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FORWARD-LOOKING STATEMENTS

This interim financial report as at 30 June 2018 contains statements and forecasts that
refer to the future development of the BKS Bank Group. Such forecasts are estimates
made on the basis of all the information available to us on the copy deadline date,
which was 22 May 2018. Should the assumptions on which the forecasts are based
fail to materialize or the risks described in the Risk Report occur, the actual results
may differ from those currently expected. This interim report does not constitute a
recommendation to buy or sell shares of BKS Bank AG.

DISCLAIMER
The German version of this report is the authentic version and is relevant in all legal
aspects. Interim financial reports in English are translations.

Minimal deviations of the values in the tables and charts are due to rounding differences.
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BKS BANK AT A GLANCE

INCOME STATEMENT in €m HY12017 HY12018 £in%
Net interest income 59.9 65.7 9.6
Impairment charges on receivables from
customers -14.2 9.1 -36.1
Net fee and commission income 25.9 274 5.5
General administrative expenses -52.6 -58.0 10.1
Profit for the period before tax 36.7 36.6 -0.2
Profit for the period after tax 3341 32.6 -1.5
BALANCE SHEET in€m 31/12/2017 30/06/2018 £in%
Total assets 7,579.5 8,074.2 6.5
Receivables from customers after impairment
charges 5,313.2 5,686.3 7.0
Primary deposits 5,669.1 5,968.2 5.3
— thereof savings deposits 1,475.1 1,442.7 2.2
— thereof securitized debt
incl. subordinated debt capital 712.6 7811 9.6

Equity 1,046.5 1,168.1 11.6
Customer funds under management 14,150.7 14,715.6 4.0
— thereof on custody accounts 8,481.6 8,747.4 31
OWN FUNDS PURS. TO CRRinem 31/12/2017 30/06/2018 +in%
Total risk exposure amount 5,016.7 5,235.8 44
Own funds 701.6 789.2 12.5
— thereof common equity tier 1 (CET1) capital 614.5 594.9 -3.2
— thereof total tier 1 capital (CET1 and AT1) 627.8 648.8 3.3
Common equity tier 1 capital ratio (in %) 12.3 1.4 -0.9
Total capital ratio (in %) 14.0 151 11
PERFORMANCE RATIOS 31/12/2017 30/06/2018 +in%
Return on equity after tax 6.8 6.0 -0.8
Return on assets after tax 0.9 0.8 -0.1
Cost/income ratio 51.9 53.6 1.7
Risk/earnings ratio 16.7 10.7 -6.0
NPL ratio 3.5 29 -0.6
Liquidity coverage ratio (LCR) 145.2 157.7 12.5
Leverage ratio 8.0 7.8 -0.2
RESOURCES 31/12/2017 HY1 2018
Average number of staff 928 926
Number of branches 63 61

THE BKS BANK’S SHARES 31/12/2017 30/06/2018

Number of no-par ordinary shares (ISIN AT0000624705) 37,839,600 | 41,142,900

Number of no-par preference shares (ISIN AT0000624739) 1,800,000 | 1,800,000

High (ordinary/preference share) in € 18.5/17.8 19.8/18.2

Low (ordinary/preference share) in € 16.8/15.4 17.5/16.9

Close (ordinary/preference share) in € 17.8/17.7 17.8/17.2

Market capitalization in €m 705.3 763.3




HIGHLIGHTS IN HY1 2018

HIGHLIGHTS
IN FIRST HALF-YEAR 2018

CAPITAL INCREASE

> We completed a
o successful capital increase
EINHUNDERT SCHILLING in the first quarter of
% S 2018. The proceeds of the
issue were EUR 55.0.
WINNER

‘Osterreichische Gesellschaft fiir Verbraucher-

h_d=l  studien’ (Society for Consumer Studies) and
restsecer  trend” magazine named BKS Bank the best
provider of real estate advisory services in

Austria.

CUSTOMER SATISFACTION

Our customers gave us good marks, rating us at 1.6 on a

scale of 1 to 5.

