. KB

Komer €éni banka, a.s.
CONSOLIDATED FINANCIAL STATEMENTS
PREPARED IN ACCORDANCE WITH INTERNATIONAL
FINANCIAL REPORTING STANDARDS
FOR THE YEAR ENDED 31 DECEMBER 2006



. KB

Table of Contents

Independent Auditor’s Report
Consolidated Financial Statements under IFRS
Consolidated Profit and Loss Statement
Consolidated Balance Sheet
Consolidated Statement of Changes in Shareholders’ Equity
Consolidated Cash Flow Statement

Notes to the Consolidated Financial Statements



N KB

INDEPENDENT AUDITORS’ REPORT FOR THE SHAREHOLDERS
OF KOMERCNI BANKA, a.s.



Consolidated Profit and Loss Statement

Year ended 31 December 2006

Interest income

Interest expense

Net interest income

Net fees and commissions
Net profit/(loss) on financial operations
Other income

Net banking income

Personnel expenses
General administrative expenses
Depreciation, impairment and disposal of fixed assets

Total operating expenses

Profit/(loss) attributable to exclusion of companies from
consolidation

Income from share of associated undertakings

Profit before provision for loan and investment
losses, other risk and income taxes

Provision for loan losses
Provisions for impairment of securities
Provisions for other risk expenses

Cost of risk

Profit or loss on unconsolidated equity investments
Share of profit of pension scheme beneficiaries

Profit/(loss) before income taxes

Income taxes

Net profit/(loss)

Profit attributable to the Bank’s equity holders
Minority profit/(loss)

Earnings/(loss) per share (in CZK)

The accompanying notes are an integral part of these consolidated financial statements.

Note

10
11

12
12

13

14

16

Year ended Year ended
31 December 31 December
2006 2005
CZKm CZKm
26,010 21,195
(9,855) (6,552)
16,155 14,643
8,769 8,736
1,273 1,238
105 (115)
26,302 24,502
(5,213) (5,032)
(5,544) (5,302)
(1,661) (1,801)
(12,418) (12,135)
Q) 95

184 106
14,067 12,568
(1,536) (797)
6 (179)

(260) 505
(1,790) (471)
0 14

(462) (546)
11,815 11,565
(2,695) (2,654)
9,120 8,911
9,123 8,960
3 (49)
240.13 234.44
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Consolidated Balance Sheet
As of 31 December 2006

Assets

Cash and current balances with central banks
Amounts due from banks

Financial assets at fair value through profit or loss
Positive fair value of financial derivative transactions
Loans and advances to customers, net

Securities available for sale

Investments held to maturity

Prepayments, accrued income and other assets
Income taxes receivable

Assets held for sale

Investment property

Goodwill

Intangible fixed assets, net

Tangible fixed assets, net
Investments in associates and unconsolidated
subsidiaries, net

Total assets

Liabilities

Amounts due to banks

Amounts due to customers

Negative fair value of financial derivative transactions
Securities issued

Accruals and other liabilities

Provisions

Income taxes payable

Deferred tax liability

Subordinated debt

Total liabilities

Shareholders’ equity

Share capital

Share premium and reserves
Minority equity

Total shareholders’ equity

Total liabilities and shareholders’ equity

The accompanying notes are an integral part of these consolidated financial statements.

Note

17
18
19
44
20
21
22
23
14
24
25
26
27
28

29

30
31
44
32
33
34
14
35
36

37

31 December

31 December

2006 2005
CZKm CZKm
15,000 9,328

208,696 246,785
14,697 7,593
11,115 11,240

252,505 189,212
72,150 30,208

3,300 3,438
5,350 3,402
169 618
613 826
223 239
2,903 162
2,383 2,155
8,017 7,627
434 1,023

597,555 513,856
14,594 32,824

480,107 388,431

6,034 4,317
24,349 22,672
12,814 10,312
2,273 3,488
1 5

783 480
6,002 0

546,957 462,529
19,005 19,005
31,013 32,298

580 24
50,598 51,327
597,555 513,856

These financial statements were approved by the Board of Directors on 27 February 2007.

Signed on behalf of the Board of Directors:

Laurent Goutard

Philippe Rucheton

Chairman of the Board of Directors and CEO

Vice-Chairman of the Board of Directors and Deputy CEO
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Consolidated Statement of Changes in Shareholders’ Equity
Year ended 31 December 2006

Share Capital Hedging Revalu Revaluation Total Minority Total,
capital and instruments -ation  of available- interest  including
reserve gains for-sale minority

funds and or securities interest

undistribu losses

ted profit*

CZKm CZKm CZKm CZKm CZKm CZKm CZKm CZKm

Balance at 31 December 2004 19,005 22,401 2,813 (31) 553 44,741 73 44,814
Cash flow hedging
- net fair value, net of tax 0 0 3,048 0 0 3,048 0 3,048
- transfer to net profit, net of tax 0 0 (1,705) 0 0 (1,705) 0 (1,705)
Currency translation from foreign
investments 0 0 0 ) 0 ) 0 (1)
Gains or losses on available-for-sale
securities, net of tax 0 0 0 0 66 66 0 66
Gains or losses on available-for-sale
securities - associates, net of tax 0 7 0 0 0 7 0 7
Treasury shares, other 0 (6) 0 0 0 (6) 0 (6)
Dividends 0 (3,801) 0 0 0 (3,801) 0 (3,801)
Business combinations 0 0 0 0 0 0 0 0
Net profit for the period 0 8,960 0 0 0 8,960 (49) 8,911
Balance at 31 December 2005 19,005 27,561 4,156 (38) 619 51,303 24 51,327
Cash flow hedging
- net fair value, net of tax 0 0 358 0 0 358 0 358
- transfer to net profit, net of tax 0 0 (1,667) 0 0 (1,667) 0 (1,667)
Currency translation from foreign
investments 0 0 0 19) 0 (19) 0 19)
Gains or losses on available-for-sale
securities, net of tax 0 0 0 0 571 571 0 571
Gains or losses on available-for-sale
securities - associates, net of tax 0 (3) 0 0 0 (3) 0 3)
Treasury shares, other 0 (146) 0 0 0 (146) 0 (146)
Dividends 0 (9,502) 0 0 0 (9,502) 0 (9,502)
Business combinations 0 0 0 0 0 0 559 559
Net profit for the period 0 9,123 0 0 0 9,123 (3) 9,120
Balance at 31 December 2006 19,005 27,033 2,847 (57) 1,190 50,018 580 50,598

Note:/* Capital and reserve funds and undistributed profit consist of statutory reserve funds, other funds created from profit and retained

earnings.

The accompanying notes are an integral part of these consolidated financial statements.

