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KIB STRENGTHENS

KOMMUNALKREDIT’S INTERNATIONAL ACTIVITIES.

Kommunalkredit International
Bank Ltd (KIB) was founded in 2002
with the aim of further strength-
ening the international activities of
the Kommunalkredit Group and
opening up new markets.

Besides infrastructure projects,
KIB provides financing primarily for
local authorities, public enterprises,
and service providers in the public
sector. The majority of the bank’s
business is conducted with clients
based in Europe. The remaining trans-
actions are accounted for by North America and a
few selected investment projects. KIB specializes in
medium and long-term financing through syndicat-
ed loans and bond transactions as well as the estab-
lishment of an asset-backed securities portfolio.

SUCCESSFUL YEAR.

In 2004 KIB continued its highly successful oper-
ations. The company’s excellent market position in
the field of international public finance was further
strengthened. After its second full year of opera-
tions, total assets of Kommunalkredit International
Bank already reached EUR 2.9 billion (+ 168% com-
pared with 31-12-2003), which makes KIB the fourth
largest bank in Cyprus. The economic soundness of
KIB has also been confirmed by Moody’s Aa3 rating
for the senior unsecured notes issued by KIB in 2004,

)

Dr. Reinhard Platzer

which is two levels above Cyprus’
country ceiling of A2.

SOLID BASIS FOR FUTURE
GROWTH.

To ensure an adequate equity
backing, KIB’s Tier-1 capital was
increased by EUR 40 million in 2004.
With a total capital ratio of 14.5%
and a Tier-1 ratio of 9.7% Kommunal-
kredit International Bank has a solid
basis for future expansion.

NEW MARKETS.

KIB intends to continue its growth strategy in
the field of international public finance throughout
2005 in order to further strengthen its market
position.

In the future Kommunalkredit International
Bank aims to be active in investment-grade coun-
tries throughout the world. In addition, KIB plans to
further expand its direct financing activities in
Cyprus as well as in Greece.

The excellent development of Kommunal-
kredit International Bank has only been possible
through the dedication and the outstanding commit-
ment of the staff and the management of the bank,
who deserve my sincere thanks.

Chairman of the Board, Kommunalkredit International Bank Ltd
Chief Executive Officer, Kommunalkredit Austria AG



STRONG DEVELOPMENT IN ALL FIELDS.

In its third year of operation,
Kommunalkredit International Bank
(KIB) succeeded in continuing its
steady and very substantial growth.
Business has been thriving in all
fields, with total assets reaching
more than EUR 2.9 billion.

ASSETS.

The total assets of KIB far more
than doubled (+268%) since 2003.
This increase was due to a substan-
tial rise in volume in the bank’s lending business,
both in origination and syndicated loan transac-
tions and in bond business.

Increased efforts have gone into the origina-
tion of loans in Cyprus and Greece. KIB already car-
ried out several financing transactions in 2004 for
Cypriot municipalities and sewerage boards and
intends to strengthen this line of business further in
the years to come. The market in Greece has also
opened up for commercial banks providing finance
for municipalities and related public bodies. Until
recently, public finance was primarily handled by a
state agency. We seized this opportunity to use our
core know-how in public finance and bid for busi-
ness in this field.

In the syndicated loan business we were active
mainly in Europe in the year under review, especially
in Great Britain, where municipal financing is a strong
market. KIB used this opportunity and now has a
total of more than EUR 350 million outstanding.

Interesting opportunities have come up lately
in the Near and Middle East. First lending trans-

actions have already been closed suc-
cessfully. Moreover, KIB participated
in numerous transactions for syndi-
cated loans of European banks.

The same strategy will be applied
to bonds: numerous interesting trans-
actions in Europe are open for par-
ticipation. As regards investments in
general, we see opportunities in
North America and - selectively — in
all investment grade countries in the
rest of the world. KIB also acted as
co-lead arranger in the only Eurobond issue of the
Republic of Cyprus in 2004.

Building a structured bond portfolio is another
target of KIB. So far, the carefully selected bond
portfolio holds only AAA and AA rated residential
mortgage-backed securities (RMBS) and student
loans as well as asset-backed securities with a pub-
lic background. The total portfolio already stood at
EUR 280 million in 2004.

LIABILITIES.

KIB’s ratings provide a sound basis for excel-
lent funding opportunitie — with long term A2 and
short term P-1 by Moody’s and A+ and F1 by Fitch.
Both ratings have remained unchanged from previ-
ous years and are at the same level as the ratings of
the Republic of Cyprus.

Our short-term financing is provided by a
Commercial Paper Programme. Due to the excellent
market response, it was again increased at the end
of 2004 from EUR 2 to 5 billion. Long-term financ-
ing is obtained through the issue of bonds. Moody’s
rated KIB’s senior unsecured bonds Aa3, which is 2



notches above the country ceiling. This provides the

reliable basis for further refinancing transactions in
the coming years.

OWN FUNDS.

KIB’s own funds have been increased massively
in 2004. The Tier-1 capital was supplemented by
EUR 40 million, carried solely by Kommunalkredit
Austria AG, in October and December. By the end of
the year, our own funds (Tier-1 + Tier-2) totalled
EUR 115 million with a capital ratio of 14.5 %. This,
again, is a sound basis for further growth.

DEVELOPMENT OF EARNINGS.

2004 closed with extremely positive results.
Earnings increased exceptionally, while costs rose
only moderately.

Net interest income grew by + 37 % over 2003,
reaching EUR 7.6 million.

Net commission income also developed exceed-
ingly well, up by + 74%, contributing more than
EUR 0.9 million to the result.

Despite the strong growth, costs increased
only from EUR 1.07 to 1.45 million in the year under
review.

Profit after taxes grew by 25 % over the year
before, now totalling EUR 8.9 million. The return on
equity — despite the increase of the Tier-1 capital -
stood at a very satisfactory 21.5 % at the end of 2004.

With a cost/income ratio of only 16 %, KIB
achieved a sensational low that is rarely matched by
any other bank at the international level.

PREFACE BY THE BOARD.

INTERNAL ORGANISATION.

To accommodate the constantly increasing
demands of the growing volume of business, addi-
tional employees were recruited in the course of
last year. Our highly qualified staff counted 14 per-
sons by the end of 2004. This increase enabled us to
further diversify our organisational structure and to
focus even more strongly on specialisation. In anti-
cipation of a further expansion, additional office
space was rented on another floor of the same
building.

BASLE 1.

In close cooperation with its holding company,
KIB applies the advanced approach of Basle Il for
credit risk assessment. The whole project is well
implemented and on track. Due to the high quality
of the credit portfolio, KIB’s own fund requirements
according to Basle Il standards ought to decrease.

PREVIEW 2005.

In origination, KIB will — as already stated before
— take a special interest in the Greek and Cypriot
markets. In its loan business, KIB will further inten-
sify its efforts in the syndicated market.

Bonds will continue to be one of the main lines
business and will therefore be promoted full force.
KIB will further broaden its range of business activi-
ties in the fields of public finance and asset-backed
securities and expand its exceptional portfolio, pro-
vided the margins offered are attractive.
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In terms of funding, KIB will go on using its
Commercial Paper Programme as a source of short-
term refinancing. For long-term financing, KIB will
step up its long-term bond issuing activities.

KIB plans to increase its earnings by 20 % in
2005.

In view of its constantly growing business vol-
ume, KIB intends to increase its Tier-2 capital fur-
ther in order to keep an adequate capital ratio. If
we succeed in increasing the assets in 2005 at the
same rate as in 2004, a Tier-1 capital increase will be
continued.

This performance was and is only possible with

a team of excellent staff who are tremendously
dedicated to their work. Speaking also on behalf of
Willibald Schebesta, | would like to thank them for
their outstanding performance last year and | look
forward to working with them in the future.
Moreover, | take this opportunity to express my sin-
cere gratitude to our shareholder and, especially,
the board members of Kommunalkredit Austria AG
for their steadfast support of KIB’s growth strategy.

Last but not least, | want to thank the author-
ities and administrative bodies, our partners and
consultants and, of course, our customers for their
continuous cooperation.

Leopold Fischer
Chief Executive Officer



MANAGEMENT DISCUSSION.

MANAGEMENT DISCUSSION.

GENERAL ECONOMIC OUTLOOK.

For many countries, 2004 was a year of favour-
able economic developments, with numerous mature
industrialised economies as well as economies in
transition growing at rates well above the long-
term average. After a long phase of low key lend-
ing rates and against a background of positive eco-
nomic data and expectations of rising inflation,
interest rates in the United States increased on five
occasions in the course of the last three quarters of
2004, each time by 25 basis points, reaching a year-
end level of 2.25%.

The European economy was not able to keep
up fully with the international trend. Growing at a
rate of 2.0%, the euro region fell short of expecta-
tions, and contrary to what had originally been
expected for 2004, the European Central Bank (ECB)
did not increase its key lending rates. Throughout
the year, the ECB kept the minimum bidding rate
for main refinancing operations of the euro system
stable at 2.0%. Long-term euro interest rates re-
mained far below expectations, and at the end of
2004 they had not even reached the previous year’s
level.

With growth remaining just below the level of
technological progress, unemployment in the euro
area persisted at a level of under 9.0%. The high
number of unemployed meant that the countries of
the euro area saw their hopes for some budgetary
relief frustrated once again. On average, they
reported budget deficits of -2.9%, with Germany
and France, the two leading European market
economies, again exceeding the 3% deficit limit
laid down in the European Stability and Growth
Pact by a substantial margin, their deficits standing
at -3.9% and -3.7%, respectively. Hence, these coun-
tries will again have to resort to structural measures

to bring the situation under control. At the same
time, a serious debate about the criteria of the
Stability Pact will be unavoidable.

The economic performance of the ten new EU
member states, which acceded to the European
Union on 1 May 2004, and the candidate countries
was highly satisfactory (except Malta), with GDP
growth rates ranging between 3.5% (Cyprus) and
8.3% (Romania).

In recognition of the increasing economic sta-
bility and legal certainty in these countries, the
three most important rating agencies (Moody’s,
Fitch Ratings and Standard & Poor’s) upgraded their
ratings for long-term foreign currency debt for
in the region (among others
Bulgaria, Romania, Slovak Republic, and Slovenia)

some countries

and adopted a positive outlook for others.

