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Ceska spofritelna’s Profile

Ceska spofitelna became the Bank of the Year in 2002. The
Bank received this award in a vote of 300 independent experts
as part of a competition announced by Fincentrum and
MasterCard. The Bank ranked second in the category of the
‘Most Credible Bank’ in a public vote. This significant success
is attributable to the tremendous efforts of all employees who
managed to transform the Bank, over the extremely short period
of 18 months, from a cumbersome institution into a modern
bank with the best services in the marketplace.

The Bank provides its services to more than 5 million clients in
the Czech Republic and is therefore the biggest bank in the
market. In 2000, it became a member of the strong Central
European financial group of Erste Bank. In the period from July
2000 to December 2001, the Bank underwent an ambitious
transformation, which was designed to improve all key operations
of the Bank. While the key component of the transformation
has been completed, the Bank continues the process of
implementing dynamic changes to strengthen its leading position
in the Czech marketplace and achieve the qualities of modern
European financial institutions.

The history of Ceska spofitelna dates back to 1825 when
Sporitelna ceska, the oldest legal predecessor of Ceska spofitelna,
launched its operations. Ceska spofitelna carried on the tradition
of Czech and later Czechoslovak savings banking in 1992
when it began to operate as a joint stock company. The more
than five million clients presently served by the Bank clearly
evidence its strong position in the Czech market.

Ceska spofitelna operates primarily as a retail bank, a bank for
small and medium sized businesses and a bank for municipalities.
Ceska spofitelna and its financial group offer a broad range of
products and services necessary to fulfill all aspects of the
financial requirements of their clients.

In the retail banking segment, Ceské spofitelna’s clientele includes
all age categories ranging from the youngest to senior citizens.
This clientele profile is matched by a wide selection of products
and services offered by the Bank in retail banking. In the previous
year, the Bank significantly expanded its offering of direct banking
products, mortgage loans, credit cards as well as products of
subsidiary companies. By way of example, the Bank offered
a new service - SERVIS 24 Internetbanking - of which 70,000
clients took advantage in the first two months of its existence.
The Bank began offering the GSM Banking services - SIM
Toolkit through all domestic mobile phone operators and also
started selling mortgage loans to foreigners. In particular, the
Bank considerably strengthened its lending services and ad-
visory services to retail clients and small and medium sized busi-
nesses - it simplified and speeded up the loan approval process.

Whilst Ceska spofitelna operates primarily as a bank for retail
clientele and small and medium sized businesses, it also plays
a significant role in funding large corporations and companies.
Through its broad range of financial products, which, in addition
to classic banking services, include leasing, insurance, in-
vestment, factoring and advisory services, the Bank is in a position
to satisfy the financial services requirements of even the most
demanding businesses.

Given the number of issued cards and the largest ATM network,
comprising more than 1,000 ATMs, the Bank is the leader in
payment cards. In the year ended 31 December 2002, the
Bank invested more than half a billion crowns in developing its
selection of payment cards. The number of payments cards
provided by the Bank significantly exceeded 2.3 million cards
as of the end of 2002.

In 2001, the Bank was the first commercial institution in the
Czech Republic to establish the function of an ombudsman,
protector of clients’ rights, through which it guarantees long-term
and quality relations with clients. The Bank’s brand new approach
to providing services, with a focus on developing state-of-the-art
communication tools, enables it to effectively and quickly respond
to market requirements.

The Bank holds the ‘Mortgage of 2002’ award, which it won in
a competition sponsored by Fincentrum and MasterCard. The
Bank also holds the ‘Best Lending Institution in the Czech Re-
public’ certificate, which it received from Euromoney at the
meeting of the International Monetary Fund in Washington in
September 2002.



The Year 2002 Review

January

* The transformation program, announced in July 2000
following the privatisation of Ceska spofitelna, was
successfully completed

February
e Servis 24 exceeded 100,000 clients

March

* Employees elected their new representatives to the
Supervisory Board of Ceska spofitelna, 75 percent
of employees participated in the election

* Petr Hlavadek became the seventh member of Ceska
sporitelna’s Board of Directors, responsible for project
management and integration of the Bank’s activities
and operations into the Erste Bank Group

e The Parliament of the Czech Republic passed an amended
Banking Act, Ceska sporitelna launched an extensive
conversion of anonymous savings accounts

e AVS, acting in concert with Erste Bank, announced an offer
to repurchase shares of Ceskéa spofitelna held by minority
shareholders for CZK 375 for one ordinary share

April

« Ceska spofitelna completed the change of its corporate
image; starting autumn 2001 the new logo and corporate
colours were gradually implemented throughout
the branch network

e Pursuant to the outcome of a public tender, Ceska
spofitelna became a partner of the City of Havifov
in a project to modernise its prefabricated housing
estate buildings

May
e The General Meeting of shareholders took place
e Servis 24 exceeded 200,000 clients

June

« Following two years of intensive preparatory work, Ceska
sporitelna implemented a significant change to its client
approach - a brand new client service concept was
launched

« Smetanova Litomysl traditionally sponsored by Ceska
sporitelna

« Ceska spofitelna and CSOB provided the Prague Transport
Corporation with a syndicated loan to redesign subway trains

July

« Ceska spofitelna finalised the restructuring of its loan
portfolio - an activity that had been initiated following the
privatisation of the Bank in 2000 and related to assets
recognised in the Bank’s balance sheet as of 31
December 1999

* The Stock Exchange Chamber of the Prague Stock
Exchange approved Ceska spofitelna’s request and
withdrew its ordinary shares from trading

* The officials of Ceskéa spofitelna and the State
Environmental Fund of the Czech Republic entered into
a High-Level Agreement on Cooperation in Funding
Environmental Projects

August

¢ By acquiring shares from AVS, Erste Bank increased its holding
of Ceska spofitelna’s issued share capital to 93.1 percent

* The Czech Republic was hit by devastating floods

« Ceska spofitelna issued credit cards called Kredit+

September

« Ceské spofitelna re-opened its central branch in
Sokolovska street in Prague, which had been flooded
in August; Ceska spofitelna was one of the first big firms
that restored its day-to-day activities in the Karlin district
destroyed by flooding

October

« Ceska spofitelna’s thousandth ATM was put in place

« Ceské spofitelna launched the Professional Program
(‘Profesional’) designed to provide a comprehensive
coverage of financial needs for professional clients

* Servis 24 exceeded 300,000 clients

November

» Ceska spofitelna received the ‘Bank of the Year 2002’
award from MasterCard, its TOP Housing mortgage loan
was rated the ‘Mortgage Loan of the Year 2002’

e Servis 24 Internetbanking, which obtained the ‘Financial
Product of the Year 2002’ award, was launched

December

« Ceské spofitelna’s GSM Banking service was made
available over all mobile phone networks in the Czech
Republic

¢ The TOP Capital program was implemented, the formation
of the Czech TOP Venture Fund focused on small and
medium sized enterprises

 The CEO of Ceska spofitelna received the Manager 2002
award as the result of a survey in which 11 prestigious
consulting and auditing firms participated



Opening Statement from the Chairman of the Board
of Directors and Chief Executive Officer

Dear Shareholders, Clients and Colleagues:

2002 was the most successful year in the history of Ceska spofitelna, as measured by financial results. Following the completion of
the Transformation Program in December 2001, we continued improving our products and services to produce very good results in
2002 and to ensure that Ceska spofitelna will compete successfully in the Czech Republic and the European Union in the future.

Our profitable performance was attributable to the improved quality of services which is, in turn, linked to the increasing professionalism
of our staff. The improvement of the quality of our services is also evidenced by the “Bank of the Year 2002” award which Ceska spofitelna
received in a competition conducted by MasterCard and Fincentrum. This award is not only a significant recognition of the effort given by
all our employees but also is indicative of the success of the Transformation Program over the past three years.

Looking back at 2002, we feel satisfaction not only with our financial performance. What we value most is the increase in our clients’
satisfaction. While 2002 was extremely demanding for the employees of Ceska spofitelna, they were successful not only in manag-
ing the transfer of almost CZK 100 billion placed in anonymous savings deposits but also in implementing a series of comprehensive
but unavoidable product, organization, operating and system changes. Thanks to the caliber of Ceska spofitelna’s employees, we are
positioned to achieve return on equity in excess of 20 percent in 2003 and to increase profits.

With the devastating floods that hit the Czech Republic and Ceska spofitelna in August 2002, the citizens of this country as well as
the employees of Ceska spofitelna demonstrated their enormous energy, courage and solidarity. The solidarity was clearly visible in
the country’s and Bank'’s rapid recovery and the amount of funds from a public collection for which Ceska spofitelna opened a special
account during the first days of the floods with the objective of providing the most effective and efficient help to the regions of the Czech
Republic that were most affected by the flooding.

Despite all these successes, we are facing a number of challenges in the coming period. We need to continue our efforts aimed at improv-
ing the quality of our products and services, building and replacing information technology systems, training our staff and enhanc-
ing their professionalism, limiting bureaucratic processes through constant reengineering, and expanding our loan portfolio.

Ceska spofitelna is striving to give above average returns to Erste Bank and its other shareholders, to provide a challenging and rewarding
work environment for its employees, to provide help to its customers in achieving financial well-being, and to invest in the communities
where we do business.

We have set high standards for ourselves, and every member of the Ceska spofitelna team is working very hard to achieve these standards.

2002 was a successful year, and Ceska spofitelna is positioned well to achieve future successful years.

April 2003

an&&tanﬂe

Jack STACK
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Consolidated Financial Highlights

under International Financial Reporting Standards (IFRS)

Balance Sheet Highlights

(MCZK) 2002 2001 2000
Total assets 519,691 491,605 438,055
Loans and advances to financial institutions 128,782 120,104 155,144
Loans and advances to customers 189,163 186,655 134,900
Securities and other financial investments 158,051 144,140 113,231
Amounts owed to financial institutions 31,858 31,142 16,709
Amounts owed to customers 403,035 390,752 352,622
Shareholders’ equity 29,831 24,455 22,655

Profit and Loss Account Highlights

(MCZK) 2002 2001 2000
Net interest income 16,125 15,156 11,998
Net fee and commission income 6,847 6,198 5,121
Operating income 23,610 22,187 19,112
Operating expenses (14,775) (15,224) (13,508)
Operating profit 8,835 6,963 5,604
Provisions for losses on loans and advances (331) (2,731) (3,217)
Net profit net of minority interests 5,805 1,798 41

Basic Ratios

(MCZK) 2002 2001 2000
Net interest margin 3.1% 3.1% 2.8%
Capital adequacy (BIS) 16.8% 16.5% 16.0%
Cost/income 62.6% 68.6% 70.7%
Non-interest income/operating income 31.7% 31.7% 37.2%
ROE 21.4% 7.6% 0.2%
ROA 1.1% 0.4% 0.0%

Rating Overview

Current ratings

Rating agency Long-term Short-term Outlook
Fitch BBB+ F2 stable
Moody’s A2 Prime-1 stable

Standard & Poor’s BBB- A3 stable




Financial Highlights - Unconsolidated

under Czech Accounting Standards

Balance Sheet Highlights

MCZK 2002 2001 2000
Total assets 456,175 449,603 400,876
Amounts due from banks 114,829 107,385 139,511
Amounts due from clients 164,070 160,712 107,664
Securities 112,472 120,349 101,511
Primary deposits 351,132 354,713 322,656
Amounts owed to banks 25,623 23,716 12,777
Shareholders’ equity 29,114 23,282 20,383
Share capital 15,200 15,200 15,200
Profit and Loss Account Highlights
MCZK 2002 2001 2000
Net interest income 14,183 13,291 10,823
Net fee and commission income 6,707 6,106 4,926
Operating income 24,145 22,411 18,097
Operating expenses -14,708 -14,908 -13,413
Operating profit 9,437 7,504 4,684
Net balance of the charge for reserves and provisions -88 -3,373 -3,108
Net profit after tax 6,456 3,034 4,860
Key Financial Ratios

2002 2001 2000
Expenses/income 60.9% 66.5% 74.1%
Non-interest income/operating income 41.3% 40.7% 40.2%
Classified loans/loans 14.4% 19.7% 38.6%
Dividend (in CZK per share) 20 3 2%
Capital adequacy 12.9% 15.1% 12.9%
ROAA** 1.4% 0.6% 1.2%
ROAE** 29.8% 16.5% 28.0%
Assets per employee (TCZK)** 40,072 39,299 31,139
Administrative expenses per employee (TCZK)** 1,050 1,077 852
Net profit per employee (TCZK) 567 234 335
Net profit after tax per share (CZK) 42 20 32
* Priority shares **According to the CNB methodology
Key Operating Figures
Number 2002 2001 2000
Staff (physical headcount) 11,518 11,958 14,133
Organisational units 673 684 707
Clients 4,539,886 4,037,721 n/a
Sporogiro accounts 2,727,306 2,725,133 2,665,913
Active bank cards 2,363,651 2,210,867 1,970,950
Electronic banking users 463,465* 457,071 264,300
Points-of-sale - the partners accepting the Bank’s cards 17,591 14,093 12,959
ATMs 1,011 954 890

* Active clients



Board of Directors

John James Stack

Born on 4 August 1946
Chairman of the Board of Directors and CEO

Mr Jack Stack is an American citizen. He studied mathematics
and economics at lona College (BA, 1968) and the Harvard
Graduate School of Business Administration specialising in
finance and management (MBA, 1970).

From 1970 until 1977, Mr Stack worked in municipal government
in New York. From 1977 until 1999 he served at Chemical
Bank, which merged into Chase Manhattan Bank, in a variety
of increasingly important positions. Before joining Ceska spofitelna
he was an Executive Vice President at Chase Manhattan Bank.

On 1 March 2000, Mr Stack became Deputy Chairman of the
Board of Directors of Ceska spofitelna. On 4 July 2000, he
was elected Chairman of the Board of Directors and CEO of
Ceska spofitelna.

Dusan Baran

Born 6 April 1965
Vice Chairman of the Board of Directors
and First Deputy CEO

Mr Baran is a graduate of the Mathematics and Physics Faculty
of Charles University in Prague; an International Executive MBA
program at Katz Graduate School of Business, the University of
Pittsburgh together with the CMC Graduate School of Business
in Celdkovice and a banking course at the Graduate School of
Banking, University of Colorado, Colorado, US. During
1991-1993 he worked for Agrobanka, a. s. in the treasury
function. He joined Ceska spofitelna in November 1993,
where he held various positions including head of the Credit
Risk Management Department, head of the Assets and Liabilities
Management Department, Director of the Treasury Division,
and Director of the Risk Management Division. He was ap-
pointed a member of the Board of Directors and Deputy CEO of
Ceska spofitelna in May 1998 and was promoted to Chairman
of the Board of Directors and CEO in March 1999. On 4 July
2000 he was elected Vice Chairman of the Board of Directors
of Ceska spofitelna and appointed the First Deputy CEO. He is
also the Chief Financial Officer of Ceskéa spofitelna. Mr Baran
is the Chairman of the Stock Exchange Chamber of the Prague
Stock Exchange and a member of the Presidium of the Czech
Banking Association. He is also a member of the Board of
Trustees of the CMC Graduate School of Business, 0.p.s.,
Celakovice; a member of the Steering Committee of the Institute
of Management Board Members and an individual member of
the Industry and Transport Association of the Czech Republic.
He holds the position of President of the Europe Regional

Group of the World Savings Bank Institute (WSBI) in Brussels;
he is a full member of the General Council of the European
Savings Bank Group (ESBG) in Brussels; a full member of the
WSBI-ESBG Coordination Committee in Brussels, and a per-
manent representative at the International Finance Institute in
Washington.

Daniel Heler

Born on 12 December 1960
Member of the Board of Directors and Deputy CEO

Mr Heler is a graduate of the Prague University of Economics,
Faculty of International Trade. He held internships with J. P.
Morgan, Goldman Sachs, S. Montagu, UBS, N. M. Rothschild,
Shearson and Bayerische Hypobank. He has also attended
a number of courses focused on global banking, profitability in
banking, treasury and risk management. He has worked in the
banking sector since 1983. First he held various positions in
the Department of Foreign Exchange and Money Markets and
then, in 1990, he became the Director of the Financial Markets
Department of Ceskoslovenska obchodni banka Praha. In
1992 he was appointed as treasurer and member of the Board
of Directors of Crédit Lyonnais Bank Praha. In 1998, he was
appointed as a member of the Board of Directors of Erste
Bank Sparkassen (CR) and assumed the responsibility for the
Financial Markets Department. In 1999, he became the Vice
Chairman of the Board of Directors of Erste Bank Sparkassen
(CR) and since 1 July 2000 he has been the member of the
Board of Directors of Ceska spofitelna responsible for asset
management, investment banking, treasury, balance sheet
management and financial institutions.

Mr Heler is additionally a member of the bodies of the following
companies: Nadace Ceské spofitelny, and Corporate development
Ceské sporitelny, a. s.

Petr Hlavacek

Born on 19 November 1955
Member of the Board of Directors and Deputy CEO

Mr Petr Hlavacek graduated from the Prague School of Economics
and the University of Toronto. He has been active in the banking
sector since 1984. After nine years of work for the Canadian
Imperial Bank of Commerce, he joined the Czech National
Bank as an advisor to a member of the Banking Board in
1993. In 1994 he joined Ceska spofitelna where he held the
post of Director of the Capital Investment Division. In June
1999 he was appointed as the member of the Board of Directors
of Ceska spofitelna responsible for the preparation of privatisation
and investment banking. In 2000 he joined the Senior



Management Team and became Director of the Transformation
Program ‘Nase spofitelna.’ In his capacity as a Board member,
he is responsible for project management and the integration
of Ceska spofitelna in the activities of the Erste Bank Group.

Mr Hlavacek is additionally a member of the bodies of the following
companies: Servis 1-Ceské spofitelny, a. s., and Consulting
Ceské spofitelny, a. s.

