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Independent Auditor’s Report

To the shareholder of UniCredit Jelzglogbank Zrt.

We have audited the accompanying financial statements of UniCredit Jelzalogbank Zrt. (hereinafter referred to
as “the Bank”), which comprise the balance sheet as at 31 December 2007, and the income statement, statement
of changes in equity and cash flow statement for the year then ended, and a summary of significant accouriting
policies and other explanatory notes,

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of thege financial statements in accordance
with International Financial Reporting Standards. This responsibility includes: desugmng, implementing and
maintaining internal control relevant to the preparation and fair presentation of financial statements thet are free
from material misstatements, whether due to fraud or erver; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these: financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with
relevant ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial
staternents are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statéments. The procedures selected depend on our judgment, including the assessment of the risks 6f
material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, we consider internal control relevant to the entity’s preparation and fair prasentation of the
financial statements in ordet to design audit procedures that are &pproprrate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropristeness of accounting principles used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.
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Cpinion

In our opinion, the financial statements give a true and fair view of the financial position of the UniCredit
Jelzdlogbank Zrt. as at 31 December 2007, and of its financial performance and its cash flows for the year then
ended in aecordance with International Financial Reporting Standards,

Budapest, 12 February 2008

KPMG Hungéria Kft.
1139 Budapest, Vici Gt 99.

John ‘Vars@
Partnier



UNICREDIT JELZALOGBANK ZRT

Unconsolidated balance sheet

2s at 31 December 2007

(HUF million)

Note 2007 2006
Assets
Nostros with banks 13 10 374
Available for sale financial assets 14 13130 7 823
Hekd to maturity investments 15 0 3376
Placements with, and loans and advances
to other basks 13 52503 59476
Loans and advances to customers 16 45024 28 831
Property, plantand equipment 17 55 56
Intangible assats 18 92 238
Tax assets 12 61 39
Other assets 19 1362 1427
Total assets 112.237 102,640
LiakiMties
Depasits and loans from other banks 20 26 050 17 251
Issued morigage bonds 21 69417 70 851
Tax liabilities 16 0
Other liabilitles 22 § 109 4672
Othér provisions ‘ 4 ]
Total liabilities 100438 92024
Shareholder's Funds
Shave capital . 23 3600 3000
Capital reserve 783 783
Qther reserves § 168 4 352
Valuation reserves (194) (83)
Net profit 1844 1814
Total Sharcholder's Funds 11599 2866
Total Liabilities and Shareholder's Funds L2237 102648

The accompanying notes (1-35) form an integral pait-of these financial statements.

- -

12 Februsry 2008

Meniber of Bourd of Directors - _ Genersl Diroctor
: e i



UNICREDIT JELZALOGBANK ZRT

Unconsolidated income statement
for the year ended 31 Decernber 2007

(HUF milion)

Note 2007 2006
Interest and similar income 10 224 9 699
Interest expense and similar charges (6 762) (6 328)
Net interest income ' 5 3 462 331
Fee and commission income 288 105
Fee and commission expense (30) (€Y
Net fee and commission income 6 258 68
Dividend incomne
Net trading income 7 1 6
Net gain and loss on other financial intruments disposals 3 (36) 0
Operating income 3085 3445
Impairment and losses on credit products 25 (34 (84}
Net financial activity result 31631 3361
Personnel expenses 9 (561) (471)
General operating expenses 10 {(424) (367)
Other provision (46) 0
Amortization and impairment on Propeérty, plant and equipmy 17 (4) {5)
Amortization and impairment on Intangible assets 18 (165) (146)
Other income /(expenses) I (14) (8)
Operating costs (1214) 99N
Profit before tax 2417 2364
Income tax expense 12 (573) (550}
Net profit for the year 1844 1814

The acdompanying notes (1-35) form an integral part of these financial statements,

12 Pebruary 2008

Memberof Board of Directors Generyl
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UNICREDIT JELZALOGBANK ZRT
Statement of Cash Flows
for the year ended 31 December 2007

(HUF million)
Cash flows from operating activities:

Net profit for the year
thereof interest received
interest paid
Adjustment to determine net cash provided by operating activities
Depreciation
Net change in other assets and tax assets and other liabilities
Income taxes paid
(Incresse)/Decrease in current account-and deposits with banks
Increase in loans and advances to customer, net
Increase in individual mortgage rights purchased
Increase in deposits, net of withdrawals
Cash flow from / (used in) operating activities

Investing Activities

Proceed on sale of property, plant and equipment
Purchases.of intangibles arid equipment

Disposal of intangibles and equipment

Increase in securities purchased

Cash flow from / (used in) investing activities

Financing activities

Increase in morigage bonds issued, net
Cash flow from / (used in) financing activities

Net increase /(decrease) in cash and cash eguivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at year end

The accompanying notes (1-35) form an integral part of these financial statements.

12 February 2008

2007 2006
1844 1814
10224 9699
6762 6328
169 150
761 (366)
(s82)  (568)
2332 8511
(15183) (2923)
4642 3680
8799 (4658)
528 3826

1 0

@n

13 10
(1689)  (4733)
(1709) __(4920)

~ (1434) (677)
{1434) (677)

(364) 43
374 331
10 374




UNICREDIT JELZALOCUBANK. ZRT,

Notes to the unconsolidated financial statements for the ycar ended 31 December 2007

1. General

UniCredit Jelzalogbank Zrt - formerly HVB lelziloghank Zit — { ,the Bank™) is a
morlgage bank which was established in Hungary on June 1, 1998. The Bank’s
ultimate holding company is Unicredito Ttaliano Spa. The registered office of the Bank
is at 1065 Budapest, Nagymezd u. 44,

The Bank's operations arc rcgulated by Act XXX of 1997 on Mortgage Loan
Companies and on Mortgage Bonds. In accordance with the Acl, the Bank may grant
Joans covered by mortgages on real estate located in the territory of Hungary or any
EEA Mcmber State and issue mortgage bonds, The Bank may not collect deposils from
the publie.

