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ELKO GRUPA JSC
Gonsolidated financial statements
For ths year endsd 31 Dacember 2007
{All amounts in LVL thousands unless otherwise stated)

Consolidated balance sheet

Note 31.12.2007 31.12.2006 31.12.2005
ASSETS Restated Restated
Non-current assets
Property, plant and equipment 7 534 354 397
Intangible assets 8 115 A 28
Deferred income tax assets 17 13 10 -
662 395 425
Current assets
Inventories 11 68,911 76,710 55,891
Current income tax receivable 39 69 G6
Trade and other receivables 10 101,523 42,288 20,591
Derivative finandial instruments 9 - 114 -
Cash and cash equivalents 12 2500 - 1,163 1,475
172,973 120,344 82,053
Total assets 173,635 120,739 82,478
EQUITY
Capital and reserves attributable to equity holders of
the Company
Ordinary shares 13 6,877 6,877 6,877
Share premium 13 3,496 3,496 3,496
Translation reserve (2,727) (1,178) 49
Retained earnings 33,537 23,458 11,571
41,183 32,653 21,993
Minority interest in equity 1,943 1,512 1,051
Total equity 43,126 34,165 23,044
LIABILITIES
Non-current liabilities
Borrowings i5 4,699 107 76
Deferred income tax liabilities 17 11 2 7
4,710 109 83
Current liabilities
Trade and other pavyables 14 81,963 51,615 48,280
Current income tax liabilities 1,306 691 395
Borrowings 15 42,419 33,789 10,547
Derivative financial instruments 9 - 154 -
Provisions 16 111 216 129
125,799 86,465 59,351
Total liabilities 130,509 86,574 59,434
Total equity and liabilities 173,635 120,739 82,478

The nq?es on pages 7 to 41 are an integral part of these consolidated financial statemenits,

SO,

Egons Mednis -

Chairman of the Board

31 March 2008
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ELKO GRUPA JSC

d financial

For the year ended 31 Dacember 2007
(All amounts in LVL thousands unless otherwise stated)

Consolidated income statement

Revenue

Cost of sales

Gross profit
Distribution costs
Administrative expenses
Other income

Other expenses
Operating profit

Finance income
Finance costs
Finance income/ (costs) - net

Profit before income tax
Income tax expense
Profit for the year

Attributable to;
Equity holders of the Company
Minarity interest

Earnings per share (basic and diluted) for profit
attributable to the equity holders of the Company during
the year (expressed in LVL per share)

The notes on pages 7 to 41 are an integral part of these consolidated financial statements.

Note 2007 2006 2005
Restated Restated

6 525,028 356,643 338,293

19 {497,119) (335,783) (324,851)

27,909 20,860 13,442

19 (1,614) (1,486} (1,168)

18 {7,080 (5,096} (4,710

21 1,362 2,217 1,693

22 (694) (109 {112)

19,883 16,386 9,145

81 143 26

{2,108} (1,216) (1,112

23 (2,027} {1,073) {1,086)

17,856 15,313 8,059

24 (1,445) (954) (621)

16,411 14,359 7,438

15,727 13,579 7,227

684 380 211

16,411 14,359 7,438

25 2.29 2.03 1.14




ELKO GRUPA JSC
@ lidated finaneial t

Far the year endad 31 Dacember 2007

Consolidated statement of changes in equity

Note

Balance at 1 January
2005

Currency translation
differences

Profit for the year

Total recognized income
and expense for 2005

Increase of share capital 13

Dividend relating to 2004 26
Balance at 31 December
2005

Balance at 1 January
2006

Currency translation
differences

Profit for the year

Total recognized income
and expense for 2006

Dividend relating to 2005 26

Balance at 31 December
2006

Balance at 1 January
2007

Currency transtation
differences

Profit for the year

Total recognized income
and expense for 2007
Dividend relating to 2006 26

Balance at 31 December
2007

(All amounts in LVL thousands unless otherwise statad)

Attributable to equity holders
of the Company
Share capital Share Transla- Retained Total Minority Total equity
premium tion eamings interest
reserve
6,000 - 77 6,700 12,777 963 13,740
- - (28) - (28) 32 4
- - - 7,227 7,227 211 7,438
- - (28) 7,227 7,199 243 7,442
877 3,496 - - 4,373 - 4,373
- - (2,356) (2,356} (155} (2,511)
6,877 3,496 49 11,571 21,993 1,051 23,044
6,877 3,496 49 11,571 21,993 1,051 23,044
- - {1,227 - 227 81 (1,146)
- - - 13,679 13,579 380 14 359
- - (1,227) 13,979 12,752 461 13,213
- - - (2,092) (2,092} - (2,092)
6,877 3,496 (1,178) 23,458 32,653 1,512 34,165
6,877 3,496 (1,178) 23458 32,653 1,512 34,165
- - (1,549 - {1,549) (8) (1,557}
- - - 15,727 15,727 684 16,411
- - {1,549) 15,727 14,178 676 14,854
- - - (5,648} (5,648) (245} (5,893)
6,877 3,496 (2,727) 33,537 41,183 1,943 43,126

Retained earnings are LVL 33,537 thousand (2006 LVL 23,458 thousand; 2005: LVL 11,571 thousand), of which LVL47
thousand (2006: LVL 52 thousand; 2005: LVL 62 thousand) are statutory reserves and are not a subject to distribution in

dividends.