Komeréni banka, a.s. Page 3



Consolidated Cash Flow Statement

Year ended 31 December 2006

Year ended Year ended Year ended Year ended

31 Dec 31 Dec 31 Dec 31 Dec
2006 2006 2005 2005

CZKm CZKm CZKm CZKm

Cash flows from operating activities

Interest receipts 23,556 20,753

Interest payments (8,824) (6,322)

Commission and fee receipts 9,894 9,757

Commission and fee payments (1,104) (863)

Other income receipts 115 2,036

Cash payments to employees and suppliers, and other

payments (10,350) (9,185)

Operating cash flow before changes in operating ass ets

and operating liabilities 13,287 16,176

Due from banks 38,153 (12,270)

Loans and advances to customers (38,204) (31,531)

Securities held for trading (7,196) 1,969

Other assets (693) (462)

Total (increase)/decrease in operating assets (7,940) (42,294)

Amounts due to banks (22,816) 11,681

Amounts due to customers 36,058 11,923

Other liabilities 2,112 1,730

Total increase/(decrease) in operating liabilities 15,354 25,334

Net cash flow from operating activities before taxes 20,701 (784)

Income taxes paid (1,931) (4,101)

Net cash flows from operating activities 18,770 (4,885)

Cash flows from investing activities

Dividends received 139 55

Purchase of investments held to maturity 0 (1,155)

Maturity of investments held to maturity * 127 108

Purchase of securities available for sale (17,303) (13,768)

Sale of securities available for sale* 9,885 9,580

Purchase of tangible and intangible fixed assets (1,695) (1,538)

Sale of tangible and intangible fixed assets 157 879

Purchase of investments in subsidiaries and associates (4,048) (2)

Sale of investments in subsidiaries and associates 6 670

Net cash flow from investing activities (12,732) (5,171)

Cash flows from financing activities

Paid dividends (9,425) (3,780)

Securities issued 3,593 13,778

Securities redeemed* (996) (639)

Subordinated debt 6,000 0

Increase in capital — minority interest 560 0

Net cash flow from financing activities (268) 9,359

Net (decrease) increase in cash and cash equivalent s 5,770 (697)

Cash and cash equivalents at beginning of year 8,107 8,804

Cash and cash equivalents at end of year  (see Note 38) 13,877 8,107

Note: /* The amount also includes received and paid coupons.

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to the Consolidated Financial Statements
Year ended 31 December 2006
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Notes to the Consolidated Financial Statements
Year ended 31 December 2006

1 Principal activities

The Financial Group of Komeréni banka, a.s. (the ‘Group’) consists of Komeréni banka, a.s. (the
‘Bank’) and 9 subsidiaries and associated undertakings. The parent company of the Group is the Bank
which is incorporated in the Czech Republic as a joint stock company. The principal activities of the
Bank are as follows:

l. Providing loans, advances and guarantees in Czech Crowns and foreign currencies;
Il. Acceptance and placement of deposits in Czech Crowns and foreign currencies;
M. Providing current and term deposit accounts in Czech Crowns and foreign currencies;

V. Providing banking services through an extensive branch network in the Czech Republic;
V. Treasury operations in the interbank market;

VI. Servicing foreign trade transactions; and

VILI. Investment banking.

The Bank generates a substantial proportion of the Group’s income and represents substantially all of
the assets and liabilities of the Group.

The registered office address of the Bank is Na Pfikopé 33/969, 114 07 Prague 1.

In addition to its operations in the Czech Republic, the Group has operations in Slovakia through its
subsidiary Komeréni banka Bratislava, a. s. and in Belgium through its subsidiary Bastion European
Investment S. A.

The Bank’s ordinary shares are publicly traded on the Prague Stock Exchange. Société Générale is
the Bank’s majority shareholder, holding 60.35 percent (2005: 60.35 percent) of the Bank’s issued
share capital.

The main activities of subsidiary companies of the Bank as of 31 December 2006

Direct Group Registered
Company’s name holding %  holding %  Principal activity office
Penzijni fond Komeréni banky, a. s. 100.0 100.0 Pension fund Prague
Komeréni banka Bratislava, a. s. 100.0 100.0 Banking services Bratislava
Modra pyramida stavebni spofitelna, a. s. 100.0 100.0 Building society Prague
Factoring KB, a. s. 100.0 100.0 Factoring Prague
ALL IN REAL ESTATE LEASING, a. s. 100.0 100.0 Support banking services Prague
Bastion European Investment S. A. 99.98 99.98 Financial services Brussels

Ceské

ESSOX, s. r. 0. 50.9 50.9 Consumer loans, leases Budéjovice

The main activities of associated companies of the Bank as of 31 December 2006

Direct Group Registered
Company’s name holding % holding %  Principal activity office
Komeréni pojistovna, a. s. 49.0 49.0 Insurance Prague

Data collection for credit
CBCB - Czech Banking Credit Bureau, a. s. 20.0 20.0 risk assessments Prague
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Notes to the Consolidated Financial Statements
Year ended 31 December 2006

2 Events for the year ended 31 December 2006

The Bank’s dividend in respect of the year ended 31 December 2005

At the General Meeting of the Bank held on 26 April 2006, the shareholders approved a dividend for
the year ended 31 December 2005 of CZK 250 per share before tax. The dividend was declared in the
aggregate amount of CZK 9,502 million in respect of the net profit of CZK 8,691 million generated for
the year ended 31 December 2005 and retained earnings of CZK 811 million.

Changes in the Group

In July 2006 the Bank increased the equity of Bastion European Investment S. A. (Belgium) by EUR
134 million (CZK 3,812 million). The Bank’s investment in this entity increased to 99.98 percent (2005:
99.84 percent) and the nominal value of the shares was changed from EUR 100 to EUR 1.

On 7 September 2006 the Bank and BHW Holding AG (“BHW”) and Ceskéa pojistovna, a.s. (“CP")
entered into contracts for the sale of shares of Modra pyramida stavebni spofitelna, a.s. The Bank
acquired 50 percent and 10 percent of the shares from BHW and CP, respectively, for an aggregate
purchase consideration (purchase cost) of EUR 144 million (CZK 4,061 million). The cost includes the
stated purchase cost, costs associated with a foreign currency hedge of the transaction of CZK
29 million and other direct costs incurred in respect of the acquisition of these investments of CZK
13 million. The transaction was completed on 13 October 2006 and the Bank became the sole
shareholder of Modra pyramida stavebni spofitelna, a. s. As a result, the Group changed the
consolidation methods in 2006 from the equity method to the full method of consolidation. Goodwill
arising from the above mentioned acquisition is presented in accordance with IFRS 3 using the
provisional accounting methodology.

In November 2006, ESSOX s.r.0. increased its share capital from CZK 245 million to CZK 1,385
million. The Bank’s contribution amounted to CZK 580 million and its equity investment remained

unchanged.