The Bank's registered capital consists of 3,000 ordinary shares with a par value of
1,000,000 Hungarian Forini (HUF) per share. As at 31% December 2007, UniCrodit
Bank Hungary Zrt (formerly HVB Bank Hungary Zrt) held 3,000 shares.

Transactions with members of the Unicredit Bank include credit rclationships, where
the related parties arc borrowers, and deposit relationships. Such transactions arc
conducted under substantially the same terms and conditions as are applied to third
partics, unlcss otherwise stated.

The financial statements were authorised by the Board of Dircetors on 12 February
2008,

2, Signiﬁcant accountingﬂ)licies

a. Statement of Compliance

The financial siatements have been prepared in accordance with the International
Financial Reporting Standards (IFRS) adopted by the Intcrational Accounting
Standards Board (JASB), and all applicable interpretations issued by the International
Financial Reporting Interpretations Committee of the JASB. (IFRIC)

b. Basls of preparation

The financial statements have been preparcd on a fair valuc basis for derivative
financial ingtruments, financial assets and liabilitics at fair valuc basis through profit or
loss, and available-for-sale financial assots, cxcept those for which a reliable
measurement of fair valuc is not available. Other financial assets and liabilitics and
non-financia) asscls and liabilitics arc staied al amorlized cost, nct of accumulated
impairment losscs (if applicablc), or historical cost.



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2007

The financial statements are presented in millions of Hungarian Forint (HUF).
¢ Comparatives

In case cerlain balances would have been restated and reclassified to provide
consistency for presentation purposes, it would be disclosed,

d. Cash and cash equivalents

The amount of cash in the cash flow statement is cqual o the nostros with other banks
from balance sheet item and in Note 13,

e. Financial instruments
. Classification

Trading financial assets and financial liabilities are those that the Bank principally
holds for the purpose of short-termy profit taking, Thesc include sharcs, bonds, ccrtain
purchased loans and derivative contracts that are not designated as effective hedging
instruments. All non~hedge derivatives in a net receivable position {positive fair value),
are classified as trading financial assels. All trading derivatives in a nel payable
position (negative fair valuc), are classified as trading financial liabilities,

Loans and receivables are Joans and receivables created by the Bank other than those
created with the inlention of short-term profit taking. Loans and reccivables consists of
loans and advances to banks and customers.

Held-to-maturity nvestments ave financial assets with fixed or determinable payments
and fixed maturity that the Bank has the positive intent and ability to hold fo maturity.
These include certain debl instruments.

Avaslable-for-sale financial assets arc thosc non-derivative financial asscts that arc
designated as available for sale or arc not classified as loans and receivables, held-to-
maturily investments or trading [inancial assets. Available-for-sale instruments include
certain debl and equity investments.

Hedging instruments. There are certain derivatives that are designated as cash-flow
hedges. They serve as hedges against the variability of cash flows within the
framework of the Bank’s asset-lability management activities. For the purposc of
cash-flow hedge accounting, variable-rate intcrest receivablos and payments on
variablo-rale assets and Jiabilitics arc swapped for fixed-ralc intercst payments,
primarily by means of interest ratc swaps. The effective portion of the changes in the
fair values of derivatives designated as hedging instruments is recognised as a separate
component of sharcholder’s equity (cash-flow hedge reserve) with no effect on
income.



UNICREDIT JELZALOGBANK ZRT.

Notes 10 the unconsolidated financial statements for the year ended 31 December 2007

ii. Recognition and de-recognition

The Bank recognises financial assets and liabilities from trade date. From this date any
gains and losses arising from changes in fair valuc of the assets are recognised. Al
Loans and receivables are recognised when cash is advanced to the counterparty.

Financial assets are derccognised when the rights {o receive cash flows from the
financial assets have expired or where the Bank has transferred substantially all risks
and rewartds of ownership.

iii. Measurement
Financial instruments are measured initially al cost, including transaction costs.

Subsequent to initial recognition all trading financial assets and labilities and all
available-for-sale financial assets are measured at fair value, except that, where no
quoted market price exists in an active market and fair value cannot be reliably
measured, these are stated at cost (including transaction costs) less impairment.

All non-trading financial asscts, loans and receivables and held-lo-maturity
investments are mcasured at amortised cost less accumulated impairment losses.
Premiums and discounts arc included in the carrying amount of the related instrument
and are amortised. Financial assets, with the exception of loans which are reviewed
quarterly, arc revicwed at each balance shect date to determine whether there is
objective cvidence of impairment. If any such indicator of an impairment exists, the
asset’s recoverable amount is estimated.

Fuir value measurement principles

The fair value of financial instruments is based on their quoted markel price at the
balance sheet date withoul any deduction for transaction costs. If a quoted market price
is not available, the fair value of the instrument is cstimated using pricing models or
discounted cash-flow techniqucs,

Where discounted cash-flow techniques are used, the estimated future cash-flows arc
based on managemeni’s best estimates and the discount rale is a market related rate at
the balancc sheet datc for an instrument with similar terms and conditions. Where
pricing modcls are used, inputs are based on market rclated measures at balance sheet

date.

The fair value of derivatives that are not exchange-traded arc cstimated at the amount
that the Bank would receive upon normal business conditions 1o lerminatc the contract
at the balance sheet date taking into account current market conditions and the current
creditworthiness of the counterpartics,



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2007

Giains and losses on subsequent measurement

Gains and losscs arising from a change in the fair valuc of trading financial assets and
financial liabilities are recognised in the income statcment. Gains and losscs arising
from a change in the fair valuc of available-for-sale financial assets are recognised in
the Available for sale rescrve, whereas gains and losses arising from a change in the
fair value of derivatives, designated as effective hedging instruments are recogised in
the Cash flow hedge reserve. Any permanent impairment loss on available for sale
financial assets and hedging derivatives is recognised in (he income statement.

