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I. INCORPORATION, LICENSES, MANAGEMENT,]

Activities

D Commerce Bank AD (former Demirbank (Bulgaria) AD) was established on 15 April 1999 as a joint-stock company.

The Bank’s seat and registered address is in Sofia, 8, Tsar Osvoboditel Blvd.

Number of branches/offices in the country (Republic of Bulgaria) at 31 December 2007: 10 — in the cities of Sofia (4),

Plovdiv, Varna, Bourgas, Haskovo, Svilengrad and Assenovgrad. At 31 December 2007 the number of employees is 116.

D Commerce Bank AD is a multipurpose commercial bank and it has a full scope banking license for carrying on banking
activities as per the Law on Credit Institutions in the country and abroad, in local and in foreign currency, by enjoying the
right to execute any and all other transactions as per art. 2, para. 1 and para. 2 of Law on Credit Institutions.

A main priority in the activity of the Bank is increasing of its market share and completeness of servicing of both leading
and small-size enterprises from branches of the national economy, retail banking, operations at the internal and

international cash and capital markets, assets management, etc.

Both individuals and legal persons from all spheres of economy are customers of the Bank.

Appurtenance/Affiliations
D Commerce Bank AD is part of the economic group owned by Mr. Fuat Guven with representation offices in Bulgaria
and Turkey.

Responsibility of the Management

In compliance with Bulgarian Legislation, the Management of D Commerce Bank AD is obliged to prepare the financial
statements for every fiscal year that shall in a reliable way reflect the property and financial position of the Bank at the

end of the respective reporting period as well as the financial results for that period.

The Management Confirms that on Preparing this Report:
The adopted accounting policy is suitable and is consistently applied,;
The necessary estimates and assumptions made are in compliance with the prudence principle;

The applicable financial reporting standards as per the Bulgarian legislation are consistently used;

YV V VYV V

The annual financial statements have been prepared under the going concern principle since the Bank continues its

activities in the foreseeable future.
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The Management Declares that:
» Where necessary, it has made fair estimates and decisions;
» Has complied with all International Financial Reporting Standards applicable in accordance with the national
accounting legislation applicable for the banks in Bulgaria;
» The annual financial statements reveal the status of the Bank within a reasonable accuracy level;

» Has undertaken all possible measures for preservation of the Bank’s assets and for fraud avoiding.

Legal Status of the Bank and Information about the Shareholders

The registered share capital of D COMMERCE BANK AD amounts to BGN 20,000,000 and is distributed in 20,000
ordinary personal voting book-entry shares of BGN 1,000 nominal value each.
The capital is fully paid by the sole owner and it was not changed in 2007.

The shareholders’ structure of “D Commerce Bank” as in the end of 2007 was as follows:

Shares held at Shares held

Shareholder’s name 31 Dec 2007 Percent at 31 Dec 2006 Percent
Mr. Fuat Guven 20,000 100.00 20,000 100.00
Total 20,000 100 20,000 100

In 2006 following a permission of BNB, all shares of the Bank were transferred to Mr. Fuat Guven, who purchased all
shares of the former shareholders and became the sole owner of the capital of the Bank.

Information on the Persons Managing and Representing the Bank

At 31 December 2007, the Bank has two Executive Directors and three members of the Managing Board:

. Mumtaz Malik Agim — Chairman of the Managing Board and Executive Director;
. Radka Boneva Nikodimova — member of the Managing Board and Executive Director;
. Mr. Roumen Dimitrov Petrov - member of the Managing Board.

According to the Law on Credit Institutions, the Articles of Association of D Commerce Bank AD and the court
registration of the company, the Bank is represented by all members of the Managing Board together or by two Executive
Directors jointly.

The Executive Directors and the Members of the Managing Board do not take part in the shareholder’s capital of the Bank.

Remark: At 31 December 2007, Mr. Plamen Ivanov Petrov had been assigned as Chairman of the Managing Board and
Executive Director of D COMMERCE BANK AD, but was not yet registered with the commercial register under the
company file of the Bank.

During the period 01.01.2007 — 31.12.2007 the following changes to the registration of D Commerce Bank AD (under
company file Ne 3936 /1999 in the Commercial Register of Sofia City Court) were completed, namely:
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» Upon court decision Ne 34/09.01.2007 (received on 15.01.2007) Fuat Guven was deleted as member of the
Supervisory Board and two new members were registered: Valery Borissov Borissov and Emel Guven.

» Upon court decision Ne 35/08.03.2007 (received on 13.03.2007) amendments and supplements to the Articles of
Association of D COMMERCE BANK AD were registered. The Articles of Association were submitted to the
Commercial Register. According to the Law on Credit Institutions (into force as of 1 January 2007) the subject of
activity of the Bank is specified and extended and the way of managing and representation of the Bank is being
changed. After approval of the changes in the Bank’s Articles of Association the Bulgarian National Bank has up-
dated the license of D Commerce Bank AD.

» Upon court decision Ne 36/03.04.2007 (received on 03.04.2007) new members of the Managing Board were
registered: Roumen Dimitrov Petrov and Lyubomir Antonov Karimansky.

» Upon court decision Ne 37/05.07.2007 (received on 16.07.2007) one of the members of the Managing Board and
Chief Executive Director of D COMMERCE BANK AD — Muammer Aksit Ozkural was deleted from the
commercial register. Upon the same court decision Mumtaz Malik Agim was entered as Chairman of the
Managing Board.

» Upon court decision Ne 38/12.11.2007 (received on 15.11.2007) Lyubomir Antonov Karimansky — member of the

Managing Board was deleted.

Information as per article 187(d) and article 247 of the Commercial Law

1. as per art. 187(d) — not applicable;
2. as per art. 240(b) — not applicable;
3. as per art. 247, para. 2:

» item 1 — the remuneration received in total by the members of the Managing and Supervisory Boards of
the Bank during 2007 is to the amount of BGN 1,071 thousand.

» item 2 — there are no such deals in 2007;

» item 3 — No restrictions exist regarding the rights of the members of the boards to acquire shares and
bonds of the company (the Bank);

» item 4 — the participation of the members of the Managing and Supervisory Boards of the Bank as
unlimitedly liable partners, the possession of more than 25% of the capital of other companies as well as
their participation in the management of other companies or co-operations at the position of procurators,
managers or boards members are as follows:

For Mr. Fuat Guven — member of the Supervisory Board (01.01.2007 — 15.01.2007):
1. Fortera EAD, BULSTAT 175194303 — — sole owner of the capital, Chairman of the Board of Directors and

Executive Director;

2. Gama Invest AD, BULSTAT 831283821 — shareholder possessing 99,50 % of the capital and Chairman of

the Board of Directors;
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Elkabel AD, BULSTAT 102008573 — shareholder possessing 95.745% of the capital and Chairman of the

Supervisory Board,;

Aidatour AD, BULSTAT 836143710 — member of the Board of directors, Executive director;

Varna Moda AD, BULSTAT 121063663 — Chairman of the Board of directors, Executive director;

Sole Trader Magazin Shipka Fuat Guven, Turkey with place of business in Free Zone - Svilengrad;

Emelda Textile Sanayi Dis Ticaret Limited Sirketi, Turkey, with place of business in Free Zone - Vidin —
majority partner u manager;

Magazin Shipka EOOD - sole owner of the capital and manager;

Magazin Shipka — Fuat Guven EOOD, BULSTAT 175205415 — sole owner of the capital through Sole
Trader Magazin Shipka Fuat Guven, Turkey and manager;

Emelda EOOD, BULSTAT 175205365 — manager;

Trakia 97 EOOD, BULSTAT 126073031 — sole owner of the capital and manager;

Style 93 EOOD, BULSTAT 831303003 - — sole owner of the capital and manager;

Eleforce EOOD, BULSTAT 131237742 — sole owner of the capital and manager.

Stoyan Iliev Alexandrov — Chairman of the Supervisory Board (01.01.2007 — 31.12.2007):

Aksa Group OOD, BULSTAT 175388272 — limited partner possessing 25 % of the capital;

Radino AD, BULSTAT 121088247 — Chairman, representing a legal entity — member of a collective
managing body;

Alexandrov and Sie EOOD, BULSTAT 130202069 — sole owner of the capital and manager;

Kramex AD, BULSTAT 831635543 — representing a legal entity - member of a collective managing body;
Professional Sport Club Stovi EAD, BULSTAT 160056905 - member of a collective managing body;
Koraboremonten zavod Odessos AD, BULSTAT 103036629 - member of a collective managing body;
Zemedelska kooperatsia ,,Land o lake”, BULSTAT 829014536 — Chairman of the Managing Board;
Elkabel — Ko EOOD, BULSTAT 102208556 - manager;

Elkabel AD, BULSTAT 102008573 — Chairman of the Managing Board;

Stal 2007 EOOD, BULSTAT 175336717 — manager;

Roncalli EAD, BULSTAT 121414945 — member of the Managing Board, Executive Director.

For Mrs. Elenka Harizanova Manova — member of the Supervisory Board (01.01.2007 — 31.12.2007):

1.
2
3
4.
5

For Mr.

Fortera EAD, BULSTAT 175194303 — member of the Board of directors;
Gama Invest AD, BULSTAT 831283821 - member of the Board of directors;
Elkabel AD, BULSTAT 102008573 — member of the Managing Board;
Varna Moda AD, BULSTAT 121063663 — member of the Board of directors;
Aidatour AD, BULSTAT 836143710 — member of the Managing Board:;

Valery Borissov Borissov — member of the Supervisory Board (15.01.2007 — 31.12.2007):

1. Elkabel AD, BULSTAT 102008573 — member of the Supervisory Board;
2. Interjus OOD, BULSTAT 831644428 — limited partner possessing 41 % of the capital.
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For Ms. Emel Guven — member of the Supervisory Board (15.01.2007 — 31.12.2007):

1.
2.
3.

Varna Moda AD, BULSTAT 121063663 — member of the Board of directors;
Elkabel AD, BULSTAT 102008573 — member of the Supervisory Board;
Gama Invest AD, BULSTAT 831283821 - member of the Board of directors.

For Mr. Lyubomir Antonov Karimansky — member of the Managing Board (03.04.2007 - 15.11.2007):

1.

2
3.
4

Sitkom OOD, BULSTAT 131456387 — limited partner possessing 75 % of the capital and manager;
Ronkalli EAD, BULSTAT 121414945 — member of the Board of directors;

Maximus Film OOD, BULSTAT 130523705 - limited partner possessing 50 % of the capital and manager;
Ex El Entertainment EOOD, BULSTAT 121131961 — sole owner of the capital and manager.

> item 5 — there are no contracts concluded on behalf of the Bank under Art.2406 in 2007;
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I1. BUSINESS ACTIVITIES OVERVIEW,

Aims and tasks solved by D Commerce Bank AD in 2007

The passed year 2007 put many challenges in front of the Management of D Commerce Bank AD. Their overcoming
required considerable efforts for finding of optimum decisions. This imposed the application of dynamic and clearly

followed strategy for protection of the interests of the sole owner and its customers.

The following directions as basic aims and tasks in front of the Management of D Commerce Bank AD during the passed
year can be outlined, and namely:

1. In 2007 the Bank continued its activity for constructing of the necessary base ensuring growing of the set out
income form its activity for the current and next years by means of expanding its branch network and opening of
new offices in Sofia and in the country.

Ensuring further financial and capital stabilization of the institution.
Many issues connected with risk management were solved during the reporting year.

Expanding the customers’ base and co-operation with other institutions.

o M 0N

Elaboration and offering of new bank services.

The Bank’s relations with companies from Trade and Services, Agriculture, Industry and Construction branches were of

substantial importance for it during the year

The Bank has directed its business strategy mainly towards:

» Increasing the number of its corporate and individual customers and of the operations volume;

» Quality and efficiency of the offered bank services as well as offering new products connected with the basic
bank operations — attracting deposits and granting of financing under different customers’ projects;

» Increasing of the credit portfolio and preserving of a good credits’ quality at the same time;

» Achieving of a good financial result by means of an optimum management of the assets and liabilities bank

operations.

Corporate Banking

The main aim of D Commerce Bank AD is to establish long-lasting mutually profitable relations with corporate customers

with sound performance and good prospects for development.

D Commerce Bank AD has corporate customers, operating in different sectors of economy, namely:
» Wholesale and retail trade with fuels, metals, construction materials, automobiles, auto-parts and tires, foods
and beverages, household goods

» Metals production
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Electric materials production
Building materials production
Machine engineering
High-technologies

Pharmacy

Construction

Chemicals

Processing of agricultural products
Wood-processing

Cattle-breeding

Transport

V V. V V V V V V V V V V

Tourism

Although credits are granted mainly for short-term financing of companies’ working capital (1-3 years), the long-term

credits for investments (above 3 years) are growing as well.

The Bank is targeting at corporate customers by offering good service, flexible tailor-made products and fast decision-

making process.

D Commerce Bank AD is the only private bank in Bulgaria with Turkish capital. Therefore the Bank has the competitive
advantage of servicing the commercial and investment transactions between Turkey and Bulgaria. The prevailing number
of customers of the Bank are fully Bulgarian companies with business activity in the country but the Bank also services

transactions of big Turkish corporations in Bulgaria.

Analysis of the Activity of Corporate Banking

1. Market environment

The activity of D Commerce Bank in Corporate Banking during 2007 continued to be carried out in a strongly competitive
environment both with respect to loans granted and to attracted funds. After the rejection of the regulatory limitations on
crediting growth the banks in Bulgaria attacked even more aggressively not only the big corporate customers but the small-
and medium-sized enterprises as well in 2007. The strong competition naturally leads to a decrease in the interest rates
under the offered loans. On the other hand the rising of the inter-bank interest rate both for EUR and BGN compensates to
a certain extent the decrease but this refers only to loans agreed-upon at a floating interest rate on the basis of inter-bank
market. Corporate customers follow strictly their interest rate expenses and companies with big contractual power react
immediately to the increasing interest rate levels and insist on re-negotiating the add-ons.

During the last quarter of 2007 the market levels of interest rates under credits started growing as a result of rising of the
minimum interest-free compulsory reserves in the Central Bank imposed as a new regulatory limitation of the general

credit expansion. As a result of this the competition in attracting deposits especially needed by banks with a high
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percentage of credits compared to their total assets intensified. Bearing in mind the comparatively slower credit deals’

negotiation and realization process, a higher profitability from the corporate credit portfolio could be expected during the

next accounting periods.

2. Credit exposures to corporate customers

The corporate loans at 31 December 2007 have increased 211% compared to 31 December 2006, the off-balance sheet
exposures under letters of guarantee and letters of credit ordered by corporate customers as of 31 December 2007 have
increased 400% compared to 31 December 2006 or the total credit exposure with corporate customers as of 31 December
2007 has increased 249% compared to 31 December 2006.

At the same time the profitability from corporate credits based on average values of submitted funds has increased
compared to the previous year from 10.03% to 10.80% and the profitability from the total number of granted credits and
issued letters of guarantee and letters of credit based on average values of submitted funds has increased compared to the
previous year from 10.84% to 12.22%. The income from interest rates, fees and commissions from corporate credits form

96.3% of the total income from loans and 64% from the total Bank’s income.

The analysis of the quality of the corporate loan portfolio shows improvement compared to 2006, the portfolio being
considerably increased with newly granted loans while the non-performing loans are immaterial and their share in the end
of 2007 has decreased to 0.03%.

From all analysed credit projects in 2007 the utilized exposures are 23%, postponed or dropped out are 34% and rejected or
lost are 43%. These data lead to the conclusion that the good quantitative and qualitative indexes for corporate loans have
been achieved with considerable efforts and cautiousness in the loan granting process. Credit deals in cities without Bank
branches were realised as well during the year due to numerous visits in different regions of the country by the Corporate

Banking team and with the participation of the high management.

In the end of 2007 a credit facility from Encouragement Bank AD at the amount of EUR 1,100 thousand was utilized. This
helps D Commerce Bank AD in granting loans to small- and medium-sized enterprises, operating in fields conformable to

the ecologic standards, at comparatively lower interest rate levels.

Trade Financing

The Bank offers modern products for trade financing to its customers — local and international companies in order to
facilitate their foreign trade operations. By means of its correspondence relations the Bank has an access to different
locations worldwide. The Bank services the needs of foreign and local companies executing different projects in Bulgaria

by issuance of letters of guarantee to governmental institutions and private companies.
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Retail Banking

Priority of Retail Banking Department was enlarging of the range of products and respectively elaboration of rules and

regulations for the separate products offered to individuals during 2007.

The Bank started offering successfully products elaborated by it and directed towards mortgage loans (purchase of real
estate, construction and finishing works, non-purpose mortgage loans) as well as loans with money deposit collateral
during the accounting 2007. The volume of loans granted to individuals has increased both for employees of companies

who receive their salaries under accounts with the Bank and for new customers.

The number of offered products has increased in 2007 and that lead to an increase in the size of the loan portfolio and of
the credit base. The size of loans granted to individuals and families at 31 December 2007 increased by almost 3 times
compared to 2006. The attracted funds from individuals and families have increased in total with 192% during the

accounting period.

