-8-CPA (insurance).  
In accordance with international professional audit standards, the audit function is screened on a regular basis by 
an external entity (the last time this happened was in 2009). The results of that exercise were reported to the 
Executive Committee and ARC Committee within their remit of supervising and assessing Internal Audit. 
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4. KBCôs Audit, Risk and Compliance Committee (ARC Committee) plays a central role in monitoring the 
internal control and risk management systems  
 
Each year, the Executive Committee evaluates the adaptability of the internal control and risk management 
system and reports its findings to the ARC Committee. 
 
The ARC Committee supervises, on behalf of the Board, the integrity and effectiveness of the internal control 
measures and the risk management in place ï as set up under the EC ï paying special attention to correct 
financial reporting. The committee also follows the procedures set up by the company to comply with the law and 
other regulations. 
The role, composition, activities and qualifications of its members are laid down in the ARC Committee charter, 
the last one of which was approved by the Board of Directors of KBC Bank NV on 18 November 2010.   
 
Part 2: Description of the main features of the internal control and risk management systems in relation to 
the financial reporting process 
 
It is vitally important that timely, accurate and understandable financial reports are provided to both internal and 
external stakeholders. Therefore, the underlying process needs to be robust enough to ensure this happens.  
 
At KBC Bank NV, periodic reporting at company level is based on a documented accounting process. A manual 
on the accounting procedures and financial reporting process is available. Periodic financial statements are 
prepared directly from the general ledger. Bookkeeping accounts are linked to underlying inventories. The result 
of these controls can be demonstrated.  
 
Periodic financial statements are prepared in accordance with local accounting policies and periodic reports on 
own funds in accordance with the CBFA (what is now the FSMA) Resolution of 17 October 2006. 
 
The main affiliated companies have their own accounting and administrative organisation, as well as a set of 
procedures for internal financial controls. A descriptive document on the consolidation process is available. The 
consolidation system and the consolidation process have been operational for some time and have numerous 
built-in consistency controls.  
 
The consolidated financial statements are prepared in accordance with IFRS accounting policies that apply to all 
the companies included in the scope of consolidation. The relevant senior financial managers (CFOs) of the 
subsidiaries certify to the accuracy and completeness of the financial figures reported in accordance with group 
accounting policies. The Approval Committee chaired by the Senior General Manager of Group Finance monitors 
compliance with IFRS accounting policies.  
 
Pursuant to the Act of 15 May 2007, the EC of KBC Group NV evaluated the internal control system for the 
financial reporting process and prepared a report on its findings.   
The existence of monitored Group Standard Accounting Controls (since 2006) is one of the mainstays in the 
internal control of the corporate accounting process.  
 
These controls set the rules for managing the main operational risks attached to the corporate accounting process 
and involve the establishment and maintenance of accounting process architecture, the establishment and 
maintenance of accounting policies and accounting presentations, compliance with authorisation rules and the 
separation of responsibilities when transactions are registered in the accounts, and the establishment of 
appropriate first- and second-line account management.  
 
In addition, the group-wide roll-out of ófast closeô procedures, the monitoring of intercompany transactions within 
the group, and permanent monitoring of a number of indicators relating to risk, performance and quality (Key Risk 
Indicators and Key Performance Indicators) continually help raise the quality of the financial reporting process. 
The internal control and risk management system embedded in the financial reporting process was completed in 
2011 by the development and implementation of the Reporting Framework. This framework defines a robust 
governance structure and clearly describes all the roles and responsibilities of the various players, with the aim to 
unambiguously demonstrate how the risks specific to the financial reporting process are kept under control. Each 
year (and for the first time relating to 2011), all CFOs of the entities in question are required to submit their Entity 
Accountability Excel sheets and the underlying Departmental Reference documents [RACIs] to the Expert Local 
Operational Risk Manager of Group Finance in preparation for the group-wide assessment of the internal control 
system. In this way, they formally confirm by substantiated means that all the defined roles and responsibilities 
relating to the end-to-end financial reporting process have been properly assumed within their entity. The veracity 
of this confirmation can be checked at any time by all internal and external stakeholders.   
 
During 2012, the essence of the internal control and risk management system will be safeguarded in the Financial 
Reporting Group Key Control. Using the assessment system of the Group Value and Risk Management 
Directorate, each entity will have to evaluate whether or not the Group Key Control has been complied with. This 
will ensure that such assessments become easier to follow up.  
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The external reporting process at both company and consolidated level is audited end-to-end by KBC Internal 
Audit at least once every three years. 
 
For details of the ARC Committeeôs supervisory work, see the second paragraph of point 4 in the first part of this 
text. 
 

Shareholder structure on 31 December 2011  

The Act of 2 May 2007 concerning the disclosure of significant participations in issuers whose shares are 
admitted to trading on a regulated market and containing miscellaneous provisions, does not apply to KBC Bank 
because the securities it issues that carry voting rights are not included on a regulated market.   

At 31 December 2011, the shareholder structure of KBC Bank NV was as follows: 

 Number of shares 

KBC Group NV. 915 228 481 

KBC Insurance NV 1 

Total 915 228 482 

 

Disclosure under Article 34 of the Belgian Royal Decree of 14 November 2007 

Article 34 of the Belgian Royal Decree of 14 November 2007 concerning the obligations of issuers of financial 
instruments admitted to trading on a regulated market, does not apply to KBC Bank because it has not permitted 
any securities carrying voting rights to be included on a regulated market for trading.  

Additional information 

¶ Acquisition of treasury shares. KBC Bank NV and its subsidiaries do not hold any treasury shares. 

¶ Conflicts of interest that fall within the scope of Article 523 or 524 of the Belgian Companies Code. There were 
no such conflicts of interest during the 2011 financial year. 

¶ Discharge to directors and to the auditor. It will be requested at the General Meeting to grant discharge to the 
directors and auditor for the performance of their mandate in financial year 2011. 

¶ Audit Committee. The members of the Audit Committee of KBC Bank: 

 - Julien De Wilde, Independent Director within the meaning of and in line with the criteria set out in Article 
526 ter of the Companies Code, who holds a Masterôs Degree in Civil Engineering (KU Leuven), with rich 
and extensive experience in industry and management ï including as CEO of Alcatel Bell (1995-1998), 
Vice-President of the Executive Committee of Alcatel in Paris, where he was responsible for Europe, the 
Middle East, Latin America, India and Africa (1999-2002) and CEO of the Bekaert Group (2002-2006) ï 
and currently chairs the Boards of Directors of the Agfa Gevaert Group and Nyrstar, and is a board 
member at Vanbreda International, Telenet and J&L Partners;  

- Franky Depickere, Director, who holds a double Masterôs Degree in Trade & Finance and in Corporate 
Financial Management, is a Managing Director of Cera Beheersmaatschappij NV and Almancora 
Beheersmaatschappij NV, Chairman of the Day-to-Day Management Committee of Cera CVBA, and a 
core shareholder in KBC Group NV; 

- Patrick Vanden Avenne, Director, who holds a Masterôs Degree in Law, a Bachelorôs Degree in 
Economics, as well as an MBA from Stanford University (US), and is CEO or director of a number of 
industrial companies;  

- Marc Wittemans, Director, who holds a Masterôs Degree in Applied Economics, and degrees in Fiscal 
Sciences and Actuarial Sciences, is Managing Director of MRBB CVBA, and a core shareholder in KBC 
Group NV; 

possess the requisite individual and collective expertise in the activities conducted by KBC Bank NV and in 
the areas of accounting and auditing, based on their education and extensive business experience. 

¶ In compliance with the laws on the incompatibility of offices held by managers of credit institutions, the 
following is a list of the external offices held by the executive managers and directors of KBC Bank NV in 
other companies, with the exception of those functions performed in companies within the meaning of Article 
27, §3, para. three of the Act of 22 March 1993. 
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External offices held by the executive managers and directors of KBC Bank, 31-12-2011

Company name Sector Position Listed

Share of 

capital held

(N= no) (N= none)

Jan Maarten de Jong, Independent Director

Heineken nv Netherlands breweries Member of the Supervisory Board AEX N

Nutreco Holding nv Belgium food Chairman of the Supervisory Board N N

AON Groep Nederland bv Netherlands risk management Chairman of the Supervisory Board N N

CRH Plc Ireland construction Non-Executive Director NYSE - ISE - LSE N

Onderlinge Levensverzekeringsmaatschappij 's-

Gravenhage Netherlands life insurance Chairman of the Supervisory Board N J

Julien De Wilde, Independent Director

Nyrstar nv Belgium industry Chairman of the Board of Directors Euronext N

Telenet Group Holding nv Belgium holding company Independent Director Euronext N

Arseus Netherlands services sector Director Euronext N

Agfa-Gevaert nv Belgium technology Chairman of the Board of Directors Euronext N

Franky Depickere, Director

Almancora Beheersmaatschappij nv Belgium management Executive Director N N

Cera cvba Belgium management Executive Director N N

Miko nv Belgium food/plastics Independent Director NYSE - Euronext N

Cera Beheersmaatschappij nv Belgium management Executive Director N N

Euro Pool System International BV Netherlands packaging Director N N

Jean-Pierre Depaemelaere, Independent Director

JPD Consult bvba België management Business manager N N

DAF Trucks  nv Netherlands transport Member of the Supervisory Board N N

Luc Discry, Director

Almancora Beheersmaatschappij nv Belgium management Director + Executive Director N N

Cera cvba Belgium management Director N N

Cera Beheersmaatschappij nv Belgium management Executive Director N N

Luc Gijsens, Executive Director

Gemma Frisius-Fonds K.U. Leuven nv Belgium financial sector Director N 40.00%

Pierre Konings, Director

E-Capital II sa Belgium private equity fund Chairman of the Board of Directors N N

Capricorn Cleantech Fund Investments Comm. VA Belgium investment company Chairman N N

Control Tab nv Belgium holding company Director N N

Immosem nv Belgium family holding company Executive Director N N

Thomas Leysen, Chairman Board of Directors

Umicore nv Belgium non-ferro metals Chairman of the Board of Directors Euronext N

UCB nv Belgium pharmaceuticals Director Euronext N

Corelio nv Belgium media Chairman of the Board of Directors N N

De Vijver nv Belgium consultancy company Director N N

Mediacore nv Belgium holding company Executive Director N N

Tradicor nv Belgium holding company Executive Director N N

Booischot nv Belgium real estate Executive Director N N

Walter Nonneman, Independent Director

Cera Beheersmaatschappij nv Belgium management Independent Director N N

Fluxys nv Belgium operator of gas transmission network Independent Director N N

Marita Orlent-Heyvaert, Director

INKAO-INVEST Belgium real estate Executive Director N N

ROBOR nv Belgium real estate Director N N

Gustaaf Sap, Director

Cecan nv Belgium holding company Chairman of the Board of Directors N N

Cecan Invest nv Belgium financial sector Directors N N

Corelio nv Belgium media Permanent representative N N

Patrick Vanden Avenne, Director

Calibra Poultry nv Belgium poultry processing Chairman of the Board of Directors N N

Biopower cvba Belgium industry Vice-chairman of the Board of Directors N N

Bens nv Belgium food Executive Director N N

Sininvest nv Belgium poultry Director N N

Vanden Avenne - Vrieshuis nv Belgium holding company + refrigeration Executive Director N N

Vanden Avenne - Ooigem nv Belgium compound feed Executive Director N N

Lacotrans nv Belgium transport Executive Director N N

Euro-Silo nv Belgium transfer and storage of grain Director N N

Isarick nv Belgium management Director N N

Harpaca nv Belgium management Director N N

Larinvest nv Belgium holding company Director N N

Ispahan nv Belgium management Director N N

Bavarco bvba Belgium stockbreeding Business manager N N

Bens Voeders nv Belgium transport Director N N

BBQ NV Belgium investment company Director N N

Bens Retail nv Belgium meat factory & wholesale Executive Director N N

Vebo nv Belgium meat factory & wholesale Director N N

Alia² cvba Belgium live stock feed Director N N

Piet Vanthemsche, Director

M.R.B.B.  - Maatschappij voor Roerend Bezit van 

de Boerenbond cvba Belgium financial holding Chairman of the Board of Directors N N

BB-Patrim cvba Belgium holding company Chairman of the Board of Directors N N

Agri Investment Fund cvba Belgium holding company Director N N

Gimv-Agri+ Investment Fund nv Belgium investment fund Chairman of the Board of Directors N N

Dirk Wauters, Director

Jala bvba Belgium management Executive Director N N

Immo Falconis nv Belgium real estate Director N N

Berkenstede nv Belgium real estate Director N N

Marc Wittemans, Director

Agro - Services cvba Belgium temping agency Director N N

Aktiefinvest cvba Belgium real estate Director N N

Arda Immo nv Belgium real estate Chairman of the Board of Directors N 19.06%

SBB Accountants en Belastingconsulenten bv cvba Belgium Accountancy & consulting Director N N

SBB Bedrijfsdiensten bv cvba Belgium Accountancy & consulting Director N N

M.R.B.B. cvba Belgium holding company Executive Director N N

Agri Investment Fund cvba Belgium holding company Director N N

Acerta cvba Belgium holding company Director N N

Covalis nv Belgium abbattoirs & meat processing Director N N

Acerta Consulting cvba Belgium HR services Director N N

Guido Poffé, General Manager

Groep VTB-VAB nv Belgium road breakdown assistance Director N 74.81%

Omnia nv Belgium travel agency Chairman of the Board of Directors N 100.00%

Registered 

office
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Consolidated income statement 

 
 

 

 
 

¶ The KBC group unveiled a new strategic plan towards the end of 2009, which the European Commission used 
to decide whether KBC would be able to repurchase the securities sold to the government within a reasonable 
timeframe. The European Commission approved the plan at the end of November 2009. A number of 
adjustments were made to this plan in mid-2011, more information on which can be found in the óStrategyô 
section (which has not been audited by the statutory auditor). 

¶ It will be proposed that a total dividend of 1 620 million euros be paid for the 2011 financial year (1 500 million 
euros of which has already been paid as an interim dividend), subject to the approval of the General Meeting. 

¶ The main items in the income statement are dealt with under óResults in 2011ô in the óReport of the Board of 
Directorsô section. 

