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Most people refer to a “recession” or sudden liquidity
issues. We understand this issue as a “transformation”.
The distinction can be found at the heart of two poli-
cies applied by a corporate entity, which may seem
comparable at first but are essentially very diverse.
One entails certainty, whereas the other is based on
uncertainty.  Namely:
•• The implemented strategy towards the anticipated

future and
•• The risk management of the unforeseeable one.
For an entrepreneur to successfully carry out both
tasks he/she needs to either be lucky or to systemati-
cally analyze and evaluate the corporate entity in rela-
tion to the business environment. In the second case,
the business environment itself also has to be analyzed
and evaluated, together with a feasibility study of a
plethora of alternative scenarios. 
The first strategy needs not even a coin, the latter
needs expertise.
Professional financial analysis, valuations and feasibili-
ty studies may be considered as one more expense item
of the P&L accounts. Whoever follows this principle
does not have anything to worry about since he / she
might also have nothing left through the current eco-
nomic crisis. Others might perceive the real essence of
such specialized techniques, namely the fact that they
constitute a vital tool for understanding the current sit-
uation as well as a perceptive approach of what lies
ahead.
Valuation & Research Specialists, in order to continu-
ously develop their expertise in the aforementioned
fields, have extended their Academia links and
enriched the amplitude of undertaken projects.
Furthermore, irrespectively of the continuous relation
with our clients, we offer the current issue as food for
thought on topical issues of this turbulent era.

NNiicchhoollaass  II..  GGeeoorrggiiaaddiiss  
CChhrriissttoopphhoorrooss  JJ..  MMaakkrriiaass
PPaannaayyiioottiiss  LL..  ZZaarriiffiiss
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Editorial
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Recession versus Change
and Expenses versus
Constructive Tools 
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TThhee  GGrreeeekk  EEccoonnoommyy
Greece’s external economic environ-
ment has dramatically worsened in
2008 Q4. Conditions in the financial
markets deteriorated fast in the last
months of the year, reinforcing the
global economic downturn. Money,
interbank and credit markets became
dislocated amid a collapse of confi-
dence among market participants,
related largely to increasing uncertain-
ty about the ultimate size of credit
losses. A systemic meltdown was
avoided thanks to massive liquidity
injections by several key central banks
and significant rescue packages intro-
duced by national authorities. As a
result, several stress indicators have
visibly eased recently. However, the
overall situation in the financial mar-
kets remains far from normal.

Evidence is mounting that the risk of
an adverse feedback loop between the
financial and the real sector is now
materialising, as the rapidly deterio-
rating conditions on the real side
affect financial institutions. 
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VALUATION & RESEARCH SPECIALISTS

VVaalluuee  IInnvveesstt   mmaaggaazziinnee

Greek Economy & Equities
Quarterly Review, January 2009

Greece: Real GDP growth and inflation
(annual percentage change)

Source: European Commission.

Greece: Fiscal deficit and debt
(as percent of GDP)

Source: European Commission.
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In the context of the above, economic
activity in Greece has started to be
affected by the international economic
crisis. Real GDP growth decelerated,
especially in the second half of 2008
and is expected to round up at 2.9%
for the year as a whole, due to weak-
ened domestic demand and lower
exports of services, especially ship-
ping. Looking ahead, economic
growth will significantly decelerate to
0.2% in 2009, albeit remaining in posi-
tive territory and above the average of
the euro area, which has already
entered into recession (2009: -1.9%). 
Except for government consumption
and public investment, which are
expected to provide considerable sup-
port for the economy, all other
demand components are forecasted to
put a drag on GDP growth. In particu-
lar, private investments are expected
to show a severe decline, while private
consumption will also fall, as a result
of tightening credit conditions and
low expectations for future economic
growth. The volume of exports, as
well as tourism and transportation
services, are foreseen to contract, as
foreign incomes and demand shrinks,
implying a neutral contribution to
GDP growth from net exports.
Headline inflation is expected to
decrease from 4.2% in 2008 to 2.5% in
2009, as a result of the continuing
correction in oil and other commodity
prices, amid the worsening global
growth outlook. However, wages and
unit labour costs should continue to
grow at a relatively high rate, implying
a significant deterioration in profits.
Greek CPI reached 2.2% y-o-y in

December 2008, compared to 3.9% y-
o-y in the respective period last year.
Employment is expected to fall by
0.1% in 2009 with a slight turnaround
in sight, reflecting the usual lag of
employment to changes in GDP
growth. As a result, the continuous
decline in unemployment in recent
years is expected to halt with the
unemployment rate increasing to 9%
in 2009 from 8.3% in 2008.
Public finances are also being hit by
the slowdown. This follows from the
reversal of past revenue windfalls, a
generally less tax-rich composition of
growth, as well as the impact of signif-
icant discretionary measures adopted
on top of automatic stabilisers. After
staying above 3% of GDP also in 2008,
the deficit is projected to reach 3.7%
of GDP in 2009 and 4.2% of GDP in
2010, on account of a less favourable
economic growth scenario. Still, the
forecasted fiscal deficit for Greece is
expected to be below the respective
euro-area average. The debt-to-GDP
ratio, though, remains worryingly high
and is projected to start increasing
again reaching 96.2% of GDP in 2008
and 98.4% of GDP in 2010, intensified
also by the widening of the spreads
between Greek sovereign bonds and
the respective benchmark German
ones, increasing significantly the cost
of financing. The downgrade of
Greece’s sovereign rating by S&P’s has
put further pressure on bond spreads
that have been widening recently. The
updated Stability and Growth
Programme is expected by the end of
January 2009. On 13.1.2009 the gov-
ernment auctioned T-bills worth ?2

VVaalluuee  IInnvveesstt   mmaaggaazziinnee
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bn, as part of plans to borrow some
?45 bn for the year as a whole. About
half of this amount will go toward
refinancing expiring bonds. The
Commission, in order to prevent a
downward spiral, presented ‘a
European Economic Recovery Plan’ in
November 2008, amounting to a budg-
etary stimulus of ?200 billion (1.5% of
EU GDP). In the same vein, Greece
has adopted a ?28 bn bill to enhance
liquidity in the economy and support
the banks.

In the external sector, the current
account deficit is expected to only
slightly improve from 13.4% of GDP
in 2008 to 12.8% of GDP in 2009, as
imports should decelerate in line with
falling domestic demand. At the same
time, the deteriorating economic out-
look in the euro-area and south-east-
ern Europe, in conjunction with rising
unit labour costs above the euro area
average that worsen international
competitiveness, will have a negative
impact on exports of goods in 2009. 

Dynamic Securities - Valuation & Research Specialists
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Greece: Trade Balance
(in million euros)

Recent BoG data indicate that in
January-October 2008, the current
account deficit widened by ?4.357 bn
over the same period of 2007 and
reached ?28.4 bn, mainly due to the
trade deficit and, secondarily, the
income account deficit, which were
only partly offset by a rise in the sur-
pluses of the services balance and the
current transfers balance. Export
receipts grew by ?1.687 bn or 16.8%,
while the corresponding import bill

rose by ?2.686 bn or 8.3%. The sur-
plus of the services balance expanded,
mostly reflecting higher net transport
receipts. In the same period, direct
investment showed a net inflow of
?898 mln, while portfolio investment
recorded a net inflow of ?17 bn.
Specifically, the inflows due to non-
residents' purchases of Greek govern-
ment bonds and Treasury bills (of
?20.2 bn) more than offset outflows
due to residents' purchases of foreign

Source: Bank of Greece.
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bonds and Treasury bills (worth ?2
bn) and non-residents' sales of shares
of Greek firms (worth ?2.8 bn). 
Looking at the most recent conjunc-
tural indicators, the turnover in retail
trade increased to 3.7% y-o-y at cur-
rent prices in October 2008 from 4.2%
y-o-y in October 2007 (mainly due to
food products), while the volume of
retail trade (i.e. turnover in retail
trade at constant prices) fell by 0.4%
in the respective period compared to
1.4% in October 2007. Manufacturing
production fell by 2.8% y-o-y in
January-November 2008 against a

2.2% increase in the respective period
last year, due mainly to the fall of pro-
duction of intermediary goods and
consumer durables. The economic
sentiment indicator has shown further
signs of deterioration to 66.7 in
November 2008, the lowest since
2003, in line with the international
developments and recent social unrest
and episodes in Greece. The volume of
residential construction activity (as
measured by building permits) regis-
tered a significant decrease of 15.7%
y-o-y in January-October 2008,
reflecting weak household investment.

Economic sentiment indicator (2000=100)
in Greece and euro area

Source: NSSG.

Total credit expansion continued to
grow at double-digit rates in Q3 2008
(17.9%), at an accelerating pace, sur-
prisingly enough given the current
global financial crisis. In October
2008 total credit expanded at 18%,
slightly accelerated compared to the
previous month but significantly
accelerated compared to previous year
(October 2007: 13.2%). The credit
supplied to the general government

increased to 8.8% in October 2008
from -17.5% in October 2007.
Meanwhile, credit growth to enterpris-
es and households continued to
decelerate in October 2008 to 19.7%
from 21.7% a year earlier. Housing
loans growth continued to cool down
to 13.7% y-o-y in October from 24.0%
a year earlier, in line with weakened
construction activity, affecting overall
GDP growth. 
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Main economic indicators Greece
(annual % change, unless otherwise stated)

2006 2007 2008 2009
GDP at constant prices 4.5 4.0 2.9 0.2
Private Consumption 4.8 3.0 2.4 0.7
Public Consumption 0.0 7.7 2.8 2.4
Gross fixed capital formation 9.2 4.9 -0.5 -2.8
Exports (goods and services) 10.9 3.1 3.7 -1.5
Imports (goods and services) 9.7 6.7 -0.2 -0.9
Contribution to GDP growth (%):
Domestic demand 5.5 4.6 2.1 0.3
Stockbuilding -0.3 1.0 -0.1 0.0
Foreign balance -0.6 -1.5 1.0 0.0
Employment 2.1 1.3 0.8 -0.1
Unemployment rate 8.9 8.3 8.3 9.0
Real unit labour costs -4.4 3.3 1.1 3.2
HICP 3.3 3.0 4.2 2.5
Current Account Balance
(as % of GDP) -11.4 -14.0 -13.4 -12.8
General Government Balance
(as % of GDP) -2.8 -3.5 -3.4 -3.7
General Government
Gross Debt 95.9 94.8 94.0 96.2
Real effective exchange rate
(ULCM) 0.5 5.0 2.5 -
Real effective exchange rate
(CPI) 1.0 1.9 2.8 -

Source: European Commission, Interim Forecasts, January 2009 and DG ECFIN and Bank of Greece.
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BBuullggaarriiaa::
Economic activity in the first three
quarters of 2008 remained robust and
resilient to the deterioration in the
global economic environment. Real
GDP growth, driven so far by buoyant
private consumption and very strong
investment, is expected to substantial-
ly slow from 6.4% in 2008 to 1.8% in
2009, as weaker external demand and
tighter credit conditions take their toll
on exports and domestic demand,
respectively. The projected consider-
able deceleration in wage and employ-
ment growth, coupled with more mod-
erate credit expansion (from current
50% levels y-o-y) will slow private
consumption. Growing risk aversion
amongst foreign investors, financing
constraints and lower returns have
started to affect FDI and investment
growth, most noticeably in the con-
struction sector. As imports are
expected to fall, the trade deficit
should narrow, albeit gradually, bring-
ing the current account deficit down
to below 20% of GDP. With global
commodity prices falling and nominal
wages growing at a slower pace, con-
sumer inflation could decline to below
6% in 2009. Unemployment is expect-
ed to slightly rise from 6% in 2008 to
6.3% in 2009. Bulgaria starts from a
strong position to deal with the chal-
lenges ahead. The public finances are
in good shape, with one of the highest

fiscal surpluses in Europe, while the
Central Bank has accumulated large
foreign reserves. The general govern-
ment surplus is projected at around
2% of GDP in 2009, below the official
target of 3% of GDP, reflecting, how-
ever, a less favorable growth scenario
and a less tax-intensive composition
of growth. The public debt should
continue to decline to around 12% of
GDP in 2009. Maintaining fiscal sur-
pluses will require a significant slow-
ing of expenditure growth, albeit the
election cycle. In this setting, a key
task for policy-makers is to maintain
confidence in the currency board and
in the financial system, also because
of the high foreign exchange-denomi-
nated leverage of the private sector.
Problems regarding the disbursement
of EU funds underscore the need to
further upgrade control systems. As
regards structural areas, completing
education reform and advancing
health reform, raising public sector
efficiency, and improving the business
climate remain essential for accelerat-
ing convergence.

RRoommaanniiaa::
Trade, financial and confidence
spillovers related to the international
financial crisis are expected to lead to
a fast reduction of both export and
domestic demand in 2009 and 2010.
The current crisis also entails the risk

Note on Southeastern Europe (Bulgaria, Romania, Albania,
FYROM, Serbia, Montenegro) and Mediterranean countries
(Turkey, Egypt)
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of a sudden reassessment of
Romania’s twin deficits by interna-
tional investors, lowering thus capital
inflows. Associated higher exchange
rate volatility would also affect the
private sector, which heavily relies on
foreign exchange-denominated credits.
From an estimated overheating rate of
7.8% in 2008, GDP growth is project-
ed to decelerate sharply to 1.8% in
2009 and only slightly rebound in
2010 to just below 2.5%. The domes-
tic demand boom, which has been the
main engine of growth over the past
five years, is expected to ease signifi-
cantly on the back of a sharp reduc-
tion of credit growth, induced by
monetary policy and the general glob-
al financial situation (partly also due
to decreasing parent bank financing in
a predominantly foreign-owned bank-
ing sector). The sharpest decline is
expected in investment (both con-
struction and equipment), which is
projected to drop from 18% in 2008 to
roughly 1.5% in 2009. Export and
import growth are also expected to
decelerate, gradually reducing the cur-
rent account deficit to around 12% of
GDP in 2009. Consumer and investor
confidence have weakened and labor
market conditions have started to
worsen. Unemployment is expected to
slightly pick up to 7% in 2009.
Inflation is expected to ease somewhat
to 5.7% in 2009, as supply and
demand pressures become less strong.
In 2009, the general government
deficit is set to increase to 7.5% of

GDP from an already high deficit of
around 5% of GDP in 2008, related to
developments in pensions, increases of
public sector wages and various tax
changes. The fiscal debt is expected to
almost double in the following years
reaching 26% of GDP by 2010, due to
rising deficits and rapidly increasing
yields, partly because of the sovereign
rating downgrade of Romania by two
out of three main rating agencies.
Parliamentary elections took place in
November 2008, bringing about a gov-
ernment coalition between two politi-
cally opposite wings. Judicial reform
needs to be put forward; otherwise
restrictions could be imposed on
access to EU funds, as was the case of
Bulgaria.

AAllbbaanniiaa::
The impact of the global financial cri-
sis on the Albanian economy remained
limited, as domestic and external
demand as well as net capital inflows
remained relatively strong. Being one
of the least integrated economies in
South-eastern Europe, economic
growth is forecasted at around 6% in
2008 and 4% in 2009. Private con-
sumption is expected to ease, as
domestic credit expansion continues
to moderate and weaker foreign
demand affects exports. The growth
outlook remains subject to develop-
ments in the energy sector, but early
indications (strong seasonal rainfall)
bode well, both for the energy sector
and the overall economy. Remittances
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continued to decline, increasing the
current account deficit close to 15%
of GDP in 2008. Inflation, which has
been heavily influenced by the combi-
nation of the domestic energy crisis
and global rise in energy prices, aver-
aged 3.7% in 2008, but is expected to
ease to 2.2% in 2009, on the back of
lower commodity prices. In the bank-
ing sector, the increased threat of a
global liquidity crunch could lead
some foreign banks to scale back their
lending in the country, a risk that
urged the Bank of Albania to adopt
regulations limiting the banks’ expo-
sure to their foreign parent companies
to 10% of regulatory capital and to
tighten capital requirements for lend-
ing in foreign currency. The 2009
budget is still expansionary, despite
projecting a reduction of the deficit to
4.2% of GDP. The next parliamentary
elections are scheduled for mid-2009.
The government’s main policy goals
are the fight of corruption, the elec-
toral and judicial reform, the improve-
ment of the business environment and
the reform of public administration.
Some progress has already been made.
In the World Bank’s report ‘Doing
Business 2009’, Albania ranked among
one of the best performers in South-
eastern Europe, improving its ranking
to 85 up from 135 last year. Albania
continues to have the lowest GDP per
inhabitant of all 37 countries covered
by Eurostat.

FFYYRROOMM::
So far the financial sector has

remained relatively immune from
direct effects of the global financial
crisis. Although, profitability has
remained solid, credit conditions have
deteriorated, which resulted in slower
credit expansion. In the meantime, the
real economy has shown signs of
deceleration, urging the authorities to
present in November measures to alle-
viate the impact of the global crisis.
Real GDP growth is expected to slow
down to 4.6% in 2009 from 5.5% in
2008, as the more difficult export
environment and lower capital inflows
will affect investment and private con-
sumption. However, recent progress in
structural reforms should help to sus-
tain a domestic-driven growth
momentum, benefiting from increased
employment, consumer confidence
and workers remittances. Consumer
inflation is expected to fall to 3.5% in
2009 from 8.3% in 2008, as a result of
cooling energy and food prices.
Increased prices for imported energy,
surging imports of capital goods, and
a fall in prices and external demand
for exported metals will contribute to
a rapid deterioration of the current
account deficit to 10% of GDP in
2009, increasing the economy’s vul-
nerability and making fiscal discipline
even more important. The country’s
sovereign credit downgrading has led
to worsening external liquidity indica-
tors and falling levels of international
reserves. Unemployment is expected
to remain high above 30% and the
budget deficit to widen further. The
government has recently increased its
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medium-term deficit targets signifi-
cantly, aiming for a deficit of up to 4%
of GDP by 2011, in order to accom-
modate the country’s large infrastruc-
ture investment needs. The EU issued
a negative assessment in its November
2008 progress report that FYROM was
currently not meeting the EU's politi-
cal criteria.

