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Management Report

Management report for the annual report for 2007

2007 was a year of change in the insurance mafledtoia when insurance companies had to adaptdovolatile market
conditions, adjust prices and increase the effigiewhich resulted in improved financial ratios. Timsurance market
continued to grow and the non-life insurance seict@007 experienced a 48% growth in the gross pnes compared to
2006.

During 2007, BTA achieved its goal from 1996 - tcbme the largest insurance company in Latvia byathount of gross
premiums, technical reserves and total assets.

The insurance joint stock company BTA (hereinaBa&”) developed more rapidly than the overall insiw&a market and
increased its market share to 24.1%.

BTA worked on improving their products and serviaesking them simpler and more accessible to tieatsl, carried out
significant work in the improvement of internal pesses, including claims administration. Signiftcenvestments were
made to increase the claims administration capaghiich enabled the Company to decrease the timefrion claims
decision-making. The amount of claims with the austiation term exceeding that set by the BTA Bodedreased by
29%.

In terms of client service improvements, in 2007AB3xpanded the territory of BTA Car service openatio cover accident
sites also on the outskirts of Riga.

The client informative support service has operdtecbver a year which allows BTA clients to reaeiactual and prompt
assistance in the case of insurance event andham sisues topical for the clients in relation he insurance, and at the
moment it is the only service offering of this kimdLatvia.

With respect to the insurance operations, one muist that the amount of written premiums beforegaibbry deductions for
compulsory MTPL insurance was 65 million LVL andnggared to 2006 it is a 24 million LVL increase. i@la paid by
BTA amounted to 29 million LVL which is a 54% inese over 2006.

Total claims incurred during 2007 amounted to L\8,397,332; as a result the level of claims hasadesgd from 65.26% in
2006 to 62.75% of earned premiums in 2007. Comptra06, the amount of claims incurred has in@ddsy 9,815,281
LVL or 52.8%.

BTA continues to apply a prudent and well-considguelicy of creating technical reserves and reimspaccepted risks. In
2007, net technical reserves increased by 15,880,982 and amounted to LVL 40,993,261; which reprgsea 63.17%

increase during the year making it a significamtcondition for stable operation of the companyhim insurance market and
its ability to protect the interests of policyholde

The above factors have resulted in the growth efaons and improved financial position.

The financial result of BTA operations in the lgstr was a profit 4,727,267 LVL (profit before tafperating activities
generated a 2,157,759 LVL profit before tax, wiriteesting activities generated a profit of 2,56850

In view of the insurance market trends and BTA otiyes for 2008, the Board suggests to the shadeh®lthat the profit of
2007 be retained undistributed and capitalizechtuee further growth of BTA.

In order to simplify daily operations in 2008 ther@pany plans to introduce new and universal instgaagulations which
will promote flexible addressing of changes in tharket and maintaining a common approach to thadees.

BTA has implemented, and will continue to do soirigkinto account changes in the legislation, arioopto purchase
policies online. In 2007, the Company introduceakes travel insurance program, and in 2008 the Compéll introduce
new online programs for compulsory motor third pdigbility, property and other lines of insurandde Company plans to
continue to customize its approach to each indadidlient to be able to set accurate prices fouriasce services taking into
account the client’s insurance history.

2008 forecasts of BTA take into account a potendietline in the pace of development of the Latvamonomy and
increased competition due to the entry of new mapkayers. The above has been considered whilgtapirey the 2008
budget. However, management believes that the bislgealistic given the BTA team.
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Management Report

In 2008, BTA plans to achieve gross premium inadags 24% and increase profit from operating ac¢ésitThe Company
will continue to focus on improving profitabilityfaertain lines of insurance. Special attentionl W& paid to the loss
making compulsory MTPL insurance.

In reply to the potential increase in the expogorasurance risks connected with the potentialvdlmvn of the economic
development, BTA has signed a special reinsuragoeeanent for 2008 which will protect the portfoi®BTA if there is a
significant increase in the number of cases whezddss amount exceeds 25,000 EUR for one inswext.e

As part of operating activities, BTA is subjectvarious financial risks. A comprehensive risk maragnt policy has been
established, which comprises both the insurandes,rigs well as risks arising from the Company’'sestinent activities.
Management and control functions of insurance reslkesimplemented into day-to-day operations of@eenpany through
insurance risks underwriting methodologies, fixafgisk limits for underwritten exposures and reirsce policy. Risks in
connection with investments made by BTA are coldtbln accordance with the Company’s approved itmrest policy.
BTA investment policy prescribes restrictions irsgect of deals with one transaction partner, a$ aglrestrictions in
respect of credit ratings of securities purchasethb Company. Liquidity risk is decreased by iirggat least 30% of the
Company’s investment assets into highly liquid fical instruments, as well as it is planned to mmatee cash flows
between the insurance operations and the cash fimws investing activities. Market risks includgérest rate risk, price
risk and currency risk. In order to manage interast risks, a calculation of investment portfaigration is made and the
sensitivity towards changes in interest rates lisutated. Price risk is managed by means of fixingts for investments into
individual shares and investments in structuredrfaial instruments linked to the stock market wgtraranteed return of
principal amount.

During the reporting year, BTA was in compliancehathe requirements of the Commercial Law.

No events have occurred since the year end thatrdiog to the Board of BTA may have a significantpiact on the
financial statement presentation.

We would like to extend our gratitude to all BT Aeclts, partners and shareholders for successfyleration, as well as to
the staff of the BTA for their investment in thalsiity and further growth of the Company.

> “L‘ =
Gints Dandzbergs Pauls Dandzbergs Agris Dambenieks
Chairman of the Board Chairman of the Council Member of the Board

18 April 2008
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Statement of management responsibility

The insurance stock company BTA in 2007 was lethleyBoard of Directors in the composition of 7 Bbarembers.
The Company regularly informed the Council abow firocesses in the Company and provided all thessacy
explanations.

The management assumes the responsibility for pm#pa of accounting records, compliance of bookKiraf
transactions with the regulating norms applicabladcounting, safekeeping of the assets of theanse company, as
well as fraud and other dishonest activities’ preiom.

The management is responsible for the preparatfoineo Company’s annual report for 2007, which re8eBTA
activities in the period from January 1, 2007 te &md of the financial year.

The management of the Company confirms that theepteannual report has been prepared in accordaiticehe

effective legislation norms, International FinahdReporting Standards as adopted by the EuropeaonUJand the
requirements of the Financial and Capital Markem@ussion, and it gives a true and fair view of theurance
company’s financial position at the year-end, adl a® gives a true and fair view of the operatiegults and cash
flows of the Company during the reporting year.

The Company’s annual report has been prepared lomspaident decisions and assumptions of the mamage
The management confirms that the legislative regouénts of the Republic of Latvia have been comphigd and that
the financial statements have been prepared irdacoe with the going concern principle.

The management is not aware of any significant &svafter the year-end, which are not reflectechias &nnual report
and that might impact further activities of theuremce company and the assessment of the annwoal.rep

> LL‘ =
Gints Dandzbergs Pauls Dandzbergs Agris Dambenieks
Chairman of the Board Chairman of the Council Member of the Board

18 April 2008




BTA AAS annual report for 2007

Income Statement for 2007

Earned premiums

Written premiums

Gross premiums

Gross written premiums
Reinsurers’ share in written premiums
Net written premiums

Change in unearned premium and unexpired risk techital
reserves

Gross unearned premium technical reserves

Reinsurers’ share
Change in net unearned premium and unexpired richnica
reserves

Net earned premiums
Other technical income, net
Premium refunds

Incurred claims, net
Paid claims, net
Gross claims paid
Paid claims
Loss adjustment expenses
Recovered losses
Reinsurers’ share of claims paid
Net paid claims
Change in outstanding claim technical reserve
Change in gross outstanding claim technical reserve
Reinsurers’ share
Change in net outstanding claim technical rese

Net incurred claims
Operating expenses
Client acquisition costs
Change in deferred client acquisition costs
Administrative expenses
Reinsurance commission income, net
Change in unearned reinsurance commission

Net operating expenses

Other technical expenses, net

Changes in equalization reserve

2007 2006

Notes LVL LVL
4 64 338 596 40 021 987
4 (7 462 208) (5 462 960)
4 56 876 388 34 559 027
6 (1n89B (5 680 247)
6 23 001 (406 297)
(11 620 418) (6 086 544)
5 45 255 970 28 472 483
7 438 874 361 270
(2 190) (9 187)
8 (28 421 533) (19 068 401)
(28 786 817) (18 651 445)
(1268 442) (1191107)
1633726 774 151
8 4274721 2 890622
8 (24 146 812) (16 177 779)
9 (9 096 387) (406 409)
o] 4 845 867 (1 997 862)
9 (4 250 520) (2 404 271)
10 (28 397 332) (18 582 050)
11 (6 260 462) (3 781 449)
12 1 233 422 041
13 (9 985 379) (7 340 114)
14 1035914 453 238
15 {6p 0 (14 031)
(14 217 795) (10 260 315)
16 (560 418) (414 154)
(5 646) 366 830

(continued)
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Income statement for 2007

(continued)

2007 2006
Notes LVL LVL

Investment management charges 18 (25 486) (22 328)
Interest income and dividend income, net 19 1 620 077 852 493
Net realized profit of financial assets and lialgh not recognized at
fair value through profit or loss statement 20 - 15190
Gain/(loss) from financial assets and liabiliti¢$aar value through
profit or loss, net 21 (228 376) (380 202)
Gain/(loss) on foreign currency fluctuation (234 508) (218 610)
Increase in value of investment properties 23 2133 822 588 456
Depreciation and amortization (353 704) (259 779)
Net impairment gain /(loss) 29 (596 108) 42 481
Other income/ (expenses), net 24 (99 914) (121 633)
Profit before tax 4727 267 430 945
Income tax expense o5 (723 988) (17 748)
Net profit for the reporting period 4003 279 413 197

The accompanying notes on pages 13 to 58 formtagrad part of these financial statements.

The Board of the Company approves for issue tshiaeholders these financial statements on 18 2pfiB, and the
financial statements are signed on behalf of thenCiband Board of the Company by:

— < / £ o
Gints Dandzbergs Pauls Dandzbergs Agris Dambenieks
Chairman of the Board Chairman of the Council Member of the Board
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Balance sheet as at 31 December 2007

Assets

Plant and equipment

Land and buildings
Owner occupied
Investment property

Intangible assets

Non current assets held for sale
Shares and other non-fixed income securities

Investments in associates

Investments at fair value through profit or loss
Shares and other non-fixed income securities
Debt securities and other fixed income securities
Total investments at fair value through profit or loss
Available for sale financial assets
Shares and other non-fixed income securities

Deposits with banks
Total financial investments

Loans and receivables
Loans
Mortgage loans
Other loans
Total loans issued
Receivables from direct insurance activities
Due from policy holders
Due from intermediaries
Total receivables from direct insurance activities
Receivables from reinsurance activities
Other debtors

Total loans and receivables

Accrued income and deferred expenses
Deferred client acquisition costs
Other accrued income and deferred expenses

Total accrued income and deferred expenses

Reinsurance contract assets
Reinsurers’ share in unearned premiums technisatve
Reinsurers’ share in outstanding claim technics¢nee

Total reinsurance contracts

Cash at hand and in bank

Total assets

2007 2006

Notes LVL LVL
27 470 266 477 373
3516 244 1582 862
3821 837 1688 015
28 7 338 081 3270877
29 9 800 20502
30 2 000 2 000

31 491 963 -
4138 210 1739730
2 3 9 420 240 9330 118
13 558 450 11 069 848

33 769 854 560 681
34 12 709 104 5 392 698
27 531 371 17 025 227
8 016 918 5364 910
3262048 1523193
35 11 278 966 6 888 103
8 901 484 4 017 525
1860 379 1 803 599
36 10 761 863 5821 124
37 135 271 122 886
38 968 714 961 833
23144 814 13 793 946
12 2 552 182 1494 979
255 668 67 155
2 807 850 1562 134
6 1082712 1059711
9 5670 045 824 178
6 752 757 1 883 889
39 1 446 156 812 390
69 501 095 38 846 338

The accompanying notes on pages 13 to 58 formtagrad part of these financial statements.
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Balance sheet as at 31 December 2007

2007 2006
Equity and liabilities Notes LVL LVL
Equity
Share capital 41 6 000 000 4 300 000
Share premium 1219103 942 003
Revaluation reserve 2 459 859 709 057
Equalization reserve 22 284 16 638
Reserve capital and other reserves 698 895 698 895
Retained earnings:
Retained earnings from prior years 179 454 204 057
Current year profit 4003 279 413 197
Total equity 14 582 874 7 283 847
Liabilities
Gross insurance liabilities
Technical reserve for unearned premiums and unexpisks 6 30 292 800 18 649 381
Outstanding claim technical reserve 9 17 453 218 8 356 831
Total technical reserves 47 746 018 27 006 212
Subordinated liabilities 42 1053 152 527 598
Creditors
Direct insurance creditors
Due to policy holders 1251 880 692 574
Due to intermediaries 785 090 421 293
Total direct insurance creditors 2036 970 1113867
Reinsurance creditors 45 1225786 1515996
Taxes and social contributions 44 733218 176 937
Other creditors 46 790 288 616 373
Total creditors 4 786 262 3423173
Deferred tax liabilities 43 703773 177 914
Provisions 48 365 412 202 361
Accrued expenses and deferred income 49 263 604 225233
Total liabilities 54 918 221 31562 491
Total equity and liabilities 69 501 095 38 846 338

The accompanying notes on pages 13 to 58 formtagrad part of these financial statements.
The Board of the Company approves for issue teshia@eholders these financial statements on
financial statements are signed on behalf of thenCiband Board of the Company by:

18 Ap€B, and the

i = "
~\,\_\ v ~ _ - & "
Gints Dandzbergs Pauls Dandzbergs Agris Dambenieks
Chairman of the Board Chairman of the Council Member of the Board

z 3ta
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Cash flow statement for the year ended 31 Deceni#tx)y7

2007 2006
Notes LVL LVL
Cash flow from insurance activities
Premiums received in direct insurance 58 935 780 36 983 219
Claims paid in direct insurance (28 526 051) (18 247 252)
Premiums received in co-insurance 89 284 242 922
Payments received from reinsurers - 21641
Payments made to reinsurers (1909 510) (1 965 067)
Payments received in assumed reinsurance 289 430 220 354
Income tax paid 44 (72 837) (261 756)
Obligatory payments 40 (947 396) (850 221)
Payments to employees (5981 034) (3 806 855)
Payments to intermediaries (1419 827) (1 451 820)
Other payments made (5411 931) (4 158 246)
Other payment received 905 008 857 412
Total cash flow from insurance activities 15 950 916 7 584 331
Cash flow from investing activities
Acquisition of investments: (459 428 202) (181 163 391)
Disposal of investments: 444 398 616 173991911
Investment income received 1459 134 789 411
Dividends received 270 13731
Total cash flow from investing activities (13570 182) (6 368 338)
Cash flow from financing activities
Proceeds in increase in shares 1324634 712 511
Proceeds from subordinated liabilities 42 1053 15 520 598
Dividends paid (318 624) (572 476)
Proceeds from other financial sources - -
Total cash flow from financing activities 2 059 162 660 633
Cash and cash equivalent net increase/decrease 4 439 896 1876 626
Foreign currency fluctuation influence on cash andash equivalents
(+/-) (35 702) (3 846)
Cash and cash equivalent at the beginning of the ge 3972727 2099 947
Cash and cash equivalent at the end of the year 39 8376921 3972727

The accompanying notes on pages 13 to 58 formtagrial part of these financial statements.