 

 

In millions of EUR Note 2010 2011

Net interest income 3  5 279  4 484

Interest income  9 621  10 942

Interest expense - 4 341 - 6 458

Dividend income 4   51   33

Net result from financial instruments at fair value through profit or loss 5 -  277   2

Net realised result from available-for-sale assets 6   45   85

Net fee and commission income 7  1 638  1 565

Fee and commission income  2 222  2 098

Fee and commission expense -  584 -  533

Other net income 8   259 -  50

TOTAL INCOME  6 995  6 119

Operating expenses 9 - 3 861 - 3 709

Staff expenses 10 - 1 864 - 1 807

General administrative expenses - 1 790 - 1 734

Depreciation and amortisation of fixed assets -  208 -  168

Impairment 11 - 1 635 - 1 659

on loans and receivables - 1 485 - 1 331

on available-for-sale assets -  12 -  182

on goodwill -  85 -  81

on other -  54 -  66

Share in results of associated companies 12 -  54 -  52

RESULT BEFORE TAX  1 445   699

Income tax expense 13   88 -  216

Net post-tax result from discontinued operations   0   0

RESULT AFTER TAX  1 533   483

Attributable to minority interest   139   136

of which relating to discontinued operations   0   0

Attributable to equity holders of the parent  1 395   347

of which relating to discontinued operations   0   0
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Consolidated statement of comprehensive 
income 

 
 

 

In millions of EUR 2010 2011

RESULT AFTER TAX  1 533   483

attributable to minority interest   139   136

attributable to equity holders of the parent  1 395   347

OTHER COMPREHENSIVE INCOME

Net change in revaluation reserve (AFS assets) - Equity -  28 -  62

Fair value adjustments before tax -  19 -  60

Deferred tax on fair value changes   1 -  1

Transfer from reserve to net profit -  10 -  1

Impairment losses   3   1

Net gains/losses on disposal -  12 -  1

Deferred income tax   0   0

Net change in revaluation reserve (AFS assets) - Bonds -  337   23

Fair value adjustments before tax -  745 -  189

Deferred tax on fair value changes   253   30

Transfer from reserve to net profit   156   183

Impairment losses -  54   155

Net gains/losses on disposal   22 -  3

Amortization & impairment re assets transferred to L&R   284   81

Deferred income tax -  97 -  50

Net change in revaluation reserve (AFS assets) - Other   0   0

Fair value adjustments before tax   0   0

Deferred tax on fair value changes   0   0

Transfer from reserve to net profit   0   0

Impairment losses   0   0

Net gains/losses on disposal   0   0

Deferred income tax   0   0

Net change in hedging reserve (cash flow hedge) -  72 -  165

Fair value adjustments before tax -  136 -  357

Deferred tax on fair value changes   56   134

Transfer from reserve to net profit   8   58

Gross amount   10   89

Deferred income tax -  2 -  31

Net change in translation differences   76 -  126

Gross amount   12 -  34

Deferred taxes on income   64 -  92

Other movements   1   3

TOTAL COMPREHENSIVE INCOME  1 174   156

attributable to minority interest   150   121

attributable to equity holders of the parent  1 025   36
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Consolidated balance sheet 
 

 
 

 
 

ASSETS (in millions of EUR) Note 31-12-2010 31-12-2011

Cash and cash balances with central banks  15 236  6 123

Financial assets 14-25  252 035  225 814

Held for trading 14-25  30 898  27 730

Designated at fair value through profit or loss 14-25  18 560  8 076

Available for sale 14-25  34 690  24 295

Loans and receivables 14-25  157 109  153 981

Held to maturity 14-25  10 495  10 958

Hedging derivatives 14-25   284   776

Fair value adjustments of hedged items in portfolio hedge of interest 

rate risk   218   197

Tax assets 27  2 305  2 406

Current tax assets   70   122

Deferred tax assets  2 235  2 284

Non-current assets held for sale and assets associated with disposal 

groups   54   3

Investments in associated companies 28   542   475

Investment property 29   457   552

Property and equipment 29  2 358  2 357

Goodwill and other intangible assets 30  1 711  1 544

Other assets 26  1 807  1 605

TOTAL ASSETS  276 723  241 076

LIABILITIES AND EQUITY (in millions of EUR) Note 31-12-2010 31-12-2011

Financial liabilities 14-25  258 577  225 016

Held for trading 14-25  24 074  27 332

Designated at fair value through profit or loss 14-25  27 985  22 895

Measured at amortised cost 14-25  205 394  172 860

Hedging derivatives 14-25  1 124  1 929

Fair value adjustments of hedged items in portfolio hedge of interest 

rate risk   0   4

Tax liabilities 27   368   446

Current tax liabilities   281   233

Deferred tax liabilies   87   214

Liabilities associated with disposal groups   0   0

Provisions for risks and charges 31   554   852

Other liabilities 32-33  3 081  2 665

TOTAL LIABILITIES  262 580  228 983

Total equity  14 142  12 093

Parent shareholders' equity 34  13 193  11 117

Minority interests   950   975

TOTAL LIABILITIES AND EQUITY  276 723  241 076
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Consolidated statement of changes in equity 
 

 

 
 

In millions of EUR

Issued and paid 

up share capital Share premium

Mandatorily 

convertible bonds Treasury shares

Revaluation 

reserve (AFS 

assets)

Hedging reserve 

(cashflow hedges) Reserves

Translation 

differences

Parent 

shareholders' 

equity

Minority 

interests Total equity

31-12-2010

Balance at the beginning of the period  8 948  2 492   0   0 -  17 -  374  1 468 -  349  12 168   849  13 016

Net result for the period   0   0   0   0   0   0  1 395   0  1 395   139  1 533

Other comprehensive income for the period   0   0   0   0 -  369 -  72   1   70 -  370   11 -  358

Total comprehensive income   0   0   0   0 -  369 -  72  1 396   70  1 025   150  1 175

Dividends   0   0   0   0   0   0   0   0   0   0   0

Capital increase   0 - 1 269   0   0   0   0  1 269   0   0   0   0

Purchases of treasury shares   0   0   0   0   0   0   0   0   0   0   0

Sales of treasury shares   0   0   0   0   0   0   0   0   0   0   0

Results on (derivatives on) treasury shares   0   0   0   0   0   0   0   0   0   0   0

Impact business combinations   0   0   0   0   0   0   0   0   0   0   0

Change in minorities   0   0   0   0   0   0   0   0   0 -  49 -  49

Total change   0 - 1 269   0   0 -  369 -  72  2 665   70  1 025   101  1 126

Balance at the end of the period  8 948  1 222   0   0 -  386 -  446  4 134 -  279  13 193   950  14 142

of which revaluation reserve for shares   91

of which revaluation reserve for bonds -  477

of which revaluation reserve for other assets than bonds and shares   0

of which relating to non-current assets held for sale and disposal groups   0   0   0   0

31-12-2011

Balance at the beginning of the period  8 948  1 222   0   0 -  386 -  446  4 134 -  279  13 193   950  14 142

Net result for the period   0   0   0   0   0   0   347   0   347   136   483

Other comprehensive income for the period   0   0   0   0 -  38 -  166   3 -  111 -  311 -  15 -  326

Total comprehensive income   0   0   0   0 -  38 -  166   351 -  111   36   121   156

Dividends   0   0   0   0   0   0 - 2 122 (*)   0 - 2 122   0 - 2 122

Capital increase   0   0   0   0   0   0   0   0   0   0   0

Purchases of treasury shares   0   0   0   0   0   0   0   0   0   0   0

Sales of treasury shares   0   0   0   0   0   0   0   0   0   0   0

Results on (derivatives on) treasury shares   0   0   0   0   0   0   0   0   0   0   0

Impact business combinations   0   0   0   0   0   0   0   0   0   0   0

Change in minorities   0   0   0   0   0   0   0   0   0 -  95 -  95

Change in scope   0   0   0   0   11   0   0   0   11   0   11

Total change   0   0   0   0 -  27 -  166 - 1 772 -  111 - 2 075   26 - 2 050

Balance at the end of the period  8 948  1 222   0   0 -  413 -  612  2 362 -  390  11 117   975  12 093

of which revaluation reserve for shares   29

of which revaluation reserve for bonds -  443

of which revaluation reserve for other assets than bonds and shares   0

of which relating to non-current assets held for sale and disposal groups   0   0   0   0
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¶ For information on the number of shares, see Note 34. 

¶ Besides the gross dividend of 622 million euros for financial year 2010, the óDividendsô heading in 2011 
includes an interim dividend of 1 500 million euros.  
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Consolidated cashflow statement 
 

 
 

 

 
 
  

In millions of EUR 2010 2011

Operating activities

Result before tax  1 445   699

Adjustments for:  1 567  1 615

Result before tax related to discontinued operations   0   0

Depreciation, impairment and amortisation of property and equipment, 

intangible assets, investment property and securities

  358   515

Profit/Loss on the disposal of investments -  101 -  99

Change in impairment on loans and advances  1 485  1 331

Change in other provisions   0   354

Other non realised gains or losses -  229 -  537

Income from associated companies   54   52

Cashflows from operating profit before tax and before changes in operating 

assets and liabilities  3 012  2 313

Changes in operating assets (excl. cash & cash equivalents)  11 004  29 248

Loans and receivables   323  2 478

Available for sale - 2 487  9 680

Held for trading  9 133  7 072

Designated at fair value through P&L  4 243  10 770

Hedging derivatives -  208 -  751

Operating assets associated with disposal groups   0   0

Changes in operating liabilities (excl. cash & cash equivalents)  2 234 - 33 627

Deposits at amortised cost  2 472 - 21 085

Debt certificates at amortised cost -  138 - 11 649

Financial liabilities held for trading - 4 358  3 391

Financial liabilities designated at fair value through P&L  4 156 - 5 090

Liability-derivatives hedge accounting   102   806

Operating liabilities associated with disposal groups   0   0

Income taxes paid -  279 -  232

Net cash from (used in) operating activities  15 972 - 2 297
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¶ KBC uses the indirect method to report on cashflows from operating activities.  

¶ The main acquisitions and divestments of consolidated subsidiaries and activities are commented on below. 
All (material) acquisitions and divestments of group companies or activities were paid for in cash. 

¶ More information on the main divestments can be found under óGroup Centreô in the óReport of the Board of 
Directorsô section (not audited by the statutory auditor). 

 

In millions of EUR 2010 2011

Investing activities

Purchase of held-to-maturity securities - 3 409 - 1 894

Proceeds from the repayment of held-to-maturity securities at maturity  1 480  1 056

Acquisition of a subsidiary or a business unit, net of cash acquired (increase 

in participation intrests included) -  112   0

Proceeds from the disposal of a subsidiary or business unit, net of cash 

disposed (decrease in participation intrests included)   905   498

Purchase of shares in associated companies   0 -  18

Proceeds from the disposal of shares in associated companies   0   0

Dividends received from associated companies   14   19

Purchase of investment property -  17 -  31

Proceeds from the sale of investment property   10   13

Purchase of intangible fixed assets (excl. goodwill) -  37 -  45

Proceeds from the sale of intangible fixed assets (excl. goodwill)   8   7

Purchase of property and equipment -  423 -  556

Proceeds from the sale of property and equipment   159   194

Net cash from (used in) investing activities - 1 423 -  757

Financing activities

Purchase or sale of treasury shares   0   0

Issue or repayment of promissory notes and other debt securities - 1 313 - 2 155

Proceeds from or repayment of subordinated liabilities   539 -  897

Principal payments under finance lease obligations   0   0

Proceeds from the issuance of share capital   0   0

Proceeds from non-voting core-capital securities   0   0

Proceeds from the issuance or repayment of preference shares   0   0

Dividends paid   0 - 2 122

Net cash from (used in) financing activities -  774 - 5 175

Change in cash and cash equivalents

Net increase or decrease in cash and cash equivalents  13 775 - 8 229

Cash and cash equivalents at the beginning of the period  3 518  17 650

Effects of exchange rate changes on opening cash and cash equivalents   357   10

Cash and cash equivalents at the end of the period  17 650  9 431

Additional information

Interest paid - 4 341 - 6 458

Interest received  9 621  10 942

Dividends received (including equity method)   65   52

Components of cash and cash equivalents

Cash and cash balances with central banks  15 235  6 121

Loans and advances to banks repayable on demand and term loans to banks < 3 months 6 934  11 821

Deposits from banks repayable on demand and redeemable at notice - 4 519 - 8 511

Cash and cash equivalents included in disposal groups   0   0

Total  17 650  9 431

of which not available 0 0
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2010 2011

in millions of EUR

KBC Peel 

Hunt  Ltd.

Global 

Convertible 

Bonds & 

Asian Equity 

Derivatives 

businesses Centea

Purchase or sale Sale Sale Sale

Percentage of shares bought (+) or sold (-) in the relevant year 100.00% - 100.00%

Total share percentage at the end of the relevant year 0.00% - 0.00%

For business unit/segment

Group 

Centre

Group 

Centre

Group 

Centre

Deal date (month and year)

november 

2010

november 

2010

july 

2011

Incorporation of the result of the company in the result of the group until: 30-09-2010 19-11-2010 30-06-2011

Purchase price or sale price   86   866   527

Cashflow for acquiring or selling companies less cash and cash equivalents 

acquired or sold   75   824   498

Assets & liabilities bought or sold

Cash and cash balances with central banks   0   0   23

Financial assets   511   906  9 856

Held for trading   26   864   0

Designated at fair value through profit or loss   0   0  1 233

Available for sale   2   0  1 200

Loans and receivables   483   42  7 424

Held-to-maturity investments   0   0   0

Hedging derivatives   0   0   0

of which: cash and cash equivalents   11   42   30

Financial liabilities   405   391  8 637

Held for trading   15   391   0

Designated at fair value through profit or loss   0   0   0

Measured at amortised cost   389   0  8 637

Hedging derivatives   0   0   0

of which: cash and cash equivalents 0 0   0

Main acquisitions, divestments or changes in the ownership percentage of consolidated subsidiaries or 

operations
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Notes on the accounting policies 
 

 
 

 

Note 1 a: Statement of compliance  
 
The consolidated financial statements, including all the notes, were authorised for issue on 22 March 2012 by 
the Board of Directors of KBC Bank NV. 
The consolidated financial statements have been prepared in accordance with the International Financial 
Reporting Standards as adopted for use in the European Union (óendorsed IFRSô) and present one year of 
comparative information. 
All amounts are shown in millions of euros and rounded to the million. 
 
The following IFRS standards became effective on 1 January 2011 and have been applied in this report. The 
amendments in question do not have any material impact. 
Å IAS 24 (Related Party Disclosures). The definition of a related party has been clarified and a partial exemption 

from the disclosure requirements provided for government-related entities. However, where a reporting entity is 
exempt from the general disclosure requirements, other information (identity, nature of the related party 
relationship, nature and amount of the transaction) has to be disclosed. 
Å IFRIC 14 (The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction).  
Å IFRIC 19 (Extinguishing Financial Liabilities with Equity Instruments (to be measured at fair value)). 
Å Improvements to existing standards (published in May 2010): a set of amendments to existing standards and 

interpretations.  
 
The following IFRS standards and IFRIC interpretations were issued but not yet effective for KBC Bank at year-
end 2011. KBC will apply these standards and interpretations when they become mandatory: 
Å In November 2009, the IASB issued IFRS 9 (Financial Instruments) on the classification and measurement of 

financial assets, as a replacement for the relevant requirements of the present IAS 39 (Financial Instruments: 
Recognition and Measurement). The mandatory effective date of this new standard has recently been 
postponed until 1 January 2015. However, the European Union has still to endorse the standard for use in its 
territory. An impact study is an inherent part of the IFRS 9 programme currently underway at KBC.  
Å Amendment to IAS 12 (Income tax ï Deferred Tax: Recovery of Underlying Assets). No impact due to the fact 

that KBC measures investment property at cost. 
Å Amendment to IFRS 7 (Financial Instruments: Disclosures ï Transfers of Financial Assets), which becomes 

effective on or after 1 January 2012. More detailed disclosures are required for transferred financial assets that 
are derecognised in their entirety, but where the entity has a continuing involvement in them (for instance, 
collateral provided for such assets) or for assets that have not been derecognised in their entirety. 
Å IFRS 10, 11 and 12 are the new consolidation standards that will become effective on or after 1 January 2013. 

IFRS 10 includes a new definition of control, which can lead to changes in the scope of consolidation. Under 
IFRS 11 (Joint Arrangements), it is specified that joint ventures must be accounted for using the equity method 

and no longer by proportionate consolidation. IFRS 12 combines all the disclosure requirements for 
subsidiaries, joint arrangements, associates and structured entities (the new name for Special Purpose 
Entities). It is expected that this will lead to a limited change in KBCôs scope of consolidation. 

Å IFRS 13 (Fair Value Measurement) provides guidance on how the fair value of an asset or liability should be 
measured when required by another IFRS standard. The standard will become effective on 1 January 2013. 
KBC expects that there will only be a minor change in the way that fair values are determined. The main 
consequence for KBC will be the requirement of expanded disclosures. 
Å Amendment to IAS 19 (Employee Benefits), which will become effective on or after 1 January 2013. The main 

change concerns the elimination of the corridor, which ï under the current standard ï permits actuarial gains 
and losses to be spread over several years. From that point on, such gains and losses will have to be 
recognised in other comprehensive income (with no recycling in profit or loss). The required disclosures will 
also be changed and expanded. 
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Changes in the presentation of the income statement in 2011: 
¶ To increase transparency, interest on ALM hedging derivatives (i.e. those that do not qualify for fair value 
hedge accounting for a portfolio of interest rate risk) will be presented as from 2011 as óNet interest incomeô 
whereas in previous periods it was recorded under óNet result from financial instruments at fair valueô. Since 
the interest earned on the related assets appears under óNet interest incomeô, interest on ALM hedging 
derivatives will also be presented under this heading from 2011 on (but not retroactively). The net interest 
income on ALM hedging derivatives included under óNet interest incomeô amounted to -0.4 billion euros in 
2011. 

