2.1

CIBANK AD
NOTESTO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2008

All amounts are in thousands of Bulgarian levsganlotherwise stated.

Corporateinformation for the Bank
Organisation and activities

CIBANK AD (the “Bank”) was incorporated as a joistiock bank and commenced its activity in
May 1995 under its former name Bulgarian-Russiare¢tment BanlAD. The registered address of
the Bank is at 2 Slavyanska street, Sofia 1000g&id. The Bank has a full banking licence issued
by the Bulgarian National Bank (“BNB”, the “Centr8ank”), according to which the Bank is
granted the right to perform the following actigii

e to accept deposits and to grant loans and investmen

e to purchase bills of exchange and promissory notes;

e to transact in foreign currencies and precious Isieta

e to accept valuables at safe custody;

e to trade in securities and to manage securities;

* to carry out guarantee transactions;

e to perform operations relating to cashless paymantsclearing of checking accounts of other
persons;

e to manage investment funds in accordance with thdidOffering of Securities Act;

* to purchase receivables originating from supplygobds and provision of services, and to
assume the risks related to their collection (faoty);
«  to perform transactions with:
- financial futures and options;
- derivatives related to exchange rates and isteates;
e to acquire and manage shareholdings;

e to consult companies regarding their capital stmg;tBank strategy and matters related thereto,
as well as to provide advice and services relaiechhsformation of companies and transactions
related to acquisition of enterprises;

e to provide consultations regarding portfolio invaents.
The Bank operates through its Headquarters officgofia and 27 branches around the country.

At 31 December 2008 and 31 December 2007, the gepboof the Bank were 1,711 and 1,559
respectively.

The ultimate parent Bank of the Bank is the Belgi@mup KBC.
At 31 December 2008, KBC Bank owns 77.75% (5,420 &tares) of the Bank’s capital.

The Bank has a two-tier management system — Manageamd Supervisory Boards. Four of the
Management Board members are Executive DirectattseoBank.

Basis of preparation of thefinancial statements
Statement of compliance

The financial statements of the Bank have beenapeebin accordance with the International
Financial Reporting Standards, as endorsed by uhepean Union (IFRS endorsed by the EU).
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2.2

CIBANK AD
NOTESTO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2008

All amounts are in thousands of Bulgarian levsganlotherwise stated.
Basis of preparation of thefinancial statements (continued)

The Bank has adopted all new and revised IFRS dsbyethe International Accounting Standards
Board (IASB) and respectively, the Interpretatidssued by the International Financial Reporting
Interpretation Committee (IFRIC), endorsed by tlmendhission of the European Union, effective for
2008.

The Bank’s financial statements have been prepare@ historical cost basis for its assets and
liabilities, with the exception of securities foading, investments for sale and derivative finahci
instruments, revalued on an ongoing basis, asasdlind and buildings stated at revalued amount.

Changes in accounting policies and disclosures

Changesin accounting policies

The accounting policies adopted in the preparatfaiie annual financial statements of the Bank for
2008 are consistent with those applied in the pedjpan of the annual financial statements for 2007,
except as follows:

The Bank has adopted for the first time the follogvIFRIC interpretations during the year. They did
not have any effect on the financial performanad@mposition of the Bank.
e IFRIC 11, IFRS 2-Group and Treasury Share Transasti
e IFRIC 14 IAS 19 - The Limit on a Defined Benefitg&d, Minimum Funding Requirements
and their Interaction
* IAS 39 and IFRS 7 Reclassification of Financial &s§¥Amended)

Effects from the change of accounting policy aréofiews:

IFRIC 11, IFRS 2-Group and Treasury Share Transeti

IFRIC 11 requires arrangements whereby an emplogegranted rights to an entity’s equity
instruments to be accounted for as an equity-settthieme by an entity even if the entity acquires
those equity instruments from another party, or shareholders of the entity provide the equity
instruments needed. The Bank has neither issuedatired or obtained from its shareholders any
instruments falling within the scope of IFRIC 11.

IFRIC 14 IAS 19 - The Limit on a Defined BenefiggtsMinimum Funding Requirements and their
Interaction

IFRIC 14 provides guidance on how to assess thie éimthe amount of surplus in a defined benefit
scheme that can be recognised as an asset unddOIE8iployee BenefitsThe Bank expects that
this Interpretation will have no impact on its fittgal position and/or performance as it does not
operate funded defined benefit schemes.

IAS 39 and IFRS 7, Reclassification of Financiadets (Amended)

The amendments were issued in October 2008 andmgeadfective from 1 July 2008. The
amendment to IAS 39 permits reclassification of -denivative financial assets (other than those
designated at fair value through profit or lossthg entity upon initial recognition) out of therfai
value through profit or loss category as well asnsfer from the available-for-sale category to foan
and receivables, in particular circumstances. TaekBhas not reclassified any financial instruments.
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CIBANK AD
NOTESTO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2008

All amounts are in thousands of Bulgarian levsganlotherwise stated.
Changes in accounting policies and disclosur es (continued)
Reclassification of comparatives

Where the presentation or classification of iterh¢he financial statements has been changed, then
the comparative data shall also be changed in a@eachieve comparability with the current
reporting period. Such reclassifications are ragliin order to ensure more detailed presentation of
the balance sheet and income statement items.

Reclassifications in the balance sheet

At 31 December 2008, deposits from clients areqmmesl net of prepaid interest on the respective
deposit products, and the comparative data as Be8&mber 2007 has also been restated in order to
achieve the necessary comparability. These refig&ins do not have an impact on the equity and
profit for the year.

Reclassifications in the income statement

For the year ended 31 December 2008, commissicosii@a received as a result of deferral of fees on
loans at amortised cost using the effective intenate method are stated as interest income with th
aim to report the substance of this income. Contpasafor the year ended 31 December 2007 are
also restated in order to achieve the necessarpa@ility. These reclassifications do not have an
impact on the profit for the year.

2.3 Significant accounting judgements, estimates and assumptions

The preparation of financial statements in confoymiith IFRS requires management to make
estimates and assumptions that affect the repant@alints of assets and liabilities, disclosures of
contingent assets and liabilities as of the balahest date, and the reported amounts of income and
expenses for the reporting period. These estimratsnade on the basis of the best estimate of the
management based on historical experience andr$astomportance in the circumstances as at the
date of the financial statement. The actual resaltdd ultimately differ from those estimates.

The key assumptions concerning the future and dtbgrsources of estimation uncertainty at the
balance sheet date, that have a significant riskanfsing a material adjustment to the carrying
amounts of assets and liabilities within the nexiorting period are discussed below.

Useful life of property, plant and equipment, anthngible assets

Financial reporting of property, plant and equiptmeand intangible assets involves the use of
estimates for their expected useful life and residwalues, which are based on judgments of the
Bank’'s management. Further details on useful laesdisclosed in the accounting policies of the
Bank (Note 2.4).

Revaluation of land and properties

Land and buildings are stated at revalued amoutgrmeed by accredited independent valuers.
Revaluations are made on a regular basis so tleisore that the fair value of a particular revdlue
asset does not differ significantly from its cangyiamount.
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NOTESTO THE FINANCIAL STATEMENT
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All amounts are in thousands of Bulgarian levsganlotherwise stated.

2.3 Significant accounting judgements, estimates and assumptions (continued)

Fair value of financial instruments

Where the fair values of financial assets and lit&ds on the balance sheet cannot be derived from
active markets, they are determined using a vaoétyaluation techniques that include the use of
mathematical models. The input to these modelakiert from observable markets, where possible,
but where this is not feasible, a degree of judgenerequired by the management in establishing
fair values. The judgement includes consideratiohsomparativeness of financial instruments,

estimation of future cash flows, liquidity and mbdeputs such as correlation and sensitivity of

longer dated derivative financial instruments.

Allowance for impairment losses and uncollectipilit

The Bank reviews its problematic loans at each ntepgpdate to assess whether an allowance for
impairment should be recorded in the income staténhe particular, judgement by management is
required for the analysis on financial performantéhe borrowers and availability of sources of the
borrower to repay its loans when determining tlsi& Gategory in which the borrower should be
classified and the level of allowance required eesipely. Judgement by management is required as
well in the estimation of the amount and timingfature cash flows when determining the level of
allowance required. Such estimates are basedsumasions about a number of factors and actual
results may differ, resulting in future changes¢hi allowance.

In addition to individually classified and providddans, the Bank also conducts an analysis on
portfolio basis to determine allowance againstvitially insignificant exposures which have a
greater concentration of risk that the loans existit the balance sheet date may not be recovered.
This analysis takes into consideration factors sashanalysis of historical losses and risks
determined on portfolio basis.

Impairment of investments

The Bank treats its investments classified as abkilfor-sale financial assets, as impaired when
there has been a significant or prolonged declinthé fair value below their carrying amount or
where other objective evidence of impairment exi$te determination of what is “significant” or
“prolonged” requires judgement in evaluating adirsficant factors, such as the share price votatili

2.4 Summary of significant accounting policies
Functional and presentation currency

All amounts in these financial statements are dtatethousands of Bulgarian levs, which is the
Bank’s functional and presentation currency.

Transactions in foreign currencies are initiallgoeled at the functional currency rate ruling & th
date of the transaction. Monetary assets and iliakil denominated in foreign currencies are
retranslated at the functional currency rate oharge ruling of Bulgarian National Bank at the last
working day for the current year. All exchange rdifferences are recognised in the income
statement. Non monetary assets and liabilities #énat measured at historical cost in a foreign
currency are translated into the functional curyensing the exchange rates as at the dates of the
initial transactions (acquisition). Since 1 Janub®P9 the Bulgarian lev has been pegged to Euro at
an exchange rate of BGN1.95583 : EUR1, accordirigegd_aw on BGN of 1997.
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2.4. Summary of significant accounting policies (continued)

Cash and cash equivalents

For the purpose of the cash flow statement cashcastl equivalents consist of cash in hand and
balances with BNB, and also cash in Nostro accowitts other banks as well as funds provided to
banks with original term to maturity of up to 3 ntlog.

Financial instruments

Date of recognition

Regular way purchases or sales of financial assetsecognised on the settlement date, i.e. thee dat
that the Bank commits to purchase or sell the aRagular way purchases or sales are purchases or
sales of financial assets that require the delivafythe asset within the time frame generally
established by regulation or convention in the regolace.

Initial recognition of financial instruments

The classification of financial assets at initiatognition depends on the purpose for which the
financial instruments were acquired and their ottaréstics. Financial assets within the scope & IA
39 Financial Instruments: Recognition and Measuremar classified as financial assets at fair
value through profit or loss, or as loans and redses, or as investments held to maturity or as
financial assets available for sale, whicheveraserappropriate.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit @slare acquired in order to gain profit from thersh
term price fluctuations or to be included in a fmitv of securities with a model of obtaining short
term profit. Securities at fair value are recogdisetially at cost of acquisition, plus the trangan
costs, and subsequently are measured at fair walutne basis of quoted prices. Gains or losses
related to securities at fair value, whether realisr not, are recognised in the income staterngent a
profit/(loss) from transactions with securitiestelrest income related to securities for trading is
reported as interest income.

Sales and repo agreements and borrowing of securities

Securities sold under the terms of binding repe@pents are reported in the financial statements as
securities at fair value through profit or lossamailable-for-sale investments, and the liabilaythe
contractor under the agreement is stated payable on repo deals. Securities acquired urejer r
deals ("reverse repo") are stated as receivablesepm deals. The difference between the agreed
selling price and the repo price is reported asr@st expense over the life of the agreement ubimg
effective interest rate method.

Securities obtained with a clause for future rexei@e are not recognised in the financial statésnen
unless sold to third parties. The obligation foeithreturn is stated at fair value as payables unde
repo agreements.



CIBANK AD
NOTESTO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2008

All amounts are in thousands of Bulgarian levsganlotherwise stated.

2.4. Summary of significant accounting policies (continued)

Financial instruments (continued)

Available-for-sale investments

Available-for-sale investments comprise Bulgariaoveynment securities, equity investments,
corporate securities and corporate debt instrumdisy are reported at fair value, and if not such
could be determined reliably — at cost of acquisifior equity instruments or amortised cost fortdeb
instruments. Any gains or losses at revaluationraoegnised directly in equity and revaluation
reserves, with the exception of impairment losseg] the interest income calculated using the
effective interest rate method and any foreignengy gains or losses are recognised directly in the
current financial result. Upon disposal of avaiafir-sale investments, the Bank includes the
accumulated revaluation reserve in the financslltfor the current period.

Capital investments are made in domestic and forea@mpanies. These investments are not quoted
on the open market. At 31 December 2008 and 31 rbeee 2007, the Bank does not hold the
controlling interest in those companies. Capitalesiments are stated at acquisition cost, less the
impairment losses, if any. Dividends are recognisdthe income statement for the period when the
Bank’s right to receive payment is established.

Corporate securities comprise shares in Bulgariampanies quoted on the Bulgarian stock

exchange, which is a regulated market. They atedsta fair value in the cases where the market
quotations for the shares are a result of suffibjeteveloped and liquid market; the change to this
amount is recognised in the statement of changeguity. Shares for which there is no sufficiently

reliable quotation due to the small volumes of ératce reported at cost of acquisition. Dividends ar

recognised as other income upon their receipt.

Corporate debt instruments comprise dent of domesid foreign companies not actively traded in
financial markets. They are reported at fair valaed if no such can be determined reliably - at
amortised cost. Interest income is recognisedtasest income in the income statement.

Derivative financial instruments

The Bank uses derivative financial instrumentsegpond to the financial needs of its clients, gctin
as an agent, and to facilitate its own transactidhgse instruments include purchases and sales of
foreign currencies, securities, forward and futwestracts and foreign currency swaps in the open
market. Such derivative financial instruments améially recognised at fair value (including the
transactions costs) and are subsequently remeaaufaid value. The fair value is determined on the
basis of market quotations, cash flows discount ef®ocind other financial valuation models,
depending on the type of derivative. Derivatives egported as assets when their fair value is a
positive figure, and as liabilities, when it is aéige. Any changes in the fair value of derivative
financial instruments held for sale are includethmincome statement.

