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Company at a Glance

Registered Office:  Suché myto 4
816 07 Bratislava
Slovak Republic

Company Identification Number (ICO): 00151653

Legal form: Joint stock company
Line of business: Universal bank

Shareholders
as of 31 December 2005:

Significant participation interests:
Asset Management Slovenskej
sporitelne, sprav. spol., a. s.

Derop B.V.

Factoring Slovenskej sporitelne, a. s.
Leasing Slovenskej sporitelne, a. s.
Poisfoviia Slovenskej sporitelne, a. s
Slovak Banking

Credit Bureau, spol. s r. o

Erste Corporate Finance, a. s.
SporDat, s. 1. 0.

Prvd stavebnd sporitelfia, a. s.

Contacts:  Sporotel: +421 (0) 850 111 888
www.slsp.sk
postmaster@slsp.sk

Erste Bank 100%
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Results and

According to IFRS

Prepared in accordance with the International
Financial Reporting Standards

Balance sheet total

Receivables from banks

Receivables from clients

Securities and participations

Liabilities towards clients

Shareholders' equity

After tax profit

Selected ratios

ROE

ROA

Cost income ratio

Non-interest income to Operating income
Net interest margin

Loans to Deposits ratio

Capital adequacy (%) according to NBS
*  without effect of PSS

selected indicators

as of 31 Dec 2002
(MSKK)

205 037

61 464

38 475

86 803

174 789

12 784

1230

10.2%

0.6%
66.8%
23.4%

3.9%
22.0%
22.5%

*##  without the equity reserves for securities available for sales

as of 31 Dec 2003

(MSKK)

208 338

27 380
54 691
114 367
172 335
15 515
2 731

19.2%
1.3%

52.0/62.2%*

26.4%

5.54/4.4%"

31.7%
24.3%

as of 31 Dec 2004
(MSKK)

238 243

63 805

62 609

100 906

175 094

17 782

3126

19.7%
1.4%
56.6%
29.8%
3.9%
35.8%
16.46%™

*** based on the provision of the NBS, consolidated capital adequacy is computed according to the consolidated Slovak statutory statements

Amounts in years 2002 and 2003 do not reflect effect of
changes in structure and revaluation of securities portfolios

according to Revised IAS 39.
Other figures

Number of employees

No. of branches

No of ATMs

No of Payment cards

Year-end SKK/EUR exchange rate

5570
353
423

886 620
41.7

5 300
339
439

958 720
41.2

5233
336

483
1058 565
38.8

as of 31 Dec 2005
(MSKK)

258 992

67 681

96 928

84 066

177 550

19 151

3572

19.3/20.7%**
1.3%
55.5%
32.2%
3.2%
54.6%
11.01%

4 901
302

519
1086 318
37.8



Macroeconomic Environment

Strong economic growth continues

The Slovak economy has for a fourth year in a row confir-
med its leading position as the fastest-growing economy in
Central Europe. In 2005, gross domestic product increased
in real terms by 6%. As for expenditures, domestic demand
continued to be the driving force, largely in the form of hou-
sehold consumption and spending related to new foreign
investment and to infrastructure construction. Positive eco-
nomic development was also experienced by households
since unemployment declined and combination of low infla-
tion and sharply rising nominal wages increased real wages
by favourable 6.3%.

Inflation keeps downward course

Downward inflation trend continued in 2005. The average
rate of inflation fell to 2.7% from the 7.5% recorded in
2004. The price growth was dampened not only by the slo-
wer year-on-year growth of regulated items, but also by the
favourable development of food prices. Strengthening of the
Slovak koruna at the beginning of the year was another
disinflationary factor that put downward pressure on import
prices, thus resulting in cheaper consumer goods. Converse-
ly, the pro-inflationary effect of higher oil price was reflec-
ted in increased prices of heat and gas for households.
Despite the strong growth in household consumption, the
structure of inflation did not show any signs of undesired
demand-side pressures.

Public finance development helps improve rating

In accordance with the Convergence Program, the Slovak
Government succeeded in further reducing of public finance
deficit. Strong economic growth improved tax receipts,
while low interest rates made the state debt service cheaper.
The public finance deficit therefore decreased faster than
expected to stand at 3.1% of GDP as compared with a pro-
jected gap of 3.4%. Owing to positive economic develop-
ment, fiscal discipline and a reasonable plan for euro
adoption, three main international rating agencies upgraded
Slovakia’s ratingover the course of the year. The last one to
raise the rating was S&P whose evaluation of

Slovakia's long-term foreign currency liabilities made Slova-
kia the top-ranking country in the V4 region.

Koruna exchange rate continues to strengthen

At the beginning of the year, koruna continued to appreciate
against euro and surpassed one record after another. The
NBS sought to slow down the strengthening pace by major
interventions and by reducing the two-week repo rate by

a further percentage point, bringing it to 3%. Investors later
became less interested in Central European currencies, nota-
bly due to growing speculation over rate growth in the Uni-
ted States. The temporary weakening affected also the
Slovak koruna, which lost the gains made since the begin-
ning of the year. Koruna managed to make substantial and
long-term gains by year-end. Koruna recorded a year-on-
year appreciation against euro by 2.4%.

Central bank begins preparing for euro adoption
Important change in monetary policy took place in Novem-
ber 2005 when the National Bank of Slovakia announced
accession to ERM II. Under this regime, the koruna/euro
exchange rate is not allowed to fluctuate by more than
+/-15% around the central rate of 38.455 for at least two
years. This is fully in accordance with Slovakia's ambition
to adopt the common European currency in January 2009.
Towards the end of the year, NBS rhetoric on the need to
reduce inflation below 2% by 2007 became tougher. In this
context, interbank market interest rates slightly increased
from their all-time low.



Top Management

ot Slovenskd sporitelfia
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REGINA OVESNY-STRAKA
Chairperson of the Board of Directors
and General Manager

Mag. Regina Ovesny-Straka is an Austrian citizen. She stu-
died economics at the Vienna University of Economics and
Business Administration. Between 1982 and 1994, she
worked for Creditanstalt Bankverein in Vienng, starting in
the Public Relations Department and then moving to the
Retail Banking Department in 1985. In 1992, she became
manager of the Julius Tandler-Platz Branch. Based in
Slovakia since 1994, she served until 1999 as a member
and spokesperson of the Board of Directors of
Creditanstalt, a. s., Bratislava. When Bank Austria merged
with Creditanstalt in 1999, she became Chairperson of the
Board of Directors of Bank Austria Creditanstalt Slovakia,
a. s. After Slovenska sporitel ia was taken over by
Austria's Erste Bank, she was elected Chairperson of the
Board of Directors of Slovenska sporitelfia on 4 April
2001. Her responsibilities include retail banking, marke-
ting, communication and human resources.

STEFAN MAJ
Deputy Chairman of the Board of Directors
and First Deputy General Manager

Stefan Mdj is a graduate of Applied Information
Technology at the University of Economics in Bratislava,
where he specialised in automated management systems.
Between 1991 and 1995, he worked for Slovenska spori-
telfq, first as head of the Property Management Staff Unit,
then as head of the Technology Division, and finally as

a member of the Board of Directors. In 1995, he joined
Komeréni bankaq, a. s., Bratislava, serving as a member of
the Board of Directors and Deputy CEO until December
1998, when he returned to Slovenska sporitelfia to beco-
me Deputy Chairman of the Board of Directors and First
Deputy General Manager. He made a significant contributi-
on to privatisation process of the bank both as Chairman
of the Slovenska sporitelfia Privatisation Preparation
Commission and as a member of the Steering Group for
Restructuring and Privatisation of Selected Banks and
Corporate Sector Restructuring at the Slovak Ministry of
Finance. His responsibilities include controlling and risk
management.



PETER KRUTIL
Member of the Board of Directors
and Deputy General Manager

Peter Krutil graduated from the Management Faculty at the
University of Economics in Bratislava. He took various courses
related to financial markets and securities trading and served
internships with Creditanstalt Vienna and Creditanstalt
London. Between 1991 and 1993, he was a securities trader
for VUB, a. s., Bratislava, where he worked on the listing of
new companies on the Bratislava Stock Exchange. In 1993,
he joined Tatra bankq, a. s., Bratislava as a dealer on the
money and capital market. Later he took up an executive
position at Creditanstalt Securities, o.c.p., a.s., Bratislava,
where he worked until 1998, finally becoming a member of
the Board of Directors. In 1998, he moved to the Slovak
Ministry of Economy, and in December he was elected

a member of the Board of Directors and Deputy General
Manager of Slovenskd sporitel'fia,a.s. His responsibilities
include financial markets and corporate customers.

SAMUEL VLCAN

(since 21 December 2005)
Member of the Board of Directors
and Deputy General Manager

Samuel VI¢an graduated from the Faculty of Law at the
Comenius University, studied at the Moscow Institute of
International Affairs, at the Faculty of Law at the Universitét
Bremen, he has professional experience as a lawyer in
Slovakia as well as abroad. From 1997 to 1999, he worked
as a head of the Legal Department in Bank Austria (SR), a.
s. In 1999, he became a Head of the Legal Department and
member of the Credit Committee of Bank Austria
Creditanstalt Slovakia, a. s. From 2001, he acted as a head
of the Legal Department Staff Unit, procura holder and com-
pliance officer of Slovenska sporitelfia. At the same time he
acted as a member of the Supervisory Board of Sporing, a.
s. Samuel VI¢an is a member of a number of professional
and counseling institutions such as the Legal Committee of
the European Bank Federation and is a Chairman of the
Committee for Legal and Business Environment of the
Slovak Bank Association. Since 1 January 2006, he serves
as a member of the Board of Directors of Slovenské spori-
tel'fia. His responsibilities include management of services
provided to small and medium-sized enterprises, special
financing, subsidiaries and legal services.




MICHAEL VOGT
Member of the Board of Directors
and Deputy General Manager

Michael Vogt is an Austrian citizen. He graduated from
the Vienna Business School. Between 1982 and 1992, he
worked for Donau-Bank AG Vienna in IT-related positions.
In 1992 - 1993, he was with MMI Informatik Zurich as

a project manager in charge of implementing banking
software in two Czech banks. In 1994, he joined Bank
Austria Creditanstalt Hungary where he worked until
1998 as a head of the Operations Division. In 1998, he
became a member of the Board of Directors of Erste Bank
Hungary. In April 2001, he was elected a member of the
Board of Directors of Slovenské sporitel i, a. s. with res-
ponsibility for information technologies.

OSKAR SOTAK

(until 21 December 2005)
Member of the Board of Directors
and Deputy General Manager

Oskar Sotdk graduated from the Business Faculty at the
University of Economics in Bratislava and also studied
banking management and banking products at IIF
Amsterdam and at INSEAD Fontainbleau. From 1988 to
1991, he worked for CSOB, a.s. Bratislava in the Foreign
Exchange Financing Department. Between 1992 and
1999, he was employed at the Bratislava branch of ING
Bank, first as head of the Corporate Customers
Department and later as head of an Corporate and
Investment Banking Integrated Division.. From 1997 to
1999, he concurrently served as a member of the Board
of Directors of ING Barings Securities (Slovakia) o.c.p., a.s.
In 1999, he joined Moravia Steel, a.s., Czech Republic, as
Chairman of the Board of Directors and CEO. In May
2001, he was elected a member of the Board of Directors
of Slovenska sporitelfia with responsibility for corporate
banking. As of 1 January 2006, he ceased to be a mem-
ber of the Board of Directors and now heads a strategical-
ly important project aimed at developing and preparing
investment alternatives for corporate customers.






Address by the Chairperson of the Board
of Directors and the General Manager

Dear shareholders, dear customers,

It is a pleasure to report that Slovenska sporitela can again
look back on an exceptionally successful year. We substanti-
ally surpassed our targets and improved results of previous
years. Our position as the largest and strongest bank in Slo-
vakia was confirmed and strengthened. We continued to lead
the market in total assets volume, retail deposits, total depo-
sits, assets under management in mutual funds, and the num-
ber of sales points and ATMs. Moreover, in 2005, we became
a leader in retail and total loans volume in the Slovakia.

The Slovak banking market grew significantly last year. The
volumes managed by Slovenska sporitelia copied this deve-
lopment and in retail and corporate lending we even surpas-
sed the market growth. This success is apparent in the
bank's financial highlights. Its net profit after tax increased
by 14% to stand at SKK 3.572 million, while the ratio of
general operating costs to income decreased to 55.45%. Fur-
ther evidence of the bank's outstanding performance was
ROE, which reached 20.7% (without effect of changes in
IFRS as of January 1%, 2005).

Corporate sector in Slovakia was affected by lowest ever
interest rates that put downward pressure on the net interest
rate margin. Nevertheless, we managed to turn this into an
advantage. Volume of loans increased by about 55% mainly
due to streamlining of lending process and launch of new
products. Our biggest success was achieved in loans secured
by real estates which accounted for more than half of newly
provided retail loans. The sharp growth in secured loans
contributed to loan portfolio quality improvement and at the
same time reduced the risk of default.

Despite slight stagnation in the corporate banking market
and the rapidly growing competition following

Slovakia's accession to the EU, we succeeded in increasing
the volume of corporate loans to Small and Medium-sized
Enterprises (SMEs) by 60% last year. Developer projects
financing proved an outstanding success, with our volume of
assets in this area growing more than three times year-on-
year. Financing of Small and Medium-sized Enterprises also
flourished.
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Regina Ovesny-Straka

Chairperson of the Board of Directors and General Manager

Growing investment in mutual funds and capital life insu-
rance underpinned a slight growth in customer deposits. We
strengthened our position as the leader in assets under mana-
gement in mutual funds and moved to second place in new
production of life insurance products.

Our successful business strategy is also visible in ever gro-
wing income from transaction business. Our ATM network
was upgraded and customers now have more than 500 new
POS terminals at their disposal. As a result, both the number
and volume of transactions rose and helped the bank increa-
se its non-interest income. For the first time, the volume of
transactions processed by our authorisation centre exceeded
SKK 100 billion. As for cross-border transactions, we are
working to make them easier for our clients. Cash transfers
between banks within the Erste Bank Group are already
cheaper and faster, taking only one day instead of three days
it used to take in the past.

Card business is also thriving. We issued almost 38,000 new
payment cards last year, bringing the total number in circu-
lation to nearly one million and one hundred thousand. The
number of electronic banking users is growing substantially
— by more than 30% as compared with 2004 and reached
more than 300,000. In 2005, Slovenska sporitelfia as the



first bank in Slovakia launched Databanking, a new product
for corporate entities. Databanking facilitates direct inter-
connection of the companies’ financial systems with the
bank.

Our subsidiaries, too, can reflect a successful year 2005.
Asset Management Slovenskej sporitelne controls more than
a quarter of the collective investment market, making it the
largest asset management company on the Slovak market.
Last year, the company managed assets worth more than
SKK 32.5 billion for 174,000 unit holders. The

company's net sales grew by 44% year-on-year. The bank
also reported notable success in receivables financing and
management, with Factoring Slovenskej sporitelne confir-
ming its obvious leading position in terms of total turnover.
Last year, the company launched eFactoring, a new service
which has given customers 24-hour access to information on
their factoring transactions, thus enabling them to better
plan business activities and financial flows. Poistovia
Slovenskej sporitelne confirmed its top-three position with
new life insurance production. We are really pleased to
stress that the company made a first annual profit after just
two and a half years of selling life insurance. Another subsi-
diary that did well last year is Leasing Slovenskej sporitel-
ne, which reported a year-on-year increase of 182% in the
number of concluded contracts and a more than twofold rise
in the volume of transactions.

The progress made by Slovenska sporitelna last year was
acknowledged by numerous awards it won, both at home and
abroad. The prestigious magazine Euromoney declared it the
Best Bank in Slovakia, while The Banker named it Bank of
the Year in Slovakia. Slovak economic weekly Trend awar-
ded Slovenska sporitelfia the second place in the Bank of the
Year category on the basis of exceptional financial results.
Further recognition of the bank's quality came from Deutsche
Bank, which conferred its "Excellence Award" for quality of
foreign payments in both euros and dollars. According to

a survey conducted by GfK Koloseum in 2005, the public in
Slovakia perceive Slovenska sporitela as "The Best Brand
in Slovakia" within the banks category.

This success proves that the route Slovenskd sporiteliia set
out on five years ago — after being taken over by one of the

largest banking houses in the region, Erste Bank — has been
right for all of us — shareholders, more than two and a half
million customers, and almost 4,800 employees. I would
therefore like to extend my thanks to our staff for their daily
efforts and to our shareholders, customers and business part-
ners for their cooperation and trust. I am sure that our com-
mon effort will bring further excellent results for this year.

Regina Oviesny-Straka
Chairperson of the Board of Directors and General Manager



Management Report on Activities

in 2005

REVIEW OF FINANCIAL RESULTS FOR 2005

Balance sheet changes

Slovenska sporiteliia reported total consolidated assets of
SKK 259 billion, an increase by SKK 21 billion compared to
the previous year, and an 18% share on the Slovak banking
market. Customer loans volume recorded the sharpest growth,
increasing by SKK 33 billion (54%) and account for more
than one third of the balance sheet total. Total deposits volu-
me, shareholders' equity and the equity interests in subsi-
diaries also grew, and conversely, the volume of securities
volume declined in accordance with expectations (due to
government bonds maturity).

Loans to customers, segmented (SKK bn.)
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Net interest income

Slovenska sporitelila maintained its previous year’s level of
net interest income. As interest rates declined and the net inte-
rest margin was gradually decreasing (reaching 3.2% in 2005,
down from 3.9% a year ago), it was the liability-side margins
that came under most pressure. Interest yields also fell as
government securities matured. Both of these factors were
ultimately counterbalanced by the high growth in retail loans
and loans to SMEs (interest income from loans increased by
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more than 20%). As a result, the loan-to-deposit ratio impro-
ved (up to 54.6% from 35.8% in 2004) and Slovenska spori-
telna created a solid basis for future interest income.

Structure of operating income
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Net trading income B Net income from fees and commissions

B Net interest income

Net fee and commission income

The growing number of transactions is reflected in the rising
income from fees and commissions, 59% of which came from
transactions last year. Another important source of income in
this area is sale of subsidiaries’ products , in particular Asset
Management Slovenskej sporitelne, which increased the net
asset value under management by 75% during 2005. Asset
Management Slovenskej sporitelne accounted for 14% of the
consolidated fees and commissions income (compared to 8%
in 2004). Likewise, increased trading volumes also boosted
fees and commissions income in other subsidiaries — Facto-
ring, Leasing and Poistovna Slovenskej sporitelne.



