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Report of the Board of Directors

Strategy

Komerční banka’s long-term ambition is to:

· become a leading retail financial institution that is a ”one-stop shop” providing its customers with a comprehensive range of financial products,

· strengthen further its leading position in the small and medium enterprises market, and

· maintain its position as the leading local provider of investment banking services to corporates in the Czech Republic.

The Bank will achieve its strategy especially by means of:

· An innovative range of products tailored to the needs of all client groups

· In order to offer a complex product range under the KB brand the Bank aims to enhance the co-operation within KB Group and also with SG sister companies and other firms.

· On the basis of detailed client segmentation, KB can offer products tailored to all client groups in all stages of their lives.

· A modern multi-channel distribution model

· KB has been optimising its distribution network by opening new branches in big cities and urban areas. Five new branches were opened during 2004, and more than 20 new points of sale are planned for 2005.

· In order to be really accessible anytime and anywhere, the Bank has continued installing new ATMs while widening the scope of services provided through its telephone, internet and PC banking services. The direct banking channels are now integral to the Bank’s multi-channel business model.

· An individual approach to clients focused on long-term relationships

· Each client has his or her own relationship manager who is there to serve the client and to meet all of that client’s expectations. This individual approach enhances KB customers’ trust and, by providing them a deeper knowledge of their clients, it enables relationship managers to offer higher standards of services quality. 

· Strong emphasis on the quality of services and on customer care

· To provide its clients a possibility to resolve potential disputes through an independent third party, Komercni banka appointed an ombudsman in October 2004. Since that time, any individual client has been able to approach the KB ombudsman in writing in any case where, from his or her perspective, a dispute has not been resolved satisfactorily. This step is an integral part of KB’s strategy to enhance the quality of services while building upon the know-how and experience of Société Générale.

· In January 2005, Komerční banka became the first financial institution on the Czech market to commit itself to maintaining a guaranteed level of services to clients. This means that the bank undertakes to observe clearly defined principles with regard to its products, services and approach to clients. These commitments are built on four main pillars: trust, speed, security and satisfaction. 

· A three-year strategic programme, known as Renaissance

· The programme targets further improvements in the Bank’s multi-channel distribution model, including to redesign selling and after-sales processes and systems. 

· Collection, processing and use of client-related information will be improved and used for client services improvements.
· A human resources policy concentrated on the quality of KB staff

· Professionalism, innovation and team spirit are Komerční banka three main corporate values.

· Well motivated, satisfied and loyal employees are of key importance for the Bank.

· Komerční banka constantly enhances training of its employees and development of their careers. Particular emphasis is given to sales and communication skills along with knowledge of banking products and applications.

· The Bank runs a one-year programme directed to young university graduates. It helps them launch their professional careers and gives them an opportunity to work in the international financial group.

To achieve strong financial performance and build shareholder value, Komerční banka strives for:

· Generating revenues and growing market shares mainly through:
· lending activities, especially in the areas of mortgages, credit cards and consumer loans, as well as loans to small and medium enterprises,
· new, attractive and value-added financial products,
· increasing the number and volumes of client transactions, and
· fully using the cross-selling potential of the KB and SG groups.
· Boosting the Bank’s efficiency through:

· successful cost management,

· centralising or outsourcing internal processes for substantial cost savings through reduced headcount,

· optimising the distribution network, and

· using modern IT tools.

· Managing risk in order to:

· maintain a high quality loan portfolio

· while retaining healthy loan growth.

Expected developments in the financial situation

The bank's financial results in previous years have been influenced by several one-off gains which are not likely to be repeated at such an extent in the coming years. However the Management expects that the business strategy focusing on revenue generation, client service quality and tight cost management will:

· have a positive impact on the Bank’s level of recurring profitability,
· keep the cost/income ratio in low fifties,
· keep the cost of risk at a level adequate to the risk profile of the Bank ,
· although the Management expects fast growth of the loan book, the liquidity of the Bank will continue to be at a very high level,
· KB will keep a strong capital base, with a dividend policy comparable to its peer group in the EU.
Serving the Clients

As of the end of 2004, Komerční banka was serving some 1.42 million clients, of which about 1.13 million were individuals and 291,000 were entrepreneurs and companies. As the Bank’s products, services and relations with customers continually improved, the number of clients grew year on year by 90,000, i.e. by 7%, mainly due to the increased number of private customers. Aiming to customise its services, KB uses a detailed segmentation of clients and then reflects these details in its product offers. The broad segments include:

· some 1.40 million individual clients, small businesses and entrepreneurs, who are further subdivided into groups receiving dedicated products and services;

· more than 16,000 medium enterprises and municipalities; and 

· over 2,000 large corporations.

The Bank has made a number of changes in how it serves and communicates with its clients in order to enhance the quality of the services that it delivers to them.

Quality of services

Independent Ombudsman

As a part of its efforts to enhance the quality of services, Komerční banka became the first private bank in the Czech Republic to appoint an independent ombudsman to resolve clients’ disputes. Prof. Vojtěch Cepl was named as KB’s first ombudsman. Individual clients may approach the KB ombudsman in cases where they feel that a dispute has not been resolved satisfactorily. The ombudsman will deliver his decision within two months from the time that a complaint is lodged. As Komerční banka prefers amicable solutions, it undertakes to provide the ombudsman all the information as may be necessary for his independent actions. The Bank has committed itself to respect his decisions, even though these are not legally binding. 

New Quality Commitments

In January 2005, Komerční banka introduced another innovation when it became the first bank in the Czech market committing itself to maintain a guaranteed level of services to clients by adhering to clearly defined principles concerning its products, services and approach to clients. These commitments are based on four main pillars: trust, speed, security and satisfaction.

To enhance quality within the Bank, each KB arm has people responsible to develop projects for improving quality and to promote quality of service throughout the bank. 

Communication with clients

In order to develop communication with customers that is as efficient and easy as possible, the Bank introduced a new internet site with an easier and more client oriented -friendly navigation system, clear presentation of KB’s commercial offer and an attractive design. 

In November 2004, KB launched a new communication campaign. The slogan “My world, my bank” clearly expresses the Bank’s position and mission: KB is here to help customers to realise their projects or to satisfy their needs in their various personal and professional lives and situations.

In 2004, the Bank devoted special attention to communicating directly with clients, including students and small entrepreneurs. For its existing and potential clients the Bank organised a total of 38 meetings that were combined business and social events. Billed as a “Meeting Day with KB”, the meeting days are held in all regions of the country and are organised as lectures, presentations and discussions between clients and KB specialists responsible for specific products and subsidiary companies. While aiming to increase awareness and knowledge of the Bank’s products, these events also are to support the sale of those products.

Similar events are held also for clients in the Medium Enterprises and Municipalities segment. Six meetings of that kind were held during 2004. Five of these focused on financing for enterprises from European Union funds, and another was a special seminar devoted to franchising.  

Sales Network

Business Network

Komerční banka further optimised its branch network throughout the Czech Republic during 2004. Although the total number of points of sale was unchanged – at 335 – at the end of 2004 compared to the previous year, five new branches were established in areas characterised by high human traffic. Two of these were in Prague and the others were in Brno, Ostrava and Frýdek-Místek. The same number of less-frequented and uneconomical branches were closed. Altogether eight branches were moved to more appropriate premises closer to their clients. During 2005, the Bank plans to open more than 20 new branches in large city centres, and particularly in Prague.  
With an eye to enhancing service quality and making operations more productive, a project was implemented during 2004 to increase the number of open cash-desk workplaces. These are workplaces where, in addition to receiving standard cash-desk services, a customer is offered such other services as issuing of payment cards and account statements, balance verification and others. In the course of the year, 52 such new workplaces were established in 50 branches throughout the Czech Republic. 

KB further extended its ATM network. The number of ATMs increased by 36 year on year, and the Bank ended 2004 with 555 machines. Last year was also the year for modernising outdated ATMs, as 70 machines were replaced. Even as the number of ATMs grew, so did their usage. Total withdrawals increased from 16.6 million transactions in 2003 to 19.2 million in 2004. Some 83% of the Bank’s clients have used an ATM to withdraw money. 

Direct Banking

Many technical improvements were made during 2004 with regard to Komerční Banka’s direct banking services. Services were extended, as well, and new functionalities were implemented. All of this led to further growth in usage – to the point where now every second KB client uses one or more direct banking products.  

In comparison with 2003, the total number of direct banking product activations increased by 37%, to 886,000. The number of clients using these services rose by 31%, to 698,000. The KB Express Line is the most used direct banking service. It has been activated for some 598,000 customers, reflecting a 32% increase since the end of 2003. The number of mojebanka internet banking users climbed by 52% during the year, to 223,000. Some 22,000 clients (mostly corporate) use the profibanka PC banking product. With the growing number of clients subscribing to these services, their total use also is rising. Some 71% of all payments and 76% of foreign payments are ordered by telephone or computer. 

The KB Express Line, operated by the KB Call Centre in Liberec, received more than 12 million calls during 2004. Telephone sales specialists placed about 800,000 outgoing calls, and they were especially successful in selling credit cards. Telephone bankers now commonly hand over information with regard to clients’ needs and possibilities to their personal bank advisors, who then continue in servicing or selling the products. This servicing method not only significantly increases sales of individual products but also raises the quality of services provided. The latter is illustrated, for example, by the reduced time the client waits to be put through to a telephone banker. 

The Call Centre not only communicates with its clients by voice, but also through sending email messages. Gaining in popularity is the “Call Me” internet service, through which a client orders a telephone call from a KB telephone banker by means of a form located on the KB web site. 

Komerční banka introduced several innovations to the direct banking market during 2004. Mojebanka internet banking users are able to invest on-line in the unit trusts of Investiční kapitálová společnost KB. Clients may enter into a general contract, buy or sell unit certificates of the IKS Funds and make transfers between the funds. They have at their disposal detailed information about their investments, as well as information regarding the individual funds,and the funds’ current prices. 