SSeerrbbiiaa::
The Serbian economy is increasingly
being affected by the continuing glob-
al economic and financial crisis. While
the banking sector's capital and liq-
uidity buffers are substantial and
should help weather the financial
headwinds, strong policies will be
important to maintain investor and
market confidence. Refinancing lines
from foreign parent banks have
become more expensive, cross-border
corporate lending has declined and
trade financing has become more diffi-
cult. This credit growth slowdown
towards the private sector is expected
to continue in 2009. Real GDP growth
is expected to decelerate by almost
half to 3% in 2009, undermined by
weaker global and domestic demand.
The government introduced a stimu-
lus package of EUR 1.2 bn to address
the consequences of the deepening
crisis. The fall of energy and food
prices have contributed to lower infla-
tion, but the dramatic depreciation of
the dinar since October (more than
20%) has reduced this disinflationary
effect, maintaining inflation persist-
ently high at double digits (12.3% in

October) and forcing the Central Bank
to raise interest rates to 17.75%, the
highest nominal rates in the region.
The current account deficit is expect-
ed to narrow to 15% of GDP in 2009,
remaining though very high, exacer-
bating the Serbian economy’s external
vulnerabilities. Serbia has signed a
precautionary Stand-By Arrangement
with the IMF amounting to EUR 400
million, in an attempt to bolster
investors’ confidence in the economy,
under the condition to reduce the fis-
cal deficit to 1.5% of GDP in 2009.
The EU accession process is at a
standstill with the Stabilization and
Association Agreement frozen.

MMoonntteenneeggrroo::
Recent economic developments
showed that the economy may not be
spared by the global economic crisis.
A sharp deceleration in growth is
expected in the near term as the glob-
al outlook dims. With limited credit
financing from parent banks because
of global financial turmoil and a
reduced risk appetite, credit growth is
expected to decline to low single digits
at best in 2009. Global recession is
also likely to have an adverse impact
on exports, tourism, FDI, and confi-
dence. In addition, falling aluminum
prices have depressed production and
generated losses in the aluminum
company, an important exporter of
the country. In this environment, real
GDP growth is projected around 2% in
2009. The real estate sector is expect-
ed to be adversely affected, as some

VVaalluuee  IInnvveesstt   mmaaggaazziinnee
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investments are already being post-
poned. The government has respond-
ed to the economic slowdown with a 
stimulus package of around 10% of
GDP. Although the reviewed 2009
budget foresees a marginal surplus of
0.1% of GDP, instead of the original
1.8%, the growth assumptions still
appear optimistic, creating the need
for further budget rebalancing. The
central bank has taken several steps
to strengthen financial sector sound-
ness. It tightened reserve requirements
and imposed temporary ceilings on
credit growth. On 15.12.2008
Montenegro submitted a formal appli-
cation for EU membership. Future
growth will depend critically on fur-
ther improvement of the regulatory
framework and institutions.

TTuurrkkeeyy::
The global financial and economic cri-
sis led to a further and sharp decelera-
tion of economic activity in H2 2008,
due to the sharp contraction in exter-
nal demand, weak consumer and busi-
ness confidence and tight credit, sug-
gesting that the country may enter
into recession in 2009 for the first
time since 2001 crisis. In the short-
term the focus shifts to the domestic
economy. Real GDP growth is fore-
casted to 1.6% in 2009 from 3.3% in
2008, due to moderated private con-
sumption and investment. The gov-
ernment has announced a stimulus

package that foresees, amongst oth-
ers, tax incentives, support for con-
sumer loans and cuts of reserve
requirements for banks. Labour mar-
ket conditions deteriorated in tandem
with the slowdown in economic activi-
ty. External deficits started to decline
significantly as of September, mainly
as a result the reduction of the trade
deficit and in particular of imports,
but the current account deficit still
remains significant. Net FDI fell by
about 21% in the first ten months of
2008, covering only around 1/3 of the
current account deficit, while net
portfolio investment turned negative
after an outflow of $4.1 bn in
October. Weak demand conditions
and falling oil prices accounted for a
decline in CPI inflation in December.
The lira depreciated by around 29%
against a EUR/USD basket since
beginning of 2008. On fiscal policy,
the 2009 budget is based on rather
optimistic growth (of 4%) and revenue
projections, thus it may need to be
revisited. The likelihood of a new IMF
Stand-By Arrangement in January
2009 would bolster investor confi-
dence in the government’s economic
policies during the crisis and facilitate
external financing. Turkey pays rela-
tively high interest rates on its debt,
which highlights the country’s high
vulnerability to interest and exchange
rate volatility and rollover risk.
Political uncertainty has dropped sig-
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nificantly, but the probability of a new
clash between AKP party and the sec-
ular forces cannot be ruled out. 

EEggyypptt::
With the onset of the global crisis the
policy challenges facing the authori-
ties have changed radically. The most
pressing issue in 2008 has been to
contain inflation when monetary and
fiscal policies were constrained by lim-
ited exchange rate flexibility, large-
scale capital inflows, and the growing
cost of fuel and food subsides.
Persistently high inflation (17.1% in
2008), eroded disposable income and
created serious problems to the econ-
omy. By the time of October-
November 2008, however, inflation
appeared to be past its peak, thanks
to a decline in commodity prices.
Economic activity is likely to deceler-
ate to 5.0 % from the 7% pace of the
past few years. Private investment is

likely to slow further, while private
consumption is expected to slow
slightly, despite the 30% public sector
wage hike. Despite the moderation in
domestic demand, the drag of net
exports on overall growth should
increase significantly in 2009, on the
back of a weakening global activity
and a deteriorating competitiveness of
the country’s exports. The more
urgent challenge now appears to be
how to maintain growth and balance
of payments stability in the context of
global financial turmoil and rapidly
deteriorating international economic
outlook. In August-October 2008
there was an abrupt reversal of portfo-
lio flows as foreigners investors pulled
out of the equity and government
bond markets. The authorities realize
that correcting the mounting fiscal
deficit (2009: -8.3% of GDP) has to be
their top macroeconomic priority.
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South-eastern Europe – Summary of economic indicators 
(annual % change. unless otherwise stated)

Greece 2006 2007 2008 2009
Real GDP 4.5 4.0 2.9 0.2
Consumer Prices 3.3 3.0 4.2 2.5
Unemployment rate 8.9 8.3 8.3 9.0
Current account (% of GDP) -11.4 -14.0 -13.4 -12.8
Fiscal Balance (% of GDP) -2.8 -3.5 -3.4 -3.7
Public Debt (% of GDP) 95.9 94.8 94.0 96.2
FDI (net. EUR bn.) 0.9 -2.5

Bulgaria 2006 2007 2008 2009
Real GDP 6.3 6.2 6.4 1.8
Consumer Prices 7.4 7.6 12.0 5.4
Unemployment rate 9.0 6.9 6.0 6.3
Current account (% of GDP) -18.6 -22.5 -24.7 -20.8
Fiscal Balance (% of GDP) 3.0 0.1 3.2 2.0
Public Debt (% of GDP) 22.7 18.2 13.8 12.2
FDI (net. EUR bn.) 5.9 6.3 5.2 3.8

Romania 2006 2007 2008 2009
Real GDP 7.9 6.2 7.8 1.8
Consumer Prices 6.6 4.9 7.9 5.7
Unemployment rate 7.3 6.4 6.2 7.0
Current account (% of GDP) -10.6 -13.6 -12.9 -11.9
Fiscal Balance (% of GDP) -2.2 -2.5 -5.2 -7.5
Public Debt (% of GDP) 12.4 12.7 15.2 21.1
FDI (net. EUR bn.) 8.7 7.2 10.0 6.9

Albania 2006 2007 2008 2009
Real GDP 5.5 6.0 6.5 4.0
Consumer Prices 2.4 2.9 3.7 2.2
Unemployment rate 13.9 13.4 13.1 13.1
Current account -6.5 -10.5 -15.0 -13.2
Fiscal Balance -3.3 -3.5 -5.2 -5.0
Public Debt 55.5 53.8 55.0 52.0
FDI (net. USD bn.) 0.3 0.6 0.8 0.6
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South-eastern Europe – Summary of economic indicators 
(annual % change. unless otherwise stated)

FYROM 2006 2007 2008 2009
Real GDP 4.0 5.0 5.5 4.6
Consumer Prices 3.2 2.3 8.3 3.5
Unemployment rate 36.0 34.9 33.3 32.3
Current account -0.9 -3.0 -12.1 -10.0
Fiscal Balance -0.5 0.6 -1.0 -2.7
Public Debt 38.7 25.4 23.2 23.0
FDI (net. EUR bn.) 0.3 0.2 0.4 0.3

Serbia 2006 2007 2008 2009
Real GDP 5.6 7.1 6.9 3.0
Consumer Prices 12.7 6.8 10.7 8.0
Unemployment rate 33.4 31.7 31.0 30.7

Fiscal Balance -1.6 -2.0 -2.8 -2.2
Public Debt 36.2 29.4 26.2 25.9
FDI (net. USD bn.) 4.4 2.4 4.4 2.9

Turkey 2006 2007 2008 2009
Real GDP 6.9 4.6 3.3 1.6
Consumer Prices 9.6 8.8 10.3 8.3
Unemployment rate 9.7 9.6 9.7 10.5
Current account -6.0 -5.8 -6.7 -6.1
Fiscal Balance -0.1 -1.2 -1.3 -2.5
Public Debt 46.1 38.9 35.1 34.3
FDI (net. USD bn.) 19.0 19.9 17.9 11.5

Egypt 2006 2007 2008 2009
Real GDP 7.1 7.3 5.2 5.0
Consumer Prices 11.0 11.7 17.1 15.1
Unemployment rate 8.9 8.8 9.1 10.5
Current account 1.4 0.5 -1.8 -2.7
Fiscal Balance -7.5 -7.8 -7.6 -8.3
Public Debt 71.4 62.3 58.5 65.0
FDI (net. USD bn.) 11.1 13.2 9.8 8.5

Sources: European Commission, OECD, NBG and Dynamic Securities
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The Greek Equity Market (up to 22 January 2009)

Days of 2003 for the Composite
index of the Greek stock market
that recorded a 65% drop in 2008,
with the negative momentum also
maintained during the first month
of 2009. The uncertainty regarding
the length of the crisis and its
effect on corporate profitability
remained the main drivers for the
negative development, enhanced
by the net sales of foreign investors
whose participation in the capital-
ization of Athens Exchange
dropped below 50%. Recent nega-
tive forecasts regarding the eco-
nomic growth globally and in
Greece affected the already low
investor’s confidence pushing
stock prices further down, causing

the underperformance of Athens
Exchange in comparison to main
European stock indices. Banking
shares were hit most despite the
fact that Greek banks maintain a
relatively strong capital base and
profitability compared to their
European peers.  Profitability and
growth output also hit all other
sectors that reported high double
digit losses ranging from -36% to -
77%. Similar picture is observed in
the share prices of individual firms
as all constituents of the three
main FTSE/ASE indices reported
losses in 2008 and only a handful
of them reported marginal profits
in January 2009.

Athens Exchange Composite Index
(Daily prices; 1/1/2003-22/1/2009)
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Greek Equities - Statistics
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SFiT (Specialized Financial Translations) is an expert in the provision of integrat-

ed services in the area of specialized financial translations for more than 10

years. Through several years of experience, with responsibility and reliability, we

have developed lasting relations with our customers, providing high quality serv-

ices. We collaborate with experts, financial analysts, and specialist translators

with graduate level education and academic experience. At SFiT, we cater to

your actual translation needs and offer you solutions for the efficient promotion

of your company.



Our experience stems from long-term collaboration with companies listed on the Stock Exchange. Our
services relate to translations and editing of a broad range of texts, such as:

• Annual Reports, • Annual Bulletins,
• Press Releases, • Company Profiles,
• Financial Statements, • Certified Auditor - Accountant Reports,
• Notes on Financial Accounts, • Business Correspondence.
• Advertising Promotion, etc

Our company maintains a relation of mutual respect with its corporate clients, meeting the strictest
confidentiality requirements for data and information.

WWhhyy  iiss  SSppeecciiaalliizzeedd  FFiinnaanncciiaall  TTrraannssllaattiioonn  IImmppoorrttaanntt  ffoorr  yyoouurr  CCoommppaannyy??

Today companies, striving to expand their business activities abroad, seek to establish an international
presence. Pursuing this logic, they communicate closely and regularly with customers, suppliers,
collaborating companies, as well as interested investors from abroad.
Consequently, market requirements as well as the necessity for companies to put forward a competi-
tive new face, make financial translation an essential tool to better publicize their corporate identity to
collaborating suppliers, potential customers, as well as foreign investors.

TTrraaiinniinngg  SSeemmiinnaarrss

Our company, independently or in collaboration with prestigious Greek institutions, undertakes the
training of the executive staff of companies in various areas of specialized financial translations, in
order to provide interested companies with useful expertise for their day-to-day operations.
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AAbbssttrraacctt
Securities are one of the main instru-
ments that allow banks to speculate or
hedge risks arising from their opera-
tions. After the implementation of
IFRS in the banking sector in Greece
the banks allocated their securities
into separate portfolios in order to
increase or decrease the effects of val-
uations on the Profit or Loss Account
or the Shareholders Equity.
The aim of this paper is to present the
way in which each Greek Bank is han-
dling the valuation volatility arising
from securities. The data used was
selected from published financial
statements of the banks according to
IFRS for the years 2004 – 2007. 
Each Bank classifies, its securities
according to IFRS in different ways
following strategic approaches,
defense to volatility using hedging
instruments or straight speculating
against the market prices of securities. 

1. INTRODUCTION
Securities are titles of transferable
financial value of fixed or variable
return. Securities include almost all of

money market titles (with the excep-
tion of simple loan agreements) and
capital market titles. Securities are
also called financial instruments and
their main types are;

•• MMoonneeyy  MMaarrkkeett  TTiittlleess such as public
bonds of fixed or variable return, pub-
lic bonded loans, interest-bearing
notes, treasury bills, short term loan
titles, corporate bonds and bonded
loans either convertible to equity
shares or not, etc. The main charac-
teristics of money market titles, other
than their issuing authority, are the
maturity (short-term, long-term secu-
rities), the return – interest rate and
whether they are listed on an organ-
ized financial market.

•• CCaappiittaall  MMaarrkkeett  TTiittlleess such as com-
panies’ equity shares i.e. registered or
anonymous shares, common or pre-
ferred, listed or not etc. These titles
are, usually, of variable return, how-
ever, titles of fixed return are also
found, mainly, in cases of preferred
stock.

Konstantinos Liapis
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Financial Instruments
according to the IFRS,
the Case of Banking
Sector in Greece.
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•• FFiinnaanncciiaall  DDeerriivvaattiivvee  PPrroodduuccttss;; these
financial instruments are complex

products of future purchase and sale
of value. Derivatives exist on curren-
cy, equities, financial indexes, com-
modity prices as well as mixed or
exotic derivatives. Derivatives are
used by companies for speculating or
hedging reasons. 
The stability or the lack of it, in terms
of the return, depends on whether the
security is linked with returns – inter-
est rates which fluctuate according to
the market e.g.
Interbank rates of Euro zone or
London (Euribor, Libor) in which case
the security is of variable return, or
the security has stable nominal yield
in which case it is called of stable
return. The real value of a security
fluctuates according to market pre-
vailing returns so that securities of
variable return demonstrate less
volatility (with regard to their value)
than securities of stable return do,
due to the fact that securities of vari-
able return are linked with market
indexes – interest rates. Securities val-
uation at their real value is also called
fair value valuation. Under IFRS, fair
value is the market price whenever a
sound organized financial market
exists (a high volume of transactions
takes place within it), if such market
does not exist, fair value is the value
coming up from the generally accept-

ed principles – methodologies of esti-
mates. Yet, the method of estimate

that the corporation uses has to be
followed consistently .

2. Theoretical foundations of permissi-
ble portfolios according to the IFRS

22..11  TTrraaddiinngg  PPoorrttffoolliioo  SSeeccuurriittiieess
This category includes securities that
have been bought with the objective
of realising profits from short-term
changes in their market prices3.
All realized gains / losses from the

sale of trading portfolio securities as
well as unrealized gains / losses from
their valuation at fair value are includ-
ed in “Income from trading portfolio
securities” on the company’s profit
and loss statement4.
The returns (interest rates or divi-
dends) earned from the securities that
the company has included within its
trading portfolio can be recorded
within “ Interest Income” and
“Dividend Income”, respectively, on
the company’s profit and loss state-
ment5. The accounting entries for
trading portfolio securities are as fol-
lowing;
TABLE 1. Accounting entries for trad-
ing portfolio securities

22..22..  FFiinnaanncciiaall  AAsssseettss  aatt  FFaaiirr  VVaalluuee
tthhrroouugghh  PPrrooffiitt  oorr  LLoossss
This category includes the securities

VVaalluuee  IInnvveesstt   mmaaggaazziinnee

TThhee  ssttaabbiilliittyy  oorr  tthhee  llaacckk  ooff  iitt,,  iinn  tteerrmmss  ooff  tthhee  rreettuurrnn,,  ddeeppeennddss
oonn  wwhheetthheerr  tthhee  sseeccuurriittyy  iiss  lliinnkkeedd  wwiitthh  rreettuurrnnss  ––  iinntteerreesstt  rraatteess
wwhhiicchh  fflluuccttuuaattee  aaccccoorrddiinngg  ttoo  tthhee  mmaarrkkeett  ee..gg..
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or financial instruments that upon
their acquisition were allocated by the
company into a special portfolio as
being valued at fair value through
profit or loss account (agreements
concerning asset exchanges are usual-
ly included into this portfolio)6.These
securities are not held for trading but
they are fair valued either in order to
eliminate accounting inconsistencies
or based on a documented investment
strategy. A company may not engage
into security transfers from and
towards this portfolio category (the
company is bounded by the way it has
conducted the initial classification)7.
The financial instruments being val-
ued at fair value through the profit or

loss account are initially recorded at
fair value (transaction costs are
recorded directly into profit and loss)
and, then, are valued at fair prices
based upon current prices.
All realized gains / losses from the sale
of financial instruments that are being
valued at fair prices through profit or
loss as well as all of unrealized gains /
losses from financial instruments
being valued at fair prices, are includ-
ed into “Income from financial instru-
ments valued at fair value through
profit or loss account” on the compa-
ny’s profit and loss statement8.
The purchases and sales of the finan-
cial instruments that are being valued
at fair value through profit or loss

Konstantinos Liapis
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TTaabbllee  11: Accounting entries for trading portfolio securities

Shares of Purchase 100.000,00

Acquisition Price 10

Acquisition Value 1.000.000,00

AAccccoouunntt  DDeessccrriippttiioonn DDeebbiitt CCrreeddiitt

Purchase

Stocks Listed

on the Exchange 1.000.000,00

Cash 1.000.000,00

Monthly Valuation -

Valuation Price 12

Mark–to–Market Stocks

Listed on the Exchange 200.000,00

Income from Valuation 200.000,00

Sale - Sales Price 15

Cash 1.500.000,00

Provision for Change in

Stock Price (stock ABC) 200.000,00

Stocks Listed on

the Exchange - (stocks ABC) 1.000.000,00

Gains from Sale 300.000,00
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account are classified into this portfo-
lio on the transaction date i.e. the
date when the company is committed
with regard to the accounting treat-
ment of these securities’ purchase or
sale9. The company ceases to hold the
securities or the financial instruments
in the financial statements from the
moment that it ceases to have the
control of the contractual rights that
stem from these securities or financial
instruments. The control of a financial
instrument’s rights ceases to exist
when the financial instrument expires,
is sold or written- off, or in the case
that all of its relevant cash flows are
transferred to a third party10. One
could chose to classify Financial
instruments as valued at fair value
through profit or loss accounts when;
•• They are linked with derivatives that
have been classified into the trading
portfolio. This will result in a decrease
in the company’s Profit or Loss fluctu-
ations.
•• The company wishes to have its
security investments (bonds or stocks)
valued at fair value while these securi-
ties do not fulfill the trading portfo-
lio’s criteria (short-term possession for
speculation).
•• The securities include embedded
derivatives which significantly influ-
ence their cash flows.