Structure of net fee and commission income (2005)
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General operating expenses

Slovenska sporiteliia managed to keep the growth of general
operating expenses on 2.4% level, i. e. below the annual
inflation (2.7%). The rise in personnel expenses by

SKK 90 million (3%) reflected the new remuneration system
based on performance bonuses linked to results in lending-
business (as well as employee dividends from profits of
Erste Bank Group and contributions to pension insurance).

Structure of general administrative expenses (SKK bn.)
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Portfolio investments

The securities portfolio was structured using a new methodo-
logy designed in accordance with the ALCO Committee stra-
tegy. As a result of IAS amendment at the beginning of the
year reallocation of securities between the AFS (Available For
Sale) portfolio, HTM (Held To Maturity) portfolio and the
newly-created FV (Fair Value through Profit and Loss) port-
folio. Further investments in structured products were placed
in the FV portfolio so as to continue the diversification of
those sources of incomes that do not correspond with the
bank's standard income.

Whereas in previous years the bank regularly expanded
investments in the HTM and AFS portfolios, in 2005, against
a background of low interest rates, the bank decided not to
invest in fixed income securities. Thus income from maturing
securities, which was reinvested in the money market or used
to cover the growing needs for structural liquidity prevailed in
the portfolios.

RETAIL SERVICES

Slovenska sporiteliia is a clear leader on the Slovak banking
market. With almost 2.5 million mostly retail clients, Slovens-
ka sporitelna serves approximately every other person in Slo-
vakia. With more than three hundred branches and five
hundred ATMs, we are the bank closest to clients. According
to market research, Slovenska sporitelna is perceived as the
strongest brand on the banking market. For the first time after
its transformation, Slovenska sporitelfia not only maintained
its top position on the deposit market but also leads the whole
lending market.

Loans to retail clients were among the fastest growing pro-
ducts provided by Slovenska sporitelia in 2005, reaching the
year-on-year growth of 55%. As of the end of 2005, the total
volume of private loans represented almost SKK 42 billion,
up by SKK 15 billion in comparison to December 2004. In
total, in 2005, Slovenska sporitelna provided more than
100,000 consumer loans, 12,500 housing loans, and almost
60,000 bank overdrafts. Owing to the total volume of private
loans provided in 2005 (SKK 22 billion) Slovenska sporiteliia
became a leader among the banks operating on the Slovak
banking market.



Retail loans (volume, SKK bn.)
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Housing loans

As for housing loans, after cancellation of the state contributi-
on to mortgage lending Slovenska sporiteliia started to offer
UverPlus (CreditPlus) instead of the standard mortgage loans
since the beginning of 2005. Being simpler and faster to
administer, consumer loans for housing and secured by real
estate are more advantageous for both clients and the bank.
Excellent sales show that customers appreciate this product.
In 2005, the housing loans of Slovenska sporitelfia totalled
SKK 104 billion (3.5 times more compared to 2004), and
thus confirmed the leading position on the housing loan mar-
ket.

Consumer loans

Slovenska sporitelna has long led the consumer loans with
market share of 36% at the end of 2005. In August 2005, the
growing trend in consumer loan sales was supported by intro-
duction of a non-purpose linked loan MINIdver (MINIloan)
available within 10 minutes. More than a billion crowns were
lent through MINIdver before the end of the year, reflecting
the good timing of its market launch, its advantageous para-
meters, and the great efforts made by account managers in
selling the product.
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Other private loans

The most popular revolving product of Slovenska sporitelna,
the bank overdraft, is today used by one third of its current
account customers. The overdrafts provided in 2005 amoun-
ted to almost 65,000 in number and SKK 1.9 billion in volu-
me. Slovenska sporitelfia includes the authorized overdraft as
an automatic component of its product package, in order to
make it available to ever more customers.

Private deposits

Slovenska sporiteliia continues to enhance and further diver-
sify its product portfolio with the aim of satisfying the con-
stantly changing savings and investments needs of clients.
The bank and its subsidiaries offer clients a comprehensive
product range, including mutual funds and capital life insu-
rance. Clients are no longer satisfied with just ordinary ways
of increasing the value of their funds — passbooks and term
accounts. They are looking for more. Slovenska sporitelna
understands this, and has therefore been successful in raising
the volume of assets under management for private clients.

The total volume of deposits recorded a year-on-year increase
by SKK 3.3 billion to SKK 176 billion, of which retail depo-
sits accounted for SKK 116.2 billion. Retail deposits included
anonymous deposits totalling SKK 1.77 billion, down by 33%
year-on-year.

Most of the retail savings have traditionally been held in pass-
books. In the most popular of them, SPOROknizka kapitdl,
the bank recorded almost SKK 42 billion as of the end of
2005. SPORObonus became the most successful product, and
in 2005 it reported year-on-year growth of SKK 4.8 billion.

Slovenska sporiteliia is increasingly focused on up-to-date
forms of deposit product management. In 2004, Slovenska
sporitelna became the first bank in Slovakia to offer structured
deposits, SPORObenefit, as a new form of retail savings pro-
duct. In 2006, this success is followed by the guaranteed
funds, that combine the guarantee of return on deposit with

a threshold yield and the opportunity to participate in higher
returns of higher risk assets such as stock or foreign-exchange
markets. It is evident that clients understand such products and
are glad to take advantage of them. Slovenska sporitelna will
therefore continue focusing on structured products in 2006.



Mutual funds and life insurance

The popularity of collective investment is growing — last
year's increase in investments in mutual funds was not only
the highest ever but probably also for the next several years.
Cumulative sales of mutual funds reached almost SKK 113
billion. Slovenska sporitelna confirmed its leading position
with more than 29% market share. At he same time, the com-
pany is the leader on the market in terms of net assets value
under management. Slovenska sporitelfia approaches clients
individually and provide each client with an appropriate com-
bination of funds and new savings programs and tax benefits.

Net asset value of mutual funds (SKK bn.)
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The largest fund in terms of the share of it’s net asset value
on the total net asset value of funds managed by the

Asset Management of Slovenska sporiteliia is the

SPORO Korunovy penazny fond (SKK Money market fund,
69%), followed by SPORO Dlhopisovy korunovy fond
(SKK Bond fund, 19%) and guaranteed funds (6%).

Along with its parent Erste Bank Group, Slovenska sporitelfia
is continually expanding its portfolio of funds. In 2005,
SPORO Global Equity Fund of Funds and ESPA Stock Euro-
pe — Property (so far the only real estate fund sold in Slova-
kia) were successfully launched.

Slovenska sporitelila has a firm position also on the bank
assurance market. In accordance with the methodology of the
Slovak Insurers Association (SAP), the volume of written pre-
mium reached SKK 1.2 billion at the end of 2005. After three
years of existence, Poistoviia Slovenskej sporitelne is the fifth
largest provider of life insurance in Slovakia (and the second
largest in terms of new production).

Customer care
Consistent implementation of the client care concept continu-
ed in 2005 with priority on high quality services.

Slovenska sporiteliia uses other countries’ experience collec-
ted and specified within the Erste Bank Group. As a result,
better sales techniques further improved client services.
Implementation of new sales techniques began at the end of
2005 and will continue throughout 2006. At the same time it
addresses clients directly, personally and actively while offe-
ring suitable products and services not only by account mana-
gers but also by the call centre.

The bank introduced comprehensive service for corporate and
private entities offered by account manager assigned to every
micro-entrepreneur, trade licence holder and free profession
(a "single-source service").

To underline the client approach of account managers,
Slovenska sporitelna performs continual evaluation and upg-
rading of support tools. Modern client approaches are being
introduced in order to create a comprehensive and integrated
summary of individual clients using a variety of information
sources, to confirm the loyalty and stability of existing
clients, to gain new clients, and to increase the profitability
of the whole client portfolio.

TRANSACTION BUSINESS

One area in which Slovenska sporitelfia is doing outstan-
dingly well, along with loan sales, is transaction business.
Clients perform more and more cashless transactions (more
than 90%) as well as use the largest ATM network and make
card payments. The bank's objective to make cashless transac-
tions more advantageous by means of fee policy is something
that clients have come to understand and be familiar with.



This type of transaction is included in the package of services
launched on the market in 2005. Slovenska sporitelna is
a market leader in cashless payments in almost all segments.

Current accounts

Positive trend was recorded in retail current accounts in 2005.
As of year-end, the total volume of current account deposits
reached SKK 28 billion, an increase by 32% compared to the
same period of the previous year. The number of current
account transactions grew by 5% year-on-year, especially
cashless transactions, which account for 90% of all transac-
tions. Notable sales success was seen in the use of electronic
channels, up by 30%, and POS terminals (10%). This favou-
rable development was undoubtedly a consequence of the
new package of products and services through which the bank
meets client needs in electronic banking business.
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Card transactions

As for the card business, Slovenska sporiteliia not only main-
tained its dominant market position in 2005 but even increa-
sed the number of issued cards by 5% to 1,086,318. Cards use
also grew considerably. Almost 39 million transactions were
carried out with Slovenska sporitelia cards presenting an
increase by 10% year-on-year. Meanwhile, the number of
card transactions performed through POS terminals grew by
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38%. Overall volume of transactions executed with our bank
cards likewise recorded substantial 16% growth, while the
increase in POS terminal transaction volumes was as much as
45%. For 2006, Slovenska sporitelna is preparing to add

a credit card to its product portfolio in order to further
strengthen its leading position in the card business.

Transactions with cards issued by Slovenska
sporitel'fia (SKK bn.)
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Payments

Slovenska sporiteliia has also maintained its top position in
domestic inter-bank payments, last year clearing 22% of their
total number. The number of client transactions grew by 7%
year-on-year. As for foreign payments, we recorded consider-
able growth over the past four years. In comparison with
2005, the number of foreign payments grew by 33%, with
incoming foreign payments up by 46%. This growth in client
transactions was facilitated by the increased of payment pro-
cessing automation. For payments made to the EU member
states, Slovenska sporiteliia applies the STEP2 system for the
euro payments settlement.



MULTIPLE SALES CHANNELS

ATM network

Last year, Slovenska sporitelia completed installation of

a new generation of ATMs in order to have devices certified
for VISA chip technology. In terms of hardware, all the

bank's ATMs are now compatible with EMV chip technology.

Slovenska sporiteliia operates the largest ATM network in
Slovakia, and having added further 35 ATMs last year, it now
has 519 installations and a market share of 28%. In terms of
transaction volume executed through ATMs, the market share
is as high as 40%. The use of ATMs for cash withdrawals
grew by 3.5% year-on-year to more than 33 million transac-
tions.

ATMs of Slovenska sporitelfia
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POS payment terminals

Replacement of POS terminals in line with preparations for
VISA chip certification continued during 2005. The number
of transactions processed by Slovenska sporitelia through
POS terminals increased by 21% year-on-year, to almost 6
million. Together with VISA company, Slovenska sporitelna
initiated creation of a new clearing centre for settlement of
domestic transactions in SKK, and will act as an agent bank
for all VISA members in Slovakia.

POS terminals of Slovenska sporitelfia
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Electronic banking

Slovenska sporitelia is intensively supporting electronic sales
channels enhancement. In transaction business, Internetban-
king which has been activated by more than 80% of e-ban-
king users plays a key role. More than 40% of e-banking
transactions are executed via the Internet. During last year,
customers concentrated on services supporting corporate
business. Multicash was added to electronic services for large
corporate customers.

Call centre Sporotel

The Sporotel service holds a special place among multiple
sales channels, being an add-on and provider of personal sup-
port to electronic banking services, POS terminals, ATMs and
payment cards. Total number of calls made to Sporotel grew
by more than 5% year-on-year and the number of transactions
made via Sporotel increased by more than 16%. Support to
Homebanking services was centralized in the call centre last
year. Active selling of products and services over the phone
was one of the major activities launched in 2005.

Databanking

Last year saw the introduction of Databanking in our portfolio
of e-banking services. Databanking connects company finan-
cial systems directly with the bank. Databanking is integrated



into 15 software applications accounting for 60% of the mar-
ket of financial systems for Micros and SME segments. We
will continue to extend the scope of Databanking and to
encourage our clientele to have their financial systems linked
directly to the bank through this service.

SME SERVICES

Last year, Slovenska sporitelfia succeeded to confirm its posi-
tion among the leading banks providing services to SMEs
(enterprises with annual turnover between SKK 30 million
and SKK 1.5 billion). Since establishment of a new SME care
concept in 2002, Slovenska sporitelfia has achieved substan-
tial growth in this segment. This trend continued in 2005

with volume of loans up by 59% and volume of deposits
higher by 23%.

Last year saw the opening of the bank's new commercial
centre in PreSov bringing its total number to ten. Location of
regional business centres allows their employees and product
specialists to provide SMEs with high-quality and compre-
hensive services as effectively as possible.

Slovakia's accession to the European Union has helped to
create within the country a favourable environment for the
attraction of foreign investors. Our objective is to support
companies entering this market and to offer services for
their investments and business in Slovakia. The Bank's
efforts to provide comprehensive support to existing and
potential foreign clients have also resulted in establishment
of the International Desk contact point, which offers foreign
clients information on products and services of Slovenska
sporitelfa in three languages — English, German and Hunga-
rian. Experience of the Erste Bank Group is applied in
approach to clients who are serviced by account managers in
the respective regions.

Treasury services for Small and Medium-sized Enterprises
are becoming more and more important. In 2005, number of
treasury contracts conducted by the SME clients rose by
44% and the total volume of trade increased by 40%. Furt-
hermore, the income from treasury transactions grew signifi-
cantly as well, ending the year 45% higher in comparison to
2004.
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CORPORATE BANKING

Despite the challenging situation in the corporate banking
market mainly due to the substantially growing competition
after Slovakia joining the EU and due to apparent preference
of foreign currency loans in the large corporate clients seg-
ment, Slovenskd sporitelia managed to increase its assets
volume by 54% to SKK 32 billion and considerably increase
its market share.

Public sector

The total volume of loans to institutions from the public sec-
tor amounted SKK 2 billion, rising by SKK 0.5 billion in
comparison to the previous year.

Large corporate clients

The long-term strategy of partnership between Slovenskd
sporitelfia and large corporate customers (companies with
annual turnover of more than SKK 1.5 billion and multina-
tional companies) resulted in the number of clients increa-
sing from 80 to 100 during last year and the volume of
provided loans rising from SKK 19 billion at the end of
2004 to more than SKK 25 billion one year on. At the same
time, the bank developed far-ranging cooperation with
customers in all areas of banking products and services —
especially in treasury product sales and trade financing, in
the development of domestic and foreign payments and in
the development of new cash management solutions.

Erste Bank's common approach to regional clients

In 2005, we were successful in several tenders organized by
large corporate clients for the selection of long-term banking
partners and syndicated transactions. The Erste Bank Group
has further strengthened its position as a provider of services
to multinational corporations by the inclusion of the Large
Corporate Clients Staff Unit into the Group Large Corpora-
tes (GLC) network. The main point of GLC is to coordinate
its local organizational units, to communicate with large cor-
porate clients of Erste Bank Group and to satisfy with grea-
ter effectiveness and quality the needs of such clients in
countries in which Erste Bank Group is present.



Special financing

Slovenska sporiteliia can look back on a very successful
year in special financing. In terms of project financing and
public sector financing, the bank's assets grew from SKK
0.4 billion to SKK 4 4 billion. In real estate financing, we
managed to increase the volume of assets more than three
times from SKK 2.1 billion to SKK 7.1 billion. Among real
estate financing projects, prevailing were projects for con-
struction of office buildings and apartments. Product that
became most popular is a combination commercial financing
for developers and construction companies and investment
and consumer loans for the future apartment owners.

FINANCIAL MARKETS

Investment in financial markets

In terms of total turnover of interest rate instruments and
their derivatives, last year, the money market share of
Slovenska sporiteliia reached 12%, bracketing the bank
among the three most active in Slovakia. In terms of
foreign-exchange transactions it’s the bank’s share on
inter-bank market turnover reached 22% and thus became
the second best domestic bank.

Capital market trading

Of the Bratislava Stock Exchange's turnover in 2005,
Slovenskad sporitelia accounted for 46%, or SKK 923 billi-
on, the highest share among securities traders and stock-
exchange members. The bank maintained its long-term
leading position also owing to successful bond trading.

Primary issues of securities

In 2005, Slovenska sporitelia maintained its leading position
on the market of new securities issues with bond issues
totalling more than SKK 3.5 billion (including own bond

and mortgage bonds issues). At the same time, we continue

to mediate securities trading and to make compulsory takeover
bids on behalf of our customers.

HUMAN RESOURCES

Maintaining the staff stability and raising work performance
continues to be the main task in the human resources area.
The remuneration system was changed in 2005, the variable

component of salary increased. It was linked to employees
performance and personal involvement in meeting targets.
Sales results and growth of average salaries prove eligibility
of this decision.

Processes aimed at speeding up and improving client services
underwent further optimization. Slovenska sporitelna had
4,762 employees at the end of 2005, a reduction by 278 com-
pared to the previous year. Employees released due to orga-
nizational changes were offered support in terms of
outplacement program as well as social aid.

Share of employees with university degree increased slightly
during 2005 to almost one third of the total number of
employees. The average age of employees reached 38.7 years.
The proportion of women remained unchanged at 81%.
Voluntary staff turnover increased slightly to 6.4% compared
to 2004, indicating a healthy turnover of employees.

As for human resources management we continued in targe-
ted support of employees development. In 2005, the third line
of comprehensive development programs for managers was
launched. The bank’s priority is to support the internal mobili-
ty of employees and to facilitate their career development.

The same trend in education continued as in the previous
year. Majority of trainings covered professional fields and
sales skills training courses (58%) especially for retail and
commercial centres. Managerial trainings, individual courses
and language courses continued to be provided. In total, all
trainings accounted for 24,704 man-days, 5.1 days per
employee.

Benefits represent an important part of the remuneration
system in Slovenskd sporitelfia and make employment with
the bank even more attractive. Our package of employee
benefits is among the most generous around. Employer's con-
tribution to supplementary pension savings scheme continues
to be the most popular benefit. By the end of last year this
benefit was taken up by 73% of staff. Last year, the above-
standard medical examinations for diagnosis/prevention of
oncological and cardiovascular diseases continued and contri-
butions for travel expenses and sports/cultural events were
also paid out. As for the cafeteria system, employees could
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decide on the form of spending the contribution for workforce
regeneration.

SPONSORING ACTIVITIES

Last year, Slovenska sporitelfia focused sponsoring activities
on education, culture, sport, ecology and charity. The bank
continued to apply the principle of social responsibility in
everyday life.