The Board of the Company approves for issue tashiaeholders these financial statements on 18 2pfiB, and the
financial statements are signed on behalf of thenCib and Board of the Company by:

Gints Dandzbergs Pauls Dandzbergs Agris Dambenieks
Chairman of the Board Chairman of the Council Member of the Board

: 3ta
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Statement of changes in capital and reserves fod20

Profit
Reserve (loss) of
Revalua- Equaliza- capital the Total
Share Share tion tion andother Retained reporting capital and
Note capital  premium reserve reserves  reserves Earnings year reserves
LVL LVL LVL LVL LVL LVL LVL LVL
31.12.2005 3300000 730003 151 765 383 468 698 895 237 723 618 334 6 120 188
Issued shares in the
reporting year 41 1000 000 212 000 - - - - - 1212 000
Profit for the reporting year - - - - - - 413 197 413197
Transfer of retained earnings - - - - - 62 334 (62 334) -
Increase/decrease in
equalization reserve 41 - - - (366 830) - - - (366 830)
Discounts for preference
stock - - - - - (25 000) - (25 000)
Increase in revaluation
reserve for investments in
land and buildings 41 - - 655 638 - - - - 655 638
Deferred tax effect on long-
term investments 41 - - (98 346) - - - - (98 346)
Dividends for 2005 41 - - - - - (71 000) (556 000) (627 000)
31.12.2006 4300000 942003 709 057 16 638 698 895 204 057 413 197 7 283 847
Issued shares in the
reporting year 41 1700000 277 100 - - - i} ) 1977 100
Profit for the reporting year - - - - - - 4003279 4003279
Transfer of retained earnings - - - - - 397 (397) -
Increase/decrease in
equalization reserve - - - 5 646 - - - 5 646
Discounts for preference
stock - - - - - (25 000) - (25 000)
Increase in revaluation
reserve for investments in
land and buildings - - 2059767 - - - - 2 059 767
Deferred tax effect on long-
term investments - - (308 965) - - - - (308 965)
Dividends for 2006 - - - - - - (412 800) (412 800)
31.12.2007 6 000000 1219103 2459859 22 284 698 895 179454 4003279 14582874

The accompanying notes on pages 13 to 58 formtagrad part of these financial statements.

The Board of the Company approves for issue tshaeholders these financial statements on 18 2pfiB, and the
financial statements are signed on behalf of thenCiband Board of the Company by:

- -
Gints Dandzbergs Pauls Dandzbergs Agris Dambenieks
Chairman of the Board Chairman of the Council Member of the Board
12
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Notes to the financial statements

(1) General information

Insurance Joint Stock Company BTA (hereinafter -erffpany”) offers a wide range of non-life insurarioelegal
entities and individuals in the following insurarigees:

personal accident insurance;

motor own damage insurance;

railway;

marine;

cargo;

property (fire risks);

property (other risks);

various financial risks;

guarantees;

compulsory motor third party liability;

motor voluntarily third party liability;

general third party liability; and

travel accident.
The head office is located in Riga, Kr. Valdemask i63, and insurance services are offered throligmetwork of
branches, agencies and sales points in Latvia lanuhd.

Shareholders of the company are residents of Lat\lidegal entity and 10 individuals.
The Company has a 19.99% interest in a related aoynBTA Draudimas UAB, legal address — Verkiu 29-XtBnius.
The Company has a 49% interest in associated conP@® KROHA, Gagarina 74 -76A, Kaliningrad, Russia.

The company has a 100% interest in BTA Infocijas Tehnoloijas SIA that has been classified as a non curent
investment held for sale as it is the intent of agggment to sell this interest in the short term.

The Company has a branch abroBle legal address of the branch is Peterburi te@ 2lknn 11415 The financial
results of the branch are included in the totakrafenal results of the Company

The financial statements were approved by the Boai@irectors on 18 April 2008. The financial statents will be
approved by the annual shareholder's meeting whéchthe power to amend the authorised financitdsents.

(2)  Accounting policies

Statement of compliance

These financial statements have been prepareccordance with International Financial Reportingrsi@rds (IFRSS)
as adopted by the European Union, as required byrdéigulation On the preparation of annual reports and
consolidated annual reports of insurance joint &ammpanies, mutual insurance cooperative assacriatiand
branches of non-EU insurance companiesued by the Financial and Capital Market Comnaissi

In preparing these financial statements, the Compas adopted IFRS Financial Instruments: Disclosures and the
Amendment to IAS 1 Presentation of Financial States Capital Disclosureapplicable for financial statements for
annual periods beginning on or after 1 January 200ié adoption of IFRS 7 and the amendment to |ARate
impacted the content of disclosures made in firdratatements but have had no impact on the raporiait or the
financial position of the Company.

i 3ta
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Notes to the financial statements

Basis of preparation

The amounts presented in these financial statenaeats the monetary unit of the Republic of Latvidats, which is
the functional currency of the Company.

The financial statements have been prepared ohnistarical cost basis except for the following iemhich are carried
at fair value: derivatives, financial assets aathilities designated at fair value through profilass and available-for-
sale instruments except those whose fair value ataom reliably estimated. Other financial assetd kabilities are
carried at amortized cost using the effective ggerate method.

The preparation of financial statements in confeymiith IFRSs requires management to make judgesnestimates
and assumptions that affect the application ofgedi and reported amounts of assets and liabjlitreome and
expenses. Judgments made by management that Isayeifecant effect on the financial statements astimates with
a significant risk of material adjustment in thexngear relate to the estimation of liabilities amskets generated by
insurance claims and unexpired risk technical keser The estimates and associated assumptionsaased ton
historical experience and various other factors #na believed to be reasonable under the circunosta the results of
which form the basis of making the judgments abmarrying values of assets and liabilities that ao¢ readily
apparent from other sources. Actual results maferdifom these estimates.

The estimates and underlying assumptions are redem an ongoing basis. Revisions to accountinignatds are
reflected in the income statement in the periotepbrting.

Consistent accounting principles have been appdigde financial years disclosed in these finansialements.

New standards and interpretations, amendments theg not yet effective

A number of new standards, amendments to stan@ardsnterpretations are not yet effective or hagt yet been
adopted by EU for the year ended 31 December 280d, have not been applied in preparing these fialnc
statements:

— IFRS 80Operating Segmentgquires segment disclosure based on the compoaottite entity that management
monitors in making decisions about operating matt€perating segments are components of an eriiyta
which separate financial information is availatiattis evaluated regularly by the chief operatiegision maker
in deciding how to allocate resources and in agsgg®erformance. This standard is not relevanhé&oGompany,
as the Company is not listed.

— IFRIC 11IFRS 2 — Group and Treasury Share Transacti@tgires a share-based payment arrangement irhwhic
an entity receives goods or services as considerdtir its own equity-instruments to be accounted ds an
equity-settled share-based payment transactioarabsgss of how the equity instruments needed atairsd. It
also provides guidance on whether share-based payam@ngements, in which suppliers of goods ovises of
an entity are provided with equity instruments loé entity’s parent, should be accounted for as-satited or
equity-settled in the entity’s financial statemernfRIC 11 is not relevant to the Company’s operati as the
Company has not entered into any share-based pé&y@ieangements.

— IFRS 2 Share-based Paymentthe revised Standard will clarify the definitimf vesting conditions and non-
vesting conditions. The revised IFRS 2 is not raeteéwo the Company’s operations as the Company noteksave
any share-based compensation plans.

— IFRIC 12Service Concession Arrangemeptsvides guidance to private sector entities otagerecognition and
measurement issues that arise in accounting fdicpiasprivate service concession arrangementsICFR2 is not
relevant to the Company’s operations as the Compasynot entered into any service concession araegts.

— IFRIC 13Customer Loyalty Programmesldresses the accounting by entities that opesattherwise participate
in, customer loyalty programmes for their custométrselates to customer loyalty programmes undkicikv the
customer can redeem credits for awards such aofrdescounted goods or services. IFRIC 13 is ptd#vant to
the Company’s operations as the Company does netdwch customer loyalty programmes.

— Revised IAS 23Borrowing Costsremoves the option to expense borrowing costs aaqdines that an entity
capitalise borrowing costs directly attributablehe acquisition, construction or production ofualifying asset as
part of the cost of that asset. The revised IASs230t relevant to the Company’s operations asbmpany has
not entered into any acquisition, construction mdpiction, for which specific borrowing would bératted.

— IFRIC 14 IAS 19 —The limit on a defined Benefit Asset, Minimum fogdRequirements and their interaction
clarifies when refunds or reductions in future cimitions in relation to defined assets should égarded as
available and provides guidance on the impact ofimmim funding requirements (MFR) on such asseRICF14
is not relevant to the Company’s operations aiiapany has not entered into long term employeefiigrians.

— IFRS 3Business Combinations has been amended and the definition of a businesdeen expanded, while
introducing also other significant changes to tlamdard for accounting of business combinationsnddament do

z 3ta Y
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Notes to the financial statements

not anticipate IFRS 3 to have any effect on the Qamy.

— 1AS 1 Presentation of Financial Statementsevised Standard requires information in finahstatements to be
aggregated on the basis of shared characteristick iatroduces a statement of comprehensive income.
Management plans to continue to prepare two sepatatements and does not intend to prepare angtiateof
comprehensive income.

— IAS 27 Consolidated and Separate Financial Statemeritsthe revised Standard the term minority indereas
been replaced by non-controlling interest, andengéd as "the equity in a subsidiary not attribiga directly or
indirectly, to a parent”". The revised IAS 27 is nglevant to the Company’s operations as the Cogngaes not
have any interests in such subsidiaries that wilhffected by the revisions to the Standard.

Reporting period
Reporting period includes 12 months from Janua30D;7 to December 31, 2007.

Foreign currency

Foreign exchange transactions including transastiorEstonia are translated to lats in accordaritie tive exchange
rate set by the Bank of Latvia on the date of #spective transaction. Monetary assets and ligsiliincluding off-
balance-sheet assets and liabilities denominatddréign currencies are retranslated into latsdooedance with the
exchange rate set by the Bank of Latvia on thedagt of the reporting period. Non monetary asaats liabilities
denominated in foreign currency that are measurégiravalue or cost are translated at the exchaatgeas at the date
fair value or cost was determined.

Profit or loss relating to fluctuations in the e&olge rate on assets and liabilities denominatedfameign currency are
recognized in the profit or loss account in theigebin which the fluctuation occurs. Foreign exchardifferences
arising on translation are recognised in the incetagement.

Foreign exchange rates for the key currencieseattid of the reporting period were the following/[Lvs 1 unit of
foreign currency):

31.12.2007 31.12.2006
EUR 0.7028 0.7028
USD 0.4840 0.5360
EEK 0.0449 0.0449
LTL 0.2040 0.2040
RUR 0.0197 0.0203

Classification of insurance contracts
All insurance contracts are classified as insuramcgracts.

Non-life insurance contracts

Non-life insurance contracts include the followimntracts:

- in which the insurer assumes substantial insuraiséeon behalf of the other contracting party — the
policy holder, by agreeing to compensate lossethdopolicy holders if a certain unexpected futuvenrd
(insured occurrence) has been previously agreed;hwddversely impact the policy holder. An unexpedct
future event is considered to be a situation wheheatime of signing the insurance contract iskratwn:

1. whether the insured occurrence will occur;

2. when it will occur;

3. how much the insurer will have to pay if it occurs.
- in which insured event is discovery of a loss dgriine term of the contract, even if the loss arfses
an event that occurred before the inception ottirract
- in which insured event is an event that occurredhduthe term of the contract, even if the resgltioss
is discovered after the end of the contract term.
- which comprise events, which have already occurbedtl,whose financial impact is not yet fixed. For
example, reinsurance contracts, which protect tiresurance from adverse development of claimsadiye
reported by the policy holder.
- which require or permit payment in kind, i.e., timsurer directly replaces a stolen thing rathemtha
compensates the claim to the policy holder in money
- which stipulate a fixed charge services, in whioh service level depends on an unexpected evewtd Fi
charge services are based on the number of expegtépdment disfunctioning, but it cannot be fixedether
some specific equipment will not function.
- in which one insurer (reinsurer) compensates tissel® of one or several contracts closed with other

insurers (cedents).
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Recognition and evaluation of insurance contracts

The contract, which is deemed to be an insurann&ad, remains an insurance contract, until ghts and liabilities
are paid off or their validity period has expirédcontract, if in form and substance an insuraram#ract, may not be

requalified to another contract.
When classifying insurance contracts for accounfingposes, the basis is the substance of tranfasarance risk
and common signs of possible risk. For example:

- insurance of persons against personal accidents

- travel insurance

- insurance against property damage or thefts

- motor vehicle insurance

- general third party liability (TPL) insurance
Each of these contract groups may be divided inendmtail by taking into account the substance afisferred
insurance risk.

Insurance premium and premium income

Written premiums include the amounts, which are fhrethe insurance contracts signed during the nteygp year,
which have come into force in the reporting yeaedpective whether these premiums have been recenaot.
Premiums written are decreased by premiums caucafid interrupted during the reporting period.

Claims incurred

Claims incurred from insurance activities are ckiattributable to the reporting period and consi$tslaims paid in
the financial year, corresponding claim handlingenses (loss adjustment expenses) and changesdtaiin reserves.
Claims paid are decreased by the amount of logseserable through cession or sales of salvagaylmogation.

Technical reserves

The Company has established the following techmiesgrves:

Unearned premium and unexpired risk reserves
Unearned premium reserves (UPR)

Unearned premium reserves represent the proparfipremiums written which relate to the period iskrsubsequent
to the accounting year. Reserves are calculategafoin insurance policy based on its period in force

Unexpired risk reserve (URR)

URR is provided when it is expected that the unegnoremium reserve will not be sufficient to coadlrclaims and
expenses arising on policies in force.

Outstanding claim technical reserve
Outstanding claim technical reserve is amount pl@yiat the end of the reporting period in respéestimated losses
incurred

Reported but not settled claims reserve (RBNS)
The RBNS claims reserve is calculated on a caseabg-basis by the Company’s loss adjusters famslagported
as at reporting date, not yet settled

Incurred but not reported claims reserve (IBNR)
The IBNR reserve is calculated in respect of claimesirred but not reported prior to the end of réipg period.

The IBNR reserve has been calculated using statigtiethods (triangulation, coefficient methodsmadifications
thereof) for the following lines of insurance:

personal accident insurance,

motor own damage insurance,

property insurance (fire risks),

property insurance (other risks),

travel accident insurance,
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general third party liability,
cargo insurance,
various financial risks.

The IBNR reserve is calculated as a percentagaerhipms written in the prior year for the followitiges of
business:
marine insurance,
general motor third party liability insurance,
marine third party liability insurance,
guarantees,
health insurance,
railway insurance,
aircraft insurance,
aircraft third party liability insurance,
credit risk insurance.

A combined triangulation and loss rate method wasduin the calculation of the IBNR reserve for moto
compulsory third party liability

Equalization reserve

An equalization reserve is established in ordesetek to equalize the future loss ratio in an instedine where the loss
ratio may be significantly different from year tear, as a result of future claims.
Reinsurance

Amounts recoverable under reinsurance contractasgessed for impairment at each balance sheetSiatk assets
are deemed impaired if there is objective evideasea result of an event that occurred after itmirrecognition, that
the Company may not recover all amounts due artdhiaevent has a reliably measurable impact omtheunts that
the Company will receive from the reinsurer.

