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	As of
	
	As of

	
	
	
	30.06.2008
	
	31.12.2007

	ASSETS
	
	
	
	
	

	Cash and balances with the Central Bank
	
	
	205,559
	
	254,730

	Nostro accounts, placements with and advances to banks
	
	
	121,326
	
	576,259

	Financial assets held for trading 
	
	
	32,089
	
	68,077

	Investments available for sale
	
	
	10,889
	
	10,760

	Loans and advances to customers, net
	
	
	1,322,029
	
	1,017,331

	Other assets
	
	
	23,312
	
	19,838

	Non-current assets, net
	
	
	24,236
	
	21,962

	Assets held for resale
	
	
	-
	
	181

	
	
	
	
	
	

	TOTAL ASSETS
	
	
	1,814,681
	
	1,969,138

	
	
	
	
	
	

	LIABILITIES
	
	
	
	
	

	Deposits from banks
	
	
	22,403
	
	145,168

	Liabilities on repurchase agreements
	
	
	44,277
	
	8,015

	Deposits from customers
	
	
	1,502,339
	
	1,585,154

	Other liabilities
	
	
	6,619
	
	9,898

	Financial liabilities held for trading (derivatives)
	
	
	2,296
	
	-

	Provisions on offbalance sheet commitments and guarantees
	
	
	100
	
	-

	Debt bonds and subordinated term debt
	
	
	23,626
	
	23,589

	Deferred tax liabilities, net
	
	
	172
	
	63

	
	
	
	
	
	

	TOTAL LIABILITIES
	
	
	1,601,832
	
	1,771,887

	
	
	
	
	
	

	NET ASSETS
	
	
	212,849
	
	197,251

	
	
	
	
	
	

	SHAREHOLDERS’ EQUITY 
	
	
	
	
	

	Share capital
	
	
	69,721
	
	69,721

	Statutory reserves
	
	
	124,690
	
	84,013

	Revaluation reserve
	
	
	2,841
	
	2,841

	Retained earnings
	
	
	15,597
	
	40,676

	
	
	
	
	
	

	TOTAL SHAREHOLDERS’ EQUITY
	
	
	212,849
	
	197,251

	
	
	
	
	
	

	Commitments and contingent liabilities
	
	
	256,860
	
	59,842
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The accompanying notes are an integral part of these financial statements.

	
	
	
	Month ended
	
	Month ended

	
	
	
	30.06.2008
	
	30.06.2007

	
	
	
	
	
	

	Interest and similar income
	
	
	56,807
	
	46,538

	Interest expense and similar charges
	
	
	(33,011)
	
	(26,155)

	
	
	
	
	
	

	Net interest margin 
	
	
	23,796
	
	20,383

	
	
	
	
	
	

	Fees and commissions income, net
	
	
	19,597
	
	12,059

	Exchange rate gains, net
	
	
	3,857
	
	837

	Gains from financial instruments held for trading and available for sale, net
	
	
	(4,497)
	
	10,209

	General administrative expenses
	
	
	(30,220)
	
	(26,745)

	Allowances for impairment and uncollectability of financial assets, net
	
	
	2,691
	
	625

	Provisions on offbalance sheet commitments and guarantees, net
	
	
	100
	
	-

	Other operating income, net
	
	
	2,206
	
	168

	
	
	
	
	
	

	Profit before taxation
	
	
	17,330
	
	17,536

	
	
	
	
	
	

	Tax expense
	
	
	(1,733)
	
	(641)

	
	
	
	
	
	

	NET PROFIT
	
	
	15,597
	
	16,895

	
	
	
	
	
	

	Earnings per share in BGN
	
	
	2.24
	
	2.42
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	Share capital
	
	Statutory reserve
	
	Revaluation reserve
	
	Retained earnings
	
	Total

	
	
	
	
	
	
	
	
	
	
	

	BALANCE AT  JUNE 30, 2007
	
	69,721
	
	84,013
	
	8,174
	
	16,951
	
	178,859

	Released revaluation reserve for a building sold in 2007, net of tax effect
	
	-
	
	-
	
	(5,333)
	
	5,333
	
	-

	Profit as of June 30,2007, not to be subject of appropriation
	
	-
	
	-
	
	-
	
	(16,895)
	
	(16,895)