KB introduced a new electronic system for its monitoring of accounts receivable due from corporate clients. This will greatly simplify administration of these processes. Moreover, the functionality of sending and processing of batch payment orders was enhanced while the need to use documents in paper form was reduced.  

Payment Cards 

KB clients had some 1.22 million payment cards active at the close of 2004. Among these were some 66,000 credit cards. To better realise the potential in the credit card business, KB launched a new VISA Electron credit card for individual clients.

The first in the Czech banking market to do so, KB successfully completed migration its payment cards VISA, VISA Electron, MasterCard and Maestro to EMV technology, and it now issues only EMV chip cards in the VISA and MasterCard systems. Almost 60% of total active payment cards are EMV cards. One of the substantial advantages of this technology is its possibility for use in implementing various loyalty programmes. The Bank has already launched for merchants a pilot programme for a new loyalty system.

Komerční banka continues to be in a unique position in that it accepts the payment cards of fully five card associations: VISA, MasterCard, American Express, JCB and Diners Club. In 2004, KB reinforced its leading market position as an acquiring bank for processing merchants’ payment cards transactions. The Bank’s market share was reinforced by establishing new relationships with retailers, such as the Electro World retail chain. KB’s total market share now stands at 45%, and total turnover from payment cards transactions at the merchants came to nearly CZK 42 billion.

IT and Support Services

Not only do modern information technologies and quality support services increase the quality of services and comfort for clients, these also improve and accelerate the Bank’s internal processes. It is no wonder, then, that Komerční banka pays close attention to this area. In 2003, the Bank initiated a three-year strategic programme, known as Renaissance, which, among other things, focuses on reorganising internal processes and modernising KB’s information technologies. 

With an eye to optimising operating costs, significant changes were made in the telecommunication infrastructure with regard to call services, KB’s internal data network and the Bank’s ATM network. The changes made during 2004 will bring considerable savings in overall operating costs for telecommunication. The Bank also transferred a significant part of staff for its regional services operations to the external company Altys, a. s.,  and it was able to launch implementation of a project to optimise the Bank’s real estate portfolio with regard to both the branch network and the headquarters buildings. 
In July 2004, processing and printing of client statements were outsourced to the company IBM. This allowed for staff reductions and brought significant cost savings.

In the latter half of 2004, the project for centralising domestic payments processing was completed. Processing for all customer domestic payment orders is now concentrated into two new centres located in Prague and Pilsen. Payments are processed in a newly developed application called Central Teller System. The project’s main objectives, which were to increase both the efficiency and quality of domestic payments processing, were achieved. Moreover, foreign payments processing for the Slovak subsidiary, Komerční banka Bratislava, was centralised into KB’s Prague processing centre during 2004. 

In November 2004, IT support for such end-users as administrators and help-desk operators was outsourced to Hewlett-Packard. As a result, 77 employees moved from the Bank to the outsource company, bringing KB considerable savings in personnel and administrative costs.

In June, Komercni banka became an indirect member (through Société Générale) in the pan-European clearing system known as STEP2. This membership allows the Bank to send and receive cross-border Euro payments in compliance with European Commission Regulation 2560/2001 with regard to EU-regulated payments. Through the end of 2004, KB had sent some 63,000 payment orders and received 108,000 payment orders by means of STEP2. 

Retail Banking

Individuals

The Bank carried on during 2004 in developing its business model founded upon an individualised approach to clients that uses banking advisors, couples banking and other financial services, takes advantage of synergies available within the KB and SG Groups, and actively seeks to enhance the quality of services provided. 

Komerční banka continued to enrich its product range for 1.13 million individual clients. An expanded and enhanced offer for young people and students was one of the most significant changes. Thanks to the new Gaudeamus2 package, bought by nearly 19,000 students during the latter half of 2004, the proportion of students in the total number of individual clients increased to 10%.

The past year again brought increased interest in loan products among KB’s clients. During 2004, the total volume of mortgage loans to individual clients increased by 40%, to CZK 31 billion, and the volume of sold loans grew by 22%. The interest was especially for mortgages to purchase real estate, and the average amount for an individual loan was CZK 1.3 million. The Bank made several important changes in its lending parameters during the year, and it  simplified processes for providing mortgage loans. KB still ranks among the three largest providers of mortgage loans in the Czech Republic. 

The Bank also continued to develop its consumer lending and financing through payment cards, the total volume of which increased by 17% to CZK 10.6 billion. Although the proportion of receivables from credit cards has so far amounted to just 8% of this sum, their dynamic development, together with rapid growth in the number of active credit cards held by KB clients, confirms the high potential for this product. In addition, at the end of the year Komerční banka began providing the VISA Electron international credit card, which offers a simple solution for financing any client’s personal needs.  

	Individuals
	2004
	2003
	Change

	Total number of mortgage loans
	30,414
	22,574
	+34.8%

	Total volume of mortgage loans (CZK billion)
	31.0 
	22.2 
	+40.0%

	Total number of consumer loans
	118,515
	92,089
	+28.7%

	Total volume of consumer loans and overdrafts (CZK billion)
	9.7 
	8.5 
	+14.1%

	Total volume of loans from credit cards (CZK billion)
	0.9 
	0.6 
	+50.0%

	Number of active credit cards
	61,400
	35,100
	+74.9%

	
	
	
	

	Number of active packages
	716,244
	510,461
	+40.3%

	Number of child accounts
	94,800
	39,000
	+143.1%


In the latter half of 2004, the Bank introduced to the market the new investment products Max I. and Max II. These are global guaranteed funds, and KB clients invested nearly CZK 1.4 billion into these. The funds offer clients an opportunity to safely invest their available funds into world stock markets and to do so in co-operation with affiliated companies of the SG Group. Sales of the third product in the Max series were launched in February 2005. 

The year just passed also brought further development in insurance services. In the life insurance category, KB brought to the market its new Vital Grant product, which insures the client and his family for cases of unexpected tragedies. Komerční banka continued to expand the portfolio of general insurance products. In April, KB brought to the market a new insurance product, Merlin, that protects clients from the consequences of loss or theft, and possible misuse, of payment cards issued by KB and in case cash will be drawn using the payment card. It also provides compenstion for personal documents and keys stolen together with the card. The clients’ interest in this product was enormous, and at the end of the year more than 85,000 clients were protected. In October, co-operation with Allianz Insurance Company was initiated, on the basis of which Komerční banka offers additional non-life insurance products at all of its branches, including household and homeowners policies as well as liability insurance. In the last quarter of 2004, KB sold more than 2,000 liability policies and nearly 1,200 property insurance policies.

Small Businesses

KB has consolidated its leading position in the Czech market’s small businesses segment. It serves some 270,000 such clients from its 335 branches across the entire country.

The Bank provides day-to-day banking services and also meets the financing needs of its customers. Loan products have been improved. For example, the maximum amount of the Profi loan, a flagship product for the Small Business segment, has been doubled to CZK 8 million. Authorised overdraft facilities have been extended up to CZK 3 million and newly offered as a part of any business current account or package of financial products. As a result, total outstanding loans to small businesses grew by 46% to CZK 7.0 billion, and the penetration of loans and overdrafts exceeded 20% by the end of the year. 

The sub-segmented offer of everyday banking services has been enlarged by a package for pharmacies, which includes favourable conditions for business loans, and, in response to new legislative requirements, by an offer for insurance agents KB also introduced during 2004 the Profi payment terminal, which is an easy solution for merchants wishing to accept payment cards.

By the end of the year, 43% of clients in this segment were taking advantage of a financial package. Crossing of the 100,000-package mark had been celebrated in September 2004, less than two years after the launch of financial packages for this segment. 

	Small  Businesses*
	End of 2004
	End of 2003
	Change

	Number of business loans
	11,048
	5,869
	+ 88%

	Number of authorised overdrafts
	54,867
	36,910
	+ 49%

	Volume of business loans and overdrafts (CZK billion)
	7.0
	4.8
	+ 46%

	Number of packages
	114,497
	45,457
	+ 152%


* 2003 figures recalculated to be in line with the methodology applied in 2004.

Medium Enterprises and Municipalities

KB continued to expand the range of products it offers to the approximately 15,000 clients in the Medium Enterprises and Municipalities segment (MEM) and served from its 37 MEM Business Centres across the Czech Republic.

During 2004, the Bank added several innovations. In January, the KB Komplet package was introduced. This includes everyday banking products together with electronic banking services, payment cards and pre-ordered volumes of domestic and foreign payment transactions. The Bank also launched KB FlexiRámec, a frame agreement for multiple loans and trade finance deals up to pre‑approved limits. 

Following the EU accession in May 2004, KB redesigned its payments pricing to reflect gradual Czech market adjustment to the EU environment. KB prepared the fixed-price KB EuroPayment for transfers of up to EUR 12,500 to and from the euro zone countries (starting from January 2005). 

Growth in lending to the MEM segment continued, and total outstanding loans to the segment increased by 22.3% to CZK 38.9 billion. This development was supported by the fact that ProfiLoan, the successful loan product for small businesses, was adapted to meet MEM segment needs. 

Accession of the Czech Republic to the European Union brought the possibility to draw funds from newly available Structural Funds and the Cohesion Fund. At the beginning of 2004, the Ponte Programme was created with a special offer for financing and pre-financing of European projects. At the same time, a special Municipality and Specialised Financing section was established in the Bank to support KB’s distribution network for EU projects. Komerční banka’s emphasis on this area was positively reflected in sales of the Ponte Programme during the year. 

KB signed a loan facility agreement with the European Bank for Reconstruction and Development (EBRD) in November 2004. Under terms of the agreement, EBRD will grant KB a EUR 20 million credit line for lending on to this segment, as well as EU technical assistance designed to increase KB lending capabilities to small and medium enterprises. The credit line will be offered in the form of a new product, the EU ProfiLoan, launched in February 2005. 

