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Consolidated Income Statement
For the Year Ended 31 December 2007

SKK million Note 2007 2006
Interest income o) 16 726 14 429
Interest expense 6 (6 186) (5 720)
Income from investments in associates o) 146 157
Net interest and investment income 10 686 8 866
Provisions for losses on loans, advances
and off-balance sheet credit risks 8 (1421) (612)
Net interest and investment income after provisions 9265 8254
Fee and commission income 7 3592 3349
Fee and commission expense 7 (353) (274)
Net fee and commission income 3239 3075
Net profit on financial operations 9 708 777
General administrative expenses 10 (7 628) (6 890)
Other operating result 1 (942) (273)
Profit for the year before income taxes 4 642 4 943
Income tax expense 12 (475) (1078)
Net profit for the year after income taxes 4167 3865
Net profit attributable to:

Equity holders of the parent 4167 3 860

Minority interest - 5
Total 4167 3 865
Basic and diluted earnings per share per SKK 1 000 share (SKK) 32 654 606
Basic and diluted earnings per share per SKK 100 million share (SKK) 32 65 374 961 60 636 963

The notes on pages 46 to 121 are an integral part of these financial
statements

These financial statements were approved and authorised for issue
by the Board of Directors of the Bank on 14 February 2008.

/ @ Q-

Mag. Regina Ovesny-Straka Ing. Stefan Maj
Chairwoman of the Board of Directors Vice Chairman of the Board of Directors
and General Manager and First Deputy General Manager
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Consolidated Balance Sheet

As at 31 December 2007

SKK million
ASSETS

Cash and balances at the central bank
Loans and advances to financial institutions
Loans and advances to customers
Provisions for losses on loans and advances
Financial assets at fair value through profit or loss
Securities available for sale

Securities held to maturity

Investments in associates

Intangible assets

Property and equipment

Investment property

Non-current assets held for sale

Current income tax asset

Deferred income tax asset

Other assets

Total assets

LIABILITIES AND EQUITY

Amounts owed to financial institutions

Amounts owed to customers

Debt securities in issue

Provisions for liabilities and other provisions

Financial liabilities at fair value through profit or loss

Other liabilities

Current income tax liability

Deferred income tax liability

Subordinated debt

Total liabilities

Total equity, thereof
- Equity attributable to equity holders of the parent
- Minority interest

Total liabilities and equity

The notes on pages 46 to 121 are an integral part of these financial
statements

Note

13

15
16
17

19
20
21
22
22
23
24
24

25
26
27
28
44
29
24
24
30

2007

12 502
34 111
156 776
(5 410)
18 164
22 963
52584
1591
2359
6 319
344
130

12

14
1454
303 913

24 604
229 996
15 494
655
2387
4968
338

36
3368
281 846
22 067
21 991
76

303 913

2006

13 046
69 110
129 520
(4 275)
9310
26 429
44 699
1254
2035
5117
149
684
177

12

641
297 908

44 426
210 029
12 256
884
3950
5454

5

510

277 514
20394
20 318

76

297 908
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Consolidated Statement
of Changes in Equity

For the Year Ended 31 December 2007

Attributable to equity holders of the parent

Legal

Share resergve Other Retained Hedging Revaluation Minority
SKK million capital fund Funds earnings reserves reserves Total interest Total
As at 31 December 2005 6 374 2 404 1178 8 255 44 882 19137 13 19150
Available for sale securities:
Valuation losses taken to equity - - - - - (623) (623) - (623)
Transferred to Income Statement
on sale (33) (33) (33
Cash flow hedges:
Gains taken to equity 59 59 59
Transferred to Income Statement
for the period - (31) (31) (31)
Actuarial losses (14) (14) (14)
Tax on items taken directly to
or transferred from equity - (5) 120 15 15
Increase in Minority inferests (3) (3) 58 55
Net profit for the year 3860 3860 5 3865
Dividends paid - (2 145) - (2 145) (2 145)
Other changes - (1) (2) - (m (4) (4)
As at 31 December 2006 6374 2404 1177 9951 67 345 20318 76 20394
Available for sale securities:
Valuation gains taken to equity (287) (287) (287)
Transferred to Income Statement
on sale (2) (2) (2)
Cash flow hedges:
Gains taken to equity 19 19 19
Transferred to Income Statement
for the period - (65) (65) (65)
Actuarial gains 13 13 13

Tax on items taken directly to
or transferred from equity - - - - 9 59 68 68
Increase in Minority interests

Net profit for the year 4167 4167 4167
Dividends paid - (2 224) (2 224) (2 224)
Other changes - - 1 (14) (3) (16) (16)
As at 31 December 2007 6374 2404 1178 11 893 30 12 21 991 76 22067

The notes on pages 46 to 121 are an integral part of these financial

statements

42



Consolidated Statement

of Recognised Income and Expense

For the Year Ended 31 December 2007

SKK million

Available for sale securities:
Valuation losses taken to equity
Transferred to Income Statement on sale

Cash flow hedges:
Gains taken to equity
Transferred to Income Statement for the period

Actuarial gains/(losses) on postemployment defined benefit plans
Tax on items taken directly to or transferred from equity

Net income/(expense) recognised directly in equity

Profit for the year

Total recognised income and expense for the year
Attributable to:

Equity holders of the parent
Minority interest

The notes on pages 46 to 121 are an integral part of these financial

statements

Note

28(e)
24

2007

(287)
(2)

19
(65)
13

68
(254)

4167

3913

3913

2006

(623)
(33)

59
(31)
(14
115
(527)

3 865

3338

3333
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Consolidated Statement of Cash Flows
For the Year Ended 31 December 2007

SKK million

Cash flows from operating activities
Profit before income taxes
Adjustments for:
Provisions for losses on loans, advances, offbalance sheet and write-offs
Provisions for liabilities and other provisions
Depreciation, amortisation and impairment
Loss on disposal of fixed assets
Impairment of tangible and intangible assets
Accruals for liabilities
Equity in earnings of associates
Other adjustment
Transfer of interest income of HTM portfolio to investment activity
Cash flows from operations before changes in operating
assets and liabilities
(Increase)/decrease in operating assets:
Minimum reserve deposits with the central bank
Placements with the central bank
Loans and advances to financial institutions
Loans and advances to customers
Financial assets at fair value through profit or loss and securities available for sale
Other assets
Increase/(decrease) in operating liabilities:
Amounts owed to financial institutions
Amounts owed to customers
Other liabilities
Increase in derivative financial instruments
Net cash flows used in operating activities before income tax
Income taxes paid
Net cash flows used in operating activities

Cash flows from investing activities

Net cash flow from securities held to maturity
Dividends received from associates

Net (increase)/decrease in investments in associates
Purchase of intangible assets, property and equipment
Proceeds from sale of property and equipment

Net cash flows provided by investing activities
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Note 2007

4 642

1 421
(174)

10 1229
(56)

290

295

(123)

616

(2 247)

5893

13 1279
14 (1 100)
14 (1157)
(26 444)

2527

(827)

(19 702)
19 239
(893)
403

(20 782)
(355)
(21 137)

(5 638)
103
(326)
(2 937)
307

(8 491)

2006

4943

612
214
1098
26

68

383
(151)
211
(1771)

5633

(7 763)
1280
(3 937)
(31 075)
(433)
141

(3717)
30 905
878
765

(7 323)
(754)
(8 077)

8 666
107
(252)
(2 006)
158

6 673



SKK million

Cash flows from financing activities

Subordinated debt

Net cash flows from issued bonds

Dividends paid

Loans to group companies from third parties

Net cash flows provided by financing activities

Effect of foreign exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

The notes on pages 46 to 121 are an integral part of these financial
statements

Note

27

33
33
33

2007

3223
2 678
(2 224)
(947)
2730

(16)
(26 914)

63 876
36 962

2006

2037
(2 14¢)
1362
1253

(60)
(21)

64 087
63 876
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Notes to the Consolidated Financial

Statements

1. INTRODUCTION

Slovenska sporitelfia, a. s. (hereafter ‘the Bank’) has its registered
office at Suché myto 4, Bratislava, the Slovak Republic. The Bank
was established on 15 March 1994 and incorporated in the Com-
mercial Registry on 1 April 1994. The identification number of the
Bank is 00 151 653, its tax identification number is 2020411536.
The Bank is a universal bank offering a wide range of banking and
financial services to commercial, financial, and private customers,
principally in the Slovak Republic.

The Board of Directors of the Bank is comprised of Mag. Regina
Ovesny-Straka (the Chairwoman), Ing. Stefan Maj (Vice Chairman),
Ing. Peter Krutil, Mr. Michael Vogt, JUDr. Samuel Vi¢an and Mag.
Beitz Frank—Michael (from 1 June 2007) as members. The Chair-
woman of the Board of Directors is simultaneously also the Company
Managing Director. The Vice Chairman of the Board of Directors is
simultaneously also the First Deputy Managing Director of the Com-
pany. The Vice Chairman fully represents the Chairwoman in her ab-
sence. Other members of the Board of Directors are simultaneously
deputies of the Company Managing Director.

The members of the Supervisory Board as at 31 Decem-
ber 2007 were as follows: Dr. Franz Hochstrasser (Chairman),
Péter Kibenedek (Vice Chairman), Mag. Bernhard Spalt, Herbert
Juranek, JUDr. Beatrica Melicharova, and Mgr. Eva Strieblikova.
Former members Mag. Reinhard Ortner, Mag. Andreas Treichl,
Dr. Heinz Kessler, Mag. Peter Nemschak, Andreas Klingen and
Ing. Jan Trgifla, resigned and new members Dr. Franz Hochstrasser,
Péter Kisbenedek and Mag. Bernhard Spalt were elected on 5 May 2007.

As at 31 December 2007, the only shareholder of the Bank was Erste
Bank der Osterreichischen Sparkassen AG (hereafter ‘Erste Bank’),
with registered office Graben 21, 1010 Vienna, Austria. The con-
solidated financial statements of Erste Bank Group will be available
after their completion at Firmenbuchgericht Wien, Marxergasse 1la,
1030 Vienna, Austria court.

2. ADOPTION OF NEW AND REVISED STANDARDS
The Group applied all Standards and Interpretations issued by the

International Accounting Standards Board (the IASB) and the In-
ternational Financial Reporting Interpretations Committee (IFRIC)
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of the IASB as adopted by the European Union (‘EU’) that are
relevant to the Group’s operations.

a) Standards and interpretations effective in the current
period

In the current year, the Group has adopted IFRS 7 Financial In-
struments: Disclosures which is effective for annual reporting
periods beginning on or after 1 January 2007, and consequential
amendments to IAS 1 Presentation of Financial Statements.

The impact of the adoption of IFRS 7 and the changes to IAS
1 has been to expand the disclosures provided in these finan-
cial statements regarding the Group’s financial instruments and
management of capital (see notes 34-42).

Four Interpretations issued by the International Financial
Reporting Interpretations Committee are effective for the current
period. These are: IFRIC 7 Applying the Restatement Approach
under IAS 29, Financial Reporting in Hyperinflationary Econo-
mies; IFRIC 8 Scope of IFRS 2; IFRIC 9 Reassessment of Em-
bedded Derivatives; and IFRIC 10 Interim Financial Reporting
and Impairment. The adoption of these Interpretations has not led
to any changes in the Group’s accounting policies.

b) Standards and interpretations in issue not yet
adopted

At the date of the authorisation of these financial statements, the
following standards were in issue but not yet effective:

_IFRS 8 Operating segments (effective from 1 January
2009)

_IFRIC 11 interpretation of IFRS 2 - Group and treasury share
transactions (effective from 1 March 2007)

_Amendments to IAS 1 ‘Presentation of Financial Statements:
A Revised Presentation’ (effective 1 January 2009)

The following standards and interpretations were in issue but not
yet endorsed by the European Union:

_IFRIC 12 Service concession arrangements (effective from
1 January 2008)



_IFRIC 13 Customer loyalty programmes (effective from 1 July
2008)

_IFRIC 14 The Limit on a Defined Benefit Asset, Minimum
Funding Requirements and their Interaction, (effective from
1 January 2008)

_Amendment to IFRS 2 “Share-based Payment: Vesting Con-
ditions and Cancellations” (effective from 1 January 2009)

_Revised IFRS 3 “Business Combinations” (effective from 1 July
2009)

_IAS 23 Revised Borrowing costs (effective from 1 January
2009)

_Amendments to IAS 27 “Consolidated and Separate Finan-
cial Statements” (effective from 1 July 2009)

The management of the Bank anticipates that the adoption of
these standards in future periods should have no material impact
on the financial position of the operational results of the Bank.

3. SIGNIFICANT ACCOUNTING POLICIES
a) Statement of compliance

Pursuant to Article 17a of Act no. 431/2002 Coll. on Account-
ing, effective from 1 January 2006 banks are required to prepare
their separate and consolidated financial statements and annual
report under special regulations — Regulation (EC) 1606/2002
of the European Parliament and of the Council on the Applica-
tion of International Accounting Standards (IFRS). As a result,
separate financial statements prepared in accordance with IFRS
have effectively replaced financial statements prepared under Slo-
vak Accounting Standards.

These consolidated financial statements comprise the accounts of
the Bank and its subsidiaries (together ‘the Group’) and have been
prepared in accordance with International Financial Reporting
Standards as adopted by the European Union (the “EU”). Except
for certain standards issued but not yet effective (see note 2b) and
certain hedge accounting requirements under IAS 39 which have
not been endorsed by the EU , IFRS as adopted by the EU does
not currently differ from IFRS and its effective standards and in-
terpretations as issued by the International Accounting Standards
Board (IASB). The Group has determined that the standards not
endorsed by the EU would not impact the consolidated financial

statements had such standards been endorsed by the EU at the
balance sheet date.

The Bank has prepared Separate Financial Statements for year
ended 31 December 2007 on 14 February 2008.

The financial statements of the Group for the previous period
(31 December 2006) were signed and authorised for issue on
20 February 2007.

b) Basis of preparation

The financial statements are prepared under the historical cost con-
vention, as modified by the revaluation of certain financial invest-
ments, financial assets, financial liabilities, and derivatives at fair
value.

These consolidated financial statements were prepared using the
going concern assumption that the Group will continue in opera-
tion for the foreseeable future.

The Bank holds controlling interests in subsidiaries and has a sig-
nificant influence in associates as described in Note 20. The sub-
sidiaries are fully consolidated, associates are included using the
equity method of accounting.

All data is stated in Slovak Crowns (SKK). The unit of measure-
ment is million of SKK (SKK million), unless stated otherwise.
The amounts in parentheses represent negative values.

The format of the financial statements has been adjusted to com-
ply, where possible, with Erste Bank’s presentation requirements.
Comparative information has been reclassified, where necessary,
on a basis consistent with current year presentation.

c) Basis of Consolidation

The consolidated financial statements present the accounts and re-
sults of the Bank and its controlled and associated companies.

The results of subsidiaries acquired or disposed of during the year are

included in the consolidated income statement from the effective date
of acquisition or up to the effective date of disposal, as appropriate.
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All intra-group balances and transactions, including unrealised
intra-group profits, are eliminated on consolidation. Where
necessary, accounting policies for subsidiaries and associates
have been changed to ensure consistency with the policies
adopted by the Bank.

Minority interests in the net assets (excluding goodwill) of con-
solidated subsidiaries are identified separately from the Group’s
equity therein. Minority interests consist of the amount of those
interests at the date of the original business combination and the
minority’s share of changes in equity since the date of the combi-
nation. Losses applicable to the minority interest in excess of the
minority’s interest in the subsidiary’s equity are allocated against
the interests of the Group, except to the extent that the minority
has a binding obligation and is able to make an additional invest-
ment to cover the losses.

Subsidiary Undertakings

An investment in a subsidiary is one in which the Bank holds,
directly or indirectly, more than 50% of such subsidiary’s share
capital or in which the Bank can exercise more than 50% of
the voting rights, or where the Bank can appoint or dismiss the
majority of the Board of Directors or Supervisory Board mem-
bers, or have other means of governing the financial and operating
policies of an entity so as to obtain benefits from its activities.
Where an entity either began or ceased to be controlled during
the year, the results are included only from the date such control
commenced or up to the date control ceased.

Associated Undertakings

An associate is an entity over which the Group has significant
influence and that is neither a subsidiary nor an interest in a joint
venture. Significant influence is the power to participate in the
financial and operating policy decisions of the investee, without
having control or joint control over those policies.

The results and assets and liabilities of associates are incorpo-
rated in these financial statements using the equity method of ac-
counting. Under the equity method, investments in associates are
carried in the consolidated balance sheet at cost as adjusted for
post-acquisition changes in the Group’s share of the net assets
of the associate, less any impairment in the value of individu-
al investments. Losses of an associate in excess of the Group’s
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interest in that associate (which includes any long-term interests
that, in substance, form part of the Group’s net investment in the
associate) are not recognised, unless the Group has incurred legal
or constructive obligations or made payments on behalf of the
associate. Any excess of the cost of acquisition over the Group’s
share of the net fair value of the identifiable assets, liabilities, and
contingent liabilities of the associate recognised at the date of
acquisition is recognised as goodwill. The goodwill is included
within the carrying amount of the investment and is assessed for
impairment as part of the investment. Any excess of the Group’s
share of the net fair value of the identifiable assets, liabilities, and
contingent liabilities over the cost of acquisition, after reassess-
ment, is recognised immediately in the Income Statement.

Where a group entity transacts with an associate of the Group,
profits and losses are eliminated to the extent of the Group’s
interest in the relevant associate.

Other Equity Investments

Other equity investments represent investments with a share of less
than 20% of the share capital and voting rights. They are valued at
fair value valid for available-for-sale securities. Those investments
which do not have quoted market price in an active market and
whose fair value cannot be reliably measured, are accounted using
the cost method.

d) Goodwill

Goodwill arising on the acquisition of a subsidiary or a jointly
controlled entity represents the excess of the cost of acquisition
over the Group’s interest in the net fair value of the identifiable
assets, liabilities, and contingent liabilities of the subsidiary, or
jointly controlled entity recognised at the date of acquisition.
Goodwill is initially recognised as an asset at cost and is subse-
quently measured at cost less any accumulated impairment losses.
Goodwill is tested for impairment annually, or more frequently
when there is an indication that the unit may be impaired.

The Group’s policy for goodwill arising on the acquisition of an
associate is described under ‘Associated Undertakings’ above.



e) Cash and Cash Equivalents

The Group considers cash, current accounts with the National
Bank of Slovakia (‘central bank’ or ‘NBS’), or other financial
institutions, treasury bills with a residual maturity up to three
months, to be cash equivalents. For the purposes of determining
cash flows, the minimum reserve deposit with the NBS is not in-
cluded as cash equivalent due to restrictions on its availability.

f) Loans and Advances, and Provisions for Losses on
Loans and Advances

Loans and advances are carried at amortised cost using the effec-
tive interest rate, less any provisions for impairment. The effec-
tive interest rate represents the rate that exactly discounts esti-
mated future cash flows through the expected life of the financial
asset to that asset’s carrying amount. Origination fees and directly
attributable costs related to loans and advances are amortised over
the contractual life of the loan. All loans and advances are initially
recognised when cash is advanced to borrowers.

Provisions for loan impairment are recognised for the estimated
irrecoverable amounts of Loans and Advances when there is ob-
jective evidence that they are impaired. Provisions are created
through the Income Statement in ‘Provisions for losses on loans,
advances and off-balance sheet credit risk’. If the reason for pro-
visioning no longer exists or the provision is not appropriate, the
redundant provisions are released through the Income Statement
in ‘Provisions for losses on loans, advances and off-balance sheet
credit risk’.