Several projects with MasterCard were opened connected with issuance of mag stripe cards — Maestro, MC Standard and
MC Business, for acceptance of these cards by ATM and POS in offices of the Bank. The project for acceptance of these
cards with chip has to be finished in 2008. The design elaboration for Maestro, MC Standard and MC Business was
finished as well as the order, production and delivery of plastic bodies for those cards. Credit Card product is to be

implemented.

International cards’ management system was chosen and implemented. 10 ATM-s were delivered, 5 of them being already
installed and training of the tellers to work with them was done. POS-terminals were installed in all branches. A system for
ATM communication monitoring was built. A contract with CCB for servicing payments with Visa Cards on ATM was
signed. A procedure for choosing a bank for servicing of payments with international cards at tradesmen of the Bank was

started and it has to be finished during the current year.

The efforts of Retail Banking for 2008 will be directed mainly towards:

» Bank loan portfolio expansion and keeping the good quality of granted loans with the objective of increasing the
market share and using the free potential for sales and servicing;

» Increasing borrowed funds through offering of new products regarding liabilities bank operations — opening and

servicing time and demand deposits;

Increasing the number of customers who are receiving salaries with D Bank accounts;

Promotion of bill payment services;

Promotion of Credit Card products;

Replacement of national debit cards with international ones;

YV V VYV V V

Installation of ATM and POS terminals at new branches;
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» Acceptance of card payments at merchant location;

» New products development.

Treasury Activities

The Treasury has three main areas of activity: money market, foreign exchange (FX) transactions, fixed income portfolio
management and bond trading. The wide range of local and international counterparts enables the prices and quotations
given to the clients to be very close to market levels. The Bank trades mainly in the following currencies: BGN, EUR,
USD, CHF. GBP, TRY.

The primary target of the Treasury is to secure the liquidity of the Bank. The Bank did not experience shortage of funds in
2007. This result was achieved through a good management of cash flows and due to increased deposits from individuals
and companies. In addition, the Bank has signed agreements for counterpart-banking limits with other financial institutions
sufficient to meet eventual need for funds. The management of liquidity is related to the Minimum Reserve Requirements
of Bulgarian National Bank and D Commerce Bank AD strictly follows the rules and maintains always the required
amounts.

Another major activity is bond trading. Since July 2002 D Commerce Bank has been approved several times by the
Ministry of Finance for Primary Dealer of Bulgarian Treasury. The Bank has been meeting strictly and successfully the
criteria for Primary Dealership during 2007. The Bank keeps its own portfolio in BGN denominated bonds, which is a base
for numerous retail oriented products such as REPO deals, etc. For the period February —April 2007 the Eurobonds
portfolio was built-up with the series of purchases on the OTC market. The face value of the portfolio reached EUR 32.5
million. The fall of the prices during the second half of the year resulted in negative revaluation of the portfolio despite of

the executed additional operations with derivative instruments for minimization of the losses from revaluation.

Information Technologies Development

Internet banking - D Commerce Bank AD has been offering Internet banking to its customers since August 2003 and
continuously improves the quality of the service satisfying the increasing customer requirements. The service offers
international access to banking products and improves the flexibility of the offered services. The customers have more
actual and richer information everywhere. By now we have raised the security level of the service and the connection
capacity of the Bank to Internet in order to achieve faster and high quality service.

Unified network system — the Bank has always tried to improve the possibilities for optimum connection between the
separate structural units and the Head Office in its activity. The final result of this purposeful activity results in improving
not only the communication but in a better customers’ servicing with a minimum influence of the geographic location of
individual Bank structural units.

Backup lines via ISDN Dial-Up were made to ensure continuous work of the branches with customers.

10
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POS Terminals - The Bank offers to its customers POS terminals. This service offers to our customers an easier way to
direct the cash flow directly to their bank accounts. Totally 12 POS terminals were installed in the separate structural units
of the Bank and at some of its basic customers.

ATM terminals — ATM terminals were firstly installed in May, 2007 the total number of installed ATM-s till the end of
2007 being 8. We plan the total number of ATM-s in 2008 to reach 20.

The official web-site of the Bank ensures connection with the informational system.

The Bank finished the introduction of SWIFTNet FIN Phase 2 in 2007.

Correspondent Relationships

The Bank executes transfers in all basic foreign currencies including TRY, the TRY transfers being directly executed via
the respective correspondence banks in Turkey.

The correspondent network of D Commerce Bank AD covers 80 domestic and foreign banks. The Bank has opened Nostro
accounts in foreign currency as follows:

EUR Commerzbank, Frankfurt USD Citibank NA, New York
DHB, Rotterdam American Express Bank, N.Y.
American Express Bank, Frankfurt DHB, Rotterdam
Dresdner Bank, Frankfurt Fortis Bank, Istanbul
ING Bank, Sofia Branch Commerzbank, Frankfurt
Fortis Bank, Istanbul Bankpozitif Kredi ve Kalkinma Bankasi, Istanbul
Bankpozitif Kredi ve Kalkinma Bankasi,
Istanbul
GBP Citibank N.A., London TRY Fortis Bank, Istanbul

Bankpozitif Kredi ve Kalkinma Bankasi, Istanbul

11
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The business of the Bank during the financial year 2007 developed in an environment of increased requirements and

business conditions in Bulgaria after its accession to the EU. The environment was also characterized by a high level of

competition on the bank services market, a continuing trend for consolidation of the banking sector as well as serious

economic and political changes and dynamics in the relationship with the Balkan region countries. In 2007 the Bank

reported growth of the active bank operations in the field of corporate bank financing, retail banking and investment

banking through enlarging of the branch and office network in Sofia and the rest part of the country. At the same time these

operations are mainly financed with a sufficient amount of the attracted funds from customers (companies, individuals and

other financial institutions) at securing of a comparatively good profitability. Therefore, the Bank reports profit form its

operations for 2007.

BALANCE SHEET

Total assets increased by BGN 23,273 thousand, which is 11.68% in comparison with 2006.

Balance sheet of D Commerce Bank AD for 2007

In BGN’000 31 Decenzl(l))(e;; o, 31 Decenzl(l))(e;; o, gr(i)rrv:/l:
ASSETS

Cash and balances with Central Bank 27,320 12.28% 16,276 8.17% 67.85%
Due from banks 18,603 8.36% 119,743 | 60.09% | -84.46%
Securities held-for-trading 2,364 1.06% 1,960 0.98% 20.61%
Securities available-for-sale 82,048 36.87% 12,192 6.12% | 572.97%
Loans and advances to customers 79,509 35.73% 36,963 18.55% | 115.10%
Receivables from repo-agreements 11,170 5.02% 11,311 5.68% -1.25%
Property and equipment 1,201 0.54% 647 0.32% | 85.63%
Intangible assets 71 0.03% 55 0.03% | 29.09%
Other assets 246 0.11% 106 0.05% | 132.08%
Deferred tax ssset 11 0.00% 17 0.01% | -35.29%
Total assets 222,543 100.00% 199,270 | 100.00% | 11.68%
LIABILITIES

Due to banks 5 0.00% 644 0.32% | -99.22%
Due under subordinated term debt 10,025 4.50% 0 0.00%

Due to other customers 178,962 80.42% 178,192 89.42% 0.43%
Liabilities under repo-agreements 8,080 3.63% 0 0.00%

Other borrowed funds 2,163 0.97% 0 0.00%

Other liabilities 2663 1.20% 768 0.39% | 246.74%
Total liabilities 201,898 90.72% 179,604 | 90.13% | 12.41%
Issued share capital 20,000 8.99% 20,000 | 10.04% 0.00%
Reserves 645 0.29% -334 -0.17% | 293.11%
Shareholders’ equity 20,645 9.28% 19,666 9.87% 4.98%
Total liabilities and shareholders’ equity 222,543 100.00% 199,270 | 100.00% 11.68%

12
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Placements with Banks / Loans and Advances to Banks

The placements with banks at 31 December 2007 amount to BGN 18,603 thousand or 8.35% from all assets of the Bank
representing a decrease both as absolute amount and as relative weight compared to 2006. At a reported level of BGN
119,743 thousand for 2006, in 2007, as it was mentioned, a re-structuring in the direction of more profitable assets,
basically loans and securities held-for-trading, was made. The placements with banks include deposits placed with banks in
the country and abroad, coverage under submitted lines for issuing letters of credit, margin accounts with brokers. These
funds are placed for a short-term period and they secure the high liquidity of the Bank. All deposits are placed with banks
with assigned credit rating and they are in compliance with the approved by the Bank limits.

Considering the potential of the Bank and the possibilities for current liquidity management using suitable instruments with
the purpose of liquidity risk minimizing we expect the inter-bank deposits in 2008 to have a relatively constant character at
a clearly expressed trend of an absolute and relative keeping of the levels compared to 2007 within the total volume of the
Bank assets.

Loans and Advances to Customers

The relative share of the loans granted to customers in the Bank ‘s Balance Sheet at 31 December 2007 is 35.73% of all
bank assets and their carrying amount is BGN 79,509 thousand. As a comparison in the end of 2006 the loan portfolio was
BGN 36,963 thousand or only 18.55% of the bank assets at this date.

Corporate business loans remains the main sphere of business. The multitude of tailor-made loan products and solutions
offered to the Bank’s customers has led to an increase in the loans to private companies. D Commerce Bank AD offers the
possibility for approving multi-purpose credit facilities, including cash and non-cash credit lines, investment loans, as well
as multi-purpose loans to fully benefit our customers' particular needs. At the same time, D Bank’s priority throughout
2007 continued to be risk management based on the improvement of the entire model including identification,
measurement, monitoring and control of risk exposures.

The sector analysis shows that the Bank targets at lending in the sphere of profitable business (in the sphere of trade,
services and construction), which guarantees regular repayment of the debts and supports the competitive level of the
Bank.

The quality of assets is high. The regular loans under Ordinance 9 are 99.64% from the total amount of loans granted at 31
December 2007 at amortized cost (before impairment). The coverage of the portfolio at 31 December 2007 with provisions
for covering the loss and impairment risk is 0.72% compared to 0.975% in the end of 2006 because of the considerable

increase of the loan portfolio and the granting of new loans that are regularly serviced during the first year.

Financial Assets Held-for-trading

13
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They are acquired principally for the purpose of short-term selling and gaining income for the Bank. They include short-

term and long-term treasury bonds in BGN and Euro bonds of Republic of Bulgaria. In general their size increased
considerably compared to the level from 2006 which lead to an increase of their relative share in the total amount of the
assets to 36.87% (at a reached level of 6.12% from the total assets for 2006). The portfolio is currently measured at fair

value and gains or losses arising from changes in the fair value are currently included in the income statement.

Financial Assets Available-for-sale

The financial assets classified in the available-for-sale portfolio include securities held for an indefinite period of time that
can be sold when additional liquidity is needed, in case of change of the interest rates, exchange rates or changes in the
capital income. Their size in 2007 kept the level of 2006 at keeping of their relative share in the total size of the Bank
assets. They include BGN 10,095 thousand government securities of the Republic of Bulgaria denominated in national
currency and long-term government securities of the Republic of Turkey denominated in EUR with an equivalent of BGN

1,069 thousand. BGN 6 thousand in shares of non-financial enterprises are included in the portfolio as well.

The average yield of bonds denominated in EUR is 3.62% while these in BGN - approx. 2.57%. The subsequent
measurement of this portfolio is at fair value while gains or losses arising from changes in the fair value are recognized
directly as a separate equity component and do not affect the current financial result until the securities are not being sold

(matured).

Due to Customers and Other Financial Institutions

During the accounting period D Commerce Bank focused its efforts mainly on the deposit base increasing. In this
connection new deposit products were elaborated and the interest rates under standard deposits were increased. The Bank
management aims to continue its efforts for development and renewal of the products and services for keeping and
expanding the number of customers submitting their free funds to the Bank. This will secure financing of the increasing

credit portfolio and of the other investment activities.

The table below shows the deposits change in volume and structure at 31.12.2007:

DUE FROM 31 December as % | 31 December as % | Increasein| Increase in
CUSTOMERS 2007 2006 amount %
In BGN’000

Individuals

- Time deposits 9,036 5.05% 4,417 2.48% 4,619 104.57%
- Current accounts 1,727 0.97% 370 0.21% 1,357 366.76%
- Saving accounts 4,598 2.57% 2,714 1.52% 1,884 69.42%
Private companies

- Time deposits 19,086 10.66% 32,670 18.33% (13,585) -41.58%
- Current accounts 144,515 80.75% 138,021 77.46% 6,495 4.71%
Total 178,962 | 100.00% 178,192 | 100.00% 770 0.43%
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INCOME STATEMENT

The Bank’s total profit from operations before taxes amounts to BGN 1,251 thousand. The net profit after taxes amounts to
BGN 1,121 thousand. Net income for year 2007 has increased by 119% compared to year 2006 but it does not reach the
planned amount according to the budget for 2007. The actual execution is 77%. The basic circumstance that led to the
earning of a smaller profit for 2007 compared to the budget is due to a substantial decrease in the market prices of

Bulgarian Euro-bonds that form the main part of the Bank’s trade portfolio.

Income statement of D Commerce Bank AD for 2007

In BGN’000 2007 2006 | Increasein| Increase in
amount %
Interest and other similar income 10,756 5,429 5,327 98%
Interest expense and other similar charges (4,228) (1,483) (2,745) 185%
Net interest and other similar income 6,528 3,946 2,582 65%
Fee and commission income 1,912 1,664 248 15%
Fee and commission expense (114) (100) (14) 14%
Net fee and commission income 1,798 1,564 234 15%
Gains less losses from dealing in foreign currencies 340 495 (155) -31%
Gains less losses from dealing in securities held-for-trading (1,459) (490) (969) 198%
Other operating income 5 - 5
Total income from bank operations 7,212 5,515 1,697 31%
Loan impairment (losses)/ reversals (215) 39 (254) -651%
General administrative expenses (5,746) (4,946) (800) 16%
Profit from operations before taxes 1,251 608 643 106%
Income tax expense (130) (95) (35) 37%
Net profit for the year 1,121 513 608 119%

Interest income and expense is recognized in the income statement as it accrues, taking into account the effective yield

of the asset or an applicable floating rate.

The table bellow represents the changes in interest income and expenses during the compared periods:
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NET INTEREST AND 31 Dec 2007 31 Dec 2006 Increase in increase
OTHER SIMILAR INCOME amount | /decrease in
%
In BGN’000
Interest and similar income arises from:
Placements with banks 1,148 671 477 71%
Loans and advances to customers 6,427 3,690 2737 74%
Securities held-for-trading 2,645 632 2013 319%
Securities available-for-sale 431 371 60 16%
Amounts receivable under repo-agreements 105 65 40 62%
10,756 5,429 5327 98%
Interest expense and similar charges arises from:
Due to banks (37) (68) 31 (46%)
Subordinated term debt (401) 0 (401)
Due to customers (3,467) (1,399) (2,068) 148%
Amounts due under repo-agreements (312) (16) (296) 1850%
Other borrowed funds (11) 0 (11)
(4,228) (1,483) (2,745) 185%
Net interest and other similar income 6,528 3,946 2,582 65%

The increase of the volumes of lending transactions and deposit base lead to increase of the relevant interest income and
expenses. The growth of the net interest in comparison to 2006 is 65%, upon keeping of the average interest margin from
the previous year. The decrease related with the trading instruments in 2007 as well as in 2006 is connected with their
current yield and the decrease of their market quotations during the year mainly because of the enlarging of the liquidity

crisis at the world financial markets and the increase of the risk premium of the country.

Net Fee and Commission Income

The total commission income increases in comparison to 2006 by 15%. The biggest relevant share being the one from
commissions income from letters of guarantee and letters of credit, cash operations and money transfers. The commissions
expenses have increased by the same rate — 14%, mainly in the part of fees for securities under fiduciary management or
submitted as collateral, the expenses for delivery of cash money, fees and commissions for servicing of correspondence
accounts with banks. The rate of increase of income from fees and commissions exceeds the rate of granted loans and
advances to customers as far as loan management fees are a part of the effective interest rate income under submitted

instruments. They are not included in the income amount from fees in the financial statement for the two years.

Net Income from Dealing in Foreign Currencies

The net income from dealing in foreign currencies and revaluation of currency availabilities is BGN 340 thousand and it

decreases by 31% compared to 2006 mainly as a result of decreased turnover from that type of deals with customers.

Net Income from Trade Operations

16



D Commerce Bank AD

Annual Reports on the Business Activity

for the year 2007

It includes gains and losses, arising from disposals and changes in the fair value of financial assets and liabilities held-for-

trading. The significant decrease of this income is due to the decrease of the market quotations of Bulgarian securities
compared to 2006 while the booked resultant loss on revaluation amounts to BGN 1,587 thousand. This loss influences

impacts the financial result of the Bank for the year.

General Administrative Expenses

They include personnel cost, impairment and amortization, rents of offices, guard, communications cost, marketing and
other overhead and administrative costs as well as annual premium installment in the Guarantee Fund. The total expenses
in 2007 increase by 16% compared to 2006 and it amounts to BGN 5,746 thousand (2006 — BGN 4,946 thousand).

