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Profit and loss account 
For the year ended 31 December 1997

Year to Year to 
31 December 31 December

1997 1996
Note ECU 000 ECU 000

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Interest and similar income 
From loans 220,410 149,446
From fixed-income debt securities 287,639 160,329
Other interest 54,732 60,615

Interest expenses and similar charges (365,536) (192,371)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Net interest income 197,245 178,019
Dividend income from share investments 16,236 7,726
Net fee and commission income 3 44,059 46,049
Financial operations 4

Net profit on sale of share investments 76,074 8,715
Net profit on dealing activities 15,768 3,963
Foreign exchange (3,418) (730)

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Operating income 345,964 243,742
General administrative expenses 5 (137,061) (133,187)
Depreciation (15,075) (13,213)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Operating profit before provisions 193,828 97,342
Provisions for losses 6 (177,678) (92,454)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Profit for the year 16,150 4,888
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

Balance sheet
At 31 December 1997

31 December 31 December
1997 1996

Note ECU 000 ECU 000 ECU 000 ECU 000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Assets
Placements and debt securities

Placements with and advances to credit institutions 1,211,801 1,757,849
Debt securities 7 5,335,798 5,450,558

–––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––

6,547,599 7,208,407
Other assets 8 655,750 487,522
Loans and share investments 

Loans 9 3,462,098 2,460,740
Share investments 9 842,450 619,737

–––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––

4,304,548 3,080,477
Property, technology and office equipment 11 46,816 51,994
Paid-in capital

Members’ promissory notes received 15 12,315 86,745
Payments due but not yet received 14 10,218 27,447
Payments committed but not yet due 14 1,917,892 21,622

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total assets 13,495,138 10,964,214
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

Liabilities
Borrowings

Amounts owed to credit institutions 511,536 1,404,504
Debts evidenced by certificates 12 6,874,147 5,572,257

–––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––

7,385,683 6,976,761
Other liabilities 13 982,687 872,484
Provisions for general portfolio risks 6 151,204 121,909

Subscribed capital 14 18,369,100 9,883,750
Callable capital (13,492,115) (6,918,625)

–––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––

Paid-in capital 4,876,985 2,965,125
Reserves 82,429 23,047
Profit for the year 16,150 4,888

Members’ equity 4,975,564 2,993,060
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total liabilities and members’ equity 13,495,138 10,964,214
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

Memorandum items
Commitments 10 4,345,399 4,056,451
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––
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Statement of changes in members’ equity
For the year ended 31 December 1997

Subscribed Callable Conversion General Special Accumulated Subtotal Profit for
capital capital reserve reserve reserve loss reserve reserves the year Total

ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1995 9,883,750 (6,918,625) 7,397 12,705 31,641 (39,653) 12,090 7,507 2,984,722
Exchange rate differences on conversion

of share capital receipts – – (128) – – – (128) – (128)
Internal tax for the year – – – 3,578 – – 3,578 – 3,578
Qualifying fees from the prior year – – – – 19,670 (19,670) – – –
Profit set aside from the prior year – – – – – 7,507 7,507 (7,507) –
Profit for the year – – – – – – – 4,888 4,888

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1996 9,883,750 (6,918,625) 7,269 16,283 51,311 (51,816) 23,047 4,888 2,993,060

Exchange rate differences on conversion
of share capital receipts – – 50,703 – – – 50,703 – 50,703

Internal tax for the year – – – 3,791 – – 3,791 – 3,791
Qualifying fees from the prior year – – – – 22,701 (22,701) – – –
Profit set aside from the prior year – – – – – 4,888 4,888 (4,888) –
Capital increase 8,450,350 (6,583,990) – – – – – – 1,866,360
Additional shares allocated – initial capital 35,000 10,500 – – – – – – 45,500
Profit for the year – – – – – – – 16,150 16,150

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 18,369,100 (13,492,115) 57,972 20,074 74,012 (69,629) 82,429 16,150 4,975,564
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

In accordance with the Agreement it is intended that an amount of ECU 22.4
million, being qualifying fees and commissions earned in the year to 31 December
1997, will be appropriated in 1998 from the profit for the year to 31 December
1997 and set aside to the special reserve.

The conversion reserve represents exchange rate differences arising on the
conversion of share capital receipts in currencies other than ECU. It is Bank policy
to enter into forward foreign exchange rate contracts to fix the known ECU value of
future capital subscriptions denominated in United States dollars and Japanese
yen. The differences arising on the ECU amounts obtained through these contracts
and the ECU amounts determined by the fixed exchange rates are taken to the
conversion reserve. Replacement foreign exchange contracts are entered into
where scheduled receipts or encashment dates have not been met which may also
require adjustments to the conversion reserve. The movement of ECU 50.7 million
in the conversion reserve balance in 1997 principally reflects the unrealised gains
on the forward hedges of the second capital increase relative to their fixed
conversion rates. Accordingly, since this relates to capital receipts, the gain has
been taken directly to reserves and not taken to the profit and loss account.

The general reserve consists of internal tax paid in accordance with Article 53 of
the Agreement which requires that all Directors, Alternate Directors, officers and
employees of the Bank are subject to an internal tax imposed by the Bank on
salaries and emoluments paid by the Bank. Under the Agreement, the Bank
retains the internal tax deducted for its benefit. Under Article 53 of the Agreement
and Article 16 of the Headquarters Agreement, salaries and emoluments paid by
the Bank are exempt from United Kingdom income tax.

The special reserve is maintained, in accordance with the Agreement, for meeting
certain defined losses of the Bank. The special reserve has been established, in
accordance with the Bank’s financial policies, by setting aside 100 per cent of
qualifying fees and commissions received by the Bank associated with loans,
guarantees and underwriting the sale of securities, until such time as the Board of
Directors determines that the size of the special reserve is adequate.

The loss brought forward from prior years represents the accumulated losses after
appropriations of qualifying fee and commission income to the special reserve.
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Statement of cash flows
For the year ended 31 December 1997

Year to Year to
31 December 31 December

1997 1996
ECU 000 ECU 000 ECU 000 ECU 000 

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Cash flows from operating activities
Operating profit for the year 16,150 4,888
Adjustments for:

Provision for losses 177,678 92,454
Depreciation 15,075 13,213
Realised gains on share investments (76,074) (8,715)
Internal taxation 3,791 3,578
Unrealised loss on marked to market portfolio 1,303 18,680
Realised gains on investment portfolio (4,063) (1,501)
Foreign exchange movements on provisions 5,583 –

–––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––

Operating profit before changes in operating assets 139,443 122,597
(Increase) / decrease in operating assets:

Interest receivable and prepaid expenses (54,290) (31,393)
Net decrease in positions held in marked to market portfolio 69,844 1,705,620

Increase in operating liabilities:
Interest payable and accrued expenses 41,670 65,902

–––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––

Net cash used in operating activities 196,667 1,862,726
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––
Cash flows from investing activities
Proceeds from repayment of loans 769,923 198,168
Proceeds from sale of share investments 102,151 18,510
Proceeds from redemptions / sale of investment securities 10,562,122 2,670,090
Purchases of investment securities (10,566,324) (5,331,291)
Funds advanced for loans and share investments (2,173,518) (1,328,638)
Purchase of property, technology and office equipment (9,897) (7,275)

–––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––

Net cash used in investing activities (1,315,543) (3,780,436)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––
Cash flows from financing activities
Capital subscriptions 228,214

Paid-in capital received 32,819
Promissory notes encashed by members 74,430
Conversion reserve 50,703

Issue of debts evidenced by certificates 2,361,674 2,004,534
Redemption of debts evidenced by certificates (1,053,830) (750,300)

–––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––

Net cash provided by financing activities 1,465,796 1,482,448
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––
Net increase / (decrease) in cash and cash equivalents 346,920 (435,262)
Cash and cash equivalents at beginning of year 353,345 788,607
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Cash and cash equivalents at end of year 1 700,265 353,345
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

1997 1996
1 Cash and cash equivalents comprise the following balance sheet amounts: ECU 000 ECU 000

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Placements with and advances to credit institutions 1,211,801 1,757,849
Amounts owed to credit institutions (511,536) (1,404,504)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Cash and cash equivalents 31 December 700,265 353,345
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––
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1 Establishment of the Bank

i Agreement Establishing the Bank
The European Bank for Reconstruction and Development (“the Bank”), whose
principal office is located in London, is an international organisation formed under
the Agreement Establishing the Bank dated 29 May 1990 (“the Agreement”). As at
31 December 1997 the Bank’s shareholders comprised 58 countries, together
with the European Community and the European Investment Bank.

ii Headquarters Agreement
The status, privileges and immunities of the Bank and persons connected
therewith in the United Kingdom are defined in the Headquarters Agreement
between the Government of the United Kingdom of Great Britain and Northern
Ireland and the Bank (“Headquarters Agreement”). The Headquarters Agreement
was signed in London upon the commencement of the Bank’s operations on
15 April 1991.