 

Changes to the notes to the balance sheet in 2011: 

¶ Note 18: as a result of amendments to IFRS 7, maximum credit exposure now also has to be presented on a 
net basis, account taken of any collateral or credit enhancement held. 

¶ Note 25: the presentation of the notional amounts of derivatives has changed, i.e. they are now referred to as 
óNotional amounts purchasedô on the assets side and óNotional amounts soldô on the liabilities side. This 
change applies solely to options. The reference figures have also been restated. 

¶ Note 35: non-financial assets are no longer included under óGuarantees/collateral receivedô. The distinction 
between financial and non-financial guarantees has also been modified, with personal guarantees and credit 
insurance now classified as financial guarantees. Information about the carrying value of financial assets 
pledged by KBC as collateral is now included under this note, whereas it had previously been recorded 
under Note 18. The reference figures have also been restated. 

 

Changes in the presentation of segment reporting in 2011: 

¶ See óNotes on segment reportingô. 
 
 
 
 

Note 1 b: Summary of significant accounting policies  
 

 
a Criteria for consolidation and for inclusion in the consolidated accounts according to the equity 
method 

 
All (material) entities (including Special Purpose Entities) over which the consolidating entity exercises, directly 
or indirectly, exclusive control are consolidated according to the method of full consolidation.  
(Material) companies over which joint control is exercised, directly or indirectly, are consolidated according to the 
method of proportionate consolidation.  
(Material) investments in associates, i.e. companies over which KBC has significant influence, are accounted for 
using the equity method. 
As allowed under IAS 28 (Investments in Associates) and IAS 31 (Interests in Joint Ventures), investments held 
by venture capital organisations are classified as óheld for tradingô (measured at fair value through profit or loss).  

Changes in ownership interests (that do not result in a loss of control) are accounted for as equity transactions. 
They do not affect goodwill or profit or loss. 
 
b Effects of changes in foreign exchange rates 

 
Monetary assets and liabilities denominated in foreign currency are translated into the functional currency at the 
spot rate at balance sheet date. 
Negative and positive valuation differences, except for those relating to the funding of shares and investments of 
consolidated companies in foreign currency, are recognised in profit or loss. 
Non-monetary items measured at historical cost are translated into the functional currency at the historical 
exchange rate that existed on the transaction date. 
Non-monetary items carried at fair value are translated at the spot rate of the date the fair value was determined. 
Translation differences are reported together with changes in fair value. 
Income and expense items in foreign currency are taken to profit or loss at the exchange rate prevailing when 
they were recognised. 
The balance sheets of foreign subsidiaries are translated into the reporting currency (euros) at the spot rate at 
balance sheet date (with the exception of the capital and reserves, which are translated at the historical rate). 
The income statement is translated at the average rate for the financial year as best estimate of the exchange 
rate at transaction date.  
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Differences arising from the use of one exchange rate for assets and liabilities, and another for net assets 
(together with the exchange rate differences ï net of deferred taxes ï on loans concluded to finance participating 
interests in foreign currency) are recognised in equity, commensurate with KBCôs share. 
 
 
c Financial assets and liabilities (IAS 39) 

 
Financial assets and liabilities are recognised in the balance sheet when KBC becomes a party to the 
contractual provisions of the instruments. Regular-way purchases or sales of financial assets are recognised 
using settlement date accounting. 
 
All financial assets and liabilities ï including derivatives ï must be recognised in the balance sheet according to 
the IAS 39 classification system. Each classification is subject to specific measurement rules.  
 
The IAS 39 classifications are as follows: 
 

¶ Loans and receivables (L&R). These include all non-derivative financial assets with fixed or determinable 
payments that are not quoted in an active market.  

 

¶ Held-to-maturity assets (HTM). These are all non-derivative financial assets with a fixed maturity and fixed 

or determinable payments that KBC intends and is able to hold to maturity.  
 

¶ Financial assets at fair value through profit or loss. This category includes held-for-trading (HFT) assets and 
any other financial assets designated at fair value through profit or loss (FIFV). Held-for-trading assets are 

assets held for the purpose of selling them in the short term or assets that are part of a portfolio of assets 
held for trading purposes. All derivatives with a positive replacement value are considered to be held for 
trading unless they are designated and effective hedging instruments. Other financial assets designated at 
fair value through profit or loss are measured in the same way as held-for-trading assets. KBC may use the 
fair value option when doing so results in more relevant information, because it eliminates or significantly 
reduces a measurement or recognition inconsistency (sometimes referred to as óan accounting mismatchô) 
that would otherwise arise from measuring assets or liabilities or recognising the gains and losses on them 
on different bases. The fair value option may also be used for financial assets with embedded derivatives. 

 

¶ Available-for-sale assets (AFS). These are all non-derivative financial assets that do not come under one of 
the above classifications. These assets are measured at fair value, with all fair value changes being 
recognised in equity until the assets are sold or until there is an impairment in value. In this case, the 
cumulative revaluation gain or loss will be recognised in income for the financial year. 

 

¶ Held-for-trading liabilities. These are liabilities held with the intention of repurchasing them in the short term. 
All derivatives with a negative replacement value are also considered to be held for trading unless they are 
designated and effective hedging instruments. These liabilities are measured at fair value, with any fair 
value changes reported in profit or loss. 

 

¶ Financial liabilities designated at fair value through profit or loss (FIFV). These are measured in the same 

way as held-for-trading liabilities. This fair value option may be used under the same conditions as FIFV 
assets.  

¶ Other financial liabilities. These are all other non-derivative financial liabilities that are not classified under 

one of the two liability classifications above. They are measured at amortised cost. 
 

¶ Hedging derivatives. These are derivatives used for hedging purposes.  
 
Financial instruments are reported according to the dirty price convention. Accrued interest is presented under 
the same heading as the financial instruments for which the interest has accrued. 
 
KBC applies the following general rules: 
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Amounts receivable. These are classified under óLoans and receivablesô. They are measured on acquisition at 
fair value, including transaction costs. Loans with a fixed maturity are subsequently measured at amortised 
cost using the effective interest method, i.e. an interest rate is applied that exactly discounts all estimated 
future cashflows from the loans to the net carrying amount. This interest rate takes account of all related 
fees and transaction costs. Loans with no fixed maturity date are measured at amortised cost. 

 Impairment losses are recognised for loans and advances for which there is evidence ï either on an 
individual or portfolio basis ï of impairment at balance sheet date. Whether or not evidence exists is 
determined on the basis of the probability of default (PD). The characteristics of the loan, such as the type 
of loan, the borrower's line of business, the geographical location of the borrower and other characteristics 
key to a borrower's risk profile, are used to determine the PD. Loans with the same PD therefore have a 
similar credit risk profile. 
¶ Loans and advances with a PD of 12 (individual problem loans with the highest probability of default) 

are individually tested for impairment (and written down on an individual basis if necessary). The 
impairment amount is calculated as the difference between the loans' carrying amount and their present 
value. 

¶ Loans and advances with a PD of 10 or 11 are also considered to be individual problem loans. Material 
loans are tested individually. The impairment amount is calculated as the difference between the loans' 
carrying amount and their present value. Non-material loans are tested on a statistical basis. The 
impairment amount calculated according to the statistical method is based on IRB Advanced models 
(PD x LGD x EAD). 

¶ Loans and advances with a PD lower than 10 are considered normal loans. Incurred-but-not-reported 
(IBNR) losses are recognised for loans with a PD of 1 through 9. IBNR losses are based on IRB 
Advanced models (PD x LGD x EAD), with all parameters being adjusted to reflect the point-in-time 
nature of these losses. The main adjustment relates to the PD, i.e. the time horizon of the PD is 
shortened on the basis of the emergence period. This is the period between the time an event occurs 
that will lead to an impairment and the time KBC identifies this event, and is dependent on the review 
frequency, the location and degree of involvement with the counterparties. 

¶ When impairment is identified, the carrying amount of the loan is reduced via an impairment account and the 
loss recognised in the income statement. If, in a subsequent period, the estimated impairment amount 
increases or decreases due to an event that occurs after the impairment loss was recognised, the previously 
recognised impairment will be increased or reduced accordingly through adjustment of the impairment 
account. Loans and the related amounts included in the impairment accounts are written off when there is no 
realistic prospect of recovery in future or if the loan is forgiven. A renegotiated loan will continue to be tested 
for impairment, calculated on the basis of the original effective interest rate applying to the loan. 

 For off-balance-sheet commitments (commitment credit) classified as uncertain or irrecoverable and doubtful, 
provisions are recognised if the general IAS 37 criteria are satisfied and the more-likely-than-not criterion 
met. These provisions are recognised at their present value. 

 Interest on loans written down as a result of impairment is recognised using the contractual rate of interest 
used to measure the impairment loss. 

 
Securities. Depending on whether or not securities are traded on an active market and depending on what the 

intention is when they are acquired, securities are classified as loans and receivables, held-to-maturity 
assets, held-for-trading assets, financial assets at fair value through profit or loss, or available-for-sale 
assets. 
Securities classified as loans and receivables or held-to-maturity assets are initially measured at fair value, 
including transaction costs. They are subsequently measured at amortised cost. The difference between the 
acquisition cost and the redemption value is recognised as interest and recorded in the income statement 
on an accruals basis over the remaining term to maturity. It is taken to the income statement on an actuarial 
basis, based on the effective rate of return on acquisition. Individual impairment losses for securities 
classified as loans and receivables or held-to-maturity are recognised ï according to the same method as is 
used for amounts receivable as described above ï if there is evidence of impairment at balance sheet date.  
Held-for-trading securities are initially measured at fair value (excluding transaction costs) and subsequently 
at fair value, with all fair value changes being recognised in profit or loss for the financial year. 
Securities classified initially as óFinancial assets at fair value through profit or lossô that are not held for 
trading are measured in the same way as held-for-trading assets. 
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Available-for-sale securities are initially measured at fair value (including transaction costs) and 
subsequently at fair value, with changes in fair value being recorded separately in equity until the sale or 
impairment of the securities. In this case, the cumulative fair value changes are transferred from equity to 
profit or loss for the financial year. Impairment losses are recognised if evidence of impairment exists on the 
balance sheet date. For listed equity and other variable-yield securities, a significant (more than 30%) or 
prolonged (more than one year) decline in their fair value below cost is evidence of impairment. For fixed-
income securities, impairment is measured on the basis of the recoverable amount of the acquisition cost. 
Impairment losses are taken to the income statement for the financial year. For equity and other variable-
yield securities, impairment is reversed through a separate equity heading. Reversals of impairment on 
fixed-income securities occur through profit or loss for the financial year. However, if it cannot be 
demonstrated objectively that the reason for prolonged impairment no longer exists (i.e. the loss event 
triggering impairment has not completely disappeared), any increases in fair value will be recorded in equity. 
This continues until there is no longer any evidence of impairment. At that moment, impairment is 
completely reversed through profit or loss and any difference in fair value recorded in equity.  

 
Derivatives. All derivatives are classified as held-for-trading assets or held-for-trading liabilities unless they are 

designated and effective hedging instruments. Held-for-trading derivatives are measured at fair value, with 
fair value changes being recognised in profit or loss for the financial year. Held-for-trading derivatives with a 
positive replacement value are recorded on the asset side of the balance sheet; those with a negative 
replacement value on the liabilities side. 

 
Amounts owed. Liabilities arising from advances or cash deposits received are recorded in the balance sheet at 

amortised cost. The difference between the amount made available and the nominal value is reflected on an 
accruals basis in the income statement. It is recorded on a discounted basis, based on the effective rate of 
interest.  

 
Embedded derivatives. Derivatives embedded in contracts that are measured on an accruals basis (held-to-

maturity assets, loans and receivables, other financial liabilities) or at fair value, with fair value changes 
being recorded in equity (available-for-sale assets), are separated from the contract and measured at fair 
value (with fair value adjustments being taken to the income statement for the financial year), if the risk 
relating to the embedded derivative is considered not to be closely related to the risk on the host contract. 
The risk may not be reassessed subsequently, unless the terms of the contract are changed and this has a 
substantial impact on the contractôs cashflows. Contracts with embedded derivatives are however primarily 
classified as financial instruments at fair value through profit or loss, making it unnecessary to separate the 
embedded derivative, since the entire financial instrument is measured at fair value, with fair value changes 
being taken to the income statement. 

 
Hedge accounting. KBC applies hedge accounting when all the requisite conditions (according to the hedge 

accounting requirements that have not been carved out in the IAS 39 version as approved by the EU) are 
fulfilled. These conditions are that the hedge relationship must be formally designated and documented on 
the inception of the hedge, the hedge must be expected to be highly effective and this effectiveness must be 
able to be measured reliably, and the measurement of hedge effectiveness must take place on a continuous 
basis during the reporting period in which the hedge can be considered to be effective.  

 For fair value hedges, both the derivatives hedging the risks and the hedged positions are measured at fair 
value, with all fair value changes being taken to the income statement. Accrued interest income from 
interest rate swaps is included in net interest income. Hedge accounting is discontinued once the hedge 
accounting requirements are no longer met or if the hedging instrument expires or is sold. In this case, the 
gain or loss recorded in equity on the hedged position (for fixed-income financial instruments) will be taken 
to profit or loss on an accruals basis until maturity.  

 KBC uses fair value hedges for a portfolio of interest rate risk to hedge the interest rate risk for a portfolio of 
loans and savings deposits using interest rate swaps. The interest rate swaps are measured at fair value, 
with fair value changes reported in profit or loss. Accrued interest income from these swaps is included in 
net interest income. The hedged amount of loans is measured at fair value as well, with fair value changes 
reported in profit or loss. The fair value of the hedged amount is presented as a separate line item of the 
assets on the balance sheet. KBC makes use of the ócarved-outô version of IAS 39, so that no 
ineffectiveness results from anticipated repayments, as long as underhedging exists. In case of hedge 
ineffectiveness, the cumulative change in the fair value of the hedged amount will be amortised through 
profit or loss over the remaining lifetime of the hedged assets or immediately removed from the balance 
sheet if the ineffectiveness is due to the fact that the corresponding loans have been derecognised. 
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For cashflow hedges, derivatives hedging the risks are measured at fair value, with those fair value gains or 
losses determined to be an effective hedge being recognised separately in equity. Accrued interest income 
from interest rate swaps is included in net interest income. The ineffective portion of the hedge is 
recognised in income for the financial year. Hedge accounting will be discontinued if the hedge accounting 
criteria are no longer met. In this case, the derivatives will be treated as held-for-trading derivatives and 
measured accordingly. 

 Foreign currency funding of a net investment in a foreign entity is accounted for as a hedge of that net 
investment. This form of hedge accounting is used for investments not denominated in euros. Translation 
differences (account taken of deferred taxes) on the funding are recorded in equity, along with translation 
differences on the net investment.  

 

¶ Financial guarantee contracts. These are contracts that require the issuer to make specified payments to 

reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due under 
the initial or revised terms of a debt instrument. A financial guarantee contract is initially recognised at fair 
value and subsequently measured at the greater of the following: 

 - the amount determined in accordance with IAS 37: Provisions, Contingent Liabilities and Contingent 
Assets; and 

 - the amount initially recognised less, where appropriate, cumulative amortisation recognised in accordance 
with IAS 18: Revenue. 

