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Abstract: In the context of the empirical study, an extensive analysis of the balance sheet, profit and
loss statement, notes, and management report of all Bavarian cooperative banks for the fiscal year
2022 is conducted through quantitative data analysis, and findings are presented in a condensed
form. The legally standardized mandatory disclosures serve as the database and are publicly
available and accessible in the company register. This article provides a transparent analysis and
communication of the extent of balance sheet measures in the fiscal year 2022, despite the large
number of cooperative banks in Bavaria. The sometimes substantial ranges in the extent of balance
sheet measures and the associated “hidden ” losses are highlighted. Based on empirically supported
results, this article offers the public and stakeholders a new and central aspect of the 2022 financial
performance of Bavarian cooperative banks. Banks have only partially informed the public about
the extent of balance sheet measures and the associated hidden burdens for the fiscal year 2022 in
their balance sheet press conferences. Despite very similar business models, the hidden losses of
individual cooperative banks within Bavaria varied significantly in the fiscal year 2022.
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INTRODUCTION

In the sector of cooperative banks in the state of Bavaria, all 203 credit institutions were affected
by the historically unprecedented interest rate rise in the fiscal year 2022. The interest rate increase
in the Eurozone occurred extremely rapidly and was highly pronounced. Figure 1 (cf. Deutsche
Bundesbank 2023a) depicts the interest rate from 2012 to 2022 set by the European Central Bank
for the deposit facility:
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Fig. 1. Deposit Facility Interest Rate

The deposit facility, used here as a reference to illustrate the interest rate increase, allows banks
to put or invest excess funds in the form of overnight deposits for one business day with the Deutsche
Bundesbank (cf. Deutsche Bundesbank 2023b). To analyze the effects of the sharply rising interest
rates in the fiscal year 2022 on Bavarian cooperative banks, Table 1 below sheds light on their
balance sheet structure:

Table 1. Balance Sheet Structure of Bavarian Cooperative Banks

Figures in Million 2021

(EUR) 2022

Total Assets 208.875 200.999

Liabilities:

Customer Deposits 157.937 75,61% 151.523 75,38%

Deposits from 12,23% 25.548 12,71%

Other Banks 25.537

ASssets:

Loans and 136.820 65,50% 126.916 63,14%

Advances

Claims on Other 18.457 8,84% 18.228 9,07%

Banks

Securities/Custody 21,26% | 46.426 22,99%
44.413

Account A

At first glance, it is evident that the customer deposits collected by Bavarian cooperative banks
in the fiscal year 2022, accounting for over 75% of the total assets, could not be fully deployed or
invested by the bank through loans in the form of advances, which represent nearly 66% of the total
assets. Bavarian cooperative banks are thus characterized by a classic surplus of deposits (cf.
Dahlmann 2022). These surplus funds are naturally invested by the banks in securities transactions
as a substitute for loans. In the fiscal year 2022, amidst the significant interest rate increase, the
proportion of securities investments amounted to a notable 21.26% of the total assets. These
securities investments are largely made in the form of fixed-income securities or bonds, with the
debtor typically being the government or corporations. The interest rate for the term of fixed-income
securities is fixed and is usually paid out annually.

The fixed interest rate for the remaining term of the bonds was the reason for horrendous losses
in transactions involving fixed-income securities in the fiscal year 2022. With the significantly
increased interest rate environment, the bonds held in the portfolio with lower coupon rates became
unattractive for investors or Bavarian cooperative banks. The lack of attractiveness of the existing
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bonds was also reflected in the significantly declining market value of the bonds.

For cooperative banks in Bavaria, there were two alternatives regarding the fiscal year 2022 and
the securities held in their own portfolio. Firstly, the bonds with immense losses in market value
could have been sold. However, this approach would have incurred significant expenses and even
losses in the Profit and Loss Statement (P&L) of the respective banks. Losses in the Profit and Loss
Statement can only be offset by dissolving equity capital. Therefore, it can be assumed that
significant portions of equity capital would have had to be dissolved when opting for this alternative.

The second option would be that cooperative banks could have continued to hold the bonds in
their portfolio. Consequently, no sales with immediate losses would have been made. Nevertheless,
even with this alternative, the prices of fixed-income securities declined significantly.