2 Significant accounting policies

i Accounting convention
The financial statements have been prepared in accordance with the Bank’s
Accounting Policies, which comply with International Accounting Standards (IAS)
and the principles of the European Community’s Council Directive on the annual
accounts and consolidated accounts of banks and other financial institutions. The
following revised standards have been adopted in advance of their effective date:
IAS 1 (revised 1997), Presentation of Financial Statements, and IAS 17 (revised
1997), Leases.

The Bank’s balance sheet is stated in accordance with the historical cost
convention with the exception of debt securities and related derivatives held for
dealing purposes, which are held at market prices, and freehold property, which is
held at fair market value. Financial assets and liabilities are included on the
balance sheet when associated risks and rewards have been assumed.

ii Foreign currencies
In accordance with Article 35 of the Agreement, the Bank uses the European
Currency Unit (ECU) as the unit of measure for the presentation of its financial
statements.

Monetary assets and liabilities denominated in foreign currencies are translated
into ECU at spot rates as at 31 December 1997. Non-monetary items are
expressed in ECU at the exchange rates ruling at the time of the transaction.
Revenue and expense items are translated into ECU at the month-end rate in
which they occurred, except for sterling expenses which are hedged and converted
at the weighted average hedge rate.

Exchange gains or losses arising from the translation of assets, liabilities and
transactions during the period are taken to the profit and loss account. Where
foreign currency assets or liabilities have been hedged, the difference between the
closing spot exchange rate and the hedged rate is included in “other assets” or
“other liabilities”.

iii Capital subscriptions
Under the Agreement, capital subscriptions by members shall be settled either in
ECU, United States dollars or Japanese yen. Capital subscriptions in United States
dollars or Japanese yen are settled at fixed exchange rates as defined in Article
6.3 of the Agreement.

Outstanding promissory notes held in United States dollars and Japanese yen at
the balance sheet date are translated into ECU at market rates as at
31 December 1997 in accordance with the Bank’s policy detailed in (ii) above. The
differences between these ECU values and those determined by the fixed
exchange rates are included in “other assets” or “other liabilities”.

iv Debt securities
Debt securities intended to be held for the long term or to maturity are carried on
an amortised cost basis less any permanent diminution in value. The amortised
premium or discount on acquisition is recognised in interest income. Securities
held for dealing purposes are marked to market and the resultant gain or loss is
immediately taken to the profit and loss account and included, together with the
interest income arising from and the interest expense of funding these securities,
within “net profit on dealing activities”.

v Share investments
Share investments are carried at cost less provisions for any permanent
diminution in value.

Share investments in respect of which the Bank has entered into both put and call
options with creditworthy counterparties and which provide a guaranteed minimum
return, have the risk characteristics associated with debt instruments and,
accordingly, are classified and accounted for as loans. Share investments for
which the Bank has been granted an option to redeem its investment for an
interest-based return are also recognised as loans.

The Bank has considered the definition of associates in both IAS 28 and the
European Community’s Council Directive on the annual accounts and consolidated
accounts of banks and other financial institutions, in relation to its share
investments. The Bank considers that, in general, even where 20 per cent or more
of the equity is held, these share investments do not come within the definition of
associates, since the Bank does not normally exert significant influence over the
operations of the investee companies. Accordingly, such investments are also
carried at cost less provisions. Details of the Bank’s share investments that
exceed 20 per cent of the investee share capital and where the historical cost
exceeds ECU 10.0 million are provided in note 9.

vi Provisions for losses and general portfolio risks
Specific provisions are made against identified loans and advances representing a
prudent estimate of that part of the outstanding balance that might not be
recovered. For share investments, specific provisions are made as an estimate of
any permanent diminution in value. General provisions in respect of possible
losses on non-sovereign risk assets that are not specifically identified at year end
are applied in two stages: at commitment and at disbursement. General provisions
in respect of sovereign risk assets have been made for the first time in the current
year. Such provisions are established at the time of disbursement. For Regional
Venture Funds and Post-Privatisation Funds the first stage provision is itself
applied in two stages: at the signing of the framework agreement and then at the
commitment of the individual sub-investment. Additional portfolio risks provisions
are made in respect of losses which, although not specifically identified, are
inherent in the portfolio of contractual commitments (including guarantees), loans
and share investments. This provision is also made when the framework
agreement is signed for Regional Venture Funds and Post-Privatisation Funds.
Provisions made, less any amounts released during the period, are charged to the
profit and loss account. The Bank’s provisions are detailed in note 6.

vii Property, technology and office equipment
Property, technology and office equipment is stated at cost less accumulated
depreciation. Depreciation of property, technology and office equipment is provided
on a straight line basis over their estimated useful lives generally as follows:

Freehold property: Nil
Improvements on leases of less than 50 years unexpired: Unexpired periods
Technology and office equipment: 1 year

Freehold property is carried at fair market value, which currently approximates to
the carrying value of the property. Valuation of the property will be conducted at
regular intervals in the future, and if necessary the carrying value in the financial
statements will be adjusted. Currently freehold property is included at cost since it
was purchased in December 1997.

viii Interest, fees and commissions and dividends
Interest is recorded as income on an accruals basis. For loans on which the Bank
has allowed interest and fee payments to be deferred or capitalised, income may
however be recognised when received based on the underlying performance of the
project. The Bank does not recognise income on loans where collectability is in
doubt, or payments of interest or principal are overdue more than 180 days for a
public sector loan and 60 days for a private sector loan. Interest on such non-
accrual loans is thereafter only recognised as income when actual payment is
received.

Notes to the consolidated financial statements
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The net profit on the sale of share investments in 1997 reflects the disposal of
investments in the Czech Republic, Estonia, Latvia and Poland and the partial
disposal of investments in the Baltic States, Hungary, Poland, Ukraine and
Regional funds.

The profit in 1996 reflects the disposal of investments in Estonia and Hungary and
the partial disposal of investments in the Czech Republic, Hungary, Latvia and
Poland.

Net profit on dealing activities represents, in the case of the Bank’s investment
portfolio, the realised gains arising on disposal of debt securities in that portfolio.

In the case of the marked to market portfolio, net profit includes both realised and
unrealised gains or losses together with associated interest income and expense.

Front end fees are recorded as income when the agreement is signed or the loan
becomes effective, whichever is the later date. Commitment fees and fees
received in respect of services provided over a period of time are recorded as
income over the period during which the commitment exists or the services are
provided. Other fees and commissions are taken to income on a cash basis.
Issuance fees and redemption premiums or discounts are amortised over the
period to maturity of the related borrowings.