 

¶ Fair value adjustments (market value adjustments). Fair value adjustments are recognised on all financial 
instruments measured at fair value, with fair value changes being taken to profit or loss or recognised in 
equity. These fair value adjustments include all close-out costs, adjustments for less liquid instruments or 
markets, adjustments relating to ómark-to-modelô measurements and counterparty exposures. 

 
d Goodwill and other intangible assets 

 
Goodwill is defined as any excess of the cost of the acquisition over the acquirerôs interest in the fair value of the 
identifiable assets acquired and liabilities and contingent liabilities assumed at the date of acquisition. It is 
recognised as an intangible asset and is carried at cost less impairment losses. Goodwill is not amortised, but is 
tested for impairment at least once a year or if there is either internal or external evidence for doing so. An 
impairment loss is recognised if the carrying amount of the cash-generating unit to which the goodwill belongs 
exceeds its recoverable amount. Impairment losses on goodwill cannot be reversed. For each new business 
combination, KBC has to choose whether to measure minority interests at fair value or as their proportionate 
share of the acquireeôs net identifiable assets. This choice determines the amount of goodwill recognised. 

If the capitalisation criteria are met, software is recognised as an intangible asset. System software is capitalised 
and amortised at the same rate as hardware, i.e. over three years, from the moment the software is available for 
use. Standard software and customised software developed by a third party is capitalised and amortised over 
five years according to the straight-line method from the moment the software is available for use. Internal and 
external development expenses for internally-generated software for investment projects are capitalised and 
written off according to the straight-line method over five years. Investment projects are large-scale projects that 
introduce or replace an important business objective or model. Internal and external research expenses for 
these projects and all expenses for other ICT projects concerning internally-generated software (other than 
investment projects) are taken to the income statement directly. 
 
e Property and equipment (including investment property) 

 
All property and equipment is recognised at cost (including directly allocable acquisition costs), less accumulated 
depreciation and impairment. The rates of depreciation are determined on the basis of the anticipated useful life 
of the assets and are applied according to the straight-line method from the moment the assets are available for 
use. Impairment is recognised if the carrying value of the asset exceeds its recoverable value (i.e. the higher of 
the assetôs value in use and net selling price). Amounts written down can be reversed through the income 
statement. When property or equipment is sold, the realised gains or losses are taken directly to the income 
statement. If property or equipment is destroyed, the remaining amount to be written off is taken directly to the 
income statement. 
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The accounting policy outlined for property and equipment also applies to investment property. 
External borrowing costs that are directly attributable to the acquisition of an asset are capitalised as part of the 
cost of that asset. All other borrowing costs are recognised as an expense in the period in which they are 
incurred. Capitalisation commences when expenses are incurred for the asset, when the borrowing costs are 
incurred and when activities that are necessary to prepare the asset for its intended use or sale are in progress. 
When development is interrupted, the capitalisation of borrowing costs is suspended. The capitalisation of 
borrowing costs ceases when all the activities necessary to prepare the asset for its intended use or sale are 
complete. 
 
f Pension liabilities 

 
Pension liabilities are included under the óOther liabilitiesô item and relate to obligations for retirement and 
survivorôs pensions, early retirement benefits and similar pensions or annuities.  

Defined benefit plans are those under which KBC has a legal or constructive obligation to pay extra contributions 
to the pension fund if this last has insufficient assets to settle all the obligations to employees resulting from 
employee service in current and prior periods. 
The pension obligations under these plans for employees are calculated according to IAS 19, based on the 
projected-unit-credit method, with each period of service granting additional entitlement to pension benefits. 
Actuarial gains and losses are recognised according to the ócorridor approachô. Any excess actuarial gains and 
losses are recognised as income or an expense over the average expected remaining working lives of the 
participating employees.  
 
g Tax liabilities 

 
This heading includes current and deferred tax liabilities. 
Current tax for the period is measured at the amount expected to be paid, using the rates of tax in effect for the 
balance sheet date.  
Deferred tax liabilities are recognised for all taxable temporary differences between the carrying amount of an 
asset or liability and its tax base. They are measured using the tax rates in effect on realisation of the assets or 
settlement of the liabilities to which they relate. Deferred tax assets are recognised for all deductible temporary 
differences between the carrying value of assets and liabilities and their tax base, to the extent that it is probable 
that taxable profit will be available against which the deductible temporary differences can be utilised. 
 
h Provisions 

 
Provisions are recognised in the balance sheet: 

¶ if an obligation (legal or constructive) exists on the balance sheet date that stems from a past event, and 

¶ it is probable that an outflow of resources embodying economic benefits will be required to settle the 
obligation, and 

¶ a reliable estimate can be made of the amount of the obligation. 
 
i Equity 

 
Equity is the residual interest in the net assets after all liabilities have been deducted. 
Equity instruments have been differentiated from financial instruments in accordance with the IAS 32 rules. 
The revaluation reserve for available-for-sale assets is included in equity until disposal or impairment of the 
assets. At that time, the cumulative gain or loss is transferred to profit or loss for the period. 

 
Put options on minority interests (and, where applicable, combinations of put and call options resulting in forward 
contracts) are recognised as financial liabilities at the present value of the exercise prices. The corresponding 
minority interests are deducted from equity. The difference is recognised either as an asset (goodwill) or in the 
income statement (negative goodwill). 
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j Exchange rates used 

 
 Exchange rate at 31-12-2011 Exchange rate average in 2011 

 1 EUR =  
... currency 

Change from 31-12-
2010 

(positive: 
appreciation relative 

to EUR) 
(negative: 

depreciation relative 
to EUR) 

1 EUR =  
... currency 

Change relative to 
average in 2010 

(positive: 
appreciation relative 

to EUR) 
(negative: 

depreciation relative 
to EUR) 

CZK 25.79 -3% 24.57 +3% 
GBP 0.8353 +3% 0.8723 -2% 
HUF 314.6 -12% 279.1 -1% 
PLN 4.458 -11% 4.118 -3% 
USD 1.294 +3% 1.402 -5% 

Rounded figures 

 
k Changes made to accounting policies in 2011 

 
No material changes were made to the accounting policies compared with 2010.
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Notes on segment reporting 
 

 
 

 

Note 2 a: Segment reporting based on the management structure 
 

 
The groupôs segments or business units 

 
KBC Bankôs management structure has been built around a number of segments called óbusiness unitsô, 

namely: Belgium, Central & Eastern Europe, Merchant Banking, and Shared Services & Operations. This 
breakdown is based on a combination of geographic criteria (Belgium and Central and Eastern Europe, the 
groupôs two core markets) and business criteria (either retail banking or merchant banking). The Shared 
Services & Operations Business Unit includes a number of entities that provide support and products to the 
other business units (in the areas of ICT, leasing, etc.). 
 
Segment reporting is based on this format, but: 
¶ The Shared Services & Operations Business Unit is not disclosed as a separate segment, since all its 

income and expenses are passed on to the other business units and reflected in their results.  
¶ The business units are supplemented by a Group Centre segment, which ï in addition to certain non-

allocable results (see below and elsewhere in this report) ï also brings together all those group companies 
that are scheduled to be sold under the new strategic plan. In this way, a clear picture is provided in the 
results as far as future divestments are concerned, but also as regards the long-term activities. 

 
Owing to the change in the groupôs strategic plan (see the óStrategy and company profileô section), segment 
reporting was adjusted in 2011 and the reference figures restated retroactively: 

¶ The (40%) portion of ĻSOBôs results in the Czech Republic, which relates to the originally planned public 
offering of a minority stake in that company ï and which had previously been recognised under Group 
Centre ï was reallocated to the Central & Eastern Europe Business Unit. 

¶ The results of Kredyt Bank (Poland), which had previously been included in the Central & Eastern Business 
Unit, have now been moved to Group Centre (to join the other companies earmarked for divestment). 

¶ Due to the retroactive adjustment of these figures, the óunderlying result after tax, attributable to equity 
holders of the parentô was as follows in 2010: 

- Central & Eastern Europe Business Unit: 393 million euros in the previous annual report, 557 million 
euros in this one; 

- Group Centre: 30 million euros in the previous annual report, -134 million euros in this one; 

- The results for the other business units and for the group as a whole remained unchanged. 
 
For reporting purposes, therefore, the composition of the segments or business units after these adjustments 
is as follows: 
Å Belgium (retail banking, asset management, private banking in Belgium; companies earmarked for 

divestment under the strategic plan are recognised under Group Centre). 
Å Central & Eastern Europe (retail banking, asset management, private banking and merchant banking in the 

Czech Republic, Slovakia, Hungary and Bulgaria; companies in other countries that have been earmarked 
for divestment are recognised under Group Centre). 

Å Merchant Banking (corporate banking and market activities in Belgium and in a selection of countries in 
Europe, North America and Southeast Asia; companies earmarked for divestment are recognised under 
Group Centre). 

Å Group Centre (all companies earmarked for divestment and certain allocated results for KBC Bank NV (that 
cannot reliably be allocated to the segments)).  

 
It should be noted that:  

¶ In principle, a group company is assigned in its entirety to one specific segment. Exceptions are only made 
for those charges that cannot clearly be allocated to a specific segment (such charges are recognised under 
Group Centre) and KBC Bank (which is assigned to various segments and to Group Centre using allocation 
rules).  

¶ The funding cost of goodwill related to participating interests held by KBC Bank is allocated to the segment to 
which the relevant participating interest belongs.  

¶ Transactions among the different segments are reported at armôs length.  

¶ When segment information is recorded, óNet interest incomeô is not divided up into óInterest incomeô and 
óInterest expenseô. This is permitted under IFRS because the bulk of the business unitsô income is in the form 
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of interest, and management assesses and co-ordinates those business units primarily on the basis of net 
interest income. 

¶ No information is provided on income from sales to external customers per product or per service (or group 
of products or services), since the information is prepared at consolidated level chiefly for each business unit, 
and not per customer group or product group.  

 
Underlying results by segment 

 
The figures in the segment reporting presentation have been prepared in accordance with the general 
accounting method used at KBC (see Note 1) and, therefore, comply with the International Financial Reporting 
Standards, as adopted for use in the European Union (endorsed IFRS). A number of changes have been made 
to this methodology in order to provide a better insight into the underlying business activities. The results 
generated in this way are referred to as óunderlying resultsô and these form an important element in the internal 
assessment and management of the business units.  
 
The differences between the IFRS figures and the underlying figures are as follows: 
Å Exceptional items that do not regularly occur during the normal course of business are eliminated in the 

underlying results (such as losses and gains relating to investments in CDOs, to trading positions that were 
unwound due to the discontinuation of activities of KBC Financial Products, and to actual divestments). In 
view of their exceptional nature and materiality, it is important to separate out these items in order to gain a 
full understanding of the results trend.  

Å In the IFRS figures, many of the ALM hedging derivatives (i.e. those that do not qualify for fair value hedge 
accounting for a portfolio hedge of interest rate risk) were ï up to and including 2010 ï regarded as trading 
instruments and, consequently, interest relating to these instruments appeared under óNet result from 
financial instruments at fair valueô, whereas interest earned on the related assets appears under óNet interest 
incomeô. In the underlying figures, interest on these derivatives has therefore been moved to óNet interest 
incomeô (the heading under which interest income generated by the related assets is recognised), without 
this having any impact on the net result. As of 2011, however, interest on ALM hedging derivatives has also 
been included in the IFRS figures under óNet interest incomeô (see Note 1a). 

Å The fair value changes (due to marking-to-market) of the above ALM hedging instruments appear under óNet 
result from financial instruments at fair valueô, whereas most of the related assets are not recognised at fair 
value. To limit the volatility arising from the marking-to-market of these instruments, a government bond 
portfolio was classified as ómeasured at fair value through profit or lossô (fair value option). The remaining 
volatility stemming from the fair value changes of these ALM hedging derivatives relative to the fair value 
changes in the relevant bond portfolio is excluded from the underlying results. 

Å In the IFRS figures, income from professional market activities is divided up among different components. 
While trading profit is recognised under óNet result from financial instruments at fair valueô, the funding costs 
and the fees and commission paid to realise this trading profit are recognised under óNet interest incomeô and 
óNet fee and commission incomeô, respectively. Moreover, a portion of the other income items also relates to 
market activities. In the underlying figures, all market-activity-related components have been moved to óNet 
result from financial instruments at fair valueô, without this having any impact on the net result. 

Å The IFRS figures take into account the effect of changes in own credit risk when measuring the fair value of 
financial liabilities designated at fair value through profit or loss. The resultant valuation adjustments have an 
impact on the net result. Since this is a non-operating item, its impact is excluded from the underlying figures. 
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Reconciliation of IFRS results and underlying results 
 

 

Reconciliation of IFRS results and underlying 

results (in millions of EUR)

Foot

note

Main heading(s) concerned in 

the income statement 2010 2011

 1 174   635

+ Changes in fair value of ALM hedging 

instruments

1 Net result from financial 

instruments at fair value, 

Income tax expense -  185 -  268

+ Gains/losses relating to CDOs 2 Net result from financial 

instruments at fair value, 

Income tax expense   847 -  287

+ Fair value of CDO-related guarantee and 

commitment fees

3 Net result from financial 

instruments at fair value, 

Income tax expense -  57 -  43

+ Impairment on goodwill and associated 

companies

4 Impairment on goodwill and on 

other -  115 -  81

+ Result from legacy structured derivatives 

business (KBC Financial

Products)

Net result from financial 

instruments at fair value, 

Income tax expense -  372   50

+ Changes in fair value of own debt instruments 

(due to own credit

risk)

5 Net result from financial 

instruments at fair value, 

Income tax expense   39   359

+ Results on divestments 6 Other net income   77 -  18

Other - -  15   0

 1 395   347

6 In 2010, includes mainly the sale of the Global Convertible Bonds and Asian Equity Derivatives activities in KBC FP. 

3 Relates to the CDO guarantee agreement concluded with the Belgian State in 2009 (see óAdditional informationô).

4 In 2010, mainly group companies in Poland and Romania, and associated companies in Slovenia. In 2011, Bulgaria among other 

countries.

5 The positive f igure in 2011 relates to heightened risk aversion to European banks (hence including KBC), w hich caused the 

market value of ow n debt instruments designated at fair value through profit or loss, to decline.

Result after tax, attributable to equity holders of the parent (underlying)

Result after tax, attributable to equity holders of the parent (IFRS)

It should be noted that w ith effect from this annual report, amounts stated are after tax and minority interests.

1 See explanation in the third bullet point under óUnderlying results by segmentô. 2011 figure due primarily to widening credit 

spreads on certain sovereign bonds.