The expenses’ increase is due mainly to the expenses connected with the new structural units of the Bank and the inflation
in 2007.

Loan Impairment and Uncollectibility Losses

Expenses on loan impairment are accounted to the amount of BGN 566 thousand in 2007. At the same time BGN 351
thousand were refunded from previous loan impairment for loans with no more need to be impaired as a result of
repayment, maturity or improvement of the position of separate loans. The net change of impairment is an increase by
BGN 215 thousand mainly due to the growth in newly granted loans in 2007 and not to worsening of the portfolio quality

as far as the refunded impairments in 2007 correspond to the impairment size in the end of 2006.

Income taxes
The corporate tax rate applicable when determining the size of the due income tax on the taxable profit for 2007 is 10%

(2006 — 15%). The income tax for the year includes BGN 140 thousand current tax and BGN 10 thousand tax benefit

connected with occurrence and return manifestation of temporary differences.
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EQUITY
The total equity of the Bank amounts to BGN 20,645 thousand, or 9.28% from the total balance sheet value.

The equity structure at the end of 2007 is described bellow:

STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2007

In BGN’000 Share Statutory Revaluation Retained Total
capital reserves reserve - FA earnings

Balance at 1 January 2006 20,000 88 27 (790) 19,325

Net profit for the year - - - 513 513

Unrealised revaluation gains from FA -

available-for-sale - - (188) (188)

Effect of deferred taxes on items directly taken - - 16 - 16

to equity

Balance at 31 December 2006 20,000 88 (145) 277) 19,666

Net profit for the year - - - 1,121 1,121

Unrealised revaluation gains from FA

available-for-sale - - (142) - (142)

Effect of deferred taxes on items directly taken - - - - -

to equity

Balance at 31 December 2007 20,000 88 (287) 844 20,645
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CASH FLOW STATEMENT
for the year ended 31 December 2007

In BGN’000

Cash flows from operating activities

Profit before taxes

Revaluation of securities held-for-trading
Loan impairment and uncollectibility losses
Depreciation/amortization

Net book value of assets written-off

Cash flows from operating activities before changes in working
capital

Changes in assets and liabilities, participating in operating activities:
Increase in mandatory reserve deposit at the Cental Bank

Decrease in amounts due from other banks

Increase in receivables from repo-agreements

Increase/ (decrease) in securities held-for-trading

Increase in loans and advances to customers
(Increase)/decrease in other assets

(Decrease)/ increase in amounts due to banks

Increase in amounts due under repo-agreements
Increase in borrowed funds from customers

Decrease in amounts due to customers on borrowed securities
Increase/ (decrease) in other liabilities
Net cash flows (used in)/from operating activities before income taxes

Income taxes paid
Net cash flows (used in)/from operating activities

Cash flows from investing activities
Purchase of equipment and computer software
Purchase of securities available-for-sale

Sales/maturity of securities available-for-sale

Net cash flows used in investing activities

Proceeds from long-term borrowed funds
Proceeds under subordinated term debt agreement

Net cash flows from financing activities

Net (decrease)/increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

D Commerce Bank AD
Annual Reports on the Business Activity

for the year 2007

2007 2006

1,251 608

1,587 509

215 (39)

311 484

5 5

3,368 1,567

(7,996) (8,979)

2,620 138

(404) (2)

(71,443) 23

(42,761) (467)

(253) 64

(639) 5

8,080 -

770 116,771

- (1,285)

1,895 (1,769)

(106,763) 106,066

(12) (69)

(106,775) 105,997

(885) (148)

1 (8,470)

- 2,116

(886) (6,502)
2,163 -
10,025 -
12,188 -
(95,472) 99,495
119,559 20,064
24,087 119,559
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BANK REGULATORS

In compliance with the requirements of the banking legislation effective in Bulgaria and the instructions of the Bulgarian
National Bank (BNB) in its capacity of a Central Bank, D Commerce Bank AD shall observe certain restrictions related to

the following ratios:

Total capital adequacy ratio

The Bank calculates its total capital adequacy ratio as a percentage of its net capital base to the total risk weighted assets.
The capital base includes the registered share capital, the Reserve Fund and the other reserves up to a particular amount.
The total risk weighted assets include the balance sheet and off-balance sheet exposures (items), weighted in accordance
with their risk level. The reported capital adequacy ratio level as at 31 December 2007 is 21.95 % (2006: 26.82 %). The
minimum capital adequacy ratio required by law is 12 %.

Minimum share capital

As at 31 December 2007, the Bank's share capital is BGN 20,000 thousand (2006: BGN 20,000 thousand) and it meets the
Central Bank (BNB) requirements for a minimum capital of BGN 10,000 thousand.

Other regulatory ratios

Capital base to open foreign currency positions - the maximum ratio is up to 30% for all foreign currency positions and

respectively, up to 15% for each foreign currency positions with the exception of those in EUR;

Capital base to large risk exposures - the total amount of all large loans shall not exceed 8 times the Bank's capital base.

The exposure to a borrower or related parties shall not exceed 25% of the Bank's capital base.
Liquid assets to net cash flows - the Central Bank (BNB) monitors the amount and composition of banks' liquid assets and
where necessary, determines minimum liquidity ratio for each separate bank, which shall be reached within a defined term

as a percentage of the liquid assets to the funds attracted;

Capital base to the amount of property, equipment and shares in non-financial institutions - the investments shall not

exceed the Bank's capital base while only those in property and equipment may amount up to 50% of the capital base.

As at 31 December 2007, the Bank has complied with all regulatory requirements of the Central Bank and the Bulgarian

legislation.
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BASIC RATIOS
RATIOS 2007 2006

Return of assets (ROA) 0,60% 0,57%
Return of Equity (ROE) 5,70% 2,59%
Operating expenses ratio 3,28% 5,60%
Ratio commissions/operational expenses 31,29% 31,62%
Expenses/Income ratio 79,67% 89,69%
Average annual interest margin 4,45% 4,41%
Average gross interest bearing assets/ Average gross assets 88,51% 86,23%
Total capital adequacy ratio (min 12%) 21,95% 26,82%
Capital adequacy of primary capital 14,63% 27,03%
Ratio of liquidity 59,71% 74,54%

IV. PLANS FOR DEVELOPMENT

In 2008, D Commerce Bank AD shall continue its activities towards forming of a group of customers ensuring them the

full range of the necessary banking services they require and submitting them quickly and efficiently.

The corporate sector of Bulgarian and foreign customers remains our priority and we offer them a full range of banking

services.

The deposit base of the Bank is expected to increase in comparison with year 2007 on an average base by 30%.

The set targets are that the growth of loans and investment banking shall exceed the growth of deposits in order to optimize

the assets structure and to increase the financial result.

Lending will remain the main part of the Bank’s business. In case of creating good and reliable credit portfolio, the benefits
for the bank will be visible not only in 2008, but in the following years as well. Our goal is to reach a loan portfolio of
BGN 128 million by 31 December 2008, including Retail Banking Department that will increase the lending volumes from
BGN 3.7 to BGN 9 million by the end of 2008.

The achievement of the above mentioned results are inseparable part of the programme for development of the Bank during

the coming five years (up to 2013) a plan that is in a process of updating.

According to the programme, the Bank will dispose of 26 structural units with 195 employees by the end of 2008. It is
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expected new structural units to be opened in Sofia, Rousse, Yambol, Kardjali, Shoumen, Razgrad, Targovishte, Dobritch

and Silistra.

For starting up of the new structural units an amount within the framework of BGN 1,200 thousand for investment
expenses will be spent as well as up to BGN 1,000 thousand incremental costs connected with reconstruction and adapting
of the rented premises. The expenses by economic elements are expected to reach BGN 8,500 thousand in the end of the

year.

In order that the necessary preconditions for the successful starting up of the new structural units are created, as well as for
keeping the bank staff at the required professional level the amount of BGN 98 thousand, VAT excluded, for training is
foreseen to be spent during the year. The aim is by motivating staff and by a continuous increase of its qualification

conditions for increasing the efficiency from the Bank’s activity as a whole to be created.

The expenses on advertising are planned to the amount of BGN 400 thousand for the whole year and this will allow

promotion of the newly competitive services offered by the Bank and they will reach the customer faster.

The expectations are that during the year the attracted for servicing new customers — companies will exceed 850, the
number of individuals — customers of the Bank increasing as a priority. It is expected that the Bank will service within
7500 — 8000 customer’s accounts by the end of 2008.

The aim is that in the end of 2008 the Bank will work as a unified structural mechanism and will become a stable profit

unit.

A strategy for development of the Bank until 2013 is being elaborated. It is based of an increase of borrowed capital,
elaboration and introduction of new products ensuring an intensive development, execution of organizational and structural
changes, expanding the joint activity with other companies and organizations, expanding the regional presence of the Bank

in the country, etc.

The aims that have to be achieved through these years are being particularized at the moment. The segment in which the
activity of the Bank should be directed is determined as well as the share that has to be achieved. The organization thus
created will allow passing to a new stage of development by introducing of modern banking technologies and a high

servicing level that will lead to attracting of new customers and increasing of the income in the future.

Bearing in mind the economic situation in Bulgaria, the Bank Management will have the goal to raise the efficiency of
liabilities management. This, combined with optimization of the assets structure and quality, will allow even during the

current year the strategy for efficient management of the Bank to be realized in practice.

The activity of D Commerce Bank AD will be mastered in the future in accordance with the changes of the particular

economic conditions in Bulgaria with the purpose of reaching the planned indexes and tasks.
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V. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

In the ordinary course of its business activities, the Bank is exposed to a variety of financial risks the most important of
which are market risk (including currency risk, risk of a change in the fair value and price risk), credit risk, liquidity risk
and risk of interest-bearing cash flows. The general risk management is focused on the difficulty to forecast the financial
markets and to achieve minimizing the potential negative effects that might affect the financial results and position of the
Bank. The financial risks are currently identified, measured and monitored through various control mechanisms in order to
establish adequate prices for Bank services and type of products and the borrowed thereby funds, as well as to assess
adequately the market circumstance of its investments and the forms for maintenance of free liquid funds through
preventing undue risk concentrations. The Bank manages its commercial transactions according to the type of risk involved

and on the basis of the categories of trading instruments held.

Risk management structure

The main units, which are directly responsible for risk management in the Bank are as follows:
Supervisory Board — performs overall supervision of risk management;

Management Board — responsible for the overall risk management approach and for approving risk strategies and
principles;

Assets and Liabilities (Liquidity) Committee — analyzes the current position of the Bank, monitors the liquidity-related risks
and the market of financial instruments and proposes specific measures in case of variance from the set limits;

Credit Committee and Provisional Council — current analysis of credit transactions from the perspective of credit risk
management;

Executive Directors — they exercise operating control over the maintenance and observance of the set limits for the
particular types of risk.

The Central Bank exercises additional surveillance on risk management in the Bank by requesting periodical reports and
subsequent control on the observance of the regulatory set maximum exposure levels to particular types of risk.

Measurement and management of major risks
The management of the Bank has approved various internal rules and methods for risk measurement mainly based on

statistical models or historical experience.

Controlling and managing risks is primarily performed based on limits established by the Bank by type of operation. These
limits reflect the strategy and market position of the Bank as well as the level of risk Bank defines as being acceptable for
its operations.

Reports on the specific types of risks are periodically prepared for the purposes of subsequent analysis and possible
adjustment of already set limits by individual transactions and deals.
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1. Credit risk

Credit risk is the risk that the customers/counterparts will fail to discharge their contractual obligations in full and on time.

The management of the specific credit risk is performed by the Provisional Council of the Bank and is supervised by the
Management Board. The credit risk management function ensures that appropriate policies are established and its
compliance with the related credit monitoring procedures and controls for monitoring of each type of credit exposure.

Exposure to credit portfolio risk is managed through regular analysis of the ability of borrowers to meet principal and
interest repayment obligations and by mechanisms of establishing lending limits as appropriate. Exposure to credit risk is
also reduced in part by obtaining different types of collateral.

The primary purpose of the instruments in the form of guarantees and letters of credit is to ensure that funds are available
to a customer as required. Guarantees and letters of credit, which represent irrevocable commitments that the Bank will
make payments in the event that a customer cannot meet its obligations to third parties, and carry the same credit risk as
loans. Documentary and commercial letters of credit, which are written undertakings by the Bank on behalf of a customer
authorising a third party to draw drafts on the Bank up to a stipulated amount by observing specific terms and conditions.
They are collateralised by a definite quantity of goods and therefore carry less risk than a direct borrowing.

Commitments to extend credit represent undrawn portions of authorisations to extend credit in the form of loans,
guarantees or letters of credit. With respect to credit risk on commitments to extend credit the Bank is potentially exposed
to loss in an amount equal to the total undrawn commitments. However, the likely amount of loss is less than the total
unused commitment since most commitments to extend credits are contingent upon customers maintaining specific credit
standards. The Bank monitors on a current basis the utilization periods of credit commitments because longer-term
commitments generally have a greater degree of credit risk than the shorter-term commitments.

Maximum exposure to credit risk

The exposure to credit risk attributable to financial assets recognised in the balance sheet is as follows:

In BGN’000 2007 2006

Financial asset

Cash and balances with the Central Bank

27,320 16,276

Due from banks 18,603 119,743
Due from repo-agreements 2,364 1,960
Securities held-for-trading 82,048 12,192
Loans and advances to customers 79,509 36,963
Securities available-for-sale 11,170 11,311
221,014 198,445
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The exposure to credit risk attributable to off-balance sheet contingent commitments is as follows:

Bank guarantees and letters of credit

Undrawn authorised loans

Maximum credit risk

Credit risk concentration
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35,739 8,928
14,682 8,989
50,421 17,917
271,435 216,362

The management of the Bank currently monitors the credit risk of financial assets concentration both by industry sector and

by individual counterparts based on approved limits. They are defined as follows:

1. Total limit to bank-counterpart — determined on the basis of the official rating of the bank assigned by an
internationally recognised credit rating agency. It includes limits of the following types of transactions: deposit

limit, forex limit, trade/portfolio limit.

2. Internal rating of countries and bank counterparts — determined on the basis of developed by the Bank
Methodology for Defining of the Internal Rating of Countries and Banks Counterparts through assessement of

their financial position.

3. Limit for maximum exposures to a single person or economically related parties — it is determined with respect
to credit exposures to customers — non-financial institutions within the meaning of Art. 44, para 2 of the Credit

Institutions Act.

Any excess beyond a defined limit by up to 25% while observing the framework of the total bank limit for a particular
bank is approved by two Executive Directors. Any excess beyond a defined limit by over 25% while observing the
framework of the total bank limit for a particular bank is approved by the Management Board of the Bank.

The regulatory limits and the internal bank limits for maximum exposures to a single person and economically related

parties, including to banks counterparts, are assessed and analysed periodically.

The total credit exposure to a separate industry sector as a percentage of the total credit portfolio is monitored periodically

and discussed by the Management Board of the Bank.

The table below presents data on Bank’s financial assets (loans and receivables, held-to-maturity financial assets — at
amortised cost, available-for-sale financial assets — at net book value), classified by industry sector/branch of economy:

Sectors/branches
In BGN’000

Due from governments

Trade and services

Cash on hand and with the Central Bank
Construction

2007

93,212
34,886
27,320
26,892

2006

23,499
20,657

16,276
4,843
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Financial activities/services 20,569 121,707
Production 10,151 9,756
Loans and other amounts due from individuals 4,845 1,519
Transport and communications 3,520 144
Agriculture and forestry 193 300
Insurance and leases 5 108

221,593 198,809

In 2007, the structure of risk exposures by industry sector/branch was changed. The concentration of financial instruments
representing receivables under loans granted to customers and investments in government securities held-for-trading is
larger compared to the concentration of amounts due from other banks, characteristic for the end of year 2006.

In addition, there is a risk for the Bank of more significant concentration of credit risk (balance and off-balance sheet)
under loans in the sectors of trade and services and construction. The increased concentration of loans in the construction
sector compared to prior years is due to the intensive development of this sector and the search of additional bank funding
of various investment projects on the part of construction firms. The risk is controlled through an initial analysis of each
individual investment project and a requirement for high quality collaterals as well as through current monitoring of the
execution of each stage of the project for which the Bank has granted a loan.

Credit quality and amounts due from banks and customers

The Bank has introduced internal rules for creditability assessment by individual counterparty. The assessment is based on
a methodology, which covers financial information and data on the provided collaterals. All corporate loans are granted to
private entities while both the consumer and residential loans of physical persons are collateralised. The accepted
collaterals are mainly blocked funds in customers; accounts with the Bank, real estate mortgage — houses, trade and
production buildings, hotels, etc., pledge of movable property insured in favour of the Bank — mainly stocks of goods and
materials, motor vehicles, trade receivables, pledge of securities. In addition, the customers are requested to sign
promissory notes or to provide guarantees from third parties.

The Provisional Council of the Bank performs a monthly analysis of the risk exposures from the perspective of delay in
their servicing and change in the financial position of borrowers. The financial information provided by customers is
analysed on quarterly basis. The execution of investment and construction projects as well as the withdrawal of loan
amounts are subject to current monitoring. The provided collaterals are reviewed and revised periodically, but not less than
once per year.

