






As at �1 December 2��6, the Bank held restricted deposits amounting to LVL 12,562 thousand (2��5: LVL 21,111 thousand) that are dependent

upon repayment of outstanding balances due from customers.

NOTE 27. OTHER LIABILITIES

Suspense liabilities comprise funds received by the Group and the Bank as of the end of the year but not transferred to ultimate beneficiaries due

to unclear or incomplete details of the supporting documentation.

NOTE 28. ISSUED SHARE CAPITAL

As at �1 December 2��6, the Bank’s registered and paid-in share capital was LVL 65,�27 thousand. In accordance with the Bank’s statutes, the

share capital consists of 6�,6�� thousand ordinary shares with voting rights and 4,�94 thousand ordinary shares without voting rights. All shares

have a par value of LVL 1 each, and, as at �1 December 2��6, they all were issued and fully paid. As at �1 December 2��6, the Bank did not pos-

sess any of its own shares.

As at �1 December 2��6, the Bank had 64 (65) shareholders. The respective shareholdings as at �1 December 2��6 and 2��5 may be specified

as follows:

Dividends paid and proposed
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LVL 000Õs

31/12/2006 31/12/2005 31/12/2006 31/12/2005

Group Group Bank Bank

Suspense liabilities 2,214 1,633 2,214 1,633

Spot exchange contracts 1,297 457 1,297 457

Money in transit 10,693 9,124 10,693 4,169

Other liabilities 1,220 6,491 968 1,238

Total other liabilities 15,424 17,705 15,172 7,497

31/12/2006 31/12/2005

Paid-in % of total % of total Paid-in % of total % of total

share capital paid-in voting share capital paid-in voting

(LVL 000’s) capital rights (LVL 000’s) capital rights

Valery Kargin 27,887 42.89 45.99 27,887 42.89 45.99

Viktor Krasovitsky 27,887 42.89 45.99 27,887 42.89 45.99

Other 9,253 14.22 8.02 9,253 14.22 8.02

Total 65,027 100.00 100.00 65,027 100.00 100.00

2006 2005

LVL 000’s LVL per share LVL 000’s LVL per share

Declared and paid during the year
Equity dividends on ordinary shares 5,000 0.077 - -

Proposed for approval at Annual General Meeting
(not recognized as a liability as at 31 December)

Equity dividends on ordinary shares - - - -
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NOTE 29. MEMORANDUM ITEMS

Memorandum items comprise contingent liabilities, financial commitments, foreign exchange contracts and derivative financial instruments. The

following table provides a specification of contingent liabilities and financial commitments outstanding as at �1 December 2��6 and 2��5.

The following table presents the notional amounts and fair values of foreign exchange contracts and derivative financial instruments. The notional

amounts of foreign exchange contracts represent the amounts receivable under these contracts. The notional amounts of other financial instru-

ments represent the value of the underlying assets.

The fair value on foreign exchange contracts is presented in balance sheet as follows:
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LVL 000’s

31/12/2006 31/12/2005 31/12/2006 31/12/2005

Group Group Bank Bank

Contingent liabilities:
Outstanding guarantees 26,277 18,503 22,646 18,669

Outstanding letters of credit 4,246 2,612 4,193 2,612

Total contingent liabilitiess 30,523 21,115 26,839 21,281
Financial commitments:
Loans granted not fully drawn down 36,723 37,797 37,369 30,275

Unutilised credit lines and overdraft facilities 227,849 115,683 251,870 129,783

Credit card commitments 72,592 37,344 70,600 37,650

Other financial commitments 8,996 - - -

Financial commitments 346,160 190,824 359,839 197,708

LVL 000’s

Notional amount Fair value

Restated Restated Restated Restated

31/12/2006 31/12/2005 31/12/2006 31/12/2005 31/12/2006 31/12/2005 31/12/2006 31/12/2005

Group Group Bank Bank Group Group Bank Bank

Foreign exchange contracts:
Spot exchange 99,499 103,111 101,024 125,225 (85) (49) (96) (77)

Forwards 81,944 17,616 82,648 22,602 272 28 282 25

Swaps 936,860 582,360 961,136 569,574 435 (252) 465 (255)