The Company cedes reinsurance in the normal cafrdmisiness for the purpose of limiting its netslgsotential
through the diversification of its risks. Reinsurararrangements do not relieve the Company frodiiriést obligations
to its policyholders.

Premiums ceded and benefits reimbursed are presirtiee income statement and balance sheet onsa pasis.

Only contracts that give rise to a significant gfem of insurance risk are accounted for as rearsig contracts.
Amounts recoverable under such contracts are résg)in the same year as the related claim. Cdstthat do not
transfer significant insurance risk (i.e. finanaiainsurance), are recorded using the deposit datfhi@accounting. At
the balance sheet date the Company did not haveuafycontracts.

Reinsurance assets include balances due from raimsa companies for ceded insurance liabilitiegnfums on
reinsurance assumed are recognised as revenuecemdinged as if the reinsurance were consideredtdiasiness,
taking into account the product classification bé treinsured business. Amounts recoverable fromsuegrs are
estimated in a manner consistent with the outstndlaims technical reserve or settled claims aatmt with the
reinsured policy. Reinsurance assets compris@dheal or estimated amounts, which, under contahckinsurance
arrangements, are recoverable from reinsurerssipe of technical reserves. Reinsurance asdatmgeto technical
reserves are established based on the terms afurairce contracts and valued on the same basiseaelated
reinsured liabilities. The Company records anvedioce for estimated irrecoverable reinsurance sseiny.

The cost of reinsurance related to life assuramecdracts is accounted for over the life of the uhdeg insurance
policies using assumptions consistent with thogel tis account for the underlying policies.

Reinsurance commissions and profit participations
Reinsurance commissions and profit participatiomdude commissions received or receivable fromsugiers and
profit participations based on reinsurance corgtacNon-life reinsurance commissions are deferrec imanner

consistent with the deferral of acquisition costaon-life insurance.

Client acquisition costs

Client acquisition costs include commissions paidntermediaries and other expenses related t@theisition of

insurance policies.
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Deferred client acquisition costs
Deferred client acquisition costs including intedi@@y commissions, and other costs of acquiring ibsiness are
recognized as expenses over the life of the inseraolicies.

Allocation of administration expenses among insureatypes

Administration expenses, which are not directherefd to a specific type of insurance, are disteilamong types of
insurance in proportion to the volume of premiunmiten.

Unearned reinsurance commission

Unearned reinsurance commission includes calculatedmissions from reinsurers in accordance withsugiance
contracts that are deferred and attributed to neeeim accordance with the insurance period ofeese policies.

Liability adequacy test

Management assess at each reporting date the ageufuits recognised insurance liabilities usingreat estimates of
future cash flows arising from its insurance cortsaand comparing those estimated future cashsflagainst the
carrying amount of liabilities after the deductiohdeferred acquisition costs. If the liability agecy test shows a
deficiency in the carrying amount of liabilitieiet deficiency is recognised as a loss for the firmnyear first by

reducing deferred acquisition costs and then kyngedside additional unexpired risk reserves.

The liability adequacy test is applied to the grassounts of reserves, i.e., the effect of reinsuegan not taken into
account.

Leases

The lease of property, plant and equipment is ifladsas afinance leasdf it transfers substantially all risks and
rewards of ownership. Title does not have to besfierred. Ownership does not have to be transfeAikdther cases
are classified agperating lease.

The company does not have assets under finane leas
The Company as lessor
Rental income from investment property leased awteu operating lease is recognised on a straigbtiliasis over

each lease term.

The Company as lessee

Operating lease payments are recognised in theneatatement on a straight-line basis over theslezrsn. Discounts
received are recognised in the income statemeatsamificant part of total lease expenses.

Interest income and expenses

Interest income and expense is recognized in ttenie statements as it accrues, taking into acabergffective yield
on the asset.

Corporate income tax

Income tax expense comprises current and tax eeféax. Income tax expense is recognized in poofibss except to
the extent it relates to items recognized direictlgquity, in which case it is recognized in equity

Current taxis the expected tax payable on the taxable incfimé¢he year, using tax rates enacted or subselgtiv
enacted at the reporting date (15% 2007 and 2@d@d)any adjustment to tax payable in respect ofipue years.

Deferred taxis recognized using the balance sheet methodjdingvfor temporary differences between the cagyin
value of assets and liabilities in the financiatsiments (financial reporting purposes) and theuentsoused for tax
purposes. These differences have mainly occur@d fiifferent depreciation rates of fixed assetsliagpwhich are
used for tax accounting and financial accountirrgyvisions made and losses available to be utilipsferred tax has
been recognized by applying the statutory tax 1&éé.
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A deferred tax asset is recognized to the exteattithis probable that future taxable profits Wik available against
which temporary differences can be utilized. Defdrtax assets are reviewed at each reporting ddtara reduced to
the extent that it is no longer probable that #lated tax benefit will be realized.

Deferred tax assets and liabilities are not distedin

Property, plant and equipment
Owner occupied buildings, office equipment andaleki

Property, plant and equipment are disclosed at lesst accumulated depreciation and impairment. &xqtion is
calculated in accordance with the geometrical egiom method over the entire useful life of thepeesive asset in
order to write their value down to the residualueasit the end of the useful life based on the folg rates:

Office equipment 20.00% per year
Computers, electrical equipment 35.00% per year
Vehicles 20.00% per year
Buildings for own use 5.00% per year

In the event that the book value of an asset ikdrighan its recoverable amount, the value of &spective asset is
written down to its recoverable amount. The recabkr amount is the highest of the fair value letling expenses or
value in use.

Maintenance costs of property, plant and equipraentecognized in the profit or loss statemenhesried.

Costs of capital repairs of property, plant andigaent (leasehold improvements) are added to theevaf the
respective asset and written off over the usefieditne of the asset.

Capital repair costs on leased property, planteqdpment are written off on a straight line bakising the shorter of
the useful lifetime of the capital repairs and pleeiod of lease.

Profit or loss from disposal of property, plant sglipment is calculated as the difference betvikerbook value of
the asset and income generated from sale, andtedlén the profit or loss statement when disposed.

Depreciation methods, useful lives and residualeslare reviewed annually.
Land and buildings

Land and buildings are classified as either investimproperties or land and buildings used by theapamy for its
operating activities (owner occupied).

Land and buildings held either to earn rental ineamnfor capital appreciation or both, are measatddir value, with
any change therein recognized in the profit or kiatgement.

An external, independent valuation expert , hawéngappropriate recognised professional qualificatind experience
in the location values each investment properyriter to reflect market conditions at the balarees date.

The fair values are based on market values, bém@stimated amount at which a property could lmhanged on the
date of valuation between a willing buyer and wijiseller in an arm’s length transaction after praparketing.

Buildings used for the Company’s operating actgtare initially stated at cost less depreciatibthe value of land
and buildings used for operating activities athla&ance sheet date is significantly higher thair theok value, they are
re-measured at the higher value, if the increaseaine is assumed to be permanent. The increasalwé resulting
from revaluation is recognized under “Long termeastment revaluation reserve” in equity. Long termestment
revaluation reserve is decreased when the revalssel is disposed, is not utilized, or increaseatde is no longer
reasonable. Valuations are carried out by indepgndduers.

Transfers to or from investment property are matlenwthere is a change in use.

When an item of property, plant and equipmentadagferred to investment property following a chaimgis use, any
differences arising at the date of transfer betwencarrying amount of the item immediately ptiotransfer and its
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fair value is recognized directly in equity if & & gain. Upon disposal of the item the gain iasfexred to retained
earnings. Any loss arising in this manner is reéogphin the income statement immediately.

If an investment property becomes owner-occupied, rieclassified as property, plant and equipnaewt its fair value
at the date of reclassification becomes its deetnstifor subsequent accounting.

Intangible assets
Software licenses

Software licenses are capitalized. Software licemse recorded at cost including acquisition anplémentation costs
less accumulated amortization and impairment. Aizatibn is calculated in accordance with the geoicet
regression method over the entire useful life ef tspective asset in order to write their valuerdeo the estimated
residual value at the end of the useful life bazethe following rates:

Software licenses 20% per year

In the event that the book value of an intangildgefis higher than its recoverable amount, theevaf the respective
intangible asset is written down to its recoverabi@unt. The recoverable amount is the highestefdir value less
selling expenses or value in use.

Financial instruments

Classification
At inception, all financial instruments are clagsifinto one of the following categories:

Financial instruments designated at fair value thugh profit or lossare held-for-trading financial instruments and
financial assets and liabilities that the Companiyally defines as assets and liabilities desigdat fair value through
profit or loss.

A financial instrument is classified as held foading if it is acquired principally for the purposd selling or
repurchasing in the near term or it is part of gfpbo of identified financial instruments thateamanaged together and
for which there is evidence of a recent actualgpatof short-term profit-taking. Derivatives ars@tategorized as held
for trading unless they are designated as hedgstguiment for hedge accounting purposes.

During 2007, the Company did not apply hedge actiogn

Available for sale assetsre financial assets classified at inception adatle for sale or assets other than classified as
held for trading, held to maturity or loans andeigables. Available for sale instruments includerskerm investments
and certain debt and equity securities. Genertilg, category is assigned by the Company to firidrassets that are
held for an indeterminate period of time and maysbkl based on liquidity or interest rate needsa®ma result of
changes in exchange rates and share prices.

Held to maturity financial instrumentsare non-derivative financial assets with fixeddeterminable payments and a
fixed maturity with respect to which the Company laapositive intent and ability to hold to maturitjeld to maturity
financial instruments include certain debt secesiti

Loans and receivableare non-derivative financial assets with fixeddeterminable payments that are not quoted in an
active market. Loans and receivables include Lodmsm deposits with banks and debtors in the balastweet.
Insurance receivables are classified in this catego

Financial liabilities carried at amortized costepresent financial liabilities of the Company esththan financial
instruments designated at fair value through paofibss. This category includes due to creditors.

Derivative financial instruments

The Company uses derivative financial instrumeatfddge its exposure to foreign exchange and Biteage risks

arising from operational, financing and investmediivities. In accordance with its treasury politye Company does
not hold or issue derivative financial instrumefiatstrading purposes.

Derivative financial instruments are initially regdsed in the balance sheet and subsequently statbdir fair value.

Fair values are obtained from quoted market prizediscounted cash flow models as appropriate.détivatives are
carried as assets when their fair value is pos#ive as liabilities when negative.

Changes in the fair value of derivatives are inetlith net gains and losses on financial instrumdesignated at fair
value through profit or loss.
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Recognition and Derecognition

Financial instruments are recognized when the Comjecomes a party to the contractual rights ofitlserument.

All regular way purchase and sales of financialetsssire recognized in the balance sheet on theaittion date
representing the date when the financial assedligasted. In the period between the dates of tretimaand settlement,
the Company accounts for the changes in the fa&ilevaf the received or transferred asset basetiename principles
used for any other acquired asset of the respectitagory.

All loans and advances are recognized when caativisnced to borrowers.

Financial assets are derecognized when the rightsceive cash flows from the financial asset hewgred or where
the Company has transferred substantially all resikd rewards of ownership. Financial liabilitieg aterecognized
when they are extinguished — that is, when thegalibn is discharged, cancelled or expires.

Initial and subsequent measurement

Financial instruments are initially measured at ¥ailue and except for financial instruments at Yailue through profit
or loss include directly attributable transactiasts.

Subsequent to initial measurement, all financiaktsand liabilities designated at fair value tigtoprofit or loss and
all available for sale financial assets are meabkatdair value except those instruments for whiolreliable fair value
measurement is possible. In this case, such insttsrare carried at cost less transaction expamskgnpairment.

All financial liabilities other than financial ingtments designated through profit or loss, loamksraceivables, deposits
with banks and held to maturity assets are measatrenortized cost using the effective interest raethod. All
instruments are subject to revaluation when impaighort term receivables and payables are nobualiged.

Profit or loss arising from changes to the fairuealof financial instruments designated through iprof loss is
recognized in the income statement. Differencesirggifrom changes to the fair value of available dale financial
instruments are recognized through equity.

Fair value measurement

Fair value is the amount for which an asset cogl&txchanged, or a liability settled, between knogéable, willing
parties in an arm’s length transaction.

The fair value of financial instruments that havgusated market price in an active market is deteeshibased on the
guoted price on the reporting date or the last wgrkiate of the respective market. Where referémea active market
for a financial instrument is not possible, disceahcash flows techniques are used or other measatemodels

available in the respective market provided iftise of such models may ensure a reliable estinfidhe dair value.

Where discounted cash flow techniques are useithasd future cash flows are based on managemeesisestimate
and the discount rate is a market rate relatetiddotlance sheet date for a financial instrumetit similar terms and
conditions. Where a pricing model is used, inpresbased on market related measures at the balheeedate.

The fair value of non-exchange-traded derivatigesstimated at the amount that the Company wouglkeive or pay to
terminate the contract at the balance sheet d&iegtanto account current market conditions and therent
creditworthiness of the counterparties.

Investments in subsidiaries

Investment in the shares of subsidiary BTA Infocijas Tehnoloijas SIA is included as a non-current assets haid f
sale, at the lower of cost or fair value less dossell. At the date of preparation of these finahstatement the
subsidiary is sold. Consolidated financial statetmesre not prepared as the only subsidiary BTA rinfaijas
Tehnolo ijas SIA is not material to the company’s finanatdtements.
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Investments in associated companies

Associates are those entities in which the Comgaasy significant influence, but no control, over firancial and

operating policies. Significant influence is preshio exist when the Company holds between 20 tpesfent of the
voting power of another entity. The Company’s inwent includes goodwill identified on acquisitiomet of any

accumulated impairment losses. The individual faialnstatements include the Company’s share ofdta recognised
gains and losses of associates on an equity aambbasis, from the date that significant influecommences until the
date that significant influence ceases. When then@2my’s share of losses exceeds its interest incess, the

Company’s carrying amount is reduced to nil anagedion of further losses is discontinued excepthe extent that
the Company has incurred legal or constructivegaltibns or made payments on behalf of an associate.

Impairment of financial assets

At each balance sheet date the Company assesstemiere is objective evidence that financiabtssot carried at
fair value through profit or loss are impaired. &igial assets are impaired when objective eviddeogonstrates that a
loss event has occurred after the initial recognitf the asset, and that the loss event has aacingm the future cash
flows on the asset that can be estimated reliably.

The Company considers evidence of impairment dt Aapecific asset and collective level. All indivally significant
financial assets are individually assessed for imment. All individually significant assets whichieanot assessed as
impaired are then collectively assessed for anyaimpent that has been incurred but not yet idettifat the balance
sheet date. Assets that are not individually sigaift are collectively assessed for impairment byuging together
financial assets (carried at amortised cost) wittilar risk characteristics.

Objective evidence that financial assets are inggagan include default or delinquency by a borrowestructuring of
a loan or advance by the Company on terms thatCibvapany would not otherwise consider, indicationat ta
borrower or issuer will enter bankruptcy, the djsagrance of an active market for a security, oemtibservable data
relating to a group of assets such as adverse ebangthe payment status of borrowers or issuetiangroup, or
economic conditions that correlate with defaultthe group.

In assessing collective impairment the Company ssatistical modelling of historical trends of tpeobability of
default, timing of recoveries and the amount oflascurred, adjusted for management’s judgemerb aghether
current economic and credit conditions are suchttiemactual losses are likely to be greater o than suggested by
historical modelling. Default rates, loss rates #mel expected timing of future recoveries are radylbenchmarked
against actual outcomes to ensure that they reapgropriate.

