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THE DECISION-MAKING BODIES OF THE OENB



General Council, State Commissioner

President’s Report

In the seventh year since the begin-
ning of Stage Three of Economic and
Monetary Union (EMU), economic
developments in the euro area were
characterized by moderate growth
dynamics and increasing confidence
on the part of businesses and house-
holds. The higher, but historically still
very low, level of interest rates on the
financial markets and the ongoing
appreciation of the U.S. dollar against
the euro improved the operational
environment for the central banks of
the Eurosystem.

In the reporting year, the Oester-
reichische  Nationalbank  (OeNB)
achieved profits which were higher
than in 2004 and remained close to
the long-term average. It has to be
noted, however, that the above-aver-
age profits registered after the foun-
dation of EMU have seriously limited
future profit potential. It should also
be called to mind that the OeNB is
obliged to hold sufficient reserves to
perform its tasks and to make ade-
quate risk provisions — an obligation
all national central banks within the
European System of Central Banks
(ESCB) have to fulfill to ensure Euro-
system credibility.

In 2005 the OeNB was once more
actively involved in many different
ESCB activities, most importantly
joint efforts to address the challenges
arising from EU enlargement. The
year 2005 also saw great achieve-
ments in all of the OeNB’s business
areas: The OeNB further optimized
its investment strategy and managed
to successfully implement this revised
strategy, although the overall invest-
ment environment remained chal-
lenging. Moreover, the OeNB con-

tributed significantly to the promo-
tion of financial stability and the
preparations for the Single Euro Pay-
ments Area (SEPA). In fulfilling its
monetary policy tasks and ensuring
the security of payment means, the
OeNB once more put special emphasis
on its communication with the Aus-
trian public.

To be able to focus on its core
competences, the OeNB decided to
restructure its corporate holdings and
sold its shares in Austrian Payment
Systems Services (APSS) GmbH and
A-Trust Gesellschaft fur Sicherheits-
systeme im elektronischen Daten-
verkehr GmbH (a provider of certifi-
cation for electronic signatures). In
this context, it should be emphasized
that the OeNB’s efforts to further
enhance Austria’s role as a financial
center have significantly contributed
to the development of an infrastruc-
ture for the use of digital signatures
and smooth payment processing.

As the OeNB and its associated
companies are committed to effi-
ciency and cost awareness, operating
processes were further optimized in
2005, building on corporate syner-
gies. The allocation of resources was
guided by the principle of efficiency,
and the OeNB continued to cut costs
in many areas. The consistently high
degree of trust the OeNB enjoys as an
institution proves that people acknow-
ledge the OeNB’s achievements,
which provides a solid basis for the
OeNB to continue its successful work
within the Eurosystem.

President
Herbert Schimetschek
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General Council (Generalrat), State Commissioner; on December 31,2005

Herbert Schimetschek
President
Chairman of the Board of Austria

Versicherungsverein auf Gegenseitigkeit

Manfred Frey

Vice President

retired President of the regional finance authority

of Vienna, Lower Austria and Burgenland

August Astl
Secretary General (y" the
Austrian Chamber of Agriculture

Bernhard Felderer
Director of the Institute
_for Advanced Studies (IHS)

Philip G6th
Certified public accountant/tax consultant

Partner of Deloitte Austria

Elisabeth Giirtler-Mauthner
Managing Director

of Sacher Hotels Betriebsges.m.b.H.

and Vice President of the

Osterreichische Hoteliersvereinigung (OHYV)

Manfred Hofmann

Director

Head of the Austrian Federal Economic
Chamber’s Department of Finance

and Accounting

CEO of Wirtschaftskammern
Pensionskasse AG

Director of the Austrian Federal Economic

Chamber’s pension fund

Herbert Kofler

Independent accountant/tax consultant
Head of the Section

Financial Accounting and the Tax System
of the University of Klagenfurt

Georg Kovarik
Head of the Economics Division
of the Austrian Trade Union Federation

Johann Marihart
Chi(;f Executive Director
of Agrana Beteiligungs-AG

Werner Muhm
Chief of the Chamber
of Labor of Vienna

Gerhard Randa

Executive Vice President

Magna International Inc.

Walter Rothensteiner
Chi(;f Executive Director
of Raiffeisen Zentralbank Osterreich AG

Johann Zwettler

Chief Executive Director

of BAWAG P.S.K.

Bank fiir Arbeit und Wirtschaft und
Osterreichische Postsparkasse AG

Representatives delegated by the Staff Council to attend proceedings that deal with

personnel matters pursuant to Article 22 paragraph 5 of the Oesterreichische

Nationalbank Act:

Thomas Reindl
StqffCounci] Chair

Martina Gerharter
StqffCounci] Deputy Chair

State Commissioner
Thomas Wieser

Director General at the Federal
Ministry quinance

Deputy State Commissioner
Heinz Handler
Austrian Institute

of Economic Research (WIFO)
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The General Council (Generalrat) from left to right:

A. Astl, H. Handler, W. Muhm, ]. Zwettler, E. Glirtler-Mauthner, H. Schimetschek,
B. Felderer, M. Frey, M. Hofmann, W. Rothensteiner, G. Kovarik, H. Kofler

Not in this picture: P. Goth, |. Marihart, G. Randa, T. Wieser

b

Staff Council:
T. Reindl M. Gerharter

Personnel Changes
between April 14, 2005, and April 27, 2006

General Council member Christian Domany resigned his seat on the General
Council at the ordinary General Meeting of May 24, 2005. His successor
is Manfred Hofmann, head of the Austrian Federal Economic Chamber’s
Department of Finance and Accounting. Walter Rothensteiner, whose term
of office ended on the day of the General Meeting, was reappointed to the
General Council.

With effect from April 1, 2006, Alfred Lejsek, head of the Financial
Markets Directorate at the Federal Ministry of Finance, replaced Heinz Handler
as Deputy State Commissioner.
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Governing Board

Governor’s Report

Global growth remained robust in
2005 and reached nearly 5% although
oil prices continued to surge. At 1.3%,
real growth in the euro area was com-
paratively low; in the second half of
2005, however, the euro area econ-
omy gathered steam.

Owing primarily to high energy
and commodity prices, the annual in-
flation rate in the euro area remained
elevated in 2005 (2.2%). In the course
of the year, the signs for growing in-
flation risks increased, which is why
an adjustment of the Eurosystem’s
monetary policy stance was called
for. Thus, after having kept interest
rates unchanged at a historically low
level for two and a half years, the
Governing Council of the European
Central Bank (ECB) decided to raise
the key ECB interest rates by 25 basis
points on December 1, 2005, and
then again on March 2, 2006. These
steps ensure that inflation expecta-
tions — and consequently nominal in-
terest rates and inflation itself — re-
main firmly anchored at a low level.
Monetary policy thus safeguards the
purchasing power of the euro and
facilitates investment — both prereq-
uisites for sustainable economic and
employment growth.

To ensure the euro’s long-term
stability and its positive effect on
growth and employment, the euro
area needs sustainable, sound budget
policies and further structural re-
forms targeted at facilitating adjust-
ment processes and stimulating eco-
nomic activity. The increased leeway
granted by the reform of the Stability
and Growth Pact in spring 2005 must
not be abused for putting off neces-
sary fiscal consolidation, but rather
needs to be used for implementing
sustainable reforms (e.g. of pension

systems) and for improving the struc-
ture of public finances with the aim
of promoting long-term growth. The
relaunched Lisbon strategy has to
be implemented swiftly: the national
reform programs should strengthen
Member States’ commitment to im-
plementing reforms and promote
benchmarking among the most suc-
cessful growth-enhancing reforms.
The completion of the single market
(including services), would unleash
significant growth and employment
potential.

Austria’s economic policy in 2005
was marked by continued reforms,
coupled  with  growth-enhancing
macroeconomic policies. At 1.9%,
real economic growth in Austria was
again 0.6 percentage point above the
average euro area level in 2005; from
the fourth quarter of 2005, growth
began to quicken. These develop-
ments were favored by the reinforced
economic ties with the new EU Mem-
ber States — not least in the banking
sector.

The government’s tax reforms as
well as its conjunctural, employment
and growth packages increased the
budget deficit to 1.5% of GDP (ac-
cording to the Maastricht definition);
the Austrian government should not
lose sight of its explicit aim of achiev-
ing a balanced budget and a debt ratio
below 60% by 2008 and reducing the
tax burden to below 40% of GDP by
2010.

After recovering from the mo-
mentary shock caused by the negative
outcome of the referendums held in
France and the Netherlands on the
ratification of the Constitutional
Treaty, the European Union contin-
ued to pursue its integration course.

April 2005 saw the signing of the EU
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accession treaty for both Bulgaria and
Romania, which are scheduled to join
the EU in 2007, and in fall 2005 the
EU decided to open accession negoti-
ations with Croatia and Turkey. Four
EU Member States joined the ex-
change rate mechanism II (ERM II)
in 2005; the seven new EU Member
States that currently participate in
ERM II can introduce the euro as
soon as they demonstrate sustainable
compliance with all convergence
criteria. On January 1, 2006, Austria
took over the rotating presidency
of the EU; within its competence,
the Oesterreichische Nationalbank
(OeNB) is assisting the Austrian gov-
ernment in fulfilling the responsibili-
ties arising from the Council Presi-
dency.

Globalization, European integra-
tion and the euro continue to offer

many opportunities. By ensuring stable
monetary conditions and offering
customer-oriented services, the OeNB
strives to make the most of these
opportunities and related challenges
for Austria and the Eurosystem. Its
activities are marked by a continued
increase in efficiency, lean staff man-
agement and a high level of cost con-
sciousness. In the interest of Austria’s
economy and citizens, the OeNB will
nevertheless continue to further opti-
mize its service portfolio by ensuring
the highest-possible qualification level
of its staff, promoting innovation and
providing a well-functioning techni-
cal infrastructure.

Governor
Klaus Liebscher

ONB

ANNUAL REPORT 2005



The Governing Board (Direktorium) from left ro right:
P. Zollner, K. Liebscher, W. Duchatczek, J. Christl

Governing Board (Direktorium); on December 31,2005

Klaus Liebscher Wolfgang Duchatczek
Governor Deputy Governor

Peter Zollner Josef Christl

Executive Director Executive Director

See also www.oenb.at for additional information about the Governing Board of the OeNB.
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THE YEAR 2004 AT A GLANCE



Economic and Financial Developments

Global Economy Still Going Strong

At nearly 5%, global growth in 2005 remained robust despite the impact of
surging oil prices. The United States, Asia (in particular the highly dynamic
economies of China and India) as well as the Central, Eastern and Southeastern
European countries recorded growth rates around or considerably above 3%,
and Japan’s economy continued to recover.

Sluggish Growth in the Euro Area = Inflation at 2.2% = Interest
Rates Raised Twice by 25 Basis Points

In the EU, real GDP growth was subdued in 2005 (+1.6%), especially in the
euro area, where it only reached 1.3%. The rise in energy prices went hand in
hand with an increase of inflation to 2.2%. As M3 growth was also strong, the
Eurosystem slightly tightened its monetary policy stance to address risks to
price stability: In December 2005 and then again in early March 2006, the
Governing Council of the ECB raised the key interest rates by 25 basis points.
The minimum bid rate on the main refinancing operations has stood at 2.50%
since then.

Austria’s Economy Expands by Nearly 2% = Inflation Slightly
Above 2%

Austria’s real GDP grew by 1.9% in 2005, mainly fueled by strengthened
exports and the dynamic development of the industrial sector. The financial
services sector expanded vigorously as well. Factors which favored economic
growth were competitive labor costs, strong economic ties with Central,
Eastern and Southeastern European markets and targeted economic policy
measures. The average inflation rate in 2005 was 2.1%; toward the end of the
year, however, inflation dropped considerably. In both January and February
2006, inflation stood at 1.5%; in March it fell to 1.3%. The labor market was
characterized by increasing employment and labor supply, rising unemploy-
ment and more job vacancies. Owing to the government’s growth and employ-
ment packages and the second stage of the tax reform, Austria’s budget deficit
widened somewhat to 1.5% of GDP in 2005, remaining still well below the
euro area average of 2.4%, though.

High Profitability in the Financial Sector

2005 was a successful year for Austria’s financial sector, i.e. banks and other
financial intermediaries. In the banking sector, business at home and especially
subsidiaries in Central, Eastern and Southeastern Europe developed favorably.
At 11%, the increase in unconsolidated total assets reached a level last recorded
in the boom year of 2000. Austrian banks posted annual profits totaling EUR
4 billion, to which Eastern European subsidiaries contributed about one-third.
The increase in foreign currency loans in Austria makes it increasingly impor-
tant for the OeNB and the Financial Market Authority to provide the public
with in-depth information on related risks.
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The Year 2005 for the OeNB

Higher Operating Profit

The OeNB’s financial statements for 2005 report an operating profit of EUR 488 mil-
lion, up by 8.3% (or EUR 37 million) from 2004. The central government’s share
in this profit came to EUR 451 million (2004: EUR 421 million), composed of
EUR 122 million of corporate income tax and a 90% profit share of EUR 329 million
after taxes. The OeNB’s profit for the year 2005 of EUR 37 million will be appro-
priated according to the General Meeting’s decision.

Net Income Reaches More than EUR 700 Million

Net income in 2005 amounted to EUR 731 million (2004: EUR 662 million), break-
ing down into net interest income of EUR 451 million (2004: EUR 449 million), the
net result of financial operations, writedowns and risk provisions in the amount of
EUR 182 million (2004: EUR 215 million) and income from equity and participating
interests equaling EUR 68 million (2004: EUR 21 million). Total expenses in 2005
were EUR 243 million (2004: EUR 212 million). Of these, EUR 105 million (2004:
EUR 98 million) were attributable to staff cost, EUR 85 million (2004: EUR 90 mil-
lion) to administrative expenses and EUR 16 million (2004: EUR 7 million) to the
cost of banknote production services.

Net Currency Position Rises to EUR 12.2 Billion

The OeNB’s net currency position includes on- and off-balance sheet assets and liabil-
ities denominated in foreign currency. The OeNB’s total net currency position as at
December 31, 2005, was EUR 12.2 billion, of which EUR 4.2 billion were gold hold-
ings and EUR 8.0 billion foreign currency holdings. The increase by EUR 1.4 billion
from December 31, 2004, is mainly attributable to valuation gains, particularly on

gold holdings.

Four Million Large-Value Payment Transactions'

The OeNB operates one of the 16 real-time gross settlement (RTGS) systems in
Europe. These RTGS systems and the ECB payment mechanism together form the
Trans-European Automated Real-time Gross settlement Express Transfer system
TARGET. Since the Austrian RTGS system ARTIS was launched in 1999, the number
of payment orders has steadily increased from initially 1.4 million to approximately
4 million in 2005. Chart 10 shows a breakdown of these payment orders into incoming
and outgoing TARGET payments (i.e. cross-border payments within the EU) as well
as domestic RTGS payments (i.e. those effected within the Austrian financial market).

More Than One Billion Euro Banknotes Processed in 2005

Together with its cash logistics arm GELDSERVICE AUSTRIA (GSA), the OeNB
plays a crucial role in Austria’s cash cycle. Three to four times a year on average, each
banknote returns to the OeNB and GSA, where high-security equipment is used to
count and check banknotes and to shred unfit notes. Since the euro cash changeover in
2002, the number of banknotes processed by the OeNB and GSA has increased annu-
ally by an average of nearly 13%. In 2005, the number of processed banknotes for the
first time exceeded 1 billion.

OeNB’s Confidence Index Remains High

In a representative IFES survey conducted in 2005, an average of 76% of respondents
once more expressed their confidence in the OeNB. Thus, the OeNB’s confidence
index has been at a stable, high level for years.

" Some of the terms used in this section are explained in the glossary and/or the abbreviations section.
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Report of the
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on the Financial Year 2005
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Monetary Policy Response to
Inflationary Risks

The success of Stage Three of Eco-
nomic and Monetary Union (EMU),
which began in 1999 with the intro-
duction of the euro as the single cur-
rency, rests on three pillars: mone-
tary stability, sound and sustainable
public finances and a commitment to
structural reforms. The monetary
constitution laid down by the Maas-
tricht Treaty ensures a high degree of
independence for the Eurosystem and
has established price stability as the
primary objective of monetary policy.
The federal structure of the Eurosys-
tem, which consists of the European
Central Bank (ECB) and currently
12 national central banks (NCBs) in-
cluding the Oesterreichische Nation-
albank (OeNB), is characterized by
continuity and the smooth coopera-
tion of its members. On this basis,
the Eurosystem has gained broad ac-
ceptance with the population. As the
main decision-making body of the
ECB, the Governing Council of the
ECB, which consists of the six mem-
bers of the Executive Board of the
ECB and the twelve presidents of the
euro area NCBs, relies on the princi-
ple of “one person, one vote” and acts
by simple majority. The first Govern-
ing Council meeting of the month is
usually followed by a press conference
at which the monetary policy deci-
sions of the Governing Council of the
ECB are communicated to the public.

The medium-term monetary pol-
icy strategy, which relies on the two
pillars of economic and monetary
analysis, has so far proved to be highly
effective. Given the time lags in the
transmission of monetary policy im-
pulses to the price level, monetary
policy cannot fine-tune inflation de-
velopments in the short term. It must
therefore be forward-looking in order

to ensure medium-term price stabil-
ity. The parallel analysis and cross-
checking of macroeconomic and
monetary indicators guarantee that
the monetary policy strategy consti-
tutes a robust foundation for decision-
making by the Governing Council of
the ECB even in the case of economic
shocks and uncertainties about future
cyclical developments. Medium- and
long-term inflation expectations, in
particular, must be kept anchored at
levels consistent with the objective of
price stability.

Despite a series of price shocks
(oil price hike, animal disecases, ter-
rorist attacks), the objective of price
stability (Eurosystem definition: me-
dium-term HICP inflation rates of
below, but close to 2%) has been
largely fulfilled since the beginning of
Stage Three of EMU. Between 1999
and 2005, the inflation rate averaged
2.0%.

First Rise in Five Years in
Eurosystem Key Interest
Rates in 2005

After a period of economic weakness
in the euro area (mid-2004 to mid-
2005), economic growth began to
regain momentum. The main reasons
behind this upturn were robust global
demand, healthy corporate profits
and favorable financing conditions.
Despite the strong rise in com-
modity prices (above all in energy
prices), inflationary pressure in the
euro area remained moderate. The
year 2005 saw a surge in the price of
Brent crude oil to a historic high of
USD 67.5 per barrel in September
2005, thus driving up euro area HICP
inflation from 2.0% in the first half of
2005 to a peak value of 2.6% in Sep-
tember 2005. In the subsequent

HICP inflation rises
above 2%
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MONETARY POLICY RESPONSE TO INFLATIONARY RISKS

Strong and accelerating
monetary growth

Chart 12

Inflation Developments
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months, inflation at the consumer
level also remained significantly above
the 2% level (February 2006: 2.3%;
March 2006: 2.2%). The average an-
nual inflation rate in the euro area
was 2.2% in 2005. The expected pat-
tern of inflation was slightly corrected
upward in the Eurosystem and ECB
staff projections of December 2005
and March 2006, as oil price devel-
opments, rises in administrative
prices and possible second-round ef-
fects of the 2005 surge in oil prices
continue to pose risks to price stabil-

ity. Oil prices continued to climb
throughout the first four months of
2006, posting a new record high of
nearly USD 75 per barrel on April
24, 2006.

The indicators of monetary analy-
sis showed an ample supply of liquid-
ity in the euro area economy. The ex-
pansion of monetary growth observed
since mid-2004 accelerated to more
than 8% in 2005 and continued to
rise at the beginning of 2006. As a
consequence of the low level of inter-
est rates, growth in the monetary

" Eurosystem staff projections for HICP inflation of early December 2005: 1.6% to 2.6% in 2006; 1.4% to
2.6% in 2007. ECB staff projections for HICP inflation of early March 2006: 1.9% to 2.5% in 2006; 1.6%

to 2.8% in 2007.

22

ONB

ANNUAL REPORT 2005



MONETARY POLICY RESPONSE TO INFLATIONARY RISKS

Chart 13
Euro Area Monetary Aggregates
Annual change in %
16
14
12
10 ~
8 4
6 VW\
4
2
0
1999 2000 2001 2002 2003 2004 2005
-— M1 - M3 === Reference value for M3 (4.5%)
—— M3 three-month centered moving average
Source: BIS, ECB.
Chart 14

Eurosystem Key Interest Rates

%
65

55
4.5

35

1999

2000 2001

e Marginal lending facility
e Deposit facility

Source: ECB.

2002

TrT

2003 2004 2005

® Marginal rate (fixed rate tenders) or minimum bid rate
(variable rate tenders) of the main refinancing operations

aggregate M3 has been driven mainly
by its most liquid components. Against
the backdrop of price dynamics in
several national real estate markets,
robust loan growth (in particular in
the mortgage loan segment) also
posed inflationary risks, as home
loans account for the bulk of house-
hold borrowing. Monetary analysis
thus pointed to a general rise in up-
ward risks to price stability over the
medium to longer term.

In response to information signal-
ing risks to price stability, the Gov-
erning Council of the ECB adjusted
its monetary policy stance toward the
end of 2005. On December 1, 2005,
the Governing Council decided to
raise the Eurosystem’s policy interest
rates by 0.25 percentage points; this
was the first interest rate increase
since October 2000. In a second in-
terest rate move, rates were raised by
another 25 basis points on March 2,
2006. The minimum bid rate on the

Interest rates raised
by 25 basis points in
December 2005 and
again in March 2006

ANNUAL REPORT 2005

ONB

23



MONETARY POLICY RESPONSE TO INFLATIONARY RISKS

main refinancing operations and the
interest rates on the marginal lending
facility and the deposit facility thus
stand at 2.50%, 3.50% and 1.50%,
respectively, at the time of writing.
Before these interest rate moves, the
key interest rates had remained at
their lowest level since the establish-
ment of the Eurosystem for two and a

half years.

Euro Area Economy
Recovering at a Modest Pace

Posting a growth rate of just under
5%, the global economy continued to

Contributions to Real GDP Growth

expand dynamically in 2005. This
robust growth was attributable, in
particular, to buoyant expansion of
economic activity in the U.S.A., the
Asian emerging economies — and
here, above all, the dynamic growth
of China and India — and the Central
and Eastern European countries
(CEECs). The only factor that had a
dampening effect on global growth
dynamics was the persistent rise in oil
prices throughout the year.
Following a period of moderate
growth in the first half of 2005 (0.3%
and 0.4% quarter-on-quarter growth

Chart 15
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U.S. Dollar/Euro Exchange Rate
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in the first and second quarters), real
GDP in the euro area accelerated in
the second half, coming to 0.7% in
the third quarter. A major stimulus
for economic growth came from ex-
ports, with a rise in investment also
playing a key role, even though in-
vestment activity was rather modest
during the first months of 2005
despite favorable corporate profits.
Private consumption also augmented
at a slightly faster rate, as did public
spending. In the fourth quarter
(+0.3%), growth dynamics slowed
down a bit again so that overall eco-
nomic growth in the EU-12 came to
1.3% (seasonally and working-day
adjusted: 1.4%) for the entire year.

The external environment is fa-
vorable for future economic develop-
ments and provides support for euro
area exports. Investment is expected
to remain high and benefit from the
prevailing excellent financing condi-
tions, from balance sheet restructur-
ing, profit growth and improvements
in corporate efﬁciency. Consump-
tion, by contrast, is expected to con-
tinue to grow at a moderate pace and
accelerate only after a noticeable re-
covery of labor markets. According
to the ECB staff projections of early

March 2006, economic growth in the
euro area is expected to remain
within a range of 1.7% to 2.5% in
2006 and 1.5% to 2.5% in 2007,
which is a slight improvement on the
projections of December 2005.
Downward risks to growth might
inter alia stem from high oil prices,
which affect real income and drive up
costs for enterprises. The external
value of the euro, which impacts
above all the business of the export-
oriented sectors, saw diverging devel-
opments in the last months of 2005:
Following a steady decline from its
record high of USD/EUR 1.34 in De-
cember 2004 to its lowest level at
around USD/EUR 1.17 at the begin-
ning of November 2005. Thereafter,
the single currency strengthened,
reaching a value of USD/EUR 1.24
on April 27, 2006. The nominal ef-
fective exchange rate of the euro has
decreased by around 4.5% since Jan-
uary 2004, and at the beginning of
2006 was close to its average level for
the period since 1993 (nominal and
real effective exchange rates of the
euro as calculated by the ECB using
proxies). A correction of present
global current account imbalances
(the U.S. current account deficit

Economic growth
in the euro area came to
1.3% in 2005

Cyclical conditions
will stay favorable
in the near future
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Austria outperforms

the euro area economy

at almost 2% of GDP
growth in 2005

came to 6.4% of GDP in 2005) and
of house prices in some euro area
countries might also have an influence
on euro area growth prospects.

Austria’s Economy Remains
in Good Shape

The altogether more favorable global
economic environment had positive
effects on the Austrian economy as
well. Real GDP growth accelerated
throughout 2005: After posting 0.2%
and 0.5% (seasonally and working-
day adjusted, quarter on quarter) in
the first and second quarters, respec-
tively, GDP growth gained momen-
tum in particular as of the third quar-
ter (0.6%) and reached 0.7% in the
fourth quarter of 2005. Economic
growth in Austria thus came to 1.9%
in the reporting year (2004: 2.4%),
which means that it was around 0.6
percentage point higher than euro
area output growth despite the very
weak economic activity of Austria’s

main trade partners Germany and
Italy. This development was favored,
on the one hand, by the moderate
pace of unit labor costs over the last
ten years and, on the other hand, by
the reinforcement of export relations
with Central, Eastern and Southeast-
ern Europe. Economic policy mea-
sures such as the second part of the
tax reform and three growth and em-
ployment packages also helped sup-
port growth in 2005.

Moreover, lively exports of goods
and services, which climbed by 3.8%
against 2004 in real terms and thus
constituted a major pillar of domestic
industrial production, continued to
be key engines of growth in the re-
porting year. Private consumption,
by contrast, remained subdued as a
consequence of slightly higher infla-
tion and increasing unemployment,
but picked up toward year-end. In-
vestments, which had stagnated in the
first six months of 2005 as the special

Box 1

Oil Price Shock, Energy Prices and Inflation in Austria

Since the beginning of 2004, oil prices have more than doubled. In real terms (i.e. ad-
justed for inflation) the oil price in Austria recently reached the peak values of the first oil
price shocks in early 1974; however, it still remains clearly below the price level observed
dfter the second oil price shock of 1979—1980. The latest rise in oil prices is above all con-
nected to a very dynamic international demand for oil. Over the next few years, crude oil
prices cannot be expected to decline significantly. With its high share of hydropower in
total power generation, Austria is in a comparatively favorable situation; however, Austria’s
dependence on oil and natural gas has been increasing continuously and substantially over
the last few decades.

The rise in oil prices has also affected the prices of motor fuels, heating oil and other
forms of energy. A related OeNB paper ' shows that in an EU-wide comparison, Austrian
fuel prices react to oil price fluctuations only to a limited degree and with a greater time
lag. Austrian fuel prices adjust just as fast after a rise as after a fall in oil prices. The
reaction of Austrian prices of district heating, electricity and solid fuels to oil price changes
is only relatively weak. Over the last ten years, despite the doubling of oil prices, the price
of natural gas in Austria has only risen slightly, and less pronouncedly than in the EU-15
on average. At the same time, the decline in electricity prices over the same period was
stronger in Austria than in the EU-15. This favorable development probably reflects the
timely liberalization of Austrian network industries, which preceded liberalization efforts
in the rest of the EU.

" Arpa, M., |. Crespo-Cuaresma, E. Gnan and M. A. Silgoner. 2006. Oil Price Shock, Energy Prices and Inflation — A
Comparison of Austria and the EU. In: Monetary Policy & the Economy Q1/06. Also available at www.oenb.at.
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Real Crude Oil Prices in Austria

Real values based on the CPI for Austria (basis: December 2005)
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Model simulations carried out by the OeNB show that the rise in oil prices from USD
29.74 per barrel in December 2003 to USD 57.16 per barrel in December 2005 damp-
ened the level of real GDP in Austria by a total of around 0.9 percentage point, which
drove up HICP prices by around 1.4 percentage points. The further decoupling of oil con-
sumption from GDP growth, among other things, will determine how sensitively the infla-
tion rate, growth and employment react to oil price shocks. Factors which can contribute
to this process include the increasing share of services in the economy, technological
advances and energy-saving measures. A country’s energy mix can also be diversified by
promoting alternative sources of energy. Energy policy thus not only has an influence on

strategic and structural interrelations but also on macroeconomic development.

investment tax credit expired and
capacity utilization slowed down,
picked up considerably as of mid-
2005. Winter tourism had a stimulat-
ing effect, and the financial services
sector expanded vigorously as well.

Mid-term forecasts expect the
economic upswing in Austria to con-
tinue: According to domestic and in-
ternational forecasters, GDP growth
rates for 2006 and 2007 are likely to
be between 2% and 2.5%.

After HICP inflation had acceler-
ated to up to 2.5% during 2004, it
remained at a high level until Septem-
ber 2005. This development was
attributable to several domestic and
external factors. At the beginning of

2005, high cost pressures in the hous-
ing sector as well as individual gov-
ernment measures such as a rise in
tobacco taxes kept the inflation rate
at a rather high level. An additional
factor was the oil price-induced surge
in the price of energy products (see
e.g. box 1). As of October 2005, in-
flation slowed down continuously to
1.3% in March 2006. In the report-
ing year, inflation in the food sector
only reached half the level of overall
HICP inflation (2.1%). This might
have contributed to the fact that per-
ceived inflation and the official infla-
tion rate calculated by Statistics Aus-
tria have been converging again (see
box 2). Price reductions in the tele-

HICP inflation at 2.1%
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Perceived inflation
declines

Austrian enterprises
adjust prices
once a year

Box 2

Perceived Inflation and Price Formation in Austria

Austrians perceived inflation during the euro cash changeover to be up to nearly 2 per-
centage points higher than the measured inflation rate, which was in fact low. In the
course of 2005, however, this gap between perceived and measured inflation — which had
been observed since 2002 — narrowed markedly. The rate of inflation as measured by the
HICP came to 2.1% in 2005; perceived inflation — i.e. inflation as subjectively experienced
by the general public — came to 2.8%. From the perspective of monetary policymakers, it
is important to prevent unduly high perceived inflation from translating into persistently
higher inflation expectations. High fuel and oil prices are the most likely explanation for
the remaining gap between actual and perceived inflation. The divergence of these two
indicators has several reasons. People’s assessment of price developments is based above
all on the goods they buy frequently. In the period between 2001 and 2005, the prices of
these goods, which account for only around 20% of the basket of goods and services used
to calculate the price index, climbed at a faster pace than the overall CPI. Moreover, as
the most recent research on inflation perception indicates, people take greater note of
price increases than of price reductions. Many people also compare the current euro
prices with unadjusted schilling prices they remember from a few years back, which also
reinforces their impression that inflation is higher than the actual figures. Furthermore,
people have been especially sensitive to price increases because they were already con-
vinced during the run-up to the euro cash changeover that prices would rise afterward.
Finally, the temporary absence of signal prices (e.g. ATS 9.90) is thought to have boosted
perceived inflation as well. The unconventional prices resulting from the exact conversion
of schilling to euro prices and from dual pricing influenced people’s understanding of
prices immediately after the cash changeover. A great number of signal prices had been
reintroduced by 2005, however.'

A study published by the OeNB? for the first time provides details on price-setting
behavior in Austria. The study reports that on average, Austrian firms adjust consumer
prices about once a year. The prices of energy products and unprocessed food (e.g. fruits
and vegetables) are adjusted fairly often (every 5 to 8 months on average), whereas the
prices of nonenergy industrial goods and of services are changed less frequently (about
every 14 to 19 months), indicating that prices in that segment are fairly rigid. Additionally,
the study shows that 55% of all price adjustments made between 1996 and 2003 were
increases and 45% were reductions; on average the reductions were somewhat larger
than the increases. Hence, like in most other euro area countries, price setting in the
Austrian economy is neither particularly rigid nor particularly flexible.

! See also Fluch, M. and H. Stix. 2005. Perceived Inflation in Austria — Extents, Explanations, Effects. In: Monetary
Policy & the Economy Q3/05. Also available at www.oenb.at.