Total foreign exchange contracts 1,118,303 703,087 1,144,808 717,401 622 (273) 651 (307)
Other financial instruments:
Futures, sold 10,331 2,887 10,331 2,887 215 (21) 215 (21)

Interest rate swaps 233,949 95,098 233,949 95,098 712 (1,479) 712 (1,321)

FRA - 7,028 - 7,028 - (4) - (4)

Total other financial instruments 244,280 105,013 244,280 105,013 927 (1,504) 927 (1,346)

LVL 000’s

Assets Liabilities

Restated Restated Restated Restated

31/12/2006 31/12/2005 31/12/2006 31/12/2005 31/12/2006 31/12/2005 31/12/2006 31/12/2005

Balance sheet position Group Group Bank Bank Group Group Bank Bank

Other assets/ other liabilities 735 482 724 482 (1,297) (457) (1,297) (457)

Derivative financial instruments 8,065 1,912 8,113 2,046 (5,954) (2,613) (5,962) (2,623)

Total 8,800 2,394 8,837 2,528 (7,251) (3,070) (7,259) (3,080)
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The following table represents geographical profile of the Group’s memorandum items based on the customers’/ counter parties’ reported resi-

dence as at �1 December 2��6:

Hedging
At �1 December 2��6, the Bank had several interest rate swap agreements. Some of the agreements are being used to maintain certain level of

the Bank’s total debt at floating rates, thus effectively working as fair value hedges. The details of the respective interest rate swaps and recognized

hedge effectiveness are as follows:

The Bank uses dollar-offset method to calculate the retrospective and prospective effectiveness of the hedging relationships. If the critical terms

of the hedging instrument and hedged item are identical, the Bank uses one scenario to assess the prospective effectiveness of the hedge rela-

tionship, whereas in other cases at least three different scenarios are used.
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LVL 000’s

OECD Latvia Other

countries non-OECD

countries Total

Contingent liabilities:
Outstanding guarantees 2,835 16,478 6,964 26,277

Outstanding letters of credit 2,927 225 1,094 4,246

Total contingent liabilities 5,762 16,703 8,058 30,523
Financial commitments:
Loans granted not fully drawn down 1,985 14,790 19,948 36,723

Unutilised credit lines and overdraft facilities 4,435 138,743 84,671 227,849

Credit card commitments 2,518 67,985 2,089 72,592

Other financial commitments - 8,996 - 8,996

Financial commitments 8,938 230,514 106,708 346,160
Foreign exchange contracts:
Spot exchange 70,689 10,094 18,716 99,499

Forwards 10,600 53,716 17,628 81,944

Swaps 616,421 94,242 226,197 936,860

Total foreign exchange contracts 697,710 158,052 262,541 1,118,303
Futures, sold 10,331 - - 10,331

Interest rate swaps 233,949 - - 233,949

Total other financial instruments 244,280 - - 244,280

Clean fair value – Recognised ineffectiveness –

Notional asset / (liability) income / (expense)

amount (EUR) Maturity 31/12/2006 31/12/2005 2006 2005

100 million June, 2008 (1,636) 1,121 (24) (158)

200 million May, 2011 (1,127) - (128) -

Total (2,763) 1,121 (152) (158)
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NOTE 30. FUNDS UNDER TRUST MANAGEMENT

The table below provides analysis of the funds managed on behalf of customers by investment type:

The table below provides an analysis of the customer profile on whose behalf the funds are managed:

NOTE 31. CASH AND CASH EQUIVALENTS

The table below provides a breakdown of cash and cash equivalents as at �1 December 2��6 and 2��5:
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LVL 000’s

31/12/2006 31/12/2005 31/12/2006 31/12/2005

Group Group Bank Bank

Fixed income securities:
Government bonds 13,335 22,696 - -

Foreign municipality bonds 2,185 2,566 - -

Credit institution bonds 52,171 34,911 - 175

Corporate bonds 23,573 25,211 - -

Managed funds 32,447 22,737 - -

Total investments in fixed income securities 123,711 108,121 - 175
Other investments:
Deposits with credit institutions 28,813 12,332 1,787 -