The process of liquidation of Komercni Finance B. V. (Netherlands) was completed in 2006.
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Notes to the Consolidated Financial Statements
Year ended 31 December 2006

3 Principal accounting policies

The principal accounting policies adopted in the preparation of these consolidated financial statements
are set out below:

(a) Basis of accounting

The consolidated statutory financial statements are prepared in accordance and comply with
International Financial Reporting Standards (‘IFRS’) and IFRS as adopted by the European Union,
applicable for consolidated financial statements for the year ended 31 December 2006. As of the date
of issuance of these consolidated financial statements, IFRS as adopted by the European Union do
not differ from IFRS, except for portfolio hedge accounting under IAS 39 which has not been approved
by the EU. The consolidated financial statements are prepared on the accrual basis of accounting
whereby the effects of transactions and other events are recognised when they occur and are reported
in the financial statements of the periods to which they relate, and on the going concern assumption.
The consolidated financial statements include a balance sheet, a profit and loss statement,
a statement of changes in shareholders’ equity, a cash flow statement and notes to the financial
statements containing accounting policies and explanatory disclosures.

The consolidated financial statements are largely prepared under the historical cost convention, as
modified by the fair value remeasurement of available-for-sale financial assets, financial assets and
financial liabilities held for trading and all derivative contracts at the balance sheet date. Available-for-
sale non-financial assets are stated at the lower of the amount before classification in this category
and the estimated selling price less costs to sell. Assets that are not remeasured at fair value and
suffered impairment are stated at net recoverable amount.

Assets and liabilities are not offset unless expressly permitted by IFRS.

The Group entities maintain their books of account and prepare statements for regulatory purposes in
accordance with International Financial Reporting Standards, Czech Accounting Standards or those of
other jurisdictions in which the Group operates. The accompanying consolidated financial statements
are based on the accounting records, together with appropriate adjustments and reclassifications
necessary for fair presentation in accordance with IFRS.

The reporting currency used in the consolidated financial statements is the Czech Crown (‘CZK’) with
accuracy to CZK million.

(b) Basis of consolidation

Subsidiary undertakings, which are those companies in which the Bank, directly or indirectly, has an
interest of more than one half of the voting rights or otherwise has power to exercise control over the
operations, have been fully consolidated. Subsidiaries are consolidated from the date on which
effective control is transferred to the Bank and are no longer consolidated from the date of disposal.
All intercompany transactions have been eliminated.

Investments in unconsolidated subsidiaries are recognised in the consolidated balance sheet at cost
less any provisions.

Investments in associated undertakings are accounted for using the equity method of accounting.
These are undertakings in which the Bank has between 20 percent and 50 percent of the voting rights,
and over which the Bank exercises significant influence, but which it does not control. Equity
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Notes to the Consolidated Financial Statements
Year ended 31 December 2006

accounting involves recognising in the profit and loss statement the Group’s share of the associates’
profit or loss for the period. The Group’s interest in the associates is carried in the balance sheet at an
amount that reflects its share of net assets of the associates and includes goodwill on acquisition.

(c) Dates of recognition and derecognition of finan cial instruments from the Group’s balance
sheet

All financial assets with normal delivery terms are recognised using settlement date accounting. The
settlement (collection) date is the day on which the financial instrument is delivered (cash payment).
When settlement date accounting is applied, the financial asset is recognised on the day of receipt of
a financial instrument (sending of cash) and derecognised on the day of its provision (collection of
cash). However, for financial assets remeasured at fair value, the acquired financial asset is revalued
reflecting changes in its fair value from the purchase trade date to the sale trade date according to the
categorisation into an individual portfolio. Accrued interest on debt financial assets is recognised from
the purchase settlement date to the sale settlement date.

All loans and receivables are recognised when funds are provided to customers. Loans and
receivables are derecognised when fully repaid by the borrower. Assigned receivables are
derecognised when payment is collected from the assignee, and receivables which the Group decided
to write off are derecognised at the write-off date.

The Group remeasures derivative instruments at fair value from the purchase trade date to the
settlement date, that is, delivery of the last related cash flow.

The Group recognises and derecognises financial liabilities at the date on which all related risks and
costs attributable to the specific liability are transferred.

(d) Foreign currency translation

Assets and liabilities denominated in foreign currencies are reported in the financial statements in
CZK. At each balance sheet date:

0] Cash items denominated in foreign currencies are translated into CZK at the CNB mid-
rate ruling at the financial statements date;

(ii) Non-cash items denominated in foreign currencies, which are stated at historical cost, are
translated into CZK at the CNB mid-rate ruling at the transaction date; and

(iii) Non-cash items denominated in foreign currencies, which are measured at fair value, are
translated into CZK at the CNB mid-rate ruling at the date on which the fair value was
determined.

Income and expenses denominated in foreign currencies are recorded in Czech Crowns in the
accounting system of the Group and are therefore reported in the financial statements at the official
exchange rate prevailing as of the date of the transaction.

Gains or losses arising from movements in exchange rates after the date of the transaction are
recognised in ‘Net profit/(loss) on financial operations’.
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Notes to the Consolidated Financial Statements
Year ended 31 December 2006

(e) Cash and cash equivalents
Cash comprises cash on hand and cash in transit.

Cash equivalents are short-term, highly liquid investments that are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changes in value. Cash equivalents
are held for the purpose of meeting short-term cash commitments rather than for investment or other
purpose. Cash equivalents are presented in the relevant balance sheet lines according to their type.

In preparing its cash flow statement for the period, the Group includes in cash and cash equivalents at
the beginning and end of the period cash and balances with the central bank and current amounts due
from and to banks.

(f) Originated loans and provisions for loan impair ment

Loans originated by the Group by providing money directly to a borrower are categorised as loans
originated by the Group and are stated at amortised cost.

If there is any objective evidence that a loan may be impaired (deterioration of a debtor’s financial
health, payment default, etc), the amortised cost of the loan is reduced through a provision to its
estimated recoverable value. The provision is reduced or reversed if objective reasons for loan
impairment cease to exist or when the loan is sold or written off. Provisions are used when loans are
sold or written off. The Group recognises provisions against loan receivables only on an individual
basis. The portfolio approach would be applied if the Group identified impairment of loans at the
portfolio level. Further details about provisioning are set out in Note 44 to these financial statements.

The Group charges penalty interest to borrowers when a portion of the loan falls overdue. Pursuant to
the Group’s policies, penalty interest is not covered by the collateral set aside against the loan of the
borrower. Penalty interest is accounted for on a cash basis in ‘Interest income’.

The Group writes off loss loans when it can be reasonably anticipated that clients will be unable to
fulfil their obligations to the Group in respect of these loans. Subsequent recoveries are credited to the
profit and loss statement in ‘Provision for loan losses’ if previously written off.

(g) Securities

Securities held by the Group are categorised into portfolios in accordance with the Group’s intent on
the acquisition of the securities and pursuant to the Group’s security investment strategy. The Group
has allocated securities to the ‘At fair value through profit or loss’ portfolio, the ‘Available for sale’
portfolio and the ‘Held to maturity’ portfolio. The ‘Loans and receivables’ portfolio includes only non-
traded securities not held for trading. These securities are reported together with provided loans.

All securities held by the Group are initially recognised at fair value at the acquisition date which is
typically equal to cost reflecting direct transaction costs, if any, associated with the acquisition of
securities.