A number of the new EU member states, how-
ever, have problems with their budget deficits.
According to estimates by the European Commission,
the Czech Republic, Cyprus, Hungary, Malta, Poland
and Slovakia were running up deficits substantially
higher than 3.0% in 2004. While the excessive
deficit procedures against Poland, the Czech
Republic, Cyprus, Slovakia and Malta have been sus-
pended, as the Commission felt that the necessary
steps towards compliance with the convergence
programme were being taken, the procedure against
Hungary is continuing.

Despite the fact that the general economic
environment was more favourable than in 2003, the
macro-economic development in the euro area and,
consequently, the necessary consolidation of public
budgets fell short of expectations in 2004. Con-
sidering the forecasts available to date, pressure on
public budgets will not ease in the course of 2005.

11
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At the same time, governments in Central and
Eastern Europe will step up their efforts to catch up
with the rest of Europe, with capital expenditure
for infrastructure renewal and rehabilitation plac-
ing a substantial strain on their budgets. Hence,
demand for Maastricht-compliant financing solu-
tions will remain high in the countries of the euro
area and in the new member states. Kommunal-
kredit Bank International (KIB) intends to use its
financing know-how to meet this demand.

PUBLIC FINANCE ACTIVITIES.

The business activities of KIB are focused pri-
marily on the provision of finance for the public
sector. Given the breakdown of its business and
the most important target regions for the provi-
sion of public finance, KIB has opted in favour of
segmentation by regions rather than by fields of
business.

EXPOSURES BY COUNTRY AS OF DECEMBER 31 2004.

. European Union
. Non EU-Europe
D Central and Eastern Europe

. European Union Central Europe

D America
. Others

Financing activities on the UK local authorities

market, which had been launched in 2003, were
again very successful in the course of 2004.
Together with local partners, so-called “LOBO
Loans” (Lenders Option-Borrowers Option) were
concluded with many cities, municipalities and dis-
tricts in the UK. The volume reached a total of
approximately EUR 286 million at the end of 2004.

During 2004, we concluded the first loans with
local authorities in Cyprus and Greece. We regard
the further development of our position in these
less mature public-sector markets as a major part of
our strategy.

KIB was also an active participant in the pri-
mary and secondary syndicated loan market focus-
ing mainly on public-sector entities and financial
institutions. The total loan portfolio showed a very
satisfactory increase to EUR 1.062 billion compared
with EUR 405 million at the end of 2003.




Our investment banking activities focus prima-
rily on public-sector issuers in the European as well
as converging and emerging markets. We execute
capital market transactions of sovereign and sub-
sovereign clients on primary and secondary market
investments. We have been successfully mandated
to act as co-lead manager for the last Eurobond
issue of the Republic of Cyprus.

MANAGEMENT DISCUSSION.

ABS Portfolio.

During the past year KIB further developed its
expertise in the structured finance area. The Bank
mainly focused on AAA residential mortgage-
backed securities, public ABS and AAA Student Loans
ABS (these deals benefit from a US Department of
Education guarantee). The portfolio increased to

The table below shows the distribution of total credit exposure by sectors.

ASSET CATEGORY AS OF DECEMBER 31 2004.

. Sovereign

D Sub-Sovereign
. Credit Institutions
. Non-Banks

Credit derivatives have been an important
financial innovation in recent years. KIB has become
an active player in this area, which complements
our loan and securities business line. This portfolio
is of a very high rating quality (over 75% in the AA
or AAA category) and predominantly (90%) consists
of sovereign or sub-sovereign exposure, thus pro-
viding a stable commission income.

approx. EUR 370 million by the end of the year. The
value of the portfolio benefited from the signifi-
cant spread tightening in this area.

KIB is able to offer advanced tailor-made secu-
ritisation solutions to our customers in Cyprus and
Greece.

13



Overall, the total risk exposures increased to
EUR 4,423 million, while a high asset quality with

BREAKDOWN OF ASSETS BY RATINGS.

14

an average rating of AA3 was maintained.




REPORT OF THE BOARD
OF DIRECTORS.

REPORT OF THE BOARD OF DIRECTORS.

The Directors present their annual report and for the year ended 31 December 2004.
the audited financial statements of the Company

Activities.
The principal activity of the Company continues and long-term financing through syndicated loans
to be the provision of a full range of financial market and bond transactions.

products with a special focus on public sector medium
Financial Results and Key Figures.

The financial results and key figures for the year are as follows:

Selected balance sheet and income statement figures 2004 2003

in EUR million

Loans and advances to customers 710.1 345.5
Financial investments 1,822.1 678.2
Total assets 2,913.6 1,086.2
After-tax profit for the year 8.9 7.1
Key figures 2004 2003
Own funds (in EUR million) 115.0 56.1

Total capital ratio 14.5% 14.7%
Core capital / Tier 1 (in EUR million) 77.0 31.1

Core capital ratio 9.7% 8.2%
Risk weighted assets (in EUR million) 714.6 375.3

Return on equity before tax 23.8% 27.3%
Return on equity after tax 21.5% 24.9%
Cost/income ratio 16.4% 16.6%
Dividend per share (in EUR) 11.15 8.40
Number of staff 12 9

Rating 2004 2003
Long-term Moody's/Fitch A2/A+ A2/ -
Short-term Moody's/Fitch P-1/F1 P-1/ -
Senior Unsecured Moody's Aa3 -

Commercial Paper- Moody's P-1 P-1
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Dividends and Transfer to Reserves.

The Directors propose the payment of a first
and final dividend of TEUR 2,899.0 (2003: TEUR
2,100.0) on the ordinary share capital and propose
that the remaining profit for the year of TEUR
6,038.0 be transferred to the reserves. They further
propose that an amount of TEUR 6,000.0 be trans-
ferred from the profit and loss account reserve to
the general revenue reserve.

Share Capital.

On 20 October 2004 the Company increased its
authorised share capital to EUR 26,000,000.00 by
the creation of 10,000 new shares of EUR 100.00
each. On the same day, the Company increased its
issued share capital by issuing to its sole sharehold-
er an additional 10,000 ordinary shares of nominal
value EUR 100.00 per share, at a premium of EUR
900.00 per share. In addition, on 17 December 2004
the Company further increased its authorised share
capital by an additional EUR 1,900,000 to EUR
27,900,000, and on the same day, the Company
issued and allotted to its sole shareholder 19,000
perpetual non-cumulative non-voting preference

shares of a nominal value of EUR 100.00 at a premi-
um of EUR 900.00.

At 31 December 2004 the issued ordinary share
capital of the Company was EUR 26,000,000 divided
into 260,000 ordinary shares of nominal value EUR
100.00 each issued at a pemium of EUR 900.00.

Directors.

The present membership of the Board of
Directors is set out on page 5. In accordance with
the Company’s Articles of Association, Dr. Claudia
Schmied and Mr. Patrick Soetens, who were appoin-
ted on 1 July 2004 and 1 April 2005 respectively, will
resign at the Annual General Meeting of the
Company and, being eligible, stand for re-election.
The remaining directors hold office until their resig-
nation or removal.

Auditors.

The auditors of the Company, Messrs KPMG,
have expressed their willingness to continue in
office and a resolution authorising the Directors to
fix their remuneration will be submitted at the
forthcoming annual general meeting.

By order of the Board,
Montrago Services Limited
Secretary

Limassol, 22 April 2005



AUDITOR’S REPORT.

AUDITORS’ REPORT TO THE MEMBERS
OF KOMMUNALKREDIT INTERNATIONAL BANK LIMITED.

REPORT ON THE FINANCIAL STATEMENTS.

We have audited the financial statements of
Kommunalkredit International Bank Limited on
pages 19 to 54, which comprise the balance sheet as
of 31 December 2004 and the profit and loss
account, statement of changes in equity and the
cash flow statement for the year then ended, and
the related notes. These financial statements are
the responsibility of the Company’s directors. Our
responsibility is to express an opinion on these
financial statements based on our audit. This report
is made solely to the Company’s members, as a
body, in accordance with Section 156 of the
Companies Law, Cap. 113. Our work has been under-
taken so that we might state to the Company’s
members those matters we are required to state to
them in an auditor’s report and for no other pur-
pose. To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other
than the Company and the Company’s members as
a body for our audit work, for this report, or for the
opinions we have formed.

We conducted our audit in accordance with
International Standards on Auditing. These Standards
require that we plan and perform the audit to
obtain reasonable assurance whether the financial
statements are free of material misstatement. An
audit includes examining, on a sample basis, evidence
supporting the amounts and disclosures in the finan-
cial statements. An audit also includes assessing the
accounting principles used and significant estimates
made by the directors, as well as evaluating the

overall presentation of the financial statements.
We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements give
a true and fair view of the financial position of
Bank Limited at
31 December 2004 and of its financial performance

Kommunalkredit International

and its cash flows for the year then ended in accor-

dance with International Financial Reporting
Standards and the requirements of the Cyprus

Companies Law, Cap. 113.

REPORT ON OTHER LEGAL REQUIREMENTS.

Pursuant to the requirements of the Companies
Law, Cap. 113, we report the following:

> We have obtained all the information and
explanations we considered necessary for the
purposes of our audit.

> In our opinion, proper books of account have
been kept by the Company.

> The Company’s financial statements are in
agreement with the books of account.

= In our opinion and to the best of our informa-
tion and according to the explanations given
to us, the financial statements give the infor-
mation required by the Companies Law, Cap.
113, in the manner so required.

> In our opinion, the information given in the
report of the Board of Directors on pages 15 and
16 is consistent with the financial statements.

KPMG
Chartered Accountants
Limassol, 22 April 2005

17



A“
o
o
N
%
T
=
LUl
=
LUl
T
<C
T
9
—
<
o
=
<
=
LL




FINANCIAL STATEMENTS OF

KOMMUNALKREDIT INTERNATIONAL BANK LIMITED FOR 2004.

These financial statements were approved by the Board of Directors on 22 April 2005.

. BALANCE SHEET AS OF 31 DECEMBER 2004.

