	ECONOMIC AND INVESTMENT BANK AD
	
	
	

	
	
	
	

	
	
	
	

	BALANCE SHEETS
	
	
	

	as of 31 March 2008 and 31 December 2007
	
	
	

	
	
	
	

	
	
	
	

	
	
	31.03.2008
	31.12.2007

	
	
	thousand of leva
	thousand of leva

	Assets
	
	
	

	
	
	
	

	Cash, accounts with Central bank 
	
	177,974
	254,730

	Nostro accounts and funds extended to banks
	
	202,972
	576,259

	Receivables under redemption agreements
	
	
	

	
	
	
	

	Financial assets for trading
	
	67,095
	68,077

	Investments available for sale
	
	10,823
	10,760

	Loans and advance payments to clients, net
	
	1,187,419
	1.017,331

	Other assets
	
	24,241
	19,838

	Fixed assets, net
	
	23,129
	21,962

	Assets for resale
	
	181
	181

	
	
	
	

	Total assets
	
	1,693,834    
	1,969,138 

	
	
	
	

	
	
	
	

	Liabilities
	
	
	

	Deposits from banks
	
	14,654
	145,168

	Obligations for redemption
	
	19,508
	8,015

	
	
	
	

	Deposits from clients
	
	1,421,424
	1,585,154

	Other liabilities
	
	8,164
	9,898

	Financial liabilities for trading (derivatives)
	
	2,097
	-

	Long-term borrowings
	
	23,671
	23,589

	Deferred tax liabilities, net
	
	75
	63

	
	
	
	

	Total liabilities
	
	1,489,593
	1,771,887

	Net assets
	
	204,241
	197,251

	
	
	
	

	Equity capital
	
	
	

	Base capital
	
	69,721
	69,721

	Legal reserves
	
	124,690
	84,013

	Revaluation reserve
	
	2,841
	2,841

	Accrued profit/loss
	
	6,989
	40,676

	Total equity capital
	
	204,241
	197,251

	
	
	
	

	Conditional liabilities and irrevocable
	
	
	

	commitments
	
	62,995
	59,842

	
	
	
	

	
	
	
	

	Signed on behalf of Economic and Investment Bank on 25 October 2007 by:
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Peter Andronov
	
	 Hristina Filipova 
	

	/Executive Director/
	
	 /Commercial Representative/ 

	
	
	
	

	
	
	
	

	The attached notes are an integral part of these statements
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	INCOME STATEMENTS
	
	
	

	For the periods ending on 31 March 2008 and 31 March 2007
	
	

	
	
	
	

	
	
	
	

	
	
	31.03.2008
	31.03.2007

	
	
	Thous. leva
	Thous. leva

	
	
	
	

	Income for interest and other similar
	
	27,738
	20,982

	Expenses for interest and other similar
	
	17,131
	12,864

	Net interest margin
	
	10,607
	8,118

	
	
	
	

	Net income from fees and commissions
	
	8,592
	5,386

	Net income from exchange rate fluctuations
	
	3,377
	238

	Net income/loss from financial assets and liabilities 

held for trading and available for sale
	
	2,918
	10,847

	General administrative expenses
	
	14,506
	12,800

	Devaluation and non-collection 
	
	
	

	of financial instruments, net
	
	583
	536

	Other operating income/expenses, net
	
	2,032
	107

	Income before taxes
	
	7,767
	12,432

	
	
	
	

	Expenses for taxes
	
	778
	132

	
	
	
	

	Net income
	
	6,989
	12,300

	
	
	
	

	
	
	
	

	Earnings per share (leva)
	
	1.00
	1.76

	
	
	
	

	Signed on behalf of Economic and Investment Bank on 25 October 2007 by:
	
	

	
	
	
	

	Peter Andronov
	
	 Hristina Filipova 
	

	/Executive Director/
	
	 /Commercial Representative/ 

	The attached notes are an integral part of these statements
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	CHANGES IN EQUITY CAPITAL STATEMENT
	
	
	
	
	
	

	as of 31 March 2008 and 31 December 2007
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	Notes
	Equity capital
	Legal reserves
	Revaluation reserve
	Accumulated (loss)
	Total

	
	
	thousands of leva
	thousands of leva
	thousands of leva
	thousands of leva
	thousands of leva

	
	
	
	
	
	
	

	Balance as of 31.03.2007
	
	 69,721    
	 53,441    
	 8,230    
	 42,872    
	174,264

	
	
	
	
	
	
	

	Distribution for legal reserves
	-      
	 29,793      
	-
	29,793       
	

	Distribution of legal reserves from non-distributed profit from previous years
	-
	779
	-
	779
	-