. Transactions in foreign currency

Items included in the financial statements of the Bank are measured using the curreney
of the primary cconomic cnvironment in which the Bank operales (“functional
currency”). The accounting records of the Bank are also maintained in this currency,

Foreign currency transactions are transiated into the functional currency using the
cxchange rates prevailing at the dates of the transactions. Foreign cxchange gains and
losses resulting from the seltlement of such transactions and from the fransiation at
ycar-ond exchange rates of monctary assots and liabilities denominated in [loreign
currencies are recognised in the income slatement, except when deferred in equily as
qualifying cash flow hedges.

g. Scouritics

Sceurities ¢an be held for short<erm profit laking, available-for-sale or held-lo-
maturity purposes, The principles governing the recognition and recording of each
category of security arc stated in Note 2.e. above,

Investments that the Bank holds for the purpose of shorl-term profit iaking are
classified as trading linancial assets, Debt instruments that the Bank has the intent and
ability to hold to maturity are classificd as hcld-to-maturity investments. Other
investments are classified as available-for-sale financial assets.

h. Equity investments

Equity investments that the Bank holds for the purpose of short-term profit taking are
classificd as trading financial asscts. Other cquity investments are classificd as
available-for-sale financia) assets. The measurement of these equity invesiments is
stated in Nofe 2.e.

11



UNICREDIT JELZALOGBANK ZRT.

Notes 1o the unconsolidated financial statements for the year ended 31 December 2007

i. Property, plant and equipment

Property, plamt and cquipment are staled at historical cost Jess accumulated
depreciation. Property, plant and equipment are reviewed perjodically and items which
arc considerex 10 have no further value are depreciated in full,

j» Intangible assets and goodwill

Intangible asscts are stated at historical cost less accumulated depreciation. Intangible
asscts arc reviewed periodically and items which are considered to have no further
value are depreciated in full,

k. Depreciation and amortisation

Depreciation js charged to write off the cost of all such assets which are to be
depreciated to the income statement over their anticipated useful lives. All of the above
assels, with the cxception of land and assels under construction, are depreciated on a
straight linc basis. The annual rates of depreciation used ar¢ as follows:

Depreciation Ratc
%
Buildings 2.6
Office equipment 14.5-33
Motor vchicles 20

Property rights, being the right to use certain land and buildings, are amortised at a rate
of 10% per year. It is the Bank's policy to review the book value of the property rights
periodically to ensure that such rights are not stated at amounts greater than their
realisable value,

I. 1.o0ans and advances

Loans and advances originated by the Bank arc classified as loans and receivables.
Purchased loans that the Bank has the intent and ability to hold to maturity are also
classified as loans and reccivables.

Joans and advanccs arc reported nel of impairments for credit losses to refleet the
estimated recoverable amounts,

Income for the period on loans and receivables is determined using (he cffective
interest rate method. The effective interest rate is established individually for all loans
and receivables. When calculating the effective interest rate, all contracted cash-flows
are taken inlo account including focs, commissions, as well as possible premiums or



UNICREDIT JELZALOGBANK ZRT,

Notes to the unconsolidated financial statements for the year ended 31 December 2007

discounts. Estimated future credit losses are however not included. The result of this
calculation is charged to the income statement,

m. Impairment and losses on credit products

It Is the policy of the Bank to review periodically its porifolio of loans and advances to
make provisions for impairment where ncccssary. Impairment is based on an
individual assessment of the recoverability of oulstanding amounts. Incrcases and
decreases in the provisions for impairments are charged to the income stalement.

n. Independent mortgage rights

An independent morlgage right is a type of mortgage, which can be transferred to third
person without the assignment of the claim.

o. Mortgage bonds

The Mortgage bank’s primary source of funds is generated from issvance of morlgage
bonds. Mortgage bonds are secured bonds. A Mortgage bank may issuc such a bond
only if it has suffieient collateral, which may include independent mortgage rights and
other sceurities such as government bonds and treasury bills.

p. General reserve

In accordance with Section 75 of Hungarian Act No. CXI11 of 1996, a general reserve
equal 1o 10% of the nct post tax income is required to be made in the Hungarian
statutory accounts. Increases in the general rescrve, as calculated under Hungarian
Accounting and Banking Rules are treated as appropriations from retained camings,
and arc not charged against income.

q. General risk reserve

Under Section 87 of Hungarian Act No. CXII of 1996 a General Risk Reserve of
1.25% of the risk wcighted assets may be made. Under Hungarian law the amount of
the general risk reserve is charged to the income statement and is a tax deductible
expense. This amount has been reversed from the Hungarian statement of income in
these IFRS financial statements and has been trealed as an appropriation of retained
earnings.

r. Valpation reserve
The valuation reserves arc part of the Shareholder’s equity. Under the TFRS principles

the valuation reserves include the Cash-flow hedge reserve and Available for sales
instriment reserve less deferred tax as sfated in Note 2.e. above,

13



UNICREDIT JELZALOGBANK ZRT.

Noles to the unconsolidated financial statements for the year ended 31 December 2007

s. Income
Nel Interest income
Interest income and interest expense for the year are recogniscd on an accruals basis,
together with the application of the effcctive interest rate mcthod on all instruments

measured al amortised cost, Interest income 18 not recognised on loans where there is a
reasonable likelihood of non-collection.

Dividends

Dividend income is recognised in the income statement on the dale that the Bank’s
right to receive payment has been established.

Net fee and commission income
Net fee and commission income consisls of inconse from services, provided on a fee
and commission basis as well as expenses incurred for services provided by third

partics and rclated to the Bank's fee-earning business. Commissions and fees are
included in the income statement as they arise.

Net trading income

Net trading income includes gaing and losses arising from disposals and changes in the
fair value of trading Mnancial assets and liabilities,

Ner gain and loss on ather financial instruments

Net gain and loss on other financial instruments arc rclated to non-trading financial
assels and equity investments and includes the realized result af derecognition of them.