All purchases and sales of securities held for trading that require delivery within the time frame
established by regulation or market convention (‘regular way’ purchases and sales) are recognised as
spot transactions.
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All purchases and sales of securities that do not meet the ‘regular way’ settlement criterion in the
concerned securities marketplace are treated as financial derivatives and are recognised on the face
of the balance sheet at fair value upon settlement.

The cost of debt securities is gradually increased to reflect the accrued interest income using the
effective interest rate method. Interest income includes the accrued coupon adjusted for the accrued
difference between the nominal value of the security and its cost.

Dividend income arising from securities is recorded when the dividends are declared and is included
as a receivable in the balance sheet line ‘Prepayments, accrued income and other assets’ and in ‘Net
profit/(loss) on financial operations’ in the profit and loss statement. Upon receipt of the dividend, the
receivable is offset against the collected cash.

Transactions with treasury shares that are settled on a gross basis by the delivery of treasury shares
have
a direct impact on the Group’s equity.

The Group assesses on a regular basis whether securities may be impaired. A financial asset is
impaired if there is objective evidence of impairment or if its carrying amount is greater than its
estimated recoverable amount. When an impairment of assets is identified, the Group recognises
provisions through the profit and loss statement line ‘Provision for impairment of securities’.

Securities at fair value through profit or loss

Securities designated as ‘At fair value through profit or loss’ are securities held for trading (equity and
debt securities, treasury bills, participation certificates) acquired by the Group for the purpose of
generating a profit from short-term fluctuations in prices. These securities are accounted for and
stated at fair value which reflects the price quoted on recognised stock exchanges or any other public
securities markets.

Unrealised gains and losses arising from the fair value remeasurement of securities as well as realised
gains and losses are recognised as income in the profit and loss statement line ‘Net profit/(loss) on
financial operations’.

Investments held to maturity

Investments held to maturity are financial assets with fixed or determinable payments and fixed
maturities that the Group has the positive intent and ability to hold to maturity. Held to maturity
investments are carried at amortised cost using the effective interest method.

The estimated recoverable amount of investments held to maturity is equal to the present value of the
expected future cash flows discounted at the financial instrument’s original effective interest rate.

Loans and receivables

The category of loans and receivables consists of debt securities that are not quoted in an active
market and the Group has not designated them as held-for-trading. These securities are valued on the
same basis as investments held to maturity and are reported on the balance sheet together with
amounts due from banks or customers, as appropriate.
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Available for sale securities

Available for sale securities are those financial assets that are not classified as securities at fair value
through profit or loss, loans and receivables or held-to-maturity investments. This portfolio comprises
equity securities and debt securities, including asset backed securities, and participation certificates.
Securities available for sale are accounted for and stated at fair value.

Accrued interest income is recognised through the profit and loss statement. Unrealised gains or
losses from the fair value remeasurement of securities are included in the ‘Revaluation of available-
for-sale securities’ in equity until their sale, maturity or impairment. Fair value changes arising from
changes in foreign exchange rates are presented in equity and changes in the amortised cost arising
from changes in foreign exchange rates are included in the profit and loss statement.

In circumstances where the quoted market prices are not readily available, the fair value of debt
securities is estimated using the present value of future cash flows and the fair value of unquoted
equity instruments is estimated using applicable price/earnings or price/cash flow ratios refined to
reflect the specific circumstances of the issuer.

The estimated recoverable amount of equity securities available for sale is equal to the current fair
value of equity securities. The estimated recoverable amount of equity securities, for which the fair
value cannot be reliably determined, and all debt securities is equal to the present value of the
expected future cash flows discounted at the current market interest rate for similar financial
instruments.

If equity securities cannot be measured using the methods referred to above or on any other valuation
basis they are carried at cost.

(h) Assets held for sale

An asset is classified as ‘held for sale’ under IFRS 5 if its carrying amount will be recovered principally
through a sale transaction rather than through continuing use. The asset must be available for
immediate sale in its present condition, must be actively marketed for sale at a price that is reasonable
in relation to its current fair value and its sale must be highly probable, that is, a plan to sell leading to
the location of a buyer has been initiated. The sale of assets should be completed within one year
from the date of classification of assets as ‘held for sale’.

Non-current assets designated as ‘Held for sale’ are reported in the balance sheet line ‘Assets held for
sale’ and are no longer depreciated.

The Group recognises an impairment loss on assets held for sale if their selling price less costs to sell
is lower than their carrying amount. Any subsequent increase in the selling price less costs to sell is
recognised as a gain but not in excess of the cumulative impairment loss that has been recognised
either in accordance with IFRS 5 or IAS 36.

(i) Investment property

Investment property is property held to earn rentals or for capital appreciation. Investment property is
stated at cost less accumulated depreciation and impairment provisions. Investment property is
depreciated on a straight line basis over its useful life and the related depreciation and provisioning
charges are recognised in the profit and loss statement line ‘Other income’ together with income from
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investment property. Investment property is depreciated over 40 - 45 years.
(i) Tangible and intangible fixed assets

Tangible and intangible fixed assets are stated at historical cost less accumulated depreciation
together with accumulated impairment losses and increased by technical improvements. These assets
are depreciated indirectly through the accumulated depreciation charge. Depreciation is calculated on
a straight line basis to write off the cost of tangible and intangible assets over their estimated useful
economic lives and is reported in the profit and loss statement line ‘Depreciation, impairment and
disposal of fixed assets’.

The Group specifically does not depreciate land, works of art, tangible and intangible assets in the
course of construction and technical improvements, unless they are brought into a condition fit for use.

The Group has applied the component approach to buildings and their technical improvements that
were acquired subsequent to 1 January 2005.

During the reporting periods, the Group used the following estimated useful economic lives in years:

2006 2005
Machinery and equipment, computers and vehicles 4 4
Fixtures, fittings and equipment 6 6
ATMs and miscellaneous equipments of the Bank 8 8
Energy machinery and equipment 12/15 12/15
Distribution equipment 20 20
Buildings and structures 40 40
Buildings and structures - selected components:
- Heating, air-conditioning, windows, doors 20 20
- Lift, electro-installation 25 25
- Roof, facade 30 30
Technical improvements on leasehold assets, According to According to
including historic buildings the lease term the lease term
Intangible results of development activities (assets According to the According to the
generated internally as part of internal projects) useful life, typically 4  useful life, typically 4
Right of use — software 4 4
Other rights of use According to contract  According to contract

In accordance with IAS 38, the Group adds to the cost of intangible assets generated internally as part
of internal projects external expenses and internal personnel costs incurred in developing intangible
fixed assets. The Group does not capitalise expenses incurred in research.

The Group periodically tests its assets for indications of impairment, such as a change in their
utilisation or worsened economic conditions. Where indications of impairment are identified and the
carrying amount of an asset is greater than its estimated recoverable amount, it is written down to its
recoverable amount. Where assets are identified as useless, management of the Group determines
a provision for asset impairment by reference to the selling price based on third party valuation reports
adjusted downwards for an estimate of associated sale costs.