Successful cooperation with major music ensembles — the
Slovak Philharmonic, the Slovak State Philharmonic of KoSi-
ce, and the State Chamber Orchestra of Zilina continued. For
the third year in a row the bank showed its support of young
music talents by presenting them the Zlatd nota Slovenske;j
sporitelne (Golden Note of Slovenska sporiteliia) award. In
addition, our general partnership with the Bratislava Jazz
Days makes this annual festival a wonderful experience.

Slovenska sporitelna played an important role in enabling the
theatres Aréna (Arena), RadoSinské naivné divadlo (Naive
Theatre of RadoSina and Divadlo Andreja Bagara Nitra
(Theatre of Andrej Bagar in Nitra) to present renowned plays
of Slovak and foreign playwrights to the audience.

Support of education belongs to our major long-term inte-
rests. By investing in CISCO Networking Academy Program,
Slovenska sporitelia became the first European financial
institution to support e-learning as a modern form of educati-
on. The bank cooperates intensively with 12 universities in
Slovakia. In 2005, Slovenskd sporitelfa successfully conclu-
ded the three-year cooperation with the University of Econo-
mics in Bratislava on the basis of which students had the
opportunity to participate in scholarship programs at universi-
ties abroad.

Since 2002, the bank has been a major partner of the Slovan
Tennis Club. Slovenska sporitelila has contributed to a great
success of the Slovak Association of White Water Canoeing
in international championships and supported young promi-
sing talents in developing their sports skills.

Slovenska sporiteliia belongs to the largest donors to regional
and community projects in Slovakia. Last year Slovenska spo-
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ritelna together with Erste Bank provided extraordinary finan-
cial aid for the recovery of the High Tatras damaged by disaster
of nature. In the previous year, the bank supported the Hodina
detom (An Hour for Children) project and thus significantly
influenced the total amount of collected funds. The bank inten-
sely cooperated also with the Slovak Catholic Charity.

Several of the bank’s projects have a Central European
dimension. Slovenska sporitelfia cooperates with other mem-
bers of the Erste Bank Group on these projects. As an exam-
ple, the bank is a long-term partner of the Tranzit project,

a common group initiative in modern fine arts, and the bank
has for two years been a member of the Association for the
Support of Fine Arts in Central, Eastern and South-Eastern
Europe.



Risk Management in 2005

Liquidity risk

Liquidity risk in structural liquidity is managed by the ALCO
Committee. The Treasury Division is responsible for operatio-
nal management of liquidity (daily liquidity and compliance
with the minimum reserves requirements). Liquidity risk is
expressed in quantitative terms according to the NBS measure
on banks liquidity. In addition, the in-house system for mea-
suring and predicting financing requirements provides high-
quality information for liquidity management. The

bank's liquidity is ensured by the high share of government
securities in balance sheet total of the bank. As of 31 Decem-
ber 2005, the ratio between the bank's fixed and non-liquid
assets and its capital and reserves as required by the regula-
tory authority, reached 0.74. The bank's liquidity is secured
satisfactorily.

Interest-rate risk

The Bank Book interest-rate risk is quantified using a model
that contains detailed information on all interest-rate positions
of the bank. Results of analysing sensitivity of interest income
and market value of the bank to interest rate changes are, bro-
ken down by currency, submitted to the ALCO Committee on
a monthly basis. The interest-rate risk is subsequently mana-
ged by means of bond investments and hedging transactions.

Market risk

Responsibility for managing market risk in the bank's Trading
Book lies with the Central Risk Management Staff Unit. In
managing the bank's risks, it uses an internal model based
upon the value-at-risk (VAR) methodology. The VAR, calcu-
lated with an historical simulation method, estimates the
maximum possible loss on positions (in portfolio) with a pro-
bability of 99% and for a position-holding period of one day.
The VAR is calculated on a daily basis for each traded instru-
ment individually at the trading desk level and also for the
whole Trading Book. The VAR model is tested every day and
undergoes stress testing on a regular monthly basis. Risk
management is further complemented by a sensitivity analysis
where an evaluation is made of how position values are
impacted by changes in market factors (interest rates, exchan-
ge rates, etc.). All Trading Book positions are revalued in real
time in the Kondor+ system using independent market prices.
In order to limit the maximum acceptable risk a comprehensi-
ve system of limits was adopted.

Operational risk

In 2005, Slovenska sporitelfia continued to develop a software
application for collection of operational risk data. The appli-
cation will enable data to be collected in accordance with the
Basel II Advanced Measurement Approaches for Operational
Risk. The database is gradually extended to include for exam-
ple recording of insurance events and insurance benefits as

a basis for insurance events investigation and operational risk
elimination.

In 2004, Slovenska sporitelfia joined the Erste Bank Group
insurance program which covers the property damage and
other losses resulting from operational risk. Based on initial
evaluations, this insurance program is considered an effective
method of reducing losses from operational risks. The com-
mon strategy of the Erste Bank Group insurance makes it pos-
sible to access information on insurance events held in any
part of the group, which represents a useful source of infor-
mation for operational risk management at the level of both
the group and individual bank. Reports covering operational
risk and its development, the insurance program evaluations
and operational risk management are submitted to the

bank's management on a regular basis.

Provisions to receivables

Since 2005 Slovenska sporitelia has been applying a new
methodology for receivables in accordance with IAS 39.
Clients are divided into two classes — retail or corporate.

Retail credit balances are deemed individually insignificant
and therefore are treated on a portfolio basis. Items with simi-
lar risk properties are grouped into portfolios and their inhe-
rent risk is covered by provisions. The division into portfolios
reflects the product types and internal ratings.

Conversely, the balances in corporate credit accounts are con-
sidered as individually significant and are therefore treated on
an individual basis. If impairment is identified in a particular
item, an individual provision is created to cover the loss
incurred. An internal rating scale is used as an indicator of
impairment within individually significant items.
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Objectives for 2006

Favourable outlook for the Slovak economy supports the
ambitious objectives that Slovenska sporitelna has set for
2006. In the sixth year after being acquired by Erste Bank,
we are setting out in excellent financial condition and can
look forward to further development in which the bank's lea-
ding position in the Slovak market is to be strengthened.
Our priority is not merely to grow with the market but to
increase our share, and that of our subsidiaries, in all market
segments.

The strategic objective of Slovenskd sporitelina for 2006 is
to achieve the return on equity at the level of 20% and net
profit of SKK 3.6 billion. Operating expenses as a percenta-
ge of income are not to exceed 55%. This is a realistic goal
provided that the projected income is met and that expenses
continue to be managed effectively so that their growth is
not higher than inflation.

In order to achieve these objectives in 2006, several key
conditions need to be fulfilled.

We want to strengthen our leading position in retail funds
management. Existing products will be extended by long-
term investment products such as guaranteed deposits and
new asset management products. New services will also be
introduced in private banking and portfolio management.
High-quality advisory combined with coordination of invest-
ment decisions are good prerequisites for future returns on
our clients’ financial assets and at the same time constitute
a strong competitive advantage of the bank.

In retail loans, we see an opportunity to follow up the suc-
cesses of last year, since the overall indebtedness of the hou-
sehold sector continues to be at a very low level and the
lending market will keep growing sharply. Small and Medi-
um-sized Enterprises will be our priority in company finan-
cing. In corporate lending we are taking advantage of the
sharp growth in the real estate market. We will seek to
increase our involvement in developer projects financing in
which a strong potential is also seen in the field of private
financing of housing. The upward trend in the number of
current accounts of private individuals is to be continued
and offer products and services for the micro clients seg-
ment broadened as well.

24

Notwithstanding our ambitions for the lending and deposit
markets, Slovenska sporiteliia wants to reduce its dependen-
ce on net interest income. In 2006, our fee income is to
grow due to an increase in the number of executed transac-
tions as well as significant contribution from subsidiaries.

This year will see preparation for the introduction of new
regulations on the capital adequacy of banks in accordance
with Basel II. From 2007, the capital adequacy for lending
will be calculated according to the borrower's financial stan-
ding. Slovenska sporiteliia has to prepare its internal proces-
ses and especially its clients for this change.

With Slovakia planning to adopt euro in 2009, our aim is to
profile Slovenska sporiteliia as a leading provider of rele-
vant information on the European single currency. We want
the bank to be seen not only as a relevant source of informa-
tion but also as a qualified partner for clients on the way to
adoption of euro.

We will continue to seize any opportunities the market
brings and also to create our own opportunities for growth.
Knowing that we are stronger than our competitors in many
areas, we will focus on further strengthening of our position
in the market. Only in this way we will satisfy the needs of
our clients and at the same time the expectations of our sha-
reholders.



Consolidated Financial Statements

Prepared in Accordance with International Financial
Reporting Standards for the Year Ended 31 December 2005
and Independent Auditors’ Report
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Independent Auditors' Report to the
Shareholder of Slovenskd sporitelfiq, a.s.

D I i tt
e o I e L] Deloitte Audit s.r.o.

Apollo BC

Prievozska 2/B

821 09 Bratislava 2
Slovenska republika
Obchodny register
Okresného sudu Bratislava |
Oddiel: Sro

Viokka ¢.: 4444/B

I€0: 31 343 414

Tel: +421 2 582 49 111

Fax: +421 2 582 49 222
www.deloitte.sk

Slovenska sporitelfia, a.s.

INDEPENDENT AUDITOR’S REPORT

To the Shareholder and the Board of Directors of Slovenska sporitelfia, a.s.:

We have audited the accompanying consolidated balance sheet of Slovenskd sporitelfia, a.s.
(the "Bank”) as of 31 December 2005 and the related consolidated statements of profit and loss,
changes in equity and cash flows, for the year then ended and notes. These consolidated financial
statements are the responsibility of the Bank’s management and Board of Directors. Our responsibility
is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing issued by the
International Federation of Accountants. Those Standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material
misstatements. An audit includes examining, on a test basis, ience supporting the ts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
pr ion. We believe that our audit provides a reasonable basis for our opinion.

In our op the accomp lidated financial statements present fairly, in all material
respects, the financial position of the Bank as of 31 December 2005, and the results of its consolidated
operations, cash flows and changes in equity for the year then ended in accordance with International
Financial Reporting Standards as adopted by the European Union.

Bratislava, 17 February 2006 /
Deloitte Audit s.r.0. . Zuzana Letkovd
Licence SKAU No. 014 Responsible auditor

Licence SKAU No. 865

s - s s . . Member of
Audit,Tax . Consulting . Financial Advisory. Deloitte Touche Tohmatsu
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Consolidated Balance Sheet

As at 31 December 2005

Note
ASSETS
I.  Cash and balances at the central bank 6
II.  Loans and advances to financial institutions 7
IIl. Loans and advances to customers 8
IV. Provisions for losses on loans and advances 9
V. Financial assets at fair value through profit or loss 10
VI. Securities available for sale 11
VII. Securities held to maturity 12
VIII. Investments in associates and other investments 14
IX. Intangible assets 15
X. Property and equipment 16
XI. Investment property 16
XIl. Deferred income tax asset 17
XIIl. Other assets 18
Total assets
LIABILITIES AND EQUITY

I.  Amounts owed to financial institutions 19
I.  Amounts owed to customers 20
IIl. Debt securities in issue 21
IV. Provisions for liabilities and other provisions 22
V. Other liabilities 23
VI. Current income tax 17
VIl. Deferred income tax liability 17
VIII. Total equity, thereof 24

- Equity attributable to equity holders of the parent
- Minority interest
Total liabilities and equity

Notes on pages 32 to 85 are an integral part of these financial statements.

2005
MSKK

4 066
67 681
96 928
(3 624)

8 963
23 638
50 491

974
1265
5772

156

13
2 669
258 992

45 485
177 550
9775
998

5 904
19

110

19 151
19 138
13

258 992

2004
MSKK

4814
63 805
62 609
(4 938)
12 419
29 580
57 930

977
950

6 464
339

15
3279
238 243

32123
175 094
6 213
1485
4 695
678
173

17 782
17775
7

238 243

These financial statements were approved and authorised for issue by the Board of Directors of the Bank on 17 February 2006.

/ -

Mag. Reginh Ovesny-Straka Ing. Stefan{Mdj
Chairwoman of the Board of Directors and

Vice Chairman of the Board of Directors and

General Manager First Deputy General Manager



Consolidated Statement of Profit and Loss
For the Year Ended 31 December 2005

2005 2004
Note MSKK MSKK
1. Interest income 25 11 854 12 379
2. Interest expense 25 (4 059) (4 592)
3. Income from investments in associates 25 120 34
l.  Net interest and investment income 7 915 7 821
4 Provisions for losses on loans, advances and off-balance
sheet credit risks 27 (430) 32
Il. Net interest and investment income after provisions 7 485 7 853
5. Fee and commission income 26 3 403 2 848
6. Fee and commission expense 26 (219) (185)
Net fee and commission income 3184 2 663
7. Net profit on financial operations 28 574 663
8. General administrative expenses 29 (6 487) (6 317)
9. Other operating result 30 (510) (1 374)
. Profit for the year before income taxes 4246 3 488
10. Income tax expense 31 (674) (362)
IV. Net profit for the year after income taxes 3572 3126
Net profit attributable to:
Equity holders of the parent 3 569 3125
Minority interest 3 1
Total 3572 3 126
Basic and diluted net profit per SKK 1 000 share (SKK) 32 560 490
Basic and diluted net profit per SKK 100 million share (SKK) 32 55 995 314 49 031 103

Notes on pages 32 to 85 are an integral part of these financial statements.
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Consolidated Statement of Changes

in Equity

For the Year Ended 31 December 2005

As at 31 December 2003
Effect of implementation

of Revised IAS 39

Effect of firsttime consolidation
As at 1 January 2004
Dividends paid

Unrealised fair value
adjustments on available
for sale securities

Net profit for the year

As at 31 December 2004
Dividends paid

Unrealised fair value
adjustments on available
for sale securities

Transfer to profit or loss

on sale of available for
sale securities

Unrealised fair value
adjustments on cash flow
hedges

Net profit for the year
Other changes

As at 31 December 2005

Share
capital
MSKK

6 374

6 374

6 374

6 374

Legal
reserve
fund
MSKK

2 404

2 404

2 404

2 404

Other Retained

Funds earnings
MSKK MSKK
1 680 5 057

(28)

1 680 5029
(2 023)

- 3125

1 680 6 131
(1 946)

3 569

(502) 502
1178 8 256

Notes on pages 32 to 85 are an integral part of these financial statements.

Hedging Revaluation
reserves reserves

MSKK MSKK

692

- 692
494

- 1186
(188)

(116)

44

44 882

Attributable
to equity
holders of
the parent
MSKK

15 515
664
16 179

(2 023)

494

3125
17 775
(1 946)

(188)

44
3 569

19 138

Minority
interests
MSKK

o

Total

equity
MSKK

15 515
664
16 185

(2 023)

494
3126
17 782
(1 946)

(188)

(116)

44

3572

19 151
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Consolidated Statement of Cash Flows
For the Year Ended 31 December 2005

2005 2004
Note MSKK MSKK

Cash flows from operating activities
Profit before income taxes 31 4246 3 488

Adjustments for:

Provisions for losses on loans, advances, off-balance sheet and write-offs 402 (27)
Provisions for liabilities and other provisions 14 211
Depreciation, amortisation and impairment 1102 1486
Loss on disposal of fixed assets 155 (67)
Equity in earnings of associates and subsidiaries 2 (53)
Unrealised revaluation of securities 524 (346)
Interest expense - accrued part 1704 (261)
Trasfer of interest income of HTM portfolio to investment activity (2 577) (3 406)
Cash flows from operations before changes in operating assets
and liabilities 5572 1025
(Increase)/decrease in operating assets:
Minimum reserve deposits with the central bank 6 546 838
Placements with the central bank 7 620 (1 900)
Loans and advances to financial institutions 7 2 165 6358
Loans and advances to customers (36 700) (6 864)
Financial assets at fair value through profit or loss and securities
available for sale 6 625 11 665
Other assets (43) (627)
Increase in operating liabilities:
Amounts owed to financial institutions 12 885 18 445
Amounts owed to customers 458 2 558
Other liabilities 478 1 492
Net cash flows (used in) / provided by operating activities before
income tax (7 394) 32 990
Income taxes paid (1 34¢6) (21)
Net cash flows (used in) / provided by operating activities (8 740) 32 969
Cash flows from investing activities
Net cash flow from securities held to maturity 10 647 9984
Dividends received from associated undertakings 14 90 139
Net (increase) / decrease in investments in subsidiaries and associates (89) 1M1
Purchase of intangible assets, property and equipment (1781) (1 509)
Proceeds from sale of property and equipment 1271 148
Net cash flows provided by investing activities 10 138 8 873
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Cash flows from financing activities

Net issuance of bonds

Dividends paid

Loans to group companies

Net cash flows provided by financing activities

Effect of foreign exchange rate changes
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

Notes on pages 32 to 85 are an integral part of these financial statements.

Note

21

33
33
33

2005
MSKK

3 200
(1 946)
1358
2 612

4017
60 060
64 077

2004
MSKK

2 411
(2 023)
1140
1528

(41)
43 329

16 731
60 060
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Notes to the Consolidated
Financial Statements

1. Introduction

Slovenska sporitelna, a. s. (hereafter ‘the Bank’) has its regi-
stered office address at Suché myto 4, Bratislava. The Bank is
a universal bank offering a wide range of banking and finan-
cial services to commercial, financial and private customers
in the Slovak Republic.

The Board of Directors of the Bank is comprised of Mag.
Regina Ovesny-Straka (the Chairwoman), Ing. Stefan M4j
(Vice Chairman), Ing. Peter Krutil, Mr Michael Vogt, Ing.
Oskar Sotdk (until 21 December 2005) and JUDr. Samuel
Vican (from 1 January 2006) as members. The Chairwoman
of the Board of Directors is simultaneously also a Company
Managing Director. The Vice Chairman of the Board of
Directors is simultaneously also a First Deputy Managing
Director of the Company. The Vice Chairman fully represents
the Chairwoman in her absence. Other members of the Board
of Directors are simultaneously deputies of the Company
Managing Director.

The members of the Supervisory Board as at 31 December
2005 were as follows: Mag. Reinhard Ortner (Chairman),
Mag. Andreas Treichl (Vice Chairman), Dr. Manfred Wim-
mer, Dr. Heinz Kessler, Dr. Christian Coreth, JUDr. Beatrica
Melichdrovd, Ing. Jan Trgina, Herbert Juranek, and Mgr. Eva
Strieblikova.

