Status of The Baltic Special Funds’ activities

The Baltic Investment Special Fund

Profit and loss account

Year to Year to
For the year ended 31 December 1997 31 December 1997 31 December 1996
Note ECU 000 ECU 000
Interest and similar income
From loans 774 865
Other interest 735 650
Net fee and commission income 41 35
Net profit on sale of share investments 3 3,009 -
Foreign exchange 74 (189)
Other operating expenses 4 (23) (103)
Transfer of interest income to
The Baltic Technical Assistance Special Fund 5 (1,090) -
Operating profit before provisions 3,520 1,258
Provisions for losses 6 (338) (191)
Profit for the year 3,182 1,067
Balance sheet 31 December 31 December
At 31 December 1997 1997 1996
Note ECU 000 ECU 000 ECU 000 ECU 000
Assets
Placements with credit institutions 19,149 18,221
Other assets 7 5,763 537
Loans and share investments
Loans 8 11,475 11,472
Share investments 8 2,868 4,822
14,343 16,294
Contributions due but not yet received 10 3,322 30
Contributions pledged but not yet due 10 3,500 7,500
Total assets 46,077 42,582
Liabilities
Other liabilities 23 39
Provisions for general portfolio risks 6 567 238
Contributions 10 41,500 41,500
Reserves 11 805 (262)
Profit for the year 3,182 1,067
Contributors’ resources 45,487 42,305
Total liabilities and contributors’ resources 46,077 42,582
Memorandum items
Commitments 9 7,076 2,829
Statement of changes in contributors’ resources Special Accumulated Profit for
For the year ended 31 December 1997 Contributions reserve profit/(loss) the year Total
ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
At 31 December 1995 30,000 - 1,870 - 31,870
Contributions replenishment 11,500 - - - 11,500
Qualifying fees from the prior year - 146 (146) - -
Loss set aside from the prior year - - (2,132) - (2,132)
Profit for the year - - - 1,067 1,067
At 31 December 1996 41,500 146 (408) 1,067 42,305
Profit set aside from the prior year - - 1,067 (1,067) -
Profit for the year - - - 3,182 3,182
At 31 December 1997 41,500 146 659 3,182 45,487

In accordance with the Agreement, it is intended that an amount of ECU 31,000,
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 special reserve is maintained, in accordance with the Agreement, for meeting
certain defined losses of the Fund. The special reserve has been established, in
accordance with the Fund’s financial policies, by setting aside 100 per cent of

qualifying fees and commissions received by the Fund associated with loans until
the Board of Directors determines that the size of the special reserve is adequate.

The profit brought forward from prior years represents the accumulated profits

after appropriations of qualifying fee and commission income to the special
reserve.
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Year to Year to
Statement of cash flows 31 December 31 December
For the year ended 31 December 1997 1997 1996
ECU 000 ECU 000 ECU 000 ECU 000
Cash flows from operating activities
Operating profit for the year 3,182 1,067
Adjustments for:
Provisions for losses 338 191
Realised gains on share investments (3,009) -
Operating profit before changes in operating assets 511 1,258
Increase in operating assets:
Interest receivable (84) (92)
Other assets (5,142) -
Decrease in other liabilities (16) (66)
Net cash (used)/provided by operating activities (4,731) 1,100
Cash flows from investing activities
Proceeds from repayment of loans 3,714 2,073
Proceeds from sale of share investments 6,031 -
Funds for loans and share investments (4,794) (3,542)
Net cash provided/(used) by investing activities 4,951 (1,469)
Cash flows from financing activities
Contributions 708 3,970
Net cash provided by financing activities 708 3,970
Net increase in cash and cash equivalents 928 3,601
Cash and cash equivalents 1 January 18,221 14,620
Cash and cash equivalents 31 December 19,149 18,221

Notes to the financial statements
Creation of the Special Fund

The Baltic Investment Special Fund (“the Fund”) was created by and is
administered under the terms of an Agreement dated 14 April 1992 (“the Fund
Agreement”) between the European Bank for Reconstruction and Development
(“the Bank”) and the Governments of the Kingdom of Denmark, the Republic of
Finland, the Republic of Iceland, the Kingdom of Norway and the Kingdom of
Sweden (“the Nordic countries”).

The Fund was established in accordance with Article 18 of the Agreement
Establishing the Bank. The objective of the Fund is to promote private sector
development through support for small and medium-sized enterprises in Estonia,
Latvia and Lithuania (“the Baltic States”).

Significant accounting policies

i Accounting convention
The financial statements have been prepared under the historical cost convention
and comply with International Accounting Standards.

ii Foreign currencies

Monetary assets and liabilities denominated in currencies other than ECU 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 transaction.

Exchange gains or losses arising from the translation of assets, liabilities and
transactions during the year are taken to the profit and loss account.

iii Share investments
Share investments are carried at cost less provisions for any permanent
diminution in value. Dividends are credited to income when received.

iv Provisions for losses and general portfolio risks

Specific provisions are made against identified loans 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 losses on non-sovereign risk
assets that are not specifically identified at year end are applied in two stages: at
commitment and at disbursement. 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.
Provisions made, less any amounts released during the year, are charged to the
profit and loss account. The Fund’s provisions are detailed in note 4.

Vv Interest, fees and commissions

Interest and commitment fees are recorded as income on an accruals basis. The
Fund 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.
Front end fees are recorded as income when the agreement is signed or the loan
becomes effective, whichever is the later date. Commitment 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.

vi Derivative financial instruments

In the normal course of business the Fund is a party to contracts for derivative
financial instruments including currency swap agreements. These instruments are
used to manage the Fund’s currency exposure on assets.

Profits and losses arising from financial instruments entered into for hedging
purposes are matched against those arising on items being hedged.

Net profit on sale of share investments 1997 1996
ECU 000 ECU 000
Net profit on sale of share investments 3,009 -

The net profit on sale of share investments in 1997 reflects the disposal of
investments in Estonia and Latvia and the partial disposal of a Regjonal investment.