Assets Notes 31-12-2004 31-12-2003
in EUR 1,000

Investment in subsidiaries (3) 0.0 0.0
Cash and balances with central banks (4) 1.1 0.4
Loans and advances to banks (5) 346,244.5 49,087.1
Loans and advances to customers (6) 710,092.4 345,526.0
Derivative financial instruments (7) 22,807.8 10,521.2
Financial investments (8) 1,822,093.7 678,162.8
Property and equipment 9) 321.0 309.1
Other assets (11) 12,005.6 2,575.8
Total assets 2,913,566.1 1,086,182.3
Liabilities Notes 31-12-2004 31-12-2003
in EUR 1,000

Amounts owed to banks (12) 523,633.4 556,996.6
Other loans (13) 110,077.5 29,921.5
Securitised liabilities (14) 2,060,558.7 428,210.9
Derivative financial instruments (7) 93,116.5 11,218.1
Provisions (15) 190.0 202.6
Other liabilities (17) 7,773.1 1,524.2
Subordinated capital (18) 68,271.4 25,000.0
Equity 49,945.5 33,108.4
Total liabilities and equity 2,913,566.1 1,086,182.3

Willibald Schebesta

The notes on pages 23 to 54 form an integral part of the financial statements.

Leopold Fischer

Patrick Soetens

19
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The notes on pages 23 to 54 form an integral part of the financial statements.

1. INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2004.

in EUR 1,000 Notes 2004 2003
Interest and similar income 99,232.4 28,207.6
Interest and similar expenses - 91,599.6 -22,667.1
Net interest income (23) 7,632.8 5,540.6
Fee and commission income 1,123.4 190.1
Fee and commission expenses - 302,5 - 67.2
Net fee and commission income (24) 920.9 122.9
Trading result (25) -30.2 384.4
Net income from investments 315.1 383.6
General administrative expenses (26) -1,451.4 - 1,067.7
Other operating results 27) 2,505.5 2,424.8
Pre-tax profit for the year 9,892.5 7,788.6
Taxes on income (28) -955.4 - 669.6
After-tax profit for the year 8,937.1 7,119.0
The notes on pages 23 to 54 form an integral part of the financial statements.

[l. STATEMENT OF CHANGES IN EQUITY.

Issued Share General Profit and
Shared Capital Premium Revenue Loss

in EUR 1,000 (note 19) (note 19) Reserve Account Total Equity
Balance 1 January 2004 25,000.0 0.0 6,000.0 2,108.4 33,108.4
After-tax profit for the year 0.0 0.0 0.0 8,937.1 8,937.1
Dividend 0.0 0.0 0.0 - 2,100.0 - 2,100.0
Share capital increase 1,000.0 9,000.0 0.0 0.0 10,000.0
Transfer to general revenue reserve 0.0 0.0 6,000.0 - 6,000.0 0.0
Balance 31 December 2004 26,000.0 9,000.0 12,000.0 2,945.5 49,945.5




The notes on pages 23 to 54 form an integral part of the financial statements.

V. CASH FLOW STATEMENT.

FINANCIAL STATEMENTS 2004.

in EUR 1,000 2004 2003
Profit for the year/period 8,937.1 7,119.0
Non-cash items included in profits for the year, and adjustments to reconcile
profit for the year to cash flows from operating activities
Depreciation/revaluation gains on financial investments 980.1 954.9
Depreciation/revaluation gains on property and equipment and intangible assets 56.5 44.7
Transfer to/release of provisions and risk provisions for loans and advances - 125 157.1
Pofit/loss from the disposal/valuation of financial assets, property and equipment - 56.519.9 - 1,240.3
Other adjustments (net) -6,677.3 -4,870.9
Changes in assets and liabilities from operating activities after
adjustments for non-cash components
Loans and advances to banks -292,934.2 - 33,720.1
Loans and advances to customers - 364,612.6 - 289,601.2
Derivative financial instruments 69,611.8 696.9
Current assets -1,081,442.5 - 466,027.4
Other assets from operating activities - 9,429.8 -2,493.9
Amounts owed to banks - 33,363.2 316,492.0
Amounts owed to customers 80,156.0 29,921.5
Securitised liabilities 1,632,347.7 428,210.9
Other liabilities from operating activities 6,248.9 1,462.2
Interest and dividends received 99,232.4 28,207.6
Interest paid - 91.599.6 - 22,667.1
Income tax payments - 9554 - 669.6
Cash flow from operating activities - 39,976.6 - 8,023.9
Proceeds from the disposal of
Financial investments 5,576.1 7,359.2
Payments for the acquisition of
Financial investments -12,407.0 1,240.3
Property and equipment - 68.4 -75.7
Claims against bank - 4,294.8 0.0
Cash flow from investment activities -11,194.1 8,523.8
Proceeds from capital increases 29,000.0 0.0
Dividend payments - 2,100.0 - 500.0
Changes in resources from other financing activities 24,271.4 0.0
Cash flow from financing activities 51,171.4 - 500
Cash holding at the end of the previous year 0.4 0.5
Cash flow from operating activities - 39,976.6 - 8,023.9
Cash flow from investment activities -11,194.1 8,523.8
Cash flow from financing activities 51,171.4 - 500.0
Cash holding at the end of the year 1.1 0.4
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NOTES TO THE
FINANCIAL STATEMENTS.




NOTES TO THE FINANCIAL STATEMENTS
OF KOMMUNALKREDIT INTERNATIONAL BANK.

(1) Incorporation and Principal Activity.

Bank Limited
(the Company) was established in Cyprus on 10 July
2002 as an international banking unit. Its Registered

Kommunalkredit International

Office is situated at Berengaria Building, 3rd floor,
25 Spyrou Araouzou Street, 3036 Limassol. The Com-
pany is a wholly owned subsidiary of Kommunal-
kredit Austria AG, which is the largest public
finance provider in Austria. The Company’s princi-
pal activity is the provision, to the public sector, of
medium and long-term financing mainly through
syndicated loans and bond transactions.

(2) Significant Accounting Policies.

A. STATEMENT OF COMPLIANCE.

The financial statements of the Company,
which cover the year ended 31 December 2004,
have been prepared to comply with the require-
ments of the International Financial Reporting
Standards (IFRS), as adopted by the International
Accounting Standards Board (IASB), and the Inter-
pretations issued by the International Financial
Reporting Interpretations Committee of the IASB,
and comply with the requirements of the Cyprus
Companies Law, Cap. 113, and with the provisions
of the banking license issued by the Central Bank of
Cyprus.

In preparing the financial statements of the
International

Company the following relevant

Financial Reporting Standards have been applied:

IAS 1
IAS 7
IAS 8

Presentation of Financial Statements

Cash Flow Statements

Accounting Policies, Changes in Accounting
Estimates and Errors

IAS 10
IAS 12
IAS 14
IAS 16
IAS 18
IAS 19
IAS 21

Events after the Balance Sheet Date
Income Taxes

Segment Reporting

Property, Plant and Equipment
Revenue

Employee Benefits

The Effects of Changes

in Foreign Exchange Rates

IAS 23 Borrowing Costs
IAS 24

IAS 27

Related Party Disclosures
Consolidated and

Separate Financial Statements
IAS 30 Disclosures in the Financial Statements of
Banks and Similar Financial Institutions
IAS 32 Financial Instruments: Disclosure and
Presentation

IAS 33
IAS 36

IAS 37

Earnings per Share

Impairment of Assets

Provisions, Contingent Liabilities and
Contingent Assets

IAS 39 Financial Instruments: Recognition and

Measurement

B. BASIS OF PREPARATION.

The financial statements are presented in euro
(rounded to the nearest thousand), as this is the
functional currency of the Company. In adding up
rounded figures and calculating percentage rates of
changes, slight differences may result compared
with totals arrived at by adding up component fig-
ures which have not been rounded. The financial
statements are prepared on a fair value basis for
derivative financial instruments and available-for-
sale assets, except those for which a reliable meas-
ure of fair value is not available. Recognised assets
and liabilities that are hedged are stated at fair
value in respect of the risk that is hedged. Other
financial assets and liabilities and non-financial
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assets and liabilities are stated at amortised cost or
historical cost.

The preparation of financial statements in con-
formity with IFRS’s requires management to make
judgements, estimates and assumptions that affect
the application of policies and reported amounts of
assets and liabilities, income and expenses. The esti-
mates and associated assumptions are based on his-
torical experience and various other factors that are
believed to be reasonable under the circumstances,
the results of which form the basis for judgements
about carrying values of assets and liabilities that
are not readily apparent from other sources. Actual
results may differ from these estimates.

The estimates and underlying assumptions are
reviewed on an ongoing basis. Revisions to account-
ing estimates are recognised in the period in which
the estimate is revised if the revision affects only
that period, or in the period of the revision and
future periods if the revision affects both current
and future periods.

C. GROUP ACCOUNTS AND INVESTMENT
IN SUBSIDIARIES.

The Company has not prepared consolidated
financial statements, as it is a wholly owned subsi-
diary of Kommunalkredit Austria AG, a company
incorporated in Austria. The results of the Company
and its subsidiary, Kommunalkredit Capital | Limited,
are included in the consolidated financial statements
of Kommunalkredit Austria AG, which are available at
its registered office at 1092 Vienna, Tuerkenstrasse 9.

The Company has accounted for the invest-
ment in its subsidiary in its balance sheet at cost.

D. FOREIGN CURRENCY TRANSACTIONS.
Transactions in foreign currencies are convert-

ed to euro at the exchange rate as of the date of
the transaction. Monetary assets and liabilities
denominated in foreign currencies at the balance
sheet date are converted to euro at the exchange
rate as of that date. Foreign exchange differences
arising on translation are recognised in the income
statement for the year. Non-monetary assets and
liabilities denominated in foreign currencies are
converted to euro at the exchange rate as of the
date of the transaction.

E. LOANS AND ADVANCES.

Loans and advances to banks and customers
originated by the Company are entered at their
nominal value. Loans and advances to customers
acquired on the secondary market are recorded at
fair value, insofar as they are classified as “available-
for-sale” loans. Loans and advances to customers
acquired on the secondary market and not classified
as ‘“‘available-for-sale” loans are recorded at cost.
Purchased loans that the Company has the intent
and ability to hold to maturity are classified as
“held-to-maturity” assets. Other purchased loans are
classified as “available-for-sale” assets. The Company
does not currently hold any “available for sale” loans.