NEW BRANCH

BKS Bank celebrated the
opening of a new branch in

Split, our third one in Croatia.




HIGHLIGHTS IN HY1 2018

ACQUISITION

With the acquisition of 9,000 customers of GBD, we are now the

second-largest provider of investment services in Slovenia.

HAPPY
WINNERS

Sto, Kérntnermilch and Goerner
Formpack were pleased to receive
the TRIGOS Kdrnten award. The
special award “CRS Newcomer”
went to Marktplatz Mittelkdrnten.

PRIME

The international sustainability agency 1SS-oekom awarded our CSR activities

prime status again. This ranks us among the best banks worldwide with respect to

sustainability.

BKS BANK AUDIENCE AWARD

Raphaela Edelbauer won the
BKS Audience Award at the
‘German Literature Days that is
endowed with EUR 7,000.




PREFACE BY THE CHAIRWOMAN OF THE MANAGEMENT BOARD

DEAR SHAREHOLDERS,

“Learn from yesterday, live for today, hope for tomorrow. The important thing is not to
stop questioning,” said Albert Einstein. This quotation is more relevant than ever in our
fast-paced times driven by technological progress which is posing enormous challenges
to many industries. Only companies that are able to communicate their purpose to
employees and investors will survive on the market. BKS Bank has been operating as a
bank since 1922 and has supported the regional economy and its customers for over
90 years. In summer we celebrated the 90th anniversary of our branches in Spittal and
Wolfsberg, and in October we will celebrate the anniversary of our branch in Villach.

High customer satisfaction and winner in real estate advisory services
Life-long learning and development are one of the mottos that make our company so
successful and secures the excellent quality of our advisory services. | am very pleased
that our efforts were so well-received by you. Around 1,500 customers recently
participated in a customer satisfaction survey and gave us an excellent rating of 1.6 for
the quality of our services. | would like to cordially thank everyone who participated in the
survey.

In June, Osterreichische Gesellschaft fiir Verbraucherstudien (OGVS, Austrian Society for
Consumer Studies) and ‘trend’ magazine designated BKS Bank the best bank in Austria
for real estate advisory services. | am also very proud that the BKS Bank ordinary share
was included in the sustainability index VONIX of the Vienna Stock Exchange at the

end of June for the third time. This places us among the top-ranking banks in the area of
sustainability worldwide.
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Total assets exceed EUR 8 billion for first time

The high level of customer satisfaction is also reflected in the earnings figures: On 30 June 2018, BKS Bank'’s total
assets exceeded the EUR 8 billion mark for the first time, climbing to EUR 8.07 billion. The volume of primary
deposits reached an all-time high at EUR 5.97 billion (+5.3%). The volume of loans to customers expanded in the
first half of the year to EUR 5.81 billion. The net profit for the period of EUR 32.6 million was at the preceding
year’s level. We are also highly satisfied with the development of net interest income (+9.6%), impairment
charges on receivables from customers (-36.1%) and the increase in net fee and commission income (+5.5%).
However, the result from financial assets/liabilities decreased compared to the preceding year. The steep rise in
staff costs triggered by the wage hike under the collective agreement also slightly dampened earnings.

New branches in Slovenia and Vienna

In the last interim report | informed you of the planned acquisition of some 9,000 asset
management and brokerage customers of GBD (Gorenjska borznoposredniska druzba
d.d) in Slovenia. The acquisition has now been successfully completed. The preparations
for opening a new branch in Kranj are also almost finalised. The branch will open for
business in a few weeks. At the beginning of October, another branch will open for
business on Hernalser HauptstraBe in Vienna.

BKS Wohnpark (Residential Park): Cornerstone laid

The construction of the BKS Wohnpark, one of the largest projects of our subsidiary

BKS Immobilien-Service Gesellschaft m.b.H., is progressing on schedule. In May, the
cornerstone was laid for the 50 rental flats of which 23 have been designed in cooperation
with ‘Hilfswerk Karnten’ as assisted-living residences. Ecological and sustainability aspects
were considered in the planning including a photovoltaic plant and environmentally-
friendly heating using a groundwater pump. The project is scheduled for completion in
September 2019.