The accounting treatment for the
securities of this portfolio is the same
with the one we saw above for the
trading portfolio’s securities.

22..33..  AAvvaaiillaabbllee  ffoorr  SSaallee  FFiinnaanncciiaall  AAsssseettss
The available for sale portfolio is the
securities portfolio that the company
acquires without having a specific

time horizon for withdrawing from
their possession. These securities can
be liquidated according to the liquidi-
ty needs, interest rate or price changes
or for any reason at a random (not ini-
tially specified) future point in time
(in the short run or the long run).
Securities classification into the avail-
able for sale portfolio is not bounding
and, consequently, we are allowed the
subsequent change in classification to
the held to maturity portfolio11.
The typical purchases and sales of
securities from the available for sale
portfolio are recorded based on the
transaction date, the date on which
the company is committed to pur-
chase or sell the securities12. The secu-
rities of the available for sale portfolio
upon acquisition are initially recorded
at fair value (including transaction
costs) and, subsequently, are valued at
fair value based on current prices or
the values derived from valuation
models in those cases where the cur-
rent prices are not available according
to the provisions of IAS 3913.
The valuation gains or losses that
have been generated by changes in the
fair value of the securities classified in
the available for sale portfolio are
recorded in a special reserve on the
shareholders’ equity. Upon the sale of
the securities of the available for sale
portfolio the corresponding accumu-
lated gains / losses are transferred
from the special reserve to the profit
and loss accounts of the Profit and
Loss statement14.
The securities of the available for sale
portfolio are impaired when the
receipt of the cash flows is no longer
achievable-possible or when the com-
pany has transferred most of a securi-
ty’s risks and rewards to third parties

VVaalluuee  IInnvveesstt   mmaaggaazziinnee
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through an agreement.
A company owes to examine every
time that it is preparing its financial
statements whether indications of per-
manent impairment in the value (sig-
nificant or prolonged impairment in
fair value) of these securities are pres-
ent by means of various valuation

models.
When objective evidence exists that
the available for sale asset has been
permanently impaired, the accumulat-
ed loss that has been recorded
throughout time in the equity specific
reserve through valuations, it is trans-
ferred to the company’s profit and

Konstantinos Liapis

VVaalluuee  IInnvveesstt   mmaaggaazziinnee

TTaabbllee  22: Accounting entries for the available for sale securities

Shares of Purchase 100.000,00

Acquisition Price 10

Acquisition Value 1.000.000,00

AAccccoouunntt  DDeessccrriippttiioonn DDeebbiitt CCrreeddiitt

Purchase

Stocks Listed

on the Exchange 1.000.000,00

Cash 1.000.000,00

Monthly Valuation -

Valuation Price 12

Mark–to–Market Account 200.000,00

Reserve of Difference

from readjustment 

to securities' value 200.000,00

Sale - Valuation

at Price 11,00

Valuation Provision 100.000,00

Reserve of Difference

from readjustment 

to securities' value 100.000,00

Cash 1.100.000,00

Valuation Provision 100.000,00 

Reserve of Difference

from readjustment 

to securities' value 100.000,00

Stocks Listed

on the Exchange 1.000.000,00

Gains from Sale 100.000,00
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loss. This loss equals the difference
between the acquisition cost and the
current value less any impairment loss
previously recognized in profits and
losses15.
The impairment loss of stocks from
the available for sale portfolio that has
been recorded in profit and loss may
not be reversed, i.e. by increasing the
company’s profit and loss and passing
on the loss to the net worth reserve.
The impairment loss of bonds from
the available for sale portfolio may be
reversed from profit and loss in the
case when the increase in the current
value of the bond can be objectively
related to a fact that took place after
the impairment loss of the bond had
already been recorded in profit and
loss16. The accounting entries for the
available for sale securities are as fol-
lows;
TABLE 2. Accounting entries for the
available for sale securities

22..44..  FFiinnaanncciiaall  AAsssseettss  HHeelldd  ttoo  MMaattuurriittyy  
The held to maturity portfolio is the
one that the company both intends
and is able to hold to maturity of all
of its constituent securities. The held
to maturity securities are initially
recorded at fair value (which includes
transaction costs)17. Subsequently, the
securities of the held to maturity port-
folio are measurement at amortized
cost, using the effective interest rate
method, minus any possible accumu-
lated impairment of their value18.
An asset has been permanently
impaired, if its book value exceeds its
liquidation value. The impairment
amount of the assets that are recorded
at acquisition cost is derived as the
difference between the asset’s book
value and the present value of expect-

ed future cash flows, discounted at
the asset’s original effective interest
rate. The permanent impairment of
value burdens the profit and loss19.
If the company sells or transfers a part
of the securities belonging to the held
to maturity portfolio before their
maturity, then, the total of the held to
maturity portfolio has to be trans-
ferred to the available for sale portfo-
lio (unless the IAS 39 provisions are
fulfilled) and be valued at fair value
reflecting the gain or loss that occurs
at the reserve of the available for sale
portfolio20. In addition, in this case the
IFRS dictate for prohibition penalty
with regard to the classification of an
asset as held to maturity for the two
years following the date of the securi-
ties’ transfer to a different portfolio21.

22..55..  DDeerriivvaattiivveess
The derivatives are financial instru-
ments that require no or insignificant
initial net investment, are measured at
fair value and their value changes in
response to changes in a specific vari-
able, while they are settled according
to IAS 39 at a future date22. These
instruments are usually selected as a
means to hedging transactions, but
they can also be used for speculation
purposes. 
Companies using derivatives as hedg-
ing instruments aim in addressing the
risks related with their transactions
from variations in prices (fair value
hedge), or in cash flows (cash-flow
hedge). They can also use derivatives
in order to hedge net investments in
accordance with IAS 21. 
In many cases, although companies
use derivatives for hedging purposes,
they can not really use hedge account-
ing in their books, thus ending up
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with significant accounting miss-
matches. The reason behind this is
that they may not be able to fulfill the
strict criteria for hedge accounting
determined in the standard. The most
frequent problem in achieving a hedg-
ing relationship within the framework
of hedge accounting is the fact that
many companies for business purpos-
es tend to hedge net positions of
assets and liabilities, while the stan-

dard requires the designation of spe-
cific items or specific groups of items
(assets or liabilities) without allowing
any mixture of them.

3. Portfolio Structure per Bank
throughout Time – Comparative
Data

33..11  CCoolllleeccttiivvee  DDaattaa2233
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TTaabbllee  33: Collective Data from Consolidated Balance Sheet for each Bank

CCOONNSSOOLLIIDDAATTEEDD  BBAALLAANNCCEE  SSHHEEEETT  IITTEEMMSS GGRROOUUPP  OOFF    PPIIRRAAEEUUSS  BBAANNKK
((AAmmoouunnttss  iinn  mmiill..44)) 2007 2006 2005 2004
TTrraaddiinngg  PPoorrttffoolliioo  44..550077  11..996655  11..008877  11..115500
Bonds & Other Titles of Fixed Return 4.356 1.833 1.009 781
Stocks & Other Titles of Variable Return 151 132 78 369
AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  11..338844  11..330000  668866  447722
Bonds & Other Titles of Fixed Return 1.104 693 369 262
Stocks & Other Titles of Variable Return 280 607 317 210
HHeelldd--ttoo--MMaattuurriittyy  PPoorrttffoolliioo  111100  110000  9966  1188
RReesseerrvvee  ooff  AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  1155  111100 6633  33
CCOONNSSOOLLIIDDAATTEEDD  BBAALLAANNCCEE  SSHHEEEETT  IITTEEMMSS GGRROOUUPP  OOFF  NNAATTIIOONNAALL  BBAANNKK
((AAmmoouunnttss  iinn  mmiill..44))  2007 2006 2005 2004
TTrraaddiinngg  PPoorrttffoolliioo  66..331100  77..337766  88..556633  1111..661166
Bonds & Other Titles of Fixed Return 6.139 7.263 8.328 11.103
Stocks & Other Titles of Variable Return 171 113 235 513
AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  44..662266  44..119911  22..881133  22..338833
Bonds & Other Titles of Fixed Return 3.873 3.338 2.234 211
Stocks & Other Titles of Variable Return 753 853 579 273
HHeelldd--ttoo--MMaattuurriittyy  PPoorrttffoolliioo  --  --  2211  --
RReesseerrvvee  ooff  AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  --2244  2222  4422 --
CCOONNSSOOLLIIDDAATTEEDD  BBAALLAANNCCEE  SSHHEEEETT  IITTEEMMSS GGRROOUUPP  OOFF  EEMMPPOORRIIKKII  BBAANNKK
((AAmmoouunnttss  iinn  mmiill..44))  2007 2006 2005 2004
TTrraaddiinngg  PPoorrttffoolliioo  11..339944  11..772233  11..005555  22..223300
Bonds & Other Titles of Fixed Return 1.350 1.648 950 2.025
Stocks & Other Titles of Variable Return 44 75 105 205
AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  11..660000  227788  111122  110000
Bonds & Other Titles of Fixed Return 1.557 241 33 33
Stocks & Other Titles of Variable Return 43 37 79 67
HHeelldd--ttoo--MMaattuurriittyy  PPoorrttffoolliioo  7700  113300  2299  3333
RReesseerrvvee  ooff  AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  NNoottee  11  NNoottee  11  NNoottee  11  NNoottee  11
CCOONNSSOOLLIIDDAATTEEDD  BBAALLAANNCCEE  SSHHEEEETT  IITTEEMMSS GGRROOUUPP  OOFF  EEUURROOBBAANNKK
((AAmmoouunnttss  iinn  mmiill..44))  2007 2006 2005 2004
TTrraaddiinngg  PPoorrttffoolliioo  449988  662211  11..007755  22..335588
Bonds & Other Titles of Fixed Return 410 508 963 2.329
Stocks & Other Titles of Variable Return 88 113 112 29
AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  1100..447777  1100..993366  1100..002244  55..448855
Bonds & Other Titles of Fixed Return 9.756 10.429 9.641 5.219
Stocks & Other Titles of Variable Return 721 507 383 266
HHeelldd--ttoo--MMaattuurriittyy  PPoorrttffoolliioo  661188 --  --  --
RReesseerrvvee  ooff  AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  --1122  113399  117711  110033
CCOONNSSOOLLIIDDAATTEEDD  BBAALLAANNCCEE  SSHHEEEETT  IITTEEMMSS  GGRROOUUPP  OOFF  BBAANNKK  OOFF  CCYYPPRRUUSS
((AAmmoouunnttss  iinn  mmiill..44))  2007 2006 2005 2004
TTrraaddiinngg  PPoorrttffoolliioo  333355  227788  113311  112244
Bonds & Other Titles of Fixed Return 272 273 126 117
Stocks & Other Titles of Variable Return 63 5 5 7
AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  33..442222  33..664466  33..338866  22..444455
Bonds & Other Titles of Fixed Return 3.345 3.582 3.355 2.421
Stocks & Other Titles of Variable Return 77 64 31 24
HHeelldd--ttoo--MMaattuurriittyy  PPoorrttffoolliioo  112255  55  55  446699
RReesseerrvvee  ooff  AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  4488  5599  5588  22
CCOONNSSOOLLIIDDAATTEEDD  BBAALLAANNCCEE  SSHHEEEETT  IITTEEMMSS  GGRROOUUPP  OOFF  AALLPPHHAA  BBAANNKK
((AAmmoouunnttss  iinn  mmiill..44))  2007 2006 2005 2004
TTrraaddiinngg  PPoorrttffoolliioo  226666  330066  112233  116622
Bonds & Other Titles of Fixed Return 263 273 117 161
Stocks & Other Titles of Variable Return 3 33 6 1
AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  33..115577 77..555533 77..774455  11..997733
Bonds & Other Titles of Fixed Return 3.012 7.425 7.539 1.806
Stocks & Other Titles of Variable Return 145 128 206 167
HHeelldd--ttoo--MMaattuurriittyy  PPoorrttffoolliioo  -- --  -- --
RReesseerrvvee  ooff  AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  --22  --8844  --3311  1122
CCOONNSSOOLLIIDDAATTEEDD  BBAALLAANNCCEE  SSHHEEEETT  IITTEEMMSS  GGRROOUUPP  OOFF  MMAARRFFIINN
((AAmmoouunnttss  iinn  mmiill..44))  2007 2006 2005 2004
TTrraaddiinngg  PPoorrttffoolliioo  448822  554488  222233  6600
Bonds & Other Titles of Fixed Return 58 111 94 59
Stocks & Other Titles of Variable Return 424 438 129 2
AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo  22..773377  11..994422  995500 666644
Bonds & Other Titles of Fixed Return 2.223 308 113 69
Stocks & Other Titles of Variable Return 514 1.634 837 595
HHeelldd--ttoo--MMaattuurriittyy  PPoorrttffoolliioo 337766  4477  --  222211
RReesseerrvvee  ooff  AAvvaaiillaabbllee--ffoorr--SSaallee  PPoorrttffoolliioo --111166 5544 1122  33
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2007 2006 2005 2004

Trading Portfolio 4.507 1.965 1.087 1.150

Available-for-Sale Portfolio 1.384 1.300 686 472

Held-to-Maturity Portfolio 110 100 96 18

Trading Portfolio 6.310 7.376 8.563 11.616

Available-for-Sale Portfolio 4.626 4.191 2.813 2.383

Held-to-Maturity Portfolio 0 0 21 0

Trading Portfolio 1.394 1.723 1.055 2.230

Available-for-Sale Portfolio 1.600 278 112 100

Held-to-Maturity Portfolio 70 130 29 33

Trading Portfolio 498 621 1.075 2.358

Available-for-Sale Portfolio 10.477 10.936 10.024 5.485

Held-to-Maturity Portfolio 618 0 0 0

Trading Portfolio 335 278 131 124

Available-for-Sale Portfolio 3.422 3.646 3.386 2.445

Held-to-Maturity Portfolio 125 5 5 469

Trading Portfolio 266 306 123 162

Available-for-Sale Portfolio 3.157 7.553 7.745 1.973

Held-to-Maturity Portfolio 0 0 0 0

Trading Portfolio 482 548 223 60

Available-for-Sale Portfolio 2.737 1.942 950 664

Held-to-Maturity Portfolio 376 47 0 221

TTaabbllee  44: The main portfolios for the Greek Banks throughout the time

GROUP OF
PIRAEUS

BANK

GROUP OF
NATIONAL

BANK

GROUP OF
EMPORIKI

BANK

GROUP OF
EURO
BANK

GROUP OF
BANK OF
CYPRUS

GROUP OF
ALPHA
BANK

GROUP OF
MARFIN

TTaabbllee  55::  The reserve of Available for Sale Portfolio throughout the time

Reserve of Available-for-Sale Portfolio 2007 2006 2005 2004
PIRAEUS 15 110 63 3
NBG -24 22 42 0
EUROBANK -12 139 171 103
CYPRUS 48 59 58 2
ALPHA -2 -84 -31 12
MARFIN -116 54 12 3
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CChhaarrtt  11::
Portfolio Structure per Bank throughout Time – Comparative Data

CChhaarrtt  22::
Reserve of Available-for-Sale Portfolio throughout Time
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TTaabbllee  66: Comparative Data of Bank Portfolios on 31/12/2007

PPIIRRAAEEUUSS  BBAANNKK,,  NNAATTIIOONNAALL  BBAANNKK,,  EEMMPPOORRIIKKII  BBAANNKK,,  EEUURROOBBAANNKK,,  BBAANNKK  OOFF  CCYYPPRRUUSS,,  AALLPPHHAA  BBAANNKK  ,,MMAARRFFIINN
Trading Portfolio 4.507 6.310 1.394 498 335 266 482
Bonds & Other
Titles of Fixed
Return 4.356 6.139 1.350 410 272 263 58
Stocks & Other
Titles of Variable
Return 151 171 44 88 63 3 424
Available-for-Sale
Portfolio 1.384 4.626 1.600 10.477 3.422 3.157 2.737
Bonds & Other
Titles of Fixed
Return 1.104 3.873 1.557 9.756 3.345 3.012 2.223
Stocks & Other
Titles of Variable
Return 280 753 43 721 77 145 514
Held-to-Maturity
Portfolio 110 0 70 618 125 0 376
TOTAL 6.001 10.936 3.064 11.593 3.882 3.423 3.595
Reserve of
Available-for
Sale Portfolio 15 -24 - -12 48 -2 -116

SSTTRRUUCCTTUURREE  %%  OOFF  PPOORRTTFFOOLLIIOOSS  PPEERR  BBAANNKK
Trading Portfolio 76% 58% 45% 5% 9% 8% 14%
Bonds & Other
Titles of Fixed
Return 73% 56% 44% 4% 7% 8% 2%
Stocks & Other
Titles of Variable
Return 3% 2% 1% 1% 2% 0% 12%
Available-for-Sale
Portfolio 23% 42% 52% 95% 88% 92% 76%
Bonds & Other
Titles of Fixed
Return 18% 35% 51% 89% 86% 88% 62%
Stocks & Other
Titles of Variable
Return 5% 7% 1% 7% 2% 4% 14%
Held-to-Maturity
Portfolio 2% 0% 2% 0% 3% 0% 10%
TOTAL 100% 100% 100% 100% 100% 100% 100%

SSTTRRUUCCTTUURREE  %%  OOFF  MMAAIINN  PPOORRTTFFOOLLIIOOSS  PPEERR  BBAANNKK
Trading Portfolio 76% 58% 45% 5% 9% 8% 14%
Available-for-Sale
Portfolio 23% 42% 52% 95% 88% 92% 76%
Held-to-Maturity
Portfolio 2% 0% 2% 0% 3% 0% 10%
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33..22  DDaattaa  AAnnaallyyssiiss

33..22..11  GGrroouuppss  EEuurroobbaannkk,,
AAllpphhaa  BBaannkk,,  aanndd  BBaannkk  ooff  CCyypprruuss
The groups of Eurobank, Alpha Bank
and Bank of Cyprus hold mainly secu-
rities (bonds) available for sale (the
respective percentages are 89%, 88%
and 86% for bonds and only 7%, 4%
and 2% for stocks and other Titles of
variable return but significant high
than trading Portfolio of their total
portfolio). This classification implies
control over the profit and loss
through portfolio valuation as the
accumulated gains / losses from valua-
tions which are, initially, recorded in
the reserve of the available for sale
portfolio, are transferred into the
profit and loss only at the sale of the
above securities.
It is noted that bond fair values are

directly affected by market rates fluc-
tuations. Therefore, the valuations of
these securities will lead in gains /
losses proportionate to the interest
rates’ magnitude. Additionally, the
exposure to credit risk is significant.