2 Kwapil, C. and F. Rumler. 2005. Price Setting in Austria — Results from the Eurosystem Inflation Persistence
Network. In: Monetary Policy & the Economy Q4/05. Also available at www.oenb.at.

communications sector had a clearly
dampening effect on inflation in
2005. In the reporting year, Austria
posted the fifth-lowest inflation rate
in the euro area (after Finland, the
Netherlands, Germany and France).
By March 2006, Austria had returned
to the league of the three top-per-
forming EU-25 countries in terms of
price stability.

According to recent forecasts,
HICP inflation is likely to again fall
to below 2% on average in 2006 and
2007, that is, if oil prices do not in-
crease further and the 2005 surge in
oil prices does not trigger any second-
round effects. High competitive pres-
sure and the tight labor market situa-
tion imply that wage policies will
continue to be moderate. In 2005,
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negotiated wage increases were be-
tween 2.5% and 3%, depending on
the respective sector.

Characteristic for the Austrian
labor market in 2005 were strong
employment growth and a rise in job
vacancies. At the same time, how-
ever, unemployment went up. This
apparently paradoxical situation can
be explained by a pronounced rise
in labor supply (particularly foreign
labor). According to Eurostat, the
unemployment rate in Austria came
to 5.2% in 2005.

Robust employment growth —
partly supported by the growth and
employment packages launched in
2005 — is expected for 2006. Given
the continued strong growth of labor
supply, however, the labor market
situation is not expected to ease sus-
tainably and the jobless rate is likely
to remain at just over 5%.

The government-funded growth
and employment packages in combi-
nation with the effects of the second
round of tax reforms caused the gen-
eral government deficit in Austria to
climb marginally to 1.5% of GDP
in 2005 (2004: 1.1%). The Austrian
government deficit is significantly
lower than the comparable EU and
euro area averages. The updated sta-

bility program of November 2005

MONETARY POLICY RESPONSE TO INFLATIONARY RISKS

expects the general government bud-
get to flatten gradually over the next
few years and to be fully balanced in
2008.

According to preliminary calcula-
tions, the Austrian current account
closed with a surplus of EUR 3 billion
in 2005, which corresponds to over
1% of GDP (2004: EUR 0.4 billion
or 0.1% of GDP). This development
continues the move into surplus that
has been observed in the current ac-
count for a number of years. Higher
receipts from exported goods and
services (EUR 137.2 billion in 2005
against EUR 129.7 billion in 2004)
more than compensated the rise in
import spending to EUR 130.7 bil-
lion (2004: EUR 125.3 billion).
Travel, which posted a surplus of
EUR 3.5 billion (against EUR 2.7 bil-
lion in the comparable period of
2004), had a major share in this de-
velopment, but other sectors also
contributed to the positive overall
picture (transport, transit trade,
communications services).

Growing capital linkages with
nonresidents are also reflected in the
related income flows: At EUR 17.2
billion, domestic investors’ invest-
ment income was now clearly higher
than foreign currency travel receipts.
The respective expenses for foreign

Table 1

Indicators for Austria

1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005

Annual change in %

Unemployment rate
remains just above 5%

Current account surplus

General government
budget deficit
comes to 1.5%

Real GDP 33 | 34 | 08 1.0 14 | 24 | 19

HICP inflation rate 05 | 20 | 23 17 | 20 | 2.1
%

Unemployment rate (Eurostat definition) 39 | 37| 36 42 43 | 48 | 52
% of GDP

Current account balance -32| -25| -19 03 -02 | 01 | 1.2

Government surplus/deficit =22 \ =15 \ 0.1 -0.5 =15 \ =i \ =15

Source: OeNB, Statistics Austria, WIFO, Eurostat, Federal Ministry of Finance.
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Massive growth of
private sector financial
assets in 2005

capital in Austria came to EUR 19.1
billion. Taking the compensation of
employees into account, these devel-
opments result in income outflows of
EUR 1.4 billion, i.e. an improvement
by EUR 0.4 billion.

In 2005 Austrian direct investors
stepped up their net foreign invest-
ment by one-quarter to a new record
high of EUR 7.5 billion (against EUR
6.0 billion in 2004). Accounting for
46% of new investment, Central,
Eastern and Southeastern Europe
remained the most important target
region in 2005. Foreign direct invest-
ment in Austria was also markedly
higher in the year under review, com-
ing to EUR 7.2 billion (2004: EUR
3.0 billion).

For the first time, Austrian inves-
tors spent more than EUR 30 billion
— namely EUR 34.3 billion net — on
foreign securities, which corresponds
to a rise by around 30% from the
2004 figure. Foreign shares were par-
ticularly popular with investors, in-
creasing by around one-half against
the previous year to EUR 4.7 billion.

Money market instruments registered

net sales, resulting from the federal
government’s liquidity management
transactions. Austria’s capital imports
from securities contracted slightly
from EUR 25.8 billion in the previ-
ous year to EUR 23.1 billion net in
the reporting year.

At EUR 18.3 billion in 2005
(2004: EUR 17.4 billion), financial
investment of households recorded an
annual growth rate of 5.5%, while
financing needs went up by 6.6% to
EUR 7.9 billion (2004: EUR 7.7 bil-
lion). Higher net lending is attribut-
able above all to a rise in the saving
rate. Investment in negotiable securi-
ties accounted for one-third of house-
holds’ net acquisition of financial as-
sets; demand was particularly strong
for domestic fixed-income fund shares
as well as for balanced funds with a
capital guarantee. In their acquisition
of domestic quoted stocks and hous-
ing bonds, households primarily fo-
cused on new issues. 30% of the rise
in households’ financial assets to EUR
356 billion in 2005 is traceable the
good performance of stocks and mu-
tual fund shares resulting from stock

Box 3

Favorable Assessment of Austria’s Economic Situation
in IMF Article IV Consultations

Every year the OeNB organizes and coordinates the Article IV Consultations for Austria,
carried out by the International Monetary Fund (IMF) to examine the performance of
Austrian economic policy. According to the IMF’s assessment published in July 2005, the
economic situation in Austria is good thanks to the country’s sound and reform-oriented
economic policy, its sustained focus on diversifying toward Eastern Europe and its moder-
ate wage policies. The IMF supports the objective of reaching a balanced budget and re-
ducing the tax burden. It also recommends simplifying the taxation system and increasing
transparency. Structural policies should provide a framework for facilitating the integra-
tion of older workers, rendering services more flexible, harmonizing pensions further and
handling access to invalidity pensions in a stricter manner. In the financial sector, the IMF
identifies foreign currency loans as a risk factor. It recommends that the information cam-
paign initiated by the supervisory bodies be implemented quickly. Measures to minimize
risks might include strengthening the disclosure requirements made on banks and increas-
ing capital requirements. The portfolio quality of Austrian banks’ foreign subsidiaries
should be made subject to close bilateral supervision, as their credit activities in Central,
Eastern and Southeastern Europe are observed to be increasing fast.
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price gains, which highlights the in-
creasing impact of capital market de-
velopments on households’ financial
wealth. If they realize these valuation
gains, households — and in particular
higher-income investors — will be able
to raise their financing potential by
5% of disposable income.

Despite lively exports, corporate
investment only went up at a moder-
ate pace in 2005. At the same time,
favorable developments in corporate
profits caused the internal financing
ratio to climb to more than 85%. In

MONETARY POLICY RESPONSE TO INFLATIONARY RISKS

line with these developments, com-
panies’ net borrowing needs in the
reporting year (EUR 5 billion) re-
mained below the comparable figures
of the last four years, even though
financing conditions remained ex-
tremely favorable. As equity financ-
ing had increased over the past few
years and the Austrian stock market
continued its upward trend, compa-
nies’ debt financing liabilities totaled
less than 140% of the amount of
corporate equity at market value at

end-2005.

Chart 17

Structure of Households’ Financial Investment!
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OeNB officials
represented in more
than 200 international
forums and bodies

Close cooperation
with neighboring
central banks

The OeNB Plays an Active Role in
Enhancing European Integration
and International Cooperation

Ambassador and

Think Tank: How the OeNB
Advances the Cause of
European Integration

The
(OeNB) is represented in numerous
European and international forums,
networks and organizations, above all
in working groups and decision-mak-
ing bodies of the Eurosystem/the
European System of Central Banks
(ESCB) and the European Union
(EU). The bulk of this commitment
concerns contributions to Euro-
system/ESCB committee and work-
ing group meetings and, most impor-
tantly, the input of the OeNB’s Gov-
ernor to monetary policy and other
decision-making within the Govern-
ing Council of the ECB. The Gover-
nor also attends, among other things,
the informal Council meetings of the
EU finance ministers (Ecofin) and the
bimonthly meetings of central bank
governors at the Bank for Interna-
tional Settlements (BIS). Morecover,
the OeNB is represented at the Inter-
national Monetary Fund (IMF) and at
the Organisation for Economic Co-
operation and Development (OECD).
Allin all, OeNB officials participated
in more than 200 different interna-
tional forums, committees and work-
ing groups in 2005.

Apart from meeting statutory
membership requirements, the OeNB
seeks to maintain good relations with
other central banks and international

Oesterreichische Nationalbank

organizations, economic policymak-
ers, academic circles as well as media
representatives, with a view to foster-

ing the exchange of expert knowl-
edge, promoting Austria’s interests in
national and international forums,
and shaping monetary and economic
policies in Austria and Europe.

The OeNB makes a special effort
to further central bank cooperation
and implement a “good neighbor” pol-
icy. Recent cases in point are a twin-
ning project between the OeNB and
Magyar Nemzeti Bank, Hungary’s
central bank, initiated by the Euro-
pean Commission and a project with
Narodna banka Slovenska, Slovakia’s
central bank, which is currently be-
ing developed.

The main channels of technical
cooperation, which go far beyond the
boundaries of Austria’s immediate
neighbors, are dedicated events pro-
viding guidance on specific issues and
fact-finding visits at the expert level.
In 2005, the OeNB hosted more than
120 visits by representatives from
other central banks, and provided
technical assistance to other central
banks in 30 instances. In addition,
OeNB officials shared their expertise
in 14 seminars and workshops in Aus-
tria (primarily at the Joint Vienna In-
stitute) and abroad. A highlight of the
OeNB’s technical cooperation activi-
ties was its contribution to the Tacis'
program sponsored by the EU and
coordinated by the ECB that provided
training for about one-fourth of all
Bank of Russia officials involved in
banking supervision.

In 2005 OeNB staff members
authored a total of 137 articles. The
OeNB’s flagship publications include

"' Tacis: Technical assistance to the Commonwealth of Independent States.
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THE OENB PLAYS AN ACTIVE ROLE IN ENHANCING EUROPEAN INTEGRATION
AND INTERNATIONAL COOPERATION

the quarterly Monetary Poh'cy & the
Economy, the biannual Financial Stabil-
ity Report and the biannual Focus on
European Economic Integration. Fur-
ther research is addressed to an aca-
demic audience in a Working Paper
series. The OeNB moreover regularly
hosts workshops on monetary and
economic issues with experts and
publishes the relevant contributions
in the series Workshops — Proceedings
of OeNB Workshops. A quarterly e-mail
newsletter keeps interested parties up
to date on recent and forthcoming
publications of the OeNB’s economic
researchers.” Finally, the OeNB con-
tributes to the international economic
dialogue with two high-level confer-
ences every year — its Economics
Conference in spring and its Confer-
ence on European Economic Integra-
tion (CEEI) in fall.” The Economics
Conference of May 2005 marked
the first presentation of the Klaus
Liebscher Award, established on the
occasion of Governor Liebscher’s
65" birthday to honor his achieve-
ments in advancing European inte-
gration and Austria’s participation
in the third stage of Economic and
Monetary Union (EMU).* The prize,
which is to be awarded annually,

totals EUR 20,000.

Central, Eastern and
Southeastern European
States Gradually Integrate
into the EU

Following the entry of Estonia, Lith-

uania and Slovenia to the exchange
rate mechanism II (ERM II) in 2004,

Latvia followed suit in May 2005 (to-
gether with Cyprus and Malta), and
Slovakia in November 2005. ERM II
serves two purposes: First, it is de-
signed to align the participating ex-
change rates within a range of £15%
vis-a-vis the euro. Second, successful
ERM II participation for two years is
one of the convergence criteria for
accession to the euro area.

Upon joining the EU in 2004, the
ten new Central and Eastern Euro-
pean Member States also committed
themselves to avoiding excessive gov-
ernment deficits (i.e. deficits higher
than 3% of GDP). However, Hungary
(and Malta) reported a deficit exceed-
ing 3% of GDP in 2005 (whereas in
2004, five out of the ten countries
had breached this threshold).

Inflation remained moderate in
most of the new EU Member States
(NMS): Indeed, with the exception
of Estonia, Latvia and Lithuania,
average annual inflation was lower in
2005 than in 2004. Reflecting the
surge in oil prices, inflation did, how-
ever, accelerate in the final months of
2005.

Following the established proce-
dure used in 2004, the ECB and the
European Commission are going to
analyze the convergence progress of
the NMS and Sweden and publish the
results of their assessment in so-called
convergence reports in the course of
2006. After a consultation of the
European Parliament and discussions
with the EU heads of state or govern-
ment, the Ecofin Council will decide,
based on a recommendation by the

All economic publications are also available at www.oenb.at.
See also the section entitled “The OeNB’s External Communications — Conveying Stability and Security.”

From among 21 excellent submissions the following two papers were selected: “Financial Differences and Business

Cycle Movements in a Currency Area” by Ester Faia (Universitat Pompeu Fabra, Barcelona) and “The European
Monetary Union as a Commitment Device for New EU Member States” by Federico Ravenna (University of

California, Santa Cruz).

Broad range of
economic publications,
workshops and
conferences

Mixed convergence
progress of the new EU
Member States on the
road to the euro
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European Commission, which of the
countries have already met the crite-
ria for introducing the euro. Slovenia
formally applied for euro area mem-
bership in early March, and Lithuania
followed suit in mid-March 2006.
Both countries aim to introduce the
euro on January 1, 2007. Hence, the
euro compatibility of Lithuania and
Slovenia will be assessed by both the
European Commission and the ECB
already in May 2006, whereas the
convergence reports on the other
countries are to be produced in the
fall of 2006.° The EU heads of state
or government will discuss the euro
area accession of Lithuania and Slo-
venia in June 2006; the final decision

by the Ecofin is expected for July

2006.

Romania and Bulgaria In April 2005, the existing EU
on the road to members signed the Accession Treaty
EU membership  yyith Bulgaria and Romania. In its
monitoring reports of end-October

2005, the European Commission

commended the two countries for

their reform headway in many differ-

ent arcas. At the same time, the re-

port listed a number of shortcomings

that remain. Overall, Bulgaria and

Romania were urged to swiftly in-

crease the reform speed to indeed

make the EU entry date envisaged for

2007. In May 2006 the European

Commission is expected to submit

monitoring updates, on the basis of

which the entry date 2007 — or its

postponement to 2008 — will be

fixed.®

5

At the beginning of October 2005
the European Council furthermore
decided to start negotiations for EU
accession with Croatia and Turkey.
The green light for negotiations with
Croatia was given when the country
was found to be cooperating satisfac-
torily with the International Criminal
Court. The negotiations with Turkey
are an open-ended process: the objec-
tive, accession to the EU, is clear but
cannot be guaranteed beforehand. In
this context, Turkey was for the first
time officially classified as a function-
ing market economy by the EU.

The convergence of the countries
of the Western Balkans with the EU
is an ongoing process — and a dedi-
cated goal of Austria’s EU Council
presidency. The Former Yugoslav Re-
public of Macedonia was granted the
status of an EU candidate country at
the end of 2005. Negotiations on a
Stabilization and Association Agree-
ment (SAA) started in October 2005
with Bosnia and Herzegovina as well
as with Serbia and Montenegro”’. The
intention of SAAs is, among other
things, to promote economic and
trade relations and to pave the way,
following a transition period, for free-
trade rules compliant with the rules
of the World Trade Organization
(WTO). Albania’s SAA negotiations
with the EU already started on
January 31, 2003. The final status of
Kosovo remains open; negotiations to

resolve this issue are on the agenda
for 2006.

The convergence reports of the European Commission and the ECB on Slovenia and Lithuania were published on

May 16, 2006, after the cutoff date for this report. The European Commission proposed to abrogate the deroga-

tion of Slovenia, but not that of Lithuania, with regard to euro area membership.

In its monitoring reports published on May 16, 2006, the European Commission concluded that Bulgaria and

Romania should be prepared for EU membership on January 1, 2007, provided that they address a number of
outstanding issues. The Commission will review further progress no later than early October 2006, on the basis of
which it will offer a final recommendation regarding the EU entry date of Bulgaria and Romania.

Includes Kosovo under the interim UN administration for Kosovo according to Security Council Resolution 1244

of June 10, 1999.
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Box 4

The Euro in Central, Eastern and Southeastern Europe'

The euro already plays an important role in the new EU Member States and the EU
acceding/candidate countries today. In most of these countries, the volume of exports and
imports invoiced in euro markedly exceeds the volume of trade with the euro area. The
euro is also a significant factor in the monetary and exchange rate policies of these
countries: Most of the NMS are using the euro as an anchor and reserve currency.

Many Central, Eastern and Southeastern Europeans are already quite familiar with
the euro. To learn more about foreign exchange holdings in selected countries in the area,
the OeNB has been conducting surveys in the Czech Republic, Croatia, Hungary, Slovenia
and Slovakia since 1997. The latest survey (May 2005) found 33% of the Czechs, 29% of
the Croatians, 10% of the Hungarians, as many as 48% of the Slovenes and 27% of the
Slovaks to be holding euro cash. The statistics show that demand for euro holdings for
transaction purposes has been increasing in the NMS since 2002. Moreover, the findings
imply that the euro is widely accepted as a means of payment in the countries reviewed.

The survey respondents were also asked to give their personal assessment of the
stability of the euro and the U.S. dollar. The answers show that almost 90% of the respon-
dents expected the euro to remain very stable or broadly stable within the next two years,

compared with a ratio of 70% for the U.S. dollar.

! See also ECB. 2005. Review of the International Role of the Euro, December 2005 (available at www.ecb.int).

Finally, the EU is also very active
in advancing its European Neighbour-
hood Policy: In 2005, the EU recog-
nized Ukraine as a market economy,
and the 15" EU-Russia summit (May
2005) saw the conclusion of a frame-
work agreement on closer political
and economic cooperation between
the EU Member States and Russia.

European Integration Faces
New Challenges

The stability of the euro hinges,
among other things, on the credibil-
ity of the underlying fiscal frame-
work. The cornerstones of this frame-
work are the provisions on safeguard-
ing sound public finances laid down
in the Treaty on European Union. To
strengthen these provisions, the EU
Member States adopted the so-called
Stability and Growth Pact (SGP) in
1997. In March 2005, they agreed on
a reform of the SGP, after a number
of states had found it increasingly
difficult to comply with the SGP rules
for limiting public debt and deficit

ratios.

While leaving the reference val-
ues for the general government deficit
ratio (3% of GDP) and for the general
government debt ratio (60% of GDP)
unchanged, the reform altered a num-
ber of implementation details: Mem-
ber States’ medium-term budgetary
objectives will now reflect their eco-
nomic situation more strongly. Ef-
forts to adjust fiscal positions will
have to be higher in economically
“good times,” whereas in economi-
cally “bad times,” Member States may
put forward a larger number of rele-
vant factors to be considered by the
European Commission in its assess-
ment of fiscal policies. In this con-
text, special consideration will be
given to pension system reforms or to
outlays for fostering international
solidarity and achieving European in-
tegration, if these have a detrimental
effect on the growth and the fiscal
burden of a Member State. Deficits in
excess of the reference value shall be
acceptable only temporarily, and only
if the ratio remains close to 3%.
Finally, the deadlines for correcting

Stability and Growth
Pact reformed
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Table 2

General Government Budget Balances

2000 ‘2001 ‘2002 ‘2003 ‘2004 ‘2005 ‘20061

Lisbon agenda
relaunched

% of GDP
1999

Belgium -04 0.2
Germany =15 1.3
Greece -1.8 —41
Spain =12 -09
France -1.8 =14
Ireland 24 44
[taly =17 —0.6
Luxembourg 3.7 6.0
Netherlands 0.7 22
Austria =22 -1.5
Portugal -2.8 -2.8
Finland 2.2 74
EU-12 -1.3 0.1
Denmark 2.4 1.7
Sweden 2.5 51
United Kingdom 1.0 3.8
EU-15 -0.7 1.0
Cyprus —4.5 -24
Czech Republic —3.6 =37
Estonia =37 —0.6
Hungary —5.6 -30
Latvia —49 -2.8
Lithuania =56 =25
Malta —7.6 —6.2
Poland -14 -0.7
Slowakia —64 | —-123
Slovenia =21 =35
EU-25 -0.8 0.8

Source: Eurostat, European Commission.

! Spring economic forecast 2006 of the European Commission.

0.6 0.0 0.1 0.0 01| -03
—28 =37 —4.0 -37 —-33 | —31
—-49 —-49 —58 —69 -45 | -30
—-05 -03 0.0 —-0.1 11 09
-15 -32 —4.2 —37 -29 | =30

0.8 -04 0.2 15 1.0 0.1

=31 -29 —34 —34 —41 | —41
59 2.0 0.2 -1 -19 | -18
-02 -20 =31 -19 -03 | 12
0.0 —-05 =15 =11 -15] -19
—4.3 -29 -29 -32 —-60 | =50
51 4.1 2.5 2.3 2.6 2.8

-1.8 -25 -3.0 -2.8 -24 | -24

2.6 12 1.0 2.7 49 39
2.5 -02 0.1 1.8 29 22
0.7 -16 -33 -33 -35 | -30
-1.2 -22 -29 -2.6 -23| 22

-23 —45 —63 —4.1 =24 | -21
=59 —6.8 —6.6 -29 —26 | —32
0.3 1.0 2.4 15 1.6 14

-35 -84 —64 —54 —-61 | —67
=21 -23 =12 -09 02| =10
-20 -14 -12 -15 -05 | -06
—64 =56 | —102 =51 =33 | 29

=37 =32 —4.7 -39 -25| =30
—65 =77 =37 =30 -29 | 27
—43 -27 -28 -23 -18 | —-19
-1.3 -23 -3.0 -2.6 -23 | -23

an excessive deficit were made ex-
tendable.

The Eurosystem central banks
consider the SGP to be a very impor-
tant tool. Given that its provisions
have been softened with the reform
package, a stringent and consistent
implementation of the revised rules is
now all the more important. After
all, the average deficit ratio of the
euro area stood at 3% in 2003 and
dropped only slightly below that
threshold in 2004 (—2.8%), but was
reduced to 2.4% in 2005. Similar
deficits are expected for both 2006
and 2007. In 2005, 4 of the 12 euro
area countries (and 7 of the 25 EU
Member States) posted deficits of 3%
or more in 2005. Especially countries

running excessive deficits will have to
make sure to use the incipient eco-
nomic revival to consolidate their
budgets and put them on a sustained
basis.

When endorsing the reform of the
SGP, the heads of state or government
of the EU Member States also agreed
to relaunch the so-called Lisbon
agenda — the EU’s policy and reform
strategy for the first decade of the
new millennium that the European
Council of Lisbon had established in
March 2000. In response to the poor
implementation record of the strat-
egy evidenced by the mid-term
review of 2005, the priorities were
refocused on growth and employ-
ment, with research, knowledge and
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innovation identified as the engines of
sustainable growth. Overall, the eco-
nomic, social and environmental
dimensions of the strategy were main-
tained. The mid-term reform was
also used to streamline governance
processes: Henceforth, the European
Council will issue an integrated pack-
age of guidelines incorporating Broad
Economic Policy Guidelines and Em-
ployment Guidelines. These are sup-
posed to provide the EU countries
with a basis for drawing up coherent
(annual) national reform programs.
Toward the end of 2005, all 25 EU
countries submitted their
reform programs, some containing
broad-based and ambitious policies.
In the years ahead, it will take a strong
political
through on those policies.

From a central banking perspec-
tive, the Lisbon strategy is an impor-
tant pledge to support necessary re-
forms of economic structures. After
all, sweeping structural reforms are
required to increase Member States’
ability to quickly adjust to new devel-
opments and allow them to reap the
full benefits of the euro area. In other
words, a commitment to structural
reform is the crucial third economic
policy pillar of the euro, next to the
maintenance of monetary stability
and sound, sustainable public finances.

To date, the Treaty establishing a
Constitution for Europe has been rat-
ified by 14 of the 25 EU Member
States. The fact that the Constitution
failed to achieve majority support in
France and the Netherlands in May
and June 2005 dealt the European in-
tegration process a bit of a blow. The
EU heads of state or government con-

initial

commitment to follow

cluded at their meeting of June 16
and 17, 2005, that the EU Member
States needed time to reflect and that
the period of reflection should be
used to enable a broad debate to take
place in each of the EU countries.
OeNB Workshop proceedings on
the potential implications of the Con-
stitutional Treaty for the euro area
and the euro® imply that there is a
broad consensus that the Constitu-
tional Treaty, once in effect, would
not entail any substantial material
changes for EMUj; adjustments in the
realm of EMU would typically be of a

technical nature.

The OeNB’s Role in Interna-
tional Financial Organizations

The Governor of the OeNB attends
the biannual meetings of the Interna-
tional Monetary and Financial Com-
mittee (IMFC), the primary steering
committee of the IMF. The OeNB
also represents the Republic of Aus-
tria at the IMF, and an OeNB official
currently holds the post of the IMF
Alternate Executive Director heading
the constituency of member states to
which Austria belongs.

As part of its surveillance activi-
ties in 2005, the IMF monitored the
financial sectors and supervisory sys-
tems of its member states more
closely. The publication of regular
Global Financial Stability Reports and
the merger of two previously inde-
pendent departments involved in dif-
ferent aspects of financial sector work
reflect the IMF’s heightened commit-
ment to surveillance issues.

Speaking in the context of the on-
going review of the IMF’s medium-
term strategy and organization, the

® 0eNB. 2005. A Constitutional Treaty for an Enlarged Europe: Institutional and Economic Implications for
Economic and Monetary Union. In: Workshops — Proceedings of OeNB Workshops; No 4 (also available at

www.oenb.at).

European integration
process stalled
following two negative
referendums on the
European constitution
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Managing Director of the IMF rec-
ommended expanding the analysis of
exchange rate systems and balance
of payments imbalances and paying
greater attention to spillovers be-
tween economies in assessments. The
discussion of the relevant proposals is
in progress and will remain on the
agenda of the IMF’s decision-making
bodies for quite some time.

Financing conditions for the IMF
changed fundamentally in 2005. Given
that the interest rate differential be-
tween funds provided by industrial
countries and interest paid by crisis
countries receiving IMF support is
the latter’s main source of funding,
the IMF’s income shrank dramatically
in 2005 when Brazil and Argentina
repaid 50% of their outstanding IMF
loans. While the impact on the cur-
rent budget is limited, the IMF does
face the challenge of taking adequate
steps to open up new sources of in-
come and cut back spending in the
financial years ahead. The OeNB
contributes to the ongoing debate of
these issues by the IMF and other in-
ternational institutions.

In the field of development aid,
the IMF backed a debt relief deal
cancelling debt owed by the world’s
poorest countries. In December 2005,
agreement was reached on a plan to
forgive about USD 3.3 billion in debts
of a group of 19 low-income coun-
tries. The OeNB supported this ini-
tiative in the relevant IMF forums.

EU Council Presidency Passed
to Austria on January 1, 2006
Austria celebrated a number of anni-

versaries in 2005: Following the end

of World War 1I, the Republic of
Austria was reestablished in 1945

°  Available at www.oenb.at.
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(60" anniversary). The Austrian State
Treaty was signed in 1955 (50" anni-
versary). Finally, Austria joined the
EU on January 1, 1995 (10" anniver-
sary). The OeNB also marked the
60 anniversary of the resumption of
independent operations in  1945.
Since then, it has contributed to the
catching-up of the economy by creat-
ing a climate of stability.

The OeNB reviewed the eco-
nomic impact of ten years of EU
membership in issue Q2/05 of its
publication Monetary Policy & the Eco-
nomy:” the monetary policy effect of
EU accession and participation in the
third stage of EMU was the continua-
tion of a stability policy. Austria’s for-
eign trade volumes have been boosted
strongly since 1995, especially by the
opening up of new markets in Eastern
Europe; the domestic export ratio
(goods and services) has since risen to
more than 50% of GDP. In terms of

economic growth, Austria was one of
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the top performers among the EU-15.
Inflation rates continued to drop in an
international environment of easing
prices pressures, reﬂecting growing
liberalization and keener competi-
tion. Unemployment ratios increased
somewhat but remained compara-
tively low. Deficit ratios, finally, nar-
rowed markedly.

In January 2006 Austria assumed
the rotating presidency of the EU
Council for the second time (first
time: second half of 1998). Next to
implementing the reformed Stability

and Growth Pact and finalizing the
new Broad Economic Policy Guide-
lines, the policy priorities of the Aus-
trian presidency include preparations
for the enlargement of the euro area
and initiatives to bring the countries
of the Western Balkans closer to the
EU. In this context the OeNB hosted
an international conference in early
May 2006 that provided insights for
the new Member States into Austria’s
experiences with introducing the
euro and preparing for its introduc-
tion.

Table 3

Selected Economic Indicators

% change p.a. from 1995 to 2005

Austria

Real GDP

HICP

Employment

Real unit labor cost

Real GDP per citizen

Real GDP per employed person

Unemployment rate (average)

Source: Eurostat, Ameco, OeNB.
11996 to 2005.

‘ EU-15
22| 22
16 | 20
06 | 13
-09 | -04
19 | 18"
16 | 091
42 | 85
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Surge in commodity
prices — focus on oil
and gold prices

The OeNB Implements Monetary Policy
Measures and Manages Reserve Assets

Changes in the Eurosystem’s
Monetary Policy Instruments
Tender operations effected in the
course of open market operations are
settled via a special system in Austria.
The participating banks enter their
bids in an electronic tender system
based on Internet technology that
collects and saves all bids. The tender
bids are then forwarded to the Euro-
pean Central Bank (ECB), which car-
ries out the allotment. The tenders
conducted in the reporting year were
exclusively variable rate tenders.

On May 30, 2005, the revised
version of the “General documenta-
tion on Eurosystem monetary policy
instruments and procedures,” a com-
prehensive presentation of monetary
policy operations, entered into force.'
Since July 1, 2005, selected debt in-
struments issued by entities estab-
lished in the G-10 countries that are
not part of the European Economic
Area (currently the United States,
Canada, Japan and Switzerland) have
been included in the list of eligible as-
sets, which is available on the ECB’s
website (Monetary Policy/Implemen-
tation/Collateral Issues).

At its meeting of December 16,
2005, the Governing Council of the
ECB decided to raise the allotment
amount for each of the longer-term
refinancing operations (LTROs) to be
conducted in the year 2006 from
EUR 30 billion to EUR 40 billion.
This rise accounts for two important
aspects: First, the liquidity needs of
the euro area banking system are ex-
pected to go up further in the year
2006. Second, the Eurosystem has

decided to slightly increase the share
of liquidity needs that are met by
LTROs. The Eurosystem will, how-
ever, continue to provide the bulk of
liquidity through its main refinancing
operations. The Governing Council
will review and may decide to adjust
the allotment amount again at the
beginning of 2007.

The collateral pool comprises eli-
gible assets that are broken down into
tier one and tier two assets. In 2005,
counterparties pledged eligible assets
averaging EUR 18.4 billion (in total)
with the Oesterreichische National-
bank (OeNB) as collateral for refinanc-
ing operations and intraday credit. In
the past few years, foreign securities
have increasingly been used as collat-
eral. While in the first half of 2002
they had accounted for some 39% of
the entire collateral pool, their share
had risen to around 85% by the sec-
ond half of 2005. In the reporting
year, an average of approximately
75% of assets deposited as collateral
by banks were frozen for refinancing
operations and intraday credit.

Versatile Market
Environment for OeNB
Portfolio Management

Commodity markets, which have
seen an uptrend for several years, ex-
perienced a major boom in 2005. The
flourishing global economy, and in
particular growth in emerging econ-
omies and industrial nations, has in-
creasingly boosted demand for raw
materials. China’s consumption of
raw materials, for instance, is already
the second-largest in the world. As

"' The publication “The implementation of monetary policy in the euro area: General documentation on Eurosystem
monetary policy instruments and procedures” is available at www.ecb.int.
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supply capacities can only be ex-
panded slowly in the course of several
years, the ensuing imbalance between
supply and demand inevitably leads to
price increases. Rising oil prices re-
flect the enormous demand for raw
materials particularly well; moreover,
with refineries operating at full ca-
pacity, higher demand also causes lo-
gistical problems, as refinery capaci-
ties are fully utilized. In 2005 the
price of Brent crude oil reached a new
all-time high of USD 67.5 per barrel
(early September 2005).