Other operating expenses

Other operating expenses comprise administrative expenses directly relating to the
Fund and include fees payable to the Bank for operating the Fund, calculated at
2.5 per cent of each contribution instalment received.
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Transfer of interest income to The Baltic Technical Assistance
Special Fund

In accordance with article 3.01(c) of the Rules and Regulations of the Fund, ECU
1.1 million, representing income derived from investment of the resources of the
Fund, was transferred to The Baltic Technical Assistance Special Fund to
supplement its resources.
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6 Provisions for losses and general portfolio risks Share 1997 1996
Loans investments Total Total
Profit and loss charges ECU 000 ECU 000 ECU 000 ECU 000

Provision charge this year:
General provisions on

Outstanding disbursements 125 249 374 268
Outstanding commitments 1 288 289 (384)
Specific provisions - (350) (350) 350
Portfolio risks (6) 31 25 (43)
For the year ended 31 December 1997 120 218 338
For the year ended 31 December 1996 (101) 292 191
Share
Loans investments Total
Movement in provisions ECU 000 ECU 000 ECU 000
At 1 January 1997 316 812 1,128
Provision charges 120 218 338
Foreign exchange adjustments 14 9 23
At 31 December 1997 450 1,039 1,489

Analysed between:

General provisions on outstanding disbursements 313 609 922
Provisions for losses deducted from assets 313 609 922
General provisions on outstanding commitments 98 71 169
Portfolio risks 39 359 398
Provisions for general portfolio risks 137 430 567
At 31 December 1997 450 1,039 1,489
General provisions are based on a risk-rated approach for non-sovereign risk risk provision applied at a rate of 0.75 per cent against all commitments net of
assets applied in two steps. An initial amount of 50 per cent of the provision is repayments, in “provisions for general portfolio risks”. General provisions made at
made at the time of commitment and the remaining 50 per cent at disbursement. disbursement together with specific provisions are shown as a deduction from the
The provision based on commitments is included, together with a general portfolio loans and share investments asset categories.

7 Other assets 1997 1996

ECU 000 ECU 000

Interest receivable 472 388
Proceeds from sale of share investments 5,245 -
Other 46 149
At 31 December 5,763 537

Proceeds from the sale of share investments in December 1997 were received by
the Fund in January 1998.

8 Loans and share investments Share

Loans investments Total
Outstanding disbursements: ECU 000 ECU 000 ECU 000
At 1 January 1997 11,651 5,533 17,184
Disbursements made 3,653 966 4,619
Repayments/disposals at cost (3,714) (3,022) (6,736)
Foreign exchange adjustments 198 - 198
At 31 December 1997 11,788 3,477 15,265
Provisions as at 31 December 1997 (313) (609) (922)
Total net of provisions at 31 December 1997 11,475 2,868 14,343
Total net of provisions at 31 December 1996 11,472 4,822 16,294

Committed but not yet disbursed:
At 31 December 1997 1,081 5,995 7,076

At 31 December 1996 1,772 1,057 2,829

No specific provisions have been made in 1997 against these loans and share
disbursements (1996: ECU 350,000).
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Committed Committed
Outstanding Outstanding but not yet but not yet
9 Analysis of operational activity disbursements disbursements disbursed disbursed
1997 1996 1997 1996
Analysis by country ECU 000 ECU 000 ECU 000 ECU 000
Estonia 6,273 11,062 42 42
Latvia 2,392 3,491 120 730
Lithuania 4,723 1,600 919 1,000
Regional 1,877 1,031 5,995 1,057
At 31 December 15,265 17,184 7,076 2,829
10 Contributions
1997 1996
Contributions pledged by the Nordic countries are set out below: ECU 000 ECU 000
Cumulative contributions received
Denmark 7,140 7,140
Finland 8,048 7,384
Iceland 388 344
Norway 6,240 6,240
Sweden 12,862 12,862
34,678 33,970
Contributions due but not yet received
Denmark 960 -
Norway 810 30
Sweden 1,552 -
3,322 30
Contributions pledged but not yet due
Denmark 840 1,800
Finland 581 1,245
Iceland 39 83
Norway 682 1,462
Sweden 1,358 2,910
3,500 7,500
At 31 December 41,500 41,500
Total contributions ECU 000 %
Denmark 8,940 21.6
Finland 8,629 20.8
Iceland 427 1.0
Norway 7,732 18.6
Sweden 15,772 38.0
At 31 December 41,500 100.0
Deutsche United States Lithuanian Other
11 Net currency position ECU marks dollars litas currencies Total
ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
Assets
Placements with credit institutions 19,109 - 40 - - 19,149
Other assets 3,437 2,136 190 - - 5,763
Loans (313) 6,273 5,515 - - 11,475
Share investments (609) - - 1,600 1,877 2,868
Contributions due but not yet received 3,322 - - - - 3,322
Contributions pledged but not yet due 3,500 - - - - 3,500
Total assets 28,446 8,409 5,745 1,600 1,877 46,077
Liabilities
Other liabilities (21) - 2) - - (23)
Provisions for general portfolio risks (567) - - - - (567)
Total liabilities (588) - (2) - - (590)
Net assets 27,858 8,409 5,743 1,600 1,877 45,487
Derivative financial instruments
Cross currency swaps 3,708 (2,751) (957) - - -
Currency position at 31 December 1997 31,566 5,658 4,786 1,600 1,877 45,487
Currency position at 31 December 1996 31,884 4,231 1,007 1,600 3,583 42,305
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Over Over Over
1 month 3 months 1 year
Up to and up to and up to and up to
& including & including & including & including Over Maturity
12 Liquidity risk 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 credit institutions 19,149 - - - - - 19,149
Other assets 5,372 303 44 - - 44 5,763
Loans - - - 11,229 559 (313) 11,475
Share investments - - - - - 2,868 2,868
Contributions due but not yet received - - - - - 3,322 3,322
Contributions pledged but not yet due - - 3,500 - - - 3,500
Total assets 24,521 303 3,544 11,229 559 5,921 46,077
Liabilities
Other liabilities - (23) - - - - (23)
Provisions for general portfolio risks - - - - - (567) (567)
Contributors’ resources - - - - - (45,487) (45,487)
Total liabilities and contributors’ resources - (23) - - - (46,054) (46,077)
Liquidity risk at 31 December 1997 24,521 280 3,544 11,229 559 (40,133) -
Cumulative liquidity risk at 31 December 1997 24,521 24,801 28,345 39,574 40,133 - -
Cumulative liquidity risk at 31 December 1996 18,331 18,539 22,575 35,833 37,726 - -

Auditors’ report to the European Bank for Reconstruction and Development

We have audited the balance sheet of The Baltic Investment Special Fund as of 31 December 1997, and the related profit and loss account, and statement of cash
flows for the year then ended, on pages 73 to 77. 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 Fund 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.

