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Independent Auditor’s Report
To the shareholder of UniCredit Jelzalogbank Zrt.

We have audited the accompanying financial statements of UniCredit Jelzdlogbank Zrt. (hereinafter referred to
as “the Company”), which comprise the balance sheet as at 31 December 2008, and the income statement,
statement of changes in equity and cash flow statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards. This responsibility includes: designing, implementing and
maintaining internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatements, whether due to fraud or error; 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
statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on our judgment, including the assessment of the risks of
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 presentation of the
financial statements in order to design audit procedures that are appropriate 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 appropriateness 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.

Opinion

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 2008, and of its financial performance and its cash flows for the year then
ended in accordance with International Financial Reporting Standards.

Budapest, 19 February 2009

KPMG Hungaria Kft.
1139 Budapest, Véci 1t 99,

=(

John Varsanyi
Partner

KPMG Hungéria Kft., a Hungarian limited liability company and a
member firm of the KPMG network of independent member
firms affiliated with KPMG International, a Swiss cooperative.
Company registration: Budapest, no 01-09-063183



UNICREDIT JELZALOGBANK ZRT

Unconsolidated balance sheet
as at 31 December 2008

(HUF million)

Note 2008 2007
Assets
Available for sale financial assets 14 12616 13 130
Placements with, and loans and advances
to other banks 13 70 389 52513
Loans and advances to customers 16 584206 45024
Property, plant and equipment 17 6 535
Intangible assets 18 79 92
Tax assets 12 328 61
Other assets 19 2021 1362
Total assets 143 865 112 237
Liabilities
Deposits and loans from other banks 20 63 015 26 050
Issued mortgage bonds 21 63 429 69417
Tax liabilities 24 16
Other liabilities 22 40616 5109
Other provisions 0 46
Total liabilities 131 084 100 638
Shareholder's Funds
Share capital 23 3000 3000
Capital reserve 783 783
Other reserves 1 360 1 090
Retained earnings 6650 5076
Valuation reserves (8606) (194)
Net profit 1 854 1 844
Total Shareholder's Funds 12 781 11 599
Total Liabilities and Shareholder's Funds 143 865 112 237

The accompanying notes (1-32) form an integral part of these financial statements.

19 February 2009
UniCredit Jelzalogbank Zrt.

A hn . PPN -
Member of Board of Direct7 %erﬁpﬂh
e ——




UNICREDIT JELZALOGBANK ZRT

Unconsolidated income statement
for the year ended 31 December 2008

(HUF million)

Note 2008 2007
Interest and similar income 10 562 10 224
Interest expense and similar charges (7 020) (6762)
Net interest income 5 3536 3462
Fee and commission income 69 288
Fee and commission expense (23) (30)
Net fee and commission income 6 46 258
Dividend income
Net trading income 7 23 1
Net gain and loss on other financial intruments disposals 8 (36)
Operating income 3 605 3685
Impairment and losses on credit products 25 (163) (54)
Net financial activity result 3442 3631
Personnel expenses 9 (539) (561)
General operating expenses 10 (448) (424)
Other provision 46 (406)
Amortization and impairment on Property, plant and equipmu 17 (48) 4)
Amortization and impairment on Intangible assets 18 (62) (165)
Other income /(expenses) 11 6 (14)
Operating costs (1045) (1214)
Profit before tax 2397 2417
Income tax expense 12 543 573
Net profit for the year 1854 1844

The accompanying notes (1-32) form an integral part of these financial statements.

19 February 2009

UniCredit Jelzalogba k
/ Y 4, g " zrt.

T

——

Member of Board of Direg¢tors
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UNICREDIT JELZALOGBANK ZRT
Statement of Cash Flows
for the year ended 31 December 2008

(HUF million)
Cash flows from operating activities:

Net profit for the year

thercof 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
(Increase)/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 and equipment
Disposal of intangibles and equipment

Increase in securities purchased

Cash flow from / (used in) investing activities

Financing activities

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

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

Cash and cash equivalents at year end

The accompanying notes (1-32) form an integral part of these financial statements.

19 February 2009

\ o . UnlCreditJeI:élogbankz
\ 4

Member of Board of Pirectors

2 008 2007
1854 1844
10562 10224
7026 6762
110 169
302 761
(548) (582)
(13 050) 2322
(13160) (15 193)
(4 840) 4642
36 965 8 799
5779 918
0 1
(49) 27
0 13
(1596)  (1689)
(1645) (1702
(5988)  (1434)
(5988)  (1434)
0 (374)
0 374
0 0

t




UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

1. General

UniCredit Jelzalogbank Zrt. - formerly HVB Jelzdlogbank Zrt. — ( ,,the Bank™) is a
mortgage bank which was established in Hungary on June 1, 1998. The Bank’s
ultimate holding company 1s Unicredito [taliano Spa. The registered office of the Bank
is at 1054 Budapest, Szabadsag tér 5-6.

The Bank’s operations are regulated by Act XXX of 1997 on Mortgage Loan
Companies and on Mortgage Bonds. In accordance with the Act, the Bank may grant
loans covered by mortgages on real estate located either in the territory of Hungary or
any EEA Member State and issue mortgage bonds. The Bank may not collect deposits
from the public.

The Bank’s registered capital consists of 3,000 ordinary shares with a par value of
1,000,000 Hungarian Forint (HUF) per share. As at 31% December 2008, UniCredit
Bank Hungary Zrt. (formerly HVB Bank Hungary Zrt.) held 3,000 shares.