33..22..22..  MMaarrffiinn  GGrroouupp
Correspondingly, Marfin Group holds
stocks about 26% of the total portfo-
lio, 14% of which has been allocated
to the available for sale portfolio and
the rest 12% to the trading portfolio
also holds bonds 64% of the total
portfolio 62% of which has been allo-
cated to the available for sale portfolio
and the rest 2% to the trading portfo-
lio. As in the case of the 3 previously
mentioned groups, the gains / losses
from stock valuations within the avail-
able for sale portfolio are initially
recorded at the reserve of the avail-
able for sale portfolio. The accumulat-
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CChhaarrtt  33::
STRACTURE OF BANK's PORTFOLIOS FOR THE YEAR 2007



4433

ed gains / losses are recognized in
profit and loss upon sale of these
stocks.
The possession of a high percentage of
stocks out of the total portfolio
implies exposure to market risk. Stock
prices fluctuations affect the valua-
tions of the available for sale portfolio
stocks but they do not have a direct
impact upon profit and loss, since the
gains / losses from the valuations are
recorded into the reserve of the avail-
able for sale portfolio. The only direct
influence upon profit and loss comes
from the valuation of the trading port-
folio stocks (12% of the total portfo-
lio).
The exposure to interest rate risk is
low as only 64% out of the total port-
folio is composed of bonds (62% in
the available for sale portfolio).

33..22..33  GGrroouuppss  ooff  NNaattiioonnaall  BBaannkk
aanndd  EEmmppoorriikkii  BBaannkk
The portfolios of the groups of
National Bank and Emporiki Bank
demonstrate concentration in bonds
of the trading portfolio, 56% and 44%
of the total portfolio, respectively.
Changes in market interest rates affect
bond prices and, consequently, influ-
ence directly the profit and loss of the
groups as these securities have been
allocated to the trading portfolio.
The percentages of the total portfolio
that correspond to bonds of the avail-
able for sale portfolio of the groups of
National Bank and Emporiki Bank are
35% and 51% respectively.
On the other hand, the quite small
portfolios of equity securities in both
banks imply limited market risk and
insignificant hits to the profit and loss
account or equity due to variations in
stock prices.

33..22..44  BBaannkk  ooff  PPiirraaeeuuss  GGrroouupp
The Bank of Piraeus Group holds
mainly bonds of the trading portfolio
(a percentage of 73% of the total port-
folio) and bonds and stocks of the
available for sale portfolio (a percent-
age of 18% of the total portfolio). 
The profit and loss is influenced by
the valuations of bonds within the
trading portfolio according to the fluc-
tuations of market interest rates and,
consequently, the fluctuations of bond
prices. Due to the high concentration
73% (period of 2007) in trading port-
folio bonds, the influence upon profit
and loss can be significant in the case
of changes in market interest rates.
The available for sale portfolio
includes bonds (18% of the total port-
folio) and stocks (5% of the total port-
folio). Valuations for both bonds and
available for sale portfolio stocks are
recorded in the reserve of the avail-
able for sale portfolio and are recog-
nized in profit and loss only at the
securities’ sale.

4. Amendment to IAS 39 –
Reclassification
of Financial Assets

On 13-10-2008, the International
Accounting Standards Board (IASB)
announced the amendment to the pro-
visions of IAS 39 with regard to the
possibility of reclassification of finan-
cial assets at fair value through PL to
other portfolios. The amendment to
the provisions took place after the US
Financial Accounting Standards Board
(FASB) had announced respective
amendments to the US GAAP, due to
the credit crisis in financial markets,
targeting at the harmonization of
accounting principles applied by listed
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companies in the USA and Europe.
Specifically, the amendments
announced by IASB include mainly
the following:

1. It is now permissible to reclassify
financial assets (bonds, stocks) except
derivatives from the portfolio of finan-
cial assets at fair value through PL
(including the trading portfolio) to
other investment portfolios (held-to-
maturity or available-for-sale).
It shall be noted that according to the
amendment, the reclassification to the
aforementioned portfolios is permissi-
ble “only in rare circumstances” (IAS
39 amendment, par. 50B) e.g. in the
case of a global credit crisis as the
IASB indicatively mentions in the
press release of 13-10-2008.
Specifically, the book value of the
financial assets that will be reclassified
to the held-to-maturity portfolio will
be their fair value on the date of
reclassification. These securities
(bonds) will be tested on an annual
basis for impairment. It is noted that
shares can not be reclassified to the
held-to-maturity portfolio.
The financial assets that will be reclas-
sified to the available-for-sale portfo-
lio (bonds and/ or shares) will be val-
ued at their fair value and the gain/
loss from the valuation will be record-
ed in a special reserve in the share-
holders’ equity. The retained gains /
losses will be recognized in the PL at
the sale of these assets.

2. The reclassification may be applied
retrospectively as of 1-7-2008. The
financial assets shall be reclassified at
their fair value on the date of reclassi-
fication. It is noted, that any gain or
loss recognized before the reclassifica-
tion date shall not be reversed.

3. In the case that the financial assets
reclassification has occurred, the
financial statements have to disclose
the following (IAS 39, par. 12A a-f):
•• the accounting balance of the finan-

cial assets reclassified from one cat-
egory to another,

•• the carrying values and fair values
of the reclassified financial assets at
each reporting period,

•• the valuation effect on the PL, had
the reclassification not been made, 

•• and the justification for  the reclas-
sification

5. Conclusion
Although numbers do not always tell
the truth, they seem to be quite
indicative of certain things in the case
of the Greek banking sector. Almost
all Greek banks hold steadily in recent
years significant available for sale
portfolios of securities. This choice
makes their profit and loss accounts
less vulnerable to value changes, while
it makes the banks more flexible in
enhancing their results by making
selective moves, whenever market
conditions turn positive.
The Greek banks remain conservative
in their investment decisions with
debt securities, and especially Greek
bonds, being their instruments of pref-
erence, since they have proved to be
less volatile than equity securities.
Perhaps, this conservatism was the
main reason why the Greek banking
sector did not suffer any losses from
the “credit crunch”.        
Finally, it is evident that the Greek
banks have a short and, to a smaller
extent, medium term horizon in their
investments, holding mainly trading
and available for sale portfolios. On
the other hand, held to maturity port-
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folios are kept at extremely low levels
(the greatest percentage out of the
total portfolio (10%) is held by the
Marfin group).
Securities, as it also becomes apparent
from the up to now presentation,
make up for banks a financial tool for
the treatment of many administrative-
managerial issues (such as risk cover-
age, liquidity, yield management).
Even though securities are directly
correlated with external financial
indexes, mainly with interest rates and
financial indexes with correlation
coefficients above .9, their classifica-
tion in portfolios according to the
IFRS allows to a large degree the
accounting treatment of their effects,
alternatively, on the P&L or the
Shareholder’s Equity.
A proper planning for the securities
classification in portfolios would take
into consideration the need for securi-
ties holding (risk coverage, liquidity,
yield management), the provisions for
the magnitude of the external indexes
that influence their value (interest
rates, indexes) and the banks’ relevant
interest for the demonstration of the
effects from securities holding, as
assets, to the P&L or the bank’s
Shareholder’s Equity.
The last observation should constitute
a topic for future research.

AAuutthhoorr
Konstantinos Liapis
Dept.of Economic and Regional
Development, Panteion University
konstantinos.liapis@Panteion.gr
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AAbbssttrraacctt
Being in the middle of unprecedented
financial crisis, listed companies in the
Athens Stock Exchange facing a daily
erosion of their market cap, which is
not an easy case. As a response, there
is the tendency to keep silent and
staying on the sidelines accepting the
unavoidable. The liquidation of the
hard earned institutional positions,
the downgrade from sell side analysts,
the panic sell off from retail investors
and an overall lack of trust written
down on the daily press. 
Such liquidations are unavoidable as
the financial markets; its players, rule
and regulations cease to exist the way
we know it. Under the light of recent
events such as Bear Sterns, and
Lehman Brothers, the Athens Stock
Exchange Market is subject to a domi-
no effect of prop desks closures,
hedge funds liquidating under the
pressure of their investors and Growth
type Investors existing in the disbelief
of growth type Greek stocks. The
effect is magnified as the Greek
Market lacks against its peers in terms
of Corporate Governance, transparen-
cy and depth.  

As foreign Institutional Investors exit
in crowds, the local Institutional
Players are weakened by the facts to
support the market and retail
investors are still in rehabilitation
from the 1999 traumas. 
Being in the market and observing the
market caps on a daily basis, we all
wonder when will it stop. At the same
time, we follow sell side outlook
which only has to show conflicting
views and we keep a tight view on the
upcoming 9M and 12M results.
Will the International financial crisis
affect the Greek real economy? What
will be the effect on growth rates?
How much Inflationary pressure sould
we expect and will companies cope to
smoothly absorb it? What a listed
company in the ASE does in the
meantime? What is trend going for-
ward? Bottom line, what are the
Investor Relations challenges in this
environment and what will be the new
era? A general question with sugges-
tions that could well apply globally.
In attempting to answer these ques-
tions we need to put the framework in
place for a market where foreign insti-
tutional participation dominated the
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trend. Just to note that according to
the official statistics the participation
of foreign Institutional Investor in the
ASE reached 62% in XXX 2008. In
brief some of the main trends, which
are expected to affect the stock mar-
ket in Athens and the Investor
Relations departments, are: 

1. Investment Houses Restructuring 

2. Sell Side Analysis reshaped 

3. Corporate Governance Rules
tightening 

4. MIFID, OTC re-examined 

5. Global reallocation of resources and
sectors: new “sexy sectors 

6. Corporate Strategy turns to Value
Based Management 

7. Nationalization versus Privatization 

8. Real Economy concerns 

9. Symmetric versus asymetric shocks
to the finanacial and real system 

With all these changes taking place,
the Investor Relations profession
takes a more challenging role and
redefines itself. Going away from sim-
ple administrative tasks into a more
strategic role as part of a value inte-
grated strategy regime. The new
Investor Relations focus is the assess-
ment of the tradeoffs between the
three components of the TSR (Total
Shareholder Return), meaning funda-
mental value, free cash flow and
investor expectations. It is a fact that

no listed company can ignore the capi-
tal markets and the way investors
view and value their stock. 
Note that turbulence presents major
challenges but also creates opportuni-
ties. Therefore, for those listed com-
panies who will show the talent to
effectively navigate through the turbu-
lence that will be the key to superior
value creation in the years ahead. 

STEPS AHEAD

SShhaarreehhoollddeerr  IIddeennttiiffiiccaattiioonn..
Who are the dominant investors on
your registry? Are they the right once
given your strategy?  
One of the most important functions
of the Investor Relations department
is to keep track of all the investors in
their registry and especially institu-
tional investors. Knowing your
Investors, their Investment profile and
strategy is crucial to proactively esti-
mate the changing trends. Market
Intelligence versus your peer group,
along with shareholder identification
can assist the Management of the
company to align TBR to TSR policies. 
In ASE, due to the immaturity of the
market as far as Investor Relations is
concerned almost nobody purses such
tasks. With the exception of 1-2 large
caps maybe. One of the hardest les-
sons learned from this crisis in ASE is
that the Investment Profile of your
Investors is on the top of the agenda.
That leads to healthy registry struc-
tures subject to the characteristics of
the company and its evolution over
time. 

PPeerrcceeppttiioonn  AAuuddiitt..
Do current or desired investors find
your company and story credible?
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What can we do to create better bal-
ance between the investor base and
strategy?  
To assess the impact of the current
financial crisis to your investor base
you should communicate with them
and discuss their views, needs and
requirements now and going forward.
That will facilitate a two-way commu-
nication, which is crucial to ease ten-
sions, establish comfort and trans-
parency. At the same time, their
responses will set the tone for the
medium to long-term actions and
reactions by defining their preferences
and investment criteria. 

Communication through the media.
In the short term, the aim is to allevi-
ate panic and convey key messages in
a consistent and coherent way.
Keeping the balance between exposure
and over exposure is crucial to breed
stability and credibility. The media is
an important and successful channel
of communication to build and sustain
brand equity and investment equity in
bad and good times alike.  
In recession focus on key messages to
proactively communicate with your
audience. 
What is the vulnerability of your top
line in key markets of operation? How
would that affect the cash flow of
your business segments and the com-
pany overall? Which are your reme-
dies?  
Through the media you can reach a
wide and international audience,
which might be your current and/or
potential shareholder. In the medium
to long term when the current dust
settles the media would be your align
to tell the story to the world and to
rebuild your wounded shareholder

base. 

AAlliiggnniinngg  aarroouunndd  tthhee  rriigghhtt  ssttrraatteeggyy..
At the aftermath of this financial
tsunami, fundamentals based on pre-
vious business plans will not be suffi-
cient to merit the difference in market
and fundamental values once we have
factored in any additional
discounts/premiums expected for the
business or industry. At the same
time, it will also be macroeconomic
drivers, which will be inflating dis-
counts for all companies and indus-
tries across countries. 
As a result different internal actions of
the company will have different
impact on expectations, creating vari-
ous risks and opportunities, depend-
ing on the investor base. A growth
strategy will only be reflecting a low
TSR as the overall consensus gears
towards a recession. 
In light of an upcoming recession,
manage your business units as a reces-
sion portfolio and decide on the trade-
offs between strategic importance and
risk. Identify your historic TSR drivers
to set your future goals. Understand
the drivers of your valuation multiple
versus your industry. Finally, focus on
market expectations and its drivers.
Proceed with comparable multiples
analysis to proactively communicate
and shape your investment thesis. 

TTaarrggeettiinngg  WWhhoo  aarree  tthhee  iinnvveessttoorrss
aalliiggnneedd  ttoo  yyoouurr  TTSSRR  ggooaallss??  

The financial markets follow business
cycles and eventually the capital mar-
kets fade to fundamental values. With
your strategy defined and clarified a
targeting of the right investor base is
crucial. Align your story to the right
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audience and monitor the process. 

Treat your investors like clients.
To successfully launch a product you
spend budget and resources to identi-
fy the needs of your clients and their
demographic characteristics. This is
exactly what you should be thinking
before you pencil in your next road
show. 
This is a dynamic process sometimes
reactive, sometimes proactive. In any
case, it must be targeted. Search for
the right investors and do not solely
rely on your brokers clientele. 

CCoorrppoorraattee  GGoovveerrnnaannccee  
A whole set of tighter rules will apply
in this era from management compen-
sation to board seats. Greece lacking
behind in this respect has a long road
to cover. It is one-way street, which
all companies have to follow.
Following the new trends and regula-
tions would be a global convergence
process to boost transparency and
standards of conduct. 

RReeppoorrttiinngg  VVaalluuee  RReeppoorrttiinngg  
Reporting guidelines would also follow
a similar suit along the IFRS evolu-
tion. The audience to address would
need financial and non-financial KPIs

to monitor performance and value
stocks. We expect a more thorough
examination which would lead to a
more “a la due diligence” information
pack as buy side houses would mostly
rely on their own assessments for a
buying opportunity. To attract inter-
national investors implies that report-
ing of KPIs would be a competing
business as wires brings it all closer. 
All in all, a new era of Investor
Relations and Financial
Communication lies ahead. One where
communication is most important
than even. At the same time more
demanding than ever. Investor
Relations comes closer to the
Boardroom and becomes an important
part of the Value Creation Chain. 
To keep up with the new era, Investor
Relations would set as a prerequisite a
sound understanding of the capital
markets and its participants. Investor
Relations would become more com-
petitive and grow away from a simple
administrative function often related
to public relations and corporate com-
munication. 