The exposures originating in relation to corporate loans and loans granted to individuals are subject to analysis for
impairment on individual basis and classified in four risk groups on the basis of current servicing of loans and judgment of
borrower’s solvency.

As at 31 December 2007 the amount of allowances for loan impairment increases as result mainly from the increase of the
portfolio and the newly granted loans during the year, but not from worsening of its quality.
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2. Market risk

Market risk is the risk of adverse movements in the level of interest rates, in the rate of exchange between currencies and
the market price of securities and other financial instruments. Accordingly, these movements may affect the Bank's
profitability.

The Bank manages the financial instruments owned thereby considering the changing market conditions. The market risk
exposure is managed by following risk limits as determined by Bank’s management through purchase-and-sale of financial
instruments or through opening an compensation position for risk hedge.

2.1. Interest risk

The banking activity leads to continuous maintenance of positions sensitive to the movement of market interest rates,
which impacts its financial position and cash flow dynamics. Interest risk arises from the possibility that changes in total
market interest levels may potentially impact net interest income or net interest margin (being the difference between gross
interest income and gross interest expense) and the market value of equity.

Interest rates on assets and liabilities denominated in BGN are based on the movements of the basic interest rate as
determined by the Central Bank (BNB). Interest rates on assets and liabilities denominated in BGN are based on the
quotations of the European Central Bank.

In the case of floating rate assets and liabilities the Bank is also exposed to risk of changes in basic interest points, which
serve for determining interest rates as the difference in the characteristics of floating interest indices, such as basic interest
rate and six months LIBOR and different interest rates. Risk management activities are aimed at optimizing net interest
income, and achieving market interest rate levels consistent with the Bank’s business strategies.

Risk management procedures are related to the current maintenance of a reasonable interest margin between the applicable
interest rates for borrowings and to active bank transactions and are applied in the context of Bank’s sensitivity to interest
rate fluctuations.

In order to determine interest rates on loans and amounts due from non-financial institutions, the Bank has introduced
separate rules for its customers as follows:

- for loans granted to individuals — basic interest rate determined under an approved internal method;

- for corporate customers interest rates are based on market levels of interest rates by individual type of currency
and they are more or less floating.

The Bank monitors continuously interest rate movements in foreign currencies, the mismatch in interest rate levels and in
the maturity structure of its assets and liabilities. It also monitors the price changes and the yields of traded government
securities. Interest risk is actively monitored by the Analyses, Risk Management and Liquidity Departments to ensure
compliance with market risk limits. Assets and Liabilities (Liquidity) Committee currently monitors interest risk to which
the Bank is exposed and takes decisions for interest rate changes.
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The analysis of the interest risk of the financial assets and liabilities of the bank and their sensitivity against the changes of

the interest rates are disclosed in Note 32.2.1 of the Annual Financial Statements.

2.2. Currency risk

Currency risk is the risk of impact of fluctuations in the prevailing foreign currency exchange rates on the Bank's financial
position and cash flows as a result of open currency positions. The net exposure in each currency is constantly monitored
by Bank’s management and the Capital Market and Liquidity Directorate as well as by the members of the Assets and
Liabilities Committee.

The Bank is exposed to currency risk when performing transactions with financial instruments denominated in foreign
currency. After the introduction of the Currency Board in Bulgaria, BGN is fixed to the EUR. Therefore, there is no open
currency risk related thereto and only the movements of the exchange rate of BGN to the currencies outside the Eurozone
affect the figures in the financial statements.

Currency risk is the risk of adverse impact of fluctuations in the prevailing foreign currency exchange rates on the Bank's
financial position and cash flows. The net position in any currency is monitored on a continuous basis by Capital Markets
and Liquidity Directorate. Following the policy of the Bank, the major part of the its assets and liabilities are denominated
in EUR or in BGN. In addition, the Bank does not perform significant operations and does not hold open positions in
currencies other than the EUR.

The Capital markets and Liquidity Directorate manages Bank’s assets and liabilities within the set limits in order to achieve
the set objectives and figures for return on investments. The amount of open currency position of the Bank (by individual
currency) is monitored on daily basis and the necessary measures are undertaken to minimize the risk of changes in
exchange rates. The analyses show that the Bank is exposed to minimum currency risk because it maintains limited daily
open exposures of the different type of currencies other than EUR, which has a fixed exchange rate to BGN.

2.3. Liquidity risk

Liquidity risk is the risk that the Bank is unable to meet its current and potential payment obligations as and when they fall
due without unacceptable losses.

The Bank's business requires a stable flow of funds both to replace existing deposits as they mature and to satisfy demands
of customers for additional borrowing. Undrawn borrowing facility commitments and the level of outstanding contingent
obligations are taken into consideration in managing Bank's liquidity.

The matching and controlled mismatching of the maturities and interest rates of assets and liabilities is fundamental to the
management of the Bank’s liquidity. It is unusual for banks ever to be completely matched. An unmatched position
potentially enhances profitability, but also increases the risk of losses. The maturities of assets and liabilities and the ability
to replace, at an acceptable cost, interest-bearing liabilities as they mature are important factors in assessing the liquidity of
the Bank and its exposure to changes in interest rates and exchange rates. To manage this risk, the Bank maintains at all
times highly liquid assets in different currencies. The overall liquidity control and monitoring are performed by the Bank's
Asset and Liability (Liquidity) Committee based on coefficients legally set in BGN Ordinance No. 11. In addition, maturity
tables are maintained for ‘Going concern’ scenario and “Liquid crisis’ scenario for establishing net cash flows by period.
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The models used to measure and control the risk liquidity exposure of the Bank include analysis of: financial shortage,

maturity mismatch, basic liquidity surplus/shortage of current assets/liabilities, the medium-term liquidity ratio, etc.

The Bank is obliged to maintain minimum reserves amounting to 12% of borrowed funds in accordance with BNB
requirements. The Capital Markets and Liquidity Directorate exercises management and control over reserves on daily
basis based on the data on borrowed funds. A par of the minimum reserves may be set aside in EUR to a separate account
with the Central Bank. The currency structure of minimum reserves is determined on the basis of interest levels of
monetary markets and cash inflows and outflows of the Bank in BGN and in EUR as far as these accounts are interest-free.

At any time, the Bank maintains a permanent portfolio of liquid assets as a part of the established system for liquidity risk
management.

The following table analyses assets and liabilities of the Bank grouped by remaining term to maturity:

Maturity table as at 31 December 2007

In BGN"000 Uptol 1-3 2, Overs o ol
month months months  ~ YATS years 0 maturity ota
Total assets 131,896 5,530 33,391 29,591 20,857 1,278 222,543
Total liabilities 144313 3425 16891 27259 10,010 - 201,898
Net liquidity gap (12,417) 2,105 16,500 2,332 10,847 1,278 20,645
Contingent liabilities and commitments 586 259 1,322 7,608 - - 9,775
Maturity table as at 31 December 2006
In BGN'000 Upto1l 1-3 3-12 15 Over 5 N turi Total
month months  months - years years 0 maturity ota
Total Assets 151,953 3,779 15,026 17,961 9,845 706 199,270
Total liabilities 129,833 1,137 2,927 45,707 - - 179,604
Net liquidity gap 22,120 2,642 12,099 (27,746) 9,845 706 19,666
Contingent liabilities and commitments - 593 7,725 434 - - 8,752

Liquidity requirements to support calls under guarantees and letters of credit are considerably less than the amount of the
commitment because the Bank does not generally expect the third party to draw funds under these agreements.

The analysis shows that as at 31 December 2007, 71% (31 December 2006: 79%) of the financial liabilities are demanded
for payment within the shortest maturity term — up to 1 month and therefore, the amount of the expected gross cash flows
does not differ materially from the carrying amount of the liabilities at the balance sheet date. At the same time, the
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historical experience shows that a significant part of borrowings is comparatively stable and regardless of the short terms of

the agreements for the various types of deposits and accounts, customers’ funds remain with the Bank for a period
exceeding 1 year.

3. Capital Management

The primary objectives of Bank’s capital management is to maintain its level at amounts sufficient for activities
development and to ensure the relevant return on investments for owner and economic benefits for other stakeholders and
participants in its business as well as to maintain an optimal capital structure to reduce the cost of capital.

In its activities the Bank should observe the regulatory requirements for capital adequacy (Notes 27 and 31) as well as
continue operating as a going concern.

The main equity components following the regulatory requirements and ratios achieved are disclosed in Note 32.3. of the
Annual Financial Statements.

In 2007, with the accession of Bulgaria to EU, the method for reporting total capital adequacy and the adequacy of initial
capital are change in accordance with the regulatory requirements and the guidelines of the Central Bank and therefore, the
reported figures are different and in both years the Bank has maintained total capital adequacy and tier 1 adequacy above
the required minimum by the Central Bank.
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VL. POST BALANCE SHEET EVENTS|

On 7 February 2008 the Bank filed an application to the Ministry of Finance for concluding an agreement for

servicing accounts of budget organisations.

The achieved positive financial result by the Bank for year 2007 covers in full the amount of prior reporting
periods losses. In accordance with owner’s intent, part of the profit will be used for transfer to the Reserve Fund in

accordance with the provisions of Art. 246 of the Commercial Act.

As at 31 December 2007, Mr. Plamen Ivanov Petrov is elected Chairman of the Management Board and
Executive Director of D Commerce Bank AD but has not been entered yet in the Commercial Registry in the file

of the Bank.

At the date of approval, the current Management Board of the Bank has submitted to the Supervisory Board
proposals for opening new branches in Sofia, Rousse and Yambol as well as a remote workplace in Plovdiv. For
the start-up of the new structural units the bank has planned investment expenses related to the performance of
necessary restructuring and adaptation of rented premises as well as for purchase of banking equipment and

furnishing.

The report for business activities of the Bank was prepared according to the provisions of the article 33 of the Aceotiniing,

Act. It has been acceptegd and approved by the Managing Board of D Commerce Bank AD on 28 March 2008, e

Plamen Petrov

Executive Director,\
Chairman of MB

e

Radka Nll\o(dlmova
Executive Director \%

D COMMERCE BANK AD
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INDEPENDENT AUDITOR’S REPORT

TO
THE SOLE OWNER
OF D COMMERCE BANK AD

Report on the Financial Statements

We have audited the accompanying financial statements of D Commerce Bank AD (the Bank), which
comprise the balance sheet as at 31 December 2007, and the income statement, statement of changes in
equity and cash flow statement for the year then ended, and a summary of significant accounting
policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with the International Financial Reporting Standards, accepted by the Commission of the
European Union. This responsibility includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and
making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with the Independent Financial Audit Law and the professional
requirements of International Standards on Auditing. Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.




We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for

our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
the Bank as at 31 December 2007, and its financial performance and its cash flows for the year then
ended in accordance with the International Financial Reporting Standards, accepted by the Commission

of the European Union.

Report on Other Legal and Regulatory Requirements
Annual Report on the activities of the Bank under the Bulgarian Accountancy Act (Art. 33)

Pursuant to the requirements of the Bulgarian Accountancy Act (Art. 38, para 4), we have read the
Annual Report of the management on the Bank's activities for the reporting year 2007. This Report is
not a part of the annual financial statements for the same period. The management of the Bank is
responsible for the preparation of this Annual Report on the activities dated 28 March 2008. The
historical financial information presented in the Annual Report on the activities is consistent, in all
material respects, with the information disclosed in the Bank’s financial statements as at 31 December
2007, prepared in accordance with the International Financial Reporting Standards, accepted by the
Commission of the European Union.
/4’%@:) :
AFA OOD

Registered Specialised Audit Firm

Renny Georgieva lordanova |

(!
3

Registered CPA in charge of the audit’

Valia Iordanova lordanov

Registered CPA in chargé of the audit

28 March 2008
38, Oborishte Street
1504-Sofia, Bulgaria

This is a translation from Bulgarian of the Independent Auditor’s Report on the Financial Statements of
D Commerce Bank AD for the year ended 31 December 2007



D COMMERCE BANK AD

FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2007

INCOME STATEMENT

BALANCE SHEET

CASH FLOW STATEMENT
STATEMENT OF CHANGES IN EQUITY

NOTES TO THE FINANCIAL STATEMENTS

O 0 I N B W e

. CORPORATE INFORMATION

. SUMMARY OF SIGNIFICANT ACCOUNTING POLICY

. NET INTEREST AND OTHER SIMILLAR INCOME

. NET FEE AND COMMISSION INCOME

. GAINS LESS LOSSES FROM DEALING IN FOREIGN CURRENCIES

. NET LOSSES FROM DEALING IN SECURITIES HELD-FOR-TRADING
. OTHER OPERATING INCOME

. LOAN IMPAIRMENT (LOSSES) / REVERSALS

. GENERAL ADMINISTRATIVE EXPENSES

10. INCOME TAX EXPENSE

11

CASH AND BALANCES WITH THE CENTRAL BANK

12. DUE FROM OTHER BANKS

13.

RECEIVABLES FROM REPO-AGREEMENT

14. SECURITIES HELD-FOR-TRADING

15.

LOANS AND ADVANCES TO CUSTOMERS

16. SECURITIES AVAILABLE-FOR-SALE

17.
18.

PROPERTY AND EQUIPMENT
INTANGIBLE ASSETS

19. DEFERRED TAX ASSETS
20. OTHER ASSETS

21.

DUE TO BANKS

22. DUE UNDER SUBORDINATED TERM DEBT

23.
24.
25.

DUE TO CUSTOMERS
LIABILITIES UNDER REPO-AGREEMENT
OTHER BORROWED FUNDS

26. OTHER LIABILITIES

27.
28.
29.
30.
31

SHARE CAPITAL

CONTINGENT LIABILITIES AND COMMITMENTS
CASH AND CASH EQUIVALENTS

TRUST MANAGEMENT ASSETS

32. RISK MANAGEMENT

33.

FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES

34. RELATED PARTY TRANSACTIONS

35.

POST BALANCE SHEET DATE EVENTS

BANK REGULATORS IN ACCORDANCE WITH THE BULGARIAN LEGISLATION

oA W N

19
19
20
20
20
20
20
21

22
23

23
24
25
26
28
28
29
30
30
31
31
33
33
33
34
35
36
37
37
37
55
55
58



D COMMERCE BANK AD

INCOME STATEMENT
for the year ended 31 December 2007

In BGN 000 Notes 2007 2006
Interest and other similar income 10,756 5.429
Interest and other similar expenses (4.228) (1,483)
Net interest and other similar income 3 6,528 3,946
Fee and commission income 1,912 1,664
Fee and commission expenses (114) (100)
Net fee and commission income 4 1,798 1,564
Gains less losses from dealing in foreign currencies 3 340 495
Net losses from dealing in securities held-for-trading 6 (1.459) (490)
Other operating income 7 5 -
Net income from bank operations 7,212 5,515
Loan impairment (losses)/ reversals 8 (215) 39
General administrative costs 9 (5.746) (4,946)
Profit from operations before taxes 1,251 608
Income tax expense 10 (130) (95)
Net profit for the year 1,121 513
The accompanyijg notes on pages 6 1o 57 form an integral part of these financial statements. /f/‘
Radka Nikodim{\{a

N
Executive Director / (

Financial statements preparer: Ina Ivanova - Chief Accountant
if

iR

S
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D COMMERCE BANK AD

BALANCE SHEET
as at 31 December 2007

In BGN 000 Notes 31 December 31 December
20607 2006
ASSETS
Cash and balances with the Central Bank il 27.320 16,276
Due from banks i2 18,603 119.743
Receivables from repo-agreements i3 2,364 1.960
Securities held-for-trading i+ 82.048 12,192
Loans and advances to customers 13 79,509 36.963
Securities available for sale 16 11,170 11311
Property and equipment 17 1.201 647
Intangible assets 18 71 55
Deferred tax assets 19 11 17
Other assets 20 246 106
Total assets 222,543 199,270
LIABILITIES
Due to banks 2] 5 644
Due under subordinated term debt 22 10,025 -
Due to customers 23 178,962 178,192
Liabilities under repo-agreements 24 8,080 -
Other borrowed funds 25 2,163 -
Other liabilities 26 2,663 768
Total liabilities 201,898 179,604
Shareholders’ equity
Share capital 20.000 20,000
Reserves 645 (334)
Total shareholders’ equity 27 20,645 19,666
Total shareholders’ equity and liabilities 222.543 199.270

The accompanying notes on pages 6 to 57 form an integral part of these financial statements.