Repairs and renewals are charged directly to the profit and loss statement when the expenditure is
incurred.
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Goodwill arising on the acquisition of a subsidiary is the excess of the acquisition cost for the interest
acquired by the Group over the net fair value of acquired assets, liabilities and contingent liabilities at
the acquisition date. Goodwill is initially recognised at the cost of acquisition and subsequently at cost
net of impairment write-downs.

The Group recognises goodwill in accordance with IFRS 3 which facilitates the accounting for
a business combination using provisional values in circumstances where the fair values of identifiable
assets, liabilities, contingent liabilities and the cost of the combination are determined only
provisionally. Any adjustments to those provisional values must be recognised within twelve months of
the acquisition date.

The Group tests goodwill for impairment on an annual basis or more frequently if there are indications
that the goodwill may be impaired. If the recoverable value of the tested cash-generating unit (typically
the acquired enterprise taken as a whole) is lower than its carrying amount, the Bank recognises an
impairment of the cash-generating unit which is primarily allocated against the goodwill and
subsequently against the value of other assets (against other impaired assets and/or pro-rata).

Upon the sale of a subsidiary, the appropriate goodwill balance is reflected in the profit or loss on the
sale.

(k) Leases

Assets held under finance leases when substantially all the risks and rewards of ownership are
transferred, are recognised as assets at their fair value at the inception of the lease or, if lower, at the
present value of the minimum lease payments. These assets are depreciated over their useful lives.

Lease payments are apportioned between interest reported in finance charges (in Interest expense)
and reduction of the lease obligation. Finance charges are allocated over the lease term so as to
achieve a constant interest rate.

Payments made under operating leases are charged to the profit and loss statement on a straight line
basis over the term of the lease. When an operating lease is terminated before the lease period has
expired, any payment required to be made to the lessor by way of penalty is recognised as an
expense in the period in which termination takes place.

When assets are held subject to a finance lease, the present value of the lease payments is
recognised as a receivable, assets are not recognised. The difference between the gross receivable
and the present value of the receivable is recognised as deferred interest income. Lease income is
recognised over the term of the lease reflecting a constant periodic rate of return.

() Provisions
In accordance with IFRS, the Group recognises a provision when, and only when:
— It has a present obligation (legal or constructive) as a result of a past event;
— It is probable that the settlement of the obligation will cause an outflow of resources

embodying economic benefits; and
— Arreliable estimate can be made of the amount of the obligation.
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In the normal course of business, the Group enters into credit related commitments which are
recorded in off balance sheet accounts and primarily include guarantees, avals, uncovered letters of
credit, irrevocable commitments to extend credit, undrawn loan commitments and approved overdraft
loans.

Specific provisions are made for estimated losses on these commitments on the same basis as set out
in Note 3(f).

(m) Employment benefits
The Group provides its employees with loyalty benefits, retirement benefits and disability benefits.

The employees are entitled to claim loyalty benefits in circumstances where they are employed with
the Group for a defined period of time. The employees are entitled to receive retirement or disability
benefits if they are employed by the Group until their retirement age or are entitled to receive
a disability pension and were employed with the Group for a minimum defined period.

Estimated benefit costs are recognised on an accruals basis through a provision over the employment
term using an accounting methodology that is similar to that used in respect of defined benefit pension
plans. In determining the parameters of the model, the Bank refers to the most recent employee data
(the length of employment with the Bank, age, gender, average salary) and estimates made on the
basis of monitored historical data about the Bank’s employees (expected reduction of the current
staffing levels) and other estimates (the amount of bonuses, anticipated increase in salaries,
estimated amount of social security and health insurance contributions, discount rate).

The Group additionally provides short-term benefits to its employees, such as contributions to
retirement pension insurance and capital life insurance schemes. The Group recognises the costs of
these contributions as incurred.

(n) Securities issued

Securities issued by the Group are stated at amortised costs using the effective interest rate method.
Interest expense arising on the issue of the Group’s own securities is included in the profit and loss
statement line ‘Interest expense’.

In the event of the repurchase of its own debt securities, the Group derecognises these securities so
as to reflect the economic substance of the transaction as a repayment of the Group’s commitment
and decreases its liabilities in the balance sheet line ‘Securities issued’. Gains and losses arising as a
result of the repurchase of the Group’s own debt securities are included in ‘Net profit/(loss) on financial
operations’.

(o) Recognition of income and expense

Interest income and expense are recognised in the profit and loss statement for all interest bearing
instruments on an accruals basis using the effective interest rate. Penalty interest is accounted for and
included in interest income on a cash basis. Loan origination fees are included in the effective interest
rate and are therefore reported in ‘Interest income’. Other fees and commissions are recognised in the
period to which they relate on an accruals basis.
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(p) Income taxation

Taxation is calculated in accordance with the provisions of the relevant legislation of the Czech
Republic and other jurisdictions in which the Group operates, based on the profit recognised in the
profit and loss statement net of the effects of IFRS. Income taxation is included in the profit and loss
statement, or equity if it relates to an item directly taken to equity.

Deferred income tax is provided, using the balance sheet method, for all temporary differences arising
between the tax bases of assets and liabilities and their carrying values. Deferred income tax is
determined using tax rates effective in the periods in which the temporary tax difference is expected to
be realised. Deferred tax assets are recognised to the extent that it is probable that future taxable
profit will be available against which the tax assets can be utilised.

Deferred tax related to cash flow hedges where fair value changes are charged or credited directly to
equity, is also credited or charged directly to equity and is subsequently recognised in the profit and
loss statement together with the deferred gain or loss.

(q) Repurchase agreements

Under repurchase agreements (‘repos’), the Group only provides securities held in the ‘At fair value
through profit or loss’ portfolio as collateral. These securities are recorded as assets in the balance
sheet line ‘Financial assets at fair value through profit or loss’ and the counterparty liability arising from
the received loan is included in ‘Amounts due to banks’ or ‘Amounts due to customers’ as appropriate.

Securities purchased under reverse repurchase agreements (‘reverse repos’) are recorded off balance
sheet where they are remeasured to fair value. The corresponding receivable arising from the
provided loan is recognised as an asset in the balance sheet line ‘Due from banks’ or ‘Loans and
advances to customers’ as appropriate.

The Group’s off balance sheet accounts also reflect securities obtained under reverse repos and
provided as collateral at fair value.

The difference between the sale and repurchase price in respect of repo and reverse repo
transactions is treated as interest and accrued evenly to expenses/income over the life of the
agreement using the effective interest rate.

In regard to the sale of a security acquired as collateral under a reverse repo transaction, the Group
recognises in the balance sheet an amount payable from the short sale which is remeasured at fair
value.

(r) Derivative financial instruments and hedging

In the normal course of business, the Group enters into contracts for derivative financial instruments.
At the conclusion of the derivative financial contract, the Group designates derivative instruments as
either trading or hedging. The Group also acts as an intermediary provider of these instruments to
certain clients.

The derivative financial instruments used by the Group as trading instruments include interest rate and
currency forwards, swaps, securities based derivatives, and options. The values of these instruments
change pursuant to the fluctuations in interest rates, commodity prices, exchange rates, market values
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of securities and similar market parameters.