Insurance receivables that are overdue are revesgaihst premium income once the policy is candelldo
impairment allowances are recognized in respeanasunts that have not yet become due if no podfdhe premium
is taken to income.

Other debtors are stated at the recoverable amioupdirment allowances are recognized on doub&céivables.

Impairment of non-financial assets

The carrying amounts of the Company’s assets, tiiagr financial assets, deferred acquisition casts deferred taxes
are reviewed at each balance sheet date to detemhiether there is any indication of impairment.

In the presence of such evidence, the Company &starthe recoverable amount. Irrespective of whethere is
evidence of impairment the Company every year mesiéntangible assets with indeterminate usefulslive not
available yet for use.

An impairment loss is recognised whenever the aagryamount of an asset exceeds its recoverable @mou
Impairment losses are recognised in the incomersgtt. Recoverable amount is the greater of itseval use and its
fair value, less cost to sell.

Sale of assets under agreements to repurchase (sgreements)

Transactions of asset sales with repurchase aogmaed as financing transactions. If the Companinvolved in
these transactions as a seller of assets, themtihces to recognize the sold assets in its balsheet using the same
accounting principles as for the assets of its oWre funds received as a result of sale are rezednas liabilities
towards the mentioned purchaser of the assets.

If the Company is involved in the asset sales aatisn with repurchase as a purchaser, then thehpsed assets are
not recognized in the Company’s balance sheettheupurchase price paid as a result of transadioacognized as a
claim against the seller of assets. Interest incomexpenses as a result of transactions are reagshm the profit or
loss statement during the operation of respectiviract.
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Insurance debtors

Receivables include accounts receivable from pbbtjers, intermediaries, and other debtors andrezegnized at
amortized cost.

Amounts that are overdue are reversed against prefmcome once the policy is cancelled. No impairtralowances
are recognized in respect of amounts that havgetdiecome due if no portion of the premium is tateincome.
Other debtors are stated at the recoverable amimopdirment allowances are recognized on doubécéivables.

Premium refunds

Premium refunds represent a proportion of premibat becomes contractually refundable to policy éddin the
event that no claims are made under the respaasueance contract.

Cash and cash equivalents

In the cash flow statement cash and cash equiwatamhprise cash in hand, demand deposits, overdigsits and
term deposits with banks with the maturity termsiéisan three months. In the cash flow statemerst) daws are
presented using the direct method.

Share capital

Repurchase of shares

Share capital repurchased, is recognized as a ehiangquity in the amount of the consideration padluding
directly attributable costs. Repurchased shareglassified as treasury shares and presented aduettbn from total
equity.

Dividends

Dividends are recognised as a liability in the pdrin which they are declared

Related parties

Related parties are defined as shareholders oEdimepany, members of the Board and the Supervisoon€ll, their
close relatives and companies in which board mesplmeruncil members and senior management havendicagt
influence or control.

Employee benefits

Short term employee benefits, including salaried social security contributions, bonuses and vanalienefits are
included in net operating expenses on an accrusas.b@he Company pays fixed social security contiims to State
Social Fund on behalf of its employees during thpleyment period in accordance with local legaluisgments and
will have no obligations to pay further contributgrelating to employee services in respect toipags

Provisiors

A provision is recognized if, as a result of a pagént, the company has a present legal or cotisguc
obligation that can be estimated reliably, andsiprobable that an outflow of economic benefitd i
required to settle the obligation.

(3) Risk and risk management

Risk and risk management

The business of insurance represents the trankféskofrom the policy holder to the insurer andmagement of this
risk. The largest insurance risks result from atiogpnsured risks, assessing them, choosing tinsueance cover and
fulfilling obligations with respect to signed insunce contracts. In addition, the insurer is alsposgd to investment
risks incurred when the insurer has to cover tesdimeserves with assets invested in various fiaamestruments,

market risk, credit risk, liquidity risk and opedmatal risk.

AAS ,BTA” management has identified risks and deyeld the management of these risks. Risk manageisment
carried out in accordance with the Company’s Bagdision.
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All risks have been divided by the Company’s mamnag into the following major groups:

- Insurance risks

- Financial risks

- Operating risks
Each of these groups is divided into subgroupschientify the risks that might impact any opergtidirection.
Performance plans have been developed for eacheofigks, which should be performed in order toimipe and
avoid the risk occurrence possibility.

Insurance risks and risk management

Insurance risk is the most significant risk facgdte Company in day-to-day activities.

Underwriting strategy

The Company’s underwriting strategy seeks diversitgnsure a balanced portfolio and is based ange Iportfolio of
similar risks over a number of years and, as sitichpelieved that this reduces the variabilityttoé outcome.

The underwriting strategy is set out in an annusifess plan that sets out the classes of busindgswritten and the
industry sectors to which the Company is prepaceeé@xpose itself. This strategy is cascaded dowmdovidual
underwriters through detailed underwriting authesitthat set out the limits that any one underwigan write by line
size, class of business and industry in order foree appropriate risk selection within the poitiolTerm of non-life
contracts is up to 5 years; however, they are Qsaainual in nature and the underwriters have thkt to refuse
prolongation or renewal or to change the termscamdiitions of the contract at prolongation or reabw

Basic product features

Casco insurance

The insurance indemnifies for losses which arisenfldamage to, destruction or loss of vehicle. Sdvadditional
insurance covers may also be purchased which Eedeo the insured vehicle. Casco insurance aesietermined
on the basis of bonus-malus system, which decrehsdssurance premium upon absence of lossesnanelaises the
insurance premium upon occurrence of losses. Thes snsured very rarely exceed the limit of 50 ttengs lats.
Largest losses arise from the theft of vehiclesdastruction.

Motor third party liability insurance.

It is a compulsory insurance type, whose policyditiens and indemnification rules are prescribedhs/Motor Third
Party Liability Insurance Act and other completgistation. For determining the rates of motor thiarty liability
insurance, a bonus-malus system is used which esdhe insurance premium upon absence of losseis@aedses the
insurance premium upon existence of losses

Most of motor third party liability insurance indeities for property damage and lump sum persorjafigs mostly
medical treatment costs and temporary incapacityMark benefits. However, long — term indemnitieaynalso be
possible, such as pensions and permanent incapacityork benefits which may be paid out over thied term.

Health insurance

The health insurance product is offered to commamibo purchase health insurance for their employ€hks risk
covers health insurance indemnifies expenses sudb@or visits, hospital expenses, medication esge

Due to the type of a mass product and large numbsmall indemnifies along with proper manageméstrisk from
this product is considered to be small

Property insurance

The risks covered by property insurance include flisk, pipe leakage explosion, burglary and rojpb&nd storm risk.
Upon insuring home assets, liability insurance additionally be purchased.

Business interruption insurance covers lost busipesfits and fixed costs incurred, which arisenfrihe realization of
any risk covered by property insurance of a compaipon the sale of that insurance type, it is abergd to be
particularly important to take into account thaaeility of customers and transparency of finansiatements.
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The most frequently occurring risks for home praypénclude pipe leakages and fire. Larger lossssltanost often
from the realizations of fire risk.

Insurance risk concentration

The Company’s management is aware that there issamance concentration risk. Risk concentratioly mecur as a
result of different coincidences and regularitidest often risk concentration is observed in thees; in which private
persons are insured; e.g. personal accident inseinahen a group of persons suffers from a persawdlent and all of
these persons have been insured in the Compamyoperty insurance, risk concentration might od€ane densely
populated area experiences any of the exposuigs fiee), which may easily transfer from one pmipéo another one
and this action cannot be avoided.

In addition, the management is aware that the plessisk concentration can be in one company oneutc area in
total, for which several risks are insured. Whesuiing such risks, an obligatory precondition iseesment of the
company’s financial position and capacity, as waslfixing how large financial liabilities can arjg®w large liabilities
are already held by the Company and what it caoréhff

When evaluating financial risks, the tendenciesscbnomic growth and the risks that might impacs thiea are
studied.

In order to minimize losses that might be incurired¢ase of a risk concentration, the Company usesurance — by
reinsuring both proportionally, as well as non-pdnally. When making reinsurance, the Comparsyiare in the
risk is fixed both for one object, as well as farecevent, in which losses may be caused simultaheder several
objects. Such risks are reinsured in practicallytgdes of insurance. Reinsurance policy, accordmgvhich the
Company is operating, has been approved by thedBoar

Catastrophes

The Company’s management is aware that catastmagheeare possible. In our geographical conditittese risks are
most connected with meteorological phenomena: sofimods, nature disasters (hail, snow, icing,)etcarge fires
and earthquakes are unlikely, but they may occuwstMharacteristic catastrophes are floods andnstoin order to
minimize the impact of catastrophe risk on the Camyp reinsurance is used. Reinsurance is donegvogortionally,

as well as non-proportionally. In addition, factilta reinsurance is purchased for large object® Tompany has
developed methodology for fixing retention. It dege on very many factors and historical statistinBdrmation in

each product group. According to management, thesores taken sufficiently reduce the impact ofsted@he risk on
the Company.

Insurance risk management

In order to restrict insurance risk, the Company tiaveloped different control and management mesiman For all

insurance types, insurance terms and conditions haen developed, which are binding both for thm@any, as well
as customers. Methodologies have been developedlforsurance types, which should be followed wiiging the

risk and the risk degree, which is assumed by tbenfiany. The Company has established a Risk Undéargri
Institution, in which there are employees who aablé for development of a specific insurance tygepartment of
insurance terms and conditions and risk assessmetfiods. In addition, limits have been fixed, upmuich each of
the employees is allowed to make a decision akisktunderwriting. When fixing limits, the hierarchgrinciple is

observed, respectively, the higher the positioe;higher risk may be underwritten.

Irrespective of the above described events, whabehbeen implemented and are being managed, theo@y's
management is, however, aware that there is athiekthe insurance risk might not be qualitativagsessed and an
incorrect decision may be made. In addition, thera risk that insurance indemnity will be fixednrcompliant with
the losses caused or the claims case will be adtenaid for a too long time.

In order to minimize such risks, the Company hasltged and uses the quality management systerchvdaiscribes
all processes and reserves, which are carriednotitei Company during the insurance administratimtess and the
claims regulation procedures. It has been fixedndred upon what circumstances certain type of ghaes should be
observed. Quality measurements can be carriedhoany process and fix whether this process is be#mged out in
accordance with the Company’s interests and destriirocesses. The measurements of these processdéisea
engagement of the Quality managements departmenichwegularly provides information to the Company’
management about the process management in theabgmfss a result of these measurements, the marageran
make an adequate decision to minimize the riskckvis connected with the insurance processes.
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Liabilities adequacy test

The Company has assessed its insurance liabitities/n in the balance sheet on 31 December 200%diability
adequacy test.

A liability adequacy test is carried out at eacphorting date and assess whether recognized insuilaislities less
deferred acquisition costs are adequate using muestimates of future cash flows under its insceacontracts. If the
assessment indicates liabilities are inadequatéhénlight of the established future cash flow, theficiency is
recognized in profit or loss. Expected cash floekting to claims and expenses are estimated leyemte to the
experience, adjusted for significant individualdes which are not expected to recur.

The test is performed by product groups each caimgria group of insurance contracts with similak rprofiles.
Sufficiency of technical reserves by LAT test a8ht12.2007 is showed in following table:

In Year
thousand
LVL 2008 2009 2010 2011 2012 2013

Un discounted future cash flow

from expected claims and claim

handling costs (31 627) (25710) (4234) (1161)373) (150) -
Un discounted future cash flow

from expected claims and claim

handling costs including 14%

inflation for year 2008 (35 314) (27 450) (5216§1693) (645 (310) -
Present value of future cash flow
using refinancing rate 6% p.a.
(Bank of Latvia) (33223)  (26662) (4779) (1464)  (80) (238) -
DAC as at 31/12/2007 (2 552) (2 552) -
Expected administration expenses (3 258) (2 507) (459) (119) (97) (75) -

Total gross technical reserveasat —
31/12/2007 A7 746

LAT surplus as at 31/12/2007  ____ 8713

General assumptions and sensitivity analysis

The liabilities arising from insurance contractg aletermined based on the estimated future ca@ls.flSuch cash
flows include claims paid and claim adjustment ergass.

The amount of liabilities is set so that it woulel §ufficient for covering the liabilities under urance contracts.

Necessary capital Changes
(000’ LVL) %

LAT result as at 31/12/2007 8713
Discounted at the refinancing rate of 5% p.a. 8 462 -3.4%
Discounted at the refinancing rate of 4% p.a. 8 148 -7.0%
Discounted at the refinancing rate of 7% p.a. 9048 3.3%
Discounted at the Bank of Latvia refinancing raté% p.a., decrease of
expenses in the first year 0.6 6 806 -22.3%
Discounted at the Bank of Latvia refinancing raté% p.a., decrease of
expenses in the first year 0.4 4200 -52.1%
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Claims development

Information on the claims development has beenigealin order to illustrate the insurance risk toiat the Company
is subject toThe claim table discloses a comparison of cumugagpigyments to date and the development of technical
reserves made for these insurance claims by adcydan

Excesses or deficits indicated in each column shbel evaluated separately by ignoring other colubetause such
corrections made in the prior years may be incluakegart of corrections made during the prior years

The recalculated technical reserves and the cuivelldeficit or excess, which is indicated in thelesed table, may
subsequently vary due to change in different factor

Although the information provided in the table eefls the estimates of historical unpaid claims madke prior years,
the users of these financial statements shouldlaxdirapolation of past remains or deficits in segfo the balance of
unpaid losses of thiperiod. Management considers evaluation of techmeserves as at 31.December 2007 as
adequate.

Claim development analysis, Thousand LVL
Year of insured occurrence

2003 2004 2005 2006 2007 Total

Estimate of cumulative claims at end of
accident year 201 10 732 14 890 22 261 38 024 38 024
- one year later 2325 11 440 12 891 22 027 22 027
- two years later 2151 10711 12917 12 917
- three years later 2093 10344 10 344
- four years later 2161 2161

Cumulative payments to date (2 151) (10 257) (12632) (20973) (22007) (68 020)
Outstanding claims reserves at 31.12.2007 10 87 285 1054 16 017 17 453

Financial risks and risk management

The Company’s financial assets and liabilities)udig investments, insurance receivables and uesémee assets, are
exposed to financial risk as follows:

may be impaired, and return on assets decreased;
Currency risk: adverse changes to the currencyamgdrate may cause loss to the Company
Credit risk: failure to fulfil a contractual oblijan may cause financial losses to the Company,

Liquidity risk: under certain adverse conditions foe insurer, the insurer may be forced to sedetssat a lower
price than their fair value in order to be ableéttle liabilities.

Market risks

The Company is subject to potential investmentsribly incurring losses from financial assets, fiangabilities,
reinsurance and insurance contractual liabilities.

In order to restrict investment risk, investments made in different financial instruments. Whewaging financial
instruments, the requirements of the insurance eompand the law on supervision of insurance congzaire
observed, which may be referred to the cover dirial reserve, and then the Company developsnbesiments
establishment procedure.

The main investment risk components are the maidetlit and liquidity risks. The market risk, irsiturn, is
comprised of the price, interest rates and curreiskg

When carrying out investing activities, the empley®f AAS BTA Financial Department are guided adowy to the
approved Investment establishment procedure, wiegulates many issues related to control and maaitigin of
investments risk.

Reduction of investments risk is carried out in tways — firstly, by diversifying the investmentsriolio, secondly,
by analyzing the specific asset before the purcbé#as asset and following the available inforimaton this asset.