The growing export potential of Czech companies has been proven by significantly increasing demand for export customer loans. Also increasing was the use of such trade finance products as security and payment instruments. Bank guarantees showed especially strong growth, their number increasing by 39% relative to 2003. To increase awareness of its capabilities in trade finance, KB signed a co-operation agreement with CzechTrade‘s Exportní klub in February 2004. The partnership aims to promote Czech exports and to increase the know-how about trade finance among Czech companies.

Corporate and Investment Banking

Corporates

KB remains the long-term leading bank for large corporate clients in the Czech Republic. Eight business centres located in the various regions of the Czech Republic and in Prague ensure an individual and expert approach to major Czech and multinational companies, as well as to the main financial and public institutions. By offering tailor-made, high quality services, KB strengthens its current business relations and works to acquire new clients from the most important companies operating on the Czech market. 

A focus in 2004 was to work toward consolidating and diversifying over the long term the Bank’s relationship with its clients on the basis of a global multi-product offer. This is primarily the responsibility of experienced relationship managers, who can count on support of specialists from the Bank’s other business lines, from the Komerční banka Financial Group in the Czech Republic, and from Société Générale worldwide.  

KB is a traditional and well recognised provider of complex cash management, including very effective electronic banking, especially for clients with significant volumes of payments. In this field, the Bank won several significant tenders during 2004 to work with top companies from sectors such as utilities and industry. 

Komerční banka managed to grow its loan portfolio in this segment by 3%, to CZK 67.6 billion. Equipment leasing also continued to expand, especially in regions outside Prague where rapidly expanding Czech industrial and high tech exporters and a dynamic flow of foreign investments into such key sectors as automotive suppliers was observed. Leasing for corporate car fleets developed rapidly, especially in the form of operational leases that including fleet management for top Czech corporates and multinationals. In co-operation with its affiliated company ALD Automotive, KB concluded one of the Czech Republic’s biggest contracts – for a fleet exceeding 500 cars – in the area of full-service leasing.  

In 2004, KB also provided a number of its corporate clients with retail banking services for their employees, including pension insurance and life insurance plans. These special products offer a value-adding and convenient solution for both the corporate client and its employees.

Just across the border, synergies have been achieved by co-operating closely with KB Bratislava. This relationship is appreciated especially by KB clients having intensive business relations with their Slovak partners.

Investment Banking

Komerční banka further strengthened its position during 2004 as a leading bank in the Czech financial markets, offering its clients a full range of competitive and innovative investment banking products and services: foreign exchange and derivatives, liquidity management, capital market financing, mergers & acquisitions, advisory and asset management. The Bank has been a consistently strong counterparty to market participants in the Czech Republic and abroad, providing liquidity in numerous market segments and transacting growing volumes in both cash and derivatives with its corporate and institutional clients.

Derivatives

During 2004, fast moving markets highlighted the need for more systematic hedging of foreign exchange, interest rate or commodity exposures. Therefore, a growing number of clients adopted advanced hedging strategies that use individual options or a combination of these. Building on Société Générale’s global recognition for its product expertise and market position in derivatives, Komerční banka has become for many clients the leading bank for hedging products. 

The Bank has pursued its marketing to institutional clients. In addition to plain vanilla government and corporate bonds, for which the Bank is one of the most active market makers, KB offers its clients a range of interest rate and equity linked products designed to enhance the yield of clients’ investments. Due to historically low interest rates, on the one hand, and continuously growing assets under management, on the other, the demand for these types of products has been strong and is expected to develop further in the future.

Debt Origination and Corporate Finance

The Bank provides a complete range of services beginning with an analysis of each client’s needs, leading to the creation of a financing structure and to securing the financing. In 2004, Komerční banka was one of the leaders in the domestic syndicated loan and bond markets. It successfully participated in the majority of capital market transactions in the Czech market. In the area of syndications, KB arranged several transactions ranging from financing such corporations as Chemopetrol, Ferona and ECK to providing long-term funding to such municipalities as the City of Kolín and the Vsetínsko microregion. In the bond market, Komerční banka was sole lead manager of a CZK 5 billion domestic bond issue for CKA, the mandate for which had been awarded in a  public tender.

Komerční banka also provides high quality M&A advisory support to corporate clients. The services offered include business valuations, buy and sell side advisory, negotiation assistance and leveraged buyout/MBO advisory. In close co‑operation with SG, the Bank works with a wide range of domestic and international clients to facilitate and arrange cross border transactions.
Risk Management

Risk management at Komerční banka is based on an integrated concept that takes into account the advanced risk management standards of the Société Générale Group and the statutory and regulatory norms as defined and required by the Czech National Bank and other regulatory bodies. In its procedures, the Bank takes into consideration developments regarding all types of risk, i.e. credit risk, market and liquidity risk, as well as regulatory, operational and environmental risks.

Credit Risk Management

During 2004, the credit risk assessment and credit risk management units co-operated closely with the business units in order to support marketing and sales efforts by making the credit process more efficient while closely monitoring the quality of Komerční banka’s risk portfolio.

Loan origination and monitoring credit risk

With regard to credit decision-making processes and capacities, priority has been given to the following aspects:

· Implementation of a new client rating methodology in compliance with Basel II regulations and consistent with Société Générale principles. The Bank quantifies counterparty risk on the basis of ratings that depend upon the type and profile of the borrower and are derived from quantitative and qualitative criteria.

· Strong co-operation with business units by means of active methodological support, risk training and regularly updated scoring tools for retail client segments and products.

· Extended automation of credit approval processes, development of expertise by creating specialised and/or sectoral teams. As a result, Komerční banka’s decision-making capacity has been further strengthened.

· Increased and more efficient reliance on external sources of information (e.g. inter-bank credit registers) with the objectives of developing early warning system indicators and detecting credit deterioration situations as early as possible.

The Bank also focused its efforts on strengthening its credit risk monitoring function and making it more effective:

· A dedicated credit risk control team was established with the mandate to monitor the quality of credit risk assessment and credit risk monitoring functions across the entire Bank. This initiative will usefully complement the scope of Komerční banka’s Internal Audit team. 

· Komerční banka continued to closely monitor its potentially problematic credits. This category of assets is reviewed both on an ad hoc basis and on a quarterly basis by a dedicated committee.  

· Considerable effort has been dedicated to developing advanced information systems designed for regular and added-value monitoring of client limits and exposures (at the levels both of individual legal entities and for groups of related companies).

Provisions and reserves

Komerční Banka fulfils all requirements as defined by CNB regulations with regard to classifying loan receivables, taking into account both quantitative criteria (account history, payment discipline, financial statements) and qualitative criteria (e.g. in-depth client knowledge, behavioural scoring).

For most of Komerční banka’s loan portfolio, classification, business and financial situation, collateral valuation and provisioning are evaluated individually on a quarterly basis via well structured provision committees. Provisions and reserves are established after comprehensive assessment of all available parameters.

Finally, Komerční banka paved the way for a new methodology with regard to creating specific provisions and reserves that combines compliance with both the CNB’s Provision No. 6/2004 and new IFRS requirements. The effective implementation date was 1 January 2005.

Recovery activities

After closing the portfolio sale to GE Capital Corporation and settling the State Guarantee, Komerční banka decided to further enhance its recovery processes. In accordance with its original plan, Komerční banka in 2004 effectively proceeded with closing down its Remedial Management unit. KB has a special unit for asset valuation and recovery that focuses on consulting support to business units, management of loan and asset recovery and collateral valuation.

Part of the related recovery activity is now outsourced to external collection firms with the objectives to increase both the proportion of recoveries and the efficiency of this activity. 

KB also has a soft collection unit, set up in late 2003, which initiates pre-emptive actions according to precisely defined rules in close co-ordination with KB business units.

Foreign exposure

Most of Komerční banka’s foreign exposures are generated by transactions with international financial institutions on the inter-bank market. The Bank has developed a system and formalised appropriate procedures in order to monitor related counterparty and country risk exposures against pre-defined and approved limits. 

Counterparty risk on capital market activities

Counterparty risk management in the field of capital markets activities is based on the SG Group model. The basic rule of “pre-authorisation” (i.e. the authorisation must always be granted before a transaction is concluded with a counterparty) is systematically applied for all capital markets transactions. Daily monitoring of compliance with exposure limits also takes in the activities of Komerční banka Bratislava. Front office dealers are provided daily with information on a per counterparty basis about their current limits, exposures and available limits. Any breach of these limits is immediately reported to the relevant level of management within the Bank. The Board of Directors is informed of all breaches of limits on a monthly basis. 

The daily calculation of counterparty risk arising from derivative products was based during 2004 on the Current Average Risk indicator (CAR), which allows an evaluation of the replacement costs of a derivative product in case of counterparty default. This indicator calculates the average of the estimated potential exposures that are likely to occur during the remaining life of the instrument. This indicator depends upon current market parameters, time to maturity of the instrument and the nominal amount of the transaction.

Market Risk Management

Market risk is defined as the risk of loss arising from adverse market conditions. Komerční banka is exposed to the following types of market risks: interest rate risk, foreign exchange risk, equity risk, credit spread risk and liquidity risk.

Responsibility for market risk management at Komerční banka lies with the Market Risk unit. In order to ensure the independence of risk management from business units, the unit reports directly to the member of the KB Board of Directors responsible for Risk Management and to the Head of Société Générale Group’s Market Risk division. Market risks at Komerční banka are managed in compliance with the following principles, which ultimately require the approval of the Board of Directors:

· All risks are systematically and regularly monitored and reported independently of business units.

· Methods for measuring risk and control procedures are defined and approved by the KB and SG management of the Market Risk unit and Société Générale Group’s Market Risk division.

· Limit applications are processed based on requests from business units and within the global limits set by the Board of Directors.

· All regulatory requirements are fully respected.

Prior to their launch, new capital market products are comprehensively analysed by all relevant units of the Bank, the objective being to identify all associated risks. Following this analysis phase, an approval is given by the New Product Committee in order to ensure that the Bank is in a position to propose the product to its clients in a fashion that is properly controlled and demonstrates clear understanding.