Karel Jan Jenicek

Born on 27 July 1945
Member of the Board of Directors and Deputy CEO

After studying electrical engineering at the Swiss Federal Institute
of Technology Zurich, Karel Jan Jenicek started to work on the
development and implementation of financial and banking
systems in 1970. He worked for multinational companies in
several European countries and in the US. He enhanced his
education by studying business and finance at the University
of Karlsruhe, Germany and commercial law at the University of
Zurich, Switzerland. Since 1983 he has worked for global financial
institutions in leading positions, concentrating on Information
Technology, Organisation, Project Management, Trade Finance
and the formation of national subsidiaries in Europe, the Middle
East and Central America. In his previous assignment he
worked for the Creditanstalt Group Vienna, Austria; from 1997
he was the Chairman of the Board of Directors of Creditanstalt
d.d. Ljubljana, Slovenia. Following the merger with Bank Austria,
he was a member of the Board of Directors of BACA d.d. Ljubl-
jana. In his capacity as Deputy CEO and the member of Ceska
spofitelna’s Board of Directors, Karel Jan Jenicek is responsible
for operations divisions covering Payment Systems, Information
Technology, Organisation, Property Management and Security.

Mr Jenicek is additionally a member of the bodies of the following
companies: Informatika Ceské spofitelny, a. s., Servis 1-Ceské
spofitelny, a. s., Consulting Ceské spofitelny, a. s., Servis 2-CS,
a. s., Spardat GmbH, SporDat, spol. s r.0., MPA-Mobile payment
association, Board of Trustees of Charles University, the Institute
of Management Board Members and Money Club CS.

Gernot Mittendorfer

Born on 2 July 1964
Member of the Board of Directors and Deputy CEO

Mr Mittendorfer is an Austrian citizen. He studied law at the
University of Linz and is a graduate of Webster University in Vienna
(Master of Business Administration, specialisation in finance).
He joined Erste Osterreichische Spar-Casse Bank AG in 1990
and worked, among others, as an account manager for corporate

clients and in retail banking. In 1997, he was appointed to the
Board of Directors of Sparkasse Miuhlviertel West Bank AG
where he was responsible for lending, accounting and controlling,
subsidiaries, banking and lease activities in the Czech Republic.
In addition, he held other management and supervisory board
positions in Austria and the Czech Republic. In 1999 he was
appointed as a member of the Board of Directors of Erste
Bank Sparkassen (CR), a. s., where he was responsible for re-
tail banking. Since 1 July 2000 he has been the member of
the Board of Directors of Ceska spofitelna, a. s., responsible
for corporate banking (including municipalities and real estate
and mortgage funding).

Mr Mittendorfer is additionally a member of the bodies of the
following companies: Leasing Ceské spofitelny, a. s., Factoring
Ceské spofitelny, a. s., and Corporate development Ceské
spofitelny, a. s.

Martin Skopek

Born on 24 April 1967
Member of the Board of Directors and Deputy CEO

A graduate of the Prague University of Economics, during
1993-1995 Mr Skopek studied at The Jack T. Conn Graduate
School of Community Banking, Oklahoma City University. From
1990-1999 he worked in various positions for Komeréni
banka, most recently as the Commercial Director of the Retail
and Business Retail Banking Division. In October 1999 he became
a member of the Board of Directors and a Deputy CEO of
Ceska sporitelna. He is responsible for retail banking. He is
the Chairman of the Supervisory Board of Stavebni spofitelna
CS, a. s. and a member of the Management Board of Nadace
Ceské spofitelny. He is also a member of the Regional Board of
Directors of VISA International for Central and Eastern Europe,
the Middle East and Africa and a member of the Academic Board
of Vysoka Skola financni a spravni.



Ceska sporitelna - a tradition
and a commitment.




The Supervisory Board

Andreas Treichl

Born on 16 June 1952

Chairman of the Supervisory Board

Mr Andreas Treichl studied economic sciences at Vienna Uni-
versity in 1971-1975. After completing a training program in
New York, he began his career at Chase Manhattan Bank in
1977, which sent him to Brussels (1979-1981) and Athens
(1981-1983). In 1983 he began to work at Die Erste for the first
time. In 1986 he accepted a General Manager position with
Chase Manhattan Bank Vienna, which was purchased by Credit
Lyonnais in 1993. In 1994 Mr Treichl was appointed to the Man-
agement Board of Die Erste. In July 1997, he was appointed as
CEO. In August 1997 the shareholders approved the merger
with GiroCredit, in which Die Erste had obtained a majority
stake in March 1997. The formal completion of the merger took
place on 4 October 1999, when it was recorded in the Regis-
ter of Companies with retroactive effectiveness as of 1 Janu-
ary 1997. The process of integrating the business activities
and operations of both banks was immediately commenced,
the successful effects of which are already visible in all main
areas. In addition to being Chairman and CEO of Erste Bank,
Andreas Treichl is responsible, among other areas, for private
and business clientele, the branch network, savings bank pol-
icy and group communications. Mr Treichl is Chairman of the
Supervisory Board of the most progressive Austrian life insurer,
S-Versicherung and S-Bausparkasse. He became a member of
the Supervisory Board of Ceské spofitelna at the Extraordinary
General Meeting on 27 June 2000 and he was elected its
Chairman on 30 August 2000.

Mr Treichl is additionally a member of the bodies of the following
companies: Versicherungs-AG, Erste Bank Hungary Rt, Kaertner
Sparkasse AG, Oesterreichische Kontrollbank AG, Slovenska
sporitelna, a.s., Sparkasse Bregenz Bank AG, Sparkassebeteili-
gungs und Service AG fuer Oberoesterreich und Salzburg, Staier-
maerkische Bank und Sparkassen AG, Tiroler Sparkasse Bank-
aktiengesellschaft Innsbruck, MAK - Oesterreischisches Museum
fuer Angewandte Kunst, Die Erste oesterreischische Spar-Casse
Anteilsverwaltungssparkasse, and S Haftungs- und Kundenab-
sicherungs GmbH.

Livia Klausova

Born on 10 November 1943

Vice Chairwoman of the Supervisory Board

Mrs Livia Klausova graduated from the Faculty of Trade of the
Prague School of Economics, where she specialised in foreign
trade. She also attended UISC in Luxembourg and the European
Institute at the University of Amsterdam. From 1966 to 1967,
she worked at the Centrotex Foreign Trade Organisation, and
from 1967-1993, she was with the Institute of Economics of
the Czechoslovak Academy of Science. From 1994 through 31
January 2000, Mrs Klausovéa acted as executive Secretary of
the Czech Economic Society. She was a member of the Super-

visory Board of CEZ, a. s. in the period from 1994 to 1998 and
has been a member of the Supervisory Board of ZVV, a.s. in
Milevsko since 1995. She has been a member of Ceska spo-
fitelna’s Supervisory Board since 1992 and became Vice
Chairwoman of the Supervisory Board on 23 February 2000.

Christian Coreth

Born on 31 March 1946

Member of the Supervisory Board

Mr Coreth graduated from the University of Vienna in 1972
with a Law Degree. In the period from 1972 to 1982, he
worked for Creditanstalt-Bankverein, Vienna. From the Deputy
Head of the International Loan Department, where he started
in 1982, he moved to New York to European American Bank
(EAB) as Senior Vice President.

In 1985, Mr Coreth returned to Creditanstalt in Vienna to work
as the Head of the Financial Institutions department. From 1987,
he worked in the International Division where he managed the
Corporate and Financial Institutions Department. From 1988
to 1998, he worked as Deputy Head of the International Divi-
sion where he was primarily responsible for business activities
in Asia and Latin America.

Since 1998, Mr Coreth has worked as Head of the International
Division of Erste Bank der oesterreichischen Sparkassen AG in
Vienna. He was elected a member of Ceska spofitelna’s Su-
pervisory Board on 22 May 2002.

Mr Coreth is additionally a member of the bodies of the following
companies: Rijecka Banka, d.d.

Maximilian Hardegg

Born on 26 February 1966

Member of the Supervisory Board

Mr Hardegg graduated from Agricultural Sciences in Weihen-
stephan, Germany. In the period 1991-1993, he worked at
AWT Trade and Finance Corp which is part of the Creditanstalt
Group. At AWT he was responsible for the import of food products
and the introduction of EU standards into the Czech Republic,
Poland, Hungary and Ukraine. He also worked as an advisor to
the Czech Ministry of Agriculture in respect of the privatisation
of agriculture.

Since 1993, he has been engaged in agriculture manage-
ment. He has participated in the Phare, Sapard and Leader+ti-
tles projects which are designed to support the cooperation
among agricultural systems within the EU. He is also a member
of lobbyist groups in Austria and the EU which are focused on
supporting sustainable development in land use and agriculture.
He was elected a member of Ceska spofitelna’s Supervisory
Board on 22 May 2002.



Miloslav Hejnak

Born on 5 February 1957

Member of the Supervisory Board

A graduate of the Prague University of Economics, Mr Miloslav
Hejnak worked as a chief researcher at the former Institute of Eco-
nomics of the Czechoslovak Academy of Sciences in 1980-1993.
Inthe period 1993-1998, he was an independent financial and
business consultant. From 1998 through 2001, he was Deputy
Finance Minister. Mr Hejnak had been elected to the Supervisory
Board of Ceska spofitelna in 1999 and served on the board until
13 March 2000 when he resigned. He was re-elected to the po-
sition at the Annual General Meeting of Ceska spofitelna held
on 17 May 2000.

Mr Hejnék is additionally a member of the bodies of the following
companies: Ceska inkasni, s.r.o., Hotelinvest, a. s. v konkursu,
TECHNOEXPORT, a. s., and Capricure, spol. s r.o.

Josef Komarek

Born on 20 March 1940

Member of the Supervisory Board

A graduate of the secondary school of industry (1954-1958) and
the Faculty of Law of Charles University (1985-1991), Mr Josef
Komarek worked at MEZ Mohelnice in 1958-1962 and at Agro-
stroj Roudnice nad Labem as a planner, metallurgist, manager
of the casting facility and Deputy Director in the period from 1962
through 1988. From 1988 through 1991, he worked at the Lito-
merice District Office as head of the controlling department and
attorney to the District Office Director. Since 1991, he has been
with Ceska spofitelna, working as an in-house lawyer of the Roud-
nice nad Labem district branch. Since May 1998, he has been
Chairman of the Organisation-wide Committee of the CS Labour
Union and since 2000 a member of the Supervisory Board.

Reinhard Ortner

Born on 6 January 1949

Member of the Supervisory Board

Mr Reinhard Ortner completed studies of social and economic
sciences at Vienna University in 1971, where he specialised in
monetary theory and policy. In 1971, he joined Erste oesterre-
ichische Spar-Casse, where he has held various positions in the
accounting and controlling functions since 1973. In 1977-1984,
he was Director of the Accounting, Administration and Finance
function. He has been a member of the Board of Directors of Erste
Bank der oesterreichischen Sparkassen AG since 1984. He
was elected as a member of the Supervisory Board of Ceska
sporitelna at the Extraordinary General Meeting that was held
on 27 June 2000.

Mr Ortner is additionally a member of the bodies of the following
companies: Erste Bank der oesterreichischen Sparkasen AG,
Erste Bank Hungary, Erste Steiermaerkische Bank d.d. Zagreb,

Slovenska sporitelna, a. s., Rijecka Banka, d.d., Generali Hold-
ing AG, Oesterreischische Kontrollbank AG, and VPK Vereinigte
Pensionskasse AG.

Marek Pospéch

Born on 1 October 1967

Member of the Supervisory Board

Following graduation from a secondary professional school of
RozZnov in the control and quality assurance department for six
years. In 1992, he joined Ceska spofitelna’s branch office in Os-
trava where he worked in the operations security department.
From 1995, he worked in the general administration department
and is currently a head office manager of the property manage-
ment department. With effect from 1994, he has sat on the
Organisation-wide Committee of the CS Labour Union. With ef-
fect from 1 April 2002, he has been elected by the employees
of Ceska spofitelna as a member of the Supervisory Board.

Libuse RlZickova

Born on 18 February 1949

Member of the Supervisory Board

Following graduation from a secondary school of economics in
Prague, Mrs RUzickova joined the Artia Praha Foreign Trade Or-
ganisation where she worked in a foreign language publishing
house for six years. In 1975, she joined Ceska spofitelna as a fi-
nancial accountant at the Prague 3 regional branch. Since 1978,
she has held managerial positions within the accounting and gen-
eral ledger functions in the Prague 3 regional branch, the Prague
municipal branch and Ceska spofitelna’s Head Office. At present
she is the director of the General Ledger department. With effect
form 11 May 2002, she has been elected by the employees of
Ceska spofitelna as a member of the Supervisory Board.

Mrs R0ZiCkova is additionally a member of the bodies of the
following companies: Nadace Srdce.

Bernhard Spalt

Born on 25 June 1968

Member of the Supervisory Board

Mr Spalt graduated from the Law Faculty of Vienna University
where he specialised in European law. He completed his studies
in June 1992 when he was awarded the master of law degree.

During his studies in 1991, he joined DIE ERSTE oesterreichis-
che Spar-Casse Bank AG, where he started to work in the Legal
Department. From September 1994 to June 1997, he performed
various positions in the Work Out Department. In June 1997,
he started to work in the Secretariat of the Management and
Supervisory Boards and in June 1998 he was appointed as
Head of this function. In September 1999, he was seconded



to Erste Bank Sparkassen (CR), a. s. where he led the Work
Out Department. Following the sale of Erste Bank Sparkassen
(CR), a. s. to Ceska spofitelna, a. s., Mr Spalt took over the respon-
sibility of the Work Out Department in Ceskéd spofitelna,
a.s. In June 2002, he returned to Erste Bank, Vienna where
he presently leads the Group Risk Management Department.

Mr Spalt was coopted to the Supervisory Board of Ceska spo-
fitelna, a. s. on 21 August 2002.

Jitka Srotyfova

Born on 18 November 1948

Member of the Supervisory Board

Mrs Srotyfova graduated from the secondary school of general
education in Prague. In 1967, she joined Tesla Prague as a spe-
cialist. From 1970 to 1984 she worked as a supply manager
for Tesla Eltos and the Project and Engineering Organisation. She
has worked with Ceska spofitelna since 1985, largely as a senior
professional official of the recreation department where she is
in charge of the operation of recreation facilities. Since 1986,
she has been a member of the Organisation-wide Committee
of the CS Labour Union. She is also chairwoman of the Sports
Committee at Ceska spofitelna. With effect from 1 April 2002,
she has been elected by the employees of Ceska spofitelna as
a member of the Supervisory Board.

Manfred Wimmer

Born on 31 January 1956

Member of the Supervisory Board

Mr Wimmer graduated from the Law Faculty of the University
of Innsbruck where he was awarded the Doctor of Law degree.
From 1978 to 1982, he worked as an academic assistant in pri-
vate law. From 1982 to 1998, he worked in the International
Division of Creditanstalt in Vienna where he held positions in
international project financing, financial institutions and mar-
keting. In 1998, he joined the International Division of Erste
Bank der oesterreichischen Sparkassen AG, where he has
been in charge of the Ceska spofitelna acquisition team since
September 1999. He has been a member of the Supervisory
Board of Ceska spofitelna since 27 June 2000.

Mr Wimmer is additionally a member of the bodies of the fol-
lowing companies: Slovenska sporitelna, a. s., Rijecka Banka,
d.d., and CEE Property - Investment Immobilien AG.

At the General Meeting of Ceska spofitelna held on 14 May
2003, Mrs Zlata Groningerova and Mr André P Horovitz were
elected as new members of the Supervisory Board, replacing
Mrs Livia Klausova and Mrs Miloslav Hejnak who resigned
from their positions on the Supervisory Board as of the date of
the General Meeting.

Zlata Groningerova

Born on 4 July 1957

Member of the Supervisory Board

Mrs Groningerova graduated from the Production-Economics
Faculty of the School of Economics in 1982 where she specialised
in the economics of industry. From 1982, she worked at the
School of Economics as an assistant professor in the Finance
and Lending Department where she focused on finance. In the
period from 1985 to 1990, she worked as an associate professor
in the Finance and Lending Department, specialising in financial
management of enterprises. In the period from 1990 to 1991,
she was employed with Investi¢ni banka, a. s. as a banking
specialist with a focus on privatisation projects and marketing.
Until 1993, she held the position of ‘procura’ for Suezinvesticni,
a. s. (ajoint venture of SUEZ, Investicni banka Praha and Investi¢ni
a rozvojova banka in Bratislava). She returned to the banking
environment in 1994 when she joined Investiéni a postovni
banka, a. s. as a banking specialist focused on financial
transactions. In 1996 she joined Konsolida¢ni banka Praha,
s. p. 0. (‘KOB’) as a director of the Equity Investment Funding
Department. Later she moved to the position of Senior Director
of the Commercial and Commercial Specialists Departments
and she sat on the Banking Board from 1998. Following the
transformation of KOB into the Czech Consolidation Agency
(‘CKA") as of 1 September 2001, Mrs Groningerova has continued
to hold the position as the Senior Director of the Commercial
and Commercial Specialists Department and became a member
of the Board of Directors.

André P Horovitz

Born on 2 November 1957

Member of the Supervisory Board

Mr Horovitz is a graduate of the Construction College in Bucharest.
In 1982 he was awarded a degree in water engineering. In 1989,
he received an MBA degree at New York University, where he ma-
jored in finance. In the period from 1988 to 1990, he worked for
Lehman Brothers in New York as a financial specialist in fixed
income derivative products. He assumed responsibility for the
pricing policy, hedging, risk management and client marketing
in respect of portfolios of fixed income exotic derivatives.

In the period from 1990 to 1995, he was employed with Oliver,
Wyman & Company as a project manager for the Executive Di-
rector with responsibility for consultancy activities in risks and
capital markets. In 1995, he joined Commerzbank AG in Frankfurt
where he led the Risk Management Department within the Capital
Markets and Investment Banking Division. From 1998 to 2002,
he worked for HVB Group in Munich as an Executive Vice Pres-
ident and Risk Management Director and subsequently as an
Executive Director responsible for risk management at the group
level. Since 2003, Mr Horovitz has been a member of the Board
of Directors of Erste Bank, responsible for risk management
and controlling.
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The Macroeconomic Framework
for Ceska sporitelna’s Business

Inflation falls

The Czech economy witnessed strong negative inflation during
the year ended 31 December 2002 with price increases dra-
matically slowing down year-on-year. The significantly reduced
growth of consumer and production prices abroad and the
strengthening crown pushed inflation down to historically low
levels in the Czech Republic. Year-on-year inflation declined
from its level of 4.1 percent at the end of 2001 to 0.6 percent
in December 2002. The average inflation rate dropped from
4.7 percent at the end of 2001 to 1.8 percent in 2002. In De-
cember 2002, the Czech National Bank failed to meet the
lower limit of its inflation targets, set within a range of 2.77
percent to 4.77 percent, by more than 0.9 percent.