Write-offs are generally recorded into expenses when all reason-
able restructuring or collection activities have taken place and fur-
ther recovery is considered to be ineffective taking into account
loans outstanding, expenses on collection, and forecasted result.
Use of provisions resulting from write-offs is created into income.
Recoveries of loans and advances previously written-off are re-
flected into income.

The Bank analyses impairment of exposures in four asset classes
— retail, corporate, institutions, and sovereigns. This analysis is
performed for individually significant exposures (generally cli-
ents with exposures exceeding SKK 40 million or turnover of

more than SKK 30 million, and leasing and factoring exposures),
as well as on the portfolio level for small and medium size entre-
preneurs (“SMEs”) and for all other exposures.

Portfolio assessment of impairment

Loans and advances that are considered by the Bank as being in-
dividually non-significant are treated on a portfolio basis. These
exposures are divided by product and internal rating into portfo-
lios with homogenous risk characteristics. The Bank also applies
portfolio assessments for loans to SME exposures which are con-
sidered as having homogenous risk characteristics within corpo-
rate asset class.

Portfolio provisions cover losses which have not yet been indi-
vidually identified but based on prior experience are deemed to
be inherent in the portfolio as at the balance sheet date. The Bank
estimates these provisions on the basis of Basel II methodology,
using the historical experience of loan defaults (probability of de-
fault), expected loan exposure of defaulted loan (EAD) and the
amount of the loss which is likely to arise (LGD).

The estimates of expected losses from the portfolio of loans are
then conformed to ‘incurred loss’ concept of IAS 39 (revised)
though adjustments. These reflect the Bank’s estimate of the pe-
riod of time occurring between a loss event and its actual identi-
fication by the Bank.

Individual assessment of impairment

Loans and advances to institutions, sovereign and corporate
classes are generally considered by the Bank as being indivi-
dually significant and are analysed on an individual basis. Loans
to SMEs are analyzed individually, however those where no indi-
vidual impairment is identified are grouped and analyzed at port-
folio level (see Portfolio assessment of impairment above).

Specific provisions are recorded when there is objective evidence
of a loss event which occurred after initial recognition. Loans and
advances with identified impairment are internally rated as de-
faulted. The calculation of specific provisions is based on an esti-
mate of expected cash flows reflecting the estimated delinquency
in loan repayments, as well as proceeds from collateral. Impair-
ment amount is determined by the difference between the loan’s
gross carrying amount and the net present value (‘NPV’) of the
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estimated cash flows discounted by the loan’s original effective
interest rate.

Both portfolio and specific provision estimates are based on many
subjective judgments and assumptions supported by presently
available data and knowledge, as well as considering significant
inherent uncertainties.

In the normal course of business, the Bank enters into credit-
related commitments, which are recorded in off-balance sheet
accounts. The Bank creates provisions that reflect the manage-
ment’s estimate of the credit risk concerning guarantees, letters of
credit and undrawn credit limits as at the balance sheet date.

g) Debt and Equity Securities

Securities held by the Group are categorised into portfolios in
accordance with the Group’s intent on the acquisition of securi-
ties and pursuant to the Group’s security investment strategy. The
Group has developed security investment strategies and, reflecting
the intent of the acquisition, allocated securities to the ‘Financial
assets at fair value through profit or loss’ portfolio, the ‘Available
for sale’ portfolio, and the ‘Held to maturity’ portfolio. The main
difference between the portfolios relates to the measurement of
securities in fair value and amortised costs and the reporting of
unrealised gains or losses.

All ‘regular way’ purchases and sales of securities are recognised
using settlement date accounting and are initially measured at cost
including transaction costs.

Financial Assets at Fair Value through Profit or Loss ('FVTPL")

A financial asset at fair value through profit or loss is a financial
asset classified as either held for trading or designated by the en-
tity upon initial recognition.

A financial asset is classified as held for trading if:

_it has been acquired principally for the purpose of selling in
the near future; or

_it is part of an identified portfolio of financial instruments
that the Group manages together and

_has a recent actual pattern of short-term profit-taking; or
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_it is a derivative that is not designated and effective as a
hedging instrument.

A financial asset other than a financial asset held for trading may

be designated as at FVTPL upon initial recognition if:

_such designation eliminates or significantly reduces a mea-
surement or recognition inconsistency that would otherwise
arise; or

_the financial asset forms part of a group of financial assets
or financial liabilities or both, which is

_managed and its performance is evaluated on a fair
value basis, in accordance with the Bank’s documented risk
management or investment strategy, and information about
the grouping is provided internally on that basis; or

_itforms part of a contract containing one or more embedded
derivatives, and IAS 39 permits the entire combined con-
tract (asset or liability) to be designated as at FVTPL.

Assets in this portfolio are initially recognised at cost and are
subsequently re-measured to fair value. Interest income is cal-
culated and recognised in the ‘Net interest and investment in-
come’. Changes in the fair values of securities held for trading
are recognised in the Income Statement as ‘Net profit on financial
operations’. Changes in the fair values of other financial assets
designated as at FVTPL are recognised in ‘Other operating result’.

All purchases and sales of securities held for trading that require
delivery within the time frame established by regulation or market
convention (‘regular way’ purchases and sales) are recognised as
spot transactions. Transactions that do not meet the ‘regular way’
settlement criterion are treated as financial derivatives (forward
transactions).

Available for Sale Securities ('AFS securities’)

Available for sale securities are securities held by the Bank
that are intended to be held for an indefinite period of time or
which may be sold as liquidity requirements arise or market
conditions change. AFS securities are initially recognised at
cost and are subsequently re-measured to fair value. Interest is
recognised using the effective interest rate in the ‘Net interest
and investment income’. Unrealised changes in the market
values of AFS securities are recognised as adjustment to equi-
ty. In the case of maturity or sale of AFS securities, previously



unrealised changes in market values are transferred to the ‘Other
operating result’.

The investments can be sold without restrictions. Floating rate in-
struments are preferred due to lower price volatility. Rarely, non-
investment grade rated instruments are possible.

Investments in equity instruments which do not have a quoted
market price in an active market and whose fair value cannot be
reliably measured are accounted for using cost method.

Securities Held to Maturity ("HTM securities’)

Securities held to maturity are financial assets with fixed maturity
that the Group has the positive intent and ability to hold to matu-
rity. HTM securities are initially recognised at cost. HTM securi-
ties are subsequently reported at amortised cost using the effective
interest method, less any provision for impairment.

A financial asset is impaired if its carrying amount is greater than
its estimated recoverable amount. The amount of the impair-
ment loss for assets carried at amortised cost is calculated as the
difference between the asset’s carrying amount and the present
value of the expected future cash flows discounted at the financial
instrument’s original effective interest rate. When the impairment
of assets is identified, the Group recognises provisions through
the Income Statement.

Changes in the fair value of HTM securities are not recognised in
the financial statements, but are disclosed in Note 45.

Fair value of financial instruments

The fair values of financial assets and financial liabilities are deter-

mined as follows:

_the fair value of financial assets and financial liabilities with
standard terms and conditions and traded on active liquid
markets is determined with reference to quoted market
prices;

_the fair value of other financial assets and financial liabili-
ties (excluding derivative instruments) is determined in ac-
cordance with generally accepted pricing models based on
discounted cash flow analysis using prices from observable
current market transactions and dealer quotes for similar
instruments;

_the fair value of derivative instruments is calculated using
quoted prices. Where such prices are not available, use is
made of discounted cash flow analysis using the applicable
yield curve for the duration of the instruments for non-op-
tional derivatives, and option pricing models for optional
derivatives.

h) Financial guarantee contract liabilities

Financial guarantee contract liabilities are measured initially at

fair values and are subsequently measured at the higher of:

_the amount of the obligation under the contract, as deter-
mined in accordance with IAS 37 Provisions, Contingent Li-
abilities and Contingent Assets; and

_the amount initially recognised less, where appropriate,
cumulative amortisation recognised in accordance with the
revenue recognition policies.

i) Effective interest method

The effective interest method is a method of calculating the
amortised cost of a financial asset (financial liability) and of allo-
cating interest income (interest expense) over the relevant period.
The effective interest rate is the rate that exactly discounts the
estimated future cash receipts or payments (including all fees on
points paid or received that form an integral part of the effective
interest rate, transaction costs and other premiums or discounts)
through the expected life of the financial asset (financial liability),
or, where appropriate, a shorter period.

i) Recognition and derecognition of financial assets
and financial liabilities

Unconditional receivables are recognized as an asset when the
Group becomes party to the contract and, as a consequence,
has the legal right to receive cash. Issued debt is recognized as
liability when the entity becomes party to the contractual terms
of the debt and therefore has a legal obligation to pay cash to the
debt holder. A derivative is recognized as an asset or a liability on
the commitment date.

The Group derecognises a financial asset only when the contrac-
tual rights to the cash flows from the asset expire; or it transfers
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the financial asset and substantially all the risks and rewards of
ownership of the asset to another entity. If the Group neither trans-
fers nor retains substantially all the risks and rewards of own-
ership and continues to control the transferred asset, the Group
recognises its retained interest in the asset and an associated
liability for amounts it may have to pay. If the Group retains
substantially all the risks and rewards of ownership of
a transferred financial asset, the Group continues to recognise
the financial asset and also recognises a collateralised borrowing
for the proceeds received.

k) Sale and Repurchase Agreements

Where debt or equity securities are sold under a commitment to
repurchase them at a pre-determined price, they remain at the fair
value or amortised cost within the relevant portion on the assets
and the consideration received is recorded in ‘Amounts owed to
financial institutions’ or ‘Amounts owed to customers’. Debt or
equity securities purchased under a commitment to resell at a pre-
determined price are recorded in ‘Loans and advances to finan-
cial institutions’ or ‘Loans and advances to customers’. Interest
is accrued using the effective interest rate.

I) Intangible Assets

Intangible assets are reported at costs associated with acquir-
ing the software less accumulated amortisation and accumulated
impairment losses. Intangible assets are amortised on a straight-
line basis over estimated useful life years through ‘General
administrative expenses’. The estimated useful lives and amor-
tization method are reviewed at the end of each reporting peri-
od, with the effect of any changes in the estimate accounted for
on a prospective basis. Impairment losses are recorded in ‘Other
operating result’ in the Income statement.

Costs associated with the maintenance of existing software
are expensed through ‘General administrative expenses’ as in-
curred, whilst the costs of technical improvements are capitalised
and increase the acquisition cost of the software.
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m) Property and Equipment

Property and equipment is stated at historical cost less
accumulated depreciation using a straight-line basis
depreciation over estimated useful lives as follows:

Type of property and equipment Depreciation period

2007 a 2006
Buildings and structures 30 years
Electronic machines and equipment 4 - 6 years
Hardware 4 years
Vehicles 4 years
Fixture and fittings 6-12 years

Leasehold improvements Shorter of lease

period or life of asset

Land and assets under construction are not depreciated.

Gains and losses on the disposal of property and equipment are
determined by reference to their carrying amount and are recog-
nised in the Income Statement in the year of disposal. Low value
fixed assets and enhancements costing less than SKK 30 000 in
the case of tangible fixed assets, and SKK 50 000 in the case of
intangible assets, are charged to the Income Statement when the
expenditure is incurred.

n) Investment Property

Investment property is property, i.e. land or building, held to earn
rental revenue. Investment property is stated at historical cost
less impairment provisions and accumulated depreciation using
a straight-line basis depreciation over estimated useful lives. The
carrying amount of investment property, its depreciation, and
rental revenues are disclosed in Note 22. The useful life of build-
ings under investment property is 30 years.

o) Impairment of Property and Equipment

Where the carrying amount of an asset is greater than its estimated
recoverable amount, it is written down immediately to its recover-
able amount. The recoverable amount is determined as the higher
of estimated net realisable value or value in use. The largest com-
ponents of the Group’s assets are periodically tested for impair-
ment, and temporary impairments are provisioned through the



Income Statement ‘Other operating result’. Repairs are charged to
the Income Statement in ‘General administrative expenses’ under
‘Other administrative expenses’ in the year in which the expendi-
tures are incurred.

p) Non-current assets held for sale

Non-current assets are classified as held for sale if their carry-
ing amount will be recovered through a sale transaction rather
than through continuing use. This condition is regarded as met
only when the sale is highly probable and the asset is available
for immediate sale in its present condition. The Bank’s manage-
ment must be committed to the sale, which should be expected to
qualify for recognition as a completed sale within one year from
the date of classification.

Non-current assets classified as held for sale are measured at the
lower of the assets’ previous carrying amount and fair value less
costs to sell.

Any gain or loss from sale and impairment losses and their rever-
sals are included in ‘Other operating result’.

q) Provisions for liabilities

Provisions for liabilities are recognised when the Group has a cur-
rent legal obligation or constructive obligation as a result of past
events, and it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation, and a
reliable estimate of the amount of the obligation can be made.

The amount recognised as a provision for liability is the best estimate
of the consideration required to settle the present obligation at the
balance sheet date, taking into account the risks and uncertainties sur-
rounding the obligation. Where a provision for liability is measured
using the cash flows estimated to settle the present obligation, its car-
rying amount is the present value of those cash flows.

When some or all of the economic benefits required to settle a
provision for liability are expected to be recovered from a third
party, the receivable is recognised as an asset if it is virtually cer-
tain that a reimbursement will be received and the amount of the
receivable can be measured reliably.

r) Long-term Employee Benefit Provisions

The Group operates unfunded defined long-term benefit programs
comprising lump-sum post-employment and working anniver-
sary.

The employee benefit costs are assessed using the projected unit
credit method with actuarial valuation at the balance sheet date,
measured as the present value of the estimated future cash out-
flows discounted by the interest yield on investment grade fixed
income securities, which have terms to maturity approximating
the terms of the related liability. Actuarial gains and losses from
the jubilee benefit obligation are charged to the Income Statement
in the current year. Actuarial gains and losses from post-employ-
ment defined benefit plans are recognised directly in equity in the
period in which they occur.

See Note 28 (e) for key assumptions used in actuarial valuations.
s) Accounting for Factoring Transactions

Receivables arising from recourse factoring transactions are car-
ried at amortised cost, under ‘Loans and advances to customers’.
Receivables from non-recourse factoring transactions are car-
ried at amortised cost, under ‘Loans and advances to customers’
(funded portion) and ‘Other assets’ (unfunded portion). Liabilities
payable to client, arising from non-recourse factoring transactions
are under ‘Other liabilities’.

Interest income received from customers for factoring services is
under ‘Net interest and investment income’ calculated using the
effective interest rate.

t) Dividends to shareholder

Dividends to shareholders are deducted from equity in the period
in which they are declared by the General Assembly.

u) Taxation

Income tax on the Group’s current year results consists of both
current income tax and deferred tax.
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Income tax currently payable is based on taxable profit for the
year. Taxable profit differs from profit as reported in the Income
Statement because it excludes items of income or expense that
are taxable or deductible in other years, and it further excludes
items that are never taxable or deductible. The Group’s liability
for current tax is calculated using tax rates that have been enacted
or substantively enacted by the balance sheet date.

Deferred income tax is provided using the balance sheet
liability method on all temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes
and the amounts used for taxation purposes. Currently enacted
or substantially enacted tax rates are used to determine deferred
income tax. The measurement of deferred tax liabilities and assets
reflects the tax consequences that would follow from the manner
in which the Group expects, at the reporting date, to recover or
settle the carrying amount of its assets and liabilities.

Deferred income tax assets in respect of tax losses carried for-
ward and other temporary differences are recognised to the extent
that it is probable that the Group will be able to realise the de-
ferred tax assets in the future. The carrying amount of de-
ferred income tax assets is reviewed at each balance sheet date
and reduced to the extent that it is no longer probable that
sufficient taxable profits will be available to allow all or part
of the asset to be recovered, or realization of the tax benefit
is otherwise impaired.

Deferred income tax is charged or credited to the Income Statement,
except when such deferred income tax relates to items charged or
credited directly to equity, in which case the deferred tax is also
recorded in equity. Deferred income tax assets and liabilities are
offset when there is a legally enforceable right to set off current tax
assets against current tax liabilities, and when they relate to income
taxes levied by the same taxation authority and the Bank intends to
settle its current tax assets and liabilities on a net basis.

Dividends received by the Group are subject to income tax

only if such dividends were paid from profit generated prior
to 1 January 2004.
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v) Derivative Financial Instruments

Derivatives include foreign currency and interest rate swaps,
currency forwards, forward rate agreements, foreign currency
options (both put and call options) and other finance derivative
instruments. The Group uses various types of derivative
instruments in both its trading and hedging activities.

Financial derivative instruments entered into for trading purposes
are stated at fair value. Unrealised gains and losses are reported as
‘Financial assets at fair value through profit or loss’ and ‘Financial
liabilities at fair value through profit or loss’ on the balance sheet.
Fair values of derivatives are based on quoted market prices or
pricing models which take into account the current market and
contractual prices of the underlying instruments, as well as time
value and yield curve or volatility factors underlying the positions.

Certain derivatives embedded in other financial instruments are
treated as separate derivatives when their risks and characteristics
are not closely related to those of the host contract, and the host
contract is not carried at fair value with gains and losses reported
in the Income Statement.

Certain derivative transactions, while providing effective eco-
nomic hedges under the Group’s risk management positions,
do not qualify for hedge accounting under the specific rules in
IAS 39 and are therefore treated as derivatives held for trading
with fair value gains and losses reported in ‘Net profit on finan-
cial operations’.

Hedging derivatives are defined as derivatives that comply with
the Group’s risk management strategy. The hedging relationship
is formally documented at the inception of the hedging relation-
ship and the hedge is effective at inception and throughout the
period. Changes in the fair value or cash flows of the hedged and
hedging items are almost fully offset and the results are within the
range of 80% to 125%.

The Group designates hedging derivatives as: either, (a) hedges
of the fair value of recognised assets or liabilities or firm commit-
ments (fair value hedge); or, (b) hedges of highly probable future
cash flows attributable to a recognised asset or liability, or a fore-
casted transaction (cash flow hedge).



a) Fair value hedge

Changes in the fair value of derivatives that are designated and
qualify as fair value hedges are recorded in the income statement,
together with any changes in the fair value of the hedged asset or
liability that are attributable to the hedged risk.

Hedge accounting is discontinued when the Group revokes
the hedging relationship, the hedging instrument expires or is
sold, terminated, or exercised, or no longer qualifies for hedge
accounting. The adjustment to the carrying amount of a hedged
item arising from the hedged risk is amortised to Income
Statement over the period to maturity.

b) Cash flow hedge

The effective portion of changes in the fair value of derivatives that
are designated and qualify as cash flow hedges are recognised in
equity adjustment. The gain or loss relating to the ineffective por-
tion is recognised immediately in the Income Statement. Amounts
accumulated in equity are recorded to the Income Statement in the
periods in which the hedged item will affect the Income Statement
(for example, when the forecast sale that is hedged takes place).
When a hedging instrument expires or is sold, or when a hedge
no longer meets the criteria for hedge accounting, any cumulative
fair value adjustments reported in equity at that time remains in
equity and is recognised in the Income Statement when the fore-
cast transaction is ultimately recognised in the income statement.
When a forecast transaction is no longer expected to occur, the cu-
mulative fair value adjustments reported in equity is immediately
recorded to the Income Statement.