The Company manages market risks by investing ofdasie investments in markets and investments kigh ratings.
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Investment analysis by ratings as at 31.12.2007:

Standard  Sharesand Investment Other non- Government Listed debt Mortgage Other Total
Poor's or  other listed funds fixed bonds securities bonds fixed
Moody’s equity income income
instruments securities securities
AAA - - - 2 498 466 - - - 2498 466
AA+ 76 141 - - - - - - 76 141
AA- 1185 609 - 68 130 - 99 771 - - 1353510
A - - - 3 049 606 580 934 1955078 - 5585618
A- - - - 171916 - - - 171 916
BBB+ - - - - - 357 896 - 357 896
BBB - - - - 186 529 - - 186 529
BBB- - - - 100 545 50 121 - - 150 666
BB - - - - 93 211 - - 93 211
B+ - - - - 134 375 - - 134 375
Not applied 260 429 2 547 563 - - - - - 2807992
No rating - - 338 - - - 141792 142 130
1522179 2 547 563 68 468 5820 533 1144941 22034 141 792 13558 450

Currency risk

Some insurance risks are denominated in foreigrenares. The Company’s policy is to restrict therency risk with
respect to known and expected transactions ingoreurrencies. Currency risk management is baseadvestments in
the respective currencies. The local currencietherCompany's operational market — Latvia, Lithaaamd Estonia are
pegged to EUR which decreases currency risk. Poofibss is mainly sensitive only to changes in USkes and is
evaluated as low. The Company is not engaged irspegulative transactions that may increase theicy risk.

Sensitivity to foreign exchange is considered indigant.
Split of assets and liabilities by currencies ageatr end were as follows:

31 December 2007

Investments and cash LVL EUR uUsD EEK  Other Total
Long term assets held for sale 493 963 - - - - 493 963
Shares and other non-fixed income

securities 339 3790 235 277 047 70 589 - 4138210
Debt securities and other fixed income

securities 5178 287 3284994 956 959 - -9 420 240
AFS investments 769 854 - - - - 769854
Term deposits with credit institutions 7346555 459688 1016779 810314 8476812 709 104
Mortgage loans 5 526 287 2 341 649 148 982 - 8016 918
Other loans 1251 089 1985 854 25105 - -3 262 048
Receivables 9 306 646 1647 430 286 710 624 123 989 865 848
Cash 1087 035 283 244 37 474 33 235 5164 446 156
Total Investments and cash 3096005516 784094 2749056 1538261 90875 52122341

Technical reserves, net
Unearned premium and unexpired risk

technical reserves, net 24 414 128 2871130 282 23655666 16930 29 210 088
Technical reserves for outstanding

claims, net 10 458 274 684 735 445 545 172 167 522 411 783 173
Total Technical reserves, net 34 872 402 3555 865 697 779 1827833 39382 40993261
Open currency position (3912 347) 13228229 2051277 (289572) 51493 11129080
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31 December 2006

Investments and cash LVL EUR UsD EEK Other Total
Long term assets held for sale 2000 - - - - 2000
Shares and other non-fixed income

securities 339 1187791 492 786 58 814 -1 739730
Debt securities and other fixed

income securities 6820471 1326596 1183051 - 9330118
AFS investments 560 681 - - - - 560681
Term deposits with credit

institutions 3081089 1942973 368 636 - -5392 698
Mortgage loans 4 338 636 930 292 95 982 - -5 364 910
Other loans 645 081 486 641 391471 - -1523 193
Receivables 5299153 1092460 391619 104 495 18116 6 905843
Cash 559 677 47 053 66 621 43 501 95 538 812 390
Total Investments and cash 21307 127 7013806 2990166 206810 113654 31631563

Technical reserves, net
Unearned premium and unexpired

risk technical reserves, net 15024 373 2044 925 39 736 155 555 25081 17 589 670
Technical reserves for outstanding

claims, net 6 550 997 562 432 395 636 - 23 5887 532 653
Total Technical reserves, net 21 575 370 2 607 357 735 372 155555 48669 25122 323
Open currency position (268 243) 4 406 449 2 254794 51255 64985 6509 240

Interest rate risk

Measures for management of the interest rate ngkeé Company are centralized and based on thesaseat of the
impact of the interest rate risk on the Companilartial indices. The Company does not have sicanifi interest
bearing liabilities and a significant share okmgst bearing assets are at a fixed interesttragmssfore, the Company is
not exposed to a significant interest rate risk emthe effects of fluctuations in interest ratesulting from different
maturity or interest repricing profile of the Conmyss interest bearing assets and liabilities.

The following tables present the Company’s finalnaigsets analyzed according to repricing periodsraiined as the
earlier of remaining contractual maturity and cadtwal repricing. The interest rate repricing peofif assets of the
Company as at year end.

31 December 2007

- Non- Amounts
Wrgglrnr?s mog;ﬁg Over 5 inter_est _subject to
1-2years  3-5years years bearing Total fixed rates
LVL LVL LVL LVL LVL LVL
Financial assets
Financial assets at
fair value through
profit and loss 583275 2894702 1869955 326 865700 4138210 13558450 10459 810
Financial assets
classified as AFS - - - - - 769 854 769 854 -
Term deposits with
credit institutions 10086 753 2091 421 400447 0483 - - 12709104 12709 104
Loans 228747 3260252 3417648 3360010 10923 - 11278966 11278 966
Receivables - - - - - 11 865 848 11 865 848 -
Demand deposits
with credit
institutions 1414 258 - - - - - 1414258 1414 258
Cash on hands - - - - - 31 898 31 898 -
Total financial
assets 12313033 8246375 5688050 6697101 1878009 16805810 51628378 35862138
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31 December 2006

Non- Amounts
Within 6 6-12 Over 5 interest subject to
months months 1-2 years 2-5 years years bearing Total fixed rates
LVL LVL LVL LVL LVL LVL LVL LVL
Financial assets
Financial assets at fair
value through profit
and loss 725 424 - 2801258 2346768 3456 6687391730 11069848 10316 230
Financial assets
classified as AFS - - - 560 681 560 681 -
Term deposits with
credit institutions 3712 376 693 387 613 816 318 1 - - 5392698 5 392 698
Loans 1048924 2437738 652 320 743048 2006 073 - 6 888 103 6 888 103
Receivables - - - - - 6905843 6905843 -
Demand deposits with
credit institutions 773 497 - - - - - 773497 773 497
Cash on hand - - - - - 38 893 38 893 -
Total financial assets 6260221 3131125 4067394 3462935 5462741 9245147 31629563 23370528

Weighted average effective interest rates as agigdicfor the interest bearing financial instrumestsluding insurance

contracts were as fallows:

Bonds
Deposits
Loans

2007
5.37%
5.91%
4.27%

2006
4.32%
4.12%
4.74%

For the purposes of managing market and interéstrisk, the Company uses interest rate and stoxi derivative
financial instruments. Investments in derivativeaficial instruments may be made in compliance with below

following risk management policies:

Interest rate futures — in cases if the risk ofngfess in the existing investment portfolio debt sities price is
decreased, the amount of signed futures may neeex85 per cent of the value of debt securitietfqdim.
Interest rate futures — in cases if the increasmarfe effective investment portfolio profitability promoted,
the amount of signed futures may not exceed 5@gmrof the consolidated own funds of AAS BTA.

Stock index futures — in cases if the increase afeneffective investment portfolio is promoted, #mount of
signed futures may not exceed 25 per cent of thealwated own funds of AAS BTA.

The net derivative financial liabilities as at 31.2007 are nil (2006: immaterial)

Credit risk

The company takes on exposure to credit risk whidhe risk that counterparty will be unable to aounts in full
when due. The company structures the levels ofitcresk it undertakes by placing limits on the ambwf risk
accepted in relation to one issuer of securitiehtar, borrower, or group of the above. Such riakes monitored

regularly.
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Exposure to credit risk is managed through regalaalysis of the ability of issuers and borrowers g@otential
borrowers to meet interest and capital repaymeligations and by changing these lending limits vehappropriate.

Maximum credit risk 2007 2006

Gross Net Gross Net
Non-fixed income securities 4138210 4138210 39 730 1739 730
Government bonds 5820533 5820533 5082874 5082874
Corporate bonds 1144941 1144941 1644756 1644756
Mortgage bonds 2312974 2312974 2467750 2467 750
Other fixed income securities 141 792 141 792 137 134738
Available for sale financial assets 769 854 769 854 560 681 560 681
Deposits with banks 12709 104 12709 104 5392698 5392698
Loans 11 278 966 - 6 888 103 -
Due from policy holders 8901484 8953484 4025 4017525
Due from intermediaries 1860 379 1860 379 1 5 1803599
Receivables from reinsurance activities 135271 2ABb 122 886 122 886
Other debtors 968 714 968 714 961 833 961 833
Reinsurers’ share in unearned premiums provisions 0821712 1082 712 1059711 1059711
Reinsurers’ share in claim provisions 5670045 76645 824 178 824 178
Total 56 934 979 45708 013 32701062 25812959

No special terms and conditions are associatedwsighof collateral.

Credit risk arises on direct insurance amountsivab& and reinsurance amounts receivable anceisish the counter
party defaults on payment of the amount due.

Insurance receivables

Direct insurance amounts receivable are monitorednBnagement on a periodic basis and policies aneeatled if
appropriate notification has been provided to thkcp holder and the amounts due are not paid.

Reinsurance
Reinsurance is carried out with world-known reisgue companies with a sound reputation.

When carrying out reinsurance, the rating of as@iance company may not be lower than the Stangfldrdor’s
evaluation BBB- (or analogous assessment of anatitennational rating agency). Practically all sinance is carried
out in reinsurance companies whose rating is neétdhan the Standard & Poor’s assessment A.

Reinsurance companies cover their liabilities ia time period of up to 30 days. Reinsurance agratsraso provide
cases when upon the insurance indemnity exceediegi@n amount, the reinsurance claim is paid idiately.

There have been no cases when a reinsurance cornpampt met its liabilities.

Rating 2007

Reinsurance Reinsurer’s share Reinsurer’s share

debtors in written premiums in claims paid

AAA - 153 294 210 467
AA 52 807 2 062 682 328 010
A 47 694 807 490 102 886
BBB 3667 4417 604 3632 377
Insurance companies of the EU economic
zone which are licensed to insure this risk 8 460 11328 981
No rating 22 643 - -
TOTAL 135 271 7 462 208 4274721
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Rating 2006
Reinsurance Reinsurer’s share in  Reinsurer’s share in
debtors written premiums claims paid
AAA - 286 586 8 352
AA 31218 772 811 237 410
A 8 435 1555521 142 505
BBB 1558 2 699 250 2 414 955
BB - 14 299 18 982
Insurance companies of the EU economic
zone which are licensed to insure this risk 40 835 134 493 28 762
No rating 40 840 - 39 656
TOTAL 122 886 5 462 960 2 890 622

The effect of reinsurance arrangements is thaCivapany for each insurance risk has the following oetention for
main lines of insurance:
Maximum own

retention
CASCO 40 000 LVL
Cargo 75 000 EUR
Property 150 000 LVL
General TPL 100 000 LVL
Compulsory motor TPL 400 000 EUR

Liquidity risks

In accordance with approved investment establishipeatedure methodology, the employees of AAS BliraRcial
Department are obliged to ensure that at leasteB&@nt of the assets required for technical reseowver would be
placed in high liquidity investments.
High liquidity investments are deemed to be thiofeing assets:
1) claims on demand to solvent credit institutions;
2) other claims to solvent credit institutions (tedeposits, etc.) whose remaining repayment teres dwmt
exceed 30 days, and deposits with another terhreiigreement stipulates an option to withdraw mdrefgre
the due date (less the amount of contractual pefalipreterm withdrawal of deposits if such is yded);
3) investments in securities if they have a constanrestricted market, i.e., they can be sold shart time
without considerable losses or can be used adatarall for receipt of loan.
Such type of high liquidity assets in AAS BTA bata sheet make up significant part of assets awner coore than
50% from technical reserves.

The table below allocates the Company’s assetsilifias to maturity groups based on the time rerm from the
balance sheet date to the contractual maturitysdeteat 31 December 2007:
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31 December 2007

Assets

Property, plant and equipment

Land and buildings

Intangible assets

Investments held for sale

Financial assets at fair value through profit @slo
Investments available for sale

Term deposits with credit institutions
Loans

Receivables from insurance operations
Receivables form reinsurance operations
Other receivables

Deferred income

Reinsurance agreement

Cash

Total assets based on the contractual date

Total assets taking into account liquidity

Equity and liabilities

Capital and reserves

Insurance liabilities

Subordinated liabilities

Creditors

Deferred tax liabilities

Provisions

Accrued expenses and deferred income

Total equity and liabilities
Maturity gap on assets and liabilities

Maturity gap on assets and liabilities taking
into account liquidity*)

Uptol2 Fromlto5 Over 5 No fixed
months years years term Total
LVL LVL LVL LVL LVL

- - - 470 266 470 266
- - - 7338081 7338081
- - - 9800 9 800
- - - 493 963 493 963
3477977 6116133*) 865 700%) 3098 640*)13 558 450
- - - 769 854 769 854
12178 174 30930 - - 12709 104
3488999 6777658 1012309 -11 278 966
10 761 863 - - - 10761863
135271 - - - 135271
494 548 474 166 - - 968714
2 807 850 - - - 2807850
6 752 757 - - -6 752 757
1446 156 - - - 1446156

41543% 13898887 1878009 12180604 69 501 09-
51 62468 7782754 1012309 8 081 964 69 501 095
- - - 14582 874 14582 874
47 441 245 304 773 - -47 746 018
- 1053 152 - 1053152
4786 262 - - - 4786262
- - - 703 773 703 773
- - - 365 412 365 412
263 604 - - - 263 604

52 491 111 304773 158 152 15652 059 69 501 095
(10 947 516) 13594 114 824 857 (3 471 455)

(867 043) 7477981 (408  (6570095) -

*) While the above table reflects the liquiditykjst is based on time to contractual maturity.dstments classified as
financial assets at fair value through profit ansis| are considered as highly liquid financial ssaed management has
the ability to sell them earlier than the contrattlate, thereby helping to manage its liquiditp,ghneeded.
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The table below allocates the Company’s assetsilifias to maturity groups based on the time remimg from the
balance sheet date to the contractual maturitysdegeat 31 December 2006:

31 December 2006

Uptol2 Fromlto5 Over 5 No fixed
months years years term Total
LVL LVL LVL LVL LVL

Assets

Property, plant and equipment - - - 477 373 477 373
Land and buildings - - - 3270877 3270877
Intangible assets - - - 20 502 20 502
Investments held for trading - 2000 - - 2000
Financial assets at fair value through profit ar$| 725424 6134 138*) 3456 668%) 753 618*11 069 848
Investments available for sale - - - 560 681 560 681
Term deposits with credit institutions 4 405 763 6 BB5 - - 5392698
Loans 3 486 662 1 395 368 2006 073 - 6888103
Receivables from insurance operations 5821124 - - - 5821124
Receivables form reinsurance operations 122 886 - - - 122 886
Other receivables 475 220 486 613 - - 961833
Deferred income 1562 134 - - - 1562134
Reinsurance agreements 1 883 889 - - -1 883 889
Cash 812 390 - - - 812 390
Total assets based on the contractual date 19 29824 9 005 054 5462 741 5083051 38846 33
Total assets taking into account liquidity 29 63956 2870916 2006073 4329433 38846 338

Equity and liabilities
Capital and reserves - - - 7283847 7283847
Insurance liabilities 26 221 766 784 446 - 27 006 212

Subordinated liabilities - 527 598 - 527 598
Creditors 3423173 - - - 3423173
Deferred tax liabilities - - - 177 914 177 914
Provisions - - - 202 361 202 361
Accrued expenses and deferred income 225 233 - - -225 233
Total equity and liabilities 29870172 784 446 5208 7664 122 38 846 338
Maturity gap on assets and liabilities (10574 680) 8220608 4935143 (2581 071)

Maturity gap on assets and liabilities taking into
account liquidity*) (230 256) 2086 470 1478 475 3334 689) -

*) While the above table reflects the liquiditykjst is based on time to contractual maturity.dstments classified as
financial assets at fair value through profit ansk| are considered as highly liquid financial sssaad management has
the ability to sell them earlier than the contratiate, thereby helping to manage its liquiditp,ganeeded.