	Released revaluation reserve from buildings sold in 2007, net of tax effects
	 -      
	 -      
	5,389    
	5,389
	 -      

	Accounting profit as of 31.03.2007 which is not subject to distribution
	 -      
	 -      
	 -      
	-12,300    
	-12,300    

	Net profit for the year ending on 31 December 2007, net
	 -      
	 -      
	 -      
	 35,287    
	 35,287    

	Balance as of 31 December 2007
	
	 69,721    
	 84,013    
	 2,841    
	 40,676    
	 197,251    

	
	
	
	
	
	
	

	Distribution of legal reserves
	
	 -      
	 35,287    
	 -      
	-35,287
	 -      

	Distribution of legal reserves from non-distributed profit from previous years
	 -      
	5,389    
	 -      
	-5,389    
	 -      

	Net profit for the year ending on 31.03.2008, net
	 -      
	 -      
	 -      
	 6,989    
	 6,989    

	
	
	
	
	
	
	

	Balance as of 31.03.2008
	
	 69,721    
	 124,690    
	2,841
	6,989    
	204,241    

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Signed on behalf of Economic and Investment Bank on 25 October 2007 by:
	
	
	
	

	
	
	
	
	
	
	

	Petar Andronov
	
	  Hristina Filipova 
	
	
	

	/Executive Director/
	
	  /Commercial Representative/ 
	
	
	

	
	
	
	
	
	
	

	The attached notes are an integral part of these statements
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	CASH FLOW STATEMENTS
	
	

	For the periods ending on 31.03.2008 and 31.03.2007
	

	
	
	

	
	31.03.2008
	31.03.2007

	
	thousand of leva
	thousand of leva

	CASH FLOWS FROM MAIN ACTIVITY:
	
	

	Accounting profit before taxation
	7,767    
	12,432    

	Taxes due
	 778    
	 132    

	Net profit
	 6,989    
	 12,300    

	Recalculations for reconciling operating income with net operating cash:

	 
	
	

	Revaluation and non-collectability of financial instruments, net
	-583    
	-536    

	Unrealized revaluation of securities for trading
	-2932    
	-248    

	Depreciation
	 1,517    
	 1,186    

	
	 4,991    
	12,702    

	
	
	

	Change in assets participating in main activity
	
	

	(Increase)/decrease of credits and advance payments to clients
	-169,505    
	-52,660    

	Decrease/(increase) of financial assets held for trading
	 3,924    
	 -7,332    

	Decrease/(increase) of receivables under repurchase agreements
	 -    
	 2,220    

	(Increase)/Decrease of assets for resale
	 -      
	 -    

	(Increase)/decrease of other assets
	-4,403    
	-3,710    

	
	-169,994    
	-61,482    

	Change in liabilities participating in main activity
	
	

	(Decrease)/increase of deposits from banks
	-130,514
	-19,360

	(Decrease)/increase of deposits from clients
	-163,729
	61,737

	(Decrease)/increase of obligations under repurchase agreements 
	11,575
	-500

	(Decrease)/increase of other obligations
	-1,722
	-1,285

	(Decrease)/Increase of liabilities for sale
	2,097
	-

	
	-282,293
	40,592

	
	
	

	Net cash flow from/(used for) main activity
	-447,296
	40,592

	CASH FLOWS FROM INVESTMENT ACTIVITY:
	
	

	(Purchase)/sale of investments available for sale, net
	-63
	14,800

	(Purchases)/Sales of fixed assets, net
	-2,684
	-1,504

	Net cash flow used for investment activity
	-2,747
	13,296

	CASH FLOWS FROM INVESTMENT ACTIVITY:
	
	

	Income/Payments from issues of mortgage bonds
	-     
	 191    

	Payments on issued mortgage bonds
	 - 
	- 

	Income from issue of equity capital
	-
	-

	Dividends paid out
	
	

	Net cash flow from financial activity
	
	 191    

	Net increase of cash and 
	
	

	cash equivalents
	-450,043    
	5,299    

	Cash and equivalents - beginning of period 
	 830,989    
	 475,526    

	Cash and equivalents - end of period 
	 380,946    
	 480,825    

	Additional information on cash flows
	
	

	Taxes paid during period
	 329    
	 4,802    

	
	
	

	Signed on behalf of Economic and Investment Bank on 25 October 2007 by:

	
	
	

	Peter Andronov
	  Hristina Filipova 

	/Executive Director/
	  /Commercial Representative/ 

	
	
	

	The attached notes are an integral part of these statements
	

	
	