See also Note 42.

w) Accrued Interest

Interest receivable accrued on outstanding loan balances is includ-
ed in ‘Loans and advances to financial institutions’ and ‘Loans
and advances to customers’. Interest payable accrued on deposit
products is included in ‘Amounts owed to financial institutions’
and ‘Amounts owed to customers’. Interest receivable accrued on
outstanding securities balances is included in respective securi-
ties’ positions.

x) Foreign Currency Transactions

Transactions denominated in foreign currencies are recorded in lo-
cal currency at official exchange rates as announced by the NBS on
the date of transaction. Financial assets and liabilities denominated
in foreign currencies are translated into local currency at the pre-
vailing NBS exchange rate on the balance sheet date. Realised and
unrealised gains and losses on foreign exchange are recognised in
the Income Statement in ‘Net profit on financial operations’.

y) Interest Income and Interest Expense

Interest income and expense are recognised in the Income State-
ment when earned or incurred, on an accrual basis using the ef-
fective interest rates.

Interest expense representing funding costs of trading securities
and derivatives is included in ‘Net profit on financial operations’.

z) Fees and Commissions

Fees and commissions are recognised in the Income Statement
on an accrual basis. Loan origination fees in excess of direct loan
origination costs are deferred and recognised using the effective
interest rate as ‘Interest income’ in the Income Statement over the
duration of the related loans.

aa) Leases

Group Company as the Lessee

Finance leases of property and equipment under which the
Group assumes substantially all the risks and rewards incidental
to ownership are recognised in the balance sheet by recor-
ding an asset and liability equal to the present value of all future
lease payments. Leasehold improvements on leased assets are
depreciated in accordance with the estimated useful life of the
asset, or the lease term if shorter. Lease liabilities are reduced by
repayments of principal, whilst the finance charge component of
the lease payment is charged directly to the Income Statement.

Rentals payable under operating leases are charged to the Income

Statement on a straight-line basis over the term of the relevant
lease.
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Group Company as the Lessor

Amounts due from lessees under finance leases are recorded as
‘Loans and advances to customers’ at the amount of the Group’s
net investment in the leases. Finance lease income is allocated
to accounting periods so as to reflect a constant periodic rate of
return on the Group’s net investment outstanding in respect of the
leases.

Rental income from operating leases is recognised on a straight-
line basis over the term of the relevant lease. Initial direct costs
incurred in negotiating and arranging an operating lease are added
to the carrying amount of the leased asset and recognised on a
straight-line basis over the lease term.

bb) Earnings per Share

Earnings per share has been calculated by dividing the net
profit or loss applicable to ordinary shares by the weighted aver-
age number of ordinary shares outstanding during the year, and
has been separately calculated for shares with nominal value
of SKK 1 000 and SKK 100 million based on their share on rights
to receive dividends.

cc) Assets under Administration

Assets under administration are not recognised as assets
or liabilities on the balance sheet, but are accounted for as off-bal-
ance sheet items since the Group does not bear risks and rewards
of ownership associated with such items. See also Note 47.

dd) Regulatory Requirements

The Bank is subject to the regulatory requirements of the cen-
tral bank. These regulations include those pertaining to minimum
capital adequacy requirements, classification of loans
and off-balance sheet commitments, asset concentration, credit
risk connected to clients of the Bank, liquidity, interest rate, and
foreign currency position.

56



4. SIGNIFICANT ACCOUNTING JUDGMENTS

The presentation of financial statements in conformity with IFRS
requires the management of the Bank to make judgements about es-
timates and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and liabilities
as at the date of the financial statements and their reported amounts
of revenues and expenses during the reporting period. Actual results
could differ from those estimates and future changes in the economic
conditions, business strategies, regulatory requirements, accounting
rules and/or other factors could result in a change in estimates that
could have a material impact on the reported financial position and
results of operations.

Significant areas of judgement include the following:

_Income tax rules and regulations have undergone signifi-
cant changes in recent years and there is little historical
precedent or interpretative rulings on a number of complex
issues affecting the banking industry. Also, tax authorities
have broad powers in interpreting the application of the
tax laws and regulations in the course of its examination
of taxpayers. Accordingly there is a high level of inherent
uncertainty about the ultimate outcome of examinations by
the tax authorities.

_Provisioning for incurred credit losses and identified contin-
gencies and other impairment involve many uncertainties
about the outcome of those risks and require the manage-
ment of the Bank to make many subjective judgments in esti-
mating the loss amounts.

_As of 31 December 2007 the Bank accounts for credit in-
vestments in total carrying amount of SKK 6 117 million.
A total of SKK 4 755 million is under Financial assets at fair
value through profit and loss (including SKK 4 003 million
of structured credit assets), and SKK 1 362 million under
Securities available for sale. As of the date of the financial
statements, the market was affected by decreased liquidity
resulting from increased risk aversion and the widening of
credit spreads in the financial market resulting in volatility
in market pricing of securities in recent months. The Bank
believes that the recorded amounts of credit investments
used as of 31 December 2007 represent prudent and best
possible estimate of fair value of these financial instruments.
See note 17 and 18.

_The amounts recognized as provisions for liabilities are
based on the management’s judgments and represent the
best estimate of expenditures required to settle a liability
of uncertain timing or amount resulting from an obligation.
See Note 28 for more detailed disclosures of provisions for
liabilities.
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5. COMPANIES INCLUDED IN CONSOLIDATION

The consolidated financial statements include the following subsidiaries and associates:

Name of the company

Subsidiaries - fully consolidated
Asset Management Slovenskej sporitelne,

sprav. spol., a. s.
Realitnd spolo&nost Slovenskej sporitelne, a. s.
Leasing Slovenskej sporitelne, a. s.

Factoring Slovenskej sporitelne, a. s.

Derop, B.V

Laned, a.s. (100% dcérska spolo¢nost Derop, B.V.)

Associates - consolidated at equity

3on private equity, a. s.

Prvd stavebnd sporitelfq, a. s.

Poisfoviia Slovenskej sporitelne, a. s.

Slovak Banking Credit Bureay, s. r. o.

Erste Corporate Finance, a. s.

s IT Solutions SK, spol. s r. o.

Czech and Slovak Property Fund, B.V.
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Registered office

Z&hradnicka 95
812 02 Bratislava
Slovak Republic
Nedbalova 17
811 01 Bratislava
Slovak Republic
Priemyselnd 1/a
821 09 Bratislava
Slovak Republic
Priemyselné 1/a
821 09 Bratislava
Slovak Republic
Naritaweg 165
1043 BW Amsterdam
The Netherlands

Suché myto 4
816 07 Bratislava
Slovak Republic

Stefanovi¢ova 12
811 04 Bratislava
Slovak Republic
Bajkalska 30

829 48 Bratislava
Slovak Republic
Priemyselnd 1/a
821 09 Bratislava
Slovak Republic
Na vigku 10

811 01 Bratislava
Slovak Republic
Na Perstyné 1

111 01 Praha
Czech Republic
Prievozska 14
821 09 Bratislava
Slovak Republic
Fred. Roeskestraat 123
Amsterdam

The Netherlands

Principal activity

Asset
management

Real
estate agency
Financial and

operational
leasing

Factoring
Incorporation,
nanagement and
financing of
companies

Real estate
agency

Investment
advisory

Banking

Insurance

Retail credit
register
Financial
and legal
advisory

Software
company

Real estate

fund

Group interest

2007

100.00%

100.00%

96.66%

90.00%

85,00 %

85,00 %

35,29 %

9,98 %

33,33 %

33,33 %

25,00 %

23,50 %

10,00 %

Group voting
rights

2006

100.00%

100.00%

96.66%

90.00%

85,00 %

85,00 %

35,29 %

35,00 %

33,33 %

33,33 %

25,00 %

23,50 %

10,00 %



In May 2006, the Bank’s subsidiary, Factoring Slovenskej
sporitel'ne, a. s. acquired a 49.00% share of the ownership and
voting rights of ERSTE Factoring Croatia d.o.o. — a factor-
ing company based in Croatia. In December 2006, Factoring
Slovenskej sporitel'ne, a. s. sold a 46.50% share of the own-
ership and voting rights of ERSTE Factoring Croatia d.o.o.
The remaining 2.50% share of the company was reclassified
to ‘Securities available for sale’.

In June 2006, the Bank acquired a 35.29% share of the ownership
and voting rights of 3on private equity, a.s. 3on private equity
provides advisory services in the field of equity investments.

In October 2006, the Bank acquired a 6.67% share of the owner-
ship and voting rights of the Czech and Slovak Property Fund,
B.V. The Czech and Slovak Property Fund is a fund that invests
in real estate. However, the Bank’s share of the company and
voting rights represents only 6.67%. Based on the share of its
profits of 33.33%, the Czech and Slovak Property Fund was
classified as an associate.

In December 2006, the Bank acquired a new issue of shares in
the Czech and Slovak Property Fund, B.V. and so increased its
share from 6.67% to 10.00%. The profit sharing ratio was not
effected by this transaction.

In December 2006, the Bank established a 100% subsidiary, Re-
alitné spolo¢nost’ Slovenskej sporitel'ne, a. s. The company is an
estate agency.

In December 2006, SporDat, spol. s r.0. changed its name to ‘s
IT Solutions SK, s.r.0.”

In December 2006, the share capital of Derop, B.V. was in-
creased by both the Bank and Immorent International Holding
GmbH. As a result, the share of the Group of the net assets of
Derop, B.V. decreased from 100.00% to 85.00%. Consequently,
the group share of the net assets of LANED, a. s — subsidiary of
Derop, B.V. decreased from 100.00% to 85.00%.

The financial statements of Derop, B.V. as at 31 December 2006
are based on an accounting period longer than one year. These
financial statements were adjusted to correspond with the ac-
counting period of the financial statements of the Group.

In January 2007 the Bank increased the registered capital of Re-
alitné spolo¢nost’ Slovenskej sporitelne, a. s.

During 2007 the share premium (agio) of the Czech and Slovak
Property Fund, B.V. increased. Neither the share of the owner-
ship and voting rights nor the share of profit was affected by this
transaction.

In February 2007, shareholders of Poistovia Slovenskej

sporitel’ne, a. s. increased the company’s share capital. The share
of the Bank was not affected.
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6. NET INTEREST AND INVESTMENT INCOME

SKK million

Interest income from:
Loans and advances to financial institutions
Loans and advances to customers
Financial assets at fair value through profit and loss
Securities available for sale
Held to maturity securities
Other interest income and similar income
Total interest and similar income
Interest expense for:
Amounts owed to financial institutions
Amounts owed to customers
Debts evidenced by certificates
Subordinated capital
Total interest and similar expenses
Net interest income
Income from investments in associates
Net interest and investment income

In 2007, interest income includes a total of SKK 154 million
(2006: SKK 159 million) relating to impaired financial assets.

Income from investments in associates

Company

Prvd stavebnd sporitelfiq, a. s. (PSS)
Poisfoviia Slovenskej sporitelne, a. s.
Erste Corporate Finance, a. s.

IT Solutions SK, spol. s r. o.

Other

Total
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2007

2 074
10 800
310
1186
2247
109
16 726

(1672)
(3 809)
(560)
(145)
(6 186)
10 540
146

10 686

2007
MSKK

84
32
(1)
10
21

146

2006

3178
7 939
175
1322
1771
44

14 429

(2 194)
(3082)
(444)

(5 720)
8709
157

8 866

2006
MSKK

130
13

(1)
157



7. NET FEE AND COMMISSION INCOME

SKK million

Fee and commission income from:
Payment transfers
Lending business
Securities
Other fees
Total fee and commission income
Fee and commission expense for:
Payment transfers
Lending business
Securities
Other fees
Total fee and commission expense
Net fee and commission income

Security fees relate to fees earned or paid by the Bank on trust

and fiduciary activities.

8. PROVISIONS FOR LOSSES ON LOANS, ADVANCES

AND OFF BALANCE SHEET

SKK million

Provisioning charges for:
Specific risk provisions
Portfolio risk provisions

Total provisioning charges

Release of provisions
Specific risk provisions
Portfolio risk provisions

Total release of provisions

Net provisions for losses on loans and advances (Note 16)

Recoveries of loans written off/other

Net (creation)/released of provisions for off-balance risks

Net provisions

2007

2 281
663
461
187

3 592

(259)
(41)
(49)

(4)

(353)

3239

2007

(842)
(1 100)
(1942)

371
263
634

(1308)
(93)
(20)

(1421)

2006

2107
562
526

154

3 349

(197)
(21)
(38)
(18)

(274)

3075

2006

(1525)
(1198)
(2 723)

1658
283
1941
(782)
(2)
172
(612)
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9. NET PROFIT ON FINANCIAL OPERATIONS

SKK million 2007 2006
Foreign exchange gains and currency derivatives 673 748
Interest derivatives 46 59
Trading securities gains/(losses) 42 (35)
Other (losses)/gains (53) 5
Total 708 777

10. GENERAL ADMINISTRATIVE EXPENSES

SKK million 2007 2006
Personnel expenses

Wages and salaries 2 399 2372
Social security expenses 702 638
Long term employee benefits (32) 21
Other personnel expenses 46 12
Total personnel expenses 3115 3143
Other administrative expenses

Data processing expenses 1429 939
Building maintenance and rent 558 540
Costs of bank operations 575 503
Advertising and marketing 335 337
Legal fees and consultation 147 17
Other administrative expenses 243 213
Total other administrative expenses 3287 2 649
Depreciation

Amortisation of intangible assets 573 363
Depreciation 653 735
Total depreciation, amortisation 1226 1098
Total 7 628 6 890

The average number of employees in the Group was 4 812
and 4 870, thereof members of the Board of Directors 6 and 5,
in 2007 and 2006 respectively.
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11. OTHER OPERATING RESULT

SKK million

Revaluation of securities at fair value, net
Profit on sale of securities availablefor-sale
Other operating income

Total other operating income
Contribution to deposit protection fund
Other operating expense

Total other operating expense

Total other operating result

Major components of ‘Other operating result’ in 2007 include
selling gains from property and movables amounting to
SKK 94 million, net reversal of impairment for buildings amount-
ing to SKK 40 million, net release of provision for legal cases in the
amount of SKK 213 million and allocation of provisions relating to
other contractual commitments where the Bank expects settlement to
be probable in the amount of SKK 72 million (see note 28f).

12. INCOME TAX EXPENSE

SKK million

Current tax expense
Deferred tax expense/(income) (Note 24)
Total

2007 2006
(472) 112
21 29
524 180
72 321
(299) (267)
(716) (327)
(1015) (594)
(942) (273)

‘Other operating expense’ includes the impairment of software
which was recognized in 2007 in the amount of SKK 368 million
(see Note 21).

The Bank is legally obliged to make a contribution to the deposit
protection fund of Slovakia calculated based on its customer deposit
liabilities.

2007 2006
891 558
(416) 520
475 1078
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The actual tax on the Bank’s profit before tax differs from the theoretical amount that would arise using the basic tax

rate of the Slovak Republic as follows:

Profit before tax
Theoretical tax at income tax rate of 19%

Tax effect of expenses that are not deductible
in determining taxable profit:
- Allocation of provisions and reserves
- Other
Total tax effect of expenses that are not deductible
in determining taxable profit

Tax effect of revenues that are deductible
in determining taxable profit:

- Release of provisions and reserves

- Income from dividends

- Other
Tax effect of revenues that are deductible
in determining taxable profit

Additional tax (income)/expense
on interest income from securities
Tax expense and effective tax rate for the year

As further described in Note 24, the income tax position of the
Bank was significantly affected by changes in Income Tax legisla-
tion introduced in 2006. In response to those changes, the Bank in
2006 recognized deferred income tax liability of SKK 445 million
relating to taxation of certain interest income from securities.
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2007 2006
(SKK million) % (SKK million) %

4 642 4943
882 19,0 939 19,0
275 59 161 3,3
80 1,7 75 1,5
355 7,6 236 4,8
(98) (2,1) (410) (8,3)
(31) (0,7) (30) (0,6)
(188) (4,0) (102) (1,6)
(317) (6,8) (542) (10,5)
(445) (9.6) 445 9,0
475 10,2 1078 22,3

Subsequent to 31 December 2006, new legislation has been ap-
proved by the Slovak parliament to revoke the additional income
tax described above. As a result, as of the date of these financial
statements the full amount of deferred income tax liability of SKK
445 million was released and recorded as a reduction of income tax
expense in 2007.



13. CASH AND BALANCES AT THE CENTRAL BANK

SKK million

Cash balances

Nostro accounts with central banks
Minimum reserve deposit with NBS
Total

The minimum reserve deposit represents a mandatory deposit (bear-
ing 1.5% interest) calculated in accordance with regulations issued
by the central bank (2% of certain Bank’s liabilities) with restricted
withdrawal. Nostro balances represent balances with the central bank
related to settlement activities and is available for withdrawal.

14. LOANS AND ADVANCES TO FINANCIAL
INSTITUTIONS

SKK million

Loans and advances on demand (nostro accounts)
Repo trades with central bank treasury bills
Placements with central bank

Placements with financial institutions

Total

Repurchase agreements with the central bank are collateralised by
the bills issued by the National Bank of Slovakia in an amount equal
to the loan.

The recorded amounts represent the maximum exposure to credit
risk.

2007

5149

864

6 489

12 502

2006

4 425

853

7 768

13 046

During the one month period that included the year end date, the

Bank maintained, as required, an average reserve balance at the NBS
of approximately SKK 4.3 billion (in 2006 SKK 4.2 billion).

2007

171
20 846
1100
11 994
34111

2006

784
57 814

10 512
69 110
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15. LOANS AND ADVANCES TO CUSTOMERS

SKK million

Corporate clients
Syndicated loans
Overdrafts
Direct provided loans
Finance leasing
Factoring

Retail clients
Mortgage loans
Consumer loans
Social loans
Overdrafts
Finance leasing

Public sector

Total

As at 31 December 2007, the 15 largest customers accounted
for 13.7% of the gross loan portfolio in the amount of
SKK 21 527 million (2006: 15.0%, SKK 19 872 million).
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2007

84 370
9854
15834
49 566
5717
3 399
71081
42 278
22 245
1056
5327
175
1325
156776

2006

70 591
7 880
14 156
40 597
4159
3799
57 652
30302
20877
1398
4960
115
1277
129 520



Risk categorisation of loans and advances to customers

The tables below details the breakdown of loans and advances
to customers by the type of the exposure and level of credit risk
identified within the portfolio of loans and advances of the Group
as at 31 December 2007.

As at 31 December 2007

SKK million Exposure
Portfolio provisions 99 820
Private persons 74 781

thereof defaults 4594
Legal persons 25039

thereof defaults 343
Individual credit risks 56 956
Not impaired exposures 54 085
Impaired exposures 2 871
Subtotal for balance sheet credit risks 156 776
Off-balance sheet Retail Asset Class 15942
Offbalance sheet Corporate Asset Class 27 422
Subtotal for off-balance sheet credit risks 43 364
Total 200 140

As at 31 December 2006

SKK million Exposure
Portfolio provisions 61234
Private persons 59 359

thereof defaults 2914
Legal persons 1875

thereof defaults 234
Individual credit risks 68 286
Not impaired exposures 66 472
Impaired exposures 1814
Subtotal for balance sheet credit risks 129 520
Off-balance sheet Retail Asset Class 5843
Offbalance sheet Corporate Asset Class 28 521
Subtotal for off-balance sheet credit risks 34 364
Total 163 884

Provisions

3 905
3 511
3124
394
246
1505

1505
5410
97

3

100
5510

Provisions

3126
2917
1898
209
167
1149

1149
4275
78

2

80
4355

Provisions

coverage

3.9%
4.7%
68.0%
1.6%
71.7%
2.6%

52.4%
3.5%
0.6%

0.2%
2.8%

Provisions
coverage
5.1%
4.9%
65.1%
11.1%
71.4%
1.7%

63.3%
3.3%
1.3%

0.2%
2.7%

Estimated
value of

collateral

52 625
42 855
958
9770
39

15 093
14 665
428
67718

Estimated
value of
collateral
31724
31043
588
681

40

16 558
16 005
553

48 282

Provisions and
collateral

coverage

56.6%
62.0%
88.9%
40.6%
83.1%
29.1%
271%
67.3%
46.6%

Provisions and
collateral
coverage

56.9%
57.2%
85.3%
47.5%
88.5%

25.9%
24.1%
93.8%

40.6%
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In 2006 and 2007, the development of risk provisions
corresponded with the increasing volume, character, and structure
of sold products. Risk parameters used in the underlying mod-
el were adjusted to reflect the current risk profile of the Bank’s
loan portfolio. The adjustment of parameters was based on the
enhancement of the credit risk data-pool indicating reduced risk
of loss for performing loans and a higher risk of loss for defaulted
loans. The improved quality and availability of data enabled a re-
duction in the level of uncertainty in parameters used for loan loss
provisions recognition.