Certain derivative instruments, although acquiretth ihe purpose to cover the market risk, do not
meet the specific criteria for hedging accountimgler IAS 39, and therefore, they are reported as
derivatives for trading.

Contracts for purchase or sale of financial assdtgh require the transactions to be settled withi
the usual time, as established by the market pescior in an agreement (“regular” contracts), are
recognized in the balance sheet on the date démetht. The change in the fair value of assets
received is recognised as a result for the period.
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2.4. Summary of significant accounting policies (continued)

Offsetting of financing instruments

Financial assets and financial liabilities are effand the net amount is reported in the Bank's
balance sheet if, and only if, there is a curremthforceable legal right to offset the recognised

amounts and there is an intention to settle ontabasis, or to realise the assets and settle the
liabilities simultaneously. Financial instrumentasbd on framework agreements for offsetting and
assets and liabilities related thereto are notebffsit are reported separately in the Bank’s balanc

sheet.

Loans and advancesto clients

Loans originated initially with the Bank, throughagting the funds directly to the borrower, are
classified as loans granted by the Bank and amrtexh at amortised cost using the effective interes
rate method, less any adjustments for impairment.

Loans and advances are recognised at the timesei€ provided to borrowers.

I mpairment and uncollectibility of loans and advances to clients

Allowance for impairment losses and uncollectilgilare measured as the difference between the
asset’s book value and its estimated recoverableuatnwhich is the present value of estimated
future cash flows discounted at the loan’s origieffctive interest rate. Cash flows related tarsho
term loans are not discounted.

The Bank classifies the loans granted to clients inumber of risk classification groups. Analydis o
expected cash flows is made and after discountiage¢coverable amount is calculated. The present
value of future cash flows is discounted at theeadreffective interest rate on loan. If the loaarbe
floating interest rate, upon calculating the disdouate for the purposes of determining the
impairment loss the present effective interest ratased. The calculation of the present value of
future cash flows on a secured loan also refldwsestimated cash flows at the time of sale of the
collateral.

The difference between the book value and the exatle amount is the impairment loss and
uncollectibility. For individually significant loan (determined on the basis of existing objective
evidence for impairment), the Bank calculates theairment for each individual exposure.

Assets which have been assessed as individuahyfisant and for which impairment has been made
are not included in the assets’ assessment upounlathg the impairment on a portfolio basis. For
individually insignificant loans of homogeneousuratthe allowance for impairment is determined
on the basis of an analysis of historical lossebresks, determined on a portfolio basis.

Any difference between the carrying amount and réeoverable amount of the financial asset
(impairment loss and uncollectibility) is takentb@ income statement in the period in which itesis
Any reversal of the impairment loss and uncollélitybis taken to the income during the respective
period. When such reversal is due to the realisatib collateral, the release of the provision is
reported as income in the calendar year when teepds from the sale are received. Any recovered
amounts previously written off are charged as inedatmrough a reduction of the accumulated
impairment loss and uncollectibility for the year.
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2.4. Summary of significant accounting policies (continued)

I mpairment and uncollectibility of loans and advances to clients (continued)

Loans for which there are grounds to believe thal tmight not be collected are derecognised
against the accumulated impairment. Such loanea@reritten off until the time of completion of all
legal proceedings or until the time the actual amaf the loss is established. Any subsequently
collected amounts on already derecognised loanseamgnised as other operating income in the
income statement for the current period.

Guarantee provisions and other off-balance sheet credit commitments

Guarantee provisions and other off-balance sheglitccommitments are recognised as an expense
on provision and a liability, as well as when thenB has a present legal or constructive obligad®n

a result of a past event, as a result of whick probable that an outflow of resources embodying
economic benefits will be required to settle thégattion and a reliable estimate can be made of the
amount of the obligation. Any losses occurred assalt of the recognition of liability provisionsea
recognised in the income statement for the relepanod.

Deposits from banks, other financial institutions, non-financial ingtitutions and other clients

Deposits /loans/ from banks and other financiatitimsons, non-financial institutions and other
clients include funds attracted by the Bank infibven of current, escrow, deposit, budget and other
accounts. They are reported from the date of taesaiction at the fair value of deposit received.
Financial liabilities are subsequently measurednaprtised cost, and those denominated in foreign
currency are revalued on a daily basis at the aknttchange rate of the BNB for the respective
currency. Deposits are stated together with timraotual interest accrued thereon at the datheof t
financial statements.

Subordinated term debt and debt securities issued

Borrowings are recognised initially at the fair walof cash flows received at the origination of the
liability, less any directly attributable transaects costs. Subsequently, borrowings are stated at
amortised cost and any difference between theasdt flows and the remaining value is taken to the
income statement using the effective interestmathod for the term of the liability.
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2.4. Summary of significant accounting policies (continued)

Derecognition of financial assets and liabilities

Financial assets
A financial asset (or, where applicable a part fihancial asset or part of a group of similar final
assets) is derecognised when:

« the contractual rights to receive cash flows frbm asset have expired,;

» the contractual rights to receive cash flows frém &sset have been retained, but a contractual
obligation has been assumed for their payment linwiithout material delay to a third party
under a ‘pass through’ arrangement; or the contehatghts to receive cash flows from the
financial asset have been transferred and eithdh¢éaBank has transferred substantially all the
risks and rewards of the financial asset, or (8 Bank has neither transferred nor retained
substantially all the risks and rewards of theririal asset, but has transferred the control of the
asset.

Where the Bank has transferred its rights to recaiash flows from an asset and has neither
transferred nor retained substantially all thegsiakd rewards of the asset nor transferred coofrol
the asset, the asset is recognised to the extetfiteoBank’s continuing involvement in the asset.
Continuing involvement that takes the form of argn#ee over the transferred asset is measured at
the lower of the original carrying amount of theetsand the maximum amount of consideration that
the Bank could be required to repay.

Where continuing involvement takes the form of &tem and/or purchased option (including a cash
settled option or similar provision) on the tramefd asset, the extent of the Bank’s continuing
involvement is the amount of the transferred adsatthe Bank may repurchase, except that in the
case of a written put option (including a cashlegtioption or similar provision) on an asset
measured at fair value, the extent of the Bankiginaing involvement is limited to the lower of the
fair value of the transferred asset and the opgim@rcise price.

Financial liabilities
A financial liability is derecognised when the @altion under the liability is discharged or careel|
or expired.

Where an existing financial liability is replaceg bBnother from the same lender on substantially
different terms, or the terms of an existing ligbibre substantially modified, such an exchange or
modification is treated as a derecognition of thiginal liability and the recognition of a new

liability, and the difference in the respectivergarg amounts is recognised in the income statement
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2.4. Summary of significant accounting policies (continued)

Disclosure of fair value

IAS 32 “Financial instruments: Disclosure and prgégaton” requires disclosure in the notes to the
financial statements of information regarding the ¥alue of financial assets and liabilities. Fose
purpose, the fair value is determined as the amainwhich a financial instrument may be exchanged
or settled in an arm's length transaction betwewmwledgeable and willing parties. It is a policy of
the Bank to disclose information about the fairueabf those assets and liabilities, for which there
market information available and the fair valuevdfich significantly differs from the carrying
amount.

The fair value of cash and cash equivalents, depa@sid loans provided by the Bank, other
receivables, deposits, loans and other short-t@ahilities approximates their carrying amount, if
their maturity will occur in a shorter period afnig.

If no quotations are available, other methods étiable calculation of the fair value of the finalc
instrument are used, by comparing it with the aurmmarket value of another similar financial
instrument or by determining the discounted cashvgl expected from the financial instrument
through discount percentages equal to the pregaiéite of return on the financial instrument.

Guarantees provided

Financial guarantee contracts are the contractshabind the guarantee issuer to make a specific
payment in order to cover the loss of the guarabnéseficiary, which have occurred as a result ef th
debtor’s failure to make the necessary paymentaceordance with the debt instrument. Such
financial guarantees are provided to banks, firarestitutions and other bodies in behalf of users
order to secure loans, overdrafts and other bamdtsfu

Financial guarantees are recognised initially ia financial statements at fair value on the date of
issue of the guarantee. Subsequently, the Barddslities on such guarantees are reported at the
higher of the initially recognized amount, less amortisation expenses, in order to report in the
income statement incomes from fees calculated enb#sis of the straight line method over the
guarantee term, and the best estimate of expersessary to settle each financial liability which
have occurred at the balance sheet date. Thesséssiare determined on the basis of the experience
with similar transactions and data of past lossk&ined as a result of the management’s judgement.

The increase of guarantee-related liabilities kgetato the income statement.

Borrowing costs

Borrowing costs are recognised as an expense petied when incurred.

Property, plant and equipment

Land and buildings are stated at revalued amourd, any other items of property, plant and
equipment are stated at cost less accumulated dafoae and any impairment loss. Depreciation is
calculated on a straight line basis over the udiégéubf the assets.

10
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2.4. Summary of significant accounting policies (continued)

Property, plant and equipment (continued)

The annual depreciation rates used in the finastaements for 2008 and 2007 are as follows:

2008 2007
Buildings 4% (25 years) 4% (25 years)
Office equipment — computer systems 25% (4 years) 50% (2 years)
Office equipment — others 30% (3.3 years) 30% yeadrs
Motor vehicles, incl.:
Cars 25% (4 years) 25% (4 years)
Cars for collection of cash 10% (10 years) 10%y@ars)
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.

If the increase of the assets’ book value resutisi frevaluation, the increase is credited direttly
equity as a revaluation reserve. Where the decfabe assets’ book value results from revaluation
its amount is deducted directly from the revaluatieserve or is recognised as an expense if the
amount of the revaluation reserve for this assebisnough.

The asset’s useful lives and methods of depreaiatie reviewed at least at each financial year end.

Long-term intangible assets
Long-term intangible assets, including computetveafe, are measured at cost less any accumulated
amortisation and any accumulated impairment losses.

Amortisation is calculated on a straight line basier the useful life of the assets of 4 years, by
applying an annual amortisation rate of 25% for potar software for 2008 and 50 % for 2007, and
6.7 years, with an annual amortisation rate of I6f4he other intangible assets. The asset’s useful
lives and methods of amortisation are reviewedastl at each financial year end for all intangible
assets with finite useful lives.

11
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2.4. Summary of significant accounting policies (continued)
Impairment of non-financial assets

The Bank assesses at each reporting date whetherishan indication that an asset may be impaired.
If any such indication exists, or when annual immpaint testing for an asset is required, the Bank
makes an estimate of the asset’s recoverable am@nrasset’'s recoverable amount is the higher of
an asset’s or cash-generating unit’s fair value t&sts to sell and its value in use and is detexthi
for an individual asset, unless the asset doegamdrate cash inflows that are largely independient
those from other assets or groups of assets. Wtherearrying amount of an asset exceeds its
recoverable amount, the asset is considered intpaind is written down to its recoverable amount.
In assessing value in use, the estimated fututte ftmss are discounted to their present value uaing
pre-tax discount rate that reflects current magssessments of the time value of money and the risk
specific to the asset. In determining fair valugsleosts to sell, an appropriate valuation model is
used. These calculations are corroborated by vafuahodels, quoted share prices for publicly
traded subsidiaries or other available fair vahgidators.

An assessment is made by the Bank at each repadiegas to whether there is any indication that
previously recognised impairment losses may no dongxist or may have decreased. If such
indication exists, the Bank makes an estimate efrétoverable amount of this asset. A previously
recognised impairment loss is reversed only if éhleas been a change in the estimates used to
determine the asset’s recoverable amount sinclashénpairment loss was recognised. If that is the
case the carrying amount of the asset is incretséd recoverable amount. That increased amount
cannot exceed the carrying amount that would haenlmetermined (net of depreciation) had no
impairment loss been recognised for the asset ior pears. Such reversal is recognised in the
income statement, unless the asset is carried/aluerl amount in which case the reversal is treated
as revaluation surplus.

Taxes

Current income tax assets and liabilities for theent and prior periods are measured at the amount
expected to be recovered from or paid to the tameduthorities. The tax rates and tax laws used to
compute the amount are those that are enactedstasiively enacted by the balance sheet date.

Deferred income tax is provided using the liabiliethod on temporary differences at the balance
sheet date between the tax bases of assets ailiidmland their carrying amounts for financial
reporting purposes.

Deferred income tax reflects the net tax effectalbftemporary differences between the carrying
amount of the assets and liabilities for financegdorting purposes and their value calculateddrr t
purposes. Deferred tax is calculated at the taesrtitat are expected to apply in the period when th
liability is settled or the asset realised.

The valuation of deferred tax assets and lialdlitieflects the tax consequences that might arise ou
of the manner in which the Bank expects, at tharizad sheet date, to recover or settle the boolevalu
of its assets and liabilities. Deferred tax asaets liabilities are recognised despite of the falocen

the temporary difference will reverse.
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FOR THE YEAR ENDED 31 DECEMBER 2008

All amounts are in thousands of Bulgarian levsganlotherwise stated.

2.4. Summary of significant accounting policies (continued)
Taxes (continued)

Deferred income tax assets are recognised to ttemtethat it is probable that taxable profit witt b
available against which the tax assets can beseiliThe Bank revalues at each balance sheet date
the unrecognised deferred tax assets and the lzdo& of deferred tax assets. The Bank recognises a
deferred tax asset, which has not been recognigatibpsly, to the extent that it is probable the t
deferred tax asset will be recovered from a futax@ble income. Conversely, the Bank reduces the
book value of a deferred tax asset up to the amtouwhich it is no longer probable that a suffitien
taxable income will be generated against whichra grathe entire amount of deferred tax could be
utilised.

Current and deferred taxes are recognised as inooragpense and included in the net income for
the period, except when the tax occurs as a reétiansactions or events recognised directly & th
income statement for the current or a differeniquerCurrent and deferred taxes are accrued ontake
directly to equity when the tax relates to itemhjol have been accrued or taken directly to eqnity
the same or a different period.