A loan is impaired if it is no longer considered
likely that all contractually agreed payments will be
made. Specific loan loss provisions are determined
for losses which exist at the balance sheet date.
These are recognised as an expense in the income
statement and deducted from the carrying amount
of loans and advances after taking into account a
number of factors including the financial position
of the borrower, expected future cash flows, the
value and recoverability of any collateral, and
industry-related and macro-economic factors.



Individual valuation adjustments are made to
take into account recognizable credit and sovereign

risks. Valuation adjustments are not offset against
the corresponding loans and advances but are shown
separately on the balance sheet.

Premiums and discounts of bought loans and
bonded loans are distributed over the maturity
period of the debt and included in the respective
balance sheet items.

F. FINANCIAL INVESTMENTS.

The Company broke down its investment secu-
rities into the following two categories: “held-to-
maturity” and “available-for-sale” assets. Investment
securities with fixed maturity which management
has both the ability and the intent to hold to matu-
rity are classified as “held-to-maturity”. Investment
securities intended to be held for an indefinite peri-
od of time, which may be sold in response to needs
for liquidity or changes in interest rates, exchange
rates or equity prices are classified as “available-for-
sale”. Management determines the appropriate clas-
sification of its investments at the time of purchase.

Investment securities are initially recognised at
cost (which includes transaction costs). “Available-
for-sale” financial assets are subsequently re-meas-
ured at fair value based on quoted bid prices or
amounts derived from cash flow models. Unrealised
gains and losses arising from changes in the fair
value of securities classified as “available-for-sale”
are recognised as they arise in the income state-
ment under “other operating results”.

Held-to-maturity investments are carried at
amortised cost using the effective yield 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
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assets carried at amortised cost is calculated as the
difference between the asset’s carrying amount and
the present value of expected future cash flows dis-
counted at the financial instrument’s original effec-
tive interest rate. By comparison, the recoverable
amount of an instrument measured at fair value is
the present value of the expected future cash flows
discounted at the current market rate of interest
for a similar financial asset.

Interest earned whilst holding investment
securities is reported as interest income. For invest-
ment securities classified as “held-to-maturity”, if
their cost differs from the repayment amount, the
difference is counted proportionately over time to
interest income.

All regular purchases and sales of investment
securities are recognised at trade date, which is the
date that the Company commits to purchase or sell
the asset.

G. DERIVATIVES.

Derivative financial instruments including for-
eign exchange contracts, forward rate agreements,
currency and interest rate swaps and other deriva-
tive financial instruments are initially recognised in
the balance sheet at cost (including transaction
costs) and subsequently re-measured at their fair
value (dirty price). Fair values are obtained from
quoted market prices and discounted cash flow
models. All derivatives are carried as assets when
their fair value is positive and as liabilities when
their fair value is negative.

On the date a derivative is entered into, the
Company designates certain derivatives as hedges
of the fair value of a recognised asset or liability
(fair value hedges). Hedge accounting is used for

FINANCIAL STATEMENTS.
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derivatives designated in this way provided certain
criteria are met.

The Company’s criteria for a derivative instru-
ment to be accounted for as a fair value hedge
include:

1. formal documentation of the hedging instru-
ment, hedged item, hedging objective, strategy
and relationship is prepared before hedge
accounting is applied;

2. the hedge is documented showing that it is
expected to be highly effective in offsetting
the risk in the hedged item throughout the
reporting period; and

3. the hedge is highly effective on an ongoing
basis.

Changes in the fair value of the effective por-
tions of derivatives that are designated and qualify
as fair value hedges and that prove to be highly
effective in relation to the hedged risk (micro hedges)
are recorded in the income statement under “net
income from investments™, along with the correspon-
ding change in fair value of the hedged asset or lia-
bility that is attributable to that specific hedged risk.

Certain derivatives are intended to protect
against banking book market risks, but it is not pos-
sible to show a micro hedge because hedging is
conducted in relation to an entire portfolio (macro
hedge). As for micro hedges, changes in the value
of these derivatives are shown in the income state-
ment under “net income from investments”.

H. PROPERTY AND EQUIPMENT.

Property and equipment comprises premises
(under lease agreement) used by the Company itself
for its own operations as well as office furniture

and equipment. The premises used by the Company

as well as office furniture and equipment are
accounted for at acquisition cost less accumulated
depreciation and impairment losses. Depreciation is
charged to the income statement on a straight line
basis over the estimated useful lives of the related
assets. The rates of depreciation are based on the
following estimated useful lives:

Leasehold improvements: Life of the lease (10 years)

Office furniture and equipment: 10 years
Computer hardware: 5 years
Motor vehicles: 3 years

Minor value assets up to an individual acquisi-
tion cost of EUR 850.00 are written off in the year
of purchase.

I. LIABILITIES.

Liabilities are entered at their repayment cost
or nominal value. Premiums and discounts are dis-
tributed over the maturity period of the debt.

J. PROVISIONS.

Provisions are recognised in the balance sheet
when the Company has a legal or constructive obli-
gation as a result of a past event and an outflow of
economic benefits will probably be required to
settle the obligation.

K. CASH AND CASH EQUIVALENTS.

For the purposes of the cash flow statement,
cash and cash equivalents comprise balances with
less than 3 months maturity from the date of acqui-
sition, including cash and balances with central
banks and amounts due from other banks.



L. IMPAIRMENT.
The carrying amounts of the Company’s assets,

other than deferred tax assets, are reviewed at each
balance sheet date to determine whether there is
any indication of impairment. If any such indication
exists, the recoverable amount of the asset is esti-
mated. An impairment loss is recognised whenever
the carrying amount of an asset exceeds its recover-
able amount. Impairment losses are recognised in
the income statement.

An impairment loss in respect of a held-to-
maturity investment or a receivable is reversed if
the subsequent increase in the recoverable amount
can be related objectively to an event occurring
after the impairment loss was recognised. In respect
of other assets, an impairment loss is reversed if
there has been a change in the estimates used to
determine the recoverable amount. An impairment
loss is reversed only to the extent that the carrying
amount of the asset does not exceed the carrying
amount that would have been determined, net of
depreciation or amortisation, if no impairment loss
had been recognised.

M. SHARE CAPITAL.

1. Preference share capital.

Preference share capital is classified as equity
if itis non-redeemable and any dividends are discre-
tionary, or is redeemable but only at the Company’s
option. Dividends on preference share capital classi-
fied as equity are recognised as distributions within
equity.

Preference share capital is classified as a liability
if it is redeemable on a specific date or at the option
of the shareholders or if dividend payments are not
discretionary. Dividends thereon are recognised in
the income statement as interest expense.
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2. Dividends.

Dividends on redeemable preference shares are
recognised as a liability and expressed on an accru-
al basis. Other dividends are recognised as a liabili-
ty in the period in which they are declared.

N. EMPLOYEE BENEFITS.

The Company contributes to the Government
Social Insurance Fund, which is a defined contribu-
tion scheme. In addition, from 1st January 2004, the
Company contributes to the Provident Fund of its
employees, which is also a defined contributions
scheme. The obligations for contribution to defined
contribution schemes are recognised as an expense
in the income statement as incurred.

O. INTEREST INCOME AND EXPENSES.

Interest income and expense are recognised in
the income statement for all interest bearing instru-
ments on an accrual basis. Interest income includes
coupons and accrued discount or premium on debt
securities and interest on loans and advances to
banks and customers. Interest expense includes
coupons on securitised liabilities and interest on
loans owed to banks, other loans and dividend from
preference shares.

P. FEE AND COMMISSION INCOME.

Net fees and commissions arise on financial
services provided by or to the Company. These
include fees on credit default swaps and guaran-
tees, security lending fees, participation, arrange-
ment, transfer, break funding, custody and process
agent fees. These are recognised on an accrual basis
over the life of the financial asset or liability to
which they relate or where they relate to the provi-
sion of management advisory and other similar
services, based on the applicable service contracts.

FINANCIAL STATEMENTS.
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Q. NET CURRENCY RESULTS.

Net currency results include realised gains and
losses arising from disposals and unrealised gains
and losses arising on the foreign exchange revalua-
tion of foreign currency investments.

R. NET INCOME FROM INVESTMENTS.
Net
changes in the fair value of derivatives and hedged

income from investments includes all
assets or liabilities designated as micro hedges (fair
value hedges) and realised gains or losses from the

disposal of held-to-maturity investments.

S. OTHER OPERATING RESULTS.

Other operating results include the result of the
revaluation and disposal of available-for-sale invest-
ments and the changes in the fair values of derivatives.

T. CURRENT AND DEFERRED TAXES.

Taxes on income are accounted for and calcu-
lated in accordance with IAS 12. Current tax repre-
sents corporation tax payable on the taxable profit
for the year using the applicable tax rates and any
adjustment of tax payable or receivable in respect
of previous years, as well as withholding taxes paid
on income sourced abroad. Current income tax
assets and liabilities are valued according to local
tax rates. Tax assets are shown under “other
assets”, and tax liabilities under “other liabilities or

provisions”.

Deferred tax is provided using the balance
sheet liability method, providing for temporary dif-

ferences between the carrying amounts of assets
and liabilities for financial reporting purposes and
the amounts used for taxation purposes, except dif-
ferences relating to the initial recognition of assets
or liabilities that affect neither accounting nor tax-
able profit. The amount of deferred tax provided is
based on the expected manner of realisation or set-
tlement of the carrying amount of assets and liabil-
ities using the tax rates enacted at the balance
sheet date.

A deferred tax asset is recognised only to the
extent that it is probable that future taxable profits
will be available against which the asset can be
utilised. Deferred tax assets are reduced to the
extent that it is no longer probable that the related
tax benefit will be realised.

U. SEGMENTAL REPORTING.

A segment is a distinguishable component of
the Company that is engaged in providing products
or services (business segments) or in providing prod-
ucts or services within a particular economic envi-
ronment (geographical segments), which is subject
to risks and rewards that are different from other
segments.



NOTES TO THE
FINANCIAL STATEMEN

NOTES TO THE BALANCE SHEET OF KOMMUNALKREDIT INTERNATIONAL BANK LTD.

(3) Investment in Subsidiaries.