	Net profit for the year ended 
December 31, 2007
	
	-
	
	-
	
	-
	
	35,287
	
	35,287

	BALANCE AT DECEMBER 31, 2007
	
	69,721
	
	84,013
	
	2,841
	
	40,676
	
	197,251

	
	
	
	
	
	
	
	
	
	
	

	Distribution to statutory reserve
	
	-
	
	35,287
	
	-
	
	(35,287)
	
	-

	Distribution to statutory reserve from retained earnings from prior years
	
	-
	
	5,389
	
	-
	
	(5,389)
	
	-

	Net profit for the period ended 
June 30, 2008
	
	-
	
	-
	
	-
	
	15,597
	
	15,597

	BALANCE AT JUNE 30, 2008
	
	69,721
	
	124,690
	
	2,841
	
	15,597
	
	212,849
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	Month ended
	
	Month ended

	
	30.06.2008
	
	30.06.2007

	CASH FLOWS FROM OPERATING ACTIVITIES:
	
	
	

	Net profit
	15,597
	
	16,895

	
	
	
	

	Adjustments to reconcile profit to net cash provided by operating activities:
	
	
	

	Net (release)/charge for allowances for impairment and uncollectability of financial instruments
	(2,691)
	
	(625)

	Unrealized revaluation of financial instruments held for trading
	(2,138)
	
	(707)

	Provisions on offbalance sheet commitments and guarantees, net
	100
	
	-

	Depreciation and amortization
	2,150
	
	2,448

	
	13,018
	
	18,011

	Change in operating assets and liabilities:
	
	
	

	Decrease in placements with banks
	-
	
	33,777

	(Increase) in loans and advances to customers
	(302,007)
	
	(175,429)

	(Increase) in financial assets held for trading 
	(5,026)
	
	(14,479)

	(Increase)/decrease in receivables on repurchase agreements
	(32,089)
	
	2,220

	Decrease in assets for resale
	181
	
	-

	(Increase) in other assets 
	(3,474)
	
	(2,937)

	(Decrease)/Increase in deposits from banks
	(122,765)
	
	(69,966)

	(Decrease)/Increase in deposits from customers
	(82,815)
	
	115,428

	(Decrease)/increase in liabilities on repurchase agreements
	36,262
	
	16,244

	Increase in other non-current liabilities (bonds and subordinated debt)
	37
	
	-

	(Decrease)/Increase in other liabilities
	(3,169)
	
	3,963

	(Decrease)/Increase in liabilities held for trading
	2,296
	
	-

	Net cash provided by operating activities
	                  (499,551)
	
	(73,168)

	
	
	
	

	CASH FLOWS FROM INVESTING ACTIVITIES:
	
	
	

	Sale/(purchase) of investments available for sale, net 
	(129)
	
	15,108

	(Purchase)/sale of non-current assets, net
	(4,424)
	
	(3,895)

	Net cash used in/provided by investing activities 
	(4,553)
	
	11,213

	CASH FLOWS FROM FINANCING ACTIVITIES:
	
	
	

	Proceeds from issue of debt bonds
	-
	
	-

	Net cash provided by financing activities
	-
	
	-

	Net increase in cash and cash equivalents
	(504,104)
	
	(61,955)

	Cash and cash equivalents at beginning of the period 
	830,989
	
	475,526

	Cash and cash equivalents at period-end 
	326,885
	
	413,571

	
	
	
	

	Further information on cash flows:
	
	
	

	Taxes paid
	1,141
	
	5,935
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1.
Organization and operations
Economic and Investment Bank AD (‘the Bank’) was established as a joint stock company and commenced its operations in May 1995 under its former name Bulgarian-Russian Investment 
Bank AD. The Bank’s registered address is 2, Slavyanska Street, Sofia 1000, Bulgaria. The Bank has a full banking license issued by the Bulgarian National Bank (BNB, the Central Bank), pursuant to which the Bank is entitled to perform the following activities:

· deposit taking and granting loans and investments;

· purchase of bills of exchange and promissory notes;

· foreign currency payment transactions and transactions with precious metals;

· safe deposit services;

· transactions with securities and securities management;

· dealing with guarantees;

· performance of non-cash transactions and clearing of check accounts of other persons;

· investment fund management in accordance with the Law on Public Offering of Securities; 

· acquisition of receivables. arising from delivery of goods and provision of services, as well as handling risk of such receivables collectability (factoring);

· transactions with:

- futures and options;



- derivatives related to foreign exchange rates and interest rates;

· acquisition and management of share participations;

· consulting services to companies on capital structure, corporate strategy and related issues, as well as advisory services in terms of transformation of companies and corporate acquisition related transactions;

· consulting services on portfolio investment.