A

Arthur Andersen
London
10 March 1998
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The Baltic Technical Assistance Special Fund

Statement of movements in fund balance Year to Year to
For the year ended 31 December 1997 31 December 1997 31 December 1996
Note ECU 000 ECU 000
Balance brought forward 3,470 5,143
Contributions received 3 833 330
Interest and similar income 111 167
Transfer of interest income from The Baltic Investment Special Fund 4 1,090 -
5,504 5,640
Disbursements 5 (2,805) (2,150)
Other operating expenses 6 (50) (20)
Balance of fund available 2,649 3,470
Balance sheet 31 December 31 December
At 31 December 1997 1997 1996
Note ECU 000 ECU 000
Assets
Placements with credit institutions 7 2,564 2,806
Other assets 96 673
Total assets 2,660 3,479
Liabilities
Unallocated fund balance 8 (164) 897
Allocated fund balance 5 2,813 2,573
2,649 3,470
Other liabilities 11 9
Total liabilities 2,660 3,479
Notes to the financial statements
Creation of the Special Fund 2 Significant accounting policies

The Baltic Technical Assistance Special Fund (“the Fund”) was created by and is
administered under the terms of an Agreement dated 14 April 1992 (“the Fund
Agreement”) between the European Bank for Reconstruction and Development
(“the Bank”) and the Governments of the Kingdom of Denmark, the Republic of
Finland, the Republic of Iceland, the Kingdom of Norway and the Kingdom of
Sweden (“the Nordic countries”).

The Fund was established in accordance with Article 18 of the Agreement
Establishing the Bank. The objective of the Fund is to promote the development of
a market economic system in Estonia, Latvia and Lithuania. In this respect, the
Fund focuses on the development of small and medium-sized enterprises in the
private sector.

Contributions

i Accounting convention

The financial statements have been prepared under the historical cost convention.
Contributions and disbursements are accounted for on a cash basis. Interest
income and operating expenses are accounted for on an accruals basis.

i Foreign currencies
Disbursements in currencies other than ECU are translated into ECU at exchange
rates ruling at the time of the transaction.

iii Completed projects

A project is defined as completed when all consultants involved have satisfied all
contractual obligations and all invoices related to the project have been submitted
for payment.

On completion of a project any committed amounts not disbursed are reassigned
to the unallocated fund balance.

1997 1996
Contributions pledged by the Nordic countries are set out below: ECU 000 ECU 000
Contributions received during the year
Denmark 248 79
Finland 172 55
Iceland 11 4
Norway - 64
Sweden 402 128
At 31 December 833 330
Contributions due but not yet received
Norway 202 -
At 31 December 202 -
Contributions pledged but not yet due
Denmark 93 101
Finland 64 70
Iceland 4 4
Norway 75 82
Sweden 149 163
At 31 December 385 420

78 European Bank for Reconstruction and Development



Status of The Baltic Special Funds’ activities

4 Transfer of interest income from The Baltic Investment 5 Allocated fund balance and disbursements
Special Fund
In accordance with Article 3.01(c) of the Rules and Regulations of The Baltic The allocated fund balance represents all commitments approved by the Bank
Investment Special Fund (“BISF”) ECU 1.1 million, representing income derived under the terms of the Fund Agreement net of cumulative disbursements.

from investment of the resources of the BISF, was transferred to the Fund to
supplement its resources.

Commitments Allocated fund

approved Disbursements balance

ECU 000 ECU 000 ECU 000
Projects in operation
At 1 January 1997 5,625 3,052 2,573
Movement in the year 2,041 1,801 240
At 31 December 1997 7,666 4,853 2,813
Completed projects
At 1 January 1997 2,902 2,902 -
Movement in the year 1,004 1,004 -
At 31 December 1997 3,906 3,906 -
Total projects
At 1 January 1997 8,527 5,954 2,573
Movement in the year 3,045 2,805 240
At 31 December 1997 11,572 8,759 2,813

6 Other operating expenses 8 Unallocated fund balance

Other operating expenses comprise administrative expenses directly related to the The unallocated fund balance will be funded from contributions pledged but not yet
Fund and include fees payable to the Bank for operating the Fund, calculated at 5 received, the net income retained in the Fund and transfers of net income from
per cent of each contribution instalment received. The Baltic Investment Special Fund.

7 Placements with credit institutions

All placements with credit institutions are call deposits and are denominated in ECU.

Auditors’ report to the European Bank for Reconstruction and Development

We have audited the balance sheet of The Baltic Technical Assistance Special Fund as of 31 December 1997, and the related movements in the fund balance
for the year then ended, on pages 78 and 79. 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 Fund as of 31 December 1997, and the movements in
the Fund balance for the year then ended, on the basis set out in note 2.

A

Arthur Andersen
London
10 March 1998
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The Russia Small Business Investment Special Fund