New social bond issue in the autumn
| would also like to briefly mention our plans for the autumn that include the issuance of a further social bond.
This is our contribution to satisfying lively demand for sustainable investment opportunities.

Soelin

Herta Stockbauer
Chairwoman of the Management Board
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GROUP MANAGEMENT REPORT FOR THE PERIOD ENDED 30 JUNE 2018

ECONOMIC
ENVIRONMENT

Global economy prevailed despite increasing insecurity

The global economy has proven very robust in the past six months - despite political discord. The trade tariffs
imposed by the US and the entailing retaliation measures by the countries concerned have not had any major
impact on the global economy up to now. Generally, economic forecasters expect the global economy to slow
slightly in the coming months. However, the constant threat of a potential trade war with the US, the lack of
agreement on an orderly Brexit and the increasing geopolitical tension might accelerate the expected cooling off
of the global economy.

The trade dispute between China and the US is heading toward escalation. This has not yet had any major
impacts on business sentiment. The moderate slowing of the economy that started emerging in the past few
months will therefore probably not turn into a sharp downturn.

The US economy is still on a solid growth path. The latest economic data are pointing to
an unusually vigorous increase of GDP in the second quarter. Unlike the euro area, this
is not due as much to corporate investment activity, but rather to more robust foreign
trade. Thus, imports recently weakened noticeably, while exports grew robustly in the
first two months of the quarter. Moreover, the monthly data on inventories points to
more capital spending for inventory.

In Europe, some sentiment indicators dimmed recently. This is understandable and hardly
surprising considering the high level achieved in the preceding year. Private and public
sector consumption as well as gross investment in plant and equipment are still robust
and developed similarly to the fourth quarter of 2017. However, unlike Q4 2017, there
were no strong impulses from foreign trade in Q1 2018. There were more signs in Q2
that the euro area is likely to grow slightly more strongly than in Q1. It seems that the
exceptional dynamic of the economy in the past year will not be achieved in 2018 again.
Despite the positive economic sentiment still prevailing in Europe, the political climate
has nonetheless become gloomier. This affected both relations among European states
as well as the political situation within some countries. Even though no trend reversal is
in sight on the economic front, over the medium term, this will have repercussions on
the economy and financial markets. The economic recovery also continued in our growth
markets of Slovenia, Croatia and Slovakia. For this year, GDP is set to increase in these
countries by 2.8% (Slovakia), 3.8% (Croatia) and 4.3% (Slovenia).

Austria is currently in a boom phase of the economy. Economic growth is estimated to reach 2.9% this year
according to the Institute for Advanced Studies (IHS). Thus, it is higher than in the euro area — just like in the
past quarters. Growth continues to be supported by export demand and private consumption. However, the
downside risks have increased significantly compared to the previous year’s medium-term forecast — as in all of
Europe. The domestic labour market is still profiting from the economic upswing. Robust demand for labour is
having a positive effect on the unemployment rate again. At the end of June 2018, the unemployment rate was
6.8% according to national calculations.
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Euro monetary policy changing

At the last meeting of the Governing Council of the European Central Bank (ECB), a cautious change in policy was
announced: The bond buying programme supportive of monetary policy is going to be phased out at the end of
the year. Key interest rates are stuck for now at zero and there are no expectations of an interest rate hike before
September 2019. According to ECB President Draghi, there were no discussions about the exact timing of an
interest rate hike. In the US, the Federal Reserve (Fed) raised key lending rates in June 2018 again — thanks to the
good development of the economy and of the labour market. The key lending rate at which banks lend money to
each other increased by 0.25% to a spread of 1.75 to 2.00%. It also mentioned the possibility of further interest
rate hikes in September and December of 2018.