Information on financial statements

After-tax profit
Name and registered office Holding Investment % Equity in EUR for the year in EUR

Kommunalkredit Capital | Ltd, Jersey Direct 100 % 2.0 0.0

On 25 November 2004 the Company acquired the entire issued and voting share capital, comprising two
shares of a nominal value EUR 2.00 each, for the amount of EUR 2.00 of Kommunalkredit Capital | Ltd, a com-
pany incorporated in Jersey. The investment has been accounted for in the Company’s balance sheet at cost.

(4) Cash and Balances with Central Banks.

in EUR 1,000 31-12-2004 31-12-2003
Cash and balances with central banks 1.1 0.4
Total 1.1 0.4

(5) Loans and Advances to Banks.

Total Repayable on demand Other
in EUR 1,000 31-12-2004 31-12-2003 31-12-2004 31-12-2003 31-12-2004 31-12-2003
Cyprus banks 94.8 89.4 84.5 79.2 10.2 10.2
Foreign banks 346,149.7 48,997.7 1,518.1 965.9 344,631.6 48,031.8
Total 346,244.5 49,087.1 1,602.7 1,045.1 344,641.8 48,042.0

Loans and Advances to Banks include non-listed securities amounting to TEUR 316,923.8 (2003:
TEUR 64,317.7) and assets in the form of money market placements pledged as collateral amounting to
TEUR 67,348.7 (2003: NIL).

TS.
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(6) Loans and Advances to Customers.

in EUR 1,000 31-12-2004 31-12-2003
Cyprus customers 43,350.4 0.0
Foreign customers 666,742.0 345,526.0
Total 710,092.4 345,526.0

(7) Derivative Financial Transactions.

31-12-2004 31-12-2003
Positive Negative Positive Negative

in EUR 1,000 fair value fair value fair value fair value
OTC Products

Interest rate swaps 22,541.0 - 85,501.5 10.521.2 -11,218.1

Cross currency interest rate swaps 266.6 -7,615.0 0.0 0.0
Total 22,807.8 - 93,116.5 10,521.2 -11,218.1
Of which designated as fair value hedges

Interest rate swaps 17,446.1 -43 676.5 5,935.1 -3,958.1

Cross currency interest rate swaps 233.0 -7,050.6 0.0 0.0
(8) Financial Investments.
in EUR 1,000 31-12-2004 31-12-2003
Listed fixed-income securities 1,822,093.7 678,162.8
Total 1,822,093.7 678,162.8

Financial Investments include securities in the available-for-sale category amounting to TEUR 1,686,892.3
(2003: TEUR 510,855.5). The development and composition of financial investments (excl. Other Current Assets
and Deferred Interests) is disclosed under note 10 (Schedule of Fixed Asset Transactions).
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(9) Property and Equipment.

Fixed furniture

Leasehold Computer fittings and Motor
in EUR 1,000 improvements hardware other equipment vehicles Total
Cost
01-01-2004 191.2 32.6 103.4 44.5 371.8
Additions 35.1 23.2 10.1 0.0 68.4
31-12-2004 226.3 55.8 113.5 44.5 440.2
Depreciation
01-01-2004 27.7 8.1 11.5 15.4 62.7
Charge for the year 22.4 10.0 9.1 15.0 56.5
31-12-2004 50.1 18.1 20.7 30.4 119.2
Net Book Value
31-12-2004 176.2 37.8 92.8 14.1 321.0
31-12-2003 163.6 24.5 91.9 29.2 309.1
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(10) Schedule of Fixed Asset Transactions.

In the schedule of fixed asset transactions the development and composition of claims against banks

and customers and listed and unlisted fixed asset securities is presented.

32

in EUR 1,000 01-01-2004 Additions Disposals 31-12-2004
Claims against banks 0.0 4,294.8 0.0 4,294.8
Claims against customers 4,275.9 0.0 0.0 4,275.9
Financial investments 126,312.4 12,407.0 -5,576.1 133,143.3

Fixed-income securities 126,312.4 12,407.0 -5,576.1 133,143.3
Total 130,586.3 16,701.8 - 5,576.1 141,714.1
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Accumulated Accumulated Carrying amount Current Current Carrying amount
depreciation appreciation 31-12-2004 depreciation appreciation 01-01-2004
-71.7 0.0 4,223.2 -71.7 0.0 0.0
-101.5 0.0 4,174.5 -46.1 0.0 4,267.8
-1,996.5 56.5 131,203.4 - 886.4 24.0 127,091.2
-1,996.5 56.5 131,203.4 - 886.4 24.0 127,091.2
-2,169.7 56.5 139,601.0 -1,004.2 24.0 131,359.0
(11) Other Assets.
in EUR 1,000 31-12-2004 31-12-2003
Other assets 12,005.6 2,575.8
Total 12,005.6 2,575.8

Other assets include the following significant items: foreign exchange revaluation on FX swaps amounting
to TEUR 8,371.1 (2003: TEUR 2,309.5) and interest rate currency swaps amounting to TEUR 2,687.5 (2003: NIL),
prepayments in the amount of TEUR 245.2 (2003: TEUR 12.2) and deposits in the amount of TEUR 13.2 (2003:
TEUR 13.2).

Other assets include deferred fee income from interest rate swaps in the amount of TEUR 92.4
(2003 TEUR 7.9).

(12) Amounts Owed to Banks.

Total Repayable on demand Other
in EUR 1,000 31-12-2004 31-12-2003 31-12-2004 31-12-2003 31-12-2004 31-12-2003
Foreign banks 523,633.4 556,996.6 0.0 0.4 523,633.4 556,996.2
Total 523,633.4 556,996.6 0.0 0.4 523,633.4 556,996.2
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(13) Other loans.

in EUR 1,000 31-12-2004 31-12-2003
Foreign customers 110,077.5 29,921.5
Total 110,077.5 29,921.5

(14) Securitised Liabilities.

Securitised Liabilities consist of funds raised by the following Commercial Paper issues and bond issues
of the Company, broken down by maturity.

Commercial Paper issues Bond Issues

up to 3 months more than 31-12-2004 31-12-2003
in EUR 1,000 3 months to 1 year 1 year Total Total
CAD 1,516.7 0.0 0.0 1,516.7 0.0
CHF 68,017.4 0.0 0.0 68,017.4 64,310.2
EUR 1,102,368.4 108,172.4 421,282.2 1,631,823.0 349,094.0
GBP 84,975.0 13,175.0 0.0 98,149.9 0.0
JPY 36,518.9 28,634.1 0.0 65,153.0 14,806.7
UsbD 94,874.5 12,601.9 88,422.2 195,898.6 0.0
Total 1,388,271.0 162,583.4 509,704.3 2,060,558.7 428,210.9

The above Commercial Paper Programme was issued to reach a maximum amount of TEUR 2,000,000.0
and was subsequently increased on 3 January 2005 to TEUR 5,000,000.0. The notes may be issued on a dis-
counted, accumulated or indexed basis. The notes are unsecured and unsubordinated obligations of the
issuer and rank pari passu among themselves and pari passu with all other unsecured and unsubordinated
obligations of the issuer other than obligations which are preferred by virtue of maturity provisions of law.

During the year the Company issued medium to long-term bonds as part of its long-term funding strat-

egy and plans to continue the issue of further bonds. The liquidity position of the Company is also part of
the Group controlling measurements.
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(15) Provisions.

in EUR 1,000 01-01-2004 Use Release Allocation 31-12-2004
Consultancy fees 92.0 0.0 -32.0 0.0 60.0
Other provisions 70.6 - 63.4 -7.5 130.4 130.0
Rating fee 40.0 -40.0 0.0 0.0 0.0
Total 202.6 -103.4 - 39.5 130.4 190.0

(16) Deferred Tax Assets and Liabilities.

Deferred Tax Assets and Liabilities include taxes arising from temporary differences between valuation
according to IFRS and amounts from the tax-based profit calculation of the Company. As the differences
between the local tax-based profit calculation and the equivalent IFRS calculation are not significant, the
Company has made no provision for deferred tax.

(17) Other Liabilities.

in EUR 1,000 31-12-2004 31-12-2003
Other liabilities 7,773.1 1,524.2
Total 7,773.1 1,524.2

Other Liabilities include the following significant items: foreign exchange revaluation on FX swaps
amounting to TEUR 809.5 (2003: TEUR 1,153.6) and interest rate currency swaps amounting to TEUR 6,302
(2003: NIL) as well as TEUR 280.0 (2003: TEUR 125.6) of deferred up-front fees on interest rate swaps.

(18) Subordinated Capital.

in EUR 1,000 31-12-2004 31-12-2003
Subordinated capital 68,271.4 25,000.0
Total 68,271.4 25,000.0

Subordinated Capital includes the following capital instruments issued by the Company to Kommunal-
kredit Austria AG:
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Currency Nominal value Booked value

Type in EUR 1,000 in EUR 1,000
Perpetual non-cumulative non-voting preference shares EUR 19,000.0 19,017.0
Perpetual non-cumulative non-voting capital instruments EUR 11,000.0 11,009.8
Total 30,000.0 30,026.8

On 17 December 2004 the Company issued 19,000 preference shares at EUR 100.00 each (together with
a premium of EUR 900.00 - in aggregate EUR 1,000.00 per share) which entitle the holders thereof, pari passu
with any further preference shares created to rank pari passu therewith as regards priority in respect of
income, and in priority to any dividend or return of capital on any other class of shares, to receive, subject
to the rights of redemption, a non-cumulative preferential dividend, payable semi-annually in arrears. The
preference shares are redeemable after expiry of the first five years from the date of issue and every divi-
dend date thereafter, and shall be redeemed at par together with premium at any time at the option of the
Company.

The Company has also issued TEUR 11,000.0 of deeply subordinated debt, which is redeemable at the
option of the Company, in whole but not in part, on 20 December 2009 or on any interest payment date
thereafter.

Expenses related to all subordinated liabilities in the financial year amounted to TEUR 1,604.4. Claims
of creditors to the repayment of these liabilities are subordinated to all other creditors and, in the event of
bankruptcy or liquidation, may be paid back only after all non-subordinated creditors have been satisfied.

(19) Share Capital.