Deferred tax assets and liabilities are offsethgyBank only when there is a legally enforcealghtri
to offset current tax assets against current &hbiliies and where they relate to income taxegetev
by the same taxing authority.

Value Added Tax (VAT)
Revenues, expenses and assets are recognisedimetafount of VAT except:

 where the VAT incurred on a purchase of assetseorices is not recoverable from the
taxation authority, in which case the VAT is recisga as part of the cost of acquisition of
the asset or as part of the expense item as apigljand

* receivables and payables that are stated withrtioeiat of VAT included.

The net amount of VAT recoverable from, or paydblethe taxation authority is included as part of
receivables or payables in the balance sheet.

Interest income and expenses

Interest income and expenses are stated in thenma@batement for all interest-bearing instruments
using the effective interest rate method and bylyapg the current accrual principle. Loan-related
fees are deferred and recognised as an adjustién effective interest income on loan.

Fees and commissionsincome

Fees and commissions are recognised on an acas@. They comprise mainly fees charged on
transactions performed at the teller's desk andasi transfers, guarantees and other servicegoffer
by the Bank.

Foreign currency transactions

Transactions entered into in foreign currencies temaslated by using the BNB’s exchange rate
ruling at the transaction date. Monetary assetsliabdities denominated in foreign currencies are
retranslated into BGN at the exchange rate rulintpe balance sheet date. Any gain or loss arising
on the restatement of such balances is taken tordig and loss account.

13
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All amounts are in thousands of Bulgarian levsganlotherwise stated.
2.4. Summary of significant accounting policies (continued)
Foreign currency transactions (continued)

The exchange rates of the more important currerati€&d December 2008 and 31 December 2007
are presented in the table below:

Currency 2008 2007
EUR 1.95583 1.95583
usb 1.38731 1.33122

Operating lease

Real estate necessary for the Bank's branchesitedivs hired under long-term operating leases.
Expenses related to such contracts are reportéteiincome statement as rental expenses for the
respective period.

Share capital

The share capital of the Bank is stated at the naimialue of shares issued and subscribed by the
Bank. Any other additional income from the salesbéres over their nominal value is reported in
issue premium.

2.5 Future changesin accounting policies
Standards, inter pretations and amendmentsissued but not yet effective

Certain new standards, amendments and interpnesatioexisting standards have been published that
are mandatory for accounting periods beginningroafter 1 January 2009 or later periods but which
the Bank has not early adopted, as follows:

IFRS 1 First-time Adoption (Amended) and IAS 2790tdated and Separate Financial Statements
(Amended)

The amendments to IFRS 1 and IAS 27 become eftettivfinancial years beginning on or after 1
January 2009. The amendments to IFRS 1 allow tls abinvestments in subsidiaries, jointly
controlled entities or associates (in the openkRRS financial statements) to be determined asreithe
cost in accordance with IAS 27 or deemed cost. dinended IAS 27 requires all dividends from
subsidiaries, jointly controlled entities or asstes to be recognized in profit or loss in separate
financial statements. The revision to IAS 27 wiie to be applied prospectively. Further, it allows
cost of an investment in a subsidiary, in limitednganizations, to be based on the previous carryin
amount of the subsidiary rather than its fair vallige Bank does not expect these changes to have an
impact on its financial statements.
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25 Future changesin accounting policies (continued)
Standards, inter pretations and amendmentsissued but not yet effective (continued)

IFRS 2 Share-based Payments — Vesting Conditicsh€ancellations
This amendment to IFRS 2 Share-based Paymentssaedi in January 2008 and becomes effective
for financial years beginning on or after 1 Januz2099.

The Standard restricts the definition of “vestimndition” to a condition that includes an explioit
implicit requirement to provide services. Any othmmnditions are non-vesting conditions, which
have to be taken into account to determine thevédire of the equity instruments granted. In theeca
that the award does not vest as the result of@datio meet a non-vesting condition that is witthia
control of either the entity or the counterpartystmust be accounted for as a cancellation. Tink Ba
is not a party on share-based payment scheme$araldre, it does not expect that the standard will
have any significant impact on the accounting efghare-based payments.

IFRS 3 Business Combinations (Revised) and IAS @isdlidated and Separate Financial
Statements (Revised)

The revised standards were issued in January 2008bacome effective for financial years
beginning on or after 1 July 2009. The revised IFR$troduces a number of changes in the
accounting for business combinations occurringrafités date that will impact the amount of
goodwill recognised, the reported results in theggethat an acquisition occurs, and future rembrte
results. The revised IAS 27 requires that a chamglke ownership interest of a subsidiary (without
loss of control) is accounted for as an equitygeation. Therefore, such transactions will no lange
give rise to goodwill, nor will it give raise to igaor loss. Furthermore, the amended standard
changes the accounting for losses incurred by tisidiary as well as the loss of control of a
subsidiary. The changes introduced by the revis&5I3 and the revised IAS 27 must be applied
prospectively and will affect future acquisitions loss of control and transactions with minority
interests. The revised standards have not yet érgorsed by the EU.

IFRS 7 Financial Instruments: Disclosure

The amendment intended to enhance the disclosardsif value measurement and liquidity risk.
Entities will be required to use a 3-level hieraroi disclosures for financial instruments recoraed
fair value. Businesses will need to carefully cdasiwhether they need to modify their management
information systems and internal controls to captusth the quantitative and qualitative disclosures
required by the amendments. The amendments bedfecéwe for fiscal years starting on or after 1
January 2009. The impacts of the first-time apgilicaof these amendments on the Bank’s financial
statements are currently being reviewed.

IFRS 8 Operating segments

IFRS 8 replaces IAS 18egment Reportingnd is effective for financial years beginningasrafter 1
January 2009. IFRS 8 adopts a management appoaelgment reporting. The information reported
would be that which management uses internally dealuating the performance of operating
segments and allocating resources to those segnidhissinformation may be different from that
reported in the balance sheet and income stateanengntities will need to provide explanations and
reconciliations of the differences. As the Bankgloet report any operating segment, this standard
will have no impact on it.
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2.5. Future changesin accounting policies (continued)
Standards, inter pretations and amendmentsissued but not yet effective (continued)

Improvements to International Financial Reportirtgr&lards (“IFRSs”) 2008

Improvements to IFRSs were issued on 22 May 2008hbyInternational Accounting Standards
Board and is the first standard issued as partsofAinnual Improvements Process” and include a
number of minor changes to various IFRSs. The aments are made to specify the contents of the
rules and eliminate unintended inconsistencies gmihie standards. Most of the amendments
become effective for fiscal years starting on deral January 2009. The impacts of the first-time
application of these amendments on the Bank’s filshistatements are currently being reviewed.

IAS 1 Presentation of Financial Statements (reyised

The revised Standard was issued in September 2007bacomes effective for financial years
beginning on or after 1 January 2009. The Standepdrates owner (shareholder) and non-owner
changes in equity. The statement of changes irtyequil include only details of transactions with
owners (shareholders), with non-owner changes uityegresented as a single line. In addition, the
Standard introduces the statement of comprehenso@me: it presents all items of recognised
income and expense, either in one single stateroeni two linked statements. The Bank is still
evaluating whether it will have one or two stateteen

IAS 23 Borrowing Costs (revised)

The revised IAS 23 Borrowing Costs was issued imdid&2007, and becomes effective for financial
years beginning on or after 1 January 2009. Thedsta has been revised to require capitalisation of
borrowing costs when such costs relate to a quadjfiasset. A qualifying asset is an asset that
necessarily takes a substantial period of timeetagady for its intended use or sale. The Bark wi
be required to change its accounting policy frodahuary 2009 to capitalise borrowing costs on
qualifying assets prospectively from that date adnordance with the transitional requirementsien t
Standard, the Bank will adopt this as a prospeativenge. Accordingly, borrowing costs will be
capitalised on qualifying assets with a commenceérdate on or after 1 January 2009. No changes
will be made for borrowing costs incurred to thigadthat have been expensed.

IAS 39 Financial Instruments: Recognition and Meament — Embedded derivatives

This amendment to IAS 39 was issued in March 208@ ldecome effective for financial years
beginning on or after 1 July 2009. The amendmedtesses the separation of embedded derivatives
from the hybrid contracts by reclassification otiabfair value through profit and loss categoriés.
the entity is unable to measure separately the éddskderivative the whole financial assets remains
classified as at fair value at profit and loss. Bamk does not reclassify any financial instruments
with embedded derivatives and, therefore, this aimamt will have no impact on the Bank's
financial statements.

IAS 39 Financial Instruments: Recognition and Meament — Eligible Hedged Items (amended)
These amendments to IAS 39 were issued in Augu3® 20d become effective for financial years
beginning on or after 1 July 2009. The amendmedtesses the designation of a one-sided risk in a
hedged item, and the designation of inflation dsedged risk or portion in particular situations. It
clarifies that an entity is permitted to designatgortion of the fair value changes or cash flow
variability of a financial instrument as hedgedvitélThe Bank does not expect these amendments to
impact its financial statements. The amendment&$039 have not yet been endorsed by EU.
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2.5. Future changesin accounting policies (continued)
Standards, inter pretations and amendmentsissued but not yet effective (continued)

Amendments to IAS 32 and IAS 1 Puttable Financiatriments and Obligations Arising on
Liquidation

The amendments to IAS 32 and IAS 1 were issueagbruary 2008 and become effective for annual
periods beginning on or after 1 January 2009. Theralment to IAS 32 requires certain puttable
financial instruments and obligations arising auuidation to be classified as equity if certairiesia

are met. The amendment to IAS 1 requires disclostireertain information relating to puttable
instruments classified as equity. The Bank doeserpect these amendments to impact its financial
statements.

IFRIC 9 — Embedded Derivatives

The IFRIC 9 is issued in March 2009 and become=ct{e for annual periods ending on or after 30
June 2009. These amendments apply to the assesshenbedded derivatives and their separation
from the host contracts when the entity reclassifiechybrid financial asset out of the fair value
through profit or loss category. The Bank does retlassify any financial instruments with
embedded derivatives and, therefore, this amendmiinhave no impact on the Bank’s financial
statements.

IFRIC 12 — Service Concession Arrangements

The IFRIC issued IFRIC 12 in November 2006. Thikeripretation applies to service concession
operators and explains how to account for the abibgs undertaken and rights received in service
concession arrangements. The Bank is not an opeaaih therefore, this interpretation has no
impact on it. IFRIC 12 has not been yet endorseBWy

IFRIC 13 Customer Loyalty Programmes

IFRIC Interpretation 13 was issued in June 2007 lmabmes effective for annual periods beginning
on or after 1 July 2008. This Interpretation regsicustomer loyalty award credits to be accounted
for as a separate component of the sales transantiwhich they are granted and therefore part of
the fair value of the consideration received isadted to the award credits and deferred over the
period that the award credits are fulfilled. ThenBaxpects that this interpretation will have no
impact on the Bank's financial statements as nb sacemes currently exist.

IFRIC 15 - Agreements for the Construction of Hesthte

IFRIC 15 was issued in July 2008 and becomes @ffedbr financial years beginning on or after
1 January 2009. The interpretation is to be appkdaspectively. It clarifies when and how revenue
and related expenses from the sale of a real astétshould be recognised if an agreement between
a developer and a buyer is reached before the rootieh of the real estate is completed.
Furthermore, the interpretation provides guidanoehow to determine whether an agreement is
within the scope of IAS 1Construction Contractsr IAS 18RevenueThis interpretation will have

no impact on the Bank’s financial statements. IFREhas not yet been endorsed by the EU.
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2.5. Future changesin accounting policies (continued)
Standards, inter pretations and amendmentsissued but not yet effective (continued)

IFRIC 16 - Hedges of a Net Investment in a Foré&geration

IFRIC 16 was issued in July 2008 and becomes éftefor financial years beginning on or after 1
October 2008. The interpretation is to be appliembspectively. IFRIC 16 provides guidance on the
accounting for a hedge of a net investment. As stuplovides guidance on identifying the foreign
currency risks that qualify for hedge accountingha hedge of a net investment, where within the
group the hedging instruments can be held in tidgdef a net investment and how an entity should
determine the amount of foreign currency gain as/aelating to both the net investment and the
hedging instrument, to be recycled on disposahefrtet investment. This interpretation will have no
impact on the Bank’s financial statements. IFRICh&6 not yet been endorsed by the EU.

IFRIC 17 — Distributions of Non-cash Assets to Owne

IFRIC 17 was issued on 27 November 2008 and istfiefor annual periods beginning on or after
1 July 2009 and must be applied prospectively. G-RT applies to all non-reciprocal distributions of
non-current assets to owners. It provides guidavioen to recognise a liability, how to measure it
and the associated assets, and when to derecdleissset and liability and consequences of doing
so. The Bank is in the process of assessing thaatmgd IFRIC 17 on its financial statements. This
interpretation has not yet been endorsed by the EU.

IFRIC Interpretation 18 - Transfers of Assets frGustomers.