Transactions with members of the UniCredit Bank include credit refationships, where
the related party is both a borrower and depositor. Such transactions are conducted
under substantially the same terms and conditions as are applied to third parties, unless
otherwise stated,

The financial statements were authorised by the Supervisory Board on 19 February
2009.

2. Significant accounting policies

The principal accounting policies applied in the preparation of these financial
statements are set out below. These policies have been consistently applied to all the
years presented, unless otherwise stated.

a) Statement of Compliance

The financial statements have been prepared in accordance with the International
Financial Reporting Standards (IFRS) adopted by the Imternational Accounting
Standards Board (IASB), and all applicable interpretations issued by the International
Financial Reporting Interpretations Connmuittee of the JASB (IFRIC) as adopted by the
EU.



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated {inancial statements for the year ended 31 December 2008

b) Basis of preparation

The financial statements have been prepared on a fair value basis for derivative
financial mstruments, financial assets and liabilities through profit or loss, and
avallable-for-sale financial assets, except those for which a reliable measurement of
fair value is not available. Other financial assets and liabilities and non-financial assets
and liabilities are stated al amortized cost, net of accumulated impairment losses (if
applicable), or historical cost.

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

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

d) Cash and cash equivalents

Cash and cash equivalents include nostros with other banks and are carried at cost 1n
the balance sheet.

e) Financial instruments
i. Classification

Trading financial assets and financial liabilities are those that the Bank principally
holds for the purpose of short-term profit taking. These include shares, bonds, certain
purchased loans and derivative contracts that are not designated as effective hedging
mstruments. All non-hedge derivatives in a net receivable position (positive fair value),
are classified as trading financial assets. All trading derivatives in a net payable
position (negative fair value), are classified as trading financial liabilities.

Loans and receivables are loans and receivables created by the Bank other than those
created with the intention of short-term profit taking. They are non-derivative financial
assets with fixed or determinable payments that are not quoted in an active market.
Loans and receivables consist of loans and advances to banks and customers,
icluding mortgage rights purchased.

Held-to-maturity investments are financial assets with {ixed or determinable payments
and fixed maturity that the Bank has the positive intent and ability to hold to maturity
and which are not designated as at fair value through profit or loss or as available-for-
sale. These include certain debt instruments.

Available-for-sale financial assels are those non-derivative financial assets that are
designated as available for sale or are not classified as loans and receivables, held-to-

2



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

maturity investments or trading financial assets. Available-for-sale instrinments include
certain debt and equity investments.

ii. Recognition and de-recognition

The Bank recognises financial assets and liabilities on the trade date. They are nitially
measured at fair value (except for an item not subsequently measured at fair value
through profit or loss) plus transaction costs that are directly attributable to its
acquisition or issue. From this date any gains and losses arising from changes in fair
value of the assets are recognised either in income statement or in equity. All Loans
and receivables are recognised when cash is advanced to the counterparty.

Financial assets are derecognised when the rights to receive cash flows from the
financial assets have expired or where the Bank has transferred substantially all risks
and rewards of ownership.Financial habilities are derecognised when the contractual
obligations are discharged, cancelled or expire.

ifi. Measurement

Financial instruments are measured initially at fair value, including transaction costs
that are directly attributable to the acquisition or issue.

Subsequent to initial recognition all trading financial assets and liabilities 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 assets, loans and receivables and held-to-maturity
mvestments are measured at amortised cost using the effective interest method less
accumulated impairment losses. Premiums and discounts are included in the carrying
amount of the related instrument and are amortised. Financial assets, with the
exception of loans which are reviewed quarterly, are reviewed at each balance sheet
date to determine whether there is objective evidence of impairment. If any such
indicator of impairment exists, the asset’s recoverable amount is estimated.

Fair value measurement principles

The fair value of financial instruments is based on their quoted price in an active
market for that instrument at the balance sheet date without any deduction for
transaction costs. A market is regarded as active if quoted prices are readily and
regularly available and represent actual and regularty occurring market transactions on
an arm’s length basis. If a quoted market price is not available or the market 1s not
active, the fair value of the instrument is estimated using pricing models or discounted
cash-flow techniques.



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

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

The fair value of derivatives that are not exchange-traded are estimated at the amount
that the Bank would receive upon normal business conditions to terminate the contract
at the balance sheet date taking into account current market conditions and the current
creditworthiness of the counterparties.

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of trading financial assets and
financial liabilities are recognised in the income statement., Gains and losses arising
from a change in the fair value of available-for-sale financial assets are recognised in
valuation reserve, in equity. Any permanent impairment loss on available for sale
financial assets and hedging derivatives is recognised in the income statement.

f) Transactions in foreign currency

Items included in the financial statements of the Bank are measured using the currency
of the primary economic environment in which the Bank operates (“functional
currency”). The accounting records of the Bank are also maintained in this currency,
which the HUF.

Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the (ransactions. Foreign exchange gains and
losses resulting from the settlement of such transactions and from the translation at
year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the income statement, except when deferred in equity as
gualifying cash flow hedges.

g) Investment securities
Sceurities can be held for short-term profit taking, available-for-sale or held-to-

maturity purposes. The principles governing the recognition and recording of each
category of securities are stated in Note 2.e. above.