On 20 October 2004 the Company increased its authorised share capital to EUR 26,000,000.00 by the
creation of 10,000 new shares of EUR 100 each. On the same day, the Company increased its issued share cap-
ital by issuing to its sole shareholder an additional 10,000 ordinary shares of a nominal value of EUR 100.00
per share, at a premium of EUR 900.00 per share. In addition, on 17 December 2004 the Company further
increased its authorised share capital by an additional EUR 1,900,000.00 to EUR 27,900,000.00 and, on the
same day, the Company issued and allotted to its sole shareholder 19,000 perpetual non-cumulative non-vot-
ing preference shares of a nominal value of EUR 100.00 at a premium of EUR 900.00 (disclosed as a financial
liability — note 18). At 31 December 2004 the authorised share capital of the Company was EUR 27,900,000.00
divided into 279,000 shares and the issued share capital was EUR 27,900,000.00 issued at a premium of EUR
26,100,000.00 comprising of 250,000 ordinary shares of nominal value EUR 100.00 each, 10,000 ordinary shares
of nominal value EUR 100.00 issued at a premium of EUR 900.00 each, and 19.000 perpetual non-cumulative
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preference shares of nominal value EUR 100.00 issued at a premium of EUR 900.00 each. The composition of
the ordinary share capital issued is shown in the Statement of Changes in Equity.

Own funds to be taken into account pursuant to Central Bank of Cyprus directives amounted to
TEUR 115,000.0 as of 31 December 2004. Core capital (Tier 1) includes the subordinated capital instruments
(TEUR 30,000.0) disclosed under note 18 in accordance with banking law provisions. The assessment basis was
TEUR 792,876.2. That corresponds to a total capital adequacy ratio of 14.5%, as compared to 14.7% in 2003.
The Tier-1 capital ratio was 9.7% as compared with 8.2% in 2003. The composition and development of the
Company’s own funds is shown in the following table:

Banking Total Proportion Compared to
in EUR 1,000 book 2004 2003
Assessment
Risk-weighted assets 714,594.7 714,594.7 90.1 % 375,344.2
Risk- and counterparty-weighted
off-balance sheet transactions 76,481.6 76,481.6 9.6 % 3,714.0
Special off-balance sheet
transactions 1,799.9 1,799.9 0.2 % 1,775.0
Total 792,876.2 792,876.2 100.0 % 380.833.2
Own funds requirement
Banking book* 79,287.6 79,287.6 38,083.3
Total 79,287.6 79,287.6 38,083.3
Actual own funds
Core capital 77,000.0 77,000.0 31,108.4
Supplementary capital 38,000.0 38,000.0 25,000.0
Own funds (Tier 1, Tier 2) 115,000.0 115,000.0 56,108.4
Free own funds 35,712.4 18,025.1
* 10% of the assessment basis.
ANALYSIS OF RISK-WEIGHTED ASSETS.
in EUR 1,000 Book value Weighting factor Total 2004 Proportion Compared to 2003
864,822.3 0 % 0.0 0 % 0.0
1,551,374.2 20 % 310,274.8 43 % 108,756.9
186,099.4 50 % 93,049.7 13 % 46,534.4
311,270.1 100 % 311,270.1 44 % 220,052.9
Total 2,913,566.1 714,594.7 100 % 375,344.2
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(20) Analysis of Off-Balance Sheet Transactions by Maturity.

Nominal amount as of 31-12-2004

Remaining maturity

in EUR 1,000 up to 1 year 1 to 5 years over 5 years Total 2004 Total 2003
Interest-rate related business 27,531.0 327,819.1 1,082,718.0 1,438,068.2 534,154.8
OTC products

Interest rate swaps 27,531.0 323,299.1 1,009,464.4 1,360,294.5 534,154.8

Cross currency interest rate swaps 0.0 4,520.0 73,253.6 77,773.6 0.0
Cross currency related business 545,598.4 0.0 0.0 545,598.4 235,456.2
OTC products

Currency swaps 545,598.4 0.0 0.0 545,598.4 235,456.2
Credit derivatives related business 0.0 98,306.5 1,179,444.0 1,277,750.5 149,170.6
OTC products

Credit default swaps 0.0 98,306.5 1,179,444.0 1,277,750.5 149,170.6
Unfunded risk participation 0.0 0.0 1,799.9 1,799.9 1,775.0
Non-disbursed commitments 0.0 0.0 33,094.4 33,094.4 0.0
Total 573,129.4 426,125.6 2,297,056.4 3,296,311.4 920,556.6

The Company has mainly been a seller of credit protection for high quality rated sovereigns through-

out the year.

The Company is engaged in unfunded risk participation (“Special off-balance sheet transactions™),

which is a guarantee for a loan agreement. The amount of such guarantee as of 31 December 2004 is

TEUR 1,799.9 (2003: TEUR 1,775.0).

The total volume of non-disbursed commitments at year-end amounted to TEUR 33,094.4 (2003: Nil).
The risk-weighted balances included above as off-balance sheet transactions amount to TEUR 5,481.0.

(21) Offsetting Financial Assets and Liabilities.

The Company is involved in syndicated loans and other transactions with the same legal partner with
a total amount of assets of TEUR 109,128.9 (2003: TEUR 128,072.6) and liabilities of TEUR 95,413.4
(TEUR 105,961.1). In accordance with IFRS, these financial assets and the respective financial liabilities have
been offset and the net amount of TEUR 13,715.5 (TEUR 22,111.5) has been included in the balance sheet as

an asset.



(22) Related Party Transactions and Balances.

NOTES TO THE
FINANCIAL STATEMENTS.

All related-party transactions are carried out on normal commercial terms. The total interest expense

incurred during the year payable to related parties is as follows:

in EUR 1,000 2004 2003
Holding Company 22,260.3 15,345.0
Fellow Subsidiary Company 1,575.0 1,350.0
Affiliate and Ultimate Holding Company 4,275.6 820.0
Total 28,110.9 17,515.0

The ultimate holding company, Investkredit Bank AG, is a company incorporated
registered office at 1092 Vienna, Tuerkenstrasse 9, Austria.

in Austria with its

in EUR 1,000 Relationship 2004 2003
Kommunalkredit Austria AG, Austria Holding Company
Derivative financial instruments 14,161.2 6,419.0
Financial liabilites offset with financial asstes (asset) -104,852.5 -128,072.6
Financial liabilites offset with financial asstes (liability) 92,913.5 105,961.1
Amounts owed to the banks 420,423.5 480,895.0
Subordinated dept 37,046.4 0.0
Net amounts payable 459,692.2 465,202.5
Kommunalkredit Finance AS, Czech Republic Fellow Subsidiary Company
Subordinated dept 31,225.0 25,000.0
Investkredit Bank AG, Austria Ulitmate Holding Company
Amounts owed to the banks 17,127.8 19,389.0
Financial liabilites offset with financial asstes (asset) -4,276.5 0.0
Financial liabilites offset with financial asstes (liability) 2,500.0 0.0
Derivative financial instruments 2,444.5 - 325.0
Net amounts payable 17,795.8 19,064.0
Dexia Credit Local SA, France Affiliate Company
Loan and advances to banks 0.0 -2.0
Amounts owed to banks 21,039.8 19,290.7
Net amounts payable 21,039.8 19,290.7
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NOTES TO THE INCOME STATEMENT OF KOMMUNALKREDIT INTERNATIONAL BANK LTD.

(23) Net Interest Income.

in EUR 1,000 2004 2003
Interest and similar income 99,232.4 28,207.6
Lending business and money market 18,491.2 5,001.2
Fixed-income securities 52,731.2 18,178.7
Derivative financial instruments 28,009.0 5,027.7
Interest and similar expenses - 91,599.6 - 22,667.1
Deposits -11,694.1 -9,237.5
Derivative financial instruments - 47,037.4 -9,652.8
Subordinated capital -1,604.4 - 1,350.0
Securitised liabilities - 31,263.7 -2,526.8
Net interest income 7,632.8 5,540.6
(24) Fee and Commission Income.
in EUR 1,000 2004 2003
Securities business -33.9 23.2
Lending business 953.0 99.7
Other services 1.7 0.0
Total 920.9 122.9
(25) Trading Result.
in EUR 1,000 2004 2003
Currency trading -30.2 384.4
Total - 30.2 384.4
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(26) General Administrative Expenses.

in EUR 1,000 2004 2003

Salaries and related benefits

Directors -170.7 - 153.9
Employees - 448.8 -202.3
Compulsory social security contributions -39.3 -15.3
Total salaries and related benefits - 658.9 - 371.5
Other administrative expenses -736.1 - 649.2
Depreciation of property and equipment -56.5 -47.0
Total -1,451.4 -1,067.7

Other administrative expenses include the following significant items:

in EUR 1,000 2004 2003
Occupancy costs -47.9 -42.3
Promotion -47.7 -15.8
Legal and consulting fees -142.8 -217.3
Travel expenses -114.9 -84.4
Subscriptions and donations -76.5 -94.9
Other operational expenses - 306.2 -194.5
Total -736.1 - 649.2

Information on emoluments of, and loans to, Members of the Board:

in EUR 1,000 2004 2003
Total emoluments of Executive Board members 170.7 153.9
Total 170.7 153.9

As of 31 December 2004, no loans to members of the Executive Board were outstanding nor were any
of these persons covered by Kommunalkredit International Bank Ltd guarantees.

The table below shows the number of employees, including directors, at the end of the financial year:

in EUR 1,000 31-12-2004 31-12-2003

Employees of the Company 14 10
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(27) Other Operating Results.

in EUR 1,000 2004 2003
Other operating earnings 2,505.5 2,424.8
Total 2,505.5 2,424.8

42

Other operating earnings are mainly the result of the valuation and disposal of available-for-sale secu-
rities and the valuation of derivatives according to IAS 39.

(28) Taxes on Income.

in EUR 1,000 2004 2003
Current tax expense - 9335 - 644.0
Witholding tax income sourced abroad -21.9 -25.6
Total -955.4 - 669.6

Current tax represents corporation tax payable on the taxable profit for the year using the applicable
tax rates and any adjustment of tax payable or receivable in respect of previous years.