The interpretation was issued in January 2009 amdféctive for transfers of assets from customers
received on or after 1 July 2009. IFRIC 18 appliesthe accounting for transfers of items of
property, plant and equipment by entities that ikecesuch transfers from their customers and
addresses the following issues: (a) Is the dedinitf an asset met?; (b) If the definition of agedss
met, how should the transferred item of propertianp and equipment be measured on initial
recognition?; (c) If the item of property, plantdaaquipment is measured at fair value on initial
recognition, how should the resulting credit becarted for?; (d) How should the entity account for
a transfer of cash from its customer? The Bank dumsexpect this Interpretation to impact its
financial statements. IFRIC 18 has not yet beemesad by the EU.
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Net inter est income

Interest income and expenses at 31 December 2@08labecember 2007 are as follows:

2008 2007
Interest income
Funds provided to banks
In BGN 561 84
In foreign currency 5,785 17,131
6,346 17,215
Loans and advances to clients
In BGN 50,021 31,249
In foreign currency 68,199 45,044
118,220 76,293
Securities for trading
In BGN 1,721 2,653
In foreign currency 62 5,190
1,783 7,843
Available-for-sale investments
In BGN 2,338 575
In foreign currency 13 -
2,351 575
Total interest income 128,700 101,926
Interest expenses
Deposits from banks
In BGN (1,686) 47)
In foreign currency (2,687) (4,322)
(4,373) (4,369)
Deposits from clients
In BGN (17,847) (9,111)
In foreign currency (44,372) (41,066)
(62,219) (50,177)
Debt securities
In foreign currency (366) (710)
(366) (710)
Subordinated term debt
In foreign currency (1,382) (68)
(1,382) (68)
Total interest expenses (68,340) (55,324)
Interest income, net 60,360 46,602
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4, Net fees and commissionsincome

Fees and commissions, net, at 31 December 2008labdcember 2007 are as follows:

2008 2007
Fees and commissions income
Opening and servicing of client accounts 787 714
Transfer operations 7,134 5,498
Cash operations 2,702 1,320
Loans 5,654 3,848
Off-balance sheet commitments (guarantee}, et 1,112 869
Card-related services 3,262 2,492
Servicing of budget accounts 18,966 11,735
Other 176 85
Total fees and commissions income 39,793 26,561
Fees and commissions expenses
Opening and servicing of client accounts (76) (110)
Transfer operations 277) (259)
Cash operations 47 -
Card-related services (1,144) (786)
Servicing of budget accounts (268) (246)
Other (288) (76)
Total fees and commissions expenses (2,100) (L,477
Net fees and commissionsincome 37,693 25,084

5. Net foreign currency gain
Net foreign currency gain at 31 December 2008 dnB&cember 2007 comprises the following:

2008 2007
Gains from transactions in foreign currency 7,740 4,248
Losses from transactions in foreign currency (5746 (2,332)
Net gain from transactions in foreign currency 4,99 1,916
Net gain from translation of foreign currency 12)23 829
Net foreign currency gain 14,224 2,745
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6. Net gain/(loss) from held-for-trading and available-for-sale financial instruments

Net gain from transactions with securities at 3tdémber 2008 and 31 December 2007 includes the

following:

Gains/(losses) from securities for trading
Gains from securities for trading
Losses from securities for trading
Positive revaluation of securities for trading
Negative revaluation of securities for trading
Other expenses on securities for trading
Total losses from securities for trading

Gain/(Loss) from derivative financial instruments

Profits/losses from available-for-sale investments
Profit from sale of available-for-sale investments
Other income from available-for-sale investments
Other expenses on available-for-sale investments
Total profits from available-for-sale investments

Net profit/(loss) from transactions with securities

7.  Other operating income, net

2008 2007
143 158
(1) (1,121)
232 4,274
wyp (6,780)
(13) (13)
(1,619) 3,482)
(11,747) 2,254
70 11,356
- 088
) @ (1,109)
9 6 11,235
(13,297) 10,007

Other operating income/(expenses) at 31 Decemld &0d 31 December 2007 are as follows:

Dividends received

Profit from sale of buildings, assets for resald ather
assets

Other income

Other expenses

Total operating income, net

2008 2007
27 9
143 22,458
3,282 682
- (323)
3,452 22,826

The biggest share in other income at 31 Decemb@8 B@longs to the income originating from a
partial account for distribution of a trustee ohtéx AD — a receivable, which the Bank has written
entirely off balance sheet against provisions sitesin previous periods — BGN 1,767 thousand, and
receivables uncalled by creditors of CIBANK andttem off on the grounds of expiry of their period

of limitation, amounting to BGN 730 thousand.
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Impair ment of loans and advancesto clients, net
Impairment expenses at 31 December 2008 and 31Inibece2007 are as follows:

2008 2007
Loans and advances to clients, net (21,659) (2,31
Total (21,659) (12,312)

The movements in allowance for impairment of loand advances to clients are as follows:

Allowancefor Allowancefor Total
impairment of impairment of
loans and loans and
receivableson receivableson a
an individual collective basis
basis

Balance at 31 December 2006 17,327 - 17,327
Accrued for the year 17,129 629 17,758
Reversed over the year (5,446) - (5,446)
Receivables written off
against provisions (3,928) 3 (3,928)
Balance at 31 December
2007 25,082 629 25,711
Accrued for the year 34,899 653 35,552
Reversed over the year (13,264) (629) (13,893)
Receivables  written off
against provisions (2,482) ) (2,482)
Balance at 31 December
2008 44,235 653 44,888

The allowance for impairment of loans and advancesients at 31 December 2008, net, amounts to
BGN 21,659 thousand. Currently in the year of 2008,virtue of decisions of the Management
Board of the Bank bad debts and receivables amuytdi BGN 2,482 thousand, of which 99.20%
relate to receivables from corporate clients, aittem off against allowance for impairment accrued
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Provisions on loan engagements and guar antees, net
Provisions on loan engagements and guarante&s @écember 2008 and 31 December 2007

are as follows:

2008 2007
Expenses on provisions on l|oaengagements ai
guarantees 57 -
Total expenses on provisions, net 57 -

Impair ment of available-for-sale investments

Impairment of available-for-sale investments at[@dcember 2008 and 31 December 2007 is as

follows:
2008 2007
Expenses on impairment of available-fate financia
assets (4,637) -
Total impairment of available-for-sale investments, (4,637) i

net

At 31 December 2008, the Bank has revalued debentbfrthe Icelandic Kaupting Bank, owned by
it, with a nominal value of BGN 5,000 thousandthe price of 7.25/100 BGN.

General administrative expenses

The general administrative expenses at 31 Decer20@8 and 31 December 2007 include the

following:
2008 2007
Costs of personnel:
Remunerations 20,295 15,838
Social security expenses 5,118 3,583
Expenses on training of personnel 823 720
Total costs of personnel 26,236 20,141
Other operating expenses:
Hired services 8,498 9,775
Depreciation / amortisation 4,663 5,424
Advertising expenses 5,133 6,624
Telecommunications 2,411 2,085
VAT not refundable 3 15
Consumables 4,438 3,632
Rental expenses 8,420 3,769
Guarantee Fund for deposits from clients 5,410 4745
Other expenses 1,586 907
Total other operating expenses 40,562 36,778
Total administrative expenses 66,798 56,919
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Income tax expenses
Cor por ate income tax

Current income tax expenses represent the amouak @ayable under the Bulgarian law, calculated
by applying the legal tax rate of 10.00% for 200 &0.00% for 2007. Income tax benefits or

expenses originate from the change in the carrgimgunt of deferred tax assets and deferred tax
liabilities.

2008 2007
Current income tax expense (955) (3,341)
Deferred income tax expenses related to origination
and reversal of temporary differences 146 595
Deferred income tax benefits related to originaton
reversal of temporary differences (165) -
Total tax expense (974) (2,746)

The reconciliation between the income tax expemsk the accounting profit before taxes is as
follows:

2008 2007
Accounting profit 9,281 38,033
Taxes based on the effective tax rate
(10% - 31 December 2008; 10% - 31 December 2007) 28 9 3,803
Tax effect of costs not recognised for tax purposes 52 45
Tax effect of non taxable income (6) (1,102)
Tax expenses 974 2,746
Effective tax rate 10.50% 7.22%

The reported tax effect due to non-taxable incoamounting to BGN 1,102 thousand for 2007,

mostly comprises profits from transactions withwséies of companies, which have been carried out
on the regulated market of the Bulgarian stock arge Sofia, which are exempt from taxation

according to the provisions of the effective tax.la

At 31 December 2008 and 31 December 2007 defemedhssets and liabilities by types are as
follows:
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Tax expenses (continued)

2008 2007
Deferred tax (assets):
Impairment of fixed assets (49) (49)
Impairment of assets for resale - (18)
Other liabilities (unused leaves) (175) (132)
Other liabilities (pension provisions and provision
for liabilities settled due to the expiry of theieriod
of limitation) (15) -
Depreciation of fixed assets (accounting expenses) (491) (53)
Provisions related to off-balance sheet commitments (6) -
Revaluation of available-for-sale investments (160) -
Deferred tax (assets) (896) (252)
2008 2007
Deferred tax liabilities:
Revaluation of land and buildings 197 315
Depreciation of fixed assets 627 -
Revaluation of available-for-sale investments 160 -
Deferred tax liability 984 315
Deferred tax liability, net 88 63

A change in the deferred tax liabilities amountitog BGN 118 thousand, originating from the
revaluation of a building sold in 2008, is reporie@quity.

Any other changes in the deferred tax assets ahilities are reported in the income statement.

Earnings per share

2008 2007
Net profit after tax 8,307 35,287
Average weighted number of shares 6,972,056 6,972,056
Earnings per share(in BGN) 1.19 5.06

The basic earnings per share are determined bginlgyithe net profit for the period, subject to
distribution among the holders of ordinary shalssthe average weighted number of outstanding
ordinary shares for the period ended 31 Decemb@ 20

The average weighted number of shares is equhkteum of the outstanding ordinary shares at the
beginning of the period and the outstanding ordinahares issued throughout the period, where
prior to that each number of shares shall be nigdtpby the average time factor. The last capital
increase was made in 2006 and registered on 22M\28@6.
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Cash in hand and in current accounts with the Central Bank

At 31 December 2008 and 31 December 2007 cash alahdes with the Central Bank are as
follows:

2008 2007
Cash in hand
In BGN 30,860 27,218
In foreign currency 21,258 19,235
52,118 46,453
Cash in transit
In BGN 5,433 1,316
In foreign currency 1,592 933
7,025 2,249
Statutory minimum reserves in BGN at the BGN curren
account with BNB 36,570 39,782
Minimum mandatory reserves in foreign currency 350, 166,246
153,920 206,028
Total 213,063 254,730

Current account balance with BNB and statutory mimin reserves

The current account with BNB is used for directtiggration in the monetary market and the market
of government securities, as well as for the puepad bank settlement in the country.

The BGN statutory minimum reserve of the Bank kejph BNB are included in the current account
balance with BNB, and those in foreign currency presented separately. Trade banks in Bulgaria
are obliged to maintain a minimum reserve with BNIBie statutory minimum reserve, which is
interest-free, is calculated as a percentage obdinewings in BGN and in foreign currency, as set
from time to time by BNB. These reserves are ragdlaon a monthly basis, and if any deficit is
noted “penalty interest” is accrued thereon. Dd#yiations within the one-month regulation period
are allowed.
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Nostro accounts, funds provided to banks

At 31 December 2008 and 31 December 2007 the Nastcounts and funds provided to banks
include:

2008 2007
Nostro accounts
Local correspondents in BGN 40 87
Local correspondents in foreign currency - 254
Foreign correspondents in foreign currency 17,761 8,469
17,801 8,810
Funds provided to local banks in domestic currency 19,303 14,028
Funds provided to local banks in foreign currency - 2,663
Funds provided to foreign banks in foreign currency 69,784 550,758
89,087 567,449
Total 106,888 576,259

The bigger part of funds provided in foreign cungrmre to a foreign related bank and amounts to
BGN 68,946 thousand at 31 December 2008. The fpnoladed in foreign currency to a foreign
non-related bank amounting to BGN 159,746 thousdrgl December 2007 are collateral and relate
to deposits received in other currencies from #mesbank amounting to BGN 137,956 thousand, as
disclosed in note 22.

At 31 December 2007 the amount of deposits opeh wdtated banks total to BGN 289,690
thousand. The interest rate on deposits providegesbetween 4% and 4.75%.

The balances of funds provided to local and fordigmks represent short-term interest-bearing
deposits. Interest rated on these deposits at krbleer 2008 ranges between 4.00% and 4.21%,
2.00% and 1.50% for deposits in BGN, USD, EUR amPGrespectively. All funds provided to
banks are with a maturity of up to 3 months, ataiming maturity, as disclosed in note 22.
Held-for-trading financial assets

Financial assets for trading at 31 December 200834drDecember 2007 include:

2008 2007
Bulgarian securities:
Mid-term government securities in BGN - 32,409
Long-term government securities in BGN - 30,442
Long-term government bonds in foreign currency - 2
Corporate bonds of local issuers in foreign curyenc - 993
- 63,846
Foreign securities:
Foreign government securities - -
Other foreign corporate debt securities - 4,231
- 4,231
Total - 68,077

At 31 December 2008, the Bank does not own heldréating financial assets.
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16. Held-for-trading financial assets (continued)

Bulgarian securities

At 31 December 2007 government securities in BGRgrise mid-term and long-term interest-
bearing securities for trading, issued by the Répuif Bulgaria, with a nominal value of BGN
32,831 thousand and BGN 29,415 thousand, respBctiMee interest rate on these securities ranges
between 2.75% and 7.50%.

At 31 December 2007 the Bulgarian long-term govesninbonds of the Bank in foreign currency
include ZUNK bonds in USD and had the following @weristics (the amounts in the respective
currency are stated in thousands of units):

31 December 2007

Original Nominal value in Net market value Book value
currency original currency at the year-end
ZUNK bonds
(issue 97/94) usD 2 99.00% 2
Total 2

Corporate bonds of local issuersin foreign currency

At 31 December 2007 corporate bonds of local issireforeign currency comprise mid-term bonds
denominated in EUR and issued in the local andnate@nal debenture markets by Bulgarian legal
entities. They are not secured and the funds &dtlears a result of their issue are targeted tofiea
the companies’ activities. Bonds are interest-lgawith a floating interest coupon, payable once in
every quarter and equal to the three-month EURIBEM® 2.75%, but not less than 6.00% p.a.
Bonds are not assigned a credit rating. The amumiussue is EUR 5 million and is payable at once at
the maturity.

Foreign securities

At 31 December 2007 the foreign corporate bondseolby the Bank comprise corporate bonds of a
foreign financial institution with a nominal value original currency of EUR 2,000,000 (carrying
amount in BGN — BGN 4,231 thousand).