Derivative financial instruments are recognised at their fair value. Changes in the fair values of
derivatives held for trading are directly included in the profit and loss statement line ‘Net profit/(loss) on
financial operations’ from the trade date to the settlement date. Fair values are obtained from quoted
market prices, discounted cash flow models or option pricing models as appropriate. All derivatives are
carried as assets when fair value is positive and as liabilities when fair value is negative.

Certain derivatives are embedded in other financial instruments, such as the conversion option in
a convertible bond, and are treated as separate derivatives when their risks and characteristics are not
closely related to those of the host contract and the host contract is not carried at fair value with fair
value changes reported in the profit and loss statement. In such cases, the financial derivative is
separated from the host contract and is accounted for separately.

The Group uses certain derivative financial instruments to hedge against interest rate and foreign
exchange rate risks to which it is exposed as a result of its financial market transactions. The Bank
designates a derivative as hedging only if the criteria set out in IFRS are met at the designation date.

The criteria for a derivative instrument to be accounted for as a hedge include:

(@) Compliance wit the Group’s risk management strategy;

(b) At the inception of the hedge, the hedging relationship is formally documented, the documentation
identifies the hedged item and the hedging instrument, defines the risk that is being hedged and
the approach to establishing whether the hedge is effective; and

(c) The hedge is effective, that is, if, at inception and throughout the period, changes in the fair value
or cash flows of the hedged item are almost fully offset by changes in the fair value or cash flows
of the hedging instrument and the results are within a range of 80 percent to 125 percent.

Hedging derivatives are accounted for according to the type of hedging relationship which can be
either (i) a hedge of the fair value of a recognised asset or liability or a firm commitment (fair value
hedge), or (i) a hedge of a future cash flow attributable to a recognised asset or liability or a
forecasted transaction (cash flow hedge); or (iii) a hedge of an investment in a foreign operation.

Changes in the fair value of derivatives that are designated and qualify as fair value hedges and that
prove to be highly effective in relation to the hedged risk, are recorded in the profit and loss statement
along with the corresponding change in fair value of the hedged asset or liability that is attributable to
the specific hedged risk. The ineffective element of the hedge is charged directly to the profit and loss
statement line ‘Net profit/(loss) on financial operations.” On this basis, the Group hedges the selected
portfolios of foreign currency assets and a selected loan portfolio. The effectiveness of the hedge is
regularly tested on a quarterly basis.

Changes in the fair value of derivatives that are designated and qualify as cash flow hedges and that
prove to be highly effective in relation to hedged risk, are recognised in the ‘Hedging instruments’ in
shareholders’ equity. Amounts deferred in equity are transferred to the profit and loss statement and
classified as income or expense in the periods during which the hedged assets and liabilities affect the
profit and loss statement. The ineffective element of the hedge is charged directly to the profit and loss
statement line ‘Net profit/(loss) on financial operations. On this basis, the Group hedges the interest
rate risk associated with selected portfolios of assets or liabilities or individual assets or liabilities. The
effectiveness of the hedge is tested through prospective and retrospective tests performed at the end
of each quatrter.
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The Bank additionally hedges against the foreign exchange rate risk arising from the net investment in
the subsidiaries, Komercni banka Bratislava, a.s. and Bastion European Investment S.A. Foreign
currency deposits are used as a hedging instrument. Foreign exchange rate differences arising from
their retranslation are included in the ‘Hedging of a foreign currency investment in a subsidiaries’.

If the hedge no longer meets the criteria for hedge accounting, an adjustment to the carrying value of
a hedged interest-bearing financial instrument is amortised to net profit and loss over the period to the
maturity of the hedged item.

The fair values of derivative instruments held for trading and hedging purposes are disclosed in Note
44,

Certain derivative transactions, while providing economic hedges under the Bank’s risk management
positions, do not qualify for hedge accounting under the specific rules of IAS 39 and are therefore
treated as derivatives held for trading with the related fair value gains and losses reported in the profit
and loss statement line ‘Net profit/(loss) on financial operations’.

(s) Regulatory requirements

The banks within the Group are subject to the regulatory requirements of the respective national
central banks. These regulations include limits and other restrictions pertaining to minimum capital
adequacy requirements, classification of loans and off balance sheet commitments and provisioning to
cover credit risk associated with clients, liquidity, interest rate and foreign currency position.

Similarly, other Group companies are subject to regulatory requirements specifically in relation to
insurance and retirement benefit schemes.

(t) Fiduciary activities

Where the Group acts as nominee, trustee or agent, assets arising thereon together with related
undertakings to return such assets to customers are excluded from the consolidated financial
statements.

(u) Share capital and treasury shares

Where the Group purchases its own share capital or obtains rights to purchase its share capital, the
consideration paid including any attributable transaction costs is shown as a deduction from total
shareholders’ equity. Gains and losses on sales of own shares are recorded in equity.

(v) Contingent assets and contingent liabilities

In addition to transactions giving rise to the recognition of assets and liabilities in the balance sheet,
the Group enters into transactions under which it generates contingent assets and liabilities. The
Group maintains contingent assets and liabilities off balance sheet as off-balance sheet items. The
Group monitors these transactions as they represent a substantial proportion of its activities and
materially impact the level of risks to which the Group is exposed (they may increase or decrease
other risks, for instance, by hedging on-balance sheet assets and liabilities).

A contingent liability is defined as a possible obligation that arises from past events and whose
existence will be confirmed only by the occurrence or non-occurrence of one or more uncertain future
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events not wholly within the control of the Bank. A contingent liability is also a present obligation where
an outflow of resources embodying economic benefits will not be required to settle the obligation or
the amount of the obligation cannot be measured with sufficient reliability. Contingent liabilities, for
example, include irrevocable loan commitments, commitments arising from bank guarantees, bank
acceptances, letters of credit, bid bonds and warrants.

The Group recognises issued guarantees in accordance with IAS 39. The guarantee is initially
recognised at fair value and is subsequently measured at the higher of the amount determined in
accordance with IAS 37 and the amount initially recognised less, when appropriate, cumulative
amortisation recognised in accordance with IAS 18.

A contingent asset is a possible asset that arises from past events and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly
within the control of the Group.

Off-balance sheet items also consist of interest rate and foreign currency instruments, including
swaps, options and futures.

(w) Changes of accounting policies arising from the implementation of new IFRSs and revised
IASs effective from 1 January 2007

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

- IFRS 7 ‘Financial Instruments: Disclosures’ (effective 1 January 2007); and
- Amendments to IAS 1 ‘Presentation of Financial Statements’ on capital disclosures (effective
1 January 2007).