Stock markets fluctuating widely

After rallying at first, stock markets went on a downtrend as of February. Stock markets
recovered by May only to undergo a downwards correction again in June. The main
reason for the last correction was the impact of the smoldering trade conflict. Although
the earnings figures published are solid and the economic indicators were better than
expected, many stock indices — but not all - closed the month of June with losses. The
global stock market in euro was slightly positive at +2.2% at the end of June. US stocks
also developed well: the S&P 500 Index rose by 4.7% in euro and the NASDAQ Comp.
Index even by 12%. European indices such as the German stock index or the Austrian
market index closed at -4.7% and -3.1%, respectively.

_LL_

Euro lost ground versus principal trade currencies

The euro decreased versus the USD in the first half-year from 1.201 to 1.1684 EUR per US
dollar, which is a drop of 2.7%. The euro lost 1.1% versus the Swiss franc (from 1.170 to
1.157) and depreciated versus the British pound from EUR 0.888 to 0.885 (-0.3%). It lost
ground versus the Japanese yen by 4.3% (from 135.28 to 129.36 yen per euro). Relative

to the Chinese renminbi, the euro also dropped and depreciated by 1.0% from 7.802 to
7.725 per CNY. The Croatian kuna — an important currency for us — appreciated versus the
euro by 0.6% and was quoted at the end of June at HRK 7.386 per euro after HRK 7.433
per euro at year-end.

Divergent trend in commodity prices

Energy commodities gained 23.2% in the first half-year. By contrast, other commodities suffered price losses
such as agricultural commodities (-0.4%), precious metals (-1.9%) and industrial metals (-2.9%) On the other
hand, the oil price (Brent) rose in the first six months by 18.8% in USD and stood at USD 79.44 per barrel at
the end of June. As regards the further course of commodity prices, the increasing fears of market participants
over the development of the economy will keep commodity markets in suspense. It may be assumed that most
commodity prices will rise further — but with wide fluctuations.
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CONSOLIDATED
COMPANIES

The relevant group of consolidated companies of BKS Bank at the end of June
included 19 credit and financial institutions as well as companies that supply
banking services including domestic and foreign leasing companies. The
overview below shows the companies that belong to the BKS Bank Group
pursuant to the International Financial Reporting Standards.

The inclusion of affiliated companies in the consolidated financial statements is based
on the application of uniform materiality principles for the entire Group as well as
quantitative and qualitative parameters. Materiality criteria are primarily the net profit
of the subsidiaries, the share of equity in associated companies as well as the number of
employees at the respective companies.

GROUP OF CONSOLIDATED COMPANIES

Credit institutions and financial institutions

BKS Bank AG, BKS-Leasing Gesellschaft BKS-leasing d.o.o.,
Klagenfurt m.b.H., Klagenfurt Ljubljana
BKS-leasing Croatia d.o.o., BKS-Leasing s.r.o., Drei Banken

Zagreb Bratislava Versicherungs-
agentur GmbH, Linz
Oberbank AG, Bank fiir Tirol und Vorarlberg ~ ALPENLANDISCHE
Linz Aktiengesellschaft, GARANTIE - GESELLSCHAFT
Innsbruck m.b.H., Linz

Other consolidated companies

BKS Zentrale-Errichtungs u. Immobilien Errichtungs- u. IEV Immobilien GmbH,

Vermietungsgesellschaft Vermietungsgesellschaft Klagenfurt

m.b.H., Klagenfurt m.b.H. & Co. KG, Klagenfurt

VBG-CH Verwaltungs- und LVM Beteiligungs BKS Service GmbH,
Beteiligungs GmbH, Gesellschaft m.b.H., Klagenfurt

Klagenfurt Vienna

BKS Immobilien-Service BKS Hybrid alpha GmbH, BKS Hybrid beta GmbH,
Gesellschaft m.b.H., Klagenfurt Klagenfurt

Klagenfurt

BKS 2000 - Beteiligungs
-verwaltungsgesellschaft mbH,
Klagenfurt

Full consolidation
Using the equity method

Proportionate consolidation
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The group of consolidated companies of the BKS Bank Group
includes, apart from BKS Bank AG, 14 credit and financial
institutions and companies that supply banking-related services in
which BKS Bank AG holds controlling interests. These consolidated
financial statements are based on the uniformly prepared single-
entity financial statements of all fully consolidated companies.