AAuutthhoorr
Maria Nikolakaki
CEO Novus Finance SA







Q: During the last weeks Greece is
devastated by street violence and
many acknowledged experts and
analysts from Greece and abroad,
agree with the fact that this unrest,
is threatening not only the govern-
ment's hold on power, but is chal-
lenging the overall political system.
How you comment on this?

A: Since the event of December 6th
our country is facing a very diffi-
cult situation. If you take a closer
look in the events, it is quite obvi-
ous that there is an underlying
anger for a variety of reasons. A
very important part of this simmer-
ing anger is coming from the public
policies of the last decades, includ-
ing education, the economy and
high rates of unemployment. A
serious part of the population,
especially young people have lost
their faith for a bright future. They
see their parents facing serious
financial stress, they feel that real
values have declined and corrup-
tion is everywhere in their everyday
lives. The feel the quality of educa-

tion they receive is declined, and at
the same time they have the feeling
that nobody cares and politics can-
not be helpful for them. In a few
words many young people have lost
their vision for the future. 
The financial crisis magnifies nega-
tive psychology. Under this situa-
tion they can be exploited by vari-
ous groups that promote acts of
violence. We have seen that stores,
banks and international businesses
have been attacked, and as a result,
this act of violence is damaging the
status of our country as a safe trav-
elling or investing destination.
Some opposition groups called for
fresh elections. In my opinion this
is not the issue. The leaders of our
country, as also the leaders of
other countries should identify the
real problems of society. They
should rethink and always ask
themselves what they should do for
better governance, in order to lead
more effectively. As Harvard pro-
fessor Stephen Goldsmith notes,
every administration needs to bal-
ance the political will of the elec-
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torate, with the professionalism of
the career public employees. And I
think this is a key phrase. I am a
strong believer of preemptive meas-
ures. The Greek government must
ensure that our country in the
future will be much better prepared
for economic downturns.

Q: How you think the financial crisis
will affect our economy?

A: Massive changes are taking place
worldwide in the structure of capi-
talism. It is difficult to know what
impact; these changes will have in
the future. Our economy is doing
well in specific sectors that tradi-
tionally produce growth. The thing
is though, that entire industries
exist today purely because of the
widespread availability of easy
credit – a trend that has ended.
How prepared the consumer is,
saving money for a long period of
time? We used to live in a society
of mass spending and no saving for
years. This trend was unsustainable
and has come to an end. And this
factor will be a heavy hit for every
economy all over the world. Our
economy is in better position than
other countries, but that doesn’t
mean that there are no serious
risks.

Q: Do you think that financial crisis
will contribute for further acts of
violence and terrorism?

A: According recent surveys, people
right now find financial crisis far
greater threat than terrorism. This
is a huge swift, if you compare it
with the older surveys 3-4 years

ago.  Beyond that, in my vocabu-
lary, terrorism involves violence or
the threat of violence, but of
course acts of terrorism are legally
distinguished from criminal acts
done for other purposes. It is quite
obvious that the depth of financial
crisis is contributing in social insta-
bility and terrorism. For that rea-
son the response in the financial
crisis must be global and continu-
ous. While each and every one of
us is needed to recognize the inter-
national scale of the financial crisis,
the Greek government must find a
way to ease the impact of the crisis
on the everyday lives of the people. 

Q: Having in mind the fact that this
crisis is the greatest threat for pub-
lic opinion, how the world financial
system came at this point, with so
many problems in such a short
period of time? 

A: The financial crisis as we are talk-
ing is under development and
begun in the 4th quarter of 2007
from the loss of confidence by
investors in the value of securitized
mortgages in the United States and
that resulted in a serious worldwide
liquidity crisis. Even it is often dis-
cussed that the housing collapse in
the United States caused the crisis,
I have my objections since the
global financial system proved to
be quite vulnerable. This is why we
face the problems of failing bank-
ing, insurance and mortgage com-
panies worldwide. As we know the
United States Federal Reserve and
the European Central Bank injected
new capital into the financial mar-
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kets. Now those problems are
growing in the real economy and
the governments launched assis-
tance packages for their economies.
There is a hope for an end of this
crisis in 2009 but I think that this
is not accurate, since the implica-
tions of this major crisis are differ-
ent from country to country. As
painful as the past few weeks have
been, I must repeat that all we can
do at this time is look forward. 

Q: Looking forward what is the role of
new technologies and the internet
in our society?

A: Placing the spotlight in technology,
we need to refocus the attention to
the individuals. The advantages of
technology are not in creating new
"virtual" communities, but in
strengthening already existing
social networks. We can use inter-
net and technology in general as a
tool. But it depends on the people
how to use that “tool”. With the
use of the Web, communication is
gaining momentum in such a swift
way that we cannot imagine. 

Q: What about Cyber Terrorism? Is it
a new form of crime?

A: No it is not a new form of crime. A
few latest and well known exam-
ples are Moonlight maze, Titan
rain, Esthonia in 2007, and of
course Georgia this year. Therefore
the basic question is the "what if
scenario" in these kind of threats.
Disruption of telecommunication
equipment, disruptions of electrici-
ty, water filters, are often destruc-

tive the goals of the attackers.
What I often do is to analyze the
major methods of attack, like the
theft of confidential information,
from governments, political parties,
private organizations, armed forces
etc. I come up to the conclusion
that as a country we need a nation-
al center for cyber intelligence,
given the fact that incidents occur
globally, actually since the end of
the cold war.

Q: What about the software houses?
Is there any way to produce safer
applications?

A: My opinion on this, is that many
software houses are extremely
competitive, and very often the
major concern is how the product
will be out in the market as soon as
possible. So in many cases quality
control is poor, and if the product
released without proper check,
time exposure and huge costs that
these houses face afterwards, can-
not leave many hopes for serious
improvements.

Q: What is your opinion on the quality
of ISP's in Greece and the infra-
structure they use?

A: Public and private organizations
must be very careful when they
choose providers. When they make
a deal with an ISP for example they
examine let’s say speed, and cost.
The thing is that nobody tells them
about the security issues. So if you
end up with the cheapest solution,
don't expect to have highest level
of security.
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AAbbssttrraacctt
Internal Audit and Compliance func-
tions within Greek banks are imposed
either by the Greek law for publicly
listed enterprises (Law 3016 /
17.5.2002), or by the Bank of Greece
which is responsible for the supervi-
sion of all banks operating in the
Greek territory (Bank of Greece
Governors Act 2438 / 1998 and Bank
of Greece Governors Act 2577 / 2006).
Bank of Greece is the primary body
that sets the rules and monitors bank-
ing operations, risk management,
compliance and internal audit func-
tions. 
This study investigates how Greek
banks’ Internal Audit and Compliance
functions should adopt modern
approaches, guidelines and best prac-
tices, as a mean to strengthen their
operations and add value to the

organizations they serve, while they
comply with the local and internation-
al regulations. Relevant research was
based on personal interviews with spe-
cific Chief Audit Executives,
Compliance Officers, Internal Auditors
within banks and bank executives, as
well as a case study approach accord-
ing to authors professional experience
in past and current projects related to
reengineering and upgrading of
Internal audit and Compliance func-
tions in several big banks.
This study benchmarks Internal Audit
and Compliance functions operation
within Greek banks against local regu-
lations, Standards for the Professional
Practice of the Institute of Internal
Auditors requirements, COSO II –
ERM framework and Basle II require-
ments. Also, an auditee satisfaction
survey was performed in five big

Andreas G. Koutoupis
Anastasios Tsamis  
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banks as a mean to identify how top
and middle management perceive
Internal Controls and Internal
Auditing operation within their banks.
Specifically, a gap analysis was per-
formed in order to provide banks with
recommendations for improvement.
Based on the assessment of the issues
stated above, best practices opportu-
nities for banks and recommendations
for improvement are identified.

1. Introduction and Objectives
Systems of Internal Controls within
banks are heavily regulated in Greece,
as well as in the most of the European
and US countries. Moreover, publicly
listed banks in Greece are required to
comply with a big number of corpo-
rate governance related requirements.
With the modification, completion and
replacement of provisions of Law 2331
/ 1995 and the corresponding adapta-
tion of Greek legislation in the
instruction 2001 / 97 / ΕU of the
European Parliament, a significantly
stricter regulatory framework is
imposed. The Law 3424 / 2005
requires every financial service to
assign a top management person, as
responsible for co-ordination and
compliance to the relative law provi-
sions.
Finally, Basle II requirements, COSO
II – ERM suggested framework and
Standards for the Professional Practice
of Internal Auditing provide a number
of suggested best practices that should
be adopted by all banks. 
The main objective of this study was
to provide banks with recommenda-
tions for improvement in order to
upgrade Internal Audit and

Compliance functions in a number of
areas. 

2. Research Methodology
22..11  IInnttrroodduuccttiioonn
This chapter includes the relevant lit-
erature review, as well as the methods
and procedures that researchers used
to accomplish the study’s research
objectives. 

22..22  LLiitteerraattuurree  RReevviieeww
Literature review was based on the
Institute of Internal Auditors material,
Basle Committee suggested practices
on Internal Controls, Internal
Auditing and Compliance and COSO
Committee material, and research on
PricewaterhouseCoopers relevant pub-
lications was performed.

22..33  RReesseeaarrcchh  SSeettttiinngg
This study focuses on the evaluation
of the role of Bank of Greece and
other regulators to the establishment
and functioning of adequate  Internal
Audit and Compliance functions with-
in Greek banks’ and the assessment of
the impact of Basle II requirements,
COSO II – ERM framework and the
Standards for the Professional Practice
of Internal Auditing to them. 
Moreover, this study will evaluate
Greek banks’ Internal Audit and
Compliance functions strategy, mis-
sion, organization, scope, methodolo-
gy, human resources management /
staffing and reporting / communica-
tion framework against Basle II
requirements and Standards for
Professional Practice of The Institute
of Internal Auditors.
Finally, an evaluation of banks top
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and middle level management, Chief
Audit Executives and other Internal
Auditors will be performed regarding
the role of Internal Auditing, as a
mean to identify areas for improve-
ment.

22..44  SSoouurrcceess  ooff  IInnffoorrmmaattiioonn
Qualitative research has been carried
out to address the research topic,
using primary and secondary data. In
order to analyse the data, which was
accumulated from the structured
interviews and survey questionnaires,
as well as secondary sources of infor-
mation, a triangulation approach was
used (Saunders et al., 2003). 

PPrriimmaarryy  ssoouurrcceess  ooff  iinnffoorrmmaattiioonn
11.. Professional experience of the

authors in a large number of banks.
22.. Structured interviews with top and

middle level management. 
33.. Structured interviews with Chief

Audit Executives and top and mid-
dle level Internal Auditors.

44..  Structured questionnaires comple-
tion by Internal Auditors (low
level).

55..  Structured interviews with
Compliance Officers.

66..  Answers obtained through the use
of a survey questionnaire on a rep-
resentative sample of the above
banks management and Internal
Auditors.

SSeeccoonnddaarryy  ssoouurrcceess  ooff  iinnffoorrmmaattiioonn
11.. Academic and professional journals

and publications
22.. Participant banks’ annual reports

and other related published data;
33.. Web site information;
44.. Codes of Best Practices 
55.. PricewaterhouseCoopers Clients

Databases 

22..55  PPrrooffeessssiioonnaall  eexxppeerriieennccee,,  IInntteerrvviieewwss
aanndd  QQuueessttiioonnnnaaiirreess  ddeessiiggnn

The methods that were used to carry
out research were the evaluation of
the field observations of the authors,
personal and telephone structured
interviews and analysis of the survey
questionnaires. 
Conducting interviews offer to the
interviewers the ability to focus on
some major issues and to gain an ade-
quate rate of responses. Additionally,
the interviewer has the opportunity to
gain a more clear understanding on
the topic, since the discussion is not
limited on the interviewer’s questions
and the interviewees in many cases
are free to express their feelings and
views on many related issues to the
topic (Saunders et al., 2003).

22..66  PPaarrttiicciippaanntt  BBaannkkss

22..66..11  NNaattiioonnaall  BBaannkk  ooff  GGrreeeeccee

22..66..22  AAllpphhaa  BBaannkk

22..66..33  EEFFGG  EEuurroobbaannkk  EErrggaassiiaass

22..66..44  EEmmppoorriikkii  BBaannkk

22..66..55  PPiirraaeeuuss  BBaannkk

22..66..66  AATTEE  BBaannkk  ––  AAggrriiccuullttuurraall
BBaannkk  ooff  GGrreeeeccee

22..66..77  GGeenneerraall  BBaannkk

22..66..88  AAttttiiccaa  BBaannkk

22..66..99  BBaannkk  ooff  CCyypprruuss

22..66..1100  EEggnnaattiiaa  BBaannkk

22..66..1111  AAssppiiss  BBaannkk

Andreas G. Koutoupis - Anastasios Tsamis 
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22..66..1122  MMaarrffiinn  FFiinnaanncciiaall  GGrroouupp

22..66..1133  PPrroottoonn  BBaannkk

22..66..1144  FFiirrsstt  BBuussiinneessss  BBaannkk
((FFBBBB))

22..66..1155  GGrreeeekk  PPoossttaall  SSaavviinnggss
BBaannkk

3. Bank of Greece, Greek Capital
Markets Commission and other
Regulators Internal Audit and
Compliance requirements
Systems of Internal Controls within
banks are required to be more rigor-
ously organized than the Systems of
Internal Controls in other sectors, in
order to achieve compliance with the
compulsory and non-compulsory
codes of corporate governance Capital
Markets Commission Decisions Bank
of Greece Acts, as well as any other
Central Banks Acts and regulatory
framework of the countries where
they operate. 
Bank of Greece requires banks to
establish and monitor adequate
Internal Controls, as well as to devel-
op written policies and procedures for
all banking operations and activities1.
According to our research results,
although written policies, procedures
and circulars exist in most banks, the
majority of them are not homoge-
nized, are not user friendly and are
unavailable to banking personnel. 
The Act of the Governor of Bank of
Greece 2438 / 6.8.1998 oblige banks to
comply with a number of Internal
Control, Internal Audit, Compliance
and Risk Management requirements. 
Capital Markets Commission with the
decision 5/204/14-11-2000 has also
forced publicly listed banks in the

Athens Stock Market to shift their
behaviour towards investors and other
stakeholders as a means of compli-
ance with Capital Markets require-
ments, as well as with Greek
Corporate Governance Law 3016 / 17-
5-2002. 
Due to the rapid expansion of the
banks and the increased risks associ-
ated with the banking operations,
Bank of Greece developed a new far
stricter than the 2438 / 1998 Act, with
increased compliance requirements by
both banks and External Auditors,
Bank of Greece Governor’s Act 2577 /
9.3.2006.
Although banks regulations are get-

ting stricter, Athens Stock Market is
considering diminishing certain
Corporate Governance requirements
such as the establishment of the
Internal Audit function for middle and
small publicly listed companies2. The
Hellenic Institute of Internal Auditors
reacted immediately stating the
importance of the Internal Audit func-
tion of all publicly and non-publicly
listed companies with a relevant
letter3.

4. The impact of Basle, COSO and the
Institute of Internal Auditors
requirements on Internal Auditing
and Compliance functions

Basle II requirements and best prac-
tices recommendations play an impor-
tant role in modern banks.
Specifically, banks are required to
modify their risk management sys-
tems, especially the credit risk man-
agement systems, in order to effective-
ly accomplish the new suggested risk
management framework4. 
Internal Audit and Compliance func-
tions are influenced by the adoption

VVaalluuee  IInnvveesstt   mmaaggaazziinnee



6644

of Basle II requirements. Greek banks
have recently stated to Bank of
Greece that will either adopt
Standardized Approach, or the Basic
Indicator Approach5. 
Basle Internal Audit requirements are
closely related to the Standards for
Professional Practice of Internal
Auditing. Finally, it requires adequate
relationship with an effective audit
committee and strongly recommends
proper co-operation with External
Auditors6.
Compliance function, defines conflict
of interests cases, appropriate
resources to effective accomplish its
duties, compliance function responsi-
bilities, relationship with Internal
Audit function, cross-border issues
and finally outsourcing rules for cer-
tain compliance activities7.
COSO II – Enterprise Risk
Management impact on Greek banks
unfortunately seem to be of little rele-
vance. Risk Management according to
the most contemporary theories is
firstly a responsibility of the Board of
Directors8. 
Generally, business risks are classified
according to the importance of the
impact they could have for the Group
or an entity in case they take place, as
well as the likelihood for them to hap-
pen9. 
Standards for the Professional Practice
of Internal Auditing and the relative
Code of Conduct should play an
important role in the purpose, organi-
zation, scope and reporting – commu-
nication practices of banks Internal
Audit functions. Standards for the
Professional Practice of Internal Audit
cover through a complete approach a
number of issues that concern Internal
Audit10.

5. Internal Auditing and Compliance
functions current status within
Greek banks – Best Practices dis-
crepancies

55..11  CCoorrppoorraattee  GGoovveerrnnaannccee  ffrraammeewwoorrkk
Due to Greek corporate governance
regulations and Basle Committee rele-
vant recommendations, Greek banks
demonstrated an improvement in the
adequacy of corporate governance
framework. 
Although publicly listed enterprises
are not required to establish sub –
committees of the Board of directors
for better governance, this is not the
case in the banking sector where Bank
of Greece imposed the operation of
Audit Committees within banks and
also proposed the operation of Asset -
Liability Committees. A common
weakness in all, but the Audit
Committees where strict regulation
applies, is the staffing of the above
committees by persons who do not
possess the necessary skills and quali-
fications or are not really independent
and Committees terms of reference11.
Banking investor relations showed a
significant improvement as specific
departments have been assigned with
this responsibility in all listed banks.
Finally, the use of the corporate web
pages both in Greek and English eased
and reinforced the communication
with the investors12.
Finally, at present the operation of
Capital Markets Commission as a
supervisor body of the Athens Stock
Market and other regulation is not
sufficient13. 
Business ethics issues are considered
as of very high importance in the
banking corporate governance agenda.
Banks are obliged to behave ethically
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to their customers, as Bank of Greece
and the Hellenic Banking Association
obliged them to do so. Moreover,
Banks are obliged to follow up any
customer complaints for whatever
issue and report periodically to Bank
of Greece14. 