Methods for measuring market risk and defining limits

During 2004, Komerční banka finalised implementation of methods and standards that are consistent with Société Générale Group rules. Currently, all market risks within Komerční banka and Komerční banka Bratislava are evaluated using the Value at Risk (VaR) method.

Komerční banka’s market risk assessment is based on three main indicators that are used to define exposure limits:

· VaR historical simulation method, calculated to a 99% confidence level and one-day time horizon, which allows the Bank to consolidate its market risks into SG Financial Group’s Value at Risk.

· Stress-test measurement, to take into account low probability events not covered by VaR. The Bank performs several types of stress tests for foreign exchange, interest rate and equity exposures. Shock scenarios consist of very significant movements in parameters determined either through historical studies or hypothetical analysis.

· Complementary limits such as sensitivity, FX position, credit spread risk and holding period. These limits monitor market risks that are only partially captured by VaR and stress tests.

Value at Risk method

The VaR method (“historical simulation”) has been used at Komerční banka since 2002 for foreign exchange and interest rate risk and since 2003 for equity risk. It takes into account correlations between all markets, and the characteristics whereby the repeating of market parameters is not evenly distributed. Scenarios of one-day variations of market parameters over a period of the last 250 business days are used. The 99% VaR is the loss that would be incurred after eliminating the top 1% most unfavourable occurrences. With 250 scenarios this corresponds to the average of the second and third largest potential losses computed.

Back testing

Komerční banka regularly reviews the accuracy of the model by back testing. Trading results are compared with the modelled VaR to monitor the number of violations against the 99% confidence level. During 2004, no daily loss exceeded the 99% VaR level.

The Value at Risk and main exposures as at 31 December 2004 were as follows:
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Monitoring of the CDO and CLN portfolio

In 2004, Komerční banka fine-tuned its methods and processes used for evaluating CDO and CLN exposures. The underlying rationale used for measuring risk related to these exposures is based on a methodology that computes Monte Carlo simulations of future cash flows depending on estimated credit deterioration of the underlying assets and then estimates the net present value of these simulated cash flows. Active communication with collateral managers and rating agencies further enhanced this approach.

Basel II

The objective of the Basel II accord is to implement more sophisticated rules for calculating the Capital Adequacy Ratio (CAR) from 1 January 2007. Basel II is based on three so-called “Pillars”.  

· Pillar 1 focuses on methodology of risk measurement, integration of risk measurement into business processes, design and control. Basically, the bank must calculate a capital requirement for each type of risk. While rules for calculating capital requirements for market risks remain unchanged, the rules for capital requirements related to credit risk are significantly modified. Compared to Basel I, the capital requirement is much more dependent on the credit quality of the borrower and on the internal rating system. The concept also introduces new capital requirements for operational risk.  The level of sophistication depends on the existence of internal statistical models. 

· Pillar 2 focuses on supervisory review processes, such as key principles of supervisory review, supervisory transparency and accountability including stress testing, valuation of capital adequacy and the risk profile of the Bank.  

· Pillar 3 focuses on market discipline, and more specifically on disclosure of rules for capital structure, risk profile, etc. 

Komerční banka aims to achieve an advanced risk management approach in close co-operation with Société Générale Group’s Basel II team. The Bank benefits here from the parent company’s existing strong culture for risk management and control.   

Regarding credit risk, Komerční banka has based its approach for the retail and corporate segments on models already implemented in the late of 1990s (founded on rating and expected loss concepts). In 2004, KB  performed a feasibility study on Basel II and launched a Basel II programme with the following main targets:

· completion of centralisation of credit and operational risk data, 

· review and update of credit risk management models in co-ordination with Société Générale Group, and

· preparation of the calculations for the new credit capital requirement.

Since 2007, Komerční banka intends to provide reporting in line with Basel II regulation that will include both current and new capital ratios. 

Operational Risks 

In October 2004, Komerční banka created an Operational Risks department in order to satisfy the requirements of Basel II, Société Générale and the Czech regulatory bodies. The main target is to qualify on the SG group level for the Advanced Measurement Approach (AMA) for calculating capital requirements. This approach consists of the following components being progressively implemented by the Bank:

· Since 2003, all operational risk events exceeding the Group threshold (EUR 10,000) have been collected and reported. From 2005, this collection will be partially automated.

· Risk Control Self-Assessment complements the data collection and is composed of a large set of questions concerning all banking areas. The data collected will allow the bank to determine whether each particular area is less or more sensitive to operational risks.

· Scenario Analysis should enable the assessment of high impact risks having low probabilities, e.g. natural catastrophes. It is planned to launch this component during 2005.

· Within Key Risk Indicators, parameters indicating potential changes in level of exposure to operational risks will be collected. This component should be implemented in 2006.

The completion of all qualitative and quantitative components mentioned above will allow KB to manage operational risks and to take advantage of potential cost savings. Using these indicators, SG Group will be allowed to calculate its own capital requirements using an internal model according to AMA methods. 

Asset and liability management  (ALM)

Asset and liability management is the responsibility of the ALM department. That management process takes in the core banking activities defined as the Structural Book and is driven by the need to address potential consequences of any mismatches in the characteristics of assets and liabilities under management (with regard to interest rates, maturities and currencies) and to prevent negative consequences. The rules used, changes to these rules, and proposed hedging transactions with respect to the interest rate and liquidity risk are approved by the Asset and Liability Committee. In all its activities, the Bank fully complies with all requirements of the Czech regulatory authorities, as well as with all applicable international regulations.

Liquidity risk

Management of liquidity risk is primarily designed to ensure that the Bank can meet its funding requirements at all times. This includes the maintenance of adequate volumes of cash, balances on nostro accounts and on the account of minimum mandatory reserves while keeping the Bank’s costs of liquidity low and not hindering business activities. Liquidity is maintained by consistent diversification of sources and cash flow management, as these reduce the occurrence of unforeseen requirements for additional funding during a given period. This primary objective is achieved by way of managed coverage of the Bank’s cash-out with a very high confidence level (97.5%) over a sufficiently long future period (one year).

During 2004, a special intranet application was launched. In case of a liquidity crises, and using this application, the ALM department would be able to communicate effectively with the business units throughout KB to minimise the outflow of funds. 

A liquidity snapshot broken down by currency – CZK, USD, EUR and other currencies – is monitored on two levels of market behaviour: normal and stressed scenario. The management of short-term inter-day liquidity is carried out using a series of indicators on a daily basis. Sufficient liquidity is controlled using a system of limits. To achieve these, the Bank uses on-balance sheet instruments (e.g. bond issues, loans taken) and off-balance sheet instruments (cross currency swaps, foreign exchange swaps).

In 2004, Komerční banka issued mortgage bonds in a total volume of CZK 4.83 billion within its Mortgage Bond Programme. Of this amount, CZK 2.40 billion represent completion of the first issue maturing in 2009 with fixed coupon of 5.5%, while CZK 2.43 billion belongs to the second issue maturing in 2008 with fixed coupon of 4.5%. Considering the Bank’s high liquidity surplus, it should be noted that the mortgage bonds were not issued further to increase the liquidity, but rather to provide advantageous funding of mortgage loans.

Structural interest rate and foreign exchange rate risk

Structural interest rate and foreign exchange rate risks are risks of potential loss arising from positions held in the Bank’s Structural Book as a result of fluctuations in the market prices (interest rate and exchange rate changes). 

Structural foreign exchange rate risk is measured and managed on a daily basis. The Bank’s position is controlled by a system of limits (the Bank’s internal limits as well as limits required by the CNB). Foreign exchange positions are hedged by such standard instruments as FX spot and FX forward operations.

The Bank manages its structural interest rate risk using standard methods (gap analysis, interest rate sensitivity) and a more sophisticated method called Earnings at Risk, which is based on a stochastic evaluation of volatility of future interest income. The Bank has implemented Convergence, which is an asset and liability management system supplied by SUNGARD. The system is used by the ALM to apply methods for measuring interest rate risk while working to further reduce risks. The Bank uses standard market instruments for hedging against interest rate risk, such as interest rate swaps (IRS), forward rate agreements (FRA), and to a lesser degree investing in securities. All deals are immediately entered into the front office system to be recorded and priced. KB implemented the new front office system Kondor+ during 2004 in order to optimise transaction processing in financial markets.

Interest derivatives (derivatives for hedging risk in the Structural Book) are accounted for in accordance with IAS 39 and CAS to achieve the most accurate accounting valuation. KB has adopted a detailed strategy of interest risk management that includes descriptions of which derivatives are allowed, how these may be used and their accounting valuations.

Price setting

The ALM is in charge of external price setting. It prepares the KB foreign exchange rate list, sets or proposes the external interest rates for deposit products, and determines the Bank’s base lending rates, which are then used to set the rates on loans. The external interest rates for deposits are set by the Interest and Exchange Rate Management Committee, taking into account external developments.

The Bank during 2004 made adjustments in its internal loan-pricing policy to assist and better motivate the business units in their lending. A new intranet application helps KB relationship managers in pricing larger loans. It puts them in touch with experts in transaction pricing who apply a precise methodology using the most recent market interest rates.
Management of Regulatory Risk

Regulatory risk derives from potential non-compliance with laws and other regulations and subsequent sanctions imposed by the regulator.

Komerční banka’s activities are subject to CNB regulation. The Bank’s activities as a securities trader and depository are supervised by the Czech Securities Commission and the relevant regulations are issued by the Ministry of Finance of the Czech Republic. With regard to anti-money laundering measures, Komerční banka is supervised by a specialised department of the Ministry of Finance. Stock exchange operations are supervised by the Prague Stock Exchange, a self-regulating body.

The Bank’s subsidiaries and associate companies are overseen, depending on their character, by the Czech Securities Commission (IKS KB), the Ministry of Finance (Komerční pojišťovna), and in some instances jointly by the Czech Securities Commission and the Ministry of Finance (Penzijní fond KB) or by the National Bank of Slovakia (KB Bratislava).