As at 31 December 2005 the only shareholder of the Bank
was Erste Bank der 6sterreichischen Sparkassen AG (hereaf-
ter ‘Erste Bank’).

During 2004, Erste Bank purchased shares from the Ministry
of Finance of the Slovak Republic representing 10.01% sha-
reholder rights and so increased its share to 80.01%. The
remaining 19.99% of shares that were owned by the EBRD as
at 31 December 2004 were purchased by Erste Bank

on 10 January 2005.

2. Significant Events Affecting the 2005 and 2004 Results
In the current year, the Group has adopted all of the new and

revised Standards and Interpretations issued by the Internatio-
nal Accounting Standards Board (the IASB) and the Interna-
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tional Financial Reporting Interpretations Committee (IFRIC)
of the IASB as adopted by the European Union (‘EU”) that
are relevant to its operations and effective for accounting peri-
ods commencing 1 January 2005 (see also Note 3). The adop-
tion of these new and revised Standards and Interpretations
has resulted in changes to the Group’s accounting policies in
the following areas that have affected the amounts reported
for the current or prior years:

a) The revised version of IAS 39 (hereinafter the ‘Revised
IAS 39’) changed the alternatives of re-measurement of
assets included in the available-for-sale portfolio (‘AFS
portfolio’). From 1 January 2005, the possibility to re-
measure the AFS portfolio assets through profit and loss
was eliminated and the re-measurement of the available-
for-sale portfolio is only recognised in retained earnings
(see Note 13).

b) On 1 January 2005, the Group reallocated certain securi-
ties held in Held to maturity portfolio (‘“HTM portfolio”)
to AFS porfolio and at the same time the original AFS
(originally revalued through profit and loss) was split bet-
ween the new AFS portfolio (revalued through retained
earnings) and at fair value through profit and loss portfo-
lio (see Note 13).

In the second quarter of 2005, the Bank released provision for
a legal case that was won at the Supreme Court of the Slovak
Republic (see Note 22 (c)).

In 2005, the Bank sold a portfolio of buildings as a result of
the planned relocation to a new head office building under
construction. The Bank has entered into a lease-back agree-
ment, an operating lease, for a 3 year period, with a prolonga-
tion option for an additional 2 years (see Note 16).

In 2005, the Bank assigned part of the loss receivables from
customers to the mandate partners. Related provisions were
used (see Note 8).

During 2004, part of the sponsoring provision was used as the
contribution of the Bank to the subscribed capital of the foun-
dation Naddcia Slovenskej sporitelne (see Note 22 (d)).



In 2004, the Bank assessed the impairment of buildings that
were partially owner-occupied, unused or rented to other par-
ties. The negative difference between their net book value and
the estimated recoverable amount has been recognised as an
impairment of assets and included in the Profit and loss
account (see Note 16).

During 2004, the major part of the uncertainties related to the
interpretation of the new tax legislation effective from 1
January 2004 was resolved. Consequently, a deferred tax asset
was recognised by the Bank as at 31 December 2004 (see
Note 17).

3. Basis of Preparation

These consolidated financial statements comprise the
accounts of the Bank and its subsidiaries (together ‘the
Group’) and have been prepared in accordance with Interna-
tional Financial Reporting Standards (‘IFRS’) as adopted by
the European Union (the ‘EU”). As at the date of issuance of
these consolidated financial statements, IFRS as adopted for
use in the EU do not differ from IFRS.

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

— IFRS 7 ‘Financial Instruments: Disclosures’ (effective 1
January 2007);

— Amendments to IFRS 1 ‘First-time Adoption of Internatio-
nal Financial Reporting Standards’ (effective 1 January
2006);

— Amendments to IAS 39 ‘Financial Instruments: Recogniti-
on and Measurement’ in respect of cash flow hedge
accounting (effective 1 January 2006);

— Amendments to IAS 39 ‘Financial Instruments: Recogniti-
on and Measurement’ and IFRS 4 ‘Insurance Contracts’ for
financial guarantee contracts (effective 1 January 2006);
and

— Amendments to IAS 1 ‘Presentation of Financial State-
ments’ on capital disclosures (effective 1 January 2007).

The adoption of these standards in future periods is not
expected to have a material impact on consolidated profit or
equity.

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

The Bank holds controlling interests in subsidiaries as descri-
bed in Note 5 and 14. Since 2004 the subsidiaries have been
fully consolidated.

The financial statements are prepared under the historical cost
convention, as modified by the revaluation of certain financial
investments, financial assets, financial liabilities, and derivati-
ves at fair value.

The presentation of financial statements in conformity with
IFRS requires the management of the Bank to make judge-
ments about estimates and assumptions that affect the repor-
ted 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 expen-
ses during the reporting period. Actual results could differ
from those estimates and future changes in the economic con-
ditions, business strategies, regulatory requirements, accoun-
ting rules or/and 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 subjective judgement include:

— Provisioning for incurred credit losses and identified con-
tingencies involve many uncertainties about the outcome
of those risks and require the management of the Group to
make many subjective judgements in estimating the loss
amounts.

— The Group invested in structured assets portfolio with
limited market liquidity resulting in inherent risk of esti-
mates of reported fair values.

— 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.
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All data is stated in Slovak Crowns (SKK). The unit of mea-
surement 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
comply, where possible, with Erste Bank’s presentation requi-
rements. Comparative information has been reclassified,
where necessary, on a basis consistent with current year pre-
sentation.

4. Significant Accounting Policies

The significant accounting policies adopted in the preparation
of the financial statements are set out below:

(a) Principles of Consolidation

The consolidated financial statements present the accounts
and results of the Bank and its controlled and associated com-
panies.

Subsidiary Undertakings

Investment in a subsidiary is one in which the Bank holds,
directly or indirectly, more than 50% of its share capital or in
which the Bank can exercise more than 50% of the voting
rights, or where the Bank can appoint or dismiss a majority of
the Board of Directors or Supervisory Board members. Where
an entity either began or ceased to be controlled during the
year, the results are included only from the date control com-
menced or up to the date control ceased.

All intercompany balances and transactions, including unrea-
lised intercompany profits, are eliminated on consolidation.
Where necessary, accounting policies for subsidiaries have
been changed to ensure consistency with the policies adopted
by the Bank.

Minority interests of other owners in the equity and results of
companies that are controlled by the Bank are shown as a
separate item within equity in the consolidated financial state-
ments.

34

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,
but is not control or joint control over those policies. Associa-
tes are accounted for under the equity method of accounting.
Equity accounting involves recognizing in the Profit and loss
account the Bank’s share of the associates’ profit or loss for
the period and the Bank’s share of changes recognised direct-
ly in the associate’s equity during the period. The Bank’s inte-
rest in an associate is carried in the balance sheet at an
amount that reflects its share of net assets of the associate.

Other Investments

Other investments represent investments with a share of less
than 20% of the share capital and voting rights. They are
valued at fair value. If market value is not available, invest-
ments are valued at cost less impairment provisions.

(b) Goodwill

Goodwill arising on the acquisition of a subsidiary or a jointly
controlled entity represents the excess of the cost of acquisiti-
on over the Group’s interest in the net fair value of the identi-
fiable 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 subsequently measured at cost less any accumulated
impairment losses. Goodwill is tested for impairment annual-
ly, or more frequently when there is an indication that the unit
may be impaired.

Goodwill arising on the acquisition of an associate 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 acquisiti-
on, after reassessment, is recognised immediately in profit
and loss.



(c) 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 and loro accounts owed to other financial institutions
to be cash equivalents. For the purposes of determining cash
flows, the minimum reserve deposit with the NBS is not
included as cash equivalent due to restrictions on its availabi-
lity.

(d) Loans and Advances and Provisions for Losses on Loans
and Advances

Loans and advances are carried at amortised cost using the
effective interest rate, less any provisions for impairment. Ori-
gination fees from the 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 in the profit
and loss for the estimated irrecoverable amounts of Loans and
Advances when there is objective evidence that they are
impaired. Provisions are created through the Profit and loss
account — ‘Provisions for losses on loans, advances and off-
balance sheet’. If the reason for provisioning no longer exists
or the provision is not appropriate, the redundant provisions
are released through the Profit and loss account — ‘Provisions
for losses on loans, advances and off-balance sheet’.

Write-offs are generally recorded into expenses when all rea-
sonable restructuring or collection activities have taken place
and further recovery is considered to be ineffective taking into
account loans outstanding, expenses on collection, and foreca-
sted result. Use of provisions resulting from write-offs is
charged into income. Recoveries of loans and advances pre-
viously written-off are reflected into income.

The Bank analyses the credit risk of exposures in four asset
classes — retail, corporate, institutions and sovereigns. The
retail asset class includes private persons or legal persons
with exposure less than SKK 40 million and turnover less
than SKK 100 million.

Single loans and advances within the Bank’s portfolio are fur-
ther divided into a group of individually non-significant
financial assets and a group of individually significant finan-
cial assets.

Loans and advances under retail asset class are individually
non-significant and are treated on a portfolio basis. These
exposures are divided by product and internal rating into port-
folios with homogenous risk characteristics. The basis for cal-
culation of portfolio provisions is the probability of default
(‘PD’) as defined in Basel II. To conform with the ‘incurred
loss’ concept as stipulated in Revised TAS 39, PD is transfor-
med to a parameter reflecting estimated incurred losses until
maturity. Portfolio provisions are then calculated based on
‘loss-to-maturity’ and loss given default (‘LGD”). Portfolio
provisions cover losses, which have not yet been individually
identified, but based on prior experience, are deemed to be
inherent in the portfolio as at the balance sheet date.

Loans and advances from corporate, institutions and sover-
eign classes that are individually significant are analysed on
an individual basis. The calculation of specific provisions is
based on an estimate of expected cash flows reflecting esti-
mated delinquency in loan repayments, as well as proceeds
from collateral. Impairment amount is determined by the dif-
ference between loan’s gross carrying amount and net present
value (‘NPV’) of the estimated cash flows discounted by the
loan’s original effective interest rate. Specific provisions are
recorded when there is objective evidence of a loss event
which occurred after initial recognition.

Both, portfolio and specific provision estimates are based on
many subjective judgements and assumptions based on pre-

sently available data, knowledge and considering significant
inherent uncertainties.

A loan is impaired when the Bank has identified objective
evidence of one or more loss events that occurred after initial
recognition of the loan. A loan is defaulted when the payment
delinquency estimated in the future cash-flows projection
exceeds 50% or any payment related to the loan is overdue
more than 90 days.
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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 mana-
gement’s estimate of the credit risk concerning guarantees,
letters of credit and undrawn credit limits present as at the
balance sheet date.

(e) Debt and Equity Securities

Securities held by the Group are categorised into portfolios in
accordance with the Group’s intent on the acquisition of the
securities and pursuant to the Group’s security investment
strategy. The Group has developed security investment strate-
gies 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 portfoli-
os relates to the measurement of securities in fair value and
amortised costs and reporting of unrealised gains or losses.

All ‘regular way’ purchases and sales of securities are reco-
gnised using settlement date accounting and are initially mea-
sured at their cost including transaction costs.

Financial Assets at Fair Value through Profit or Loss

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

The Group designates assets upon initial recognition to the
fair value portfolio when it intends to hold it for an indefinite
period of time. This portfolio may be used for recognition of
structured products or economic hedging. Assets in this port-
folio are initially recognised at cost and are subsequently re-
measured to fair value. Interest income is calculated using the
effective interest rate and is recognised in the ‘Net interest
and investment income’. Changes in the market values are
recognised in ‘Other operating result’.

Trading debt and equity securities are defined as securities
held by the Group with the intention

of reselling them, thereby generating profits on price fluctua-
tions in the short term. Debt and equity securities held for tra-
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ding purposes are initially recorded at cost on acquisition and
subsequently re-measured to fair value. Changes in the fair
values of such assets are recognised in the Profit and loss
account as ‘Net profit on financial operations’. If there are
market prices available for securities from stock exchange or
from other sources (Reuters, Bloomberg) they are used for
mark-to-market revaluation. For securities for which there are
no market prices available, the fair values are determined
according to bond yield curves, reflecting appropriate margins
(the same applies for securities in the Available for Sale Secu-
rities).

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’)

Auvailable for sale securities are securities held by the Group
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, previous-
ly unrealised changes in the market values are released in the
‘Other operating result’.

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 maturity. HTM securities are initially recognised at
cost. HTM securities 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
impairment loss for assets carried at amortised cost is calcula-
ted 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 reco-
gnises provisions through the Profit and loss account.

Changes in fair value of HTM securities are not recognised in
the financial statements, but are disclosed in Note 41.

As further described in Note 13, upon implementation of
Revised IAS 39 as at 1 January 2005, Financial Instruments:
Recognition and Measurement, the Bank reallocated signifi-
cant portfolio of securities. In accordance with transitional
provisions of this standard, Revised IAS 39 has been applied
retrospectively.

(f) 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 balance sheet and the consideration received is recorded
in ‘Amounts owed to financial institutions’ or ‘Amounts owed
to customers’. Conversely, debt or equity securities purchased
under a commitment to resell at a pre-determined price are
not recognised in the balance sheet and the consideration paid
is recorded in ‘Loans and advances to financial institutions’ or
‘Loans and advances to customers’. Interest is accrued evenly
over the life of the repurchase agreement.

(g) Intangible Fixed Assets

Costs associated with acquiring software are treated as intan-
gible assets and are amortised on a straight-line basis over
estimated useful life — 4 years through ‘General administrati-
ve expenses’ as amortisation of intangible assets.

Costs associated with the maintenance of existing software
are expensed through ‘General administrative expenses’ as
incurred whilst costs of technical improvements are capitali-
sed and increase the acquisition cost of the software.

(h) Property and Equipment and Investment Property

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
2005 and 2004

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
recognised in the Profit and loss account in the year of dis-
posal. Low value fixed assets and technical improvements
costing less than SKK 30 000 in the case of tangible fixed
assets, and SKK 50 000 in the case of intangible fixed assets
with an estimated useful life greater than one year, are char-
ged to the Profit and loss account when the expenditure is
incurred.

Investment property is property, i.e. land or a building, held
to earn rentals. Investment property is stated at historical
cost less impairment provisions and accumulated depreciati-
on using a straight-line basis depreciation over estimated
useful lives. The carrying amount of investment property, its
depreciation, and rental revenues are disclosed in the

Note 16.

(i) Impairment of Property and Equipment

Where the carrying amount of an asset is greater than its
estimated recoverable amount, it is written down immediate-
ly to its recoverable amount. The recoverable amount is
determined as the higher of estimated net realisable value or
value in use. The largest components of the Group’s assets
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are periodically tested for impairment, and temporary
impairments are provisioned through the profit and loss
‘Other operating result’ in respect of assets under construc-
tion or those not used or rented to third parties. Repairs are
charged to the Profit and loss account line ‘General admini-
strative expenses’ under — ‘Other administrative expenses’ in
the year in which the expenditures are incurred.

(j) Provisions

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

(k) Long-term Employee Benefit Provisions

The Group operates unfunded defined long-term benefit pro-
grams comprising lump-sum post-employment and jubilee
benefits. According to IAS 19, the employee benefit costs
are assessed using the projected unit credit method with
actuarial valuation at the balance sheet date. Under this
method, the cost of providing benefits is charged to the sta-
tement of profit and loss so as to spread the regular cost
over the service lives of employees. The benefit obligation
is measured as the present value of the estimated future cash
outflows discounted by interest yield on investment grade
fixed income securities, which have terms to maturity appro-
ximating the terms of the related liability. The Group derives
the discount rate based on the interest rate of 3.92% p. a.
and projected Slovak Crown inflation. The assumed retire-
ment age is 60 for women and men. The part of the actuarial
gains and losses, exceeding 10% of defined benefit pension
obligation is amortized over the remaining services of the
Group’s employees, starting from the next reporting period.
The whole amount of the actuarial gains and losses from the
jubilee benefit obligation is charged to the Profit and loss
account in the current year.
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() Accounting for Factoring Transactions

Receivables arising from recourse and non-recourse facto-
ring transactions are carried at amortised cost, presented in
‘Other assets’ (unfunded portion) and ‘Loans and advances
to customers’ (funded portion). Liabilities payable to client
arising from these transactions are recorded as other liabili-
ties. Fees charged to customers are recognised as ‘Other
operating revenues’ with interest recorded as ‘Interest inco-
me’. Assets and liabilities from non-recourse factoring tran-
sactions are shown on a net basis. Income received from
customers for factoring services are shown in the ‘Net inte-
rest and investment income’.

(m) Dividends to shareholder

Dividends are recognised in equity in the period in which
they are declared by the General Assembly.

(n) Taxation

Income tax on the Bank’s current year results consists of
both current income tax and deferred tax. Dividends recei-
ved by the Group are subject to income tax only if they were
paid from profit generated prior to 1 January 2004. Current
tax consists of tax payable estimated on the basis of the
expected taxable income for the year, using the tax rates
enacted as at the balance sheet date, and any adjustment of
the estimates of tax payable in previous years.

Deferred tax is provided using the balance sheet liability
method on all temporary differences between the carrying
amounts of assets and liabilities for financial reporting pur-
poses and the amounts used for taxation purposes. Currently
enacted tax rates are used to determine deferred income tax.
Deferred tax assets in respect of tax losses carried forward
and other temporary differences are recognised to the extent
that it is probable that the Group will be able to realise the
deferred tax assets in the future.

Deferred tax is charged or credited to profit or loss, except

when it relates to items charged or credited directly to equi-
ty, in which case the deferred tax is also recorded in equity.
Deferred 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 Group intends
to settle its current tax assets and liabilities on a net basis.

(o) Derivative Financial Instruments

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

Financial derivative instruments entered into for trading pur-
poses are stated at fair value. Unrealised gains and losses
are reported as ‘Financial assets at fair value through profit
or loss’ and ‘Other liabilities’ 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 cha-
racteristics are not closely related to those of the host con-
tract, and the host contract is not carried at fair value with
gains and losses reported in the Profit and loss account.

Certain derivative transactions, while providing effective
economic hedges under the Group’s risk management positi-
ons, 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 financial operations’.

Hedging derivatives are defined as derivatives that comply
with the Group’s risk management strategy, the hedging
relationship is formally documented and the hedge is effec-
tive, that is, 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 commitments (fair value hedge); or, (b) hedges of high-
ly probable future cash flows attributable to a recognised
asset or liability, or a forecasted transaction (cash flow
hedge).