Interest rates at a record low level

The developments in inflation were also reflected in the interest
rate policy of the central bank. The Czech economy began the
year 2002 with the basic two-week repo rate standing at 4.75
percent. During 2002, the central bank undertook five steps
to decrease the basic rate by a total of two percentage points
and by the start of 2003, the basic rate stood at 2.75 percent,
ie, the same as that of the European Central Bank. At the end
of January 2003, the central bank further decreased the rate
to 2.50 percent. A notable fall in the basic interest rate
pushed the proceeds from all fixed-income instruments down
to historically low levels and the proceeds from Czech money
market and bond market products were below the level of pro-
ceeds generated in Eurozone countries over an extended period
of time.

CZK/EUR developments

The first half of July 2002 saw the continuation of the rapid
strengthening of the Czech crown against the euro which had
begun during 2001. The Czech crown strengthened in the first
half of 2002 despite the agreement between the Czech Na-
tional Bank and the Czech Government to ‘freeze’ privatisation
proceeds. The expected inflow of privatisation proceeds was
only one of the factors that considerably contributed to the
strengthening of the crown. The appreciation of the crown also
reflected so called ‘convergence optimism’.

Whilst the Czech National Bank repeatedly intervened and re-
duced interest rates, it failed to reverse this trend before mid-
year. The Czech National Bank revised its tactics at the end of
June 2002 when the crown reached its historically low level
against the euro of CZK 28.80, thereby appreciating by 9 per-
cent from the initial level of 31.70 at the start of 2002. The
central bank decreased interest rates to below the Eurozone
level. As a result of this measure, it eliminated costs associated

with the interventions and began to significantly interfere with
market developments. The efforts to stabilise the exchange
rate, coupled with the gradually weakening expectations re-
garding the inflow of additional investments and the deterio-
rating outlook of the external balance (prior to the revision of
the trade balance) ultimately caused the crown to weaken in
the latter half of 2002. The crown ended trading in 2002 at
31.50 against the euro, ie, it was one percent stronger than at
the start of the year. Nevertheless, the crown continued ap-
preciating against the US dollar which began to robustly de-
preciate against the euro at the end of 2002. On a year-on-
year basis, the crown appreciated against the US dollar by
almost 15 percent from 35.10 to 30.00.

Growth slows down but still exceeds EU levels

The growth of the Czech economy slowed in 2002. While GDP
grew by 3.3 percent in 2001, the economy grew by 2 percent
in 2002. The lower growth was attributable to the stronger-
than-expected impact of the floods, and decreased demand in
the countries of key business partners, specifically Germany.
While the Czech economy is growing faster relative to the average
growth in EU countries and the process of harmonising the
economic level between the Czech Republic and developed
countries is therefore continuing, it appears that the Czech
economy is beginning to fall behind other countries from the
Central European region. Household consumption remains the
principal factor driving economic growth in the Czech Repub-
lic. By way of contrast, investment activities are slightly slow-
ing down. Net exports continue to hold back GDP growth.

Revision changed the perspective on the trade

balance development

The most significant development in the cross-border trade
transactions of the Czech Republic in 2002 was not the resulting
trade balance deficit but the considerable revision made to it
at the end of 2002. By no later than mid-year, monthly deficits
on the trade balance began to indicate an increase in the ex-
ternal imbalance which was logically attributable to the ap-
preciating crown and weakening foreign demand. As late as
November 2002, statistical data suggested that the annual
deficit would exceed CZK 100 billion. However, in December
2002, the Czech Statistical Office announced that it would revise
a series of foreign trade deficits for the year ended 31 Decem-
ber 2002 significantly downwards. According to the original
data, the deficit for the eleven months ended 31 November
2002 would have amounted to CZK 94 billion. Following the
revision, the deficit amounted to only CZK 55 billion. Taking
into account the December deficit of CZK 18.76 billion, the an-
nual deficit amounted almost to CZK 74 billion, which is the
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lowest balance since 1999. This revision supported the Czech
crown at the beginning of 2003 and substantially altered per-
ceptions as to the ability of the Czech economy to deal with
weak foreign demand.

Unemployment rate nearing 10 percent

The unemployment rate in the Czech Republic continued to
grow in 2002. By the end of 2002, unemployment reached 9.8
percent, an increase of 0.9 percent over the level in December
2001. Unemployment was, to a certain degree, impacted by
the continuing restructuring of Czech companies and ratio-
nalisation of production, specifically in businesses privatised
by international private owners. However, the unemployment
rate is also likely to have been driven by regulatory factors,
such as insufficiently flexible legislation or a fairly favourable
system of social benefits. In the long-term, these factors may lead
to an increase in the unemployment rate or facilitate an outflow of
a portion of the workforce beyond the official labour market.



Ceska sporitelna, a. s.

Performance Report

Consolidated results of operations (International Financial Reporting Standards)

Profit and Loss Account

For the year ended 31 December 2002, Ceska spofitelna gen-
erated a net consolidated profit of CZK 5,805 million under In-
ternational Financial Reporting Standards. This result represents
an increase of 223 percent in comparison with the 31 De-
cember 2001 net profit of CZK 1,798 million. The level of net
profit had a positive impact on return on equity (ROE), which
reached 21.4 percent and on return on assets (ROA), which
reached 1.1 percent. For the year ended 31 December 2001,
ROE and ROA were 7.6 percent and 0.4 percent, respectively.
Profit before taxes and minority interests (gross profit) increased
to CZK 8,909 million, that is, by 208 percent year-on-year. The
reported results show that the year ended 31 December 2002
was the most successful year in Ceska spofitelna’s modern
history. The growth was driven by a stable increase in operat-
ing income, successful cost reduction efforts and decreasing
requirements for reserves and provisioning, which reflected
improvement in the quality of the loan portfolio.

Net and operating profit
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Ceska sporitelna generated operating profits of CZK 8,835 mil-
lion, which represents a year-on-year increase of 27 percent
from CZK 6,963 million, due to an increase in operating income
and a decline in operating expenses. Operating income, com-
prising net interest income, net fee and commission income
and net profit on financial operations, amounted to CZK
23,610 million, a year-on-year increase of 6 percent. Non-in-
terest income accounted for 32 percent of operating income.
Operating expenses, comprising staff costs, administrative ex-

penses and depreciation/amortisation, decreased year-on-
year by 3 percent to CZK 14,775 million. The cost/income ratio
markedly improved by 6 percentage points to 62.6 percent.

Despite the falling level of interest rates, net interest income in-
creased year-on-year by 6 percent to CZK 16,125 million. Low
interest rates in the Czech economy were primarily offset by an
increase in the volume of retail lending and income from debt
securities. The decrease in interest expenses was predomi-
nantly driven by issued debt securities, specifically the repay-
ment of CZK 5 billion issue of Ceska spofitelna’s own bonds in
February 2002 and the transfer of a portion of client deposits to
transaction accounts, which resulted from the legally required
conversion of anonymous deposit accounts. When compared to
the year ended 31 December 2001, Ceskéa spofitelna retained
a net profit margin of 3.1 percent. Of the Group companies, the
predominant portion of net interest income was generated by
the parent Ceska spofitelna (CZK 14,812 million), Stavebni spo-
fitelna Ceské spofitelny (CZK 668 million), Penzijni fond Ceské

Net interest income and net fee and commission income
(MCZzK)
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spofitelny (CZK 327 million) and Leasing Ceské spofitelny (CZK
320 million). Figures precented in respect of individual compa-
nies included in the Group do not reflect the impact of eliminat-
ing intra-group balances and transaction.

Net fee and commission income, the key component of non-in-
terest income, increased year-on-year by 10 percent to CZK
6,847 million. This increase was principally due to the year-on-year
rise in the number of clients by 13 percent, and the increased
number and volume of payment transactions - a year-on-year



increase of 11 percent in the number of transactions and
a year-on-year increase of 37 percent in the volume of trans-
actions made through payment cards. The amount of fee in-
come was positively impacted by growing lending activities (in-
come increase of 7 percent). The bulk of total net fee and
commission income within the Group was generated by the
parent bank (CZK 6,707 million), Stavebni spofitelna Ceské
spofitelny (CZK 273 million) and Investiéni spoleénost Ceské
sporitelny (CZK 93 million).

The decline in net profit on financial operations of 23 percent
to CZK 638 million is predominantly attributable to the year-
on-year decrease in the profit from derivative transactions.
This decrease was offset, however, by the profit arising from
the revaluation of the available-for-sale portfolio reported
within other operating income. By way of contrast, income
from securities held for trading and income from foreign currency
transactions slightly increased.

Structure of Operating Income in 2002
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General administrative expenses amounted to CZK 14,775
million, which constitutes a year-on-year decrease of CZK 449
million (3 percent) specifically with respect to purchased con-
sumables. Staff costs declined by 1 percent to CZK 6,526 million
due to the reduction in the average headcount. Other admin-
istrative expenses (purchased consumables) decreased by 6
percent to CZK 6,001 million. One of the factors driving the de-
crease was the reduction of advisory and legal services costs
and the decrease in data processing expenses, which - despite
a drop over the level reported in 2001 - accounted for the
largest proportion of purchased consumables (CZK 1,664 mil-
lion). Office space and business transactions costs amounted
to CZK 1,289 million and CZK 1,138 million, respectively. De-
preciation and amortisation charges fell by 1 percent to CZK
2,248 million. The largest portion of general administrative ex-
penses were incurred by Ceska spofitelna, Pojistovna Ceské
spofitelny and Stavebni spofitelna Ceské spofitelny and
amounted to CZK 13,283 million, CZK 567 million and CZK
546 million, respectively.

Structure of operating expenses in 2002
(MCZK)
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The net balance of provisions for losses on loans and advances
was CZK (331) million as of 31 December 2002 compared to
the balance of CZK (2,731) million as of 31 December 2001.
The considerable decrease in the balance reflects lower re-
quirements for provisioning and reserves for loans and guar-
antees as a result of the Bank’s active approach to risk man-
agement, the completed restructuring of the loan portfolio and
the greater level of used and released reserves. This represents
the mandatory release of a portion of reserves for standard
loans or extraordinary non-recurring impacts, such as successful
recovery of loans. The charges for provisions of CZK (203) mil-
lion and CZK (68) million were predominantly made by Ceskéa
spotitelna and Leasing Ceské spofitelny, respectively.

The year-on-year improvement of other operating income/(ex-
penses) from CZK (1,336) million to CZK 405 million was
driven by: the decrease of CZK 373 million in the fee paid to
the Deposit Insurance Fund to CZK (286) million following the
reduction of the rate of the fee; release of unutilised restructuring
reserves and a need to recognise new restructuring reserves
with a net positive effect of CZK 572 million; non-recurring income
of CZK 385 million arising from statute-barred deposits that
have been idle for 23 years or more; and, an increase of gains
resulting from the revaluation of securities carried within the
available-for-sale portfolio by CZK 284 million to CZK 608 million.
Of the Group companies, Pojistovna Ceské spofitelny, Penzijni
fond Ceské spoitelny and the parent bank reported other oper-
ating income/(expenses) of CZK 494 million, CZK 249 million
and CZK 139 million, respectively.

The Group’s tax liability for the year ended 31 December 2002
was CZK 2,917 million. This amount reflected the current year
tax charge of CZK 954 million and the aggregate impact of
changes in deferred taxes of CZK 1,963 million.



Balance Sheet

Total consolidated assets of Ceska spofitelna amounted to
CZK 519.7 billion as of 31 December 2002 and increased
year-on-year by 6 percent. This increase reflects the growth of
client deposits and equity on the liabilities side of the balance
sheet and the volume of available-for-sale securities portfolio
and loans and advances to financial institutions on the assets
side. Total assets of the parent bank, Ceska spofitelna, and
Stavebni spofitelna Ceské spofitelny amounted to CZK 451.3
billion and CZK 47.5 billion, respectively.

Development of total assets
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Client (primary) deposits have traditionally formed the key re-
source of Ceskéa spofitelna’s funding with respect to lending
transactions. As of 31 December 2002, the proportion of primary
deposits to total liabilities reached 78 percent. The consoli-
dated volume of primary deposits placed with the Group as of
31 December 2002 was CZK 403.0 billion, which represents
a year-on-year increase of 3 percent. Deposits made by retail
and corporate clients amounted to CZK 319.6 billion and CZK
83.4 billion, respectively. The balance of client deposits grew
year-on-year by CZK 12.3 billion which represents a very positive
result in view of the mandatory conversion of deposits from
anonymous savings accounts, as required by the amended
Banking Act in 2002. During the year ended 31 December
2002, CZK 99.8 billion out of 2.5 million anonymous savings
deposits were converted. The conversion activities were ex-
traordinarily demanding for Ceska spofitelna in both financial
and process terms even though the majority of converted
funding remained directly within the Bank and CS Group. De-
posits in registered savings books amounting to CZK 119.9 bil-
lion have remained the most significant individual deposit
product in the Czech Republic. Funding of CZK 123 billion was
maintained in clients’ transaction accounts (giro, current and

foreign currency accounts) - an increase of CZK 23.4 billion.
Construction savings accounts increased by CZK 16 billion to
CZK 45.3 billion. The balance of funds placed by clients in
pension insurance accounts was CZK 7.2 billion, an increase
of CZK 2.1 billion. Client savings denominated in foreign currencies
declined year-on-year by CZK 3.6 billion to CZK 14.7 billion.
This falling off vis a vis 2001 was expected since volumes in that
year were distorted by the conversion of EMU currencies to the
euro. Volumes have also been negatively affected by appreci-
ation of the Czech crown against the dollar and the euro.

Development of Client Deposits
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When compared to the year ended 31 December 2001, the balance
of bonds in issue of CZK (7.1) billion was impacted by the re-
payment of bonds with a nominal value of CZK 5 billion issued
in 1997. By way of contrast, the Bank issued mortgage bonds
of CZK 3 billion in two tranches in November 2002.

The balance of amounts owed to financial institutions, comprising
loans, term placements and current account balances, rose
year-on-year by CZK 0.7 billion and stood at CZK 31.9 billion as
of 31 December 2002.

The balance of shareholders’ equity, comprising share capital,
share premium, statutory reserve fund, treasury shares, gen-
eral reserves, retained earnings and profit for the period was
CZK 29.8 billion as of 31 December 2002, with the year-on-year
increase of CZK 5.4 billion attributable to the profit for the
year ended 31 December 2002. Dividends for the year ended
31 December 2001, paid in 2002, amounted to CZK 0.5 bil-
lion. Shareholders’ equity accounted for 6 percent of total as-
sets.



Structure of Liabilities
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The gross balance of the portfolio of retail loans, including
mortgage loans, increased year-on-year by 26 percent and
reached CZK 54.9 billion. The balance of retail mortgage
loans increased year-on-year by 71 percent to CZK 14.6 billion,
principally due to the advantageous TOP Housing (‘TOP By-
dleni’) program. Other types of loans also experienced notable
growth. Loans advanced under the construction savings plan
and bridge loans issued by Stavebni spofitelna Ceské
sporitelny increased year-on-year by 41 percent to CZK 7.2 billion.
Cash and consumer loans rose by 33 percent to CZK 17.4 billion
and overdraft loans in giro accounts grew by 30 percent to CZK
5 billion. By contrast, the balance of ‘social loans’ continued to
decline by 15 percent to CZK 8.5 billion. The robust increase
in retail lending is not only attributable to advantageous interest
rates and the willingness of households to take on debt but
also the Bank’s improved quality of services and attractive
loan offerings.

On a gross basis, corporate loans, net of amounts due from
the Czech Consolidation Agency (‘CKA"), amounted to CZK 94.7 billion,
of which CZK 15.1 billion represents loans denominated in foreign
currencies. Mortgage corporate lending also considerably in-
creased by 45 percent to CZK 6.3 billion. Under the TOP Enter-
prise program (‘TOP Podnik’) targeted at medium-sized enter-
prises, Ceska spofitelna approved loans totalling CZK 1.9 billion in
2002. As of 30 June 2002, under the Ring-fence Agreement, the
Bank exercised the full put option and transferred assets of
CZK 6.6 billion (of which loans accounted for CZK 5.6 billion) to
the CKA. By taking this step, the Bank completed the restructuring
of its loan portfolio. The quality of the loan portfolio substantially
improved by 5.3 percent due to the Bank’s active approach to
credit risk management and the finalisation of the loan portfolio
restructuring. The proportion of classified client loans to total
client loans is 14.4 percent as of 31 December 2002 as compared
10 19.7 percent as of 31 December 2001. The ratio reflects loans
and advances to customers together with amounts due from the

CKA determined under the Czech National Bank methodology.
The aggregate balance of these amounts was CZK 176.5 billion, of
which classified exposures represented CZK 25.4 billion.

Loans and Advances to Customers (net of the CKA balances)
(MCZK)
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Loans and advances to financial institutions grew, year-on-
year, by 7 percent to CZK 128.8 billion. Of this balance, loans
advanced to financial institutions and placements with financial
institutions amounted to CZK 105.1 billion and CZK 22.7 bil-
lion, respectively.

The aggregate balance of the securities portfolio was almost
CZK 158.1 billion as of 31 December 2002, which represents
an increase of 10 percent (or CZK 13.9 billion) compared to
the balance as of 31 December 2001. Debt securities account
for 89 percent of the securities portfolio. In investing in securities,
the Bank focuses on acquiring debt securities issued by the
Czech Finance Ministry, companies with an implicit state
guarantee and Czech and international banks with the minimum
rating of A. In managing its investment portfolio, the Bank applies
the prudence principle, which involves minimising credit risk
attached to the issuers of securities. The Bank has allocated
securities into three categories: securities held for trading (trad-
ing book), securities available for sale (banking book), and se-
curities held to maturity (banking book) . The principal difference
among the portfolios relates to the purpose and approach to
the measurement of securities and the recognition of their fair
values.

As of 31 December 2002, the balance of property and equipment,
and intangible fixed assets was CZK 21.9 billion, of which land
and structures accounted for 60 percent. This represents a year-
on-year gain of 10 percent due to the increase in the balances



of software and hardware in connection with information technol-
ogy investments. The aggregate proportion of property and equip-
ment and intangible fixed assets to total assets is 4 percent.