Dividends are recognised when received.

ix Staff retirement plan
The Bank has a defined contribution scheme and a defined benefit scheme to
provide retirement benefits to substantially all of its staff. Under the defined
contribution scheme, the Bank and staff contribute equally to provide a lump sum
benefit upon retirement. The defined benefit scheme is funded entirely by the Bank
and benefits are based on years of service and a percentage of final gross base
salary as defined in the scheme. All contributions to the schemes and all other
assets and income held for the purposes of the schemes are kept by the Bank
separately from all of its other assets and can be used only for providing the
benefits under the schemes. Actual contributions made to the defined contribution
and defined benefit schemes are charged to the profit and loss account and
transferred to the schemes’ independent custodians. Contributions made to the
defined benefit scheme equate to the current service costs as advised by qualified
external actuaries. Actuarial surpluses are amortised over the expected remaining
working lives of the employees.

x Taxation
In accordance with Article 53 of the Agreement, within the scope of its official
activities, the Bank, its assets, property and income are exempt from all direct
taxes and all taxes and duties levied upon goods and services acquired or
imported, except for those parts of taxes or duties that represent charges for
public utility services.

xi Government grants
Government grants relating to fixed asset expenditure considered as part of the
initial establishment of the Bank are recognised in the profit and loss account on
a straight line basis over the same period as that applied for depreciation
purposes. Other grants are matched against the qualifying expenditure in the
period in which it is incurred.

The balance of grants received or receivable that have not been taken to the profit
and loss account is carried in the balance sheet as deferred income.

xii Derivative financial instruments
In the normal course of business the Bank is a party to contracts for derivative
financial instruments including currency and interest rate swap agreements,
futures, options and forward exchange rate contracts. These instruments are used
to hedge interest rate risk and currency exposures associated with its assets and
liabilities and anticipated future cash flows in foreign currencies and to recognise
market views in Treasury’s investment activities. The Bank also acts as an
intermediate provider of these instruments to its clients, hedging itself against any
related exposures by offsetting transactions with third parties. Derivative
transactions which are treated in the accounts as hedges must eliminate or
substantially reduce the risk of loss from the position being hedged, be designated
as a hedge at inception and continue to be effective throughout the hedge period.
Profits and losses arising from hedging instruments are recognised on the same
basis as those arising on the items being hedged. Derivatives associated with the
Bank’s treasury dealing activities are marked to market with the associated gains
and losses being immediately taken to the profit and loss account under “financial
operations”. The Bank sets aside a provision on its swap and over-the-counter
options portfolio allowing for credit risks, close-out costs and ongoing
administration costs.

xiii Subsidiary company
The consolidated annual financial statements include the Bank’s investment in The
Minotaur Fund Limited, a mutual fund company incorporated with limited liability in
Bermuda, in which the Bank owns 100 per cent of the shares. This company is
dormant.

3 Net fee and commission income
1997 1996

The main components of net fee and commission income are as follows: ECU 000 ECU 000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Front end fees 21,193 21,311
Commitment fees 16,295 16,176
Management fees 1,929 2,120
Other 4,642 6,442
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Net fee and commission income 44,059 46,049
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

4 Financial operations 1997 1996
ECU 000 ECU 000

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Net profit on sale of share investments 76,074 8,715
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

1997 1996
Net profit on dealing activities ECU 000 ECU 000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Investment portfolio 4,063 1,501
Marked to market portfolio 11,705 2,462
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Net profit on dealing activities 15,768 3,963
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––
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6 Provisions for losses and general portfolio risks Ordinary Early stage Total loans Guarantees 1997 1996
Loans equity equity and equity and other Total Total

Profit and loss charges ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Provision charge this year:
General Provisions on

Outstanding disbursements 24,229 12,439 6,088 42,756 509 43,265 34,559
Outstanding commitments 11,440 1,994 4,255 17,689 – 17,689 24,270
Guarantees – – – – (982) (982) 698

General sovereign risk provisions 47,360 – – 47,360 – 47,360 –
Specific provisions 32,835 24,922 – 57,757 – 57,757 20,022
Portfolio risk 10,634 1,711 124 12,469 120 12,589 12,905
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

For the year ended 31 December 1997 126,498 41,066 10,467 178,031 (353) 177,678
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
For the year ended 31 December 1996 52,427 30,060 8,897 91,384 1,070 92,454
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––

Ordinary Early stage Total loans Guarantees
Loans equity equity and equity and other Total

Movement in provisions ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 1 January 1997 126,992 77,633 27,792 232,417 2,948 235,365
Provision charges 126,498 41,066 10,467 178,031 (353) 177,678
Foreign exchange adjustments 4,407 1,166 – 5,573 10 5,583
Release against loans written off (9,213) – – (9,213) – (9,213)
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 248,684 119,865 38,259 406,808 2,605 409,413
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Analysed between:
General provisions on outstanding disbursements 67,243 54,218 7,783 129,244 597 129,841
General sovereign risk provisions 47,360 – – 47,360 – 47,360
Specific provisions 39,018 41,990 – 81,008 – 81,008
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Provisions for losses deducted from assets 153,621 96,208 7,783 257,612 597 258,209

General provisions on outstanding commitments 36,055 13,412 27,813 77,280 – 77,280
General provision on guarantees – – – – 327 327
Portfolio risk 59,008 10,245 2,663 71,916 1,681 73,597
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Provisions for general portfolio risks 95,063 23,657 30,476 149,196 2,008 151,204
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 248,684 119,865 38,259 406,808 2,605 409,413
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

(i) The average numbers of staff included in personnel costs during the year were:
regular staff of 786 (1996: 756), contract staff of 128 (comprising special
contract staff of 100 and interns/short-term staff of 28), locally hired staff in
Resident Offices of 153, and Board of Directors personnel of 76. Of these, 37
staff were externally funded.

Staff numbers at 31 December 1997 were: regular staff of 804 (1996: 766),
contract staff of 122 (comprising special contract staff of 96 and interns/short-
term staff of 26), locally hired staff in Resident Offices of 190, and Board of
Directors personnel of 73. Of these, 35 staff were externally funded.

(ii) Personnel costs for the year include pension costs of ECU 12.6 million (1996:
ECU 10.7 million). See note 22 for more details relating to the staff retirement
schemes.

(iii) During the year, government grants of ECU 2.1 million were taken to the profit
and loss account (1996: ECU 2.1 million).

The Bank has a policy of entering into exchange rate contracts to ensure that the
largely sterling denominated expenses, when translated into ECU for reporting
purposes, are not adversely affected by any strengthening of sterling against the
ECU. The application of this policy has the impact of reducing general
administrative expenses by ECU 25.4 million in 1997 (1996: ECU 4.1 million).
Also the Bank has entered into a series of option contracts to hedge the cost of
sterling required for future general administrative expenses. Hedges are in place
for approximately 75 per cent of the approved budget for 1998, 50 per cent of the
estimated expenditure for 1999 and 25 per cent of that for 2000 and 2001. 
At 31 December 1997 the market value of these options shows a gain of
ECU 39.8 million, which, in accordance with the Bank’s accounting policy, has
been deferred and will be recognised in the respective years.

5 General administrative expenses 1997 1996
ECU 000 ECU 000

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Personnel costs (i) (ii) 84,868 81,787
Overhead expenses net of government grants (iii) 52,193 51,400
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

General administrative expenses 137,061 133,187
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––
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7 Debt securities 1997 1996
Book value Book value

Analysis by issuer ECU 000 ECU 000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Governments 603,690 1,601,600
Public bodies 915,310 439,423
Other borrowers 3,816,798 3,409,535
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

5,335,798 5,450,558
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

Analysis by portfolio
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Investment portfolio 4,331,820 4,482,129
Marked to market portfolio

Internally managed funds 18,020 125,054
Externally managed funds 985,958 843,375

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

1,003,978 968,429
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 5,335,798 5,450,558
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

8 Other assets 1997 1996
ECU 000 ECU 000

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Interest receivable 185,930 154,732
Treasury-related 413,016 308,945
Other 56,804 23,845
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 655,750 487,522
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

9 Loans and share investments Ordinary Early stage Total share
Loans equity equity investments

Outstanding disbursements: ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 1 January 1997 2,554,149 632,633 7,073 639,706
Disbursements 1,714,188 306,215 26,597 332,812
Repayments, prepayments and disposals at cost (769,923) (26,040) (37) (26,077)
Foreign exchange adjustments 126,518 – – –
Written off (9,213) – – –

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 3,615,719 912,808 33,633 946,441
Provisions at 31 December 1997 (153,621) (96,208) (7,783) (103,991)

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total net of provisions at 31 December 1997 3,462,098 816,600 25,850 842,450
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Total net of provisions at 31 December 1996 2,460,740 614,359 5,378 619,737
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Committed but not yet disbursed:
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 3,674,710 355,487 103,403 458,890
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
At 31 December 1996 3,474,616 316,462 59,419 375,881
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Early stage equity refers to operations that facilitate the restructuring and
subsequent privatisation of state-owned enterprises or the restructuring of recently
privatised enterprises.