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

h) Equity investments

Equity investments that the Bank holds for the purpose of short-term profit taking are
classified as trading financial assets. Other equity investments are classified as
available-for-sale financial assets. The measurement of these equity investments is
stated in Note 2.e.

i} Property, plant and equipment

Property, plant and equipment are stated at historical cost less accumulated
depreciation and accumulated impairment losses. Property, plant and equipment are
reviewed periodically and items which are considered to have no further value are
depreciated 11 full.

j) Intangible assets and goodwill

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

There are no intangible assets which have an indefinite useful life.

k) Depreciation and amortisation

Depreciation 1s 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
assets, with the exception of land and assets under construction, are depreciated on a

straight line basis. The annual rates of depreciation used are as follows:

Depreciation Rate

%
Intangible asset 25
Buildings 2-6
Office equipment 145-33
Motor vehicles 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.



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconselidated financial statements for the year ended 31 December 2008

) Loans and advances to customers

Loans and advances originated by the Bank are 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 receivables.

Loans and advances are reported net of impairments for credit losses to reflect the
estimated recoverable amounts.

Income for the period on loans and receivables is determined using the effective
interest rate method. The effective interest rate is established individually for all loans
and receivables, When calculating the effective interest rate, all estimated cash-flows
are taken into account including fees, commissions, as well as possibie premiums or
discounts. Estimated future credit losses are however not included. The result of this
calculation is charged to the income statement.

Purchased independent mortgage rights are also classified as Loans and advances. An
independent mortgage right 1s a type of mortgage, which can be transferred to third
person without the assignment of the claim.

m) Impairment and losses on credit products

It 1s the policy of the Bank to review periodically (at least quarterly) its portfolio of
foans and advances to make impairments, where necessary. Impairment is based on an
individual assessment of the recoverability of outstanding amounts. Increases and
decreases 1 impairments are charged to the income statement.

Incurred but not reported impairment (IBNR) is calculated for the performing
portfolio, based on the expected loss within one year, taking also into account the loss
confirmation period, which ranges from 4 to 6 months according to the type of clients
or (in case of the retail segment) products.

n) Issued bonds

The Bank’s primary source of funds is generated from issuance of mortgage bonds.
Mortgage bonds are secured bonds. The Bank may issue such a bond onty if it has
sufficient collateral, which may include independent mortgage rights and other
securities such as government bonds and treasury bills.

Issued mortgage bonds are classified as financial liabilities and initially measured at
cost plus directly altributable transaction costs, and subsequently measured at their
amortised cost using the effective interest method.



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

¢) General reserve

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

p) General risk reserve

Under Section 87 of Hungarian Act No. CXII of 1996 a General Risk Reserve of
1.25% of the risk weighted 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 treated as an appropriation of retained
earnings.

q) Valuation reserve
The valuation reserves are part of the Shareholder’s equity. Under the IFRS principles

the valuation reserves include the Cash-flow Hedge Reserve and Available for Sales
instruments Reserve less deferred tax as stated in Note 2.e. above,

r} Income
Net Interest income

Interest income and interest expense for the year are recognised on an accruals basis,
with the application of the effective interest rate method.

Net fee and commission income
Net fee and commission income consists of income from services, provided on a fee
and commission basis as well as expenses incwrred for services provided by third

parties and related to the Bank’s fee-earning business. Commissions and fees are
mcluded in the income statement as they arise.

Net trading income

Net trading income includes gains and losses arising from disposals and changes in the
fair value of trading financial assets and liabilities.



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

Net gain and loss on other non-trading financial instruments

Net gain and loss on other financial instruments refate to non-trading financial assets
and equity investments and includes the realized result at derecognition.

$) Impairment

The carrying amounts of the assets are reviewed at each balance sheet date to
determine, whether there 1s any indication of impairment. Any resulting impairment
loss is recognised in the income statement.

An asset's recoverable amount is the higher of its value in use and its fair value less
costs to sell. The value in use is the present value of the future cash flows to be
generated by an asset from ils continuing use in the business. If the asset's carrying
amount exceeds its recoverable amount, the asset is impaired. It 1s written down to 1ls
recoverable amount and an impairment loss is recognised.

t) Income tax
Income tax on the profit or loss for the year consists of current and deferred tax.

Current tax is the expected 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 to calculate the taxable income.

Deferred tax is provided using the balance sheet liability method, in respect of which
temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for taxation purposes are recognised
in full. The amount of deferred tax provided is based on the expected manner of
realisation or settlement of the difference between the carrying amounts of assets and
liabilities in the IFRS balance sheet and in the balance sheet for local tax purposes.

A deferred tax asset is recognised only 1o the extent that it is probable that future
taxable profits will be available against which the unused tax fosses and credits can be
utilised. Deferred tax assets are reviewed at each balance sheet date and are reduced to
the extent that it is no longer probable that the related tax benefit will be realised.

u) Currencies and Market Rates

The Bank conducts transactions in the ordinary course of business in various
currencies including HUF and uses various financial instruments at its disposal.
Financial assets and financial liabilities on and off balance sheet are denominated in
these currencies and, unless stated otherwise, are disclosed at fair value. Banking
transactions unless otherwise stated are effected at market rates.



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

v) Events after the balance sheet date

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

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

w) Segment reporting

Segment mformation is presented in respect of the Bank’s business segment. The
format, business segments, is based on the Bank’s management and internal reporting
slructure.

A business segment is a group of assets and operations engaged in providing products
or services that are subject to risks and returns that are different from those of other
business segments.

Business segments

The Bank separales the following main business segments:

- Retail Includes the loans, deposits and other transactions and

balances with retail customers (included the purchase of
independent mortgage rights and the agricultural land

financing).

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

- Treasury Includes Assets Liabilitiecs Management activities that

containg the Bank’s funding and centralised risk
management activities through borrowings, investing in
liquid assets such as short-term  placements and
government bonds.

The result of each segment also include the head office direct costs allocated on a
reasonable basis. The business segment report 1s presented in Note 30.