Loans to corporate entities 2,274 1,818 2,090 1,818

Loans to financial institutions - - - 596

Real estate 37,471 16,898 - 424

Shares 86,775 24,007 10 -

Other 32,929 2,877 6 -

Total other investments 188,262 57,932 3,893 2,838
Total assets under trust management agreements 311,973 166,053 3,893 3,013

LVL 000’s

31/12/2006 31/12/2005 31/12/2006 31/12/2005

Group Group Bank Bank

Privately held companies 92,909 46,847 3,158 1,466

Private individuals 68,835 34,718 735 951

Investors of investment funds 124,902 64,469 - -

Financial institutions 25,327 20,019 - 596

Total liabilities under trust management agreements 311,973 166,053 3,893 3,013

LVL 000’s

Restated Restated

31/12/2006 31/12/2005 31/12/2006 31/12/2005

Group Group Bank Bank

Cash and demand deposits with central banks 267,213 144,079 258,594 136,835

Demand deposits with other credit institutions 124,973 164,314 126,254 171,372

Demand deposits due to other credit institutions (24,518) (9,565) (27,274) (14,674)

Total cash and cash equivalents 367,668 298,828 357,574 293,533
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NOTE 32. CAPITAL ADEQUACY

Capital adequacy refers to the sufficiency of the Group’s capital resources to cover the credit risks and market risks arising from the portfolio of

assets and the off-balance sheet exposures.

The Financial and Capital Markets Commission’s, the bank regulator, regulations require Latvian banks to maintain a capital adequacy ratio based

on financial statements prepared under IFRS as adopted by EU of 8% of risk weighted assets.

Since the Bank has subsidiaries, which are financial institutions, it should comply with the regulatory requirements based on both the Group’s fi-

nancial statements and the Bank’s financial statements as a stand-alone entity. As at �1 December 2��6, the Group’s capital adequacy ratio in

accordance with the FCMC’s requirements was 9.9% (2��5: 11.1%). At the same time, the Bank’s capital adequacy ratio without taking into ac-

count the Bank’s investments in subsidiaries and calculated in accordance with the FCMC’s requirements was 1�.�% (2��5: 11.7%).

As at �1 December 2��6, the Group’s capital adequacy ratio based on Basle Committee guidelines was 1�.4% (2��5: 11.7%), whereas the Bank’s

capital adequacy ratio without taking into account the Bank’s investments in subsidiaries was 1�.5% (2��5: 12.2%). The minimum capital adequacy

recommended by the 1988 Basle Committee guidelines is 8%.

Based on the guidelines set forth by the Financial and Capital Markets Commission, the capital adequacy has been calculated as follows:
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LVL 000’s

31/12/2006 31/12/2005 31/12/2006 31/12/2005

Group Group Bank Bank

Tier 1
- paid-in share capital 65,027 65,027 65,027 65,027

- share premium 12,694 12,694 12,694 12,694

- audited retained earnings (not subject to dividend distribution) 73,000 44,786 68,897 43,772

- audited profit for the year (not subject to dividend distribution) 52,107 33,214 48,002 30,175

- minority interest - 12 - -

Less
- negative fair value revaluation reserve (2,200) - (1,949) -

- intangible assets (as defined by FCMC) (5,111) (2,805) (1,168) (1,223)

Total Tier 1 195,517 152,928 191,503 150,445
Tier 2
- fair value revaluation reserve (restricted to 55%) - 1,297 - 1,377

Total Tier 2 - 1,297 - 1,377
Equity to be utilised in the capital adequacy ratio as per FCMC 195,517 154,225 191,503 151,822

Risk weighted balance LVL 000’s Risk 31/12/2006 31/12/2005 31/12/2006 31/12/2005

Capital adequacy under the FCMC’s requirements weighting Group Group Bank Bank

Total credit risk capital charge 8% 145,540 101,298 137,470 95,121

Foreign currency open positions subject to capital charge 3,215 2,125 2,971 1,661

Fixed income securities position risk capital charge 4,258 3,394 3,252 3,250

Equity position risk capital charge 2,865 4,087 2,853 3,882

Derivatives counterparty risk capital charges 1,549 117 1,554 117

Total capital charges 157,427 111,021 148,100 104,031
Equity to be utilised in the capital adequacy ratio 195,517 154,225 191,503 151,822
Capital Adequacy Ratio (Equity/Total capital charges) x 8% 9.9% 11.1% 10.3% 11.7%
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Based on the guidelines set forth by the Basle Committee, the capital adequacy has been calculated as follows:
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LVL 000’s