55..22  SSttrraatteeggiicc  ffrraammeewwoorrkk  sseett  bbyy  BBooaarrdd
ooff  DDiirreeccttoorrss  aanndd  SSeenniioorr
MMaannaaggeemmeenntt  ttoo  aaddddrreessss  eenntteerrpprriissee
––  wwiiddee  rriisskk,,  ccoonnttrrooll  aanndd  ccoommppllii--
aannccee  iissssuueess

According to Standards for
Professional Practice of Internal
Auditing and Basle requirements,
Board of directors are responsible for
ensuring that Senior Management
establishes and maintain an effective
system of Internal Control, a measure-
ment system for assessing the bank
activities risks, a system for relating
risks to the banks capital levels and
appropriate methods for monitoring
compliance with laws, regulations. At
least once a year BoDs should review
systems of Internal Controls and the
capital assessment procedure15. 
According to our research, in all big
banks and in the majority of small
banks, Internal Auditing does not
assume operating responsibilities.
The banks’ Senior Management is
responsible to identify, measure, mon-
itor and control risks. At least once a
year, senior management should
report to the Board of Directors on
the performance of system of Internal
Controls and of the capital assessment
procedure16. 

55..33  MMiissssiioonn  aanndd  SSttrraatteeggiicc  ppllaann  ooff  tthhee
IInntteerrnnaall  AAuuddiitt  aanndd  CCoommpplliiaannccee
ffuunnccttiioonnss

The mission and strategic plan of the

Internal Audit function must support
the vision and the objectives of the
bank. During this study four major
issues were noted. First of all, in some
banks Chief Audit Executives are not
always informed with respect to their
banks strategy. 
With the modification, completion and
replacement of provisions of Law 2331
/ 1995 (with Law 3424 / 2005) and the
corresponding adaptation of Greek
legislation in the instruction 2001 /97/
ΕU of the European Parliament, a sig-
nificantly stricter regulatory frame-
work is imposed with respect to the
prevention of the use of the financial
services system for the income legal-
ization from illegal activities.
Compliance offices are expected to
play this role, which apart from
observing measures the bank sets for
the non legalization of illegal activities
income, are usually commissioned by
many other responsibilities related to
every kind of required compliance of
the financial organization. 

55..44  OOrrggaanniizzaattiioonn  ooff  tthhee  IInntteerrnnaall  AAuuddiitt
aanndd  CCoommpplliiaannccee  ffuunnccttiioonnss..

Both Standards for Professional
Practice of Internal Auditing and Basle
Committee principles require Internal
Audit function to be independent and
Internal Auditors to be objective in
performing their work. Moreover
Principle 5 of Basle recommendations
require Internal Audit to remain inde-
pendent of the every day internal con-
trol process17. This study indicates
that the Internal Audit function
should be sufficient to ensure its
objective and independent operation. 
A major issue regarding Internal Audit
function’s organization was the lack of
performance standards against which
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they can be evaluated. Another issue
is the fact that the audit departments’
personnel do not sign statements
regarding their compliance with the
Standards for Professional practice of
Internal Auditing, as well as with the
relative Code of Ethics. 
Regarding Compliance Offices organi-
zation, Basle requires the Compliance
function to have a formal status with-
in the bank, there should be a Group
Compliance Officer with responsibility
for coordinating the banks compliance
risks, should not be in a position
where there is a possible conflict of
interest and an access to appropriate
personnel and information18.

55..55  IInntteerrnnaall  AAuuddiitt  aanndd  CCoommpplliiaannccee
FFuunnccttiioonnss  HHuummaann  RReessoouurrcceess  
cchhaarraacctteerriissttiiccss

Adequate staffing and competent
Human Resources are essential for
effective Internal Audit and
Compliance functions within the mod-
ern bank. The main weakness in the
majority of Internal Audit functions is
the competency of their staff in bank-
ing operations and areas. 
As illustrated in this research study,
Internal Auditing and Compliance
functions in banks are not adequately
staffed with competent staff, or staffs
that do not possess the necessary
skills and educational level in order to
exercise their tasks effectively. 
In the majority of the organizations
that took part in this survey, there is
no written and prescribed procedure
of employee transfer to the internal
auditing and compliance functions
and vice versa. 
Internal Audit staff appraisals must be
generally updated as they are not usu-
ally linked with employee’s progress

and take place in most cases yearly
and not after the completion of each
project. 
The majority of banks Internal
Auditors pay attention and impor-
tance to their continuous improve-
ment and education. Moreover, not
many bank auditors are members of
the Hellenic Institute of Internal
Auditors, as well as the International
one. 

55..66  RRiisskk  AAsssseessssmmeenntt  aanndd  ddeevveellooppmmeenntt
ooff  RRiisskk  BBaasseedd  IInntteerrnnaall  AAuuddiitt  PPllaannss..  

According to COSO II – ERM, Risk is
any event that could prevent an
organization from achieving its objec-
tives. Risk assessment consists of risk
identification and risk analysis. 
All Greek banks took part in this sur-
vey stated that they follow a risk-
based approach and develop risk
based audit plans, however the vast
majority of them could not prove it
through a clearly documented risk-
based audit plan. In fact, all banks
consider risks when developing the
long term and the annual audit plan;
however this is based on relevant
experience and not on the modern
Risk Based Audit theory and
practice19. 

55..77  IInntteerrnnaall  AAuuddiitt  aanndd  CCoommpplliiaannccee
MMeetthhooddoollooggyy

Internal Audit methodology should be
sufficient, as well as effective and effi-
cient enough to cover all relevant
banking risks. As far as the Internal
Audit functions methodology is con-
cerned, a major issue we observed
during our research was the absence
of a formal framework in almost all
cases, rather than in a comprehensive
audit methodology.
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The lack of any quality review of the
audit work is another problematic
area. The majority of the banks fail to
compare the expected performance of
the audit project to the actual
results20.  
Another point of concern is the under-
utilization of Information Technology
and related Audit management and
sampling software, as well as no ade-
quate coverage of IT risks utilizing the
appropriate technology. 
Regarding Compliance function
responsibilities, we noted that in very
few cases all compliance responsibili-
ties are exercised by the Compliance
function. Basle guidance does not for-
bid this practice, however proper allo-
cation of compliance responsibilities
should be made21. 
Regarding the identification, measure-
ment and assessment of Compliance
Risk, although Basle requires
Compliance Office to evaluate compli-
ance risks in all new products, busi-
ness practices and types of relation-
ships22, it was noted that this is not
the case for the majority of them. 

55..88  RReeppoorrttiinngg,,  FFoollllooww  UUpp  aanndd
CCoommmmuunniiccaattiioonn  pprraaccttiicceess

Reporting and communication should
be an open, continuous and concise
task, which through its concluding
remarks, explicitly assists the bank
define its priorities. 
Moreover, in the majority of banking
institutions under review, the final
report contained many observations
regarding the bank’s processes, as well
as a number of suggestions on how to
achieve better compliance. 
According to this study audit issues
Follow – Up in most cases consist a
problem, as no clear responsibility has

been defined as to the extend Internal
Audit function and management
should get involved. 
On the other hand, Compliance Office
has to provide management with
reports regarding Compliance Risk
and other Compliance matters after
relevant testing, as well as when sig-
nificant changes occur on measure-
ments such as performance indica-
tors23. 

MMaannaaggeemmeenntt  ooff  tthhee  IInntteerrnnaall  AAuuddiitt
aanndd  CCoommpplliiaannccee  ffuunnccttiioonnss
In order to achieve objectives in the
most effective and efficient manner,
Internal Audit and Compliance func-
tions should follow International
Standards and Best Practices.
Specifically, during this study, the fol-
lowing weaknesses with respect to the
management of Internal Audit and
Compliance functions were noted:

•• A major issue that requires improve-
ment is the use of Computer
Assisted Audit Techniques, as well
as Compliance and Money
Laundering software 

•• Another issue is the lack of periodic
Internal Quality Reviews on relevant
working papers, reports and audit /
compliance related file.

•• Staff in most Internal Audit and
Compliance functions, were not
monitored.

•• Internal Audit teams are not in all
cases comprised of complementary
skill sets. 

•• Internal Audit and Compliance in
most cases have not formalized their
quality assurance and improvement
program.

•• Periodical auditee satisfaction sur-
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veys aiming at quality assurance of
Internal Audit and Compliance func-
tions are not distributed.

•• Materialization of cost-benefit analy-
sis regarding Internal Audit Services
is not evidenced.

•• None Internal Audit and
Compliance functions in evaluated
banks have a formal knowledge
management strategy.

•• Appropriate performance metrics
are not in place in almost all cases
as a mean to measure the effective-
ness of the core processes of
Internal Audit.

6. How do Banks top and middle level
management perceive system of
Internal Controls and Internal Audit
function?

Top and middle level management in
the central divisions of the bank view
concerning the internal audit func-
tion’s effectiveness was in all cases a
positive one, even though many com-
ments were expressed regarding cer-
tain aspects of the Internal Audit

process. 
As far as the organization’s informa-
tion systems are concerned, in the
majority of banks under review, the
management is of the opinion that top
management’s involvement in the
development of these systems is high-
ly constructive. 
Regarding the bank’s information sys-
tems, the branches’ staff noticed the
constant modifications that currently
take place, while they expressed their
concern on the fact that more have
been arranged for the near future.
In the following lines, the Importance
and Satisfaction rate of top and mid-
dle management of central divisions
and branch managers will be present-
ed. Participants marked using a scale
between 1 (lowest) to 5 (greatest).
Below, purple is management and
light blue is branches’ managers
responses.
The majority of the management par-
ticipants, as well as the majority of
branches’ managers view the current
system of Internal Controls as very
effective. 
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Regarding Banks Information Systems
integration – homogenization, neither

management, nor branches’ managers
were satisfied with the current status.

Paricipants believe that a high degree
of policies and procedures homogene-
ity has been achieved, which can be
attributed to the many circulars that

regularly receive by several divisions
or department regarding banking
operations.  

VVaalluuee  IInnvveesstt   mmaaggaazziinnee

CChhaarrtt  22::
Integration - Homogenisation of Bank’s Information Systems

CChhaarrtt  33::
Homogenization of banks policies and procedures
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Management stated that it is satisfied
with the banks procedures manuals.
However, there was an urgent request
for detailed and homogenized manu-

als, customized for each division’s,
departments and subsidiary’s special
needs and requirements. 

CChhaarrtt  44:: PPoolliicciieess  aanndd  PPrroocceedduurreess  
Existence of procedures manuals that are comprehensive and accessible by employees

CChhaarrtt  44..22:: PPoolliicciieess  aanndd  PPrroocceedduurreess  
Application of Policies and Procedures
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Management and branches’ managers
are not totally satisfied with the per-
ceived objectivity / impartiality of the
Internal Audit function. In addition,

branches’ managers perceived Internal
Audit less objective and impartial than
the management.

Management and branches’ managers
consider the Internal Audit function

as the most important element of the
system of Internal Controls. 

CChhaarrtt  55::
Objectivity / Impartiality of Internal Audit Function

CChhaarrtt  66::
Acceptance / Recognition of the Internal Audit function
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As far as the Internal Audit functions’
human resources adequacy and quali-
ty is concerned branches’ managers
appeared to be far less satisfied com-
pared to management probably

because Internal Auditors they do not
perform their work within branches as
consultants, but as inspectors adopt-
ing an authoritative approach. 

Management believes that Internal
Audit functions current ability to
comprehend the audit area is ade-

quate, but this certainly should be fur-
ther enhanced. 

CChhaarrtt  77::
Internal Audit function Human Resources Adequacy / Quality

CChhaarrtt  88::
Ability to comprehend the audit area
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Even though the majority of manage-
ment participants believe that Internal
Audit functions operation is satisfac-
tory, a big number of executives con-

sider that it should be improved, as
they do not believe Internal Audit is
really focusing in high risk / high pri-
ority areas. 

We should note that both groups of
participants deem the Internal Audit
function as the one, which assists
banks in maintaining corporate objec-

tives and monitor the adequacy and
effectiveness of organizational
processes. 

CChhaarrtt  99::
Priorities / Focus on significant audit areas

CChhaarrtt  1100::
Internal Audit function’s usefulness
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Even though branches’ managers
expressed their ignorance concerning
the Internal Audit functions role in

major changes within the organiza-
tion, the majority from both groups
consider it to be very significant. 

Management considers the audit plan-
ning process as very important, while

branches’ managers do not give as
much credit to this. 

CChhaarrtt  1111::
Internal Audit function’s role in major changes

CChhaarrtt  1122::
Audit Planning
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Both groups of participants view the
benefits the organization receives by

Internal Audit functions to be higher
than the costs. 

Both management and branches man-
agers consider the final meeting to be

of high importance for banking opera-
tions and especially the auditees. 

CChhaarrtt  1133::
Audit Performance

CChhaarrtt  1144::
Final Meeting
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Management view that the final report
is adequately structured with its rec-
ommendations being highly construc-
tive, however, feels that an organiza-
tion-wide briefing of all employees
regardless of their position should be
conducted. 

7. Best Practices Recommendations

77..11  CCoorrppoorraattee  GGoovveerrnnaannccee
ffrraammeewwoorrkk

The Chairman of the Board of
Directors and the Chief Executive
Officer must be two different people
so that there will be no supreme
power authority that will possess
unfettered power of decisions. The
Board of Directors should apply rela-
tive evaluation procedures according
to specific predefined criteria.
Moreover, the service of independent
and non - executive directors should
not exceed a maximum accepted time-
frame interval.
Communication with institutional and
other investors should be further

improved. Some of the best practices
that can be followed with stronger dis-
cipline include the continuous, con-
venient and valid updating of each
listed to the Athens Stock Market cor-
porate web site both in Greek and
English languages, the detailed presen-
tation of all corporate, executives and
directors details.
Public listed companies should use
external auditors as advisors on the
effectiveness of risk management pro-
cedures and the adequacy of internal
control systems. 
Banks should focus on developing
procedures that will facilitate the col-
laboration of Internal and External
Audit so that they improve the quality
of their work and decrease their asso-
ciated costs. 

77..22  SSttrraatteeggiicc  ffrraammeewwoorrkk  sseett  bbyy  BBooaarrdd
ooff  DDiirreeccttoorrss  aanndd  SSeenniioorr
MMaannaaggeemmeenntt  ttoo  aaddddrreessss  eenntteerrpprriissee
––  wwiiddee  rriisskk,,  ccoonnttrrooll  aanndd  ccoommppllii--
aannccee  iissssuueess

Boards of Directors in Greek banks
should further enhance the independ-

VVaalluuee  IInnvveesstt   mmaaggaazziinnee
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ence of Internal Audit and Compliance
functions by providing these functions
with direct access to the Audit
Committee. Currently, Internal Audit
and Compliance functions except
Audit Committee, informally report to
operating management as well, which
weakens their independence.
It is very unlikely for Internal Audit
and Compliance functions to succeed
without Senior Management support
and commitment to address Risk,
Control and Compliance issues effec-
tively.

77..33  MMiissssiioonn  aanndd  SSttrraatteeggiicc  ppllaann  ooff  tthhee
IInntteerrnnaall  AAuuddiitt  aanndd  CCoommpplliiaannccee
ffuunnccttiioonnss

It is essential that Senior Management
defines the Internal Audit function’s
mission, so as it reflects the organiza-
tion’s needs, its value-creating factors,
and its priorities regarding the bank-
ing risks. 
Compliance Officer should always be
responsible for decision-making
regarding the measures to prevent
income legalization from illegal activi-
ties according to the article 4, para-
graph 10 of the Law 2331 / 1995 and
Law 3424 / 2005, in co-operation with
the banks Board of Directors. 
It should be also be the responsibility

of the Compliance Office to follow-up
Internal Audit / Inspection, and
External Audit / consulting reports, as
well as Bank of Greece and other reg-
ulatory bodies’ reports for information
regarding potential deviations and vio-
lations of the Bank and the Group
from the existent institutional and
regulatory framework.
Finally, Compliance office should
relentlessly be in co-operation with

the Audit Committee, the Internal
Audit function of the Bank, the Bank
of Greece, the Greek Banks
Association, the Bank Intervener, the
Capital Markets Commission and all
other regulatory bodies the bank
requires to comply with. 

77..44  OOrrggaanniizzaattiioonn  ooff  tthhee  IInntteerrnnaall  AAuuddiitt
aanndd  CCoommpplliiaannccee  ffuunnccttiioonnss

Internal Audit function organizational
independence and objectivity should
be enhanced through the improve-
ment of Audit Committees’, as well as
improve their staffing with those peo-
ple who possess the necessary skills,
knowledge and qualifications that are
required for the effective exercise of
their duties.
Official channels of communication
should be established in order to cre-
ate a constant flow of information
among the departments of the bank
and its subsidiaries. 
It is essential that Internal Auditors
sign statements regarding their com-
pliance with the Standards for
Professional Practice of Internal
Auditing.  
Compliance Office should be responsi-
ble for the co-operation with other
departments or services within the
bank and the Group for fraud preven-
tion and detection procedures.

77..55  IInntteerrnnaall  AAuuddiitt  aanndd  CCoommpplliiaannccee
ffuunnccttiioonnss  HHuummaann  RReessoouurrcceess  cchhaarr--
aacctteerriissttiiccss

It is essential that Internal Audit and
Compliance functions hire high-quali-
fied and competent employees that
possess the necessary skills and
knowledge. 
Apart from the development of an
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improvement program of personnel’s
skills, the bank should create a cus-
tomized performance evaluation sys-
tem for Internal Audit and
Compliance functions. 