Securitiesfor trading, pledged as collater al
At 31 December 2007 the Bank has an open transagtider a repo agreement with a local bank, as

disclosed in note 22. The transaction is securednig¢term government securities in BGN, at a
carrying amount of BGN 7,621 thousand.
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16. Held-for-trading financial assets (continued)
Securitiesfor trading, pledged as collateral (continued)

The Bank serves accounts of the State Budget dRélpeiblic of Bulgaria. This requires the existence
of blocked government securities in an amount ctosie amount of state budget funds served. At
31 December 2008 the Bank does not have heldddirtg financial assets, pledged as collateral in
relation to the budget accounts.

At 31 December 2007 the government securities iNB@d foreign currency, with a book value of
BGN 31,745 thousand, are pledged as collaterallation to the budget accounts.

L oans and advancesto clients
Analysis by types of clients

2008 2007
Individuals and households
In BGN 315,523 199,468
In foreign currency 94,695 46,739
410,218 246,207
Private companies and sole traders:
In BGN 286,282 244,268
In foreign currency 737,599 537,772
1,023,881 782,040
State-owned companies
In BGN 13,109 14,201
In foreign currency 437 -
13,546 14,201
State Budget
In BGN 982 482
In foreign currency 109 112
1,091 594
1,448,736 1,043,042
Less: Adjustment for impairment on an individuasisa (44,235) (25,082)
Adjustment for impairment on a collective basis (653) (629)
Total 1,403,848 1,017,331

Receivables on mortgage and consumer loans toidudils with an approximate carrying amount of
BGN 5,891 thousand at 31 December 2008 are pleagidvour of debenture holders on debenture
loans granted, as disclosed in note 26.
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17. L oans and advancesto clients (continued)

Analysis by industries

2008 2007

Industry 180,021 150,328
Agriculture and Forestry 42,449 13,497
Trade and services 149,308 130,057
Transport and communications 15,300 3,483
Construction 312,646 159,899
Retail trade 190,418 150,755
Other sectors and retail trade 558,594 435,023

1,448,736 1,043,042
Less: Adjustment for impairment (44,888) (25,711)
Total 1,403,848 1,017,331

The group ,other sectors” includes consumer andtgage loans to individuals. At 31 December
2008 these loans amount to BGN 410,218 thousardi,atrB1 December 2007 to BGN 246,207
thousand.

The agreed interest rates on loans extended inaBaty levs are floating. The amount of floating
interest rates on loans in Bulgarian levs is cal|a on the basis of the bank interest rate, s¢hdy
Management Board of the Bank, and an agreed sgeltitermined in accordance with the Bank’s
interest rate policy. At 31 December 2008 the batdeest rate is 6.40%.

Interest rates on loans extended in foreign cugrémainly in EUR) are floating (connected either to
EURIBOR or the bank interest rate plus a surchagejxed, and range between 9.95% and 18%.
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Available-for-sale investments

Available-for-sale investments 3t December 2008 and 31 December 2007 comprise:

2008 2007
Bulgarian securities:
Mid-term government securities in BGN 34,413 -
Long-term government securities in BGN 31,126 -
Long-term government bonds in foreign currency 2 -
Corporate bonds of local issuers in BGN and ieifypr
currency 6,064 5,054
Shareholdings in local companies 424 424
Corporate bonds of Bulgarian companies 156 4 16
72,185 5,642
Foreign securities:
Corporate bonds of foreign companies (banks) 8,577 5,118
8,577 5,118
Total 80,762 10,760

Bulgarian securities

At 31 December 2008 government securities in BGRgrise mid-term and long-term interest-
bearing securities for trading, issued by the Répuif Bulgaria, with a nominal value of BGN
32,831 thousand and BGN 29,415 thousand, respBctiMee interest rate on these securities ranges
between 2.75% and 7.50%.

At 31 December 2008 and 31 December 2007 the Balgdong-term government bonds of the
Bank in foreign currency include ZUNK bonds in USIheir nominal amount in original currency is
USD 2 thousand and a net market value at 31 DeaeBOf8 of 89.24%. Their book value at 31
December 2008 amounts to BGN 2 thousand.

Corporate bonds of local issuersin foreign currency

At 31 December 2008 corporate bonds of local issirerBGN and in foreign currency comprise
mid-term bonds issued in the local and internatialedoenture markets by Bulgarian legal entities
(banks and trade companies). Bonds are interesingesith a floating interest coupon, payable once
in every quarter and are not secured.

Foreign securities

At 31 December 2008 the foreign corporate bondseory the Bank comprise corporate bonds of
the European Investment Bank with a nominal vatueriginal currency of BGN 8,000,000 (carrying
amount in BGN — BGN 7,945 thousand) and of thealogic Kaupting Bank with a nominal value in
original currency of BGN 5,000,000 (carrying amountBGN — BGN 363 thousand — at 31
December 2008 these bonds are impaired).
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18. Available-for-sale investments (continued)
Available-for-sale investments, pledged as collateral

At 31 December 2008 the Bank has an open transagtider a repo agreement with a local bank, as
disclosed in note 22. The transaction is securednlulfterm government securities in BGN, at a
carrying amount of BGN 3,287 thousand.

The Bank serves accounts of the State Budget dRépaiblic of Bulgaria. This requires the existence
of blocked government securities in an amount ctosie amount of state budget funds served. At
31 December 2008 government securities in BGN arfdreign currency classified as available-for-
sale investments with a book value of BGN 18,33ffand are pledged as collateral in relation to
the state budget accounts. The bonds of the Eundpgastment Bank are also pledged as collateral
in relation to the state budget accounts.

At 31 December 2007 the Bank does not have avai@bisale investments, pledged as collateral.

Other assets
2008 2007
Prepayments 3,542 3,977
Materials 453 287
Advances to suppliers 442 903
Receivables on contracts 1,699 2,290
Other assets 262 196
Assets for resale - 181
Total 6,398 7,834
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20. Fixed assets

Book or
revalued
amount:

At 31
December
2007
Additions

Disposals

At 31
December
2008
Accumulated
depreciation:

At 31
December
2007

Depreciation
for the year

Disposals
At 31
December
2008

Net book
valueat 31
December
2007

Net book
valueat 31
December
2008

Land Fixtures
and Office M otor & Other FTAin Intangible
buildings equipment vehicles Fittings assets progress assets Total
15,967 7,707 4,358 11,854 603 141 2,892 43,522
1,641 1,939 1,035 2,203 1 538 941 8,298
(1,566) (54) (131) (337) - (538) - (2,626)
16,042 9,692 5,262 13,720 604 141 3,833 49,194
3,378 4,505 3,205 8,475 521 - 1,476 21,560
632 1,541 509 1,283 70 - 628 4,663
(433) (49) (70) (314) (10) - - 763
3,577 5,997 3,644 9,444 581 - 2,104 25,347
12,589 3,202 1,153 3,379 82 141 1,416 21,962
12,465 3,595 1,618 4,276 23 141 1,729 23,847

At 31 December 2008 the Bank’s management hireéddapendent valuer to make an assessment of
the fair value of the buildings. Based on the assesit made it has been established that the fair
value does not differ significantly from the camgiamount at 31 December 2008 and the revaluation
has not been reported in the financial stateméijgen assessing the market values of buildings the
following valuation methods have been used — th& epproach, the income approach and the

market comparables approach.

If the Bank had assessed the buildings at costapiisition, the carrying amount of the properties a
31 December 2008 would have been BGN 11,416 thousan
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20. Fixed assets (continued)

The movement in fixed assets in 2007 is presemntéuki table below:

Book or
revalued
amount:

At 31
December
2006

Additions

Disposals
At 31
December
2007

Accumulated
depreciation:

At 31
December
2006

Depreciation
for the year

Disposals
At 31
December
2007

Net book
valueat 31
December
2006

Net book
valueat 31
December
2007

Fixtures
Land and Office M otor & Other FTAin Intangible

buildings equipment vehicles Fittings assets progress assets Total
27,371 5,603 4,566 9,973 603 491 1,265 49,872
667 2,979 111 2,746 - 272 1,631 8,406
(12,071) (875) (319) (865) : (622) “) (14,756)
15,967 7,707 4,358 11,854 603 141 2,892 43,522
3,585 3,804 2,889 7,338 432 - 998 19,046
992 1,582 485 1,793 89 - 483 5,424
(1,199) (881) (169) (656) - - (5) (2,910)
3,378 4,505 3,205 8,475 521 - 1,476 21,560
23,786 1,799 1,677 2,635 171 491 267 30,826
12,589 3,202 1,153 3,379 82 141 1,416 21,962
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21. Deposits from banks

22.

2008 2007
Current accounts:
In BGN 3,034 1,215
In foreign currency 311 5,069
3,345 6,284
Deposits:
In BGN 22,914 -
In foreign currency 117,402 138,884
140,316 138,884
Total 143,661 145,168

At 31 December 2008, the Bank attracted depositd) lmn BGN and in foreign currency — EUR,
from local banks and a related foreign bank atttital amount of BGN 140,250 thousand; the
interest rates applied range from 4.17% to 6.0096BiIGN and from 2.50% to 3.00% for EUR,
respectively.

At 31 December 2007, the Bank attracted depositgoirign currency from a foreign bank
amounting to BGN 137,956 thousand and interessredaging from 5.10% to 5.384%. Deposits
from the foreign bank are secured and relate touaisgprovided as funds on deposit accounts of a
foreign correspondent in foreign currency at theamt of BGN 159,746 thousand at 31 December
2007.

Payables under repo agreements
At 31 December 2008 and 31 December 208yables under repo agreemeartsas follows:

2008 2007
In BGN 3,300 8,015
Total 3,300 8,015

At 31 December 2008, the Bank hapayable under a repo agreement with a local bahighw
Is securedy available-for-sale securities with a carryingoaimt of BGN 3,287 thousand (see note

16), maturing immediately after the end of the répg period. The price of the financing obtained i
4.00%.

At 31 December 2007, the Bank hapayable under a repo agreement with a local bahighw
is securedy securities for trading with a carrying amountBEN 7,621 thousand (see note 16),
maturing immediately after the end of the year. ptiee of the financing obtained is 4.70 %.
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23. Depositsfrom clients
At 31 December 2008 and 31 December 2007 depostigbs of clients include:

2008 2007
Deposits from individuals :
In BGN 189,924 273,969
In foreign currency 707,145 710,492
Interest paid in advance on deposits from individua (9,247) (10,747)
887,822 973,714
Deposits from corporate clients:
In BGN 339,192 218,765
In foreign currency 160,081 340,154
Interest paid in advance on deposits from corpao
clients (441) (741)
498,832 558,178
Deposits from the State budget:
In BGN 38,992 40,190
In foreign currency 1,608 1,584
40,600 41,774
Total 1,427,254 1,573,666

At 31 December 2008 and 31 December 2007 depasits Elients by groups of products are as

follows:
2008 2007
Current accounts:
In BGN 210,499 198,754
In foreign currency 54,704 124,207
265,203 322,961
Term deposits:
In BGN 330,533 304,864
In foreign currency 774,169 873,909
Interest paid in advance on deposits (9,688) (11,488)
1,095,014 1,167,285
Saving deposits:
In BGN 27,076 29,306
In foreign currency 39,961 54,114
67,037 83,420
Total 1,427,254 1,573,666

The amount of BGN 9,688 thousand at 31 DecembeB,2@presenting prepayments in the form of
interest paid in advance on deposit products afferethe Bank to its clients, is stated in decradse
deposits from clients. According to the terms of theposit contract, the client has the right to
withdraw in advance the interest accrued on thesiept the time of its opening.

The amount of BGN 11,488 thousand at 31 Decemb@r,2@presenting prepayments in the form of

interest paid in advance on deposit products affeésethe Bank to its clients, is stated in decredse
deposits from clients.
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23. Depositsfrom clients (continued)

At 31 December 2008 the Bank applies the follovangual interest rates on deposits from clients in

BGN:

Demand deposits
Saving deposits bearing differentiated intereggat

Eurodeposits (from 1-month to 36-month)

Child’s deposit account ,Dreams”

Top deposit with advanced payment of interest (b2im to 36-

month)

Grawing deposit (3-month’

New Year deposit — to 16 January 2009 (from 1-mdotH2-

month’

Promotional deposit ,Si major’- to 16 January 2608-month

Saving deposit ,,Student Scholarship”(from 24-maatii5-year)

The Bank changes the upper interest rates in dodeeflect the significant changes which have

occurred in the Bulgarian banking market.

At 31 December 2008 the Bank applies the follovangual interest rates on deposits from clients in

foreign currency:

from 0.20% to 3.50%
from 0.00% to 4.25%

from 48® 8.00%

from 5.25% to 9.00%

from 6.50% to 22.50.% for
the period

from 4.25% to 12¢

from 5.10% to 8.80%

from 7.70% to 9.50%

from 5.50% to 6.50%

Demand deposits 20.00%
Saving deposits bearing

usb EUR CHF

from 1.20% to from 1.50% to
2.80% 0.50%

from 0.00% to
3.25% 1.50%

differentiated interest rates  from 0.00% to 2.75%

Eurodeposits
(from 1-month to 36-month)  from 2.75% to 5.00%

Child’s deposit account
,Dreams” from 2.90% to 7.00%

Top deposit with advanced from 4.50% to

payment of interest (from 12 to 13.50% for the entire

36 month) period

Saving deposit ,Student

Scholarship” (from 24-month to

15-year) from 2.95% to 3.45%

Growing deposit (36-month) from 3.25% to 8.00%

from 4.10% to
8.00%

from 4.25% to
8.00%

from 5.25% to
16.50% for the
entire period

from 3.25% to
3.85%

from 4.00% to
11.00%
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23. Depositsfrom clients (continued)

from 4.60% to
6.80% -

New Year deposit to 16 Januar

2009 (from 1-month to 12-monthjrom 2.90% to 8.80%
Promotional deposit ,Si major’-

to 16 January 2009 - rG&eonth from 5.70% to

deposit - 7.50% -

24. Other liabilities
At 31 December 2008 and 31 December 2007 othalitiied of the Bank include:

2008 2007
Unprocessed but ordered bank transfers - 212
Payables to personnel 1,814 1,325
Other liabilities 670 8,361
Total 2,484 9,898

25. Derivativefinancial instruments

At 31 December 2008, the Bank has open transactiotis FX derivative financial instruments
within the overall management of its positionsareign currency and fixed-yield security portfolios
which do not meet the requirements for hedging acting and thus, they have been reported as
derivatives for trading. The transaction parameseesas follows:

Nominal value in

Currency Maturity original currency
2008
16 January 2009
Currency swap usD 41,004,000
20 January 2009
Currency swap usD 37,602,600
17 February 2009
Currency swap usD 43,750,000
Total 122,356,600

26. Debt securitiesand subordinated term debt

On 29 September 2004, the Management Board of Hrk Book a decision to issue mortgage
debentures under the terms of private placemerit witotal amount of principal of EUR 2,000
thousand. The debenture loan was registered witlCtmtral Depository on 6 October 2004 with a
total amount of principal of EUR 2,000 thousandijtdpto 2 thousand ordinary, interest-bearing,
dematerialized, registered, freely transferablertgage debenture with a nominal value of EUR
1,000 each. The maturity of the debenture loaives years from the final date for subscription of
debentures.
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Debt securities and subordinated term debt (continued)

The principal of the debenture loan is repaid onumity — five years as from the final date for
subscription of debentures. The annual interest ike rate of the six-month EURIBOR + 3.90% but
not less than 6.90% per annum. The EURIBOR ra#s it the date of the previous coupon payment.
Interest is paid over each six-month period wheee first payment has been effected six months
following the date of conclusion of the debenturan (6 October 2004). The debenture loan is
secured by a first-ranking special pledge in favoiuthe debenture holders over mortgage loans as
per the Bank’s portfolio, where the loans are seduny one or more first-ranking mortgages to the
benefit of the Bank over immovable properties urfsier 2, Para 2 of the Mortgage Debenture Act.