2 Relates primarily to changes in the fair value of CDO exposures (see Notes 5 and 22), changes in provisions for and payment of 

CDO-related claims. Also includes the recognition of a deferred tax asset of 0.4 billion euros in 2010 (see Note 13).
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Underlying results by segment (business unit) 
 

 

 

In millions of EUR

Belgium 

Business 

unit

CEE 

Business 

unit

Merchant 

Banking 

Business 

unit

Group 

Centre 

excluding 

interseg-

ment 

eliminations

Inter-

segment 

eliminations KBC Bank

UNDERLYING INCOME STATEMENT 2010

Net interest income  1 456  1 477   836   716 -  2  4 483

Dividend income   11   2   6   1   0   19

Net result from financial instruments at fair value through 

profit or loss   48   138   539   40   0   766

Net realised result from available-for-sale assets   19   10   3   5   0   37

Net fee and commission income   960   380   225   133   1  1 699

Other net income   36   41 -  83   30 -  10   14

TOTAL INCOME  2 531  2 047  1 526   926 -  11  7 019

Operating expensesa - 1 376 - 1 078 -  564 -  760   11 - 3 767

Impairment -  86 -  350 -  796 -  276   0 - 1 507

on loans and receivables -  82 -  340 -  789 -  274   0 - 1 485

on available-for-sale assets -  4   0 -  7   0   0 -  12

on goodwill   0   0   0   0   0   0

on other   0 -  9   1 -  2   0 -  10

Share in results of associated companies   0   10   0 -  64   0 -  54

RESULT BEFORE TAX  1 069   630   166 -  174   0  1 692

Income tax expense -  333 -  72 -  20   47   0 -  378

Net post-tax result from discontinued operations   0   0   0   0   0   0

RESULT AFTER TAX   736   559   146 -  127   0  1 314

attributable to minority interests   114   1   16   7   0   140

attributable to equity holders of the parent   622   557   130 -  134   0  1 174
a  Of which non-cash expenses: -  42 -  86 -  33 -  55   0 -  216

Depreciation and amortisation of fixed assets -  44 -  85 -  29 -  46   0 -  204

Other   1 -  1 -  4 -  9   0 -  12

Acquisitions of non current assets*   31   137   275   55   0   498

UNDERLYING INCOME STATEMENT 2011

Net interest income  1 530  1 473   663   593   0  4 258

Dividend income   6   2   7   1   0   15

Net result from financial instruments at fair value through 

profit or loss   41   70   405 -  15   0   502

Net realised result from available-for-sale assets   23   27   35 -  1   0   85

Net fee and commission income   852   413   202   121 -  2  1 587

Other net income -  131   36 -  84   22 -  11 -  167

TOTAL INCOME  2 322  2 021  1 228   721 -  13  6 280

Operating expensesa - 1 456 - 1 084 -  564 -  531   13 - 3 622

Impairment -  110 -  611 -  768 -  89   0 - 1 578

on loans and receivables -  59 -  477 -  725 -  69   0 - 1 331

on available-for-sale assets -  51 -  125 -  6 -  1   0 -  182

on goodwill   0   0   0   0   0   0

on other   0 -  9 -  37 -  19   0 -  66

Share in results of associated companies   0   7   0 -  59   0 -  52

RESULT BEFORE TAX   756   333 -  104   43   0  1 028

Income tax expense -  230 -  36   6   3   0 -  257

Net post-tax result from discontinued operations   0   0   0   0   0   0

RESULT AFTER TAX   527   297 -  98   46   0   771

attributable to minority interests   104   0   15   18   0   136

attributable to equity holders of the parent   422   298 -  113   28   0   635
a  Of which non-cash expenses: -  42 -  81 -  25 -  36   0 -  183

Depreciation and amortisation of fixed assets -  41 -  74 -  18 -  34   0 -  166

Other   0 -  7 -  8 -  2   0 -  17

Acquisitions of non current assets*   48   197   343   44   0   632

* Non-current assets held for sale and disposal groups, investment property, property and equipment, investments associated companies 

and goodwill and other intangible assets



2011 Annual Report Å KBC Bank Å 85 
 

Review of underlying results by business unit 
 
Belgium Business Unit 
 
Underlying net profit in this business unit came to 422 million euros, compared with 622 million euros in 2010. 
The 200-million-euro decline was due almost entirely to impairment recorded on Greek government bonds and 
the recognition of a provision for the 5-5-5 investment product. As mentioned above, the results of divested 
companies or companies scheduled for divestment have been reallocated to the Group Centre. 
 
Net interest income totalled 1 530 million euros in 2011, a year-on-year increase of 5% that was attributable 
primarily to higher income related to lending and deposits. Although the net interest margin at KBC Bank fell 
slightly ï by 4 basis points to 1.42% ï loan and deposit volumes went up by 6% and 5%, respectively, in the 
space of a year.  
 
Net fee and commission income amounted to 852 million euros, down 11% on the figure for 2010. This decline 
was accounted for by several factors, including lower fee and commission income from asset management 
activities (cf. reduced entry and management fees for investment funds), and reflects the more difficult 
investment climate. It was only partially offset by the higher commission on the sale of Belgian state notes. At 
138 billion euros, assets under management fell by 6% year-on-year, due to the combined effect of lower 
volumes and, to a lesser extent, lower prices. 
 
As regards the other income items, the net realised result from available-for-sale assets totalled 23 million 
euros (up 4 million euros), dividend income amounted to 6 million euros, the net result from financial 
instruments  at  fair  value  through  profit  or  loss  stood  at  41  million  euros, and  other net income came to 
 -131 million euros. The latter was 168 million euros less than in 2010, due to the fact that 2011 was negatively 
influenced by the recognition of -167 million euros for the 5-5-5 investment product. 
 
Operating expenses totalled 1 456 million euros in 2011. That is roughly 6% more than a year earlier, 
attributable in part to the increased contribution to the Belgian deposit protection fund, higher staff expenses 
and inflation in general. The underlying cost/income ratio amounted to 63%. Excluding the provision for the 5-5-
5 investment product, the figure came to 59%. 
 
Impairment recorded on loans and receivables amounted to a low 59 million euros in 2011. As in previous 
years, this resulted in a very favourable credit cost ratio of 10 basis points (15 basis points in 2010). 
Approximately 1.5% of the Belgian retail loan portfolio was non-performing at year-end 2011, unchanged from 
the year-earlier figure. Impairment on available-for-sale assets related primarily to Greek government bonds  
(-41 million euros on account of the decrease in their market value). 
 

Central & Eastern Europe Business Unit 
 
In 2011, the Central & Eastern Europe Business Unit generated a net profit of 289 million euros, down almost 
half on the year-earlier 557 million euros. This was due primarily to impairment recorded on Greek government 
bonds and additional loan loss provisioning in Hungary and Bulgaria.  
 
The influence of exchange rate fluctuations has been omitted when calculating organic growth. As already 

mentioned, the results of group companies scheduled for divestment under the strategic plan (amended mid-
2011) have been reallocated to the Group Centre. Consequently, in addition to those of Absolut Bank and NLB, 
the results of Kredyt Bank have now also been reallocated to the Group Centre, while 100% of ĻSOBôs results 
have once again been included in the net profit of the Central & Eastern Europe Business Unit (40% had 
previously been allocated to the Group Centre). The reference figures for 2010 have also been restated. 
 
Net interest income totalled 1 473 million euros in 2011, a year-on-year decline of 1% on an organic basis. In 
organic terms, the business unitôs loan portfolio grew by 6% in 2011, with substantial growth in the Czech 
Republic and Slovakia and a decline primarily in Hungary. The total volume of deposits in the region went up by 
4% in 2011 (attributable mainly to the Czech Republic). The average interest margin was 3.29% in 2011, 
virtually unchanged from its 2010 level. 
 
Net fee and commission income came to 413 million euros in 2011, a year-on-year increase in organic terms of 
4% that was attributable to a number of factors, including a rise in fee and commission income from payments. 
Assets under management in the business unit stood at around 11 billion euros at the end of the year. As 
regards the other income items, the net realised result from available-for-sale assets totalled 27 million euros, 
dividend income amounted to 2 million euros, the net result from financial instruments at fair value through 
profit or loss stood at 70 million euros, and other net income came to 36 million euros. 
 
Operating expenses amounted to 1 084 million euros. On an organic basis, that is more or less the same as in 
the previous year, with various factors cancelling each other out. For instance, the expense item also included 
the special bank tax in Hungary, which had an adverse effect of 54 million euros in 2010 and 2 million euros in 
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2011 (the latter figure was lower because it was possible to set off some of the loan loss provisions for foreign-
currency mortgages against the special bank tax). The underlying cost/income ratio for this business unit stood 
at 54%, in line with the 53% recorded in 2010. 
 
Impairment on loans and receivables (loan loss provisions) came to 477 million euros, compared with 
340 million euros in 2010. Loan loss provisions in the Czech Republic and Slovakia were down on their 2010 
level. However, there was a significant increase in Bulgaria (106 million euros in 2011) and Hungary 
(288 million euros in 2011, more than twice as much as the previous year owing mainly to a new law that 
allows foreign-currency loans to be repaid in local currency at a preferential exchange rate). Consequently, the 
overall credit cost ratio rose from 116 basis points in 2010 to 159 basis points in 2011. At year-end 2011, 
around 5.6% of the loan portfolio in the four home markets combined was non-performing, compared with 5.3% 
a year earlier. Other impairment charges related primarily to Greek government bonds (125 million euros in 
2011 on account of the decrease in their market value). 
 

 Merchant Banking Business Unit 
 
In 2011, the Merchant Banking Business Unit generated a net result of -113 million euros, compared with 
130 million euros a year earlier. The performance in 2011 was affected by provisioning for the 5-5-5 investment 
product in Belgium, the weaker performance of the dealing room and ï as was the case in 2010 ï relatively 
high loan loss provisions for Ireland. Excluding Ireland, the underlying net result for the business unit would 
have been in the region of 209 million euros for the year. 
 
As already mentioned, the results of group companies scheduled to be divested or already divested under the 
strategic plan have been reallocated to the Group Centre. 
 
Total income amounted to 1 228 million euros, 20% less than its 2010 level. 
 
Net interest income totalled 663 million euros in 2011, which was 21% lower than its year-earlier level, 
attributable in part to the loan portfolio (which has been scaled back by 14% in the space of two years). The 
decline in the size of the loan portfolio reflects the groupôs strategy of refocusing on its home markets, which 
resulted in a run-down of the international loan portfolios not related to those markets. The volume of deposits 
fell sharply (by 45%), primarily on account of a drop in institutional and corporate deposits outside the home 
markets, arising from risk aversion in some foreign markets to the euro area and the downgrading by Standard 
& Poorôs of KBC Bankôs short-term rating. 
 
The net result from financial instruments at fair value through profit or loss came to 405 million euros, a year-
on-year decline of some 25% which is attributable to a weaker performance in the dealing room and the 
negative trend in credit value adjustments on derivatives. 
 
Net fee and commission income totalled 202 million euros, down 10% and again related largely to the run-down 
of activities (including the sale of a number of entities of KBC Securities). As regards the other income items, 
the net realised result from available-for-sale assets stood at 35 million euros, dividend income amounted to 
7 million euros, and other net income came to -84 million euros. The latter item was adversely affected in 2010 
by the recognition of -175 million euros for irregularities identified at KBC Lease UK, and in 2011 by the 
recognition of -167 million euros for the 5-5-5 investment product. 
 
Operating expenses totalled -564 million euros, virtually unchanged from the year-earlier figure (with the impact 
of a reduction in activities, slightly higher staff expenses and a number of other factors offsetting each other). 
The cost/income ratio ended the year at 46% ï or 41% excluding the impact of the provision for the 5-5-5 
product ï compared with 37% in 2010. 
 
Impairment recorded on loans and receivables amounted to 725 million euros, lower than the 789 million euros 
recorded in 2010. This decrease was accounted for mainly by KBC Bank in Belgium, and related in particular to 
US asset-backed securities. As in 2010, relatively high impairment charges were recorded at KBC Ireland for 
the Irish loan portfolio (510 million euros in 2011 compared with 525 million euros in 2010). Nevertheless, at 
business unit level, the credit cost ratio fell slightly to 136 basis points in 2011, compared with 138 basis points 
in 2010. Excluding Ireland, those figures would have been 59 basis points and 67 basis points for 2011 and 
2010, respectively. At year-end 2011, around 7.8% of the business unitôs loan portfolio was non-performing, 
compared with 5.2% a year earlier. Other impairment charges amounted to 37 million euros in 2011, which 
related, among other things, to Greek government bonds (16 million euros for the year, on account of the 
decrease in the market value of these bonds) and to investment property (21 million euros). 
 
Group Centre 
 
In 2011, the Group Centre generated underlying net profit of 28 million euros, as opposed to a loss of 
134 million euros a year earlier. As already mentioned, the changes to the strategic plan in mid-2011 have also 
been incorporated into the figures retroactively. In concrete terms, that means that the results of ĻSOB in the 
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Czech Republic are now fully recognised in the Central & Eastern Europe Business Unit (40% had previously 
been allocated to the Group Centre) and that the results of Kredyt Bank in Poland (previously reported under 
the Central & Eastern Europe Business Unit) are now recognised under the Group Centre. The reference 
figures have been restated in each case. 
 
The bulk of the Group Centreôs underlying net result was attributable to companies scheduled for divestment 
under the strategic plan. Together, they accounted for an underlying result of 108 million euros in 2011, 
compared with 12 million euros in 2010. This can be broken down by former business unit as follows: 
 

Result of group companies scheduled for divestment under the strategic plan (in millions of EUR) 2011 2010 

Result of group companies scheduled for divestment under the strategic plan  108 12 

Formerly recognised under Belgium Business Unit (Centea ï stated in the results until sold in mid-
2011) 

23 58 

Formerly recognised under Central & Eastern Europe Business Unit (chiefly Absolut Bank, NLB 
group, Kredyt Bank) 

67 -62 

Formerly recognised under Merchant Banking Business Unit (Antwerp Diamond Bank, KBC 
Deutschland, etc.) 

18 16 

 
The Central & Eastern Europe Business Unit generated a net profit of 67 million euros, as opposed to a loss of 
62 million euros in 2010. This improved performance was due primarily to lower impairment on loans and 
receivables at Kredyt Bank (73 million euros) and Absolut Bank (62 million euros). 
 
The main negative impact in Belgium was the sale of Centea, whose earnings for just the first half of the year 
were included in the results. 
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Balance-sheet information by segment (business unit) 

 
The table below presents some of the main on-balance-sheet products by segment. 
 

 
 

Note 2 b: Segment reporting based on geographic area 
 

This segment reporting format is based on geographic areas, reflecting KBCôs focus on its two home markets ï 
Belgium and Central and Eastern Europe ï and its selective presence in the rest of the world (mainly the US, 
Southeast Asia and Western Europe excluding Belgium). 
The geographic segmentation is based on the location where the services are rendered. Since at least 95% of 
customers are local, the location of the branch or subsidiary determines the geographic breakdown of both the 
balance sheet and income statement. 
This segment reporting format differs considerably from segment reporting based on business units, partly due 
to the fact that different allocation methodologies are used and that the Belgium geographic segment includes 
not only the Belgium Business Unit, but also the Belgian activities of the Merchant Banking Business Unit. 
 