Operating risks and risk management

The Company has determined that customers shogkivee a high quality service. The most significaisk in
provision of these services has been defined tquiadified and knowledgeable employees representiagCompany.
In order to attract and keep medium and top leudliied employees in the Company, it has impleradna
competitive salary and motivation system thus regrthat personnel change in top management i€8,.@0 medium
level of managers — 3.5%, in specialists’ level 224% and lowest level specialists — 27.2%. The Camgphas
established a training centre, which is engagemising the employees’ qualification. The informatbasis has been
established, which is available to the employe@scam be used in day-to-day activities.

In the management’s opinion, the risk that anyhaf émployees may intentionally or unintentionatifluience the
technical result of an insurance type by fixingaasonably low price or granting unreasonably higbalints, has been
minimized. When fixing the price, the methodolog&®ould be strictly followed, but deviations arecegsary in
connection with the market situation and such diia should obligatory be agreed with top manageni@iscount
policy is fixed by the Company’s Board and no d#wizs from this policy are permitted.
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A significant tool in ensuring activities is thefanmation systems (IS). The Company’'s managemegs paajor
attention to ensure that these systems can workcamply with up-to-date requirements. The Compaayg an IT
Department whose assignment is to ensure and rmaiatatable and safe environment in the Company:sThe
activities of the Department are regulated by I&iggy regulations, which have been developed toetance with the
legislation requirements. 1S systems should ensoinstant performance and it should comply withehwloyees’ and
clients’ requirements. Deviations from performaraze not permitted and it should be ensured 24 haudsy. If
necessary, the waiting time has been defined, wkiokcessary for renewal of performance if damagsuipment or
information has occurred. This time may not excé2dhours.

Capital sufficiency

According to the requirements of the ,Law on Insun@ Companies and their Supervision”, in order risuee the
stability of the insurer’s financial activities,gtinsurance company should constantly have atisfgodal own funds,
which should be equal or larger than a determirddescy margin. The solvency margin is defined tas larger of
amounts calculated based on written premiums dmslgpaid and the result cannot be smaller thanatfjested
solvency margin of the prior year or the minimumoaumt of guarantee fund announced by the FCMC.

31.12.2007 31.12.2006

LVL LVL
Solvency margin based on premiums written 9134 796 6 342 644
Solvency margin based on claims 3241894 2 379509
Solvency margin at the end of the previous repgntieriod 6 342 644 4 249 565
Adjusted solvency margin at the end of the previeg®rting period 6 342 644 4 249 565
Minimum guarantee fund (EUR) 3200 000 3 000 000
EUR exchange rate set by the Bank of Latvia attiteof the reporting period 0.702804 0.702804
Minimum guarantee fund (LVL) 2 248 973 2108 412
Solvency margin (The largest of amounts) 9134796 6 342 644
Equity and solvency compliance 31.12.2007 31.12.2006

LVL LVL
Share capital 6 000 000 4 300 000
Share premium 1219103 942 003
Reserve capital and other reserves, except rei@uand equalization reserves 698 895 698 895
Audited retained earnings/accumulated loss cafdeglard from prior years (+/-) 4182 733 617 254
Intangible assets (9 800) (20 502)
Subordinated liabilities 1053 152 527 598
Total capital for capital adequacy (own funds) 13 144 083 7 065 248
Solvency margin 9 134 796 6 342 644
Cap|ta| adequacy 4 009 287 722 604

The insurer's own funds are also directly relatedhe insurer’s risk assuming ability (carrying aaity), which is

characterized by the proportion of own funds agaiine major insurer's balance sheet and profitossIratios. The
proportion of own funds against insurance premiwmigten and insurance claims paid characterizesirilkarer’s

ability to manage different insurance risks, b groportion against the technical reserves cheniaes the insurer’s
ability to overcome losses, which may occur in daaamistake has occurred in the calculation ohtécal reserves.

2007 2006

LVL % LVL %
Own funds 13 144 082 - 7 065 248 -
Incurred claims, net 28 397 331 47% 18 582 050 38%
Earned premiums, net 45 255 970 29% 28 472 483 25%
Technical reserves total, net 40933 261 32% 25122 323 28%
Investment portfolio 35349 518 37% 20793 979 34%
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(4)  Net written premiums

2007 2006
LVL LVL
Gross Reinsurer’'s Reinsurer’s
written sharein  Net written  Gross written share in  Net written
premiums premiums premiums premiums premiums premiums
Motor own damage
insurance 25657 123 (4199 165) 21 457 958 14 395459 (2438357) 11957102
Compulsory motor
third party liability* 15 931 296 (585130) 15 346 166 9 281 947 (380 899) 8 901 048
Health insurance 11 329 597 - 11 329 597 6 832 846 - 6 832 846
Property insurance 5484 154 (714 830) 4769 324 3188 627 (553 956) 2634671
Various financial risks 981 335 (528 993) 452 342 554 423 (304 689) 249 734
Cargo insurance 545 408 (369 822) 175 586 459 949 (308 341) 151 608
General third party
liability 1166 110 (279 005) 887 105 906 745 (356 957) 549 788
Personal accident
insurance 339 317 (4727) 334 590 272 852 (21 650) 251 202
Travel accident
insurance 1928 430 (53 321) 1875 109 1469 175 (54 364) 1414811
Marine insurance 187 392 (165 384) 22 008 152 535 (212 505) (59 970)
Marine third party
liability insurance 3061 (2 755) 306 3312 (2 981) 331
Railway insurance 71202 (49 477) 21725 103 389 (72 394) 30 995
Voluntary motor third
party liability 3013 - 3013 1367 001 - 1367 001
Aircraft third party
liability insurance 199 329 (198 729) 600 438 671 (379 742) 58 929
Aircraft insurance 114897 (117 681) (2 784) 246 574 (168 235) 78 339
Credit insurance 110 727 (63 677) 47 050 121 939 (102 639) 19 300
Guarantee insurance 286 205 (129 512) 156 693 226 543 (105 251) 121 292

64 338596 (7 462 208) 56 876 388 40021 987 (5462 960) 34559 027

Gross written premiums include 191 T LVL (2006:116TLVL) assumed reinsurance.

* The Company makes obligatory deductions in accaslavith the law “On compulsory motor third party
liability” and the related Cabinet of Ministers tegtions. Gross written premiums on motor thirdtyar
liabilities insurance are shown net of the obligatbeductions LVL 663 154 (2006: LVL 579 998).

According to the lawOn Motor Vehicles Third Party Liability Obligatorynsurance and the related Cabinet
Regulations, the Company should make the followatdjgatory deductions from gross premiums writt@nthis
insurance type:

For ensuring the activities of the Latvian Motorhide LVL 0.40 per contract + LVL 2,500

Insurance Bureau:

For the Guarantee Fund and the Interests Protecthwmtording to a special calculation by taking intocaunt
Fund: the time of contract activity and the insured matehicle

For the Road Traffic Safety Fund: 2% from gross written premium
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(5) Net earned premiums
2007 2006
LVL LVL
Reinsurer’s Reinsurer’s
Gross earned share in Net earned Gross earned share in Net earned
premiums premiums premiums premiums premiums premiums
Motor own damage
insurance 20476 231 (4 199 925) 16 276 306 10 478 153 (2 437 597) 8 040 556
Compulsory motor
third party liability 13 250 258 (585130) 12665128 8 127 604 (380 899) 7746 705
Health insurance 8 912 650 - 8 912 650 5820 068 - 5820 068
Property insurance 4512 013 (775 394) 3736619 2832273 (647 908) 2 184 365
Various financial risks 713 729 (384 504) 329 225 391 588 (188 506) 203 082
Cargo insurance 518 121 (347 960) 170 161 462 117 (313 001) 149 116
General third party
liability 1003 427 (277 530) 725 897 1 300 656 (838 741) 461 915
Personal accident
insurance 299 094 (4 867) 294 227 253 630 (26 324) 227 306
Travel accident
insurance 1919 237 (53 321) 1865916 1421622 (54 364) 1367 258
Marine insurance 181 070 (160 800) 20 270 199 893 (209 306) (9 413)
Marine third party
liability insurance 2984 (2 686) 298 2085 (1 604) 481
Railway insurance 79 374 (55 571) 23 803 111 506 (76 487) 35019
Voluntary motor third
party liability 3296 - 3296 2027 042 - 2027 042
Aircraft third party
liability insurance 278 581 (256 146) 22 435 380 467 (356 830) 23637
Aircraft insurance 158 583 (138 347) 20 236 224 763 (169 106) 55 657
Credit insurance 122 820 (76 756) 46 064 110 796 (81 830) 28 966
Guarantee insurance 263 709 (120 270) 143 439 197 477 (86 754) 110 723
52695177 (7439207 45255970 34341740 (5869 257) 28472483
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(6)

Technical reserves for unearned premiums and unexped risks

Gross Reinsurer share Net
LVL LVL LVL
Balance at 31 December 2005 12 969 134 (1 466 008) 11503 126
Written premiums 40 021 987 (5 462 960) 34 559 027
Premiums earned (34 341 740) 5 869 257 (28 472 483)
Changes during year 5 680 247 406 297 6 086 544
Balance at 31 December 2006 18 649 381 (1059 711) 17 589 670
Written premiums 64 338 596 (7 462 208) 56 876 388
Premiums earned (52 695 177) 7 439 207 (45 255 970)
Changes during year 11 643 419 (23 001) 11 620 418
Balance at 31 December 2007 30 292 800 (1082 712) 29 210 088
2007 2006
LVL LVL
Gross Net Gross Net
Unearned premium reserve 30 000 38728 917 675 17969381 16909 670
Unexpired risk reserve 292 413 292 413 680 000 680 000
30292800 29210088 18649381 17589670
(7)  Other technical income
2007 2006
LVL LVL
Commission from policy cancellation 100 685 96 394
Profit share of reinsurance agreements 29 465 -
Income from distribution of policies of other insus 255 587 203 782
Other technical income 53 137 61 094
438 874 361 270
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(8) Net paid claims
2007 2006
LVL LVL
Gross claims Reinsurer’s Net claims Gross claims Reinsurer’s Net claims
paid share in claim paid paid share in claim paid
Motor own damage
insurance 12 054 840 (3 758 262) 8 296 578 6 947 377 (2 409 970) 4 537 407
Compulsory motor
third party liability 8 978 928 (35 624) 8943 304 5207 999 (932) 5207 067
Health insurance 5257971 - 5257971 4013422 - 4013 422
Property insurance 1109919 (33 395) 1076 524 376 603 (47 974) 328 629
Various financial
risks 65 679 (30) 65 649 59 177 (5 835) 53 342
Cargo insurance 59 167 (49 066) 10101 97 410 (43 112) 54 298
General third party
liability 233 427 (161 035) 72 392 60 478 (18 287) 42 191
Personal accident
insurance 72 505 (18) 72 487 105 581 (88) 105 493
Travel accident
insurance 266 656 (26 401) 240 255 188 521 - 188 521
Marine insurance 92 789 (71 593) 21196 306 406 (250 919) 55 487
Railway insurance 13 407 (9 385) 4022 17 483 (12 238) 5245
Voluntary motor
third party liability - - - 1476 549 - 1476 549
Aircraft insurance 70431 (40 613) 29 818 108 002 (48 775) 59 227
Credit insurance 18 527 (13 044) 5483 23720 (18 976) 4744
Aircraft third party
liability insurance 8 141 - 8 141 13335 (1) 13334
Guarantee insurance 119 146 (76 255) 42 891 66 338 (33 515) 32823
28421533 (4274721) 24146812 19068 401 (2890622) 16177779
(9)  Outstanding claim technical reserve
Gross Reinsurer share Net
LVL LVL LVL
Balance at 31 December 2005 7 950 422 (2 822 040) 5128 382
Claims incurred during the period 19 474 810 (892 760) 18 582 050
Claims paid (19 068 401) 2 890 622 (16 177 779)
Changes during year 406 409 1 997 862 2 404 271
Balance at 31 December 2006 8 356 831 (824 178) 7 532 653
Claims incurred during the period 37 517 919 (9 120 588) 28 397 331
Claims paid (28 421 532) 4274721 (24 146 811)
Changes during year 9 096 387 (4 845 867) 4 250 520
Balance at 31 December 2007 17 453 218 (5 670 045) 11783 173
2007 2006
LVL LVL
Gross Gross Net
RBNS 13667595 7997550 6 287 620 5463 442
IBNR 3785623 3785623 2069211 2069211
17 453218 11783173 8356831 7532653
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(10)

Claims incurred

Motor own damage
insurance
Compulsory motor
third party liability
Health insurance
Property insurance
Financial risks
Cargo insurance
General third party
liability

Personal accident
Travel insurance
Marine insurance

Marine third party
liability insurance

Railway insurance
Voluntary motor
third party liability

Aircraft insurance
Credit insurance

Aircraft third party
liability insurance

Guarantee insurance

(11)

Client acquisition costs

Commission paid to intermediaries
Commission paid for reinsurance

Salaries to agents

2007 2006
LVL LVL

Gross claims Reinsurer’s Net claims Gross claims Reinsurer’s Net claims

incurred share in claim incurred incurred share in claim incurred
(13 497 175) 3758259 (9738916) (8 051 781) 2357770 (5694 011)
(10 931 206) 35146 (10 896 060) (6 491 166) (11 960) (6503 126)
(5 488 219) - (5 488 219) (4 195 037) - (4 195 037)
(1 626 982) 147 852 (1479 130) (417 112) 24 030 (393 082)
(2 063 384) 1981 305 (82 079) (112 971) 5534 (107 437)
(856 144) 830 643 (25 501) 514 073 (529 713) (15 640)
(418 742) 199 664 (219 078) (21 111) (32 056) (53 167)
(65 920) 18 (65 902) (125 437) 88 (125 349)
(267 572) 23199 (244 373) (192 426) (439) (192 865)
(2 243 560) 2115095 (128 465) 985 394 (901 007) 84 387
13 - 13 149 - 149
(69 368) 50 404 (18 964) (17 607) 12 237 (5 370)
) - €)) (1 253 282) - (1 253 282)
51 477 (21 883) 29 594 17 889 (73 769) (55 880)
(69 378) 47 690 (21 688) (24 839) 18 976 (5 863)
150 179 (114 308) 35871 (8 479) (19 197) (27 676)
(121 936) 67 504 (54 432) (81 066) 42 265 (38 801)
(37 517 920) 9120588 (28 397 332) (19 474 809) 892 759 (18 582 050)
2007 2006

LVL LVL
6 132 934 3 551 565
4 852 86 733
122 676 143 151
6 260 462 3781 449
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(12) Change in deferred client acquisition costs

Balance at 31 December 2005

Written commissions
Deferred commissions allocated to profit or loss

Balance at 31 December 2006

Written commissions
Deferred commissions allocated to profit or loss

Balance at 31 December 2007

(13) Administrative expenses

Salaries and social contribution expenses
Office expenses and rent

Post and communication expenses
Transportation

Advertisement and public relations
FCMCl/Interests Protection Fund
Representation

Business trips

Staff training

Other expenses

LVL

1072938

3781449

(3 359 408)

Changes during year 422 041

1494 979

6 260 462

(5 203 259)

Changes during year 1 057 203

2 552 182

2007 2006

LVL LVL
6 388 667 4 253 832
858 617 763 077
351 523 365 158
533 520 397 687
244 666 365 492
348 250 271 265
148 774 153 391
85 656 99 560
23542 20 747
1002 164 649 905
9985 379 7340114

According to the Latvian legislation 0.140% (2006t92%) from gross premiums in the MTLP line ardB8% (2006:
0.593%) of gross premiums in other lines of insaeashould be transferred to FCMC. Payments to mierdsts
Protection Fund should be made amounting to 1%exrhjums paid by private person policyholders fataia lines of

insurance..