The Bank's activities are conducted through its headquarters in Sofia and 23 branches in the country. 

2.
Regulations
The Bank's activities and operations are governed by the Credit Institutions Act and related regulations issued by the BNB. 

Credit Institution Act (CIA) stipulates that banks shall periodically assess loans and other risk assets, including their off-balance sheet liabilities, and shall allocate allowances to cover the risk of losses, according to criteria set by an ordinance of the Central Bank. 
3.
Summary of significant accounting policies
3.1.
Basis of preparation of the financial statements
These financial statements have been prepared, in all material aspects, in accordance with the International Financial Reporting Standards (IFRS) and the interpretations, issued by the International Financial Reporting Interpretations Committee (IFRIC), approved by the European Union Commission and applicable in the Republic of Bulgaria.

Management believes that the chosen basis for preparation of the this financial statements provides users with useful and fair information about the financial position and operating results of the Bank.

When preparing the financial statements the Bank uses as a basis for reporting of assets and liabilities the historical cost method, except for securities held for trading and derivative financial instruments, which are revalued on a current basis, as stated in Note 3.21 below, as well as land and buildings, which are reported at revalued amount, as stated in Note 3.10 below. 
3.2.
Functional and presentation currency
All amounts in these financial statements are in thousands of Bulgarian Leva, which is the functional and representation currency. The Bulgarian Lev is fixed to the Euro (EUR) at a fixed exchange rate of 1.95583 BGN to 1 EUR, effective January 1, 1999, under the Law on the Bulgarian National Bank of 1997. 

3.3.
Cash and cash equivalents
For the purposes of cash flows statement preparation, cash and cash equivalent consist of cash on hand and accounts maintained with the BNB, as well as nostro accounts with other banks, and placements with banks with a maturity of up to three months. 

3.4.
Trading securities 
Trading securities are either acquired for generating income from short-term fluctuations in prices of dealers' margin, or securities included in a portfolio in which a pattern of short-term profit taking exists. Trading securities are initially recognized at cost, including transaction costs, and are subsequently re-measured at fair value based on quoted bid prices. All related realized and unrealized gains and losses are reported as gain/(loss) on dealing securities. Interest earned is reported as interest income.

3.5.
Sales and repurchase agreements and borrowing of securities
Securities sold subject to a binding repurchase agreement ("repos") are reported in the financial statements as trading securities or investments available for sale and the counterparty liability is presented as liability under repurchase agreement. Securities purchased under agreements to resale ("reverse repos") are reported as receivables on repurchase agreements. The difference between the sale and repurchase price is treated as interest and accrued over the life of the repo agreement using the effective interest rate method.
Securities borrowed are not recognized in the financial statements, unless they are sold to third parties. The obligation to return them is reported at fair value as liabilities on repurchase agreements.

3.6.
Investments available for sale
Investments available for sale include equity investments, corporate securities and corporate debt instruments They are carried at fair value, and if such can not be reliably estimated – at cost for equity instruments or at amortized cost for debt instruments. Gains and losses resulted from their revaluation are recognized directly in equity – revaluation reserves, except for impairment losses, the interest income calculated by using the effective interest rate method and foreign currency exchange gains and losses resulted from changes in the foreign currency rates, which are recognized directly in the current financial result. While releasing any investments available for sale, the Bank includes the accumulated revaluation reserve in the financial result for the current period. 

Equity investments represent shares in local and foreign entities. These investments are not quoted on an open market. As of June 30, 2008 and December 31, 2007 the Bank does not have controlling interest in these entities. Equity investments are carried at cost less any loss on impairment. Dividends are recognized as other income when received. 
Corporate securities are shares of local entities, traded on the Bulgarian Stock Exchange, which is a regulated market. They are carried at fair value when the market  quotes for the shares are in result of sufficiently mature and liquid market and the change to this value is recognized in the statement of changes in shareholders’ equity. Shares, for which there is no reliable quotation due to the small volume of trading, are carried at cost. Dividends are recognized as other income upon their receipt.