31/12/2006 31/12/2005 31/12/2006 31/12/2005

Group Group Bank Bank

Tier 1
- paid-in share capital 65,027 65,027 65,027 65,027

- share premium 12,694 12,694 12,694 12,694

- audited retained earnings (not subject to dividend distribution) 73,000 44,786 68,897 43,772

- audited profit for the year (not subject to dividend distribution) 52,107 33,214 48,002 30,175

- minority interest - 12 - -

Less
- negative fair value revaluation reserve (2,200) - (1,949) -

- intangible assets (as defined by Basle Committee) (1,404) (1,404) - -

Total Tier 1 199,224 154,329 192,671 151,668
Tier 2
- fair value revaluation reserve (restricted to 55%) - 1,297 - 1,377

- portfolio risk reserve (restricted to 1.25% of risk weighted assets) 4,738 6,457 4,523 6,417

Total Tier 2 4,738 7,754 4,523 7,794
Equity to be utilised in the capital adequacy ratio

as per Basle Committee 203,962 162,083 197,194 159,462

Risk weighted balance LVL 000’s Risk 31/12/2006 31/12/2005 31/12/2006 31/12/2005

Capital adequacy under the Basle Committee requirements weighting Group Group Bank Bank

Total credit risk capital charge 8% 145,671 101,321 140,012 95,873

Foreign currency open positions subject to capital charge 3,215 2,125 2,971 1,661

Fixed income securities position risk capital charge 4,258 3,394 3,252 3,250

Equity position risk capital charge 2,865 4,087 2,853 3,882

Derivatives counterparty risk’s capital charges 1,549 117 1,554 117

Total capital charges 157,558 111,044 150,642 104,783
Equity to be utilised in the capital adequacy ratio 203,962 162,083 197,194 159,462
Capital Adequacy Ratio (Equity/Total capital charges) x 8% 10.4% 11.7% 10.5% 12.2%

74



NOTE 33. ASSETS, LIABILITIES AND MEMORANDUM ITEMS BY MATURITY
STRUCTURE

The relationship between the maturity of assets and liabilities as well as memorandum items is indicative of liquidity risk and the extent to which it

may be necessary to raise funds to meet the outstanding obligations. The table below allocates the Group’s assets, liabilities and memorandum items

as at �1 December 2��6 and 2��5 to maturity groupings based on the time remaining from the balance sheet date to the contractual maturity dates.

Currently, the Group’s and Bank’s information system does not provide an analysis of outstanding loans and advances to customers by their re-

maining maturities considering the scheduled repayments during the period of loans. Due to extensive effort required in preparation of such an analy-

sis, the presentation of such analysis in these financial statements was not deemed practical by the Management. Accordingly, the above table has

been prepared under the assumption that all principal falls due at the final maturity date.
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LVL 000’s

Within 1-3 3-6 6-12 1-5 Over Total

1 month months months months years 5 years

and undated

Assets
Cash and deposits with central banks 267,213 - - - - - 267,213

Balances due from credit institutions 128,640 4,712 8,741 15,291 11,281 5,509 174,174

Loans and advances to customers 74,603 80,935 16,642 93,834 663,521 502,444 1,431,979

Fixed income securities - 568 2,406 4,607 207,952 266,347 481,880

Shares and other non-fixed income securities - - - 2,522 - 47,530 50,052

Derivative financial instruments 1,488 6,502 34 41 - - 8,065

Other assets 9,692 2,397 6 504 2,671 39,834 55,104

Total assets 481,636 95,114 27,829 116,799 885,425 861,664 2,468,467

Liabilities
Balances due to credit institutions and central banks 84,606 149,078 2,354 226,548 612 - 463,198