The allocation of administrative expenses to claimasdling costs, client acquisition costs and ibmesit costs, which

is based on expenses incurred in different depatsne

Administrative expenses allocated by insurance tyge

Motor own damage insurance
Compulsory motor third party liability
Health insurance

Property insurance

Various financial risks

Cargo insurance

General third party liability

Personal accident insurance

Travel accident insurance

Marine insurance

Marine third party liability insurance
Railway insurance

Voluntary motor third party liability
Aircraft insurance

Credit insurance

Aircraft third party liability insurance
Guarantee insurance

2007 2006

LVL LVL
3981 997 1548 668
2 472 550 1301125
1758 358 1264 089
851 143 1200 839
152 304 93 952
84 648 136 007
180 981 314 343
52 656 111 503
299 293 473 514
29 083 74 660
475 119
11 051 8 248
468 607 249
17 832 48 061
17 185 11 335
30 936 37 302
44 419 109 100
9985 379 7340 114
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(14) Reinsurers’ commission income

Reinsurers’ commission
Recession commission

(15) Change in unearned reinsurance commission

Balance at 31 December 2005

Earned commissions
Deferred commissions allocated to profit or loss

Balance at 31 December 2006

Written commissions
Deferred commissions allocated to profit or loss

Balance at 31 December 2007

(16) Other technical expenses

Other technical expenses
Changes in provisions for unused vacations

Impairment allowance for receivables from diredurance and reinsurance

operations (Refer to note 36)

Expenses related to distribution of policies ofestimsurers

2007 2006
LVL LVL
1027 024 437 026
8 890 16 212
1035914 453 238
LVL
184 502
(453 238)
467 269
Changes during year (14 031)
198 533
(1 035 914)
1100 985
Changes during year (65 071)
263 604
2007 2006
LVL LVL
321942 134 030
163 051 3172
69 769 26 065
5 656 250 887
560 418 414 154

42



BTA AAS annual report for 2007

Notes to the financial statements

(17)

Earned premiums
Written premiums
Gross premiums *

Reinsurers’ share

Three largest insurance type division by working iems

Net written premiums

Change in unearned premium
technical reserves
Gross unearned premium
technical reserves

Reinsurers’ share

Net premiums earned

Other technical income
Gratification, net

Incurred claims
Paid claims

Gross claims paid
Paid claims
Loss adjustment expenses
Recovered losses
Reinsurers’ share of claims paid

Net paid claims

Change in claim technical
reserves
Change in gross claim
technical reserves

Reinsurers’ share

Net incurred claims

Operating expenses

Client acquisition costs
Change in deferred client
acquisition costs

Administrative expenses
Reinsurance commission income
and profit share, net

Change in unearned reinsurance
commission

Net operating expenses

Other technical expenses
Changes in equalization reserve

Compulsory
Health motor third Motor own

insurance party liability damage Other Total
11 329 597 15931 296 25657 123 11 420 580 64 338 596
- (585 130) (4199 165)  (2677913) (7 462 208)
11 329 597 15 346 166 21 457 958 8 742 667 56 876 388
(2 416 947) (2 681 038) (5180892)  (1364542) (11643 419)
- - (760) 23761 23001
8912 650 12 665 128 16 276 306 7 401 886 45 255 970

- 358 070 57 363 23441 438 874

- - - (2 190) (2 190)
(5 257 976) (8978918) (12054 847) (2129792) (28 421 533)
(5 260 858) (9069 080)  (12330517) (2126362) (28 786 817)
(1 385) (575 544) (650 315) (41198) (1268 442)
4 267 665 706 925 985 37 768 1633726
- 35624 3758 262 480 835 4274721
(5 257 976) (8 943 294) (8296 585)  (1648957) (24 146 812)
(230 243) (1 952 288) (1442327) (5471529) (9 096 387)
- (478) A3) 4846348 4845867
(5 488 219) (10 896 060) (9 738 915) (2274 138) (28 397 332)
(502 169) (725 741) (3204 474)  (1828078) (6260 462)
22714 111 049 695 928 227 512 1 057 203
(1 758 359) (2 472 550) (3981997)  (1772473) (9 985 379)
- - 505 427 530 487 1035914

- - - (65 071) (65 071)
(2 237 814) (3087 242) (5985 116) (2907 623) (14 217 795)
(256 357) (21 338) (169 803) (112 920) (560 418))

- - (5 646) (5 646)

* The Company makes obligatory deductions in acaoce with the law “On compulsory motor third palibility”
and the related Cabinet of Ministers regulationsosS written premiums on motor third party lialéé insurance are

shown net of the obligatory deductions LVL 663 18@06: LVL 579 998).
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(18) Investment management charges

2007 2006
LVL LVL
Transaction commissions (21 212) (21 284)
Management charges (4 274) (1 044)
(25 486) (22 328)
(19) Interest income and dividend income, net
2007 2006
LVL LVL
Interest income from financial assets recognizefdiavalue through profit or
loss 650 218 368 758
Income from investment property (rent) 70 380 -
Interest income from deposits with credit instibuts 496 232 141 515
Dividends from investments held as available fde sa 270 13731
Interest on loans 402 977 328 489
1620077 852 493

(20) Net realized profit of financial assets and liabilies not recognized at fair value through
income statement

2007 2006

LVL LVL
Net realized profit from sales of available foresainvestments - 15 190
- 15 190

(21) Gain/(loss) from financial assets and liabilities &fair value through profit or loss, net

2007 2006

LVL LVL
Change in the value other securities (53 670) (224 073)
Impact of exchange rate fluctuations on the vafugtacks and other securities (135 282) (184 655)
Net realized profit/(loss) on derivatives (39 424) 28 526
(228 376) (380 202)

(22) Impairment gain/(loss)

2007 2006

LVL LVL
(Increase)/decrease in allowances for bad debitsr than insurance debts (48 663) 10 040
(Increase)/decrease in allowances for loans (253 488) 51 682
Impairment loss from property, plant and equipment - (19 241)
Adjustment in amortized cost of the loans usingétff’e interest rate method (293 957) -
(596 108) 42 481

The company has issued certain loans with intes¢ss lower than market rate as at the loan isateeahd recognized
an impairment adjustments accordingly.
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(23) Increase in value of investment properties

2007 2006

LVL LVL
Increase in fair value of investment properties 33 822 588 456
2133822 588 456

The last revaluation was performed by independeriified valuer in June 2007 and was based on coatipa market
prices. Management believes that the fair valuproperty is not materially different from its caimg amount as at
balance sheet date.

(24) Other income/ expenses, net

2007 2006

LVL LVL
Gifts to staff (12 714) (44 668)
Donations (41 013) (17 940)
Membership fees (3 150) (3 248)
Real estate tax (32 144) (42 654)
Other expenses (18 713) (20 952)
Income from fines 60 -
Other income 7 760 7 829
(99 914) (121 633)

(25) Income tax expense

2007 2006

LVL LVL
Current tax 507 094 14 427
Deferred tax 216 894 3321
723 988 17 748

2007 2006

LVL LVL
Profit before tax 4727 267 473 599
Theoretical tax using the 15% rate 709 090 64 642
Expenses not deductible for tax purposes 48 170 22 225
Adjustment to prior year not recognised defereeddsset - (69 119)
Donations (33 272) -
Tax expenses 723 988 17 748

A deferred tax expense of 308 395 has been inclditedtly in equity in respect of the revaluatidriand and
buildings for own use (2006: 98 346 LVL)

(26) Reinsurance cession result

2007 2006

LVL LVL
Reinsurance premiums (7 462 208) (5 462 960)
Reinsurers’ share in unearned premiums reserve 1082711 1059711
Reinsurers’ share in claims paid 4274721 2 890 622
Reinsurers’ share in reserve for outstanding claims 5670 046 824 178
Reinsurance commissions and profit participation (1 035912) (453 238)
Change in unearned reinsurance commissions 65 071 14 031
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(27) Property, plant and equipment

Cost

31.12.2005

Purchased

Disposed

31.12.2006

Purchased

Disposed

31.12.2007

Accumulated depreciation
31.12.2005

Depreciation for the year
Depreciation on disposed assets
31.12.2006

Depreciation for the year
Depreciation on disposed assets
31.12.2007

Balance at 31.12.2006
Balance at 31.12.2007

(28) Land and buildings

Cost 31.12.2005
Including revaluation
Revaluation
Impairment of buildings for own use
Adjustment for depreciation on revalued buildings
Reclassified
Purchased
Cost 31.12.2006
Including revaluation
Revaluation
Adjustment for depreciation on revalued buildings
31.12.2007
Including revaluation
Accumulated amortization
31.12.2005
Depreciation
Adjustment for depreciation on revalued buildings
31.12.2006
Depreciation
Adjustment for depreciation on revalued buildings
31.12.2007

Balance 31.12.2006
Balance 31.12.2007

Other fixed

Cars assets Total

LVL LVL LVL
135725 1275160 1410885
- 287 066 287 066

- (2 743) (1743)
135725 1560483 1696 208
- 209 487 209 487
(123 221) (527 346) (650 567)
12 504 1242624 1255128
(134 565) (895 774) (1030 339)
(580) (188 136) (188 716)

- 220 220
(135 145) (1083 690) (1218 835)
(580) (216 017) (216 597)
123 221 527 349 650 570
(12 504) (772 358) (784 862)
580 476 793 477 373
- 470 266 470 266

Owner Investments

Occupied Property Total

LVL LVL LVL
937 430 1130871 2068301
178 547 390 464 569 011
655 638 588 456 1244094
(19 241) - (19 241)
(114 286) - (114 286)
31312 (31 312) -
135 065 - 135 065
1625918 1688015 3313933
724 464 949750 1674214
2 059 767 2133822 4193589
81 621) - (81 521)
3604 164 3821837 7426001
2784231 3083571 5867802
(97 489) - (97 489)
(59 853) - (59 853)
114 286 - 114 286
(43 056) - (43 056)
(126 386) - (126 386)
1522 - 81522
(87 920) - (87 920)
1582 862 1688015 3270877
3516 244 3821837 7338081
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(29) Intangible assets

Computer programs Total
and licenses
LVL

Cost
31.12.2006 56 903 56 903
Purchased - -
31.12.2007 56 903 56 903
Accumulated amortization
31.12.2006 (36 401) (36 401)
Amortization for the year (10 702) (10 702)
31.12.2007 (47 103) (47 103)
Balance at 31.12.2006 20 502 20 502
Balance at 31.12.2007 9 800 9 800

(30) Non current assets held for sale

The company has a 100% interest in a subsidiary Biform cijas Tehnoloijas SIA, established in 2006 at a cost of
LVL 2000. Management have determined to sell thimstment and are actively seeking a buyer. Acogtdgi the
investment has been classified as an asset hekhleras the lower of cost and fair value, lessscmssell. As at the
date of signing these financial statements, thestment is sold to related party.

(31) Investments in associated companies

On 14 December 2007, the company acquired a 498festtin the KROHA OOO, a Company incorporated iisdta
at a cost of EUR 700 000 (LVL 491 963). Its busth&sconstruction and other lines of businesslelgal address is
Gagarina 74 -76A, Kaliningrad, Russia. Managemetiebes that the purchase price reflects the falwer of the share
of net assets of the investment as at the puratatse

Because the associated company was acquired vasg td the year end, according to management thep@uy’'s
share of the total recognised gains and lossessaiceated Company in the financial year on an g@gdtounted basis,
is considered to be nil. Management has determinétb hold this investment but to sell after cerfgeriod of time.

(32) Investments at fair value through profit or loss

2007 2006
Non-fixed income securities LVL LVL
Purchase
Purchase value  Fair value value Fair value
Shares and other equity securities 1478197 1392 512 357 528 090
Investment securities of investment funds or
similar securities 2 390 744 2 547 563 134 810 225181
Other non-fixed income securities 63 451 68 468 (6% 986 459

3932 392 4138 210 1579171 1739730
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2007 2006
Fixed income securities LVL LVL
Purchase
Purchase value Fair value value Fair value
Debt securities issued or guaranteed by
central governments or municipalities 6 015470 5820 533 5163 107 5082 874
Mortgage bonds 2 357 597 2312974 2441751 21567
Debt securities and other securities with
fixed income, which are included in a
regulated market 1176 629 1144 941 1 658 906 41764
Other fixed income securities 130 095 141 792 180 0 134 738

9679 791 9 420 240 9 393 859 9330118

Investment portfolio of fixed income 2007 2006
securities by geography: LVL LVL

Latvia 5823 008 7 360 643
Other European Union countries 2988033 1279 740
USA 609 199 677 684
CIS - 12 051

9 420 240 9330118

(33) Available for sale financial assets

2007 2006

LVL LVL
Balance at 31 December 2006 560 681 39 167
Sales and redemption proceeds - (18 600)
Purchased during the financial year 209 173 -
Reclassification from investments in related conypan - 540 114
Balance at 31 December 2007 769 854 560 681

Equities classified as available for sale finanasdets are shares in other companies which aguoted. These are
stated at cost as fair value is not possible terdghe. Largest equities are following:

(@) As at 31 December 2007 the company’s share is ¥®(39 December 2006 is 19.9%) at a cost LVL 744 114
(in 2006: LVL 540 114).

(b) As at December 31, 2007 the Company owns 19,5%essttén BTA paSumi SIA (at December 31, 2006:
19,5%), which is presented at cost of LVL 19 4900@& LVL 490).
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(34) Deposits with credit institutions

2007 2006
LVL LVL
Deposits with banks 12 515 550 5227 354
Accrued interest 193 554 165 344
12 709 104 5 392 698
2007 2006
Investment maturity structure: LVL LVL
With maturity not longer than 3 months 6 930 765 3160 33
With maturity from 3 to 6 months 3155988 552 03¢
With maturity from 6 to 12 months 2091421 693 38
With maturity from 1 to 5 years 530 930 986 93!
12 709 104 5392 69
(35) Loans
2007 2006
Structure of loan portfolio LVL LVL
Amount of loan 11 701 102 6 838 367
Adjustment in amortized cost of the loans usingétfe interest rate
method (293 957) -
Impairment allowance (343 490) (136 513)
11 063 655 6 701 854
Accrued interest 215311 186 249
11 278 966 6 888 103
Gross
LVL
Allowance as at 31 December 2005 (188 194)
Decrease of allowance 51 681
Allowance as at 31 December 2006 (136 513)
Increase of allowance (253 488)
Written off 46 511
Allowance as at 31 December 2007 (343 490)
2007 2006
Amortized cost Fair Value Amortized cost Fair Vale
Mortgage loans 8 016 918 8 067 578 5364 910 50364
Other loans 3262 048 3169 423 1523193 1523193
Total loans 11 278 966 11 237 001 6 888 103 6 888 103
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Mortgage loans

2007 2006
Mortgage loans: LVL LVL
Loans to individuals 961 582 895 458
Loans to non-financial institutions 7 349 232 4382 790
Adjustment in amortized cost of the loans usingetff’e interest rate
method (215 372) -
Impairment allowance (249 560) (46 902)
Accrued interest 171 036 133 564
8 016 918 5364 910
2007 2006
Mortgage loans currency structure: LVL LVL
EUR 2 341 649 930 292
LVL 5 526 287 4 338 636
usD 148 982 95 982
8 016 918 5364 910
Other loans
2007 2006
Other loans: LVL LVL
Loans to individuals 95 653 184 162
Loans to non-financial institutions 3294 635 1375957
Adjustment in amortized cost of the loans usingéffre interest rate
method (78 585) -
Impairment allowance (93 930) (89 611)
Accrued interest 44 275 52 685
3262 048 1523193
2007 2006
Other loans currency structure: LVL LVL
EUR 1985 854 486 641
LVL 1251 089 645 081
usD 25105 391471
3262 048 1523193

Loans with maturity more than 5 years as at 31 bBe® 2007 were in amount of LVL 1 012 309 (2006:LLV
2 006 073).