	


ECONOMIC AND INVESTMENT BANK AD

NOTES TO FINANCIAL STATEMENT

FOR THE PERIOD ENDING ON 31 MARCH 2008

All amounts are in thousand of leva unless indicated otherwise

EXPLANATORY NOTES

TO FINANCIAL STATEMENT OF EIBANK AD AS OF 31 MARCH 2008

1. Organization and activities 

Economic and Investment Bank AD (the Bank) was established as a joint stock company and started its activity in May 1995 under its previous name Bulgarian-Russian Investment Bank AD. The address of registration of the Bank is 2 Slavyanska St., Sofia 1000, Bulgaria. The Bank has a full banking license issued by the Bulgarian National Bank (BNB) according to which it is allowed to perform the following activities:

· Accept deposits and provide loans and investments;

· Purchase bills of exchange and promissory notes;

· Perform transactions in foreign currency and with precious metals;

· Accept valuables for safe-keeping;

· Perform transactions with securities and manage securities;

· Perform guarantee transactions;

· Perform operations for non-cash payments and clearing of checking accounts of other persons;

· Manage investment funds in accordance with the Act on Public Offering of Securities;

· Purchase receivables deriving from delivery of goods and services and undertake the risk of collection of such receivables (factoring);

· Perform transactions with:


- financial futures and options;



- derivatives of exchange rates and interest rates;

· Acquisition and management of capital shares;

· Consultation of companies regarding their capital structure, corporate strategy and related issues, as well as consultations and services regarding transformation of companies and transactions for acquisition of enterprises;

· Consultations regarding portfolio investments.

The Bank performs its activity through a head office and 21 branches throughout the country.

2.
Applicable legislation

The Bank performs its activity in accordance with the Act on Banks and the relevant regulations of the BNB. 

The Act on Credit Institutions requires banks to prepare and provide to the Central Bank regular reports, which evaluate loans, other risk assets, including off-balance sheet obligations and provisions are formed for coverage of risk of loss in accordance with criteria determined by a Regulation of the Central Bank.  

3.
Main elements of the accounting policy and reporting rules
3.1.
Basis for preparation of the accounting statement 

The attached financial statement was prepared, in all material aspects, in accordance with the International Financial Reporting Standards (IFRS) and the guidelines for their implementation, issued by the Committee for Explanation of the IFRS adopted by the European Commission and applicable in the Republic of Bulgaria.

The management is of the opinion that the selected basis for preparation of the financial statements provides the users with useful and reliable information regarding the financial condition and results from the activity of the Bank.

In preparing its financial statements, the Bank uses as basis for reporting of assets and liabilities, the historical cost method, with the exception of securities for trading, investments for sale and derivative financial instruments, which are revalued currently, as indicated under item 3.20. below, as well as land and buildings which are reported by revalued value as indicated under item 3.10 below. 

3.2. Functional currency and reporting currency

All values in this financial statement are in thousands of Bulgarian leva which is the functional currency and the reporting currency.

The lev is pegged to the euro at an exchange rate of BGN 1.95583 for 1 EUR since 1 January 1999 in accordance with the provisions of the Act on the BNB of 1997.

3.3.
Cash and cash equivalents

For the purposes of preparing the cash flow statement, cash and cash equivalents include cash at hand and in bank accounts held with the Bulgarian National Bank (BNB), as well as funds in nostro accounts with other banks, as well as resources lent to other banks with maturity up to three months.

3.4.
Securities for sale

Securities for sale are acquired either with the objective to generate income from short-term price fluctuations or to include in a portfolio with a model for generating short-term profit. Securities for trading are initially recognized at acquisition price and later valued by fair value based on market price quotations. All realized and non-realized profits or losses related to securities for trading are reported as profit (loss) from transactions with securities. Interest income from securities for trading is reported as interest income.

3.5.
Sale and repurchase and borrowing of securities agreements 

Securities sold under the conditions of a binding agreement for repurchasing (repo) are presented in the financial statement as securities for trading or investment available for sale, and the liability to the counterpart is presented as a liability under a repurchase agreement. Securities purchased under resale (repurchase) are presented as receivables under repurchase agreements. The difference between the sale price and purchase price of the repurchase is treated, for accounting purposes, as interest and is charged for the period of the agreement, applying the effective interest rate method.

Borrowed securities are not recognized in the financial statement unless sold to third parties. The obligation for returning them is reported by fair value as obligations under repurchase agreements.