(a) Fair value hedge
Changes in the fair value of derivatives that are designa-
ted 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. If the hedge no longer meets the cri-
teria for hedge accounting, the adjustment to the carry-
ing amount of a hedged item for which the effective
interest method is used is amortised to profit or loss over
the period to maturity.

(b) Cash flow hedge
The effective portion of changes in the fair value of deri-
vatives that are designated and qualify as cash flow hed-
ges are recognised in equity adjustment. The gain or loss
relating to the ineffective portion is recognised immedia-
tely in the income statement. Amounts accumulated in
equity are recorded to the income statement in the peri-
ods in which the hedged item will affect profit or loss
(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 repor-
ted in equity at that time remains in equity and is reco-
gnised in the profit and loss when the forecast
transaction is ultimately recognised in the income state-
ment. When a forecast transaction is no longer expected
to occur, the cumulative fair value adjustments reported
in equity is immediately recorded to the income state-
ment.

(p) Accrued Interest
Interest receivable accrued on outstanding loan balances is
included in ‘Loans and advances to financial institutions’

and ‘Loans and advances to customers’. Interest payable
accrued on deposit products is included in ‘Amounts owed
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to financial institutions’ and ‘Amounts owed to customers’.
Interest receivable accrued on outstanding securities balan-
ces is included in ‘Other assets’ account balances.

Accrued interest receivable related to the non-performing
loans that are overdue more than 90 days is not recognised
as a receivable in the balance sheet and as revenue in the
Profit and loss account but is recorded in the off-balance
sheet.

(q) Foreign Currency Transactions

Transactions denominated in foreign currencies are recorded
in local currency at official exchange rates as announced by
the National Bank of Slovakia (the ‘NBS”) on the date of
transaction. Assets and liabilities denominated in foreign
currencies are translated into local currency at the prevailing
NBS exchange rate on the balance sheet date. Realised and
unrealised gains and losses on foreign exchange are recogni-
sed in the Profit and loss account in ‘Net profit on financial
operations’.

(r) Interest Income and Interest Expense

Interest income and expense are recognised in the Profit and
loss account when earned or incurred, on an accrual basis
using the effective interest rates. Interest on non-performing
loans, those that have overdue interest and/or principal, or
for which management of the Group otherwise believes the
contractual interest or principal due may not be received, are
only recognised on collection.

Borrowing costs are recognised as an expense in the period
in which they are incurred.

Trading results from trading securities and derivatives inclu-
ded in ‘Net profit on financial operations’ is shown net of
funding costs included in ‘Net interest and investment inco-

)

me’.
(s) Fees and Commissions

Fees and commissions are recognised in the Profit and loss
account on an accrual basis. Loan origination fees in excess
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of direct loan origination costs are deferred and recognised
in the Profit and loss account over the duration of the related
loans.

(t) Leases

Group Company as the Lessee

Finance leases of property and equipment under which the
Group assumes substantially all the risks and rewards inci-
dental to ownership are recognised in the balance sheet by
recording an asset and liability equal to the present value of
all future lease payments. Leasehold improvements on lea-
sed assets are depreciated in accordance with the estimated
useful life of the asset, or the lease term if shorter. Lease lia-
bilities are reduced by repayments of principal, whilst the
finance charge component of the lease payment is charged
directly to the Profit and loss account.

Rentals payable under operating leases are charged to profit
or loss on a straight-line basis over the term of the relevant
lease.

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 outs-
tanding 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.

(u) Earnings per Share

Earnings per share has been calculated by dividing the net
profit or loss applicable to ordinary shares by the weighted
average 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.



(v) Assets under Administration

Assets under administration are not recognised as assets or
liabilities on the balances sheet, but are accounted for as off-
balance sheet items since the Group does not bear risks and
rewards associated with such items. More details are inclu-
ded in Note 43.

(w) Regulatory Requirements

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

Similarly, consolidated companies are subject to regulatory
requirements of the Financial Market Authority.
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5. Companies included in consolidation

The consolidated financial statements include the follo-

wing subsidiaries and associates:

Name of the company

Subsidiaries - fully consolidated
Asset Management Slovenskej sporitelne,
sprav. spol., a. s.

Derop, B.V.

Laned, a. s. (100% subsidiary of Derop, B.V.)

Factoring Slovenskej sporitelne, a. s.
Leasing Slovenskej sporitelne, a. s.

Associates - consolidated at equity
Prvé stavebnd sporitelfia, a. s.

SporDat, spol. sr. o.
Erste Corporate Finance, a. s.
Poisfoviia Slovenskej sporitelne, a. s.

Slovak Banking Credit Bureay, s. r. o.

Registered office

Z&hradnicka 95
812 02 Bratislava
Naritaweg 165
1043 BW
Amsterdam
Suché myto 4
816 07 Bratislava

Priemyselnd 1/a
821 09 Bratislava
Nedbalova 17
811 01 Bratislava

Bajkalska 30

829 48 Bratislava
Prievozska 14
821 09 Bratislava
Na Perstyné 1

111 O1 Prague
Priemyselnd 1/a
821 09 Bratislava
Na visku 10

811 01 Bratislava

In January 2005, the Bank established a 100% owned subsi-
diary Laned, a. s. to facilitate the financing, acquisition and
construction of the new head office building of the Group.

In June 2005, the Bank acquired from Erste Bank a 23.5%
share on ownership and voting rights of SporDat, spol. s r. 0.
SporDat provides software development and maintenance

services to the Erste Group.

In May 2005, the Bank increased the registered capital of

Leasing Slovenskej sporitelne, a.s. and has thus increased its
share to 93.3%. As at 31 October 2005, Leasing Slovenskej
sporitelne, a .s. and SPORING, a. s. merged.
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Principal activity

Asset management
Incorporate, manage
and finance companies
Rent, operate

and manage

real estate

Factoring

Leasing, real estate

Banking

Software company
Financial and
legal advisory

Insurance

Retail credit register

Group interest

2005

100.00%

100.00%

100.00%

90.00%

96.66%

9.98%

23.50%

25.00%

33.33%

33.33%

Group voting
rights 2005

100.00%

100.00%

100.00%

90.00%

96.66%

35.00%

23.50%

25.00%

33.33%

33.33%



SPORING, a. s. was wound up without liquidation and its
business activities were transferred to Leasing Slovenskej
sporitelne, a. s. Share of the Bank on Leasing Slovenskej
sporitelne, a. s. has increased from 93.3% to 96.7% as a
result of this transaction.

As at 16 December 2005, the Bank established Derop B.V.
as a 100% subsidiary with domicile in Netherlands. Subse-
quently, the Bank’s share on Laned, a.s. was transferred to
Derop B.V.

During 2005, the Bank’s associate CDI Corporate Adviso-
ry, a. s. changed its name to Erste Corporate Finance, a. s.

6. Cash and Balances at the Central Bank

2005 2004
MSKK MSKK
Cash balances 3582 3622
Nostro account with NBS 479 641
Minimum reserve deposit with NBS 5 551
Total 4 066 4814

Minimum reserve deposit represents a mandatory deposit
(bearing 1.5% interest) calculated in accordance with regula-
tions issued by the central bank (2% of certain Bank’s liabi-
lities) with restricted withdrawal. Nostro balances represent
balances with the NBS relating to settlement activities and
available for withdrawal.

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 3.8 billion.

7. Loans and Advances to Financial Institutions

2005 2004
MSKK MSKK
Loans and advances on demand
(nostro accounts) 278 402
Repo trades with central bank
treasury bills 59 738 52 910
Placements with central bank 1 280 1 900
Placements with financial
institutions 6 385 8 593
Total 67 681 63 805

Repurchase agreements with the central bank are collaterali-
sed by the bills issued by the National Bank of Slovakia.

8. Loans and Advances to Customers

2005 2004

MSKK MSKK

Commercial clients 53 080 34 166
Syndicated loans 9 934 6 331
Overdrafts 9 839 6218
Direct provided loans 28 664 19 448
Finance leasing 2 091 489
Factoring 2 552 1680
Retail clients 41 870 26 989
Mortgage loans 8 623 8793
Consumer loans 27 286 13 166
Social loans 1 848 2227
Overdrafts 4013 2 762
Finance leasing 100 41
Public sector 1978 1 454
Total 96 928 62 609

As at 31 December 2005, the 15 largest customers accoun-
ted for 20% of the gross loan portfolio in the amount of
SKK 19 852 million. (2004: 21%, SKK 13 387 million).
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Industry sector analysis

The table below shows a detailed breakdown of loans
and advances to customers by industry sector.

2005 2004

MSKK MSKK
Financial institutions 9 370 7 279
Non-financial institutions 36 230 21 678
Public sector 1978 1 454
Sole proprietors 2792 2 896
Individuals 41 770 27 056
Subtotal - Bank only 92 140 60 363
Loans and advances of other
Group companies 4788 2 246
Total 96 928 62 609

Risk categorisation of loans and advances to customers

The tables below details the breakdown of loans and
advances to customers by the level of credit risk identi-
fied within the portfolio of loans and advances of the
Bank as at 31 December 2005.

Estimated Provisions and
As at 31 December 2005 Provisions value of collateral
MSKK Exposure Provisions coverage collateral coverage
Portfolio provisions
(Retail Asset Class) 53 458 2 542 4.8% 22 576 47.0%
Private persons 41 871 2139 51% 19 595 51.9%
thereof defaults 1692 956 56.5% 291 73.7%
Legal persons 11 587 403 3.5% 2 981 29.2%
thereof defaults 323 218 67.5% 63 87.0%
Individual credit risks
(Corporate Asset Class) 43 470 1082 2.5% 11 307 28.5%
Not impaired exposures 37 524 - - 9030 24.1%
Impaired exposures * 4 353 230 5.3% 1538 40.6%
Defaulted exposures ** 1593 852 53.5% 739 99.9%
Subtotal for balance sheet credit risks 96 928 3624 3.7% 33 883 38.7%
Offbalance sheet Retail Asset Class 4744 17 2.5%
Offbalance sheet Corporate Asset Class 23 521 135 0.6%
Subtotal for off-balance sheet
credit risks 28 265 252 0.9%
Total 125 193 3 876 3.1%
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As at 31 December 2005
MSKK

Portfolio provisions
(Retail Asset Class)
Private persons

thereof defaults
Legal persons

thereof defaults
Individual credit risks
(Corporate Asset Class)
Not impaired exposures
Impaired exposures *
Defaulted exposures * *
Subtotal for balance sheet credit risks
Transfer due to methodology change
Total for balance sheet credit risks
Off-balance sheet Retail Asset Class
Off-balance sheet Corporate Asset Class
Subtotal for off-balance sheet
credit risks
Transfer due to methodology change
Total for off-balance sheet credit risks
Total

*  Loan is impaired when the Bank has identified an objective evidence of one or

Exposure

34169
27 250
1064
6 919
1509

28 440
20 355
6 437
1648
62 609

62 609

3203
17 426
20 629

20 629
83 238

more loss events that occurred after initial recognition of the loan.

#%  Loan is defaulted when the payment delinquency estimated in the future cash-
flows projection exceeds 50% or any payment related to the loan is overdue

more than 90 days.

The total risk provisions as at 1 January 2005 determined
under the new methodology are unchanged compared to the
total of the risk provisions reported as at 31 December 2004.
There was a change in the structure of the provisions, with

no impact on profit and loss or equity. Accordingly, the

2004 financial statements were not restated as a result of the

new methodology.

Provisions

3 597
2088

809
1509
1396

1457

227
1230
5054
(116)
4938
81

185

266
116
382
5320

Provisions
coverage

10.5%

7.7%
76.0%
21.8%
92.5%

51%
3.5%
74.6%
8.1%
7.9%
2.5%
1.1%
1.3%

1.9%
6.4%

Estimated
value of
collateral

12 640
11 019
85
1621
50

9 128
4709
4057

362
21768

21768

Provisions and
collateral
coverage

47.5%
48.1%
84.0%
45.2%
95.8%

37.2%
23.1%
66.6%
96.6%
42.8%

42.7%
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Loan impairment estimate methodology

Effective from 1 January 2005 the Bank has implemented
new accounting policies regarding loan impairment to com-
ply with the requirements of the Revised IAS 39, including
procedures for identification of incurred losses and calculati-
on of estimated provisions for such losses. The implementa-
tion of these requirements did not result in any adjustments
to the amount of loan loss provisions originally reported as
at 31 December 2004.

The approach and models used by the Bank to quantify the
amount of incurred losses are partly dependant on historical
data concerning the amount of loss in case of loan default.
The availability and quality of this information was limited
as at 1 January 2005. The Bank relied on prudent assumpti-
ons based on general knowledge and experience about the
portfolio of credit exposures and market environment.

During 2005, component parameters of the model were cali-
brated to reflect actual development of the portfolio taking
into account its risk profile and increasing volumes. The
Bank has been continuing to collect data, such as migration
matrices, to create a history data-pool that should enable
quantification of the estimated loan impairment with redu-
ced level of uncertainty.

The Bank’s management believes estimates used in the pro-
cess of quantifying provisions for loan losses (in particular
estimates regarding future cash-flows from impaired loans
and probabilities of loan default) represent the most reasona-
ble projection on the future development of relevant exposu-
res available under current circumstances. The management
considers the recognised amount of provisions to be adequa-
te to absorb incurred losses from impaired credit exposures.

Provisions for off-balance sheet exposures reflect the Bank’s
estimate concerning losses from credit-related commitments
such as guarantees, letters of credit, and unused credit limits
outstanding as at 31 December 2005.

Collateral values are taken into consideration when calcula-

ting estimate of portfolio provisions, except portfolio provi-
sions for mandate loans.
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In 2005, the changes in the level provisions for loan impair-
ment were mainly influenced by the assignment and sale of
impaired receivables realised in December 2005 and related
use of provisions in the amount of SKK 1.6 billion.

The increase of risk provisions due to increasing loan volu-
mes was partially compensated for by adjustment of risk
parameters underlying the model. The reason for adjustment
of the parameters was the enhancement of credit risk data-
pool indicating reduced risk of loss. Improved quality and
availability of data enabled reduced the level of uncertainty
in parameters used to reflect current development of the
Bank’s portfolio.

Transfer of loans from Slovenské konsolidaéng, a. s.

In 2004, the Bank paid SKK 21 million to Slovenska konso-
lidacnd, a. s. (‘SK”) as a consideration for non-qualifying
loans that had been previously transferred to SK in the period
1999 — 2000 during pre-privatisation restructuring of the
Bank. These loans did not qualify for transfer according to
valid contractual arrangements between the Bank and SK and
were rejected by SK. Since the loans received in 2004 repre-
sented non-recoverable receivables that had already been
written-off by the Bank, the loan balances in the amount of
USD 10 million and SKK 185 million were posted to the off-
balance sheet.

Social loans

In 2003, the Bank performed an analysis of circumstances
related to loans provided in the past as a part of the social
system program supported by the government (‘social
loans’). Based on this analysis the statutory body of the
Bank approved a plan to restructure the social loans portfo-
lio in the total amount of SKK 1.3 billion. As a result of the
restructuring process the Bank will write-off part of the soci-
al loans outstanding. The management estimated total losses
that are likely to arise upon the portfolio restructuring and
recognised a provision in the amount of SKK 460 million as
at 31 December 2003.

In 2004, the Bank realized the first phase of social loans



portfolio restructuring focused on the segment of ‘marriage
social loans’. These loans represented SKK 169 million of
the portfolio originally dedicated to the restructuring and
were covered by SKK 34 million of provisions. During this
phase, 40% of the loans were resolved and provisions in the
amount of SKK 20 million were used to cover losses from
partial write-offs of the related receivables.

During 2005, the Bank updated its estimate of losses incur-
red as a result of the restructuring program and released
SKK 63 million of provisions. As at 31 December 2005 the
provisions for social loans amounted SKK 377 million and
are considered to be adequate to cover losses, which will
arise from next phase of the restructuring. As at 31 Decem-
ber 2005 the remaining social loans to be resolved amounted
SKK 906 million.

Mandate loans

Following contracts entered into in prior periods, the Bank
continued its cooperation with two external non-related par-
ties under which 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 reco-
veries with the external service providers. The Bank’s mana-
gement has analysed potential recoveries relating to the
outsourced receivables and recorded provisions reflecting
estimated losses - the expected future net cash recoveries.
Total outsourced gross loans, including suspended interest
recorded on off-balance sheet, amounted to SKK 891 milli-
on as at 31 December 2005 (2004: SKK 2 901 million).

Sale of receivables

In December 2005, the Bank assigned loans to the mandate
partners that resulted in the derecognising of receivables in the
gross amount of SKK 1 618 million. The consideration recei-
ved amounted to SKK 24 million. The loss on sale was partly
compensated by the use of provisions totalling SKK 1 594
million.

Finance leases

Loans and advances to customers also include net invest-
ments in finance leases. The principal assets held under lease
arrangements include cars and other technical equipment.

2005 2004

MSKK MSKK

Gross investment in finance leases 2 580 741
Thereof:

- Less than 1 year 759 157

- From 1 year to 5 years 1 647 394

- Over 5 years 174 190

Unearned income (389) (211)

Subtotal 2 191 530

Provision (13) (2)

Net investment in finance leases 2178 528
Thereof:

- Less than 1 year 628 121

- From 1 year to 5 years 1 471 332

- Over 5 years 79 75

9. Provisions for Losses on Loans and Advances

The Group accounts for provisions for losses on loans and
advances to customers in the amount of SKK 3 624 million as
at 31 December 2005 (2004: SKK 4 938 million). Movements
in provisions for losses on loans and advances are shown below:

2005 2004
MSKK MSKK
As at 1 January 4 938 5161
Net allocation / (release)
of provisions (Note 27) 530 (64)

Use of provisions due to sale and
write-off of receivables and other
adjustments (1 844) (189)
Effect of first-time consolidation

of subsidiaries - 30
As at 31 December 3 624 4938

Use of provisions results mainly from the assigned receiva-
bles, see Note 8.
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10. Financial Assets at fair value through profit or loss

2005 2004
MSKK MSKK
Trading securities
Debt securities and other fixed
income securities - listed 1092 5245
Equity securities - shares - listed - 55
Financial derivatives with positive
fair value (Note 36) 1 345 1 800
Interest Rate Agreements 637 640
Exchange Rate Agreements 695 1160
Other 13 -
2 437 7 100

Assets at fair value

Debt securities and other fixed

income securities - listed 5110 4015
Equity securities (listed) and

participation certificates 1416 1304
6526 5319
Total 8 963 12 419

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

2005 2004
MSKK MSKK
State institutions
in the Slovak Republic 623 1419
Foreign state institutions 74 2 486
Financial institutions
in the Slovak Republic - 1146
Foreign financial institutions 356 194
Other entities
In the Slovak Republic 39 -
Total 1092 5245
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In its portfolio the Bank has structured products in the amo-
unt of SKK 5 110 million as at 31 December 2005 (2004:
SKK 4 016 million). These include collateralised debt obli-
gations, residential mortgage backed securities, and mana-
ged funds.