Profit and loss account Year to Year to
For the year ended 31 December 1997 31 December 1997 31 December 1996
Note ECU 000 ECU 000
Interest and similar income
From loans 2,062 888
Other interest 1,235 795
Interest expenses and similar charges (282) (151)
Foreign exchange 4,213 289
Other operating expenses 3 (147) (726)
Operating profit before provisions 7,081 1,095
Provisions for losses 4 (7,910) (4,768)
Loss for the year (829) (3,673)
Balance sheet 31 December 31 December
At 31 December 1997 1997 1996
Note ECU 000 ECU 000 ECU 000 ECU 000
Assets
Placements with credit institutions 20,866 26,096
Other assets 841 370
Loans and share investments
Loans 5 15,072 6,872
Share investments 5 880 290
15,952 7,162
Contributions pledged but not yet due 6 1,196 5,976
Total assets 38,855 39,604
Liabilities
Other liabilities 699 630
Contributions 6 45,699 45,688
Reserves (6,714) (3,041)
Loss for the year (829) (3,673)
Contributors’ resources 38,156 38,974
Total liabilities and contributors’ resources 38,855 39,604
Memorandum items
Commitments 7 65,486 42,544
Statement of changes in contributors’ resources Accumulated Loss for
For the year ended 31 December 1997 Contributions loss the year Total
ECU 000 ECU 000 ECU 000 ECU 000
At 31 December 1995 19,020 (1,339) - 17,681
Exchange rate difference on conversion of contributions pledged but not yet received 42 - - 42
Contributions replenishment 26,626 - - 26,626
Loss set aside from the prior year - (1,702) - (1,702)
Loss for the year - - (3,673) (3,673)
At 31 December 1996 45,688 (3,041) (3,673) 38,974
Exchange rate difference on conversion of contributions pledged but not yet received 11 - - 11
Loss set aside from the prior year - (3,673) 3,673 -
Loss for the year - - (829) (829)
At 31 December 1997 45,699 (6,714) (829) 38,156
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Year to Year to
Statement of cash flows 31 December 31 December
For the year ended 31 December 1997 1997 1996
ECU 000 ECU 000 ECU 000 ECU 000
Cash flows from operating activities
Operating loss for the year (829) (3,673)
Adjustments for:
Provisions for losses 7,910 4,768
Operating profit before changes in operating assets 7,081 1,095
Increase in operating assets:
Interest receivable (471) (222)
Increase in other liabilities 69 339
Net cash provided by operating activities 6,679 1,212
Cash flows from investing activities
Proceeds from repayment of loans 1,370 1,467
Funds for loans and share investments (18,070) (10,437)
Net cash used by investing activities (16,700) (8,970)
Cash flows from financing activities
Contributions 4,791 24,122
Net cash provided by financing activities 4,791 24,122
Net (decrease)/increase in cash and cash equivalents (5,230) 16,364
Cash and cash equivalents 1 January 26,096 9,732
Cash and cash equivalents 31 December 20,866 26,096

Notes to the financial statements
Creation of the Special Fund

The creation of the Russia Small Business Investment Special Fund (“the Fund”)
was approved by the Board of Directors (“the Board”) of the European Bank for
Reconstruction and Development (“the Bank”) at its meeting of 18 October 1993
and is administered, inter alia, under the terms of Rules and Regulations of such
Special Fund approved also by the Board on that date. The Fund became
operational in 1994 when commitments by donors totalled US$ 3.0 million and the
pilot phase of the programme was further extended during that year. An
amendment to the Rules and Regulations was approved by the Board on 14 July
1994 to change the denomination of the Fund from ECU to United States dollars.
The full-scale phase of the Russia Small Business Fund Programme was approved
by the Board at its meeting of 30 August 1995 and a revised version of the Rules
and Regulations of the Fund, in connection with the full-scale phase, was approved
by the Board on 1 April 1996.

The Fund was established in accordance with Article 18 of the Agreement
Establishing the Bank. The objective of the Fund is to assist the development of
small businesses in the private sector in Russia.

Significant accounting policies

i Accounting convention
The financial statements have been prepared under the historical cost convention
and comply with International Accounting Standards.

ii Foreign currencies

Monetary assets and liabilities denominated in currencies other than ECU 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.

Contributions received are translated into ECU at the exchange rates ruling at the
time of the transaction. Outstanding contributions are translated into ECU at spot
rates as at 31 December 1997.

Exchange gains or losses arising from the translation of assets, liabilities and
transactions during the year are taken to the profit and loss account.

iii Share investments
Share investments are carried at cost less provisions for any permanent
diminution in value. Dividends are credited to income when received.

iv Provisions for losses

Specific provisions are made against identified loans 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. Additional general provisions are made in respect of losses
which, although not specifically identified, are inherent in any portfolio of
contractual commitments, loans and share investments. Provisions made, less any
amounts released during the year, are charged to the profit and loss account. The
Fund’s provisions are detailed in note 4.

Vv Interest

Interest is recorded as income on an accruals basis. The Fund 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.

Other operating expenses
Other operating expenses comprise administrative expenses directly related to the

Fund and include fees payable to the Bank for operating the Fund, calculated at 3
per cent of each contribution instalment received.
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Provisions for losses Share Total loans 1997 1996
Loans investments and shares Guarantees Total Total
Profit and loss charges ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
Provision charge this year:
General provisions on
outstanding disbursements 7,320 590 7,910 - 7,910 4,237
Specific provisions - - - - - 531
For the year ended 31 December 1997 7,320 590 7,910 - 7,910
For the year ended 31 December 1996 4,382 234 4,616 152 4,768
Share
Loans investments Total
Movement in provisions ECU 000 ECU 000 ECU 000
At 1 January 1997 6,871 290 7,161
Provision charges 7,320 590 7,910
Foreign exchange adjustments 882 - 882
At 31 December 1997 15,073 880 15,953

In accordance with Section 5.04 (i) of the Rules and Regulations of the Fund, the
Fund will bear losses arising on investments financed by the Fund and parallel
investments by the Bank up to a maximum aggregate amount of US$ 75.0 million.

Thereafter losses will be borne equally by the Fund and the Bank. Consequently, a
general provision of 50 per cent is made for both loans and share investments at
disbursement.

Loans and share investments Share

Loans investments Total
Outstanding disbursements: ECU 000 ECU 000 ECU 000
At 1 January 1997 13,743 580 14,323
Disbursements 16,011 1,180 17,191
Repayments (1,370) - (1,370)
Foreign exchange adjustments 1,761 - 1,761
At 31 December 1997 30,145 1,760 31,905
Provisions at 31 December 1997 (15,073) (880) (15,953)
Total net of provisions at 31 December 1997 15,072 880 15,952
Total net of provisions at 31 December 1996 6,872 290 7,162
Committed but not yet disbursed:
At 31 December 1997 10,562 3,802 14,364
At 31 December 1996 19,248 4,434 23,682

All loans and share investments are for projects in Russia.
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1997 1996
Contributions pledged from the donor countries are set out below: ECU 000 ECU 000
Cumulative contributions received
Canada 761 761
France 5,323 3,116
Germany 5,698 2,739
Italy 6,719 6,719
Japan 21,162 21,162
Switzerland 2,360 2,360
United States of America 2,480 2,855
At 31 December 44,503 39,712
Contributions pledged but not yet due
France - 2,255
Germany 1,196 3,721