For the three companies recognized using the equity method in
accordance with |AS 28, the carrying amounts of the investments
are adjusted for the changes in the net assets of the respective
entities. Apart from Drei Banken Versicherungsagentur GmbH,
the sister banks Oberbank AG and Bank fiir Tirol und Vorarlberg
Aktiengesellschaft are also recognized using the equity method.
On 30 June 2018, BKS Bank held a share of 15.21%, and 14.78%

in these credit institutions, respectively, which is less than 20% of
voting rights in each case; however, the voting rights are exercised
under a syndicate agreement. This agreement makes it possible to
participate in the financial and business policy decisions of these
credit institutions of the 3 Banken Group, without exercising a
controlling interest.

Die ALPENLANDISCHE GARANTIE - GESELLSCHAFT m.b.H.
(ALGAR) is recognized in the consolidated financial statements
on a proportionate basis. This investment is classified as a joint
operation pursuant to IFRS 11.

_E'L_
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ASSETS AND
FINANCIAL POSITION

The total assets of the BKS Bank Group exceeded EUR 8 billion for the first time and were EUR 8.07
billion at the end of the first half-year. This steep increase was driven mainly by substantially higher

demand. Primary deposits also expanded again robustly in the first half of the year and were just
below the EUR 6 billion mark.

Assets

IFRS 9 CHANGES TO THE PRESENTATION OF THE FINANCIAL STATEMENTS
The BKS Bank Group has been applying the new IFRS 9 standard since 01 January 2018.
The changes to classification and measurement policies as well as the impairment rules

of IFRS 9 impact the balance sheet and the income statement, financial reporting and

risk management processes, internal controls and reporting. The comparative figures

for the financial year 2017 have not been adjusted — as permitted under the transitional
provisions of IFRS 9 — and therefore reflect the classification and measurement policies of
IAS 39 as applied at 31 December 2017. The following section contains our comments on
the development of assets from 01 January to 30 June 2018.

CHANGE IN BALANCE SHEET ITEMS PURSUANT TO IFRS 9 AS AT 1 JANUARY 2018

in €m 31/12/2017  01/01/2018 30/06/2018 +in %
Receivables from other banks 97.7 97.7 214.7 >100
Receivables from customers 5,450.2 5,506.1 5,810.6 5.5
— Impairment charges on receivables from customers and debt sec. ~ -137.0  -123.2 -124.4 1.0
Trading assets 9.8 9.8 9.7 -1.3
Financial assets 1,043.1 n/a n/a -
— Financial assets designated at fair value through profit or loss 78.3 n/a n/a -
— Available-for-sale financial assets 182.1 n/a n/a -
— Held-to-maturity financial assets 782.8 n/a n/a -
Debt securities and other fixed interest securities n/a 862.1 907.2 5.2
Shares and other equity n/a 125.3 134.8 7.6

STRONG RISE IN DEMAND FOR LOANS

Demand for loans went up robustly, especially in the second quarter of 2018. From
January to June 2018, we granted a volume of EUR 850.2 million in new loans. We won
over many companies and retail customers - especially in our growth regions - on the
basis of our finance know-how. Around a quarter of the new volume acquired was
generated by the Vienna-Lower Austria-Burgenland Regional Office, while the Slovenia
Regional Office contributed some EUR 100 million in new loan volumes. As at 30 June
2018, outstanding receivables from customers were EUR 5.81 billion, which is an increase
in lending by 5.5%. Receivables from customers include lending by the parent company
BKS Bank AG as well lending by the Austrian and foreign leasing companies.

Impairment charges on receivables from customers have developed very satisfactorily
year to date, and amounted to EUR 124.4 million on 30 June 2018. We are constantly
taking measures to further improve our portfolio structure.
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The success of these measures is seen in the much improved ratios for non-performing
loans (NPL ratio) that dropped again from 3.5% to 2.9%.