In general, securities purchased by credit institutions are assigned either to the investment assets
or to the liquidity reserve. Short-term proprietary investments, usually allocated to the liquidity
reserve, must be evaluated using the strict lower of cost or market principle. If the market price of a
security on the balance sheet date is below the acquisition cost, according to § 253 (4) of the German
Commercial Code (HGB), a write down and thus a recognition of losses in the Profit and Loss
Statement must be made. In the case of the liquidity reserve, banks have no further action available.

Securities classified as investment assets, however, are evaluated according to the relaxed lower
of cost or market principle as per § 253 (3) HGB. In the event of a permanent impairment, the
treatment is identical to that of securities in the liquidity reserve. However, in cases of market-related
price declines such as those seen in the fiscal year 2022, temporary impairments are assumed, as the
bonds are expected to be repaid at 100% of their nominal value upon maturity. In the case of
temporary impairments, credit institutions are not necessarily required to make a write-down. Banks
can explicitly refrain from write-downs in these cases.

The allocation to investment assets or the liquidity reserve typically occurs when securities are
purchased by decision-makers within a credit institution. Even during the term of a bond, a credit
institution may reclassify it from circulating assets to investment assets if there is a documented
intent to hold it for the long term (cf. Bacher 2022, 107-108).

With this balance sheet measure, accrued losses by banks can somewhat be hidden, as accrued
market price declines do not need to be recognized as expenses through write downs.

RESEARCH METHODOLOGY

For the analysis of the extent of balance sheet measures in the fiscal year 2022 and the associated
hidden burdens, only quantitative data were collected. All balance sheets, profit and loss statements,
notes, and management reports of the total of 203 cooperative banks in Bavaria were accessed online
through the company register and subsequently analyzed. An evaluation and analysis were carried out
for 100% of the defined population. Since the mentioned documents are audited by independent auditors
and an analysis was conducted for 100% of the defined population, a maximally representative result is
expected. The essential findings for this article were derived from the explanations provided by the credit
institutions in the notes and management report. There, the unrecorded write-downs or hidden burdens
are mentioned in a brief paragraph. These hidden burdens were analyzed in detail and then presented in
relation to other (previously published) bank indicators for clarification.

RESULTS

The results of the extensive data analysis, graphical representation, and condensation of the vast
amount of data are elaborately presented in the following Figures 2 and 6. From Figure 2, it can be
observed that the proportion of securities to total assets in the fiscal year 2022 among Bavarian
cooperative banks is widely spread. The minimum value of 0% (no securities) contrasts with a
maximum value of over 61%. The average value is 22.58%. The distribution of the proportion of
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securities to total assets varies greatly across all cooperative banks in Bavaria. Since the balance
sheet measures and the associated “hidden” losses largely depend on the proportion of securities to
total assets, a very heterogeneous picture in the results can be expected.
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Fig. 2. Proportion of Securities to Total Assets in 2022

In the following Figures 3 and 4, the percentage distribution of the shares of securities in the
investment assets for the fiscal years 2021 and 2022 are compared. It is clearly evident that the
proportion of securities in the investment assets has significantly increased from 2021 to 2022. In the
fiscal year 2022, the maximum value was 42.77% (compared to 36.19% in the previous year), and the
average was 12.79% (compared to 2.02% in the previous year). The minimum value remains unchanged
at 0% in both fiscal years. The numerical data empirically and unequivocally demonstrate that Bavarian
cooperative banks have extensively reclassified securities from circulating assets to investment assets.
The data, which previously clustered around the zero line in the fiscal year 2021, has noticeably shifted
upwards in the fiscal year 2022.
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Fig. 3. Proportion of Securities in Investment Assets in 2021
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Fig. 4. Proportion of Securities in Investment Assets in 2022

In the following Figures 5 and 6, the percentage distribution of the burden on the securities portfolio
with hidden burdens in the fiscal years 2021 and 2022 are compared. It is clearly evident that the
percentage burden on the securities portfolio with hidden burdens has crucially increased from 2021 to
2022 across the entire sample. In the fiscal year 2022, the maximum value was 14.00% (compared to
1.11% in the previous year), and the average was 4.54% (compared to 0.05% in the previous year). The
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minimum value remains unchanged at 0% in both fiscal years. The empirically documented balance
sheet measures by Bavarian cooperative banks linenethe fiscal year 2021, has noticeably shifted upwards
in the fiscal year 2022.have, to some extent, produced significant hidden burdens. The data, which also
clustered around the zero significant idden burdens. The data, Z which also clustered around the zero.
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Fig. 5. Burden on Securities with Hidden Burdens in 2021
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Fig. 6. Burden on Securities with Hidden Burdens in 2022