1,196 5,976
At 31 December 45,699 45,688
Total contributions ECU 000 %
Canada 761 1.7
France 5,323 11.6
Germany 6,894 15.1
Italy 6,719 14.7
Japan 21,162 46.3
Switzerland 2,360 5.2
United States of America 2,480 5.4
At 31 December 45,699 100.0

Commitments

At 31 December 1997, commitments included guarantees of ECU 51.1 million
(1996: ECU 18.8 million) and loan and share investment commitments not yet

guarantees represents the Fund’s possible exposure in the event of losses arising
on guaranteed parallel investments financed by the Bank as detailed in note 4

disbursed of ECU 14.4 million (1996: ECU 23.7 million). The amount for above.
United States Russian
8 Net currency position ECU dollars roubles Total
ECU 000 ECU 000 ECU 000 ECU 000

Assets
Placements with credit institutions 9 20,857 - 20,866
Other assets - 841 - 841
Loans (15,073) 30,145 - 15,072
Share investments (880) - 1,760 880
Contributions pledged but not yet due - 1,196 - 1,196
Total assets (15,944) 53,039 1,760 38,855
Liabilities
Other liabilities (111) (588) - (699)
Total liabilities (111) (588) - (699)
Currency position at 31 December 1997 (16,055) 52,451 1,760 38,156
Currency position at 31 December 1996 (7,363) 45,757 580 38,974

The Fund uses the ECU as the unit of measure for the presentation of its financial
statements but the activities of the Fund are denominated in United States dollars.
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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 Maturity
9 Liquidity risk 1 month 3 months 1 year 5 years undefined Total
ECU 000 ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
Assets
Placements with credit institutions 20,866 - - - - 20,866
Other assets 290 360 191 - - 841
Loans - - 8,144 21,529 (14,601) 15,072
Shares - N N - 880 880
Contributions pledged but not yet due - - 1,196 - - 1,196
Total assets 21,156 360 9,531 21,529 (13,721) 38,855
Liabilities
Other liabilities - (111) - - (588) (699)
Contributors’ resources - - - - (38,156) (38,156)
Total liabilities and contributors’ resources - (111) - - (38,744) (38,855)
Liquidity risk at 31 December 1997 21,156 249 9,531 21,529 (52,465) -
Cumulative liquidity risk at 31 December 1997 21,156 21,405 30,936 52,465 - -
Cumulative liquidity risk at 31 December 1996 26,186 27,616 31,908 45,545 - -

A

Arthur Andersen
London
10 March 1998

Auditors’ report to the European Bank for Reconstruction and Development

We have audited the balance sheet of The Russia Small Business Investment Special Fund as of 31 December 1997, and the related profit and loss account, and
statement of cash flows for the year then ended, on pages 80 to 84. 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 Fund 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.
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The Russia Small Business Technical Cooperation Special Fund

Statement of movements in fund balance

Year to Year to

For the year ended 31 December 1997 31 December 1997 31 December 1996

Note ECU 000 ECU 000

Balance brought forward 7,439 2,089

Contributions received 3 23,545 10,840

Interest and similar income 996 195

Foreign exchange 2,329 205
Transfer of contributions from The Russia

Small Business Investment Special Fund 4 375 2,176

34,684 15,505

Disbursements 5 (12,138) (7,671)

Other operating expenses 6 (721) (395)

Balance of fund available 21,825 7,439

Balance sheet

31 December

31 December

At 31 December 1997 1997 1996
Note ECU 000 ECU 000
Assets
Placements with credit institutions 7 21,750 7,532
Other assets 97 22
Total assets 21,847 7,554
Liabilities
Unallocated fund balance 9,191 1,424
Allocated fund balance 5 12,634 6,015
21,825 7,439
Other liabilities 22 115
Total liabilities 21,847 7,554

Notes to the financial statements
Creation of the Special Fund

The creation of The Russia Small Business Technical Cooperation Special Fund
(“the Fund”) was approved by the Board of Directors (“the Board”) of the European
Bank for Reconstruction and Development (“the Bank”) at its meeting of 18
October 1993 and is administered, inter alia, under the terms of Rules and
Regulations of such Special Fund approved also by the Board on that date. An
amendment to the Rules and Regulations was approved by the Board on 14 July
1994 to change the denomination of the Fund from ECU to United States dollars.
The full-scale phase of The Russia Small Business Programme was approved by
the Board at its meeting of 30 August 1995 and a revised version of the Rules
and Regulations of the Fund, in connection with the full-scale phase, was approved
by the Board on 1 April 1996.

The Fund was established in accordance with Article 18 of the Agreement
Establishing the Bank. The objective of the Fund is to finance technical
cooperation for the design and implementation of the pilot, extended pilot and full-
scale phase operations of The Russia Small Business Investment Special Fund.

2 Significant accounting policies

i Accounting convention

The financial statements have been prepared under the historical cost convention.
Contributions and disbursements are accounted for on a cash basis. Interest
income and operating expenses are accounted for on an accruals basis.

ii Foreign currencies

Monetary assets and liabilities in currencies other than ECU are translated into
ECU at spot rates as at 31 December 1997. Transactions in currencies other than
ECU, including disbursements, are translated into ECU at month-end exchange
rates. Commitments are translated into ECU at spot rates as at 31 December

1997.

Exchange gains and losses arising from the translation of assets, liabilities and
transactions during the year are taken to the statement of movements in fund

balance.

iii Completed projects

A project is defined as completed when all consultants involved have satisfied all
contractual obligations and all invoices related to the project have been submitted
for payment.

On completion of a project any committed amounts not disbursed are reassigned
to the unallocated fund balance.

Contributions received

1997 1996
Contributions pledged by the donors are set out below: ECU 000 ECU 000
Contributions received during the year
Canada 2,849 1,157
France 1,261 948
Germany - 1,329
Italy - 1,208
Japan - 2,588
United Kingdom 889 3,216
United States of America 18,546 394
At 31 December 23,545 10,840
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3 Contributions received (continued) 1997 1996
ECU 000 ECU 000
Contributions pledged but not yet due
France - 1,288
Germany 299 266
United Kingdom - 821
At 31 December 299 2,375
4 Transfer of contributions from The Russia Small Business Investment 5 Allocated fund balance and disbursements
Special Fund
In accordance with the contribution agreement dated 29 September 1994 between The allocated fund balance represents all commitments approved by the Bank
the United States Agency for International Development (USAID) and the Bank, under the terms of the Fund net of cumulative disbursements.

contributions of ECU 0.4 million (1996: ECU 2.2 million) were transferred to the
Fund from The Russia Small Business Investment Special Fund.