The residue balance of the debenture loan at 3lereer 2008 and 31 December 2007 is
respectively BGN 3,991 thousand and BGN 3,963 thiods

According to a loan agreement under the conditmina subordinated term debt, concluded on 19
November 2007 with KBC Branch Dublin (in its capggadf a creditor), it has been agreed for the
Bank (in its capacity of a borrower) to be providedh an amount at the total of EUR 15,000
thousand with a utilisation term of 5 months froilgnsg of the agreement; with a possibility for
two-time utilisation within the said 5-month perjaterm for repayment of the principal of a uétis
tranche — 10 years counted as from the relevalisatibn date (but not less than 5 years). The
agreement provides that the creditor may not reqejpayment of the loan before maturity, including
of any principal, interest and other potential imep as well as that it may not declare its recéésb
under the agreement as early-maturing ones. Thabjesy of the borrower to the agreement are not
secured anyhow.

The interest rate payable on the loan for eachrasteperiod is the annual rate determined by the
creditor, which shall be the sum of EURIBOR and épplicable margin. As from the date of the

agreement up to and including the fifth anniverdatypwing each drawing, the applicable margin is

3.25% per annum, and thereafter — 4.50% per ankach interest period continues for one, three or
six months, at the borrower’s choice, where one tmaneans the period of time beginning on a
particular day of a calendar month and ending ersdime day of the next calendar month.

A part of the loan funds, at the amount of EUR @0,6housand, have been utilised at the date of
preparation of these financial statements. Theesdsfare fully at the disposal of CIBANK, which
may use them without any limitations whatsoevesiuding for covering its operating losses.

According to a loan agreement under the conditmina subordinated term debt, concluded on 17
December 2008 with KBC Branch Dublin (in its capaaf a creditor), it has been agreed for the
Bank (in its capacity of a borrower) to be providedh an amount at the total of EUR 15,000
thousand with a utilisation term of 5 months froilgnsg of the agreement; with a possibility for
two-time utilisation within the said 5-month perjaterm for repayment of the principal of a uétis
tranche — 10 years counted as from the relevalisatibn date (but not less than 5 years). The
agreement provides that the creditor may not reqejpayment of the loan before maturity, including
of any principal, interest and other potential imep as well as that it may not declare its recéeésb
under the agreement as early-maturing ones. Thabjesy of the borrower to the agreement are not
secured anyhow.
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Debt securities and subordinated term debt (continued)

The interest rate payable on the loan for eachrdsteperiod is the annual rate determined by the
creditor, which shall be the sum of EURIBOR and #pplicable margin. As from the date of the

agreement up to and including the fifth anniverdatypwing each drawing, the applicable margin is

3.00% per annum, and thereafter — 5.00% per ankach interest period continues for one, three or
six months, at the borrower’s choice, where one tmeneans the period of time beginning on a
particular day of a calendar month and ending erstime day of the next calendar month.

A part of the loan funds, at the amount of EUR @0,6housand, have been utilised at the date of
preparation of these financial statements. Therdsfare fully at the disposal of CIBANK, which
may use them without any limitations whatsoevesiuding for covering its operating losses.

Early repayment of amounts borrowed as a suboetinarm debt, as well as any amendments to the
agreements may be effected only subject to predinginvritten approval by the Bulgarian National
Bank.

The balance of the subordinated term debt at 3lember 2008 and 31 December 2007 is BGN
39,231 thousand and BGN 19,626 thousand, resphctive

Share capital

At 31 December 2008 and 31 December 2007 the stapital of the Bank amounts to BGN
69,721 thousand, split into 6,972,056 ordinary ehaf a nominal value of BGN 10 each. All shares
are paid in full and bear equal voting rights.

In the end of 2007, after the approval of the Brilga National Bank and the Commission for

Protection of Competition, a transaction has bé&®alifed for the sale of 75.00% (5,233,806 shares)
of the capital of the Bank to the Belgium group KBKBC Group is a solid and fast developing

financial group, the second-ranking banking andurasce company in Belgium, and a key

participant in the financial markets of Central aBdstern Europe. At 31 December 2008 the
Belgium group KBC owns 77.75% (5,420,697 shareshefcapital of the Bank.

The other owner of the capital of the Bank is afvidlual holding 22.25% (1,551,334 shares).

Statutory reserves and revaluation reserve
Revaluation reserve
Revaluation reserve is formed as a result of retedn of land and buildings.

In 2008 the Bank sold its own building, for whichrevaluation reserve was formed from previous
revaluations. Upon the sale of the building, theoamted revaluation reserve was taken to retained
profits from prior years, net of taxes.

Unrealized profits and losses, generated from abkstfor-sale investments, are recognized directly
in equity in revaluation reserves.

Statutory reserves

Under the Commercial Act the Bank should set asatdess than 1/10 of its profit to a Reserve fund
until the fund reaches 1/10 or more of the cagilout under its Articles of Association.
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28. Statutory reserves and revaluation reserve (continued)
Statutory reserves (continued)

If the amount in the Reserve Fund falls below theimum level, the Bank should fill in the
difference so that to reinstate the minimum levighim a 2-year period. According to the provisions
of the banking law, the banks are not allowed ty paidends before making the necessary
contributions to the Fund. At 31 December 2008 &hddecember 2007 the Reserve Fund amounts
to BGN 118,341 thousand and BGN 77,665 thousasgerively.

Statutory reserves include also a premium of BGOD®,thousand from issue of shares in prior
periods, and are undistributable reserves as well.

Statutory reserves include also other reservekeo&imount of BGN 1,348 thousand at 31 December
2008 and 31 December 2007, which are undistribetatitlitional reserves.

Contingent liabilitiesand commitments

The contingent liabilities of the Bank are relatedcommitments on loans, credit lines, letters of
credits and guarantees, intended to meet the srgants of the Bank’s clients.

Contingent liabilities to grant loans and credite for the Bank are the contractual obligations to
provide certain amount over a certain period oktimevocably to the client, in accordance with the
arrangements of the loan agreement, in respechdoutilisation, as well as the obligation to
continuously maintain available amounts up to thagesed in the credit line agreements. With the
expiry of the fixed expiry date of the obligatioggardless of whether utilised or not, the contimgen
liability of the Bank lapses.

Guarantees oblige the Bank, if necessary, to malenpnt on behalf of the client — if the client
defaults on his obligations over the term of theatact. In such cases within one week loan
agreement is drafted in respect of the paid coatihdjabilities and the terms for its servicing are
negotiated through an agreement.

The off-balance sheet contingent liabilities anthoatments of the Bank are as follows:

2008 2007
Guarantees 33,088 26,743
Unutilized credit liens 140,534 33,099
Total contingent liabilities and commitments 173,622 59,842
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Additional information about cash and cash equivalentsin the cash flow statement

At 31 December 2008 and 31 December 2007 cashamtderjuivalents comprise the following:

2008 2007
Cash and balances with the Central Bank 213,063 54,720
Nostro accounts, funds and advances provided tksban
with a maturity of up to 3 months 106,888 576,259
Blocked minimum statutory reserves with BNB (193,92 (206,028)
Total cash and cash equivalents 166,031 624,961

Related party transactions

The Bank is controlled by KBC Bank which owns 7P4&’6f the ordinary shares. The ultimate parent
company is KBC Group N.V.

Where parties maintain such relationship that amy af the parties holds the controlling power over
the other or has significant influence in operationl/or financing policies over the other the arti
are deemed as related parties. In the ordinaryseanfr business there are banking transactions made
with related parties. These include loans and depdSuch transactions have been effected on a
commercial base, under trade conditions and atehaakes.

Amounts owed to and from companies of the grougBE€ Bank and income and expenses related

thereto are as follows:

KBC Bank 2008 2007
Nostro accounts and deposits from banks 86,117 ,0900
Interest income 2,735 224
2008 2007
Loro accounts of banks and subordinated term debt 56,726 24,158
Interest expense 3,109 70
Other companies of the group of KBC Bank 2008 2007
Receivables from clients 1 -
Interest income 196 -
Other companies of the group of KBC Bank 2008 2007
Funds attracted from clients 194,929 90,732
Deposit-related interest expenses 7,928 276

Emoluments of the members of the Supervisory Bodtdnagement Board and the Executive
Directors paid during the year comprise remunemnatipaid under extra-labour relationships —
management contracts. The total amount of emolwsrand1l December 2008 is BGN 999 thousand

and at 31 December 2007 - BGN 1,231 thousand.
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Risk management disclosure
The Bank is exposed to the following types of risk:

> credit risk;

> market risk;
price risk
currency risk
interest rate risk

> liquidity risk

Risk management policy

The risk management policy of the Bank aims attifigng and analyzing the risks to which the
Bank is exposed, establishing the respective linsibgitrolling and monitoring the risks, complying
with the limits. Risk management policies and systeare reviewed on a regular basis in order to
reflect the changes in the market conditions, effgoroducts and services. Through its training and
management standards the Bank promotes the devetbpofi a disciplined control environment
where all employees understand very well theirgraled responsibilities.

In their substance, the Bank’s activities mainliate to the use of financial instruments. The Bank
accepts deposits from clients at fixed or floatintgrest rates and for different periods of time,
aiming at achieving interest margins above the ageerthrough investing cash in assets of high
quality.

In parallel, the Bank aims at increasing the irderate margins by achieving levels exceeding the
average ones before providing, through grantinigars to corporate clients and individuals of good
creditworthiness. Such exposures are related to thetloans and other receivables from clients and
guarantees and other financial commitments, sudéttass of credit.

Credit risk

The Bank is exposed to risk arising out of its dradtivity, as well as in the cases where the Bank
acts as an agent in the name of a third partysoiess guarantees. Credit risk could arise for thikBa
as a result of the debtor’'s failure to make theemsary payments on a transaction. Credit risk
management is carried out through regular analgSéise contractors’ creditworthiness. In order to
further mitigate the credit risk, the Bank accequlateral and guarantees on its credit transastion

The Bank strictly complies with the requirementshad Credit Institutions Act. The Act provides for

the limits for the maximum amount of credit exp@sty one person or to a group of related parties,
which may not exceed 25% of the Bank’s equity.
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32. Risk management disclosure (continued)
32.1 Credit risk (continued)

For the purposes of monitoring the credit expostine Bank has established an advisory body to the
Management Board — a Committee for monitoring, @atabn, classification and providing the risk
exposures, the function of which is to monitor atassify the risk exposures of individual groups.
The Committee holds meetings at least once in attmdkfter passing a decision, the Committee
makes a proposal to the Management Board abouari@int of impairment for each watched
exposure.

The main credit risk to which the Bank is exposédes out of the loans granted to clients. The
amount of credit exposure in this case is deterthinethe carrying amount of the assets. At the same
time, the Bank is exposed to off-balance sheetitcreskk as a result of commitments for granting
loans and issuing guarantees.

The maximum exposure of the Bank to credit risRlaDecember 2008 and at 31 December 2007 is
as follows:

2008 2007
Gross . Gross .

) Net maximum . Net maximum

maximum maximum

exposure exposure
exposure exposure
Exposure

Central Bank - - - -
Banks 106,888 106,888 576,259 576,259
Other financial institutions 93,180 93,180 36,809 36,809
Corporate clients 944,247 910,764 759,433 738,340
Individuals 410,218 398,813 246,206 241,588
Other 1,091 1,091 594 594
Total balance sheet items 1,555,624 1,510,736 1,619,301 1,593,590
Commitments 173,679 173,622 59,842 59,842
Total off-balance sheet positions 173,679 173,622 59,842 59,842

At 31 December 2008, the financial assets, depgndina) the term of delay; b) the borrower’'s
financial position; c) the target utilization ofethoan granted, are grouped in two major classifina
groups with sub-groups. The first group ,Standas# exposures” includes exposures wherefore no
delay of payment of principals or interest due tesurred, or if occurred, delay does not exceed 30
days - “regular exposures”, and exposures wher@laydof payment of loan amounts due has
occurred, which exceeds 30 days but not more tiadays - "watched exposures”. The second
group ,Problematic risk exposures” includes théofwing two subgroups: “non-regular exposures” —
the risk exposures on loans and other receivableravsignificant violations in their performing
have been noted, or for which there is informatilbat the financial position of the debtor is not
stable. The term of delay of payment on these eaxpgsis more than 61 but up to 90 days. The
second subgroup of this group - “non-performingasxypes” comprise exposures where significant
violations in their performing have been notedwhiere, due to the worsened financial position of
the debtor its liabilities have been classifiedbad debts. The term of delay of payment exceeds 90
days.
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32. Risk management disclosure (continued)
32.1 Credit risk (continued)

As of 31 December 2008 the credit quality of thanl portfolio by types of loans is as follows::

Gross exposure %
Standard risk exposures, subcategory
performing exposures 1,294,169 89%
- Individuals and households (retail) 388,37 27%
- Corporate 904,80 62%
- State budget 98 0%
Standard risk exposures, subcategory
watch exposures 70,000 5%
- Individuals and households (retail) 4,36 0%
- Corporate 65,52 5%
- State budget 10 0%
Non-performing risk exposures
subcategory substandard exposures 35,094 204
- Individuals and households (retail) 487! 0%
- Corporate 30,21 2%
- State budget
Non-performing risk exposures
subcategory non-performing exposures 49,473 3%
- Retall 12,59 1%
- Corporate 36,88 3%
- State budget

1,448,736

There is credit risk concentration (balance sheet aff-balance sheet), arising out of financial
instruments, towards clients of similar economiarelsteristics and therefore, changes in economic
and other conditions would have a similar impacthoir ability to meet their contractual relations.