Banking institutions in the Czech Republic are regulated by practically the same rules as are applied in other EU countries. The year 2004 brought extensive changes with regard to capital markets regulation. Existing laws were updated or replaced, for example in the Act on Capital Market Undertakings and the Act on Collective Investment. The Bank has successfully incorporated the resulting changes into its internal rules. Legislative changes also occurred during 2004 in the area of money laundering. With regard to these changes, the Bank has introduced a mandatory e-learning programme to educate its employees in preventing the legitimisation of proceeds from crime. The e-learning aspect contributes to the effectiveness of this self-study programme for all of the Bank’s employees. KB has implemented the “know your customer” principles as part of its anti-money laundering effort. In the second half of 2004, standardisation was begun for the system of collecting clients’ data, the purpose being to ensure satisfactory knowledge about the clients at the Bank’s points of sale. Better information helps in detecting an undesirable potential client already at such time that he or she attempts to become a client, and it also aids in detecting suspicious transactions in the future. Moreover, the Bank has continued in making the system of internal rules more useful while at the same time bringing these rules into correspondence with internationally recognised standards.   

Environmental Risk Management

Considering the businesses in which it operates, the Bank is not a substantial polluter of the environment. Nevertheless, Komerční banka has in recent years implemented processes whose clear objectives  are to improve the environment and health protection for its employees. Although it is fully in compliance with legal requirements relating to the environment, health protection and occupational safety, the Bank has launched projects and processes to address these areas. In 2004 these projects proceeded and were further developed, as exemplified in the REPO Project, which aims to optimise use of the Bank’s premises and will thereby result in energy savings. 

During 2004, Komerční banka conducted a comprehensive study directed to finding ways to economise in the consumption of energy, heat and gas. As one result, starting in 2005, it will implement automatic temperature regulating systems in all its premises. 

The Bank also directs its efforts to reducing the amount of waste it creates and to using recycled materials. Waste management services are provided only by properly licensed companies. Standard office supplies include recycled paper and recycled printer cartridges. 

An integral part of every contract is an appendix informing the Bank's partners that the parent company, Société Générale, has acceded to the UNEP FI Statement as of 27 November 2001. In addition to financial criteria, all tenders for equipment suppliers emphasise such technical parameters as consumption of primary resources. Contracts with suppliers/lessors of copy machines and printers stipulate conditions for environmentally friendly disposal of used cartridges.

KB is aware of the necessity to comply with ecological standards and of the possible impacts of breaching those standards. These issues, therefore, also are considered in its process of assessing credit risk. The Bank identifies sectors with higher sensitivity in the ecological area and monitors potentially problematic clients by means of special questionnaires or the clients’ action plans. 

At the same time, KB seeks to finance environmentally friendly projects as well as rehabilitation programmes for damages that occurred in the past. Such transactions are intended to support such things as, for example, electricity production from renewable resources and reclamation of mining sites.

Internal Audit

The Internal Audit is one of the basic elements of the Internal Management and Control System. Its purpose is to monitor and evaluate the efficiency and effectiveness of the internal control system and to assist in correcting deficiencies. 

KB’s Internal Audit is performed independently of all executive activities of the Bank and reports directly to the Bank’s Chief Executive Officer. Results of the internal audit missions are reported on a quarterly basis to the Board of Directors and to the Audit Committee within the Supervisory Board. As of 31 December 2004, the Internal Audit Arm included 83 employees.

The internal audit planning is based on a four-year strategic plan, which was created in 2003 and is updated annually. During 2004, a total of 44 planned missions were performed. In addition, 65 unplanned / ad hoc missions were accomplished. 

During the 2004 missions 291 issues were raised and corresponding recommendations were made. Of these, 216 were resolved in 2004 and 75 remain to be resolved during 2005. Progress toward resolving those issues is monitored by means of the Internal Audit Corrective Action Tracking System. Moreover, all issues raised by such other reviews as those of the external auditor, central bank and Société Générale inspectors are monitored. The outstanding issues and their analysis are reported to the Board of Directors and the Audit Committee on a semi-annual basis. 

At the end of 2004, the Bank launched the Internal Audit Quality Assurance Programme, in the first phase focusing on its compliance with the International Standards for the Professional Practice of Internal Auditing and the Provision of the Czech National Bank on the Internal Control System. Testing has shown and documented that the Bank has a high level of conformity with the requirements.

Human Resources 

In 2004, Komerční banka completed implementation of technological and organisational changes and optimised the number of employees, especially in the distribution network. At the end 2004, the total headcount, including expatriates, was 7,276 of which 2,566 employees worked at headquarters and 4,710 in the distribution network. 

Compared to the end of 2003, the number of employees was lower by 957, i.e. by 11.6%. The total headcount reduction as a consequence of organisational changes between 2001 and 2004 is 3,432 employees, i.e. 32.1%. 

The organisational changes occuring during 2004 were accompanied by the Outplacement Programme. Dedicated to those employees dismissed for redundancy, that programme was developed in co-operation with an external advisory company. The Outplacement Programme has been provided in all regions and aims to assist dismissed employees to find new jobs. During 2004, a total of 200 employees took advantage of the programme.

In addition to the Outplacement Programme, the Bank implemented an early-retirement programme to allow employees just before retirement to leave the Bank, on a voluntary basis and under special conditions. A total of 144 employees took advantage of this programme.
GRAF- Development of the Headcount  
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To ensure the Bank’s continuing successful development requires constant employee career building and nurturing of the Bank’s own professionals. Therefore, the recruitment and training of young and talented colleagues remains a main priority. 

Demonstrating the effects of such efforts, Komerční banka was recognised by Czech university students as the ″Most Desired Employer for University Graduates″ for both 2003 and 2004. This distinction results from a survey conducted by the international student association AIESEC. 

The Bank also regularly accepts a certain number of students from abroad as part of its programme of internships exchange.

Thirty-six university graduates were accepted during 2004 into the Young Graduate programme, the aim of which is to initiate professional development within the Bank. During the one-year programme, the participants undergo a two-month integration project designed to familiarise the graduates not only with all the activities, services and products of the Bank, but also with the strategy and the company culture. The second part of the programme includes further professional and specialised education targeted to the specific positions that the individual participants hold in the Bank. Each participant is assigned to a mentor from the top management, who becomes his or her expert consultant and facilitator in the work environment. 

Komerční banka puts great emphasis on its employees’ education and development. Educational programmes are targeted to support the Bank’s strategic development by strengthening competencies of the employees and by helping them to develop in accordance with principles of the Société Générale Group. Each year the Bank's employees participate in a wide range of educational modules corresponding to the needs of their respective positions, thereby allowing them to obtain or increase expertise in various areas, including language skills.

The main training activity in 2004 was an extensive programme focused on sales and communication skills for employees in the distribution network, as well as training with regard to banking products and applications. 

· More than 90% of employees participated in training courses. 

· On average, each employee spent 11 days in training courses during the year. 

An innovative training technology known as E-learning has been introduced on a broad scale. It was implemented for teaching all staff about anti-money laundering and for language training. Some 1,000 employees are using blended-learning modules.

Komerční banka joined the Société Générale Group global share plan in 2004, thus expanding the offer of employee benefits. An option to participate in increasing the share capital of Société Générale was exercised by 30.6% of employees. Komerční Banka spends no small amount of money on social benefits, which constitute, together with remuneration and banking benefits, an important element in motivating and retaining employees. The scope of such benefits is broad and includes, among other things, contributions to so‑called supplementary pensions (supplementary retirement benefits and whole-life insurance policies). 

Wage developments have been, as in past years, the result of an agreement between the Bank, represented by the Human Resources department, and KB’s labour organisations. The collective agreement is concluded for a defined time period and is amended each year especially to reflect developments in wages and social and employment benefits.

Corporate Citizenship

Komerční banka is one of the pillars of the Czech banking sector and thus of the entire Czech economy. This status implies commitments not only to clients and shareholders, but also to society as a whole. KB gives consideration to  this fact in developing its sponsorship and donation activities.

The Bank's strategy in the area of public service projects is founded on such essential values uniting all employees of the Société Générale Group as innovation, professionalism and team spirit. In its role as a sponsor and donor, Komerční Banka is oriented to three principal areas: culture, education and amateur sports.

Its most important cultural project consists in supporting the artistic activities of the National Theatre, a symbol of Czech national identity and cultural history. Komerční banka also sponsors important concerts of the Prague Symphonic Orchestra. With support from the Bank, gifted young musicians have an opportunity to attend the French-Czech Musical Academy in Telč, which offers young talents two-week stays in the company of prominent musical instructors from the Czech Republic and France. The French Film Festival is another sponsorship activity. 

An example of the Bank’s support of amateur sports is its continuing co-operation with the Czech Rugby Union. Komerční banka supports rugby in general, meaning that money goes not just to the national team, but also to support all other teams active in the Czech Republic.

Each year, Komerční banka also sponsors the Czech Association of Disabled Athletes. In 2004, KB’s contribution helped members of the Association participate in the Para-Olympic games, where Czech athletes placed 12th from 140 teams and the Association’s representatives brought home 25 of the total 35 medals won by the Czech delegation.

Co-operation with a number of Czech universities is a Komerční banka tradition. Again in 2004, the Bank developed further its partnerships with the University of Economics, Prague, the University of Mining, Ostrava, and the Czech Technical University. This co-operation focuses especially upon sponsoring professional conferences and seminars, providing scholarships to selected students and contributing funds to finance internships for students to learn abroad. Selected students were able to gain practical experience in the subject areas of their studies by participating in professional internships or projects directly within Komerční banka. The Bank is a traditional and long-term partner in the Czech Republic for the international student-run organisations AIESEC and IASTE. It provides student organisations financial support for their job fairs in the Czech Republic, and it actively participates in these fairs. 