In 2007, resulting from enhanced knowledge and historical
experience, the Bank created portfolio impairment provisions of
SKK 124 million for SME loans and advances. These exposures
are seen as a homogenous group of credit exposures with similar
risk characteristics and specific risk profile.

In 2007, the Bank increased provisions for impaired factoring
receivables by SKK 280 million to cover incurred losses in this
portfolio of receivables.

Provisions for off-balance sheet exposures reflect the Bank’s esti-
mate concerning losses from credit-related commitments such as
guarantees, letters of credit, and unused credit limits outstanding
as at 31 December 2007 and 31 December 2006.

Social loans

In 2003, the Bank performed an analysis of circumstances related
to loans provided in the past as part of the social system pro-
gram supported by the government (‘social loans’). Based on this
analysis the statutory body of the Bank approved a plan to restruc-
ture the social loans portfolio.

During 2004-2006 the Bank realized several phases of social
loans portfolio restructuring. As at 31 December 2006 the remain-
ing social loans to be resolved amounted to SKK 517 million and
the related provisions were in the amount of SKK 245 million.

In 2007, the Bank continued restructuring program. As at 31 De-
cember 2007, the remaining social loans to be resolved amounted
to SKK 235 million. The provisions for social loans amounted to
SKK 106 million and are considered to be an adequate estimate
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of incurred losses to be covered in the future as a result of the
ongoing restructuring process.

Mandate loans

During 2007, the Bank continued its cooperation with two
external non-related parties following contracts from prior periods
and entered into contracts with two additional partners. Under
these contracts management and administration of certain non-
performing receivables (‘mandate loans’) is outsourced. The Bank
maintains the risks and rewards associated with the underlying
credit exposures and shares part of cash recoveries with the external
service providers. The Bank’s management has analysed potential
recoveries relating to the outsourced receivables and recorded
provisions reflecting estimated losses - the expected future net cash
recoveries. Total outsourced grossloans, including suspended interest
amounted to SKK 2 713 million as at 31 December 2007 (2006:
SKK 1 513 million).

Sale of receivables

During 2006, the Bank sold and consequently derecognised
receivables in the gross amount of SKK 329 million.
The consideration received amounted to SKK 221 million. The loss
was fully compensated by the use of risk provisions.

In 2007, the Bank assigned loans that resulted in derecognition
of receivables in the gross amount of SKK 301 million. The con-
sideration received amounted to SKK 173 million. The loss on
sale was partly compensated by the use of provisions totalling
SKK 128 million.

Sources of estimation uncertainty

Portfolio impairment is calculated on the basis of parameters which
estimate the probability of loan default, balance of receivable at the
time of default and the loss to the Bank resulting from defaulted
loan. In estimating portfolio impairment the Bank considers the
time between the loss event and the actual identification of such
impaired loans.

Although many of these estimates are based on actual historical ex-
perience, for a significant number of variables the Bank continues



to rely on prudent assumptions supported by experience from the
Slovak banking sector.

Individual impairment is dependant upon the Bank’s estimate of
future cash-flows that will be collected from impaired loans and
their timing. These estimates are subject to multiple uncertainties,
risks as well as judgment.

The Bank believes that the amounts of provisions for impaired loans
represent the most reasonable projections on the future develop-
ment of relevant exposures available under current circumstances.
The management considers the recognised amount of provisions
to be adequate to absorb incurred losses from impaired credit ex-
posures.

SKK million

Gross investment in finance leases
Thereof:

- Less than 1 year

- From 1 year to 5 years

- Over 5 years
Unearned income
Subtotal

Provision
Gross investment in finance leases
Thereof:

- Less than 1 year

- From 1 year to 5 years

- Over 5 years

The Bank continues to collect data, such as migration matrices, to
create a history data-pool that should enable quantification of the
estimated loan impairment with a reduced level of uncertainty. All
estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to estimates of loan impairment are recognised in
the period in which the estimate is revised if the revision affects
only that period, or in the period of the revision and future periods
if the revision affects both current and future periods.

Finance leases
Loans and advances to customers also include net investments in

finance leases. The principal assets held under lease arrangements
include cars and other technical equipment.

2007 2006
6017 4946
2 099 1 600
3565 3013
353 333
837 (672)
6854 4274
(90) (45)
6764 4229
2352 1310
3958 2 696
454 223
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16. PROVISIONS FOR LOSSES ON LOANS
AND ADVANCES

SKK million

As at 1 January

Net allocation/(release) of provisions (excluding effect of unwind)

Use of provisions due to sale and write-off of receivables and other adjustments
Effect of unwind

As at 31 December

Use of provisions results mainly from the assigned receivables, see
Note 15.

Unwinding represents a change in the impairment provisions
amount, resulting from the unwinding of the cash flow discounting
due to passage of time.

17. FINANCIAL ASSETS AT FAIR VALUE THROUGH
PROFIT OR LOSS

SKK million

Trading securities
Debt securities and other fixed income securities - listed
Equity securities - shares - listed
Financial derivatives with positive fair value (Note 35)
Interest Rate Agreements
Exchange Rate Agreements

Other
Assets at fair value
Credit investments

Debt securities and participation cerfificates

Total

The amounts represent the maximum exposure to credit risk.
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2007

4275
1 462
(173)
(154)
5 410

2007

10 073

2202
838
1109
255
12 279

4755
1130
5885
18 164

2006

3624
941
(131)
(159)
4275

2006

451

3447
810
2 628

3 900

4907

503
5410
9310



The trading portfolio of debt securities and other fixed income securities at fair value through profit and loss by issuer

comprise:
SKK million

State institutions in the Slovak Republic
Foreign state institutions

Financial institutions in the Slovak Republic
Foreign financial institutions

Other entities in the Slovak Republic

Total

Credit Investments

The ‘Fair Value Through Profit and Loss’ portfolio includes credit
investments in the amount of SKK 4 755 million as at 31 Decem-
ber 2007 (2006: SKK 4 907 million). These include collateralised
debt obligations, residential mortgage backed securities, credit
linked notes, and managed funds.

Collateralised debt obligations (‘CDOs’) are securitised inter-
ests in pools of assets (‘collateral’), usually loans or debt instru-
ments. Investors bear the credit risk of the collateral. From the
total portfolio of CDOs (2007: SKK 4 003 million, 2006:
SKK 3 286 million), senior tranches and mezzanine tranches rep-
resent 52% and 48%, respectively (2006: 32% and 68%).

Managed funds are investments to the funds managed by the fund
manager who invests an administrated amount into different asset
classes (fixed income assets, asset backed securities, funds, etc.)
in accordance with prearranged regulations. In its portfolio the
Bank has managed funds invested through the purchase of bonds
and managed funds invested through the purchase of shares.

2007 2006
32 94

- 105

9 966 166
41 86

34 -

10 073 451

Credit linked notes (CLNs) are securities issued by a special pur-
pose company or trust, designed to offer investors par value at
maturity unless a referenced credit defaults. In the case of default,
investors receive a recovery rate.

Residential mortgage backed securities (‘RMBS’) represent secu-
ritised interests in pools of (typically residential) mortgages.

As of 31 December 2007, fair values of credit investments held
by the Bank were determined with reference to third party quota-
tions. Where available, these quotations were tested by reference
to the quoted market prices.

As of the date of the financial statements, the market was affected
by decreased liquidity resulting from increased risk aversion and
the widening of credit spreads in the financial capital market re-
sulting in increased volatility in market prices.
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The Bank believes that the prices of asset backed securities used
as of 31 December 2007 represent prudent and the best pos-
sible estimate of the fair value of these financial instruments.
As of 31 December 2007 the Bank has no intention to dispose of
these assets.

Carrzing amount

Actual rating

Type of instrument range
CDOs AAA-BB
Managed Funds A-B
CLNs AA
RMBS AA
Total

18. SECURITIES AVAILABLE FOR SALE

SKK million

Debt securities and other fixed income securities - listed
Managed Funds

Equity securities - shares
listed
unlisted

Gross amount

Provision for impairment

Net amount

The maximum exposure to credit risk represents carrying amounts
after impairment.

Debt securities and other fixed income securities at fair value by type of issuer comprise:

SKK million

State institutions in the Slovak Republic
Financial institutions in the Slovak Republic
Foreign state institutions

Foreign financial institutions

Other entities in the Slovak Republic
Other foreign entities

Total
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2007
MSKK

4003
208
412

42

4755

2006
MSKK

3286
1093
457
71
4907

National amount
2007

MSKK

4199
316
450
42
5007

2007

21 423
1362
315

91

224

23 100
(137)
22 963

2007

13 350
3359
436
4880
500
260
22785

2006
MSKK

3225
1079
449
71
4824

2006
26 300

266

48

218

26 566
(137)
26 429

2006

20 358
2518
684
1070
405
1265
26 300



The Bank has in its portfolio as at 31 December 2007 fixed rate
EUR denominated bonds with face value of EUR 50 million
(2006: EUR 50 million). As the purchase of the bonds would
increase the exposure to interest rate risk in the period from five
to ten years, the Bank entered into an interest rate swap in order
to hedge the changes of fair value caused by changes of risk-free
interest rates, paying fixed and receiving floating rates. Notional
and fair value of the aforementioned hedging derivative is re-
ported in note 44.

During the period, the hedge was effective in hedging the
fair value exposure to interest rate movements. For the year

19. SECURITIES HELD TO MATURITY

SKK million

Debt securities and other fixed income securities
listed
unlisted

Total

The amounts represent the maximum exposure to credit risk.

ended 31 December 2007, the Bank recognised a net gain of
SKK 95 million (2006: loss of SKK (23) million), representing
the gain on the hedging instruments. The total loss on hedged
item attributable to the hedged risk amounted to a loss of SKK
(81) million (2006: gain of SKK 27 million).

As at 31 December 2007 in its available for sale portfolio
the Bank has mortgage bonds in the amount of SKK 1 016
million (2006: SKK 997 million) which were collateralised
by state bonds in the amount of SKK 1 081 million (2006:
SKK 1 081 million). Additionally, corporate bonds in the amount
of SKK 79 million (2006: SKK 97 million) were guaranteed by
the state in the same volume (2006: SKK 79 million).

Debt securities and other fixed income securities at carrying value by type of issuer, comprise:

SKK million

State institutions in the Slovak Republic
Financial institutions in the Slovak Republic
Foreign financial institutions

Other entities in the Slovak Republic
Other foreign entities

Total

As at 31 December 2007, the securities included in the held to
maturity portfolio placed as collateral for repo trades include
state bonds amounting to SKK 13 384 million notional value
(2006: SKK 32 331 million).

As at 31 December 2007, in its held to maturity portfolio the

2007 2006
52584 44 699
52584 44 699

2007 2006
46 456 40172

2971 3235
1522 379
712 913

923 -

52584 44 699

Bank has mortgage bonds in the amount of SKK 1 019 mil-
lion (2006: SKK 1 019 million) which were collateralised by
state bonds in the amount of SKK 1 155 million (2006: SKK
1 208 million). Additionally, corporate bonds in the amount of
SKK 705 million (2006: SKK 712 million) are guaranteed by
state in the same volume.
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20. INVESTMENTS IN ASSOCIATES

SKK million

Investment in associates
Total

During 2007, the Group received dividends from participations in
the amount of SKK 103 million (2006: SKK 107 million).

Investment in associates

Name of the company

3on private equity, a.s.

Prva stavebnd sporitelfia, a.s.

Poisfoviia Slovenskej sporitelne, a.s.

Slovak Banking Credit Bureau, s.r.o.

Erste Corporate Finance, a.s.

s IT Solutions SK, spol. s r.o.

Czech and Slovak Property Fund, B.V.
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Registered office

Stefanovicova 12
811 04 Bratislava
Slovak Republic
Bajkalska 30
829 48 Bratislava
Slovak Republic
Priemyseln& 1/a
821 09 Bratislava
Slovak Republic
Na vigku 10

811 01 Bratislava
Slovak Republic
Na Perstyné 1

111 01 Praha
Czech Republic
Prievozska 14
821 09 Bratislava
Slovak Republic
Fred. Roeskestraat 123
Amsterdam

The Netherlands

Principal activity

Investment
advisory

Banking

Insurance

Retail
credit register

Financial and
legal advisory

Software
company

Real estate fund

2007

1591
1591

Bank
interest

2007

35.29%

9.98%

33.33%

33.33%

25.00%

23.50%

10.00%

2006

1254
1254

Bank
voting
rights

2006

35.29%

35.00%

33.33%

33.33%

25.00%

23.50%

10.00%



2007 Interest Voting
held power held
SKK million (%) (%)
3on private equity, a. s. 35.29 35.29
Prvé stavebna sporitelfia, a. s. 9.98 35.00
Poistoviia Slovenskej sporitelne, a. s. 33.33 33.33
Slovak Banking Credit Bureau, s.r.o. 33.33 33.33
Erste Corporate Finance, a. s. 25.00 25.00
s IT Solutions SK, spol. s r.o. 23.50 23.50
Czech and Slovak Property Fund, B.V. 10.00 10.00
Total
2006 Interest Voting
held power held
SKK million (%) (%)
3on private equity, a. s. 35.29 35.29
Prvé stavebna sporitelfia, a. s. 9.98 35.00
Poistoviia Slovenskej sporitelne, a. s. 33.33 33.33
Slovak Banking Credit Bureau, s.r.o. 33.33 33.33
Erste Corporate Finance, a. s. 25.00 25.00
s IT Solutions SK, spol. s r.o. 23.50 23.50
Czech and Slovak Property Fund, B.V. 10.00 10.00

Total

In June 2006, the Bank acquired a 35.29% share of the ownership and
voting rights of 3on private equity, a.s. 3on private equity provides
advisory services in the field of equity investments.

In October 2006, the Bank acquired a 6.67% share of the owner-
ship and voting rights of the Czech and Slovak Property Fund, B.V.
The Czech and Slovak Property Fund is a fund that invests in real
estates. However the Bank’s share in the company and voting rights
represents only 6.67%. Based on a share of its profits of 33.33%, the
Czech and Slovak Property Fund was classified as an associate.

In December 2006, the Bank acquired a new issue of shares of the
Czech and Slovak Property Fund, B.V. thereby increasing its share
from 6.67% to 10.00%. The profit sharing ratio was not affected by
this transaction.

In December 2006 SporDat, spol. s r.o. changed its name into ‘s IT
Solutions SK, s r.0.”

Net

book Total Total Total Total
value assets equity income expense
7 18 15 22 24
785 54 528 7 868 3 841 3 004
140 4565 419 1016 919
13 - 37 35
15 92 62 99 100
88 522 41 820 794
556 10 133 1666 713 756
1591
Net
book Total Total Total Total
value assets equity income expense
5 19 13 6 10
796 50277 7 980 4354 3128
88 3798 276 2126 2 045
9 - 25 26
17 92 67 111 89
88 361 56 826 782
260 4313 816 808 784
1254

During 2007 the share premium (agio) of the Czech and Slovak
Property Fund, B.V. has increased. Neither the share of the owner-
ship and voting rights nor the share of profit were affected by this
transaction.

In February 2007 shareholders of Poistoviia Slovenskej spori-
tel'ne, a. s. increased the company’s share capital. The shares of the
Bank were not affected.

The Bank held a 9.98% shareholding in PSS at 31 December 2007
and 31 December 2006. The Bank, based on the contract with Erste
Bank, represents shareholder interests of the parent company in PSS
(25.02%). In 2004, following NBS approval the Bank’s representative
replaced a representative of Erste Bank on the Supervisory board of
PSS. As a result of the abovementioned, the Bank established signifi-
cant influence over PSS from 2004. The investment in PSS is therefore
presented as associate, with the dividend from this investment reported
under ‘Income from investment in associates’ in 2007 and 2006.
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21. INTANGIBLE ASSETS

Other intangible Assets not yet

Software assets put in servie Total
SKK million
Cost
1 January 2007 3 647 244 820 4711
Additions 4 1264 1268
Disposals (356) (10) (3) (369)
Transfers 1075 2 (1077) -
31 December 2007 4370 236 1004 5610
Accumulated amortisation
1 January 2007 (2 46¢6) (210) - (2 676)
Amortisation (548) (25) - (573)
Disposals 356 10 - 366
Provisions for impairment (368) - - (368)
Transfers (5) 5 - -
31 December 2007 (3 031) (220) - (3 251)
Net book value
31 December 2006 1181 34 820 2035
31 December 2007 1339 16 1004 2 359
Assets not yet put in service include the cost of a bank system In 2007, the Bank identified impairment of software considering
development project in the amount of SKK 730 million as at its value in use. The full impairment amount of SKK 368 million
31 December 2007 (2006: SKK 153 million). The total cost was recognised as ‘Other operating expense’.

of the system is estimated at SKK 2 269 million and its putting
into use is expected in 2009.

The original cost of fully amortised intangible assets that are

still in use by the Bank amounts to SKK 2.0 billion (2006: SKK
2.0 billion).
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22. PROPERTY, EQUIPMENT AND INVESTMENT PROPERTY

Land and  quipment fixtures

buildings and fittings
SKK million
Cost
1 January 2007 4517 6 022
Additions 1121 4
Disposals (1771) (364)
Transfers 246 179
Reclassification to/from
non-current assets held for sale 775 -
31 December 2007 6 488 5 841
Accumulated depreciation
1 January 2007 (1 084) (4 818)
Depreciation (179) (393)
Disposals 56 358
Provisions for impairment (214) (1)
Transfers - -
Reclassification to/from
non-current assets held for sale (222) -
31 December 2007 (1 643) (4 854)
Net book value
31 December 2006 3433 1204
31 December 2007 4 845 987

The original cost of property and equipment that is fully
depreciated but still in use by the Bank amounts to SKK 3.8 billion
(2006: SKK 3.7 billion).

The Bank has assessed the impairment of assets (buildings) that

Motor Assets not yet Total property Investment
vehicles put in service and equipment property
175 406 11 120 221
2 448 1575 127

() (1) (541) (73)

6 (425) 6 (25)

- - 775 262

178 428 12 935 512
(101) - (6 003) (72)
(22) - (594) (59)
5 - 419 46

n : (216) ()

- - (222) (72)
(119) - (6 616) (168)
74 406 5117 149
59 428 6319 344

were owner occupied, unused or rented to other parties. The negative
difference between the net book value of buildings and their esti-
mated recoverable amount has been recognised as an impairment
of assets. As at 31 December 2007 provisions for impairment
of buildings amounted to SKK 260 million (2006:
SKK 338 million).
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Operating leases

The Bank enters into operating leasing arrangements for premises
used for banking operations.