77..66  RRiisskk  AAsssseessssmmeenntt  aanndd  tthhee  ddeevveelloopp--
mmeenntt  ooff  RRiisskk  BBaasseedd  IInntteerrnnaall  AAuuddiitt
PPllaannss

Risk-based Audit Plans should be driv-
en by relevant Risk Assessments. Risk
Assessment is a major COSO compo-
nent of Internal Controls framework. 
The main objective of the Risk
Assessment and Planning Process
should be the development of an
Annual Audit Plan in order to deploy
resources.

77..77  IInntteerrnnaall  AAuuddiitt  aanndd  CCoommpplliiaannccee
MMeetthhooddoollooggyy

First of all, it is crucial that top man-
agement gets involved in the develop-
ment of the Internal Audit methodolo-
gy. This will ensure that the audit
function is in line with the organiza-
tion’s strategic planning. 
An Internal Audit Manual, which will
detail specific steps to be followed as a
mean to effectively and efficiently
conduct an audit should be developed
in all cases. 

77..88  RReeppoorrttiinngg,,  FFoollllooww  UUpp  aanndd
CCoommmmuunniiccaattiioonn  pprraaccttiicceess..

In order to improve the results and
recommendations presented in the
final report, it is important that all
stakeholders to get involved in the
process. 
Regarding the Follow-Up process, this
should be an area that requires signifi-
cant improvement in almost all banks,
as this process remains one of the

main responsibilities of Internal Audit
functions. 
Compliance office should be obliged
to inform divisions, departments,
functions, branches and bank sub-
sidiaries with relative instructions
regarding compliance issues. 

8. Conclusion
Although Internal Audit and
Compliance functions, within Greek
banks, are imposed as our research
dictates either by the Greek law for
publicly listed enterprises, or by the
Bank of Greece, for banking opera-
tions they do not fully operate accord-
ing to standard setters. 
Minimum requirements, regarding the
operation of the Audit Committees,
Risk Management, Compliance and
Internal Audit functions have been set
up by the Bank of Greece which, in
most cases, is followed by the Greek
banks. 
Personal interviews within banks and
bank executives, as well as a case
study approach according to authors
professional experience in past and
current projects related to reengineer-
ing and upgrading of Internal audit
and Compliance functions in several
big banks, leaded us to recommenda-
tions for improvement in a number of
areas. 
Our main recommendations can be
summarized in the following lines:
The Chairman of the Board of
Directors and Chief Executive Officer
must be different persons. We propose
that the staffing of the BoD should
constitute of at least half independent
and non-executive directors. 
Boards of Directors in Greek banks
should further enhance the independ-
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ence of Internal Audit and Compliance
functions by providing them with
direct access to the Audit Committee.
Compliance office should relentlessly
be in co-operation with the Audit
Committee, the Internal Audit and
Risk Management functions of the
Bank. 
Internal Audit and Compliance func-
tions should hire high-qualified and
competent employees that possess the
necessary skills and knowledge to
effectively accomplish their duties and
responsibilities. 
The development of an Internal Audit
Manual that summarizes the process-
es, which are required to follow, is
considered essential. 
Regarding the identification, measure-
ment and assessment of Compliance
Risk, Compliance Office should
always evaluate compliance risks in all
new products, business practices and
types of relationships as Basle dic-
tates. 
Audit Reports should be clear, concise
and constructive, as well as written in
a user –friendly format, and include a
detailed analysis of the significance of
each problem raised by Internal Audit. 
Follow-Up process within Greek banks
requires significant improvement.
Specifically, banks should focus on
significant issues that should regularly
be followed-up. 
Regular reports regarding Compliance
Risk and other Compliance matters
after relevant testing should be pro-
vided to Senior Management. 

The use of Audit Management
Software and Computer Assisted
Audit Techniques in all aspects of
audit work and on the generation of
reports, as well as the knowledge
management of past and other issues
is strongly suggested. 
IT Internal Audit should be involved
with performing pre-implementation
reviews of controls designed into new
business processes/applications.
Internal Audit and Compliance func-
tions should formalize their quality
assurance and improvement programs
by documenting their approach to
these periodic internal assessments
and on-going performance reviews. 
Finally, appropriate performance met-
rics should be developed to measure
the effectiveness of the core processes
of Internal Audit and Compliance
functions.
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Over the last year, we have lived the
Great Unraveling of leverage. It is
accompanied by total risk aversion.
Throughout the world of finance,
investors all over the world strive to
unwind their carry trades that have
predominated over the last five years.
Central banks have flooded the mar-
kets with funds whilst, at the same
time, they have been reducing the cost
of capital. 

Sadly, all this has been to no avail. It
is not the availability of funds that is

the problem. Nor is it the interest
rates levels for there are no safe-
havens! All positions are proportion-
ately unwound. Sayings like “Cash is
king” dominate. T- bills (returning
near-to-zero percent after inflation),
cash hoarding and gold bullion in
vaults are fashionable.

All this has a sobering effect on all
individuals who wish to reduce their
level of debt, especially on fund man-
agers whishing to reduce their lever-
age from the insane levels of x30 to a

Panagiotis D. Tyranis
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more manageable and realistic x10-15
times net asset value.  
My disagreement with the bailouts
remains. During the affluent years,
profits were privatized and retained by
a few individuals through options and
bonuses. Now their mismanagement,
reckless lending practices and their
subsequent losses are being national-
ized so as to spread the losses- bur-
dening everyone, including those still-
to-be born, and not just the culprits.

In my opinion, the solution to the cur-
rent financial crisis should be targeted

to first-home loan owners and owers
who during this “slowdown” are in a
financial pinch, neither to the bankers
nor to housing speculators who
bought houses just to turn over for a
good profit. Instead outstanding loans
should be bought up by governments
to arrange a safety net that would
pacify and reassure homeowners and
reduce the pressure on the banks,
placing a floor to distressed selling
ever-reducing home values.

I wish to that a modern version of the
‘New Deal’, with global funds invested
in infrastructure projects, is now
needed to prevent global economies
tail spinning into contraction.  Such a
plan would alleviate unemployment

and should allow some workers to
repay their debts-even if longer repay-
ment periods are unavoidable. It
might allow homeowners to repay
smaller amounts towards the settle-
ment of their debts over longer peri-
ods of time and thereby avoid the
social pain of foreclosures and the
inevitable lowering of housing prices.

The pace of de-leveraging is tremen-
dous; it has never been experienced
before by either the fund managers or
the traders. All involved hoard cash-
confirming that their fears for the

future have reached bubble territories.
There appear to be harsher times
ahead while one thing is for sure-we
will become more humble in the
months to come.

AAuutthhoorr
Panagiotis D. Tyranis
holds a B.Sc in Economics and
Management, MBA in Strategic
Planning and Marketing from the Katz
Graduate School of Business,
Pittsburg PA, he has worked in the
fields of Venture Capital in Boston
USA and Investment in Greece where
he is Financial Consultant/Advisor
from Hellenic Capital Market
Committee
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NNooww  tthheeiirr  mmiissmmaannaaggeemmeenntt,,  rreecckklleessss  lleennddiinngg  pprraaccttiicceess
aanndd  tthheeiirr  ssuubbsseeqquueenntt  lloosssseess  aarree  bbeeiinngg  nnaattiioonnaalliizzeedd  ssoo  aass
ttoo  sspprreeaadd  tthhee  lloosssseess--  bbuurrddeenniinngg  eevveerryyoonnee,,  iinncclluuddiinngg  tthhoossee
ssttiillll--ttoo--bbee  bboorrnn,,  aanndd  nnoott  jjuusstt  tthhee  ccuullpprriittss..
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DEFLATION,
REAL COST OF DEBT
& VALUATIONS
How to adjust
DCF models

December 2008

Now that deflation is spreading across
the US economy and the world mar-
kets have started experiencing similar
effects, it is time to explore the impli-
cations of deflation on cost of debt,
one of the assumptions needed to run
equity valuation models.
As a first step, we should describe the
current environment of falling prices
across the board: Weak demand from
consumers in combination with high
inventory levels have put pressures on
companies to sell their products at the
lowest possible price level and have
created the first signs of deflation.
This case is evident despite the recent
stimulus package released by the US
government in an effort to boost con-
sumption and aggregate demand. It
seems that all recent initiatives by the
US economic authorities to stimulate
economy have so far failed to produce

concrete results in demand for goods
and services since people are still hesi-
tant to spend money because they fear
of a worse economic future.
Consumers also have as top priority
now to repay their loans and control
their debt obligations before it is too
late.
This mix of falling prices and high
leverage is often called as deadly eco-
nomic condition. It was initially ana-
lyzed by Irving Fisher (*), an American
economist and professor, in his Debt-
Deflation Theory of Great Depressions
(1933). This theory supports the view
that conditions of debt and deflation
in the economy tend to create a
depressed environment for consumers
and corporations alike. The main
chain of effects according to Fisher’s
theory is presented below:
Taking into consideration the reper-
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State of over-indebtedness

Liquidation of assets and particularly distressed assets to repay debt

Contraction of deposit currency (cash), as loans are repaid

Slower velocity of money

Weaker demand

Falling prices of goods and services

(At this stage we assume no reflation takes place)

Falling corporate revenues and profits, bankruptcies

Falling production, trade and employment

Even weaker velocity of money

Rise in the real cost of money (when adjusted with the negative inflation)

cussions of debt deflation on the
broader economy and particularly to
companies of price sensitive sectors
we should deduce that if such sce-

nario arises in the following months
the real cost of debt at the least for
the explicit period in the DCF based
valuation will tend to be higher.

AAuutthhoorr Nicholas I. Georgiadis
Director of Research   -   “VRS” (“Valuation & Research Specialists”)
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(*)  Professor Fisher (1867-1947) was an early mathematical economist, special-
izing in monetary and financial economics. Fisher’s contributions to the field of
economics included the equation of exchange, the distinction between real and
nominal interest rates, and an early analysis of inter-temporal allocation.

Nicholas I. Georgiadis
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Debt deflation conditions in the economy may imply an upward adjustment
for cost of debt in the DCF based valuation model.

Name Irving Fisher
Birth February 27, 1867
Death April 29, 1947 (aged 80)
Nationality United States
Field Mathematical economics
Influences Willard Gibbs

William Graham Sumner
Contributions Fisher equation

Equation of exchange
Price index
Phillips curve
Money illusion
Fisher separation theorem

Source: http://en.wikipedia.org/wiki/Irving_Fisher
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SSppoorrttss  ttoouurriissmm  iiss  aa  nniicchhee  mmaarrkkeett,,
wwhhiicchh  ccaann  bbee  bbrrooaaddllyy  ddeessccrriibbeedd  aass  aa
ttoouurriissmm  aaccttiivviittyy  ggeenneerraatteedd  bbyy  ppaarrttiiccii--
ppaattiioonn  iinn  ssppoorrttiinngg  aaccttiivviittyy.. That activi-
ty can be a sporting event or competi-
tion, a tour of a sporting facility, or a
training camp. Participation might
involve being a competitor/participant,
official, or spectator.

Sport Tourism is a multi-billion dollar
business, one of the fastest growing
areas of the $4.5-5.0 trillion global
travel and tourism industry. By 2011,
travel and tourism is expected to rep-
resent more than 10 percent of the
global gross domestic product. The
economies of cities, regions and even
countries around the world are

V&P SPORTS
VALUATION & RESEARCH SPECIALISTS
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increasingly reliant on the visiting
golfer and skier or the traveling foot-
ball, rugby or cricket supporter. In
some countries, sport can account for
as much as 25 percent of all tourism
receipts.
Sport tourists are passionate, high-
spending, enjoy new sporting experi-
ences and often stimulate other
tourism. Their direct benefit to a des-
tination is cash - their indirect benefit
can be years of follow-on tourists.
Sport tourism is now a tool to make
achieve many things - to make-money,
create thousands of new jobs and even
help change cultural perceptions such
as in the Middle East and South
Africa.
AAccttiivvee  &&  SSppoorrttss  TToouurriissmm  ddeemmoonn--
ssttrraatteess  aa  ssiiggnniiffiiccaanntt  ggrroowwtthh  ppootteennttiiaall
iinn  GGrreeeeccee,,  oovveerr  2200%%  aannnnuuaallllyy  aaccccoorrdd--
iinngg  ttoo  mmaarrkkeett  ssuurrvveeyyss,,  wwiitthh  tthhee  ttaarrggeett--

eedd  ggrroouupp  ooff  aaccttiivvee  ttoouurriissttss  ccuurrrreennttllyy
eessttiimmaatteedd  aatt  225500,,000000  ppeeooppllee.. The shift
of Greeks towards active forms of
tourism is attributed to the need for a
way out from the contemporary life in
the urban centers. In terms of growth
rate, Greece is lagging behind
European countries such as Germany,
Austria, and Switzerland, since people
culture and inclination towards active
tourism has been developing since the
last few years. Other factors driving
demand for active forms of tourism
related to health and corpulence prob-
lems, as well as economic aspects of
the contemporary Greek way of life.
With the entry of Euro, life has
become more expensive, thus Greeks
have no longer the luxury to travel
abroad and as a result are searching
for tourist activities within their coun-
try.
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AAccccoorrddiinngg  ttoo  mmaarrkkeett  ssuurrvveeyyss,,  mmoorree  tthhaann  3355  mmiilllliioonn
EEuurrooppeeaannss  aarree  ffaannss  ooff  AAccttiivvee  &&  SSppoorrttss  TToouurriissmm,,  wwiitthh  tthheeiirr
ssiizzee  ggrroowwiinngg  bbyy  2200%%  ppeerr  aannnnuumm..  TThhee  ccoonncceepptt  iiss  qquuiittee  nneeww
iinn  GGrreeeeccee,,  wwhheerree  ttaarrggeetteedd  mmaarrkkeett  ggrroowwss  oonn  aa  ffaasstteerr  rraattee

[Source: Ministry of Development, Greece]

CChhaarrtt  11::
Evolution of Arrivals in Greece

Source: World Travel & Tourism Council, World Bank, VRS estimates.
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FFrroomm  aannootthheerr  ppooiinntt  ooff  vviieeww,,  wwee  ccoouulldd
ddiissttiinngguuiisshh  ssppoorrttss  ttoouurriissmm  mmaarrkkeett  iinn
tthhee  ffoolllloowwiinngg  aaccttiivviittiieess::

CCooaacchhiinngg  TToouurriissmm  ––  PPrrooffeessssiioonnaall
TTeeaammss..
This category belongs to professional
and amateur sports tourism in the dia-
gram. This type of tourism includes
professional as well as amateur teams
of athletes along with their escorts
and administrative staff. These groups
visit a certain tourist destination dur-
ing the coaching/preparation period,
thus obtaining a “tourist interest”.
The coaching / preparation period is
essential in order to prepare them-
selves for major or minor sport events
taking place in the same place or simi-
lar – in terms of climate - areas. This
tourism activity normally occurs one
year prior to the sport event which
athletes prepare for.

SSppeeccttaattoorrss..
This category is included in the pas-
sive holidays sports tourism in the
diagram. In this case, we refer to sport

fans visiting a tourist destination in
order to experience a major sport
event, creating at the same time
tourism activity.

PPaarrttiicciippaattiioonn  iinn  IImmppoorrttaanntt  EEvveennttss..
This category is also included in the
passive holidays sports tourism in the
diagram. In this particular case, we
refer to sport events of a lower scale,
such as city marathons, local sport
tournaments, car races, organized out-
door sport activities, and all sort of
events where participation is open and
massive.

OOuuttddoooorr  SSppoorrtt  AAccttiivviittiieess..
This category belongs to the active
holidays sports tourism, combined
with various forms of passive tourism,
in the diagram. This type of tourism
refers to residents of large urban cen-
ters undertaking weekend excursions
and enjoying simultaneously cultural
tourist activities. For example, this
tourism category would encompass
mountain skiing and climbing during
the winter or wind surfing during the
summer.

V&P Sports - Valuation & Research Specialists
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CChhaarrtt  22::
Aggregate Tourism Income in Greece

Source: World Travel & Tourism Council, World Bank, VRS estimates.
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HHootteell  SSppoorrtt  AAccttiivviittiieess  &&
EEnntteerrttaaiinnmmeenntt..
This category belongs to the active
holidays sports tourism, combined
with various forms of passive tourism,
in the diagram. Recreational sport
activities refer to special action under-
taken within the area of large hotel

resorts. In Greece, the above action is
usually combined with passive
tourism, such as educational, cultural
and environmental activities. Persons
engaged in this mix of activities are
neither professional nor amateur ath-
letes.

PPaassssiivvee  TToouurriissmm::
Passive Tourism, at least in the
approach this report makes, is part of
the broader Thematic Tourism, since
it incorporates a lot of tourist action,
although not an athletic one. The
major definitions and descriptions of
the various forms of Passive Tourism
are presented below:

CCuullttuurraall  TToouurriissmm::
It integrates educational aspects in
relation to the Ancient Greek lan-
guage with participants spending their
holidays in ancient monuments where
they can further stimulate their

actions and feel the ancient spirit. The
co-operation with an International
School of Philosophy or with the
Athens University may facilitate the
successful “delivery” of such an expe-
rience to the tourists / customers.

AArrcchhaaeeoollooggiiccaall  //  EEdduuccaattiioonnaall  TToouurriissmm::
This form of tourism is also educa-
tional as it integrates knowledge for
the Ancient world through real life
experience in the way Ancient Greeks
lived, ate and worked. According to
this model, tourists would stay in an
agricultural village close to ancient
monuments and buildings, and experi-

V&P Sports - Valuation & Research Specialists
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CChhaarrtt  33::
Total Number of Employees in Greece

Source: World Travel & Tourism Council, “The Impact of Travel and
Tourism on Jobs and the Economy”, VRS estimates.
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ence the ancient way of life (from
nutrition habits up to philosophical
interactions) in combination with lec-
tures, seminars and speeches on
archaeological issues. Also there
would be interaction with ancient
nutritional habits.

RReelliiggiioonn  TToouurriissmm::
Although it sounds as passive tourism,
in our model we combine religion
tourism with strong action aspects.
Tourists would stay in monastery
camps and would combine agro-
tourism (work in the monasteries’
agricultural areas) with education and
other forms of active tourism.