Corporate debt instruments represent debt of foreign entities, which is not actively traded on the international financial markets. They are carried at amortized cost in accordance with instructions by the Central Bank. The interest revenue is recognized as interest income. 

3.7.
Loans and advances to customers
Loans originated initially with the Bank by providing funds directly to the borrower are categorized as loans granted by the Bank and are stated at amortized cost, less allowances for impairment and uncollectability.

All loans and advances are recognized when cash is advanced to borrowers.

3.8.
Allowances for impairment and uncollectability of loans and advances to customers
The Bank has adopted a policy (based on IFRS) to report impairments in its financial statements (Balance Sheet and Income Statement) through defining the refundable value (risk value) of specifically defined exposures that have been identified as problematic or a group of assets with similar characteristics. The risk value is defined by decreasing the agreed cash flows from the instrument by a percentage for risk from losses depending on the classification exposure group and discounting them by applying the effective interest rate method. The risk value of an exposure that has a high liquid collateral is formed by adding the net value to be realized from the collateral to the risk value.

Provisions for loan impairments are accrued in cases when there are reasons to consider that the Bank will not be able to collect all due amounts on the loan. The amount of the loan impairments is defined as a difference between the reported value and the refundable value as of the date of preparing the financial statement.

In case that the impairment amount decreases considerably as a result of subsequent events the accumulated impairments are decreased and the result is reported as an income from reintegrating of impairments in following reporting periods. The Bank has adopted a methodology for calculating the loan impairment provisions based on IFRS requirements. The Bank classifies loans in several groups.

For the purposes and in accordance with the requirements of the statutory regulations (Ordinance 9 of Bulgarian National Bank) the Bank applies internal policy for defining specific (additional) provisions for loan risk for specifically defined exposures classified as problematic. In order to calculate the additional provisions that are not an element of bookkeeping entries the Bank defines a risk value on each specific exposure based on agreed cash flows deduced by a percentage of risk from losses and discounted by an effective interest rate for losses and adjusted by an accepted nearliquid collateral. The positive difference between the balance value determined in accordance with IFRS and the risk value represents the additional – ‘specific provisions’ in accordance with Ordinance 9 of BNB which do not have a bookkeeping reflection but are an element of the supervisory statutory reporting under Ordinances 8 and 9 of the Bulgarian National Bank. Other specific requirements of the regulations are related to conditions for reclassification of irregular loans back to the group of regular ones and accepting liquid collateral for the purpose of defining the loan impairment provisions.  

The amount of potential losses which have not been specifically identified but based on historical experience can be expected for a loan group are also accrued as an expense for provisions and decrease the reporting value of the loans. The presumed losses are evaluated based on historical experience for portfolio basis.

Loans for which there is a reason to believe that they will not be collected are written off at the expense of the accumulated impairments. Such loans are not written off till completion of all legal procedures or till the actual loss amount is established. The amounts collected afterwards under written-off loans are reported in the Income Statement for the current period as other operative income.

3.9.
Provisions on Guarantees and Other Off Balance Sheet Loan Commitments
The amount of provisions on guarantees and other off balance sheet loan commitments is accepted as a provision cost and a payable when it is likely for the Bank to order a funds outflow in order to arrange the payable and when it is possible to reliably evaluate the amount of the loss as a result of that. All losses as a result from accepting provisions for payables are accepted in the Income Statement for the respective period.  

3.10.  Property, plant and equipment
Land and buildings are carried at revalued amounts and all other property, plant and equipment are carried at cost, both reduced by the accumulated depreciation. Depreciation of property, plant and equipment is charged based by applying the straight-line method on the basis of depreciation rates reflecting the estimated useful life of the asset.

Annual rates of depreciation used in the accompanying financial statements are as follows:
	
	As of 30.06.2008
	As of 31.12.2007

	
	
	

	Buildings
	4% (25 years)
	4% (25 years)

	Office equipment – computer systems
	25% (4 years)
	50% (2 years)

	Office equipment - other
	30% (3.3 years)
	30% (3.3 years)

	Vehicles, invl.:
	
	

	Cars
	25% (4 years)
	25% (4 years)

	Cash collection vehicles
	10% (10 years)
	10% (10 years)

	Office furniture
	15% (6.7 years)
	15% (6.7 years)

	ATM
	20% (5 years)
	50% (2 years)

	Other
	15% (6.7 years)
	15% (6.7 years)


Land is not depreciated.