 

In millions of EUR

Belgium 

Business 

unit

CEE 

Business 

unit

Merchant 

Banking 

Business 

unit

Group 

Centre KBC Bank 

Balance sheet information 31-12-2010

Total loans to customers  51 892  28 981  49 120  21 332  151 326

Of which mortgage loans  26 890  10 503  12 809  11 234  61 436

Of which reverse repos   0  4 057  5 932   0  9 989

Customer deposits  70 122  38 767  75 613  17 505  202 007

Of which repos   0  3 219  12 179   0  15 398

Balance sheet information 31-12-2011

Total loans to customers  55 431  25 648  45 669  13 330  140 078

Of which mortgage loans  29 359  10 533  12 288  5 116  57 296

Of which reverse repos   0   16  3 250   0  3 266

Customer deposits  76 665  38 434  47 833  8 674  171 605

Of which repos   0  3 209  14 035   0  17 243

In millions of EUR Belgium

Central and 

Eastern 

Europe and 

Russia

Rest of  the 

world KBC Bank

2010

Total income from external customers (underlying)  3 104  2 731  1 183  7 019

31-12-2010

Total assets (period-end)  183 692  58 184  34 846  276 723

Total liabilities (period-end)  171 337  52 667  38 576  262 580

Acquisitions of non-current assets* (period end)   264   179   55   498

2011

Total income from external customers (underlying)  2 641  2 723   915  6 280

31-12-2011

Total assets (period-end)  156 129  56 888  28 058  241 076

Total liabilities (period-end)  148 804  51 853  28 326  228 983

Acquisitions of non-current assets* (period end)   358   239   35   632

* Non-current assets held for sale and disposal groups, investment property, property and equipment, 

investments in associated companies, and goodwill and other intangible assets.
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Notes to the income statement 
 

 
 

 

Note 3: Net interest income 

 

 

 

Note 4: Dividend income 

 
 

In millions of EUR 2010 2011

Total  5 279  4 484

Interest income  9 621  10 942

Available-for-sale assets  1 218  1 062

Loans and receivables  6 682  6 572

Held-to-maturity investments   419   495

Other assets not at fair value   25   32

Subtotal, interest income from financial assets not 

measured at fair value through profit or loss  8 344  8 162

of which : impaired financial assets   90   84

Financial assets held for trading   352  1 749

Hedging derivatives   333   518

Other financial assets at fair value through profit or loss   592   513

Interest expense - 4 341 - 6 458

Financial liabilities measured at amortised cost - 3 225 - 3 325

Other -  5 -  3

Subtotal, interest expense for financial liabilities not 

measured at fair value through profit or loss - 3 230 - 3 328

Financial liabilities held for trading -  85 - 1 997

Hedging derivatives -  774 -  766

Other financial liabilities at fair value through profit or loss -  253 -  368

(*) including interest on ALM derivatives as of FY2011: +1 474 million euro interest income and -1 913 

million euro interest expense

In millions of EUR 2010 2011

Total   51   33

Breakdown by type   51   33

Held-for-trading shares   31   13

Shares initially recognised at fair value through profit or loss   3   2

Available-for-sale shares   16   18
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Note 5: Net result from financial instruments at fair value through profit or loss 
 

 

 

¶ Changes in the value of CDOs (as recognised under óTrading instrumentsô in the above table): this results 
component also includes the effect of value changes in CDOs held in portfolio. In 2010, the improvement in 
the market price for corporate credit ï as reflected in credit default swap spreads ï had a positive impact on 
the value of CDOs held by KBC (roughly 0.3 billion euros). On balance, there was a deterioration in 2011 
which resulted in a negative value adjustment (of approximately -0.3 billion euros). 
¶ CDO guarantee agreement concluded with the Belgian State: in May 2009, KBC Group signed an agreement 

with the Belgian State regarding a guarantee for a substantial part of its structured credit portfolio (details of 
which can be found in óAdditional informationô). Associated cost: the total fee to be paid by KBC Group to the 
Belgian State for the third tranche (the cash guarantee) is approximately 1.1 billion euros (present value at the 
time the agreement entered into effect and recognised upfront in 2009). There was also a positive effect on the 
mark-to-market value of the guaranteed positions. In addition, KBC Group has to pay a commitment fee of 
roughly 60 million euros per half year for the second tranche (the equity guarantee). The contract, including the 

fee due, is measured at fair value through profit or loss.  
 

 

 

¶ óForeign exchange tradingô results in the table comprise total exchange differences, excluding those 
recognised on financial instruments at fair value through profit or loss. 

¶ For the impact of changes in own credit risk, see Note 23. 

¶ Use of ALM derivatives: except for micro-hedging derivatives, which are used to only a limited extent in the 
group, the interest for ALM derivatives classified under óPortfolio hedge of interest rate riskô is recognised 
under óNet interest incomeô. Changes in the fair value of these derivatives are also recognised under óNet 
result from financial instruments at fair value through profit or lossô, but due to the fact that changes in the fair 
value of the hedged assets are also recognised under this heading ï and the hedging is effective ï the 
balance of this heading is zero. For other ALM derivatives, the interest in question will be recognised under 
óNet interest incomeô from 2011 on (recognised under óNet result from financial instruments at fair value 

In millions of EUR 2010 2011

Total -  277   2

Breakdown by type 

Trading instruments (including interest* and fair value changes in trading derivatives) -  290 -  318

Other financial instruments initially recognised at fair value through profit or loss -  298   43

Of which: gains/losses own credit risk   53   484

Foreign exchange trading   311   356

Fair value adjustments in hedge accounting   0 -  80

Microhedge   2   3

Fair value hedges   2   0

Changes in the fair value of the hedged item   35 -  117

Changes in the fair value of the hedging derivatives, including discontinuation -  33   117

Cashflow hedges   1   3

Changes in the fair value of the hedging derivatives, ineffective portion   1   3

Hedges of net investments in foreign operation, ineffective portion   0   0

Portfolio hedge of interest rate risk -  2   0

Fair value hedges of interest rate risk   0   0

Changes in the fair value of the hedged item   35 -  25

Changes in the fair value of the hedging derivatives,  including discontinuation -  35   25

Cashflow hedges of interest rate risk -  2   0

Changes in the fair value of the hedging instrument, ineffective portion -  2   0

Discontinuation of hedge accounting in the case of a cash flow hedge   0 -  82

* Excluding interest on hedging derivatives from 2011 on (see Note 3).

Impact on the income statement of the cost associated with the CDO guarantee 

agreement concluded with the Belgian State (in millions of EUR, before tax), part 

KBC Bank 2010 2011

Cash guarantee (for the third tranche) -30 -  21

Equity guarantee (for the second tranche) -56 -  45

Total recognised in the income statement -86 -  66
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through profit or lossô until 2010, when it came to -425 million euros). The fair value changes are recognised 
under óNet result from financial instruments at fair value through profit or lossô, but are curtailed in part by 
changes in the fair value of a bond portfolio that is classified as 'financial instruments initially recognised at 
fair value through profit or loss' (see accounting policies). 

¶ The effectiveness of the hedge is determined according to the following methods:  

o For fair value micro hedging, the dollar offset method is used on a quarterly basis, which requires 

changes in the fair value of the hedged item to offset changes in the fair value of the hedging instrument 
within a range of 80%-125%, which is currently the case.  

o For cashflow micro hedges, the designated hedging instrument is compared with a perfect hedge of the 
hedged cashflows on a prospective (by BPV measurement) and retrospective basis (by comparing the 
fair value of the designated hedging instrument with the perfect hedge). The effectiveness of both tests 
must fall within a range of 80%-125%, which is currently the case. 

o For fair value hedges for a portfolio of interest rate risk, effectiveness is assessed on the basis of the 
rules set out in the European version of IAS 39 (carve-out). IFRS does not permit net positions to be 
reported as hedged items, but does allow hedging instruments to be designated as a hedge of a gross 
asset position (or a gross liabilities position, as the case may be). Specifically, care is taken to ensure 
that the volume of assets (or liabilities) in each maturity bucket is greater than the volume of hedging 
instruments allocated to the same bucket. 

¶  Day 1 profit: when the transaction price in a non-active market differs from the fair value of other observable 
market transactions in the same instrument or the fair value based on a valuation technique whose variables 
include only data from observable markets, the difference between the transaction price and the fair value 
(day 1 profit) is taken to profit or loss. If this is not the case (i.e. the variables do not include only data from 
observable markets), day 1 profit is reserved and is released in profit or loss during the life and until the 
maturity of the financial instrument. Movements in deferred day 1 profit are summarised as follow: 

 

 

 

In millions of EUR 2010 2011

Deferred day 1 profits, opening balance on 1 January   27   11

New deferred day 1 profits   0   0

Day 1 profits recognised in profit or loss during the period

Amortisation of day 1 profits -  15 -  3

Financial instruments no longer recognised -  4   0

Exchange differences   2   0

Deferred day 1 profits, closing balance on 31 December   11   8
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Note 6: Net realised result from available-for-sale assets 
 

 
 

 

Note 7: Net fee and commission income 
 

 

¶ The lion's share of the fees and commissions related to lending is recognised under 'Net interest income' 
(effective interest rate calculations). 

 

 

In millions of EUR 2010 2011

Total   45   85

Breakdown by portfolio

Fixed-income securities   24   54

Shares   21   31

In millions of EUR 2010 2011

Total  1 638  1 565

Fee and commission income  2 222  2 098

Securities and asset management  1 114   895

Commitment credit   251   301

Payments   521   576

Other   336   326

Fee and commission expense -  584 -  533

Commission paid to intermediaries -  124 -  109

Other -  461 -  424
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Note 8: Other net income 
 

 
  

¶ Gains and losses on divestments. In 2010, this item had related to the sale of KBC Financial Productsô 
Global Convertible Bonds and Asian Equity Derivatives businesses. In 2011, it related primarily to Centea 
(a gain of 63 million euros; the sale also generated a net result from financial instruments at fair value 
through profit or loss of -85 million euros relating to the reduction in cashflow hedges that had an economic 
link with Centea).  

¶ Irregularities at KBC Lease UK. Internal audits conducted at KBC Lease UK in 2010 revealed irregularities 
in a significant number of contracts that had been introduced by a particular broker. The necessary 
amounts have been recognised to cover the maximum potential net cost of these irregularities.  KBC Lease 
UK has engaged in a number of actions to recover amounts from various sources, 

¶ Provision for the 5-5-5 investment product. In April and May 2008, KBC Bank and its Belgian subsidiaries 
sold 670 million eurosô worth of structured 5-5-5 first-to-default bonds (scheduled to mature in April and 
May 2013) to retail and institutional customers. These bonds are linked to the creditworthiness of Belgium, 
France, Spain, Italy and Greece. An ISDA-defined credit event in one of these countries would adversely 
affect the invested capital and no further coupons would be paid. As a result of the Greek financial crisis, 
KBC Bank decided to reassure all retail customers holding 5-5-5 bonds and announced its intention to 
purchase the bonds at a price equal to the invested capital less any coupons paid by the issuer (all 
amounts before charges and taxes) should a credit event occur. At balance sheet date, no credit events 
had occurred. At the end of 2011, the financial markets estimated that the probability of a credit event 
occurring before May 2013 in one of those five countries was higher than 50%, which prompted KBC to 
recognise a provision of 334 million euros through profit or loss. For more information, see Note 42 (Post-
balance-sheet events). 

 

In millions of EUR 2010 2011

Total   259 -  50

Of which net realised result following

The sale of loans and receivables   4 -  31

The sale of held-to-maturity investments   1 -  6

The sale of financial liabilities measured at amortised cost   0 -  1

Other: of which:   254 -  12

Irregularities in KBC Lease UK -  175   15

Income concerning leasing at the KBC Lease-group   76   96

Income from consolidated private equity participations   54   48

Provisions re 5/5/5 loans   0 -  334

Realised gains or losses on divestments   111   68
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 Note 9: Operating expenses 

 

 
¶ General administrative expenses include repair and maintenance expenses, advertising costs, rent, 

professional fees, various (non-income) taxes, utilities and other such expenses. The figure includes 
expenses related to the special tax imposed on financial institutions in Hungary (54 million euros for 2010 
and 2 million euros for 2011, deductible expense. The amount was lower in 2011, because a portion of the 
losses incurred by the group as a result of the new law on foreign-currency mortgages could be set off 
against the bank tax due in Hungary (see below)). 

¶ Share-based payments are included under staff expenses. The main cash-settled share-based payment 
arrangements concern 4 million euros in costs related to a phantom stock plan (included under óStaff 
expensesô for 2011). The main equity-settled share-based payments are described below. 

Since 2000, the KBC Bank and Insurance Holding Company NV (now KBC Group NV) has launched a 
number of share option plans for all or certain members of staff of the company and various subsidiaries. 
The share options were granted free to the members of staff, who only had to pay the relevant tax on the 
benefit when the options were allocated. The share options have a life of seven to ten years from the date of 
issue and can be exercised in specific years in the months of June, September or December. Not all the 
options need be exercised at once. When exercising options, members of staff can either deposit the 
resulting shares on their custody accounts or sell them immediately on NYSE Euronext Brussels. KBC 
Group NV has repurchased treasury shares in order to be able to deliver shares to staff when they exercise 
their options. 

IFRS 2 has not been applied to equity-settled option plans that predate 7 November 2002, since they are 
not covered by the scope of IFRS 2. The option plans postdating 7 November 2002 are limited in size.  

An overview of the number of stock options for staff is shown in the table.  

 

 

 

 

In millions of EUR 2010 2011

Total - 3 861 - 3 709

Breakdown by type

Staff expenses - 1 864 - 1 807

Share based payment: equity settled   0   0

Share based payment: cash settled   0 -  3

General administrative expenses - 1 790 - 1 734

Depreciation and amortisation of fixed assets -  208 -  168

Options

Number of 

options1

Average 

exercise 

price

Number of 

options1

Average 

exercise 

price

Outstanding at beginning of period 882 253 48.09  609 630 50.70

Granted during period 0 - 0 0.00

Exercised during period -4 527 28.41 0 0.00

Expired during period -268 096 44.47 - 31 328 41.98

Outstanding at end of period 2  609 630 50.70  578 302 51.17

Exercisable at end of period  595 030 49.82  571 002 50.87

1  In share equivalents

2  2010: Range of exercise prices 27.8-97.94 euros; w eighted average residual term to maturity: 25 months.

2011: Range of exercise prices 27.8-97.94 euros; w eighted average residual term to maturity: 14 months.

20112010
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Note 10: Personnel 

 
 

¶ From 2011, the senior management figures reflect only those persons appointed to such 
positions by the Executive Committee of KBC Bank NV. As they had previously also included 
persons who were considered as senior management at local level,  the figures for 2010 are 
not comparable with those for 2011. 

2010 2011

Total average number of persons employed (in full-time 

equivalents)  38 972  37 663

Breakdown by employee classification

Blue-collar staff   731   623

White-collar staff  37 321  36 822

Senior management   920   218
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Note 11: Impairment (income statement) 

 

¶ óImpairment on loans and receivablesô are accounted for primarily by loans and advances to customers. 
This item included 0.5 billion euros (in both 2010 and 2011) for loan loss provisioning in Ireland (Merchant 
Banking Business Unit) due to the economic situation in that country, especially on the real estate market. 
In the Central & Eastern Europe Business Unit, impairment charges came to 477 million euros in 2011, 
compared with 340 million euros in 2010. The figure for 2011 was adversely affected by the new law on 
foreign-currency mortgages in Hungary and by additional provisioning for the legacy portfolio in Bulgaria. 
These negative factors were partly offset by a net reversal of 41 million euros at Absolut Bank (2010: a net 
allocation of 21 million euros), 39 million euros at Kredyt Bank (2010: 112 million euros) and 25 million 
euros at Antwerp Diamond Bank (2010: 70 million euros) (only in the Group Centre). 

¶ Impairment on available-for-sale assets and on held-to-maturity assets. In 2011, these headings included 
mainly impairment on Greek sovereign bonds (203 million euros). No impairment was recognised on 
sovereign bonds issued by other European countries, due to the fact that there was no evidence on balance 
sheet date to suggest that future cashflows relating to these securities would be adversely affected. 
Impairment on Greek sovereign bonds was calculated as follows for 2011: 
¶ available-for-sale portfolio: the difference between amortised cost and fair value at year-end 2011, 

which resulted in a pre-tax impairment of 170 million euros being recognised in the income statement;  
¶ held-to-maturity portfolio: the difference between amortised cost and fair value at year-end 2011, 

which resulted in a pre-tax impairment of 33 million euros being recognised in the income statement;  
¶ consequently, the carrying value of Greek sovereign bonds at year-end 2011 was an average 31% of 

the nominal amount of the bonds in these portfolios;  
¶ bonds held in the trading book and the portfolio designated at fair value through profit or loss: already 

recorded at fair value, so no additional adjustment is required. 
¶ Impairment on goodwill. In 2011, this heading included inter alia 53 million euros in relation to Bulgaria (due 

to the deteriorated economic situation and the lower estimated cashflows from Bulgarian activities 
discounted at a higher discount rate). In 2010, it had included inter alia 52 million euros for group 
companies in Romania and Poland. In most cases, the impairment reflects the difference between the 
carrying value before impairment and the value in use. For more information on goodwill, see Note 30. 

¶ Impairment on other. In 2010, this heading had included primarily impairment charges of 31 million euros 
for the minority shareholding in Nova Ljubljanska banka (based on higher loan losses).  

¶ For information on total impairment recognised in the balance sheet, see Note 17.  
 