Deposits from customers 1,341,891 81,845 62,853 52,503 20,825 1,567 1,561,484

Issued debt securities - - - - 210,073 - 210,073

Financial liabilities held for trading - - - - - 1,242 1,242

Derivative financial instruments 543 2,144 64 38 3,165 - 5,954

Other liabilities 12,883 3,521 4,357 - - 5,127 25,888

Total liabilities 1,439,923 236,588 69,628 279,089 234,675 7,936 2,267,839

Equity - - - - - 200,628 200,628

Total liabilities and equity 1,439,923 236,588 69,628 279,089 234,675 208,564 2,468,467

Net balance sheet position – long/ (short) (958,287) (141,474) (41,799) (162,290) 650,750 653,100

Memorandum items
Contingent liabilities 9,652 2,786 1,481 8,519 6,385 1,700 30,523

Financial commitments 335,157 - - 11,003 - - 346,160

As at 31 December 2005
Total assets 518,560 55,699 37,632 72,452 533,743 624,250 1,842,336

Total liabilities 1,173,599 90,954 78,186 233,942 105,109 2,455 1,684,245

Total liabilities and shareholders’ equity 1,179,529 90,954 78,186 233,942 99,179 160,546 1,842,336
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NOTE 34. REPRICING MATURITY OF ASSETS AND LIABILITIES

Interest rate risk is the sensitivity of the financial position of the Bank and its subsidiaries to the change in market interest rates. In the normal course

of business, the Bank and its subsidiaries encounter interest rate risk as a result of differences within maturities or interest re-fixing dates of re-

spective interest sensitive assets and liabilities. The interest rate risk is managed through the activities of the Bank’s Treasury department. The table

below allocates the Group’s assets and liabilities as at �1 December 2��6 and 2��5 to maturity groupings based on the time remaining from the

balance sheet date to the closest interest re-fixing date.
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LVL 000’s

Within 1-3 3-6 6-12 1-5 More Non- Total Effective

1 month months years mēn. years than interest in interest

5 years bearing LVL 000’s rate

Assets
Cash and deposits

with central banks 223,381 - - - - - 43,832 267,213 1.3%

Balances due from credit institutions 87,274 529 1,185 17,257 9,092 24 58,813 174,174 4.6%

Loans and advances to customers 166,709 341,064 569,560 64,758 173,268 103,228 13,392 1,431,979 7.1%

Fixed income securities 34,540 61,175 9,701 25,447 188,667 158,708 3,642 481,880 5.8%

Shares and other non-fixed

income securities - - - - - - 50,052 50,052

Derivative financial instruments - - - - - - 8,065 8,065

Other assets - - - - - - 55,104 55,104

Total assets 511,904 402,768 580,446 107,462 371,027 261,960 232,900 2,468,467

Liabilities
Balances due to credit institutions

and central banks 207,873 12,539 3,606 227,982 543 - 10,655 463,198 4.2%

Deposits from customers 240,546 431,634 57,818 41,727 63,319 19 726,421 1,561,484 2.6%

Issued debt securities - - - - 210,073 - - 210,073 6.0%

Financial liabilities held

for trading - - - - - - 1,242 1,242

Derivative financial instruments - - - - - - 5,954 5,954

Other liabilities - - - - - - 25,888 25,888

Total liabilities 448,419 444,173 61,424 269,709 273,935 19 770,160 2,267,839

Equity - - - - - - 200,628 200,628

Total liabilities and equity 448,419 444,173 61,424 269,709 273,935 19 970,788 2,468,467

Net balance sheet position –

long/ (short) 63,485 (41,405) 519,022 (162,247) 97,092 261,941 (737,888)

Futures (notional amount) - 10,331 - - - - - 10,331

Interest rate swaps

(notional amount) 10,720 145,921 77,308 - - - - 233,949

As at 31 December 2005
Total assets 467,550 322,333 345,873 58,005 254,271 183,275 211,029 1,842,336

Total liabilities 349,758 284,851 72,054 91,082 112,336 13 774,151 1,684,245

Total liabilities
and shareholders’ equity 349,758 284,851 72,054 91,082 112,336 13 932,242 1,842,336

Futures (notional amount) - 2,887 - - - - - 2,887

Interest rate swaps

(notional amount) 5,930 5,930 83,238 - - - - 95,098
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The Group’s financial assets and liabilities exposure to fair value and cash flow interest rate risks can be specified as follows:

The Bank’s financial assets and liabilities exposure to fair value and cash flow interest rate risks can be specified as follows:
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LVL 000’s