3.11.
Intangible assets
Intangible assets, including computer software, are stated at acquisition cost less accumulated amortization. Such assets are amortized on a straight-line basis over four years applying annual amortization rate of 25% for computer software in 2008 and annual amortization rate of 50% in 2007 and 6.7 years, and annual amortization rate of 15% for other intangible assets.

3.12.
Assets held for resale
Assets held for resale include buildings, land and equipment held for sale in the ordinary course of business. These assets are acquired as a result of realization of collateral on non-performing loans. Assets held for resale are stated at the lower of cost and net realizable value, and are not depreciated. 

3.13. Other assets
Includes balances on transit accounts, rescheduled payments and advances, as well as other assets that have not been reported in the rest of the balance sheet items.

3.14.
Deposits from banks, other financial institutions, non-financial institutions and other customers
Deposits /loans/ from banks and other financial institutions, non-financial institutions and other customers include attracted funds in the form of current, fund-raising, savings, budget and other accounts. They are reported from the date of conclusion of the transaction at cost of the received deposit. After initial recognition, the financial liabilities are carried at amortized cost, as liabilities denominated in foreign currency are daily translated by applying the central exchange rate of the Bulgarian National Bank for the respective currency. Deposits are presented with the respective accrued contractual interests as of the reporting date.


3.15. 
Subordinated term debt and bonds issued
Attracted funds are initially carried at cost, i.e. fair value of the received cash flows upon inception of the liability, less transaction costs. Subsequently, attracted funds are carried at amortized cost as any difference between the net cash flows and the residual value is recognized in the income statement by applying the effective interest method over the term of the liability.

3.16.
Taxation
Income tax charge is based on income for the period and includes current tax and deferred tax. Deferred taxes are calculated using the balance sheet liability method. Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. Deferred tax assets and liabilities are measured using the tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The measurement of deferred tax liabilities and deferred tax assets reflects the tax consequences that would follow from the manner in which the Bank expects, at the balance sheet date to recover or settle the carrying amount of its assets and liabilities. Deferred tax assets and liabilities are recognized regardless when the temporary difference is likely to reverse.

The size of the tax rate of the profit tax in 2008 and 2007 is 10%.

3.17.    Equity

The fixed capital of the Bank as of 30 June 2008 and 31 December 2007 is to the amount of BGN 69,721 thousand and is distributed into 6,972,056 shares, each one having a nominal value of 10 BGN. All shares are paid in total and have an equal voting right.

3.18.
Interest income and expense
Interest income and expense are recognized in the income statement for all interest bearing instruments using the effective interest rate yield method. Interest income is suspended when loan collection becomes doubtful, in case a loan is overdue by more than 90 days. Such interest income is excluded from interest income until received.
3.19.
Fee and commission income
Fees and commissions are generally recognized on an accrual basis. They consist mainly of fees received for cash and money transfers, loans, guarantees and other services, provided by the Bank. Loan origination fees are deferred and recognized as an adjustment to the effective interest yield on the loan.

3.20.
Foreign currency transactions
Transactions denominated in foreign currency are recorded in the reporting currency at the official exchange rate determined by the BNB at the date of the transaction. Monetary assets and liabilities denominated in foreign currency are reported at the rates of exchange effective at the end of the reporting period. Foreign exchange differences arising on transactions and translation of foreign currency positions are recognized in the income statement.

3.21.
Derivative financial instruments
The Bank uses derivative instruments both to meet the financial needs of its customers, acting as an agent, and in its proprietary transactions. These instruments include foreign currency buy and sales transactions, securities purchase and sale transactions, forward contracts and currency swaps on the open market. Derivative financial instruments are recognized primarily at acquisition cost (including the expenses for the transaction) and consequently are revalued at fair value. Fair value is determined based on market quotes, models for cash flows discount and other financial models for valuation, depending on the type of the derivative. Derivatives are reported as assets when their fair value is positive, and as liabilities when the fair value is a negative amount. Changes in derivative financial instruments held for sale are reported in the income statement.
3.22.     Notional payables and receivables
There is no change in the way of reporting and presenting the notional assets and liabilities from the date of the last annual accountancy report – 31 December 2007.
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