Commitments Allocated fund
approved Disbursements balance
ECU 000 ECU 000 ECU 000
Projects in operation
At 1 January 1997 17,597 11,582 6,015
Movement in the year 10,453 3,834 6,619
At 31 December 1997 28,050 15,416 12,634
Completed projects
At 1 January 1997 2,466 2,466 -
Movement in the year 8,304 8,304 -
At 31 December 1997 10,770 10,770 -
Total projects
At 1 January 1997 20,063 14,048 6,015
Movement in the year 18,757 12,138 6,619
At 31 December 1997 38,820 26,186 12,634
6 Other operating expenses 7 Placements with credit institutions
Other operating expenses comprise administrative expenses directly related to the All placements with credit institutions are call deposits and are denominated in

Fund and include fees payable to the Bank for operating the Fund, calculated at United States dollars.
3 per cent of each contribution instalment received.

Auditors’ report to the European Bank for Reconstruction and Development

We have audited the balance sheet of The Russia Small Business Technical Cooperation Special Fund as of 31 December 1997, and the related movements in the
fund balance for the year then ended, on pages 85 and 86. 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 Fund as of 31 December 1997, and the movements in
the Fund balance for the year then ended, on the basis set out in note 2.

A

Arthur Andersen
London
10 March 1998

86 European Bank for Reconstruction and Development



Status of The Moldova Micro Business Investment Special Fund’s activities

The Moldova Micro Business Investment Special Fund

Profit and loss account

Year to Period to
For the year ended 31 December 1997 31 December 1997 31 December 1996
Note ECU 000 ECU 000

Interest and similar income
From loans 26 -
Other interest 63 5
Net fee and commission income 6 -
Foreign exchange 159 28
Other operating expenses 3 (39) 1)
Operating profit before provisions 215 32
Provisions for losses 4 (303) (13)
(Loss)/profit for the period (88) 19

Balance sheet

31 December

31 December

At 31 December 1997 1997 1996
Note ECU 000 ECU 000
Assets
Placements with credit institutions 892 1,263
Other assets 20 5
Loans 5 319 13
Total assets 1,231 1,281
Liabilities
Other liabilities 39 1
Contributions 6 1,261 1,261
Reserves 19 -
(Loss)/profit for the period (88) 19
Contributor’s resources 1,192 1,280
Total liabilities and contributor’s resources 1,231 1,281
Memorandum items
Commitments 7 1,287 1,060
Statement of changes in contributor’s resources Accumulated  (Loss)/profit for
For the year ended 31 December 1997 Contributions profit the period Total
ECU 000 ECU 000 ECU 000 ECU 000
Contribution agreement 1,261 - - 1,261
Profit for the period - - 19 19
At 31 December 1996 1,261 - 19 1,280
Profit set aside for the previous period - 19 (19) -
Loss for the year - - (88) (88)
At 31 December 1997 1,261 19 (88) 1,192
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Year to Period to
Statement of cash flows 31 December 31 December
For the year ended 31 December 1997 1997 1996
ECU 000 ECU 000 ECU 000 ECU 000
Cash flows from operating activities
Operating (loss)/profit for the period (88) 19
Adjustments for:
Provisions for losses 303 13
Operating profit before changes in operating assets 215 32
Increase in operating assets:
Interest receivable (15) (5)
Increase in other liabilities 38 1
Net cash provided by operating activities 238 28
Cash flows from investing activities
Funds for loans (609) (26)
Net cash used by investing activities (609) (26)
Cash flows from financing activities
Contributions - 1,261
Net cash provided by financing activities - 1,261
Net (decrease)/increase in cash and cash equivalents (371) 1,263
Cash and cash equivalents 1 January 1,263 -
Cash and cash equivalents 31 December 892 1,263

Notes to the financial statements
Creation of the Special Fund

The Moldova Micro Business Investment Special Fund (“the Fund”) was created by
and is administered under the terms of an Agreement dated 3 September 1996
(“the Fund Agreement”) between the European Bank for Reconstruction and
Development (“the Bank”) and the Government of Switzerland (the “Government”
or the “Swiss Government”) .

The Fund was established in accordance with Article 18 of the Agreement
Establishing the Bank. The objective of the Fund is to assist the development of
micro businesses through support for small and medium-sized enterprises in the
Republic of Moldova.

Significant accounting policies

i Accounting convention
The financial statements have been prepared under the historical cost convention
and comply with International Accounting Standards.

ii Foreign currencies

Monetary assets and liabilities denominated in currencies other than ECU 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.

Contributions received are translated into ECU at the exchange rates ruling at the
time of the transaction. Outstanding contributions are translated into ECU at spot
rates as at 31 December 1997.
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Exchange gains or losses arising from the translation of assets, liabilities and
transactions during the period are taken to the profit and loss account.

iii Provisions for losses

Specific provisions are made against identified loans representing a prudent
estimate of that part of the outstanding balance that might not be recovered.
General provisions are made in respect of losses which, although not specifically
identified, are inherent in any portfolio of contractual commitments, loans and
share investments. Provisions made, less any amounts released during the period,
are charged to the profit and loss account. The Fund’s provisions are detailed in
note 4.

iv Interest, fees and commissions

Interest is recorded as income on an accruals basis. The Fund 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. Commitment fees are recorded as
income over the period during which the commitment exists.

Other operating expenses
Other operating expenses comprise administrative expenses directly related to the

Fund and include fees payable to the Bank for operating the Fund calculated at
3 per cent of each contribution received.



4 Provisions for losses

Status of The Moldova Micro Business Investment Special Fund’s activities

Loans

Profit and loss charges ECU 000
Provision charge this year:
General provisions on

outstanding disbursements 303
For the year ended 31 December 1997 303
For the period ended 31 December 1996 13
Movement in provisions
At 1 January 1997 13
Provision charges 303
Foreign exchange adjustments 3
At 31 December 1997 319

In accordance with Section 5.04 of the Rules and Regulations of the Fund, the
Fund will bear losses arising on investments financed by the Fund and parallel
investments by the Bank up to a maximum of 75 per cent of the Fund value.