As of late summer 2005, gold
price developments have been ex-
tremely dynamic: From September
2005 to February 2006, the price of
one fine ounce of gold (London fix-
ing) went up by around 30% in U.S.
dollars and by approximately 34% in
euro, reaching peaks of USD 572.15
and EUR 475.98, respectively. The
reasons behind this uptrend are once
again geopolitical tensions, such as
the terrorist attacks in London in July
or the crisis in Iran. Gold market-
specific factors also provided a strong
stimulus: As the level of prosperity in
the emerging economies and oil-pro-
ducing countries of the Middle East
has been increasing, demand for gold
as an investment instrument has been
going up as well. Moreover, gold is
being used more and more often as
an investment instrument to hedge
against exchange losses of interna-
tionally traded currencies (in partic-
ular the U.S. dollar). The gold price
was also supported by the fact that in
2005 gold mining companies contin-
ued to refrain from hedging by selling
their gold production forward or even
reduced their hedge positions.

After three years of a continued
downtrend, the U.S. dollar picked up
in 2005, appreciating by 15% against
both the euro and the Japanese yen.

THE OENB IMPLEMENTS MONETARY POLICY MEASURES
AND MANAGES RESERVE ASSETS

This trend reversal may be mainly
attributable to the fact that market
participants shifted their focus and
started to reassess market factors. In
previous years, there were basically
two driving forces behind market be-
havior: (1) concerns about the contin-
uously growing external imbalance,
more precisely, the twin deficit in the
U.S.A. (current account and budget
deficit) combined with the question
whether foreign investors would con-
tinue to be willing to finance this
imbalance, and (2) speculation that
Asian central banks might shift their
quickly expanding reserve assets from
the U.S. dollar to other investment
currencies (see box 5).

In summer 2004, a new factor
came into play, causing the U.S. dol-
lar to appreciate against other curren-
cies. In a series of 15 moderate, but
consistent moves of 25 basis points
each, the Federal Reserve System
raised its key interest rates from
1.00% to 4.75% at the time of writ-
ing, bringing short-term interest rates
back to normal levels. Market partici-
pants understood that the Fed would
respond to any sign of economic over-
heating by swiftly tightening the
monetary stance. Subsequently, in-
vestment in U.S. dollars became
more attractive for international in-
vestors, which resulted in a clear up-
trend in net capital inflows to the
United States.

Exceptional factors also played a
role in strengthening the U.S. dollar.
In the second quarter of 2005, mar-
ket sentiment turned more and more
against the euro after referendums on
the Treaty establishing a Constitution
for Europe had failed in France and
the Netherlands. At end-2005, a tem-
porary reduction in the tax rate on
the repatriation of foreign profits
United

entered into force in the

U.S. dollar recovers
after years of
downward movement
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Box 5
Regional Developments in Global Currency Reserves

Especially Asian countries (including Japan) have a growing potential to significantly influ-
ence exchange rates even by minor shifts in their currency portfolios. The chart “Total
Reserve Assets — Regions” clearly shows the enormous expansion of foreign reserves ! that
can be observed in this region compared with western industrial economies (in particular
the U.S.A. and the euro area, but also the countries of the Middle East). The rapid and
sustained regional redistribution of reserves continued unabatedly in 2005. It should be
noted that Eastern Europe and Russia are gaining importance in this context.

The changes in the level of official reserves in key economies also reflect the ongoing
regional redistribution of reserve assets. The chart “Total Reserve Assets — Major Cur-
rency Areas” shows that euro area foreign reserves have been declining since 2003 and
U.S. foreign reserves have been stagnating at a low level, while Japan’s and China’s reserve
assets have been growing at a particularly dynamic pace. In 2005, China’s foreign reserves
soared by 45.2% from SDR 396 billion to SDR 575 billion (or EUR 697 billion), while
Japan’s foreign reserves remained at a record level of SDR 584 billion (or EUR 707 billion),
but at a rate of 8.7% grew at a significantly slower pace than in 2004. In 2005, the
Eurosystem’s reserve assets decreased by 4.9% to SDR 142 billion (or EUR 172 billion)
against 2004.

Total Reserve Assets

Regions Major Currency Areas
SDR billion SDR billion
3,500 700
3,000 600
2,500 500
2,000 400
1,500 300
1,000 200
- _ - l l l l l l l
0 0
1999 2000 2001 2002 2003 2004 2005 1999 2000 2001 2002 2003 2004 2005

B USA I Euro area Bl Furo area W USA
Hl Other industrial nations B | atin America Japan China
Ml Middle East Asia (including China, Korea and India)

Japan Eastern Europe (including Russia)

Source: IMF International Financial Statistics, Bloomberg.

! Reserve assets include holdings of convertible foreign currencies, gold (valued at SDR 35 per fine ounce) and Special

Drawing Rights (SDRs) of the International Monetary Fund (IMF). Foreign reserves are valued in SDRs, which
constitute a unit of account based on a currency basket. This basket is made up of fixed amounts in world currencies
(U.S. dollar, euro, Japanese yen and pound sterling) and is reevaluated on a daily basis. At end-2005, the value of
SDR 1 was USD 1.429270 or EUR 1.211550, respectively.

States. As a consequence, American
parent companies made extensive use
of the possibility to bring home their
foreign subsidiaries’ profits. The capi-
tal inflows thus generated apparently
had a positive effect on both the U.S.
current account and on the govern-
ment deficit. The introduction of a

new exchange rate regime in China
on June 21, 2005, combined with a
slight appreciation of the Chinese
renminbi-yuan against the U.S. dol-
lar has had a relatively moderate im-
pact on international currency mar-
kets so far.
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International bond markets re-
mained very stable in the reporting
year. Despite robust economic activ-
ity, the yields on U.S. ten-year bonds
tended to stay at low levels of between
4% and 4.6%. In the euro area, by
comparison, long—term interest rates
even dropped to a historical low, with
ten-year German government bond
yields falling to 3.0% in September
2005. The above-mentioned rise in
U.S. key interest rates caused the
U.S. yield curve to flatten signifi-
cantly and, albeit to a lesser extent,
also led to a flattening of the euro
area yield curve. Demand was high
not only for government bonds, but
also for corporate bonds, whose yield
spreads vis-a-vis government bonds
narrowed markedly. Moreover, bud-
ding inflation concerns (due to com-
modity price hikes) drove up market
participants’ interest in inflation-in-
dexed bonds. Bond market volatility,
which had been decreasing since mid-

2004, continued to be low in 2005.

The OeNB’s Investment
Portfolio is Well Diversified -
Market Risk Is Perfectly
Aligned to the OeNB'’s Risk-
Bearing Capacity

The OeNB’s Section Treasury man-
ages an investment portfolio, com-
prising reserve assets and other as-
sets, of around EUR 21.5 billion,
along the OeNB’s priorities: (1) secu-
rity, (2) liquidity and (3) return. This
investment portfolio can be broken
down into various subportfolios that
are subject to different objectives and
rules; these subportfolios comprise
gold investments, foreign currency
and euro-denominated investments,
the investment of own funds, of as-
sets transferred to the ECB, of pen-
sion reserve assets and of reserve
funds endowed for the National Foun-

THE OENB IMPLEMENTS MONETARY POLICY MEASURES
AND MANAGES RESERVE ASSETS

dation for Research, Technology and
Development (National Foundation).

For several years, the OeNB has
been following an active portfolio
management approach in investing a
large amount of its gold reserves in a
way that ensures that this part of its
assets also contributes to overall prof-
its. As gold interest rates in the short-
term segment had dropped to almost
zero in 2004 and have been at this
level ever since, new investment in
this area will currently not generate
profits. It was possible, however, to
lock in more attractive interest rates
for the next few years by making
timely investments in the long-term
segment (maturities of up to ten
years) against adequate collateral.
Within the framework of the Second
Central Bank Gold Agreement, which
was signed for the period from Sep-
tember 2004 to September 2009,
fairly small volumes of gold were sold
in 2005. The OeNB is one of the sign-
ing parties of the Gold Agreement that
established quotas for future gold sales.

For many years, maintaining a
well-diversified foreign currency and
euro-denominated investment port-
folio — in particular with a view to
currency selection (multicurrency
portfolio) and investment instru-
ments (asset classes) — has proved to
be a successful approach. Broad-based
diversification primarily aims at sig-
nificantly reducing portfolio risk by
spreading it across a number of sun-
dry market segments. Moreover, it is
also intended to help generate higher
overall yields. The OeNB’s exposure
to credit risk, i.e. the risk of loss ow-
ing to default of a debtor, can alto-
gether be regarded as very conserva-
tive. To earn higher revenues from
more complex products at low risk,
investment has increasingly concen-
trated on funds.

Long-term bond yields
remain at very low levels
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The portfolio’s market risk is con-
trolled by a so-called strategic bench-
mark, which provides guidance on
the parameters’ of currency distribu-
tion and maturity structure that are
essential for effective portfolio invest-
ment. The strategic benchmark is
specified by the OeNB’s Treasury
Section on the basis of fundamental
market analyses and forecasts; the
Governing Board of the OeNB then
approves the benchmark. The value-
at-risk (VaR) method’ is used for ex-
act calculations to tune the risk con-
tent of the intended benchmark to the
OeNB’s specific requirements. This
strategy focuses on the OeNB’s risk-
bearing capacity in view ofits liability-
side reserves.

Within the framework set by the
strategic benchmark, an investment
committee that meets in regular in-
tervals defines the so-called tactical
benchmark, which constitutes the ac-
tual reference measure for specific
portfolio management decisions in
the Front Office. Unlike the strategic
benchmark, which focuses above all
on defining the OeNB-relevant mar-
ket environment and on longer-term
market trends, the tactical bench-

mark reflects shorter-term market
developments that require quick and
flexible responses.

In line with a decentralized ap-
proach, the OeNB continues to man-
age its share in the foreign reserve as-
sets transferred to the ECB on behalf
and for the account of the ECB. These
management activities are strictly
separated from all other activities
carried out by the OeNB’s Treasury
(Chinese walls). In 2005 the Govern-
ing Council of the ECB approved a
major amendment to the framework
for the management of the ECB’s for-
eign reserves; the new framework
provides for so-called currency spe-
cialization. Accordingly, since Janu-
ary 2006, most Eurosystem NCBs
have specialized in either Japanese
yen- or U.S. dollar-denominated in-
vestments instead of investing in both
currencies. The OeNB, for its part,
has concentrated exclusively on in-
vestments in Japanese yen in its man-
agement of reserves transferred to
the ECB.* This step is also in line
with the OeNB’s policy of shifting
more attention to Asia in the future,
as this region is quickly gaining im-
portance.

? Target values (upper and lower limits) per currency are established both for currency distribution and interest

rate risk.

* TheVaR concept serves to quantify market risks. Applying the VaR method yields a risk measure that indicates

the estimated loss of market value over a given period of time and at a given level of probability. This measure
makes it possible to accurately control market risk even in highly differentiated portfolios.

* See also ECB. 2006. Portfolio Management at the ECB. Monthly Bulletin April. 75—86.
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The OeNB Supports the Maintenance
of Financial Stability

Financial Sector Stability in
Austria Improved Further
Overall, 2005 was a good year for
Austrian banks, with business going
well both in the domestic and the
Central and Eastern European mar-
kets. Total assets on an unconsoli-
dated basis amounted to EUR 725
billion in 2005, growing by 11.1%,
an increase last seen in 2000, when
economic activity was strong. In par-
ticular, direct foreign business con-
tinued at a brisk pace: Foreign assets
expanded by a hefty 22.7%, totaling
EUR 246 billion, whereas domestic
assets, amounting to EUR 479 bil-
lion, grew by a comparably modest
5.9%.

The profitability of the Austrian
banking sector also strengthened in
2005. Unconsolidated operating prof-
its came to EUR 5.6 billion in the
year under review, up a strong 19.1%
on 2004. Overall, unconsolidated
operating income (EUR 15.7 billion)
rose by 8% and thus much more
markedly than operating expenses
(totaling EUR 10.1 billion) at 4.1%.
As a consequence, at 63.4%, Austrian
banks’ unconsolidated cost/income
ratio hit a historic low in 2005. The
main drivers behind this development
were healthy fee-based income and
strong equity investment income,
whereas interest income, as in previ-
ous years, remained broadly un-
changed. Austrian banks’ claims on
domestic customers picked up mo-
mentum in 2005, totaling EUR 265
billion and growing by 4.8% and thus
more strongly than deposits (+4.7%;
totaling EUR 221 billion), a move-
ment which offset the further nar-
rowing of the interest margin (2004:
1.21%, 2005: 1.1%). The profit for
the year 2005 is expected to come to

EUR 3.9 billion, raising the uncon-
solidated return on assets to 0.54%,
the highest value recorded over the
past ten years. This development is
supported by a further decrease in
banks’ risk provisioning require-
ments; in other words, banks bene-
fited from the heightened quality of
their loan portfolios.

Austrian banks’ profits on a con-
solidated basis (i.e. including the re-
sults posted by their foreign subsid-
iaries) also continued to rise in 2005,
mostly thanks to interest and fee-
based income as well as — to a smaller
extent — lower risk provisioning.

Austrian banks benefit particu-
larly strongly from the growing mar-
kets in Central and Eastern Europe
(CEE). The number of Austrian
banks’ subsidiaries in the region con-
tinued to rise in 2005, which in turn
had a positive impact on parent banks’
profitability. Accounting for approxi-
mately 15% of Austrian banks’ total
assets, the CEE subsidiaries contrib-
uted more than one-third to the par-
ent banks’ consolidated annual profits
in the reporting year. In some CEECs,
Austrian subsidiaries already hold a
market share of up to 45%.

On average, domestic banks’ total
assets in CEE rose by an annual 22%
over the past four years. However,
the increasing market presence of
Western banks in CEE leads to tighter
competition and, as a consequence,
to upward price pressure in privatiza-
tion deals; in addition, margins can
be expected to shrink in the future.
The OeNB closely monitors these de-
velopments and publishes analyses on
a regular basis, for instance in its bi-
annual Financial Stability Report.

The increase in Austrian banks’
profits went hand in hand with a

Banks enjoyed
good earnings in 2005

CEE subsidiaries earn
more than one-third of
Austrian banks’ profits
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Mutual funds and
insurance companies
also fared well in 2005

Household borrowing
in foreign currency
continued at

high levels in 2005

further strengthening of their risk-
bearing capacity. At 14.4% (most re-
cent figure), the unconsolidated capi-
tal ratio was clearly higher than the
minimum regulatory requirement.
Furthermore, the results of regularly
conducted market and credit risk
stress tests show that Austrian banks
are quite capable of coping with mar-
ket and credit risk.

Like banks, other financial inter-
mediaries also posted good results for
the year under review. While mutual
funds and pension funds gained from
a favorable market environment, in-
surance companies enjoyed higher
premium income and profited from
better cost structures and, like banks,
from their activities in CEE.

One of the most striking develop-
ments in lending to the private sector
was that foreign currency loans to
households and enterprises reached a
new record high of EUR 53 billion
(90% of which were denominated in
Swiss francs) at the end of 2005.
Households in particular continued
in large numbers to opt for borrow-
ing in foreign currency, with almost
every third loan (31% as of December
2005, see chart 18) being foreign cur-

rency-denominated. As the interest
margin between the euro and the
Swiss franc has clearly been narrow-
ing since 2002 — except for a slight
widening recently — the risk expo-
sure of households which have taken
out foreign currency loans has in-
creased: the exchange rate risk is ris-
ing while potential gains from lower
interest rates are declining. This phe-
nomenon contrasts with the trend
witnessed in the corporate sector,
where enterprises have been reducing
the foreign currency-denominated
share in their loan portfolios for quite
some time. Against the background
of these divergent trends the question
arises as to whether households are
sufficiently aware of the risks associ-
ated with foreign currency loans.
Therefore, the OeNB, in cooperation
with the Financial Market Authority
(FMA), is planning to publish an in-
formation brochure in the first half
of 2006 to help consumers get a
clearer picture of the advantages and
risks related to borrowing in foreign
currency.

Apart from exchange rate risks,
households have been increasingly ex-
posed to the risk of interest rate fluc-

Chart 18
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tuations, since more than 75% of all
loans to households are variable rate
loans. All in all, households’ market
risk exposure has been rising, which
in the long run may impact on the
quality of Austrian banks’ loan port-
folios.

Implementation of Basel Il
Enters Final Stage

The acceptance of the Capital Re-
quirements Directive proposal by
the EU Council and the European
Parliament in early fall 2005 marked
the successful conclusion of the larg-
est project to date pertaining to bank-
ing sector regulation at the European
level. The wording of the directive is
currently being finalized to meet all
linguistic and legislative requirements
and is planned to be formally adopted
in the first half of 2006. According to
the current schedule, the Basel II
framework will be gradually imple-
mented from January 1, 2007, on-
wards.

In view of the tight schedule, the
preparations for transposing the new

rules into Austrian national legisla-
tion have already been launched. The
Federal Ministry of Finance, the FMA
and the OeNB have continued their
successful collaboration also in this
area, setting up — next to the Basel II
project secretariat, which had en-
sured the coordination of positions
during the negotiation process — ex-
pert teams as well as a team of senior
editors (made up of representatives of
all three institutions) to deal with
legislative work.

In the discussions on the new cap-
ital adequacy rules at the European
level, the Austrian negotiators were
successful in making sure that the
provisions take account of a number
of issues that are of particular rele-
vance to the Austrian market; it is
crucial that these favorable conditions
are taken into consideration when
Basel II is transposed into Austrian
legislation.

Small and medium-sized enter-
prises (SMEs) are put into a better
position than large enterprises:
the risk capital that banks are re-

Chart 19

Basel Il Time Frame

1988 1989 1990 1991 1992 1993 1994
July 1988 End 1992
Publication of the Basel Entry into force
Capital Accord (“Basel ") of Basel | January 2001
Second
consultative
paper on Basel Il
1995 1996 1997 1998 1999 2000 2001
January 1996 October 2005 June 1999
Basel market risk paper Adoption of the Basel I First consultative paper on
April 2003 directive proposal by the revising the Capital Accord
pri . European Parliament and (“Basel II")
Third consultative paper Coundil of the EU
2002 2003 2004 2005 2006 2007 2008
March 2006 January 1,2007  January 1,2008
Mid-2004 Start of the Basel Il Entry into force  Entry into force
Publication of Basel Il consultation of Basel Il of Basel I
and the draft directive process in Austria  (voluntary; basic ~ (mandatory;
of the European July 2006 approaches) advanceﬁ
Commission approaches)

Scheduled adoption of national
legislation by parliament

New framework takes
into account Austrian
interests
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quired to hold is lower for loans
to SMEs than for loans to larger
companies, even if their level of
creditworthiness is the same.
Conditions for SMEs were made
even more favorable, as loans to
SMEs below EUR 1 million are
treated like retail loans. In addi-
tion, the new framework to a
larger extent acknowledges col-
lateral typical of SMEs (e.g. real
estate).

— Consumers gain from the more
favorable treatment of house pur-
chase loans under Basel II. Loans
for house purchase account for
about two-thirds of total lending
to private households in Austria.

— Savers and investors benefit from
the new rules, as banks’ improved
risk management increases the
safety of their deposits.

~ Nonprofit organizations (such as
religious communities or chari-
ties) are assigned to a favorable
rating class.

~ Banks will be treated according
to the principle of proportional-
ity; in other words, the require-
ments in connection with the im-

plementation of Basel II are less

stringent for small banks than for

large banks.
Banks wishing to apply the more
complex calculation methods of the
internal ratings-based approaches re-
quire the approval of the supervisory
authorities as well as comprehensive
preparations entailing an extensive
use of resources. To facilitate these
preparations, the OeNB together with
the FMA entered into a focused con-
sultation process with the banking
industry in 2005. The consultation
provided credit institutions with the
opportunity to have their level of
implementation of the new regula-
tory framework thoroughly assessed
by the supervisory authorities, who
also informed the respective banks of
the results of their review. These
prior consultations helped identify, at
an carly stage, those areas in which
the regulatory provisions had already
been fully implemented and those
which required further efforts. On
this basis it was possible to create a
reliable setting for planning and in-
vestment for both the banking indus-
try and the supervisory authorities.

Box 6

The Risk-Oriented Reporting System (ROM)

The implementation of Basel Il warranted the adjustment of the provisions governing the
supervisory reporting system in Austria. To this end, the OeNB and the FMA launched a
joint project to set up the “Risk-Oriented Reporting System (ROM),” which covers both the
data requirements of Basel Il and those of the newly developed off-site analysis models.
Following a series of intense and very constructive negotiations, in early November 2005,
the OeNB and the FMA reached agreement with industry representatives on ROM, which
has been designed to account for the new framework conditions in the domestic banking
industry in particular. This implies that in future there will be a stronger focus on the com-
pilation of data from bank groups and foreign subsidiaries as well as of detailed risk infor-
mation. The first set of rules under the restructured supervisory reporting system will
enter into force on January 1, 2007.

In addition, agreement was reached on substantial changes in banks’ reports of major
loans. The modified rules on risk-oriented reporting ensure that claims on borrowers are
fully reflected and that the reported risk-related data meet the requirements of Basel Il.

48

ONB ANNUAL REPORT 2005



THE OENB SUPPORTS THE MAINTENANCE OF FINANCIAL STABILITY

Close Cooperation

with the FMA

The OeNB’s broad involvement in su-
pervisory tasks — as stipulated by the
Austrian Banking Act — led to the
further intensification and consolida-
tion of cooperation between the
OeNB and the FMA in the reporting
year. The OeNB carries out elec-
tronic processing and plausibility
checks of the data reported by the
Austrian banking industry and draws
up analyses on the basis of these data,
which are made available to the FMA.
Furthermore, the OeNB is strongly
engaged in on-site inspections in ac-
cordance with its statutory mandate
to carry out on-site inspections of
credit institutions’ market and credit
risk exposure. The smooth collabora-
tion between the FMA and the OeNB
is highlighted by the fact that each of
the two institutions has the right to
participate in on-site inspections car-
ried out by the other institution — an
option the FMA has repeatedly made
use of.

The working relations between
the OeNB and the FMA are not lim-
ited to day-to-day business, but also
involve regular meetings of heads of
divisions and senior managers to ex-
change information and discuss issues
of fundamental interest. Further-
more, a number of joint working
groups have been established to deal
with specific issues of financial super-
vision to ensure the effective pooling
of expertise and, whenever neces-
sary, timely and concerted action in
the interest of the Austrian financial
market.

Cooperation with the Federal
Ministry of Finance has been success-
fully supported by the statutory
Financial Market Committee, which
also serves as a platform for an ex-
change of opinions and the coordina-
tion of legislative initiatives.

Box 7

The EU Financial Services Action Plan — Better Regulation

After the completion of the Financial Services Action Plan (FSAP) and several years of

consultation to which the OeNB had also contributed, in 2005 the European Commission

published its financial services strategy for the next five years. The following five priorities

have been identified to utilize the as yet untapped economic and employment growth

potential of the EU financial services sector and thus promote the overall process of

integration:

* Priority no. 1 is to dynamically consolidate progress and ensure the sound implementa-
tion and enforcement of existing rules.

* Priority no. 2 is to drive through the better regulation principles into all policy making.

* Priority no. 3 is to enhance supervisory convergence.

* Priority no. 4 is to create more competition between service providers, especially those
active in retail markets.

* Priority no. 5 is to expand the EU’s influence in globalizing capital markets.

The increased focus on consolidation and implementation is, inter alia, to answer to
industry calls for a “regulatory pause.” Moreover, the better regulation principle is to
ensure that future regulatory measures are well targeted and based on impact studies
and that they are made subject to ex-post reviews to assess their effectiveness.

Lively exchange of
opinions between
institutions responsible
for maintaining
financial stability
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OeNB contributes to

improvement of financial

crisis management

The OeNB Takes Action to
Enhance Financial Stability
Stepped-Up Supervisory
Cooperation at the European Level
In 2005 the OeNB continued to
closely cooperate with European
NCBs and supervisory authorities,
thereby providing a number of valu-
able stimuli. On the ESCB Banking
Supervision Committee (BSC), a
joint forum of representatives of EU
central banks and supervisors, the
OeNB contributed to analyses of
developments in the European bank-
ing sector from a financial stability
perspective and to discussions of
specific regulatory and supervisory
issues (for instance in connection
with financial crisis management).
Serving as the chair of the Working
Group on Banking Developments, a
BSC working group, the OeNB
played a considerable role in shaping
the deliberations of the BSC. Apart
from its regular reports on the devel-
opment of banking structures in the
EU and on banking and financial sec-
tor stability, the BSC’s 2005 agenda
comprised issues such as the interac-
tion between banks and hedge funds,
banking structures in the new EU
Member States, the increase in cross-
border banking and the potential im-
pact of the International Financial
Reporting Standards (IFRS) on finan-
cial stability.

The OeNB participates in the
Committee of European Banking
Supervisors (CEBS), established in
2004, and, in addition, is represented
in the CEBS Bureau, which proac-
tively provides support and advice to
the CEBS chair on key issues. CEBS’
tasks are to advise the European
Commission, especially on banking
regulation issues, to ensure consistent
implementation of EU directives in
the banking sector and to foster the

convergence of supervisory practices
and the overall cooperation among
supervisors. In 2005 CEBS conducted
a series of consultations, in particular
on issues associated with Basel II (e.g.
uniform reporting standards, super-
visory review under pillar 2, recogni-
tion of external credit assessment in-
stitutions, validation of risk measure-
ment and risk management systems,
cooperation between home and host
supervisors).

On the basis of the 2003 Memo-
randum of Understanding between
EU supervisors and central banks,
the EU Economic and Financial Com-
mittee (EFC) prepared another Mem-
orandum of Understanding between
banking supervisors, central banks
and financial ministries on coopera-
tion in financial crisis situations,
which entered into force in July 2005.
In April 2005, the Eurosystem’s crisis
management rules were successfully
tested for their suitability to protect
the financial system in case of crisis.

As regards financial crisis man-
agement in Austria, two major pro-
jects were completed in 2005: the
Financial Market Committee set up a
crisis management framework, and
the OeNB drew up a crisis manage-
ment manual. These two sets of rules
complement the structural and orga-
nizational prerequisites for effective
crisis management.

The OeNB’s Analytical Tools: Com-
prehensive and Highly Professional

Given Austria’s high bank density, on-
site inspections of single banks can-
not be conducted very frequently;
therefore, off-site analyses play a par-
ticularly important role in the super-
visory process. As a consequence, the
OeNB, the FMA and the University
of Vienna joined forces to enhance
the analytical framework, creating a
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number of modern risk-based off-site
analysis models.

Furthermore, the OeNB contrib-
uted to maintaining financial stability
by promoting and participating in the
linking of European loan registers.
Since early October 2005, the OeNB
has been legally entitled' to exchange
data from its own loan register against
data collected by the NCBs of Bel-
gium, Germany, France, Italy, Portu-
gal and Spain. This exchange of data
provides Austrian banks and supervi-
sors with more accurate information
on Austrian borrowers’ foreign debt
and the opportunity to quickly and
reliably retrieve information on the
debt of borrowers from one of the
participating countries if need be.
This expansion of data collected in
the Major Loans Register is not only
an additional service to reporting
banks, but also supplies supervisors
with relevant information required
for targeted and efficient off-site
analysis.

The set of off-site analytical tools
has been complemented by the Syste-
mic Risk Monitor, a tool for analyzing
banking sector stability at the aggre-
gate level. The Systemic Risk Moni-
tor model quantifies credit and mar-
ket risks at the level of individual
banks and places them into a systemic
context by applying two innovative
modeling approaches: on the one
hand, it performs a joint statistical
modeling of the risk factors deter-
mining credit and market risk, which
allows an analysis of the concurrent
influence of these factors on the bank-
ing system to be performed and on
the other hand it explicitly takes into
account the interlinkages between

banks in terms of interbank liabilities
and mutual equity interests, which
makes it possible to quantify the risk
of contagion.

An innovative software tool has
been introduced also for on-site in-
spection: BOSS  (short for Bank
On-Site Supervision) will contribute
substantially to adding structure and
uniformity to on-site supervisory
processes. BOSS has been operational
for real-time on-site inspections since
October 2005; on the basis of an
integrated analysis of strengths and
weaknesses, the new tool provides,
inter alia, a quick and graphically suc-
cinct evaluation of the key results
of an on-site inspection exercise. In
future, BOSS will support and docu-
ment all on-site inspections.

In the year under review, the
OeNB and the FMA added two guide-
lines to their joint series of publica-
tions on Basel II: The guideline on
operational risk management deals
with the risks caused by persons, in-
frastructure, IT, processes and exter-
nal events and with the management
of these risks, whereas the guideline
on overall bank risk management
explains the requirements of internal
risk prevention, i.e. those risk manage-
ment methods which banks apply re-
gardless of regulatory requirements.’

Great Variety of Payment Systems
Oversight Activities

In 2005 the OeNB was closely in-
volved in the preparations of the new
legal framework for payments in the
Single Market, supporting the Fed-
eral Ministry of Finance in the re-
spective working groups of the Euro-
pean Commission at the EU level

" Pursuant to Article 75 paragraph 5a of the Austrian Banking Act and the 299" requlation of the FMA on the

international exchange of major loans data.

> Both guidelines are available at www.oenb.at.

Systemic Risk Monitor
analyzes contagion risk
in banking
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Box 8

The Tasks of Payment Systems Oversight

Pursuant to Article 44a of the Federal Act on the Oesterreichische Nationalbank 1984,
the OeNB is entrusted with payment systems oversight. In accordance with this mandate,
the OeNB monitors the systemic safety of multilateral payment systems operating in Aus-
tria as well as Austrian banks’ secure participation in international payment systems.
Oversight takes place by collecting payment systems statistics in the framework of the
reporting system introduced in 2004 and by conducting reviews on the basis of the pub-
lished guidelines. These reviews evaluate the measures taken to ensure legal, financial,
organizational and technical system security. The Secure Information Technology Center
— Austria (A-SIT) supports the OeNB in its activities by providing assistance on oversight
issues in connection with organizational and technical system stability.

The numerous examinations the OeNB conducted in 2005 confirmed a high degree
of systemic stability in Austria. The disturbances recorded were minor in scope and did not
noticeably affect the Austrian financial system.

and, at the national level, conducting
a survey to assess the potential im-
plications of the introduction of a
new license for payment institutions
envisaged by the relevant directive on
the Austrian financial market. Re-
presentatives of the European Com-
mission, the ECB, Austrian public
authorities and market participants
discussed the results of this survey at
an OeNB workshop in fall 2005.

Furthermore, in the year under
review the OeNB’s activities to ad-
vance and harmonize payment sys-
tems oversight in the Eurosystem in-
cluded its contributions to developing
a harmonized ESCB card payment
oversight scheme — for which the
OeNB’s  oversight principles and
guidelines served as an essential basis
for discussion — and to drawing up
standards for securities settlement in
the euro area.

In late January 2005, CCP.A’, a
joint subsidiary of Oesterreichische
Kontrollbank AG (OeKB) and Wie-
ner Borse AG, opened business, as a

settlement agent and central counter-
party for all trades concluded on the
Vienna stock exchange (both spot and
futures markets). The securities set-
tlement system newly established and
operated by CCP. A has been approved
by the OeNB in accordance with the
Settlement Finality Act and is now
also subject to payment systems over-
sight.

In 2005 the OeNB examined the
impact of systemic risk on the ARTIS?,
applying a simulation software made
available by Suomen Pankki — Fin-
lands Bank, the Finnish central bank.
The effects of operational problems
on the liquidity situation of the sys-
tem and its individual participants
as well as on possible systemic risks
were analyzed by simulating various
risk scenarios. The results of the sim-
ulation showed that under the cur-
rent security provisions, ARTIS has a
high degree of operational reliability
and — on this premise — functions
smoothly also in a stress scenario.