Collateralised debt obligations (‘CDOs’) are securitised inte-
rests in pools of assets (‘collateral’), usually loans or debt
instruments. Investors bear the credit risk of the collateral.
From the total portfolio of CDOs (SKK 2 443 million),
senior tranches and mezzanine tranches represent 36% and
64%, respectively (2004: 51% and 49%).

Residential mortgage backed securities (‘RMBS’) represent
securitised interests in pools of (typically residential) mort-

gages.

Managed funds are investments to the funds managed by the
fund manager who invests an administrated amount into dif-
ferent asset classes (fixed income assets, asset backed secu-
rities, funds, etc.) in accordance with the 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.



The composition of the structured products portfolio is

as follows:

Type of instrument
CDOs
Managed Funds
RMBS
Total

Actual

rating range

AAA-BB
A-BBB

AA

Equity securities (listed) and participation certificates

at fair value by issuer, comprise:

Financial institutions

in the Slovak Republic
Foreign financial institutions
Other entities

in the Slovak Republic
Total

11. Securities Available for Sale

Debt securities and other fixed
income securities
listed
unlisted
Equity securities - shares
listed
unlisted
Total

2005
MSKK

203
1213

1416

2005
MSKK

23 632
23 632

23 638

2004
MSKK

224
1079

1304

2004
MSKK

29 580
29 580

29 580

Carrying amount
2005
MSKK

2 443
2 590

77
5110

2004
MSKK

1669
2267

79
4015

Notional amount
2005
MSKK

2 453
2 593

78
5124

2004
MSKK

1679
2267

80
4026
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Debt securities and other fixed income securities at fair
value by type of issuer, comprise:

2005 2004
MSKK MSKK
State institutions
in the Slovak Republic 18 633 23 116
Financial institutions
in the Slovak Republic 2 499 1562
Foreign state institutions 496 -
Foreign financial institutions 1524 1610
Other entities
in the Slovak Republic 475 3287
Other foreign entities 5 5
Total 23 632 29 580

During 2004, the Bank purchased into its portfolio fixed rate
EUR denominated bond with face value of EUR 30 million.
As the purchase of the bond 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 chan-
ges of fair value caused by changes of risk-free interest rates.
Notional and fair value of the aforementioned hedging deriva-
tive is reported in Note 36.

12. Securities Held to Maturity

2005 2004
MSKK MSKK

Debt securities and other fixed
income securities 50 491 57 930
listed 48 490 55930
unlisted 2 001 2 000
Total 50 491 57 930
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Debt securities and other fixed income securities at
carrying value by type of issuer, comprise:

2005 2004
MSKK MSKK
State institutions
in the Slovak Republic 43 868 50 919
Financial institutions
in the Slovak Republic 3413 3663
Foreign financial institutions 2001 2 002
Other entities
in the Slovak Republic 910 1 046
Other foreign entities 299 300
Total 50 491 57 930

As at 31 December 2005, the securities included in held to
maturity portfolio placed as collateral include state bonds
amounting to SKK 19 922 million notional value.

Effective 1 January 2005, the Group reallocated its portfolios
of the securities and derivatives based on the implementation
of Revised IAS 39 as described in Note 13. In accordance
with transitional provisions of this standard, Revised IAS 39
has been applied retrospectively.

13. Change in the Structure of Securities

The Revised IAS 39 changed the alternatives of re-measure-
ment of assets included in the available for sale portfolio.
From 1 January 2005, the possibility to re-measure the portfo-
lio assets through profit and loss was eliminated and the re-
measurement of the available for sale portfolio is only
recognised in retained earnings.

Revised IAS 39 valid from 1 January 2005 also defines a new
portfolio to which certain financial assets or liabilities may be
classified. These assets and liabilities are re-measured at fair
value through profit and loss.

In accordance with the transitional provisions of the Revised
IAS 39, at the first application of this Standard the Bank may
change the original classification of securities from portfolios
valid until 31 December 2004. The Bank applied the above



provision as at 1 January 2005 and changed the structure of
securities classified in portfolios as follows:

31 December 2004

Category MSKK
Trading 7 100
Available for sale 12 322
Held to maturity 79 171
Total 98 593

On 1 January 2005, the Group reallocated certain securities
held in HTM portfolio to AFS and at the same time the origi-
nal AFS (originally revalued through profit and loss) was split
between new AFS portfolio (revalued through retained ear-
nings) and at fair value through profit and loss portfolio.

As a result of this reallocation, the Group revalued transferred
securities to fair value and credited its equity by SKK 1.3 bil-
lion as at 1 January 2005. Following the reallocation, the
Group retrospectively restated the 2004 financial statements
with the negative adjustment to profit for 2004 by SKK 119
million. The Group also booked deferred tax liability to the
amount of transferred securities. Deferred tax liability related
to the AFS securities revaluation is presented in the revaluati-
on reserves within equity.

14. Investments in Associates and Other Investments

2005 2004
MSKK MSKK
Investment in associates 945 824
Other investments 29 153
Total 974 977

During 2005, the Bank received dividends from participations
in the amount of SKK 92 million (2004: SKK 139 million).

Category

At fair value through profit or loss, thereof:
- held for trading

- other

Available for sale

Held to maturity

Total

1 January 2005
MSKK

12 419
7 100
5 39
29 580
57 930
99 929
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(a) Investment in associates

Principal Holding %

Name activity 2005

Prv& stavebnd sporitelfia, a. . bankovnictvo 9,98
SporDat, spol. s r. o. vyvoj softvéru 23,50
Poisfoviia Slovenskej sporitelne, a. s. poistenie 33,33

Erste Corporate Finance, a. s.

finanéné a pravne poradenstvo 25,00
Slovak Banking Credit Bureau, s. r. o.

register retail. Gverov 33,33

Spolu

The Bank held a 9.98% shareholding in PSS at 31 December
2004 and 31 December 2005. The Bank based on the contract
with Erste Bank represents shareholder interests of the parent
company in PSS (25.02%). In 2004, following the approval of
the NBS, 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 a significant influ-
ence over PSS in 2004. The investment in PSS is therefore
presented as associate, with the income from this investment
reported under ‘Income from investment in associates’ in
2004 and 2005.

As at 31 December 2005, the amounts related to PSS are
based on the preliminary balance sheet and income statement
of PSS prepared in accordance with International Financial
Reporting Standards. These financial statements will be audi-
ted by another auditor. However, that audit is not yet comple-
te as at the date of the approval of the Group’s financial
statements. The Bank has undertaken consultations with PSS
on the amounts presented in these draft financial statements
and believes these provide sufficient basis for the valuation of
the Bank’s investment in PSS as at 31 December 2005.
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2004
9,98

33,33
25,00

33,33

Carrying amount
2005

755
88
82

18

945

2004
739

73

824



b) Other investments

Principal
Name activity
Burza cennych papieroy, a. s. Stock
exchange
Servis 1 - CS, a.s. IT services
RVS, a.s.
PB Leasing, a. s. Leasing
SW.FET. s.c. Communication
Total

Income earned from investments received is further described

in Note 25.

On 14 January 2005 the company Servis 1 — CS, a. s. decrea-
sed its share capital, with the Bank’s share being decreased
from CZK 106 million to CZK 106 thousand. The amount of
CZK 105.8 million was repaid in cash in March 2005. Remai-
ning participation in the company was sold in December 2005.

15. Intangible Assets

Cost

1 January 2005
Additions

Disposals

Transfers

31 December 2005

Accumulated amortisation
1 January 2005
Amortisation

Disposals

Provisions for impairment
Transfers

31 December 2005

Net book value
31 December 2004
31 December 2005

Software
MSKK

2719
1

(51)
472
3141

(2 113)
(286)
50

3

(2 346)

606
795

Original cost of fully amortised intangible assets that are still

in use by the Bank amounts to SKK 2.1 billion.

Holding %
2005

10.98
7.20

10.00
0.01

2004

10.98
3.68
13.84
10.00
0.01

Other IFA
MSKK

393

1
(75)
(85)
234

(242)
(24)
75

(3)
(194)

151
40

Carrying amount

2005
13

15

29

Assets not yet
put in service

MSKK

193
652
(28)

(387)
430

193
430

2004

14
138

153

Total
MSKK

3305
654
(154)
3805
(2 355)

(310)
125

(2 540)

950
1265
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16. Property, Equipment and Investment Property

Equipment
Land and fixtures
buildings and fittings
MSKK MSKK
Cost
1 January 2005 7 253 7 238
Additions 209 62
Disposals (1 904) (1 596)
Transfers 484 512
31 December 2005 6 042 6216
Accumulated depreciation
1 January 2005 (2 527) (5 818)
Depreciation (183) (563)
Disposals 746 1 546
Provisions for impairment 167 12
Transfers (35) (5)
31 December 2005 (1832) (4 828)
Net book value
31 December 2004 4726 1420
31 December 2005 4210 1388

Original cost of property and equipment that is fully deprecia-
ted but still in use by the Bank amounts to SKK 3.2 billion.

The Bank has assessed impairment of assets (buildings and
hardware) that were owner occupied, unused or rented to
other parties. The negative difference between the net book
value of buildings and their estimated recoverable amount has
been recognised as an impairment of assets. As at 31 Decem-
ber 2005 provisions for impairment of buildings amounted to
SKK 406 million (2004: SKK 529 million). There was no
provision to impairment of hardware at the end of 2005
(2004: SKK 70 million).

In 2005, the Bank sold a portfolio of buildings in total net
book value of SKK 1 300 million (thereof SKK 205 million
represents sale of investment property) as a result of planned
relocation to a new head office building currently under con-
struction. The proceedings from sale amounted to SKK 1 061
million. The difference between net book value and the pro-
ceedings is presented within ‘Other operating result’. The
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Motor
vehicles
MSKK

145
42
(19)
4
172

(67)
(38)
17

(84)

78
88

Assets not yet
put in service
MSKK

243
810
(1)
(966)
86

(3)

240
86

Total
property and
equipment
MSKK

14 879
1123

(3 520)
34

12 516

(8 415)
(784)
2 309

181
(35)
(6 744)

6 464
5772

Investment

property
MSKK

515
24
(273)
(34)
232

(176)
(8)
68

6
34
(76)

339
156



Bank has together with the sale signed a lease back contract
until the new head office construction is completed.

Sale and lease-back
The Bank has entered into a lease-back agreement, an opera-
ting lease, for a 3 years period, with an option to extend the

lease for an additional 2 years.

Outstanding commitments under

non-cancellable operating lease 2005 2004
Payable in period:

- Less than 1 year 143

- From 1 year to 5 years 286

- Over 5 years
Operating leasing payments
recognised as expense in the period 7

Investment property

The Bank owns buildings rented to other parties in the total
net book value of SKK 156 million (net of effect of impair-
ment SKK 6 million presented within ‘Other operating
result’) as at 31 December 2005. The total rental income ear-
ned by the Bank amounted to SKK 58 million and is presen-
ted within ‘Other interest income and similar income’ or the
‘Interest income’ caption. The depreciation on rented buil-
dings is presented within ‘General administrative expenses’
and amounted to SKK 8 million. The carrying amount of buil-
dings rented to other parties approximates their fair value as
at 31 December 2005. Administrative costs related to Invest-
ment property amounted to SKK 14 million in 2005 and are
presented within ‘General administrative expenses’.
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17. Deferred income tax asset and liability

The structure of deferred tax position as at 31 December
2005 and 31 December 2004 was as follows:

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

Deferred income tax assets

Provisions for losses on loans and advances

Securities held to maturity

Assets at fair value

Loans and advances to customers

Investments in subsidiaries at equity, associates and other investments
Provisions for liabilities and other provisions

Tax losses carried forward

Other

Less: unrecognised deferred tax assets
Less: netting of assets and liabilities
Total deferred income tax assets

Deferred income tax liabilities

Securities available for sale (recognised in equity)
Securities held to maturity

Property and equipment

Amounts owed to financial institutions

Other

Less: netting of assets and liabilities
Total deferred income tax liabilities
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2005
MSKK

13
13
110
19
129

2005
MSKK

268

27
58
37
61
24

478
(285)
(180)

13

207
31
42

10
290
(180)
110

2004
MSKK

15
173
678
851

2004
MSKK

275
92

88
37
38
530
(413)
(102)
15

247

18
10
275
(102)
173



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

A potential deferred income tax asset of SKK 691 was not
recognised as at 31 December 2003 as a result of the existen-
ce of uncertainties related to the application of new income
tax legislation valid from 1 January 2004. The uncertainties
resulted in the Bank’s inability to reliably forecast the future
tax bases as well as the timing of the reversal of temporary
differences.

In 2004, following the resolution of the uncertainties descri-
bed above, the Bank reassessed its deferred income tax positi-
on. A deferred income tax position has been calculated for all
temporary differences by providing full deferred income tax
liabilities and recognizing 50% of those deferred income tax
asset that are expected to be realized in the period 2005 —
2008. Potential deferred income tax assets with uncertain
timing of reversal were not considered by the Bank in calcu-
lation of deferred income tax assets. Potential additional
deferred income tax benefits not recorded as at 31 December
2004 total SKK 413 million.

In 2005, the Bank reassessed its deferred tax position taking
into account the uncertainties in application of the revised
Income tax act in 2006, when the Bank is preparing its inco-
me tax return using the IFRS financial statements. As a result
of these uncertainties, the Bank calculated its deferred tax
position by providing full deferred tax liabilities but recogni-
zing only 10% of deferred tax asset from temporary deduc-
tible differences related to provisions for losses on loans,
advances and off-balance sheet items. Deferred tax assets
from other temporary deductible differences were recognised
to full extent. Potential additional deferred tax assets not
recorded as at 31 December 2005 total SKK 285 million.

18. Other Assets

2005 2004
MSKK MSKK
Accrued income 1 906 2 674
Prepaid expenses 121 163
Other 642 442
Total 2 669 3 279

19. Amounts Owed to Financial Institutions

2005 2004
MSKK MSKK
Amounts owed on demand 135 297
Repo trades with debt securities 31 747 15 692
Term deposits 13 603 16 134
Total 45 485 32 123

The liabilities at 31 December 2005 in the amount of SKK
31 747 million from repo trade are collateralised by state
bonds and treasury bill.

20. Amounts Owed to Customers

2005 2004
MSKK MSKK
Amounts owed on demand 59 288 55055
Savings deposits 16 621 20 663
Term deposits 101 641 99 376
Total 177 550 175 094

Savings deposits are deposits with defined period of notice,
however, term deposits have defined maturity date. Savings
deposits are usually used as long-term period.
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2005 2004

MSKK MSKK
Savings deposits 16 621 20 663
Term deposits and amounts
owed on demand:
Corporate clients 41 120 41 887
Retail clients 101 741 105 593
Public sector 15 373 4253
Other 2 695 2 698
Total 177 550 175 094

The amount of savings deposits includes balance of anony-
mous deposits of SKK 1 728 million as at 31 December 2005
(2004: SKK 2 583 million). In accordance with valid legisla-
tion, all unclaimed anonymous deposits outstanding as at 31
December 2006 will be forfeited to the state.

In 2005, in accordance with the valid legislation, the Bank
cancelled dormant deposit accounts with already expired limi-
tation period (more than 20 years) in total amount of SKK
130 million.

As at 31 December 2005 no amounts owed to clients were
collateralised by securities.

21. Debt Securities in Issue

2005 2004

MSKK MSKK

Bonds in issue 9 440 6213
less bonds held by the Group (10) -
Total bonds 9 430 6213
Short term debt securities 345 -
Total 9775 6 213
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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

Date of issue
July 2002
July 2003

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

May 2005
July 2005

Maturity date
July 2007
July 2008

August 2010

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

July 2008

Total nominal value

Accrued interest

Net debt securities in issue
less bonds held by the Group

Total

All of the bonds shown above are listed and traded on the
Bratislava Stock Exchange (‘BSE’). As at 31 December 2005,
the Bank complies with the requirements of the NBS relating
to mortgage lending by covering at least 70% of mortgage
loans by issued mortgage bonds.

Part of the mortgage bonds issued is collateralised by state
bonds included in the HTM portfolio in the carrying amount
of SKK 3 560 million.

The Bank started to offer the new product SPORO bill of
exchange from July 2005 available in SKK as well as in for-
eign currencies. Total amount of these short-term debt securi-
ties as at 31 December 2005 was SKK 345 million.

Interest
rate

7.40%
4.60%
4.65%
4.60%
4.50%
4.40%
4.50%
2.70%
2.88%
2.60%

Nominal
value 2005
MSKK

1 000
1 000
500
1 000
1 000
500
1100
400
2 000
800
9 300
140
9 440
(10)
9 430

Nominal
value 2004
MSKK

1 000
1 000

500
1 000
1 000

500
1100

6100
13
6213

6213
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22. Provisions for Liabilities and Other Provisions

2005 2004

MSKK MSKK
Provision for off-balance sheet items 252 379
Interest bearing deposit products 70 104
Legal cases 369 678
Sponsoring 66 122
Employee benefit provisions 94 108
Other provisions 147 94
Total 998 1485

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 off-balance sheet. The movement of the pro-
visions for off-balance sheet is shown in Note 27.

b) Provisions for interest-bearing products
The provision has been made for the estimated losses on
several deposit products, which were offered by the Bank at

high fixed interest rates in the past.

The following table provides a roll forward of the pro-
vision for interest-bearing products:

MSKK
1 January 2005 104
Allocation 21
Use / Release (55)
31 December 2005 70

c) Provision for legal cases

The Bank conducted a review of legal proceedings outstan-
ding against it as at 31 December 2005. These litigations have
arisen from normal banking activities, both prior and after the
privatisation in 2001. Pursuant to the review of litigation mat-
ters in terms of the risk of losses and litigated amounts, the
Bank has recorded a provision for these legal disputes. In the
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second quarter of 2005, the Bank released a provision for a
legal case that was won at the Supreme Court of the Slovak
Republic amounting to SKK 311 million. The release of the
provisions is reported on the line ‘Other operating result’ in
the profit and loss.

d) Sponsoring provision

The Group has been involved in significant sponsoring activi-
ties in the fields of education, culture, charity, public affairs
and economic development, and fully provisioned its contrac-
tual and legal commitments for these activities including
commitment related to the 2001 privatisation of the Bank.