Structure of Assets
(MCZK)

. Loans and advances
to customers including
the CKA balances
189,163 / 35%

. Securities portfolio
158,051 / 29%

B Loans and advances to
financial institutions
128,782 / 24%
Property and equipment

and intangible fixed
assets 21,881/ 4%

Other assets
40,709 / 8%

Business Activities and Operations

In the year ended 31 December 2002, Ceské spofitelna prepared
a major and fundamental change in customer care. Following
two years of preparatory work and pilot projects, the Bank put
a new client service concept in place in June 2002. Ceska
sporitelna was the first bank in the Czech Republic to offer all
its clients a personal advisor. This concept has been designed
to facilitate an understanding of every client’ s individual financial
needs and to use this insight as a basis for offering appropriate
services and products from both the standard and expanded
selections of products offered by the Group, and providing clients
with comprehensive services covering all aspects of their financial
lives from one central point.

The client service system was revised within a wider context,
including the implementation of new information systems and
reconstruction and standardisation of branches into a more
client-friendly environment. The appropriateness of the chosen
path is confirmed by success not only in the excellent operating
results but also by the number of independent awards given
to the Bank: Bank of the Year 2002, and Manager of the Year
2002, etc.

TOP Programs

Ceska spofitelna’s TOP programs have become a phenomenon
inthe Czech banking market. These programs have been included
in the Bank’s strategy since 2001 and are focused on supporting
the development of the Czech economy and civil society. The TOP

programs have filled voids in the Czech banking market. They
have revitalised the Czech mortgage market as well as the small
and medium-sized business segment.

The TOP Housing (‘TOP Bydleni’) program is designed to provide
the general public with access to mortgage loans under ad-
vantageous terms and conditions. The rates attached to the
mortgage loans issued under the TOP Housing program are fixed
for a period of five years and the Bank guarantees the fixed
rate for all clients for loans up to a CZK 2 million for the purchase
of an apartment and up to CZK 3 million for the purchase a fam-
ily house. Another benefit is the promptness with which the
loan contract is negotiated - within 10 days on average. As
a result of mortgage loans advanced under the TOP Housing
program, mortgage loans became readily accessible to a signifi-
cant portion of the population in the Czech Republic. In the
year ended 31 December 2002, clients entered into more
than 6 thousand mortgage loan arrangements. Since June 2001
when the program was launched, almost 10 thousand loans to-
talling almost CZK 10 billion have been granted.

The TOP Housing program received the ‘Mortgage Loan of the Year
2002’ award from a panel of experts within a competition
organised by Fincentrum.

Mortgage Retail Lending and the TOP Housing Program
(MCZK)

16,000
12,000
8,000 ——
S
4,000
o o
2000 2001 2002

B Mortgage retail lending
B of which: loans issued
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The TOP Capital (‘TOP Kapital’) program is designed to finance
businesses through venture capital. This represents a progressive
and quickly developing method of supporting small and medium
sized businesses. In December 2002, the Bank (84.25 % share),



joined with the Dutch venture capital funds management
company K+, and formed the Czech TOP Venture Fund. The
investment commitment of the fund is EUR 10.5 million. In-
vestments of the fund will be made in Czech small and
medium sized businesses that have viable business plans. In-
dividual investments will range between EUR 750 thousand to
EUR 3 million. All investments are planned to be implemented
by 2011.

In 2000, the Bank launched its program of sponsorship activities
entitled ‘TOP Partner’. The objective of this program is to sup-
port the development of Czech society within the cultural, sci-
entific, sport, social development and health sectors. In the
year ended 31 December 2002, key projects sponsored under
the TOP Partner program included: The Prague Spring International
Music Festival, the Prague Theatre Festival of German Language
and the exhibition of modern art ‘Six from the Sixties’; support
of education and science through an alliance with Charles’
University and the Prague School of Economics; sport (the Czech
Para Olympic Team, Miss Aerobic, the Czech Athletic Association
and Junior Tennis within the Czech Tennis Association); and,
the sponsoring of the SANANIM Drug Prevention and Treatment
Centre and Czech Catholic Charity.

In April 2001, the Bank initiated the TOP Enterprise (‘TOP Podnik’)
program in order to support the development of middle sized
businesses with a turnover from CZK 30 million to CZK 1.5 billion
that operate in the industrial, trading, services, manufacturing
and agricultural products processing segments. The program
offers long-term and medium-term investment funding provided
under low interest rate conditions. Under the ‘TOP Enterprise’
program, the Bank issued 124 loans totalling almost CZK 2 billion
in 2002. Since the inception of the program, the Bank has
provided loans in the amount of CZK 2.7 billion. More than half
of the loans will fall due for repayment within a period of 7.5 years
to 10 years.

Corporate Banking

Corporate funding and services to corporate clients are playing
an increasingly more important role in the Bank’s transactions.
Ceska sporitelna managed to increase income from transactions
with corporate clients even though competition among banks
for loan-worthy clients coupled with a low interest rate environment
led to the stagnation of net interest margins in the banking
market. The Bank was successful both commission and fee
income and interest income.

Due to the improved quality of provided services and the expanded
selection of Group products, the Bank grew its business with
major domestic corporations and established cooperation
with a number of highly regarded foreign groups. The volume
of loans provided to major Czech enterprises, foreign corporations
and leasing companies amounted to almost CZK 30 billion.

Increasing interest in the Bank’s services has also been reflected
in the growth of payment transactions and an increase in the in-
stallation of electronic banking systems.

Ceska spofitelna has traditionally been one the most important
players in the syndicated loan market. In the year ended
31 December 2002, the Bank obtained mandates to act as
a manager/co-manager and agent for significant loan syndi-
cations. Clients have included Dopravni podnik hl. mésta
Prahy, Elektrarny Opatovice, a. s. or Odévni podnik, a. s. As such,
Ceska spofitelna has become the leader in the Czech market
for syndicated loans.

A very significant development in services to corporate clients
related to the implementation of a new banking system that is
fully compliant with modern banking requirements and facilitates
the expansion of corporate products, specifically in the area
of cash management.

Mortgage Loans

In the year ended 31 December 2002, the Bank continued the ag-
gressive development of real estate and mortgage funding and
strengthened its position held since the end of 2001 as the
biggest mortgage bank in the Czech Republic.

In the corporate real estate funding segment, the Bank continued
developing its services designed to finance hotel projects and
increased the share of developer funding for housing construction
projects. These projects subsequently contributed to a further
development of private mortgage loans.

Moreover, the Bank made significant progress in funding repairs
of prefabricated housing estate buildings with state subsidy
and guarantees from Ceskomoravska zaruéni a rozvojova banka
(‘CMZRB’). These services are specifically of interest to municipal
clients. Construction of new apartment houses with state sub-
sidy for private investors has stagnated as a result of revisions
made to the Municipalities Act and outstanding issues in rent
regulation.

The development of real estate financing can also be seen
in a year-on-year comparison of the volume of loans issued
as part of real estate and mortgage funding efforts. As of
31 December 2002, the balance of these loans was CZK
8.2 billion, which is a year-on-year increase of 24 percent.

The Bank also supports the real estate market through
sponsorship activities, for example, through a general partnership
with the Real Estate Market Development Association (a rep-
utable pan-professional organisation) and providing support
for the biggest conference on the real estate market in Cen-
tral Europe, CEDEM.



At the close of 2002, the Bank formed a new subsidiary, Real-
itnf spolednost Ceské spofitelny, a. s., which will serve both re-
tail and corporate clients. The company’s objective is to sup-
port the sale of the Bank’s financial products by offering
associated services for the real estate market.

Services to the Public and Not-for-Profit Sector

Ceska spofitelna has been a traditional partner of municipalities
and also newly formed counties to which it provides compre-
hensive banking and financial services on a professional level
and under advantageous terms and conditions. With almost
5,000 clients from the public sector, the Bank is at the forefront
of this market segment: more than one third of the total munici-
palities in the Czech Republic are the Bank’s long-standing clients.
Since 1991, the Bank has provided municipalities and local
governments with more than CZK 30 billion in loan funding.

The Bank is regularly successful in public tenders announced
by municipalities and local governments. One of the key successes
in 2002 involved concluding a syndicated loan arrangement
amounting to several billions of Czech crowns to finance the pur-
chase of trains for the Prague Metro. In July 2002, the Bank
and the State Environmental Fund of the Czech Republic entered
into a High-Level Agreement on Cooperation in Funding
Environmental Projects. The aim of this agreement is to prepare
and implement with the help of EU subsidies as many projects
as possible targeted at improving and enhancing the environment
of the Czech Republic.

The Bank achieved another important success in providing
mortgage loans to public service clients. The volume of mortgage
loans issued to these clients grew year-on-year by 90 percent.
In addition to local governments and municipalities, Ceska
sporitelna’s significant clients include state funds, schools,
health facilities, churches and foundations.

The Bank responds to specific client requirements by offering
focused programs which make it possible to utilise financial
subsidies and grants both from funds made available by the Czech
Government and the European Union. For the year ended
31 December 2002, the most successful programs included
a program to renovate prefabricated housing estate buildings,
a program to finance and repair municipal and regional roads,
a program to issue municipal mortgage loans and the SAPARD
program.

Debt Work-Out

With regard to debt workout, the Bank continued its efforts
to improve the prevention and recovery of non-performing loans,
both in the advisory area and direct administration and ac-
countability for managing non-performing exposures. The ob-
jective was to create conditions for the timely application of the re-
quired restructuring processes in respect of the Bank’s loans and,
as and when required, also to the borrowers themselves. This

approach led to a gradual improvement in the quality of the entire
lending process and the reduction of the proportion of classified
loans.

During the year ended 31 December 2002, the Bank utilised
the recovery options available to it under the Public Auction
Act and the Executory Rules ,which facilitate a more prompt
and effective approach to recovering non-performing loans.

Development of Ring-fenced Exposures

Pursuant to a decision of its Board of Directors, the Bank exercised
the full put option set out in the Ring-fencing Agreement during
2002. The Bank transferred the whole remaining portion of its
loan portfolio to the Czech Consolidation Agency (‘CKA’), the only
exception being overdraft accounts and off balance sheet
exposures. At the start of the year, the balance of ring-fenced
assets was CZK 13.0 billion. During the first quarter of 2002,
based upon appropriate analyses, the Bank decided to remove
a proportion of exposures amounting to CZK 3.3 billion from
the ring-fenced portfolio. The key reason for retaining these
exposures in the Bank’s loan portfolio was the positive repayment
prospect of the relevant exposures. As of 30 June 2002, the Bank
exercised the full put option and transferred loans of CZK 6.6 bil-
lion to the CKA. A number of exposures included in the ring-fenced
portfolio as of 30 June 2002 could not be transferred due to
legal obstacles. Loan repayments amounted to CZK 1.1 billion
during the year ended 31 December 2002.

Financial Markets

Ceska spofitelna continued expanding the range of products
offered to corporate clients and institutional investors. The Bank
experienced a notable increase in clients, specifically from
the small and medium sized businesses segment. The increased
quality and scope of provided services has been reflected
in the increased interest of clients. The Bank offered the small
and medium sized businesses minimum required traded volumes,
thereby providing them with access to products which had
been, to that date, utilised solely by big corporations.

The Bank’s market share of the segment of institutional bond
investors saw continued growth due to its significant activity
in selling domestic and foreign bonds. The Bank considerably
strengthened its market position both in the area of intra-
bank transactions and the volume of transactions effected by
the Bank’s clients.

The Bank’s position on the primary bond market strengthened
in 2002. The Bank achieved a significant success by winning
a mandate to co-manage a bond program for Czech Telecom.
Moreover, the Bank was, for the first time, involved in co-managing
a bonds issue intended for international financial markets.
This represented an issue of bonds of the Czech Export Bank,
which constitutes the largest stand-alone issue of bonds in terms
of volume that has been made by a Czech issuer to date.



In the trading area, the Bank once again ranked among the most
important market makers in all products traded on the foreign
exchange and interest rate markets. Compared to prior years
when the Bank predominantly focused on interest rate products,
the year ended 31 December 2002 saw a marked increase in
the market share of the foreign exchange market. At present,
the Bank is one the most active local market players in all
products. The Bank enjoys a very strong position in the interest
rate market, specifically in Czech crown deposits, interest rate
derivatives, bonds and treasury bills.

The Bank is one of the few local banks that is active in trading
certain products such as complex interest rate derivatives and
currency options. In terms of the structure of traded currencies,
the largest share of deals is executed in Czech crowns. However,
the proportion of transactions in other Central European
currencies - specifically Slovak crowns, Hungarian forints,
and Polish zloty - is gradually increasing. Naturally, the Bank
covers all principal global currencies, that is, primarily Euros
and US dollars. In the future, the Bank wishes to build a position
as a leader for issues placed by Czech issuers on international
markets, to retain its pre-eminent position and market share
of the interbank market and cover other developing markets,
to increase the distribution of financial market products
through the Bank’s network branch, and to be more pro-active
in selling structured investment products.

Reflecting increased corporate client demand , the Bank included
initial public offerings in its investment banking business service
portfolio. Focus on the Czech Republic will make Ceska
sporitelna’s services accessible to clients, and increase and
strengthen its dominant position on the market.

In the collective investment area covering services to investment
companies and their mutual funds, investment and pension
funds, the Bank acts as a depositary. At the end of 2002, the Bank
provided these services to 14 mutual and pension funds,
which largely comprised the mutual funds of Investi¢ni spole¢nost
Ceské sporitelny. The assets managed by the Bank in a depositary
capacity amounted to CZK 51.3 billion, representing a year-on-year
increase of 53 percent.

Ceska spofitelna offers a comprehensive range of asset manage-
ment products both for individual and institutional investors.
Asset management activities include assets of institutional clients,
specifically pension funds and insurance companies, assets
of not-for-profit organisations, municipalities and private clientele
in the aggregate amount of CZK 18 billion , which constitutes
atwofold increase in the volume of managed assets compared
with the end of 2001. The increase resulted from the combination
of organic growth and successful new acquisitions. The Bank
proactively offers its clients asset management services as an
integral component of its product offering. With close assistance
from Investiéni spolednost Ceské spofitelny, the Bank took fur-

ther steps targeted at developing a consolidated platform for
asset management within its whole Financial Group. During
the year ended 31 December 2002, Austrian mutual funds,
which meet the requirements of local Czech investors and are
denominated in Czech crowns , were formed (ESPA Fiducia,
ESPA Cesky fond pené&Zniho trhu). Ceska spofitelna functions
as an investment advisor for these funds.

Volume of Actively Managed Assets
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Direct Banking - Alternative Distribution Channels

In the year ended 31 December 2002, the Bank continued de-
velopment of alternative account servicing approaches (‘al-
ternative distribution channels’). The focus was on expanding
both the existent services and implementing new services. During
the year ended 31 December 2002, Ceska spotitelna reached
the forefront of local direct banking. The Bank achieved this
privileged position due to the increasing quality and scope of pro-
vided services, which drive the dynamic increase in the number
of active users and the number of implemented transactions.
At the end of 2002, 463,000 clients actively used direct banking
services and more than 20 percent of all transactions were
carried out via direct banking.

The year ended 31 December 2002 saw a dynamic development
of the services and number of users of the Bank’s Client Cen-
tre. The Client Centre provides a broad range of services to the
clients of the Ceska spofitelna Group seven days a week,
twenty-four hours a day. In addition, the Client Centre runs
a free-of-charge information phone line about the Ceské spofitelna
Group for the general public.

During the year ended 31 December 2002, the Client Centre
received 4.5 million phone calls, of which 66 percent were
served through an automatic voice mail service (IVR).



The key product of Ceska spofitelna’s direct banking involves
the Servis 24 banking service. Via this service, clients equipped with
a set of identification codes can, for one fee, conduct transactions
in their accounts both by phone (SERVIS 24 Telebanking) and
the Internet (SERVIS 24 Internetbanking). The number of the users
of this service amounted to 377,000 as of 31 December 2002
compared to 83,000 as of 31 December 2001.

Number of Active Users of Servis 24

400,000
300,000 <
e 9
N ~
(4] N~
0 (]
200,000
100,000
o
0
2000 2001 2002

A major change in phone banking services involved the migration
of more than 100,000 users of the discontinued Sporotel service,
which was put in place in 1996 and was the first phone banking
service in the Czech Republic, to the new and more advanced
Servis 24. At the end of 2002, SERVIS 24 Telebanking was utilised
by more than 320,000 active users. This represents the largest
number of users from among all local banks. At the start of
November 2002, Servis 24 was expanded to include Internet-
banking. The implementation of the newly designed Internet-
banking was highly acclaimed both by clients and the expert
public and more than 69,000 clients began to use it during
the last two months of the year.

During the year ended 31 December 2002, the Bank migrated
phone and internet banking services into a new integrated tech-
nological platform. This new platform gives the Bank flexibility to expand
the range of supplied functions in response to the demands
of the growing number of users. Under one client number and
one signed contract, clients have the opportunity to gain access
to various distribution channels.

During the year ended 31 December 2002, the GSM Banking
SIM Toolkit service expanded significantly. At the beginning of
2002, Ceska spofitelna was in a position to provide this service
via one mobile phone operator (T-Mobile). In May and December

2002, the Bank made the service accessible to the clients
of Eurotel and Oskar respectively. In so doing, Ceskéa spofitelna
became the first major bank in the Czech Republic providing
the GSM Banking SIM Toolkit through all mobile phone operators.
At the end of 2001, fewer than 8,000 clients used the GSM
Banking SIM Toolkit. The number of users increased six fold
during 2002 to more than 50, 000 clients.

In 2002, Ceskéa spofitelna reported 7,500 new users of the
Homebanking service, a method of servicing an account from
the client’'s computer using a special-purpose program in-
stalled by the Bank. As of 31 December 2002, Homebanking
was used by more than 21,000 clients who implemented
more than 10 million local payment transactions exceeding, in
aggregate, CZK 520 billion for the year ended 31 December
2002. Payment transactions conducted by the clients of
Homebanking in current accounts accounted for 63 percent of
the total domestic payment transactions.

The Card Program

Ceska spofitelna’s card program focused on selling credit
cards, increasing the use of cards to make payments in stores,
expanding the network of vendors equipped with payment
terminals, developing new services and, last but not least,
constantly increasing the overall number of issued cards.