3 CCPA: CCP Austria Abwicklungsstelle fiir Borsegeschdfte GmbH.

* ARTIS: Austrian Real Time Interbank Settlement.
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Deepening of Financial

Stability Analysis

Financial stability was also the central
theme of the OeNB’s 33" Economics
Conference in May 2005.° Instability
in the financial market makes it more
difficult to predict the interaction be-
tween monetary policy and the real
economy, which in turn adversely af-
fects effective monetary policy imple-
mentation. Therefore, the ECB and
the Eurosystem as a whole have al-
ways attached great importance to
macroprudential financial ~market
analysis. Such an analysis enables pol-
icymakers to take preventive mea-
sures or to counteract undesired de-
velopments at an early stage. Speakers
at the conference highlighted the im-
portance of preventive action against
financial instability and the major role
— due to the close relationship be-
tween price stability and financial
stability — of macroprudential finan-
cial analysis conducted by central
banks.

The OeNB regularly analyzes
financial market developments in
Austria to be able to identify poten-
tial risks to financial stability at an
carly stage. The results of these anal-
yses are published, for instance, in
the OeNB’s biannual Financial Stability
Report or presented at press confer-
ences. In particular, in 2005 the
OeNB continued to provide the pub-
lic with information on the risk of
foreign currency loans and conducted
a survey among banks to examine the
implications of banks’ links to hedge
funds for financial stability; the re-
sults of this survey, together with
some regulatory considerations, were

published in a study® in the Financial
Stability Report 10. Furthermore,
the OeNB conducted stress tests to
calculate the potential losses Austrian
banks might suffer from hedge fund

investments.

The OeNB - A Center of
Competence for Financial
Statistics

At both the European (ESCB, Euro-
stat) and the national levels, the
OeNB actively contributed to shaping
the respective statistical frameworks
in 2005. Also, the OeNB facilitated
and expanded public access to its sta-
tistical data. This improvement in
customer services is reflected in the
number of visits (3.5 million in 2005)
to the 1,800 pages of the OeNB web-
site’s “Statistics and Reporting” sec-
tion and in the rising popularity of
the statistics hotline, which recorded
2,200 inquiries by phone and e-mail
(@ 22% increase compared with
2004). In addition, the OeNB is con-
tinuously improving the usability of
its online statistical services. The
range of data available was increased
also thanks to a joint initiative of the
Eurosystem central banks: Since De-
cember 2005, the OeNB and the
other euro area NCBs have provided
comparative tables of selected data
covering all euro area countries. The
OeNB is currently working to broaden
the scope of this service.

The consolidated analysis of bank
data, i.e. the integrated examination
of individual bank and group data, is
increasing in importance, as reflected
by the numerous data requests sub-
mitted by international organizations

* See also the conference proceedings of the OeNB’s 33 " Economics Conference, available at www.oenb.at.

® Endlich E., M. S. Schwaiger and G. Stoffler. 2005. The Exposure of Austrian Banks to Hedge Funds: Survey
Results and Regulatory Aspects. In: Financial Stability Report 10. 74—82. Available at www.oenb.at.

Public makes extensive
use of the OeNB’s
statistical services

Studies on foreign
currency loans and
hedge funds complement
stability analysis
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Box 9

What Central Banks Require from and Expect of Official Statistics

Selected Quotes from Governor Klaus Liebscher’s Speech
on the Official Statistics Day on September 20,2005

* “Responsible policies must be built on reliable information. Such information not only
supports decision-making, but also contributes to understanding policy decisions and to
making their effects transparent. Therefore, we need scientifically sound concepts and
high-quality data based thereupon.”

* “Central banks have to be able to rely on the high quality of official data they use for
policy decisions.”

* “However, central banks’ statistical requirements and expectations are not limited to
central bank-specific tasks.”

* “A dynamic economy needs dynamic statistical offices. At the same time, it is vital that
in a continuously changing environment the quality of data be sustained at all times.”

* “As the role of statistics in policymaking — for instance in the excessive deficit proce-
dure or in the convergence process — has been growing, those responsible for compiling
data may be increasingly exposed to political pressure. For this reason, ensuring the
official statistical offices’ independence in terms of methods, staff and funding is a key
priority. Structuring the European statistical system on the ESCB model may be one
possible approach.”

* “It should be borne in mind that even data that meet the highest scientific criteria ‘do
not speak for themselves’; they must be communicated and interpreted to be clear and
credible to the public, which is a key aspect of the responsibility of statistical offices
and other providers of statistics.”

* “Policymakers at the European and the national levels owe it to citizens to provide the
necessary resources for delivering reliable statistics.”

" The full German text of this speech was published in the OeNB’s “Statistiken — Daten & Analysen” series (Q4/05)
and is available at www.oenb.at.

(including the ECB and the IMF). In
response to this development, in
2005 the OeNB implemented a
widely automated process to calculate
consolidated data on the profitability,
business structures and own funds of
banks. These data are reported to the
ECB within the consolidated banking
data framework.

Moreover, the OeNB compiles
data for the IMF’s Financial Sound-
ness Indicators (FSI). The IMF has

launched this initiative in response to
the financial crises of the late 1990s.
The FSIs are to help increase trans-
parency, improve the regular analysis
and evaluation of financial systems
and assess their strengths and vul-
nerabilities. At present, more than
60 countries (including all EU Mem-
ber States) participate in this initia-
tive.
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Box 10

New Foreign Trade Data Reporting System

The Quality of Statistics Hinges on Reliable Information

A small economy in the common European market, Austria has achieved a high degree of
openness. The ratios of exports and imports to GDP are each higher than 50%, and the
amount of capital Austrians invested in international markets came to some EUR 65 bil-
lion in 2005. In other words, Austria’s prosperity depends to an ever larger extent on its
international economic ties. Therefore, reliable balance of payments data are crucial for
an accurate picture of the economic situation in Austria.

The OeNB has a statutory obligation to compile Austria’s foreign trade statistics
(including balances of payments and international investment positions) and must thus
meet the challenge of adequately depicting Austria’s current and financial transactions
with other countries, while keeping the reporting burden for enterprises low. Against this
background, the OeNB introduced a new reporting system in early 2006. The system is
based on quadlified concentration samples among importers and exporters and uses, to
the largest extent possible, existing administrative data.

In the interest of both reporting agents and users of macroeconomic statistics, the
OeNB is keen to use existing data bases. For instance, in preparing the balance of pay-
ments as part of the financial accounts, the OeNB uses ECB monetary statistics (which
serve as the basis for calculating the euro area monetary aggregates). The OeNB and
Statistics Austria cooperate closely on balance of payments statistics, each focusing on its
field of specialization (Statistics Austria on the real economy, the OeNB on the financial
sector), thus making best use of synergies and producing high-quality statistics while keep-
ing the reporting burden low.

First experience gained from applying the new reporting system confirms that the
cooperation between the OeNB and reporting agents is working well. Thanks to the
OeNB’s and Statistics Austria’s well-established direct links to respondents, any remaining
uncertainties as to reportable items and technical matters can be eliminated as they
arise.

ANNUAL REPORT 2005 ONB 55



New legal framework
introduces common
standards for domestic
and cross-border
payments in the EU

Milestones on the road
toward SEPA

The OeNB Helps Ensure Safe Payments
and a Smooth Cash Supply

EU Aims at Increasing
Payment System Efficiency
by Creating a Pan-European
Infrastructure

On December 1, 2005, the European
Commission published the final pro-
posal for a directive on a new legal
framework for payments. The pro-
posed directive would establish a
modern legal framework for a single
payments area in the EU and remove
existing legal obstacles. It aims at
making cross-border electronic pay-
ments as simple, cheap and safe as do-
mestic payments, irrespective of how
transactions are carried out (through
payment cards, credit transfers or di-
rect debits). The new directive is de-
signed to provide market participants
with fair and unimpeded access to
payment markets, increase the trans-
parency of payment services and en-
sure uniform consumer protection
standards within the EU.

The directive will apply to pay-
ment transactions in all EU Member
States and in the currencies of all
Member States, while at the same
time creating the necessary legal ba-
sis for the Single Euro Payments Area
(SEPA), which is to be established by
2010 at the latest. From then on,
there will be no discernible differ-
ences between domestic and cross-
border payment systems.

The Oesterreichische National-
bank (OeNB) supports the European
Commission’s initiative to create a
new legal framework for payment
services within the EU. It closely co-
operates with the competent EU in-
stitutions and is represented in the
relevant working groups at the EU
level.

At the Lisbon European Council
in 2000, the heads of state or govern-

ment of the EU Member States ad-
opted the objective of making the EU
the world’s most competitive econ-
omy by 2010 (Lisbon strategy).

One essential element of this ob-
jective is the creation of a single pay-
ments area. The smooth euro change-
over was an important step in achiev-
ing this goal; the next step addresses
the harmonization of payment sys-
tems. The SEPA goal will be achieved
when euro area citizens can use a sin-
gle set of payment instruments to
make payments throughout the euro
area from a single bank account as
casily and safely as they can in a na-
tional context today. In other words,
in which euro area country or with
which euro area bank customers hold
an account will no longer play a role.
In June 2002, European banks and
banking associations founded the Eu-
ropean Payments Council (EPC) as a
governance structure for guiding and
implementing the SEPA project. One
of the EPC’s key tasks in this context
is drafting a framework for card pay-
ment processing and defining uni-
form process guidelines for credit
transfers and direct debit payments in
euro. The SEPA Cards Framework
was published in August 2005, and
the SEPA Scheme Rulebooks for
Credit Transfer and Direct Debit
were published in September 2005.
These documents specify the general
and operational requirements for uni-
form payment processing in euro and
serve as a basis for the implementa-
tion of SEPA standards at the national
level. The payment systems used in
Austria today have to be adapted ac-
cordingly, as only SEPA-compliant
systems are to be used in the long
run. The NCBs — and thus also the
OeNB — are required to support the
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banks in the transition to such sys-
tems. Integrating the Austrian finan-
cial market in the evolving SEPA en-
vironment requires a coordinated ap-
proach and consultations of all market
participants. This is why the OeNB
initiated the establishment of the Aus-
trian Payments Council (APC) within
the Austrian Society for Payment Sys-
tem Research and Cooperation
(STUZZA) in early 2005. The APC
is Austria’s central coordinating body
for the implementation of SEPA. Its
working group structure was mod-
eled after that of the EPC.

The vision for SEPA is that all pay-
ments effected in the euro area are
treated like domestic payments and
that they are at least as secure and
efficient as payments made through
the best-performing national pay-
ment systems today.

Standardizing Payment
Systems to Accelerate
Settlement

The OeNB provides market partici-
pants with open and neutral access to
the pan-European retail clearing in-
frastructure STEP2, which is in line
with the ESCB’s policy statement on
“Central banks’ provision of retail
payment services in euro to credit in-
stitutions” published on August 4,
2005. In this statement, the ESCB
underscores the NCBs” obligation to
promote the smooth operation of
payment systems and highlights the
significance of NCBs providing pro-
cessing facilities for retail payments
in euro.

The number of Austrian transac-
tions routed through STEP2 by the
OeNB is increasing thanks to the
OeNB’s successful cooperation with
domestic and foreign banks. The daily
number of basic credit transfers pro-

cessed by the OeNB in 2005 in-

creased by 6.97% compared with
2004, which confirms the rising
demand in the Austrian market for
STEP2 access for all market partici-
pants. The OeNB and its STEP2 par-
ticipants accounted for about 7% of
the total European STEP2 volume on
average in 2005, thus significantly
furthering the market penetration of
standardized and cost-efficient settle-
ment systems in European retail
transactions. Ultimately, the entire
market benefits from this develop-
ment, not just banks alone but busi-
nesses and consumers as well. The
OeNB’s STEP2 access is used by Aus-
trian credit institutions as well as
banks from the Czech Republic, Ger-
many, Hungary, Malta and Slovakia
(including Narodna banka Slovenska).
The OeNB has thus become one of
the largest STEP2 participants within
a short period of time. All in all, 157
banks, i.e. more than 10% of all indi-
rect participants in Europe, are using
the OeNB’s STEP2 access point.

The success of STEP2 in Austria
shows that joining forces and pooling
transactions can help optimize inter-
bank payments. This is why the OeNB
decided in 2005 to introduce a clear-
ing service also for domestic pay-
ments. The new system, which will
be operational from mid-2007 on-
ward, will be neutral, open to all
domestic banks irrespective of their
size, and based on the principle of
cost recovery. With this step, Austria
will close the gap on the 23 EU Mem-
ber States that have clearing systems
in place. The NCBs play an active
role in the creation of the clearing
houses.

The OeNB will expand its access
point to the pan-European STEP2
system by mid-2007 to include a
clearing facility for domestic inter-
bank transactions. This service, called

ESCB’s policy statement

confirms OeNB’s
approach to retail
payments

STEPAT - OeNB
creates a hub for
interbank payments
in Austria
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TARGET?2 — uniform

standards for large-value

payments in the EU
from 2007 onward

The OeNB ensures
smooth functioning of
ARTIS/TARGET

STEP.AT, is the logical next step to
increase the efficiency and security of
payment systems in Austria. It will
substantially reduce the adjustments
costs associated with SEPA that Aus-
trian banks will have to bear over the
next years.

The OeNB’s expanded STEP2 ac-
cess platform will help avoid parallel
structures and will further the stan-
dardization of payment systems, thus
cutting the cost of necessary future
investments in the payment systems
infrastructure.

Compared with the current cor-
respondent banking system (which is
based on bilateral relations), a harmo-
nized clearing system for domestic
interbank retail payments will sim-
plify day-to-day operations. STEP.AT
is a milestone in making the Austrian
system comply with SEPA standards;
it will adopt the uniform SEPA for-
mats for direct debit and credit trans-
fer across Europe as soon as possible.

The OeNB operates one of the
16 real-time gross settlement (RTGS)
systems in the EU, which form to-
gether with the ECB payment mecha-
nism the TARGET' platform, one of
the world’s largest wholesale payment
systems. In 2005, TARGET pro-
cessed some 296,306 domestic and
cross-border transactions with a value
of around EUR 1,900 billion on aver-
age a day. TARGET contributes sig-
nificantly to reducing systemic risk,
as it is a real-time gross settlement
system in which payments are settled
with immediate finality. The Austrian
RTGS system, ARTIS’, was used
to settle 2,387,806 domestic and
543,615 cross-border payment orders
in 2005, which corresponds to a rise

by 12.7% and 4.4%, respectively,
against 2004.

The existing TARGET system
will be replaced by a Single Shared
Platform (SSP) for TARGET2, which
is scheduled to become operational in
November 2007. In addition to pro-
viding a higher and standardized level
of service across Europe, TARGET?2
will also offer a uniform price struc-
ture for all participants.

The ESCB’s decision to process
all TARGET transactions with the
SSP (instead of the 16 RTGS systems)
requires all participating EU Member
States to migrate their systems to this
platform. This migration will be split
into four waves over a period of six
months, with the last wave being
reserved for extraordinary connec-
tions to the SSP only. The OeNB and
the Austrian banking community are
part of the first migration group.

The envisaged pricing scheme in
TARGET2 will allow participants to
choose between (1) a small monthly
fee plus a flat rate per transaction and
(2) a higher monthly fee plus a vol-
ume-based degressive fee per trans-
action. The prices for TARGET?2 ser-
vices, which will replace the existing
TARGET fees as from May 2008, will
be fixed by the Governing Council of
the ECB based on the results of the
relevant market consultation in early
2006.

The OeNB has taken all necessary
steps to connect its system to the SSP.
Furthermore, it keeps the Austrian
banks up to date on the latest devel-
opments of TARGET?2 at meetings of
the national migration teams, at tech-
nical workshops and at STUZZA

meetings.

" TARGET: Trans-European Automated Real-time Gross settlement Express Han;ﬁzr.

7 ARTIS: Austrian Real Time Interbank Settlement.
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Strategic Review of OeNB
Subsidiaries that Provide
Cashless Services

In 2005, the OeNB’s role in the field
of cashless payments was marked by a
process of strategic change. The
OeNB sold its 38% share in Austrian
Payment Systems Services (APSS)
GmbH and prepared the sale of its
9.1% share in A-trust Gesellschaft fir
Sicherheitssysteme im elektronischen
Datenverkehr GmbH in 2006. Both
enterprises, which provide important
payment infrastructure solutions for
the Austrian financial market, will,
of course, continue to offer their high
service quality to market participants.
Moreover, AUSTRIA CARD Plastik-
karten und Ausweissystemgesell-
schaft m.b.H., a 100% subsidiary of
the OeNB, continued to produce
highly secure chip cards for the do-
mestic and international markets in
2005. The Austrian Society for Pay-
ment System Research and Coopera-
tion (STUZZA), in which the OeNB
holds 25%), was assigned a major new
task with the establishment of the
APC in 2005.

APSS is a provider of cashless pay-
ment solutions with a track record of
25 years and a reputation for top qual-
ity and maximum security. The com-
pany processes around 393 million
payment transactions a year, develops
highly specialized software applica-
tions for card-based payment systems
and runs Austria’s ATM and POS?
terminal network.

Until recently fully owned by
Austrian banks (62%) and the OeNB
(38%), APSS was successfully estab-
lished as an independent payment
processor for (credit) card organiza-
tions and credit institutions. The
OeNB had acquired its stake in APSS
in 1995 with the aim of improving
the security standards in Austrian
payment systems. Along with its co-
owners, the OeNB readily supported
any measures necessary to ensure the
continued high service quality of
APSS. Looking ahead, however, new
strategies are in order to support the
company’s expansion to new markets
and business segments. Hence, the
owners decided in 2005 to sell APSS

to a strategic partner. After intense

Chart 20

OeNB Subsidiaries in the Cashless Payments Field

AUSTRIACARD

AUSTRIA CARD Plastikkarten und
Ausweissysteme Gesellschaft m.b.H. (100%)

* production and sale of credit cards,
card systems and relating forms

* production and sale of ID systems

Society for Payment System Research and
Cooperation (Studiengesellschaft fiir
Zusammenarbeit im Zahlungsverkehr
(STUZZA) GmbH (25%)

* development of concepts and measures
to reduce credit institutions’ payment
transaction costs through increased
automation and improved customer service

3 POS: Point of Sale.
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First Data International
(FDI) acquires APSS

Having helped establish a
safe digital signature
scheme, the OeNB sells
its A-Trust shares

STUZZA - defining
methods and standards
for payment transactions

negotiations with several multina-
tional corporations, APSS was sold to
First Data International (FDI), which
is the best solution for APSS.

Formally a strategically important
competitor of APSS, FDI will now
support APSS’ expansion to the fast-
growing markets of Eastern and
Southeastern Europe. Taking over
the well-positioned APSS was a
perfect strategic move by FDI to com-
plement its core business: being a
global market leader in the field of
payment processing, FDI will thus
expand its presence in Central and
Eastern Europe.

APSS, which now operates under
the name of First Data Austria, will
continue to offer the major services
provided to Austrian clients in the
past for a minimum of five years.
Moreover, the enterprise will serve
as a competence center within the
FDI group, holding a strategically
important position in the further
development of SEPA-compliant card
payment systems.

Promoting safe and efficient pay-
ment systems is one of the OeNB’s
tasks under the Federal Act on the
Oesterreichische Nationalbank 1984
(Nationalbank Act) as well as accord-
ing to the ESCB Statute. The Natio-
nalbank Act, moreover, put the re-
sponsibility for payment systems
oversight into the hands of the OeNB;
in this capacity it continues to secure
a safe environment for payment card
transactions in Austria. In other
words, consumers will not feel the
change of ownership at the leading
Austrian infrastructure provider for
card-based payments: ATMs and POS
terminals will still be available for
payment with around 7 million debit
and credit cards 24 hours a day.

Using digital signatures raises se-
curity standards for electronic com-

munications, notably for transactions
over the Internet. Digital signatures
are thus a very useful tool for satis-
fying the security requirements with
regard to electronic payments (e.g.
e-banking), for any kind of e-business
and for e-government applications.

Improving the security of elec-
tronic payment transactions is a mat-
ter of particular concern to the
OeNB.

A-Trust Gesellschaft fiir Sicherheits-
systeme im elektronischen Datenverkehr
GmbH was founded in early 2000
with the aim of supporting the evolv-
ing market for a safe electronic signa-
ture from the very beginning and
providing the Austrian financial mar-
ket with a safe infrastructure in ac-
cordance with the Austrian Signature
Act. For this reason, the OeNB chose
to help establish A-Trust.

Today, A-Trust is providing the
market with a highly sophisticated
infrastructure that complies with all
legal requirements.

In February 2006, the OeNB sold
its minority stake in the enterprise
after having contributed to its strate-
gic development for five years. In the
interest of the Austrian financial mar-
ketplace, the OeNB will continue to
promote the use of digital signatures
in domestic and international pay-
ment transactions. The products of-
fered by A-Trust still form an essen-
tial part of the OeNB’s security con-
cept.

The Society for Payment System
Research and Cooperation (STUZZA)
was founded in fall 1991 as a joint
undertaking of Austrian credit insti-
tutions and the OeNB. After running
numerous projects to raise the degree
of automation in payment systems,
STUZZA served as an indispensable
communications hub in the context

of the euro changeover. Now, STUZZA
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is committed to assisting the consoli-
dation of cashless payment systems in
Europe and actively supporting the
establishment of the Single Euro
Payments Area by 2010. The relevant
working groups were set up at
STUZZA in early 2005.

OeNB Cash Service
Subsidiaries

The core purpose of Miinze Osterreich
Aktiengesellschaft (the Austrian mint,
a 100% OeNB subsidiary) is the mint-
ing, distribution and withdrawal of
divisional and negotiable coins as well
as the production and sale of items
made of precious and other metals.
The national and international suc-
cess of the Austrian mint is primarily
attributable to the products’ high
coinage quality and attractive design,
but also to excellent intermediate
products: it is a global supplier of e.g.
top—qualjty precious metal blanks.
Miinze Osterreich Aktiengesellschaft
can perform its main task — produc-
ing coins — in a cost- and quality-effi-
cient manner owing to the broad
range of customer-oriented products
(e.g. collectors’ coins and commemo-

rative coins, Wiener Philharmoniker
bullion coin).

The tasks of Oesterreichische Bank-
noten- und Sicherheitsdruck GmbH
(OeBS) include banknote and security
printing, print product business as
well as research and development ser-
vices. The OeBS is committed to the
highest quality and security standards
and applies a strict quality manage-
ment system to ensure the optimal
use of resources and the maximum
benefit for its customers (which, apart
from the OeNB, include the ECB and
other Eurosystem NCBs). The com-
pany strategy as well as its R&D and
business activities aim at retaining a
market leader position in the field of
security standards and at achieving a
top position above all for the produc-
tion of the second series of euro
banknotes.

GELDSERVICE AUSTRIA Logistik
fiir Wertgestionierung und Transportko-
ordination G.m.b.H. (GSA) is Austria’s
leading cash services company; it of-
fers cash processing services and solu-
tions for the entire cash supply chain,
buys and sells foreign currency and
handles cash transports. GSA’s well-

Chart 21

OeNB Cash Service Subsidiaries

OESTERREICHISCHE BANKNOTEN- UND SICHERHEITSDRUCK GMBH
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Oesterreichische Banknoten- und
Sicherheitsdruck GmbH (100%)

* banknote and security printing
* print product business
* research and

development services

GELDSERVICE AUSTRIA
Logistik fiir Wertgestionierung
und Transportkoordination
G.m.b.H. (91.4%)

* cash processing
* cash supply chain solutions
* logistics

E ¥

Miinze Osterreich
Aktiengesellschaft (100%)

 coin minting, distribution
and withdrawal

e production and sale of
metal items

* engineering and
consulting services
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Currency in circulation
in the euro area
and in Austria

established cash management system
conforms to the highest security stan-
dards. The company is intent on opti-
mizing the cost efficiency of its cash
processing and logistics services with
a focus on top quality and short turn-
around times. GSA’s overall impor-
tance lies in its pivotal role as a ser-
vice provider in the field of payment
systems; it is committed to keeping
the cost of cash logistics low, while at
the same time contributing to techni-
cal enhancements in the field of cash
processing.

The OeNB and its associates have
been able to create synergies by opti-
mizing their business portfolio and
by bundling procedures. This strat-
egy has produced very good results,
especially in the sales sector of the
OeNB’s ) cash-producing subsidiaries
Miinze Osterreich Aktiengesellschaft
and OeBS, by integrating formerly
separate functions and by coordinat-
ing activities. The joint use of human
and material resources makes it pos-
sible to continually increase cost effi-
ciency.

Through its associated companies,
the OeNB can pursue its security
aims and take confidence-building
measures in the field of cash services.
The network of associates supports

the OeNB in fulfilling its responsibil-
ity to maintain the stability of the
Austrian financial system by creating
a positive climate for doing business
and investing in Austria.

Demand for Cash
Remains High

At year-end 2005, the number of
euro banknotes in circulation in the
euro area stood at 10.4 billion
(equivalent to EUR 565.2 billion,
+13% against 2004 in value terms),
while the volume of euro coins came
to 63 billion (equivalent to EUR
16.6 billion, +8% against 2004 in
value terms).

The euro cash developments ob-
served in Austria in 2005 broadly
mirror those of recent years. The
balance of euro banknotes issued by
and returned to the OeNB continued
to decrease steadily, given the free
flow of euro cash across borders and
the higher number of banknotes re-
turned. At year-end, the number of
euro banknotes deposited with the
OeNB in 2005 exceeded withdrawals
by 174 million, while coin deposits
fell 2.6 billion short of withdrawals.
Based on transaction data, the OeNB
estimates that 330 million to 350 mil-
lion euro banknotes were actually in

Chart 22

Total Value of Euro Banknotes and Coins in Circulation in the Euro Area
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circulation in Austria at end-2005.
Coin circulation in Austria broadly
corresponded to the volume of coin
withdrawals minus deposits.

The persistently high demand for
euro banknotes is attributable to the
popularity of euro cash as means of
payment in the euro area on the one
hand, and on the other hand to the
fact that payments in euro are increas-
ingly accepted in countries outside
the euro area (in particular in EU
candidate and accession countries as
well as new EU Member States).

The number of counterfeit bank-
notes recovered from circulation in
Austria in 2005 dropped by 46.8% to
7,127 against 2004, even though the
number of banknotes issued by the
OeNB that year increased by 18.7%
to 950 million against 2004. At the
EU level, the number of recovered
counterfeit banknotes also declined
slightly to 579,000.

In 2005, more than half of all
counterfeits were EUR 50 banknotes,
which represents a shift from higher
to lower denominations. This trend is
confirmed by the fact that the dam-
age caused by counterfeits in 2005
was EUR 853,735 lower than in 2004
(—57%). In Austria, most incidences
of counterfeit banknotes (53% in
2005) continued to be recorded in
the greater Vienna area.

Alllinks in the security chain that
includes the OeNB, credit institu-
tions, law enforcers and retailers have
vital tasks in effectively protecting
the population against counterfeits.
The OeNB’s main focus is on produc-
ing high-quality banknotes and coins,
constantly checking the authenticity
of banknotes and coins in circulation
and keeping the Austrian population
informed.

A top priority in the production
of euro banknotes is the integration

of security features anyone can check
without special equipment. This
strategy has proved effective — all
euro counterfeits can still be spotted
by applying the FEEL — LOOK —
TILT test (see box 11).

Introducing the second series of
euro banknotes in a few years’ time
will be the largest cash logistics chal-
lenge since the euro changeover. As
banknotes are highly sophisticated
products that need to be produced in
large quantities, preparatory work on
the next banknote series already
started in 2004. In this context, the
OeNB considers it vital to
— integrate the security features of

the new banknote series even

better with the banknote design,
and
— toretain the catchy, simple slogan

FEEL — LOOK — TILT in educat-

ing the general public.

The banknotes of the new series will
be issued at intervals, denomination
by denomination, starting toward the
end of this decade. The EUR 50
banknote will probably be the first
denomination of the second series to
be put into circulation.

When establishing the authentic-
ity of banknotes, their quality (“fit-
ness”) is a key factor. The better the
quality, the easier it is to check the
security features, especially the paper
and the raised ink features. To guar-
antee the fitness of the euro banknotes
circulating in Austria, the OeNB and
GSA processed more than 1 billion
banknotes in 2005. In other words,
every banknote circulating in Austria
is checked three to four times on av-
erage by OeNB or GSA experts and is
removed from circulation when found
unfit. This is an essential contribution
to banknote security.

However, banknote security re-
quires more than state-of-the-art

Number of counterfeits

declines markedly

Protecting the
population against
counterfeits
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banknotes and the fitness of circulat-
ing banknotes — cash users must also
be familiar with the security features
of banknotes. This is why educating
the general public and above all pro-
fessional cash handlers about the dis-
tinctive features of euro banknotes is
of utmost priority. Professional cash
handlers are cashiers at banks and re-
tailers as well as the police; they are
the forefront of protecting the public
against counterfeits. In 2005, the
OeNB reached out to approximately
64,000 people via 132 workshops,
the euro bus touring the country as
well as representations at trade fairs
and events. The OeNB’s branch office
network, which was reorganized in
2004, has also played an important
part.

The Austrian police, who are in-
creasingly relying on international
cooperation as a key to success in
combating  counterfeiting, posted
very good results in 2005. Several
counterfeit printing plants were shut
down in Europe thanks to the coop-
eration with Europol and Interpol.
The number of counterfeit EUR 100
banknotes, for instance, declined
substantially after a printing plant
was closed in Lithuania. The breakup
of several distribution networks also
contributed to the positive results.
Over the last few years, the Austrian
police seized 4,771 counterfeit bank-
notes with a face value of EUR
1,148,640 before they were put into

circulation.

Box 11

Security Features FEEL - LOOK - TILT

How to Identify Genuine Euro Banknotes

FEEL

Run your fingers over the front of the banknote and you
will feel the print to be raised in some parts. As a result of
intaglio printing methods, the initials of the European
Central Bank, the value numerals and the motifs of win-
dows and gateways will feel rough to the touch.

LOOK

Look at the banknote and hold it up to the light: The
watermark, the security thread and the see-through
register will then be visible. All three features can be seen
from the front and the reverse side of genuine bank-

notes.

TILT

Tilt the banknote to see the moving image on the holo-
gram stripe or patch applied to the front of the banknote:
The hologram image will change between the value and
the € symbol (EUR 5, EUR 10, EUR 20) or between the
value and a window or doorway (EUR 50, EUR 100, EUR

200, EUR 500).

On the reverse side, if you tilt the banknote, you can see a glossy gold-colored stripe
(EUR 5, EUR 10, EUR 20) or a color-shifting ink feature, i.e. the value numeral in the
right-hand corner shifting color from purple to olive green or brown (EUR 50, EUR 100,

EUR 200, EUR 500).
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Box 12

Called-In Banknotes and Dates at which Exchange Periods End

Following a project to identify
possible uses of cash recyclers, the
OeNB established a Test Center for
checking counterfeit detectors, bank-
note counting and sorting machines,
cash recyclers and coin counting ma-
chines. After the technical infrastruc-
ture for testing had been implemented
in 2005, the OeNB’s Test Center
checked 60 machines free of charge.
The test results are available to the
public — and especially to interested
businesses — via the OeNB’s website.
The OeNB thus assumes a pioneering
role in the ESCB in this field. So far,
21 manufacturers and trading compa-
nies have had their machines checked

Denomination: ATS 100 (5™ motif)
Portrait (front): Angelika Kauffmann
Date of issue: October 19, 1970
Exchange deadline: November 28, 2006

Denomination: ATS 500 (2" motif)
Portrait (front): Josef Ressel

Date of issue: October 24, 1966
Exchange deadline: August 31, 2007

Denomination: ATS 50 (3™ motif)
Portrait (front): Ferdinand Raimund
Date of issue: February 15, 1972
Exchange deadline: August 31, 2008

Denomination: ATS 20 (4™ motif)
Portrait (front): Carl Ritter von Ghega
Date of issue: November 4, 1968
Exchange deadline: September 30, 2009

Denomination: ATS 500 (3™ motif)
Portrait (front): Otto Wagner

Date of issue: October 20, 1986
Exchange deadline: April 20, 2018

Denomination: ATS 1,000 (4" motif)
Portrait (front): Erwin Schrodinger
Date of issue: November 14, 1983
Exchange deadline: April 20, 2018

at the OeNB’s new Test Center. Sev-
eral manufacturers use this service
also for endurance and stress testing.

The euro bus toured Austria for
the fourth time in 2005, providing
Austrians with the opportunity to
exchange their remaining schillings
for euro free of charge and to obtain
information on the euro and its secu-
rity features.

Between May 13 and August 30,
2005, the euro bus made 89 stops in
85 towns and municipalities, servic-
ing 104,000 customers, who ex-
changed a total of ATS 73.4 million
for euro. At each stop, ATS 824,674

were exchanged for euro on average,

Test Center established

and expanded

The OeNB reaches out

to its customers
with the euro bus
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Exchange deadline for
“Bertha von Suttner”
banknotes expires

which represents a 36% increase
compared with the (already very suc-
cessful) euro bus tour in 2004.