In 2004, part of the provision in the amount of SKK 200 mil-
lion was used as the contribution of the Bank to the subscri-
bed capital of a foundation Nadécia Slovenskej sporitelne
(previously SPORO Nadaicia) established by the deed of foun-
dation dated 5 November 2004. According to the currently
valid legislation, the contribution to the subscribed capital
cannot be reclaimed and cannot be distributed to the founders
in the future.

During 2005, part of the sponsoring provision in the amount
of SKK 57 million was used for the financing of various
sponsoring activities. According to the decision of Ministry of
Finance of the Slovak Republic, the remaining portion of the
provision shall be used until the end of 2006.

e) Long - term employee benefits provisions

During the year ending 31 December 2005, the actuarial cal-
culation based on the projected unit credit method was perfor-
med resulting in the final employee benefit obligation in the
amount of SKK 95 million.

The Bank has a defined benefit program, under which
employees are entitled to a lump-sum payment upon taking
retirement or a working/life jubilee. As at 31 December 2005
there were 4 805 employees at the Bank covered by this pro-
gram (2004: 5 148 employees).



The amounts recognised in the balance sheet and profit

and loss as at 31 December 2005 are as follows:

Long-term employee provisions at 31. December 2003
New commitments from acquisitions of companies

Service costs

Interest costs

Payments

Past service costs

Net present value at 31. December 2004

Unrecognised actuarial gains/losses (corridor)

Long-term employee provisions at 31. December 2004
New commitments from acquisitions of companies

Service costs

Interest costs

Payments

Actuarial gains/losses

Net present value at 31. December 2005

Unrecognised actuarial gains/losses (corridor)

Long-term employee provisions at 31. December 2005

Key assumptions used in actuarial valuation:

Long-term employee provisions were calculated in accordan-
ce with the currently valid mortality tables issued by the Stati-

stical Office of the Slovak Republic.

As at 31 December 2005

Real annual discount rate 3.92%

Annual future real rate of salary

increases 2.50%
Annual employee turnover 3.56% - 16.80%
Retirement age 60 years

Pension
provisions
MSKK

22
24

24

(3)

25

(1)
24

Jubilee
provisions

MSKK

76
84

84

(7)
(16)
71

71

Total
long-term
provisions

MSKK

10

98
108

108

(10)
(15)
96
(1)
95
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f) Other provisions

Other provisions are comprised mainly of provisions for cer-
tain social benefit obligations.

23. Other Liabilities

Financial derivatives with negative fair value (Note 36)

Fair value of hedging instrument

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

Various creditors

Accrued expenses

Total

24. Equity
Share capital

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

Number
Nominal value of shares
SKK 1,000 each 2 174 207
SKK 100,000,000 each 42

Total

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

During 2004, Erste Bank purchased the shares from the Mini-
stry of Finance of the Slovak Republic representing 10.01%
of share capital and thus increased its share to 80.01%. The
remaining 19.99% of share capital that was owned by the
EBRD as at 31 December 2004 was sold to Erste Bank in
January 2005. As a result, Erste Bank became the 100% sha-
reholder of the Bank as at 10 January 2005.

Based on the General Assembly decision dated 5 May 2005,

dividends from the profit for 2004 were paid to Erste Bank in
the amount of SKK 1 946 million.
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2005
MSKK

1883
(55)
2738
887
427
24
5904

2005 Number
MSKK of shares

2 174 2 174 207
4 200 42
6 374

2004
MSKK

1804

1924
520
442

4 695

2004
MSKK

2174
4 200
6 374



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 requi-
red 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 5% of its
annual net profit (calculated in accordance with Slovak
accounting regulations) until 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 sha-
reholder.

Other funds

Other funds as at 31 December 2005 included only the Statu-
tory fund amounting to SKK 1 178 million.

The Statutory fund was created from distributable profits to
strengthen the Bank’s capital base. The statutory fund may be
terminated 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 Supervi-
sory Board and the General Assembly.

In 2005, 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.

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

Attributable from the profit for the year

2005*
MSKK

2 146

2 174 207
42

337

33 666 855

2004
MSKK

1946

2 174 207
42

305

30 535 045
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25. Net Interest and Investment Income

Interest income from:
Loans and advances to financial institutions
Loans and advances to customers
Debt securities and other fixed income 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 cerfificates
Total interest and similar expenses
Net interest income
Income from investments in associates
Net interest and investment income

Income from investments in associates

2005
Company MSKK
Prvd stavebna sporitelfia, a. s. (PSS) 106
Poisfoviia Slovenskej sporitelne, a. s. 9
Erste Corporate Finance, a. s. 6
Other (1)
Total 120

26. Net fee and commission income

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
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2004
MSKK

33
(7)

34

2005
MSKK

2734
4700
4 360

60
11 854

(1339)
(2 358)
(362)
(4 059)
7795
120
7915

2005
MSKK

2 066
605
552
180

3 403

(168)
(14)
(33)

(4)

(219)

3184

2004
MSKK

2 612

3 800

5929
38

12 379

(1 034)
(3332)
(226)
(4 592)
7787
34

7 821

2004
MSKK

1700
662
44
442

2 848

(147)
(10)
(25)

(3)

(185)

2 663



27. Provisions for Losses on Loans, Advances and
Off-balance Sheet

2005 2004
MSKK MSKK
Provisioning charges (4 366) (2 023)
Release of provisions 3 836 2 087
Net provisions for losses on loans
and advances (Note 9) (530) 64
Recoveries of loans written
off / other (27) 5
Net provisions released / (charged)
for off-balance risks 127 (37)
Net provisions (430) 32
28. Net Profit on Financial Operations
2005 2004
MSKK MSKK
Foreign exchange gains and
currency derivatives 625 544
Interest derivatives 5 20
Trading securities (42) 85
Other (14) 14
Total 574 663

29. General Administrative Expenses

Personnel expenses

Wages and salaries

Social security expenses

Long term employee benefits
Other personnel expenses

Total personnel expenses
Other administrative expenses
Data processing expenses
Building maintenance and rent
Costs of bank operations
Advertising and marketing

Legal fees and consultation
Other administrative expenses
Total other administrative
expenses

Depreciation

Amortisation of intangible assets
Depreciation

Total depreciation, amortisation
Total

2005
MSKK

2 304
573
(13)
165

3029

814
411
464
278
126
263

2 356

310
792
1102
6 487

2004
MSKK

2 166
625
108
40

2 939

712
414
502
272

92
241

2233

280
865
1145
6317

The average number of employees in the Group was 4 901

and 5 233 in 2005 and 2004, respectively.
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30. Other Operating Result

2005 2004
MSKK MSKK

Revaluation of securities at fair
value, net 56 46
Profit on sale of securities

availablefor-sale 167 3
Other operating income 776 275
Total other operating income 999 324
Contribution to deposit protection

fund (985) (1 056)
Other operating expense (524) (642)
Total other operating expense (1 509) (1 698)
Total other operating result (510) (1 374)

Major components of ‘Other operating income’ in 2005 inclu-
de reversed provision to impairment for buildings amounting

to SKK 173 million and the release of provision to legal case

amounting to SKK 275 million (see also Note 22(c)).

Major components of ‘Other operating expense’ in 2005
include the effect from the sale of buildings portfolio in amo-
unt of SKK 239 million (see Note 16).

The Bank is obliged by law to make a contribution to the
deposit protection fund of Slovakia calculated based on its

customer deposit liabilities.

‘Other operating result” included impairment to buildings in
the amount of SKK 300 million in 2004.

31. Income Tax Expense

2005 2004
MSKK MSKK
Current tax expense 706 698
Deferred tax income (Note 17) (32) (336)
Total 674 362
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The actual tax on the Group's profit before tax differs
from the theoretical amount that would arise using the
basic tax rate of the Slovak Republic as follows:

2005 2004
MSKK MSKK

Profit before tax 4246 3 488
Income not subject to corporate
income tax:

Release of provisions and reserves (3 895) (5 165)

Income from securities (250) (631)

Other (240) (296)
Expenses not deductible for tax
purposes:

Allocation of provisions

and reserves 3 667 5261

Other 108 889
Tax base 3 636 3 546
Tax calculated at a tax rate of 19% 702 698
Corporate income tax expense 702 698
Withholding tax expense
- dividends 4 -
Deferred tax income (32) (336)
Total tax expense 674 362

The accounting for changes in deferred tax position of the
Bank in 2005 and 2004 were significantly affected by the
development of the Slovak income tax legislation, as descri-
bed in Note 17.



Deferred tax income in the Profit and loss account com-
prises the following temporary differences:

Investments in associates and
other investments

Loans and advances to customers

Provisions for losses on loans
and advances

Property and equipment
and investment property
Tax losses carried forward
Securities held to maturity
Securities available for sale
Provisions for liabilities and
other provisions

Other temporary differences
Total deferred tax income

32. Earnings Per Share

2005
MSKK

(5)
(49)

29
(18)

67
(26)

(31)

(32)

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)

2004
MSKK

(157)

(56)

11
(37)
(3¢)

(10)
(51)
(336)

2005
MSKK

3 569

2 174 207
42

560
55995 314

2004
MSKK

3125

2 174 207
42

490

49 031 103
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33. Supplementary Data to Statements of Cash Flows

Cash and cash equivalents at the end of the financial
year as shown in the statement of cash flows are com-
posed of the following items:

2005 2004
MSKK MSKK
Cash on hand (Note 6) 3582 3 622
Nostro accounts with the NBS
(Note 6) 479 641
Accounts with other financial
institutions repayable on demand
(Note 7) 278 402
Repo trades with the central bank
treasury bills (Note 7) 59 738 52 910
Trading securities - 2 485
Total cash and cash equivalents 64 077 60 060

34. Financial Instruments

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 Group.
The most significant risks the Group faces include:

Credit risk

The Group takes on exposure to credit risk, which is the risk
that a counter-party will be unable to pay amounts in full
when due. The Group structures the levels of credit risk it
undertakes by placing limits on the amount of risk accepted
in relation to one borrower, or groups of borrowers, and to
geographic and industry segments. Such risks are monitored
on a regular basis and subject to an annual or more frequent
review. The exposure to any one borrower, including banks
and brokers, is further restricted by sub-limits covering on
and off-balance sheet exposures and daily delivery risk
limits in relation to trading items such as forward foreign
exchange contracts. Actual exposures against limits are
monitored daily. Exposure to credit risk is managed through
regular analysis of the ability of borrowers and potential
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borrowers to meet interest and capital repayment obligations
and by changing these lending limits where appropriate.
Exposure to credit risk is also managed in part by obtaining
collateral and corporate and personal guarantees.

Market risk

Market risks arise from open positions sensitive to interest
rates, foreign currency exchange rates and equity prices. The
Group applies a ‘value at risk’ (‘“VaR’) methodology to esti-
mate the market risk of positions held and the maximum los-
ses expected, based upon a number of assumptions for
various changes in market conditions. The Board of Direc-
tors establishes VaR limits as the Group’s maximum exposu-
re to market risks that may be accepted on a daily basis.

Foreign currency risk

Foreign currency risk is the risk that the value of financial
instruments will fluctuate due to changes in foreign exchange
rates. The Group manages this risk by establishing and moni-
toring limits on open positions. The Group’s net open foreign
exchange positions as at 31 December 2005 and 2004 are
shown in Note 38.

Interest rate risk

Interest rate risk is the risk that net interest income or 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 Group’s net interest income and market
value of the Group’s assets and liabilities. Refer to Note 38
for an analysis of the Group’s interest rate risk as at 31
December 2005 and 2004.

Liquidity risk

Liquidity risk is the risk that the Group will encounter diffi-
culties in raising funds to meet commitments associated with
financial instruments. The Group’s liquidity position is moni-
tored and managed based on expected cash inflows and out-
flows, and adjusting interbank deposits and placements
accordingly. Refer to Note 40 for an analysis of the Group’s
liquidity risk as at 31 December 2005 and 2004.



In addition to the risks noted here, the Group also deals in
derivative financial instruments, discussed in greater detail in
Note 36.

Operational risk

Operational risk management mainly includes the collection
and evaluation of data about operational risk losses, imple-
mentation of insurance strategy, coordination of business con-
tinuity plans development for the Bank’s management in time
of crisis, establishing basic principles for outsourcing, and
implementing measures to mitigate the Bank’s risk exposure.

The Group is joining the operational risk insurance program
of Erste Group, which provides wider coverage of risks. Insu-
rance policies cover losses due to operational risk in compli-
ance with the definition of operational risk and the valid
legislation.

In 2005, the Group implemented an upgrade version of soft-
ware application for operational risk data collection. The cur-
rent application is in line with Basel II standards and the
requirements of Erste Bank, the range of collected information
enables the use of advanced measurement approach of capital
requirement calculation for operational risk in the future.

35. Contingent Liabilities and Commitments

Legal disputes

Provisions are maintained to cover the risks related to the
possible commitments of the Group related to legal cases.
Provisions for legal cases are described in Note 22 (c).

Tax review

In January 2006, the Slovak Tax Office started an examinati-
on of the Income Tax return of the Bank for the year ended
31 December 2004. This review has not been completed as at
the date of issue of the financial statements for the year 2005.
The Tax Authorities are in the early stages of the review and
the ultimate outcome of the tax examination is uncertain.
However, the Bank has not been informed by the Tax Office
of any matters of non-compliance and has not otherwise iden-
tified any issues that are expected to have material impact on
the current or deferred income tax position presented in these
financial statements.

36. Off-balance Sheet ltems and Derivate Financial
Instruments

In the normal course of business, the Group becomes a party to
various financial transactions that are not reflected on the balan-
ce sheet and are referred to as at 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 beneficiaries
(third parties). Bank guarantees represents an irrevocable liabi-
lity of the Bank to pay a certain amount as stated in the bank
guarantee in the case when the debtor fails to fulfil an obligati-
on or other conditions as stated in the guarantee.

Letter of credit represents a written obligation of the Group
performed according to the instruction of the buyer to pay a
specified amount to the seller against the documents that meet
the letter of credit requirements. The Group deals with letters
of credit subject to the ‘Unified Rules and Customs for Docu-
mentary 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 cre-
dit, 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 writ-
ten undertakings by the Group on behalf of a customer authori-
sing a third party to draw drafts on the Group up to a stipulated
amount under specific terms and conditions, are collateralised
by the underlying shipments of goods to which they relate and
therefore carry less risk than a direct borrowing.

Commitments to extend credit represent unused portions of
authorisations 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 commit-
ments since most commitments to extend credit are contingent
upon customers maintaining specific credit standards.
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The following table contains off-balance sheet credit
exposures (see Note 8) and also treasury commit-
ments:

2005 2004
MSKK MSKK
Guarantees provided 4 600 3506
Guarantees from letters of credit 73 419
Loan commitments and undrawn loans 26 705 19 349
Total 31 378 23 274

In 2003, the Bank provided a guarantee in the amount of
EUR 17 million to Erste Bank for the 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 obli-
ged to purchase these bonds from the parent company for
their nominal value. This guarantee is still effective as at 31
December 2005.

b) Derivatives

The Group maintains strict control limits on net open deri-
vative 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 (i.e.
assets), which in relation to derivatives is only a small frac-
tion 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-_-vis
customers, together with potential exposures from market
movements. Collateral or other security is not usually obtai-
ned 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 spe-
cific 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).

Foreign currency contracts are used by the Group for risk

management and trading purposes. The Group’s risk mana-
gement foreign currency contracts provide effective econo-
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mic hedges against exchange rate fluctuations on loans and
advances to credit institutions denominated in foreign cur-
rency. 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 periodi-
cally 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 tran-
sactions 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 one interest rate swap for hedging of changes in
fair value of bonds. One interest rate swap is designated to
hedge amount of future cash flows from interest income
from a specific loan. Both contracts qualify for hedge
accounting under the specified rules of IAS 39.

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

a given time 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 obliga-
tion 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 Group
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 inte-



rest rate exposures and have been accounted for at mark to
market fair value.

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 dif-
ferent currencies, gross, and not settled on a net basis. Unli-
ke 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).

1. Derivatives in notional and fair value

Receivables

Notional

value

MSKK

Hedging 1135

Total hedging instruments 1135
Trading derivatives

Forward rate agreements (FRA) 29 702

Foreign currency forwards 26 196

Option contracts 15 290

Interest rate swaps (IRS) 28 151

Currency interest rate swaps (CIRS) 1386

Currency swaps 88 890

Credit derivatives 852

Total trading derivatives 190 467

Total 191 602

2005

Fair
value
MSKK

294
78
629

318

1345
1345

Liabilities
Notional
value
MSKK

1135
1135

29 702
26 241
15 302
28 151
1 661
88 963
852
190 872
192 007

Fair
value
MSKK

76
76

13
330
95
754
213
402

1807
1883
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Hedging

Total hedging instruments
Trading derivatives

Forward rate agreements (FRA)
Foreign currency forwards
Futures

Option contracts

Interest rate swaps (IRS)
Currency interest rate swaps (CIRS)
Currency swaps

Total trading derivatives
Total

2. Derivatives based on the trading place

Hedging
QoT1C
Total hedging instruments
Trading derivatives
Forward rate agreements (FRA)
Quoted
QoT1C
Option contracts
Quoted
QoT1C
Interest rate swaps
Quoted
QoT1C
Other derivatives
Quoted
QoT1C
Total trading derivatives
Total
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Receivables
Notional
value

MSKK
1164
1164

24 200
12 212

12 598
21 299
1171
32 437
103 917
105 081

Receivables
Notional
value
MSKK

1135
1135

29 702

29 702
15 290

15 290
28 151

28 151
117 324

117 324
190 467
191 602

2004

Fair
value

MSKK

193
609

805
1 800
1 800

2005

Fair
value
MSKK

78

78
629

629
630

630
1345
1345

Liabilities
Notional
value

MSKK
1164
1164

24 200
12 262

12 552
21 299
1 496
31 869
103 678
104 842

Liabilities
Notional
value

MSKK

1135
1135

29 702

29 702
15 302

15 302
28 151

28 151
117 715

117 715
190 870
192 005

Fair
value

MSKK
77
77

26
217

191
727
326
240

1727
1804

Fair
value

MSKK

76
76

13
95
95

754

754
945

945
1807
1883



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

Receivables
Notional
value

MSKK

1164
1164

24 200

24 200
12 598

12 598
21 299

21 299
45 820

45 820
103 917
105 081

2004

Fair
value

MSKK

31

31
193

193
609

609
967

967
1 800
1 800

Liabilities
Notional
value

MSKK

1164
1164

24 200

24 200
12 552

12 552
21 299

21 299
45 627

45 627
103 678
104 842

Fair
value

MSKK

77
77

26

26
191

191
727

727
783

783
1727
1804
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3. Maturity analysis

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

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

Over 5 years

Futures

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
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Receivables
MSKK

1135
1135

29 702
5502
5300
18 200

26 196
3 438
3 667
16 303
2788

15 291
3220
4 200
4 659
3212

28 150
1714
878
3164
17 256
5138

2005

Liabilities
MSKK

1135
1135

29 702
5502
5300
18 900

26 240
3 459
3 696

16 405
2 680

15 303
3225
4193
4 635
3250

28 150
1714

878

3 164

17 256
5138

Receivables
MSKK

1164
1164

24 200
5300
10 500
8 400

12 212
3430
2 094
4 865
1823

12 598
1482
3716
7 400

21 299
150
400

4 402

9795

6552

2004

Liabilities
MSKK

1164
1164

24 200
5300
10 500
8 400

12 262
3428
2 146
4 981
1707

12 552
1475
3706
7 371

21 299
150
400

4 402

9795

6552



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

Credit derivatives
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

Receivables
MSKK

1386

438
948

88 890
68 925
9120
9 800
1045

852

852

190 467
191 602

2005
Liabilities
MSKK
1 661

500
1161

88 962
69 065
9125
9754
1018

852

852

190 870
192 005

Receivables
MSKK

1171

1171

32 437
23 239
5662
3536

103 917
105 081

2004

Liabilities
MSKK
1 496

1496

31 869
23 058
5 443
3 368

103 678
104 842
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37. Net Foreign Exchange Positions

The table below provides an analysis of the Group’s
main currency exposures. The remaining currencies are

included under ‘Other’.