The financial statements arg approved for issue by the Management Board of the Bank on 28 March 2008 and signed on its behalf

by:
Radka W va

Plamen Petrov

it s jr/ g
Executive Director, Chairman of MB %{ecurive Director
A
Financial statements preparer: Ina Ivanova - Chief Accountant & A / [

[Mnamen Ierpos

This is a translation from Bulgarian of the annual financial statements of T )07
-
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D COMMERCE BANK AD

CASH FLOW STATEMENT
for the year ended 31 December 2007

In BGN'000

Cash flows from operating activities

Profit before taxes

Revaluation of securities held-for-trading

Loan impairment and uncollectability losses

Depreciation/amortisation

Net book value of assets written-off

Cash flows from operating activities before changes in working capital

Changes in assets and liabilities, participating in operating aciivities:
Increase in mandatory reserve deposit at the Cental Bank

Decrease in amounts due from other banks

Increase in receivables from repo-agreements

Increase/ (decrease) in securities held-for-trading

Increase in loans and advances to customers

(Increase)/decrease in other assets

(Decrease)/ increase in amounts due to banks

Increase in amounts due under repo-agreements

Increase in borroed funds from customers

Decrease in amounts due to customers on borrowed securities
Increase/ (decrease) in other liabilities

Net cash flows (used in)/from operating activities before income taxes
Income taxes paid

Net cash flows (used in)/from operating activities

Cash flows from investing activities
Purchase of cquipment and computer software
Purchases of securities available-for-sale
Sales/ maturity of securities available-for-sale

Net cash flows used in investing activities

Cash flows from financing activities
Proceeds from long-term borrowed funds
Proceeds under subordinated term debt agreement

Net cash flows from financing activities

Net (decrease)/increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

The accompanying

Plamen Petrov

This is a translation from Bulgarian of the annual financial statements of DC

4

otes op pages 6 to 57 form an integral part of these financial statements.

Radka Nzi/kodimova ;

i
Executive Director
D COMMERCE BANK

Notes 2007 2006
1,251 608
1.587 509

215 (39)

311 484

5 5

3.368 1.567
(7.996) (8,979)
2,620 138
(404) (2)
(71.443) 23
(42.761) (467)
(253) 64
(639) 5
8.080 -
770 116,771

- (1,285)

1.895 (1.769)
(106.763) 106,066
(12) (69)
(106,775) 105,997
(883) (148)

() (8.470)

. 2,116

(886) (6,502)
2.163 -
10.025 -
12,188 -
(95,472) 99,495
119,559 20.064
29 24,087 119,559




D COMMERCE BANK AD

STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2007

In BGN'000 Notes Share Statutory  Revaluation Retained Total
capital reserves  reserve - FA earnings

Balance at 1 January 2606 27 20,000 88 27 (790) 19,325

Net profit for the year - - - 513 513

Unrealised revaluation gains from FA -
available-for-sale - - (188) (188)

Effect of deferred taxes on items directly

taken to equity - - 16 - 16
Balance at 31 December 2006 27 20,000 88 (145) (277) 19,666

Net profit for the year - - - 1,121 1,121
Unrealised revaluation gains from FA

available-for-sale - - (142) - (142)
Effect of deferred taxes on items directly

taken to equity - - - - -
Balance at 31 December 2007 27 20,000 88 (287) 844 20.645

TN
.'/4//

The accompanying hotes on gages 6 to 57 form an integral part of these financial statements. pe

Plamen Petrov " { Radka T?Himdimova / f
o NN | K /[:Q

Executive Director, Chairman of MB Executive Director




D COMMERCE BANK AD

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2007

1. Background information on the Bank

1.1.

1.2.

13.

1.4.

1.5.

Incorporation

D Commerce Bank AD (formerly Demirbank (Bulgaria) AD) was established on 15 April 1999 as a joint-stock
company. The registered office of the Bank is at 8, Tsar Osvoboditel Blvd., Sofia.

Ownership and management

As at 31 December 2007, Fuat Guven is the Bank’s capital owner (Note 27b). The ownership over the shares of
the Bank was changed in 2006.

The Bank has a two-tier management system with a Management Board and a Supervisory Board.

The Management Board as at 31 December 2007 consists of 3 (three) members, namely Mumtaz Malik Agim —
Chairman of MB, Radka Boneva Nikodimova and Roumen Dimitrov Petrov.

The Supervisory Board as at 31 December 2007 consists of 5 (five) members, namely Stoyan Iliev Alexandrov —
Chairman of SB, Elenka Harizanova Manova — Member of SB, Valeri Borisov — Member of SB, Bahattin Gurbuz
— Member of SB and Emel Guven - Member of SB.

The MB and SB were subject to changes in 2007 as follows: the Chief Executive Director Muammer Aksit
Ozkural was released and Roumen Petrov was elected a Member of MB. Mr. Fuat Guven was released from the
SB and Valeri Borisov and Emel Guven were elected members thereof.

In accordance with the Credit Institutions Act, the provisions of the Statutes of D Commerce Bank AD and it court
registration, the Bank is represented jointly by all MB members or jointly by two Executive Directors. The
Executive Directors of the Bank as at 31 December 2007 are: Mumtaz Malik Agim — Chairman of MB and Radka
Boneva Nikodimova — Member of MB.

Scope of activities

The Bank holds a general banking licence, issued by the Central Bank of Bulgaria (BNB) and is allowed to
perform all banking operations permitted by Bulgarian law.

The Bank’s main activities in 2007 were related to attracting deposits from customers, granting loans to business
clients and individuals, servicing payments of customers in the country and abroad, trading securities, performing
repurchase agreements on the interbank market, dealing in foreign exchange, issuing letters of credit and bank
guarantees and providing other financial services in Bulgaria.

Structure of the Bank

As at 31 December 2007, the Bank has opened 10 branches and offices in the country located in the cities of Sofia
(4), Plovdiv, Varna, Burgas, Haskovo, Svilengrad, Asenovgrad.

Main indicators of the economic environment
The main economic indicators of the business environment that have affected the Company’s activities throughout
the period 2005 -2007, are presented in the table below:

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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D COMMERCE BANK AD

NOTES TO THE FINANICAL STATEMENTS
for the year ended 31 December 2007

Indicator 2005 2006 2007
GDP in million BGN* 42,797 49,091 40,132*
Actual growth of GDP 6.20% 6.10% 5.7%*
GDP per capita in BGN 5,420 6,376 5,212**
Year-end inflation 6.5% 6.5% 12.50%
Average exchange rate of USD for the year 1.57415 1.55010 1.4159
Exchange rate of the USD at the year-end 1.65790 1.48506 1.3312
Basic interest rate at the year-end 2.05% 3.26% 4.58%
Unemployment rate at the year-end 10.73% 9.12% 6.91%

2. Summary of significant accounting policies

2.1. Basis for the preparation of the financial statements

The financial statements of D Commerce Bank AD have been prepared in accordance with all International
Financial Reporting Standards (IFRS), which comprise Financial Reporting Standards and the International
Financial Reporting Interpretations Committee (IFRIC) interpretations, approved by the International Accounting
Standards Board (IASB), as well as the International Accounting Standards (1AS) and the Standing Interpretations
Committee (SIC) interpretations, approved by the International Accounting Standards Committee (IASC), which
are effectively in force on 1 January 2007 and have been accepted by the Commission of the European Union.

The Bank applies this financial reporting framework for the first time in 2007 for the purposes of its statutory
financial statements.

At the date of these financial statements, the following have been issued but not yet in force:
o |IFRS 8 “Operating Segments” (in force for annual periods beginning on or after 1 January 2009);
e |AS 23 (Revised) “Borrowing Costs” (in force for annual periods beginning on or after 1 January 2009);

e |FRIC 11 “Group and Treasury Share Transactions” (in force for annual periods beginning on or after 1
March 2007);

e |FRIC 12 “Service Concession Agreements” (in force for annual periods beginning on or after 1 January
2008);

e |FRIC 13 “Customer Loyalty Programs” (in force for annual periods beginning on or after 1 July 2008);

e |FRIC 14 “IAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their
Interaction” (in force for annual periods beginning on or after 1 January 2008).

! New denominated BGN
Source: NSI, BNB

* Data at 30 September 2007.
** Calculation based on GDP at 31 September 2007 against population at 31 December 2006.

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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D COMMERCE BANK AD

NOTES TO THE FINANICAL STATEMENTS
for the year ended 31 December 2007

2.3.

2.4.

This standard, the amendments of IAS 23 and the above interpretations have not been adapted for earlier
application by the Bank. The management anticipates that the adoption of this standard, the amendments of 1AS 23
and the interpretations would not have an impact on its financial statements in the future.

The Bank maintains its accounting books in Bulgarian lev (BGN), which is accepted as being its functional
currency for reporting and presentation purposes. The data in the financial statements and the notes thereto are
presented in thousands of Bulgarian levs (BGN’000).

The presentation of the financial statements in accordance with IFRS requires the management to make best
estimates, accruals and reasonable assumptions that affect the reported values of assets and liabilities, the amounts
of income and expenses and the disclosure of contingent receivables and payables as at the date of the financial
statements. These estimates, accruals and assumptions are based on the information, which is available at the date
of the financial statements, and therefore, the future actual results might be different from them. The items
presuming a higher level of subjective assessment or complexity or where the assumptions and accounting
estimates are material for the financial statements, are disclosed in Note 2.16.

2.2. Transition from IFRS2005-CMD -207/2006 to IFRS 2007

The official financial statements of the Bank for the prior year ended 31 December 2006, issued on 30 March
2007, were prepared under the Bulgarian accounting legislation effective for year 2006, whereby the accounting
standards adopted for use in Bulgaria are the International Financial Reporting Standards, issue 2005, approved for
application by the Commission of the European Union, accepted with Council of Ministers’ Decree No. 207 of 7
August 2006 and promulgated in State Gazette, issue 66 of 15 August 2006 (IAS-2005-CMD 207/2006) In
addition, insofar as not contradicting to the Standards under the CMD, the Bank has adopted in its accounting
policies the following: the financial reporting general framework to these Standards; the amendments made in the
Standards in 2006; and the International Financial Reporting Interpretations Committee (IFRIC) interpretations,
approved by the International Accounting Standards Board (original editions, published in English language in the
Official Journal of the Commission of the European Union as at 31 December 2006).

For the purposes of these financial statements, the Bank prepared on 1 January 2006 an opening balance sheet
under IFRS-2007, by applying the rules of IFRS 1 “First-time Adoption of International Financial Reporting
Standards” and that date was accepted as the date of transition to the new framework. the management has
performed an analysis and has not identified differences between the carrying amounts of assets and liabilities and
the figures in the income statement as presented in the statutory financial statements for year 2006 (under IFRS-
2005-CMD-207/2006) and the ones that would be stated under IFRS-2007, i.e. changes have occurred neither in
the values of assets and liabilities in the balance sheet and respectively, of income and expenses in the income
statement of the Bank, nor in the approach for their presentation and in the disclosures, except that the latter have
been expanded.

Comparatives

The accompanying financial statements of the Bank include comparative information for one prior year. Where
necessary, comparative data is reclassified in order to achieve compatibility in view of the current year
presentation changes.

Functional currency and recognition of exchange differences

The functional and presentation currency of the Bank is the Bulgarian Lev. Starting from 1 July 1997 the
Bulgarian Lev was pegged to the German Mark at the ratio of BGN 1 : DEM 1. With the introduction of the Euro
as an official currency of the European Union, starting from 1 January 1999, the fixed ratio between both
currencies is BGN 1.95583 : EUR 1. The ratio BGN / USD as at 31 December 2007 is 1.33122 :1 (31 December
2006: 1.48506: 1).

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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D COMMERCE BANK AD

NOTES TO THE FINANICAL STATEMENTS
for the year ended 31 December 2007

2.5.

2.6.

2.7.

2.8.

2.8.1.

Upon its initial recognition, a foreign currency transaction is recorded in the functional currency whereas the
exchange rate to BGN at the date of the transaction or operation is applied to the foreign currency amount. Cash
and cash equivalents, loans and receivables, investments in securities classified in the groups ‘held-for-trading’
and ‘available-for-sale’, liabilities under attracted deposits, borrowed funds and other payables, as monetary
reporting items, denominated in foreign currency, are recorded in the functional currency by applying the daily
exchange rate as quoted by the Bulgarian National Bank (BNB). At 31 December, these amounts are presented in
BGN at the closing exchange rate of BNB.

The non-monetary items in the balance sheet, which are initially denominated in a foreign currency, are accounted
for in the functional currency by applying the historical exchange rate at the date of the transaction and are not
subsequently re-valued on daily basis by applying the exchange rate as quoted by BNB.

Foreign exchange gains or losses arising on the settlement or recording of foreign currency transactions at rates
different from those, at which they were converted on initial recognition, are recognized in the income statement in
the period in which they arise and are treated as income from foreign currency transactions on net basis.

Interest income and expenses

Interest income and expenses are recognised in the income statement on accrual basis for all interest-bearing
instruments using the effective yield method based on the actual purchase price or the applicable floating rate.
Interest income and expenses include the amortisation of any discount or premium or other differences between
the initial carrying amount of an interest-bearing instrument and its amount at maturity calculated on an effective
interest rate basis.

Interest income includes coupons earned on debt securities, interest on deposits with other banks, interest on loans
and advances to customers, dividends from investments, fees and commissions on loans and advances to
customers, which are an integral part of the effective yield of the financial instrument.

Interest expense is recognized on accrual basis and includes the interest accrued on deposits due to banks and
customers as well as to other long-term borrowings and subordinated term debt.

Fee and commission income and expenses
Fees and commissions on bank guarantees and performance bonds are recognised on a systematic basis over the

period of the exposure to match the cost of providing the service.

Fee and commission expenses related to servicing nostro accounts with other banks are recognized at the time of
provision of the underlying service.

Income from dealing in securities held-for-trading

The realised gains/losses from dealing in securities held-for-trading are recognised at the time of performing the
sale and presented in the income statement on a net basis. Income from dealing in securities held-for-trading
includes also the unrealised gains and losses from the subsequent valuation at fair value.

Financial instruments

Financial assets

The Bank classifies its financial assets in the following categories: loans and receivables, assets held-for-trading
and available-for-sale. The classification depends on the nature and purpose (designation) of the financial assets at
the date of their acquisition. The management determines the classification of the financial assets of the Bank at
the time of their initial recognition on the balance sheet.
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The Bank usually recognises its financial assets on the balance sheet on the trade date, being the date on which it
commits (undertakes an ultimate engagement) to purchase the respective financial assets. All financial assets are
initially measured at their fair value plus the directly attributable transaction costs.

Financial assets are derecognised from the Bank’s balance sheet when the rights to receive cash (flows) from these
assets have expired or have been transferred, and the Bank has transferred substantially all the risks and rewards of
ownership of the asset to another entity (person). If the Bank retains substantially all risks and rewards associated
with the ownership of a particular transferred financial asset, it continues to recognise the transferred asset on its
balance sheet but also recognises a secured liability (a loan) for the consideration received.

(a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market. This group of financial assets includes: cash at current accounts and deposits with the Central
Bank; due from other banks; loans granted to other banks; loans and advances to customers; and other receivables.
They are measured in the balance sheet at their amortised cost using the effective interest method less any
allowance for impairment. Interest income is recognised on effective interest basis. It is presented in the income
statement under “Interest and other similar income’.

Loans and advances that have initially originated in the Bank are recognised when cash is actually advanced to
borrowers or another financial or non-financial asset is provided to borrowers and are initially measured at the
provided funds value.

Acquired loans and advances are recognised when a significant part of benefits and risks incidental to ownership
are received by the Bank and are initially measured at the value of the amount paid or at the determined fair value
of the transferred asset.

(b) Financial assets held-for-trading

A financial asset is classified as held-for-trading if: (a) it has been acquired principally for the purpose of selling in
the near future; (b) it is a part of an identified portfolio of financial instruments that the Bank manages together
and the approach thereto is focused on short-term profit-taking; or (c) it is a derivative that is not designated and
effective as a hedging instrument.

Held-for-trading financial assets are measured and presented in the balance sheet at their fair values on the basis of
quoted average market prices (between ‘bid’ price and ‘ask’ price) or amounts derived from the use of valuation
models for discounting cash flows. Any result of revaluation, gain or loss, is recognised in the income statement
for the reporting period as ‘Gains less losses from dealing in securities held-for-trading, net’. Interest gained on
these assets is stated as ‘Interest and other similar income’.

(c) Financial assets available-for-sale

Available-for-sale financial assets are those non-derivative assets that are either designated as available-for-sale or
are not classified in any other category.

The Bank classifies as available-for-sale financial assets debt securities intended to be held for an indefinite period
of time and which may be sold in response to needs for liquidity or material changes in their yields or prices.

Available-for-sale securities are initially recognised at cost, being the fair value of the consideration given
including acquisition costs associated with the investment. They are subsequently measured at fair value based on
quoted average prices (between ‘bid’ price and “‘ask’ price) or amounts derived from the use of valuation models
for discounting cash flows.

Unrealised gains and losses arising from changes in the fair value of securities classified as available-for-sale are
recognised directly in a separate component of equity through the statement for changes in equity until the
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financial asset is sold, collected or otherwise disposed of or until it is impaired, at which time the accumulated
gains or losses recognised in prior periods in the equity, are recognised in the income statement for the reporting
period.

During the period of holding debt instruments, classified as ‘available-for-sale’, the Bank recognises interest
income by applying the effective interest method. Dividends on shares, classified as ‘available-for-sale’ financial
assets, are recognised and carried to the income statement as ‘Other operating income’ when the Bank’s
entitlement to these dividends is established.