CONCLUSION

In conclusion, it can be empirically demonstrated that balance sheet measures in the form of
reclassification of securities from the liquidity reserve to investment assets by Bavarian cooperative
banks have been extensively utilized. However, the ranges vary widely and are distributed
heterogeneously. At its peak, the securities portfolio is loaded with 14% hidden burdens. These were
consciously not recognized and communicated by the credit institutions. The analyses presented in
this article have enabled a more informed and grounded information management for decision-
making by stakeholders.
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OILIEHKA 1 KOMYHUKAIIUS HA CTEIIEHTA HA B3ETUTE MEPKH OTHOCHO
BAJIAHCOBATA MHOJIUTUKA ITPU UCTOPUYECKOTO ITOBUILIABAHE
HA JJUXBEHUTE IIPOLIEHTH ITPE3 ®UCKAJIHATA 2022 T.
B IIIAPIA-/ ICA-/®OJIKC-/ U
PAM®ANZEHBAHK B BABAPUSI

Pe3rome: B pamkume Ha eMRUPUYHOMO U3CNIe08aHe Ca pa3yemeHu, aHAIUSUPaAnH U npeocmaseHu 8
CbKpameHr 6u0 noo opmama HA KOAUYECMBEH AHAIU3 HA OAHHUME U34epnamenHusm OAalaHC,
omyemvm 3a npuxooume u pasxooume, Oenedxckume U OOKIAObM 3d O€UHOCMMA HA BCUYKU
basapcku koonepamuenu Oaunku 3a ¢unancosama 2022 2. 3axonoso cmanoapmusupanume
3Q0BANCUMENHU NYOTUKAYUU CLYHCAM KAMO NYOIUYHO 00CMbNHU 6a3a OaHHU U U Mo2am 0a Ovoam
HamepeHu 8 pecucmvpa Ha opyscecmeama. Q060dOweHomo npeocmasane Ha pe3yaimamume 8 masu
cneyuanu3upana cmamus 0aea 8b3MONCHOCH 3a NPO3PAYEH AHAIU3 U Onogecmssane Ha obxeama
Ha mepKkume Ha Oanancosama noaumuka npes Quuancosama 2022 2. evnpexku eonremusi Opou
koonepamuenu 6anku 6 basapus. Ocobeno ce noouepmagam NOHAKO2A 02POMHUME OUANA3OHU 8
obxeama Ha MepKume Ha OANAHCO8AMA NOIUMUKA U C8bP3AHUME ¢ mAX ,,ckpumu‘ 3a2you. Bv3
OCHOBA HA eMNUpuyHuUme pe3yimamu masu CneyualusupaHa cmamus npeoocmass Ha
obujecmeeHocmma u 3auUHmMepeco8aHume CmMpaHu HO8 U KI0Y08 ACNeKm HA pe3yimamume Om
Oelinocmma Ha basapckume xoonepamusHu 6anku 3a 2022 2. Ha 2o0uwnume cu npeckongepenyuu
bankume npeoocmasuxa camo o2panuyena uHgopmayus 3a obxeama Ha mepkume Ha barancoeama
HOAUMUKA U C8bp3aHume ¢ max ,,ckpumu” 3a2you 3a gunancosama 2022 2. Bwvnpeku mMHO20
CXO0OHUS OU3HeC MOOel CKpumume 3a2you Ha omoelHume KoonepamusHu 6aHKu npe3 ouHancosama
2022 2. ¢ basapus kamo yacm om 0A1IAHCO8AMA NOIUMUKA Ce PA3IULABAM 3HAYUMENHO.
Knrouoeu dymu: 6anancosa nonumuxa, noguuiagane Ha JUXGEHUmMe NPOYeHmu, CKpumu 3az2you,
KOMYHUKAYUS, NPO3PAYHOCT
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