Exposed to cash flow Exposed to fair value Without exposure to

interest rate risk interest rate risk interest rate risk Total

Restated Restated Restated Restated

31/12/2006 31/12/2005 31/12/2006 31/12/2005 31/12/2006 31/12/2005 31/12/2006 31/12/2005

Financial assets
Cash and due from banks 346,689 333,684 - - 94,698 123,277 441,387 456,961

Loans 297,380 217,889 1,122,474 662,250 12,125 3,056 1,431,979 883,195

Fixed income securities 349,419 295,372 132,461 136,634 - 55 481,880 432,061

Non-fixed income securities - - - - 50,052 30,467 50,052 30,467

Derivatives - - 215 - 7,850 1,912 8,065 1,912

Total 993,488 846,945 1,255,150 798,884 164,725 158,767 2,413,363 1,804,596

Financial liabilities
Due to banks 450,292 255,208 - - 12,906 7,768 463,198 262,976

Deposits from customers 821,240 541,718 - - 740,244 778,178 1,561,484 1,319,896

Issued debt 210,073 75,597 - - - - 210,073 75,597

Financial liabilities held for trading - - - - 1,242 - 1,242 -

Derivatives - - 3,169 1,121 2,785 1,492 5,954 2,613

Total 1,481,605 872,523 3,169 1,121 757,177 787,438 2,241,951 1,661,082

LVL 000’s

Exposed to cash flow Exposed to fair value Without exposure to

interest rate risk interest rate risk interest rate risk Total

Restated Restated Restated Restated

31/12/2006 31/12/2005 31/12/2006 31/12/2005 31/12/2006 31/12/2005 31/12/2006 31/12/2005

Financial assets
Cash and due from banks 360,204 340,443 - - 88,378 108,659 448,582 449,102

Loans 279,605 205,211 1,024,434 606,679 12,125 3,001 1,316,164 814,891

Fixed income securities 343,106 278,346 124,328 133,344 - - 467,434 411,690

Non-fixed income securities - - - - 47,264 29,104 47,264 29,104

Derivatives - - 215 - 7,898 2,046 8,113 2,046

Total 982,915 824,000 1,148,977 740,023 155,665 142,810 2,287,557 1,706,833

Financial liabilities
Due to banks 442,177 246,082 - - 11,177 12,662 453,354 258,744

Deposits from customers 780,967 520,312 - - 680,820 733,675 1,461,787 1,253,987

Issued debt 210,073 75,597 - - - - 210,073 75,597

Financial liabilities held for trading - - - - 1,242 - 1,242 -

Derivatives - - 3,169 1,121 2,793 1,502 5,962 2,623

Total 1,433,217 841,991 3,169 1,121 696,032 747,839 2,132,418 1,590,951
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NOTE 35. CURRENCY PROFILE

The following table provides the analysis of the Group’s assets and liabilities and shareholders’ equity as well as memorandum items outstanding

as at �1 December 2��6 and 2��5 by currency profile:

The short currency position in Euro is largely off-set by long positions in Latvian Lats, Lithuanian Litas and Estonian Krona. All the currencies are

pegged to Euro at fixed rate, therefore, for the purpose of managing foreign currency positions, they are treated as net position in Euro.

The Latvian banking legislation requires that open positions in each foreign currency may not exceed 1�% of the Bank’s equity (see Note �2 for the

definition of equity under the FCMC’s regulations), and that the total foreign currency open position may not exceed 2�% of equity.

The Bank was in compliance with the above requirements as at �1 December 2��6 and 2��5.
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LVL USD EUR GBP RUB Other Total

Assets
Cash and deposits with central banks 231,225 8,327 11,394 1,142 183 14,942 267,213

Balances due from credit institutions 1,230 93,869 39,539 2,056 30,160 7,320 174,174

Loans and advances to customers 192,576 332,200 809,471 7,687 9,746 80,299 1,431,979

Fixed income securities 88,374 258,405 120,462 4,975 8,311 1,353 481,880

Derivative financial instruments 2,286 26,795 11,873 131 1,943 7,024 50,052

Derivative financial instruments 3,325 - 4,740 - - - 8,065

Other assets 39,133 1,139 3,887 97 585 10,263 55,104

Total assets 558,149 720,735 1,001,366 16,088 50,928 121,201 2,468,467

Liabilities
Balances due to credit institutions and central banks 8,743 35,926 414,328 658 2,441 1,102 463,198