General provisions are based on a risk-rated approach for non-sovereign risk
assets applied in two steps. An initial amount of 50 per cent of the provision is
made at the time of commitment and the remaining 50 per cent at disbursement.
For all sovereign risk assets a 3 per cent provision is made on outstanding
disbursements. Of the charge in 1997 of ECU 47.4 million, ECU 33.3 million
relates to sovereign risk exposures at 31 December 1996. In the case of Regional

Venture Funds and Post-Privatisation Funds, which form part of early stage equity,
the first 25 per cent is taken when the framework agreement is signed. The
second 25 per cent is taken when the individual sub-investment is signed and the
remaining 50 per cent of the provision is again taken on disbursement. The
provision based on commitments is included, together with a portfolio risk
provision applied at a rate of 0.75 per cent against all commitments net of
repayments, in “provisions for general portfolio risks”. General provisions made at
disbursement together with specific provisions are shown as a deduction from the
loans and share investments asset categories.
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Committed Committed
Outstanding Outstanding but not yet but not yet

10 Analysis of operational activity disbursements disbursements disbursed disbursed
1997 1996 1997 1996

Analysis by country ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Albania 33,789 34,528 24,250 24,571
Armenia 53,689 35,425 28,610 40,964
Azerbaijan 30,246 8,045 80,421 64,388
Belarus 92,327 48,926 51,263 88,122
Bosnia and Herzegovina 6,171 – 42,968 26,343
Bulgaria 164,014 79,108 93,717 123,953
Croatia 196,813 117,939 133,145 194,207
Czech Republic 115,090 158,477 135,443 85,706
Estonia 108,383 66,362 30,903 55,211
Former Yugoslav Republic of Macedonia 79,207 55,552 61,364 86,259
Georgia 28,701 9,660 39,651 20,850
Hungary 562,532 507,804 221,825 336,288
Kazakhstan 38,293 29,455 162,786 112,420
Kyrgyzstan 84,093 63,202 39,825 22,917
Latvia 73,289 59,654 89,936 101,211
Lithuania 90,772 58,739 32,081 74,815
Moldova 50,791 30,978 85,444 77,378
Poland 485,568 341,547 351,816 353,798
Romania 384,513 232,516 566,374 519,765
Russian Federation 1,128,126 634,028 1,097,512 995,021
Slovak Republic 244,792 241,155 34,396 34,791
Slovenia 173,303 149,566 137,784 166,031
Tajikistan 1,540 – 7,518 6,684
Turkmenistan 30,152 4,335 101,808 49,096
Ukraine 149,301 84,457 349,443 214,945
Uzbekistan 117,896 91,132 242,733 128,741
Regional 71,270 59,038 102,383 51,976

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 4,594,661 3,201,628 4,345,399 4,056,451
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Analysis by sector
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Commerce and tourism 154,302 53,438 168,050 146,983
Community and social services 42,471 20,523 127,787 127,370
Energy/power generation 312,453 246,123 985,959 660,441
Extractive industries 315,101 301,671 97,262 118,781
Finance/business 1,534,469 940,532 1,083,875 1,332,987
Manufacturing 718,269 463,766 652,924 344,592
Primary industries 82,577 137,493 37,819 18,797
Telecommunications 513,369 356,168 218,313 317,127
Transport 921,650 681,914 973,410 989,373

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 4,594,661 3,201,628 4,345,399 4,056,451
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 the Bank had eight loans amounting to ECU 117.6 million
(1996: ECU 10.2 million) in non-accrual status due to overdue interest and
principal repayments. Specific provisions amounting to ECU 7.5 million (1996: 
ECU 6.4 million) have been made against these loans.

Early stage equity includes Regional Venture Funds and Post-Privatisation Funds
where commitments are only recognised when individual sub-project agreements
are signed. Regional Venture Fund framework agreements net of signed sub-projects
at 31 December 1997 amount to ECU 351.1 million (1996: ECU 338.5 million).

In addition to the loans and share investments above, the Bank has ECU 195.1
million guarantees committed but not disbursed (1996: 206.0 million).

Listed below are all share investments where the Bank owned more than 20 per
cent of the investee share capital at 31 December 1997 and where the Bank’s

total investment exceeded ECU 10.0 million. Significant shareholdings are
normally only taken in anticipation of, wherever possible, subsequent external
participation.

% Ownership
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Barum 24.4
Budapest Bank 32.4
Framlington Russian Investment Fund 24.9
Korado 44.3
Lafarge 31.0
Polish Private Equity Fund 33.3
Schooner Capital 34.9
Sodi 24.3
United Bulgarian Bank 35.0
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
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In addition to public and private placements, included in the above table are 73
borrowings totalling ECU 2.6 billion arranged under the Bank’s Euro Medium Term 
Note Programme and 45 borrowings totalling ECU 939.1 million arranged under 

the Bank’s Commercial Paper Programme. During the year the Bank redeemed
prior to maturity ECU 847.0 million of bonds and medium-term notes generating a
net gain of ECU 6.3 million.

Technology 
and office 

11 Property, technology and office equipment Property equipment Total
ECU 000 ECU 000 ECU 000

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Cost
At 1 January 1997 62,391 42,474 104,865
Additions 3,045 6,852 9,897
Disposals – (2,187) (2,187)

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 65,436 47,139 112,575
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Depreciation
At 1 January 1997 17,290 35,581 52,871
Charge 5,089 9,986 15,075
Disposals – (2,187) (2,187)

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 22,379 43,380 65,759
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Net book value
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 1997 43,057 3,759 46,816
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
At 31 December 1996 45,101 6,893 51,994
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Future commitments relating to the purchase of freehold property total ECU 0.3 million.

12 Debts evidenced by certificates

The Bank’s outstanding debts evidenced by certificates and
related swaps at 31 December 1997 are summarised below:

Principal at Unamortised Adjusted Currency 1997 1996
nominal premium/ principal swaps payable/ Net currency Net currency

value (discount) value (receivable) obligations obligations
ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––

Australian dollars 226,393 – 226,393 (226,393) – –
Belgian francs 98,105 – 98,105 (98,105) – –
Canadian dollars 208,250 19 208,269 (208,269) – –
Czech koruna 26,279 (18) 26,261 – 26,261 29,409
Deutsche marks 194,746 (759) 193,987 – 193,987 697,159
Dutch guilders 145,930 (15,668) 130,262 (130,262) – –
European currency units 735,000 – 735,000 (72,390) 662,610 791,474
French francs 128,564 (38,190) 90,374 – 90,374 88,034
Gold bullion 672,081 – 672,081 (672,081) – –
Greek drachmas 145,871 – 145,871 (145,871) – –
Hong Kong dollars 185,852 666 186,518 (186,518) – –
Hungarian forints 13,327 – 13,327 – 13,327 14,946
Italian lire 258,041 – 258,041 (157,091) 100,950 119,538
Japanese yen 1,202,580 – 1,202,580 (662,470) 540,110 571,176
New Taiwan dollars 249,558 – 249,558 (249,558) – –
New Zealand dollars 23,500 – 23,500 (23,500) – –
Philippino peso 66,687 – 66,687 (66,687) – –
South African rands 5,408,273 (5,088,546) 319,727 (319,727) – –
South Korean won 50,663 – 50,663 (50,663) – –
Spanish pesetas 428,270 – 428,270 (428,270) – –
Sterling 466,015 406 466,421 (282,283) 184,138 39,847
Swedish kronor 28,649 – 28,649 (28,649) – –
Swiss francs 36,511 93 36,604 (36,604) – –
United States dollars 1,011,169 5,830 1,016,999 4,045,391 5,062,390 3,220,674
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––

At 31 December 12,010,314 (5,136,167) 6,874,147 – 6,874,147 5,572,257
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––
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1 Shares potentially available to the countries previously forming part of Yugoslavia.