(d) Repurchase agreements

The Bank enters into securities agreements to resell/repurchase similar bonds on a predetermined future date at an
agreed-upon fixed price (repo-agreements). Securities purchased under agreements to resell at a specified future
date (‘reverse repo’), are not recognised in the balance sheet. The paid amounts are carries as receivables under
repo-agreements with customers and/or banks as collateralised by the underlying security. The difference between
purchase and resale prices is treated as interest and accrued over the period of the life of the agreement using the
effective interest rate method.

Securities sold under repurchase agreements at a specified future date (‘repos’) continue to be recognised in the
balance sheet and are measured in accordance with the accounting policy for either assets held-for-trading or
available-for-sale assets. The proceeds from the sale of the securities are reported as liabilities under repo-deals.
The difference between the sale and repurchase prices is treated as interest expense and is accrued over the life of
the agreement using the effective interest method.

Impairment of financial assets

All financial assets classified in the categories ‘loans and receivables’ and ‘available-for-sale’ are subject to review
for impairment. At each balance sheet date the management makes a judgment on whether objective evidence and
indicators exist for the impairment of a financial asset or a group of financial assets.

(a) Loans and amounts due from banks and other customers

A provision for impairment of a loan or a group of loans is established when objective evidence are available that
the Bank will be unable to collect all amounts in line with the originally set terms.

The Bank assesses at each balance sheet date whether there is any objective evidence that certain individual loans
and amounts due or a group of loans and amounts due of similar characteristics have indications for impaired. A
loan or a group of loans is impaired when there is an objective evidence of impairment as a result of one or more
events (a ‘loss event’) that occurred after the initial recognition of the asset(s) and that the loss event(s) has an
impact on the estimated future cash flows of the asset(s) and this impact can be reliably estimated.

The criteria used by the Bank to determine that there is objective evidence of an impairment loss include:
delinquency (delay) in contractual payments of principal and interest; significant financial difficulties experienced
by the borrower; breach of key covenants and ratios (indicators) of the loan agreement; deterioration of the
borrower’s financial, market and competitive position; deterioration in the state and quality of collaterals provided
by borrower; initiation of liquidation and/or bankruptcy proceedings of a borrower and other similar indicators.

The impairment amount is calculated as the difference between the carrying amount of a particular receivable and
its recoverable amount, which represents the present value of the expected cash flows recoverable from guarantees
and collaterals discounted at the original effective interest rate. The carrying amount is adjusted through the use of
an allowance account for accumulating all impairments and the amount of the impairment loss for the period is
recognised in the income statement within ‘Loss from loan impairment and uncollectability”’.
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2.8.2.

Allowances are also made for other components of the loan portfolio at the balance sheet date, estimated based on
historical patterns of losses in each component, current economic conditions in which the borrowers operate and
other relevant factors affecting the loan portfolio but not related to a particular exposure. In this case the Bank
includes also impairment to cover general credit risk on portfolio basis.

The Bank currently assesses if there is an objective evidence for impairment with regard to each particular credit
exposure regardless of whether it has been individually executed. A particular loan is classified in one of the
following risk groups: “standard”, “watch”, “substandard” or “non-performing” depending on the period of
delayed payment of principal and/or interest as well as on the basis of the analysis of the financial position of the
borrower, the sources for settlement of its debts to the Bank and the type, quality and value of the provided
collateral. The amounts of impairment are calculated on the basis of internal rules and techniques developed by the
Bank and the applicable banking legislation. All loans are reviewed and analyzed on monthly basis for assessing
the risk exposures and impaired loans. Any subsequent changes to the amounts and the maturity of the expected
future cash flows compared to the prior estimates would result in a change in the allowances for loan impairment
whereas losses/recoveries are booked as increase or decrease in impairment losses and uncollectibility losses in the
income statement.

An allowance for impairment and uncollectability is reversed only when the quality of the loan has improved so
that reasonable assurance exists as to the timely collection of principal and interest in accordance with the original
contractual terms of the loan agreement.

Subsequent recoveries or decreases in the allowances due to an event occurring after the write-down are credited to
the loan impairment and uncollectability losses in the income statement.

When a loan is uncollectable, it is written-off against the related allowance for impairment losses. Such loans are
written-off after all necessary legal procedures have been completed and the amount of the final loss has been
determined.

(b) Financial assets available-for-sale

Available-for-sale financial assets are impaired if there is objective evidence that show a significant and prolonged
decline in the fair value of the respective asset or group of assets or with regard to financial assets measured at
acquisition cost — where there is an evidence that the carrying amount is higher than the expected recoverable
amount. If any such evidence exists, the cumulative loss — representing the difference between the acquisition cost
and the current fair value / recoverable amount, is transferred from equity to the income statement. The
recoverable amount of a debt instrument is the present value of expected future cash flows, discounted at the
current market interest rate for a similar financial asset.

Financial liabilities and equity instruments

The Bank classifies its liabilities, debt and equity instruments either as financial liabilities or as equity in
accordance with the substance of the contractual arrangements with the respective counterparty regarding these
instruments. Financial liabilities are classified at the time of their origination. All financial liabilities, held by the
Bank, are classified as other financial liabilities and are carried at amortised cost.

Financial liabilities include amounts due to banks and customers under deposits, borrowed funds under loan
agreements and other agreements (subordinated term debt) and other current liabilities.

They are initially recognised on the balance sheet at fair value net of the directly attributable transaction costs and
are subsequently measured at amortised cost using the effective interest method. Interest expense is carried to the
income statement on current basis.
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Financial liabilities are derecognised when the obligation under the liability is discharged or cancelled, or the
counterpart loses its entitlement.

2.9. Property and equipment

Property and equipment (tangible fixed assets) are presented in the financial statements at historical cost of
acquisition (cost) less the accumulated depreciation and any impairment losses in value.

Initial measurement

Upon their initial acquisition, property and equipment are valued at cost, which comprises the purchase price,
including customs charges and any directly attributable costs of bringing the asset to working condition for its
intended use. The directly attributable costs include the cost of site preparation, initial delivery and handling costs,
installation costs, professional fees for people involved in the project, non-refundable taxes etc.

The Bank has set a value threshold of BGN 150, below which any asset acquired, regardless of its nature of a fixed
asset, is treated as current expense at the acquisition date.

Subsequent measurement

The approach chosen by the Bank for subsequent measurement of property and equipment, is the cost model under
IAS 16, i.e. cost less any accumulated depreciation and any accumulated impairment losses in value.

Depreciation methods

The Bank applies the straight-line depreciation method for property and equipment. The useful life per group of
assets has been determined considering: physical wear, the characteristic features of the equipment, the intentions
for future use and the expected obsolescence, and is as follows:

%
= Machinery, computer hardware and equipment 25-50
= Furniture and fixtures 15
= Motor vehicles 25
= Repairs and improvements of rented premises over the term of the rental agreement

The useful life, set for any equipment, is reviewed at each year-end and it is adjusted prospectively in case that any
material deviations from future expectations concerning the terms of use are determined.

Subsequent costs

Repair and maintenance costs are recognized as current expenses as incurred. Subsequent expenses incurred in
relation to property and equipment having the nature of replacement of certain significant parts or improvements
and restructuring, are capitalized in the carrying amount of the respective asset whereas its residual useful life is
reviewed at the date of capitalisation. At the same time, the non-depreciated part of the replaced components is
derecognised from the carrying amount of the assets and is recognised in the current expenses for the period of
restructure.

Impairment of assets
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2.10.

2.11.

2.12.

The carrying amounts of property and equipment are reviewed for impairment when events or changes in
circumstances indicate that they might significantly differ from their recoverable amount. If any indications exist
that the estimated recoverable amount of an asset is lower than its carrying amount, the latter is adjusted to the
recoverable amount of the asset. The recoverable amount of property, plant and equipment is the higher of the fair
value less costs to sell or the value in use. In assessing value in use, the estimated future cash flows are discounted
to their present value using a pre-tax discount rate that reflects current market conditions and assessments of the
time value of money and the risks, specific to the particular asset. Impairment losses are recognised in the income
statement.

Intangible assets
Intangible assets are stated in the financial statements at acquisition cost (cost) less accumulated amortization and

any impairment losses in value. They include licences for the software used by the Bank.

The straight-line amortisation method for the intangible assets is applied with determined useful life as follows:

%
= Software 20
= Licences 15

The carrying amount of the intangible assets is subject to review for impairment when events or changes in the
circumstances indicate that the carrying amount might exceed their recoverable amount. Then the impairment loss
is included as an expense in the income statement.

Provisions and contingent liabilities

Provisions are recognised when the Bank has a present obligation (legal or constructive) as a result of a past event
and it is probable that an outflow of resources will be required to settle (repay) the obligation. The measurement
of provisions is based on the best estimate, made by the management at the balance sheet date, concerning the
expenses that will be incurred for the settlement of the particular obligation. The estimate is discounted if the
obligation is long-term.

Contingent liabilities are obligations arising from past events, the existence of which can be confirmed only by the
occurrence or non-occurrence of one or more uncertain future events not entirely within the control of the Bank, or
it is not probable that an outflow of resources will be required to settle the obligation. They are not recognised in
the balance sheet but are disclosed. (Note 28).

Pensions and other payables to personnel under the social security and labour legislation

The employment and social security relations with the employees of the Bank are based on the provisions of the
Labour Code and the effective social security legislation.

The employer’s major duty is to make the mandatory social security contributions for the hired employees to the
Pensions Fund, the Supplementary Mandatory Pension Security (SMPS) Fund, to the General Diseases and
Maternity (GDM) Fund, the Unemployment Fund, the Labour Accident and Professional Diseases (LAPD) Fund,
the Guaranteed Receivables of Workers and Employees (GRWE) Fund and for health insurance.

Social security and health insurance contributions are defined under the Law on the Budget of State Social
Security and the Law on the Budget of National Health Insurance Fund for the respective year. The contributions
are apportioned between the employer and the employee at a ratio, which is changed annually and is provided for
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in Art. 6, para 3 of the Social Security Code (SSC). The total amount of the contribution to the Pensions Fund,
SMPS Fund, GDM Fund, Unemployment Fund and for health insurance in 2007 is as follows:

for the period 1 January 2007 — 30 September 2007

35.5% (apportioned between employer and employee at the ratio 65:35) for the individuals working under the
terms of the third category of employment to which the employees belong.

The contribution rate for year 2006 has been the same at the same ratio.

for the period 01.10.07 -31.12 September 2007

32.5% (apportioned between employer and employee at the ratio 65:35) for the individuals working under the
terms of the third category of employment to which the employees belong.

In addition and entirely at its own account the employer pays contributions to GRWE Fund at 0.5% and a
contribution to LAPD Fund at 0.5%

For 2008, the total rate of 32.5% is preserved but at ratio between employer and employee is changed to 60:40.
There is no established and functioning private voluntary social security scheme at the Bank.

The social security and pension schemes, applied by the Bank in its capacity of an employer, are based on the
Bulgarian legislation and are defined contributions plans. Under these plans, the employer pays defined monthly
contributions to the government funds as follows: Pensions Fund, GDM Fund, Unemployment Fund, LAPD Fund
and GRWE Fund as well as to universal pension funds — on the basis of rates fixed by law, and has no legal or
constructive obligation to pay further contributions if the funds do not hold sufficient assets to pay the respective
individuals the benefits they have worked-out over the period of their service. The obligations referring to health
insurance are analogous.

In accordance with the provisions of the Labour Code, the employer is obliged, upon termination of the
employment contracts, to pay indemnities as follows:

o for non-observed preliminary notice: one gross monthly salary;

e due to closing down of the enterprise or part of it, staff cuts, reduction of the volume of work and work stoppage
for more than 15 days, etc.: at amount not exceeding one gross monthly salary;

e upon termination of the employment contract due to illness: at the amount of the gross remuneration of the
employee for two months if the individual has at least 5 years of service and has not received an indemnity
payment on the same grounds during the last 5 years;

e upon retirement: two to six gross monthly salaries depending on the length of service with the Bank;

o for unused annual paid leave: for the respective years of the time recognised as service period.

Except for payment of the above indemnities, no further liabilities to employees arise for the employer.

Short-term employee benefits in the form of remunerations, bonuses and social payments and benefits (payable
within 12 months after the end of the period when the employees have rendered the service or has met the required
terms and requirements) are recognized as an expense in the income statement in the period when the service
thereon has been rendered or the requirements for their receipt have been met and as a current liability (less any
amounts already paid and deductions due) at their undiscounted amount. The Bank’s payables for social security
and health insurance are recognized as a current expense and liability at their undiscounted amount together with
the respective benefits they relate to and within the period of their accrual.
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2.13.

At each balance sheet date the Bank measures the expected costs on the accumulating compensated absences,
which amount is expected to be paid as a result of the unused entitlement. The measurement includes the estimated
expenses on the employee’s remunerations and the statutory social security contributions due by the employer
thereon.

In accordance with the requirements of the Labour Code, the employer is obliged to pay to its personnel upon
retirement an indemnity, which depending on the length of service with the Bank varies between two and six gross
monthly salaries as at the termination date of the employment. In their nature these are defined benefit schemes.

The calculation of the amount of these liabilities necessitates the participation of qualified actuaries in order to
determine their present value at the date of the financial statements, which are included in the balance sheet
adjusted with the amount of the unrecognised actuarial gains and losses, and respectively, the change in their value
including the recognised actuarial gains and losses are included in the income statement. Past service costs are
recognised immediately in the income statement.

At the date of issue of each set of annual financial statements, the Bank assigns certified actuaries who provide
their report with calculations regarding the long-term retirement benefit obligations. For this purpose, they apply
the Projected Unit Credit Method. The present value of the defined benefit obligation is determined by discounting
the estimated future cash flows, which are expected to be paid within the maturity of this obligation, and using the
interest rates of long-term government bonds, denominated in Bulgarian levs.

Actuarial gains and losses arise from changes in the actuarial assumptions and experience adjustments. They are
recognised immediately and 100% in the income statement in the period (year) in which they arise.

The Company recognises employee benefit obligations on employment termination before the normal retirement
date when it is demonstrably committed, based on announced plan, to terminating the employment contract with
the respective individuals without possibility of withdrawal or in case of formal issuance of documents for
voluntary redundancy. Termination benefits due more than 12 months are discounted and presented in the balance
sheet at their present value.

Income taxes

Current income taxes are determined in accordance with the requirements of the Bulgarian tax legislation — the
Corporate Income Taxation Act. The nominal income tax rate for year 2007 is 10% (2006: 15%).

Deferred income taxes are determined using the liability method on all temporary differences, existing at the
balance sheet date, between the carrying amounts of the assets and liabilities and their tax bases.

Deferred tax liabilities are recognised for all taxable temporary differences, with the exception of those originating
from recognition of an asset or liability, which has not affected the accounting and the taxable profit/(loss) as at the
date of the transaction.

Deferred tax assets are recognised for all deductible temporary differences and the carry-forward of unused tax
losses, to the extent that it is probable they will reverse and a taxable profit will be available or taxable temporary
differences might occur, against which these deductible temporary differences can be utilized, with the exception
of the differences arising from the initial recognition of an asset or liability, which has affected neither the
accounting nor taxable profit or loss as at the date of the transaction.

The carrying amount of all deferred tax assets is reviewed at each balance sheet date and reduced to the extent that
it is no longer probable that they will reverse and sufficient taxable profit will be generated or occurring in the
same period taxable temporary differences to allow the deferred tax asset to be deducted or compensated.
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2.14.

2.15.

2.16.

Deferred taxes, related to items directly credited or charged to equity or other balance sheet items, are also
reported directly in the respective equity component or balance sheet item.

Deferred tax assets and liabilities are measured at the tax rates that are expected to be applied in the period when
the asset will be realised or the liability will be settled (paid), based on the tax laws that are enacted or to a great
degree of probability will be enacted.

As at 31 December 2007, the deferred income taxes are computed at a tax rate of 10% (31 December 2006: 10%).

Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise cash on hand, cash at current
accounts with other banks, placements with other banks — payable at sight and/or with original maturity up to 3
months, as well as unrestricted (not blocked) balances with the Central Bank of Bulgaria (BNB).

Share capital

Being a joint-stock company, the Bank is obliged to register in the Commercial Register a certain amount of share
capital, which should serve as a security for the receivables of the Bank’s creditors. The shareholders are liable for
the obligations of the Bank only up to the amount of the share capital held by them and may claim refunding of
this participation only in liquidation or bankruptcy proceedings.

The share capital represents the non-distributable capital of the Bank and is presented at the nominal value of the
issued shares.

The Bank is obliged to set aside a Reserve Fund in accordance with the requirements of the Commercial Act on
distribution of profit (Note 27c).

Critical accounting judgments on applying the Company’s accounting policies. Key estimates and
assumptions of high uncertainty.

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next
financial year. Estimates and judgments are continuously evaluated and are based on the historical experience of
the management and other factors, including expectations of future events that are believed to be reasonable under
the circumstances.