The following table summarises future minimum lease payments under non-cancellable operating leases:

Outstanding commitments from operating leases

Payable in period:

- Less than 1 year

- From 1 year to 5 years

- Over 5 years

Operating leasing payments recognised as expense in the period

Investment property

The Bank owns buildings rented to other parties of total net
book value of SKK 211 million (net of the effect of impairment,
SKK 32 million) as at 31 December 2007 (2006: SKK
70 million), and equipment under operating leasing at net book value
of SKK 133 million as at 31 December 2007 (2006:
SKK 79 million). The total rental income earned by the Group
amounted to SKK 109 million (2006: SKK 43 million) and is
presented under ‘Other interest income and similar income’ or
‘Interest income’. The depreciation of investment property is pre-
sented under ‘General administrative expenses’ and amounted to
SKK 93 million (2006: SKK 16 million).

Direct operating expenses (including repairs and maintenance)
arising from investment property that generated rental income
during 2007 amounted to SKK 4 million (2006: SKK 8 million)
are presented under ‘General administrative expenses’.
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2007 MSKK 2006 MSKK
150 143

143

145 143

The estimated fair value of investment property as at 31 Decem-
ber 2007 was SKK 344 million (2006: SKK 149 million). The
Group uses its own model for determining the fair value of invest-
ment property, which is based on discounting future rental income
decreased by direct operating expenses. Future rental income was
determined using market rental rates for buildings with similar
conditions and location, and the calculation of an independent
valuer when appropriate.

Insurance coverage
The Group’s insurance covers all standard risks to tangible and

intangible assets (theft, robbery, natural hazards, vandalism, and
other damages).



23. NON-CURRENT ASSETS HELD FOR SALE

SKK million

As at 1 January

Additions:
Acquisitions
Reclassification from Property and Equipment
Revaluation

Total additions

Disposals:
Sales
Reclassification to Property and Equipment
Revaluation
Provision for impairment
Total disposals

As at 31 December

Following the decision in December 2007, the Group intends to
dispose of selected items of property within the next 12 months. A
search is under way for a buyer(s).

In 2007, the Group revised its intention to sell a group of buildings
classified as property held for sale as at 31 December 2006. With
respect to the current market conditions the Group decided to reclas-
sify buildings of net book value amounting to SKK 339 million back

2007 2006
684 -
278 1 654
278 1654
(62) (137)
(808) (811)
38 (22)
(832) (970)
130 684

to property and equipment and SKK 179 million back to investment
property. This transaction had no impact on the Income Statement
and affected only the classification of property in the Balance sheet.

The Group has used judgments in the valuation of particular com-
ponents of fixed assets to reflect their recoverable amount. This is
related to own land and buildings, property held for sale (IFRS 5),
and software.
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24. INCOME TAX ASSETS AND LIABILITIES

The structure of the tax position as at 31 December 2007 and 31 December 2006 was as follows:

SKK million

Deferred income tax assets
Current Income tax assets
Total income tax assets
Deferred income tax liability
Current income tax liability
Total income tax liabilities

Deferred tax booked
SKK million

31 December 2005
Charge/(credit) to
equity for the year
Charge/(credit) to
Income statement

for the year
Recycled from equity
to Income statement
31 December 2006
Charge/(credit) to
equity for the year
Charge/(credit) to
Income statement

for the year
Recycled from equity
to Income statement

31 December 2007
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directly to equity

Securities available

for sale

(208)

118

(86)

51

(35)_

Cash flow h
edges

(10)

()

(13)

(4)

(4)

Loans and advances

to customers

(%

8

(58)

Provisions for losses on
loans and advances

N

7

(27)

Securities

(5)

(420)

(425)-

445

20

to Income statement

Intangible a

ssets

(34)

35

Property and
equipment

(4)

(49)

(531

(35)

(88)_

Provisions

8

—

20

24

Associates and

other inv.

N

6

26

26

2007

12
26
36

338
374

Tax loss carried

forward

N
w

31

33

2006

177
189
510

515

Other
Total

12 (97)

109

(1) (520)

10
1 (498)

47

416

13
1 (22)



Certain deferred tax assets and liabilities have been offset in accordance with the Group’s accounting policy. The fol-
lowing is an analysis of the deferred tax balances (after offset) for balance sheet purposes:

SKK million

Deferred income tax liabilities
Deferred income tax assets
Total deferred income tax liabilities

The Bank applies a conservative approach for the recognition of
deferred tax assets and liabilities. All deferred tax liabilities are
recognised in the full amount, while only those deferred tax assets
are recognised for which the Bank expects to realise tax benefits
in the future.

During 2006, legislation governing the taxation of income was
amended, resulting in additional tax liability arising from coupons
of bonds, held by the Bank as of 31 December 2003 (both accrued
and purchased). This additional income tax liability should have

25. AMOUNTS OWED TO FINANCIAL INSTITUTIONS

SKK million

Amounts owed on demand
Repo trades with debt securities
Term deposits and clearing
Total

The liabilities at 31 December 2006 in the amount of SKK
22 034 million from repo trade are collateralised by state bonds and
treasury bills in the whole amount.

2007 2006
(36) (510)

14 12
(22) (498)

represented an item increasing the tax base of the Bank due to be
fully settled by the end of 2008. Accordingly, the Bank recorded
a corresponding deferred income tax liability of SKK 445 million
in 2006.

Subsequent to 31 December 2006 however, new legislation was ap-
proved by parliament to revoke the additional income tax described
above. As a result, as of the date of these financial statements the full
amount of the deferred income tax liability of SKK 445 million was
released and recorded as a reduction of income tax expense in 2007.

2007 2006
624 342

- 22034

23 980 22 050
24 604 44 426
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26. AMOUNTS OWED TO CUSTOMERS

SKK million

Amounts owed on demand
Savings deposits

Term deposits

Total

Savings deposits are deposits with a defined period of notice, term
deposits have a defined maturity date. Savings deposits are usually
used for a long-term period.

SKK million

Savings deposits
Term deposits and amounts owed on demand:
Corporate clients
Retail clients
Public sector
Other
Total

In accordance with the valid legislation, all unclaimed anonymous
deposits outstanding as at 31 December 2006 were forfeited to the
state in the amount of SKK 1 114 million. This amount also includes
accrued interest until the date of transfer.

As at 31 December 2007 and 31 December 2006 no amounts owed to
clients were collateralised by securities.
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2007 2006

78 508 71022
14 281 14 921
137 207 124 086
229 996 210 029
2007 2006

14 281 14 921
49 885 45784
135 116 117 298
27 780 29 545
2934 2 481
229 996 210 029

As at 31 December 2007, Amounts owed to customers includes
special guaranteed deposits in the amount of SKK 8 624 million
(2006: SKK 4 740 million). These contracts includes embedded cur-
rency, and commodity and equity derivatives in the amount of SKK
356 million (2006: SKK 411 million) which were separated and dis-
closed under ‘Financial assets at fair value through profit or loss” and
‘Financial liabilities at fair value through profit or loss’.



27. DEBT SECURITIES IN ISSUE

SKK million

Bonds in issue

less bonds held by the Group

Total bonds

Bonds in issue - Guaranteed deposit

Short term debt securities

Total

Bonds in issue are presented in the following table:

Mortgage bonds
Mortgage bonds
Mortgage bonds
Mortgage bonds
Mortgage bonds
Mortgage bonds
Mortgage bonds
Mortgage bonds
Other bonds
Mortgage bonds
Mortgage bonds
Other bonds
Other bonds
Other bonds
Other bonds
Mortgage bonds
Other bonds
Other bonds
Other bonds

Total nominal value

Accrued interest

Net debt securities in issue
less bonds held by the Group

Total

Date of issue

July 2002

July 2003
August 2003
October 2003
June 2004
August 2004
November 2004
March 2005
May 2005

July 2005
March 2006
June 2006
November 2006
June 2007

June 2007

July 2007
September 2007
November 2007
December 2007

Maturitz date

July 2007

July 2008
August 2010
October 2008
June 2009
August 2010
November 2009
March 2008
April 2009

July 2008
March 2016
June 2010
November 2010
June 2010

June 2011

July 2027
September 2012
November 2008
September 2008

Actual
interest date

7.40%

4.60%

4.65%

4.60%

4.50%

4.40%

4.50%

2.70%

2W REPO

2.60%

6M BRIBOR + 0.09%
3M BRIBOR + 0.15%
6M BRIBOR + 0.15%
6M BRIBOR + 0.04%
4.48%

4.95%

6M BRIBOR + 0.02%
4.26%

3M SOFIBOR + 0.05%

2007

14 878
(77)
14 801
599
94

15 494

Nominal value
2007

MSKK

1 000
500

1 000
1 000
500
1100
400

2 000
800
500
500
600
2500
400
500
600
500
343
14 743
135

14 878
(77)
14 801

2006

11 055
(70)
10 985
255
1016
12 256

Nominal value
2006

MSKK

1 000
1 000
500
1 000
1 000
500
1100
400
2 000
800
500
500
600

10 900
155
11 055
(70)
10 985
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All of the bonds shown above are listed and traded on the
Bratislava Stock Exchange (‘BSE’).

Part of the mortgage bonds issued is collateralised by state
bonds included in the HTM portfolio in the carrying amount
of SKK 2 233 million (2006: SKK 3 636) million.

The Bank started to offer the new product SPORO bill of ex-
change from July 2005 available in SKK as well as in foreign cur-
rencies. The total amount of these short-term debt securities as at
31 December 2007 was SKK 94 million (2006: SKK 1 016 million).

As at 31 December 2007, Debt securities in issue includes
embedded commodity derivatives and shares in the amount of
SKK 17.4 million (2006: SKK 9 million) which were separated
and are disclosed under “Financial assets at fair value through

28. PROVISIONS FOR LIABILITIES AND OTHER PROVISIONS

SKK million 2006
Provision for off-balance sheet items 80
Interest bearing deposit products 27
Legal cases 494
Sponsoring 25
Employee benefit provisions 132
Other provisions 126
Total 884

a) Provision for off-balance sheet and other risks

The provisions for credit risk of off-balance sheet items have been
created to cover estimated losses present in the balances of unused
loan commitments, guarantees and letters of credits accounted for
on the off-balance sheet.

b) Provisions for interest-bearing products
Provision has been made for prize-saving books, and for estimat-

ed losses on several deposit products which were offered by the
Bank at high fixed interest rates in the past.
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profit or loss” and “Financial liabilities at fair value through profit
or loss”.

The Bank set up a fair value hedge in July 2007 to hedge is-
sued mortgages bonds in the amount of SKK 500 million with
fixing rate. To protect interest rate risk, the Bank entered into
an interest rate swap. The notional and fair value of the aforemen-
tioned hedging derivative is reported in Note 44.

During the period, the hedge was effective in the hedging of
fair value exposure to interest rate movements. For the year
ended 31 December 2007, the Bank recognised a net gain of
SKK 5 million, representing the gain on the hedging instru-
ments. The total profit on hedged items attributable to hedged risk
amounted to SKK 3 million.

Additions Use Reversals 2007
84 - (64) 100

26 (26) - 27

8 - (221) 281

. (25) ) ]

12 (9) (65) 70

82 (15) (16) 177

212 (75) (366) 655

c) Provision for legal cases

The Bank conducted a review of legal proceedings outstanding
against it as at 31 December 2007. These litigations have arisen
from normal banking activities, both prior and after the privatisa-
tion in 2001. With reference to the review of litigation matters
in terms of the risk of losses and litigated amounts, the Bank has
recorded a provision for these legal disputes.

In 2007, the Bank released a provision for a legal case that was
won at the Supreme Court of the Slovak Republic amounting to
SKK 183 million. The release of the provisions is reported under
‘Other operating result’ in the Income Statement.



d) Sponsoring provision

Pursuant to the share purchase agreement from 2001, the Bank
has been involved in significant sponsoring activities in the
fields of education, culture, charity, public affairs, and economic
development, and fully provisioned its contractual commitments
for these activities.

According to the privatisation contract, the amount originally
designated for strictly defined sponsoring activities in the public
interest should have been used until the end of 2005, but follow-
ing agreement with the MF SR, this deadline was prolonged until
year-end 2007.

In 2004, part of the provision in the amount of SKK 200 mil-
lion was used as the contribution of the Bank to the subscribed
capital of the foundation Nadacia Slovenskej sporitelne
(previously SPORO Nadacia) established by deed of foundation
dated 5 November 2004. According to the currently valid legisla-

tion, the contribution to the subscribed capital cannot be reclaimed
and cannot be distributed to the founders in the future.

During 2006, the Bank continued sponsoring as defined in
the privatisation contract and financed activities amounting to
SKK 41 million. During 2007, the Bank used the remaining part of
the provision amounting to SKK 25 million and finally used the full
amount in which it had committed to finance sponsoring activities.

e) Long - term employee benefits provisions

The Bank has a defined benefit program, under which employees
are entitled to a lump-sum payment upon taking retirement or a
working jubilee. As at 31 December 2007 there were 4 688 employ-
ees at the Bank covered by this program (2006: 4 774 employees).

During the year ending 31 December 2007, the actuarial calcu-
lation based on the projected unit credit method was performed
resulting in the final employee benefit obligation in the amount
of SKK 70 million (2006: SKK 132 million). The decrease of
the provision resulted from the cancellation of life anniversary
benefits.

The amounts recognised in the balance sheet and Income Statement as at 31 December 2007 are as follows:

SKK million

Long-term employee provisions at 31 December 2005
New commitments from acquisitions of companies

Service costs

Interest costs

Payments

Actuarial losses

Long-term employee provisions at 31 December 2006
New commitments from acquisitions of companies

Service costs

Interest costs

Payments

Actuarial (gains)

Long-term employee provisions at 31 December 2007

Pension provisions

Jubilee provisions

otal long-term provisions

25 71 96
4 9 13
1 3 4
(2) (10) (12)
14 17 31
42 90 132
3 5 8
2 2 4
(1) (8) (9)
(12) (53) (65)
34 36 70
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The present value of the defined benefit obligation for the current annual period and previous four annual periods is as follows:

SKK million

31 December 2003
31 December 2004
31 December 2005
31 December 2006
31 December 2007

Key assumptions used in actuarial valuation:

Long-term employee provisions were calculated in accordance
with the currently valid mortality tables issued by the Statistical
Office of the Slovak Republic.

mil. Sk

Real annual discount rate

Annual future real rate of salary increases
Annual employee turnover

Retirement age

f) Other provisions

Other provisions are comprised mainly of provisions for certain
social benefit obligations amounting to SKK 106 million, and pro-
visions relating to other contractual commitments where the Bank
settlement to be probable in the amount of SKK 72 million.

The amounts recognized as provisions for liabilities are based on
the management’s judgments and represent the best estimate of
expenditures required to settle a liability of uncertain timing or
amount resulting from an obligation.
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Pension provisions

24
25
42
34

Jubilee provisions

84
71
90
36

2007

5.06%
2.50%
2.08-20.64%

based on valid law

otal long-term provisions

108
96
132
70

2006

4.37%

2.80%
4.41%24.59%

based on valid law



29. OTHER LIABILITIES

SKK million

Other shortterm payables to customers related to money transfer
Accruals for general administrative expenses

Various creditors

Fair value of hedging instrument

Total

Summary of the social fund liability included in Other liabilities - various creditors is as follows:

SKK million

As at 1 January
Additions

Drawings

As at 31 December

30. SUBORDINATED DEBT

For strengthening of the Bank’s own funds, on 21 December 2006
the Bank entered into subordinated loan contract with its parent
company Erste Bank. Based on the contract, the Bank could draw
EUR 100 million subordinated loan till 21 February 2007 with a
repayment date of 21 December 2016, with floating interest rate
based on selected 3M or 6M EURIBOR. During February 2007
the Bank withdrew the loan in the whole amount.

The subordinated debt is a type of received loan which ranks be-
hind other liabilities in case of financial difficulties of the Bank.

2007

1903
1565
1429

71
4968

2007

64
130
(143)
51

2006

3024
1270
1243

(83)
5454

2006
63
158
(157)
64
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31. EQUITY

Share capital

Authorised, called-up and fully paid share capital consists of the following:

2007 2006
Nominal value Number of shares MSKK Number of shares MSKK
SKK 1,000 each 2 174 207 2174 2 174 207 2174
SKK 100,000,000 each 42 4 200 42 4 200
Total 6374 6 374

Voting rights and rights to receive dividends are attributed to each
class of share pro rata to their share of the share capital of the
Bank.

The distribution of profit is shown in the following table:

Dividends per share

Dividends paid to shareholder from profit for the year (MSKK)
Number of shares SKK 1 000 each

Number of shares SKK 100 million each

Amount of dividends per SKK 1 000 share (SKK)
Amount of dividends per SKK 100 million share (SKK)

* Based on the proposed profit distribution.
Legal reserve fund

Under the Slovak Commercial Code, all companies are required
to maintain a legal reserve fund to cover future adverse financial
conditions. The Bank is obliged to contribute an amount to the
fund each year which is not less than 10% of its annual net profit
(calculated in accordance with Slovak accounting regulations) un-
til the aggregate amount reaches a minimum level equal to 20% of
the issued share capital. The legal reserve Fund is not available for
distribution to shareholders.
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Attributable from the profit for the year

2007* 2006
1600 2224

2 174 207 2 174 207
42 42

251 349

25101 162 34 890 615

Other funds

Other funds as at 31 December 2007 included only the
Statutory fund amounting to SKK 1 178 million (2006:
SKK 1 177 million).

The Statutory fund was created from distributable profits to
strengthen the Bank’s capital base. The statutory fund may be ter-
minated and transferred back to distributable profits if the Bank’s
share capital or legal reserve fund is increased. Such termination
and transfer requires the approval of the Supervisory Board and
the General Assembly.



In 2006, the Risk fund previously presented in ‘Other funds’ was
transferred to ‘Retained earnings’ based on the decision of the Board
of Directors of the Bank and in accordance with the Fund statute.

Hedging reserves

Hedging reserves represent the effective portion of changes in the
fair value of derivatives that are designated and qualify as cash
flow hedges. Hedging reserves are disclosed net of deferred tax
effect.

32. EARNINGS PER SHARE

SKK million

Net profit applicable to ordinary shares [MSKK)

Number of shares SKK 1 000 each

Number of shares SKK 100 million each

Basic and diluted profit per SKK 1 000 share (SKK)
Basic and diluted profit per SKK 100 million share (SKK)

33. SUPPLEMENTARY DATA TO STATEMENTS OF CASH
FLOWS

Revaluation reserves

Revaluation reserves represent the unrealised revaluation of Se-
curities available for sale. Revaluation reserves are disclosed net
of deferred tax effect.

Other funds, hedging reserves, and revaluation reserves are not
available for distribution to shareholders.

2007 2006
4167 3 865

2 174 207 2 174 207
42 42

654 606

65 374 961 60 636 963

Cash and cash equivalents at the end of the financial year as shown in the statement of cash flows are composed of

the following items:

SKK million

Cash on hand (Note 13)

Nostro accounts with the NBS (Note 13)

Accounts with other financial institutions repayable on demand (Note 14)
Repo trades with the central bank treasury bills (Note 14)

Treasury Bills

Total cash and cash equivalents

Total interest received during the year ended 31 December 2007
was SKK 8 478 million (2006: SKK 7 440 million).

2007 2006

5 149 4 425
864 853
171 784

20 846 57 814
9 932 -
36 962 63 876
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34. FINANCIAL RISK MANAGEMENT

A financial instrument is any contract that gives rise to the right to
receive cash or another financial asset from another party (financial
asset), or the obligation to deliver cash or another financial asset to
another party (financial liability).

Financial instruments may result in certain risks to the Bank. The

most significant risks the Bank faces include:

_credit risk is the risk of loss arising from default by a creditor
or counterparty.

_market risk is the risk of losses in on and off-balance-sheet
positions arising from movements in market factors, i.e.
prices, interest rates, foreign exchange rates, volatilities, etc.

_liquidity risk is the risk of loss resulting from the inability of
the Bank to meet its investment and financing requirements
with regard to cash flows discrepancy.