The trend in the volume and number of foreign currency loans was also encouraging: the
FX ratio dropped to only 2.9% on 30 June 2018.

LEASING BUSINESS ON THE RISE

Leasing is very popular among our customers in Austria and also
in our neighbouring countries. Our domestic and foreign leasing
companies benefited from this trend thanks to the excellent
advisory services offered and achieved significant increases in

the first half of the year 2018. The leasing volume of the Austrian
leasing company increased from EUR 175.4 million to EUR 193.3
million, which is a gain of 10.2%. The Slovenian leasing company
continued its success story and provided financing for cars,
machinery and real estate in the first six months of the year for a
volume of EUR 37.4 million. In total, the leasing volume of BKS-
leasing d.o.o. was EUR 124.5 million, which is a remarkable rise of
19.1% versus year-end 2017. In Croatia, the leasing business also
developed very satisfactorily and expanded by 12.8% to EUR 48.5
million. In Slovakia, our activities to improve business are already
reaping benefits. The first half of the year 2018 was very promising
and the leasing volume rose by 38.7% to EUR 35.5 million.

LARGE LIQUIDITY BUFFER

The initial application of IFRS 9 eliminated financial assets as a balance sheet item.
Financial assets have been grouped into two new balance sheet items “Debt securities
and other fixed-interest securities” and “Shares and other equity”.

The volume of debt securities and other fixed-income securities increased by 5.2% to EUR
907.2 million. In the first half of the year, we made investments of EUR 72.8 million, as
compared to redemptions of only EUR 26.5 million. We hold high quality liquid assets in
this position in order to meet the regulatory liquidity standards.

In the first half of the year, the investments in companies recognized using the equity
method increased slightly to EUR 565.3 million (+8.6%). The addition of the net profits
for the period from our sister banks Oberbank AG and Bank fiir Tirol and Vorarlberg
Aktiengesellschaft is presented in this item.

On account of the still negative interest rates for the deposit facility, we endeavour to
keep cash reserves at a reasonable level. We easily achieved this goal in the period due to
the strong demand for loans. The level of cash and cash equivalents decreased from EUR
476.6 million to EUR 413.6 million after recording much higher levels at times.

_SL_
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Equity and liabilities

PRIMARY DEPOSITS AT RECORD LEVEL AGAIN

The volume of primary deposits reached EUR 5.97 billion, thus
rising by 5.3% to a new all-time high. The primary deposits are
an important source of refinancing for us. This increase is very
gratifying, because it proves the enormous trust our customers
have in BKS Bank.

The development of payables to customers was influenced mainly
by term and sight deposits, which rose by 7.6% to EUR 3.74

billion. A major share comes from corporate and business banking
customers that continue to hold high levels of liquidity. However,

a growing number of retail customers are also putting their funds
into sight and term deposits. The desire of customers to access
their savings easily and flexibly, especially also online, has made
the product “Mein Geld-Konto” a popular savings form. Therefore,
the volume rose by 4.1% to EUR 301.8 million in the first half of
2018.

Outflows from savings deposits was 2.2% in the first six months of
the year. The volume on traditional savings passbooks totalled EUR
1.44 billion.

The issuance business developed very satisfactorily in the first

half of the year. Our offers appealed especially to institutional
investors. As at 30 June 2018, we had issued private placements for
EUR 75.0 million that included EUR 13.0 million in subordinated
capital. During the reporting period, securitized liabilities
increased by 7.4% to EUR 595.2 million, while subordinated capital
increased to EUR 185.9 million.

The item Group equity increased in the first half of the year to EUR 1.17 billion. This
increase was due, on the one hand, to the allocation of the proceeds from the capital
increase of the first quarter, and on the other, to the addition of the period result.
Subscribed capital rose to EUR 85.9 million, which is an increase by 8.3%.
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RESULT OF OPERATIONS

BKS Bank attained solid results in HY1 2018. Net interest income as well as net
commission income developed very positively in the first six months. The flour-
ishing economy also had a benign effect on allowances for credit losses. Earnings
were depressed by higher staff costs and by the profit/loss from financial assets/
liabilities.