Public service projects are supported not only by the Bank as an institution, but also by the Bank's employees through the Jistota Foundation. This Foundation is financed both from the Bank's contributions as well as those from individual employees. 

The Jistota Foundation contributed CZK 1.5 million to the Livie and Václav Klaus Foundation to support the "Head Start to Life" project. This contribution will help children from orphanages to get through the potentially difficult period of achieving independence. 

The Jistota Foundation has become a general partner in the project of the Archa Chantal Foundation called "The Puppet's World in a Theatre Cabinet" aiming to improve the environment of the outpatient phoniatrics clinic at Prague’s General Hospital. 

The Jistota Foundation also supports a number of other projects, for example in the field of healthcare. It has contributed financially to hospitals in Turnov, České Budějovice, Zlín, Uherské Hradiště, Karlovy Vary and Ostrava. These contributions are used to upgrade medical instruments in the hospitals and to improve the overall environment of the healthcare institutions. 

In January 2005, the Foundation donated more than CZK 2.4 million to the Czech Red Cross as aid to the areas in South-East Asia impacted by the tsunami floods.

Corporate Social Responsibility

Komerční banka puts great emphasis on its social responsibility, which includes especially to be transparent and to promote sustainable development in all its activities, to cultivate long-term and high-quality relations with all its stakeholders, and to give appropriate attention to environmental policy and sponsorship activities. As Société Générale became in 2001 a signatory to the United Nations Environment Programme Statement by Financial Institutions on the Environment and Sustainable Development in 2001 and to the Global Compact (as a member of the National Council for Sustainable Development) in 2003, Komerční banka is also committed to operate in a manner consistent with the main principles of sustainable development, social responsibility and environmental protection, as well as to enhance its social and environmental reporting.
Comments on the IFRS Unconsolidated Financial Results 
In accordance with International Financial Reporting Standards (IFRS) Komerční banka reported an unconsolidated and audited net profit of CZK 9,302 million for 2004. KB managed to maintain its level of profitability from the previous year as the net result increased slightly by 0.4%. Very good business performance in both retail and corporate banking along with efficient cost control led to a growth in net operating income of 8.2%. Since 1 January 2004, the effects of revalutions to fair value of available-for-sale securities, which had been included in the profit and loss statement through the end 2003, began to be reported in the equity. On a comparable basis, therefore, the 2004 net result would increase by 1.5% and net operating income by 9.2%. The year-on-year development of the Bank’s net result was also impacted by lower release of general provisions in 2004 and the more important one-off items in 2003. Significantly lower one-off gains in 2004 were more than offset by successful business performance and strict cost control. 

The main drivers of the 2004 result and a year-on-year comparison are described below: 

Profit and Loss Statement

Net interest income

The total level of net interest income recorded an upturn and increased to CZK 12,763 million, i.e. by 6.9% compared to 2003. Significant growth in volumes of client loans, and especially of retail and SME loans, led to a more favourable assets structure, and stable development of customer deposits offset continuously increasing competition in the market. The level of net interest income was positively influenced somewhat by growing market interest rates in 2004, as the CNB’s two-week repo rate increased from 2.00% to 2.25% in June and to 2.50% in August 2004. 

Net fees and commissions

In 2004, net fees and commissions amounted to CZK 8,886 million, which is a year-on-year increase of 2.0%. Non-FX fees and commissions of CZK 7,125 million represent 80% of this item, and these are mainly comprised of fee income from payment transactions, direct banking services, account maintenance, loan administration and the payment cards business. This part of fee income grew by 5% year on year, driven by increasing volumes of granted loans and growing utilisation of payment cards and direct banking channels. FX fees and commissions represent 20% of the total fee income and continued in their downward trend from the previous period. They declined by 8.4% to CZK 1,761 million. 

Net profit from financial operations

Net profit from financial operations results from trading in securities along with FX and derivatives operations. It amounted to CZK 605 million, mainly due to profits from client FX operations. Starting in January 2004 the changes in the fair values of the available-for-sale (AFS) portfolio have become a part of the equity. Through the end of 2003, however, some CZK 93 million had been included in the profit and loss statement. On a like-to-like basis net profit from financial operations decreased by 14.4%.

Other income

Other income increased by 16.9% compared to 2003 and totalled CZK 463 million. The main driver was higher dividends received from KB subsidiaries and associates. These rose by 41% year on year, especially thanks to an extraordinary dividend received from the company MUZO, which was sold in the first half of 2004.

Net banking income

Net banking income increased by 4.0% to CZK 22,717 million.

Operating costs

Operating costs amounted to CZK 11,792 million and were basically stable compared to 2003’s CZK 11,750 million. As the year 2004 was negatively impacted by the increase in the value-added tax and by doubling of the contribution to the Deposit Insurance Fund, this stable development of costs confirms the Bank’s successful cost management and increasing efficiency.
Personnel expenses decreased by 11.4% to CZK 4,799 million. The Bank finalised rationalisation of its back-offices. A selected part of support activities was outsourced, domestic payments processing was centralised into two regional centres and the Bank’s operations were further optimised. As a result the average number of employees declined year on year by 11% to 7,855 for 2004.

The level of general administrative expenses stood at CZK 5,284 million. The year-on-year increase of 9.9% was impacted by additional costs of CZK 311 million dedicated to the insurance of deposits. The Bank’s expenses were also negatively influenced by the increase in the value-added tax in January and May 2004. However Komerční banka succeeded in achieving further internal cost savings stemming mainly from the rationalisation of its operations.

The total charge for depreciation, impairment and disposal of fixed assets came to CZK 1,709 million, which is a growth of 12.1% compared to 2003. 

Net operating income

Very good business performance in both retail and corporate banking and efficient cost control led to a growth of net operating income of 8.2% to CZK 10,925 million.

Cost of Risk

Cost of risk includes provisions for loan losses, for impairment of securities and provisions for other risk expenses. In 2004 it amounted to a net release of CZK 1,341 million compared to the net release of CZK 2,473 million in 2003. 

The net release of provisions and reserves for loan losses of CZK 1,557 million was impacted mainly by the release of general tax-deductible provisions amounting to CZK 2,375 million in the fourth quarter of the year. In 2003, CZK 2,830 million of general tax-deductible provisions had been released. 

Considered in the context of growth in the loan portfolio, the cost of credit risk, at 37 bp, remained unchanged compared to the end of 2003.

Provisions for impairment of securities amounted to a charge of CZK 85 million and were connected solely to development in the CDO portfolio. That compares to a charge of CZK 74 million in 2003. During the year the Bank sold a part of this portfolio. Beginning from January 2004, the changes in the fair values of the CDO portfolio have been written directly to equity. Only impairment of the CDO portfolio is booked to the profit and loss statement. 

In the last quarter of 2004, a new line, provisions for other risk expenses, was created. This is dedicated to legal and certain operational risks. As at the end of the year, CZK 131 million was charged to this line. Previously these items had been included under the lines general administrative expenses and depreciation, and the total entered there for 2003 had been CZK 35 million.

Profit on subsidiaries and associates

Profit on subsidiaries and associates stood at CZK 889 million driven by the sale of the Bank’s stake in the company MUZO during the first half of the year.

Tax charge

Income tax totalled CZK 3,853 million, i.e. a 4.2% decrease compared to 2003. This was favourably influenced by the decrease in the statutory corporate income tax from 31% to 28%. 

Net profit

Komerční banka’s net profit for 2004 amounted to CZK 9,302 million. KB essentially maintained its level of profitability from the previous year, as the net result increased by just 0.4%. On a basis comparable to that of 2003, it would have increased by 1.5%. 

Balance Sheet

Total assets remained stable at CZK 448.3 billion.

ASSETS

Cash and current accounts with banks

Cash and current accounts with banks, including obligatory minimum reserves deposited with the Czech National Bank (CNB), ended 2004 at CZK 10.1 billion, which was 17.8% lower than a year earlier. The obligatory minimum reserves earn interest equal to the CNB’s two-week repurchase rate, which stood at 2.50% at the year’s end.

Amounts due from banks

Amounts due from banks rose from CZK 201.6 billion at the end of 2003 to CZK 231.2 billion as at the end of 2004. Advances due from the CNB backed by securities issued by the CNB or Ministry of Finance of the Czech Republic (i.e. repo transactions) increased by 4% to CZK 173.1 billion. Amounts due from banks also include bonds issued by Société Générale that are not designated for trading in the amount of CZK 15.1 billion. Responding to market conditions, the issuer prepaid part of the bonds in the volume of CZK 4 billion during the year. This prepayment had no material impact on the Bank’s financial results.

Trading securities

Trading securities in the KB portfolio amounted to CZK 9.6 billion at the end of 2004, representing a year-on-year decrease of 62.4% compared to the end of 2003. This change reflects an almost CZK 20 billion reduction of treasury bills in the portfolio.

Due from Česká konsolidační agentura

Loans to Česká konsolidační agentura (CKA) decreased year on year from CZK 24.3 billion to CZK 2.9 billion, of which CZK 2.1 billion represent a loan given in March 2000 for the purpose of re-financing transfer of the Bank‘s classified assets and which is to be due in March 2005.

Net loans and advances to customers 

Net loans and advances to customers totalled CZK 153.8 billion and rose by 17.4% compared to year-end 2003. 

Gross loans to customers, including bills of exchange and forfaits, totalled CZK 157.8 billion. This item also includes debt securities acquired under initial offerings and not designated for trading of CZK 1.3 billion and other advances to customers. 

The loan portfolio’s quality increased despite dynamic loan growth in 2004. The share of standard loans in the total portfolio increased from 80.1% to 83.5%, while the share of loans under special review (categories substandard, doubtful and loss) decreased by 1.7 percentage points to 5.7%.

The balance of specific loan provisions stood at CZK 5.3 billion, which was 42.9% less than at the close of 2003. This item also included in 2003 the general reserve for risks and uncertainties connected with the loan portfolio. The balance of this reserve had been CZK 4.0 billion as at 31 December 2003. In the last quarter of 2004, a total of CZK 2.4 billion was released and the remainder was allocated to the Bank’s on-going commitments. This reserve is included in the line for accruals, provisions and other liabilities.