In addition to using the cost-free
currency exchange service, Austrians
were also highly interested in obtain-
ing information on the euro. The
euro bus tour allowed the OeNB to
deliver several important services —
such as providing background infor-
mation on the FEEL — LOOK — TILT
test and the security features — di-
rectly at the customers’ doorsteps all
over Austria. The euro bus will con-
tinue touring the country in 2006.

August 30, 2005, marked the end
of the redemption period for the ATS
1,000 banknote featuring a portrait
of Bertha von Suttner. The banknote
had ceased to be legal tender in 1985.
Since this was the first time that an
exchange deadline expired for a schil-
ling banknote after the cash change-
over, the OeNB placed special em-
phasis on informing the Austrian citi-
zens in time about this fact. Many
customers came to the OeNB’s head

office, branch offices and the euro
bus to exchange their “Bertha von
Suttner” banknotes for euro. Still, a
total of 457,403 banknotes were not
returned to the OeNB. The euro
equivalent of the outstanding
banknotes (EUR 33,240,772.37) was
credited to the Austrian Federal Min-
istry of Finance’s giro account at the
OeNB on August 31, 2005.

While the exchange deadlines for
schilling banknotes of series which
had been called in before the euro
was launched continue to apply, there
is no deadline for converting the
schilling banknotes and coins of the
last series into euro at the OeNB free
of charge.

The next exchange deadline ex-
pires on November 28, 2006; it ap-
plies to the ATS 100 banknote featur-
ing a portrait of Angelika Kauffmann.
2,904,324 of these banknotes with a
value of EUR 21,106,546 were still
outstanding as of December 31,

2005.
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The OeNB'’s External Communications —
Conveying Stability and Security

Information Campaigns and
Media Presence in 2005

Money is not just an economic, but
also an emotional issue. That is why,
next to providing economic analy-
ses, the Oesterreichische Nationalbank
(OeNB) strives to keep Austrians well
informed on all matters concerning
their money — the euro. These infor-
mation activities in turn foster public
trust in the single currency as a stable
and secure means of payment.

In 2005, the OeNB continued its
widely publicized information cam-
paign revolving around a (German)
slogan which roughly translates as “I
work hard for my money. Good that
each euro is worth it.” Moreover, the
OeNB placed ads in daily and weekly
newspapers, launched a series of TV
spots and used its media cooperation
network to disseminate information
on various euro-related topics (such
as the euro’s stability, the security of

euro banknotes and coins as well as
the OeNB’s tasks within the Euro-
system).

In its campaign the OeNB showed
situations of everyday working life to
illustrate how hard many people have
to work for their money and how im-
portant it is, therefore, for the euro
to keep its value and remain a secure
means of payment. Within the frame-
work of the single monetary policy,
the OeNB acts as a guardian of the
euro’s stability.

Following up on the motifs used
in the previous year (shoe store, cir-
cus, driving school), the OeNB intro-
duced two new motifs in its campaign
in 2005 (hairdresser, mover) as well
as a TV spot showing the difficult re-
covery of a lost cat. These measures
helped communicate complex issues
such as price stability and cash secu-
rity in a humorous and understand-
able way. Asin 2004, the bottom line

ONB

OESTERREICHISCHE NATIONALBANK

Stabilitit und Sicherheit.

The OeNB’s
information campaign:
“Stability and Security.”
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Fall 2005
information campaign

OeNB Hotline
in high demand

More than 160 press
releases and almost
1,500 media reports
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Stabilitit und Sicherheit.

of the campaign remained, “I work
hard for my money. Good that each
euro is worth it.”

In fall 2005, the OeNB launched
an information campaign on the tasks
it fulfills on behalf of the Austrian
public, the business community and
the Austrian economy as a whole.
The campaign rested on advertorials
published in Austria’s most influential
media and addressed topics in the
following four categories: (1) mone-
tary policy, (2) analysis/data/dia-
logue, (3) secure money, and (4) fi-
nancial stability/banking supervision.
The OeNB also placed teaser ads de-
signed to explain specific terms and
concepts (e.g. purchasing power,
banking supervision).

At the same time, the OeNB in-
tensified its efforts to disseminate in-
formation on the New Basel Capital
Accord (Basel II), inter alia by step-
ping up its cooperation with media
suited to targeting the audience af-
fected by Basel II and by organizing

road shows for small and medium-
sized enterprises together with the
Austrian Federal Economic Cham-
ber.

The OeNB Hotline (+43-1-404
20-6666), which is publicized in the
OeNB’s ads, continued to be in high
demand in 2005. The number of re-
quests directed to the OeNB Hotline
team remained more or less un-
changed against the previous year
(slightly above 31,000). However,
there was a marked shift in the com-
position of queries: While the share
of e-mail requests increased from
22% (2004) to almost 31% in 2005,
the percentage of telephone inquiries
dropped from 78% to 69%.

In 2005, the OeNB also concen-
trated its public relations efforts on
reinforcing its cooperation with eco-
nomic journalists: In addition to its al-
ready well-established module-based
seminars for journalists, the OeNB
introduced special seminars for young
journalists (up to the age of 35) in the
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reporting year. The OeNB’s seminar
series is very popular with its partici-
pants and is considered extremely
useful.

In the reporting year, the OeNB
published a total of 162 press releases,
which, together with journalists’ que-
ries and the OeNB’s press contacts,
provided the basis for 1,500 reports

in various print media.

ECB and OeNB
Provide Schools with
New Teaching Materials

Following three years of joint efforts
on the part of the European Central
Bank (ECB) and the euro area NCBs,
2005 saw the completion of an infor-
mation kit for teachers and students
aged 14 to 16. The compilation of this
information kit, which explores the
topic “Price stability: why is it impor-
tant for you?”, was initiated by the
ECB and carried out within the
framework of the Eurosystem’s coor-
dinated communication activities.
This new educational tool ' consists of
a comprehensive teachers’ booklet,
leaflets for students and an eight-min-
ute animated film, which explains the
concept of price stability in an enter-
taining and easily understandable
manner. In determining the design
and characters used for the film, the
ECB and the NCBs relied on the in-
put of partner schools all across the
EU and, for the dubbing of the film in
the various EU languages, the ECB
hired renowned actors and actresses.
In Austria, more than 1,000 informa-
tion kits have been distributed so far.

In fulfilling its mandate to keep
the Austrian public well informed,
the OeNB places special emphasis on

educational activities in the school

THE OENB’S EXTERNAL COMMUNICATIONS — CONVEYING
STABILITY AND SECURITY

sector. For many years now, the
OeNB’s school information kit on
money and currency (“Geld und
Wihrung”) has played a pivotal role
in familiarizing teachers with eco-
nomic topics and helping them pre-
pare relevant teaching material for
their classes. The information kit,
which previously had only been avail-
able in print format, was also pub-
lished in a CD-ROM version in 2005.
Governor Klaus Liebscher and Elisa-
beth Gehrer, Austria’s Federal Minis-
ter for Education, Science and Cul-
ture, presented this CD-ROM to the
public in December 2005. So far it
has been distributed among more
than 4,500 secondary schools across
Austria.

As an additional service, the
OeNB also expanded and relaunched
its online information package for
teachers and students in December
2005 (see www.oenb.at, “Schule und
Jugend”). The OeNB’s website now
provides access to brochures on
money, the Austrian financial system
and the OeNB’s role in the European
System of Central Banks (ESCB), as
well as a broad range of teaching
materials (in German only). The
school information CD-ROM con-
tains some suggestions on how to use
these materials in the classroom. (As
these suggestions are intended for
teachers only, they are not published
on the Internet.)

The OeNB decided to add more
new features to its communicative
repertoire in 2005 and initiated a
thorough review of its educational ac-
tivities. To maximize the benefit of
the addressed target groups, the
OeNB conducted a systematic needs
assessment before going ahead with

" The information kit is available on the ECB’s website in all 20 official languages of the EU (see www.ech.int).

The ECB’s school
information kit

The OeNB’s school
information kit
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T€MPO - the

OeNB'’s interactive quiz

for students

Tours for school classes

Successful event
management

The OeNB supports EU

twinning projects

the reorientation of its educational
activities.

The online quiz TEMPO is yet
another new feature of the OeNB’s
educational program. Designed to
complement the school CD-ROM,
the quiz allows students to check and
deepen their understanding of topics
they have discussed in the classroom.
Students are guided through the quiz
by a comic character which was spe-
cifically designed for the educational
section of the OeNB’s website. Stu-
dents (grades 5 to 13) who achieve
good results in the quiz can enter a
competition and win various non-
cash prizes, which provides an addi-
tional incentive. The first winners
were announced in late March 2006.

As in previous years, many school
classes made use of the possibility of
visiting the OeNB. The OeNB’s visi-
tor service, which is available all year
round, includes an informative pre-
sentation (one hour) and a tour of the
OeNB’s Money Museum. 111 school
classes visited the OeNB’s Vienna-
based head office in 2005. In addi-
tion, the OeNB organized a traveling
exhibition for secondary academic
schools all over Austria, which was
accompanied by presentations on eco-
nomic processes and monetary policy
issues. With these services, the OeNB
reached about 7,700 Austrian stu-
dents and their teachers in 2005.

The OeNB continued to support
training activities for teachers, i.e.
seminars on economic and monetary
policy, which attracted around 300
participants.

The OeNB’s Growing
Importance as a Hub for
International Dialogue

The OeNB not only promotes the ex-
change of information and views with
other central banks, but also actively

participates in EU twinning projects.
These projects, which involve the
euro area countries and the new EU
Member States, were initiated by the
European Commission to support
new EU members in preparing the
introduction of the euro, in particu-
lar in the area of public relations. The
OeNB, for instance, is the twinning
partner of Magyar Nemzeti Bank,
the Hungarian central bank. Within
the framework of this cooperation,
various meetings were organized in
Budapest and Vienna to discuss dif-
ferent aspects of introducing the euro.
The areas covered included the coor-
dination of national measures and re-
quirements, the language and termi-
nology of the Eurosystem, detailed
target group and media analyses, the
creation of an ideal communication
mix, the role of national partners and
platforms, as well as the production
and distribution of brochures and
products among different target
groups.

As an important partner in na-
tional and international dialogue, the
OeNB hosted events on a total of
279 days during the reporting year,
welcoming around 11,600 partici-
pants. These figures roughly equal the
high level already reached in previous
years and show that the OeNB’s event
management is a driving force in its
overall communication strategy.

Among the multitude of confer-
ences and workshops hosted in 2005,
two events stood out: the OeNB’s
33" Economics Conference in May
and the Conference on European
Economic Integration (CEEI) in No-
vember, which was organized in co-
operation with the ECB and the
Frankfurt-based Center for Financial
Studies (CES). The central themes of
the Economics Conference (overall
topic: “Monetary Policy and Financial
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Stability”) were discussed in sessions
entitled “Macroeconomic Policies and
Financial Stability,” “Institutional and
Regulatory Issues,” and “Micro-Chal-
lenges for Financial Institutions.” The
CEEI focused on financial integra-
tion, an issue which has been given
a new geographic dimension and
greater scope by the EU enlargement
round of May 2004 and the new Eu-
ropean Neighbourhood Policy. As fi-
nancial market development and inte-
gration may significantly contribute
to the economic catching-up process
of Central, Eastern and Southeastern
European countries, the conference
attracted many renowned economic
policymakers, financial market play-
ers and researchers.

The Economics Conference and
the CEEI once more underlined the
OeNB’s importance as a hub for in-
ternational dialogue and debate.

The OeNB’s Money Museum

In the reporting year, the OeNB’s
Money Museum attracted around
11,200 visitors, which represents a
6% increase vis-a-vis 2004. The num-
ber of guided tours even rose by 25%.
In addition to its day-to-day business,
the Money Museum opened its doors
during the Austrian Broadcasting
Corporation’s annual Museum Night,
contributed to the activity program
the City of Vienna organizes for chil-

THE OENB’S EXTERNAL COMMUNICATIONS — CONVEYING

STABILITY AND SECURITY

dren every summer and, for the first

time, participated in the children’s

summer university program offered

by the University of Vienna.
Moreover, the Money Museum

hosted several special exhibitions in

2005:

“Der Euro im Entwurf”: the suc-
cessful euro banknote design ex-
hibition was extended throughout
the first half of 2005.

—  “Kupferstecher der OeNB in den
letzten 40 Jahren”: In early 2005,
the Money Museum and the OeBS
organized a special exhibition fea-
turing the work of three OeNB
copperplate engravers from the
past 40 years.

— “Der Blick hinter die Fassaden™
In mid-September the Money
Museum launched an exhibition
on central bank architecture in
the 25 EU Member States, which
presented central bank buildings
as a manifestation of architec-
tural epochs. The exhibition was
rounded off by the presentation
of the design competition for the
future ECB premises.

— “Geld in Osterreich — Von der
Antike bis zur Gegenwart”: This
exhibition on Austria’s monetary
history from antiquity to modern
times, which was adapted in
spring 2005, is part of the stan-

dard tour for school classes.
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As in previous years, the OeNB’s
Money Museum took part in numer-
ous joint exhibition projects in 2005.
As many as 760,000 visitors attended
exhibitions in which the Money Mu-
seum was involved as a cooperation

partner and/or for which it provided
loan objects from its collection. Thus,
the Money Museum makes an impor-
tant contribution to the OeNB’s over-

all visibility.
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The OeNB — A Performance-Oriented,
Efficient Enterprise

As an integral part of the Eurosys-
tem, the Oesterreichische National-
bank (OeNB) has manifold tasks to
fulfill. Its activities are marked by
continuous efficiency improvements,
pronounced cost consciousness and a
high level of customer orientation,
goals that the OeNB strives to reach
by providing and promoting continu-
ing staff training, by regularly imple-
menting state-of-the-art innovations
to optimize its services and by reli-
ably ensuring the smooth operation
of its technical infrastructure. This
commitment enhances the OeNB’s
broad range of services to the best ad-
vantage of its customers,

The OeNB’s 2005 Intellectual
Capital Report (published separately)
provides key figures depicting the
development of corporate structures
and information about innovations
made, the network of relationships
and human capital. This chapter of
the Annual Report represents a syn-
opsis of these corporate develop-
ments.

The year 2005 was marked by the
successful completion of many pro-
jects. Some 15.4% of staff (measured
in full-time equivalents) was on pro-
ject teams, i.e. engaged in improving
the OeNB’s services and operations.

Staying the course of lean and
modern central banking, the OeNB
made steady headway with organiza-
tional development in the review
year. To this end, the OeNB applied
internal organizational analyses and
business process analyses in the fol-
lowing areas:

— Optimization of transport and
storage logistics as well as stan-
dardization of cash packaging, in
particular for international deliv-
eries, substantially improved the

efficiency and reduced the costs
of cash supply. In addition, the
OeNB adapted its cash services in
line with its customers’ needs,
e.g. by introducing new counter
opening hours.

— The OeNB restructured and en-

hanced its public relations and ex-
ternal communications processes
and services. As a case in point,
the opening hours of the OeNB’s
Money Museum were adjusted to
take account of visitors’ prefer-
ences.

— Process analysis was used to opti-

mize the activities of the Eco-
nomic Analysis and Research Sec-
tion.

— The use of electronic media for

documentation management and
communications services was in-
creased to reorganize mail pro-
cessing and distribution, stream-
line the processes involved and
further reduce the OeNB’s paper
consumption as well as the work-
load involved in handling printed
matter.

—  Procurement and technical ser-
vices responsibilities were up-
dated to meet market require-
ments. Moreover, the central as-
signment of purchasing responsi-
bilities within the group yielded
considerable cost savings.

— A special initiative of the em-
ployee suggestion scheme calling
for proposals centered on operat-
ing efficiency and efficient work
organization was highly successful
in activating staff innovation po-
tential.

The operational risk management system

ORION established at the OeNB is

continually monitored to ensure reg-

ular evaluation and updates. These

Numerous innovative
projects implemented

Operational risk
management at the
OeNB expanded
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Establishing structures to

guarantee efficient
delivery and customer
orientation of services

Improving Security
Standards for IT
Infrastructure

monitoring exercises make certain
that ORION reduces operational risk
in ongoing business activities and that
the OeNB is highly crisis resistant.

The OeNB has extended the prin-
ciples underlying ORION to the Aus-
trian financial market to draw up a
crisis management manual specifying
the organizational framework for
concerted action during financial cri-
ses. Recent events induced the OeNB
to upgrade ORION to include a pan-
demic preparedness plan, enabling the
OeNB to react swiftly and effectively
to any threat of a global epidemic.

In 2005, the OeNB’s corporate
governance was subjected to a man-
agement system analysis. The OeNB
contracted an external consultant to
help analyze the utility and effective-
ness of the OeNB’s business manage-
ment tools. The analysis focused par-
ticularly on determining whether
strategic plans had been effectively
and consistently transposed into
concrete measures and operational
activities.

Improvements in cost accounting
addressed a key optimization concern
during the review year. In particular,
an approval in principle by the Gov-
erning Council of the ECB of a uni-
form cost accounting method repre-
sented a major step forward in intro-
ducing a harmonized cost accounting
system for the Eurosystem. The ex-
plicit aim of the Eurosystem is to ap-
ply a standardized procedure to cal-
culate the costs of products and ser-
vices with the intention of optimizing
procedures and raising efficiency.

In addition, cost accounting
within the OeNB was further im-
proved, in particular to better cap-
ture intracompany cost allocation.
The general intention behind user-
pays cost accounting is to clearly iden-
tify who is responsible for which costs

and in a next step to streamline cost
management.

As a contracting authority, the
OeNB is subject to the Federal Pro-
curement Act, which prescribes a call
for tenders for procurements exceed-
ing a certain threshold amount. 25
calls for tender were handled in 2005,
and the OeNB succeeded in cutting
costs significantly for the contracts
awarded. Moreover, the OeNB uses
its procurement platform to achieve
synergy effects in procurement across
the OeNB group.

Above and beyond implementing
internal optimization measures, the
OeNB remains committed to the
principle of customer orientation.
The product management system in-
troduced several years ago has mean-
while become firmly established.
Customers are closely involved in
product improvement and benefit en-
hancement efforts, and product man-
agers’ participation in strategic as
well as operational planning is being
stepped up.

In 2005, IT security efforts cen-
tered on the definition and imple-
mentation of better security standards
for the key platforms used at the
OeNB. In more detail, the work in-
cluded the elaboration of new secu-
rity standards for IT applications
developed in-house and by outside
specialists, the creation of a special
application to facilitate the review of
authorization ~consistency in the
OeNB and the implementation of a
concept for the secure administration
of network components.

As part of the planned further de-
velopment of the OeNB’s information
technology services, platform consol-
idation made further headway in
2005.

The OeNB’s personnel develop-

ment activities concentrated on cre-
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ating incentives and means to enhance
staff mobility. A new electronic plat-
form was established to upgrade in-
formation about job rotations avail-
able for specific periods at the OeNB,
the ECB, NCBs and other institu-
tions. In the review year, 63 employ-
ees participated in the job rotation
scheme; 25 of the job rotation posi-
tions were international. Offering
part-time positions, teleworking and
sabbaticals, the OeNB promotes flex-
ible working arrangements, which a
rising number of employees is making
use of.!

The importance of mobility and
flexibility is on the rise also at the
international level. A basic training
program for managers and new staff
members that is standardized across
the ESCB is targeted at fostering and
enhancing the common understand-
ing of the ESCB/Eurosystem. Coop-
eration on the conception and organi-
zation of seminars on a broad range of
fields within the ESCB/Eurosystem
support the integrative education and
training approach.

In 2005, the OeNB launched a
highly successful pilot project aimed
at introducing a special program to
quickly identify and optimally pro-
mote high-potential employees. This
program was based on the develop-
ment of a job specification for future
managers and senior experts.

Within the framework of its par-
ticipation in the European Recovery
Program (ERP), the OeNB contin-
ued to give financial support to nu-
merous small and medium-sized en-
terprises in 2005. Providing a total of
EUR 280 million — 54% of the entire
amount disbursed by the ERP fund

for 2005 — the OeNB sponsored
internationalization, innovation and
structural improvement efforts. The
promotion of replacement investment
in Austria’s westernmost provinces
after the extensive flood damage in
the region in the summer of 2005
represented a further focus of the
OeNB’s financial support activities.

The OeNB has traditionally been
closely involved in Austria’s export
promotion and financing activities.
Taking into account the overall eco-
nomic situation in Austria and in the
countries to which exports with a
federal guarantee are delivered, the
OeNB contributes to the optimal
handling of such exports. The joint
deliberation of the OeNB and the
other institutions involved in export
promotion helps support Austrian ex-
porters.

As the OeNB takes a strong inter-
est in securing the future of Austrian
science and research, it has provided
Austrian researchers with consider-
able funding for almost 40 years. In
1966, the OeNB set up the Anniver-
sary Fund for the Promotion of Scien-
tific Research and Teaching (Jubi-
laumsfonds — Anniversary Fund) to
mark the 150" anniversary of the
OeNB’s establishment. Since then,
the Anniversary Fund has provided
financial support to the tune of ap-
proximately EUR 668 million for
close to 8,500 projects of basic and
applied research, making it an indis-
pensable pillar of Austrian research
promotion. Therefore, this promo-
tion instrument for outstanding basic
research, which provides direct sup-
port for Austrian researchers, will

be preserved side by side with the

" For more details, see the OeNB’s 2005 Intellectual Capital Report.

The OeNB promotes
job flexibility and
mobility

The OeNB is
committed to research,
science, culture and
environmental
protection

The OeNB fosters
business development
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National Foundation for Research,
Technology and Development (Na-
tional Foundation), which was estab-
lished several years ago.

In 2005, the OeNB made direct
grants amounting to roughly EUR 9.4
million for 161 research projects in
economics, medicine (clinical re-
search), social sciences and the hu-
manities, with an emphasis on rein-
forcing the promotion of economic
science projects.

In addition, the OeNB Anniver-
sary Fund provides a forum in which
cutting-edge economics and human
medicine project results are periodi-
cally presented to an expert audi-
ence.

The National Foundation provides
a sound and reliable basis for the sus-
tainable, strategic long-term financ-
ing of Austrian research initiatives in-
dependently of public finances. Its ef-
forts are targeted particularly at
supporting interdisciplinary research
projects which generate long-term
benefits. The provision of sustainable
financing for such initiatives contrib-
utes to visibly positioning and inter-
nationalizing Austrian excellence in
research. In the review year, the
OeNB provided a total of EUR 75
million of support to the National
Foundation.

In addition, the OeNB provided
EUR 3.6 million of basic funding
to three economic research institutes
— the Institute for Advanced Studies
(IHS), the Austrian Institute of
Economic Research (WIFO) and The
Vienna Institute for International
Economic Studies (wiiw) — and

2

EUR 1.0 million to help finance the
fourth research year of the Austrian
Academy of Sciences’ Institute of
Molecular Biotechnology (IMBA).

The OeNB also attaches great im-
portance to the promotion of cultural
activities. Its collection of valuable
old string instruments, which today
ranks among the most outstanding of
its kind in Europe, currently com-
prises 34 instruments, which are on
loan to rising Austrian violin stars
and Austrian chamber music ensem-
bles and orchestras. The OeNB feels
an obligation to make this collection
accessible also to a broader public. In
late 2005, 28 of these exquisite string
instruments were shown at a special
exhibition at the Kunsthistorisches
Museum in Vienna.

In 2005, the OeNB published an
art book about its collection of
Austrian paintings of the interwar
years, with detailed descriptions and
presentations of works by Oskar
Kokoschka, Albin Egger-Lienz, Max
Oppenheimer, Alfons Walde, Wil-
helm Thény, Josef Floch, Carl Moll,
Anton Kolig, Greta Freist and Franz
Sedlacek.

By introducing an integrated en-
vironmental management system
with certification according to EMAS?
for all its offices across Austria and
fulfilling EMAS standards, the OeNB
has further strengthened its pro-
nounced commitment to protecting
the environment for future genera-
tions beyond the legal requirements.
The OeNB’s energy conservation
measures and the nearly complete
switch from virgin to recycled paper

* EMAS is short for “eco-management and audit scheme” (environmental audit). The objective of EMAS is_for

companies to improve environmental performance on a continuous basis. EMAS can help companies to eliminate

environmental and economic shortcomings and to save material and energy, and hence costs. Thus, EMAS is an

{zﬂ;aem mStrumentfor ImPIemen[mg prevenmve EIIVH’OHIHEHICII PTO[ZC[]OH.
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use stand out among its efforts to pro-
tect natural resources.
Environmental performance is
measured on the basis of ecological
indicators for businesses, which rely
on input and output data. These indi-
cators make it possible to regularly
assess efforts to enhance environmen-

tal performance, facilitate compari-
sons with other companies in the in-
dustry and thus help identify potential
for long-term improvement. Table 4
provides a brief overview of the
OeNB’s ecological indicator values
and a benchmark of other financial
service providers.3

Table 4

Overview of the OeNB’s Ecologial Indicator Values

Benchmark?
Energy Location ‘ 2005 ‘ 2004 ‘ 2003 2002 ‘ 2001 ‘ Unit' + | ~ ‘ -
Electricity consumption Vienna 8.3 8.4 8.4 8.7 9.2 | MWh/emp <45 6 >8
Heat consumption Vienna 66 73 80 135 119 kWh/m? <110 130 >150
Water
Water consumption Vienma | 114 | 121 114 128 | 131 | lemplday | <60 100 | >120
Consumption of material and products
Total paper consumption All sites 159 212 186 254 467 kg/emp <100 200 >500
Consumption of
writing/photocopying paper All'sites | 11,830 | 12,330 | 20,958 | 25377 | 27,797 |sheets/femp | <8,000 10,000 | >12,000
Share of recycled paper All sites 90 90 65 34 34 % >30 20 <10
Consumption of cleaning agents Vienna 22 31 105 105 105 g/m? not available
CO, emissions (total)
CO, emissions? Allsites | 29| 30| 44 43| 49|  wemp | <28 4|  >45
Source: OeNB.
" emp = employee
7 Source: Association for Environmental Management in Banks, Savings Banks and Insurance Companies, Austrian Society for Environment and Technology guideline.
? Operation and business trips.
> For a more detailed account, please see the Environmental Statement qf the OeNB, published every three years in
German and updated annually.
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Financial Statements
of the Oesterreichische Nationalbank

for the Year 2005



Balance Sheet as at December 31, 2005

December 31,2005 December 31,2004
EUR EUR

1 Gold and gold receivables

2 Claims on non-euro area residents denominated
in foreign currency
2.1 Receivables from the IMF
2.2 Balances with banks and security investments,
external loans and other external assets

3 Claims on euro area residents denominated in foreign currency

4 Claims on non-euro area residents denominated in euro
4.1 Balances with banks, security investments and loans
4.2 Claims arising from the credit facility under ERM I

5 Lending to euro area credit institutions related to monetary

policy operations denominated in euro
5.1 Main refinancing operations

52 Longer-term refinancing operations
5.3 Fine-tuning reverse operations

54 Structural reverse operations

5.5 Marginal lending facility

5.6 Credits related to margin calls

6 Other claims on euro area credit institutions
denominated in euro

7 Securities or euro area residents denominated in euro
8 General government debt denominated in euro

9 Intra-Eurosystem claims

9.1 Participating interest in the ECB

9.2 Claims equivalent to the transfer of foreign reserves

9.3 Claims related to promissory notes backing the issuance
of ECB debt certificates’

9.4 Net claims related to the allocation of euro banknotes
within the Eurosystem

9.5 Other claims within the Eurosystem (net)

10 Items in course of settlement

11 Other assets
11.1 Coins of euro area
11.2 Tangible and intangible fixed assets
11.3 Other financial assets
11.4 Off-balance sheet instruments’ revaluation differences
11.5 Accruals and prepaid expenses
11.6 Sundry

512,056,414.91
5274929174.63

434,254,091.19

9,307,000,000.00
3,204,816,494.00

116,475,959.82
1,157,451,203.42

X

8,706,607,390.00

162,808,807.41
156,223,313.73
6,866,730,342.43
7,015,432.92
385,321,338.14
1,041,905,252.71

4,229152,318.69

5,786,985,589.54

1132,332,872.37

434,254,091.19

12,511,816,494.00

104,558.34
3,181,050,094.26
419,956,629.70

9,980,534,553.24

93593,378.76
8,620,004,487.34

46,389,785,067.43

72299743349

4,866,747,894.87

617,603,102.40

8,029,000,000.00
824,559,167.00

116,475,959.82
1,157,451,203.42

X

2,874,801,135.00

210,722,512.58
163,644,100.60
7,176,598,738.76
6,792,217.76
294,596,508.26
1,055,801,635.91

3179,012,958.74

5,589,745,328.36

746,608,748.13

617,603,102.40

8,853,559,167.00

136,214.40
3,085,653,396.16
362,922,577.16

4,148,728,298.24

90,938,617.90

8,908,155,713.87

35,583,064,122.36

" Only an ECB balance sheet item.
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December 31,2005
EUR

December 31,2004
EUR

1 Banknotes in circulation 15,128,006,240.00 13,416,143,605.00
2 Liabilities to euro area credit institutions related to
monetary policy operations denominated in euro 4,975937,306.98 4,000,043,265.50
2.1 Current accounts (covering the minimum reserve system) 4,969,837,306.98 3,993,473,265.50
2.2 Deposit facility 6,100,000.00 6,570,000.00
2.3 Fixed-term deposits - -
2.4 Fine-tuning reverse operations - -
2.5 Deposits related to margin calls - -
3 Otbher liabilities to euro area credit institutions
denominated in euro - -
4 Debt certificates issued’ X X
5 Liabilities to other euro area residents denominated in euro 7,785,714.85 7,626,156.01
5.1 General government 3,878,973.09 6,903,198.34
5.2 Other liabilities 3,906,741.76 722,957.67
6 Liabilities to non-euro area residents denominated in euro 8,133,374.73 6,292,924.74
7 Liabilities to euro area residents denominated
in foreign currency 47,603.90 47,360.94
8 Liabilities to non-euro area residents denominated
in foreign currency 501,654.30 156,255.63
8.1 Deposits, balances and other liabilities 501,654.30 156,255.63
8.2 Liabilities arising from the credit facility under ERM || - -
9 Counterpart of Special Drawing Rights allocated by the IMF 216,626,545.50 204,039,682.00
10 Intra-Eurosystem liabilities 15,712,996,024.99 9,000,500,379.24
10.1 Liabilities equivalent to the transfer of foreign reserves' X X
10.2 Liabilities related to promissory notes backing the issuance
of ECB debt certificates - -
10.3 Net liabilities related to the allocation of
euro banknotes within the Eurosystem - -
10.4 Other liabilities within the Eurosystem (net) 15,712,996,024.99 9,000,500,379.24
11 Items in course of settlement - -
12 Other liabilities 651,428,588.97 597,408,380.49
12.1 Off-balance sheet instruments’ revaluation differences 2,831,748.60 907,327.70
12.2 Accruals and income collected in advance 43,874,231.84 20,271,797.34
12.3 Sundry 604,722,608.53 576,229,255.45
13 Provisions 2,227,186,837.52 2,280,637,317.78
14 Revaluation accounts 3,307,525,203.79 1,935,987,262.97
15 Capital and reserves 4,117,008,962.34 4,104,427,565.58
15.1 Capital 12,000,000.00 12,000,000.00
15.2 Reserves 4,105,008,962.34 4,092,427,565.58
16 Profit for the year 36,601,009.56 29,753,966.48
46,389,785,067.43 35,583,064,122.36
" Only an ECB balance sheet item.
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Profit and Loss Account for the Year 2005

Financial year 2005 Financial year 2004
EUR EUR

1.1 Interest income

1.2 Interest expense

=N

Net interest income

2.1 Realized gains/losses arising from financial operations

2.2 Writedowns on financial assets and positions

2.3 Transfer to/from provisions for foreign exchange
and price risks

N

Net result of financial operations,
writedowns and risk provisions

3.1 Fees and commissions income

3.2 Fees and commissions expense

w

Net income from fees and commissions

4 Income from equity shares and participating interests

wul

Net result of pooling of monetary income

6 Other income

Total net income

7 Staff costs

8 Administrative expenses

9 Depreciation of tangible and intangible fixed assets

10 Banknote production services

11 Other expenses

Total expenses

12 Corporate income tax

13 Central government’s share of profit

14 Profit for the year

908,835,336.59

—457,404,954.92

218151,499.02

—44,291,261.03

8,097,746.79

3,707,251.01

—2927,529.40

451,430,381.67

181,957,984.78

779,721.61

68,424,721.58

7,053,357.45

21,157,284.59

730,803,451.68

—104,910,021.29

—85,322,038.76

—15,236,889.89

—16,184,763.09

—21136,277.78
—242,789,990.81

488,013,460.87

—122,003,365.22

366,010,095.65

—329,409,086.09

36,601,009.56

691,121,580.37

—242,510,370.53

264,521,726.71

—263,543,394.87

214,178,897.52

3,304,450.43

—2,316,197.10

448,611,209.84

215157,229.36

988,253.33

21,096,009.05

—30,871,847.36

7,506,145.76

662,486,999.98

—98,034,796.58

—89,901,715.55

—16,181,905.35

—7157,705.06

—393203.54
—211,669,326.08

450,817,673.90

—153,278,009.13

297,539,664.77

—267,785,698.29

29,753,966.48
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Notes to the Financial Statements 2005

General Notes to the Financial Statements
Accounting Fundamentals and Legal Framework

The Oesterreichische Nationalbank (OeNB) is committed (pursuant to Article
67 paragraph 2 of the Federal Act on the Oesterreichische Nationalbank 1984
as amended and as promulgated in Federal Law Gazette I No. 161/2004 —
Nationalbank Act) to prepare its balance sheet and its profit and loss account in
conformity with the provisions established by the Governing Council of the
ECB under Article 26.4 of the Statute of the European System of Central
Banks and of the European Central Bank (Statute of the ESCB). These rules
are laid down in an accounting guideline the Governing Council of the ECB
adopted on December 5, 2002 (ECB/2002/10). The OeNB’s financial state-
ments for the year 2005 were prepared fully in line with the provisions set
forth in the accounting guideline. In cases not covered by this guideline, the
generally accepted accounting principles referred to in Article 67 paragraph 2
second sentence Nationalbank Act were applied. The Nationalbank Act provi-
sions that govern the OeNB’s financial statements (Articles 67 and 69 as well
as Article 72 paragraph 1 Nationalbank Act) have remained unchanged from
the previous year. The provisions of the 2004 Financial Reporting Amend-
ment Act (ReLAG, Federal Law Gazette I No. 161/2004) provided a legal
basis in amending paragraph 3 of Article 68 Nationalbank Act for the exemption
of the OeNB from the applicability of Article 243 paragraph 2 last sentence as
well as paragraph 3 items 2 and 5 of the Commercial Code.