Impairment losses on loans and advances

At each balance sheet date, the Bank reviews its loan portfolios to assess the presence of impairment losses and to
calculate their amount. In determining whether an impairment loss should be recorded in the income statement, the
management of the Bank makes judgments as to whether there is any observable data indicating that there is a
measurable decrease in the estimated future cash flows of a portfolio of loans before the decrease can be identified
for an individual loan in that portfolio. An evidence for this may include observable data indicating that there has
been an adverse change in the payment status of a group of borrowers or of a concrete borrower, or the availability
of national, economic or other conditions that relate to a certain risk for a specific group of borrowers /type of
loans. The analysis of the impairment and uncollectability loss risk includes classification of loans into risk groups
by applying three main criteria: financial position, problems (delay) in servicing, including interest and matured
principal in arrears and provided collateral in terms of type and possibility for realisation.

In determining the future cash flows pattern, the management uses estimates, judgments and assumptions based on
its historical loss experience for assets with similar credit risk characteristics, as well as on objective evidence for
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impairment of the portfolio from non-crystallised loss in a particular component thereof. Analogous approach is
used also for assessments at individual loan level taking into account the quality of collaterals as well. The
methodology and assumptions used for estimating both the amount and timing of future cash flows are reviewed
regularly so as to minimize the discrepancies between loss estimates and actual loss experience.(Notes 2.8.1 and
15).

Valuation at fair value of securities classified as ‘available-for-sale’

The Bank classifies as financial assets ‘available-for-sale’ its investments in the form of share participation in
other entities (minority interest) that have been acquired with the aim of establishing and development of
important for the Bank business relations. The management has judged and accepted that they shall be valued at
cost when there are no sufficiently reliable sources and methods for the determination of their fair value and they
are subject to specific closed-end trading or at fair value when stock exchange prices are available and they are
traded on stock exchange. Analysis and assessment is performed at each balance sheet date as to whether
indicators for impairment of Bank’s investments are present. The significant and continuous decrease in the equity,
including below the level of the registered share capital of the entity, subject to the investment, is regarded as a
main indicator. In such cases impairment is determined with the assistance of a certified actuary but at least at the
level of the difference between the acquisition cost (cost) and the assessment of participation under the equity
method including with additional adjustments of net assets, if necessary. (Note 16).

Actuarial calculations

For assessing the present value of the long-term retirement benefit obligation the Bank uses actuarial type of
calculations based on assumptions for mortality rate, staff turnover rate, future level of salaries and a discount
factor considered by the management as reasonable and relevant to the Bank (Note 26).
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3. Net interest and other similar income

In BGN’000 2007 2006

Interest income and other similar income from:
Placements with banks 1,148 671
Loans and advances to customers 6,427 3,690
Securities held-for-trading 2,645 632
Securities available-for-sale 431 371
Amounts receivable under repo-agreements 105 65
10,756 5,429

Interest expenses and other similar expenses on:

Due to banks (37) (68)
Amounts due under repo-agreements (312) (16)
Due to customers (3,467) (1,399)
Other borrowed funds (11) -
Subordinated term debt (401) -
(4,228) (1,483)
Net interest and other similar income 6,528 3,946
4. Net fee and commission income
In BGN’000 2007 2006
Fee and commission income
Cash operations and money transfers 913 1,167
Bank guarantees and letters of credit 715 211
Customers’ accounts fees 133 119
Communication fees 74 87
Other 77 80
1,912 1,664
Fee and commission expenses
Dealing in securities (51) (10)
Nostro accounts due from other banks (30) (29)
Cash on hand deliveries (13) (47)
Other (20) (14)
(114) (100)
Net fee and commission income 1,798 1,564
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5. Gains less losses from dealing in foreign currencies

In BGN’000

Net loss from dealing in foreign currencies

Net gain from foreign currency translation of assets and liabilities

Gains less losses from dealing in foreign currencies

6. Net losses from dealing in securities held-for-trading

In BGN’000
Net gain from dealing in securities held-for-trading
Net loss from foreign currency translation of securities held-for-trading

Net loss from trade operations

7. Other operating income

2007 2006
(1,108) (800)
1,448 1,295
340 495
2007 2006
128 19
(1,587) (509)
(1,459) (490)

In 2007, the Bank has received a dividend at the amount of BGN 5 thousand for the participation of its capital at

the Bulgarian Stock Exchange — Sofia AD.

8. Loan impairment (losses)/reversals

In BGN’000

Specific loan impairment losses

Loan impairment (losses)/reversals related to general credit risk
on portfolio basis

9. General administrative costs

In BGN’000

Wages and salaries to employees and social security contributions
Depreciation and amortisation

Communications and IT services

Rentals

Annual contributions to the Bulgarian Deposit Insurance Fund
Security and encashment activities

2007 2006
12) (25)
(203) 64
(215) 39
2007 2006
(3,122) (2,514)
(311) (484)
(623) (568)
(544) (460)
(302) (173)
(163) (141)
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Consulting and legal services (136) (39)
Maintenance of office, office equipment and vehicles (99) (103)
Advertising and entertainment expenses (96) (76)
Materials (82) (68)
Insurance (45) 47)
Other taxes and charges (30) (41)
Business trips 27) (29)
Membership fees (24) (16)
Other expenses (142) (187)
General administrative costs (5,746) (4,946)

According to the Law on Bank Deposit Guarantee all Bulgarian banks should make annual premium contributions

of 0.5% based on an average daily amount of customer deposits from non-financial institutions.

In BGN’000

Personnel costs include:
Current wages and salaries
Social security and health insurance contributions
Accruals for compensated leaves
Accruals for retirement provisions

The number of Bank’s employees as at 31 December 2007 is 116 (31 December 2006: 86 employees0

10. Income tax expense
The main components of the income tax expense for the year ended 31 December are:

In BGN’000

Income statement
Tax profit for the year under the tax return

Revaluation of financial assets in the revaluation reserve

Tax profit for the year

Current income tax expense for the period -10% (2006: 15 %)

Deferred income taxes
Related to occurrence and reversal of temporary differences
Related to tax rate reduction — none (2006: 5%)

Total

Total income tax expense carried to the income statement

Reconciliation of income tax expense applicable to the accounting profit or
loss

Accounting profit for the year

Income tax - 10% (2006: 15%)

2007 2006
(2,725) (2,230)
(289) (238)
(85) (46)
(23) -
(3,122) (2,514)

2007 2006

1,252 348

144 -

1,396 348

(140) (52)

10 (42)

- 1)

10 (43)

(130) (95)

1,251 608

(125) (91)

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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11.

12.

Permanent differences between accounting and tax profit

Related to increases — BGN 62 thousand (2006: BGN 11 thousand)
Related to decreases — BGN 5 thousand (2006: none)

Previously unrecognized assets/liabilities (2006: BGN 10 thousand)
Effect of tax rate reduction — none (2006: 5%)

Total income tax expense carried to the income statement

Deferred income taxes taken directly to equity are as follows:

Changes of deferred taxed taken directly to equity — revaluation reserve of
securities available-for-sale

(6) )

1 -

- (1)

- 1)
(130) (95)
- 16

Cash and balances with the Central Bank

In BGN’000 31 December 2007

Cash on hand

31 December 2006

in BGN 2,524 1,389

in foreign currency 2,197 1,381
Balances with the Central Bank: 22,599 13,506
Current account in BGN 1,097 -
Mandatory minimum reserve deposit in BGN 21,454 13,502
Security fund in BGN 48 4
Total 27,320 16,276

The current account with the Central Bank is interest-free and is used for direct participation in the money and

treasury bill markets as well as for settlement purposes.

Due from banks

In BGN’000 31 December 2007 31 December 2006
Current accounts and demand deposits
Local banks

-in BGN 15 -

- in foreign currency 18 2
Foreign banks

- in foreign currency 1,136 662
Total 1,169 664
Term deposits
Local banks

-in BGN 4,002 74,025

- in foreign currency 11,721 27,155
Foreign banks

- in foreign currency 1,377 14,945
Total 17,100 116,125
Blocked LC cover deposits with foreign banks

- in foreign currency 334 2,954
Total due from banks 18,603 119,743
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The average interest rates applied to current accounts are:

usb
EUR
The average interest rates applied to term deposits are:
BGN
EUR
usD
TRY

from
3.53
3.54
471
15.5

2007

0.2
0.3
to
4.56
4.44
5.28
18.6

2006

0.2

0.3

from to
2.13 3.58
1.39 3.67
4.17 5.38
16 17

The Bank applies the system of general bank limits to banks-counterparts determined on the basis of official or
internal rating. There are no bank exposures, which have exceeded the set limites at the date of the financial
statements. In their prevaining part these exposures are to first-class Bulgarian banks.

13. Due from repo-agreements

The Bank has amounts due from customers under repo-agreements (reverse repo) securitised as follows:

At 31 December 2007

Nominal Fair value of the
amount receivable as at 31
Dec 2007

BGN’000 BGN’000
Bonds 1,956 1,960
Shares 300 303
Shares 100 101
2,356 2,364

At 31 December 2006

Nominal Fair value of the
amount receivable as at 31
Dec 2006
BGN’000 BGN’000
Bonds 1,956 1,960

Amount sale

BGN’000
1,956
300

100

2,356

Amount sale

BGN’000
1,956

Interest
rate

4,75%
11,58%
11,55%

5,91%

Interest
rate

4%

Value date

14/12/2007
4/12/2007
10/12/2007

Value date

15/12/2006

Maturity

14/01/2008
1/01/2008
7/01/2008

Maturity

13/01/2007

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.

23



D COMMERCE BANK AD

NOTES TO THE FINANICAL STATEMENTS
for the year ended 31 December 2007

14. Securities held-for-trading

In BGN’000 31 December 2007 31 December 2006
Government bonds of the Republic of Bulgaria
- Short-term and medium-term bonds, denominated in 6,627 6,125
BGN
- Long-term bonds, denominated in foreign currency 75,421 6,067
82,048 12,192
Total
Movement of securities held-for-trading
In BGN’000 2007 2006
At 1 January 12,192 12,724
Additions (purchases) 80,552 93
Disposals (sale and redemption) (9,109) (116)
Net gain on remeasurement of securities held-for-trading (1,587) (509)
At 31 December 82,048 12,192
Fair value of securities held-for-trading
Accrued
In BGN’000 interest at Effective
Par value Fair value 31 Dec 2007 interest rate  Maturity
Interest-bearing bonds in BGN 4,600 4,523 81 3.83% 24/01/2012
2,000 1,982 41 5.83% 10/01/2017
Interest-bearing bonds in EUR 63,564 70,837 4,584 1.51% 15/01/2013
Total 70,164 77,342 4,706

As at 31 December 2007, the amount of securities blocked as collateral is BGN 18,041 thousand, stated at their
fair value, including the accrued interest (31 December 2006: BGN 7,674 thousand).

15. Loans and advances to customers

In BGN’000

Loans
Allowances for loan impairment and uncollectability

31 December 2007 31 December 2006
80,088 37,327

(579) (364)

79,509 36,963

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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A. Analysis by customer type
In BGN’000

Private entities

Individuals
- consumer loans
- residential mortgage loans
- other

Total loans to individuals

Total

B. Analysis of loans by sector of economy

The breakdown of concentration of credit risk by sector of economy is presented in the table below:

In BGN’000

Trade and services
Construction

Production

Loans to individuals

Transport and communications
Agriculture and forestry
Insurance and leases

C. Maturity structure analysis

In BGN’000

- from 1 to 3 months

- from 3 months to 1 year
- from 1 to 3 years

- from 3 to 5 years

- over 5 years

Total

Loans to customers have yields within the range of:
ein BGN: from 7.5% to 15%;
ein foreign currency: from 7.5% to 11%..

31 December 2007

31 December 2006

75,647 35,808
2,823 606
846 801
772 112
4,441 1,519
80,088 37,327

31 December 2007

31 December 2006

34,886 20,657
26,892 4,843
10,151 9,756
4,441 1,519
3,520 144
193 300

5 108
80,088 37,327

31 December 2007

31 December 2006

65 389
8,223 3,675
47,292 19,969
8,807 10,996
15,701 2,298
80,088 37,327

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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Movement in the allowances for loan impairment and uncollectability

In BGN’000

Balance at 1 January

Increase in impairment losses on loans
Reversal of impairment losses on loans

Balance at 31 December

16. Securities available-for-sale

In BGN’000

Government bonds - Republic of Bulgaria

- Medium-term bonds, denominated in BGN
Government bonds - Republic of Turkey

- Medium-term bonds, denominated in EUR
Shares denominated in BGN
Total

2007 2006
(364) (403)
(566) (230)

351 269
(579) (364)

31 December 2007

31 December 2006

10,095 10,212
1,069 1,095

6 4
11,170 11,311

Shares in other entities at the amount of BGN 4 thousand represent shares in the capital of Bulgarian Stock
Exchange — Sofia AD. Each share is at the nominal amount of BGN 1 As at 31 December 2007, the minority
interest equity investment is reported in the balance sheet at acquisition cost, which the management believes to be

close to its fair value at the balance sheet date (Note 2.8.1).

In 2007 the Bank acquired 7 shares of Thrace Group Hold AD, a public company registered at the stock exchange.
The investment amounts to BGN 1 thousand at the date of acquisition. The fair value of the shares at 31 December
2007, determined on the basis of their average exchange price for the month of December is BGN 2 thousand.

Movement in securities available-for-sale

In BGN’000

At 1 January

Additions (purchases)

Disposals (maturity)

Net gain on remeasurement of securities

At 31 December

2007

11,311

(142)
11,170

2006

5,145
8,470
(2,116)
(188)
11,311

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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Fair value of securities available-for-sale

Accrued
interest at 31
Par value Fair value Dec 2007
BGN’000 BGN’000 BGN’000
Interest-bearing bonds in BGN 3,700 3,561 49
3,700 3,683 74
2,800 2,680 49
Interest-bearing bonds in EUR 978 1,012 56
11,178 10,936 228

Effective
interest rate

2.57%
2.05%
2.73%
3.62%

Maturity

25/01/20011
12/01/2015
4/01/2016
10/02/2014

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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17. Property and equipment
In BGN’000 Machinery  Furniture Motor vehicles  Leasehold Other assets
and and fixtures improvement Total
equipment S
Book value (cost)
At 1 January 2006 1,162 1,169 342 1,090 226 3,989
Additions 79 36 4 24 5 148
Disposals (555) (154) (28) - 2 739
At 31 December 2006 686 1,051 318 1,114 229 3,398
Additions 271 89 19 - 463 842
Disposals (157) (95) - - (23) (275)
At 31 December 2007 800 1,045 337 1,114 669 3,965
Accumulated depreciation
At 1 January 2006 939 988 187 845 73 3,032
Depreciation charge for the 86 114 65 111 77 453
year
Disposals (555) (154) (23) - 2 734
At 31 December 2006 470 948 229 956 148 2,751
Depreciation charge for the 122 35 52 42 34 285
year
Disposals (156) (95) - - (21) (272)
At 31 December 2007 436 888 281 998 161 2,764
Carrying amount
At 31 December 2007 364 157 56 116 508 1,201
At 31 December 2006 216 103 89 158 81 647

The book value of fully depreciated assets, which are still in use by the Bank amounts to BGN 2,026 thousand (31
December 2006: BGN 1,735 thousand).

The lease agreements are concluded for
agreements are BGN 636 thousand for 1-year period.

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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18. Intangible assets

In BGN’000 Licences Software Total
Book value (cost)
At 1 January 2006 142 239 381
Additions - -
Disposals - (24) (24)
At 31 December 2006 142 215 357
Additions - 43 43
Disposals - (1) (1)
At 31 December 2007 142 257 399
Accumulated amortisation
At 1 January 2006 119 176 295
Amortisation charge for the 9 22 31
year
Disposals - (24) (24)
At 31 December 2006 128 174 302
Amortisation charge for the 5 21 26
year
Disposals - - -
At 31 December 2007 133 195 328
Carrying amount
At 31 December 2007 9 62 71
At 31 December 2006 14 41 55

19. Deferred tax assets

Deferred income taxes as at 31 December are related to the following balance sheet items:

In BGN’000

Item description

Accruals for unused paid leaves
Litigation provisions
Long-term payables to personnel

Revaluation of financial assets by
31 December 2006

Total deferred tax assets

Fixed assets
Revaluation of financial assets after 31
December 2006

Total deferred tax liabilities

Temporary Temporary

difference Tax difference Tax
31 Dec 2007 31 Dec 2007 31 Dec 2006 31 Dec 2006

101 7 70

87 9 87
23 2 - -
161 16 161 16
372 37 318 32
(119) (12) (150) (15)
(142) (14) - -
(261) (26) (150) (15)

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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Deferred income tax assets, net

111 11

168

17

20. Other assets

In BGN’000

Prepayments

Income tax receivable

Guarantee deposits with suppliers
Other assets

Total

21. Due to banks

In BGN’000

Demand deposits
- in foreign currency

The average interest rates applied to current
accounts are:

usD
EUR
BGN

31 December 2007

31 December 2006

103 55
- 17
104 32
39 2
246 106

31 December 2007

31 December 2006

5 644
2007 2006
from to from to
2 2
0.4 25 0.4 25
0.3 0.3

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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22. Due under subordinated term debt

On 14 March 2007, the Bank concluded an agreement for subordinated term debt with a foreign entity — creditor
Emelda Deri ve Tekstil Sanayi Dis Ticaret Ltd. Sirketi, Turkey.