The Bank’s capital stock is divided into paid-in shares and callable shares. Each
share has a par value of ECU 10,000. Payment for the paid-in shares subscribed
to by members is made over a period of years determined in advance. Article 6.4
of the Agreement provides that payment of the amount subscribed to the callable
capital shall be subject to call, taking account of Articles 17 and 42 of the
Agreement, only as and when required by the Bank to meet its liabilities. Article
42.1 provides that in the event of termination of the operations of the Bank, the
liability of all members for all uncalled subscriptions to the capital stock shall
continue until all claims of creditors, including all contingent claims, shall have
been discharged.

By Resolution No. 59, adopted on 15 April 1996, the Board of Governors approved
a doubling of the Bank’s authorised capital stock from ECU 10 billion to
ECU 20 billion, subject to the terms and conditions of that Resolution. Of the
increase in authorised capital stock of ECU 10 billion, 22.5 per cent is in the form
of paid-in shares, to be paid for in eight equal annual instalments, and the balance
(77.5 per cent) is in the form of callable shares. Under the Resolution,
31 December 1997 was established as the final date for members to subscribe to
the capital increase. Any further extension of time, if required, would need to be
authorised by the Board of Governors.

In accordance with the terms of the Resolution, the capital increase became
effective on 3 April 1997, when the subscriptions received by the Bank surpassed
the level specified in the Resolution. At 31 December 1997, 48 members had
deposited instruments of subscription with the Bank for an aggregate of 845,035
shares as detailed in the following statement of capital subscriptions.

The number of unallocated shares originally provided for in the Agreement was
125 shares. By Resolution No. 15 of the Board of Governors, shares totalling

15,500, which were originally allocated for subscription by the former German
Democratic Republic, were added to unallocated shares. Of these, 1,000 shares
were allocated to Albania in the final quarter of 1991 and 1,000 shares each were
allocated to Estonia, Latvia and Lithuania in the first quarter of 1992. The
remaining unallocated shares (11,625) were doubled in number as a result of the
capital increase. By Resolution No. 63 of the Board of Governors, adopted on
9 May 1997, 3,500 additional shares from the initial capital stock were allocated
to the Republic of Korea. Upon the effectiveness of this special increase in
subscription, the Republic of Korea became entitled to and took up a further
3,500 additional shares under the capital increase. As a result, the total number
of shares remaining unallocated at the year end was 16,250.

By Resolutions Nos. 21, 27 and 37 of the Board of Governors, the 60,000 shares
that had been subscribed to by the former USSR were allocated to countries (other
than the Baltic States) which previously formed part of the USSR. By Resolutions
Nos. 30, 31, 34, 35, 53 and 56 of the Board of Governors, 8,125 of the 12,800
shares subscribed to by the former Yugoslavia were allocated to Croatia (3,646
shares), Slovenia (2,098 shares), the Former Yugoslav Republic of Macedonia
(691 shares) and Bosnia and Herzegovina (1,690 shares). The remaining 4,675
shares await allocation to countries of former Yugoslavia in due course.

A statement of capital subscriptions showing the amount of paid-in and callable
shares subscribed to by each member, together with the amount of unallocated
shares, overdue subscriptions and restrictions of voting rights, is set out in the
following table. This also shows which members have subscribed to the capital
increase. Under Article 29 of the Agreement, the voting rights of members which
have failed to pay any part of the amounts due in respect of their capital
subscription obligations are proportionately reduced for so long as the obligation
remains outstanding. Overdue encashments of promissory notes deposited by
members are detailed in note 15. 

13 Other liabilities 1997 1996
ECU 000 ECU 000

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Interest payable 153,741 141,227
Treasury-related 730,840 671,680
Other 98,106 59,577
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 982,687 872,484
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

1997 1997 1996 1996
14 Subscribed capital Number of Total Number of Total

shares ECU 000 shares ECU 000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Authorised share capital 2,000,000 20,000,000 2,000,000 20,000,000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

of which
Subscriptions by members – initial capital 991,875 9,918,750 988,375 9,883,750
Subscriptions by members – capital increase 845,035 8,450,350 – –

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Subtotal – subscribed capital 1,836,910 18,369,100 988,375 9,883,750
Not yet subscribed 142,165 1,421,650 1,000,000 10,000,000
Shares to be allocated 1 4,675 46,750 – –
Unallocated shares 16,250 162,500 11,625 116,250
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 2,000,000 20,000,000 2,000,000 20,000,000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––
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Paid-in
Paid-in subscribed Paid-in

Subscribed capital (continued) Capital subscribed capital subscribed
increase Voting Voting capital amounts due capital

Statement of capital subscriptions shares Total rights rights Total Callable amounts but not yet amounts
At 31 December 1997 subscribed shares restricted resulting capital capital not yet due received received
Members (number) (number) votes 1 votes ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Members of the European Union
Austria 22,800 45,600 – 45,600 456,000 336,300 51,300 – 68,400
Belgium 22,800 45,600 – 45,600 456,000 336,300 51,300 – 68,400
Denmark 12,000 24,000 – 24,000 240,000 177,000 27,000 – 36,000
Finland 12,500 25,000 – 25,000 250,000 184,370 28,130 – 37,500
France 85,175 170,350 – 170,350 1,703,500 1,256,335 191,640 – 255,525
Germany 85,175 170,350 – 170,350 1,703,500 1,256,335 191,640 – 255,525
Greece 6,500 13,000 – 13,000 130,000 95,870 14,630 – 19,500
Ireland 3,000 6,000 – 6,000 60,000 44,250 6,750 – 9,000
Italy – 85,175 – 85,175 851,750 596,225 – – 255,525
Luxembourg 2,000 4,000 – 4,000 40,000 29,500 4,500 – 6,000
Netherlands 24,800 49,600 – 49,600 496,000 365,800 55,800 – 74,400
Portugal 4,200 8,400 – 8,400 84,000 61,950 9,450 – 12,600
Spain – 34,000 10 33,990 340,000 238,000 – – 102,000
Sweden 22,800 45,600 – 45,600 456,000 336,300 51,300 – 68,400
United Kingdom 85,175 170,350 – 170,350 1,703,500 1,256,335 191,640 – 255,525
European Community 30,000 60,000 – 60,000 600,000 442,500 67,500 – 90,000
European Investment Bank 30,000 60,000 – 60,000 600,000 442,500 67,500 – 90,000
Other European countries
Cyprus 1,000 2,000 – 2,000 20,000 14,750 2,250 – 3,000
Iceland 1,000 2,000 – 2,000 20,000 14,750 2,250 – 3,000
Israel 6,500 13,000 – 13,000 130,000 95,870 14,630 – 19,500
Liechtenstein 200 400 – 400 4,000 2,950 450 – 600
Malta 100 200 – 200 2,000 1,470 230 – 300
Norway 12,500 25,000 – 25,000 250,000 184,370 28,130 – 37,500
Switzerland 22,800 45,600 – 45,600 456,000 336,300 51,300 – 68,400
Turkey 11,500 23,000 – 23,000 230,000 169,620 25,880 – 34,500
Countries of operations
Albania 1,000 2,000 733 1,267 20,000 14,750 2,250 2,200 800
Armenia 500 1,000 – 1,000 10,000 7,370 1,130 – 1,500
Azerbaijan – 1,000 700 300 10,000 7,000 – 1,500 1,500
Belarus 2,000 4,000 – 4,000 40,000 29,500 4,500 – 6,000
Bosnia and Herzegovina – 1,690 451 1,239 16,900 11,830 2,028 1,014 2,028
Bulgaria 7,900 15,800 – 15,800 158,000 116,520 17,780 – 23,700
Croatia 3,646 7,292 – 7,292 72,920 53,780 10,328 – 8,812
Czech Republic 8,533 17,066 – 17,066 170,660 125,861 19,200 – 25,599
Estonia 1,000 2,000 – 2,000 20,000 14,750 1,856 – 3,394
Former Yugoslav Republic of Macedonia 691 1,382 62 1,320 13,820 10,200 1,904 – 1,716
Georgia 1,000 2,000 667 1,333 20,000 14,750 2,250 900 2,100
Hungary 7,900 15,800 – 15,800 158,000 116,520 17,780 – 23,700
Kazakhstan – 2,300 – 2,300 23,000 16,100 – – 6,900
Kyrgyzstan – 1,000 367 633 10,000 7,000 – 1,100 1,900
Latvia 1,000 2,000 – 2,000 20,000 14,750 2,250 – 3,000
Lithuania 1,000 2,000 – 2,000 20,000 14,750 2,250 – 3,000
Moldova 1,000 2,000 67 1,933 20,000 14,750 2,250 – 3,000
Poland 12,800 25,600 – 25,600 256,000 188,800 28,800 – 38,400
Romania 4,800 9,600 – 9,600 96,000 70,800 10,800 – 14,400
Russian Federation 40,000 80,000 – 80,000 800,000 590,000 90,000 – 120,000
Slovak Republic 4,267 8,534 – 8,534 85,340 62,939 9,600 – 12,801
Slovenia 2,098 4,196 – 4,196 41,960 30,940 5,920 – 5,100
Tajikistan – 1,000 800 200 10,000 7,000 – 1,800 1,200
Turkmenistan 100 200 3 197 2,000 1,470 230 – 300
Ukraine 8,000 16,000 – 16,000 160,000 118,000 18,000 – 24,000
Uzbekistan 2,100 4,200 – 4,200 42,000 30,970 4,730 – 6,300
Unallocated shares reserved for countries