Securities available for sale

The portfolio of securities available for sale declined from CZK 22.7 billion at year-end 2003 to CZK 12.4 billion, mainly due to a reduction in bonds held by the Bank. This decrease reflects the sale and repayment of Czech Government bonds and developments in the portfolio of asset backed securities (CDO). The CDO portfolio is regularly evaluated by a model that analyses the CDOs‘ underlying assets. The Bank sold part of this portfolio in the nominal volume of USD 29 million during the latter part of the year. The carrying value of this portfolio, reflecting the sale, revaluations and creation of provisions, was CZK 5.9 billion as at 31 December 2004.

Investments held to maturity

As at 31 December 2004, the portfolio held to maturity comprised government bonds of countries within the European Monetary Union in the amount of CZK 985 million. The structure of the portfolios available for sale and held to maturity reflects the Bank’s investment strategy, which is to maximise interest revenues within limits set in consideration of interest rate risks.

Investments in subsidiaries and associates

The total value of KB’s investments in subsidiaries and associates rose during 2004 from CZK 1.4 billion to CZK 1.8 billion. This increase reflects share capital increases in Franfinance Consumer Credit, s. r. o. (now Essox, s. r. o.) of CZK 125 million and in Komerční pojišťovna of CZK 200 million (in order to meet the capital requirements arising from the Insurance Act). The equity increase was effected in March 2004. With the objective of reducing accumulated losses brought forward, the Bank decided in November 2004 to make another settlement of Komerční pojišťovna’s losses through decreasing the share capital by CZK 205 million. That share capital decrease had not yet been entered into the Companies Register by the end of 2004.

In February 2004, the Bank sold its 52.6% share in MUZO for USD 34.7 million.

LIABILITIES AND SHAREHOLDER’S EQUITY
Amounts due to banks

Amounts due to banks remained stable at the level of CZK 18.5 billion.

Amounts due to clients

Amounts due to clients increased by 3.6% year on year to CZK 362.0 billion. This slight rise was driven mainly by growing volumes in current accounts (i.e. by 4.9% to CZK 212.3 billion) and an increased level of loans accepted from clients (by CZK 9.9 billion to CZK 43.6 billion). On the other hand, the volume of term and saving deposits decreased by 5.6% to CZK 100.6 billion.

Certificated debt

Komerční banka’s certificated debt decreased significantly compared to year-end 2003, falling from CZK 21.3 billion to CZK 9.3 billion. This decline was driven by repayment of bonds issued by KB in the amount of CZK 11.4 billion and of mortgage bonds totalling CZK 5.8 billion. During 2004, new mortgage bonds in the nominal value of CZK 4.8 billion were issued. This amount comprises completion of the first issue from 2003 in the nominal value of CZK 2.4 billion. 

Accruals, provisions and other liabilities

This item totalled CZK 8.7 billion as at the end of 2004, down 26.3% from 2003. The decrease was due mainly to settlement of the State Guarantee with Česká konsolidační agentura (CKA), in that there had been an advance payment of CZK 5.9 billion reported here at the end of 2003. As at the end of 2004 the reserve held for coverage of existing on-going commitments and for the off-balance sheet liabilities was realocated here. The level of this reserve amounted to CZK 1.6 billion.

Shareholders’ equity

Total shareholders‘ equity increased by 8.2% to CZK 43.7 billion. This includes the net profit of CZK 9.3 billion for 2004. During 2004, dividends totalling CZK 7.6 billion were paid to KB shareholders.

Changes in the fair values of hedging derivatives are reported as a part of shareholders‘ equity, specifically in the reserve for hedging instruments. The balance of this reserve as at 31 December 2004 was CZK 2.8 billion. The fair values of hedging derivatives depend on developments in market rates of interest, and these changes do not directly impact the Bank’s financial result.

Since the beginning of 2004, changes in the fair values of securities available for sale also are reported in shareholders‘ equity. This change in accounting method brought a starting revaluation level of CZK 191 million as at 1 January 2004.  As at the end of 2004, this reserve for revaluation of securities available for sale amounted to CZK 236 million.

Komerční banka Financial Group

As at 31 December 2004 KB Financial Group (the Group) consisted of 12 companies controlled to some extent by the Bank. Ten of the companies within the Group were subsidiaries wherein KB held controlling interests, while two were affiliated companies within which it held influential ownership interests. 

Structure of the Group

The Group is structured in such a way as to provide customers access to a full range of products, including some which are not directly available from KB itself. As can be clearly observed from the diagram below, the scope of the offer is complete both for retail and for corporate clientele. The diagram also shows those Société Générale entities that are active on the Czech market, in which KB has no direct interest but does have extensive commercial co-operation.
In addition to the Group companies, KB maintained several strategic positions of 20% ownership or less, including in Českomoravská zaruční a rozvojová banka, a.s. (13%) and Burza cenných papírů Praha, a.s. (the Prague Stock Exchange, 7.9%).

Group restructuring

The restructuring process launched in 2002 with the aim of replicating the successful business model adopted by Société Générale in other regions continued successfully also in 2004 and is nearing its scheduled completion during 2005. 

The first element of the restructuring process focuses on the close involvement of specialised Société Générale subsidiaries in the KB Group – in particular SGAM (asset management) and SOGECAP (life insurance). SGAM and SOGECAP are involved in the management of IKS KB and Komerční pojišťovna, respectively. As a result, customers have access to the global asset management products of Société Générale, and a brand new line of top quality and modern insurance products has been built by Komerční pojišťovna that reflects SOGECAP’s international experience.

The second element of the restructuring process is further exploitation of potential synergies within the KB Group entities and closer co-operation with KB, especially in product development and distribution, marketing, assets and liabilities management, financial management, and risk management. KB’s distribution network is gradually strengthening its role in distributing the Group products, including to integrate the products of Group companies into product packages offered by KB.

Beyond the scope of KB Group, close co-operation was promoted with other Société Générale entities active on the local market. These include Société Générale Equipment Finance and ALD Automotive, where the products of car fleet management and operational leasing are being sold by KB under the KB Leasing and KB FleetLease brands, respectively.

The KB Group is also present in the Slovak Republic. Komerční banka Bratislava primarily provides banking services to corporate clients, while leasing services are offered through SG Equipment Finance and ALD Automotive.


[image: image4]
* Change in the company name effective since 1 January 2005. Untill 31 December 2004 the company‘s name was Všeobecná stavební spořitelna KB, a.s.

New acquisitions to the Group in 2004

Franfinance Consumer Credit, s. r. o. took over Essox Leasing, a. s. and the two companies were merged into Essox, s. r. o. on 31 July 2004. The main focus of the management during 2004 was on replicating Franfinance’s processes in order to make the most of Franfinance’s know-how and the opportunity to co‑operate with KB’s referred clients. As a result, the new financing extended by Essox during 2004 was more than double that of 2003 and totalled nearly CZK 1 billion. 

Essox renovated its entire range of products pertaining to both the consumer goods and car finance markets. In addition, innovative credit cards supported by a new IT system were successfully introduced in June 2004, and more than 25,000 cards had been activated as at year end. Cost control was achieved through concentrating operations in České Budĕjovice, while considerable improvements in risk management began to reflect Franfinance’s broad experience and superior technology. These efforts will be extended further during 2005. Essox expects to consolidate its already significant positions in the automotive finance market and to acquire new partners in the consumer goods area. Essox’s efforts to achieve client satisfaction were recognised in October 2004 in the form of an award from the Association of Czech Consumers.

Departures from the Group in 2004

In December 2003, KB concluded a contract for the sale of its share in MUZO to a company belonging to the Global Payments Group, an important provider of services in the field of the electronic processing of payments for individuals, businesses, financial institutions and government agencies. The transaction was completed in February 2004. KB’s objective was to find a long-term partner for MUZO who would provide it with the required expertise and would develop MUZO into a regional leader in the electronic processing market. KB is convinced that the Global Payments Group fulfils these requirements.

Consolidation

The table below discloses the method of consolidation applied for each Group entity. Certain Group companies were not included in the consolidation. Reasons for non-inclusion in the consolidation are set out below.

Penzijní fond Komerční banky

Although KB exercises full control over the company, Czech legislation regarding pension insurance allows only 10% of the reported annual profits to be distributed to shareholders. The remaining 90% of profits are distributable to the policyholders (85%) and to the reserve fund (5%). Therefore, the management does not consider it appropriate to consolidate this entity. 

ALL IN, ASIS, ALL IN REAL ESTATE Leasing and Czech Banking Credit Bureau were not consolidated on grounds of materiality. 

Subsidiaries and associate companies in the KB Financial Group

	Company
	Share capital
	KB participation in the share capital – nominal
	KB participation in the share capital – relative
	Net book value
	Nominal value per share
	Consolidation method

	
	
	
	%
	
	
	

	CZK thousand
	
	
	
	
	
	

	DOMESTIC PARTICIPATION
	
	
	
	
	
	

	Komerční pojišťovna, a. s.
	808,000     
	808,000  
	100   
	589,540
	100 and 50
	Full

	Penzijní fond Komerční banky, a. s.
	200,000     
	200,000  
	100   
	230,000  
	100  
	None

	Modrá pyramida stavební spořitelna, a. s.*
	500,000     
	200,000  
	40   
	220,000  
	100  
	Equity

	ESSOX, s.r.o.
	245,221
	124,898
	50.9
	124,898
	-
	Full

	Factoring KB, a. s.
	84,000     
	84,000  
	100   
	90,000  
	100 and 10
	Full

	Investiční kapitálová společnost KB, a. s.
	50,000     
	50,000  
	100   
	75,000  
	100  
	Full

	ALL IN, a. s., v likvidaci
	44,517     
	44,517  
	100   
	44,517  
	213  
	None

	ALL IN REAL ESTATE Leasing, a.s.
	2,000
	2,000
	100
	4,170
	100
	None

	ASIS, a. s., v likvidaci
	1,000
	1,000
	100
	1,000
	100
	None

	Czech Banking Credit Bureau, a.s.
	1,200
	240
	20
	240
	10
	None

	Total
	---
	1,514,655
	---
	1,379,365
	---
	---

	
	
	
	
	
	
	

	FOREIGN PARTICIPATION
	
	
	
	
	
	

	Komerční banka Bratislava, a. s.**
	393,150
	393,150  
	100   
	466,499  
	100 000 SKK
	Full

	Komercni Finance, B. V.***
	553
	553  
	100   
	653  
	453,8 EUR
	Full

	Total
	---
	393,703
	---
	467,152
	---
	---

	
	
	
	
	
	
	

	Total
	---
	1,908,358
	---
	1,846,517
	---
	---


* 
Change in the company name effective since 1 January 2005. Untill 31 December 2004 the company‘s name was Všeobecná stavební spořitelna KB, a.s.