The Bank sets the respective industry limits onldhgis of its total credit exposure as at the previ
month.

The main concentration of credit risk occurs defrenon the industry of activity and type of clignts
in view of the Bank’s investments, loans and adean@and commitments for granting loans and
issuing guarantees.

Note 17 shows in detail the credit risk concentratlty economic industries.

According to its policy, the Bank requires from dkents, prior to granting the approved loans, to
ensure eligible collaterals. Bank guarantees ater¢eof credit are also subject to a strict prelamy
investigation. Contracts set forth the cash limitbank liabilities. In general, collaterals prosiion
guarantees and letters of credit amounts to 100%.

Generally, collaterals on loans, guarantees amersetf credit comprises cash, plant and equipment,
mortgages, government securities listed on a sgsgckange, or other properties.
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32. Risk management disclosure (continued)
32.1 Credit risk (continued)

Loans and advances which are neither overdue rgaiied are depicted in the table below:

2008 2007
Individuals
Credit cards and overdrafts 6,043 4,608
Consumer loans 212,106 127,721
Mortgage loans 145,329 92,636
Corporate clients
Large corporate clients 699,072 622,397
Small and medium-sized enterprises 129,269 85,914
Other corporate clients - -
Total 1,191,819 933,276

During the reporting year, the loans granted forctwvmo provisions for impairment were set aside
have grown compared with the previous year. Thenmgason behind this trend is the young age of
portfolio.

Loans which are overdue but not impaired are pteddn the table below.

2008 2007
Individuals
Credit cards and overdrafts 433 425
Consumer loans 15,564 5,449
Mortgage loans 13,279 6,101
Corporate clients
Large corporate clients 133,220 15,721
Small and medium-sized enterprises 9,854 1,362
Other corporate clients - -
Total 172,350 29,058

At 31 December 2008 and 2007 there are no finarmsaéts which would have been overdue or
impaired, if their terms had not been renegotiated.

The book value of loans, which have been providedmindividual basis at 31 December 2008 and

2007, is BGN 84,567 thousand and BGN 80,712 thalseespectively. These amounts do not
include cash flows from utilisation of collaterabgided on these loans.
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32. Risk management disclosure (continued)
32.1 Credit risk (continued)

Book value Book value Book value Total highly
before before before liquid
2008 impair ment impair ment impair ment collateral

30 to 60 days 60 to 90 days over 90 days
Credit cards and overdre - 53 353 89
Consumer loar - 1,585 7,225 412
Mortgage loans - 3,240 5,008 6,005
Large corporate clier - 29,588 34,144 22,187
Small and mediursized
enterprises - 628 2,743 2,242
Total - 35,094 49,473 30,935

Book value Book value Book value Total highly

before before before liquid collateral
2007 impair ment impair ment impair ment

30 to 60 days 60 to 90 days over 90 days
Credit cards and overdre 168 33 273 95
Consumer loar 1,288 624 2,733 364
Mortgage loans 1,286 1,070 1,792 2,581
Large corporate clier 38,613 16,728 12,713 30,477
Small and mediursized
enterprises 147 2,352 892 2,584
Total 41,502 20,807 18,403 36,101

The table below shows the net exposure of tfebiggest loans and advances to clients of the Bank.

Agreed Net exposure Client Agreed Net exposure

Client amount - at 31.12.2008 amount - at 31.12.2007
limit [imit

Company 52,807 41,608 Company 39,108 39,150
Company 41,072 41,206 Company 29,337 28,826
Company 40,000 40,089 Company 31,293 24,636
Company 39,117 35,848 Company 23,500 23,518
Company 31,293 31,839 Company 26,404 20,481
Company 53,213 27,901 Company 39,117 19,568
Company 26,404 23,024 Company 19,108 17,219
Company 25,426 22,576 Company 15,647 15,615
Company 22,101 21,712 Company 15,725 15,475
Company 24,421 18,202 Company 18,189 14,757
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32. Risk management disclosure (continued)
32.1 Credit risk (continued)

32.2

The table below presents the Bank’s portfolio lpetyof collateral:

2008 2007
Secured by cash and government securities 46,667 43,125
Secured by mortgage 628,531 411,666
Other collateral 773,538 588,251
Expenses on forming impairment loss provisions 849) (25,711)
Total 1,403,848 1,017,331
Market risk

All market instruments are exposed to market risktruments are recognised at fair value and any
changes in market conditions affect the net opmagaticome. Exposures to market risk are managed
by the Bank in accordance with the risk limits lsgthe management.

Market risk is the risk that the value of the Banrade portfolio might be reduced due to adverse
changes in prices of the instruments constituting his may be due to changes in interest rates,
liquidity, volatility, exchange rates, etc.

The Bank's investment portfolio comprises mainlyvgamment securities, and therefore, the
sensitivity to market risk is immaterial.

Pricerisk

All market instruments are exposed to market tighing the risk of impairment as a result of future
changes in market conditions. Instruments are m@zed at fair value and any changes in market
conditions affect directly the net income from &awperations or equity.

The Bank manages its own financial instruments r@sponds to the changing market conditions.
The market risk exposure is managed in accordaritte the risk limits set by the management
through purchases and sales of instruments or ghrapening of offset positions. The Bank
calculates value at risk (VaR) for its portfoliof shares and debentures. And finally, the Bank’s
investment portfolio, if compared with the assea$s,not large; moreover, the biggest share of
securities constituting it belongs to those isdoyethe Bulgarian state, which further limits théeet

of price risk.

Currency risk

The Bank is exposed to currency risk when tradmgriancial instruments denominated in foreign
currency.

After the introduction of the Currency Board in tRepublic of Bulgaria, the Bulgarian lev was
pegged to the Euro. Since the currency in whichBhek prepares its financial statements is the
Bulgarian lev, any changes in the exchange rat&=d to foreign currencies, other than Euro, will
have an impact on the financial statements.

In the course of trading in foreign currency, fgreicurrency gains and losses arise, which are
reported in the income statement. Such exposueetharmonetary assets and liabilities of the Bank
denominated in foreign currency, other than thekBafunctional currency.
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32. Risk management disclosure (continued)
32.1 Market risk (continued)

Currency risk (continued)

Generally, collaterals on loans, guarantees amersetf credit comprises cash, plant and equipment,
mortgages, government securities listed on a seschkange, or other properties and bank cross-
guarantees.

The table below presents the sensitivity of prioéfore taxes and equity for the significant posgio
by types of foreign currencies of the Bank at 3tédeber 2008 and 31 December 2007:

Changes in Changes
the in the
exchange Effect on profit exchange Effect on profit
rate in % before taxes rate in % before taxes
2008 2008 2007 2007
+10% -1,399 +10% -2,465
usD -10% +1,399 -10% +2,465
+10% 51 +10% + 129
GBP -10% -51 -10% -129
+10% 44 +10% +29
Other
currencies -10% -44 -10% -29
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Risk management disclosur e (continued)

Foreign currency analysis

At 31 December 2008:

Assets
Cash in hand and balances with the

Central Bank

Nostro accounts, funds provided to

banks

Held-for-trading financial assets
Loans and advances to clients
Available-for-sale investments

Other assets
Fixed assets

Total assets

Liabilities
Deposits from banks

Payables under repo agreements
Derivative financial instruments
Deposits from clients

Other liabilities

Provisions on loan engagements and

guarantees

Deferred tax liabilities, net

Deposits from banks
Total liabilities
Net assets

BGN EUR usb Other Total
currencies
72,863 135,339 4,196 665 213,063
19,342 42,536 43,192 1,818 106,888
593,400794,101 16,347 - 1,403,848
79,763 997 2 - 80,762
9,004 44 71 - 9,119
23,847 - - - 23,847
798,219 973,017 63,808 2,483 1,837,527
25,948 117,655 58 - 143,661
3300 - - - 3,300
- - 11,860 - 11,860
567,309 624,156 234,270 1,519 1,427,254
2,457 23 4 - 2,484
- 43,222 - - 43,222
15 42 - - 57
88 - - - 88
599,117 785,098 246,192 1519 1,631,926
199,102 187,919 (182,384) 964 205,601
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Risk management disclosur e (continued)

32.2 Market risk (continued)

Foreign currency analysis (continued)

At 31 December 2007:

Assets

Cash in hand and balances with the
Central Bank

Nostro accounts, funds provided to
banks

Held-for-trading financial assets

Loans and advances to clients

Available-for-sale investments

Other assets

Fixed assets

Total assets

Liabilities

Deposits from banks

Payables under repo agreements
Deposits from clients

Other liabilities

Debt securiess and subordinated te

debt
Deferred tax liabilities, net

Total liabilities
Net assets

Interest raterisk

BGN EUR usD Other Total
curren
cies

68,316 180,587 4,778 1,049 254,730
14,115 313,440 245,010 3,694 576,259
62,851 5,224 2 - 68,077
448,385 551,096 17,850 - 1,017,331
10,757 3 - - 10,760
8,304 125 98 4 8,531
21,962 - - - 21,962

634,690 1,050,475 267,738 4,747 1,957,650
1,215 143,937 16 - 145,168
8,015 - - - 8,015
532,211 766,401 272,959 2,095 1,573,666
9,830 51 17 - 9,898

- 23,589 - - 23,589

63 - - - 63
551,334 933,978 272,992 2,095 1,760,399
83,356 116,497  (5,254) 2,652 197,251

The Bank’s activity is subject to risk from fluctins in interest rates, insofar the interest-begri
assets (including investments) and interest-bedraiglities mature or are subject to changes in
interest rates at different times and to a diffexttent. In the cases of assets and liabilitiegibg
floating interest rates, the Bank is exposed to fism changes in basic interest points that aszlus
for determining the interest rates, being the diffiee between the characteristics of the floating
interest indices, such as SOFIBOR, the basic isteege, the six-month LIBOR or different interest
rates. The main goal of the risk management patictp optimise the net interest income and to
achieve market interest rates corresponding t@#rk’s strategy.

51



CIBANK AD
NOTESTO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2008

All amounts are in thousands of Bulgarian levsganlotherwise stated.

32. Risk management disclosure (continued)
32.2 Market risk (continued)
Interest raterisk (continued)

The interest rate management procedures as reffedsalance between the funds attracted and
granted are applied in view of the Bank’s sensititd changes in interest rates. The Bank appties t
method of disbalance between interest-sensitiveilities and interest-sensitive assets when
measuring the changes in net interest income dakanges in interest rates.

In conclusion, the prevailing part of the Bank’sets and liabilities bear floating interest ratelsich
makes the balance less sensitive to changes gfféwive interest rates.

The table below summarises the interest-bearing iatetest-free assets and liabilities at 31

December 2008:
With fixed With Interest free Total
interest rate floating
interest rate

Assets
Cash in hand and balances with

the Central Bank - - 213,063 213,063
Nostro accounts, funds provided

to banks 88,246 18,414 228 106,888
Held-for-trading financial assets - - - -
Loans and advances to clients 69,659 8,971 2,132 80,762
Available-for-sale investments 267,711 1,131,581 4,556 1,403,848
Other assets - - 9,119 9,119
Fixed assets - - 23,847 23,847
Total assets 425,616 1,158,966 252,945 1,837,527
Liabilities
Deposits from banks 143,595 - 66 143,661
Payables under repo agreements 3,300 - - 3,300
Deposits from clients 1,399,897 - 27,357 1,427,254
Other liabilities - - 2,484 2,484
Derivative financial instruments - - 11,860 11,860
Debt securities and subordina

term debt - 43,028 194 43,222
Provisions on loan engagements

and guarantees - - 57 57
Deferred tax liabilities, net - - 88 88
Total liabilities 1,546,792 43,028 42,106 1,631,926
Differencein interest rates (1,121,176) 1,115,938 210,839 205,601
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32. Risk management disclosure (continued)
32.2 Market risk (continued)
Interest raterisk (continued)

The table below summarises the interest-bearing iatetest-free assets and liabilities at 31
December 2007:

With fixed With Interest free Total
interest rate floating
interest rate

Assets
Cash in hand and balances with

the Central Bank - - 254,730 254,730
Nostro accounts, funds provided

to banks 566,091 6,228 3,940 576,259
Securities for trading 61,689 979 5,409 68,077
Available-for-sale 5,000 5,000 760 10,760
Loans and advances to clients 544,950 469,207 3,174 1,017,331
Other assets - - 8,531 8,531
Fixed assets - - 21,962 21,962
Total assets 1,177,730 481,414 298,506 1,957,650
Liabilities
Deposits from banks 144,238 - 930 145,168
Payables under repo agreements 8,000 - 15 8,015
Deposits from clients 1,540,951 - 32,715 1,573,666
Other liabilities - - 9,898 9,898
Debt securities and subordina

term debt - 23,470 119 23,589
Deferred tax liabilities, net - - 63 63
Total liabilities 1,693,189 23,470 43,740 1,760,399
Differencein interest rates (515,459) 457,944 254,766 197,251
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32.2 Market risk (continued)
Interest raterisk (continued)

Risk management disclosure (continued)

The table below presents the average effectivedstaates of assets and liabilities for 2008 and

2007, as follows:

Assets
Financial assets at fair value through profit @slo
Available-for-sale interest-bearing financial asset
Receivables from banks
Loans to clients, incl.:

- corporate clients

- individuals

Liabilities
Payables to banks
Deposits from clients, incl.