Deposits from customers 282,883 733,128 418,281 25,376 31,913 68,661 1,560,242

Issued debt securities 5,070 - 205,003 - - - 210,073

Financial liabilities held for trading - 1,242 - - - - 1,242

Derivative financial instruments 1,821 - 4,081 - - 52 5,954

Other liabilities 18,652 3,080 4,046 109 232 1,011 27,130

Total liabilities 317,169 773,376 1,045,739 26,143 34,586 70,826 2,267,839

Equity 200,628 - - - - - 200,628

Total liabilities and equity 517,797 773,376 1,045,739 26,143 34,586 70,826 2,468,467

Net long/ (short) position for balance sheet items 40,352 (52,641) (44,373) (10,055) 16,342 50,375 -

Off-balance sheet claims arising
from foreign exchange

Spot exchange contracts 3,264 (20,381) 22,900 444 108 (6,420) (85)

Forward foreign exchange contracts (20,962) 9,465 15,510 - (2,530) (1,211) 272

Swap exchange contracts 3,167 60,114 (87,602) 19,444 (9,987) 15,299 435

Net long/ (short) positions on foreign exchange (14,531) 49,198 (49,192) 19,888 (12,409) 7,668 622

Net long/ (short) position as at 31 December 2006 25,821 (3,443) (93,565) 9,833 3,933 58,043 622

Net long/ (short) position as at 31 December 2005 (8,326) (4,215) 1,570 (7,260) 1,417 16,534 (280)

Exchange rates applied as at 31 December 2006

(LVL for 1 foreign currency unit) 1.00 0.536 0.702804 1.048 0.0203 - -

Exchange rates applied as at 31 December 2005

(LVL for 1 foreign currency unit) 1.00 0.593 0.702804 1.021 0.0206 - -
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NOTE 36. LITIGATION AND CLAIMS

In the ordinary course of business, the Bank has been involved in a number of legal proceedings to recover collateral or outstanding credit balances,

as well as related interest and expenses from defaulted credit customers and interbank counterparties. The Group is also involved in the number

of legal proceedings related to its customers in Latvia and abroad.

The Management of the Bank believe that any legal proceedings pending as at �1 December 2��6 will not result in material losses for the Group.

NOTE 37. RELATED PARTIES

Related parties are defined as shareholders, who have significant influence over the Group, members of the Council and the Management Board,

key management personnel, their close relatives and companies, in which they have a controlling interest, as well as associated companies of the

Group. The following tables present the outstanding balances and terms of the Group’s transactions with related parties.

The following tables present the outstanding balances and terms of the Bank’s transactions with related parties.

As at �1 December 2��6, LVL 29,55� thousand of the above deposits have a contractual maturity in 2��2. They have been placed with the Bank

at rates significantly below the market interest rates at the time of their placement.

NOTE 38. FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES

The Management estimates that the book values of balances due from banks, loans and receivables, held to maturity fixed income securities, de-

posits from customers, balances due to banks and issued debt securities approximates their market values.

Notes to the Financial Statements
for the year ended 31 December 2006

Annual Report 2��6

Amount in Average rate Amount in Average rate

LVL 000’s in 2006 LVL 000’s in 2005

31/12/2006 31/12/2005

Credit exposure to related parties:
Loans and advances 16,522 2,2% 25,186 2,4%

Financial commitments and outstanding guarantees 1,285 – 3,368 –

Total credit exposure to related parties 17,807 28,554
Total deposits from related parties 48,383 17,8% 43,642 19,5%

LVL 000’s

Amount at Average rate Amount at Average rate

31/12/2006 in 2006 31/12/2005 in 2005

Due from related credit institutions
Credit exposure to related parties: 38,364 4.7% 9,492 3.4%

Loans and advances 158,922 4.9% 74,862 3.6%

Financial commitments and outstanding guarantees 40,922 - 24,015 -

Total credit exposure to related parties 238,208 108,369
Due to related credit institutions 931 0.8% 3,431 3.5%

Total deposits from related parties 52,319 16.9% 46,187 17.4%

Total amounts due to related parties 53,250 49,618
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NOTE 39. SEGMENT REPORTING

For the purposes of segment analysis, the Group’s activities are divided into two main geographical segments: Latvia (the Bank and its subsidiaries

in Latvia) and other countries (other subsidiaries). The type of products and services included in each reported segment are essentially the same.