The secondary segmentation is not relevant at the Bank because the real estates
financed by the Bank are tocated in Budapest and around Budapest.

9



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

x) New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are not yet
effective for the year ended 31 December 2008, and have not been applied in preparing
these consolidated financial statements:

o IFRIC 13 Customer Loyalty Programmes addresses the accounting by entities
that operate or otherwise participate in customer loyalty programmes under
which the customer can redeem credits for awards such as free or discounted
goods or services. IFRIC 13 becomes mandatory for the Bank’s 2009
unconsolidated financial statements and will be applicable retrospectively. The
Bank 1s currently in the process of evaluating the potential effect of this
interpretation.

o Amendment to IFRS 2 Share-based Payment — Vesting Conditions and
Cancellations clarifies the definition of vesting conditions, introduces the
concept of non-vesting conditions, requires non-vesting conditions to be
refiected in grant-date fair value and provides the accounting treatment for non-
vesting conditions and cancellations. The amendments to IFRS 2 will become
mandatory for the Bank’s 2009 unconsolidated financial statements, with
retrospective application. The Bank is cutrently in the process of evaluating the
potential effect of this amendment.

e IFRS 8 Operating Segments introduces the “management approach” to segment
reporting. IFRS 8, which becomes mandatory for the Bank’s 2009
unconsoclidated financial statements, will require a change in the presentation
and disclosure of segment information based on the internal reports that are
regularly reviewed by the Bank’s “chief operating decision maker” in order to
assess each segment’s performance and to allocate resources to them. Currently
the Bank presents segment information in respect of its business segments (sce
note w). The Bank is currently in the process of determining the potential effect
of this standard on the Bank’s segment reporting.

e Revised IAS 1 Presentation of Financial Statements (2007) introduces the term
“total comprehensive income,” which represents changes in equity during a
period other than those changes resulting from {ransactions with owners in their
capacity as owners. Total comprehensive income may be presented in either a
single statement of comprehensive income (effectively combining both the
income statement and all non-owner changes in equity in a single statement), or
in an Income statement and a separate statement of comprehensive income.
Revised TAS 1, which becomes mandatory for the Bank’s 2009 financial
statements.

s Revised IAS 23 Borrowing Costs removes the option to expense borrowing
costs and requires that an entity capitalise borrowing costs directly attributable to
the acquisition, construction or production of a qualifying asset as part of the cost
of that asset. Revised IAS 23 will become mandatory for the Bank’s 2009
unconsolidated financial. The Bank is currently in the process of evaluating the

10



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

potential effect of this amendment,

o Amended IAS 27 Consolidated and Separate Financial Statements (2008)
requires accounting for changes in ownership interests in a subsidiary that
occur without loss of control, to be recognised as an equity transaction. When
the Bank loses control of a subsidiary, any interest retained in the former
subsidiary will be measured at fair value with the gain or loss recognised in
profit or loss. The amendments to IAS 27, which become mandatory for the
Bank’s 2010 unconsolidated financial statements will have no impact on the
unconsolidated financial statements.

e Amendments to IAS 32 and IAS 1 Presentation of Financial Statements —
Puttable Financial Instruments and Obligations Arising on Liquidation require
puttable instruments and instruments that impose on the entity an obligation to
deliver to another party a pro rata share of the net assets of the entity only on
liquidation fo be classified as equity if certain conditions are met. The
amendments, which become mandatory for the Bank’s 2009 unconsolidated
financial statements with retrospective application required, do not have any
significant impact on the unconsolidated financial statements.

¢ The International Accounting Standards Board made certain amendments to
existing standards as part of its first annual improvements project. The effective
dates for these amendments vary by standard and most will be applicable to the
Bank’s 2009 unconsolidated financial statements. The Bank does not expect
these amendments to have any significant impact on the unconsolidated
financial statements.

o Amendments to IAS 39 Financial Instruments: Recognition and Measurement
— Eligible Hedged ltems clarifies the application of existing principies that
determine whether specific risks or portions of cash flows are eligible for
designation in a hedging relationship. The amendments will become mandatory
for the Bank’s 2010 unconsolidated financial statements, with retrospective
application required.

o IFRIC 16 Hedges of a Net Investment in a Foreign Operation clarifies that:

c et mvestment hedging can be applied only to foreign exchange
differences arising between the functional currency of a foreign
operation and the parent entity’s functional currency and only in an
amount equal to or less than the net assets of the foreign operation

o the hedging instrument may be held by any entity within the group
except the foreign operation that is being hedged

© on disposal of a hedged operation, the cumulative gain or loss on the
hedging instrument that was determined to be effective is reclassified to
profit or loss.
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2003

3. Risk Management Policies

The most significant business risks to which the Bank is exposed are credit risk,
liquidity risk, market risk (includes interest rate and foreign exchange rate risks) and
operational risks. The Bank takes its part i UniCredit Group-wide approach to manage
risk, tailored for specific Hungarian legal and business requirements. Inlegrated and
on-line systems ensure constant, timely monitoring of risk.

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

The Bank’s response to the current financial crisis is a joint risk strategy developed by
UniCredit Bank.

i) Credit risk

Credit risk is the risk of financial loss occurring as a result of a default by counterparty
in their contractual obligation to the Bank. Credit risk is primarily managed by the
Credit Committee. The committee establishes credit regulations including the approval
process, portfolio limit concentration guidelines, approval of discretionary limits,
formulation of standards for the measurement of credit exposures and the risk rating of
clients based on the assessment of management quality and financial statements. All
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 securities

Impaired {oans and securities are loans and securities for which the Bank determines
that 1t 1s probable that it will be unable to collect all principal and interest due
according to the contractual terms of the loans or securities agreements.