Thereafter losses will be borne equally by the Fund and the Bank. Consequently, a
general provision of 50 per cent is made for loans at disbursement.

5 Loans

Loans
Outstanding disbursements: ECU 000
At 1 January 1997 26
Disbursements 609
Foreign exchange adjustments 3
At 31 December 1997 638
Provisions at 31 December 1997 (319)
Total net of provisions at 31 December 1997 319
Total net of provisions at 31 December 1996 13
Committed but not yet disbursed:
At 31 December 1997 87
At 31 December 1996 1,005

All loans are for projects in Moldova.

6 Contributions

Contributions payable per the Fund Agreement were received in full from the Swiss
Government in 1996.

7 Commitments

At 31 December 1997, commitments included guarantees of ECU 1.2 million
(1996: ECU 55,000) and loan commitments not yet disbursed of ECU 87,000
(1996: ECU 1.0 million). The amount for guarantees represents the Fund’s
possible exposure in the event of losses arising on guaranteed parallel
investments financed by the Bank as detailed in note 4 above.

United States

8 Net currency position ECU dollars Total
ECU 000 ECU 000 ECU 000
Assets
Placements with credit institutions - 892 892
Other assets - 20 20
Loans (319) 638 319
Total assets (319) 1,550 1,231
Liabilities
Other liabilities (39) - (39)
Total liabilities (39) - (39)
Currency position at 31 December 1997 (358) 1,550 1,192
Currency position at 31 December 1996 (14) 1,294 1,280

The Fund uses the ECU as the unit of measure for the presentation of its financial
statements but the activities of the Fund are denominated in United States dollars.
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Over 1 month Over 1 year
Up to and up to and up to
and including and including and including Maturity
9 Liquidity risk 1 month 3 months 5 years undefined Total
ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
Assets
Placements with credit institutions 892 - - - 892
Other assets 4 16 - - 20
Loans - - 638 (319) 319
Total assets 896 16 638 (319) 1,231
Liabilities
Other liabilities - (39) - - (39)
Contributor’s resources - - - (1,192) (1,192)
Total liabilities and contributor’s resources - (39) - (1,192) (1,231)
Liquidity risk at 31 December 1997 896 (23) 638 (1,511) -
Cumulative liquidity risk at 31 December 1997 896 873 1,511 - -
Cumulative liquidity risk at 31 December 1996 1,268 1,267 1,280 - -

Auditors’ report to the European Bank for Reconstruction and Development

We have audited the balance sheet of The Moldova Micro Business Investment Special Fund as of 31 December 1997, and the related profit and loss account, and
statement of cash flows for the period then ended, on pages 87 to 90. 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 Fund as of 31 December 1997, and of the results of its
operations and its cash flows for the period then ended, in accordance with International Accounting Standards.

A

Arthur Andersen
London
10 March 1998
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The EBRD Technical Cooperation Special Fund

Statement of movements in fund balance

Year to Period to
For the year ended 31 December 1997 31 December 1997 31 December 1996
Note ECU 000 ECU 000
Balance brought forward 247 -
Contributions received 3 452 247
Interest and similar income 12 4
711 251
Disbursements 4 (84) -
Other operating expenses 5 (12) 4)
Balance of fund available 615 247
Balance sheet 31 December 31 December
At 31 December 1997 1997 1996
Note ECU 000 ECU 000
Assets
Placements with credit institutions 6 618 249
Other assets 2 -
Total assets 620 249
Liabilities
Unallocated fund balance 447 247
Allocated fund balance 4 168 -
615 247
Other liabilities 5 2
Total liabilities 620 249
Notes to the financial statements
Creation of the Special Fund 3 Contributions received

The creation of The EBRD Technical Cooperation Special Fund (“the Fund”) was
approved by the Board of Directors (“the Board”) of the European Bank for
Reconstruction and Development (“the Bank”) at its meeting of 12/13 September
1995 and is administered under the terms of Rules and Regulations of such
Special Fund approved also by the Board on that date. The Fund became active in
June 1996, following the receipt of the first contribution.

The Fund was established in accordance with Article 18 of the Agreement
Establishing the Bank. The objective of the Fund is to serve as a facility for
financing technical cooperation projects in the Bank’s countries of operations.

Significant accounting policies

i Accounting convention

The financial statements have been prepared under the historical cost convention.
Contributions and disbursements are accounted for on a cash basis. Interest
income and operating expenses are accounted for on an accruals basis.

ii Foreign currencies

Disbursements in currencies other than ECU are translated into ECU at exchange
rates ruling at the time of the transaction. Commitments net of disbursements
made, in currencies other than ECU, are translated at spot rates as at 31
December 1997.

Contributions received during the year include repayments made by various private
sector beneficiaries. In accordance with the Rules and Regulations of the Fund,
contributions may only be received from Donors which have signed a Contribution
Agreement with the Bank. As at 31 December 1997, eight Donors have signed
such an agreement as follows:

Finland

Ireland

Israel

Norway
Portugal
Sweden
Switzerland
United Kingdom

In 1997 no direct contributions were received (1996 : ECU 247,000 from the
United Kingdom).
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4 Allocated fund balance and disbursements

The allocated fund balance represents all commitments approved by the Bank
under the terms of the Fund net of cumulative disbursements.

Commitments Allocated fund
approved Disbursements balance
ECU 000 ECU 000 ECU 000
Projects in operation
At 1 January 1997 - - -
Movement in the year 252 (84) 168
At 31 December 1997 252 84) 168
5 Other operating expenses 6 Placements with credit institutions
Other operating expenses comprise administrative expenses directly related to the Placements with credit institutions are call deposits and are denominated in ECU.

Fund and include fees payable to the Bank for operating the Fund. The fee is set
at a level such that it should not exceed interest income net of direct costs.

Auditors’ report to the European Bank for Reconstruction and Development

We have audited the balance sheet of The EBRD Technical Cooperation Special Fund as of 31 December 1997, and the related movements in the fund balance for
the period then ended, on pages 91 and 92. 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 Fund as of 31 December 1997, and the movements
in the Fund balance for the period then ended, on the basis set out in note 2.