3.6.
Investments available for sale 

Investments available for sale include capital investment, corporate securities and corporate debt instruments. They are reported by fair value and when such value cannot be determined – by acquisition price for capital instruments or by depreciated cost for debt instruments. Profits and losses resulting from their revaluation are recognized directly in the equity capital, in revaluation reserves, with the exception of losses from revaluation, interest income calculated by the effective interest rate method and profits and losses as a result of exchange rate fluctuations, which are recognized directly in the current financial result. Upon release of investments available for sale, the Bank includes the accrued revaluation reserve in the financial result for the current period.

Capital investments are in local and foreign entities. These investments are not quoted on the open market. As of 31 March 2008 and 31 December 2007, the Bank does not hold a controlling share of those companies. Capital investments are reported by acquisition price decreased by the depreciation loss, if any. Dividends are recognized during the period when the Bank becomes eligible for receiving them. 

Corporate securities are shares of Bulgarian companies traded at the Bulgarian Stock Exchange which is a regulated market. They are reported by fair value in the cases when market quotations of shares are a result of a sufficiently deep and liquid market and the change in that value is recognized in the own capital statement. Shares for which there is no sufficiently reliable quotation due to a small trading volume are reported by their acquisition price. Dividends are recognized as other income upon their receipt. 

Corporate debt instruments are debt of local companies that is not actively traded at the financial markets. They are reported by depreciated cost. Interest income is recognized as interest income. 

3.7.
Loans and advance payments to clients 

Loans that initially originated with the Bank, by providing the funds directly to the credit recipient, are categorized as loans provided by the Bank and are reported by amortized value reduced by depreciation adjustments.

Loans and advance payments are recognized at the time of providing the funds to the credit recipient.

3.8. Depreciation and non-collectability of loans and advance payments to clients

The Bank has adopted a policy (based on the IFRS) to report depreciations by determining the recoverable value of individually material assets or group of assets with similar characteristics. The recoverable value is determined on the basis of expected future cash flows from the instrument, including fair value of the collateral in case of enforcement, discounted as of the date of the balance sheet, using the original effective interest rate on the loan. 

Provisions for loan devaluation are accrued in cases when there are grounds to believe that the Bank will not be able to collect all amounts due on the loan. The amount of depreciation is determined as the difference between the reporting value and the recoverable value as of the date of preparation of the report. 

In the event that the devaluation decreases substantially as a result of consequent events, the accrued devaluations are reduced and the result is reported as income from reintegration of devaluations in following reporting periods. The Bank has adopted a methodology for calculation of provisions for devaluation of loans based on the requirements of IFRS. The Bank classifies loans in several groups. In addition to the group of regular credits, percentages are applied that exceed the minimum required by regulations, and those percentages decrease the agreed cash flows in order to determine the expected cash flows, which are afterward discounted with the effective interest rate as indicated above. Other specific requirements of the regulations are related to conditions for reclassification of irregular credits back to the group of regular ones and recognition of liquid collaterals for the purposes of determining provisions for devaluation of loans. 

The amount of potential losses which are not specifically identified, but based on previous experience can be expected for a group of loans, is also reported as expense for provisions and decrease the reporting value of loans. The expected losses are valued based on historical experience, client credit rating and economic environment of the credit recipients. 

Loans, for which there are grounds to believe that they will not be collected, are written off at the account of accrued devaluations. Such loans are not written-off until the completion of all legal procedures or until the actual amount of loss is determined. Amounts collected at a later period from written-off loans are recognized in the income and expense statement for the current period as other operating income.

3.9.
Provisions on guarantees and other off-balance sheet credit commitments

The amount of provisions on guarantees and other off-balance sheet commitments is recognized as expense for provisions and obligation when the Bank has current legal or constructive obligations resulting from past events and as a result of which it is probable that there maybe an outlay of resources for settlement of the obligation and when it is possible to make a reliable estimate of the amount of loss as a result of that. All losses as a result of the recognition of provisions for obligations are recognized in the income statement for the respective period.

3.10.
Fixed tangible assets 

Land and buildings are reported by revalued value and all other fixed tangible assets are reported by acquisition price reduced by accrued depreciation. Depreciation is accrued on the basis of the linear methods for the period of the useful life of the asset. 

The depreciation rates used in this financial statement are as follows:

Buildings
4% (25 years)

Office equipment – computer systems
50% (2 years)

Office equipment - other 
30% (3.3 years)

Transportation vehicles
25% (4 years)

Office furniture 
15% (6.7 years)

Other
15% (6.7 years)

Land is not amortized.