Ceska spofitelna introduced an attractive new credit card offering
under the Kredit+ name, which combines an interest-free period
with a low-interest period. The range of Kredit+ credit cards is
complemented by Visa Gold, Visa Classic and also by Visa Electron
because of its ready accessibility. Ceska spofitelna’s emphasis
on credit cards resulted in a five-fold increase in cards issued
to 28,000 during 2002.

The growing number of cards used to make payments at vendors
has been affected by the natural trend of expanding retail trading
networks and the resultant expansion of opportunities to pay.
However, the activities designed to boost motivation of clients
to make card payments also had a discernable impact. The volume
of transactions in the Bank’s business network increased
by 37 percent to almost CZK 18 billion, and the number of pay-
ment points operated by contractual partners of Ceskéa spofitelna
increased by 25 percent to almost 18,000. The number of pay-
ments made in this network increased by 62 percent to 13.6 million.
These figures indicate that the trend involving the reduction
of the average credit card payment from CZK 1,544 to CZK 1,312
is continuing.

The number of ATM withdrawals also increased. During the year
ended 31 December 2002, clients made 73 million ATM with-
drawals totalling CZK 183 billion. Ceska spofitelna’s ATM net-
work was expanded by an additional 57 ATMs, bringing the total



number of ATMs to 1,011. In December 2002, the Bank im-
plemented a service designed to recharge mobile phone credit
via ATMs. This service is accessible to all payment cardholders.

The number of cards in circulation issued by the Bank in-
creased year-on-year by 150,000 to 2.4 million cards. Ceska
sporitelna guarantees the issuing of any debt cards within 6
days from the filing of a card application. The Bank offers ex-
press issuance of a card within three business days. As a result
of the conversion of the most widely used card, Visa Electron,
from a domestic card into an international card, the proportion
of cards in use substantially moved towards cards that can be
used internationally. International cards represent half of all
active cards. Since the second quarter of 2002 the Bank has
been issuing the EC-MC Standard, as an alternative to the Visa
Classic card.

Number of Active Cards
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Specific Programs and Service Packages

During 2002, Ceska spofitelna developed and offered product
packages to specific target groups of its clients. All required
readily available products and services of the Bank that enable
clients to comfortably administer and service their family finances are
contained within the Comprehensive Program. A basic selection
of products and services for private clientele is included in the Advan-
tageous Program. During the year ended 31 December 2002, the sale
of the Profit Program package, which targets clients from the
micro and small enterprise segment, substantially increased
within the Bank’s branch network. The program provides products
and services for business purposes combined with an advanta-
geous offer to the representatives of the enterprise as individ-
uals. Clients from selected independent professions repre-
sent the target group of the ‘Profesional Program’, containing

a comprehensive offering of products and services linked to se-
lected products of subsidiary companies and to selected part-
ner companies.

Transaction Accounts, System of Payment

The Bank clearly retains the strongest position in the market
of giro accounts for private clients. The giro account is the most
widely used current account for individuals in the Czech Republic.
At the 2002 year-end, Ceska spofitelna’s portfolio included
more than 2.7 million accounts with a balance of CZK 73.2 billion,
which represents an increase in deposits of 17 percent. More
than 27 percent of giro accounts (740 thousand) have nego-
tiated overdraft facilities. The aggregate balance of overdraft
loans was CZK 5 billion as of 31 December 2002. At the end
of 2002, Ceska spofitelna maintained more than 370,000
current accounts denominated in Czech crowns and foreign
currencies and almost 800,000 credit accounts. During the
year, more than 400 million transactions were made in all
types of accounts, of which 250 million transactions were imple-
mented in giro accounts, a year-on-year increase of 5 percent.

In the area of the local payment system, the Bank continued
to centralise the payment system in 2002. In addition to payment
collection boxes in branches, the Bank tested the scanning
of payment orders and put a central payment order collection
project into pilot operation. The key objective of this change is
to decrease the volume of operations and to create pre-conditions
for further streamlining of the local payment system. The num-
ber of local payment transactions effected through the CNB
Clearing Centre increased by 11 percent year-on-year. As for
cross-border payments, almost 300,000 cross-border payment
orders - an increase of 13 percent - were processed during
the year ended 31 December 2002. The volume of transac-
tions rose by 86 percent. The increase relates to the growth
in the number of clients using the cross-border payment sys-
tem. The number of SWIFT transactions grew by 9 percent.

Conversion of Anonymous Savings Accounts

Pursuant to an amendment to the Banking Act passed by
the Czech Parliament in March 2002, Ceskéa spofitelna was
required to cancel deposit arrangements in the form of bearer
savings books (‘anonymous savings accounts’) by the end of
2002. The amended Banking Act stated that client deposits in
the form of bearer savings books would not bear interest after
1 January 2003. As of 31 December 2001, the Bank maintained
almost 6.6 million anonymous savings accounts with an aggregate
balance of CZK 121 billion. During a nine-month period in 2002,
the Bank was to undergo one of the biggest logistics operations
ever implemented in the Czech Republic.

The significance and scope of the transaction was matched
with preparatory work and the level of costs involved. At selected
branches, the Bank reserved special counters dedicated to
converting the anonymous accounts and set up a mobile work-



place. As part of the conversion procedure, the Bank also trained
its staff from the Head Office, required selected branch offices
to extended their business hours, and operated over weekends
as required. During May 2002, the Bank ran an extensive mar-
keting and awareness campaign, offered alternative products,
and made pricing as well as interest rate improvements to a series
of transactions associated with the conversion. During the year
ended 31 December 2002, an unprecedented CZK 99.8 billion
from 2.5 million savings accounts was converted. The clients
re-deposited two thirds of these funds into other deposit products
at the Bank. The remaining balance was allocated to the products
of other members of the Group (construction savings, mutual
funds). The clients cashed in less than 9 percent of the deposits.

The conversion process was successful. However, it did have
very serious implications for Ceské spofitelna in both financial
(conversion costs and long-term impact on the Bank’s per-
formance) and operational (staff members allocated to assist
in converting the anonymous savings accounts were not avail-
able to provide day-to-day services to the Bank’s clients) terms.

Service Quality

In the year ended 31 December 2002, the Bank continued im-
plementing a client-friendly approach to providing services.
The ‘user-friendliness’ aspect became key to all projects and
activities within the Bank.

The Bank continued measuring the quality of services rendered
to clients. The quality of these services, measured through mys-
tery shopping and expressed in terms of the Service Quality In-
dex, rose by more than 5 points over the past year and remained
just below the 90-point threshold (89.66), with the index cap be-
ing 100 points. The result confirms the improvement in Ceskéa
sporitelna’s services. Clients of the bank also recognized im-
proved service quality. Following repeated surveys designed to
determine clients’ satisfaction with provided services, ex-
pressed in terms of the Client Satisfaction Index, the Client
Satisfaction Index value increased year-on-year by more than
three points to 73.20 (the maximum being 100 points).

The year 2002 was the second year in which the service qual-
ity team - ombudsman was involved in identifying and dealing
with specific suggestions from clients and outlining corrective
measures. In 2002, the ombudsman team collected and
addressed more than four thousand complaints filed by clients.
To facilitate the filing of complaints, a team working in the Client
Centre also began to collect and address client complaints.
Analysing the substance of complaints helped the Bank improve
a number of services, such as the new interface between the ATM
and the client and an updated version of internet banking.

Ceska spofitelna also continued its efforts to improve the quality
of internal services. In 2001, the Bank developed internal service
quality index and inter-departmental service satisfaction

standards and regularly and explicitly measures them. When
compared to 2001, internal clients were more satisfied in 2002.
This is evidenced by the increase in the Service Level Index
in 2002, which exceeded 5 points and amounted to 77.92 points
(maximum being 100).

The level of quality of external and internal services is one
of the factors taken into consideration in providing remuneration
to employees.

Human Resources

In the year ended 31 December 2002, the Bank implemented
a number of educational projects. Business divisions implemented
a ‘module training system’ for individual working positions.
Moreover, the first knowledge FIT TEST was undertaken within
the whole Erste Bank Group. 6,173 employees of various business
divisions (including managers) participated in the FIT TEST
with a very high success rate of 99.04 percent.

In the year ended 31 December 2002, the proportion of trainings
implemented directly within regional branch offices increased
which led to an improvement in the flexibility of trainings.
In addition, the Bank began to work on an e-learning project
designed to facilitate the training of staff directly at their work
places through PCs and the intranet.

With respect to professional skills development programs, the
first year of the Trainee Program and the CS Dynamic Manager
Program (at an MBA level) was successfully completed. The sec-
ond year of the Dual Education (Bankkaufmann/ Bankkauffrau)
and the Management Development Program began. 150 man-
agers of the Bank completed this program in the past year.

The number of employees taking part in language training
courses more than doubled on a year-on-year basis to 1,875.
For the year ended 31 December 2002, Ceska spofitelna reported
more than 60,000 training man-days.

In the year ended 31 December 2002, the Bank implemented
another headcount reduction, which was not as extensive as
in the prior year. As of 31 December 2002, the number of Ceska
sporitelna’s staff was 11,518, compared to 11,958 as of the 2001
year-end. The staff turnover percentage (the sum of incoming
and outgoing staff to the average re-calculated headcount)
decreased to 25 percent in 2002. As compared to 2001,
fluctuation markedly decreased to 15 percent. The proportion
of staff working at Ceskéa spofitelna for more than five years
is almost 75 percent. The average age of Ceska spofitelna’s em-
ployees is 38.47 years.

The reduction of staffing levels and a partial replacement of staff
did not have a significant impact on the Bank’s basic staffing
structure, which developed reflecting prior years’ trends. The
proportion of males employed with the Bank increased to almost
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22 percent. Moreover, the qualification structure of staff improved,
principally due to the increase in the number and proportion
of staff with university degrees.

During the year ended 31 December 2002, the aggregate average
salary of the Bank’s employee, net of other staff costs, rose
by 17.5 percent to CZK 29,223.

Information Technologies (IT)

For the year ended 31 December 2002, the principal objectives
of the information technology function involved supporting
and taking an active part in the implementation of the Bank’s key
development activities. The aim was to put in place a flexible
and stable IT environment that will facilitate the implementation
of the Bank’s set business strategy.

The key IT development activities for the year ended 31 December
2002 in individual areas involved analysing the retail part
of the Symbols central system, building an organisation-wide
communication architecture under the 1*Net project, and further
developing electronic banking (specifically successfully
implementing new internet banking, expanding the functionality
of Servis 24 to include services of subsidiaries, and ensuring
access to current accounts). Major tasks entailed the preparation
of a data warehouse (DWH), and a customer relationship
management system (CRM) within the whole Group. In addition,
the Bank prepared a Document Management System, which is
designed to make intra/interbank processes and communication
more effective and transparent and to harmonise and standardise
technological, security and process rules in place within the Bank.
Further development in the payment card area was important,
specifically the expansion, quality improvements and increased
security of services provided to clients (the recharging of mobile
phones via ATMs, credit card development, preparation of a loyalty

system supporting the use of payment cards, and enhancement
of security in using payment cards by implementing the PIN
Verification project). Another key task in information technologies
related to the implementation of another stage of the SAP project
(the SAP R/3 data archiving, developing a back-up workplace,
implementation of additional modules - IM, REM and APO).

Central systems, the Bank successfully initiated the process of
consolidating servers with the objective of increasing the sta-
bility, performance, and availability of this environment while
reducing its operating requirements. In addition to potential
synergies, this step led to a stable and flexible infrastructure
to operate Central Business Logic (CBL) and Middleware (MW)
as a basis for a multi-channel integrated infrastructure (MCI).
The Bank developed MCI in 2002 and will be in a position in
future periods to accommodate growing requirements resulting
from the increasing numbers of clients and new distribution
channels. Advanced multiprocessor servers, HP Superdome,
with the capacity to create separate physical as well as logical/
virtual partitions in respect of the operation of individual sys-
tems and functional units, became the basis of the Bank’s tech-
nical infrastructure in ‘open’ (Unix) systems.

In addition to building new systems, the Bank focused its efforts
on developing and supporting its existent applications to ensure
that IT systems provide standard support to the services rendered
to clients and that they have the ability to respond to regulatory
requirements (the 7x24 regime support, conversion of anonymous
savings accounts, the Payment System Act, branch system).

In the year ended 31 December 2002, the Bank finalised
a definition of its IT architecture which represents a binding
standard for all IT development activities whilst enabling the Bank
to flexibly respond and meet required business objectives. The
Bank defined an overall strategy and established short-term
and long-term objectives for each IT area. The defined IT
architecture of the Bank is compliant with the standards specified
within the whole Erste Bank Group. Pursuant to a group-wide
IT standard, information technology development management
principles applicable within the Ceska spofitelna Group were
defined with the objective of gradually unifying IT and thereby
optimising costs involved in operating and further developing
IT operations.

Security Policy

The Bank attaches a great deal of importance to the security
policy. During the transformation process, the Bank formed an
independent and stand-alone security department, which has
been charged with overseeing financial security, IT security
and physical security as well as with implementing tasks arising
from the Money Laundering Act 61/1996 Coll.



Activities and operations in these areas are primarily focused
on preventing all negative events that could jeopardise the security
of staff, clients, assets and business continuity of the Bank
from taking place. During the year, the Bank regularly tested
the efficiency and effectiveness of the branch support system
in the area of physical security through regional workplaces.

In connection with the NATO summit that took place in Prague
in the autumn of 2002, the Bank took security measures to protect
its offices in anticipation of protest activities. During the course
of the protest activities, no events that would endanger
the security of the Bank’s staff or clients occurred. Nor did
the Bank incur any property damage. No operations of any office
were disrupted. Following the terrorist attacks in the US in 2001,
Ceska spofitelna made refinements and improvements to its
system of monitoring irregular transactions and accounts, in-
cluding the so called ‘sanctioned’ entities and other persons
suspected of links to terrorist organisations. In short, the Bank
implemented measures to prevent terrorism funding.

The results for the year ended 31 December 2002 confirmed
the appropriateness of complex, largely preventive, steps that
are in place to protect persons, client personal data, assets
and goodwill of the Bank. Progress has been made in ensuring
more secure communication between clients and the Bank
by expanding the selection of advanced products in the area
of alternative distribution channels.

Internal Audit

Internal audit is a component of Ceska spofitelna’s internal
control system. It performs its role by conducting planned audits,
audits requested by management of the Bank and by monitoring
activities with the aim of providing the Bank’s management,
Audit Committee and Supervisory Board with objective information
and assurance on the level of risks inherent in the
Bank’s processes.

Internal audit is an independent, objective assurance and
consulting activity designed to add value and improve an
organisation’s operations. It helps an organisation accomplish
its objectives by bringing a systematic, disciplined approach
to evaluate and improve the effectiveness of risk management,
control, and governance processes.

Sponsoring and Marketing

In the marketing area, in 2002 Ceska spofitelna continued
pursuing the strategy set out in the Corporate Identity Project.
Ceské spofitelna sees its role as a bank providing, from one
central point, all services necessary for its clients to achieve
financial well-being with the quality of these services being
on a European level. One of the key challenges for the year
ended 31 December 2002 involved communication in support
of the conversion of anonymous savings books. In addition to
classic advertising campaigns (payment cards, loans), a significant

proportion of marketing activities were focused on supporting
alternative distribution channels such as Servis 24 or GSM
Banking. In 2002, marketing cooperation with the Corporate
Banking Division in organising a series of professional and
acquisition seminars, and municipal trading congresses, was
significantly enhanced. The Bank also launched successful
awareness programs for its TOP programs. Another equally
important step involved implementing a new merchandising
system at all branches and commercial centres of Ceska
sporitelna. The system consolidates marketing communication,
thereby directly supporting business activities at the product
and service sale points.

In its sponsoring activities for 2002 Ceska spofitelna continued
to implement the strategy set in the previous two years by
streamlining the channelling of funds into individual areas related
to culture, education and science, sport and public and social
affairs. Respecting the individual needs of regional branches
also played a significant role. Key areas in which Ceska spofitelna
acted as a general partner included projects financially supported
under the TOP Partner program. The Bank’s standard sponsorship
budget was used to support other major projects such as
Smetanova Litomysl, Divadlo na Vinohradech (Vinohrady Theatre),
Ceska spofitelna - MTB - Team and Bike for Life, the Prague
Z00, the Mamma Foundation and Life 90 ‘The PORTUS
House’. New partners with which the Bank began cooperating
include, for example, the Czech Conservation Society, the Czech
Dental Chamber and many others. It is also worth mentioning
that the Bank supported a significant number of non-recurring
projects, such as the exhibitions entitled ‘Czech Marionette’
at the Prague Castle and ‘Czech Graphic Art at the Threshold
of the Century’. Funding was also provided to hospitals, facilities
taking care of mentally and physically handicapped children
as well as adults or children at risk.

A new cultural project developed during 2002 represents an
artistic initiative of Erste Bank, Ceska spofitelna and Slovenska
spofitelna entitled ‘Tranzit’, a civil association. The objective
of this project is to facilitate the communication of young artists
from the countries in which the three banks operate.

As of 30 January 2002, Nadace Ceské sporitelny (Foundation
of Ceska spofitelna), founded by Ceska spofitelna, was registered.
The Foundation was formed in order to support projects related
to culture, education and science, public and social affairs,
health care, charity, municipal activities, sport and ecology,
and to assist disadvantaged individuals or those in difficult
social situations caused by unforeseeable events.

Extraordinary Developments - Floods

The Czech Republic was hit by devastating floods in August
2002. The worst flooding in one hundred years destroyed
large regions of the Czech Republic and hit 31 districts, including
505 cities and villages, several of which were affected cata-



strophically. Damage reached several tens of billions of Czech
crowns. The enormous flooding brought not only disaster but
also an unprecedented solidarity among all Czech citizens.
Ceska spofitelna and the whole financial group was one of the first
private firms to undertake an initiative to aid the affected regions
in the days immediately after the floodwaters receded. In ag-
gregate, the Bank released CZK 50 million from its internal
funds for flood relief purposes. Of this amount, CZK 15 million
was placed as the base deposit to a public collection account
established to relieve flooding consequences and to remove
damage incurred as a result of the floods. Another CZK 15 million
was provided as first aid to the most affected regions and as
a contribution to the Association of Fire-fighters of Bohemia,
Moravia and Silesia, the Red Cross and the Czech Catholic
Charity to assist in removing flood damage. The Bank distributed
the remaining balance of CZK 20 million of its financial gift
to municipalities according to their specific needs. As of
31 December 2002, citizens and companies deposited a total
of CZK 31,070,950.80 to Ceska spofitelna’s public collection
account no. 19-333883399/0800. There were more than 10
thousand donors. Funding from the public collection account
was allocated among almost 70 municipalities in five regions
hit by flooding. Following agreement among regional governors,
the largest proportion of the funds was made available to the
South Bohemian region, the Central Bohemian Region, the City
of Prague, the Usti region and the Plzen region.