Transactions between the business segments are generally made on commercial terms and conditions. General corporate overheads have not

been reallocated to geographical segments.

* Income is defined as the total of gross interest and commission and fee income.

** Segment assets and liabilities are presented according to the companies’ geographical location.

The Management of the Group do not identify business segments. Separation of business segments would require undue cost and effort.

NOTE 40. SUBSEQUENT EVENTS

On 19 February 2��7, the Bank received a syndicated loan from 49 banks in the amount of EUR �85 million, which effectively refinanced the pre-

vious syndicated loan of EUR 2�� million. The loan has been issued for 1 year and bears an interest rate of EURIBOR + �.5%. The Initial Mandated

Lead Arrangers of the loan are Mizuho Corporate Bank Ltd and Sumitomo Mitsui Banking Corporation Europe Limited; other participants include

variety of Asian and European financial institutions.

Notes to the Financial Statements
for the year ended 31 December 2006

Annual Report 2��6

LVL 000’s

Latvia Other Eliminations Group

Restated Restated Restated Restated

2006 2005 2006 2005 2006 2005 2006 2005

Total income* from external customers 150,615 102,148 12,758 9,279 - - 163,373 111,427

Total income* from internal customers 1,862 717 5,921 2,750 (7,783) (3,467) - -

Profit before tax 56,339 34,915 3,921 2,695 507 (31) 60,767 37,579

Income tax 8,337 4,188 323 177 - - 8,660 4,365

Net profit 48,002 30,727 3,598 2,518 507 (31) 52,107 33,214
Segment assets** 2,411,551 1,777,804 274,324 171,598 (217,408) (107,066) 2,468,467 1,842,336

Segment liabilities** 2,206,721 1,611,580 279,972 153,336 (218,854) (80,671) 2,267,839 1,684,245

Capital expenditure (including intangible assets) 11,191 6,786 3,485 702 - - 14,676 7,488

Depreciation and amortisation 5,955 5,801 682 546 - - 6,637 6,347

Impairment charge 623 2,715 449 7 - - 1,072 2,722

No of employees at the end of the period 2,529 2,154 590 284 - - 3,086 2,438
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INDEPENDENT AUDITORS’ REPORT

To the shareholders of AS Parex banka

Report on the Financial Statements
We have audited the accompanying consolidated financial statements of AS Parex banka and its subsidiaries (hereinafter – the Group) and the 
accompanying financial statements of AS Parex banka (hereinafter – the Bank) for the year ended 31 December 2006 (jointly “financial state-
ments”), set out on pages 29 through 80 which comprise the balance sheet as at 31 December 2006, the statements of income, changes in 
equity and cash flows for the year then ended, and a summary of significant accounting policies and other explanatory notes. 

Management’s Responsibility for the Financial Statements
The Bank’s management is responsible for the preparation and fair presentation of these financial statements in accordance with International 
Financial Reporting Standards as adopted by 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 Inter-
national 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 proce-
dures 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 referred to above give a true and fair view of the financial position of the Group and the Bank as 
at 31 December 2006, and of the results of their operations and their cash flows for the year then ended in accordance with International 
Financial Reporting Standards as adopted by the European Union.

Report on Compliance of the Management Report
Furthermore, we have read the Management Report for the year ended 31 December 2006 (included on pages 2 through 3 of the accompany-
ing 2006 Annual Report) and have not noted any material inconsistencies between the financial information included in it and the financial 
statements for the year ended 31 December 2006.

SIA Ernst & Young Baltic 
Licence No. 17

Diāna Krišjāne	 Per Møller
Personal ID code: 250873-12964	 Personal ID code: 060567-14676
Chairperson of the Board	 Member of the Board
Latvian Sworn Auditor
Certificate No. 124
	
Riga, 14 March 2007