The Group has undertaken a detailed analysis of the revised standards in order to identify and
implement the relevant changes. All the new IFRSs and revisions of the extant IASs are implemented
with effect from 1 January 2007. The adoption of these standards in future periods is not expected to
have a material impact on the Group’s profit or equity.
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4 Source of income and expenses

Set out below is a business segment analysis:

Universal banking Investment Total
banking
2006 2005 2006 2005 2006 2005
CZKm CZKm CZKm CZKm CZKm CZKm

External income (out-of-segment) 16,302 17,347 10,000 7,155 26,302 24,502
Income from other segments 8,645 6,141 (8,645) (6,141) 0 0
Total income 24,947 23,488 1,355 1,014 26,302 24,502
External expenses (11,909) (11,635) (509) (500) (12,418) (12,135)
Segment result 13,038 11,853 846 514 13,884 12,367
Unallocated expenses (2,069) (802)
Profit/(loss) before taxation 11,815 11,565
Taxation (2,695) (2,654)
Profit 9,120 8,911
Assets by segment 396,970 270,836 199,982 241,379 596,952 512,215
Investments in associates and

unconsolidated subsidiaries 434 1,023 0 0 434 1,023
Unallocated assets 169 618
Total consolidated assets 597,555 513,856
Liabilities by segment 345,595 219,941 200,578 242,103 546,173 462,044
Unallocated liabilities 784 485
Total consolidated liabilities 546,957 462,529
Acquisition of assets 1,649 1,332 0 35 1,649 1,367
Depreciation and amortisation 1,678 1,694 36 34 1,714 1,728

The recognition and release of provisions during the current and previous periods related only to the
‘Universal banking’ segment for all groups of assets that suffered impairment.

Subsidiaries that do not meet the criteria of IAS 14 for inclusion in a standalone segment are
presented within universal banking.

The Group’s income is primarily generated on the territory of the Czech Republic. The bulk of assets
are located in the Czech Republic.
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5 Net interest income

Net interest income comprises:

Year ended Year ended
31 December 2006 31 December 2005
CZKm CZKm
Interest income

- Loans and advances to financial institutions 12,153 10,026
- Loans and advances to customers 11,905 9,729
- Bonds and treasury bills 1,952 1,440
Total interest income 26,010 21,195

Interest expense
- Amounts owed to financial institutions (4,112) (2,623)
- Amounts owed to customers (5,060) (3,535)
- Securities issued (683) (394)
Total interest expense 9,855 (6,552)
Total net interest income 16,155 14,643

Interest income on loans and advances to customers reflects interest on substandard, doubtful and
loss amounts of CZK 588 million (2005: CZK 454 million) due from customers. Interest income on
bonds includes income of CZK 1 million (2005: CZK 1 million) on securities that have suffered

impairment.

Interest income and expense also includes accrued interest income from hedging financial derivatives
of CZK 6,226 million (2005: CZK 4,832 million) and accrued interest expense from hedging financial
derivatives of CZK 4,062 million (2005: CZK 2,490 million). Net interest income from these derivatives

amounts to CZK 2,164 million (2005: CZK 2,342 million).

The gain on the fair value of interest rate swaps to hedge against interest rate risk of CZK 95 million
(2005: CZK nil) is included in ‘Interest income on loans and advances to customers’. This amount
matches the amount of the revaluation loss on hedged loan receivables reported in the same line.

6 Net fees and commissions

Net fees and commissions comprise:

Year ended Year ended

31 December 2006 31 December 2005

CZKm CZKm

Net fees and commission from services and transactions 7,170 7,123
Net gain from foreign exchange commissions from clean

payments 1,056 1,004
Net gain from foreign exchange commissions from other

transactions 543 609

Total net fees and commissions 8,769 8,736
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Net fees and commissions also comprise foreign exchange commissions from clean and documentary
payments and client cash exchange and conversion transactions as equal to the difference between
the purchase/sale rate of foreign currencies determined by the Group and the official exchange rates
as promulgated by central banks used in re-translating transactions denominated in foreign
currencies. The Group includes foreign exchange commissions in ‘Net fees and
commissions’ because these revenues represent significant recurring income from payment and
exchange transactions effected with the Group’s customers.

7 Net profit/(loss) on financial operations

Net profit/(loss) on financial operations comprises:

Year ended Year ended
31 December 31 December

2006 2005

CZKm CZKm
Net realised gains/(losses) on securities 228 604
Net unrealised gains/(losses) on securities 157 131
Dividend income on securities held for trading and available for sale 139 54
Net realised and unrealised gains/(losses) on security derivatives 198 (5)
Net realised and unrealised gains/(losses) on interest rate derivatives 128 (182)
Net realised and unrealised gains/(losses) on trading commaodity and
other derivatives 5 9
Net realised and unrealised gains/(losses) on foreign exchange
financial derivatives, spot foreign exchange transactions and
re-translation of foreign currency assets and liabilities 418 627
Total net profit/(loss) on financial operations 1,273 1,238

‘Net realised gains/(losses) on securities’ include CZK 117 million in total net loss on securities held for
trading (2005: a net gain of CZK 169 million).

The line ‘Net realised and unrealised gains/(losses) on foreign exchange financial derivatives, spot
foreign exchange transactions and re-translation of foreign currency assets and liabilities’ shows the
aggregate re-translation of foreign currency assets and liabilities (with the exception of securities held
for trading) which represented a net loss of CZK 1,556 million in 2006 (2005: a net loss of CZK 96
million).

A gain of CZK nil (2005: CZK 19 million) on the fair value of cross currency swaps for foreign currency
risk hedging is included in ‘Net realised and unrealised gains/(losses) on foreign exchange financial
derivatives, spot foreign exchange transactions and re-translation of foreign currency assets and
liabilities’. This amount matches the loss arising from the retranslation of hedged foreign currency
receivables and payables reported in the same line.

8 Other income

The Group recognises an amount of CZK 105 million (2005: a loss of CZK 115 million) in ‘Other
income’. For the year ended 31 December 2006, other income is predominantly composed of property
rental income (2005: the creation of life insurance technical provisions).
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9 Personnel expenses

Personnel expenses comprise:

Year ended Year ended

31 December 31 December

2006 2005

CZKm CZKm

Wages, salaries and bonuses 3,779 3,632
Social security costs 1,434 1,400
Total personnel expenses 5,213 5,032
Physical number of employees at the period-end 8,305 7,750
Average recalculated number of employees during the period 8,266 7,713
Average cost per employee (CZK) 630,656 652,405

‘Social security costs’ include costs of CZK 81 million (2005: CZK 88 million) paid by the Group to the
employees’ retirement pension insurance scheme and costs of CZK 41 million (2005: CZK 32 million)
incurred in contributing to the employees’ capital life insurance scheme.

10 General administrative expenses

General administrative expenses comprise:

Year ended Year ended

31 December 31 December

2006 2005

CZKm CZKm

Insurance of deposits and transactions 417 368
Marketing and entertainment costs 535 554
Costs of sale and banking products 1,227 1,185
Staff costs 282 302
Property maintenance charges 1,260 1,109
IT support 839 895
Office equipment and other consumption 81 87
Telecommunications, post and other services 295 294
External advisory services 482 541
Other expenses 126 (33)
Total general administrative expenses 5,544 5,302

‘Other expenses’ for the year ended 31 December 2005 included write-offs and provisioning for
receivables arising from internal transactions and supplier arrangements of CZK 18 million which are
reported in ‘Provisions for other risk expenses’.