Within the first days of the floods, Ceska spofitelna began
to provide its clients, who suffered damage to their assets,
with pricing discounts and operational advantages with respect
to selected products and services. The advantageous treatment
was provided to retail clients, corporate clients as well as clients
from the public and not-for-profit sectors. Persons and businesses
were offered very advantageous cash loans to assist them in
repairing damage. By the end of October 2002, retail clients
and small businesses received 745 flood loans in the aggregate
amount of CZK 235 million, of which retails customers received
574 advantageous loans amounting to CZK 78 million. Under
the flood program entitled ‘Start-up Help 2002’ the Bank granted
35 loans to small and medium sized businesses amounting
to CZK 105 million.

The floods also affected Ceska spofitelna branches and
employees. Of the then 682 branches, 15 percent were closed.
Branches had to be closed either because they were in the
evacuation zone or because they were flooded. As a result of the
lack of energy supplies, a number of branch offices were
forced to reduce their operations. On Tuesday August 13,
2002, Ceska spofitelna was required to evacuate a large part
of its IT centre in Prague. However, due to the significant efforts
of Ceska spofitelna’s staff, the situation of the branch network and
the ATM network was stabilised during the flooding. The Board of
Directors of Ceska spofitelna decided to provide extraordinary
financial assistance to the employees working in the areas
hurt by the flooding as well as those that incurred damage
as a result of the floods. The Bank incurred aggregate costs of
CZK 73 million from direct flood damage and debris removal.



Strategic Plans for the Year 2003

Strategic Objectives

In the year ended 31 December 2002, Ceska spofitelna achieved
its principal strategic objective set shortly after its privatisation:
it became a modern and competitive bank which is a market
leader in terms of quality and range of services and which
forms an integral part of the strongest group operating in Central
Europe - the Erste Bank Group.

In respect of the year ending 31 December 2003 and the following
periods, Ceska spofitelna has defined new strategic plans under
which the whole Financial Group of Ceska spofitelna will:

» Strengthen its leading position in providing financial
services within the Czech Republic and will significantly
contribute to the Erste Bank Group’s efforts to achieve the
same objective throughout the whole of Central Europe;

¢ Aid its customers in achieving financial well-being;

* Provide services that will compare favourably with the
services of top banks within the European Union in terms
of their range and quality.

Fulfilling this mission will, in day-to-day life:

* Provide customers with new high-quality services and
products;

* Provide employees with rewarding work conditions and
environment;

* Give shareholders returns on investments which are above
average and sustainable in the long term (ROE in excess of
20 percent);

» Enable Czech society to benefit from the Ceska spofitelna
Group’s preparedness to pro-actively participate in its
development.

The strategic segments on which the Bank will focus in doing
its business include retail clients, both citizens of the Czech
Republic and foreigners residing on the territory of the Czech
Republic; retail and small businessmen, of which specifically
independent professions; middle-sized businesses and large
corporations and last but not least the public sector.

Macroeconomic Assumptions

Ceska spofitelna’s business plans and budget for the year end-

ing 31 December 2003 are based upon the following macroeco-

nomic assumptions:

e The year 2003 will see only a slight recovery in economic
growth in the Czech Republic;

e External imbalance will, as was the case in 2002, remain
at a sustainable level;

* Following a significant decrease at the 2002 year-end,
inflation is expected to slightly increase in 2003;

* The unemployment rate will reach its peak in the first half
of the year and will decrease to 9 percent at the 2003
year-end;

* Average nominal salary will grow by 7.5 percent in 2003
compared to 7.0 percent in 2002;

* 2003 will be a year in which the citizens of the Czech
Republic will decide, in a referendum, to access the
European Union.

Business Policy

In the year ending 31 December 2003, business divisions of
Ceska spofitelna will specifically focus on the following business
priorities:

Retail banking

Efforts in the area of services will be predominantly focused
on improving quality. The quality of services is closely linked to
the continued reduction of bureaucracy, the streamlining of
work processes at branches and the reduction of time periods
needed for executing transactions.

Another goal involves expanding the selection of products to
include other user-friendly products and services. Ceska spofitelna
intends to strengthen its position as the leader in direct banking
and to increase the number of users of phone and internet
banking. The Bank’s efforts will also be targeted at utilising its
extensive network of ATMs and a network of payment terminals
with retailers.

Corporate banking

The bulk of transactions will be carried out in the following key
segments: large corporations, medium and small sized busi-
nesses, real estate and Government/public sector. Attention
will also be focused on developing the cross-selling of products
of subsidiaries, reducing time periods in assessing individual
cases, removing duplicate activities and an overall reengineering
of cooperation between departments. The implementation of
the new information system SYMBOLS will continue.

Financial markets

The Bank will achieve the required increase in income from
the financial markets segment without increasing its market
risk exposures. Significant transactions in terms of volume will
mature in the period 2004-2005. As such, Ceska spofitelna
is in a position to develop a new product offering not only for
corporate and institutional clientele but also for its retail clients.
In doing so, the Bank intends to utilise its significant potential
for cross-selling within the whole financial group and the Bank
itself. In respect of asset management, the Bank will place
emphasis on increasing its market share with a corresponding
increase in income.



Anticipated Economic and Financial Position (consolidated
under IFRS)

Ceska spofitelna expects that its consolidated balance sheet
will experience a slight increase in 2003. In the following two
years, the balance sheet is anticipated to grow by approximately
4 percent per annum. With regard to assets, the Bank anticipates
that loans and advances to customers will rise as a result of
the completion of the overall loan portfolio clean-up exercise
in 2002 and 2003 and the implementation of its strategic
plans. In respect of liabilities, the Bank anticipates that client
deposits will remain stable at the 2002 level. In the following
years, deposits are projected to grow at 2 percent per annum.

For the year ending 31 December 2003, Ceska spofitelna is
projecting an increase in net profit of 15 to 20 percent, return
on equity (ROE) is expected to exceed 20 percent and the
cost/income ratio is anticipated to approximate 60 percent.
Net interest income should be slightly lower than the income
generated for the previous year as a result of the environment
of low interest rates, the impact of which will be increasingly
difficult to offset. However, in the following years, Ceska spo-
fitelna anticipates reporting a greater year-on-year increase in
net interest income following the projected rise in rates from
the first half of 2004 and in connection with the expected in-
crease in loans and advances to customers.

The net charge for reserves and provisions for risks is expected
to achieve a positive value which specifically relates to the
completion of the loan portfolio restructuring efforts and the
release of general provisions. The release of redundant provisions
relating to the sale of certain fully provisioned loans will also
contribute to the expected development. In the following years,
Ceska sporitelna anticipates achieving a standard level of reserves
and provisions which will reflect the developments in loans
and advances to customers. When compared to the year ended
31 December 2002, net fees and commissions are expected
to increase by almost 10 percent due to the boost in the
Bank’s transaction and lending performance. In the following
years, the Bank expects that the year-on-year increase will reduce
by approximately half. The level of net profit on financial operations
will remain virtually unchanged relative to the previous year.
The Bank anticipates experiencing an increase in staff costs
as a result of the strengthening of competitive remuneration
to the employees of the financial group. Stringent cost man-
agement measures are expected to result in a noticeable de-
crease in other administrative expenses. In the following
years, Ceska spofitelna is projecting only a slight increase be-
low the level of forecasted inflation. The expected increase in
depreciation of tangible and intangible fixed assets in 2003
will result from significant investments during the Bank’s trans-
formation period and the bringing of those investments into use.



Risk Management in 2002

(Further information about risk management is presented in the
unconsolidated financial statement - note 7, page 113-117).

The healthy functioning of the Bank is directly dependent
upon risk management processes because client transactions
inevitably expose the Bank to a variety of risks, such as credit,
market, liquidity, operational or legal risks. Ceska spofitelna
gives great attention to risk management. The Bank maintains
its risk exposures at an acceptable level through risk identification,
monitoring and measuring processes, and by having sets of limits
and restrictions in place.

The following departments at Ceska spofitelna are involved in

managing risk:

* The Central Risk Management Department which is
primarily responsible for market and operational risks and
for managing risks taken by the whole Ceska spofitelna
Group on a consolidated basis;

e The Credit Risk Management Department which assumes
responsibility for credit risk within the Group;

* The Balance Sheet Management Department which
manages interest rate risk inherent in the banking book.

In addition to the Board of Directors, key approval authorities

relating to risk management rest with the following committees:

* The Assets and Liabilities Management Committee;

* The Credit Committee of the Board of Directors of Ceska
sporitelna;

e The Financial Markets and Risk Management Committee.

Credit Risk Management

Credit risk is one of basic banking risks and the Bank places
great emphasis on managing this risk. Credit risk management
at the Bank involves:

e |dentifying;

* Measuring;

* Monitoring credit risk; and

* Taking measures to mitigate credit exposures taken.

Recognising the significance of this risk, the Bank formed
a new Credit Risk Management Department in 2000 which is
fully independent of the Bank’s business divisions. In the year
ended 31 December 2002, the Bank continued developing
credit risk management tools which were implemented during
the transformation process in 2001.

The credit risk management process is undertaken at two levels
- at the client’s level and at the loan portfolio level.

The basic instrument for credit risk management at the clients’
level involves the assessment of clients’ creditworthiness. This
assessment specifically focuses on analysing the borrower’s fi-

nancial position and the anticipated development of his loan
repayment abilities, evaluating his repayment behaviour and
his communication with the Bank. The assessment process results
in the rating of the borrower. The assessment of the
client’s creditworthiness and rating is performed prior to issuing
a loan as well as throughout the loan term. The rating process
complies with Czech National Bank requirements and the rating
is based on the loan classification grading as set out in the relevant
Czech National Bank regulation. The rating of the client as well
as the loan issuance decision is approved by the Credit Risk
Management Department, independently from business divisions.

The Bank implemented a ten-grade rating system for corporate
borrowers in 2001 which was further developed in 2002. The
rating process differs by client segment (corporate clients,
small corporate clients, municipalities, financial institutions,
etc) due to the specific nature and characteristics of individual
segments.

With a view to assessing credit risk associated with individuals,
the Bank uses a credit scoring system. In substance, the credit
scoring method is based on an assessment of a client’s abil-
ity to take on and repay a loan by assigning standardised
points to his relevant characteristics. The resulting number of
points is the key factor that drives the decision as to whether
the loan is to be provided or not. In the year ended 31 De-
cember 2002, the Bank continued implementing a project (ini-
tiated in 2001) to develop Behavioural Scoring. This new scor-
ing is expected to be implemented in 2003.

The credit process also includes an assessment of assets held
as collateral based on the Bank’s internal guidance. In the
first half of 2002, the Bank put in place a new ‘Collateral Cat-
alogue’ and new rules for collateral valuation.

One of the key steps in the credit process is the final approval
or rejection of the proposed loan transaction. Loans are approved
by the Credit Risk Management Department (rather than business
divisions) pursuant to internal loan approval guidelines, which,
inter alia, also include the Credit Committee of the Board of Di-
rectors as an approval body. The only exception is retail loans
which may be approved directly by the business division up to
a certain maximum exposure. In this case, approval authorities
are delegated to the Bank'’s officers based on their understanding
of, and experience in, the lending process, rather than on their
functional position within the Bank.

All issued loans are subject to monitoring on an ongoing basis.
The principal objective of the monitoring process is to track
individual exposures and take prompt steps if clients experience
difficulties.

The second level within the credit risk management process is
the loan portfolio level. This level comprises:



¢ Analysis;
* Monitoring; and
e Loan portfolio reporting.

The Credit Risk Management Department has set up a database
(server) relating to credit risk management. This database has
had a significant impact on the speed, volume and parameters
of output for monitoring the loan portfolio. In the year ended
31 December 2002, refinements were made to the standard-
isation and automation of reports on the developments of the
loan portfolio and its individual segments.

The Bank took part in preparatory work on two interbank client
registers - the Client Information Banking Register and the
Central Loan Register. Both registers went live in 2002 and
Ceska spofitelna actively consults these systems.

The year ended 31 December 2002 additionally saw the
commencement of preparatory work on the Feasibility Study
and the Impact Study with regard to the New Basel Capital Ac-
cord (Basel Il).

Market Risks

Market risks undertaken by the Bank principally relate to
transactions in financial markets which are traded in both the
trading and banking books, and interest rate risk associated
with assets and liabilities in the banking book.

Trading book transactions in the capital, money and derivative

markets can be segmented as follows:

* Client quotations and client transactions, execution of
client orders;

* Interbank market quotations; and

e Active trading in the interbank market.

Derivative transactions are also entered into to hedge against
interest rate risk inherent in the banking book (interest rate
swaps) and to refinance the gap between foreign currency assets
and liabilities.

Market risk inherent in the trading book and all transactions in
financial markets are monitored and measured by the Central
Risk Management Department, which is independent and
separate from the Financial Markets Division, to ensure that
the reported data is correct and free from bias. All limits for
market risks inherent in the trading book are proposed by the
Central Risk Management Department and the Treasury De-
partment, and approved by the Financial Markets and Risk
Management Committee. The limits also need to be con-
firmed by the parent company Erste Bank.

In order to measure the interest rate risk exposure within financial
markets transactions the Bank uses the ‘PVBP gap’ defined as
a matrix of sensitivity factors to interest rates by currency for
individual portfolios of interest rate products. These factors
measure the portfolio market value sensitivity with a parallel
shift of the yield curve of the relevant currency within the
predefined period to maturity. The system of PVBP limits is set
in respect of each interest rate product trading portfolio by
currency. The limits are compared to the value that represents
the greater of the sum of positive PVBP values or the sum of
negative PVBP values in absolute terms for each period to maturity.
By adopting this approach, the Bank manages not only the risk
attached to a parallel shift of the yield curve, but also any possi-
ble ‘flip” of the yield curve. With regard to currency options, the
PVBP limits also include the rho and phi equivalents. In addition,
the Bank monitors other special limits for interest rate option
contracts, such as the gamma and vega limits for interest rates
and their volatility.

Interest Rate Risk Management

The Bank manages interest rate risk inherent in the banking
book by using the following techniques: simulation of net interest
income, sensitivity of net interest income to changes in market
interest rates (parallel/non-parallel discreet shift in yield curves,
stochastic simulation of the yield curve), simulation of changes
of market value when a market yield curve shifts (including
key rate duration), duration and gap analyses. The most recent
interest rate risk exposure undertaken by the Bank is assessed,
on a monthly basis, by the Assets and Liabilities Management
Committee within the context of the overall developments in
financial markets, the Czech banking sector and structural
changes in the Bank’s balance sheet.

The key parameter monitored in respect of the Bank’s interest
rate sensitivity involves the relative change in the projected
net interest income should the market interest rates immediately
decrease/increase by 100/+100 basis points over the horizon
of the following 36 months on the assumption of a stable bal-
ance sheet structure (ie, the product structure of assets and li-
abilities). At the end of 2002, the sensitivity of the Bank’s net
interest income to an increase in market interest rates of 100
basis points was lower than 4 percent (in other words, with the
market interest rate levels increasing by 100 basis points
Ceska sporitelna’s net interest income would increase by less
than 4 percent). With the market interest rate levels decreasing
by 100 basis points the sensitivity of net interest income was
lower than 8 percent. The sensitivity’'s asymmetry was attributable
to a low absolute level of market interest rates.

Sensitivities of foreign currency derivative contracts to foreign
exchange rate movements are measured in the form of delta
equivalents and are reflected in the Bank’s foreign currency
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position. The Bank monitors special limits for foreign currency
option contracts, such as limits for the delta equivalent sensitivity
to the exchange rate change in the form of the gamma equivalent,
and limits for option contract value sensitivity to exchange
rate volatility in the form of the vega equivalent. In addition,
the Bank monitors value sensitivity to the period to maturity
(theta) and interest rate sensitivity (rho) which is measured,
together with other interest rate instruments, in the form of PVBP.

The trading book equity risk exposure is monitored using the
delta sensitivities of portfolio market values to equity price
movements both by equity issue and in aggregate for each of
the markets and the whole portfolio.

In order to measure market risk inherent in the trading and
banking books on an aggregate basis, the Bank uses the Value
at Risk concept (‘VaR’). Value at Risk is calculated with a con-
fidence level of 99 percent over the holding period of one trading
day. The calculation is performed using the KvaR+ system and
historical simulations based on historical data over the most
recent 500 trading days. VaR limits are established for individual
trading desks/portfolios. The VaR method is complemented
with ‘back testing’ which is designed to review the model for
correctness. Back testing involves comparing daily estimates
of VaR to the hypothetical results of the portfolio on the as-
sumption that the positions within the portfolio remain unchanged
for one trading date. Back testing results have, to date, confirmed
the correctness of the setting of the VaR calculation model. At
the 2002 year-end, the Bank requested the Czech National
Bank to approve the Bank’s use of an internal model to calculate
its capital requirement from banking book market risks using
the Value at Risk method. This was made possible after the
Bank tested its internal model for correctness over a period
exceeding one year.

The Bank’s trading book undergoes regular monthly stress testing.

The following scenarios are applied:

¢ Scenarios derived from 10-15 year historical data using
maximum positive and negative changes for interest rates
and exchange rates

* Scenarios recommended by the Derivatives Policy Group
(DPG);

* Value at Risk with a confidence level of 99.8 percent (the
worst historical scenario over the series of the most recent
500 scenarios); and

* What-if scenarios as proposed by the Analysis Department.

Stress scenario results are compared with the Bank’s capital
allocated pursuant to the standard CNB methodology for
calculating capital requirements from market risks.

In addition to sensitivity and VaR limits, the Bank has established
and monitors, on a daily basis, stop-loss limits for individual
trading desks. These limits are compared to the difference be-
tween the best result (realised and unrealised profit) in the rel-
evant month/year and the current result of the trading desk.