** 
CZK/SKK exchange rate 0.78630 as at 31December 2004 (ČNB)

*** 
CZK/EUR exchange rate 30.465 as at 31December 2004 (ČNB)

Factoring KB, a. s.

Shareholder Structure

Komerční banka 100%

Core Business

Factoring 

Market position


Fourth place on the factoring market by size of the factoring portfolio

Main Products

Domestic factoring

Foreign factoring

Reverse factoring

Financial Summary

	CAS  CZK thousand                        
	31. December 2004
	31. December 2003

	Total Assets
	3,572,783
	2,882,118

	Factoring Portfolio
	3,490,348
	2,796,832

	Shareholders´ Equity
	144,614
	126,995

	Share Capital
	84,000
	84,000


	Net Factoring Income
	141,697
	116,036

	Profit Before Tax
	28,901
	13,436

	Profit After Tax
	17,973
	8,618


Contact

	Factoring KB, a. s
	Tel.: +420 222 825 111

	Na Poříčí 36, P.O. Box 59 
	Fax: +420 224 814 628

	110 02 Praha 1
	E-mail: info@factoringkb.cz

	IČ 25148290
	Internet: www.factoringkb.cz


Investiční kapitálová společnost KB, a. s.                   

Shareholder Structure

Komerční banka 100% 

Core Business

Creation and managements of mutual fond and management of pension fund assets

Market position


Third place on the market managing 14% of total assets under management on the Czech market.

Rating

Baa/czAa according to the CRA Rating agency

Funds Under Management

IKS peněžní trh – money market fund, investment period up to 1 year

IKS dluhopisový – fixed income and money market fund, investment period 1 + years

IKS plus bondový – fixed income fund, investment period 2+ years

IKS globální – mixed fund, investment period 3+ years

IKS balancovaný – mixed fund, investment period 3+ years

IKS fond fondů – fund of funds, investment period 5+ years

IKS fond světových indexů - equity fund, investment period 5+ years

MAX I – world guaranteed fund, investment period 5 years, guarantee of minimal return on investment

MAX II – world guaranteed fund, investment period 5 years, guarantee of return of initial investment

Financial Summary

	CAS  CZK thousand                        
	31. December 2004
	31. December 2003

	Total Assets
	327,364
	376,606

	Shareholders´ Equity
	228,621
	319,232

	Share Capital
	50,000
	50,000

	Assets Under Management
	24,239,797
	24,169,851


	Management Fee Income
	370,260
	375,654

	Profit Before Tax
	134,516
	107,941

	Profit After Tax
	97,683
	74,046


Contact

	Investiční kapitálová společnost KB, a. s.
	Toll-free Line: +420 800 10 8888

	Dlouhá 34, č.p. 713
	Tel.: +420 224 008 888

	110 15 Praha 1
	Fax: +420 222 322 161

	IČ 60196769
	E-mail: info@iks.kb.cz

	
	www.iks-kb.cz 


Komerční banka Bratislava, a. s.                    

Shareholder Structure

Komerční banka 100% 

Core Business

Complete banking services for corporate clients

Trade finance and settlement between the Czech Republic and the Slovak Republic

Market Position


Niche position on the Slovak market (almost 1% of the Slovak market), focus on medium and large corporate clients with activities both on the Czech and Slovac market

Main Products

Short term and investment loans, guarantees

International payments

Foreign exchange instruments (spot, forward)

Derivatives

Interest rate instruments (forward rate agreements, swaps)

Money market deposits and loans

Issuance of MasterCard payment cards

Capital market operations

Trade finance

E-banking

Leasing products – KB Leasing, KB Fleet Lease

Cash pooling

Financial Summary

	IAS  CZK thousand                        
	31. December 2004
	31. December 2003

	Total Assets
	4,523,351
	2,876,551

	Loans to Customers
	1,689,745
	1,639,686

	Deposits from Customers and Financial Institutions
	3,869,530
	1,869,313

	Shareholders´ Equity
	589,087
	552,099

	Share Capital
	393,150
	393,550


	Net Interest Income
	99,045
	112,649

	Profit After Tax
	28,202
	56,072


CZK/SKK exchange rate 0.78630  as at December 31, 2002 (CNB)

Contact

	Komerční banka Bratislava, a. s.
	Tel:: +421 2 5293 2153-6

	Medená 6, p. p. 137 
	Fax: +421 2 5296 1959

	811 02 Bratislava
	E-mail: koba@koba.sk 

	Slovak Republic
	www.koba.sk

	Reg. No: 31395074
	


Komerční pojišťovna, a. s.                                 

Shareholder Structure

Komerční banka 100% 

Core Business

Insurance
Main Products
Capital life insurance (Vital)

Capital life insurance for corporate clients (Vital Corporate)

Collective insurance for consumer loans

Accident life insurance for mortgage loans 

Accident insurance covering the risk of death (Patron)

Credit card insurance (Merlin)

Travel insurance

Financial Summary*

	CAS  CZK thousand                        
	31. December 2004
	31. December 2003

	Total Assets
	7,710,346
	5,790,688

	Technical Reserves
	6,809,304
	5,141,503

	Shareholders´ Equity
	704,177
	325,600

	Share Capital
	808,000
	752,000


	Gross Premiums Written
	2,977,221
	3,232,526

	Investment Income
	244,514
	154,778

	Net Profit/Loss
	2,297
	-109,722


*unaudited

Contact
	Komerční pojišťovna, a. s.
	Tel.: +420 222 095 111

	Karolinská 1/650
	Fax: +420 224 236 696

	186 00 Praha 8 
	E-mail: servis@komercpoj.cz

	IČ 63998017
	www.komercpoj.cz


Penzijní fond Komerční banky, a. s.                

Shareholder Structure

Komerční banka 100% 

Core Business

Pension fund

Market Position
Third place on the pension fund market by assets under management

Sixth place on the pension fund market by number of clients

Rating
A-/CzAa- according to the CRA Rating agency (the highest rating among Czech pension funds)

Main Products

State-subsidised pension insurance

Financial Summary

	CAS  CZK thousand                        
	31. December 2004
	31. December 2003

	Total Assets
	13,409,558
	11,066,537

	Total Volume on Client Accounts
	12,242,098
	10,290,396

	Shareholders´ Equity
	1,099,795
	743,099

	Share Capital
	200,000
	200,000


	Net Financial Income
	635,500
	546,459

	Profit Before Tax
	447,615
	361,637

	Profit After Tax
	439,735
	365,097


Contact
	Penzijní fond Komerční banky, a. s.
	Tel.:+420 272 173 111, 272 173 173-5

	Lucemburská 7/1170
	Fax: +420 272 173 176, 272 173 171

	130 11 Praha 3
	E-mail: pf-kb@pf-kb.cz

	IČ 61860018
	www.pfkb.cz


ESSOX, s. r. o.

Shareholder Structure

Komerční banka 51%  

FRANFINANCE SA 49%

Core Business

Providing consumer financing, credit cards and car leasing 

Market position

5% share on the market of non-banking consumer financing 

Main Products

Consumer loan

Credit card

Car leasing

Financial Summary

	IFRS, CZK thousand
	31 December 2004

	Total assets
	1,212,936

	Shareholders‘ equity
	148,234

	Share capital
	245,221

	Loans to clients
	989,294


	Net interest income
	119,022

	Result before taxes
	-64,551


Contact

	ESSOX, s. r. o.
	Tel.: +420 387 881 111, +420 389 010 111

	Senovážné nám. 231/7
	Fax: +420 387 881 270, +420 389 010 270

	370 01 České Budějovice
	E-mail: essox@essox.cz

	IČ: 267 64 652
	Internet: www.essox.cz


Modrá pyramida stavební spořitelna, a. s. *
Shareholder Structure

BHW Holding AG 50%

Komerční banka 40%

Česká pojišťovna 10%

Core Business

Building society

Market Position


Significant position on the market of building saving
Main Products

State-subsidised building savings accounts

Bridging loans

Building savings loans

Financial summary
	CAS  CZK thousand                        
	31. December 2004
	31. December 2003

	Total Assets
	51,492,090
	43,449,276

	Total Loans
	15,404,216
	13,165,654

	Shareholders´ Equity
	1,339,944
	1,521,741

	Share Capital
	500,000
	500,000


	Interest Margin
	643,886
	559,105

	Profit Before Tax
	73,585
	264,798

	Profit After Tax
	32,053
	213,850


Contact
	Modrá pyramida stavební spořitelna, a. s.
	Tel.: +420 222 824 111

	Bělehradská 128, č.p. 222
	Fax: +420 222 824 113

	P.O.Box 40
	E-mail:  info@mpss.cz

	120 21 Praha 2
	Internet: www.mpss.cz
             www.modrapyramida.cz

	IČ 60192852
	


* Change in the company name effective since 1 January 2005. Untill 31 December 2004 the company‘s name was Všeobecná stavební spořitelna KB, a.s.
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