_operational risk is the risk of loss resulting from inadequate
or failed internal processes, people and systems or from ex-
ternal events, and includes legal risk.

_compliance risk represents the risk of breaching regulatory
rules and related litigation risk (with regulars or clients), and
financial risk (fines, compensation of damage).

The ultimate risk management body is the Board of Directors.
Some of its authority for particular risk management areas are
delegated to respective committees - Asset & Liability Commit-
tee (ALCO), Credit Committee of the Board of Directors (CRC),
and the Security and Operational Risk Committee (SORC).

ALCO has ultimate authority over the market risk of both trad-
ing and banking books, and over liquidity risk.

As for credit risk, the ultimate decision making body is the Cred-
it Committee of the Supervisory Board, which is composed of
members of the Supervisory Board. The Credit Committee of the
Board of the Directors (CRC) is next in line with direct authority
over the credit risk area.

ALCO and CRC are composed of the members of the board and

senior managers. The Chief Risk Officer is a member of both
ALCO and CRC.

90

SORC is the authorized body to make decisions for both infor-
mation security and operational risk strategies, and approves op-
erational risk appetite and tolerance levels. Chief Risk Officer is
a member of SORC.

The Operating Liquidity Committee (OLC) governs the execu-
tion of liquidity management. OLC reports directly to ALCO. It
analyzes the liquidity situation of the Bank on a regular basis and
proposes measures to be taken. OLC consists of members of both
Trading and BSM units.

The lower (executive) level of risk management organization

consists of four crucial risk units:

_Balance Sheet Management - mainly responsible for
liquidity risk and market risk in the banking book.

_Corporate Credit Risk Management Division - carries out all
activities concerning the operative credit risk of corporate
clients and financial institutions.

_Retail Credit Risk Management Division - carries out all ac-
tivities concerning the operative credit risk of retail clients.
_Strategic Risk Management (SRM) - responsible for
operational risk, complete trading book market risk, bank-
ing book risk measurement (based on VAR) and limit setting
and credit risk control. In addition, SRM has an integration
role in risk management that concerns all other risk areas. In
operational risk it coordinates the activities of other relevant

departments (blue/dashed lines in the chart).

_Financial Crime & Compliance - responsible for compliance
risk (e.g. anti-money laundering program) and for investiga-
tion and prevention of financial fraud.

The risk management function is independent from business

lines. Overall, risk management has the following roles:

_setting strategies and policies for risk management.

_building a risk-aware culture within the Bank.

_establish internal risk policies and structures for business units.

_designing and reviewing processes of risk management.

_risk reporting.

_risk pricing and setting of risk premiums.

_implementation, calibrating, and periodical reviewing of
models for risk measurement.

_to protect against losses from financial crime activities and
compliance violations.



35. CREDIT RISK

Credit risk is the risk of financial loss to the Bank if a customer
or counterparty to a financial instrument fails to meet contrac-
tual obligations.

Credit risk is the largest single risk in the Bank. It arises from
traditional lending activities (loans and advances to customers)
where losses are incurred by default (deteriorating creditwor-
thiness) of borrowers, as well as from trading in market instru-
ments. Credit risk also includes sovereign, country, concentra-
tion, settlement, and dilution risk.

The implementation of new Basel II rules on capital adequacy
is at the centre of the Bank’s attention. At the end of the year
the Bank submitted the official application for approval of the
“internal-ratings based” (IRB) approach to credit risk.

The cornerstone of a loan process in Bank is based on risk as-
sessment using rating systems and assignment of a rating grade.
The final rating is a key factor for a loan decision, loan amount
and price.

The Corporate Credit Risk Management Division formulates
credit policy and internal provisions on credit approval process
for corporate clients. It is responsible for risk analysis of coun-
terparties and credit facilities (financial analysis, rating assign-
ment, credit transaction assessment). It furthermore monitors
the development credit portfolio of corporate clients. It regularly
reviews assigned ratings and counterparty financial situation. It
also designs, sets and monitors limits, maintains deal and limit
documentation for corporate clients, work-out, effective debt re-
covery for corporate clients and collateral management.

The Retail Credit Risk Management Division formulates credit
policy and internal provisions on the credit approval process for
retail clients. Itis responsible for risk assessment of counterparties
and credit facilities (rating assignment, credit transaction
assessment). It furthermore monitors the development of the
credit portfolio of retail clients. It also designs, sets and monitors
limits, maintains deal and limit documentation, performs early
& late collection, and effective debt recovery.

Strategic Risk Management (SRM), more specifically its
Credit Risk Section, is the independent risk control unit in the
meaning of Basel II. SRM is not involved in operative credit
decision-making. However, it is responsible for the design of
rating systems, the testing and monitoring of the accuracy and
selectivity of internal rating grades, and the production and
analysis of summary reports from the Bank’s rating systems.
SRM is also responsible for the design and implementation of
models for the calculation of risk parameters (Probability of
default - PD, Loss-given default - LGD, Credit conversion factor
- CCF etc.), standard risk costs and portfolio provisions. It is also
responsible for the design and implementation of models for the
calculation of risk-weighted assets according to Basel II and the
model for economic capital.

Regular audits of business units and the Bank’s credit processes
are undertaken by Internal Audit.

Maximum exposure to credit risk

Maximum exposure to the credit risk of financial assets is repre-
sented by their net carrying amount (carrying amount in the case
of derivatives measured at fair value).

Maximum exposure to credit risk for off balance sheet commit-
ments (e.g. undrawn loan limits, financial guarantees granted) is
represented by the maximum amount the Bank has to pay if the
commitment is called on.

Information regarding exposure to credit risk arising from finan-

cial assets other than loans and off balance sheet commitments is
detailed in individual notes.
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Exposure to credit risk from loans, advances to cus-
tomers, financial guarantees granted and undrawn
loan commitments

The following table presents the maximum exposure to credit risk of loans, advances to customers, financial

guarantees granted and undrawn loan commitments:

SKK million

Gross amount

Retail

Corporate and other classes
Provision for impairment

Retail

Corporate and other classes
Net amount

Retail

Corporate and other classes

Note: Retail loans include small loans to entrepreneurs.

Provisions for impairment are structured as follows:

SKK million

Provisions for losses on loans and advances (Note 16)
Provisions for offbalance sheet items (Note 28)
Total provision for impairment
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2007

200 140
83 724
116 416
(5 510)
(3 830)
(1 680)

194 630
79 894
114 736

2007
5410
100
5510

2006

163 884
66 961
96 923
(4 355)
(3 202)
(1153)

159 529
63 759
95770

2006
4275
80
4355



Information on the credit quality of loans, advances to custom-
ers, financial guarantees granted and undrawn loan commit-
ments, classified as retail asset class by the Bank are as follows:

Retail asset class

SKK million

Total exposure
Investment grade (1-5)
Subinvestment grade (6)
Subinvestment grade (7)
Subinvestment grade (8)
Rating R: Defaulted
Gross amount
Provisions for impairment
Net amount
Ageing of loans rated 1-8 is as follows:
0 days
1-30 days
31-60 days
61-90 days

2007 2006
60 782 53081
9 665 6 405
5168 1165
1411 1 641
6698 4669
83724 66 961
(3 830) (3 202)
79 894 63 759
72 669 58 681
3 496 2 867
600 521
261 223

Note: The increasing internal rating of exposures corresponds with their increasing credit risk; when assigning the rating the Bank considers the financial position and per-

formance of the counterparty, qualitative factors, as well as general economic trends in the particular industry and country.

Exposures rated as 1-8 according to the Bank’s internal rating are not considered to be individually impaired.

Individually impaired loans and irrevocable commit-
ments

Impaired loans and irrevocable commitments are those for which
the Bank determines that it is probable it will be unable to collect
all principal and interest due according to the contractual terms
of these financial instruments. These are graded R in the Bank’s
internal risk rating system.

Past due but not individually impaired loans
Loans where contractual interest or principal payments are past
due but the Bank believes that impairment is not appropriate.

Neither past due nor individually impaired loans
Loans where contractual interest or principal payments are not
past due and the Bank does not expect impairment.

Information regarding the credit quality of loans, advances to
customers, financial guarantees granted and undrawn loan com-
mitments (classified as corporate, institutional or sovereign asset
class) are as follows:
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Corporate and other asset classes

SKK million 2007 2006
Total exposure
Investment grade (1-5) 80 216 56 371
Subinvestment grade (6) 21 069 23 850
Subinvestment grade (7) 8 227 7 853
Subinvestment grade (8) 3953 6 976
Rating R: Defaulted 2 950 1873
Gross amount 116 416 96 923
Provision for impairment (1 680) (1153)
Net amount 114736 95770
Individually impaired
Gross amount 2950 1873
Provision for impairment (1508) (1153)
Net amount 1442 720
Past due (excluding individually impaired)
Investment grade (1-5) 1561 87
Subinvestment grade (6) 309 224
Subinvestment grade (7) 347 472
Subinvestment grade (8) 438 471
Rating R: Defaulted - -
Gross amount 2 655 1254
Provision for impairment (1) -
Net amount 2 654 1254
Past due but not impaired comprises:
1-30 days 1692 716
31-60 days 759 379
61-90 days 135 80
90 days+ 69 79
Neither past due nor individually impaired
Investment grade (1-5) 78 656 56284
Subinvestment grade (6) 20 761 23 626
Subinvestment grade (7) 7 880 7 382
Subinvestment grade (8) 3514 6504
Rating R: Defaulted - -
Gross amount 110 810 93 796
Provision for impairment (177) -
Net amount 110 639 93796

Note: The Increasing internal rating of exposures corresponds with their increasing credit risk; when assigning the rating the Bank considers financial position and perfor-
mance of counterparty, qualitative factors as well as general economic trends in particular industry and country.

Exposures rated as 1-8 according to Bank’s internal rating are not considered to be individually impaired
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Default events

Part of the Bank’s reporting is the monitoring of defaults events
behind defaulted individually significant loans. The Bank defines
five default events:

_E1 - unlikeliness to pay

_E2 - 90 days overdue

_E3 - distressed restructuring of exposure

_E4 - Exposure write-off

_E5 - Bankruptcy

When a default event is recognized in the system, the rating of the
client is automatically changed to defaulted.

Collaterals

The Group holds collateral against loans and advances to custom-
ers in the form of real estates, securities, bank guaranties and other
credit enhancements. Estimates of fair value are based on the value
of collateral assessed at the time of borrowing, and generally are not
updated except when a loan is individually assessed as impaired. Col-
lateral is not generally held over loans and advances to banks, except
when securities are held as a part of reverse repurchase activities (see
Note 14). Collaterals against investment securities are described in
Note 18 and 19.

The carrying amount of collaterals and other credit enhancements held against loans, advances to customers, finan-
cial guarantees granted and undrawn loan commitments is shown below:

SKK million

Real estates
Securities

Bank guaranties
Other

Total

As at 31 December 2007, the Group took possession of real estates
with an estimated value of SKK 216 million, which the Group is
in the process of selling. These amounts are included under ‘Other
Assets’.

2007 2006
104 762 73145
10234 5218
6971 3376

4 690 4767
126 656 86 506
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Concentration risk

Summary of concentrations of financial assets (including derivatives) as of 31 December 2007 and 2006 are

presented below:

31 December 2007

SKK million

Agriculture and forestry
Mining

Manufacturing

Energy and water supply
Construction

Trade

Hotels and restaurants
Transport and communication
Banking and insurance

Real estate and other business activities
Public administration

Health and social work
Other service activities
Private households

Other

Total
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Loans and advances

to customers

Gross

1359
78
25919
9 044
5988
21975
3198
8720
9777
28 582
1509
935
2384
76 882
3790
200 140

Net

1210
78
25110
9 044
5844
21 210
3185
8 646
9773
28 420
1509
930
2369
73516
3786
194 630

Gross

34 111

3411

Loans and advances
to financial institutions

Net

34 111

34111

Investment
securities

Gross

519

1710
21 156

70255

109

78
93 846

Net

519

1710
21 021

70255

109

78
9371



Loans and advances

31 December 2006 fo customers

SKK million Gross Net
Agriculture and forestry 1222 1140
Mining 154 153
Manufacturing 17 508 16 682
Energy and water supply 5278 5269
Construction 6 664 6568
Trade 19 468 19 153
Hotels and restaurants 1998 1949
Transport and communication 8 261 8214
Banking and insurance 11702 11 700
Real estate and other business activities 19 107 19 006
Public administration 1559 1558
Health and social work 551 546
Other service activities 2787 2783
Private households 62 056 59 249
Other 5569 5559
Total 163 884 159 529

Loans and advances

to financial institutions

Gross Net
69 110 69 110
69110 69 110

Investment

securities
Gross Net
752 752
810 810
17 222 17 085
61 435 61 435
217 217
139 139
80575 80 438

A summary of concentrations of loans and advances to customers, loan commitments, and guarantees classified by
asset classes (as of 31 December 2007 and 2006) are presented below:

2007
SKK million Gross Net
Retail 83723 79 894
Corporate 112 386 110 705
Institution 308 308
Sovereigns 3723 3723
Carrying amount 200 140 194 630

2006

Gross

66 961
94 992
433
1498
163 884

Net

63 760
93 838
433
1498
159 529

The following table presents the summary of the Group's credit risk to the Slovak Republic, companies controlled by the
Slovak government, self-governing regions, guarantees issued by the Slovak government, and similar exposures:

2007

Amount Portion of
SKK million SKK million total assets %
Cash and balances at the central bank 7 308 2.40%
Repo trades with NBS treasury bills 21 946 7.22%
Loans and advances to customers 7 083 2.33%
Securities portfolios 70509 23.20%
Total 106 846 35.16%

2006

Amount
SKK million

8 561
57 814
7 682
61 456
135 513

Portion of

total assets %

2.87%
19.41%
2.58%
20.63%
45.49%
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The Group holds a large volume of state debt securities. A breakdown of state debt securities is shown below per

portfolio and type of security:

SKK million

Financial assets at fair value through profit or loss
Treasury bills

State bonds denominated in SKK

Securities available for sale

Treasury bills

State bonds denominated in SKK

Slovak government Eurobonds

Companies controlled by the Slovak government
Securities held to maturity

State bonds denominated in SKK

Companies controlled by the Slovak government
Total

The rating of the Slovak Republic according to the international
rating agency Standard & Poor’sis A .

36. MARKET RISK

Market risk is the risk of losses in on and off-balance-sheet posi-

tions arising from movements in market factors, i.e. prices, interest

rates, foreign exchange rates, volatilities, etc. The risk management
process comprises of four key elements:

_risk identification - identify all risks inherent in the trading
operations and in new products (new products check), and
ensure these are subject to adequate procedures and con-
trols before being introduced or undertaken.

_risk measurement - calculation of risk exposure using sensi-
tivities and value-at-risk.

_limits management - development of a comprehensive limit
system and limit allocation. Limit setting is a way to restrict
the maximum risk exposure.

_risk monitoring and reporting

The main tool to measure market risk exposure in the Bank is
Value-at-Risk (VaR). Value-at-Risk methodology is a statistical
analysis used to determine maximum possible loss in the mar-
ket value of a position (portfolio) due to change in market fac-
tors, given certain confidence to the interval and holding period.
An important part of the VaR model is Back Testing that com-
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2007 2006

9 964 94
9932

32 94

13377 20478

9 543 16 640

3740 3 741

94 97

47 168 40 884

46 456 40172

712 712

70 509 61 456

pares the ex post computed VaR with the profit and loss actually
achieved over the holding period and thus ascertains whether
the actual loss of overdrafts is in accordance with the selected
confidence level. Value-at -Risk is not an indication of the ac-
tual future performance of investments which may increase or
decrease in value.

The Group separates its exposure to market risk between the
Trading Book and Banking Book.

Market Risk - Trading Book

The trading book represents the Bank’s positions in financial in-
struments — cash, derivative or securities - held either with trading
intent (i.e. for short-term resale and/or with the intent of benefiting
from actual or expected short-term price movements) or in order to
hedge other instruments of the trading book.

For the purpose of market risk measurement of the trading book,
VaR with complementary stress testing and extreme value theory
measurements is used.



The VaR risk measurement estimates the maximum potential loss
in pre-taxation profit over a given holding period for a specified
confidence level. VaR methodology is a statistically defined, prob-
ability-based approach that takes into account market volatilities,
changes in interest rates, foreign exchange rates, and other market
factors. Risks can be measured consistently across all markets and

products of the trading book, and risk measures can be aggregated
to arrive at a single risk number. The one-day 99% VaR number
used by the Bank reflects the 99% probability that the daily loss
will not exceed the reported VaR. Value-at-Risk is not an indication
of actual future performance of investments which may increase or
decrease in value.

As of 31 December 2007, the maximum one day expected loss from exposures of the trading book, that may result
from changes in interest rates, exchange rates and other market factors, are as follows:

SKK million

Desk Interest Currency
Foreign Exchange 1.3 5.0
Money Market 14.4

Fixed Income 3.5

Equities - -
Total 14.6 5.0
SKK million

Desk Interest Currency
Foreign Exchange 0.5 4.8
Money Market 10.8

Fixed Income 3.2

Equities - -
Total 13.0 4.8

Foreign exchange are positions in foreign currencies and foreign cur-
rency options.

The money market includes deposits, derivatives (FRA, OIS,
FX swaps), repurchase transactions, and positions in treasury bills.

Fixed income represents bonds positions and interest rate derivatives
(IRS, CIRS, Caps&Floors, Bond Futures, etc.).

Equities are positions in stocks and stock derivatives (equity
or equity index options and futures).

2007
Price Volatility Total Limit
1.0 53 25
- 14.4 25
0.2 3.5 30
1.0 0.4 0.8 20
1.0 1.0 14.3 55
2006
Price Volatility Total Limit
2.3 53 30
10.7 30
3.1 35
0.1 - 0.1 20
0.1 23 124 70

Limit represents the Bank’s internally defined maximum one day
loss that is used as a benchmark for managing the market risk of the
trading book.

Value-at-risk is subject to some model assumptions (normality
of distribution, historical simulation, etc.). Stress testing partially
tackles these shortcomings by estimating losses due to extreme
changes in market factors, the probabilities of which are very
small. Position or portfolios are tested under a number of poten-
tial extreme scenarios and their impact on value and hence profit
and loss is computed.
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Market Risk - Banking Book

Market Risk of Banking book is managed by the Balance Sheet
Management Department (“BSM”).

The main steps to market risk analyzing and managing:
_data collection - on the Bank’s portfolio and market data.
_assumptions set-up - on products, scenarios and strategies
building.
_analysis results:
_MVE risk - risk of change of market value of the portfolio in
the case of change of interest rates curve (see note 38).
_deterministic net interest income and net interest income
risk - forecast of net interest income in future periods and
change of net interest income in the case of defined develop-
ment of yield curve (see note 38).
_stochastic net interest income - stochastic distribution of net
interest income in the case of stochastic rate changes.
_tools to manage the market risk exposure of the banking
book - investment strategy must be prepared on an annual
basis:
_investments to BSM Department portfolio.
_hedging.

Results of standard analysis (stable balance sheet, stable margins,
parallel shocks) are included in the ALCO report and presented at
the ALCO meeting by on a monthly basis. Based on the requests
and market situation, non-standard analysis is presented at ALCO
meetings on an irregular basis.

37. FOREIGN CURRENCY RISK

Foreign currency risk is the risk that the value of financial instru-
ments will fluctuate due to changes in foreign exchange rates.
The Group manages this risk by establishing and monitoring
limits on open positions termed ‘Stop-loss Limits on foreign ex-
change strategic position of banking book’.