Past due but not impaired loans

Loans and securitics where the contractual interests and principal payments are past

due but the Bank believes that impairment is not necessary on the basis of the level of
security/collateral available or the stage of collection of amounts owed to the Bank.

[mpairment loss
The Bank establishes impairment losses that represent its estimate of the incurred

losses in its loan portfolio. The main components of this impairment loss are a specific
loss component that relates to individually significant exposures, and collective loan

12



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated {inancial statements for the year ended 31 December 2008

impairment losses established for groups of loan portfolios based on mternal policies
which are aliocated to individual assets of these loan portfolios.

The Bank establishes the impairments for incurred but not reported (IBNR} loss based
on the historical database for the loan portfolios.

Write-off policy

The Bank writes-off a loan or security balance (and any related impairment losses
balance) when the Bank determines that the loan or security is uncollectible.

The mdustrial sector and collateral details of loan portfolios are presented in Note 15.
and the details of exposure of credit risk are presented in Note 31.

i) Liquidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations
assoclated with its financial liabilities.

The objective of prudential liquidity management is to ensure that the Bank has the
ability to generate sufficient funds to meet all cash flow obligations as these fall due.
Effective liquidity 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 outflow of funds in a particular period are in place
and are approved and monitored by the Banks’ Asset Liability Committee (FALCO’).

In line with UniCredit Group-wide standards, the Bank deals with liquidity risk as a
central risk in banking business by introducing and moniforing short-term and
medium-term liquidity requirements. In this context, the liquidity situation for the next
few days and also for longer periods is analysed against a standard scenario and against
scenarios of a general and a bank-specific liguidity 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-term liquidity limits of the Bank were observed continuously in
2008. The degree to which accumulated Liquidity outflows are covered by accumulated
inflows within the following month 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 2007 and 2008 are represented in Note 26.

13



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

iii) Market risk

Market risk is the risk that changes in market prices, such as interest rates, equity
prices, foreign exchange rates and credit spreads (not relating to changes in the
obligor’s/issuer’s credit standing) will affect the Bank’s income or the value of its
holdings of financial instruments.

Market risk management encompasses ail activities in connection with Bank’s
International Markets operations and management of the balance sheet structure. Risk
positions are aggregated at 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 Creditanstalt 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 are loss-warning level limits
and options-related limits applied to trading and positions in non-linear 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 value at risk is low and there is no trading book,

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

Daily reporting includes details of volume-oriented sensitivity analysis which are
compared with their respective trigger point. The most important items presented
include: basis point results (interest rate / spread changes of 0.01 %) by maturity band,
FX sensitivities and sensitivities in equities and emerging-market/high-yield positions
(by 1ssue, issuer and market). Market risk management is also performed with
reference to specific counterparties. Interest rate analysis includes, for example, basis
point imits per currency and maturity band, basis point totals per currency and/or per
maturity segment (total of absolute Basis Point Values - BPV). Daily reporting also
presents details of credit spread by curve and maturity band.

Management of balance sheet structure

Interest rate risk and liquidity risk arising from customer {ransactions is monitored by
the Banlk’s treasury operations through a matched funds transfer pricing system applied
throughout the Bank. This makes it possible to attribute credit, market and Liquidity
risk and contribution margins to the Bank’s business divisions in line with the principle

14



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

origination and classification. ALCO ensures that the Bank’s overall maturity structure
1s optimised within targets, with the results from maturity transformation being
reflected in the International Markets Division,

Products for which interest-rate and capital maturity are not defined, such as variable-
rate sight and savings deposits, are 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.

Foreign exchange rate risk

The Bank has assets and liabilities (on and off-balance sheet) denominated in scveral
foreign currencies, and it is therefore exposed to foreign exchange rate risk. Foreign
exchange rate risk arises when a mismatch occurs in the spot and forward asset/liability
structure within a currency. All FX positions are transfered to UniCredit Bank
Hungary Zrt. through FX deals.

The statements of foreign exchange exposures (currency siructure of assets and
liabilities is presented in Note 25.

v) Compliance with Basel 11

In October 2007, a local Basel 11 internal rating-based approach (IRB) project was set
up at the UniCredit Bank Hungary comprising all three pillars of Basel I1. The Bank’s
representative takes part in the team to coordinate the activity and to assure that the
specialities of the mortgage bank will be taken into consideration.

The IRB roll-out will be carried out locally. This decentralised approach means that the
requirements of Advanced IRB (hereafier A-IRB) approach will be implemented by
the UniCredit Group but Strategic Risk Management of Unicredit Italiano Spa. and
BA-CA will provide support during the implementation by providing guidelines and
standards and m 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 Department.

The Bank uses the Basel 11 standardised approach from the beginning of 2008.

A high-level roll-out plan for the gradual switch to the IRB approach is being set up on
Hungarian group level and will be refined on an ongoing basis. At first phase, the Bank
will introduce Foundation IRB (hereafter F-IRB) approach for corporate clients and
then A-IRB will be used for retail and corporate segments. The roll-out plan for the
Bank 1s under evaluation.

15



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

v) Operational risk

Operational risk is the risk of loss due to errors, infringements, interruptions, damages
caused by internal processes or personne} or systems or caused by external events.

Operational risk events are those resulting from inadequate or failed internal processes,
personnel and systems or from systemic and other external events: internal or extemal
fraud, employment practices and workplace safety, clients’ claims, products
distribution, fines and penalties due to regulation breaches, damage to Bank’s physical
assets, business disruption and system failures, process management.