previously forming part of Yugoslavia – 4,675 2 – – 46,750 32,730 11,216 – 2,804
Non-European countries
Australia – 10,000 – 10,000 100,000 70,000 – – 30,000
Canada 34,000 68,000 – 68,000 680,000 501,500 76,500 – 102,000
Egypt – 1,000 – 1,000 10,000 7,000 – – 3,000
Japan 85,175 170,350 – 170,350 1,703,500 1,256,335 191,640 – 255,525
Korea, Republic of 10,000 20,000 – 20,000 200,000 147,500 22,500 – 30,000
Mexico – 3,000 – 3,000 30,000 21,000 – – 9,000
Morocco – 1,000 33 967 10,000 7,000 – – 3,000
New Zealand – 1,000 – 1,000 10,000 7,000 – – 3,000
United States of America 100,000 200,000 568 199,432 2,000,000 1,475,000 225,000 1,704 3 298,296

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Capital subscribed by members 845,035 1,836,910 4,461 1,827,774 18,369,100 13,492,115 1,917,892 10,218 2,948,875
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Unallocated shares 20,925 209,250
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––

Authorised and issued share capital 1,857,835 18,578,350
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––

1 Voting rights not exercisable due to non-payment of amounts due in respect of the
member’s obligations in relation to paid-in shares.

2 The voting rights attached to these shares have been suspended pending their
reallocation. Total votes before restrictions amount to 1,832,235.

3 Scheduled payment dates for the full amount of these outstandings have been
confirmed by the United States of America with final remittance due in October
1998. 
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1997 1996 
15 Promissory notes issued by member countries Total Exchange Amount Amount Amount

received gain/(loss) drawn down outstanding outstanding
Currency of issue ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––

European currency units 657,830 – (653,930) 3,900 54,424
Japanese yen 127,762 4,684 (132,446) – 10,245
United States dollars 363,760 (7,360) (347,985) 8,415 22,076
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––

At 31 December 1,149,352 (2,676) (1,134,361) 12,315 86,745
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––

Additional 1997
1991 Note 1992 Note 1993 Note 1994 Note 1995 Note capital 1 Total

Member ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Azerbaijan 106 211 317 – – – 634
Bosnia and Herzegovina – – – – – 169 169
Former Yugoslav Republic of Macedonia – – – – 10 177 187
Georgia – 211 317 317 318 – 1,163
Moldova – – – – 211 – 211
Morocco – – – – 100 – 100
Spain – – – – 32 – 32
Tajikistan – 317 211 106 – – 634
Turkmenistan – – – – 11 – 11
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 106 739 845 423 682 346 3,141
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

United States Japanese Deutsche Other
16 Net currency position ECU dollars yen marks currencies Total

ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Assets
Placements with and advances to credit institutions 126,212 898,913 117,695 665 68,316 1,211,801
Debt securities 526,235 2,726,789 1,348,437 43,023 691,314 5,335,798
Other assets 88,098 325,118 32,866 20,090 189,578 655,750
Loans 244,615 2,386,990 2,086 678,852 149,555 3,462,098
Share investments (62,001) 52,225 – 2,737 849,489 842,450
Property, technology and office equipment 46,816 – – – – 46,816
Promissory notes issued by members 3,899 8,416 – – – 12,315
Subscribed capital 1,027,556 671,784 228,770 – – 1,928,110

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total assets 2,001,430 7,070,235 1,729,854 745,367 1,948,252 13,495,138
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Liabilities
Amounts owed to credit institutions (112,933) (172,846) (196,724) (3,208) (25,825) (511,536)
Debts evidenced by certificates (735,000) (1,016,999) (1,202,580) (193,987) (3,725,581) (6,874,147)
Other liabilities (394,801) (334,316) (59,241) (12,718) (181,611) (982,687)
Provisions for general portfolio risks (151,204) – – – – (151,204)
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total liabilities (1,393,938) (1,524,161) (1,458,545) (209,913) (3,933,017) (8,519,574)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Net assets / (liabilities) 607,492 5,546,074 271,309 535,454 (1,984,765) 4,975,564

Derivative financial instruments
Currency swaps 1,506,829 (4,095,953) 122,689 50,456 2,415,979 –
Forward exchange contracts 2,031,492 (1,472,407) (395,320) (583,084) 419,319 –

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Currency position at 31 December 1997 4,145,813 (22,286) (1,322) 2,826 850,533 4,975,564
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Currency position at 31 December 1996 2,432,860 (32,378) (888) (6,267) 599,733 2,993,060
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Under the Agreement, payment for the paid-in shares of the original capital stock
subscribed to by members was to be made in five equal annual instalments. Of
each instalment, up to 50 per cent was payable in non-negotiable, non-interest-
bearing promissory notes or other obligations issued by the subscribing member
and payable to the Bank at par value upon demand. Under Resolution No. 59,
payment for the paid-in shares subscribed to by members under the capital
increase is to be made in eight equal annual instalments, and a member may pay
up to 60 per cent of each instalment in non-negotiable, non-interest-bearing
promissory notes or other obligations issued by the member and payable to the
Bank at par value upon demand.

The promissory notes or other obligations are denominated in ECU, United States
dollars or Japanese yen. In accordance with a policy adopted by the Board of
Directors for the drawdown of promissory notes or other obligations deposited by

members in connection with their initial subscriptions, each such promissory note
or other obligation deposited in 1992 or later has been drawn down in three equal
annual instalments. The policy adopted in connection with subscriptions to the
capital increase calls for the drawdown of promissory notes or other obligations in
five equal annual instalments.

Promissory notes or other obligations denominated in United States dollars or
Japanese yen have been translated into ECU either at the rates of exchange ruling
at the dates of draw down, or, if outstanding at the year end, at market rates
ruling at 31 December 1997.

Nine members are overdue in the encashment of their deposited promissory notes
as follows:

1 Relates to shares allocated to countries forming part of the former Yugoslavia.

In addition there is an outstanding encashment of ECU 1.40 million relating to
shares previously held by the former Yugoslavia but not yet allocated.