Gain and losses on other equily investments

Gain and losses on other equity investments includes the net result arising from capital
transactions from equity investments related to associated companics.

f. Impairment
The carrying amounts of the assets of the Bank are reviewed al each balance sheet date
1o determine whether there is any indication of impairment. Any resulling impairment
loss is recognised in the income statement.

u. Income tax

income (ax on the profit or Joss for the year consists of current and defexred tax.

14



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2007

Current tax is the expeeted tax payable on the taxable income for the year, using tax
rates enacted at the balance sheet date. The profit for the year is adjusted according to
the relevant tax regulations 1o calculate the laxable income.

Deferred tax is provided using the balance sheet liability method, in respect of which
temporary differences between the carrying amounts of asscts and liabilities for
financial reporting purposes and the amounts used for taxation purposcs arc recoghised
in full. The amount of deferred tax provided is based on the expected mamner of
realisation or scitlement of the difference in the camying amounts of assels and
liabilitics in the IFRS balance sheet and in the balance sheet for local tax purposes,

A deferred tax asset is recognised only to the cxtent that if is probable that future
taxable profits will be uvailable against whieh the unused tax losses and credits can be
utitised. Deferred tax assets arc reduced to the extent that it is no longer probable that
the related tax benefit will be realised.

v. Currencics and Effective Interest Rates

The Bank conducts transactions in the ordinary coursc of business in vatious
currencies including HUF and uses various [inancial instruments at its disposal.
Financia)l assets and financial liabilitics on and off balance sheet are denominated in
these cwrencies and unless otherwise staled are disclosed at fair valie. Banking
{ransactions unlcss otherwise stated are effected al market rates,

w. Events after the balance sheet date

Events afler the balance sheet date are those events, favourable and unfavourable, that
occur between the balance sheet dale and the date when the financial stalements are
authorised for issuc. These events fall into two categories: those that provide evidence
of conditions that cxisted at the balance sheet date (adjusting events after the balance
sheet date); and thase that are indicative of conditions that arose after the balance sheet
date (non-adjusting events afler the balance sheet date).

All adjusling events after balancc sheet date have been taken into account in the
preparation of the financial stalements of the Bank, Where there were malerial non-
adjusting events that occurred afler the balance sheet date, the appropriate disclosure
thereof has been made in the financial statements.

X. Segment reporting

Scgment information is presented in respect of the Bank’s business scgment. The
format, business segments, is based on the Bank’s management and internal reporting
strueture,



UNICREDIT JELZALOGBANK ZRT.
Notes to the unconsolidated financial slalements for the year ended 31 December 2007

A business scgment is a group of asscts and operations cngaged in providing products
or scrvices thal are subject {o risks and returns that are different from those of other

business segments.

Business scgmoents
The Bank scparates the following main business scgments:
- Retail Includes the loans, deposits and other ransactions and

" balances with retail custorners (included the purchase of
independent mortgage rights and the agricultura) land

financing).

- Corporaic Includes the loans and other transactions and balances
with corporate customers

- Treasury Includes Asscts Liabilities Management aclivitics that

contains the Bank’s funding and centralised risk
management activities through borrowings, using of
derivatives for risk mamagement purposes and investing
in liquid assets such as shorf-term placements and
corporate and government debt securities.

The result of cach segment also include the head office dircet costs allocated on a
rcasonablc basis. The business scgment report is presented in Note 32.

3. Risk Management Policics

The most significant business risks to which the Bank is exposed are credit risk,
liquidily risk, market risk (includes interest rate and foreign exchange rate risks),
operational risks. The Bank takes a group approach to manage risk, tailored for specific
Hungarian legal and business requirements. Intcgrated and on-line systems cnsure
constant, timely monitoring of risk.

The Bank's policies for managing cach of the major financial risks are reviewed
regularly by the respective business areas, interna) audit, senior management and the
Board of Directors,

i} Credit risk

Credit risk is the rigk of financia) loss occurring s a result of a default by counterparty
in their contractual obligation to the Bank. Credit risk is primarily managed by (he
Credit Commitlee, The committee establishes credit regulations including the approval
process, porifolio limit concentration guidelines, approval of discretionary limits,
formulation of standards for the measurcment of eredit exposures and the risk rating of
clients based on the asscssment of management quality and financial statements, All

16



UNICREDIT JELZALOGBANK ZRT.

Notes o the unconsolidated financial statements for (he year ended 31 December 2007

outstanding loans are reviewed at least quarterly. Loans are classified based on a point
rating system, which incorporates qualitative and quantitative factors.

Impaired loans and securilics

Impaired Joans and scouritics arc loans and securilies for which the Bank determines
that it is probable that il will be unable to collect al) principa) and interest due
according to the contractual terms of the loans or securitics agreements.

Past duc but nol impaired loans

Loans and securities where the contractual interests and principal payments arc past
due but the Bank believes that impairment is nol necessary on the basis of the level of
security/collateral available or the stage of collection of amounts owed 1o the Bank.

Impairment loss

The Bank establishes impairment losscs that represent its estimate of the incurred
losses in its loan portfolio. The main components of this impairment loss arc a specific
loss component that relates to individually significant exposures, and collective loan
impairment losses established for groups of loan portfolios based on inlernal policies
which are aliocated to individually assets of these loan porifolios,

The Bank cstablishes the impaiments for incurred but not reported loss based on the
historical database for the loan portfolies.

Wrile-off policy

The Bank writes-off the loans or securities balance (and any related impajrment losses
balance) when the Bank determines that the loans or securities are uncollectible.

The industrial sector and collateral details of loan portfolios are presented in Note 106,
and the details of exposure of credit risk are presented in Note 33,

it} Liquidity risk

The objective of prudential liquidity management is to ensure that the Bank has the
ability to gencrale sufficient funds to mect all cash flow obligations as these fall duc.
Effective liguidity management is critical to maintain market confidence, and protect
the capital base while permitting effective growth, In managing its liquidity the Bank
takes into account various legal requirements and limitations.

Limits regarding the maximum net outfow of funds in a particular period are in place
and are approved and monitored by the Banks® Asset Liability Committee ("ALCO’).