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

‘The Bank operates its 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 Agreement).

Besides the responsibilities stated in internal regulation, in reviewing the operational
risk framework, the Internal Audit Department is responsible for cvaluating its
functionality and effectiveness, as well as its compliance with the regulatory
requirements. At least annually, it checks the loss data collection from operational risk,
management and storage proecess to ensure the data quality.

4. Use of estimates and judgements

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

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

it.) Determining fair value

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

16



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

iii.) Financial assets and liabilities classification

The Bank’s accounting policies determine the different accounting categories for the
classification of financial assets and liabilities. The criteria of them is described in

accounting policies 2.(e.}(i)

5. Net interest income

(HUF million) 2008 2007

Interest and similar income

Interest income from banks 5,023 5,682

Interest income from customers 4,541 3,647

Interest income on Available for sale financial assets 998 781

Interest income on Held to maturity assets - 114
10,562 10,224

5. Net interest income (continue)

(HUF million) 2008 2007

Interest expense and similar charges

Interest expense to banks (1,222) (742)

Interest expense to customers (88) (84)

Interest expense on issued bonds (5,716) (5.930)
7,026 (6,762)

Net interest income 3,536 3,462

6. Net fee and commission income

(HUF million) 2008 2007

Fees and commission income

Other financial fees and commissions 69 288

69 288
Fees and commission expense
Payment {ransaction fees (1) (1)

17



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

Custody service fees (3) (3)
Brokerage (18) (23)
Other financial fees and commissions (1 (3
(23) (30}
40 238
7. Net trading income
(HUF million) 2008 2007
Profit on foreign exchange 23 1
8. Net gain and loss on other financial instruments
(HUF million) 2008 2007
Gam
Available for sale debt securities - 6
- 6
Loss
Available for sale debt securities - 42
- 42
Net gain and loss on other financial instrument - (36)
9. Personnel expenses
(HUF million) 008 2007
Wages and salaries 384 402
Statutory social-sccurity contributions 114 120
Other employee benefits 26 23
Employer's contributions 15 16
539 361

The number of employees was 42 at 31 December 2008 (2007: 38 employees).
18



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

10. General operating expenses

(HUF million) 008 2007
Other indirect tax expense and costs of authorities 98 119
Renting costs and operating expenses of property 60 58
Advertising 1 1
Information technology costs 58 42
Material and office equipments costs 2 2
Other administrative expenses 229 202
thereo
Rental fee 45 37
Education, training i 3
Advertising campaigns ) 7
Legal and consulting expenses 87 73
Other cosis 95 82
Total 448 424
11.  Other income and expenses
(HUF million)
Other income 008 2007
Proceeds on sale of property, plant and equipment 0 4
Other 21 17
21
21
Other expenses
Taxes, penalties (5) 4)
Cost of property, plant and equipment sold 0 (5)
Other (10) (26)
(13} (33)
Other operating income / expense 6 (14)
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

12. Taxation

The tax charge for the year 1s based on the profit for the year according to the statutory
accounts of the Bank as adjusted for relevant taxation regulations. The corporate
income fax rate in Hungary for the year ended 31 December 2008 was 16% and an
additional 4%. The Bank has to pay the additional supplementary tax to income earned
from loans.

(HUF million) 2008 2007

Tax expense for the year

Current tax expense 543 581

Adjustments for prior years 5 1
548 382

Deferred tax charge (%) (9)

Total income tax expense in income statement 543 373

Reconciliation of effective tax rate

2008 Q08 2007 2007

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

Profit before tax 2,397 2,417
Income tax using the domestic

corporate tax rate 20.0 479 20.0 483
Supplementary corporate tax for banks 4.8 115 4.6 111
Adjustments for prior years 0.2 5 0 1
Tax effects of income/expenses

exempt {rom corporale tax (1.6) (39) 0.3 6

Income/expenses giving rise to permanent

differences:
- General Risk Reserve - (0.3) (6}
- Other (0.7} (a7 (LO) (22}
22.7 543 23.6 373
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsoiidated financial statements for the year ended 31 December 2008

Balances related to taxation

(HUF nmullion) 2008 2007
Tax assets
Tax assets for the year 74 4
Deferred tax assets 254 ST
328 ol
Tax liabilities
Tax liabilities for the year 24 16
24 16

13. Placements with, and loans and advances to other banks

(HUF miilion) 2008 2007

L.eans and advance te other banks

Maturity less than one year 18,348 5,111
Maturity more than one year 52,041 47,402
Total 70,389 52,513

14. Available for sale financial assets

(HUF million) 2008 2007

Government bonds 13,698 13,372
13,698 13,372

Fair value adjustment recognised in equity (1,082) 242
12,016 13,130
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

15. Loans and advances to customers

(HUF million) 2008 2007
Private and commercial:
Maturity less than one year 4,748 3,697
Maturity more than one year 54,001 41,540
58,809 45,237
Provision for impairment and losses 383 (213)
on credit products (Note 24)
28,4206 45,024
A. Analysis by industrial sector
(HUF million) 2008 % 2007 %o
Real estate finance 4,189 3.08 4,365 4,57
Private clients 39,684 3483 206,908 28.17
Financial activities 12,471 10.95 11,933 12.49
Trade 484 0,42 499 0.52
Agricuiture 983 0.86 614 0.64
Catering trade 927 0.81 887 0.93
Community HY 0.01 - -
Bank (Purchased independent 55,125 4838 50,285 52.64
mortgage rights)
Other 61 0.05 31 0.03
Total 113,934  100.00 100.00

The total amount contains loans without provision for impairment and losses.