A three-level framework is proposed:

_10 day stop-loss - 10 day limit equals 2% of the SKK value
of current open position, valued using rate as of 10 business
days ago. Violation occurs if the 10-day unrealised loss on
current open position is greater than the limit amount. ALCO
has to be notified immediately.

_20 day stop-loss - 20 day limit equals 2.5% of the SKK value
of current open position, valued using rate as of 20 business
days ago. Violation occurs if the 20-day unrealised loss on
current open position is greater than the limit amount. In that
case, BSM closes 25% of the originally approved position or
a different ALCO decision is taken.

_Yearly stop-loss - triggered if cumulative year-to-day loss (in-
cluding both realised and unrealised income statement ef-
fect) is greater than SKK 100 million. At each change of the
position, ALCO reconsiders the amount of the limit, based on
Central Risk Management proposal.



The table below provides an analysis of the Group’s net open foreign exchange positions. The remaining currencies are

included under ‘Other’:

SKK million

Cash and balances at the central bank
Loans and advances to financial institutions
Loans and advances to customers
Provisions for losses on loans and advances
Financial assets at fair value through
profit or loss

Securities available for sale

Securities held to maturity

Total financial assets

Amounts owed to financial institutions
Amounts owed to customers

Debt securities in issue

Financial liabilities at fair value

through profit or loss

Subordinated debt

Total financial liabilities

Total net FX position of financial
assets and liabilities at 31 December 2007
Total financial assets

at 31 December 2006

Total financial liabilities

at 31 December 2006

Total net FX position of financial assets
and liabilities at 31 December 2006

EURO

562

2 403
28 016
(328)

3627
7 655
2265
44200
12 690
24 302
M

3 368-
40371
3 829
31 959
33021

(1 062)

US Dollar

13
3181
368

(1)
831
91
232
4815
4539

2913
7

7 459-
(2 644)
3 649
5021

(1372)

Czech Crown

221
92
2355

(1)

577
905
4152
660
890

1 55(;
2 602
2236
1191

1045

Other

230
88
315

39
292
964

162

916
344

1 422-
(458)

610
1191

(581)

lovak Crown

11 376
28 347
125722
(5 080)

13 664
14 348
49182
237 559
6553
200 975
15132
2387
225047
12 512
249 384
231121

18 263

Total

12 502
34 111
156 776
(5 410)

18 164
22 963
52584
291 690
24 604
229 996
15 494

2387
3368
275 849
15 841
287 838

271 545

16 293

The following table details the Group’s sensitivity to percentage movement of exchange rates. These changes repre-
sents the management’s assessment of reasonably possible changes in foreign exchange rates:

Currency

EUR
usD
CZK

Appreciation

of SKK

3.28%

1.03%

Depreciation

of SKK

5.38%

Appreciation

impact (SKK million)

(126)

(27)

Depreciation

impact (SKK million)

(142)
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38.INTEREST RATE RISK
Interest rate risk indicators

Interest rate risk is the risk that net interest income of the value
of financial instruments will fluctuate due to changes in market
interest rates. The Group manages its interest rate risk through
monitoring interest rate behaviour and the re-pricing dates of the
Group’s assets and liabilities and developing models showing
the potential impact that changes in interest rates may have on
the Bank’s net interest income and market value of the Bank’s
assets and liabilities. Interest rate risk limits are approved by
ALCO. The one year forecasted net interest income in the case
of 200 basis points (bp) parallel change of interest rates should
not exceed 15% of the forecasted NII according to the base mar-

ket scenario (stable yield curve). The change of the market value
of the portfolio of Bank interest earning assets and liabilities in
the case of 200 bp parallel changes of interest rates should not
exceed 20% of the capital of the Bank.

The limit on the interest rate risk of the banking book’s oft-
balance sheet contracts is in the amount of SKK 200 mil. The
risk is calculated as the expected change of market revaluation
of existing positions in the case of +/-200 bp change of inter-
est rates. The limit is set for total risk regardless of currency.
The currency risk is restricted by the foreign exchange limit ap-
proved by ALCO. Derivative contracts, which are used for hedg-
ing purposes, are not included in risk calculation as they do not
cause fluctuations in the Income Statement.

As of 31 December 2007, the +/- 200 bp change in interest rates would affect net interest income as at 31 December

2007 and 2006 as follows:

Net interest income risk limit

+200 bp
-200 bp

2007 2006
2.05% 1.97%
(2.82%) (2.92%)

Change in yield curve by + 200 bp would affect the market value of interest bearing assets and liabilities as follows:

SKK million
Currency / Shift of interest rates

SKK
EUR
usD
Total

The limit defined by risk management for the maximum
change of interest bearing assets and liabilities from +200 bp
parallel change of interest rates amounts to SKK 3 599 million
as of 31 December 2007 (SKK 2 907 million as of 31 December
2006).
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+200 bp.
2007 2006
10 729
(187) 210
(39) (10)
(216) 929



Interest rate re-pricing analysis

The following table presents the interest rate re-pricing terms of and liabilities have been reported according to their scheduled
the group. Variable yield assets and liabilities have been reported principal repayment dates.
according to their next rate re-pricing date. Fixed income assets

On demand

As at 31 December 2007 and less 1to3 3 months 1to5 Over Unde-

than 1 month months to 1 year years 5 years fined Total
SKK million
PCash and balances at the central bank 12 502 - - 12 502
Loans and advances to financial institutions 30223 2136 1752 - - 34111
Loans and advances to customers 31 693 14 125 39 401 57 999 6 683 6875 156 776
Provisions for losses on loans and advances - - - - - (5 410) (5 410)
Financial assets at fair value through
profit or loss 1443 12 142 2373 681 668 857 18 164
Securities available for sale 857 6570 2 829 6 657 5775 275 22 963
Securities held to maturity 26792 79 3312 7 342 15 059 - 52584
Investments in subsidiaries, associates
and other investments - - - - - 1591 1591
Intangible assets - - - - - 2359 2 359
Property and equipment - - - - - 6 319 6319
Investment property - - - - - 344 344
Non-current assets held for sale - - - - - 130 130
Current income tax asset - - 9 - - 3 12
Deferred income tax asset - - - - - 14 14
Other assets 64 - 616 - - 774 1454
Total assets 103 574 35052 50292 72 679 28 185 14 131 303 913
Amounts owed to financial institutions 13 599 2257 1316 7 423 - 9 24 604
Amounts owed to customers 75083 35 616 55 300 63 390 - 607 229 996
Debt securities in issue 23 1796 9075 3700 500 400 15 494
Provisions for liabilities and other provisions - - - - - 655 655
Financial liabilities at fair value through
profit or loss 434 387 790 623 153 - 2387
Other liabilities 2 064 772 1258 - - 874 4968
Current income tax liability - - 338 - - - 338
Deferred income tax liability - - 36 36
Subordinated debt - 3368 - - - - 3368
Total liabilities 91 203 44196 68 077 75136 653 2 581 281 846
Current gap 12 371 (9 144) (17 785) (2 457) 27 532 11 550 22 067
Cumulative gap 12 371 3227 (14 558) (17 015) 10517 22 067 -
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As at 31 December 2007

SKK million

Cash and balances at the central bank
Loans and advances to financial institutions
Loans and advances to customers
Provisions for losses on loans and advances
Financial assets at fair value through

profit or loss

Securities available for sale

Securities held to maturity

Investments in subsidiaries, associates

and other investments

Intangible assets

Property and equipment

Investment property

Non-current assets held for sale

Current income tax asset

Deferred income tax asset

Other assets

Total assets

Amounts owed to financial institutions
Amounts owed to customers

Debt securities in issue

Provisions for liabilities and other provisions
Financial liabilities at fair value through
profit or loss

Other liabilities

Current income tax liability

Deferred income tax liability

Total liabilities

Current gap
Cumulative gap

On demand
and less
than 1 month

13 046
65 876
28 580

1257
5917
26 532

88

141 296
31 856
72 479
2357

652
3014
110 358

30938
30938

1to3
months

705
23 486

2356
1340
29

27 916
9 271
29 089
1375
545

5

40 285

(12 369)
18 569

3 months
to 1 year

2 363
23 603

3372
2335
3354

177

240
35444
1750
49 461
1973

1312
1945
56 441

(20 997)
(2 428)

1to5
years

44 424

936
11 222
4128

60711
1534
56 959
6 551

943

65 987

(5 276)
(7 704)

Over
5 years

3723

883
5486
10 656

20748
15

498

513

20235
12 531

Unde-
fined

165
5704
(4 275)

506
129

1254
2035
5117
149
684

12
313
11793
2 041

884

495

510
3 930

7 863
20394

Total

13 046
69 110
129 520
(4 275)

9310
26 429
44 699

1254
2035
5117
149

684
177

12

641
297 908
44 426
210 029
12 256
884

3950
5454

5

510
277 514

20394



Effective yield information

The effective yields of significant financial assets and liabilities per major currencies as at 31 December 2007 and
2006 are as follows:

31 December 2007 31 December 2006

Average Average Average Average
effective effective effective effective
interest rate interest rate interest rate interest rate
% SKK Other SKK Other
Assets
Cash and balances at the central bank 1.50% - 1.50% -
Loans and advances to financial institutions 4.15% 4.75% 4.05% 2.93%
Loans and advances to customers 7.57% 5.16% 7.39% 4.26%
Treasury bills and bonds 4.53% A.77% 4.72% 4.79%
Liabilities
Amounts owed to financial institutions 4.00% 4.55% 4.23% 2.66%
Amounts owed to customers 1.85% 2.21% 1.67% 1.48%

The effective interest rates for bonds held to maturity included
in the table above are calculated as their effective yield to ma-
turity. A weighted average effective interest rate was used for
other categories of financial assets and liabilities.

39. LIQUIDITY RISK

Liquidity risk is the risk that the Group will encounter difficulties
in raising funds to meet commitments associated with financial
instruments.

Structural Liquidity Risk is managed by ALCO. In 2006 OLC (Ordi-
nary liquidity committee) was established, it is responsible for opera-
tional managing and analysing of the liquidity situation of the Group.
Daily liquidity managing and the fulfilment of minimum required re-
serves is performed by the treasury division. Liquidity risk is quanti-

fied under the liquidity arrangement of the NBS. Own measurement
and prediction system of financing needs offers superior information
for liquidity managing. The liquidity of the Bank is covered by a high
share of government bonds on the total balance sheet. The ratio of fixed
and illiquid assets to own capital and reserves was 0.7 (2006: 0.71) as
at 31 December 2007, in accordance with the requirements of the regu-
lator (the NBS). The liquidity situation of the Bank is safe.

Maturity analysis

The following table shows the Group’s remaining contractual matu-
rity for its non-derivative financial liabilities. The tables have been
drawn up based on undiscounted cash flows of financial liabilities.
The table includes both interest and principal cash flows. The princi-
pal cash flows are the best estimates using average effective yield
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On demand

As at 31 December 2007 and less 1t03 3 months 1to Over

than 1 month months to 1 year 5 years 5 years Total
SKK million
Amounts owed to financial institutions 13 612 2268 1315 8 183 - 25378
Amounts owed to customers 150 502 29 114 36 934 13 989 - 230 539
Debt securities in issue 478 3 884 11 308 1356 17 026
Total 164 114 31 860 42 133 33 480 1356 272 943

On demand
As at 31 December 2006 and less 1t03 3 months 1to Over

than 1 month months to 1 year 5 years 5 years Total
SKK million
Amounts owed to financial institutions 30962 2 332 2192 9587 17 45 090
Amounts owed to customers 140 603 23125 32 624 12 349 - 208 701
Debt securities in issue 357 378 1 449 10 068 590 12 842
Total 171 922 25835 36 265 32 004 607 266 633

The following table details the Group’s liquidity analyses for its derivative financial instruments. The table has been
drawn up based on the undiscounted cash inflows/outflows.

On demand
As at 31 December 2006 and less 1t03 3 months 1to Over
than 1 month months to 1 year 5 years 5 years Total
SKK million
Positive
Foreign exchange contracts
(with change of nominal) 51230 12 478 49 209 391 - 113 308
Foreign exchange contracts
(without change of nominal) 34 14 106 547 - 701
Interest rate contracts 126 214 1203 2 566 1000 5109
Negative
Foreign exchange contracts
(with change of nominal) 51322 12 588 49 235 392 - 113 537
Foreign exchange contracts
(without change of nominal) 35 1 108 549 - 703
Interest rate contracts 174 211 1118 2 499 994 4 996



On demand
and less
than 1 month

As at 31 December 2006

SKK million

Positive
Foreign exchange contracts (with change of nominal) 40 223
Foreign exchange contracts (without change of nominal) 41
Interest rate contracts 102

Negative
Foreign exchange contracts (with change of nominal) 40105
Foreign exchange contracts (without change of nominal) 40
Inferest rate contracts 127

40. OPERATIONAL RISK

Operational risk is the risk of loss (direct and indirect) resulting
from inadequate or failed internal processes, people and systems
or from external events which lead (or have the potential to lead)
to losses, or have other negative impact on the Bank. This defi-
nition includes legal risk, but excludes strategic and reputation
risk. Operational risks arise from all of the Group’s operations
and in each of the business lines.

Primary responsibility for the day-to-day management of opera-
tional risk is assigned to every business unit. The Central Risk
Management unit performs activities of global scope and has a
methodical, coordination, and harmonization role.

The main objectives of operational risk management are:

_to set up a Bank-wide framework for operational risk man-
agement and to translate this framework into internal regu-
lations.

_to properly identify major drivers of operational risk.

_to develop models for the quantification of risk exposure
profile and for the calculation of both economic and regula-
tory capital.

_to prevent or minimize losses due to operational risk by the
adaptation of suvitable processes, preventive measures, or
selecting suitable insurance.

_to create an effective system of business continuity manage-
ment.

_to continuously improve the operational risk management
process.

1to3 3 months 1to Over

months to 1 year 5 years 5 years Total
10038 27 811 3732 - 81 804
- 28 448 - 517

142 827 2 559 771 4 401

10 124 27 808 3855 - 81 892
- 200 434 - 674

221 927 2 557 758 4 590

_to provide quality reporting and documentation (quarterly
reporting of operational risk events for the board of direc-
tors, senior management and regional directors).

Operational risk management is performed within the follow-

ing main activities:

_system of internal controls - each unit manager is responsible
for the effectiveness and quality of the control system within
its area of competence.

_business continuity management - to ensure the uninterrupted
provision of business operations and services.

_insurance - to minimize losses due to operational risk.

_outsourcing - the respective business unit is responsible for
the operational risk management related to outsourcing, in-
ternal audit can also exercise periodically controls.

_anti-money laundering.

_risk assessment of new products, activities, processes and sys-
tems before being introduced or undertaken.

The Group measures its operational risk exposure using the loss
distribution approach. In modelling the distribution, the following
are used: internal data collection, external data, scenario analysis,
risk mapping and key risk indicators (key risk indicators track the
most important drivers of operational risk), factors reflecting the
business environment, and internal control systems.

In this, the probability distribution of both the frequency of loss
and the amount of loss is modelled, and is recombined into a com-
pound distribution of yearly losses. From this distribution, both
expected and unexpected losses can be calculated. In accordance
with Basel II, the confidence interval for unexpected loss should
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be at least 99.9% and the holding period should be one year.

Risk measurement is exploited for the effective identification
of risks, setting of risks definitions within internal regulations
(strategy, policy), and reducing the potential frequency/severity of
loss, as well as serving as the basis for economic capital measure-
ment and allocation. The long-term objective is to implement the
Advanced Measurement Approach (AMA) defined by Basel II.

Since 2005 the Group has been involved in a comprehensive
group-wide captive insurance program. Under this program, the
vast majority of operational risks - property damage, internal
& external fraud, IT failures, civil liability, etc. - are covered for
both the Bank and its subsidiaries.

41. CAPITAL MANAGEMENT

The Group’s lead regulator, the NBS, sets and monitors capital
requirements. In implementing current capital requirements the
NBS requires the Group to maintain a prescribed ratio of total
capital to total risk weighted assets (minimum 8%). The Bank
calculates requirements for market risk in its trading portfolios
based on the Bank’s VaR models and uses four grades prescribed
by NBS decree as the basis for risk weightings of credit risk
(off balance sheet exposures included) taking into account all
eligible guaranties and collaterals. From 1 January 2008 after
changing over to Basel II, a standardized approach as the basis
for credit risk weightings will change based on the ratings of
permitted external agencies. Under the IRB approach, internal
gradings will be applicable. Basel II comes with a new capital
requirement on operational risk.

The Group’s regulatory capital is analysed in two tiers:

_Tier 1 capital, which includes ordinary share capital, share
premium, retained earnings, translation reserve after deduc-
tion for goodwill and intangible assets, and other regulatory
adjustments relating to items that are included in equity but
are treated differently for capital adequacy purposes.

_Tier 2 capital, which includes qualifying subordinated liabili-
ties and the element of fair value reserve relating to unrea-
lised gains on equity instruments classified as available for
sale.

Various limits are applied to elements of the capital base. The
amount of qualifying tier 2 capital cannot exceed tier 1 capital,
qualifying term subordinated loan capital may not exceed 50%
of Tier 1 capital. Other deductions from capital include the car-
rying amounts of investments qualifying as financial institutions
exceeding 10% participation on their share capital.

The Group’s policy is to maintain a strong capital base so as to
maintain investor, creditor and market confidence and to sustain
the future development of the business. The Bank’s policies in
respect of capital management and allocation are reviewed regu-
larly by the Board of Directors.

As of 31 December 2007 and 2006, the Group has complied with
all externally imposed capital requirements.



The Group'’s regulatory capital position at 31 December 2007 and 2006 was as follows:

SKK million

Tier 1 capital

Ordinary share capital
Share premium

Perpetual bonds

Capital reserves

Retained earnings
Translation reserve

Less intangible assets

Other regulatory adjustments
Total

Tier 2 capital

Fair value reserve for available-for-sale equity securities
Collective allowances for impairment

Qualifying subordinated liabilities

Total

Deductions from Tier | and Tier Il capital
Total regulatory capital
Risk-weighted assets

Credit risk

Market and other risks

Total

Capital ratios

Total regulatory capital expressed as a percentage of total risk-weighted assets
Total Tier 1 capital expressed as a percentage of risk-weighted assets

2007

6 374
3582
7730
(2 339)

15 347

74

3360
3434

(140)
18 641
178 894

2826
181 720

10.26%
8.45%

2006

6 374
3592
6 080
(2 035)

14011

(88)

13 923

142 097
3236
145 333

9.58%
9.64%
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42. CASH FLOW HEDGE

The Group decided to hedge its EUR interest cash flows from se-
lected financial assets during the period of 48 months, starting April
2005. The hedging instrument is EUR borrowing which is amortised
according to the amount of cash flows received during the period.
The fair value of the hedging instrument as at 31 December 2007
was SKK 444 million (2006: SKK 878 million). Foreign exchange
differences from hedging instrument are retained in the cash flow
hedge reserve in equity and transferred into interest income as the
cash flows from the hedged items come. Thus the interest income is
fixed at the level of the rate existing as at the start of the hedge.

If cash flows from individual financial assets are no longer expected
to occur (mainly due to prepayment of financial assets), the respec-
tive amount retained in the equity reserve is released into the In-
come Statement in ‘Net profit on financial operations’.

The Group also hedges its cash flows from interest expense from
a part of issued bonds at a floating rate, over the period of 3 years
starting November 2006. The hedging instrument is the interest rate
swap in the fair value of SKK (89) thousand (2006: SKK (2.4) mil-
lion), paying a float rate and receiving a fixed rate. As at 31 Decem-
ber 2007 and 2006, the hedge was effective.