17



UNICREDIT JELZALOGBANK ZRT.

Noles to the unconsolidated financial statemients for Lhe year ended 31 December 2007

In line with Unieredit Group-wide standards, the Bank deals with liquidity risk as a
central risk in banking business by introducing and monitoring short-term and
medium-term liquidity requircments. In this context the liquidity situation for the next
fow days and also for longer periods is analysed against a standard scenario and against
scenarios of a general and a bank-specific Hquidity crisis. The degree of liquidity of
customer positions and proprictary positions are analysed on an ongoing basis.
Procedures, responsibilities and reporting lines In this area have been laid down in the
liquidity policy, which includes a contingency plan in the event of a liquidity crisis.

Short-term and long-lerm liquidity limits of the Bank were observed at all times in
2007. The degree to which accumulated liquidity oulflows are covered by accumulated
inflows within the following nonth and year is determined on an ongoing basis, It is
used as a key figure in managing the Bank’s liquidity and funding.

The maturity analysis of balance sheets for 2006 and 2007 are represented in Note 27,
iii) Market risk

Markel risk management encompasses all aclivities in connection with Bank’s
International Markets oporations and management of the balance sheet structure. Risk
positions arc aggregated al least daily, analysed by the independent risk management
unit and compared with the risk limits set by the Management Board and the ALCO
designated by the Management Board. At the Bank market risk management includes
ongoing reporting on the risk position, limit utilisation, and the daily presentation of
results of the International Markets Division's.

The Bank based on Bank Austria Creditanstall Group standard (as a subgroup of
Unicredit Group) uses uniform risk management procedures. These procedures provide
aggregate data and make available the major risk parameters for the various trading
operations at least once a day. Market risk limits control stress-oriented volume and
position limits, Additional elements of the limit system arc loss-warning level limits
and options-related limits applied to trading and positions in non-lincar products.

The bank does not perform value at risk analysis because,

a. there is no FX position initiated by business policy, the basis point value and
the valuc at risk is low and there is no trading book,

b. the risk initiated by clients are transferred to the parent bank, which monitors
all risk reporting,

Daily reporting includes details of volumc-oriented sensitivity analysis which aro
compared with their respective trigger point. The most important items presentated
include: basis point results (intcrest rate / spread changes of 0.01 %) by maturity band,
FX sensitivilies and sensitivities in equities and emerging-markevhigh-yield positions
(by issue, issucr and marke(). Markel risk management is aiso performed with
reference to specific counterparties, Interest rate analysis includes, for example, basis
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Notes to the unconsolidated financial statements for the year ended 31 December 2007

point limits per currency and maturity band, basis point totals per currency and/or per
maturity segroent (lolal of absolutc Basis Point Valugs - BPV), Daily reporting also
presents details of credit spread by curve and maturity band. Average intcrest rates arc
presented in Note 29,

Management of halance sheet structure

Interest rate risk and liquidity risk arising from customer transactions is is monitored
by the Bank’s treasury operations through a matched funds transfer pricing system
applied throughout the Bank. This makes it possible to atiribute credit, market and
liquidity risk and contribution margins to the Bank's business divisions in line with the
principle origination and classification. ALCO ensures that the Bank’s overall maturity
struclure is optimised within targets, with the results from maturity transformation
being reflected in the Intermational Markets Division,

Products for which interest-rate and capital maturily are not defined, such as variable-
rale sight and savings deposits, arc modelled in respect of investment period and
interest rate sensitivity by means of analyses of historical time series, and taken into
account in the Bank's overall risk position.

lforeign cxchange rale risk

The Bank has assets and liabilitics (on and ofl~balance sheet) denominated in scveral
foreign currencies, and it is therefore exposed to foreign exchange rate risk. Foreign
exchange rate risk ariscs when a mismatch occurs in the spot and forward asset/liability
structure within a currency.

The statements of foreign exchange exposurcs (currency strueturc of assets and
liabilifics is presented in Note 20.

v} Compliance with Basel Il

The Bank will use the Basel 11 standardised approach from the beginning of 2008,
Efforts will be made 10 swilkch to the A-IRB approach in order to realise the expected
cost savings on the cost of capital, A high-level roll-out plan for the gradual switch to
the IRB approaches is being set up on Hungarian group lfevel and will be refined on an
ongoing basis. At first phase, the Bank will introduce Foundation IRB (hcreafter F-
IRB) approach for corporatc clients and then A-IRB will be used for retail and
corporate segments starting {rom 2012 and 2013, respectively,

In October 2007, a local Basel I IRB project was set up at the UniCredit Bank
Hungary comprising all three pillars of Basel 1. The Bank’s representative takes part
in the team to coordinate the activity and to assure that the specialitics of the mortgage
bank will be taken into consideration.

The 1RB roll-out will be carried out Jocally. This decentralized approach means that
the requirements of A-IRB approach will be implemented by the UniCredit Group but
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Strategic Risk Management of Unicredit Ttaliano Spa. and BA-CA will provide support
during the implementation by providing guidelines and standards and in terms of
coaching and advice. The Unicredit Group will be responsible for the use and
development of methods and the compliance with local regulatory requirements, while
the approval of the developed models and methods will be under the responsibility of
the Strategic Risk Management.

v) Operational risk

Operational risk is the risk of loss due (o errors, infringements, interruptions, damages
causcd by internal processes or personnel or systems or caused by cxternal events.

Operational risk events are those resulting from inadequatc or failed internal processes,
personnel and systems or from systemic and other external cvents: intetnal or cxternal
fraud, employment practiccs and workplace safely, clients’ claims, products
distribution, fincs and penatties due o regulation breaches, damage to Bank's physical
assels, business disruption and system failures, process management,

Strategic risk, business risk and reputation risk is different from operational risk,
whercas legal and compliance risk is included in the operational risk definition,

The Bank operates ils operation risk activity according to its internal regulations based
on the operation risk regulation of UniCredit Bank Hungary Zrt in tight cooperation
with the centralized Operational Risk Controlling of UniCredit Bank Hungary Zrt (In
form of a Service Level Agrecment)

The body responsible for making decisions on OpRisk cascs depends on the amount of
damage. Above HUF 0.5 million the decision making body is the competent member
of the Board of Munagers together with the General Manager of the Bank. Below HUF
0.5 million the decision maker is the General Manager of the Bank.