B. Collateral for the above loans

The estimate value of collateral and other security for the loans were followings:

{HUF million} 008 2007
Against individually impaired 937 036
Guarantees 0 16
Frozen bank deposits ‘ 10 34
Property 927 580

22



UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

Collateral for the above loans continued

(HUF million) 2008 2007
Awvainst collectivelv impaired 515 065

Guarantees 15 0
Frozen bank deposiis 150 5
Property 350 60
Against past due but not impaired 1,832 976

Guarantees 13 7
Frozen bank deposits 258 794
Property 1,561 169
Against neither past due nor impaired 91.181 80,719
Guarantees 730 8§51

Frozen bank deposits 15,154 13,318
Propertly 31,840 16,265
Others (independent mortgage rights) 43,457 50,285
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

18. Other assets

(HUF million) 2008 2007
Accrued interest income 1,276 909
- thereof accrued interest on AFS bonds 719 705
Other 745 453
19. Deposits and loans from other banks
(HUF million) 008 2007
Maturity iess than one year 46,346 8,986
Maturity more than one year 16,669 17.064
20. Issued bonds
(HUF mitlion) 2008 2007
Maturity less than one year 17,797 9,680
Maturity more than one year 45.632 59,737
63,429 09.417
21.  Other liabilities
(HUF million) 2008 2007
Accrued interest and expenscs 3,717 3,795
- thereof accrued interest on issued bonds 3531 3627
Other taxes payable - 4
Other 899 1,310
4,616 5,109
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

22, Share capital

(HUF mullion) 2008 2007
Authorised and issued share capital 3,000 3,000

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

23.  Commitments and contingent liabilities

At 31 December 2008, the Bank had the following commitments and contingent liabilities (at
nominal values):

(HUF million) 2008 2007

Loan and overdraft facilities granted
not disbursed 1,929 2,106

24,  Impairments and provisions

Impairments and provisions on credit products

Loans Total financial
instruments
Balance 31 December 2007 213 213
Write-offs - -
Amounts released (95) (95)
Additional impairment 203 205
As at 31 December 2008 383 383
Net movement in impairment
provisions 163 163
Others - -
Net amount charged fo the
income statement 163 163

Receivables written-off - -
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UNICREDIT JELZALOGBANK ZRT.

Nofes to the unconsolidated financial statements for the year ended 31 December 2008

Effect of {/x rate fluctuation 7 7
Total charged to the income
statement, excluding the effect 170 170

of f/x rate fluctuation

25.  Currency structure of assets and liabilities

The currency structure of asscts and liabilities as at 31 December 2008 1s as follows:

(HUF million} Assets  Equity and Total Net
Liabilities foreign currency
eXposure
long/(short)
Currency:

Euro 22,701 22,659 42
Swiss Francs 30,220 30,138 82
Total foreign currency: 52,921 52,797 124
Hungartan Forint 90.944 91,068 (124}

Total 143,865 143,865

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

(HUF million) Assets  Equity and Total Net
liabilities foreign currency
exposure
long/(short)
Currency;:

Euro 20,975 20,956 19
Swiss Francs 9,040 9.014 26
Total foreign currency: 30,015 29,970 45
Hungarian Forint 82,222 82,207 (45)

Total 112,237 112,237
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

28. Balance sheet and Income statement items with related parties

(HUF million) 2008
Assets

Nostros and placements with banks 5
Placements with, and loans and advances to other banks 51,519
Other assets 38
Total 51,357
Liabilities

Deposits and loans from other banks 63,015
Other lLiabilities 21
Total 63,000

Income Statement

Interest and similar income 1,046
Interest expense and similar charges (1,223)
Fee and commission expense (3)
Operating costs (139)
Total (319)

The above balances are with UniCredit Bank Hungary Zrt.

In 2008, the members of the Board of Directors and the Supervisory Board were not
remunerated for their work performed in these capacities and they have no received loans.
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

Estimation of fair valunes

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 value is calculated based on discounted expected future
principal and interest cash flows. Loan repayments are assumed to occur at contractual
repayment dates, where applicable. Expected future cash flows are estimated taking into
account credit risk and any indication of impairment. Expected future cash flows, even
for homogeneous categorics of loans, are estimated on a single deal basis and discounted
at current market rates. The estimated fair values of loans also reflect changes in interest
rates.

Investments carried at cost and derivates: Fair value 1s based on quoted market prices at
the balance sheet date without any deduction for transaction costs, where available. If a
quoted market price is not available, fair value 1s estimated using pricing models or
discounted cash flow techniques, where applicable. For investments, where no reliable
market price or model price is available, the book value is taken as fair value.

Where discounted cash flow techniques are used, estimated future cash flows are based
on management’s best estimates and the discount rate is a market related rate for a similar
instrument at the balance sheet date. Where other pricing models are used, inputs are
based on market related data at the balance sheet date.

Bank and customer deposits: For demand deposits and deposits with no defined
maturities, fair value is deemed to 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 discounted cash flows using market interest rates. The value of long-term
relationships with depositors 1s not taken into account in estimating fair values.