Guidance on sensitivity, VaR and stop-loss limits relating to the
trading portfolio is given in the Bank’s internal regulation
(the Risk Management Manual) together with the method
of determination of the limit and measures to be taken if the
limit is transgressed.

In 2002, independent auditors undertook detailed reviews of
the effectiveness of market risk management and the system
of control processes in place within the Bank’s Financial Markets
Division. These focused reviews highlighted no serious deficiencies
in respect of market risk management. The well-developed
market risk management system in place within the Bank
supported the Bank’s successful performance for the year
ended 31 December 2002 through an analysis of risks in rela-
tion to profitability.

Liquidity Risk

Liquidity risk is the risk that the Bank will encounter difficulties
in raising funds to meet commitments associated with financial
instruments. The Bank’s liquidity position is monitored and
managed based on expected cash inflows and outflows and by
adjusting interbank deposits and placements accordingly.

Current Liquidity Ratio in 2001 and 2002
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In terms of liquidity management, the key trend for the year
ended 31 December 2002 involved the conversion of anonymous
savings accounts. The balance of deposits in the savings ac-
counts decreased from CZK 121 billion as of 31 December
2001 to CZK 21.2 billion as of 31 December 2002, that is, by
CZK 99.8 billion. These funds were predominantly re-deposited
in the products offered by Ceska spofitelna and partially in
products offered by the subsidiaries of the Group. As a result
of the conversion of anonymous savings accounts, the Bank
was exposed to a risk of outflow of primary deposits which,
however, did not materialise. Despite the ongoing conversion
of anonymous accounts, the Bank’s liquidity remained stable
in 2002, with tendencies towards a slight increase. The liquidity
development, measured by an internal ratio of current liquid-
ity in individual periods of 2002, is shown in the following
chart. The current liquidity ratio is defined as a proportion of
assets readily convertible to cash and a significant portion of li-
abilities. For illustrative purposes, the assets readily convert-
ible to cash as of 31 December 2002 amounted to CZK 139.7
billion, the denominator used in calculating current liquidity in-
cluded CZK 302.7 billion in liabilities.

Operational Risks

Risks that do not fall within the category of market, credit and
liquidity risks are treated as operational risks.

The Bank, with assistance from its parent company Erste Bank,
undertook a project designed to actively manage opera-
tional risks. This project was based upon new regulatory rec-
ommendations outlined in the New Basel Capital Accord,
specifically relating to the classification of operational risks,
measurement methods and minimum standards for opera-
tional risk management.

Pursuant to its identification of risks, the Bank has developed
its internal categorisation of operational risks that it may be
facing. The Bank monitors the occurrence of operational risks
through its own software application, and builds its database
of occurred events which is used as the basis for measuring
and assessing individual types of operational risks with the
objective of outlining procedures designed to eliminate the oc-
currence of events with operational risk and the amount of
theirimpact. In 2002, with a view to minimising the impacts of
events with operational risk, the Bank developed an insurance
system to cover property, banking and liability risks. Insurance
had a material impact on the Bank’s economic performance
for the year ended 31 December 2002 specifically due to the
coverage of damage sustained as a result of devastating
flooding.

Drawing upon its experience with management of operational
risks, Ceska spofitelna is actively involved in a joint project of
the Czech National Bank, the Czech Banking Association and
the Czech Chamber of Auditors which was initiated in 2002
and which relates to new regulatory rules arising under Basel
Il'in respect of operational risks.

Capital Adequacy

For the year ended 31 December 2002, Ceska spofitelna’s capital
adequacy remained substantially above the threshold of 8 percent
required by the Czech National Bank and amounted to
12.9 percent under Czech Accounting Standards.

In 2002, capital adequacy experienced a slight decrease from
15.1 percent as of the end of 2001. The decline in the capital
adequacy ratio resulted from the decrease in regulatory capital.
The decrease was due to the increase in the volume of items
deductible from capital, specifically intangible assets. The level
of capital adequacy was significantly impacted by the inclusion
of retained earnings brought forward from 2001 in regulatory
capital. During the year ended 31 December 2002, the balance
of risk weighted assets increased as a result of the change of
their structure. The volume of risk weighted assets with 100
percent weighting in the form of amounts due from corporate
and retail clients increased while the volume of risk weighted
assets with 20 percent weighting in the form of amounts due
from banks declined.

In 1998, the Bank received a subordinated debt totalling
CZK 5,500,000 thousand from Konsolidaéni banka (presently
the Czech Consolidation Agency) in the form of a loan with
a maturity date of 23 December 2008 and an interest rate of
6M PRIBOR+1.8 percent. On 29 December 1998, the Czech
National Bank issued a certificate confirming that this
subordinated debt is compliant with all regulatory require-
ments and may be included in the additional capital of the
Bank for the purposes of calculating the capital adequacy ratio.

(MCZK) 2002 2001 2000
Capital adequacy 12.85% 15.06% 12.85%
Tier 1 22,583 20,184 15,447
Tier 2 and Tier 3 7,693 7,475 7,330
Sum of deductible items 5,350 1,415 1,479
Total capital 24,926 26,244 21,298
Capital requirement A 14,035 12,641 11,713

Capital requirement B 1,481 1,302 1,542
175,432 158,007 146,415

Risk weighted assets

Figures reported under Czech National Bank rules.



Information for the Shareholders

Structure of Ceska spofitelna’s Shareholders as of 31 December 2002

Ownership percentage Share of voting rights

Erste Bank der oesterreichischen Sparkassen AG, Graben 21, Vienna, Austria 93.6% 94.9%
Ceska pojistovna, a. s. Spalena 16, Prague 1, Czech Republic 3.1% 3.4%
Other corporate entities 1.2% 1.3%
Domestic 0.1% 0.1%
Foreign 1.1% 1.2%
Private individuals 0.4% 0.4%
Domestic 0.4% 0.4%
Foreign 0.0% 0.0%
Municipalities and local governments of the Czech Republic 1.7% 0.0%

The members of Ceska spofitelna’s Board of Directors and Supervisory Board held no shares of Ceska spofitelna as of 31 December 2002.
Information about cash and non-cash income of the members of the Board of Directors and Supervisory Board is presented in the
notes to the unconsolidated year-end financial statements under CAS (Note 36); directors’ fees for the year ended 31 December 2001
were not paid; no income from the companies controlled by Ceska spofitelna was received, monetary arrangements put in place between
the members of the Board of Directors and the Supervisory Board and Ceska spofitelna are disclosed in the notes to the unconsolidated
year-end financial statements under CAS (Note 39).

Information on the Acquisition of Treasury Shares

In the period in which Ceska spofitelna’s shares were publicly traded, Ceska spofitelna traded them in order to provide services to
investors and shareholders of the Bank and also for market making purposes. In accordance with Commercial Code requirements,
Ceska spofitelna made a public offer to the parties that held its shares as of 22 May 2002 and did not vote for the de-registration
of the shares or did not take part in the General Meeting to purchase ordinary shares. As part of this share buy-out offer, the Bank
repurchased a total of 583 ordinary shares which it sold to its majority shareholder Erste Bank in August 2002. During the year ended
31 December 2002, Ceska spofitelna purchased 20,931 thousand shares with an aggregate purchase value totalling CZK 7,602 million
and sold 20,949 thousand shares with an aggregate selling price of CZK 7,607 million. The lowest and the highest purchase prices
per share in 2002 were CZK 254.15 and CZK 392.50, respectively. The lowest and the highest selling prices per share in 2002 were
CZK 254.31 and CZK 393.00, respectively. At the start of 2002, Ceska spofitelna held 17,926 treasury shares. At the end of 2002,
Ceska spofitelna held no treasury shares.

Equity Share

Unlike significantly loss-making foreign equity markets, Czech equities ended the year 2002 in profit. However, the market did not
avoid strong fluctuations in the latter half of June and in the first half of October which almost eliminated previous gains. The developments
in the year ended 31 December 2002 were characterised by notable growth of share prices during the first five months of the year
and in the last quarter of the year. In aggregate, the PX 50 market index grew by 16.8 percent, thereby almost fully offsetting the loss
of 17.5 percent reported in 2001. The key driver of the market growth was the shares of Komeréni banka, which doubled their price
during the year. Moreover, Komeréni banka’s shares were the most traded issue on the Prague Stock Exchange accounting for almost
40 percent of the total turnover of the equity market. Market growth was also partially supported by profitable shares of Philip Morris
CRand CEZ. By way of contrast, the year ended 31 December 2002 was the third loss-making year in a row for both telecommunication
equity issues. Cesky Telecom lost approximately a third of its market value while the poorly liquid shares of Ceské radiokomunikace
fell by more than 45 percent. The telecommunication fall reflected the continued downturn in European and American technological
equities. In the previous year, investors were completely uninterested in the loss-making shares of Ceské radiokomunikace and Unipetrol
which jointly accounted solely for 5 percent of aggregate stock exchange transactions. The 1st of October 2002 became a significant
milestone in the modern history of the Prague Stock Exchange as the listing of Austria-based Erste Bank’s shares was launched. The shares
of Ceska spofitelna’s parent company replaced Ceska spofitelna’s shares which were withdrawn from trading as of 4 June 2002. Er-
ste Bank has become the first, and to date the only, foreign company which has listed its shares on the Prague Stock Exchange. The prices of
bank equities were also impacted by positive analytical comments on the development of the banking sector in Central Europe.



Bond Market

For the year ended 31 December 2002, the bond market was notably affected by the currency policy pursued by the central bank
which decreased basic interest rates, in five steps, by 200 basis points from 4.75 percent to 2.75 percent. Very low inflation and weaken-
ing economic performance during the year supported the benchmarks of all maturities which have attained the historically lowest
levels in terms of yield since the establishment of the Czech Republic. Practically, the whole yield curve of the bond market was above
the Eurozone yield curve level. This very extraordinary development was further affected when the cut in the CNB rates in July actu-
ally moved the basic rate below the ECB level. The decrease in yields on Czech bonds was not only attributable to the macroeconomic
and interest rate position but also to the increasing overpressure of liquidity of key institutional investors (insurance companies, build-
ing savings banks, etc) on the local market. Products of these investors are becoming increasingly attractive within the context of in-
terest rate drops and their available liquidity is therefore growing and is applied in the market. All these factors contributed to the
year 2002 being a year of extreme capital gains on the bond market when the three-year and five-year benchmarks fell, year-on-year,
by almost 200 basis points and more than 150 basis points, respectively. Only at the end of 2002, following the cut of the ECB’s ba-
sic rates, did domestic yields move marginally above the level of key Eurozone benchmarks.

Development of Ceska spofitelna’s share price

Following the successful year ended 31 December 2001 when Ceska spofitelna’s shares grew by 26.5 percent, the shares continued to grow
in the first months of 2002. The share price culminated at a seven-year maximum of CZK 391.30 on 5 March 2002. On 22 March 2002,
when the Bank’s results for the year ended 31 December 2001 were announced, Austria-based AVS, the largest shareholder of Er-
ste Bank, announced its intent to repurchase shares of Ceska spotitelna held by minority shareholders for CZK 375. Prior to the Gen-
eral Meeting held on 22 May 2002, Erste Bank, acting in concert with AVS, increased its shareholding in Ceska spofitelna to more than 90 per-
cent and was in a position to approve the de-registration of the shares of Ceska spofitelna on the Prague Stock Exchange and
therefore also their withdrawal from public trading. Due to the increase of its holding of the issued share capital of Ceska spofitelna, AVS
announced a second buyout of Ceska spofitelna’s shares for CZK 372.40. Concurrently, because of the withdrawal of the registra-
tion of shares on public markets, Ceska spofitelna also announced a buyout of its shares for CZK 365. Ceska spofitelna’s shares were traded
on the Prague Stock Exchange for the last time on 3 June 2002 at a price of CZK 371.80. With effect from 4 June 2002, public trading of the
Bank’s shares has been discontinued.



Information on Securities Issued

Shares of Ceska sporitelna, a. s.

Class:
Type:

Form:
Total number of shares:
ISIN:

Total issue amount:

Nominal value per share:
Transfer method:

Marketability of shares:

Ordinary shares and priority shares
140,788,787 ordinary bearer shares
11,211,213 priority registered shares
Book-entry

152,000,000

CZ0008023801 (ordinary shares)
CZ0008023736 (priority shares)

CZK 15,200,000,000

CZK 100

Transferability of ordinary bearer shares is not restricted; rights pass when

the shares are handed over to the new owner; priority registered shares may only be

transferred among municipalities and local governments of the Czech Republic,
transfers to other entities are subject to the approval of the Board of Directors.

Shares are not traded on any of public markets

All rights and obligations related to the ownership of the bearer shares are stipulated by the Commercial Code, the Banking Act, and

the Securities Act.

Bonds Issue of Ceska spofitelna, a. s. - repaid as of 27 February 2002

10.75 percent bonds due in 2002

ISIN:

Issue date:

Type:

Form:

Total issue amount:
Nominal value per bond:
Number of bonds:
Coupons attached:
Bond transfer method:

Issue administrator:
Designated office

of the administrator:
Bonds are traded on:

Denomination of the bonds:

Bond maturity:

Cz0003700437

27 February 1997

Bearer bonds

Certificate

CZK 5,000,000,000

CZK 10,000

500,000

5 coupons - fixed 10.75% interest rate p.a. paid annually in arrears
No restrictions; rights attached to the bonds and coupons pass to the
new owner when the bonds and coupons are handed over

Ceska spofritelna, a. s., Prague 4, Olbrachtova 1929/62, 140 00

Ceska spofitelna, a. s., Narodni 27, 110 00 Prague 1

Prague Stock Exchange, principal market

CZK

The bonds were repaid in their nominal value on 27 February 2002.



Mortgage Bonds Issue of Ceska spofitelna, a. s.

11.85 percent mortgage bonds due in 2003

ISIN:

Issue date:

Type:

Form:

Total issue volume:
Nominal value per bond:
Number of bonds:
Coupons:

Bond transfer method:

Issue administrator:
Designated office

of the administrator:
Mortgage bonds traded on:
Denomination of the bonds:
Bond maturity:

Cz0002000078

3 August 1998

Bearer bonds

Book-entry

CZK 500,000,000

CZK 10,000

50,000

fixed 11.85% interest rate p.a. paid annually in arrears

no restrictions; the mortgage bonds pass to the new owner as of the date
the transfer is registered in the Securities Centre for the benefit of the acquirer
Ceska spofitelna, a. s., Prague 4, Olbrachtova 1929/62, 140 00

Ceska spofitelna, a. s., Narodni 27, 110 00 Prague 1

Prague Stock Exchange, free market

CZK

Mortgage bonds will be repaid in their nominal value on 3 August 2003.

Mortgage bond issuance program of Ceska sporitelna, a. s.

Maximum volume of outstanding

mortgage bonds:

Term of the program:
Maturity of any bonds
placed under the program:
Under the Bond Program,
the Bank issued mortgage
bonds as follows:

ISIN:

Issue date:

Type:

Form:

Total issue volume:
Nominal value per bond:
Number of bonds:
Coupons:

Bond transfer method:

Issue administrator:
Designated office

of the administrator:
Mortgage bonds traded on:
Denomination of the bonds:
Bond maturity:

CZK 10,000,000,000
15 years

Not exceeding 10 years

5.80 percent mortgage bonds due in 2007

Cz0002000201

8 November 2002

Bearer bonds

Book entry

CZK 3,000,000,000

CZK 100,000

30,000

Fixed 5.80% interest rate p.a. paid annually in arrears

No restrictions; the mortgage bonds pass to the new owner

as of the date the transfer is registered in the Securities Centre
in accordance with applicable regulations of the Securities Centre
Ceska spofitelna, a. s., Prague 4, Olbrachtova 1929/62, 140 00

Ceska spofitelna, a. s., Narodni 27, 110 00 Prague 1

Prague Stock Exchange, free market

CzZK

Mortgage bonds will be repaid in their nominal value on 8 November 2007.



Ceska sporitelna, a. s.

Subject of Business pursuant to Section 3 of Ceska spofitelna’s Articles
of Association effective as of 31 December 2002

The Bank’s principal subject of business is the performance of banking transactions and the provision of banking services in the
Czech Republic and in relation to foreign countries pursuant to the applicable legislation governing the activities of banks.

Ceska spofitelna mainly operates in the following areas:

(a) Accepting deposits from the public;

(b) Advancing loans;

(c) Investing in securities on the Bank’s own account;

(d) Finance leases;

(e) Payments and settlements;

(f) Issuing of payment instruments such as bank cards and travellers’ checks;
(g) Providing guarantees;

(h) Opening letters of credit;

(i) Arranging for collection;

(j) Trading with instruments denominated in foreign currencies on the Bank’s own account
or on the client’s account, trading in futures and options, including exchange rate and
interest rate contracts, trading in convertible securities;

(k) Participation in equity issues and provision of related services;

(I) Financial brokerage;

(m) Provision of business advisory services;

(n) Managing clients’ securities on their account, including consultancy;
(o) Deposit and management of securities or other assets;

(p) Acting as a custodian bank;

() Foreign currency exchange services;

(r) Providing banking information;

(s) Lease of safe deposit boxes;

(t) Issuing mortgage bonds under special legislation;

(u) Maintaining separate part of records of the Securities Centre.

If special legislation makes it mandatory to carry a permit (licence) to be able to conduct any of the activities listed above, the Bank
may conduct such activities only after it receives the permit (licence) under special legislation.
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Licences and Trademarks

Key licenses acquired under intellectual property arrangements relate to licenses for the use of software:

* SAP R/3 (mySAP.com) by SAP (this software is used for the maintenance of the Bank’s financial accounting records, controlling,
maintenance of issues related to material economy and HR records);

* NetSymbols by System Access (this software serves for trading in the commercial banking sector);

* STARBANK by ASSET (this software is designed to support the maintenance of current accounts, foreign currency accounts and
loans).

Ceska spofitelna owns several trademarks registered in the Trademark Register held at the Industrial Property Office which relate to its
major products.

Financial Investments in Shares and Bonds

MCZK, unconsolidated CAS 2002 2001 2000
Bonds 109,529 118,290 92,742
Shares 1,142 784 7,551
Equity investments 1,802 1,275 1,218
Total financial investments 112,473 120,349 101,511

Acquisition of Tangible and Intangible Fixed Assets* (Internal Funds)

MCZK, unconsolidated CAS 2002 2001 2000
Tangible fixed assets 3,893 3,105 1,326
Intangible fixed assets 4,449 1,819 825
Total 8,342 4,924 2,151

* Figures based on statements prepared in compliance with the Czech Statistical Office’s methodology



Ceska sporitelna, a. s.