A

Arthur Andersen
London
10 March 1998
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The Financial Intermediary Investment Special Fund

Profit and loss account Period to
For the period 16 December 1996 to 31 December 1997 31 December 1997
Note ECU 000
Interest and similar income
Other interest 29
Foreign exchange 68
Other operating expenses 3 (14)
Operating profit before provisions 83
Provisions for losses 4 (62)
Profit for the period 21
Balance sheet 31 December
At 31 December 1997 1997
Note ECU 000
Assets
Placements with credit institutions 1,063
Other assets 2
Share investments 5 1,470
Total assets 2,535
Liabilities
Other liabilities 760
Provisions for general portfolio risks 4 17
Contributions 6 1,737
Profit for the period 21
Contributor’s resources 1,758
Total liabilities and contributor’s resources 2,535
Memorandum items
Commitments 5 240
Statement of changes in contributor’s resources Profit for
For the period 16 December 1996 to 31 December 1997 Contributions the period Total
ECU 000 ECU 000 ECU 000
Contribution agreements 1,737 - 1,737
Profit for the period - 21 21
At 31 December 1997 1,737 21 1,758
Period to
Statement of cash flows 31 December
For the period 16 December 1996 to 31 December 1997 1997
ECU 000 ECU 000
Cash flows from operating activities
Operating profit for the period 21
Adjustments for:
Provisions for losses 62
Operating profit before changes in operating assets 83
Increase in operating assets:
Increase in interest receivable 2)
Increase in other liabilities 10
Net cash provided by operating activities 91
Cash flows from investing activities
Funds for share investments (765)
Net cash used by investing activities (765)
Cash flows from financing activities
Contributions 1,737
Net cash provided by financing activities 1,737
Cash and cash equivalents 31 December 1,063
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Notes to the financial statements
Creation of the Special Fund

The creation of The Financial Intermediary Investment Special Fund (“the Fund”)
was approved by the Board of Directors (“the Board”) of the European Bank for
Reconstruction and Development (“the Bank”) at its meeting of 16 December
1996 and is administered, inter alia, under the terms of Rules and Regulations of
such Special Fund approved by the Board on that date. The Fund became
operational on 22 May 1997 following the receipt of the first contributions.

The Fund was established in accordance with Article 18 of the Agreement
Establishing the Bank. The objective of the Fund is to support financial
intermediaries in the Bank’s countries of operations by investing in their capital.

Significant accounting policies

i Accounting convention
The financial statements have been prepared under the historical cost convention
and comply with International Accounting Standards.

ii Foreign currencies

Monetary assets and liabilities denominated in currencies other than ECU 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.

Contributions received are translated into ECU at the exchange rates ruling at the
time of the transaction. Outstanding contributions are translated into ECU at spot
rates as at 31 December 1997.

Exchange gains or losses arising from the translation of assets, liabilities and
transactions during the period are taken to the profit and loss account.

iii Share investments
Share investments are carried at cost less provisions for any permanent
diminution in value. Dividends are credited to income when received.

iv Provisions for losses and general portfolio risks

For share investments, specific provisions are made as an estimate of any
permanent diminution in value. General provisions in respect of losses on non-
sovereign risk assets that are not specifically identified at period end are applied
in two stages: at commitment and at disbursement. Portfolio risks provisions are
made in respect of losses which, although not specifically identified, are inherent
in the portfolio of contractual commitments. Provisions made, less any amounts
released during the period, are charged to the profit and loss account. The Fund’s
provisions are detailed in note 4.

Other operating expenses
Other operating expenses comprise administrative expenses directly relating to the

Fund and include fees payable to the Bank for operating the Fund, calculated at
1 per cent per annum of contributions received.

Provisions for losses and general portfolio risks Share
investments
Profit and loss charges ECU 000
Provision charge this period:
General provisions on
Outstanding disbursements 45
Outstanding commitments 4
Portfolio risks 13
For the period ended 31 December 1997 62
Movement in provisions
Provision charges 62
At 31 December 1997 62
Analysed between:
General provisions on outstanding disbursements 45
Provisions for losses deducted from assets 45
General provisions on outstanding commitments 4
Portfolio risks 13
Provisions for general portfolio risks 17
At 31 December 1997 62

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.
The provision based on commitments is included, together with a general 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
share investments asset category.

Share investments Share
investments
Outstanding disbursements: ECU 000
Disbursements 1,515
Provisions at 31 December 1997 (45)
Total net of provisions at 31 December 1997 1,470
Committed but not yet disbursed:
At 31 December 1997 240

All share investments are for projects in Slovenia.
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6 Contributions

Contributions payable per the Contribution Agreements were received in full from
the United States of America on 22 May 1997.

United States Netherlands Slovenian
7 Net currency position ECU dollars guilders tolars Total
ECU 000 ECU 000 ECU 000 ECU 000 ECU 000
Assets

Placements with credit institutions - 202 861 - 1,063
Other assets - 1 1 - 2
Share investments (45) - - 1,515 1,470
Total assets (45) 203 862 1,515 2,535

Liabilities
Other liabilities (1) (9) - (750) (760)
Provisions for general portfolio risks (17) - - - a7)
Total liabilities (18) 9) - (750) 777)
Currency position at 31 December 1997 (63) 194 862 765 1,758

Over 1 month
Up to and up to
and including and including Maturity
8 Liquidity risk 1 month 3 months undefined Total
ECU 000 ECU 000 ECU 000 ECU 000
Assets

Placements with credit institutions 1,063 - - 1,063
Other assets 2 - - 2
Share investments - - 1,470 1,470
Total assets 1,065 - 1,470 2,535

Liabilities
Other liabilities (750) (10) - (760)
Provisions for general portfolio risks - - (17) (17)
Contributor’s resources - - (1,758) (1,758)
Total liabilities and contributor’s resources (750) (10) (1,775) (2,535)
Liquidity risk at 31 December 1997 315 (10) (305) -
Cumulative liquidity risk at 31 December 1997 315 305 - -

Auditors’ report to the European Bank for Reconstruction and Development

We have audited the balance sheet of The Financial Intermediary Investment Special Fund as of 31 December 1997, and the related profit and loss account, and
statement of cash flows for the period then ended, on pages 93 to 95. 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 Fund as of 31 December 1997, and of the results of its
operations and its cash flows for the period then ended, in accordance with International Accounting Standards.

A

Arthur Andersen
London
10 March 1998
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