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

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

Notes to the unconsolidated {inancial statements for the year ended 31 December 2008

31. Exposure to credit risk

{HUF million)
Individally impaired

Grade 2 - to be monitored
Grade 3 - below average
Grade 4 - doubtfull

Gross amount
Impairment

Carrying amount

Collectively impaired

Grade 2 - to be monitored
Grade 3 - below average
Grade 4 - doubtfull
Grade 5 - bad

Gross amount
Impairment

Carrying amount

Past due but not
impaired

Grade 1 - problem free
Grade 2 - to be monitored
Carrying amount

Past due comprises
0-30
30-60
60-90
Carrying amount

Neither past due nor
impaired

Grade 1 - problem free
Grade 2 - to be monitored
Carrying amount

IBNR

Total

Loans and advances to

customers

2008

4006
724
42
1,172

(138)
1034

355
267
33
655
(53)
502

2,109
2,109

109
1,993

2,109

41,505
13,368
54,873

(92)
58,426

37

2007

92
489
89
671

(135)
536

81
19
63
51

214

(66)

148

1,521
1,527

1,253
274

1,527

42,774
53
42,827
(14)
45,024

2008

55,125
55,125

55,125

Placements with , and loans
and advances to other banks

2007

50,285
50,285

50,285



UNICREDIT JELZALOGBANK ZRT.
Notes fo the unconsolidated financial statements for the year ended 31 December 2008

The categories for loan classification are as follows:

Problemfree (Grade 1): no loss can be expected, the loan will be repaid, and or the
payment does not exceed 15 days or - in case of private individuals - 30 days, and/or will
be recovered.

To be monitored (Grade 2): minimal loss (up to 10% of principal), or need special
attention.

Below average (Grade 3): assets carrying higher risk then usual, the loss ranges from
11% to 30% of principal.

Doubtful (Grade 4): the payment delay is permanent or regular, the loss does not exceed
70% of principal.

Bad (Grade 5): the loss is expected to higher than 70% of the book value, or there is a
bankruptey proceeding against the client, and the collaterals are not expected to cover the
loss.

The threshold for collective classification was increased from HUF 15 million to 40
million.

32. Regulatory capital

2007 2008
Ordinary share capital 3,000 3,000
Share premium 783 783
General reserve 743 916
General risk provision the 1 percentages of the
corrected balance sheet total 347 393
Retained carnings 5,287 6,911
P/L according to the balance sheet 1,624 1,556
Negativ differences due (o consolidation
Less intangible adjustments .92 -79
Total own funds 11,692 13,585
Total regulatory capital 11,692 13,555
Large explosure limit -5,855 -4,715
Modified adjusted capital 5,837 8,840
Trading book
Banking book 112,423 144,697
Risk Weighted Assets 34,704 57,225
Capital adequacy (%) 16.82 15.45
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UNICREDIT JELZALOGBANK ZRT.

Notes to the unconsolidated financial statements for the year ended 31 December 2008

The Hungarian Financial Supervisory Authority’s guidance 1s based on the European
Commission's directive, the Basel Committee's work and the guideline on Pillar 2 published by
the Committee of European Banking Supervisors. The Basel Commiltee emphasizes the
importance of setting quantitative and qualitative capital targets, adequately proactive capital
planning and strong senior management involvement in, and responsibility for, capital planning.
HFSA requires monthly reports from banks and financial institutions concerning the capital
requirement and solvency ratio. The European Common Reporting (COREP) charts are used as a
standard form to be reported from 1 January 2008.

Main elements for the calculation of Risk Weighted Assets are the followings:

Own funds, which icludes ordinary share capital, share premium, general reserve, general risk
provision, retamed earnings, negative differences due to consolidation, less intangible
adjustments. Under Hungarian law the amount of the general risk reserve is charged to the
mcome statement and 1s a tax deductible expense. This amount has been treated as an
appropriation of retained carnings.

Additional own funds containing fair value reserve for available-for-sale equity securities and
qualifying subordinated liabilities. These two clements create the regulatory capital which is
reduced by the amount of investments in financial institutions, large exposure limit and certain
other regulatory items if any.

Own funds are the same as the regulatory capital as the Bank contains no fair value reserve for
available-for-sale equity securities according to the local accounting and qualifying subordinated
habilities.

The most significant business risks to which the Bank is exposed are market interest rate,
liquidity, foreign exchange rate and credit risks. Infegrated and on-line systems ensure constant,
timely monitoring of risk. The Bank’s policies for managing each of the major financial risks are
reviewed regularly by the respective business areas, internal audit, sentor management and the
respective Boards of Directors.

Various limits are applied to clements of the capital base. The amount of qualifying subordinated
loan capital may not exceed 50 percent of original own funds.

There also are restrictions on the amount of large exposure limits. The amount of the exposure
against a customer or a customer group cannot exceed 25 percent of the bank’s regulatory capitai;
the total amount of large risk taken by the bank may not exceed the eightfold amount of the
bank’s regulatory capital.

Banking operations are categorised in banking book and risk-weighted assets are determined
according to specified requirements that seek to reflect the varying levels of risk attached fo
assets and off-balance sheet exposures.

The Bank implemented Basel II Standard method from 1 January 2008. The Bank follows the
instructions, requirements and methods given by the national regulator and its parent bank. The
risk weighted assets of Mortgage Bank as of 31 December 2007 based on Basel I calculation was
less than the 31 December 2008 figure. The increase is caused by the change of the calculation
method which means that the risk weight of the refinancing amount of credit was 20% due to
Basel T regulation and from 1 January 2008 due to Basel 1I, the risk weight of this type of
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UNICREDIT JEIZATOGRANK 7RT.
Notes to the unconsolidated financial statements for the year ended 31 December 2008

business is mostly 35%, but in case of refinancing commercial real estates, the risk weight is
50%.

The Bank intends to implement IRB approach, but not before 2010.

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