The outstanding promissory note encashments detailed above are additional to
the ECU 10.2 million capital due, but not yet received, detailed in the table to
note 14. This includes non-receipt of promissory notes of value ECU 1.7 million.
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Currency exposures are individually disclosed for those currencies in which the
Bank has the largest gross balance sheet. Exposures in all other currencies are
aggregated under “other”.

17 Liquidity risk

Liquidity risk is a measure of the extent to which the Bank may be required to
raise funds to meet its commitments associated with financial instruments. The
Bank’s commitment to maintaining a strong liquidity position is embodied in
policies which require a minimum target liquidity ratio, based on a multi-year
context, of 45 per cent of its next three years’ net cash requirements, with full
coverage of all committed but undisbursed project financing together with a
requirement that 40 per cent of its net Treasury investments mature within one
year. This policy is implemented by maintaining liquidity in a target zone, above the
required minimum level, of 90 per cent of the next three years’ net cash
requirements.

Positions arising in “other currencies” are primarily the result of local currency risk
undertaken through share investments in countries of operations where currency
hedges were not readily available.

The table below provides an analysis of assets, liabilities and members’ equity
into relevant maturity groupings based on the remaining period from the balance
sheet date to the contractual maturity date. It is presented under the most
prudent consideration of maturity dates where options or repayment patterns allow
for early repayment possibilities. Therefore, in the case of liabilities the earliest
possible repayment date is shown, while for assets it is the latest possible
repayment date.

Those assets and liabilities that do not have a contractual maturity date are
grouped together in the “maturity undefined” category.

Over Over Over
1 month 3 months 1 year

Up to and up to and up to and up to
and including and including and including and including Over Maturity

1 month 3 months 1 year 5 years 5 years undefined Total
ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Assets
Placements with and advances to credit institutions 534,265 677,536 – – – – 1,211,801
Debt securities 368,801 157,669 478,260 1,895,372 2,435,696 – 5,335,798
Other assets 460,138 28,691 134,264 11,296 21,361 – 655,750
Loans 78,837 211,803 383,755 1,627,022 1,275,284 (114,603) 3,462,098
Share investments – – – – – 842,450 842,450
Property, technology and office equipment – – – – – 46,816 46,816
Promissory notes issued by members – – 3,459 2,463 1,850 4,543 12,315
Subscribed capital:
Due but not yet received – – 1,703 – – 8,515 10,218
Called but not yet due 16,902 11,268 238,564 937,497 702,446 11,215 1,917,892
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total assets 1,458,943 1,086,967 1,240,005 4,473,650 4,436,637 798,936 13,495,138
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Liabilities
Amounts owed to credit institutions (309,471) (83,895) – – (118,170) – (511,536)
Debts evidenced by certificates (637,321) (608,601) (478,208) (3,544,569) (1,605,448) – (6,874,147)
Other liabilities (411,086) (29,254) (27,615) (114,291) (117,072) (283,369) (982,687)
Provisions for general portfolio risks – – – – – (151,204) (151,204)
Members’ equity – – – – – (4,975,564) (4,975,564)
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total liabilities and members’ equity (1,357,878) (721,750) (505,823) (3,658,860) (1,840,690) (5,410,137) (13,495,138)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Liquidity risk at 31 December 1997 101,065 365,217 734,182 814,790 2,595,947 (4,611,201) –
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Cumulative liquidity risk at 31 December 1997 101,065 466,282 1,200,464 2,015,254 4,611,201 – –
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Cumulative liquidity risk at 31 December 1996 666,410 942,684 1,618,247 1,942,016 2,385,427 – –
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
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The Bank’s interest rate risk measurement is complemented by accepted market
techniques including Value-at-Risk, spread risk and volatility risk on which frequent
management reporting takes place. Treasury assets and liabilities are actively
managed and invested within authorised duration guidelines. At 31 December
1997 the overall duration was 0.01 years (1996: 0.01 years) with an average
during the year of 0.01 years (1996: 0.05 years). Interest rate risks arising on

the Bank’s assets and liabilities are monitored on a daily basis by measuring the
change in their value for a one basis point change in interest rates.
At 31 December 1997 the effect of a one basis point rise across interest rates in
all currencies in which the Bank’s Treasury held positions would result in a loss of
ECU 13,200 (1996: loss of ECU 7,000).

The Bank is highly selective in its choice of counterparties and considers that non-
performance does not represent a significant risk. Derivatives transactions are
allowed with counterparties rated A- or better for transactions with a maturity of
less than three months and AA- or better for transactions with a maturity of more
than three months or with whom a collateralised security agreement has been
signed.

1 These amounts represent the maximum possible loss to the Bank in the event
that its credit derivative agreements become actionable by its counterparties and
no recovery is achievable on the specified assets.

2 These amounts represent the replacement cost to the Bank in the event of non-
performance by the counterparties to those swap and over-the-counter option
agreements that have a positive value to the Bank.

Over Over Over
1 month 3 months 1 year

Up to and up to and up to and up to Non-interest-
and including and including and including and including Over bearing

1 month 3 months 1 year 5 years 5 years funds Total
Repricing interval ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Assets
Placements with and advances to credit institutions 534,265 677,536 – – – – 1,211,801
Debt securities 2,321,229 813,739 448,917 1,010,158 741,755 – 5,335,798
Other assets 452,496 – 184,252 – – 19,002 655,750
Loans 535,416 1,017,635 1,575,396 155,342 292,912 (114,603) 3,462,098
Non-interest-earning assets including 

subscribed capital called, not yet due – – – – – 2,829,691 2,829,691
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total assets 3,843,406 2,508,910 2,208,565 1,165,500 1,034,667 2,734,090 13,495,138
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Liabilities
Amounts owed to credit institutions (309,471) (83,895) – – (118,170) – (511,536)
Debts evidenced by certificates (900,141) (516,772) (735,061) (3,125,610) (1,596,563) – (6,874,147)
Other liabilities (401,163) – (153,741) – – (427,783) (982,687)
Provisions for general portfolio risks – – – – – (151,204) (151,204)
Members’ equity – – – – – (4,975,564) (4,975,564)

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total liabilities and members’ equity (1,610,775) (600,667) (888,802) (3,125,610) (1,714,733) (5,554,551) (13,495,138)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Net assets 2,232,631 1,908,243 1,319,763 (1,960,110) (680,066) (2,820,461) –
Derivative financial instruments (688,566) 15,470 (1,967,080) 1,960,110 680,066 – –

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Interest rate risk at 31 December 1997 1,544,065 1,923,713 (647,317) – – (2,820,461) –
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Cumulative interest rate risk at 31 December 1997 1,544,065 3,467,778 2,820,461 2,820,461 2,820,461 – –
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Cumulative interest rate risk at 31 December 1996 2,224,761 2,395,917 2,271,715 2,292,573 2,292,573 – –
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

31 December 31 December
19 Credit related information on Treasury derivative financial instruments 1997 1996

ECU 000 ECU 000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Credit derivatives 1 1,935,932 1,400,396

Swaps and over-the-counter option agreements: 2

Pre netting / collateral agreements 616,931 652,040
Post netting / collateral agreements 352,799 460,470

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

18 Interest rate risk

Interest rate risk is the risk that the value of a financial instrument will fluctuate
due to changes in market interest rates. The length of time for which the rate of
interest is fixed on a financial instrument indicates to what extent it is exposed to
interest rate risk. The table below provides information on the extent of the Bank’s 

interest rate exposure based either on the contractual maturity date of its financial
instruments or, in the case of instruments that reprice to a market rate of interest
before maturity, the next repricing date. Securities that comprise the Bank’s
marked to market portfolio are assumed to reprice within the “up to and including
1 month” category. 
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Estimated 
Balance realisable value Estimated Estimated 

sheet value adjustment realisable value realisable value 
1997 1997 1997 1996

ECU 000 ECU 000 ECU 000 ECU 000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Assets
Placements with and advances to credit institutions 1,211,801 – 1,211,801 1,757,849
Debt securities 5,335,798 (87,708) 5,248,090 5,452,219
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