Besides the responsibilities stated in interna) regulation, in reviewing the operational
risk framework Intermal Audit is responsible for evaluating its functionality and
effcctivencss, as well as its compliance with the rcgulatory requirements. At least
annually, it checks the operational risk dala collection, management and storage

process o ensure the data quality.
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4, Use of estimates and judgements

These disclosures supplement the commentary on risk management policy.
L) Impairment for credit losses

Assets accounted for at amotlised cost are evaluated for impairment on a basis
described in accounting policy 2.{m.), (n.) and risk management policy 3.(i).

ii.) Determining fuir value

The fair value valuation techniques for financial assets and liabilities are described in
Note 31,

iil,} Financial assets and liabilities classification

The Bank’s accounting policies determine the differcnt accounting catcgorics for the
classification of financial asscts and liabilities. The criteria of them is described in

accounting policics 2.(¢.)(i)

iv,) Qualifving hedge relationships

In designating financial instruments as qualifying hedge relationships, the Bank has
determined that il expecls the hedge to be highly effective over the life of the hedging

instrument, In accounting for derivatives as cash flow hedges, the Bank has determined
that the hedged cash flow cxposurc relates to highly probable fulure cash {lows.

5. Net interest income

(LIUF million) 2007 2006

Intorest and similar income

Interest income from banks 5,682 6,186

Interest income from cusiomers 3,047 2,783

Interest income on Available for sale financial asscis 781 324

Interest income on Held to maturity asscts 114 400
10,424 2,099
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S, Net interest income {continue)

{HUF million) 2007 2006

Interest expensc and similar charges

Interest expense (0 banks (742) (419)

Interest expense to custoners (84) (23)

Interest expense on mortgage bonds issued (5.936) (5,886)

(6.762) (6,328)

Net intercst income 3,462 3,371
6. Net fee and commission income

(LIUF million) 200 2000

Fees and commission income

Other financial fecs and commissions 288 105
288 105

Fees and commission expense

Payment transaction fees (1) (1)
Custody service fees (3) (3)
Brokerage (23) (32)
Other financial fees and commissions (3) (1)
(30) (37
238 08

7. Net trading income
(HUF million) 2007 2006
Profit on foreign exchange 1 6
l 6
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Notes to the unconsolidated financial statements for the year ended 31 December 2007

8. Net gain and loss on other financial instruments
(HUF million} 2007 2006
Gains
Available for sale debt securitics 4] -
6 .
l.ossess
Available for sale debt securities 42 -
42 -
Net gain and loss on other financial instrument (36) :
9, Personnel expenses
(HUF miltion) 2007 2006
Wages and salaries 402 333
Statutory social-securily coniributions 120 100
Other employee benefits 23 24
Employer's contributions 16 14
561 471

The number of employees was 38 at 31 December 2007 (2006: 36 employees).

10,  General operating expenses

(HUF million) 2007 2006
Other indirect tax cxpense and costs of authorities 119 115
Renting costs and operating cxpenscs of properly 58 60
Advertising ] 3
Information technolopy costs 42 9
Material and office equipments costs 2 3
Other administrative expenses 202 178

S
=
oo
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Notes 1o the unconsolidated financial statements for the year ended 31 December 2007

11.  Other income and expenses

(HUF milfion)

Other income 2007 2006
Procceds on sale of property, plant and equipment 4 -
Other 17 4
21 4

Other cxpenscs
Taxcs, penalties (4) )
Cost of properly, plant and equipment sold (5) {3
Other (26) {6)
(35) (12)
Other operating income / expense (14) (8)

12. Taxation

The tax charge for the year is based on the profit for the year according to the statutory
accounts of the Bank as adjusted for relevant taxation regulations. The coxporate
income lax tale in Hungary for the year cnded 31 December 2007 was 16% and an
additional 4% (4% applicable to the profit earped from 1 September 2006). The Bank
has to pay the additional supplementary tax to income eamed from loans supplied by
state,

(HUF million) 2007 2006

Tax expense for the year

Current lax expense 581 550

Adjustments for prior years 1 -
282 230

Deferred tax charge

Total income tax expense in ilcome statement (2 :
873 250
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Reconciliation of effective tax rate

2007 2007 2006 20006

(%) (HUF million) (%) (HUF million)

Profit before tax 2,417 _ 2,364
Income 1ax using the domestic
" corporate tax rate 20.0 483 17.3 411
Supplementary corporate tax for banks 4.6 I 7.8 184
Adjustments for prior ycars 0 I
Tax effects of income/expenses
exempt from corporate tax 0.3 6 {4.5) (12)
Income/cxpenses giving rise to permanent
differecnces:
- Equity contribution in kind
- General Risk Reserve (0.3) ©) (V)] (1)
- Other {10} (22) 14 (32)
236 573 23 59
Balances related to taxation
{(HUF million) 2007 2006
Tax assels
Tax assets for the ycar 4 18
Deferred tax asscis 57 21
Tax liabilitics
Tax labiliies for the year 16 .
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13. Phacements with, and loans and advances to other banks

(HUF million) 2007 2006

Loans and advance to other banks

Nostros with other banks , 19 374

10 324
Maturity less than one ycar 5,101 7,219
Maturity niore than onc year 47,402 52,257

14, Available for sale financial assets

(HUF million) 2007 2006

State bonds l 13,372 7.927
13,372 7,927

Impairment loss (242) (104
13430 7,823

15. Held to maturity investments

{(HUF million) 2007 2006
State bonds - 3,376 |
2 2310

The net market value of the held-to-maturity securities portfolio as at 31 Dcecmber
2007 is HUF 0 million (2006: HUF 3,376 million).
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16. Loans and advances (0 customers