The amounts that were removed from equity and included in the Income Statement are as follows:

SKK million

Net interest income
Net profit on financial operations
Total

43. CONTINGENT LIABILITIES AND COMMITMENTS
Legal disputes

Provisions are maintained to cover risks related to possible losses
of the Group related to legal cases. Provisions for legal cases are
described in Note 28 (c).

44. OFF-BALANCE SHEET ITEMS AND DERIVATIVE FI-
NANCIAL INSTRUMENTS

In the normal course of business, the Group is a party to various
financial transactions that are not reflected on the balance sheet
and are referred to as off-balance sheet financial instruments. The
following represent notional amounts of these off-balance sheet
financial instruments, unless stated otherwise.

a) Commitments from Guarantees and Letters of Credit

Bank guarantees and letters of credit cover liabilities to
clients (payment and non-payment liabilities) against beneficia-

2007 2006
48 21
17 10
65 31

ries (third parties). Bank guarantees represents an irrevocable
liability of the Bank to pay a certain amount as stated in the bank
guarantee in the case that the debtor fails to fulfil an obligation
or other conditions as stated in the guarantee.

Letter of credit represents a written obligation of the Group per-
formed according to the instruction of the buyer to pay a speci-
fied amount to the seller against the documents that meet the
letter of credit requirements. The Group deals with letters of
credit subject to ‘Unified Rules and Customs for Documentary
Letter-of-credit’, in the version published by the International
Chamber of Commerce.

The primary purpose of these instruments is to ensure that funds
are available as required. Guarantees and standby letters of
credit, which represent irrevocable assurances that the Group
will make payments in the event that a customer cannot meet its
obligations to third parties, carry the same credit risk as loans.
Documentary and commercial letters of credit, which are written
undertakings by the Group on behalf of a customer authorising a
third party to draw drafts on the Group up to a stipulated amount



under specific terms and conditions, are collateralised by the un-
derlying shipments of goods to which they relate and therefore
carry less risk than a direct borrowing.

Commitments to extend credit represent unused portions of au-
thorisations to extend credit in the form of loans, guarantees,

or letters of credit. With respect to credit risk on commitments
to extend credit, the Group is potentially exposed to loss in an
amount equal to the total unused commitments. However, the
likely amount of loss is less than the total unused commitments
since most commitments to extend credit are contingent upon
customers maintaining specific credit standards.

The following table contains off-balance sheet credit exposures (see Note 15) and also treasury commitments:

SKK million

Guarantees provided

Guarantees from letters of credit

Loan commitments and undrawn loans
Total

In 2003, the Bank provided a guarantee in the amount of EUR
17 million to Erste Bank for government bonds with Moody’s
higher investment grade rating. In the case of any default of the
issuer on any of its debts, the Bank is obliged to purchase these
bonds from the parent company for their nominal value. This
guarantee is still effective as at 31 December 2007.

b) Derivatives

The Group maintains strict control limits on net open derivative
positions, i.e. the difference between purchase and sale contracts,
by both amount and term. At any one time the amount subject
to credit risk is limited to the current fair value of instruments
that are favourable to the Group (ie. assets), which in relation
to derivatives is only a small fraction of the contract or notional
values used to express the volume of instruments outstanding. This
credit risk exposure is managed as part of the overall lending limits
vis-a-vis customers, together with potential exposures from market
movements. Collateral or other security is not usually obtained
for credit risk exposures on these instruments, except for trading
with clients, where the Group in most cases requires margin deposits.

Foreign currency contracts are agreements to exchange specific
amounts of currencies at a specified rate of exchange, at a spot
date (settlement occurs two days after the trade date) or at a forward
date (settlement occurs more than two days after the trade date).

2007 2006

8 310 3985
110 252

34 944 30127
43 364 34364

Foreign currency contracts are used by the Group for risk
management and trading purposes. The Group’s risk management
foreign currency contracts provide effective economic hedges
against exchange rate fluctuations on loans and advances to credit
institutions denominated in foreign currency. The Group holds open
currency position. Part of this position qualifies for hedge accounting
under the specified rules of IAS 39. The rest of the position is
monitored on a daily basis using sensitivity analysis — delta
and VAR methodology.

Interest rate swaps obligate two parties to exchange one or more
payments calculated with reference to fixed or periodically reset
rates of interest applied to a specific notional principal amount.
Notional principal is the amount upon which interest rates are applied
to determine the payment streams under interest rate swaps. Such
notional principal amounts are often used to express the volume
of these transactions but are not actually exchanged between
the counter-parties. The Group’s interest rate swaps were used
for the management of interest rate exposures and have been
accounted for at marked-to-market fair value. The Group designates
two interest rate swaps for hedging of changes in fair value of bonds.
Both contracts qualify for hedge accounting under the specified rules
of TAS 39.

Option contracts represent the formal reservation of the right to
buy or sell an asset at the specified quantity, within a given time

m



in the future and at a certain price. The buyer of the option has
the right, but not the obligation, to exercise the right to buy or sell
an asset and the seller has the obligation to sell or purchase the asset
at the specified quantity and at the price defined in the option
contract.

A forward rate agreement is an agreement to settle amounts at a
specific future date based on the difference between an interest rate
index and an agreed upon fixed rate. Market risk arises from changes
in the market value of contractual positions caused by movements in
interest rates. The Bank limits its exposure to market risk by entering
into generally matching or offsetting positions and by establishing
and monitoring limits on unmatched positions. Credit risk is
managed through approval procedures that establish specific limits
for individual counterparties. The Group’s forward rate agreements
were transacted for the management of interest rate exposures and
have been accounted for at mark to market fair value.

1. Derivatives in notional and fair value

2007 Receivables
SKK million Notional value
Hedging 1980
Total hedging instruments 1980
Trading derivatives

Forward rate agreements (FRA) 16 766
Foreign currency forwards 18 748
Option contracts 37 625
Interest rate swaps (IRS) 74 887
Currency interest rate swaps (CIRS) 2 843
Currency swaps 94 559
Total trading derivatives 245 428
Total 247 408

Currency interest rate swaps are combinations of interest rate swaps
and a series of foreign currency contracts. As with interest rate swaps,
the Group agrees to make fixed versus floating interest payments
at periodic dates over the life of the instrument. These payments
are, however, in different currencies, gross, and not settled on a
net basis. Unlike interest rate swaps, the notional balances of the
different currencies to which these interest payments are based
are typically exchanged at the beginning and re-exchanged at the end
of the contract period.

Credit derivatives are financial instruments that consist of two
or more underlying interest instruments and the value of which
is influenced by risk interest rate of a particular party. They facilitate
one party (protection buyer or originator) to transfer the credit risk
of a reference asset, which it may or may not own, to one or more
other parties (the protection sellers).

Liabilities
Fair value Notional value Fair value
60 1980
60 1980
4 16 766 o)
124 19 086 464
702 37 476 698
838 74 887 788
4 2 812 33
534 94 452 398
2206 245 479 2 387
2266 247 459 2387



Negative value of derivatives of 2007 SKK 2 387 million (2006:
SKK 3 950 million) are presented as ‘Financial liabilities at fair

value through profit and loss’.

2006 Receivables
SKK million Notional value
Hedging 2766
Total hedging instruments 2766
Trading derivatives

Forward rate agreements (FRA) 19 000
Foreign currency forwards 23727
Option contracts 28 271
Interest rate swaps (IRS) 50 492
Currency interest rate swaps (CIRS) 863
Currency swaps 58 077
Total trading derivatives 180 430
Total 183 196

2. Derivatives based on the trading place

2007 Receivables
SKK million Notional value
Hedging
OTC 1980
Total hedging instruments 1980
Trading derivatives
Forward rate agreements (FRA) 16 766
Quoted -
OTC 16 766
Option contracts 37 625
Quoted -
OTC 37 625
Interest rate swaps 74 887
Quoted -
OT1C 74 887
Other derivatives 116 150
Quoted -
OT1C 116 150
Total trading derivatives 245 428
Total 247 408

Fair value

10
609
517
799

1512

3447
3447

Fair value

60
60

702

702
838

838
662

662
2206
2266

Liabilities
Notional value

2766
2766

19 000
24 100
28 372
50 492
1122
57792
180 878
183 644

Liabilities

Notional value

1980
1980

16 766

16 766
37 476

37 476
74 887

74 887
116 350

116 350
245 479
247 459

Fair value

82
82

11
956
674
793
190
1244
3 868
3 950

Fair value

698

698
788

788
895

895

2387
2387
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2006
SKK million
Hedging
OTC
Total hedging instruments
Trading derivatives
Forward rate agreements (FRA)
Quoted
OTC
Option contracts
Quoted
OTC
Interest rate swaps
Quoted
OoTC
Other derivatives
Quoted
OTC
Total trading derivatives
Total

3. Maturity analysis

SKK million

Hedging

Up to 1 month

From 1 to 3 months
From 3 to 12 months
From 1 to 5 years
Over 5 years
Hedging - total

Trading derivatives

Forward rate agreements (FRA)
Up to 1 month

From 1 to 3 months

From 3 to 12 months

From 1 to 5 years

Over 5 years

Foreign currency forwards

Up to 1 month

Receivables

Notional value

2766
2766

19 000

19 000
28 271

28 271
82 667

82 667
50 492

50 492
180 430
183 196

2007

Receivables

308
1672
1980

16 766
2 500
4 500
9 766

18 748
3383

Fair value

10
517

517
2121

2121
799

799
3447
3447

Liabilities

308
1672
1980

16 766
2 500
4 500
9 766

19 086
3431

Liabilities

Notional value

2766
2766

19 000

19 000
28 372

28 372
83 014

83 014
50 492

50 492
180 878
183 644

2006

Receivables

1037
1729
2766

19 000
8 000
5500
5500

23727
4194

Fair value

82
82

11

11
674

674
2390

2390
793

793
3 868
3 950

Liabilities

1037
1729
2766

19 000
8 000
5500
5500

24 100
4265



From 1 to 3 months
From 3 to 12 months
From 1 to 5 years

Over 5 years

Option contracts

Up to 1 month

From 1 to 3 months
From 3 to 12 months
From 1 to 5 years

Over 5 years

Interest rate swaps (IRS)
Up to 1 month

From 1 to 3 months
From 3 to 12 months
From 1 to 5 years

Over 5 years

Currency interest rate swaps (CIRS)
Up to 1 month

From 1 to 3 months
From 3 to 12 months
From 1 to 5 years

Over 5 years

Currency swaps

Up to 1 month

From 1 to 3 months
From 3 to 12 months
From 1 to 5 years

Over 5 years

Total trading derivatives
Total

3532
11 824

37 625
4532
2220
10 213
20304
356
74 887
2150
1800
21 555
37 946
11 436
2 843

2178
665

94 559
47 847
8 945
37 385
382

245 428
247 408

3 603
12 042
10

37 476
4525
2193
10 107

20 295

356

74 887
2150
1800

21 555

37 946
11 436
2812

2165
647

94 452
47 891
8 986
37193
382

245 479
247 459

5262
11 845
2426

28 271
2214
4 401

13 095
8 561

50 492
1146
837

8 025
27 179
13 305
863

262
170
431

58 077
36 029
4776
15 966
1306

180 430
183 196

5206
11 981
2 648

28 372
2232
4334
13 379
8 427

50 492
1146
837

8 025
27 179
13 305
1122

475
271
376

57792
35840
4918
15 827
1207

180 878
183 644
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45. FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES

In the following table, the fair values of the balance sheet items are
compared with the carrying amounts.

The fair value is the amount for which a financial instrument could
be exchanged or settled between knowledgeable, willing parties in
an arm’s length transaction. In those cases where market prices were
available, they were used in measurement, otherwise internal valuation
models were applied, in particular the discounted cash flows method.

SKK million

Financial assets

Loans and advances to financial institutions

Loans and advances to customers

Held to maturity securities

Financial liabilities

Amounts owed to financial institutions

Amounts owed to customers and debt securities in issue

Loans and advances to financial institutions

The fair value of current account balances approximates their carry-
ing amount, as the Group’s term placements generally re-price within
relatively short time periods.

Loans and advances to customers

Loans and advances are net of specific and other provisions for impair-
ment. The fair value represents management’s estimate of the ultimate
fair value of the loans and advances to customers. The credit risk of
each instrument is taken into account in the way that the yield curve
used for the discounting of this instrument is increased by the value of
the relevant credit risk margin.
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Carrying Estimated Carrying Estimated
value fair value value fair value
2007 2007 2006 2006

34 111 34 113 69 110 69 173

151 366 152 892 125 245 126 538

52584 53 266 44 699 45 009

24 604 24 637 44 426 44 512

245 490 241 699 222 285 207 587

Held to maturity securities

The fair value of held-to-maturity securities was calculated based on
the same principles used for the valuation of available-for-sale securi-
ties and trading and at fair value through profit and loss securities as
described in Note 3(g).

Deposits and borrowings

The estimated fair value of deposits with no stated maturity is the
amount repayable on demand. This demand is modelled according
general accepted assumptions within the Erste Bank Group. The esti-
mated fair value of fixed interest bearing deposits and other borrowings
without quoted market price is based on discounted cash flows using
interest rates for new debts with similar remaining maturity.



46. SEGMENT REPORTING

Income included in operating income was substantially generated
from the provision of banking and other services in the Slovak Re-
public. Based on this fact, no other material geographical or busi-
ness segment was identified.

47. ASSETS UNDER ADMINISTRATION

The Group provides custody, trustee, investment management, and
advisory services to third parties, which involve the Group making
allocation and sale decisions in relation to a wide range of financial
instruments. Those assets that are held in a fiduciary capacity are
not included in these financial statements.

The Group administered SKK 33 956 million and
SKK 25 425 million of assets as at 31 December 2007 and 2006,
respectively, representing securities from customers in its custody
for administration, including assets managed by Asset Management
Slovenskej sporitel'ne, a wholly owned subsidiary of the Bank.
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48. CURRENT AND NON-CURRENT ASSETS
AND LIABILITIES

The following table shows the distribution of assets and liabilities and equity to current (due within one year)
and non-current (due over one year) based on their contractual maturity.

2007 2006
Non- Non-
SKK million Current current Total Current current Total
Cash and balances at the central bank 12 502 - 12 502 13 046 - 13 046
Loans and advances to financial institutions 33962 149 34 111 68 672 438 69 110
Loans and advances to customers 54 589 102 187 156 776 43 817 85703 129 520
Provisions for losses on loans and advances - (5 410) (5 410) - (4 275) (4 275)
Financial assets at fair value through profit or loss 12 023 6141 18 164 2358 6952 9310
Securities available for sale 7 295 15 668 22 963 8 523 17 906 26 429
Securities held to maturity 16 300 36284 52 584 1252 43 447 44 699
Investments in associates and other investments - 1591 1591 - 1254 1254
Intangible assets - 2 359 2 359 - 2 035 2 035
Property and equipment 1570 4749 6 319 - 5117 5117
Investment property - 344 344 - 149 149
Non-current assets held for sale - 130 130 - 684 684
Current income tax asset 12 - 12 177 - 177
Deferred income tax asset 2 12 14 - 12 12
Other assets 680 774 1454 88 553 641
Total assets 138 935 164 978 303913 137 933 159 975 297 908
Amounts owed to financial institutions 17 136 7 468 24 604 35416 9010 44 426
Amounts owed to customers 216 033 13 963 229 996 196 027 14 002 210 029
Debt securities in issue 4282 11 212 15 494 2170 10 086 12 256
Provisions for liabilities and other provisions - 655 655 - 884 884
Financial liabilities at fair value through profit or loss 1129 1258 2387 2 509 1441 3950
Other liabilities 4094 874 4968 4959 495 5454
Current income tax 338 - 338 5 - 5
Deferred income tax liability - 36 36 - 510 510
Subordinated debt 8 3360 3368 - - -
Equity - 22 067 22 067 - 20 394 20 394
Total liabilities and equity 243 020 60 893 303 913 241 086 56 822 297 908



49. RELATED PARTY TRANSACTIONS
a) Related parties

Parties are considered to be related if one party has the ability to
control the other party or exercise significant influence over the
other party in making financial or operational decisions. The Group
is controlled by Erste Bank, which holds 100% of the voting rights
of the Group’s total votes. Related parties include associates of the
Group and other members of Erste Bank group.

A number of banking transactions are entered into with related par-
ties in the normal course of business. These primarily include loans
and deposits. These transactions were carried out on commercial
terms and conditions and at market rates.

b) Transactions with Erste Bank group

Assets and liabilities include accounting balances with the parent bank and companies under its direct control,

as follows:

SKK million

Assets

Loans and advances to financial institutions

Loans and advances to customers

Financial assets at fair value through profit and loss
Securities held to maturity

Other assets

Total

Liabilities

Amounts owed to financial institutions
Amounts owed to customers

Debt securities in issue

Other liabilities

Subordinated debt

Total

Erste Bank
2714

253

10
2977

13 376

3368
16 744

2007

Companies under the

control ofErste Bank

120
2793

76
2989

88
455
232

775

Erste Bank

1613

198
1819

8718

8726

2006

Companies under the

control ofErste Bank

229
2334

4]
2 604

329
408
297

1040
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The Group received a guarantee issued by its parent bank with
a maximum value of SKK 8.4 billion (2006: SKK 4.8 billion)
covering all the Group’s exposures to the parent bank and its
group companies. Under the agreement, the parent bank pledged
securities issued or guaranteed by the Republic of Italy in face value
amounts totalling EUR 250 million (2006: EUR 140 million).

Exposures towards corporate clients covered by the parent’s bank
guarantees (excluding exposures towards ERSTE Group entities)
are in the amount of SKK 5.2 billion (2006: SKK 740 million).

The Group purchased software from Erste Bank in 2006 in
the amount of SKK 4 million, and from companies under the
control of Erste Bank in the amount of SKK 377 million (2006:
SKK 610 million).

On 21 December 2006, the Bank entered into a loan contract with
its parent company Erste Bank. Based on the contract, the Bank
can draw EUR 100 million subordinated loan till 21 February 2007
with repayment date on 21 December 2016. During February 2007,
the Bank withdrew the loan in the whole amount.

Income and expenses from the parent bank and its subsidiaries include the following:

SKK million

Interest income

Interest expense

Net fees and commissions

Net trading result

General administrative expenses
Other operating result

Total

The Group received dividends from its associates that are under the
control of Erste Bank group in the amount of SKK 10 million in
2007 (2006: SKK 16 million).

Erste Bank  control of Erste Bank

2007 2006

Companies under the Companies under the

Erste Bank control of Erste Bank

43 156 135 107

(272) (40) (500) (55)

7 (9) 8 26
(28) 49

(5) (461) (14) (268)

(55) (1) (6)

(255) (409) (323) (196)



c) Transactions with associates of the Bank, other than
those under control of Erste Bank

Assets and liabilities include accounting balances with the associates, as follows:

SKK million

Assets

Loans and advances to financial institutions
Loans and advances to customers

Total

Liabilities

Amounts owed to financial institutions
Amounts owed to customers

Total

Income and expenses from the associates include the following:

SKK million

Interest income
Interest expense
Total

The Group received dividends from its associates in the amount of
SKK 103 million in 2007 (2006: SKK 107 million).

d) Transactions with key management personnel

Loans and advances granted to members of the Board of Di-
rectors and Supervisory Board represent SKK 2.5 million and
SKK 962 thousand, and liabilities SKK 71.1 million and
SKK 52.7 million as at 31 December 2007 and 2006, respectively.

Remuneration of members of the Board of Directors and Supervi-
sory Board paid during 2007 amounts to SKK 62.0 million (2006:
SKK 60.6 million) which represents short-term employee benefits.

2007

327

327

89
89

2007
16
(2)
14

2006

12
23

2006

(5)
(5)
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