In accordance with the provisions of the Cyprus Income Tax Law 2002, the company’s profits, as adjust-
ed for tax purposes, are liable to corporation tax at the standard rate of 10% on the first CYP 1 million of
its taxable profits and, for 2004 only, 15% on its taxable profit over CYP 1 million. The Company’s taxable
profits are also subject to tax credits for taxes withheld on income sourced abroad. No provision for deferred
taxation has been made due to the immateriality of the net temporary differences between accounting and
taxable profits.

(29) Proposed Dividend.

The Executive Board proposes to the Annual General Meeting that a dividend of EUR 11.15 (2003: EUR
8.40) per ordinary share of EUR 100.00 be distributed, corresponding to 11.15% of the dividend-bearing
share capital.
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(30) Earnings per Share.

According to IAS 33, earnings per share are calculated by dividing the Company’s after-tax profit for the
year by the weighted average number of ordinary shares issued.

2004 2003
After-tax profit for the year (in EUR) 8,937,094.66 7,118,971.67
Weighted average number of ordinary shares outstanding 251,972.60 250,000.0
Total 35.47 28.48

As of 31 December 2004 no exercisable conversion and option rights were in circulation.
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OTHER INFORMATION.

(31) Notes to the Cash Flow Statement.

The Cash Flow Statement shows the status and development of cash flows of the Company. The cash
holdings recorded include cash in hand and balances with central banks, as defined by IAS 7 Cash Flow
Statements.

(32) Segment Reporting.

The business activities of the Company are focused on the provision of public and infrastructure financing
mainly in Western European countries and investment grade rated countries in other regions.

Therefore the purpose of segment reporting is primarily the presentation of components of net results
and assets according to regions due to the similar relationships and risks associated with activities within par-
ticular geographical areas. Segmenting liabilities would not be meaningful because refinancing takes place
for all segments together.

Within the framework of segment reporting the following regions are differentiated:
Europe
Central & Eastern Europe

America
Rest of the World
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Disclosure of Results by Segments 2004.

Central & Rest of

in EUR 1,000 Europe Eastern Europe America the World Total
Interest and similar income 58,191.7 13,543.8 18,701.5 8,795.4 99,232.4
Interest and similar expenses - 56,463.4 -11,736.7 - 16,056.7 -7,342.9 - 91,599.6
Net interest income 1,728.3 1,807.2 2,644.8 1,452.5 7,632.8

Fee and commission income 1,088.6 61.2 57.8 15.8 1,223.4

Fee and commission expenses - 255.0 -45.5 -04 -1.6 - 302.5
Net fee and commission income 833.6 15.6 57.4 14.2 920.9
Trading result -19.2 -3.3 -54 -2.4 -30.2
Net income from investments 315.1 0.0 0.0 0.0 315.1
General administrative expenses -921.1 - 157.8 - 257.3 - 115.2 -1,451.4
Other operating results 1,590.0 272.3 444.2 198.9 2,505.5
Pre-tax profit for the year 3,526.8 1,934.1 2,883.7 1,548.0 9,892.5
Taxes on income - 340.6 - 186.8 -278.5 -149.5 955.4
After-tax profit for the year 3,186.1 1,747.3 2,605.2 1,398.5 8,937.1
Average risk-weighted assets 278,464.1 103,295.7 110,845.6 52,364.1 544,969.4
Average equity 21,219.1 7,871.2 8,446.5 3,990.2 41,527.0
Return on average risk-weighted assets 1.1 % 1.7 % 2.4 % 2.7 % 1.6 %
ROE (before tax) 16.6 % 24.6 % 34.1 % 38.8 % 23.8 %
ROE (after tax) 15.0 % 22.2 % 30.8 % 35.0 % 21.5 %
Cost/income ratio 32.2 % 8.7 % 9.5 % 7.9 % 16.4 %
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Disclosure of Results by Segments 2003 (Comparative Figures).

Central & Rest of

in EUR 1,000 Europe  Eastern Europe America the World Total
Interest and similar income 19,302.6 4,479.4 3,235.7 1,190.0 28,207.6
Interest and similar expenses - 15,486.8 - 3,548.3 -2,810.3 - 821.7 - 22,667.1
Net interest income 3,815.8 931.1 425.4 368.3 5,540.6

Fee and commission income 111.5 12.7 65.9 0.0 190.1

Fee and commission expenses -51.2 -15.9 0.0 0.0 - 67.2
Net fee and commission income 60.2 -33 65.9 0.0 122.9
Trading result 266.8 42.8 55.2 19.7 384.4
Net income from investments 383.6 0.0 0.0 0.0 383.6
General administrative expenses -741.0 -118.9 - 153.2 - 54.6 -1,067.7
Other operating results 1,682.8 270.0 348.0 124.0 2,424.8
Pre-tax profit for the year 5,468.3 1,121.8 741.2 457.3 7,788.6
Taxes on income -470.1 -96.4 - 63.7 -39.3 - 669.6
After-tax profit for the year 4,998.1 1,025.3 677.5 418.0 7,119.0
Average risk-weighted assets 120,593.7 85,047.3 24,160.8 16,295.5 246,097.3
Average equity 13,989.7 9,866.0 2,802.8 1,890.4 28,548.9
Return on average risk-weighted assets 4.1% 1.2% 2.8% 2.6% 2.9%
ROE (before tax) 39.1% 11.4% 26.4% 24.2% 27.3%
ROE (after tax) 35.7% 10.4% 24.2% 22.1% 24.9%
Cost/income ratio 16.4% 12.2% 28.0% 14.1% 16.6%
The breakdown of assets by segments as of 2004 is as follows:

Repayable Up to 3 months 1to5 More than
in EUR 1,000 on demand 3 months to 1 year years 5 years
Cash balances with central banks 1.1 0.0 0.0 0.0 1.1
Loans and advances to banks 235,689.4 30,557.1 64,408.9 15,589.1 346,244.5
Loans and advances to customers 513,207.6 63,489.8 118,704.3 14,690.7 710,092.4
Derivative financial instruments 21,956.8 0.0 851.0 0.0 22,807.8
Financial assets 1,065,941.0 222,536.3 332,660.4 200,956.0 1,822,093.7
Property and equipment 321.0 0.0 0.0 0.0 321.0
Other assets 12,005.6 0.0 0.0 0.0 12,005.6
Total 1,849,122.4 316,583.3 516,624.7 231,235.7 2,913,566.1
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The breakdown of assets by segments as of 2003 is as follows (comparative figures):

Repayable Up to 3 months 1to5 More than
in EUR 1,000 on demand 3 months to 1 year years 5 years
Cash balances with central banks 0.4 0.0 0.0 0.0 0.4
Loans and advances to banks 42,137.6 0.0 19,780.2 0.0 61,917.8
Loans and advances to customers 313,081.0 14,674.2 17,770.8 0.0 345,526.0
Financial assets 398,015.3 106,280.5 118,329.7 55,537.3 678,162.8
Property and equipment 309.1 0.0 0.0 0.0 309.1
Other assets 266.3 0.0 0.0 0.0 266.3
Total 753,809.6 120,954.8 155,880.6 55,5873 1,086,182.3

(33) Breakdown by Remaining Maturity.

The breakdown of significant assets and liabilities by remaining maturity as of 31 December 2004 is as

follows:

Assets Repayable Up to 3 months 1to5 More than
in EUR 1,000 on demand 3 months to 1 year years 5 years
Loans and advances to banks 1,602.7 67,358.9 0.0 129,292.2 147,990.7
Loans and advances to customers 0.0 0.0 8,693.7 120,342.4 581,056.4
Derivative financial instruments 0.0 0.0 266.2 1,213.4 21,328.2
Securities — available for sale 0.0 7,253.1 31,276.0 614,139.5 692,138.4
Securities — held to maturity 0.0 1,587.4 1,556.0 61,013.9 71,038.2
Securities — micro hedges 0.0 0.0 0.0 9,695.2 332,395.9
Total 1,602.7 76,199.3 41,791.9 935,696.6 1,845,948.0
Liabilities Repayable Up to 3 months 1to5 More than
in EUR 1,000 on demand 3 months to 1 year years 5 years
Amounts owed to banks 0.0 523,633.4 0.0 0.0 0.0
Amounts owed to customers 0.0 0.0 0.0 0.0 0.0
Derivative financial instruments 0.0 6.8 74.6 9,603.5 83,431.6
Debts evidenced by certificates 0.0 1,388,271.0 162,583.4 444,843.2 64,861.1
Subordinated capital 0.0 0.0 0.0 0.0 68,271.4
Total 0.0 1,911,911.1 162,658.0 454,446.7 216,564.1

Note: Securities are stated inclusive of accrued interest thereon
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The breakdown of significant assets and liabilities by remaining maturity as of 31 December 2003 is as
follows (comparative figures):

Assets Repayable Up to 3 months l1to5 More than
in EUR 1,000 on demand 3 months to 1 year years 5 years
Loans and advances to banks 1,045.1 29,230.0 0.0 1,839.9 29,802.8
Loans and advances to customers 0.0 144,445.1 38,437.5 36,474.5 126,168.8
Securities — available for sale 0.0 7,158.7 0.0 209,859.9 293,837.8
Securities — held to maturity 0.0 3,678.0 0.0 48,407.9 78,683.3
Securities — micro hedges 0.0 669.2 0.0 0.0 35,868.2
Total 1,045.1 185,180.9 38,437.5 296,582.2 564,360.8
Liabilities Repayable Up to 3 months l1to5 More than
in EUR 1,000 on demand 3 months to 1 year years 5 years
Amounts owed to banks 0.0 467,644.2 90,505.9 2,115.2 9,102.9
Amounts owed to customers 0.0 0.0 0.0 29,921.0 0.0
Debts evidenced by certificates 0.0 383,627.6 44,583.4 0.0 0.0
Subordinated capital 0.0 0.0 0.0 0.0 25,000.0
Total 0.0 851,271.8 135,089.3 32,036.2 34,102.9

Remaining maturity is the period between the balance sheet date and the date on which the claim or
liability becomes contractually due and, in the case of partial amounts, is calculated separately for each part.
Deferred interest is accounted for under the period “up to 3 months”. The liquidity status of the Company
can be assisted by a liquidity back-up facility from the Company’s parent undertaking and through disposals
from the liquid available-for-sale bond portfolio. The value of the available-for-sale portfolio as of
31 December 2004 amounted to TEUR 1,995,132.7.
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(34) Assets and Liabilities in Foreign Currencies.