6,547,599 (87,708) 6,459,891 7,210,068
Loans 3,462,098 – 3,462,098 2,460,740
Share investments 842,450 298,206 1,140,656 743,500
Other non-financial assets 2,642,991 – 2,642,991 675,330
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total assets 13,495,138 210,498 13,705,636 11,089,638
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

Liabilities
Amounts owed to credit institutions (511,536) – (511,536) (1,404,504)
Debts evidenced by certificates (6,874,147) 11,819 (6,862,328) (5,562,181)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

(7,385,683) 11,819 (7,373,864) (6,966,685)
Other non-financial liabilities (1,133,891) – (1,133,891) (994,393)
Members’ equity (4,975,564) – (4,975,564) (2,993,060)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Total liabilities and members’ equity (13,495,138) 11,819 (13,483,319) (10,954,138)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Net estimated realisable value at 31 December 222,317 135,500
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

1997 1996
Payable: ECU 000 ECU 000
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

not later than one year 23,510 21,661
later than one year and not later than five years 88,505 81,836
later than five years 81,033 93,771
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– ––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

At 31 December 193,048 197,268
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––– –––––––––––––––––––––––––––––––––––––––––––––––

Debt securities held in the Bank’s investment portfolio are intended to be held to
maturity and are consequently stated in the balance sheet at amortised cost.
The estimated realisable value adjustment as at 31 December 1997 is primarily 

21 Operating lease commitments

The Bank leases its headquarters building in London and buildings for certain of
its Resident Offices in countries of operations. These are standard operating
leases and include renewal options, periodic escalation clauses and are non-
cancellable in the normal course of business without the Bank incurring
substantial penalties. The most significant lease is that for the headquarters
building. Rent payable under the terms of this lease is reviewed every five years
and is based on market rates. After such a review rent may stay the same or be
increased. The Bank has a break clause effective in the year 2006 which allows
the Bank to terminate the lease. The headquarters lease requires the Bank to
restore the premises to their original condition. A reserve, to cover the estimated 

due to a substantial widening of spreads, as a result of the crisis in South East
Asia where the Bank’s exposure is principally in sovereign related debt issues
from Korea.

full cost of this reinstatement, is built up monthly, based on an estimate by the
Bank’s quantity surveyors. The costs associated with restoring the Resident
Offices are not considered material and therefore no equivalent provision is made.

The Bank has entered into sublease arrangements for two floors of its
headquarters building. The terms of the subleases mirror the terms of the Bank’s
head lease. The total minimum future lease payments expected to be received
under these assignments is ECU 19.6 million as at 31 December 1997. Sublease
payments recognised in income for the year amount to ECU 1.6 million.

Minimum future lease payments under long-term non-cancellable operating leases
are shown below.

20 Estimated realisable value information

Presented below is information on the estimated realisable values of the Bank’s
financial assets and liabilities. This represents the estimated approximate amount
for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction. Where an active
market exists for a particular instrument, quoted prices have been used. Where an
active market does not exist, estimated values have been derived from internal
pricing models based on discounted cash flow techniques, except in the case of
share investments (see (d) below).

The following should be noted in the presentation of estimated realisable values
set out below:

(a) the value of short-term financial instruments, i.e. those maturing within one
year, approximates to the value stated in the Bank’s balance sheet.

(b) the value in respect of debt securities and debts evidenced by certificates
incorporates the estimated realisable value of associated derivative instruments.
For the Bank’s issues of debts evidenced by certificates which are private 

placements, information is available only for those issues in which the Bank has
subsequently repurchased part of the issue.

(c) the balance sheet value of loans is stated net of provisions, which
approximates to their estimated realisable value. Due to the fact that the Bank
manages its interest rate risk on a portfolio basis, it is not possible to identify the
specific derivative instruments which hedge the interest rate risk on the Bank’s
loan portfolio. Consequently, the stated amount of the loan portfolio does not
allow for the estimated value of any associated hedging derivative instrument.

(d) the value of share investments that are traded on a recognised stock exchange
is determined using quoted stock exchange prices. The Bank’s quoted share
investments are generally in markets which are relatively illiquid and volatile and
the value presented below makes no additional allowance for this. In all other
cases value is assumed to correspond with the Bank’s historical cost, net of
provisions.
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22 Staff retirement scheme

An actuarial valuation of the defined benefit scheme is performed every three
years by a qualified actuary using the projected unit method. The most recent
valuation was at 31 August 1997. The key assumptions used were a real rate of
investment return of 4 per cent and a real increase in salaries of 3 per cent.

The most recent actuarial valuation showed that the market value of the scheme
assets was ECU 39.5 million and the present value of the projected retirement
benefits was ECU 36.0 million.

23 Other fund agreements

In addition to the Bank’s operations and the Special Funds programme, the Bank
administers numerous bilateral and multilateral grant agreements to provide
technical assistance and investment support in the countries of operations. These
agreements focus primarily on project preparation, project implementation
(including goods and works), advisory services and training. The resources
provided by these fund agreements are held separately from the ordinary capital
resources of the Bank and are subject to external audit.

At 31 December 1997 the Bank administered 53 cooperation fund agreements
(1996: 47) for an aggregate of ECU 511.8 million (1996: ECU 423.8 million) which
includes ECU 190.5 million for the Tacis and Phare programmes of the European
Commission under the Bangkok Facility. Of this committed amount, funds received
at 31 December 1997 totalled ECU 330.9 million. The total uncommitted balance
of the funds at 31 December 1997 was ECU 88.7 million.

In addition, the Bank administered 52 project-specific cooperation agreements for
an aggregate amount of ECU 25.7 million and six investment cooperation fund
agreements for an aggregate amount of ECU 27.7 million. Also, the Bank
administers the EBRD – Japan Special Earmarked Fund which was established in
1994 as a mechanism to channel the Japanese contributions to the Russia Small
Business Programme.

The pension charge recognised for the year was ECU 12.6 million (1996: ECU
10.7 million) and is included in general administrative expenses in the profit and
loss account (note 5). This included a credit of ECU 0.3 million in respect of the
amortisation of the actuarial surplus which is being recognised over 13.5 years,
the expected remaining working lives of the relevant employees. The pension
charge recognised under the defined contribution scheme was ECU 4.1 million
(1996: ECU 2.8 million) and in the defined benefit scheme was ECU 8.5 million for
the year ended 31 December 1997 (1996: ECU 7.9 million) and is included in
general administrative expenses.

Following a proposal by the G-7 countries for a multilateral programme of action to
improve safety in nuclear power plants in the countries of operations, the Nuclear
Safety Account (“the NSA”) was established by the Bank in March 1993. The NSA
funds are in the form of grants and are used for funding immediate safety
improvement measures. At 31 December 1997, 15 contributors had made pledges
up to a total amount of ECU 260.6 million, using the fixed exchange rates defined
in the Rules of the NSA.

At their Denver Summit in June 1997, the G-7 and the European Union endorsed
the setting up of the Chernobyl Shelter Fund (“the CSF”). The CSF was established
on 7 November 1997, when the Rules of the CSF were approved by the Board,
and became operational on 8 December 1997, when the required eight
contributors had entered into contribution agreements with the Bank. The objective
of the CSF is to assist Ukraine in transforming the existing Chernobyl sarcophagus
into a safe and environmentally stable system. At 31 December 1997, 
16 contributors had made pledges up to a total amount of ECU 262.7 million
using the fixed exchange rates defined in the Rules of the CSF.

Auditors’ report to the European Bank for Reconstruction and Development
We have audited the balance sheet of the European Bank for Reconstruction and Development as of 31 December 1997, and the related profit and loss account,
and statement of cash flows for the year then ended, on pages 57 to 72. The preparation of these financial statements is the responsibility of the Bank’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

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

In our opinion, the financial statements present fairly, in all material respects, the financial position of the Bank as of 31 December 1997, and of the results of its
operations and its cash flows for the year then ended, in accordance with International Accounting Standards and the overall principles of the European
Community’s Council Directive on the Annual Accounts and Consolidated Accounts of Banks and Other Financial Institutions.

Arthur Andersen
London
10 March 1998
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