(36) Receivables from direct insurance activities

2007 2006

LVL LVL
Due from policy holders 9 053 804 4100076
Due from intermediaries 1860 379 1803 599
Impairment allowance for bad debtors (152 320 (82 551)
10 761 863 5821124
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Allowance for
policy holders,

Allowance for
intermediaries,

Total allowance for
insurance debtors,

Gross Gross Gross
LVL LVL LVL
Allowance as at 31 December 2005 (56 486) - (56 486)
Increase of allowance (26 065) - (26 065)
Allowance as at 31 December 2006 (82 551) - (82 551)
Increase of allowance (52 000) (17 769) (69 769)
Allowance as at 31 December 2007 (134 551) (17 769) (152 320)
(37) Receivables from reinsurance activities
2007 2006
LVL LVL
Reinsurer’s 113 543 96 086
Cedents 21 728 26 800
135271 122 886
(38) Other debtors
2007 2006
LVL LVL
Income tax advance payment - 204 086
Employees 10531 22 622
Advanced payments 146 941 292 034
Other debtors 903 428 486 614
Impairment allowance (92 186) (43 523)
968 714 961 833

Other debtors include an amount due from the dadbares in BTA Draudimas of 474 165 LVL (2006:

486 614 LVL).

Allowance as at 31 December 2005
Decrease of allowance

Allowance as at 31 December 2006
Increase of allowance

Allowance as at 31 December 2007

(39) Cash at hand and in bank

Cash on hand

Current accounts with credit institutions

Cash on hand

Deposits with original maturity less then 3 months

Cash at hand and cash equivalent

Gross
LVL

(53 563)

10 040

(43 523)

(48 663)

(92 186)

2007 2006

LVL LVL
31898 38 893
1414 258 773 497
1446 156 812 390
6 930 765 3 160 337
8376 921 3972727
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(40) Obligatory payments disclosed in cash flow statemén

2007 2006

LVL LVL
Transport Insurance bureau 594 188 594 571
FCMC (Financial and Capital Market Commission) 02 178 935
Interests Protection Fund 151 206 76 715
947 396 850 221

(41) Capital and reserves

Share capital

The share capital of the Company at 31 Decembe¥ 2@ LVL 6 000 000 and comprised of 60 000 shédk/
paid). Nominal value of one share was LVL 100

2007 2006
Number of Number
shares LVL of shares LVL
Ordinary shares with voting rights 56 000 5 600 000 40 000 4 000 000
Preference shares without voting rights 4 000 400 000 3 000 300 000
60 000 6 000 000 43 000 4 300 000

The holders of ordinary shares are entitled toivecdividends as declared and are entitled to mte per share at
meetings of the Company and rank equally with r@darthe Company’s residual assets. Holders ofepeete shares
are entitled to receive dividends, but do not havting rights. The holders of preference shares hmeference over
ordinary shareholders on residual assets.

The rights to purchase preference shares are givemployees and management of the company byisialeof the
shareholders meeting.

The preference shares may be sold at a discoutiteoshareholders meeting may decide that the compays for
preference shares. In 2007 the shareholders megdiciged that discount will be covered from thenaays of the
company.

2007 2006
Number of Number of
Company’s shareholders: shares  Shareholding shares  Shareholding
BMGS AS - - 5581 12.98%
Transport Information Agency AS 5599 9.33% 3999 .30%
Riga Transport Fleet AS - - 2830 6.58%
Latvian Trade Fleet Seamen Trade Union - - 1845 29%.
Other private persons 54 401 90.67% 28 745 66.85%
100% 43 000 100%
New share issues and related share premiums in@@0&007 were as follows:
2007 2006
LVL LVL
Share capital 4 300 000 3300 000
Share premium 942 003 730 003
5242 003 4 030 003
Issued shares, paid in cash 1324 634 712 511
Issued shares, paid by dividends not distributed 99 868 53 009
Discount on preference shares 25 000 25 000
Issued shares converted from subordinated ligsliti 527 598 421 480
7219 103 5242 003
Including:
Share capital 6 000 000 4 300 000
Share premium 1219103 942 003
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Revaluation reserves

The revaluation reserve relates to revaluationpmperty, plant and equipment used by the companyit§ own
activities, net of deferred tax.

2007 2006
LVL LVL

Land and buildings revaluation reserves 2 893 952 834 185

Deferred tax liabilities at 15% (434 093) (125 128)

2 459 859 709 057
Balance at 31 December 2005 151 765
Revaluation reserve increase 655 638
Deferred tax from changes in revaluation reserve 98 346)
Balance at 31 December 2006 709 057
Deferred tax from changes in revaluation reserve 052767
Deferred tax (308 965)
Balance at 31 December 2007 2 459 859

Equalization reserve

The Company has established an equalization regenaver unanticipated future random fluctuatimfsclaim
expenses around the expected value of claims fitcinsurance contracts based on experience ovemer of
years. The changes in Equalization technical reserare reflected in income statement. This resésveot
distributable.

Reserve capital and other reserves
According to decisions made by the shareholdemaraof the profit has been transferred to reseamtal and other
reserves. These reserves are available for shdexksand there are no restrictions on those reserve

Dividends

After the balance sheet date dividends were prapbgehe Board for 2006. The dividends have nonh@evided for
2007.

2007 2006
LVL LVL
Per ordinary share - 384 000
Per preference share - 28 800
- 412 800
(42) Subordinated liabilities
2007 2006
LVL LVL
Beginning of the year 527 598 428 480
Increase in the year 1053 152 520 598
Converted to issued shares (527 598) (421 480)
End of the year 1053 152 527 598

Subordinated liabilities are loans with a term lenthan 5 years from two private persons and fremlegal entities..
The annual interest rate of subordinated liabditebetween 4.8% -5.2%.. Loans are subordinatad tther creditors.

The term structure of subordinated liabilities LVL
Maturity after 6 years 1053 152
1053 152
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(43) Deferred tax liabilities
2007 2006
LVL LVL
Deferred tax liability at the beginning of the year 177 914 76 247
Deferred tax during the reporting period attriblgaio profit or loss 216 894 3321
Deferred tax recognized in equity 308 965 98 346
Deferred tax liability at the end of the year 703 773 177914
Deferred tax assets and liabilities include théofeing items:
2007 2006
LVL LVL
Assets Liabilities Assets Liabilities
Temporary differences between the value for
financial reporting of plant, property and equipmen
and value for tax purposes - (469 097) - (158 981)
Revaluation reserve - (434 093) - (125 128)
Provisions 183 567 - 74 005 -
Loss from revaluation of securities 8 050 - 32 190 -
Net result - (711 573) - (177 914)
(44) Taxes and social contributions
Balance at (Paid) in Transferred Balance at
Tax type 31.12.2006 Calculated in 2007 2007 in 2007 31.12.2007
LVL LVL LVL LVL LVL
Profit tax (204 086) 507 093 (72 837) 204 086 434 256
Risk duty 317 2385 (2 406) - 296
Social contributions 98 358 1483178 (1 222 233) (204 086) 155 217
Personal income tax 60 613 935 254 (892 369) - 103 498
Property tax 15 245 32 144 (47 935) - (546)
VAT - 23 507 (16 494) - 7013
Estonian branch tax 2 404 33813 (3279) - 32938
(27 149) 3017 374 (2 257 553) - 732 672
Including:
Overpaid tax (204 086) (546)
Tax liability 176 937 733 218
Overpaid taxes are disclosed under other receisable
(45) Reinsurance creditors
2007 2006
LVL LVL
Reinsurance companies 973 302 1122073
Reinsurance intermediaries 252 484 393923
1225 786 1515 996
2007 2006
Reinsurance creditors distributed by countries areas follows: LVL LVL
European member countries 1027 575 1263 966
CIS, Central Asia 64 9133
USA 198 147 242 897
1225 786 1515 996
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(46) Other creditors

2007 2006

LVL LVL
Due to the Transport Insurance bureau 102 849 86 127
Due to employees (remuneration) 192 015 118 628
Due to the Financial Capital and Market Commission 107 029 82 448
Due to other insurance companies 89 910 124 543
Prior year unpaid dividends 35 5727
Other creditors 298 450 198 900
790 288 616 373

(47) Related parties

Related parties are defined as shareholders aC¢imepany, members of the Board and the Supervisoon€ll, their
close relatives and companies in which they hageifstant influence or control

A number of key management personnel, or theitedlparties, hold ownership in other entities tessult in them
having control or significant influence over thedncial or operating policies of theses entities.

The company has the following significant transatdi with related parties:

During the course of operations the company assameseinsures certain risks with its related p&Ty Draudimas
UAB.

2007 2006

LVL LVL
Received insurance premium for assumed reinsurance 147 773 1172489
Paid for commission - (86 131)
Paid claims (33117) (1 496 093)
Paid insurance premium for ceded reinsurance (7 760) (77 205)
Received commission 1725 7 896
Received interest 6179 -
Changes in outstanding claim technical reserve - 223 335

In addition the company has received commissiosdte of products in amount 255 314 LVL (2006: 31 LVL).

The Company has paid a commission of LVL 150 7380@& 61 908) on the settlement of an insurance tzeste
happened abroad.

Loan balances issued to related parties:

2007 2006
LVL LVL
Mortgage loans issued to Council and Board members 15 063 29 805
Mortgage loans issued to the companies controlelolard and council
members*®) 2687 179 2 139 869
Allowances for bad debts (260 090) (252 984)
Mortgage loans issued to the companies controlled/tboard and
council members*), net of bad debt allowances 2 489 1 886 885
Other loans issued to the subsidiary and othete@leompanies 2743 204 248 819
Allowances for bad debts (151 333) (14 401)
Other loans issued to the subsidiary and other retad companies, net 2591871 234 410
Loan balances issued to related parties, net 5034 023 2 151 100
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Other receivables

Other receivables 281 192 149 604
Allowances for bad debts (27 170) -
Other receivables, net 254 022 149 604

Other payables 148 850 135 441

Other loans issued to related parties include slibated loan to BTA Draudimas in amount of LML026 094 with
maturity by year 2014. Loan is subordinated aftiecraditors, but before shareholders.

Certain Board and Council members of the Compamg liained to the boards of the above borrowing camgs in
order to gain influence over the activities of tn@®mpanies and to prevent usage of loans for gegpother than
specified.

The collateral of mortgage loans issued to compacomtrolled by board and council members has keatuated by
an independent valuer at the date when loans weued.

The interest rate on loans issued varies from 38840
As at 31. December 2007 the company has receivsatdinated loan from related parties. Refer to Nite

Other receivables include receivables from boardthbers for BTA Draudimas shares sold in 2006 of 248 (2006:
0), and receivables from other related partiesB®A Draudimas shares sold in 2006 of 118 745 (2Q(Bs 844).
Receivables are due by 12 December 2008.

Information about other transactions with relatearies:

A property maintenance agreement was signed arepyoprovided for maintenance to a related pavtgmbers of
the management or their related parties acquitgamge products of the Company.

Loss adjustment services were received from ag@lparty amounting to LVL 592 884 (2006: LVL 720288These
transactions were performed on an arm's lengttsba@hke loss adjustment agreement was terminatefila®ctober
2007.

(48) Provisions

2007 2006
LVL LVL

Provisions for unused employee vacations 365 412 202 361

365 412 202 361
Gross

LVL

Allowance as at 31 December 2005 199 188
Increase of allowance 3173
Allowance as at 31 December 2006 202 361
Increase of allowance 163 051
Allowance as at 31 December 2007 365 412
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(49) Accrued expenses and deferred income

2007 2006

LVL LVL
Unearned reinsurance commission income 263 604 198 533
Other deferred income - 26 668
Other accrued expenses - 32
263 604 225 233

(50) Number of employees and information on branches

2007 2006

Employees 829 783
Agents 205 190
1034 973

Insurance agents are persons who pursues insunaediation on behalf of and in the interests of amg insurance
merchan, not employee/

2007 2006
Foreign country branches 1 1
Customer service centres abroad 5 1
Regional centres 6 6
Branches in Latvia 20 20
Customer service centres 25 25
Policy selling points 78 92
135 145
2007 2006
Average number of working employees 792 840
792 840
2007 2006
Head office 394 288
Branches:

RC "Rga" 142 173
RC "Latgale" 49 89
RC "Kurzeme" 47 98
RC "Vidzeme" 64 166
RC "Zemgale" 63 111
RC "Daugava" 37 45
Estonian branch 33 3
829 973

(51) Personnel expenses
2007 2006
Remuneration 4 567 200 2989 745
Social contribution expenses 1078 344 705 479
5645 544 3695 224
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(52) Information on the remuneration of the member of tre Board of Directors and
Supervisory Council

2007 2006

Supervisory Council 57 394 50 351
Board of Directors 186 642 103 900
Social contribution expenses 58 788 37 160
302 824 191 411

Remuneration to the Board and Council members dedueward for their direct responsibilities beeaais
members of the Board and Council are employedseo€Company.

(53) Remaining maturities of insurance liabilities

2007 2006
LVL LVL
Gross Reinsu- Net Gross Reinsu- Net
liabilities rance liabilities liabilities rance liabilities

Unearned premium

and unexpired risk

technical reserves 30292800 (1082711) 29 210 089 18 649 381 (1139 17 589 670
Outstanding claim

technical reserves 17 453218 (5670 046) 11783 17 8 356 831 (824 178) 7 532 653

Total 47746018 (6752 757) 40993261 27 006212 (1883 889) 25 122 323

Short term liabilities 47 441 245 (6 752 757) 4@ 388 26 221 766 (1 883 889) 24 337 877
Long term liabilities 304 773 - 304 773 784 446 - 84446

(54) Off balance sheet items and contingent liabilities

Within the scope of basic activities, the Compa@geives claims from clients. Such claims have hmersidered by
the management and it considers that no matesaklwill be incurred, which have not already hieeluded in the
insurance reserves.

General claims

In the normal course of the business the Comparsives claims from policyholders. Management hageveed such
claims and believes that no material liabilitiedl aiise from these cases other than already pealfdr.

Litigations
As at 31 December 2007 there were other no opeh tdgjms against the Company

Credit related commitments
As at 31 December 2007 the Company did not havbadéince sheet credit related commitments.

Capital commitments
As at 31 December 2007 the Company did not havecapigal commitments.

2 3ta