‘Insurance of deposits and transactions’ shown as a component of ‘General administrative expenses’
includes an estimated balance of payments to the Deposit Insurance Fund of CZK 330 million (2005:
CZK 298 million).
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‘Other expenses’ included the release of technical life insurance provisions for the year ended

31 December 2005.
11 Depreciation, impairment and disposal of fixed a  ssets

Depreciation, impairment and disposal of fixed assets comprise:

Year ended 31 Year ended

December 2006 31 December

2005

CZKm CZKm

Depreciation of tangible and intangible fixed assets 1,714 1,728
Provisions for assets and net gain on the sale of assets (53) 73
Total depreciation, impairment and disposal of fixe d assets 1,661 1,801

12 Profit/(loss) attributable to exclusion of compa nies from consolidation,

income from share of associated undertakings

At the end of 2006, the Group excluded Komercni Finance, B.V. from the consolidated results
because its liquidation was completed. The aggregate loss arising from exclusion of this entity from

consolidation amounted to CZK 1 million.
13 Cost of risk

Provisions for loans and other credit commitments

The movement in the provisions was as follows:

2006 2005
CZKm CZKm
Balance at 1 January (7,765) (6,873)
Balance of provisions of a subsidiary upon its inclusion in
consolidation (366) 0
Net provisioning for loan losses (1,536) (797)
Impact of loans written off and transferred 193 116
Exchange rate differences attributable to provisions (379) (2112)
Balance at 31 December (9,095) (7,765)
The balance of provisions as of 31 December 2006 and 2005 comprises:
Year ended Year ended
31 December 31 December
2006 2005
CZKm CZKm
Specific provisions for loans to customers (refer to Note 20) (8,298) (6,584)
Provisions for other loans to customers (31) (36)
Provisions for guarantees and other credit related commitments
(refer to Note 34) (766) (1,145)
Total (9,095) (7,765)
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Provisions for securities

The balance of provisions for securities was CZK 33 million as of 31 December 2006 (2005: CZK
33 million). The Group revised the methodology used in identifying impairment of financial assets —
equity tranches whereby the Group considers repayments of equity tranches as interest income
because these tranches do not have a defined amount of cash flow. As such, it is not appropriate to
recognise impairment for these tranches. This change resulted in the reassessment of the impairment
recognised as a provision in the past and its treatment as accelerated amortisation with a direct
charge against costs. All of these securities are held in the available-for-sale securities portfolio which
is disclosed in Note 21.

Provisions for unconsolidated investments in subsid iaries and associates

The balance of provisions for unconsolidated investments in subsidiaries and associates recognised
on the face of the profit and loss statement comprises the following:

2006 2005

CZKm CZKm

Balance at 1 January (35) (35)
Creation of provisions 0 0
Release and use of provisions 0 0
Balance at 31 December (35) (35)

Provisions for other risk expenses

The balance of ‘Provisions for other risk expenses’ principally consists of the charge for provisions of
CZK 155 million (2005: CZK 1,155 million) and the release of provisions of CZK 799 million (2005:
CZK 1,704 million) for legal disputes, together with the costs incurred by the Group as a result of the
outcome of legal disputes of CZK 718 million (2005: CZK 26 million), and the write-offs, recognition
and use of provisions for receivables arising from internal transactions and supplier arrangements of
CZK 162 million (2005: CZK 18 million). The latter item was reported within ‘General administrative
expenses’ in 2005. Additional information about the provisions for other risk expenses is provided in
Note 34.

14 Income taxes

The major components of corporate income tax expense are as follows:

Year ended Year ended

31 December 31 December

2006 2005

CZKm CZKm

Tax payable - current year, reported in profit or loss (2,554) (3,125)
Tax paid - prior year 206 (13)
Deferred tax (395) 484
Hedge of a deferred tax asset against foreign currency risk 48 0
Total income taxes (2,695) (2,654)
Tax payable - current year, reported in equity (2) 13
Total tax expense (2,697) (2,641)
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The items explaining the difference between the theoretical and Group’s effective tax rate are as
follows:

Year ended Year ended

31 December 31 December

2006 2005

CZKm CZKm

Pre-tax profit (current tax rate) 11,815 11,562
Pre-tax profit (special tax rate) 0 3
Pre-tax profit 11,815 11,565
Theoretical tax liability calculated at a tax rate of 24% (26%) 2,836 3,006
Tax on pre-tax profit adjustments 11 0
Non-taxable income (1,068) (514)
Expenses not deductible for tax purposes 963 795
Use of tax losses carried forward (32) (35)
Tax allowance 3) 3)
Tax credit (52) 0
Tax on a standalone tax base 1 0
Hedge of a deferred tax asset against foreign currency risk (48) 0
Movement in deferred tax 395 (484)
Unconsolidated tax losses 38 35
Impact of various tax rates of subsidiary undertakings (96) (132)
Tax effect of share of profits of associated undertakings (44) (27)
Income tax expense 2,901 2,641
Prior period tax expense (206) 13
Total income taxes 2,695 2,654
Tax payable on securities reported in equity * 2 (13)
Total income tax 2,697 2,641
Effective tax rate 22.81 % 22.95 %

* This amount represents the tax paid on unrealised gains from the revaluation of securities available for sale which are

revalued through equity under IFRS.

Non-taxable income primarily includes dividends, non-taxable interest income and the release of non-
taxable provisions and reserves. Expenses not deductible for tax purposes include the tax effect of
permanent and temporary differences, specifically the recognition of reserves and non-tax deductible
operating expenses. Tax on pre-tax profit adjustments represents tax on effective hedging. Tax credit
arises from bonds issued by EU states. Tax on a standalone tax base principally represents the tax on
the liquidation share of Komercni Finance B.V.

In 2006, the Group reported a reduction in the tax liability of CZK 206 million in the line ‘Prior period
tax expense’ which was attributable to the filing of additional tax returns for prior periods.

The corporate tax rate for the year ended 31 December 2006 is 24 percent (2005: 26 percent). The
Group’s tax liability is calculated based upon the accounting profit taking into account tax non-

deductible expenses and tax exempt income or income subject to a final withholding tax rate.

Further information about deferred tax is presented in Note 35.
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15 Distribution of profits/Allocation of losses

The Group generated a net profit of CZK 9,120 million for the year ended 31 December 2006.
Distribution of profits and settlement of losses for the year ended 31 December 2006 will be approved
by the general meetings of the Group companies.

16 Earnings per share

Earnings per share of CZK 240.13 (2005: CZK 234.44 per share) have been calculated by dividing the
net profit of CZK 9,120 million (2005: a profit of CZK 8,911 million) by the number of shares in issue,
that is, 38,009,852, decreased to reflect the average value of treasury shares held during the period.

17 Cash and current balances with central banks

Cash and current balances with banks comprise:

31 December 31 December

2006 2005

CZKm CZKm

Cash and ca