In accordance with Article 67 paragraph 3 Nationalbank Act, the OeNB
has continued to be exempt in 2005 from preparing consolidated financial
statements as required under Article 244 et seq. of the Commercial Code.

The financial statements for the year 2005 were prepared in the format laid
down by the Governing Council of the ECB.

The ECB and the 12 participating national central banks (NCBs), which
together form the Eurosystem, have issued euro banknotes as from January 1,
2002. The total value of euro banknotes in circulation is allocated on the last
working day of each month in accordance with the banknote allocation key.'
The ECB has been allocated a share of 8% of the total value of euro banknotes
in circulation, whereas the remaining 92% have been allocated to the Euro-
system NCBs. The share of banknotes allocated to each NCB is disclosed under
liability item 1 Banknotes in circulation.

The difference between the value of the euro banknotes allocated to each
NCB in accordance with the banknote allocation key and the value of the euro
banknotes that it actually puts into circulation gives rise to remunerated intra-
Eurosystem balances. In the OeNB’s financial statements for 2005, these
balances are recognized as a single net asset under 9.4 Net claims related to the
allocation of euro banknotes within the Eurosystem.

"' The banknote allocation key designates the percentages that result from taking into account the ECB’s share in
the total euro banknote issue and applying the subscribed capital key to the NCBs’ share in this total.
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From 2002 to 2007 the intrasystem balances arising from the allocation of
euro banknotes are adjusted in order to avoid significant changes in NCBs’
relative income positions as compared to previous years. The adjustments are
effected by taking into account the differences between the average value of
banknotes in circulation of each NCB in the period from July 1999 to June
2001 and the average value of the banknotes that would have been allocated to
them during that period under the ECB’s subscribed capital key. The adjust-
ments will be reduced in annual stages until the end of 2007; from 2008
onward, income on banknotes will be allocated fully in proportion to the
NCBs’ paid-up shares in the ECB’s capital. The interest income and expense
on these balances is cleared through the accounts of the ECB and disclosed
under item 1 Net interest income of the profit and loss account.

The Governing Council of the ECB has decided not to distribute the ECB’s
seignorage income, which arises from the 8% share of euro banknotes allo-
cated to the ECB, to the NCBs in 2005 but to transfer it instead to the provi-
sion established for foreign exchange rate, interest rate and gold price risks.

Accounting Policies

The OeNB’s financial statements are prepared in conformity with the provi-
sions governing the Eurosystem’s accounting and reporting operations, which
follow accounting principles harmonized by Community law and generally
accepted international accounting standards. The key policy provisions are
summarized below:

— economic reality and transparency

— prudence

— recognition of post-balance sheet events

~ materiality

— going-concern basis

— accruals principle

— consistency and comparability

On the basis of the Guideline of the European Central Bank of 5 December
2002 on the legal framework for accounting and financial reporting in the
European System of Central Banks (ECB/2002/10), transactions may be
recorded on the settlement date (cash or settlement approach) or on the trans-
action date (economic approach). From January 1, 2007, only the economic
approach may be used.

On May 27, 2005, the OeNB switched from the cash (or settlement) to the
economic approach for recording gold and foreign exchange transactions as
well as accruals. At the end of the first quarter of 2005, the economic approach
replaced the cash (or settlement) approach for the recording of transactions
with futures contracts.

Foreign currency transactions whose exchange rate is not fixed against the
accounting currency are recorded at the euro exchange rate prevailing on the
day of the transaction.

At year-end, both financial assets and liabilities are revalued at current
market prices/rates. This applies equally to on-balance sheet and off-balance
sheet transactions. The revaluation of forward rate agreements takes place on
the basis of the London Interbank Offered Rate (LIBOR) curve of the respec-
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tive currency. The arbitrage pricing principle is used to value gold interest rate
swaps and forward interest rate swaps. To this end, the products are split into
the components at which these products are traded on international exchanges
(LIBOR curve, gold swap rates and gold forward rates).

The revaluation takes place on a currency-by-currency basis for foreign
exchange positions and on a code-by-code basis for securities. Securities held
as permanent investment (financial fixed assets) which are recorded under
other financial assets are valued at cost.

Gains and losses realized in the course of transactions are taken to the
profit and loss account. The average cost method is used on a daily basis for
gold, foreign currency instruments and securities, to compute the acquisition
cost of items sold, having regard to the effect of exchange rate and/or price
movements. As a rule, the realized gain or loss is calculated by juxtaposing the
sales price of each transaction with the average acquisition cost of all purchases
made during the day.

In the case of net sales, the calculation of the realized gain or loss is based
on the average cost of the respective holding for the preceding day.

Unrealized revaluation gains are not taken to the profit and loss account,
but transferred to a revaluation account on the liabilities side of the balance
sheet. Unrealized losses are recognized in the profit and loss account when
they exceed previous revaluation gains registered in the corresponding revalu-
ation account; they may not be reversed against new unrealized gains in
subsequent years. Furthermore, based on current legislation, the OeNB’s
management’ determined that unrealized foreign currency losses that must be
expensed were to be covered by the release of an offsetting amount from the
reserve fund for exchange rate risks accumulated in the run-up to 1999. Unreal-
ized losses in any one security or currency are not netted with unrealized gains
in other securities or currencies, since netting is prohibited under the ECB’s
Accounting Guideline.

The average acquisition cost and the value of each currency position are
calculated on the basis of the sum total of the holdings in any one currency,
including both asset and liability positions and both on-balance sheet and off-
balance sheet positions. Own funds invested in foreign exchange assets are
recorded in a separate currency position.

In compliance with Article 69 paragraph 4 Nationalbank Act, which stipu-
lates that a reserve fund for exchange rate risks be set up or released on the
basis of the risk assessment of nondomestic assets, the value-at-risk (VaR)
method is used to calculate the exchange rate risk. VaR is defined as the maxi-
mum loss of a gold or foreign currency portfolio with a given currency diver-
sification at a certain level of probability (97.5%) and for a given holding period
(one year). The potential loss calculated under this approach is to be offset
against the reserve fund for exchange rate risks, the revaluation accounts (for which
netting is prohibited), the reserve for nondomestic and price risks, and the provisions

for exchange rate risks.

7 Decision of the Governing Board of November 10, 1999, and of the General Council of November 25, 1999.
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As a result of the harmonized accounting rules which have to be observed
since January 1, 1999, future market developments, especially (volatile) inter-
est and exchange rate movements, may entail considerable fluctuations of
the income accruing to the OeNB, the other Eurosystem NCBs and the ECB.

Premiums or discounts arising on securities issued or purchased are calcu-
lated and presented as part of interest income and amortized over the remain-
ing life of the securities.

Participating interests are valued on the basis of the net asset value of the
respective company (equity method).

Tangible and intangible fixed assets are valued at cost less depreciation.
Depreciation is calculated on a straight-line basis from the quarter after acqui-
sition throughout the expected economic lifetime of the assets as follows:

— computers, related hardware and software, and motor vehicles: 4 years

— equipment, furniture and plant in building: 10 years

~ premises: 25 years

Fixed assets costing less than EUR 10,000 are written off in the year of
purchase.

Realized Gains and Losses and
Revaluation Differences and Their Treatment in the
Financial Statements of December 31,2005

Table 1
Realized gains Realized losses Unrealized losses Change in
profit and loss profit and loss profit and loss revaluation
account item 2.1 account item 2.1 account item 2.2 accounts
(posted to the profit and loss account)
EUR million EUR million EUR million EUR million
Gold 45.331 - - +1,089.743
Foreign currency
holdings for own account 100.992 7.314 13109 +356.040
own funds 0.022 0.278 2989 —1.836
Securities
holdings for own account 78197 62.658 19.579 —38.893
own funds 20.133 1.896 8.327 —14.787
IMF euro holdings 51.894 - - -
Participating interests - - 0.186 +11.059
Off-balance sheet instruments
holdings for own account 16.875 21.670 0.101 +0.223
own funds 1.357 2.834 - -
Total 314.801 96.650 44.291 +1,401.549

" This amount did not have an impact on profit because the loss was offset against the reserve fund for exchange rate risks.

Risk Management

Financial and operational risk incurred in connection with central banking
activities have a crucial impact on the financial result of an entity and on its
ability to continue as a going concern. The OeNB’s risk management is based
on binding rules; risk is determined by means of recognized procedures, and
risk control is guaranteed through continuous monitoring. Moreover, there
are regular reporting procedures.
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Financial Risk

Financial risk covers a range of collateral-related risks, basically market, credit
and liquidity risk. Reserve asset and risk management principles are laid down
in a rule book adopted by the OeNB’s Governing Board. The investment of
reserve assets is governed by a benchmarking system and is subject to defined
limits and durations. Moreover, the OeNB holds separately managed invest-
ment portfolios for different asset types and currencies. Regular reports are
made to an investment committee and to the Governing Board of the OeNB.
The Governing Board must authorize diversification options to include new
types of investment.

Market Risk

Market risk is the risk of exposure arising from movements in markets, in par-
ticular exchange rate and interest rate changes, as determined by generally
recognized value-at-risk (VaR) calculation models. Exchange rate risk is con-
trolled through a dual benchmarking system (strategic and tactical bench-
marks). The strategic benchmarks, which the Governing Board of the OeNB
adopts, as a rule, for one-year periods, also define the upper exposure limits.
The strategic measures are complemented by tactical benchmarks, which are
defined for shorter periods at the regular meetings of the responsible invest-
ment committee to reflect e.g. short-term market developments. Interest rate
risk is managed on the basis of duration targets or limits.

Credit Risk

Credit risk is the risk of incurring a loss due to the failure of a counterparty.
Here, risk management relies on a credit risk limit system which documents
current credit risk limits and actual exposure. Credit risk reports reflecting
this information as well as information derived from monitoring developments
in financial markets are discussed thoroughly at regular investment committee
meetings and are reviewed at regular intervals by the Governing Board.

Liquidity Risk

Liquidity risk is the risk arising from a counterparty’s inability to meet its
financial obligations in time or in full or the risk that the OeNB may not dispose
of sufficient funds to meet its obligations. To avoid this risk, the OeNB selects
counterparties with the highest credit standing and strictly applies the estab-
lished limits, with a particular emphasis on security and liquidity. These prin-
ciples take precedence over profitability considerations.

Operational Risk

Operational risk is the risk of incurring losses due to defects, inadequate pro-
cedures or systems, human error or unforeseen events affecting operations.
The OeNB has set up adequate risk controls for operational risk, as laid down
in its risk management handbook ORION — Handbuch Risiko- und Krisen-
management (ORION stands for “Operationales Risikomanagement in der
Oesterreichischen Nationalbank” — operational risk management at the
Oesterreichische Nationalbank). Risk valuation takes into account the impact
of various risk scenarios on the OeNB’s reputation, on costs and any resulting

ANNUAL REPORT 2005 ONB

87



losses. It is an ongoing process, and reports are submitted to the management

every half year.
Table 2 shows financial risk and financial provisions as on December 31,
2005.
Table 2
Risk Risk assessment Financial provisions
EUR million EUR million
Gold risk VaR 618 618’ revaluation account
Exchange rate risk VaR 1,778 492 reserve fund for exchange rate risks
394 revaluation accounts
844 reserve for nondomestic and
price risks
48 provisions for exchange rate risks
1778 1,778
Risk of interest rate changes and reserve for nondomestic and
pro rata Eurosystem risk VaR 1,129 1,129 price risks
Total 3,525 3,525

" Holdings on the revaluation accounts come to EUR 1,833 million.

Capital Movements

Table 3
December December
Movements in Capital Accounts in 2005 31,2004 Increase Decrease 31,2005
EUR million EUR million EUR million EUR million
Capital 12.000 - - 12.000
Reserves
Reserve for nondomestic and price risks 1,973.263 - - 1,973.263
Reserve for retained earnings 2.226 - - 2.226
Earmarked capital funded with net interest
income from ERP loans 585.439 12.581 - 598.020
OeNB Anniversary Fund for the Promotion
of Scientific Research and Teaching
Initial OeNB Anniversary Fund 31.500 - - 31.500
OeNB Anniversary Fund National
Foundation endowment 1,500.000 - - 1.500.000
4,092.428 12.581 - 4,105.009
Profit for the year 29.754 6.847 - 36.601
Total 4,134.182 19.428 - 4,153.610
Revaluation accounts
Reserve fund for exchange rate risks 537.349 - 45.491 491.858
Initial valuation reserve 281151 - 0.874 280.277
Revaluation accounts 1117487 1,476.407 58.504 2,535.390
Total 1,935.987 1,476.407 104.869 3,307.525

For details of the various changes, please refer to the notes to the respective

balance sheet items.
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Development of the OeNB’s Currency Positions
in the Financial Year 2005

Table 4
Net currency position (including gold) December  December Change
31,2005 31,2004
EUR million  EUR million  EUR million %
Gold and gold receivables 4,229.152 3,179.013  +1,050.139 +33.0
Claims on non-euro area residents denominated
in foreign currency’ 7,664.347 7,129.312 +535.035 +7.5
Claims on euro area residents denominated
in foreign currency 1,132.333 746.609 +385.724 +51.7
Other assets 185.019 22932 +162.087 +706.8
less:
Liabilities to euro area residents denominated
in foreign currency 0.047 0.047 - -
Liabilities to non-euro area residents denominated
in foreign currency 0.502 0.156 +0.346 +221.8
Counterpart of Special Drawing Rights allocated
by the IMF 216.627 204.040 +12.587 +6.2
Off-balance sheet instruments’ revaluation differences 0.409 0.712 —0.303 —42.6
Other liabilities 4382 - +4.382 -
Revaluation accounts? 23431 59.326 —35.895 —60.5
12965453 10813585 +2,151.868 +19.9
less:
Off-balance sheet assets/liabilities (net) 759.223 - +759.223
Total 12,206.230 10,813.585 +1,392.645 +12.9

! Excluding the share of the IMF quota which was not drawn (expressed in euro)
2 Resulting from the change in net unrealized exchange rate gains on foreign currency-denominated securities as on December 31, 2004,
and December 31, 2005, respectively.

Notes to the Balance Sheet
Assets
1 Gold and Gold Receivables

This item comprises the OeNB’s

Closing balance EUR million

December 31,2005 4229152 holdings of physical and nonphysical
December 31,2004 3175013 old, which amounted to 302 tons on
Change +1.050.139 (+330%) " December 31, 2005. At a market

value of EUR 434.856 per fine ounce (i.e. EUR 13,980.94 per kg of fine gold),
the OeNB’s gold holdings were worth EUR 4,229.152 million at the balance
sheet date.

The valuation on December 31, 2005, resulted in unrealized valuation
gains of EUR 1,089.743 million.

In 2005, 5 tons of gold were sold for EUR 56.782 million (2004: 10 tons
for EUR 107.454 million). The sales were effected within the framework of
the Joint Statement on Gold concluded by 14 central banks (including the
OeNB) and the ECB in March 2004. The price gains of EUR 45.331 million
realized on these sales (2004: EUR 84.551 million) were disclosed under
item 2.1 Realized gains/losses arising from financial operations of the profit and
loss account.
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FINANCIAL STATEMENTS

The OeNB’s Gold Holdings

1988 I mm——————————————————= 65717
11989 - 645.1
199 00 - 645.3
1991 I mmmm—— ===, 6450
1992 - 645.0

1993 I 630.2
1994 Iy 572.4
1995 I k3e1
1996 I 5031
s EFy,N

1998 . 429 8

1999 | 407.5

2000 I 377.5

2001 I 347.5

2002 I 317.5

2003 I 317.5

2004 I 307.5

2005 I 302.5

tons

Source: OeNB.
Note:  Includes the gold holdings transferred via swaps to the EMI and the ECB in 1995 (101.3 tons), 1996 (89.2 tons) and 1997 (71.1 tons).

The Joint Statement on Gold provides for annual sales over a period of five
years under a concerted program; annual sales are not to exceed 500 tons and
total sales over the five-year period are limited to 2,500 tons. Moreover, gold
leasings and the use of gold futures and options must not be increased over this

period.

2 Claims on Non-Euro Area Residents Denominated in Foreign Currency

Closing balance EUR million These claims consist of receivables
December 31,2005 5,786.985 from the International Monetary
December 31, 2004 2589745 Fund (IMF) and claims denominated
Change +197.240 (+3.5%)

in foreign currency against non-euro
area countries, i.e. counterparties resident outside the euro area.
Table 5 shows the development of receivables from the IMF.

Table 5
December 31,2005 December 31,2004 Change

EUR million EUR million EUR million %

Total claims (Austrian quota) equivalent to
SDR 1,872.3 million’ 2,265.296 2,133.673 +131.623 +6.2

less:

Balances at the disposal of the IMF 1,877.361 1,539.566 +337.795 +219
Receivables from the IMF 387935 594.107 —206.172 —34.7
Holdings of Special Drawing Rights 124121 117494 +6.627 +5.6
Other claims against the IMF - 11.396 -11396 —100.0
Total 512.056 722.997 -210.941 -29.2

! Pursuant to federal law as promulgated in Federal Law Gazette No. 309/1971, the OeNB assumed the entire Austrian quota at the IMF
on its own account on behalf of the Republic of Austria.
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Drawings of Special Drawing Rights (SDRs) on behalf of IMF members,
the revaluation, by the IMF, of euro holdings under balances at the disposal of
the IMF as well as transfers by the IMF boosted receivables from the IMF by a total
of EUR 73.298 million. Conversely, repayments by members reduced these
receivables by EUR 411.093 million. Revaluation gains (+EUR 130.968 mil-
lion) increased these claims, as did realized exchange rate gains and book value
reconciliation (+EUR 0.655 million).

The IMF remunerates participations in the Fund at a rate of remuneration
that is updated weekly. In 2005, this rate hovered between 2.22% and 3.03%
per annum, mirroring the prevailing SDR rate.

The holdings of Special Drawing Rights® were recognized in the balance sheet
at EUR 124.121 million on December 31, 2005, which is equivalent to SDR
103 million. The net increase of holdings by EUR 6.627 million in 2005 re-
sulted from interest credited, above all remunerations of the participation in
the IMF (+EUR 13.034 million), net sales of SDRs (-EUR 11.406 million)
and revaluation differences.

No purchases arising from designations by the IMF were effected in 2005.
Principally, the OeNB continues to be obliged under the IMF’s statutes to pro-
vide currency on demand in exchange for SDRs up the point at which its SDR
holdings are three times its cumulative allocation. The OeNB’s net cumulative
allocation amounted to SDR 179.045 million on December 31, 2005.

Other claims against the IMF comprise the OeNB’s other contributions to
loans under special borrowing arrangements, most recently claims arising
from contributions to the Poverty Reduction and Growth Facility (PRGF).
The PRGF is a special initiative designed to support the IMF’s objectives by
granting the poorest countries credits at highly concessional terms in order to
finance economic programs targeted at fostering economic growth and ensur-
ing a strong, sustainable recovery of the balance of payments. The most recent
repayments under this item were made as planned in August 2005.

Table 6 shows the development of balances with banks and security invest-
ments, external loans and other external assets.

Table 6

December 31,2005 December 31,2004 Change
EUR million EUR million EUR million %
Balances with banks 1,260.593 861.379 +399.214 +46.3
Securities 4,008.794 4,000.386 +8.408 +0.2
Other external assets 5542 4983 +559 +11.2
Total 5,274.929 4,866.748 +408.181 +8.4

3 Pursuant tofederal law as promulgated in Federal Law Gazette No. 440/ 1969, the OeNB is entitled to partici-
pate in the SDR system on its own account, but on behalf@rthe Republic zyrAustria, and to enter the SDRs
purchased or allocated gratuitously on the assets side of the balance sheet.
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Balances with banks outside the euro area include foreign currency deposits
on correspondent accounts, deposits with agreed maturity and overnight
funds. Securities relate to instruments issued by non-euro area residents. As a
rule, operations are carried out only with counterparties with top credit
ratings.

3 Claims on Euro Area Residents Denominated in Foreign Currency

Table 7 shows the development of claims on euro area residents denominated in
forei(qn currency.

Table 7

December 31,2005 December 31,2004 Change
EUR million EUR million EUR million %
Balances with banks 440.100 286.195 +153.905 +53.8
Securities 692.233 460414 +231.819 +50.4
Total 1,132.333 746.609 +385.724 +51.7

4 Claims on Non-Euro Area Residents Denominated in Euro

This item includes all euro-denominated investments and accounts with coun-
terparties that are not euro area residents.
Table 8 shows the development of claims on non-euro area residents denominated

in euro.
Table 8
December 31,2005 December 31,2004 Change
EUR million EUR million EUR million %
Securities 426.008 373.613 +52.395 +14.0
Other investments 8.246 243.990 —235.744 —96.6
Total 434.254 617.603 -183.349 -29.7

5 Lending to Euro Area Credit Institutions Related to
Monetary Policy Operations Denominated in Euro

Table 9 shows the development of the liquidity-providing transactions exe-
cuted by the OeNB.

Table 9
December 31,2005 December 31,2004 Change

EUR million EUR million EUR million %

5.1 Main refinancing operations 9,307.000 8,029.000 +1,278.000 +159
5.2 Longerterm refinancing operations 3,204.816 824.559 +2,380.257 +288.7
5.3 Fine-tuning reverse operations - - - -
54 Structural reverse operations - - - -
5.5 Marginal lending facility - - - -
5.6 Credits related to margin calls - - - -
Total 12,511.816 8,853.559 +3,658.257 +41.3
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5.1 Main Refinancing Operations

Main refinancing operations are regular liquidity-providing reverse transactions.
In 2005, the NCBs carried out such operations with a weekly frequency and a
maturity of two weeks in the form of standard (variable rate) tender opera-
tions. Since March 8, 2004, the maturity of the standard tender has been one
week. All counterparties that fulfill the general eligibility criteria may submit
bids within a timeframe of 24 hours from the tender announcement.

As the most important open market operations conducted by the Euro-
system, the main refinancing operations play a pivotal role in signaling the stance
of monetary policy and provide the bulk of liquidity to the financial sector.

On December 1, 2005, the Governing Council of the ECB decided to
increase the minimum bid rate on the main refinancing operations of the
Eurosystem by 0.25 percentage point to 2.25%, starting from the operation
that was to be settled on December 6, 2005.

5.2 Longer-Term Refinancing Operations

Longer-term refinancing operations are regular liquidity-providing reverse trans-
actions with a monthly frequency and a maturity of three months. They are
aimed at providing counterparties with additional longer-term refinancing and
are executed through standard tenders by the NCBs. All longer-term refinancing
operations conducted in 2005 were carried out in the form of variable rate
tenders.

5.3 Fine-Tuning Reverse Operations

Fine-tuning reverse operations are executed on an ad hoc basis with a view to
managing the liquidity situation in the market and steering interest rates, in
particular to smooth the effects on interest rates caused by unexpected liquid-
ity fluctuations in the market. The choice of fine-tuning instruments and pro-
cedures depends on the type of transactions and their underlying objectives.
Fine-tuning operations are normally executed by the NCBs through quick
tenders or through bilateral procedures. It is up to the Governing Council of
the ECB to empower the ECB to conduct fine-tuning operations itself under
exceptional circumstances.

In 2005, two such operations with a total volume of EUR 890 million were
conducted with a counterparty.

5.5 Marginal Lending Facility

The financial sector may use the marginal lending facility to obtain overnight
liquidity from NCBs at a prespecified interest rate against eligible assets. This
facility is intended to satisfy counterparties’ temporary liquidity needs. Under
normal circumstances, the interest rate on the marginal lending facility
provides a ceiling for the overnight interest rate.
The marginal lending facility was accessed repeatedly in 2005.

On December 1, 2005, the Governing Council of the ECB decided to
increase the interest rate on the marginal lending facility by 0.25 percentage
point to 3.25%, with effect from December 6, 2005.

ANNUAL REPORT 2005 ONB

93



6 Other Claims on Euro Area Credit Institutions Denominated in Euro

Closing balance EUR million This item comprises claims not re-
December 31, 2005 0.104 lated to monetary policy operations.
December 31, 2004 0.136

Change -0.032 (-232%)

7 Securities of Euro Area Residents Denominated in Euro

Closing balance EUR million This item covers all marketable secu-
December 31,2005 3,181.050 rities that are not used in monetary
December 31, 2004 3,085.653

policy operations and that are not
part of investment portfolios ear-
marked for specific purposes.

The annual change is mainly attributable to additions resulting from net
sales.

Change +95.397 (+31%)

8 General Government Debt Denominated in Euro

Closing balance EUR million This balance sheet item exclusively
December 31,2005 419.957 subsumes the claim on the Austrian
December 31, 2004 362923

Federal Treasury from silver com-
memorative coins issued before 1989,
based on the 1988 Coinage Act as promulgated in Federal Law Gazette
No. 425/1996.

In theory, the maximum federal liability is the sum total of all silver
commemorative coins issued before 1989, minus any coins returned to and

Change +57.034 (+15.7%)

paid for l'?y the central government, minus any coins directly withdrawn by
Miinze Osterreich Aktiengesellschaft and minus repayments, which are
effected by annual installments of EUR 5.814 million out of the central
government’s share in the OeNB’s profit. The proceeds from silver recovery, in-
cluding the interest on the investment of these proceeds by Miinze Osterreich
Aktiengesellschaft, are designated for repayment by the contractual deadline
(every year on December 15). Any amount outstanding on December 31,
2040, will have to be repaid in the five following years (2041 to 2045) in five
equal installments. The maximum federal liability came to EUR 1,219.881
million on December 31, 2005.

The net increase in this claim resulted from returns of silver commemora-
tive coins to the central government with a total face value of EUR 66.753
million less redemptions made out of the central government’s share in the
OeNB’s profit for the year 2004 plus the proceeds from silver recovery, which
together totaled EUR 9.719 million.

9 Intra-Eurosystem Claims

Closing balance EUR million This balance sheet item consists of
December 31,2005 9,980.534 the claims arising from the OeNB’s
December 31, 2004 4,148.728

share in the ECB’s capital and the
claims equivalent to the transfer of
foreign reserves to the ECB. Furthermore, this item shows net claims related
to the allocation of euro banknotes within the Eurosystem.

Change +5,831.806 (+140.6%)
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Subitem 9.3 Claims related to promissory notes backing the issuance of ECB debt
certificates in this accounting scheme does not apply to the OeNB; it is exclu-
sively an ECB balance sheet item.

Table 10 shows intra-Eurosystem claims as on December 31, 2004, and
December 31, 2005.

Table 10
December  December Change
31,2005 31,2004
EUR million  EUR million  EUR million %
9.1 Participating interest in the ECB 116476 116476 - -
9.2 Claims equivalent to the transfer of foreign reserves 1,157.451 1,157.451 - -
9.3 Claims related to promissory notes backing the issuance
of ECB debt certificates X X X X
9.4 Net claims related to the allocation of euro banknotes
within the Eurosystem 8,706.607 2,874801 +5831.806  +202.9
9.5 Other claims within the Eurosystem (net) - - - -
Total 9,980.534  4,148.728 +5,831.806 +140.6

9.1 Participating Interest in the ECB

This subitem shows the share that the OeNB holds in the capital of the ECB.
Pursuant to Article 28 of the ESCB Statute, the ESCB national central banks
are the sole subscribers to the capital of the ECB. Subscriptions depend on
shares which are fixed in accordance with Article 29(3) of the ESCB Statute
and which must be adjusted every five years. The first such adjustment following
the establishment of the ECB took effect on January 1, 2004. On May 1, 2004,
a second adjustment of the ECB’s capital key followed to accommodate the
accession of ten new Member States to the EU. At 2.0800%, the OeNB’s
share in the ECB’s subscribed capital has remained unchanged since May 1,
2004, as has its share of the participating NCBs’ fully paid up shares of the
ECB’s capital (2.9095%).

Council Regulation (EC) No 1009/2000 of 8 May 2000 concerning capi-
tal increases of the European Central Bank empowers the Governing Council
of the ECB to increase the capital of the ECB by an additional amount of up to
EUR 5 billion beyond the amount specified in Article 28(1) of the ESCB Statute
(about EUR 5.6 billion).

9.2 Claims Equivalent to the Transfer of Foreign Reserves

This item represents the OeNB’s claims arising from the transfer of foreign
reserve assets to the ECB. The claims are denominated in euro at a value fixed
at the time of their transfer. They are remunerated at the latest available mar-
ginal rate for the Eurosystem’s main refinancing operations, adjusted to reflect
a zero return on the gold component.

The claim shown in the financial statements for 2005 has remained un-

changed since May 1, 2004.

9.4 Net Claims Related to the Allocation of Euro Banknotes within the Eurosystem

Intra-Eurosystem balances on euro banknotes in circulation balance the
OeNB’s liabilities resulting from the share of euro banknotes put into
circulation allocated to the balance sheet of the ECB (8%) with the OeNB’s
claim resulting from the allocation of euro banknotes in circulation within
the Eurosystem. On December 31, 2005, these balances resulted in a net
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claim of EUR 8,706.607 million stemming from the adjustments of euro
banknotes in circulation (see the section “Accounting Fundamentals and Legal
Framework”).

9.5 Other Claims within the Eurosystem (Net)

This item shows net claims arising from balances of TARGET accounts and
other (net) claims within the Eurosystem, provided that these items closed the
reporting year with net claims. As the balance recorded on December 31,
2005, was a net liability, it is represented under liability item 10.4 Other
liabilities within the Eurosystem (net).

10 Items in Course of Settlement

This claim results from 2005 net float items settled at the beginning of
January 2006.

11 Other Assets

Table 11 shows the development of other assets.

Table 11

December  December Change

31,2005 31,2004

EUR million  EUR million  EUR million %
111 Coins of euro area 162.809 210.723 —47914 =22.7
11.2 Tangible and intangible fixed assets 156.223 163.644 —7421 -45
11.3  Other financial assets 6,866.730 7176599 —309.869 —43
114 Off-balance sheet instruments’ revaluation differences 7.016 6.792 +0.224 +3.3
11.5 Accruals and prepaid expenses 385.321 294596 +90.725 +30.8
11.6 Sundry 1,041.905 1,055.802 -13.897 =13
Total 8,620.004  8,908.156 —288.152 -32

11.1 Coins of Euro Area

This item represents the OeNB’s stock of fit euro coins issued by euro area
countries.