3.11.
Non-tangible fixed assets

Non-tangible fixed assets, including software, are reported by acquisition price reduced with the accrued depreciation. They are amortized by the linear method for a period of two years, with annual depreciation rate of 50% for software and 6.7 years, with an annual depreciation rate of 15% for other non-tangible assets.

3.12.
Assets for resale 

Assets for resale include real estate, land and equipment held for sale in the process of the usual activity. These assets are acquired as a result of sale of collateral on non-serviced loans. Assets for resale are reported by the lower of the acquisition value or the net realizable value and no depreciation is accrued for them. 

3.13. Other assets 

Includes balances in transit accounts, deferred payments and advance payments, as well as other assets that are not reported in the other balance sheet items.
3. 14.  Deposits from banks, other financial institutions, non-financial institutions and other clients 

Deposits (borrowings) from banks and other financial institutions, from non-financial institutions and other clients, include attracted funds by the Bank in the form of current, accumulative, deposit, saving, budget, and other accounts. They are reported from the date of conclusion of the transaction at cost of the funds. After their initial recognition, financial liabilities are valued by their amortized value, and those denominated in foreign currency are revalued daily by the BNB central exchange rate for the respective currency. Deposits are presented with the respective accrued contractual interest as of the date of preparation of the report. 

3.15. Subordinated term loan and issued bonds

Attracted funds are initially recognized at “cost”. i.e. the fair value of the received cash flows upon occurrence of the liability, reduced by the transaction costs. Afterward, the attracted funds are valued by amortized value where each difference between net cash flows and residual value is recognized in the income statement by the effective interest rate method for the term of the liability.

3.16.  Taxation

Profit tax is charged based on the income for the period and includes current and deferred tax. Deferred tax is calculated applying the balance sheet liabilities method. Deferred tax reflects the net tax effect on all temporary differences between the balance sheet value of the assets and liabilities for the purposes of the financial statements and the values calculated for tax purposes. Deferred tax assets and obligations are calculated using tax rates that are expected to be used for the taxable income for the years for which those temporary differences are expected to be recovered or settled. 

Valuation of deferred tax assets and obligations reflects the tax consequences that will occur from the manner in which the bank expects, on the date of preparation of the balance sheet, to recover or settle the reporting value of its assets and liabilities. Deferred tax assets and obligations are recognized, regardless of when the temporary difference will occur with a reverse force. 

The profit tax rate for 2008 and 2007 is 10%.

3.17. Equity capital

As of 31 March 2008 and 31 December 2007, the base capital of the Bank is BGN 69 721 thousand divided into 6 972 056 ordinary shares with a nominal value of BGN 10 each. All shares are fully paid and have an equal right to vote. 
3.18.
Income from interest and expenses for interest

Income from interest and expenses for interest are recognized in the income and expense statement for all interest bearing instruments using the effective interest rate method. Charging of income from interest is terminated when the collection of the loan becomes doubtful in case the loan has defaulted for more than 90 days. Such income from interest is excluded from the income from interest until its receipt.

3.19.
Income from fees and commissions

Fees and commissions are recognized on the basis of accrual. They comprise mainly fees from cash transactions and money transfers, loans, guarantees and other services provided by the Bank. Fees for loan processing are deferred and recognized as adjustment of the effective interest rate for the loan.

3.20.
 Transactions in foreign currency

Transactions in foreign currency are reported in the reporting currency by the official exchange rate determined by the BNB on the date of the transaction. Monetary assets and liabilities in foreign currency are reported by an exchange rate valid at the end of the reporting period. Exchange rate differences occurring from transactions and revaluation of currency positions are recognized in the income and expense statement.

3.21.  Derivative financial instruments

The Bank uses derivative financial instruments both to meet clients’ needs acting as an agent, and for its own transactions. Such instruments include purchase and sale of currency, securities, forward and future contracts and foreign currency swaps on the open market. Derivative financial instruments are initially recognized at acquisition price (including the transaction costs) and afterward are revalued by fair value. The fair value is determined on the basis of market quotations, cash flow discounting methods and other financial valuation models depending on the type of derivative. Derivatives are reported as assets when their fair value is positive and as liabilities when it is negative. Changes in the fair value of derivative financial instruments held for sale are included in the income statement.

3.22. Conditional receivables and payables

There is no change in the manner of reporting and presenting conditional liabilities and assets since the date of the last annual financial statement – 31 December 2007. 

The adopted accounting policy of the Bank, applicable for the preparation of the annual financial statement for 2007, was also applied for the preparation of this financial statement for the period 1 January - 31 March 2008.

21 April 2008

Daniela Stefanova

Chief Accountant

Petar Andronov



Hristina Filipova

Executive Director



Commercial Representative