Information on Principal Future Investments (unconsolidated CAS)
For the year ending 31 December 2003, the Bank anticipates acquiring assets in the aggregate amount of CZK 2,875 million using

its internal funds. Of this amount, approximately CZK 1,477 million will be invested in projects, CZK 1,050 million in information technologies,
CZK 188 million in construction projects, CZK 82 million in office and banking technology and CZK 108 million in others.

Operating Income

MCZK, unconsolidated CAS 2002 2001 2000
Net interest income 14,183 13,291 10,823
Income from shares and equity investments 625 367 117
Net fee and commission income 6,707 6,106 4,926
Profit from financial operations 1,083 2,214 1,780
Other income 1,546 434 451
Total operating income 24,145 22,412 18,097

Loans Received, Other Liabilities and Collateral Issued

MCZK, unconsolidated CAS 31 December 2002
Loans received (uncollateralised) 18,184
Subordinated debt 5,506
Total other liabilities (uncollateralised) 371,846
Amounts owed to banks, except for loans received 16,395
Amounts owed to customers, except for loans received 342,176
Payables from debt securities 13,275

Collateral issued (contingent liabilities) 4,731
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Organizational Chart of the CS
as of December 31, 2002
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The bank’s healthy current development
is @ promise of high investment returns
for our shareholders also into the future.
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Report of the Supervisory Board

During the fiscal year ended 31 December 2002, the Supervisory
Board of Ceska spofitelna, a. s. performed, on an ongoing basis,
its duties arising under applicable legislation and the Bank’s Ar-
ticles of Association. As the Bank’s oversight body, the Supervisory
Board oversaw the performance of the duties of the Board of
Directors as well as the Bank’s business operations and activities,
and the implementation of its strategic plans. The Supervisory
Board was regularly kept up to date on the Bank’s operations,
its financial position and other significant matters.

The Supervisory Board examined the submitted financial state-
ments for the year ended 31 December 2002 and concluded
that the accounting books and records were maintained in
a clearly supportable manner in accordance with accounting
regulations and that the financial statements present fairly the
Bank’s financial position as of 31 December 2002.

e

Andreas TREICHL
Chairman of the Supervisory Board

The audit of the financial statements was performed by Deloitte &
Touche, spol. s r.o., who confirmed that the financial state-
ments give a true and fair view, in all material respects, of the
assets, liabilities, equity and financial position of Ceska spofi-
telna, a. s. as of 31 December 2002 and of the results of its
operations for the year then ended. The Supervisory Board noted
and agreed with the opinion expressed by the auditors.

In view of all the facts referred to above, the Supervisory Board
recommends that the General Meeting of shareholders approve
the financial statements of Ceska spofitelna, a. s. for the year
ended 31 December 2002 and the proposed profit allocation
as put forward by the Board of Directors.
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Affidavit

The below signed hereby declare that the information stated in the Annual Report of Ceska spofitelna, a. s. for the year ended
31 December 2002 reflects the true state of affairs and that no material circumstances that may have an impact on the accurate
and correct assessment of Ceskéa spofitelna, a. s. were omitted.

"o Yo

Dusan BARAN Martin SKOPEK
Vice Chairman of the Board Member of the Board
and First Deputy CEO and Deputy CEO

Olbrachtova 62, Prague 4, 140 00 Olbrachtova 62, Prague 4, 140 00
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Deloitte & Touche spol. s r.o. zapsana Méstskym soudem

Tyn 641/4 v Praze, oddil C, vloZka 24349
110 00 Praha 1 IC: 49620592
Ceska republika DIC: 001-49620592

Tel: +420 224 895 500 DeIOitte

Fax: +420 224 895 555

www.deloitteCE.com & TO“Che

Independent Auditors’ Report to the Shareholders
of Ceska spofritelna, a. s.

We have audited the accompanying consolidated balance sheets of Ceska spofitelna, a. s. (the “Bank”) as of 31 December 2002 and 2001
and the related consolidated profit and loss account and statements of cash flows and changes in shareholders’ equity for the years
then ended. These consolidated financial statements are the responsibility of the Bank’s management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with International Standards on Auditing. Those Standards require that we plan and conduct
the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial state-
ments. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluation of the overall consolidated financial statements presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated financial position of
Ceska sporitelna, a. s. as of 31 December 2002 and 2001, and the consolidated results of its operations, cash flows and changes

in shareholders’ equity for the years then ended in accordance with International Financial Reporting Standards.

Prague, 12 April 2003

st ot Tk,

Deloitte & Touche

Deloitte
Touche
Tohmatsu



Consolidated Balance Sheets
as of 31 December 2002 and 2001

Assets

Note 31 December 31 December
MCZK 2002 2001

1. Cash and balances with the CNB 6 22,261 22,930
2. Loans and advances to financial institutions 7 128,782 120,104
3. Amounts due from Ceska konsolidaéni agentura 8 38,264 37,182
4. Loans and advances to customers 9 150,899 149,473
5. Provisions for losses on loans and advances 10 (18,895) (21,645)
6. Securities and other assets held for trading 11 22,903 24,186
7. Securities available for sale 12 32,507 19,063
8. Securities and other assets held to maturity 13 102,641 100,891
9. Intangible fixed assets 14 4,349 3,177
10. Property and equipment 15 17,532 16,792
11. Other assets 17 18,448 19,452
Total assets 519,691 491,605

Liabilities and Shareholders’ Equity

Note 31 December 31 December

MCZK 2002 2001
1. Amounts owed to financial institutions 18 31,858 31,142
2. Amounts owed to customers 19 403,035 390,752
3. Bonds in issue 20 7,143 10,988
4. Provisions for liabilities and other reserves 21 8,098 4,704
5. Other liabilities 22 33,095 22,974
6. Subordinated debt 23 5,500 5,500
7. Minority interests 24 1,131 1,090
8. Shareholders’ equity 25 29,831 24,455

Total liabilities and shareholders’ equity 519,691 491,605

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

These consolidated financial statements were approved by the Board of Directors of the Bank on 12 April 2003.

John James Stack

Chairman of the Board and
Chief Executive Officer



Consolidated Profit and Loss Accounts
for the Years Ended 31 December 2002 and 2001

Note Year ended Year ended

31 December 31 December

MCZK 2002 2001
1. Interest income and similar income 26 25,978 27,729
2. Interest expense and similar expense 27 (9,853) (12,573)
Net interest income 16,125 15,156

3. Provisions for losses on loans and advances 28 (331) (2,731)
Net interest income after provisions for losses on loans and advances 15,794 12,425

4. Fee and commission income 7,491 6,711
5. Fee and commission expense (644) (513)
Net fee and commission income 6,847 6,198

6. Net profit on financial operations 29 638 833
7. General administrative expenses 30 (14,775) (15,224)
8. Other operating income/(expenses), net 31 405 (1,336)
Profit before taxes 8,909 2,896

9. Income tax expense 32 (2,917) (975)
Profit after taxes 5,992 1,921

10. Minority interests 24 (187) (123)
Net profit for the year 5,805 1,798

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

Consolidated Statement of Changes in Shareholders’
for the Years Ended 31 December 2002 and 2001

Equity

Retained Treasury Statutory General Share Share Total

earnings shares reserve reserves premium capital
MCZK fund
At 1 January 2001 6,831 - 551 73 - 15,200 22,655
Effect of adopting IAS 39 47 - - - - - 47
At 1 January 2001 6,878 - 551 73 - 15,200 22,702
Dividends (19) - - - - - (19)
Transfer to reserve funds (226) - 299 (73) - - -
Treasury shares - (26) - - - - (26)
Net profit for the year 1,798 - - - - - 1,798
At 31 December 2001 8,431 (26) 850 - - 15,200 24,455
At 1 January 2002 8,431 (26) 850 - - 15,200 24,455
Dividends (456) - - - - - (456)
Transfer to reserve funds (181) - 181 - - - -
Treasury shares - 26 - - 1 - 27
Net profit for the year 5,805 - - - - - 5,805
At 31 December 2002 13,599 - 1,031 - 1 15,200 29,831

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



Consolidated Statement of Cash Flows

for the Years Ended 31 December 2002 and 2001

MCZK Note 2002 2001
Profit before taxes 8,909 2,896
Adjustments for non-cash transactions:

Creation of provisions for losses on loans, advances and other assets 771 2,751
Depreciation and amortisation of assets 2,251 2,271
Impairment of tangible and intangible fixed assets 466 819
Unrealised (profit)/loss on securities held for trading and securities available for sale (477) 618
Net loss on securities held to maturity - 622
Net profit on remeasurement of equity investments (5) -
Release of restructuring reserves net of cash outflow from utilisation (605) (203)
Creation of other reserves 3,999 1,080
Change in fair values of financial derivatives 471 (2,147)
Income from release of statute-barred deposits (385) -
Operating profit before changes in operating assets and liabilities 15,395 8,707
Cash flows from operating activities

(Increase)/decrease in operating assets

Minimum reserve deposits with the CNB 709 (85)
Loans and advances to financial institutions (10,122) (3,896)
Loans and advances to customers, including Ceska konsolidaéni agentura (6,011) (15,813)
Securities and other assets held for trading 1,503 9,664
Securities available for sale (9,594) (6,377)
Other assets (1,084) (1,399)
Increase/(decrease) in operating liabilities

Amounts owed to financial institutions 753 14,292
Amounts owed to customers 12,668 35,630
Other liabilities 3,350 (5,111)
Net cash flow from operating activities before income tax 7,567 35,612
Income taxes paid (208) (132)
Net cash flow from operating activities 7,359 35,480
Cash flows from investing activities

Net increase in securities and other assets held to maturity (4,362) (33,591)
Purchase of tangible and intangible fixed assets (7,713) (6,035)
Proceeds from the sale of tangible and intangible fixed assets 3,084 1,162
Net cash flow from investing activities (8,991) (38,464)
Cash flows from financing activities

(Purchase)/sale of treasury shares 27 (26)
Dividends paid (456) (19)
Dividends paid to minority shareholders (140) (69)
Bonds in issue (3,845) 958
Net cash flow from financing activities (4,414) 844
Net decrease in cash and cash equivalents (6,046) (2,140)
Cash and cash equivalents at beginning of year 38,677 40,817
Cash and cash equivalents at end of year 33 32,631 38,677

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



Notes to the Consolidated Financial Statements
Prepared in Accordance with International
Financial Reporting Standards Years

Ended 31 December 2002 and 2001

1. Introduction

Ceska sporitelna, a. s. (henceforth the “Bank”), having its registered office address at Olbrachtova 1929/62, Prague 4, 140 00, Corpo-
rate ID 45244782, is the legal successor of the Czech State Savings Bank and was founded as a joint stock company in the Czech Re-
public on 30 December 1991. The Bank is a universal savings bank offering retail, corporate and investment banking services in the
territory of the Czech Repubilic.

The principal activities of the Bank are as follows:

acceptance of deposits from the general public;

extension of credit;

mortgage banking;

securities activities on its own or client’s behalf;

payments and clearing;

payment facility issuance;

underwriting;

letter of credit issuance;

collection services;

participation in the issuance of shares and provision of related financial services;
financial brokerage;

provision of consulting services;

security portfolio management (via its subsidiary Investiéni spoleénost Ceské spofitelny, a. s.);
safekeeping and administration of securities and other assets;

» depositary for investment funds;

« foreign exchange services; and

* rental of safe-deposit boxes.

The Bank provides the following additional services through its subsidiaries (together the “Group”):
* funds management;

* building society savings and loans;

* insurance;

« finance leasing;

» factoring;

e consulting services;

¢ real estate activities;

* lease of information technology, installation and repair of electronic equipment;

e provision of software and advisory services in relation to hardware and software; and
 corporate management and finance.

The Bank is subject to the regulatory requirements of the Czech National Bank (henceforth the “CNB”). These regulations include
those pertaining to minimum capital adequacy requirements, classification of loans and off-balance sheet commitments, credit risk

connected with clients of the Bank, liquidity, interest rate risk and foreign currency position.

Similarly, the Group companies are subject to regulatory requirements, specifically in relation to insurance and collective investment.



2. Specific Events Impacting the Bank’s Results
for the Year ended 31 December 2002

(a) Ringfence Arrangement

On 1 March 2000, the Bank, CORFINA, a. s. (currently Leasing Ceské spofitelny, a. s.) and Konsolidaéni banka Praha, s.p.d. (“KOB”), which
was transformed into Ceska konsolidaéni agentura (“CKA”), with effect from 1 September 2001, entered into a Ringfence Arrangement.

Under the terms and conditions of the Ringfence Arrangement, CKA guarantees the net book values of certain ring-fenced exposures
and selected financial derivatives as carried in the Bank’s accounting records as of 31 December 1999. Pursuant to the Ringfence
Arrangement, the Bank has an option to sell and CKA is obligated to purchase the ring-fenced exposures for a pre-determined reali-
sation price equal to the net book values of assets, in aggregate amounts that do not exceed set annual limits. Reciprocally, subject
to prior consent of the Bank, CKA has an option to purchase the ring-fenced exposures at a pre-determined realisation price up to
the same annual limits. Furthermore, the Ringfence Arrangement enables the Bank and CKA to exercise a one-time option in 2002
to sell/purchase all of the ring-fenced exposures over which no options have been previously exercised.

The table below shows the development of the ring-fenced portfolio during the year ended 31 December 2002. In the first quarter
of 2002, based upon appropriate analyses the Bank decided to remove a proportion of the exposures to clients that have a potential
for further economic development from the ring-fenced portfolio (refer to column 2). As of 30 June 2002, the Bank exercised the full
put option with CKA and the loans listed in column 3 were transferred to CKA. Due to legal obstacles, the Bank could not transfer
from the portfolio of ring-fenced exposures as of 30 June 2002 exposures collateralised by a guarantee issued by Podplrny a garancni
rolnicky a lesnicky fond, a. s., where the assignment of the exposure would lead to an expiration of the guarantee, and receivables
arising from syndicated loans in which the assignment needs to be approved by other contracting parties. Column 5 indicated the
remaining balance of the ring-fenced portfolio as of 31 December 2002.

Receivables by type Balance at Assets Put option at Loan Balance at
31 December removed 30 June repayments 31 December

2001 from ring 2002 in 2002 2002

fencing

(Amounts in MCZK) (1) (2) (3) (4) (5)
Loans in CZK 9,594 2,004 5,251 716 1,623
Loans in foreign currencies 1,249 800 320 129 -
Debt securities 1,331 331 1,000 - -
Total group | 12,174 3,135 6,571 845 1,623
Overdraft facilities 801 173 - 299 329
Total group Il 801 173 - 299 329
Total 12,975 3,308 6,571 1,144 1,952

During the year ended 31 December 2002, Leasing CS, a. s. and its subsidiaries Corfina Trade, s.r.0. and CF Danube Leasing, s.r.o. utilised
the CKA guarantee in the aggregate amount of CZK 306 million and SKK 15 million. The aggregate amount of the guarantee utilised
by these companies in the period 2000-2002 was CZK 430 million and SKK 28 million, respectively. Of the aggregate amount applied
under the guarantee arrangement, the fulfilment received amounted to CZK 360 million and SKK 20 million. The aggregate limit of the
pay-out under the guarantee issued by CKA in respect of all companies is CZK 1.2 billion.

(b) Conversion of Anonymous Savings Accounts

In early 2002, the Czech Parliament approved an amendment to Banking Act 21/1992 Coll. whereby all deposit arrangements in the form
of bearer savings books would be suspended as of 31 December 2002. This amendment has serious implications for the Bank’s activi-
ties. Subsequent to 31 December 2002, the Bank is required to pay clients even those deposits that were callable at notice and the no-
tice period need not be complied with and no sanctions imposed. With effect from 1 January 2003, a 10-year period will start when the
Bank’s clients are entitled to obtain undrawn or unconverted deposits from the Bank even though the deposit arrangement has expired.



As of 1 January 2002, the Bank maintained almost 6.6 million anonymous savings accounts with an aggregate balance of deposits
of CZK 121 billion. During the year ended 31 December 2002, 2.5 million anonymous savings accounts with a balance of CZK 99.8
billion were cancelled (a significant proportion of the accounts was transferred to registered savings books and products of the
Bank’s subsidiaries). As of 31 December 2002, approximately 4.1 million anonymous savings accounts with a total balance of CZK
21.2 billion remained unconverted (refer to Note 19).

(c) Statute-barred Savings Accounts

In the event that a deposit in a savings book has been idle for 20 years or the deposit holder has not submitted his/her savings book
to the Bank to have the details in the book updated, the deposit arrangement is cancelled pursuant to the Civil Code (Section 785
of Act 40/1964 Coll., as amended) following the lapse of 20 years. Subsequently, the deposit holder is entitled to demand payment
of the balance of the reversed deposit within the generally applicable statute of limitations of three years. Balances in savings books
that have shown no movements for 23 years are released into the Bank’s income. In the year ended 31 December 2002, the Bank
released statute-barred savings accounts at an aggregate amount of CZK 385 million into income. This balance is reported within
“Other operating income/(expenses), net” (refer to Note 31).

Whilst the Bank is not required by statute to pay the deposit on these savings books, normal practice dictates that the deposit balance
stated in the statute-barred savings book be paid when the savings book is presented by the deposit holder. For the year ended
31 December 2002, the Bank recognised costs of CZK 17 million associated with paying statute-barred deposits as a component
of “Other operating income (expenses), net” (refer to Note 31). At the same time, the Bank established a reserve of CZK 60 million for
future payments of statute-barred deposits which is reported within “Other operating income/(expenses), net” (refer to Note 31).

(d) Floods

The Bank’s operations for the year ended 31 December 2002 were affected by floods that occurred in August 2002. As a result
of the floods, the Bank incurred losses of CZK 73 million.

3. Basis of Preparation

These consolidated financial statements comprise the accounts of the Bank and its subsidiaries (together the “Group”) and have
been prepared in accordance with the standards and interpretations approved by the International Accounting Standards Board
(IASB), which are referred to as International Financial Reporting Standards (IFRS). These standards and interpretat