NNuuttrriittiioonnaall  //  WWiinnee  MMaakkiinngg  TToouurriissmm::
It incorporates experience and knowl-
edge of nutritional issues and wine
making procedures. Tourists interest-
ed on this type of tourism may easily
find farms in Eastern Attica with
Achaia Claus facilities type.

HHeeaalltthh  TToouurriissmm::
Health tourism may include aspects
rehabilitation and beauty care aspects
along with traditional health care
services. The above services and expe-
rience would be provided from med-
ical centers (for example the
Interbalkan Medical Center in
Thessalonica, Greece), rehabilitation
and health centers (such as the
Olympion Center in Patras, Greece) or
even from joint ventures created by
teams of physicians.

UUrrbbaann  TToouurriissmm  //  CCiittyy  BBrreeaakk::  
This form of tourism is available in
the large Greek cities, which apart
from the capital of Athens include
Thessalonica, Volos, Patras and

Iraklio. For example, tourists would
participate in conferences, go shop-
ping in major commercial streets of
the city, or shopping centers or large
malls, and also entertain themselves in
the city’s music hall.

CCoommmmeerrcciiaall  TToouurriissmm::
It would refer to Open Exhibitions,
conferences, business congregations,
etc.

AAmmaatteeuurr  SSppoorrttss  TToouurriissmm::
In our business model, Amateur
Sports Tourism is mainly related to
foreign tourists with high sport con-
sciousness visiting Greece for sport
activities. Such tourists are usually
from Central and Northern Europe
(Germany, Austria, Switzerland and
Scandinavia) where the potential mar-
ket consists of over 150,000 amateurs
sport clubs with 5 million members.
The major factor behind the expected
traffic of tourists from the above
countries to Greece is the extension of
the holiday zone, which strengthens
demand for sport tourism services
throughout the year.

Major Players of Active & Sports
Tourism Market in Greece
Active and sports tourist activities are
not entirely new in Greece, however
there is a lack of a strategic and
organized business approach to cap-
ture market shares and create a long-
term growth potential in this very
promising market. The following chart
depicts the major players that have
been so far active in offering tourist
packages with thematic and sports
activities, along with their market
shares in total targeted domestic mar-
ket of 250,000 thematic tourists.

VVaalluuee  IInnvveesstt   mmaaggaazziinnee
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The History of Amateurs Sports
Tourism
In Europe, the Amateur Sports
Tourism was “born” in early 1980’s
and gradually evolved as an especially
active type of tourism. Although ama-
teur sports tourism was developed in
several European countries along the
time, Germany was the pioneer coun-
try in establishing the spirit of the
amateur sports tourism due to the fol-
lowing reasons or factors:

1) In Germany, people are fans of
sports from the very early years of
their lives (normally from 3 years
old). Sport activities are more of a
habit rather than a necessity that
would have emerged due to health
reasons or other factors.

22)) There is a very well organized
structure in the country’s sport life
with more than 45,000 amateur

sports clubs operating in every city
and village, covering all sort of
sports. Soccer, handball, tennis,
classical sports, basketball and
swimming are the most popular
ones. Sport clubs are very well
funded from the annual member-
ship subscriptions and sponsors.
These funds are invested in new
infrastructure, such as sport facili-
ties, as well as a full range of sup-
porting facilities including restau-
rants, cafeterias, offices, etc.

33)) There are extended holiday seasons
in the country. For example, there
are holiday periods ranging from 5
to 10 days during October-
November (the first ten days of the
month might be holiday season for
certain cities, the following 10 days
might be holiday season for other
cities, and so on), Christmas and
New Year’s Eve, Easter, and sum-

V&P Sports - Valuation & Research Specialists
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CChhaarrtt  44::
Major Players of Active & Sports Tourism Market in Greece

Source: Market surveys, V&P Sports.
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mer (approximately 20-day holi-
days, in different periods within the
summer for different cities within
Germany).

4) In view of so many holiday seasons
in Germany, sport clubs are accus-
tomed to travel and enjoy sports
tourism not only in their home
country but also in other countries.
The most preferable countries, such
as Spain, Italy, Portugal and
Greece, are located in South
Europe due to favorable climate
and beautiful coasts.

International Trends
Traditionally, Europe is the world
leader of thematic tourism market,
setting the pace of the sector’s devel-
opments as well as growth trends.
Following a booming tourist industry
during the 1980s, North Europe intro-
duced innovative sports tourism prod-
ucts and services. In Germany for
example, there are 40,000 amateur
sport clubs with 30 members each on
average basis, implying an aggregate
market of 1,200,000 potential tourists.
Furthermore, there are 1,000 profes-
sional sport clubs with 50 members
each on average basis, implying an
additional market of 50,000 profes-
sional sportsmen. Especially German
funs of sports tourism enjoy their
activities not only during the summer

but also along the whole year, taking
advantage of their official holidays in
autumn, winter and spring.

Trends in the Greek Market
Over the past 10-15 years, organized
athletic activities and sport events
have been attracting the attention of
Greeks, who in turn have become funs
of a combination based on sports –
athletics – training – tourism.
As it will be described in the following
sections of this report, the athlotouris-
tic project called Athlopolis is a strong
motive to engage in sports tourism for
both Greek and foreign tourists, since
Greece has more favorable climate
conditions compared to competitors,
such as Spain and Portugal.
The 13 peripheral (regional) areas of
Greece and the former Olympic cities
are also capable of promoting themat-
ic tourism products and services,
including active and sports tourism.
Greece has become the attraction of
large size international tourist corpo-
rations with an interest to create
sports centers and golf resorts in the
country.
Finally, the successful organization of
the Athens Olympics in 2004 is a
strong motive for international invest-
ment funds to search for opportunities
in the active and sports tourism indus-
try in Greece.

VVaalluuee  IInnvveesstt   mmaaggaazziinnee
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3 Mega Sports Events Boosting Active & Sports Tourism in Greece

V&P Sports - Valuation & Research Specialists
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PPHHOOTTOO  11::
Greece as Winner of the Euro 2004 (soccer)

PPHHOOTTOO  22::
Athens Olympic Games 2004

PPHHOOTTOO  33::
Greece as Winner of the Eurobasket 2005
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11..  TThhee  GGlloobbaall  EEnneerrggyy  SSeeccttoorr
As of today, the largest part of energy
production worldwide derives from
mineral combustible materials through
drilling or mining. Those materials are
not renewable, thus at a certain point
in time they could be totally con-
sumed, leading –theoretically– the
world economies to exploit renewable
sources of energy. 
According to the Global Wind Energy
Council more than 20,000 MW of
wind power was installed in 2007, led
by the US, China and Spain, bringing
world-wide installed capacity to
94,112 MW (71,146 MW in 2006). This
is an increase of 32.3% compared with
the 2006 market. 
In the EU, wind power continues to be
one of the most popular electricity

generating technologies. Since 2000,
the installed wind capacity has
increased almost six-fold from 9.7 GW
to 56.5 GW. According to figures from
Platts PowerVision and EWEA, in
2007, wind power installations made
up 40% of total new power installa-
tions, representing the fastest growing
power generating technology in
Europe.
The appearance of renewable energy
sources (RES) in the global market-
place dates back to the 1970’s when
the first oil crisis raised the need of an
alternative energy source. Nowadays,
almost all developed countries offer
significant incentives for the develop-
ment of wind or solar parks from pri-
vate entities, targeting gains from
reducing carbon dioxide emissions.

Christophoros J. Makrias
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Global Energy Sector
& Valuation of a RES
Project in Greece

CChhaarrtt  11::
Renewable Energy Sources

- Solar energy
- Wind energy
- Hydro energy

- Geothermal energy
- Biomass (Bio-gas energy)

- Sea wave energy
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The following key parameters are also
driving current investment activities
in the European market:
- Environmental protection and cli-
mate change;

- Security of supply;
- High-energy prices;
- Job creation;
- Technology enhancements;
- Trade benefits.

22..  TThhee  GGrreeeekk  EEnneerrggyy  SSeeccttoorr
Greece’s per capita consumption of
electricity is among the lowest levels
in the EU implying a significant upside
potential for the energy market’s over-
all growth. The major developments of
the Greek energy sector over the past
15 years have been the following:
Liberalization of the Greek electricity
market in the production (1999) and
distribution (2007) level;
•• Enlargement of the RES market;
•• Greater use of natural gas;

•• Positioning of Greece as a cross-
road in the South-East European
energy market.

The Greek RES market has experi-
enced a significant stream of invest-
ments over the past 10 years.
Currently the aggregate amount
exceeds ? 1 billion with investment
growing at a double-digit rate annual-
ly (more than 50%).
According to the Kyoto Pact and the
relevant EU directive 2001/77, renew-
able sources should account for 20%
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CChhaarrtt  22::
Cumulative installed capacity EU - 27 by end of 2007 (MW) 



As of 2006, total electricity consump-
tion in Greece reached 64,300 GWh
with electricity production from RES
accounting for 8,500 GWh breaking
down as follows:
- Hydroelectric stations generated
79% of the total or 6,774 GWh
- Wind parks 20% or 1,692 GWh
- Other sources 1%.

The following table presents Greece’s
official targets by the year 2010:

33..  HHooww  ttoo  VVaalluuee  aa  RREESS  PPrroojjeecctt  iinn
GGrreeeeccee

We value a RES project by applying
the discounted cash flow method
(DCF) to the projected financials of
the plant for the first 15 years. We

110000

of total energy consumed in Greece by
2010 (or about3000-3500 MW) and
approximately 7.000 MW by the end
of the year 2020. As of December 23rd
2008, the total RES capacity account-
ed for 1,050.67 MW (source: DESMIE)
while for the fiscal 2008, the total
capacity entered to the system

accounted for 187 MW, well below the
Kyoto target. In order to reach the
directive target in 2020, total new RES
in Greece should account for at least
500 MW per year.
The following table presents the
breakdown of the RES installed
capacity in Greece as of end 2006:

The wind parks’ installed capacity
(745 MW) was allocated among a

number of companies activating in the
Greek market as of end 2006:

Christophoros J. Makrias
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RES installed capacity in Greece as of end 2006

Type of RES Installed Capacity (MW)
Wind Parks 745
Hydro Electric Stations 108
Bio-Mass 24
Geothermal Units 0
Solar Energy Parks 1
TTOOTTAALL 887788

Number of companies activating in the Greek market as of end 2006

Company Installed Capacity MW (2006) Market Share
Rokas / Iberdrola 193 25.9%
Terna Energy 109 14.6%
ENEL 75 10.1%
EDF Energies Nouvelles 59 7.9%
Hellenic Technodomiki 50 6.7%
CESA 36 4.8%
Endesa Hellas 26 3.5%
Other Companies 197 26.4%
TTOOTTAALL 774455 110000..00%%
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assume that the project will have a
residual value at the end of the 15th
year as it will have the prospect to
continue its operation by updating its
license for another 15 years and per-
forming the necessary investments.
WACC: The weighted average cost of
capital (WACC) used for the discount-
ing of the cash flow is calculated at
about 9% for the first years of the
project given that part of the invest-
ment is financed through bank debt.
After the maturing of bank debt (5-7
years), the WACC increases and reach-
es about 13-14% equaling the estimat-
ed cost of equity (risk free rate at 4.5-
5%, beta at 1.5, and risk premium at
5.5%).
Financial Projections: With regard to a
wind park project, the projected finan-
cial results are based on measurable
expenditures (Capex and Opex) and
projected revenues. The assumptions
for the operation of a wind park proj-
ect stand for 2 important parameters:
11..  PPrriiccee  ppeerr  MMWWhh.. The price per MWh
that we expect the Company will
receive by selling energy to the elec-
tric grid of the Greek Public Power
Corporation (PPC) is determined by
the Greek law. PPC is obliged to buy
all electricity generated by renewable
power plants which hold a legal oper-

ating license. The energy-selling price
today is ?75.82/MWh, according to the
law 3468/06 and is linked to the PPC’s
regulated tariffs. This assumes that
any increase in PPC selling prices
(which are affected by the inflation
and the oil price) will increase propor-
tionally the price that PPC buys from
the alternative producers.
22..  AAnnnnuuaall  PPrroodduuccttiioonn  CCaappaacciittyy.. We
calculate the net power production for
each year based on the total nominal
capacity as it is assumed by the wind
generator’s manufacturer and the
annual average wind speed, the capac-
ity factor which is calculated based on
different probabilities of wind and the
risk factor.
CCAAPPEEXX  ––  OOPPEEXX:: The investment
expenditure is entitled for state grant
of about 40% of the total expense
(according to the Investment Law
3299/04). Operating expenses include
operation & maintenance costs (about
60% of total opex), insurance costs,
municipality duties and power con-
sumption cost.

AAuutthhoorr
Christophoros J. Makrias
Director of Research - "VRS"
("Valuation & Research Specialists")

The following table presents Greece’s official targets by the year 2010

Installed Capacity 

Target in MW Electricity Production

by 2010 in TWh by 2010
Wind Parks 3,372 7.09
Large Scale Hydro Electric Stations 364 1.09
Small Scale Hydro Electric Stations 3,325 4.58
Bio-Mass 103 0.81
Geothermal Units 12 0.09
Solar Energy Parks 18 0.02
TTOOTTAALL 77,,119933 1133..6677
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Reflecting the words of the English
politician on the “wreckage” left
behind by the American credit crisis
“hurricane”, the financial sector has
displayed extreme arrogance and
impudence. The greed of investors
and investment groups, the frantic
desire of banks to operate as invest-
ment institutions, careless invest-
ments in toxic products, as well as
constant granting of loans to compa-
nies for investments that eventually
did not promote competition but ren-
dered such “dependent” on loans in
order to feed their operation, have led
to the collapse of banking and invest-
ment giants, threatening at the same
time the entire global financial system. 
The consequences may have surprised
those involved in the turmoil; howev-
er in the end they should have been
expected. When reckless placements
are undertaken in complex products

and the actions of one financial insti-
tution also affect others connected to
such, then it is only natural that a
large part of the banking system expe-
riences collapse and losses. 
The financial sector – the part of the
system responsible for financing
economies or in other words ‘finance’
– could contribute less to the system’s
support, namely to the support of
businesses and industries. This would
lead to a healthier condition for the
economy and businesses that would
rely on their own capacity (content
industry). Content Industry means
that companies can create ideas, pro-
duce innovative products and be more
competitive. Therefore, they are able
to “stand on their own feet”
autonomously, without pursuing debt
capital (loans) either from the finan-
cial sector or from governments, as is
the case today with the automobile

Maria Spanou
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Winston Churchill:
“…I would like to see
finance less proud and
industry more content…”

Thoughts & Views on the Memorable Quote
by the English Politician

March 2009
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industry in the US. Finance, according
to Churchill, can mean financial assis-
tance both from banks and from
direct or indirect government support. 

The pursuit of financing support
either by banking or government enti-
ties entails, as evidenced recently,
many types of risks. Such risks
include credit risk, risk of non-repay-
ment, risk for further leverage and
therefore over-debt of the debtor
through accumulated liabilities. The
above result in the materialization of
default risk, a phenomenon that took
place during the past few months
mainly amongst industrial giants and
companies that were of great impor-
tance for the economy. 

Perhaps companies, in their effort to
ensure their healthy operation and to
extend their investments with the
objective of profitability, turned to the
easy way, at least seemingly easy,
which would secure them quickly with
liquidity to cover their liabilities.
However, they disregarded or over-
looked – the companies themselves
know which is the case – the loan
terms and even more the real risks
hidden behind the loans (of any form)
which they undertook. 

It is not obvious whether the situation
would be relatively better had the
companies and industries relied exclu-

sively, or at least to the largest extent,
on their own strengths. Nonetheless,
what can be said with relevant cer-
tainty is that companies would be in a
position to internally face any poten-
tial problem that would have emerged,
attempting not to transmit their own
problem to the broader economy but
only to a specific sector, with the
hope that the forces of supply and
demand would counterbalance, at
least in the long-term, any possible
negative effects. Definitely the reper-
cussions would be noticeable also in
the broader economy in any case,
however each case would be handled
individually, without involving a
domino of effects and without drag-
ging companies that until that time
had not faced any significant problem. 

It is therefore obvious that both the
financing aspect of the system and the
large industrial companies, appeared
to be particularly unprepared against
the credit crisis that inflicted the U.S.
and also the entire world, having
utterly forgotten the wish made by the
British politician several decades ago
while thinking prudently on the need
for a measure that in the end must
also govern modern economies.

AAuutthhoorr
Maria Spanou, BSc Economics (Cand.)
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Stamoulis Publications S.A. announces the launch of the book Supply Chain
Management and Customer Service. This book answers all the fundamental
questions concerning the effective management of the supply chain. The main
focus of the book is to determine how logistics’ strategy can be placed among
corporate strategy and how it can contribute in customer service and cost effi-
ciency.
The first part of the book describes the planning, evaluation and selection of
the appropriate supply chain strategy. In addition, it analyzes the elements of
customer service, the internal and external control processes, as well as the
methodologies for customer service segmentation.
In the second part, the author presents the methodology, the conclusions and
recommendations of a market research conducted in the FMCG industry aiming
to examine the impact of supply chain strategy to customer support. The main
research questions of the study are:

•• Is there a differentiation in supply chain strategy of Greek FMCG retailers and
multi-national FMCG retailers?

•• Can the FMCG wholesalers differentiate customer support accordingly to the
supply chain strategy of FMCG retailers?

•• Can the FMCG wholesalers differentiate customer support accordingly to dif-
ferent food product categories?

This edition is suitable for marketing & logistics executives, entrepreneurs and
consultants. It provides tools for every day business problem solving such as
customer service measurements, the interface of marketing and logistics and
contemporary statistical methods.

DDiimmiittrriiooss  TThheeooddoorraass holds a PhD from the department of Industrial Management and
Technology of the University of Pireaus. His current research is focused on Supply Chain and
Service Quality Management. Dr. Theodoras has held marketing & logistics executive positions in
various Greek firms. He has also been appointed as a consultant and advisor of the Greek
Ministry of Development. Dr. Theodoras currently works as a consultant for the Greek Ministry
of Economics. His articles have been published by several reputable scientific journals.
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