11.2 Tangible and Intangible Fixed Assets

Tangible and intangible fixed assets comprise OeNB premises and equipment
(including computers, related hardware and software, and motor vehicles),
tangible real assets and intangible fixed assets.

Table 12 shows the development of premises.

Table 12

EUR million

Cost incurred until December 31,2004" 124.766
Purchases in 2005 0562
Sales (cost incurred) in 2005 7.470
Accumulated depreciation 22468
Book value on December 31, 2005 95.390
Book value on December 31, 2004 100.700
Annual depreciation in 2005 4481

! Premises acquired prior to December 31, 1956, were booked at the cost recorded in the schilling
opening balance sheet (Federal Law Gazette No. 190/1954).

2 The balance between the book value of sales and the underlying historical costs less accumulated
depreciation is EUR 1.391 million.
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Additions in 2005 mainly relate to capitalized costs of work. The sales
(book value of EUR 1.391 million) relate to OeNB real estate in 2005; income
on these sales comes to EUR 11.921 million net.

Table 13 shows the development of equipment.

Table 13

EUR million

Cost incurred until December 31,2004 83.636
Purchases in 2005 8.692
Sales (cost incurred) in 2005° 6.820
Accumulated depreciation 61.402
Book value on December 31,2005 24.106
Book value on December 31, 2004 26.205
Annual depreciation in 2005 10.741

! The balance between the book value of sales and the underlying historical costs is EUR
0.050 million.

Tangible real assets amounted to EUR 36.100 million and represent the
OeNB’s collection of antique string instruments (EUR 35.615 million) and
coins of the OeNB’s Money Museum, for which purchases have come to EUR
0.485 million since 2004. On December 31, 2005, the OeNB’s collection of
valuable string instruments encompassed 26 violins, 5 violoncellos and 3 violas,
unchanged from December 31, 2004.

Table 14 shows the development of intangible fixed assets (right of use).

Table 14

EUR million

Cost incurred until December 31, 2004 0.720
Purchases in 2005 -
Sales in 2005 -
Accumulated depreciation 0.093
Book value on December 31,2005 0.627
Book value on December 31, 2004 0.643
Annual depreciation in 2005 0016

11.3 Other Financial Assets

Table 15 shows the development of other financial assets.

Table 15
December 31, December 31, Change
2005 2004

EUR million EUR million EUR million %

Securities 5,739.070 6,020.453 —281.383 —4.7
Participating interests 835.091 814.355 +20.736 +2.5
Other investments 292.569 341.791 —49.222 -14.4
Total 6,866.730 7,176.599 -309.869 -43
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Of the OeNB’s securities portfolio, EUR 1,657.795 million represent in-
vestments of pension reserve assets, another EUR 1,549.053 million reflect
investments of the OeNB Anniversary Fund for the Promotion of Scientific Research
and Teaching (of which EUR 1,516.705 million were earmarked as an endow-
ment for the National Foundation for Research, Technology and Development,
also referred to in brief as the National Foundation). Moreover, the securities
portfolio related to capital and reserves, i.e. the OeNB’s own funds manage-
ment, came to EUR 2,532.222 million.* Revaluations of the portfolios resulted
in unrealized valuation gains of EUR 84.302 million and unrealized price
losses totaling EUR 8.369 million as well as unrealized foreign currency losses
of EUR 2.989 million.

Of participating interests, EUR 523.025 million formed part of the OeNB’s
own funds portfolio and EUR 312.066 million part of the portfolio relating to
investments of the pension reserve.

Table 16 shows the development of participating interests.

Table 16

EUR million

Net asset value on December 31,2004 814.355
Purchases in 2005 8.930
Sales in 2005 (at book value) 8.528
Annual depreciation in 2005 0.186
Revaluation in 2005 20.520
Net asset value on December 31,2005 835.091

Other investments include investments of the pension reserve (EUR 32.933
million), investments to promote the National Foundation (EUR 1.617 mil-
lion), investments of the initial OeNB Anniversary Fund (i.e. exclusive of the
National Foundation endowment; EUR 23.408 million) and the own funds
portfolio (EUR 234.611 million) and consisted mainly of overnight and short-
term funds.

11.6 Sundry
Table 17 shows the development of sundry assets.
Table 17
December  December Change
31,2005 31,2004
EUR million  EUR million  EUR million %
Claims arising from ERP loans to companies 828.865 649.991 +178.874 +27.5
Money market investment for ERP lending 111.110 277216 —166.106 -599
ERP loan portfolio managed by the OeNB 939.975 927.207 +12.768 +1.4
Schilling coins 23.064 88.566 —65.502 -74.0
Shareholder loans 5.824 6.720 —-0.896 —133
Advances on salaries 7141 6.734 +0.407 +6.0
Claims arising from prepayments
of corporate income tax in 2005 37.406 - +37.406 X
Claims arising from real estate sales 6.667 - +6.667 X
Other claims 21.828 26.575 —4.747 -179
Total 1,041.905  1,055.802 -13.897 -13

4 The OeNB’s own_funds shown under liabilities include its capital, the reserve_for nondomestic and price risks,
earmarked ERP capital, the reserve fund for exchange rate risks and the provisions for exchange rate risks.
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Pursuant to Article 3 paragraph 2 of the ERP Fund Act, the maximum
total of the OeNB’s financing commitment corresponds to the sum by which
the federal debt was written down initially (EUR 341.955 million) plus
interest accrued (EUR 598.020 million as on December 31, 2005). The ERP
loan portfolio managed by the OeNB thus totaled EUR 939.975 million on
December 31, 2005. The provisions governing the extension of loans from
this portfolio are laid down in Article 83 Nationalbank Act.

The residual terms of advances on salaries generally exceed one year. All
advance payments are secured by life insurance plans.

Other claims came to EUR 21.828 million on December 31, 2005, and
mainly comprised advances, accounts receivable and claims arising from
day-to-day business.

Liabilities
1 Banknotes in Circulation

Closing balance EUR million

December 31,2005 15,128.006
December 31, 2004 13,416,143

Change +1,711.863 (+12.8%)

This item consists of the OeNB’s share of the euro banknotes in circulation in
the entire Eurosystem as calculated by applying the banknote allocation keys.
Table 18 shows the development of banknotes in circulation.

Table 18
December December
31,2005 31,2004 Change
EUR million EUR million EUR million
Total value of euro banknotes in circulation 6,421.399 10,541.342 —4,119.943
less:
Liability resulting from the share of euro banknotes in
circulation allocated to the balance sheet of the ECB (8%) —1,315.581 -1,166.712 —148.869
Liability or claim resulting from the allocation of
euro banknotes within the Eurosystem +10,022.188 +4,041.513 +5980.675
Value of euro banknotes in circulation 15,128.006 13,416.143 +1,711.863

> The banknote allocation key for the OeNB has been 2.6765% since May 1, 2004. It is calculated on the basis
of the 0eNB’s share of 92% of the paid-up capital of the ECB.
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The OeNB’s Banknotes in Circulation over the Past Five Years

Calendar-day volumes, EUR billion

Jan. Feb. Mar. Apr. May June July Aug. Sep. Oct. Nov. Dec.
= 2001 = 2002 e 2003 e 2004 e 2005
Source: OeNB.

Note: In the business year 2002, the OeNB'’s banknotes in circulation included two components:
1. euro banknote liabilities (the 2.68% share of total banknotes in circulation allocated to the OeNB as at January 1, 2002, and
subsequently as at the end of the month plus cumulative transactions made by the OeNB between cutoff dates);
2. schilling banknotes in circulation (only until December 31, 2002).

Table 19 shows the annual averages of banknotes in circulation during the
past five years.

Table 19
Banknotes in circulation, Change
annual average'

EUR million EUR million %

2001 12,519 —332 -2.6
2002 8,887 —3,632 -29.0
2003 9913 +1,026 +11.5
2004 11,751 +1,838 +18.5
2005 13,618 +1,867 +15.9

" The value for 2001 represents schilling banknotes in circulation. In 2002, the
figures cover both euro and schilling banknotes in circulation. From 2003, they
refer exclusively to euro banknotes in circulation.

2 Liabilities to Euro Area Credit Institutions Related to
Monetary Policy Operations Denominated in Euro

Table 20 shows the development of liabilities to euro area credit institutions related
to monetary po]icy operations denominated in euro.

Table 20

December  December Change

31,2005 31,2005

EUR million  EUR million  EUR million %
2.1 Current accounts (including reserve holdings) 4,969.837 3993473 +976.364 +244
2.2 Deposit facility 6.100 6.570 —-0.470 =72
2.3 Fixed-term deposits - - - -
24 Fine-tuning reverse operations - - - -
2.5 Deposits related to margin calls - - - -
Total 4,975.937  4,000.043 +975.894 +24.4
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2.1 Current Accounts (Covering the Minimum Reserve System)

This subitem contains credit institutions’ accounts that are used to hold mini-
mum reserves.

Banks’ minimum reserve balances have been remunerated on a daily basis
since January 1, 1999, at the prevailing interest rate for the Eurosystem’s main
refinancing operations.

The maintenance period starts on the settlement day of the main refinanc-
ing operation following the meeting of the Governing Council at which the
monthly assessment of the monetary stance is prescheduled. The reserve
maintenance periods came to between 20 and 43 days in 2005.

2.2 Deposit Facility

The deposit facility refers to overnight deposits placed with the OeNB by Aus-
trian banks that access the Eurosystem’s standing facility at the prespecified
rate. In 2005, the volume of such transactions averaged EUR 9.007 million.

On December 1, 2005, the Governing Council of the ECB decided to
increase the interest rate on the deposit facility by 0.25 percentage point to
1.25%, with effect from December 6, 2005.

5 Liabilities to Other Euro Area Residents Denominated in Euro

Closing balance EUR million This item comprises general govern-
December 31,2005 7.786 ment deposits of EUR 3.879 million
December 31,2004 7.626

and current account deposits of credit

Change +0.160 21%) . .. .
institutions that are not subject to

minimum reserve requirements and
of nonbanks.

6 Liabilities to Non-Euro Area Residents Denominated in Euro

Closing balance EUR million This item comprises euro-denomi-
December 31, 2005 8133 nated liabilities to non-Eurosystem
December 31, 2004 6293 central banks and monetary institu-
Change +1.840 (+292%)

9 Counterpart of Special Drawing Rights Allocated by the IMF

Closing balance EUR million This item represents the counterpart
December 31, 2005 216.627 in euro of the SDR 179 million the
December 31, 2004 204.040

IMF allocated gratuitously to the
OeNB, measured at current market
values on the balance sheet date. The OeNB was allocated SDRs in six install-
ments from 1970 to 1972 and from 1979 to 1981, always on January 1.

Change +12.587 (+6.2%)

10 Intra-Eurosystem Liabilities

Closing balance EUR million This item shows the OeNB’s net
December 31,2005 15712.996 liabilities arising from transactions
December 31, 2004 9,000.500

with the 11 other Eurosystem central
banks as well as the remaining three
ESCB central banks (the Bank of England, Sveriges Riksbank and Danmarks
Nationalbank) and with the ECB (in particular balances arising in connection

Change +6,712.496 (+74.6%)
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with the TARGET payment system). Moreover, this item covers net claims
arising at year-end from the difference between monetary income to be pooled
and distributed and the balances arising from any redistribution of ECB seignor-
age income as well as from correspondent accounts® of individual NCBs.

The individual bilateral end-of-day balances of the OeNB with the other
NCBs are netted by novating them to the respective bilateral account with the
ECB. The ECB remunerates the net balance at the prevailing marginal interest
rate for the Eurosystem’s main refinancing operations.

12 Other Liabilities
Table 21 shows the development of other liabilities.

Table 21

December  December Change

31,2005 31,2004

EUR million  EUR million  EUR million %
121 Off-balance sheet instruments’ revaluation differences 2.832 0.907 +1.925  +2122
122 Accruals and income collected in advance 43.874 20272 +23.602 +1164
12.3 Sundry 604.723 576.229 +28.494 +4.9
Total 651.429 597.408 +54.021 +9.0

12.1 Off-Balance Sheet Instruments’ Revaluation Differences

The item Off-balance sheet instruments’ revaluation differences subsumes the
revaluation losses arising on off-balance sheet positions, which are posted to
the profit and loss account, and book value reconciliation.

12.3 Sundry
Table 22 shows the development of sundry liabilities.
Table 22
December  December Change
31,2005 31,2004
EUR million  EUR million  EUR million %
Central government’s share of profit (without dividends) 329.409 267.786 +61.623 +23.0
Liability from schilling banknotes in circulation
with an exchange deadline 192.233 232.028 —39.795 =172
Earmarked funds of the OeNB Anniversary Fund
Initial OeNB Anniversary Fund 22.879 22915 —-0.036 -02
OeNB Anniversary Fund National Foundation endowment 45123 43.614 +1.509 +35
Other 15.079 9.886 +5.193 +52.5
Total 604.723 576.229 +28.494 +4.9

Pursuant to Article 69 paragraph 3 Nationalbank Act, the central government’s
share of profit corresponds to 90% of the profit for the year after tax.

According to the General Meeting’s decision, EUR 12.579 million of the
profit for the year 2004 were apportioned to the OeNB’s Anniversary Fund
for the Promotion of Scientific Research and Teaching. Adjusted for the return

® These correspondent accounts may be used for a limited amount of transactions, e.g. in case of temporary disruptions

of TARGET.
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on investment for 2005 and repayments made, the initial OeNB Anniversary
Fund thus received funds of EUR 38.383 million. Of these funds, EUR 15.504
million were paid out in 2005; EUR 19.441 million of the remaining un-
disbursed funds of EUR 22.879 million have been pledged. In 2005, the
General Council decided to allocate an additional EUR 10.345 million to fund
162 projects and EUR 3.579 million to fund 3 institutes. This means that since
funds were first pledged as financial assistance in 1966, a total EUR 667.755
million have been paid out.

The EUR 45.123 million the OeNB Anniversary Fund provided for the
National Foundation are earmarked pro rata income for 2005; payment to the
National Foundation is made the day after the General Meeting.

13 Provisions

Table 23
December Transfer Transfer December
31,2004 from to 31,2005
EUR million EUR million EUR million EUR million
Pension reserve 1,879.000 —93.593 +107.709 1893116
Personnel provisions
Severance payments 43.817 —2.351 +4.724 46.190
Anniversary bonuses 10.050 —1.046 +1.628 10.632
Residual leave entitlements 9.492 —0.004 +0.303 9.791
Sabbaticals 0.038 —-0.018 - 0.020
Statutory or contractual social charges 0.074 —-0.074 +0.084 0.084
Salary cost revisions in 2005 0.405 —0.405 +0.448 0.448
Provisions for
Schilling banknotes without an exchange deadline 234.231 —19.389 - 214.842
Exchange rate risks 40.000 - +8.000 48.000
Retained monetary income 39.569 —39.569 - -
Corporate income tax 10.278 —10.278 - -
Conclusion of the renovation work on the OeNB's
main building and northern office building 5.088 —3.460 - 1.628
Accounts payable 1313 -1313 +0.923 0923
Premises management 1438 —1.438 - -
Accounts payable to subsidiaries 5195 —5.195 +0.848 0.848
Other 0.649 -0416 +0.432 0.665
Total 2,280.637 -178.549 +125.099 2,227.187

Under its initial retirement plan, the OeNB assumes full liability to
provide retirement benefits to the employees with contracts concluded up
to April 30, 1998. To cover this liability, the OeNB is obligated by law to
establish a pension reserve corresponding to the actuarial present value of its
pension liabilities.

Following a change in the retirement plan, staff recruited after May 1,
1998, stands to rececive a state pension supplemented by an occupational
pension from an externally managed pension fund. For this supplementary
pension, the OeNB took out a contract effective as of May 1, 1999, which also
applies retroactively to employees taken on in the 12 months from May 1,
1998. With the OeNB’s direct liability to pay retirement benefits now limited
to staff recruited before May 1, 1998, the pension reserve set up to secure this
liability has become a closed system. The OeNB taps this pension reserve to
pay out retirement benefits.

Pension benefits as covered by the pension reserve augmented by EUR 2.655
million or 2.9% to EUR 93.593 million in 2005. This includes the remuneration
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of 15 retired board members or their dependents (totaling EUR 4.139 million;
2004: EUR 4.043 million).

The income on investment relating to the pension reserve was transferred
to the pension reserve when the financial statements for 2005 were prepared.
The pension reserve is shown at its actuarial present value. The pension reserve
on December 31, 2005, was calculated according to actuarial principles; the
discount rate of 3.50% per annum is the same as that applied in 2004.

Provisions for severance payments and anniversary bonuses are calculated
according to actuarial principles; again, the discount rate of 3.50% per annum
is the same as that applied in 2004.

No provisions for pending lawsuits were made, as none are expected to
have a material impact.

14 Revaluation Accounts

Table 24 shows the development of revaluation accounts.

Table 24
December December Change
31,2005 31,2004
EUR million EUR million EUR million
Revaluation accounts
Gold 1,833123 743.380 +1,089.743
Foreign currency 393.793 39.588 +354.205
Securities 105.140 151.928 —46.788
Participating interests 196.319 175799 +20.520
Off-balance sheet instruments 7.015 6.792 +0.223
Subtotal 2,535.390 1,117.487 +1,417.903
Unrealized valuation gains from January 1,1999
(initial valuation)
Securities 1423 1423 0
Participating interests 278.854 279.728 -0.874
Subtotal 280.277 281.151 —-0.874
Reserve fund for exchange rate risks
(funded up to the end of 1998) 491.858 537.349 —45.491
Total 3,307.525 1,935.987 +1,371.538

The amounts on the revaluation accounts reflect the valuation gains estab-
lished in the valuation of assets as on December 31, 2005. Those gains can be
realized in the context of future transactions in the respective category or may
be used to reverse revaluation losses that may arise in future years. The revalu-
ation gains in each currency cover the risk associated with nondomestic assets
(as established with the VaR method).

In line with requirements, the initial valuation gains recorded in the open-
ing balance sheet of January 1, 1999, were partly realized during 2005 in the
course of sales of underlying assets.

Article 69 paragraph 1 Nationalbank Act obliges the OeNB to maintain a
reserve fund for exchange rate risks which may arise on nondomestic assets. The
reserve fund for exchange rate risks posted in the financial statements for 2005
contains exchange rate gains accrued before Stage Three of EMU totaling
EUR 491.858 million. On the one hand, the annual change reflects the real-
ization of exchange rate gains resulting from the sale of underlying assets (gold
and foreign currency). On the other hand, the fund is used to cover unrealized
exchange rate losses that must be expensed, as well as any exchange rate risks
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(as calculated with the VaR method) that are not offset by the balances on the
revaluation accounts. As from January 1, 1999, no further allocations to this
special reserve have been permitted.

15 Capital and Reserves

Table 25 shows the development of capital and reserves.

Table 25
December  December Change
31,2005 31,2004
EUR million  EUR million  EUR million %
Reserve for nondomestic and price risks 1,973.263 1,973.263 - -
Reserve for retained earnings 2226 2226 - -
Earmarked capital funded with net interest
income from ERP loans 598.020 585.439 +12.581 +2.1
OeNB Anniversary Fund for the Promotion
of Scientific Research and Teaching 1,531.500 1,531.500 - -
Total 4,105.009  4,092.428 +12.581 +0.3

The reserve for nondomestic and price risks serves to cover the risks associated
with foreign currency and security prices as calculated with the VaR method.
The section “Risk Management” above contains more information on the
OeNB’s risk management principles.

Since 2003, the capital of the OeNB’s Anniversary Fund for the Promotion
of Scientific Research and Teaching (EUR 1,531.500 million) has consisted of
its initial funding (EUR 31.500 million) and of an endowment to support the
National Foundation (EUR 1,500.000 million).

The initial funding of EUR 31.500 million consists of EUR 7.267 million
apportioned from the net income for the year 1965 in April 1966 and
EUR 24.233 million allocated from the profit for the year 2002 in May 2003.

The endowment of EUR 1,500.000 million for the National Foundation
was established in 2003 by earmarking funds reappropriated from the freely
disposable reserve fund (EUR 545.000 million) and from the general reserve
fund (EUR 955.000 million).

Earmarked ERP capital funded with net interest income from loans serves
to cover losses on the ERP loan portfolio managed by the OeNB.

Other Financial Liabilities (Off-Balance Sheet Positions)

Apart from the items recognized in the balance sheet, the following financial
liabilities and financial derivatives were stated off the balance sheet on Decem-
ber 31, 2005:

— forward purchases (EUR 1,251.584 million) and sales (EUR 1,254.007
million) consisting of swaps and euro- as well as foreign currency-denomi-
nated forward transactions;

— contingent liabilities to the IMF under the New Arrangements to Borrow
totaling EUR 493.639 million;

— obligation under the IMF’s statutes to provide currency on demand in
exchange for SDRs up to the point at which the OeNB’s holdings of SDRs
are three times as high as its gratuitous net cumulative allocation of
EUR 525.758 million;
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— contingent liabilities to the IMF under the emergency assistance for member
countries afflicted by natural disasters totaling EUR 8.469 million;

~ obligation to make a supplementary contribution of EUR 38.856 million
(equivalent to SDR 32.115 million) to the OeNB’s stake in the capital of
the Bank for International Settlements (BIS) in Basel consisting of 8,564
shares of SDR 5,000 each;

~liabilities totaling EUR 15.744 million from foreign currency investments
effected in the OeNB’s name for third account;

— repayment obligations to the amount of EUR 16.896 million arising from
pension contributions paid by OeNB staff members payable on termination
of employment contracts;

— contingent liability equivalent to the OeNB’s share of EUR 1,040.000 mil-
lion of the maximum of EUR 50 billion of additional foreign reserve assets
of the euro area NCBs on which the ECB is entitled to call;

~ contingent liability equivalent to the OeNB’s share of EUR 104.000 mil-
lion of the EUR 5 billion by which the ECB may increase its paid-up capital;

— contingent liabilities of EUR 20.520 million arising from guarantees given
in connection with the sale of the OeNB’s shares of Austrian Payment
Systems Services (APSS) GmbH; and

— contingent liabilities of EUR 111.001 million arising from bank guarantees
given and contingent assets of EUR 2.278 million arising from bank guar-
antees received.

At the current juncture, no substantiated figures about the possible material

impact on the OeNB of lawsuits pending against the Republic of Austria in a

bankruptcy case can be provided.

Table 26 shows holdings of derivatives on December 31, 2005.

Table 26
Underlying value Market value gains Market value losses
EUR million EUR million EUR million
Interest rate swaps
Sales 237199 6.707 0.101

The market values represent the valuation of December 31, 2005, with
gains of EUR 7.015 million less a depreciation effected in previous years of
EUR 0.308 million entered in the revaluation accounts (liability item 14) and
losses entered in the profit and loss account as writedowns on financial assets and
positions (item 2.2).

Moreover, foreign currency and security options were traded in 2005, all
of which matured prior to December 31, 2005. The result of these transac-
tions was taken to item 1 Net interest income of the profit and loss account.
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FINANCIAL STATEMENTS

Notes to the Profit and Loss Account

Table 27
2005 2004 Change'
EUR million EUR million EUR million %
1 Net interest income 451430 448.611 +2.819 +0.6
2 Net result of financial operations,
writedowns and risk provisions 181.958 215157 —33.199 -154
3 Net income from fees and commissions 0.780 0.989 —0.209 =211
4 Income from equity shares and
participating interests 68.425 21.096 +47.329 +224.3
5 Net result of pooling of monetary income 7.053 —30.872 +37.925 +122.8
6 Otherincome 21157 7.506 +13.651 +181.9
Total net income 730.803 662.487 +68.316 +10.3
7 Staff costs -104.910 —98.035 +6.875 +7.0
8 Administrative expenses —85.322 —89.902 —4.580 =51
9 Depreciation of tangible and
intangible fixed assets —15.237 —16.182 —0.945 -5.8
10 Banknote production services —16.185 —7.157 +9.028 +126.1
11 Other expenses -21.136 —0.393 +20.743
Total expenses —242.790 -211.669 +31.121 +14.7
Operating profit 488.013 450.818 +37.195 +8.3
12 Corporate income tax —122.003 —153.278 —31.275 -204
366.010 297.540 +68.470 +23.0
13 Central government's share of profit —329.409 —267.786 +61.623 +23.0
14 Profit for the year 36.601 29.754 +6.847 +23.0

! Absolute increase (+) or decrease (=) in the respective item.

Operating Profit over the Past Five Years

EUR million
1,750
108
1,500 100
1,250
1,000 o
900
750 47
500 37
423 30
329
250 558 515 268
242 1=
0 122
2001 2002 2003 2004 2005
Profit for the year Bl Central government’s share of profit

Bl Corporate income tax
Source: OeNB.

1 Net Interest Income

Net interest income represents the balance of interest income and interest ex-
pense.

Net interest income from assets and liabilities denominated in foreign
currency totaled EUR 257.273 million (+EUR 0.654 million), that from euro-
denominated assets and liabilities came to EUR 115.126 million (-EUR 8.050
million). Monetary policy refinancing operations yielded EUR 224.803 mil-
lion (+EUR 109.330 million), and the ECB remunerated the transfer of foreign
reserves with EUR 20.662 million (+EUR 0.541 million). Income on intra-
Eurosystem balances arising from the allocation of euro banknotes within
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the Eurosystem came to EUR 146.017 million (+EUR 113.805 million).
Conversely, EUR 96.579 million (+EUR 8.283 million) were required to

remunerate minimum reserves. Interest expenses of EUR 268.865 million

(+EUR 183.228 million) resulted from TARGET liabilities.

2 Net Result of Financial Operations,Writedowns and Risk Provisions

Realized gains/losses arising from financial operations from day-to-day business
result from — receivable or payable — differences between the acquisition cost
and the market value of gold, foreign currency, securities or other transac-
tions. Among other things, these gains include price gains from the sale of five
tons of gold.

Net realized gains contracted by EUR 46.370 million (17.5%) to EUR
218.151 million, which basically stems from gold and foreign currency trans-
actions (EUR 190.647 million, +EUR 22.444 million from 2004) and securi-
ties transactions (EUR 33.776 million, —EUR 61.443 million from 2004).

Writedowns on financial assets and positions largely reflect the decline in mar-
ket prices of balance sheet items as on December 31, 2005, below the average
cost of the respective currencies or securities. Foreign currency writedowns
came to EUR 16.098 million (—-EUR 238.081 million), securities writedowns
to EUR 27.906 million (+EUR 19.746 million), writedowns on derivatives to
EUR 0.101 million (~EUR 0.111 million) and writedowns on participating
interests to EUR 0.186 million (-EUR 0.806 million).

The item Transfer to/from provisions for exchange rate and price risks results
from transfers from the reserve fund for exchange rate risks that the OeNB funded
up to the end of 1998 with a view to covering unrealized foreign currency
losses, which amounted to EUR 16.098 million. Thus, in compliance with
Article 69 paragraph 1 Nationalbank Act, these losses did not have an impact
on profit. However, in view of the assessment of risk associated with non-
domestic assets, EUR 8.000 million were transferred to the provisions for exchange
rate risks.

4 Income from Equity Shares and Participating Interests

Net income of EUR 42.316 million from the sale of the OeNB’s share in
Austrian Payment Systems Services (APSS) was disclosed under income from
equity shares and participating interests. This item also records dividend
payments of EUR 18.000 million made by Miinze Osterreich Aktiengesell-
schaft and of EUR 2.276 million made by the BIS for 2004. The distribution of
profit by AUSTRIA CARD-Plastikkarten und Ausweissysteme Gesellschaft
m.b.H. resulted in income of EUR 3.350 million, that by APSS in income of
EUR 1.900 million. Moreover, this item reflects a transfer of EUR 0.583 mil-
lion by the ECB that partly reverses the retention of seigniorage income for the
coverage of losses in 2004.

5 Net Result of Pooling of Monetary Income

Article 32 of the Statute of the ESCB defines monetary income as the income
accruing to the Eurosystem NCBs in the performance of the Eurosystem’s
monetary policy function. According to the Statute of the ESCB, the amount
of each NCB’s monetary income is determined by measuring the actual annual
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income that derives from the earmarkable assets held against its liability base.
Such assets shall be earmarked and the income derived from these assets shall
be redistributed among the euro area NCBs in accordance with guidelines to
be established by the Governing Council of the ECB (Article 32.2 of the ESCB
Statute).

The amount of income the NCBs actually pay into the pool for redistribu-
tion is influenced by the costs that they incur in connection with the liquidity-
absorbing monetary policy operations and by the remuneration of reserves
under the Eurosystem’s minimum reserve system, because any interest that
the NCBs pay on banks’ minimum reserve deposits reduces the amounts they
contribute to the pool of monetary income.

The monetary income pooled by the Eurosystem is allocated among NCBs
according to the subscribed capital key. The OeNB’s net monetary income in
2005, EUR 7.076 million, is calculated as the difference between the mone-
tary income pooled by the OeNB (EUR 278.139 million) and reallocated to
the OeNB (EUR 285.215 million). Including a revision for 2004 that had an
impact on the result in 2005, EUR 7.053 million were transferred to the
OeNB on January 2, 2006.

6 Other Income

The rise in other income mainly results from sales of real estate including apart-
ments by the OeNB.

7 Staff Costs

Salaries, severance payments and the employer’s social security contributions
and other statutory or contractual social charges fall under the heading Staff
costs. These costs are reduced by recoveries of salaries and employees’ pension
contributions.

As of January 1, 1997, the pension contributions of employees who had
joined the OeNB after March 31, 1993, and who qualify for an OeNB pension,
were raised from 5% of their total basic pay to 10.25% of their basic salaries
up to the earnings cap as defined in the General Social Security Act. A rate of
2% applies to income above the earnings cap.

Salaries net of pension contributions collected from staff members dimin-
ished by EUR 0.526 million or 0.6% to EUR 83.293 million against the previ-
ous year. The OeNB’s outlays were reduced by recoveries of salaries totaling
EUR 6.568 million for staff members on secondment to subsidiaries and
foreign institutions.

The four members of the Governing Board received emoluments’ includ-
ing remuneration in kind (tax value of the private use of company cars, sub-
sidies to health and accident insurance) totaling EUR 1.042 million (2004
EUR 1.030 million). Table 28 shows a breakdown of these items.

7 Limits apply under the Federal Constitutional Act on the Limitation of Remunerations for Public Officials.
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Table 28

Emoluments  Remuneration Total

in kind
EUR thousand EUR thousand EUR thousand
Governor Klaus Liebscher 268 8 276
Vice Governor Wolfgang Duchatczek 253 10 263
Executive Director Peter Zéliner 246 10 256
Executive Director Josef Christl 238 8 246

The emoluments of the OeNB’s President and Vice President amounted to
EUR 0.107 million, (2004: EUR 0.106 million plus EUR 0.035 million of
back pay for 2003).

The average annual income of an OeNB staff member as calculated on the
basis of the specifications of the Court of Audit for income reviews came to
EUR 0.077 million in 2005 (2004: 0.076 million EUR).

Table 29 shows the development of staff in full-time equivalents.

Table 29
December Annual average'’
2005 2004 change 2005 2004 change
Staff employed in core business areas
(expressed in full-time equivalents)? 947.5 970.3 —22.8 962.8 957.3 +55
Total 11145 11485 -34.0 11312 11618 -30.6

" Including part-time employees on a pro rata basis.
2 Excluding employees on secondment or leave (such as maternity and parental leave).

Statutory or contractual social charges totaling EUR 12.883 million (+EUR
0.055 million) contain municipal tax payments of EUR 2.533 million, social
security contributions of EUR 6.484 million and contributions of EUR 3.795
million to the Family Burden Equalization Fund.

10 Banknote Production Services

Expenses for banknote production services result above all from the purchase
of euro banknotes from the OeBS.

12 Corporate Income Tax
A corporate income tax rate of 25% (December 31, 2004: 34%) is to be
applied to taxable income according to Article 72 Nationalbank Act, which

qualifies as income under Article 22 paragraph 1 of the Corporate Income Tax
Act.