(HUF million) 2007 2006
Private and commercial:
Maturity less than one year : 3,697 1,450
Maturity morc than one year 41,540 8,534
45,237 29,990
Provision for impairment and losses 213 (159}
on eredit products (Note 25)
45024 20.831
A, Analysis by indusiral sector
(HUF million) 2007 % 2006 %
Real estate finance 4365 965 5,087 18.96
Privatc clients 26,908 5948 17,160 57.24
Financial aclivitics 11,933 2638 5,702 19,01
Trade 499 1.10 340 1.13
Agriculturc 614 1.36 88 0.29
Catering lrade 887 1.96 883 2.94
Other 31 007 130 0.43
Total | 45,437 10000 29999  10Q.00

B. Collateral for the abo
The estimate value of collateral and other security for the loans were followings:

(HUF miilion) 2007 2006
Against individually impaired : 630 536
Warrant and guarantces 16 0
Cautions : 34 16
Property : 580 540
Dcht sccurities 0 0
Equities 0 {0
Others 0 0
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Collateral for the above loans continued

(HUF milhion) 2007 2006
Against collectively impaired 65 27
Warrant and guarantees 0 6
Cautions 5 7
Property 60 14
Debl securities 0 0
Equilies 0 0
Others 0 0
Against pasi due but not impaired 970 610
Warram and guarantees 7 47
Cautions 794 339
Property 169 224
Debt securitics () 0
Equitics 0 0
Others 0 0
Against neither past due nor impaired 80,719 73101
Warrant and guarantccs 851 015
Cautions 13,318 3,504
Property 16,265 11,765
Debt sccurilics 0 2,462
Equitics 0 0

Others ' 50,285 54,365
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19,  Other assets

(HUF million) 2007 2006
Accrued income and prepaid cxpenscs 1,362 1,427
Other = =

1,362 1,427

20.  Deposits and loans from other banks

(HUF million) , 2007 2006
Maiurity less than one year 8,986 5,581
Maturity more than onc year 17,064 11,670

20020 17251

21.  ¥ssued mortgage bonds

(HUF million) ' 2007 2006
Maturity less than one year 9,680 4,129
Maturity more than one year 59,737 66,722

693417 70,831
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Notes to the unconsolidated financial statements for the year ended 31 December 2007

22.  Other ligbilities

(HUF million) 2007 2006
Acerued income and prepaid expenses 3,795' 3,309
Other Laxes payable 4 -
Other 131 1,363

5109 4.072

23, Share capital

[yl
[

(HUF million) 2007 2006

Authorised and issucd sharc capital 3,000 3,000

Sharc capital consists of 3,000 ordinary sharcs with a par value of HUF 1,000,000 ecach.
100% of the issued shares are held by UniCredit Bank Hungary Zrt.

24, Commitments and contingent liabilities

At 31 December 2007, the Bank had the following commitments and contingent liabilities (at
nominal valucs):

(HUF miltion) 2007 2006
Loan and overdraft facilitics pranted

not disbursed 2,106 1,906
Guarantees . 40
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25. 1mpairments and provisions

Impairments and provisions on credit products

Loans Total financial
instruments
Balance 31 December 2006 159 159
Write-offs - -
Amounts released (51) (51)
Additional impairment provisions 105 105
Merger effect - -
As at 31 December 2007 213 213
Net movement in impairment
provisions 34 34
Write-offs - -
Merger effect v -
Net amount charged to the
income statement 54 54
Receivables write-off - -
Effeet of {/x rale Nuctuation - -
Total charged to the income
statement, excluding the effect 54 54

of f/x rate fluctuation

Impairment and provigion on investments, garanties and unutilised loans were not allocated.
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Notes to the unconsolidated financial statements for the year ended 31 December 2007

26. Currency structure of assets and liabilities

(HUF miliion) Assets  Equityand  Off Balance Total Net
liabilitics sheetnet  foreign currency

position exposure

long/(short)

The currency structurc of assets and liabilities as at 31 December 2007 is as follows:

Currency:

Euro 20,975 20,956 - 19
Swiss Irancs 9,040 9,014 - 26
Total foreign cwrency: 30,015 29,970 . 45
Hungarian Forint 82,222 82,267 - {45)
Total 112,237 112,237

The currency structure of asscts and liabilities as at 31 Docomber 2006 is as follows:

Currency:

Euro | 19,597 19,544 - 53
Swiss Francs 1,606 1,571 - 35
Totat forcign currency: 21,203 21,115 - 88
Hungarian Forint 81,437 81.525 . (88)
Total 102,640 102,640 -
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UNICREDIT JELZALOGBANK. ZRT.

Notes to the unconsolidated financial statemenis for the year ended 31 December 2007

29. Interest rate risk- average interest rates

In 2007 and 2006 average domestic and foreign currency rates were as foliew,s,
with amounts expressed in %

EUR CHF HUF
2007 2006 2007 2006 2007 2006
Assets ,
Securitics (incl. finaneial agsets at - " - - 735 873

fair value through profit or loss,

available for sale and held to

maturity securities)

Placements with, and loans and 437 316 389 - 1095 10.82
advances to other banks

Loans and advances to cusiomers 573 5.01 4.55 507 13.4] 1415

Liabilities

Deposits and loans from other 436 311 243 155 797 129

banks

Deposits from customers - - - - - -

Issued bonds 425 276 - - B59 B8.63
30. Balances and P/L outstandings with related parties

(HUF miltion) 2007

Assets

Nostros and placements with banks 2,228

Placements with, and loans and advances 1o other banks 28,376

Other assets 24

Total 30,628

Liabilities

Deposits and loans from other hanks 26,050

Other ljabilitics 66

Tolal 26,116

P/L

Interest and similar income 963

Interest cxpense and similar charges - (743)

Foc and commission expense (34)

Operating costs (60)

