ECONOMIC AND INVESTMENT BANK AD
NOTES TO FINANCIAL STATEMENTS 

As of 30 September 2007 and 31 December 2006


EXPLANATORY NOTES

TO FINANCIAL STATEMENT AS OF 30 SEPTEMBER 2007

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 17 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 Bank prepares its accounting records and financial statements in accordance with the requirements of the IFRS, IAS, the Bulgarian accounting, commercial and bank legislation. Pursuant to the acting accounting legislation, banks in Bulgaria apply the IFRS and IAS as a basis for financial reporting from 1 January 2005. 
The Bank, registered under the Commercial Act as a joint stock company, applies double-entry accounting. The accounting documents are drawn up in Bulgarian, with Arabic numbers in Bulgarian leva, foreign currency respectively, in cases when the deals are performed in foreign currency. When the transaction is with a foreign counterpart, the accounting document is also drawn up in the respective language. Accounting documents coming to the Bank in a foreign language are accompanied by a translation in Bulgarian of the mandatory items necessary for the reporting of the deal. 

3.
Main elements of the accounting policy and reporting rules
3.1.
The principles of developing the accounting policy are as follows:

· Going concern

· Current accrual 

· Comparability between income and expenses 

· Content before form 

· True and faithful presentation 
· Materiality  

· Prudence 

· Historical cost 

· Independence of separate reporting periods 

· Value relation between beginning and end balance 

· Documentary support 

· Possible sustainability of the accounting policy – achieving comparability of accounting data and indicators during different reporting periods.


The accounting policy applied to the preparation of the annual financial statement for 2006 was also applied during the preparation of the financial statement for the period 1 January – 30 September 2007.

3.2.
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 International Accounting Standards (IAS). When 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 and derivative financial instruments, that are revalued currently, as well as land and buildings that are reported by their revalued amount. 

3.3.
Reporting currency

All values in this financial statement are in thousands of Bulgarian leva. 

3.4.
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) which is the Central Bank of the Republic of Bulgaria, as well as funds in nostro accounts with other banks, as well as resources borrowed from other banks with maturity up to three months.

3.5.
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.

3.6.
Sale and repurchase and borrowing of securities agreements 

Securities sold on the condition 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. The difference between the sale price and purchase price of the repurchase is treating, 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.

3.7.
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.

Capital investments are in local and foreign entities. These investments are not quoted on the open market. As of 30 September and 31 December 2006 the Bank does not hold a controlling share of those companies. Capital investments are reported by fair value decreased by the depreciation loss, if any. Dividends are recognized as other operating income upon their receipt. 

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. 

3.8.
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.

The Bank has adopted a policy (based on Regulation No 9 of the BNB) 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. 

Loans, for which there are grounds to believe that they will not be collected, are written off at the account of accrued devaluations. 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.
Other assets 

Includes balances in transit accounts, balances in accounts payable and receivable, deferred payments and advance payments, as well as other assets that are not reported in the other balance sheet items.

3.10.
Fixed tangible assets 

In the EIBANK system there is a materiality threshold of BGN 500. Assets bringing economic benefits for a period longer than twelve months and whose value as of the date of acquisition exceeds that threshold are booked as fixed. 

Fixed tangible assets are reported in the balance sheet at acquisition price or by revaluation for land and buildings 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 depreciated 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 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.  Attracted funds - 

There are no changes in the principles of reporting of attracted funds as of 30 September 2007 compared to 31 December 2006 on the following positions:

- deposits from banks;

- liabilities under repurchase agreements;

- deposits from clients;

- other liabilities;

- deferred tax liabilities.

3.14. Debt bonds

As of 30 September 2007 and 31 December 2006 the Bank services two contractual loans issued in 2004. 

3.15. For the period 1 January – 30 September 2007 there are no changes in the own capital 

Therefore, as of 30 September 2007 and 31 December 2006, 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. 
3.16.
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. 

3.17.
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.

3.18.
 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.

3.19.  Taxation
Expenses for taxes are those owed in accordance with the national legislation. The profit tax rate for 2007 and 2006 is 10 and 15%, respectively. 

3.20. 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 2006. 

For the period 1 January 2007 – 30 September 2007 and during the preparation of this financial statement, the principles of the adopted accounting policy of the Bank applied to the preparation and presentation of the annual financial statement as of 31 December 2006 were observed.
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