Excellent result for the period

The net profit for the period after tax as at 30 June 2018 was EUR
32.6 million which is around the same level as in the preceding
year. The profit/loss from financial assets/liabilities and the
higher administrative expenses — due to higher wages under a
new collective agreement — weighed on the profit for the period.
By contrast, the lending business developed much better than
expected. Net interest income was EUR 65.7 million, which is a
gain of 9.6%. The higher demand for loans is also reflected in the
excellent result.

Net fee and commissions developed well

In the first half of the year, net interest income also rose robustly to EUR 27.4 million,
which is a gain of 5.5%. Once again, payment services and products developed very
encouragingly. Compared to the same period of the preceding year, net profit was EUR
10.3 million or a gain of 4.1%. On the other hand, securities operations did not meet our
expectations. Fluctuations on stock markets were wider in the first six months of this year
than one year before. Investors are now more cautious in their investment decisions faced
with the higher volatility. This defensive stance translated into lower earnings.
Additionally, the regulatory framework for securities operations also had a dampening
effect on business. As at 30 June 2018, we achieved net fee and commission income in
this business line of EUR 6.3 million, which is a decline of 9.0% compared to the first
half-year 2017.

Commissions on loans increased on the back of the excellent trend in the financing
business from EUR 6.5 million to EUR 8.3 million, while commissions on foreign exchange
operations remained constant at the previous year’s level at EUR 1.8 million.

IFRS 9 changes to the breakdown of financial assets

With the introduction of IFRS 9, the composition of the item “Profit/loss from financial
assets/liabilities” changed. The two items “Profit/loss from available-for-sale financial
assets” and “Profit/loss from held-to-maturity financial assets” have been eliminated.
Instead there are now three new items. These developed as follows in the first quarter.
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COMPONENTS OF THE INCOME STATEMENT
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The item “Gains/losses on financial assets measured at fair value through profit or loss (mandatory)” was
negative at EUR -1.3 million. The item “Profit/loss from the derecognition of financial assets measured at
amortized cost” was EUR -94.4 million in the first half of 2018. The new item “Other comprehensive income
from financial assets/liabilities” amounted to EUR -0.1 million as at 30 June 2018. The item “Profit/loss from
financial instruments designated at fair value” was negative compared to the same period of the preceding year
at EUR -3.1 million. This item contains expenses for credit risk on receivables from customers allocated to this
category. This was the main cause of the negative measurement result from the fair value option. In total, the
profit/loss from financial assets/liabilities was EUR -4.6 million in the first half-year.

Higher administrative expenses

Administrative expenses increased by 10.1% to EUR 58.0 million year on year. A large
share of the administrative expenses is accounted for by staff costs that stood at EUR
38.2 million, which is higher than at the end of June 2017. The increase was due primarily
to the hike in wages and salaries by an average of 2.76% under the collective agreement.
At the end of the first half of the year, we employed 926 persons (FTE) throughout the
Group, which is slightly down versus 31 December 2017. Other administrative costs rose
by 7.5% to EUR 16.4 million due to higher investments in digitalization. Depreciation/
amortisation also increased to EUR 3.4 million.

Improvement in other comprehensive income

Other operating income is heavily influenced by regulatory costs. Although income
improved by 25% compared to the preceding year, it was still not satisfactory at EUR
-3.5 million. Other comprehensive income contains expenses for contributions to the
resolution mechanism and deposit guarantee scheme in amount of EUR 2.8 million and
EUR 2.0 million, respectively, as well as the stability tax of EUR 0.5 million.
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Solid trend in performance ratios
Key performance ratios painted the following picture as at 30 June
2018: Return on equity (RoE) after tax changed from 6.8% to 6.0%
versus 2017, while return on assets (RoA) after tax decreased from
0.9% to 0.8%.