Cash and balances at the central bank

Loans and advances to financial institutions
Loans and advances to customers, net
Financial assets at fair value through profit or loss
Securities available for sale

Securities held to maturity

Investments in associates and other investments
Intangible assets

Property and equipment and investment property
Other assets

Total assets

Amounts owed to financial institutions

Amounts owed to customers

Debt securities in issue

Provisions for liabilities and other provisions
Other liabilities

Equity

Total liabilities

Net FX position at 31 December 2005
Off-balance sheet assets

Off-balance sheet liabilities

Net off-balance sheet FX position

Total net FX position at 31 December 2005
Total assets at 31 December 2004

Total liabilities at 31 December 2004

Net FX position at 31 December 2004

Net off-balance sheet FX position

Total net FX position at

31 December 2004
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EURO
MSKK

314
60
19 022
2 624
3857

291

434
26 602
20 794
10 164

396
305

31 664
(5 062)
490
90
400

(4 662)
17 756
22 447
(4 691)
777

(3 914)

US Dollar
MSKK

104
575
1664
514
164

3037
786

2 699
17

97

3 608
(571)
19 969
19 989
(20)
(591)
3036
3514
(478)
450

(28)

Czech
Crown
MSKK

m

967

1099
705
667

1378
(279)
42 408
41 782
626
347
677
880
(203)
227

24

Other
MSKK

134
40
169
74

426
52
813

30

895
(469)
4 681
4117

564

95
1985
1456

529

(388)

141

Slovak
Crowns
MSKK

3 403
67 003
71 482
5751
19 617
50 491
665
1265
5928
2223
227 828
23 148
163 207
9753
998
5 504
18 837
221 447
6 381
55535
57 635
(2 100)
4281
214 789
209 946
4843

(633)

4210

Total
MSKK

4 066
67 681
93 304

8 963
23 638
50 491

974

1265

5928

2 682

258 992
45 485
177 550
9775
908

6033
19 151

258 992

123 083
123 613
(530)
(530)
238 243
238 243

433

433



38. Interest Rate Risk

a) Interest rate re-pricing analysis

The following table presents the interest rate re-pri-
cing dates of the Group. Variable yield assets and lia-

bilities have been reported according to their next

rate re-pricing date. Fixed income assets and liabilities
have been reported according to their scheduled prin-

cipal repayment dates.

Demand and
less than
1 month
As at 31 December 2005 MSKK
Cash and balances at the
central bank 484
Loans and advances
to financial institutions 64 242
Loans and advances to customers 46 225
Financial assets at fair value
through profit or loss 807
Securities available for sale 6
Securities held to maturity 37 404
Investments in associates
and other investments
Intangible assets, Property
and equipment, investment
property and Other assets 1227
Total assets 150 395
Amounts owed to financial
institutions 38 869
Amounts owed to customers 90 277
Debt securities in issue 217
Other liabilities 2 198
Total liabilities 131 561
Current gap 18 834
Cumulative gap 18 834

1to3
months

MSKK

1714
10724

958

369
13 765

3073
22 196
66
183
25 518

(11 753)
7 081

3 months
to 1 year

MSKK

1310
20 037

4783
382
3228

306
30 046

1413
28 720
192
1389
31714

(1 668)
5413

1to5
years
MSKK

224
13 356

542
18 133
3352

35 607

2 041
35622
9 300
544
47 507

(11 900)
(6 487)

Over
5 years
MSKK

1174
455

5117
6 507

50
13 303

26
445
471

12 832
6 345

Un-
defined
MSKK

3582

191
1788

1418

974
7 923
15 876

63
735

2272
3 070

12 806
19 151

Total
MSKK

4 066

67 681
93 304

8 963
23 638
50 491

974

9 875
258 992

45 485
177 550
9775

7 031
239 841

19 151

77



As at 31 December 2004
Cash and balances

at the central bank

Loans and advances

to financial institutions
Loans and advances to customers
Financial assets at fair value
through profit or loss
Securities available for sale
Securities held to maturity
Investments in associates
and other investments
Intangible assets, Property
and equipment, investment
property and Other assets
Total assets

Amounts owed to financial
institutions

Amounts owed to customers
Debt securities in issue
Other liabilities

Total liabilities

Current gap
Cumulative gap
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Demand and
less than

1 month
MSKK

4814

60 392
15 576

1847

27 704

1511
111 844

27 257
85 473

1985
114 715

(2 871)
(2 871)

1to3
months
MSKK

1133
15 264

3 668
993

400
21 458

3086
33719

997
37 802

(16 344)
(19 215)

3 months
to 1 year
MSKK

1981
17 300

4092
5 361
10 405

1772
40 911

1440
24 513
13
1622
27 688

13 223
(5 992)

1to5
years
MSKK

177
6735

864
13776
12 811

34363

280
30 934
5100
607
36 921

(2 558)
(8 550)

Over
5 years
MSKK

219
589

9 450
7 011

17 269
49

1 000
486
1535

15734
7 184

Un-
defined
MSKK

122
2577

1358

977

7 364

12 398

11
455

1334
1 800

10 598
17 782

Total
MSKK

4814

63 805
57 671

12 418
29 580
57 931

977

11 047
238 243

32123
175 094
6213

7 031
220 461

17 782



b) Effective yield information

The effective yields of significant financial assets and
liabilities by major currencies as at 31 December 2005
and 2004 are as follows:

31 December 2005

Average
effective
interest rate
% SKK
Assets
Cash and balances at the central bank 1.50%
Loans and advances to financial institutions 2.94%
Loans and advances to customers 6.81%
Treasury bills and bonds 4.99%
Liabilities
Amounts owed to financial institutions 2.66%
Amounts owed to customers 1.31%

The effective interest rates for bonds held to maturity shown
in the table above are calculated as their effective yield to
maturity. Weighted average effective interest rate was used
for other categories of financial assets and liabilities.

39. Concentration of Credit Risk to Slovak Republic

The following table presents the distribution of the
Group’s credit risk to the Slovak Republic, companies
controlled by the Slovak government, guarantees issu-
ed by the Slovak government, and similar exposures:

Cash and balances at the central bank
Loans and advances to financial institutions
Loans and advances to customers
Securities portfolios

Other assets

Total

Average
effective
interest rate
Other

2.07%
3.66%
4.75%

2.06%
0.94%

Portion of
total assets
%

0.68%
23.07%
1.58%
25.21%
0.65%
51.18%

31 December 2004

Average Average
effective effective
interest rate interest rate
SKK Other
1.47% -
4.88% 1.89%
715% 3.15%
5.96% 4.77%
4.00% 1.92%
1.82% 0.77%
2005 2004
MSKK MSKK
1764 3092
59738 52 910
4 090 5703
65 281 82 999
1673 2 445
132 546 147 149
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The Group holds a large volume of state debt securi-
ties. A breakdown of the state debt securities is shown
below by portfolio and type of security:

2005 2004

MSKK MSKK
Trading portfolio 626 3 905
Treasury bills 493 3138
State bonds denominated in SKK 133 767
Available for sale portfolio 20 076 27 464
Treasury bills - 3263
State bonds denominated in SKK 16 400 17 511
Slovak government Eurobonds 2 233 2 341
Companies controlled by the
Slovak government 1 443 4 348
Held to maturity portfolio 44 579 51 630
State bonds denominated in SKK 43 869 50 920
Companies controlled by the
Slovak government 710 710
Total 65 281 82 999

40. Maturity Analysis

The matching and controlled mismatching of the maturities
and interest rates of assets and liabilities is fundamental to
the management of the Group. It is unusual for banks to
ever be completely matched, since business transacted is
often of an uncertain term and of different types. An unmat-
ched position potentially enhances profitability, but also
increases the risk of losses.

The maturities of assets and liabilities and the ability to
replace, at an acceptable cost, interest-bearing liabilities as
they mature, are important factors in assessing the liquidity
of the Group and its exposure to changes in interest rates
and exchange rates.
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The table below analyses assets and liabilities of the
Group into relevant maturity based on the remaining
period as at the balance sheet date to the contractual

maturity date:

Demand and
less than
1 month
As at 31 December 2005 MSKK
Cash and balances at the
central bank 4 066
Loans and advances to
financial institutions 64 242
Loans and advances to customers 8 043
Financial assets at fair value
through profit or loss 231
Securities available for sale 6
Securities held to maturity 9 701
Investments in associates
and other investments
Intangible assets, Property
and equipment, investment
property and Other assets 1242
Total assets 87 531
Amounts owed to financial
institutions 38 869
Amounts owed to customers 130 225
Debt securities in issue 217
Other liabilities 2783
Total liabilities 172 094
Current gap (84 563)
Cumulative gap (84 563)

1to3
months
MSKK

1714
4 630

220

369
6 933

3073
18 567
66

358
22 064

(15 131)
(99 694)

3 months
to 1 year
MSKK

1310
14 688

787
230
2 300

675
19 990

1413
16 107
192
1564
19 276

714
(98 980)

1to5
years
MSKK

224
26 152

4250
18 133
21 356

70 115

2 041
11 973
9 300
544
23 858

46 257
(52 723)

Over
5 years
MSKK

38 491
2057

5269
17 134

50
63 001

26
445
471

62 530
9 807

Un-
defined
MSKK

191
1 300

1418

974
7 539
11 422

63
678

1337
2078

9344
19 151

Total
MSKK

4066

67 681
93 304

8 963
23 638
50 491

974

9875
258 992

45 485
177 550
9775

7 031
239 841

19 151
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As at 31 December 2004
Cash and balances at the
central bank

Loans and advances

to financial institutions
Loans and advances to customers
Financial assets at fair value
through profit or loss
Securities available for sale
Securities held to maturity
Investments in associates
and other investments
Intangible assets, Property
and equipment, investment
property and Other assets
Total assets

Amounts owed to financial
institutions

Amounts owed to customers
Debt securities in issue
Other liabilities

Total liabilities

Current gap
Cumulative gap

Amounts owed to customers which may be withdrawn on
demand, are disclosed in terms of contractual maturities (i.e.

Demand and
less than

1 month
MSKK

4814

60 392
3790

706

1511
71 213

27 257
122 728

1985
151 970

(80 757)
(80 757)

1to3
months
MSKK

1133
4764

2 664
993

400
9 954

3086
22 650

997
26733

(16 779)
(97 536)

in the first column) to reflect the liquidity risks attached.

However, in practice, these deposits are often maintained for
long periods without withdrawal or repayment; hence, the
effective date of repayment is later than the contractual date.
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3 months
to 1 year
MSKK

1981
11 133

1628
5208
7 039

1772
28 761

1440
17 324
13
1622
20 499

8262
(89 274)

1to5
years
MSKK

177
18 151

4776
13776
33253

70133

280
12 019
5100
607
18 006

52127
(37 147)

Over
5 years
MSKK

19 833
1287

9 603
17 638

48 361
49

1 000
486
1535

46 826
9 679

Un-
defined
MSKK

122

1358

977
7 364
9 821

11
373

1334
1718

8103
17 782

Total
MSKK

4814

63 805
57 671

12 419
29 580
57 930

977

11 047
238 243

32123
175 094
6213

7 031
220 461

17 782



41. 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 instru-
ment 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 mea-
surement, otherwise internal valuation models were applied,
in particular the present value method.

Carrying
value
2005
MSKK
Financial assets
Loans and advances to financial institutions 67 681
Loans and advances to customers 93 304
Held to maturity securities 50 491
Financial liabilities
Amounts owed to financial institutions 45 485
Amounts owed to customers and debt
securities in issue 187 325

Loans and advances to financial institutions

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

Loans and advances to customers

Loans and advances are net of specific and other provisions
for impairment. The fair value represents management’s
estimate of the ultimate fair value of the loans and advances
to customers..

Held to maturity securities

The fair value of held-to-maturity securities was calculated
based on the same principles used for the valuation of avai-
lable-for-sale securities and trading and at fair value through
profit and loss securities as described in Note 4(e).

Estimated
fair value
2005
MSKK

67 554
94 367
51 113
45 497

186 865

Carrying
valuve
2004

MSKK

63 805
57 671
57 930
32123

181 307

Estimated
fair value
2004
MSKK

63 815
58 048
58 730
32125

181 618
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Deposits and borrowings

The estimated fair value of deposits with no stated maturity,
which includes non-interest-bearing deposits, is the amount
repayable on demand. The estimated fair value of fixed inte-
rest bearing deposits and other borrowings without quoted
market price is based on discounted cash flows using inte-
rest rates for new debts with similar remaining maturity.

42. Segment Reporting

Income included in operating income was substantially
generated from the provision of banking and other services
in the Slovak Republic. Based on this fact no other material
geographical or business segment was identified.

43. Assets under Administration

The Group provides custody, trustee, investment manage-
ment, 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 42 791 million and SKK 26
538 million of assets as at 31 December 2005 and 2004, res-
pectively, representing securities from customers in its
custody for administration.

44. 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 decisi-
ons. 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 rela-
ted parties 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.
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b) Related party transactions

Assets and liabilities include accounting balances with
related parties, mainly with the parent bank and its
subsidiaries, as follows:

2005 2004
MSKK MSKK
Assets
Loans and advances to financial
institutions 19 58
Loans and advances to customers 1 945 353
Securities held to maturity 2 001 2 000
Other assets 41 21
Total 4 006 2 432
Liabilities
Amounts owed to financial
institutions 19773 12 630
Amounts owed to customers 374 373
Other liabilities 78 58
Total 20 225 13 061

The Bank received a guarantee issued by its parent bank
with a maximum value of SKK 5.3 billion (2004: SKK 7.7
billion) covering all the Bank’s exposures to the parent bank
and its group companies. Under the agreement, the parent
bank pledged securities issued or guaranteed by the Repu-
blic of Austria in face value amounts totalling EUR 140 mil-
lion (2004: EUR 190 million).

Income and expenses from related parties include the
following:

2005 2004

MSKK MSKK
Interest income 110 172
Interest expense (597) (208)
Net fees and commissions 14 7
General administrative expenses (236) (281)
Profit / (loss) on sale of investment 5 (24)
Total (704) (334)



c) Directors and officers

Loans and advances granted to the members of the Board of
Directors and Supervisory Board represent

SKK 706 thousand and SKK 156 thousand, and liabilities
SKK 3.8 million and SKK 17 million as at 31 December
2005 and 2004, respectively.

Remuneration of members of the Board of directors and
Supervisory board paid out during 2005 amounts to SKK 57
million (2004: SKK 14 million). The amount of remunerati-
on paid out in 2005 has increased as a result of some of the
board members becoming salaried employees of the Bank in
2005.

45. Post-balance Sheet Events

Changes in IFRS from 1 January 2006

Revised IAS 39 valid from 1 January 2006 limits the fair
value option in relation to the designation of financial assets
and liabilities on initial recognition into ‘Financial assets at
fair value through profit or loss’ portfolio. Such a designation
is now permitted only when it results in more relevant infor-
mation because it either significantly reduces or eliminates

a measurement or recognition inconsistency or a group of
financial instruments is managed and evaluated on a fair value
basis.

The mutual fund certificates investments do not meet the con-
ditions to be held in the Bank’s Financial assets at fair value
through profit or loss portfolio and therefore they have been
transferred to the ‘Available for sale portfolio’ as at 1 January
2006. Profits from the mutual funds were relocated against the
AFS portfolio reserve and the related deferred income tax
asset was recognised.

Equity according to IFRS as at 1 January 2006
Changes as at 1 January 2006
as a result of changes in the IFRS
Retained earnings
- transfer of mutual funds
- change in the deferred income tax asset
AFS reserve
- transfer of mutual funds
- change in the deferred income tax asset
Equity based on the Revised IFRS
as at 1 January 2006

MSKK
19 151

(117)
22

117
(22)

19 151
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Slovenska sporitelfia, a.s.

Independent Auditor's Report

To the Shareholder and Board of Directors of Slovenska sporitelfia, a.s.:

We have audited the consolidated balance sheet of Slovenska sporitelfia, a.s. (the "Bank”) as of
31 December 2005 and the related consolidated statements of profit and loss, changes in equity and
cash flows, for the year then ended and notes, prepared in accordance with International Financial
Reporting Standards as adopted by the European Union. In our Audit Report of 17 February 2006 we
expressed an ungualified opinion on these financial statements.

We have read other financial information included in this annual report for consistency with the
aforementioned financial statements. The Board of Directors of the Bank is responsible for the
completeness and accuracy of the information included in this annual report. In our opinion, the
other financial information included in this annual report, to the extent that such information is
derived from the aforementioned financial statements, is consistent, in all material respects, with the
relevant financial statements.

Bratislava, 17 February 2006
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Deloitte Audit s.r.o. . Zuzana Letkovd
Licence No. SKAu No. 014 nsible auditor
Licence No. SKAu No. 865
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This is an English language translation of the original Slovak language document.

86