- current accounts of other financial institugo
- saving deposits from clients
- term deposits from clients

Assets

BGN
EUR
uSsD
Other currency

Liabilities

BGN
EUR
usD
Other currency

Increase in
basis point
+100
+100
+100
+100

Decrease in
basis point
-100
-100
-100
-100

Payables on subordinate term debt

2008 2007

%. %.
0.00 0.00
4.87 4.73
1.40 4.25
8.63 8.58
9.38 6.73
3.05 5.03
6.75 4.89
3.16 1.85
5.63 5.04
6.31 6.13

Sensitivity of equity

The table below shows the sensitivity of net intei@acome and equity at 31 December 2008 to
possible reasonable changes in interest ratesytladlr indicators in the income statement being
constant:

Sensitivity of net from O

interest income
in BGN'000

4,564

5,618

241

8

Sensitivity of net from 0

interest income
in BGN'000

(3875

from 6
months  from 1
to 6 tol year to over5
months  year 5years years Total
- (45) (27) - (72
- - ) - 9
Sensitivity of equity
from 6
months  from 1
to 6 tol year to over5
months  year S5years years Total
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Risk management disclosur e (continued)

32.2 Market risk (continued)
Interest raterisk (continued)

The table below shows the sensitivity of net intei@acome and equity at 31 December 2007 to
possible reasonable changes in interest rateqtladlr indicators in the income statement being
constant:

Sensitivity of equity

from 6
Assets Sensitivity of net from0 months  from 1
Increase in  interestincomein to6 tol year to5 over5
basis point BGN’000 months  year years years  Total
BGN +100 1,798 - - 45 - 45
EUR +100 2,509 - - - - -
usD +100 9 - - - - -
Other currency +100 16 - - - - -
Sensitivity of equity
from 6
Liabilities Sensitivity of net from0 months  from 1
Decrease in interestincomein to 6 tol year to5 over5
basis point BGN’'000 months  year years years  Total
BGN -100 - - - - - -
EUR -100 (211) - - - - -
uUsD -100 - - - - - -
Other currency -100 - - - - - -
Liquidity risk

The liquidity risk arises in relation to ensuringffscient funds for the Bank’s activities and fdret
management of its positions. This type of risk tvés dimensions — the risk that the Bank might not
be in position to meet its obligations when callpdn and the risk that the Bank might not be able t
realise its assets at a proper price and withie@teble terms.

The Bank has access to various financing instrusneRtinds are attracted through a set of
instruments, including deposits and current accwther borrowings regulated by normative acts,
as well as equity. Thus, the Bank is more flexibléinancing its activities and is less dependamt o
one source of financing, which in turn reducesdbst of financing. The Bank’s goal is to maintain
the balance between the timing of borrowings anactaeve flexibility in using funds with different
maturity structures. The Bank assesses the liquitsk on an ongoing basis, by identifying and
tracing the changes in the financial needs foreathg the goals underlying its overall strategy. In
addition, the Bank has a portfolio of liquid assetsa part of its liquidity risk management system.

The interrelation between the assets and lialslitreaturity is an indicator for the existence of
liquidity risk and the amount of any funds that htige necessary to cover unpaid liabilities.
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32. Risk management disclosure (continued)
32.2 Market risk (continued)

Liquidity risk (continued)

The table below summarises the financial liabgite# the Bank at 31 December 2008 by remaining
agreed maturity of undiscounted cash flows. ThekBdwes not expect that these liabilities will be
paid within the established deadlines, since thedef deposits from clients do not reflect theuatt
expectations for their repayment. Term depositremts are renewed automatically, if the client does
not terminate its contract on the maturity date.
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32. Risk management disclosure (continued)
32.2 Market risk (continued)
Liquidity risk (continued)

On withinl Froml1lto From3 From6to Over 1 Total
demand month 3months monthsto 12 months year
6 months
Payables to banks 3,34t 140,54( - - - - 143,885
Derivative financial instrument - 1,93: - - - - 1,931
Subordinate term debt - - - - - 54,09t 54,095
Deposits from clients 265,20: 19,28: 163,59¢ 185,92¢ 166,351 727,07¢ 1,527,440

The table below summarises the financial liabdit the Bank at 31 December 2007 by remainingezneaturity of undiscounted cash flows.

On withinl Froml1lto From3 From6to Overl Total
demand month 3months monthsto 12 months year
6 months
Payables to banks 6,28 47,14 92,76¢ - - - 146,192
Derivative financial instrument - - - - - - -
Subordinate term debt - - - - - 27,44¢ 27,449
Deposits from clients 322,96: 102,28 20,89: 222,95 232,28¢ 749,59¢ 1,650,967

Termless deposits are presented in column “withimahth”, although in fact a significant part thefreomprise “basic deposits”, which remain with the
Bank for a longer period of time. Generally, terepdsits are renewed by the client on their matuldttes and in practice, they also remain with thelk&or
a longer period of time.
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32. Risk management disclosure (continued)
32.2 Market risk (continued)

Liquidity risk (continued)

Maturity structure of contingent liabilities andnomitments at 31 December 2008:

Within From 1 From 3 From 6 From From Over Total
1 to3 to6 months 1 3 5
month months months tol to3 to5 years
year years years
Unutilised
credit lines 412 3,089 5,619 29,779 33,728 16,571 51,336 140,534
Guarantees 9,339 722 862 8,960 10,479 1,395 1,331 33,088
Total 9,751 3,811 6,481 38,739 44,207 17,966 52,667 173,622
Maturity structure of contingent liabilities andnomitments at 31 December 2007:
Within From 1 From 3 From 6 From From Over Total
1 to3 to6 months 1 3 5
month months months tol to3 to5 years
year years years
Unutilised
credit lines 1,069 2,188 2,056 12,248 12,804 2,077 657 33,099
Guarantees 9,171 830 4,458 1,826 8,639 139 1,680 26,743
Total 10,240 3,018 6,514 14,074 21,443 2,216 2,337 59,842

The table below shows the quick liquidity ratio #8608 and 2007:

Levels of ratio:

2008 2007
Average ratio for the period 1.415 1.371
The highest value for the period 1.478 1.397
The lowest value for the period 1.385 1.333
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33. Maturity analysis of assets and liabilities

The maturity structure by remaining term and caigy@amount of the assets at 31 December 2008 is
prepared according to the management’s expectdtoniseir repayment or recovery:

Termless From1l From3 From6 Froml From3 Over5 Without Total
within 1 to3 to6 months to3 to5 years  maturity
month months months tol years years
year

Assets
Cash in hand
and balances
with the
Central Bank 213,063 - - - - - - - 213,063
Nostro
accounts,
funds
provided to
banks 106,888 - - - - - - - 106,888
Securities for
trading - - - - - - -
Available-
for-sale
investments 5,637 - 502 7,001 25,639 23,505 17,899 579 80,762
Loans and
advances to
clients 37,013 11,153 73,962 109,828 296,045 298,9816,916 - 1,403,848
Other assets 9,119 - - - - - - - 9,119

Fixed assets - - - - - - - 23,847 23,847
Total assets 371,720 11,153 74,464 116,829 321,684 282,436 634,815 24,426 1,837,527
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33 Maturity analysis of assets and liabilities (continued)

Termless Froml1lto From3to From 6 From 1 From 3 Over 5 Without Total

within 1 3months 6 months monthsto to3 to5 years maturity
month 1year years years
Liabilities
Deposits from banks 50,582 93,079 - - - - - - 143,661
Payables under
repo agreements 3,300 - - - - - - - 3,300
Deposits from clients 283,604 253,910 271,160 288,787 294,793 35,000 - - 1,427,254
Other liabilities 2,484 - - - - - - - 2,484
Liabilities for trading 11,860 - - - - - - - 11,860
Debt securities and
subordinated term debt - - - 3,991 - - 39,231 - 43,222
Provisions on loan
engagements and
guarantees 57 - - - - - - - 57
Deferred tax liabilities,
net - - - - - - - 88 88
Total liabilities 351,887 346,989 271,160 292,778 294,793 35,000 39,231 88 1,631,926
Net difference in
maturity 19,833 (335,836)  (196,696)  (175,949) 26,891 247,436 595,584 24,338 205,601
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33 Maturity analysis of assetsand liabilities (continued)

The maturity structure by remaining term and cagy@amount of the assets at 31 December 2007 is
prepared according to the management’s expectdtoniseir repayment or recovery:

Termless From1l From3 From6 Froml From3 Over5 Without Total

within 1 to3

to6

month months months

months
tol
year

to3 to5 years
years years

Assets
Cash in hand
and
balances
with the
Central
Bank 254,730 -
Nostro
accounts,
funds
provided to
banks 465,767 110,492
Securities
for trading 2,563 -
Available-
for-sale
investments 5,054 -
Loans and
advances to
clients 13,557 8,571
Other assets 8,531 -

Fixed assets -

15

62,947

62,739

16,339 18,836 30,324

- - 5,118

320,498 203,335 345,684

maturity

- 254,730

- 576,259

- 68,077
588 10,760
- 1,017,331

- 8,531

21,962 21,962

Total assets 750,202 119,063

62,962

62,739

336,837 222,171 381,126

22,550 1,957,650
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33 Maturity analysis of assets and liabilities (continued)

Termless From 1 From 3 From6 Froml From3 Over5 Without Total
within 1 to3 to6 months to3 to5 years maturity
month months  months tolyear years years
Liabilities
Deposits  from
banks 52,422 92,746 - - - - - - 145,168
Payables
under repo
agreements 8,015 - - - - - - - 8,015
Deposits  from
clients 525,199 235,557 255,405 267,572 289,933 - - - 1,573,666
Other
liabilities 9,898 - - - - - - - 9,898
Deb t securities - - - 3,963 - 19,626 - 23,589
Deferred tax
liabilities, net - - - - - - - 63 63
Total liabilities 595,534 328,303 255,405 267,572 293,896 - 19,626 63 1,760,399
Net difference
in maturity 154,668 (209,240) (192,443) (204,833) 42,941 222,171 361,500 22487 197,251

34. Fair values of financial instruments

The table below compares the carrying amounts auk lvalues, by categories, of all financial
instruments of the Bank, included in the finanskaltements for 2008 and 2007:

Financial assets

Cash and balances with the Central Bank

Receivables from ban

Financial assets at fair value through profit @slo

Loans to client
Available-for-sale finanial asset:

Financial liabilities
Payables to ban

Derivative

financial instrumer

Deposits from clien
Payables on subordinated term d

Carrying amount Fair value

2008 2007 2008 2007
213,063 254,730 213,063 254,730
106,888 576,259 106,871 576,306
- 68,077 - 68,077
1,403,848 1,017,33 1,398,43 1,008,567
80,762 10,760 80,762 10,760
143,661 145,168 143,667 144,427

11,860 - 11,860 -
1,427,254 1,573,66 1,426,203 1,573,518
43,222 23,589 43,222 23,589
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35. Capital management

According to Art. 7 of Ordinance No. 8 of BNB onpital Adequacy of Credit Institutions, the Bank
is obliged to maintain equity, which shall be ay &me either higher or equal to the sum of capital
requirements for each type of risk, multiplied b$.1

The Bank calculates the total capital adequacy @i a percentage ratio between equity and risk-
weighted assets. The Bank’s assets are weightecrddit, market and operational risks. The total
capital adequacy ratio may not be lower than 124d,tae Tier | capital adequacy ratio— not lower
than 6%.

Below is presented a table for the capital managénas follows:

2008 2007

Primary capital:

Own equity 69,721 69,721

Reserve Fund 132,997 84,013
Decrease:

Carrying amount of intangible assets (1,729) (1,416)

Specific provisions for credit risk when the stardapproach is applied (2,079) }
Total prlmary C&pit&l: 198,910 152,318
Secondary capital:

Property revaluation reserve 1,772 2,840

Subordinated term debt 39,117 19,558

Specific provisions for credit risk when the stamdapproach is applied (2,079) }
Total secondary Capltal 38810 22 308
Total primary and secondary capital:
Decrease:

Carrying amount of investments in shares whichesgmt more than 10%

of the capital of a bank or financial institution ) )
Capital base: 237,720 174,716
Minimum required paid-in capital: 10,000 10,000
Tier | capital adequacy ratio: 13.03% 12.01%
Total capital adequacy ratio: 15.58% 13.78%
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36. Events after the balance sheet date

If after the balance sheet date events are nothithwhave existed at the balance sheet date and
which might lead to additional impairment of loaared advances, these are reported in the financial
statements as adjusting events. After the balaheetslate there was deterioration in the market
conditions as a result from the global financides. The Bank is exposed to higher risk of posénti
losses as a result of the negative developmenhefctedit risk of some of the companies —
borrowers operating on the Bulgarian market. A& of February 2009 the credit quality of the
loan portfolio by types of loans is as follows:

Gr oss exposur e %

Standard risk exposures, subcategory
performing exposures 1,206,356 83%
- Individuals and households (retail) 386,60 27%
- Corporate 818,78 56%
- State budget 96 0%
Standard risk exposures, subcategory
watch exposures 117,171 8%
- Individuals and households (retail) 7,88 1%
- Corporate 109,18 8%
- State budget 11 0%
Non-performing risk exposures
subcategory substandard exposures 58,111 4%
- Individuals and households (retail) 3,47 0%
- Corporate 54,63 4%
- State budget -
Non-performing risk exposures
subcategory non-performing exposures 71,981 5%
- Individuals and households (retail) 17,66 1%
- Corporate 54,31 4%
- State budget -

1,453,619
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