Although the cost/income ratio increased due to higher
administrative expenses from 51.9% to 53.6%, it remained below
the internal benchmark of 55.0% and far below the level of the first
quarter. The risk/earnings ratio developed excellently considering
the very good risk situation and stood at a gratifying 10.7% on 30
June 2018. This is a decline of 6.0%-points compared to year-end
2017.

In the first half-year, we continued to reduce the portfolio of
non-performing loans. Our constant efforts to reduce the number
risk cases resulted in an improved NPL ratio of 2.9%, which is a
reduction by 0.6%-points.

At the end of June, the leverage ratio was 7.8%, and the liquidity
coverage ratio increased to 157.7%. The two figures were clearly

above the statutory requirements of 3.0% and 100.0% by far.
Capital adequacy at BKS Bank is excellent. The common equity tier

1 capital ratio of 11.4% as well as the total capital ratio of 15.1% are
both at solid levels and above the statutory requirements.

KEY PERFORMANCE INDICATORS

in % 31/12/2017 30/06/2018 | = in %-points
ROE after tax 6.8 6.0 -0.8
ROA after tax 0.9 0.8 -0.1
Cost/income ratio 51.9 53.6 1.7
Risk/earnings ratio 16.7 10.7 -6.0
NPL ratio 3.5 2.9 -0.6
Liquidity coverage ratio (LCR) 145.2 157.7 12.5
Leverage ratio 8.0 7.8 -0.2
Common equity tier 1 ratio 12.3 11.4 -0.9
Total capital ratio 14.0 15.1 1.1
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SEGMENT REPORT

Corporate and business banking is the BKS Bank Group’s most successful segment by far. A large
share of consolidated net profit for the period is earned in the segment corporate and business
banking. The financial markets segment also contributes stable earnings despite the challenging
market conditions. The retail banking segment achieved profits again thanks to the excellent
economic situation.

Corporate and Business Banking

As at 30 June 2018, we served almost 20,700 corporate and
business customers, which is an increase of 6.6% over the year-end
level of 2017. We acquired new corporate customers especially in
our growth markets of Vienna, Slovenia and Croatia.

Among the customers are many firms from the industrial sector,
commerce and trade, as well as from the free professions, farming
and forestry and also municipalities and the public sector.

Corporate and business banking has a long tradition at our bank.
Already at the time of the Bank’s founding in 1922, the object of
our business was primarily to supply banking services to business
customers. Today, we are still a reliable partner for the regional
economy, and the corporate and business banking segment is our
most important operational unit. A large share of the loans we
grant go to corporate and business customers.

EXCELLENT SEGMENT RESULT

In the corporate and business banking segment, we significantly increased earnings by
44.8% to EUR 33.1 million in the first half-year 2018. Especially the solid level of net
interest income (EUR 49.9 million; +16.3%) that resulted from the higher demand for
loans was responsible for the very gratifying segment results. Commission income also
made a major contribution to earnings with EUR 14.9 million, with especially commissions
from lending and payment services developing positively.

The excellent commissions on loans of EUR 6.5 million was achieved by the solid
development of new business and by rigorously pursuing our policy regarding terms and
conditions. Income from payment services (EUR 5.4 million) was boosted by the strategic
positioning and the outstanding performance of our customer advisors in the advisory
and acquisition business. The substantial decrease in risk provisions of EUR 8.5 million
(-27.5%) also had a positive effect on the segment result.

General administrative expenses went up by 2.9% to EUR 23.6 million. This was due to
higher IT expenses and also to the higher provisions for anniversary funds and survivor’s
pensions on account of the higher collective wage agreements.
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The much higher segment result is also seen in the segment-specific management
benchmarks: return on equity was 17.7%, while the cost/income ratio decreased from
40.0% to 36.1%. The risk-to-earnings ratio reached a solid level at 16.9% and decreased
considerably year on year.

Retail Banking

In retail banking, we provide services to private individuals and members of the
healthcare professions. At the end of June 2018, we served some 142,000 customers in
this segment. The increase of 6.6% resulted mainly from the takeover of the roughly 9,000
asset management and brokerage customers of GBD in Slovenia. Demand for loans from
private households was supported by the robust economy, while 