13 Central Government’s Share of Profit

Under Article 69 paragraph 3 Nationalbank Act, the central government’s share
of profit is 90% of the net income for the year after tax, as in previous years; it

amounted to EUR 329.409 million (2004: EUR 267.786 million) in 2005.
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Governing Board (Direktorium)

Governor Klaus Liebscher

Vice Governor Wolfgang Duchatczek
Executive Director Peter Zollner
Executive Director Josef Christl

General Council (Generalrat)

President Herbert Schimetschek

Vice President Manfred Frey

August Astl

Christian Domany (until May 24, 2005)
Bernhard Felderer

Philip Géth

Elisabeth Giirtler-Mauthner
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Vienna, March 29, 2006
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Report of the Auditors

We have audited the financial statements of the Oesterreichische Nationalbank
for the year ending December 31, 2005, in accordance with the generally
accepted Austrian auditing standz'i.rds as recommended by the reports, guide-
lines and opinions of the Institut Osterreichischer Wirtschaftspriifer. Our due
audit has not raised any objections; therefore, we issue an unqualified audit
opinion.

In the course of our audit we have found that the accounting records and
the financial statements of the Oesterreichische Nationalbank for the year end-
ing December 31, 2005, are presented in accordance with the provisions of
the Federal Act on the Oesterreichische Nationalbank 1984 as amended. The
financial statements were prepared in conformity with the accounting policies
defined by the Governing Council of the European Central Bank, as set forth
in the Guideline of the European Central Bank of 5 December 2002 on the
legal framework for accounting and reporting in the European System of Cen-
tral Banks (ECB/2002/10), in conformity with Article 26.4 of the Protocol
on the Statute of the European System of Central Banks and the European
Central Bank and in line with the above-mentioned national provisions. In our
opinion the accounts, in observing said provisions, provide a true and fair
picture of the OeNB’s financial position on December 31, 2005, and the results
of its operations from January 1, 2005, to December 31, 2005. The annual
report complies with the provisions of Article 68 paragraph 1 and paragraph 3
of the Federal Act on the Oesterreichische Nationalbank 1984 as amended and
as promulgated in Federal Law Gazette I No. 161/2004 and corresponds with
the financial statements.

Vienna, March 29, 2006

Pipin Henzl Peter Wolf

Certified Public Accountant Certified Public Accountant
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Profit for the Year and Proposed Profit Appropriation

The statutory allocation of OeNB profit to the central government in line with
Article 69 paragraph 3 of the Nationalbank Act came to EUR 329.409 million
in 2005 (item 13 of the profit and loss account; 2004: EUR 267.786 million).
Adjusted for this amount, the balance sheet and the profit and loss account
show a Profit for 2005 of EUR 36,601,009.56.

On April 12, 2006, the Governing Board endorsed the following profit

appropriation proposal to the General Council:

EUR EUR
to pay a 10% dividend
on the OeNB's capital stock of EUR 12 million 1,200,000.00
to allocate to the Leopold Museum Private Foundation 4,501,718.71
to allocate to the OeNB Anniversary Fund
for the Promotion of Scientific Research and Teaching;
funds earmarked for promotion by the OeNB 12,579,460.15
funds earmarked for the National Foundation
for Research, Technology and Development 18,319,830.70 30,899,290.85

36,601,009.56
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Report of the General Council (Generalrat)

on the Annual Report

and the Financial Statements for 2005

The General Council (Generalrat)
fulfilled the duties incumbent on it
pursuant to the Nationalbank Act
1984 by holding its regular meetings,
by convening its subcommittees
and by obtaining the information
required.

The Governing Board (Direkto-
rium) periodically reported to the
General Council on the Bank’s oper-
ations and their current state, on the
conditions on the money, capital and
foreign exchange markets, on impor-
tant matters which arose in the course
of business, on all developments of
importance for an appraisal of the
monetary situation, on the arrange-
ments made for supervising the
OeNB’s financial conduct and on any
other significant dispositions and
events affecting its operations.

The Financial Statements for the
year 2005 were given an unqualified
auditors’s opinion after examination
by the auditors elected by the General
Meeting of May 24, 2005, the certi-

fied public accounts Pipin Henzl and
Peter Wolf, on the basis of the books
and records of the Oesterreichische
Nationalbank as well as the informa-
tion and evidence provided by the
Governing Board.

In its meeting of April 27, 2006,
the General Council approved the
Annual Report of the Governing
Board and the Financial Statements
for the business year 2005. The
General Council submits the Annual
Report and moves that the General
Meeting approve the Financial State-
ments of the Oesterreichische Natio-
nalbank for the year 2005 and dis-
charge the General Council and the
Governing Board from responsibility
for management during the preced-
ing business year. Moreover, the
General Council requests that the
General Meeting approve the alloca-
tion of the profit for the year in ac-
cordance with the proposal made in
the notes to the Financial Statements
2005 (page 113).
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Abbreviations, Legend

AG Aktiengesellschaft (roughly: stock corporation) IMF International Monetary Fund
APC Austrian Payments Council IT information technology
APSS Austrian Payment Systems Services M3 broad monetary aggregate M3
ARTIS Austrian Real Time Interbank Settlement LTROs  longer-term refinancing operations
(the Austrian RTGS system) MWh megawatt hours
ATM automated teller machine NCB national central bank
ATS Austrian schilling NMS new EU Member States
Basel IT New Basel Capital Accord OeBS Oesterreichische Banknoten- und
BIS Bank for International Settlements Sicherheitsdruck GmbH
BOSS Bank On-Site Supervision (OeNB) (Austrian Banknote and Security Printing Works)
BSC Banking Supervision Committee of the ESCB (EU) OECD Organisation for Economic Co-operation and
CEBS Committee of European Banking Supervisors (EU) Development
CEE Central and Eastern Europe OeNB Oesterreichische Nationalbank
CEECs Central and Eastern European countries ORION  Operationales Risikomanagement in der OeNB
CEEI Conference on European Economic Integration (operational risk management at the OeNB)
CFS Center for Financial Studies PEACH  pan-European automated clearing house
CPI consumer price index POS point of sale
EBA Euro Banking Association ROM Risk-Oriented Reporting System (OeNB)
ECB European Central Bank RTGS Real-Time Gross Settlement
Ecofin Council of Economic and Finance Ministers (EU) SDR Special Drawing Right (IMF)
EMAS eco-management and audit scheme SEPA Single Euro Payments Area
EMU Economic and Monetary Union SMEs small and medium-sized enterprises
EPC European Payments Council SAA Stabilization and Association Agreement
ERMII  exchange rate mechanism II (EU) SGP Stability and Growth Pact
ERP European Recovery Program SSP Single Shared Platform (TARGET?2)
ESCB European System of Central Banks STEP2 Straight-Through Euro Processing (EBA)
EU European Union STUZZA Studiengesellschaft fiir Zusammenarbeit im
EUR euro Zahlungsverkehr (Austrian Research Association
EURIBOR Euro Interbank Offered Rate for Payment Cooperation)
Eurostat  Statistical Office of the European Communities Tacis Technical assistance to the Commonwealth of
FMA Financial Market Authority (Austria) Independent States
FSAP Financial Services Action Plan (EU) TARGET Trans-European Automated Real-time Gross
FSI Financial Soundness Indicator (IMF) settlement Express Transfer
GDP gross domestic product usD Uu.S. dollar
GSA GELDSERVICE AUSTRIA Logistik fiir VaR Value at Risk
Wertgestionierung und Transportkoordination WIFO Osterreichisches Institut fir Wirtschaftsforschung
G.m.b.H. (Austrian cash services company) (Austrian Institute of Economic Research)
HICP Harmonized Index of Consumer Prices wiiw Wiener Institut fir internationale
IFRS International Financial Reporting Standards Wirtschaftsvergleiche (The Vienna Institute for
IHS Institute for Advanced Studies International Economic Studies)
IMBA Institut fiir Molekulare Biotechnologie GmbH WTO World Trade Organization
(Institute of Molecular Biotechnology)
X = No data can be indicated for technical reasons
= Data not available at the reporting date
0 = The numerical value is zero or smaller than half of the unit indicated

— = The numerical value is zero (applicable to the Financial Statements).

Discrepancies may arise from rounding.
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Glossary

Austrian Payments Council (APC): information hub and coordination
mechanism of the Austrian banking sector with regard to the implementation
of the requirements for a Single Euro Payments Area (SEPA) in Austria. Estab-
lished in May 2005 by the stakeholders of STUZZA (Studiengesellschaft fir
Zusammenarbeit im Zahlungsverkehr), which include the OeNB, and the
Austrian Federal Economic Chamber.

ARTIS: Austrian Real Time Interbank Settlement. The real-time gross settle-
ment (RTGS) system for euro payments developed and operated by the OeNB
that forms the Austrian component of the EU-wide large-value euro payment
system TARGET run by the European System of Central Banks (ESCB). Since
January 4, 1999, ARTIS users have been able to channel intra-EU payments
through a single account at the OeNB.

Benchmark portfolio: a reference portfolio, often an index, used to mea-
sure the performance of an investment portfolio, i.e. the success of investment
strategies (relative performance). Benchmarks may also be used in risk control
systems, for instance in the form of deviation limits from the asset allocation
applying to a benchmark portfolio (relative risk limits).

Capital adequacy: the concept that banks must maintain sufficient and
appropriate capital backing to cover their exposure to risks. The capital
adequacy frameworks Basel I and Basel II established by the Basel Committee
on Banking Supervision (BCBS) prescribe a capital ratio of 8%.

Capital ratio: a measure of banks’ capital strength, expressed as the ratio of
own funds to risk-weighted assets.

Chinese wall: information barriers between individual units of a company
that are designed to prevent the emergence of conflicts of interest.

Clearing: the process of reconciling and netting payment orders in a net
settlement system.

Credit risk: the risk of changes in customers’ creditworthiness impacting on
a bank’s assets.

Convergence criteria: five requirements that are laid down in the Maastricht
Treaty and that an EU Member State must fulfill to qualify for participation in
Stage Three of Economic and Monetary Union (EMU), i.e. for the introduc-
tion of the euro: (1) an inflation rate not more than 1.5 percentage points
above that of the three best-performing Member States in terms of price
stability, (2) a long-term interest rate not more than 2 percentage points above
that of the three best-performing Member States, (3) a government deficit
which does not exceed 3% of GDP, (4) a ratio of public debt to GDP which
does not exceed 60% of GDP, unless the ratio is sufficiently diminishing
and approaching the reference value at a satisfactory pace, and (5) currency
variations within the normal fluctuation margins of the exchange rate mecha-
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GLOSSARY

nism II (ERM 1I) for at least two years and no devaluation against the currency
of any other Member State.

Eligible assets: For the purpose of backing their monetary policy operations
with the central bank, euro area credit institutions may use only assets, for
instance marketable debt securities, which fulfill the Eurosystem’s eligibility
criteria. These criteria are specified by the ECB and apply uniformly through-
out the euro area.

Emerging market: a term used to describe the economy of a country that
is clearly evolving from the state of a developing economy into that of an
industrialized economy, having embarked on a broad-based industrialization
process. Emerging markets typically considerably outperform industrialized
countries in terms of output growth. Several emerging markets, such as China,
have virtually turned into “industrial parks” of the western economies; they
achieve high labor productivity rates and are in fact serious competitors of the
traditional industrialized countries on account of their relatively low wage
levels.

ERM II: exchange rate mechanism II. The exchange rate mechanism which
provides the framework for exchange rate policy cooperation between the
euro area countries and the EU Member States not participating in Stage Three
of EMU. It specifies fluctuation bands for the key interest rates of a currency
vis-a-vis the euro. The standard fluctuation band amounts to *15% around
the central rate, while narrower bands may be agreed on a case-by-case basis.
(see also convergence criteria).

European Payments Council (EPC): central decision-making and coordi-
nation body of the European banking sector with regard to the implementa-
tion of a Single Euro Payments Area (SEPA). Among other things, the EPC is
responsible for defining uniform operational guidelines for euro credit and
debit transactions, and for drafting a framework for card payment processing.
Established by European banks and banking associations in June 2002.

Excessive deficit procedure: a mechanism defined in Article 104 of the
Treaty and Protocol No 20 on the excessive deficit procedure that requires EU
Member States to maintain budgetary discipline; the Stability and Growth
Pact substantially extended and accelerated this procedure. It defines criteria
for a budgetary position to be considered as an excessive deficit and sets out
the steps to be taken when a Member State has not fulfilled the budget balance
or government debt criteria.

Fixed rate tender: a procedure in which the central bank provides liquidity
to, or withdraws liquidity from, the market on the basis of bids submitted by
competing counterparties. Specifically, counterparties bid the amount of
money they wish to transact at the rate specified by the central bank.
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Hedge funds: (largely) unregulated investment vehicles, typically domiciled
in offshore centers, which pursue broad asset allocation strategies, charge
incentive fees and are not subject to any investment restrictions.

HICP: Harmonised Index of Consumer Prices. In line with Treaty provisions,
price convergence among the EU Member States is to be measured in terms of
a harmonised index of consumer prices. The HICP, which is computed by
Eurostat, is the result of these standardization efforts and the key inflation
indicator for the monetary policy of the Eurosystem. As laid down by the
Governing Council of the ECB, the Eurosystem targets a price stability objec-
tive of an annual HICP increase of below, but close to 2%.

IFRS: International Financial Reporting Standards. IFRSs have replaced the
International Accounting Standards (IAS) as a reporting format for consoli-
dated financial statements. The application of IFRSs, which have been devel-
oped by the International Accounting Standards Board (IASB), has been man-
datory for all companies listed in the EU since 2005.

Inflation-indexed bonds: typically, fixed-income bonds that cut out infla-
tion risk by indexing the underlying principal to inflation. For example, an
annual inflation rate of 5% would cause the underlying principal of a bond
to increase from 100 units to 105 units. As a result, and given a coupon rate
of 5%, the interest payment due would increase from 5 units to 5.25 units.
In other words, it is not the interest rate that changes with inflation. What
happens is that the underlying principal of the bond changes, which results in
a higher interest payment when multiplied by the given coupon rate.

Liquidity: the ability to raise the funds required to meet payment obligations
or deadlines anytime, or to take out new loans. Liquidity may also refer to the
volume of liquid assets, to the ability of an asset to be turned into cash (asset
liquidity) or to the liquidity of an entire market (market liquidity).

Lisbon strategy: the reform agenda introduced by the Lisbon European
Council in March 2000 that aims at making the EU the most competitive and
dynamic knowledge-based economy in the world by 2010.

M3: a broad monetary aggregate that comprises M1 (currency in circulation
and overnight deposits), M2 (M1 plus short-term savings and time deposits) as
well as marketable instruments, in particular repurchase agreements, money
market fund shares/units and debt securities with a maturity of up to and
including two years issued by MFIs. M3 has been assigned a prominent role in
the monetary policy strategy of the Eurosystem. M3 developments in the euro
area are monitored against a reference value of 4.5%; this is the annual growth
rate of M3 over the medium term that is consistent with the maintenance of
price stability.

GLOSSARY
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GLOSSARY

Major Loans Register: information system maintained by the OeNB to
monitor banks’ exposure to large loans and meet the information needs of
banks and banking supervisors in this respect. Article 75 of the Austrian Bank-
ing Act obliges credit and financial institutions as well as insurance companies
to report to the OeNB, on a monthly basis, all credits and credit lines granted
that exceed the sum of EUR 350,000.

Market risk: the risk of financial market fluctuations (e.g. changes in interest
rates, stock prices or exchange rates) impacting on an entity’s assets and liabilities.

Memorandum of Understanding (MoU): agreement reached between
two authorities on cooperation principles and information—sharing procedures
regarding issues of common interest.

New Legal Framework for Payments in the Internal Market: EU-
wide legal framework for payment services designed to establish a single Euro-
pean payment area, codify the currently fragmented Community law provi-
sions on payment services, allow competition on equal terms for payment system
providers, provide adequate protection of payment service users, ensure security
of payments, increase the efficiency of payment systems and guarantee legal
certainty for all parties in the payment process.

Off-site analysis: qualitative and quantitative evaluation of the (risk manage-
ment and balance sheet) data that banks report to the OeNB and the Financial
Market Authority (FMA) using a set of different methods. It is geared towards
detecting problematic developments as early as possible and initiating counter-
measures.

On-site inspection: thorough examination of individual banks, during
which supervisors largely work on the premises of a given bank. By reviewing
relevant business areas, supervisors thus cross-check the data reported by
banks against firsthand information in as much detail as is required to assess
the need for supervisory action.

Operational risk: the risk of bank losses resulting from inadequate internal
controls (misconduct or human error, breakdown of internal processes or
systems) or from external events.

Payment system: any set of payment instruments, banking procedures and
interbank transfer systems that ensure the circulation of money.

PEACH: pan-European automated clearing house. An infrastructure for cross-
border credit transfers advanced by European banks under the SEPA initiative
for European retail payment services, which is to be as (cost-)efficient as
national automated clearing houses (ACHs). Tailored to the requirements of
customers of national payment services, a PEACH must offer cost-efficient,
effective, swift and secure payment processing, i.e. it should support straight-
through processing (STP). STEP2 is the first and, to date, only PEACH.
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Rating: assessment of the creditworthiness of a debtor against standardized
qualitative and quantitative criteria. Ratings are used to determine a debtor’s

probability of default.

Repatriation of capital: return of resident investors’ foreign investment
capital into the home country, which entails the dissolution of external assets,
e.g. through the sale of foreign securities or the withdrawal of cash holdings

abroad.

Retail payments: low-value or customer payments as opposed to large-value
or interbank payments.

Return on assets: ratio of net profit after taxes to total assets.

SEPA: Single European Payments Area. Initiative launched by the European
banking industry in spring 2002 to establish uniform standards for payment
services in Europe.

Stability programs: the euro area countries’ annual medium-term govern-
ment plans and assumptions for the development of key economic and, in
particular, budget variables in line with the requirements of the Stability and
Growth Pact. Countries not participating in the euro area must submit annual
convergence programs according to the Pact.

Stability and Growth Pact (SGP): framework annexed to the EU Treaty,
adopted in 1997 and reformed in 2005, that is meant to help prevent excessive
public deficits. The primary goal of the SGP is the achievement of balanced
general government budgets over the medium term.

STEP.AT: extension of the OeNB’s STEP2 access point that will offer Austrian
banks efficient and cost-effective clearing services for national interbank trans-
actions from mid-2007.

STEP2: the first and, to date, only PEACH for intra-EU credit transfers, which
started operation in April 2003 and had 97 direct and 1,581 indirect partici-
pants in March 2006. With this system, the Euro Banking Association (EBA)
offers credit institutions a technical infrastructure for cost-efficient and swift
processing of transactions that meet specific requirements. Transactions must,
for instance, be in euro, and both the International Bank Account Number
(IBAN) and Bank Identifier Code (BIC) must be correctly indicated on the
payment order. The Oesterreichische Nationalbank has been providing access

to STEP2 since November 3, 2003.

Stress test: analysis of the impact of drastic, yet plausible stress scenarios in
terms of credit and market risk on the adequacy of a bank’s capital.

Systemic risk: the risk that several credit institutions may develop financial
difficulties at the same time.

GLOSSARY
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GLOSSARY

TARGET: Trans-European Automated Real-time Gross settlement Express
Transfer. A gross settlement system that processes large-value euro payments
in real time, which consists of the national RTGS systems of 16 EU Member
States, the ECB payment mechanism (EPM) and an Interlinking system con-
necting the individual TARGET components. The ARTIS system operated
by the Oesterreichische Nationalbank is the Austrian RTGS system connected
to TARGET.

TARGET?2: next generation of the TARGET system, scheduled to start opera-
tions in November 2007. A Single Shared Platform (SSP) to be built by the
Deutsche Bundesbank, the Banque de France and the Banca d’Italia will be at
the heart of TARGET?2, which will offer an extended, standardized function-

ality across Europe at harmonized prices.

Treaty: refers to the Treaty establishing the European Community and the
subsequent amendments. The Treaty was signed in Rome (Treaty of Rome),
entered into force on January 1, 1958, and created the European Economic
Community (EEC). It was amended by the Treaty on European Union (Maas-
tricht Treaty), which took effect on November 1, 1993, and established the
European Union (EU). The Stability and Growth Pact (Treaty of Amsterdam,
May 1, 1999) amended both the Treaty establishing the European Community
and the Treaty on European Union; the most recent amendment of both
instruments — the Treaty of Nice — entered into force on February 1, 2003.

Twin deficit: a general government deficit coinciding with a current account
deficit.

Variable rate tender: a procedure in which the central bank provides liquid-
ity to, or withdraws liquidity from, the market on the basis of bids submitted
by competing counterparties. In a variable rate tender, the central bank speci-
fies only a minimum bid rate in advance, and counterparties bid the amounts
of money they wish to transact at rates proposed by them.

Volatility: the propensity of a security price, an exchange rate or an index to
vary over time. Volatility is an important indicator for investments, because
the anticipated fluctuation of an asset price will affect the expected profit or
loss.

Yield spread: difference between interest rates paid on bond markets. Inves-
tors will be interested not only in differences at a given point but also in devel-
opments over time. Yield spreads are calculated above all for interest rate
differentials between (1) individual countries (2) securities with different
maturities and (3) instruments of issuers with different underlying credit
risks (e.g. government bonds and corporate bonds).
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Periodical Publications
of the Oesterreichische Nationalbank

For further details see www.oenb.at

Monetary Policy & the Economy quarterly

This quarterly publication, issued both in German and English, offers analyses
of current cyclical developments, medium-term macroeconomic forecasts and
studies on central banking and economic policy topics. It also summarizes the
findings of macroeconomic workshops and conferences organized by the

OeNB.

Statistiken — Daten & Analysen quarterly

This publication contains brief reports and analyses focusing on Austrian
financial institutions, cross-border transactions and positions as well as finan-
cial flows. The contributions are in German, with executive summaries of
the analyses in English. The statistical part covers tables and explanatory notes
on a wide range of macroeconomic and financial indicators. The tables and
additional information and data are also available on the OeNB’s website in
both German and English. This series also includes special issues on selected
statistics topics published at irregular intervals.

econ.newsletter quarterly

The quarterly English-language newsletter is published only on the Internet
and informs an international readership about selected findings, research top-
ics and activities of the OeNB’s Economic Analysis and Research Section. This
publication addresses colleagues from other central banks or international
institutions, economic policy researchers, decision makers and anyone with an
interest in macroeconomics. Furthermore, the newsletter offers information
on current publications, studies or working papers as well as events (confer-
ences, lectures and workshops).

For further details see www.oenb.at /econ.newsletter

Financial Stability Report semiannual

Issued both in German and English, the Financial Stability Report contains first,
a regular analysis of Austrian and international developments with an impact
on financial stability and second, studies designed to provide in-depth insights
into specific topics related to financial market stability.
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PERIODICAL PUBLICATIONS
OF THE OESTERREICHISCHE NATIONALBANK

Focus on European Economic Integration semiannual
The English-language publication Focus on European Economic Integration is the
successor publication to Focus on Transition (published up to issue 2/2003).
Reflecting a strategic regional research priority of the OeNB, this publication
is a channel for communicating our ongoing research on Central and Eastern
European countries (CEECs) as well as Southeastern European (SEE) coun-
tries ranging from economic country studies to studies on central banking
issues and related topics. One of the purposes of publishing theoretical and
empirical studies in the Focus on European Economic Integration, which are
subject to an external refereeing process, is to stimulate comments and
suggestions prior to possible publication in academic journals.

Workshops = Proceedings of three to four
OeNB Workshops issues a year

The Proceedings of OeNB Workshops were introduced in 2004 and typically com-
prise papers presented at OeNB workshops at which national and international
experts, including economists, researchers, politicians and journalists, discuss
monetary and economic policy issues. Workshop proceedings are available in

English only.

Working Papers about ten papers a year

The OeNB’s Working Paper series is designed to disseminate, and provide a
platform for discussing, findings of OeNB economists or outside contributors
on topics which are of special interest to the OeNB. To ensure the high quality
of their content, the contributions are subjected to an international refereeing
process.

Economics Conference (Conference Proceedings) annual

The Economics Conference hosted by the OeNB represents an important inter-
national platform for exchanging views and information on monetary and
economic policy as well as financial market issues. It convenes central bank
representatives, economic policymakers, financial market players, academics
and researchers. The conference proceedings comprise all papers presented at
the conference, most of them in English.
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PERIODICAL PUBLICATIONS
OF THE OESTERREICHISCHE NATIONALBANK

Conference on European Economic Integration
(Conference Proceedings) annual

This series, published in English by a renowned international publishing house,
reflects presentations made at the OeNB’s annual conference on Central, East-
ern and Southeastern European issues and the ongoing EU enlargement pro-
cess (formerly East-West Conference).

For further details see ceec.oenb.at

Annual Report annual

The Annual Report of the OeNB provides a broad review of Austrian monetary
policy, economic conditions, new developments in the financial markets in
general and in financial market supervision in particular as well as of the
OeNB’s changing responsibilities and its role as an international partner in
cooperation and dialogue. It also contains the OeNB’s financial statements.

Intellectual Capital Report annual
The Intellectual Capital Report has been published since 2003 as a review of the

OeNB’s intellectual capital and its use in the OeNB’s business processes and
services. The report provides an integrated view of the strategically important
management of human, relational, structural and innovation capital; it clari-
fies the relationships between different types of capital and describes various
determinants that influence the OeNB’s intellectual capital. The findings of
the report serve to assess the consistency of the OeNB’s intellectual capital
with its knowledge-based strategic orientation.
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Photographs

Danube bridge, Tulln Ghega railway viaduct, Semmering

Nonntal bridge, Salzburg Schottwien valley bridge

Art Nouveau bridge at Dobling, Vienna Ottenstein reservoir bridge
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Head Office
Vienna
Otto-Wagner-Platz 3
Internet: www.oenb.at

Branch Offices

Western Austria Branch Office
Innsbruck
Adamgasse 2

Southern Austria Branch Office
Graz
Brockmanngasse 84

Klagenfurt
10.-Oktober-Stral3e 13

Northern Austria Branch Office
Linz
Coulinstral3e 28

Salzburg
Franz-Josef-Straf3e 18

Representative Offices

Qesterreichische Nationalbank
London Representative Office
Gracechurch Street 48, 5" floor
GB EC3V 0EJ London

Qesterreichische Nationalbank
New York Representative Office
745 Fifth Avenue, Suite 2005
US 10151 New York

Addresses
of the Oesterreichische Nationalbank

Postal address

PO Box 61
AT 1011 Vienna

Adamgasse 2
AT 6020 Innsbruck

PO Box 8

AT 8018 Graz
10.-Oktober-Str. 13
AT 9020 Klagenfurt
PO Box 346

AT 4021 Linz

PO Box 18
AT 5027 Salzburg

Permanent Representation of Austria to the EU

Avenue de Cortenbergh 30
BE 1040 Brussels

Permanent Representation of Austria to the OECD

Rue Albéric-Magnard 3
FR 75116 Paris

Telephone Telex

(+43-1) 404 20-0 114669 natbk
Fax: (+43-1) 404 20-2398 114778 natbk

(+43-512) 594 73-0
Fax: (+43-512) 594 73 99

(+43-316) 81 81 81-0
Fax: (+43-316) 81 81 81 99

(+43-463) 576 88-0
Fax: (+43-463) 576 88 99

(+43-732) 65 26 11-0
Fax: (+43-732) 65 26 11 99

(+43-662) 87 12 01-0
Fax: (+43-662) 87 12 01 99

(+44-20) 7623-6446
Fax: (+44-20) 7623-6447

(+1-212) 888-2334
(+1-212) 888-2335
Fax: (+1-212) 888 2515

(212) 422509 natb ny

(+32-2) 285 48-41,42, 43
Fax: (+32-2) 285 48 48

(+33-1) 53 92 23-39
(+33-1) 5392 23-44
Fax: (+33-1) 45 24 42-49
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OUR MANDATE AND RESPONSIBILITIES

The Oesterreichische Nationalbank (OeNB) is the central bank of the Republic of Austria and,
as such, an integral part of the European System of Central Banks (ESCB). In this capacity, the
OeNB acts on the basis of full personal, financial and institutional independence. The OeNB’s
aims and actions are guided by the fundamental principles security, stability and trust. The
primary task of the Eurosystem, and hence of the OeNB, is to maintain price stability in the
euro area and thus the euro’s purchasing power.

Responsibilities

Monetary Policymaking

e Participation by the OeNB’s governor in decision-making in the Governing Council and
General Council of the European Central Bank (ECB)

e Conduct of extensive economic analysis and research

Monetary Policy Operations — Reserve Management
e Conduct of monetary policy operations with Austrian banks
o Conduct of minimum reserve operations and monitoring of
Austrian banks” minimum reserve holdings
e Management of the OeNB’s own reserve assets and the reserves transferred to the ECB
. Participation in Eurosystern foreign exchange interventions

Financial Stability and Banking Supervision

e Participation in the prudential supervision of Austrian banks and payment systems
oversight to secure financial stability
e Risk analysis of financial markets and banks

Provision of Statistics

o Compilation of statistics — above all monetary, interest rate, prudential and
external trade statistics (e.g. balance of payments, banking statistics and financial accounts)

Cash Supply

e Provision of Austrian businesses and consumers with banknotes and coins

e Securing a smooth cash circulation

o Contributing to counterfeiting prevention through public information programs

Payment Services

e Provision and operation of efficient and sound clearing and payment systems
within the European Community and with other countries

National and International Cooperation

e Close cooperation with national bodies, e.g. the Financial Market Authority, the Government
Debt Committee and the Statistics Advisory Board (Statistikrat)

e Representation in a wide range of bodies of the Eurosystem,
the ESCB and the European Union

e International monetary policy cooperation and participation in international financial
institutions (International Monetary Fund, Bank for International Settlements)

Communications
e Serving as a communications interface between the Eurosystem on the one hand and

the general public, Austrian policymakers and the business community on the other hand
e Pursuit of an active and comprehensive communications policy

SELECTED INDICATORS FOR THE OENB

2005 2004
Business indicators
As on December 31 EUR thousand
Net currency position 12,206,230 10,813,585
Banknotes in circulation 15,128,006 13,416,144
Total assets 46,389,785 35,583,064
Operating profit 488,013 450,818
Corporate income tax 122,003 153,278
Central government’s share of the
OeNB’s profit 329,409 267,786
Profit for the year 36,601 29,754
Absolute figures
Full-time equivalent employment in core
business areas 947.5 970.3
Intellectual capital indicators
Number
Number of inquiries to OeNB hotlines 33,535 33,193
Newsletter subscriptions 12,834 11,250
OeNB publications 67 57
Research cooperation projects with
external partners 42 38
Number of working visits to national and
international organizations 25 14
Environmental performance indicators
Heat consumption, kWh/m? 66 73
Electricity consumption, MWh per employee 83 84
Use of recycled paper, % 90 90

Source: OeNB.



OUR MISSION STATEMENT

In 2005, the national central banks of the independent Eurosystem
(including the OeNB) published a joint mission statement that
enshrines the following key objectives and values:

We in the Eurosystem have as our primary objective the maintenance of price
stability for the common good. Acting also as a leading financial authority, we aim
to safeguard financial stability and promote European financial integration.

In pursuing our objectives, we attach utmost importance to credibility, trust,
transparency and accountability. We aim for effective communication with the
citizens of Europe and the media. We are committed to conducting our relations
with European and national authorities in full accordance with the Treaty
provisions and with due regard to the principle of independence.

We jointly contribute, strategically and operationally, to attaining our common
goals, with due respect to the principle of decentralisation. We are committed to
good governance and to performing our tasks effectively and efficiently, in a spirit of
cooperation and teamwork. Drawing on the breadth and depth of our experiences
as well as on the exchange of know-how, we aim to strengthen our shared identity,
speak with a single voice and exploit synergies, within a framework of clearly
defined roles and responsibilities for all members of the Eurosystem.

The OeNB’s mission statement complements the Eurosystem’s mission
statement and transposes it to Austrian requirements. The main
messages are:

As the central bank of the Republic of Austria, the OeNB serves the Austrian and
European public.

To build and maintain trust in the OeNB, we take pride in performing our tasks
professionally, drawing on the high competence and motivation of our employees.

Our products and services are customer oriented to ensure their value to our
customers and partners; they are provided efficiently and cost effectively as a result
of ongoing market-oriented product and process innovation.

We are cooperative, solution-oriented and reliable partners in our relations with
customers and associates.

Our employees’ commitment, motivation, creativity, willingness to learn, team
spirit and mobility — the success factors of our work now and in the future — are the
hallmarks of our working style.
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The Annual Report of the OeNB provides a broad review of Austrian monetary policy, economic
conditions, new developments on the financial markets in general and in financial market supervision
in particular, the changing responsibilities of the OeNB and its role as an international partner in

cooperation and dialogue. It also contains the financial statements of the OeNB.
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