 
 

In millions of EUR 2010 2011

Total - 1 635 - 1 659

Impairment on loans and receivables - 1 485 - 1 331

Breakdown by type

   Specific impairments for on-balance-sheet lending - 1 452 - 1 314

   Provisions for off-balance-sheet credit commitments -  19   16

   Portfolio-based impairments -  14 -  33

Impairment on available-for-sale assets -  12 -  182

Breakdown by type

Shares -  12 -  14

Other   0 -  168

Impairment on goodwill -  85 -  81

Impairment on other -  54 -  66

Intangible assets, other than goodwill   0 -  2

Property and equipment and investment property -  4 -  29

Held-to-maturity assets   0 -  34

Associated companies (goodwill) -  31   0

Other -  18 -  1
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Note 12: Share in results of associated companies 
 

 
 

 

¶ Impairment on (goodwill on) associated companies is included in óImpairmentô (see Note 11). The share in 
results of associated companies does not therefore take this impairment into account.  

 

In millions of EUR 2010 2011

Total -  54 -  52

of which NLB -  64 -  59
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Note 13: Income tax expense 
 

 

¶ For information on tax assets and tax liabilities, see Note 27. 

¶ In 2010, the Belgian tax authorities decided that a waiver of intercompany debt, related to losses on a 
CDO portfolio incurred in the past year, was tax deductible, provided certain conditions were met. In 
practice, this meant that KBC was able to recognise deferred tax income of 0.4 billion euros in the second 
quarter of 2010. 

 

  

In millions of EUR 2010 2011

Total   88 -  216

Breakdown by type   88 -  216

Current taxes on income -  279 -  232

Deferred taxes on income   367   16

Tax components

Profit before tax  1 445   699

Income tax at the Belgian statutory rate 33,99% 33,99%

Income tax calculated -  491 -  237

Plus/minus tax effects attributable to   579   22

Differences in tax rates, Belgium - abroad   142   91

Tax-free income   223   300

Adjustments related to prior years   19   13

Adjustments, opening balance of deferred taxes due to change in tax rate   4 -  5

Unused tax losses and unused tax credits to reduce current tax expense   0   0

Unused tax losses and unused tax credits to reduce deferred tax expense   558   72

Reversal of previously recognised deferred tax due to tax losses -  13 -  1

Other (mainly non-deductible expenses) -  355 -  447

Aggregate amount of temporary differences associated with investments in 

subsidiaries, branches and associated companies and interests in joint 

ventures, for which deferred tax liabilities have not been recognized*   398   319

* Reserves of joint or other subsidiaries, associated companies and branches that, at certain entities, w ill be taxed in full on 

distribution (recorded in full). For a signif icant number of entities, the foreign tax credit applies (5% is recorded, since 95% 

is definitively taxed).
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Notes on the financial assets and 
liabilities on the balance sheet 
 
 
 
 

Financial assets and liabilities are grouped into categories. These categories are defined and relevant valuation 
rules provided under the heading óFinancial assets and liabilities (IAS 39)ô in Note 1b. Whenever reference is 
made in this section to the category óDesignated at fair valueô, this should be taken to mean óDesignated at fair 
value through profit or lossô (fair value option). 
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Note 14: Financial assets and liabilities, breakdown by portfolio and product  

 

 
1
 Loans and advances in the óDesignated at fair valueô column relate primarily to reverse repo transactions and a small 

portfolio of home loans. In each case, the carrying value comes close to the maximum credit exposure. 

2 
Total excluding divestments finalised in 2011 (Centea)  (to enable comparison with the figures for 31 December 2011). 

3 
A óreverse repoô transaction is a transaction where one party (KBC) buys securities from another party and undertakes to 

resell these securities at a designated future date at a set price. In most cases, reverse repo transactions are governed by 
bilateral framework agreements (generally Global Master Repo Agreements) which include a description of the periodic 
exchanges of collateral. The reverse repo transactions shown in the table are related mainly to the temporary lending of 
bonds. In this type of lending, the risk and the income from the bonds are for the counterparty. The amount of the reverse 
repos is virtually identical to the amount of the underlying assets (that have been lent out). 

 

In millions of EUR

Held for 

trading

Designated 

at fair value1

Available for 

sale

Loans and 

receivables

Held to 

maturity

Hedging 

derivatives

Measured 

at 

amortised 

cost

Total, 

excluding 

divest-

ments in 

20112

FINANCIAL ASSETS, 31-12-2010

Loans and advances to credit institutions and investment 

firms a   696  1 808   0  13 044 - - -  15 548 c  15 544

Loans and advances to customers b  4 173  6 953   0  140 200 - - -  151 326  143 853

Discount and acceptance credit   0   0   0   119 - - -   119   114

Consumer credit   0   0   0  4 273 - - -  4 273  4 023

Mortgage loans   0   380   0  61 056 - - -  61 436  55 383

Term loans  4 173  6 507   0  61 454 - - -  72 135  71 203

Finance leasing   0   0   0  4 909 - - -  4 909  4 909

Current account advances   0   0   0  4 801 - - -  4 801  4 721

Securitised loans   0   0   0   0 - - -   0   0

Other   0   66   0  3 588 - - -  3 654  3 500

Equity instruments  1 717   16   613 - - - -  2 346  2 346

Debt instruments issued by  7 708  9 591  33 455  3 405  10 246 - -  64 405  61 999

Public bodies  5 806  8 833  29 634   109  10 009 - -  54 390  51 988

Credit institutions and investment firms   739   247  2 442   224   178 - -  3 830  3 830

Corporates  1 162   511  1 379  3 073   58 - -  6 184  6 180

Derivatives  16 304 - - - -   211 -  16 515  16 515

Total carrying value excluding accrued intrest income  30 598  18 368  34 068  156 649  10 246   211   0  250 140  240 257

Accrued interest income   300   192   621   459   250   73   0  1 895  1 835

Total carrying value including accrued interest income  30 898  18 560  34 690  157 109  10 495   284   0  252 035  242 092
a Of which reverse repos 3  2 284  2 284
b Of which reverse repos 3  9 989  9 989
C Of which loans and advances to banks repayable on demand and term loans to banks at not more than three months  6 934  6 930

FINANCIAL ASSETS, 31-12-2011

Loans and advances to credit institutions and investment 

firms a  4 600   305   0  14 394 - - -  19 299 c

Loans and advances to customers b   203  3 716   0  136 159 - - -  140 078

Discount and acceptance credit   0   0   0   137 - - -   137

Consumer credit   0   0   0  3 909 - - -  3 909

Mortgage loans   0   178   0  57 118 - - -  57 296

Term loans   203  3 368   0  61 867 - - -  65 438

Finance leasing   0   11   0  4 647 - - -  4 658

Current account advances   0   0   0  4 981 - - -  4 981

Securitised loans   0   0   0   0 - - -   0

Other   0   159   0  3 500 - - -  3 660

Equity instruments  1 027   26   479 - - - -  1 532

Debt instruments issued by  4 300  3 948  23 387  2 881  10 693 - -  45 208

Public bodies  3 101  3 594  20 600   224  10 512 - -  38 031

Credit institutions and investment firms   648   196  1 857   203   154 - -  3 059

Corporates   551   157   930  2 454   27 - -  4 119

Derivatives  17 530 - - - -   618 -  18 148

Total carrying value excluding accrued interest income  27 660  7 995  23 865  153 434  10 693   618   0  224 266

Accrued interest income   70   81   429   546   265   158   0  1 548

Total carrying value including accrued interest income  27 730  8 076  24 295  153 981  10 958   776   0  225 814
a Of which reverse repos 3  5 982
b Of which reverse repos 3  3 266
C Of which loans and advances to banks repayable on demand and term loans to banks at not more than three months  11 821

Total
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1 
Total excluding divestments finalised in 2011 (Centea)  (to enable comparison with the figures for 31 December 2011). 

2 
A órepoô transaction is a transaction where one party buys securities from another party (KBC) and undertakes to resell 

these securities at a designated future date at a set price. In most cases, repo transactions are governed by bilateral 
framework agreements (generally Global Master Repo Agreements) which include a description of the periodic exchanges of 
collateral. The repo transactions shown in the table are related mainly to the temporary lending of bonds. In this type of 
lending, the risk and the income from the bonds are for KBC. The amount of the repos is virtually identical to the amount of 
the underlying assets (that have been lent out). 

 
  

In millions of EUR

Held for 

trading

Designated 

at fair 

value

Available for 

sale

Loans and 

receivables

Held to 

maturity

Hedging 

derivatives

Measured 

at 

amortised 

cost

Total, 

excluding 

divest-

ments in 

20111

FINANCIAL LIABILITIES, 31-12-2010

Deposits from credit institutions and investment firms a   21  6 920 - - - -  21 643  28 584 c  28 584

Deposits from customers and debt certificates  b   648  20 991 - - - -  180 368  202 007  193 655

Deposits from customers   0  17 089 - - - -  138 766  155 855  148 800

Demand deposits   0   57 - - - -  48 588  48 645  47 971

Time deposits   0  17 032 - - - -  44 631  61 663  61 477

Savings deposits   0   0 - - - -  40 260  40 260  34 070

Special deposits    0   0 - - - -  4 005  4 005  4 005

Other deposits   0   0 - - - -  1 282  1 282  1 277

Debt certificates   648  3 902 - - - -  41 602  46 152  44 855

Certificates of deposit   0   22 - - - -  15 408  15 430  15 430

Customer savings certificates   0   0 - - - -  2 155  2 155   858

Convertible bonds   0   0 - - - -   0   0   0

Non-convertible bonds   648  3 600 - - - -  14 935  19 183  19 183

Convertible subordinated liabilities   0   0 - - - -   0   0   0

Non-convertible subordinated liabilities   0   280 - - - -  9 104  9 384  9 384

Derivatives  22 263   0 - - -   849 -  23 112  23 110

Short positions  1 119   0 - - - - -  1 119  1 119

in equity instruments   10   0 - - - - -   10   10

in debt instruments  1 110   0 - - - - -  1 110  1 110

Other   0   0 - - - -  2 594  2 594  2 529

Total carrying value excluding accrued interest expense  24 051  27 911 - - -   849  204 605  257 416  248 998

Accrued interest expense   23   74 - - -   276   789  1 161  1 118

Total carrying value including accrued interest expense  24 074  27 985 - - -  1 124  205 394  258 577  250 116

a Of which repos 2  8 212  8 212
b Of which repos 2  15 398  15 398
c  Of which deposits from banks repayable on demand  4 519  4 519

FINANCIAL LIABILITIES, 31-12-2011

Deposits from credit institutions and investment firms  a   853  3 831 - - - -  21 277  25 961 c

Deposits from customers and debt certificates  b  4 289  18 967 - - - -  148 349  171 605

Deposits from customers  3 774  14 680 - - - -  122 015  140 469

Demand deposits   0   0 - - - -  38 184  38 184

Time deposits  3 774  14 680 - - - -  45 895  64 348

Savings deposits   0   0 - - - -  32 633  32 633

Special deposits    0   0 - - - -  3 887  3 887

Other deposits   0   0 - - - -  1 417  1 417

 Debt certificates   514  4 288 - - - -  26 334  31 136

Certificates of deposit   0   20 - - - -  5 398  5 417

Customer savings certificates   0   0 - - - -   710   710

Convertible bonds   0   0 - - - -   0   0

Non-convertible bonds   514  4 167 - - - -  12 014  16 695

Convertible subordinated liabilities   0   0 - - - -   0   0

Non-convertible subordinated liabilities   0   101 - - - -  8 212  8 313

Derivatives  21 666   0 - - -  1 602 -  23 267

Short positions   497   0 - - - - -   497

in equity instruments   4   0 - - - - -   4

in debt instruments   493   0 - - - - -   493

Other   0   0 - - - -  2 421  2 421

Total carrying value excluding accrued interest expense  27 304  22 799 - - -  1 602  172 047  223 751

Accrued interest expense   27   96 - - -   328   813  1 264

Total carrying value including accrued interest expense  27 332  22 895 - - -  1 929  172 860  225 016

a Of which repos 2  6 574
b Of which repos 2  17 243
c  Of which deposits from banks repayable on demand  8 511

Total
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Note 15: Financial assets and liabilities, breakdown by portfolio and geographic 
location 

 

 

Held for 

trading

Designa-

ted at fair 

value 

Available 

for sale

Loans and 

receiva-

bles

Held to 

maturity

Hedging 

derivatives

Measured 

at 

amortised Total

FINANCIAL ASSETS, 31-12-2010

Belgium  3 505  7 141  16 761  75 535   706   103 -  103 751

Central and Eastern Europe and Russia  8 439   596  9 224  35 990  8 680   180 -  63 109

Rest of the world  18 954  10 823  8 704  45 584  1 109   0 -  85 175

Total carrying value, including accrued interest income  30 898  18 560  34 690  157 109  10 495   284 -    252 035

FINANCIAL ASSETS, 31-12-2011

Belgium  3 031  6 132  12 644  72 901  1 088   548 -  96 344

Central and Eastern Europe and Russia  7 908   566  6 422  37 300  8 194   228 -  60 616

Rest of the world  16 791  1 379  5 229  43 779  1 676   0 -  68 855

Total carrying value, including accrued interest income  27 730  8 076  24 295  153 981  10 958   776 -    225 814

FINANCIAL LIABILITIES, 31-12-2010

Belgium  3 175  1 208 - - -   929  89 948  95 260

Central and Eastern Europe and Russia  1 143  5 299 - - -   124  44 456  51 022

Rest of the world  19 755  21 478 - - -   72  70 990  112 295

Total carrying value, including accrued interest expense  24 074  27 985 - - -  1 124    205 394    258 577

FINANCIAL LIABILITIES, 31-12-2011

Belgium  1 289  4 059 - - -  1 750  82 868  89 966

Central and Eastern Europe and Russia  5 892   741 - - -   128  43 521  50 282

Rest of the world  20 151  18 095 - - -   52  46 471  84 768

Total carrying value, including accrued interest expense  27 332  22 895 - - -  1 929    172 860    225 016
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Note 16: Financial assets and liabilities, breakdown by portfolio and remaining term 
to maturity  

 

 
* Maturity date has not been specified or there is no point in classifying the financial asset or liability in terms of when it matures. Financial 
assets that do not have a specified maturity date concern primarily hedging derivatives (óHedging derivativesô column), derivatives and shares 
held for trading (óHeld-for-tradingô column), shares available for sale (óAvailable-for saleô column) and current account advances and 
irrecoverable or doubtful receivables (óLoans and receivablesô column). Financial liabilities that do not have a specified maturity date relate 
mainly to savings deposits (óMeasured at amortised costô column), hedging derivatives (óHedging derivativesô column) and derivatives held for 
trading (óHeld-for-tradingô column). 

 

¶ The difference between short-term financial assets and short-term financial liabilities reflects, among other 
things, the fundamental operation of a bank, i.e. converting short-term deposits into long-term loans. 
Consequently, the volume of deposits at not more than one year (recognised under financial liabilities) is 
greater than loans at not more than one year (recorded under financial assets), a ratio that indicates 
liquidity risk. More information on liquidity risk and how it is monitored is provided in the óValue and risk 
managementô section. 