Total 126

The above balances arc outstanding with UniCredit Bank Hungary Zrt.
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2007

Estimation of fair values

The following description summarises the major methods and assumptions used in
estimating the fair values of financial instruments reflected in the table,

Loans and advances: Fair valuc is calculated bascd on discounted expected future
principal and interest cash flows. Loan rcpaymenis are assumed 1o occur at confractual
repayment dales, where applicabic. Expected future cash flows are estimated taking into
account credit risk and any indication of impairment. Expecfed future cash flows, even
for homogenecous categorics of loans, are eslimated on a single deal basis and discounted
at current market rates. The estimaled iy values of loans also reflect changes in interest

rales,

Investments carried af cost and derivates: Fair value is based on quoted market prices at
the balance sheel date without any deduction for {ransaction cosls, where available, I a
guoted market pricc is not available, fair value is estimated using pricing models or
discounted cash flow technigues, where applicable, For investments and fixed assels,
where no reliable market price or model price is available, the book value js taken as fair
value.

Where discounted cash flow techriques are used, cstimated fiture cash flows are based
on management’s best estimates and the discount rate is a market rclated rate for a simifar
instroment at the balance sheet date. Where other pricing models are used, inputs arc
bascd on market related data at the balance sheel date.

Bank and customer deposits: For demand deposits and deposits with no defined
maturities, fair value is deemed 10 be the amount payable on demand at the balance sheet
date. The estimated fair value of fixed-maturity deposits, including certificates of deposit,
is based on discounied cash flows using market intercst rates. The value of long-term
rclationships with depositors is not taken into account in estirnating fair values.

Long-term debt: The fair value is based on quoled market prices, if available. For deit

instruments without quoted prices the fair value is estimated as the present value of future
cash flows, discounted af market interest rates available at the balance sheet date.
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2007

35. Regulatory capital

2007 2006
Tier 1 Capital
Ordinary share capital 3,000 3,000
Share premivm 783 783
General reserve 743 563
General risk provision the 1,25 percentages of the corrected 347 316
balance shect total
Retained earnings 5,287 3,649
P/L. according lo the balance sheet 1,624 1,638
Negativ differences due to consolidation - -
Less intangible adjustments | (92) (238)
Total 11,692 9,711
Tier 2 Capital
Fair value reserve for available-for-sale equity securitics : - -
Qualifying subordinated liabilities - -
Total - -
Total regulatory capital 11,692 9,711
Reducing ilems of {he regulatory capital - -
Investments in financial instilutions - -
Large explosure limit ' (5,855) (3,247)
Moditied adjusted capital 5,837 6,464
Solvency indicator - -
Trading book - -
Banking book 112,423 102,723
RWA 34,704 32,401
capital adequacy (%) 16.82 19.95

The Hungarian Financial Supervisory Authority’s (,HFSA™) guidance is based on the European
Commission's directive, the Basel Committee's work and the guideline on Pillar 2 published by the
Commiltee of Europcan Banking Supervisors, The Base! Commitice emphasizes the importance of
selting quantitative and qualitative capital targets, adcquatcly proactive capital planning and strong
senior management involvement in, and responsibility for, capital planning, HFSA requircs monthly
reports from hanks and financial institutions concerning the capital requirement and solvency ratio.
The European Common Reporting (COREP) charis will be used as a standard form to be reported
from 1st January 2008.

Main elements for the calculation of RWA are the followings:

Tier 1 capital, which includes ordinary share capital, share premium, general reserve, general risk
provision, retaincd earnings, negative differences due to consolidation, less intangible adjustments.
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UNICREDIT JELZALOGBANK ZRT.
Notes to the unconsolidated financial statements for the ycar cnded 31 December 2007

Under Hungarian law the amount of the general risk reserve is charged (o the income statement and
15 4 tax deduectible expense. This amount has been treated as an appropriation of retained earnings.

Tier 2 capilal containing fair value reserve for available-for-sale equity sceuritics and qualifying
subordinated liabilitics, These two elements create the regulatory capital which is reduced by the
amount of investments in financial institutions, large caplosmc limit and certam other regulatory

items if any.

Tier | capital i the same as the regulatory capital as the Bank contains no fair valuc reserve for
available-for-sale equity socurities and qualifying subordimated liabilities. After deducting the
amount of investments in financial institutions, large explosurc limit comes out the modified
adjusted capital which is divided by RWA and it gives the solvency ratio.

The most significant business risks to which the Bank is cxposed are market interest rate, liquidity,
forcign exchange rate and credit risks. Integrated and on-line syslems ensure constant, timely
moniloring of risk. The Bank’s policies for managing each of the major financial risks are reviewed
regularly by the respective business areas, internal audit, senior management and the respective
Boards of Directors,

Various limits arc applied 1o clements of the capital base. The amount of qualifying subordinated
Joan capital may not exceed 50 percent of Tier 1 capital. There also are restrictions on the amount of
large exposure limits. The amount of the exposure against a customer or a customer group cannol
exceed 25 percent of the bank's reguiatory capital; the lofal amount of large risk taken by the bank
ntay not exceed the eightfold amount of the bank’s regulatory capital,

Banking opcrations arc catcgorised in banking book and risk-weighted assels are delermined
according lo specificd reguirements that seek 1o reflect the varying levels of risk attached to asscls
and off-balance sheet exposures.

The Bank will implement Bascl 11 Standard method from st January 2008, The Bank follows the
instructions, requirements and methods given by the national regulator and its parent bank. Also the
UC! Group will calculatc and create reports on required capital and also on solvency ratio for the
whole group.

The Bank’s policy is to maintain a strong capital base so as to maintain investor, ereditor and market
confidence and to sustain future development of the busincss. The impact of the level of capital on
sharcholders' retumn is also recognised and the Bank recognises the need to maintain a balance
between the higher refums that might be possible with gearing and the advantages and sccurity
afforded by a sound capital position.

There have been no material changes in the Bank’s management of capital during the period,
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