Foreign currencies are currencies outside the euro area.

NOTES TO THE
FINANCIAL STATEMENTS.

31-12-2004 31-12-2003

in EUR 1,000 Assets Liabilities Assets Liabilities
uUsb 711,791.9 710,389.7 363,867.8 361,492.5
CHF 79,444.4 79,528.4 270,931.4 271,077.7
JPY 286,303.9 284,725.2 155,353.3 155,322.1
CAD 78,990.2 78,714.0 37,260.7 36,939.1
Others 158,940.9 159,215.6 27,108.1 27,057.7
Total foreign currency 1,315,471.3 1,312,573.0 854,521.2 851,889.1
EUR 1,598,094.8 1,600,993.0 231,661.1 234,293.2
Total 2,913,566.1 2,913,566.1 1,086,182.3 1,086,182.3
(35) Fair Value Balance Sheet.

Assets Fair value

Available

in EUR 1,000 Book value Banking book for Sale Micro Hedge Fair value
Investment in subsidiaries 0.0 0.0 0.0 0.0 0.0
Cash and balances with central banks 1.1 1.1 0.0 0.0 1.1
Loans and advances to banks 346,244.5 226,289.8 126,330.1 0.0 352,619.9
Loans and advances to customers 710,092.4 529,874.7 181,960.1 0.0 711,834.8
Derivative financial instruments 22,807.8 5,128.7 0.0 17,679.1 22,807.8
Financial investments 1,822,093.7 142,006.7 1,344,807.0 342,091.2 1,812,904.9
Property and equipment 321.0 321.0 0.0 0.0 321.0
Other assets 12,005.6 12,005.6 0.0 0.0 12,005.6
Total 2,913,566.1 915,627.5 1,653,097.2 359,770.3 2,928,495.0
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Liabilities Fair value

Available
in EUR 1,000 Book value Banking book for Sale Micro Hedge Fair value
Amounts owed to banks 523,633.4 523,633.4 0.0 0.0 523,633.4
Other loans 110,077.5 121,166.4 0.0 0.0 121,166.4
Securitised liabilities 2,060,558.7 2,060,558.7 0.0 0.0 2,060,558.7
Derivative financial instruments 93,116.5 42,389.5 0.0 50,727.1 93,116.5
Provisions 190.0 190.0 0.0 0.0 190.0
Other liabilities 7,773.1 7,773.1 0.0 0.0 7,773.1
Subordinated capital 68,271.4 68,271.4 0.0 0.0 68,271.4
Equity 49,945.5 53,785.5 0.0 0.0 53,785.5
Total 2,913,566.1 2,877,767.9 0.0 50,727.1 2,928,495.0

50

(36) Risk Management.

This section provides details of the Company’s exposure to risk and describes the methods used by man-
agement to control risk. For the Company, risk management is an ongoing process. The cycle starts with the
definition of the Company’s business objectives and strategies, proceeds with the identification, assessment,
management, reporting and control of all risks associated with its activities and ends with the reaffirmation
or validation of objectives and strategies. The most important types of financial risk to which the Company
is exposed are credit risk, liquidity risk and market risk. Market risk includes currency risk, interest rate and
debt price risk. These points are considered in the notes below.

(A) MARKET RISK.

Interest rate risk:

The Company is exposed to various risks associated with the effects of fluctuations in the prevailing levels
of market interest rates on its financial position and cash flows. The Company’s operations are subject to the
risk of interest rate fluctuations to the extent that interest earning assets and interest bearing liabilities
mature at different times or in different amounts. The Company’s exposure to interest rate risk is reduced by
the hedging strategy adopted by the Company. The performance of the Company would not be materially
affected by the level of its exposure to interest rate risk.

Debt price risk:

Debt price risk is the possibility that debt prices will fluctuate, thus affecting the fair values of relevant
investments and other instruments that derive their value from a particular investment or index of debt
prices. The primary exposure to debt prices arises from available-for-sale securities.
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Currency risk:
The Company is exposed to currency risk through transactions in foreign currencies. The Company’s

main operations are in Europe and America. The measurement currencies of its foreign operations are main-
ly the US dollar, the Japanese yen, the Canadian dollar and the Swiss franc. As the currency in which the
Company presents its financial statements is the euro, the financial statements are affected by movements
in the exchange rates between other currencies and the euro.

The management of market risk:

The Company works under the same principles as the Holding Company, Kommunalkredit Austria AG,
in the management of market risk. Market risks arising out of fixed and available-for-sale transactions are
calculated continuously — broken down by interest rate risk and currency risk — and are assessed daily after
close of business. With a confidence level of 90 % and a holding period of 20 days, a variance/covariance
approach is applied to the interest rate risk and the currency risk. The strict rules of an internal risk manage-
ment handbook are applied to the conduct of activities. These rules also contain limits for Value at Risk (VaR).

In a monthly meeting of the Asset Liability Committee (ALCO) all the major risk-related decisions are
taken. The main purpose is to optimise the economic value of equity (EVE) and the net interest income. The
EVE is the balance of the net present values of all assets and liabilities, with equity being left out of consid-
eration on the liability side. Thus, EVE can be interpreted as the net present value of equity. The develop-
ment of EVE over time is a central performance indicator for the success of asset and liability management.
In the meeting the effects of the control measures on periodical rate fixing gaps and performance ratios are
presented.

The Company’s rating system is oriented initially according to the debtors’ credit risk. Risk classification
basically corresponds to the composite rating scale. External rating, if available, is mainly used to evaluate
the standing of borrowers (Moody’s, Standard & Poor’s or Fitch). If an external rating is not available, a self-
developed, internal rating is used.

(B) LIQUIDITY RISK.

Liquidity risk arises in the general funding of the Company’s activities and in the management of
positions. It includes both the risk of being unable to fund assets at appropriate maturities and rates and the
risk of being unable to liquidate assets at a reasonable price and in an appropriate time frame.

The Company’s liquidity policy focuses on the proven stability of its primary unsecured funding source
— its holding company. The Company regularly stress tests its liquidity resources using scenarios designed to
represent highly adverse conditions.

FINANCIAL STATEMENTS.
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(C) CREDIT RISK.

The Company’s rating system is oriented initially to the control of the debtor’s credit risk. Risk classifi-
cation corresponds to the composite rating scale. If available, borrowers are assessed on the basis of an
external rating (Moody’s, Fitch or Standard & Poor’s). If an external rating is not available, a self-developed,
internal rating is used (assessed by the Credit Risk department of Kommunalkredit Austria AG), which is
updated at least once a year. In the case of public borrowers, the rating is reassessed on the basis of their
level of indebtedness and profitability. The standing of companies is determined on the basis of their bal-
ance sheets. The following table shows the portfolio composition broken down by rating categories.

31-12-2004 31-12-2003
in EUR 1,000 Volume Proportion Volume Proportion
AAA 1,053,344.3 23.8 % 280,260.5 22.0 %
AA 1,722,446.5 38.9 % 523,325.5 41.1 %
A 1,436,523.4 32.5% 410,372.5 32.2 %
BBB 150,288.5 3.4 % 39,554.5 3.1 %
BB 58,274.9 1.3 % 13,452.6 1.1 %
B/NR 2,500.0 0.1 % 6,486.6 0.5 %
Total 4,423,377.6 100.0 % 1,273,452.3 100.0 %

The exposure-weighted average rating of the entire securities and credit portfolio of the Company is AA3.
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Portfolio Profile as of 31-12-2004, by Rating Category and by Regions.

Exposure Number of
EUR 1,000 Counterparties

3,200,000.0 220
206

Total Exposure 31-12-2004
2,800,000.0 + Total Exposure 31-12-2003

=== Number of Counterparties 31-12-2004 170

2,400,000.0 +

2,000,000.0 -+ 1 120

1,600,000.0 + 80

1,200,000.0 +

28

14 20
21

800,000.0 +

400,000.0 + 9

0.0 -30
European Union Non EU-Europe Central and European Union America Others
Eastern Europe Central Europe
Region

(37) Basel Il — Implementation.

The Company follows the Basel Il programme set up by Kommunalkredit Austria AG in 2003. The
Kommunalkredit Group implements the advanced IRB approach in terms of credit risk and the basic indicator
approach in terms of operational risk. The advanced IRB approach programme is subdivided into several
subprojects that help to accomplish the ambitious goal by 2008. Additionally, the focus in operational risk is
placed on qualitative criteria and organisational considerations.

The programme is split into three phases, each of which consists of several projects:

Phase 1 (Internal Rating Systems): Implementation and adjustment of internal rating systems with
regard to the qualitative requirements of Basel II.

Phase 2 (Data and concept): Fulfilment of data requirements, providing the necessary IT architecture,
calibration of PDs and LDGs, data collection, building a data history for time series, creation of a concept
for the IRB approach and for operational risk.

Phase 3 (Implementation): Implementation of the Basel Il System (Pillars 1 to 3), fulfilling of the
qualitative requirements, implementation of the advanced IRB approach for credit risk, implementation
of the basic indicator approach for operational risk.
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In 2004 most of the assigned tasks in phase 2 were successfully completed. The following milestones

have been successfully implemented with regard to phase 1 and phase 2:

a)

b)
c)
d)
e)
f)
9)
h)
i)

)

k)

Definition and implementation of the process concerning defaults and overall process
management/documentation

Building of a Credit Loss Database

Installation of a Credit Default Committee

Rebuilding of dunning

Implementation of PD estimation and PD process

Implementation of LGD estimation and LGD process (prototyping)

Cleansing data in core system

Preparation/derivation of necessary data

Further extension of internal rating systems — municipalities Czech Republic, Republic of Poland
Operational risk: Basic Indicator Approach — Implementation

Operational risk: Building of an Operational Loss Database

PHASE 3 — IMPLEMENTATION OF A BASEL Il SYSTEM:

As a result of the implementation of a Basel Il System, the “SAP Bank Analyser” software has been cho-

sen. Implementation started in October 2004. The project includes the IAS Analyser and the Basel Analyser.
The implementation of the Basel Analyser is expected to be completed by the end of 2005.

(38) Events after the Balance Sheet Date.

There are no events after the balance sheet date that would qualify for disclosure as post-balance

sheet events.
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