In millions of EUR

Held for 

trading

Designa-

ted at fair 

value

Available 

for sale

Loans and 

receiva-

bles

Held to 

maturity

Hedging 

derivatives

Measured 

at 

amortised 

cost Total

FINANCIAL ASSETS, 31-12-2010

Not more than one year  6 333  9 437  6 323  47 089  1 331 - -  70 514

More than one year  2 213  9 106  9 243  106 053  9 164  135 778

Not specified *  22 351   16  19 124  3 967   0   284 -  45 743

Total carrying value, incl.accrued interest  30 898  18 560  34 690  157 109  10 495   284 -  252 035

FINANCIAL ASSETS, 31-12-2011

Not more than one year  6 778  3 846  3 810  52 760   862 - -  68 056

More than one year  2 394  4 150  20 006  97 156  10 095 - -  133 801

Not specified *  18 558   80   479  4 065   0   776 -  23 957

Total carrying value, incl.accrued interest  27 730  8 076  24 295  153 981  10 958   776 -  225 814

FINANCIAL LIABILITIES, 31-12-2010

Not more than one year  1 317  23 830 - - - -  129 816  154 964

More than one year   480  4 153  34 812  39 445

Not specified *  22 277   2 - - -  1 124  40 766  64 168

Total carrying value, incl.accrued interest  24 074  27 985 - - -  1 124  205 394  258 577

FINANCIAL LIABILITIES, 31-12-2011

Not more than one year  5 379  18 239 - - - -  102 846  126 464

More than one year   284  4 656 - - - -  35 016  39 956

Not specified *  21 669   0 - - -  1 929  34 997  58 596

Total carrying value, incl.accrued interest  27 332  22 895 - - -  1 929  172 860  225 016
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Note 17: Financial assets, breakdown by portfolio and quality 

 

Impaired financial assets  

 

 

 

¶ The concept of óimpairmentô is relevant for all financial assets that are not designated at fair value through 
profit or loss. Fixed-income financial assets are impaired when impairment is identified on an individual 
basis. In the case of loans, they are impaired when they have a probability of default (or PD, see 
explanation below) rating of 10, 11 or 12. Impairment is recognised based on an estimate of the net 
present value of the recoverable amount. In addition, for credit in PD classes 1 to 9, impairment losses are 
recorded on a portfolio basis, using a formula based on the internal rating based (IRB) advanced models 
(or an alternative method if an IRB advanced model is not yet available).  

¶ KBC has developed various rating models to determine the PD class. The output generated by these 
models is used to split the normal loan portfolio into internal rating classes ranging from PD 1 (lowest risk) 
to PD 9 (highest risk). More information on PD is provided under óCredit riskô in the óValue and risk 
managementô section. 

 
 

in millions of EUR

Held for 

trading

Designa-

ted at fair 

value

Available 

for sale

Loans and 

receiva-

bles

Held to 

maturity

Hedging 

derivatives Total

FINANCIAL ASSETS, 31-12-2010

Unimpaired assets  30 898  18 560  34 474  151 499  10 495   284  246 210

Impaired assets - -   488  10 520   0 -  11 008

Impairment - - -  273 - 4 910   0 - - 5 183

Total carrying value incl.accrued interest  30 898  18 560  34 690  157 109  10 495   284  252 035

FINANCIAL ASSETS, 31-12-2011

Unimpaired assets  27 730  8 076  24 131  148 334  10 947   776  219 994

Impaired assets - -   617  10 782   44 -  11 444

Impairment - - -  454 - 5 136 -  33 - - 5 623

Total carrying value incl.accrued interest  27 730  8 076  24 295  153 981  10 958   776  225 814
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Impairment details 

 

 

 

¶ As regards óOtherô in 2011, the -399 million euros recognised in the óIndividual impairmentô column related 
largely to the reversal of impairment on the sale of Atomium bonds.  

¶ For information regarding the impact of changes in impairment on the income statement, see Note 11. 
¶ Additional information on impairment relating to the loan portfolio is provided under 'Credit riskô in the 
óValue and risk managementô section. 

in millions of EUR

Held to 

maturity

Provision, off-

balance-

sheet credit 

commit-

ments*

Fixed-

income 

securities Shares

Fixed-

income 

securities

Specific 

impairment

Portfolio-

based 

impairment

IMPAIRMENTS 31-12-2010

Opening balance   71   263   6  3 535   298   109

Movements with an impact on results

Impairment recognised   0   12   0  2 898   210   117

Impairment reversed -  1   0   0 - 1 446 -  193 -  101

Movements without an impact on results

Write-offs -  50 -  11   0 -  391   0   0

Change in the scope of consolidation   0   6 -  5 -  16   0   0

Transfer to or from non-current assets held for 

sale and disposal groups

Other -  12 -  5   0   4   11 -  10

Closing balance   8   265   0  4 585   325   115

IMPAIRMENTS 31-12-2011

Opening balance   8   265   0  4 585   325   115

Movements with an impact on results

Impairment recognised   169   14   34  2 486   348   90

Impairment reversed -  1   0   0 - 1 172 -  306 -  116

Movements without an impact on results

Write-offs   0 -  40   0 -  642   0   0

Change in the scope of consolidation -  3 -  1   0 -  75 -  3   0

Transfer to or from non-current assets held for 

sale and disposal groups   0   0   0   0   0   0

Other -  1   44   0 -  398 -  12 -  1

Closing balance   172   281   33  4 783   352   89

* These impairment losses are recognised on the liabilities side of the balance sheet. Changes in impairment losses of this kind 

are recorded under óImpairment on loans and receivablesô in the income statement.

Loans and receivablesAvailable for sale
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Past due, but not impaired assets 
 

 
 

¶ Financial assets are past due if a counterparty fails to make a payment at the time agreed in the contract. 
The concept of ópast dueô applies to a contract, not to a counterparty. For example, if a counterparty fails to 
make a monthly repayment, the entire loan is considered past due, but that does not mean that other loans 
to this counterparty are considered past due.  

¶ Financial assets that are 90 days or more past due are always considered óimpairedô. 

 
 
 
Guarantees received 
 
¶ See Notes 18 and 35. 

 
 
 

Overview of KBCôs exposure to structured credit and sovereign bonds  

 

¶ See 'Credit riskô in the óValue and risk managementô section. 

 

in millions of EUR

less then 30 

days past 

due

30 days or 

more, but 

less then 90 

days past 

due

FINANCIAL ASSETS, 31-12-2010

Loans & advances  3 677  1 316

Debt instruments   0   1

Derivatives   0   0

Total  3 677  1 317

FINANCIAL ASSETS, 31-12-2011

Loans & advances  3 643  2 019

Debt instruments   0   0

Derivatives   0   0

Total  3 643  2 019

* Financial assets that are 90 days or more past due are always considered óimpairedô.
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Note 18: Maximum credit exposure 
 

 
 

¶ The maximum credit exposure relating to a financial asset is generally the gross carrying value, net of 
impairment in accordance with IAS 39. Besides the amounts on the balance sheet, maximum credit 
exposure also includes the undrawn portion of irrevocable credit lines, financial guarantees already granted 
and other irrevocable commitments. These amounts are included in the table under óOtherô. 

¶ The loan portfolio accounts for the largest share of the financial assets. Based on internal management 
reports, comprehensive information on the composition and quality of the loan portfolio is provided under 
óCredit riskô in the óValue and risk management' section. All parts of that particular section which have been 
audited by the statutory auditor are listed at the start of the section. 

¶ Collateral received is recognised at market value and is limited to the outstanding amount of the relevant 
loans. 

 

in millions of EUR 31-12-2010 31-12-2011

Maximum credit exposure

Gross 

amounts

Collateral 

received to 

mitigate the 

maximum 

exposure to 

credit risk Net amount

Gross 

amounts

Collateral 

received to 

mitigate the 

maximum 

exposure to 

credit risk Net amount

Equity  2 346   1  2 345  1 532   0  1 532

Debt instruments  64 405   0  64 405  45 208   0  45 208

Loans & advances  166 874  84 607  82 266  159 378  79 995  79 383

Of which designated at fair value through profit or loss  8 761  8 418   343  4 022  3 743   279

Derivatives  16 515  1 536  14 979  18 148  1 485  16 663

Other (including accrued interest)  36 669  9 276  27 392  35 441  7 936  27 505

Total  286 808  95 422  191 387  259 707  89 416  170 291



2011 Annual Report Å KBC Bank Å 108 
 

Note 19: Fair value of financial assets and liabilities ï general 
  

¶ In line with the IFRS definition, KBC defines fair value as óthe amount for which an asset could be 
exchanged, or a liability settled, between knowledgeable, willing parties in an armôs length transactionô. Fair 
value is not the amount that an entity would receive or pay in a forced transaction, involuntary liquidation or 
distress sale. An imbalance between supply and demand (e.g., fewer buyers than sellers, thereby forcing 
prices down) is not the same as a forced transaction or distress sale. Distress sales or forced transactions 
are transactions that are either carried out on an occasional basis, due to ï for example ï changes in the 
regulatory environment, or that are not market-driven but rather entity- or client-driven. 

¶ Market value adjustments are recognised on all positions that are measured at fair value, with fair value 
changes being reported in profit or loss or in equity to cover close-out costs, adjustments for less liquid 
positions or markets, mark-to-model-related valuation adjustments, counterparty risk and operating 
expenses. When calculating market value adjustments for the counterparty risk relating to derivatives 
(excluding MBIA), the group also takes account of its own credit risk for derivatives with a negative fair 
value. 

¶ In accordance with IFRS requirements, account was taken of the effect of changes in own funding spreads 
when measuring the fair value of financial liabilities designated at fair value. For the presentation in the 
balance sheet of the fair value of financial instruments not measured at fair value (see table), no account 
was taken of changes in credit spreads or prepayment risks. 

¶ The fair value of demand and savings deposits (both of which are repayable on demand) is presumed to be 
equal to their carrying value.  

¶ Most of the changes in the market value of loans and advances initially designated at fair value are 
accounted for by changes in interest rates. The effect of changes in credit risk is negligible. 

¶ Financial assets and liabilities that are measured at fair value are those classified as óavailable-for-saleô, 
óheld for tradingô, ódesignated at fair valueô and óhedging derivativesô. The other financial assets and liabilities 
(loans and receivables, financial assets held to maturity, financial liabilities measured at amortised cost) are 
not measured in the balance sheet at fair value, but their fair value is stated in the table for information 
purposes. 
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Carrying 

value Fair value

Carrying 

value Fair value

Carrying 

value Fair value

FINANCIAL ASSETS, 31-12-2010

Loans and advances to credit institutions and 

investment firms  13 044  13 214 - - - -

Loans and advances to customers  140 200  141 322 - - - -

Debt instruments  3 405  3 464  10 246  10 437 - -

Accrued interest   459   459   250   250 - -

Total, incl.accrued interest  157 109  158 460  10 495  10 686 - -

FINANCIAL ASSETS, 31-12-2011

Loans and advances to credit institutions and 

investment firms  14 394  14 645 - - - -

Loans and advances to customers  136 159  140 855 - - - -

Debt instruments  2 881  2 860  10 693  10 829 - -

Accrued interest   546   546   265   265 - -

Total, incl.accrued interest  153 981  158 905  10 958  11 093 - -

FINANCIAL LIABILITIES, 31-12-2010

Deposits from credit institutions and investment 

firms - - - -  21 643  22 065

Deposits from customers and debt certificates - - - -  180 368  181 951

Other - - - -  2 594  2 594

Accrued interest - - - -   789   789

Total, incl.accrued interest - - - -  205 394  207 399

FINANCIAL LIABILITIES, 31-12-2011

Deposits from credit institutions and investment 

firms - - - -  21 277  21 223

Deposits from customers and debt certificates - - - -  148 349  154 536

Other - - - -  2 421  2 421

Accrued interest - - - -   813   813

Total, incl.accrued interest - - - -  172 860  178 993

Fair value of financial instruments which are not 

recognised at fair value in the balance sheet, 

in millions of eur

Loans and advances

Financial assets held 

to maturity

Financial liabilities at 

amortised cost
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Note 20: Financial assets and liabilities measured at fair value ï fair value hierarchy 

 

 

 

In millions of EUR 31-12-2010 31-12-2011

Fair value hierarchy Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total

Financial assets measured at fair value

Held for trading

Loans and advances to credit institutions   0   686   10   696   0  4 600   0  4 600

Loans and advances to customers   0  4 173   0  4 173   0   203   0   203

Equity instruments   537   187   993  1 717   170   108   749  1 027

Debt instruments  5 669  1 424   614  7 708  2 994  1 108   198  4 300

Derivatives   63  13 783  2 458  16 304   22  12 033  5 475  17 530

Accrued interest   300   70

Designated at fair value

Loans and advances to credit institutions   0  1 808   0  1 808   0   305   0   305

Loans and advances to customers   0  6 927   26  6 953   0  3 689   27  3 716

Equity instruments   0   15   1   16   0   18   8   26

Debt instruments  9 079   237   274  9 591  3 642   169   136  3 948

Accrued interest   192   81

Available for sale

Equity instruments   369   35   210   613   223   70   187   479

Debt instruments  31 703  1 420   332  33 455  20 893  2 316   178  23 387

Accrued interest   621   429

Hedging derivatives

Derivatives   0   211   0   211   0   618   0   618

Accrued interest   73   158

Total, incl.accrued interest  47 419  30 907  4 919  84 431  27 945  25 236  6 957  60 876

Financial liabilities measured at fair value

Held for trading

Deposits from credit institutions   0   0   21   21   0   853   0   853

Deposits from customers and debt certificates   0   624   24   648   0  4 285   4  4 289

Derivatives   44  15 850  6 369  22 263   55  12 240  9 370  21 666

Short positions  1 076   44   0  1 119   493   4   0   497

Other   0   0   0   0   0   0   0   0

Accrued interest   23   27

Designated at fair value

Deposits from credit institutions   0  6 920   0  6 920   0  3 831   0  3 831

Deposits from customers and debt certificates   0  17 185  3 806  20 991   0  17 615  1 352  18 967

Other   0   0   0   0   0   0   0   0

Accrued interest   74   96

Hedging derivatives

Derivatives   0   849   0   849   0  1 602   0  1 602

Accrued interest   276   328

Total, incl.accrued interest  1 120  41 471  10 220  53 183   548  40 430  10 726  52 156



2011 Annual Report Å KBC Bank Å 111 
 

¶ The IAS 39 fair value hierarchy prioritises the valuation techniques and the respective inputs into three 
levels.  

The fair value hierarchy gives the highest priority to ólevel 1 inputsô.  

This means that, when there is an active market, quoted prices have to be used to measure the financial 
assets or liabilities at fair value. Level 1 inputs are prices that are readily and regularly available from an 
exchange, dealer, broker, industry group, pricing service or regulatory agency (and that are quoted in active 
markets accessible to KBC). They represent actual and regularly occurring market transactions on an armôs 
length basis. The fair value measurement of financial instruments with quoted prices is based on a mark-to-
market valuation derived from currently available transaction prices. No valuation technique (model) is 
involved. 

If there are no price quotations available, an entity establishes fair value by using a model based on 
observable or unobservable inputs. The use of observable inputs needs to be maximised, whereas the use 
of unobservable inputs has to be minimised.  

Observable inputs are also referred to as ólevel 2 inputsô and reflect the assumptions market participants 
would use in pricing the asset or liability based on market data obtained from sources independent of the 
reporting entity. Observable inputs reflect an active market. Examples of observable inputs are the risk-free 
rate, exchange rates, stock prices and implied volatility. Valuation techniques based on observable inputs 
can include discounted cashflow analysis, reference to the current or recent fair value of a similar 
instrument, or third-party pricing, provided that the third-party price is in line with alternative observable 
market data.  

Unobservable inputs are also referred to as ólevel 3 inputsô and reflect the reporting entityôs own 

assumptions about the assumptions that market participants would use in pricing the asset or liability 
(including assumptions regarding the risks involved). Unobservable inputs reflect a market that is not active. 
For example, proxies and correlation factors can be considered to be unobservable in the market.  

¶ When the inputs used to measure the fair value of an asset or a liability can be categorised into different 
levels of the fair value hierarchy, the fair value measurement is classified in its entirety into the same level 
as the lowest level input that is significant to the entire fair value measurement. For example, if a fair value 
measurement uses observable inputs that require significant adjustment based on unobservable inputs, that 
measurement is a level 3 measurement. 

¶ The valuation methodology and the corresponding classification in the fair value hierarchy of the most 
commonly used financial instruments are summarised in the table. This table provides an overview of the 
level in which the instruments are generally classified, but exceptions are possible. In other words, whereas 
the majority of instruments of a certain type are within the level indicated in the table, a small portion may 
actually be classified in another level. 

¶ Transfers between the various levels are dealt with below. 
  
  










































































































































































































































