The purpose of the lended amount is to be used as increase of the capital base of the Bank in accordance with the
requirements of BNB Ordinance No. 8 on the capital adequacy of credit institutions. It is included in the second-
order capital (additional capital) of the Bank as a subordinated term debt after receiving a permit from BNB.

The main parameters of the agreement are as follows:

Subordinated debt amount BGN 10,000 thousand.
Maturity 6 years
Interest rate 5% p.a.
Principal repayment in a bullet with maturity

— 14 March 2013
Payment of interest on quarterly basis

The bank does not secure the payment of the loan amount. The agreement does not provide a possibility for pre-
term demand for payment of instruments and a pre-term repayment cannot be made without a prior written permit
from BNB. In case of liquidation or bankruptcy of the Bank, the repayment is allowable after the receivables of all
other creditors are satisfied. The debt amount is included in second-order capital with a decrease of 20 % per year
over the remaining 5 years till the maturity under the agreement. With maturity of the debt, the subordinated term
debt is excluded in full from calculation of equity.

23. Due to customers

A. Analysis by customer type

In BGN’000 31 December 2007 31 December 2006
Individuals
- term deposits 9,036 4,427
- saving accounts 4,598 2,714
- demand deposits 1,727 370
Private entities and other financial institutions
- term deposits 19,086 32,660
- demand deposits 144,515 138,021
Total 178,962 178,192

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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B. Maturity structure of deposits

In BGN’000 31 December 2007 31 December 2006

Demand deposits
-in BGN 75,915 99,851
- in foreign currency 74,925 41,254
Term deposits
Up to 1 month

-in BGN 7,450 3,707

- in foreign currency 4,014 3,774
From 1 to 3 months

-in BGN 2,006 112

- in foreign currency 2,553 593
From 3 months to 1 year

-in BGN 9,419 27,102

- in foreign currency 2,680 1,799
Total 178,962 178,192

Demand deposits from customers include blocked funds by the Bank: as collaterals under issued bank guarantees
at the amount of BGN 29,790 thousand (31 December 2006: BGN 444 thousand) as well as special terms accounts:
specific accounts amounting to BGN 554 thousand (31 December 2006: BGN 4,342 thousand).

C. Interest rates

The interest rates applied to the customers' accounts in 2007 and 2006 are:

Year 2007 BGN EUR usD TRY
Current accounts 0.30 0.40 0.20 -
Term deposits
Up to 1 month 3.00 2.90 2.75 12.00
Up to 3 months 3.50 3.40 3.00 13.00
Up to 6 months 3.75 3.70 3.25 14.00
Up to 9 months 4.00 3.90 3.50 -
Upto 1 year 4.75 4.50 4.00 -
Year 2006
Current accounts 0.30 0.40 0.20 -
Term deposits
Up to 1 month 3.00 2.75 2.75 -
Up to 3 months 3.50 3.00 3.00 -
Up to 6 months 3.75 3.25 3.25 -
Upto 1 year 4.75 4.00 4.00 -

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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24.

25.

26.

Amounts due under repo-agreements

The Bank has received a short-term secured funding from other banks under a repo-agreement comprising a clause

for repurchase on a defined future date under the following terms and conditions:

At 31 December 2007

Collateral Nominal value Fair value of Received Interest Value
type of collateral the liability at resource rate date
(in BGN’000) 31 Dec 2007 (in BGN’000)
(in BGN’000)
Bonds 2,800 2,605 2,604 4,60% 27/12/2007
Bonds 3,700 3,517 3,515 4,60% 28/12/2007
Bonds 1,956 1,958 1,956 4,55% 27112/2007
8,456 8,080 8,075 4,58%

Maturity

10/01/2008
11/01/2008
7/01/2008

The market value of the blocked collateral on the borrowing at 31 December 2007 amounts to BGN 8,659

thousand.

Other borrowed funds

On 27 November 2007, the Bank concluded an agreement for a special-purpose loan at the amount of EUR 1,100
thousand with a Bulgarian bank for encouraging micro-, small- and medium-sized enterprises through providing
funds and financing their projects. The term of the agreement is three years. The interest is determined based on 6-
month EURIBOR with a surplus of 0.8% and is payable on monthly basis. The loan is secured up to 50% of its

nominal amount under the agreement with a pledge of government bonds, owned by the Bank.

The loan is drawn and utilised in full at 31 December 2007. The carrying amount of the debt is BGN 2,163

thousand and includes BGN 11 thousand interest.

At 31 December 2007, the blocked securities under the registry of the Bank with BNB for securing the loan are at
a nominal amount of BGN 1,140 thousand. The fair value of the collateral is BGN 1,158 thousand. In addition, a

promissory note in favour of the creditor bank has been provided as a securing facility.

Other liabilities

In BGN’000 31 December 2007 31 December 2006
Unsettled transfers 2,176 505
Taxes payable 130 7
Payables to personnel and for social security 125 70
Litigation provisions 88 88
Accrued expenses 82 60
Prepaid fees for management of bank guarantees and letters of credit 37 34
Other liabilities 25 4
Total 2,663 768

Payables to personnel include: accruals on compensated leaves, social security contributions thereon and the

present value of the Bank's liability due on retirement benefit obligations as at 31 December 2007.
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In accordance with the Labour Code, each employee is entitled to indemnity on retirement at the amount of two
gross monthly salaries, and if he or she has worked for more than 10 years for the Bank — six gross monthly
salaries at the time of retirement (Note 2.16). For the purpose of establishing the amount of the long-term payables
to personnel, the Bank has assigned an actuarial valuation by using the services of a certified actuary. The
obligation is formed as follows:

In BGN’000 31 December 2007

Liability recognised in the balance sheet at 1 January -

Interest expense 1
Current service costs 9
Past service costs 15
Net actuarial gain for the period 2)
Payments for the period -
Present value of the obligations at 31 December 23

Unrecognised actuarial loss at 31 December -

Liability recognised in the balance sheet at 31 December 23

The following actuarial assumptions are used in calculating the present value of the liabilities as at 31 December

2007:

e mortality rate — in accordance with the table issued by the National Statistics Institute for the total mortality
rate of the population in Bulgaria for the period 1998 — 2001;

e  staff turnover rate — from 10 % to 0 % for the five age groups formed;

o discount factor — the rate applied is based on the effective annual interest rate i = 5.7 %. It is grounded on the
market yield on the long-term government securities (of 10-year maturity). Considering that the average term
to pensioning is longer than 10 years, the discount rate has been established through extrapolation;

e the assumption for the future level of the salaries is based on the information provided by the Bank’s
management and amounts to 5% annual growth for year 2008 and 5% for each subsequent year against the

prior reporting period

217. Capital and reserves

(a) Number and face value of registered shares as at 31 December 2007

Number of issued Par value
Number of chares / in BGN’000 shares
Ordinary shares 20,000 20,000

As at 31 December 2007, the registered share capital of D Commerce Bank AD amounts to BGN 20,000 thousand,
distributed in 20,000 ordinary, registered, voting shares with nominal value of BGN 1,000 per share.

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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(b) Number and face value of registered shares as at 31 December 2007, continued

Shareholder Shares held at Percentage Shares held at Percentage
31 Dec 2007 g 31 Dec 2006 9
Fuat Guven 20,000 100 20,000 100
Total 20,000 100 20,000 100
(c) Reserves

Statutory reserves (Reserve Fund)

The new Credit Institutions Act, in force as of 1 January 2007, does not prescribe specific rules for setting aside a
Reserve Fund (Statutory Reserves). The Bank shall allocate a Reserve Fund following the common order of the
Commercial Act, namely: at least one tenth of the post-tax profit, funds paid above the nominal amount on
issuance of capital, the sum of the additional payments made against privileges granted on the acquired shares,
other sources specified in the Articles of Association or designated by the General Meeting of Shareholders until
the Fund reserves reach up to 1/10th of the share capital determined by Articles of Association. In addition, under
the Credit Institutions Act, the banks may not distribute dividends before reaching the minimum reserves required
by law or by the Articles of Association, or in case the distribution of dividends results in violating the regulatory
capital adequacy ratios.

Until 31 December 2006, the Bank had been obliged to allocate a Reserve Fund up to at least 1.25% of the total
assets amount and the off-balance sheet commitments, in order to be able to distribute dividends.

The Bank can use the money from the Statutory Reserve to cover its current or prior period losses, but can not use
it for distribution of dividends without permission by Bulgarian National Bank.

The revaluation reserve — FA is set aside from the unrealised gains and/or losses from subsequent measurement of
available-for-sale securities (bonds) at fair value. It is presented in the balance sheet as a separate component of
equity, net of deferred tax effects.

28. Contingent liabilities and commitments

The Bank provides financial guarantees and letters of credit to guarantee the performance of customers to third
parties. These agreements have fixed limits and are generally valid for a period of up to one year.

The amounts under concluded agreements for undertaken commitments and contingent liabilities are presented in
the table below:

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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29.

In BGN’000 31 December 2007 31 December 2006

Contingent liabilities
Bank guarantees and letters of credit

-in BGN 32,115 4,567
- in foreign currency 3,624 4,361
35,739 8,928

Irrevocable commitments
Undrawn authorised loans

-in BGN 6,259 4,024
- in foreign currency 8,423 4,965

14,682 8,989
Total 50,421 17,917

Nature of instruments and credit risk

These commitments of contingent nature are bearers of an off balance-sheet credit risk because only organisation
fees and provisions for probable losses are recognised in the balance sheet until the commitments are fulfilled or
expire. The amounts reflected in the above table for guarantees represent the maximum accounting loss that
would be recognised at the balance sheet date if counterparties failed to perform in full their obligations as
contracted. Many of the contingent liabilities and commitments will expire without being advanced fully or
partially. Therefore, the amounts do not represent expected future cash flows. The extent of collateral held for
guarantees and letters of credit is 100 percent and represents mainly deposits blocked at the Bank, mortgage of a
real estate, bank guarantees issued by other banks and promissory notes.

When conditions for enforcement of an issued guarantee occur, the Bank judges the possibilities for recourse to the
counterparty and eventual realisation of the provided securities.

Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise the following balances with
original maturity of up to 3 months:

31 December 31 December 2006
In BGN’000 2007
Cash on hand
-in BGN 2,524 1,389
- in foreign currency 2,197 1,381
Current account with the Central Bank 1,007 i
Current accounts and amounts due from banks with
original maturity of less than 3 months
-in BGN 4,017 74,025
- in foreign currency 14,252 42,764
Total 24,087 119,559

This is a translation from Bulgarian of the annual financial statements of D Commerce Bank AD for year 2007.
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30.

31.

32.

Trust management of assets

The Bank provides trust services to its customers whereby it holds and manages Bulgarian government securities
on behalf of customers. The Bank receives fee income for providing these services. Trust assets are not assets of
the Bank and are not recognised in the Bank’s balance sheet. The Bank is not exposed to any credit risk relating
the management of these assets, as it does not guarantee them.

Bank regulators under Bulgarian law

According to the requirements of the banking legislation effective in Bulgaria and the instructions of the Bulgarian
National Bank (BNB) in its capacity of a Central Bank, D Commerce Bank AD shall observe certain restrictions
related to the following ratios:

Total capital adequacy

The Bank calculates its total capital adequacy ratio as a percentage of its net capital base to the total risk weighted
assets. The capital base includes the registered share capital, the Statutory Reserve and the other reserves up to a
particular amount. The total risk weighted assets include the balance sheet and off-balance sheet exposures (items)
as reported, weighted in accordance with their risk. The reported capital adequacy ratio level at 31 December 2007
is 21.95 % (2006: 26.82 %). The minimum capital adequacy ratio required by law is 12%.

Minimum share capital

As at 31 December 2007, the Bank's share capital is BGN 20,000 thousand (31 December 2006: BGN 20,000
thousand). The Bank has met the Central Bank (BNB) requirements for a minimum share capital of BGN 10,000
thousand.

Other regulatory ratios

Capital base to open foreign currency positions - the maximal ratio is up to 30% for all foreign currency positions
and respectively, up to 15% for each foreign currency position with the exception of those in EUR;

Capital base to large risk exposures - the total amount of all large loans cannot exceed 8 times the Bank's capital
base. The exposure to a borrower or related parties cannot exceed 25% of the Bank's capital base.

Liquid assets to net cash flows - the Central Bank (BNB) monitors the amount and composition of the Banks'
liquid assets and when necessary, determines a minimum liquidity ratio for each bank, which shall be reached
within a defined term as a percentage of the liquid assets to the funds attracted.

Capital base to the amount of property, equipment and shares in non-financial institutions - the investments cannot
exceed the Bank's capital base while only those in property and equipment can amount up to 50% of the capital
base.

As at 31 December 2007, the Bank has complied with all regulatory requirements of the Central Bank and
Bulgarian legislation.

Risk management

In the ordinary course of its business activities, the Bank is exposed to a variety of financial risks the most
important of which are market risk (including currency risk, risk of a change in the fair value and price risk), credit
risk, liquidity risk and risk of interest-bearing cash flows. The general risk management is focused on the difficulty
to forecast the financial markets and to achieve minimizing the potential negative effects that might affect the
financial results and position of the Bank. The financial risks are currently identified, measured and monitored
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through various control mechanisms in order to establish adequate prices for Bank services and type of products
and the borrowed thereby funds, as well as to assess adequately the market circumstance of its investments and the
forms for maintenance of free liquid funds through preventing undue risk concentrations. The Bank manages its
commercial transactions according to the type of risk involved and on the basis of the categories of trading
instruments held.

Risk management structure

The main units, which are directly responsible for risk management in the Bank are as follows:
Supervisory Board — performs overall supervision of risk management;

Management Board — responsible for the overall risk management approach and for approving risk strategies and
principles;

Assets and Liabilities (Liquidity) Committee — analyzes the current position of the Bank, monitors the liquidity-
related risks and the market of financial instruments and proposes specific measures in case of variance from the
set limits;

Credit Committee and Provisional Council — current analysis of credit transactions from the perspective of credit
risk management;

Executive Directors — they exercise operating control over the maintenance and observance of the set limits for the
particular types of risk.

The Central Bank exercises additional surveillance on risk management in the Bank by requesting periodical
reports and subsequent control on the observance of the regulatory set maximum exposure levels to particular
types of risk.

Measurement and management of major risks

The management of the Bank has approved various internal rules and methods for risk measurement mainly based
on statistical models or historical experience.

Controlling and managing risks is primarily performed based on limits established by the Bank by type of
operation. These limits reflect the strategy and market position of the Bank as well as the level of risk Bank defines
as being acceptable for its operations.

Reports on the specific types of risks are periodically prepared for the purposes of subsequent analysis and
possible adjustment of already set limits by individual transactions and deals.

Credit risk
Credit risk is the risk that the customers/counterparts will fail to discharge their contractual obligations in full and
on time.

The management of the specific credit risk is performed by the Provisional Council of the Bank and is supervised
by the Management Board. The credit risk management function ensures that appropriate policies are established
and its compliance with the related credit monitoring procedures and controls for monitoring of each type of credit
exposure.
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Exposure to credit portfolio risk is managed through regular analysis of the ability of borrowers to meet principal
and interest repayment obligations and by mechanisms of establishing lending limits as appropriate. Exposure to
credit risk is also reduced in part by obtaining different types of collateral.

The primary purpose of the instruments in the form of guarantees and letters of credit is to ensure that funds are
available to a customer as required. Guarantees and letters of credit, which represent irrevocable commitments that
the Bank will make payments in the event that a customer cannot meet its obligations to third parties, and carry the
same credit risk as loans. Documentary and commercial letters of credit, which are written undertakings by the
Bank on behalf of a customer authorising a third party to draw drafts on the Bank up to a stipulated amount by
observing specific terms and conditions. They are collateralised by a definite quantity of goods and therefore carry
less risk than a direct borrowing.

Commitments to extend credit represent undrawn portions of authorisations to extend credit in the form of loans,
guarantees or letters of credit. With respect to credit risk on commitments to extend credit the Bank is potentially
exposed to loss in an amount equal to the total undrawn commitments. However, the likely amount of loss is less
than the total unused commitment since most commitments to extend credits are contingent upon customers
maintaining specific credit standards. The Bank monitors on a current basis the utilization periods of credit
commitments because longer-term commitments generally have a greater degree of credit risk than the shorter-
term commitments.

Maximum exposure to credit risk

The exposure to credit risk attributable to financial assets recognised in the balance sheet is as follows:

In BGN’000 2007 2006

Financial asset

Cash and balances with the Central Bank

27,320 16,276

Due from banks 18,603 119,743
Due from repo-agreements 2,364 1,960
Securities held-for-trading 82,048 12,192
Loans and advances to customers 79,509 36,963
Securities available-for-sale 11,170 11,311
221,014 198,445

The exposure to credit risk attributable to off-balance sheet contingent commitments is as follows:

Bank guarantees and letters of credit 35,739 8,928
Undrawn authorised loans 14,682 8,989

50,421 17,917
Maximum credit risk 271,435 216,362
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