The notes on pages 7 to 41 are an integral part of these consolidated financial statements.




Consolidated cash flows statement

Cash flows from operating activities

Cash used in operations

Interest paid

Enterest received

Income tax paid

Net cash used in operating activities

Cash flows from investing activities

Purchases of property, plant and equipment
Proceeds from sale of property, plant and equipment
Purchases of intangible assets

Net cash used in investing activities

Cash flows from financing activities
Proceeds from issuance of ordinary shares
Proceeds from borrowings

Repayments of borrowings

Dividends paid to Company’s sharehclders
Dividends paid to Minority shareholders

Net cash generated from financing activities

ELKO GRUPA J5C
GConsclidated financlal stataments
Feorthe year ended 31 Decomber 2007
{All amounts in LVL thousands unless otherwise stated)

Net (decrease) [/ increase in cash and cash equivalents

Cash and cash equivalents at beginning of the year
Exchange gains / (losses) on cash
Cash and cash equivalents at end of the year

The notes on pages 7 to 41 are an integral part of these consolidated financial statements.

Note 2007 2006 2005
Restated Restated

27 {6,367} (19,789) - {5,122}

23 (1,926) (902) (504)

81 29 25

(794) {646) (510)

{9,006) (21,308) (6,111)

(265) (108} (190)

27 34 &5 19

(97) (14) 9

{328) (57) (180)

13 - - 4,373

14,380 33,752 4,868

{1,270) {10,562} (170)

26 {2,194) (2,092} (2,356)

(245) (50) {100)

10,671 21,048 6,615

1,337 (317) 3249

1,163 1,475 1,131

- 5 20

12 2,500 1,163 1,475




ELKO GRUPA JSC

e lidated financial st
For the ysar snded 31 Dscember 2007
(All amounts in LVL thousands unless otherwiss stated)

Notes to the consolidated financial statements

1. General information

A/S ELKO Grupa (“the Company”) and its subsidiaries (together “the Group™} principal activity is wholesale distribution of
computer desktop components, notebooks, monitors, peripherals, multimedia, consumer and solution products, using the
wide network of the Group companies and cooperation partners, representing a broad range of vendors of these products
all over the world. The selection includes products from a range of vendors, including Intel, Seagate, Western Digital, Acer,
Sony, Toshiba, Samsung and others,

The Company is a joint stock company incorporated and domiciled in Latvia with company’s registered office at Rupniecibas
str. 27, Riga, LV-1045, Latvia. These consolidated financial statements have been prepared for issug by the Management on
31 March 2008 and signed on its behalf by the Chairman of the Board Egons Mednis.

Shareholders have the right to make amendments to the financial statements approved by the Board.

The Company has the following participating interest in the subsidiaries:

Name Country Participating interest in share capital of
subsidiaries

31.12.2007 31.12,2006 31.12.2005
% % %
ELKO Eesti AS Estonia 100% 100% 100%
WESTech s.r.o. Slovakia S1% 51% 51%
ELKOTech Romania SA Romania 51% 51% 51%
ELKQ Latvija SIA Latvia 100% 100% 100%
ELKOTEX d.o.0. Slovenia 51% 51% 51%
ELKOTECH d.o.0. Croatia 70% 70% 63%
ELKO Kaunas UAB Lithuania 80% 80% 80%
ELKO Trading Switzerland AG Switzerland 100% 100% 100%
ELKO Marketing Limited Cyprus 100% 100% 100%
Statex Consulting Limited British Virgin Islands 100% 100% 100%
Alma Limited Russia 100% - -

2. Summary of significant accounting policies

The principal accounting policies applied in the preparation of these consolidated financial statements are set out below.
These policies have been consistently applied to all the years presented, unless otherwise stated.

2.1 Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance with International Financial Reporting
Standards (IFRS) and IFRIC interpretations issued and effective at the time of preparing these financial statements and as
adopted by the European Union.

The consolidated financial statements have been prepared under the historical cost convention as modified by the
revaluation of derivative financial instruments at fair value.

These consolidated financial statements are the first financial statements prepared using U.S. dollars (USD) as the
functional currency of the Group. The date of transition to USD as the functional currency is 1 January 2007. The change in
the functional currency is related to management’s decision to review the interpretation of primary economic environment
where the Group operates.

Latvian Lats (LVL) is the reporting currency of the Group in accordance with legislation of the Republic of Latvia. All
amounts in the consclidated financial statements including note disclosures are stated in thousands, rounded to the nearest
thousand, unless stated otherwise.




ELKO GRUPA JSC
[+ lidated financial its
For the year ended 31 Decamber 2007
{All amounts |n | Vi thousands upless otherwise stated)

2.1 Basis of preparation (continued)

The preparation of financial statements in conformity with IFRS requires management to make certain critical accounting
estimates. It also requires management to exercise its judgment in the process of applying the Group's accounting policies.
The areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates are significant
to the consolidated financial statements are disclosed in Note 4.

The Group has not early adopted any standards, amendments or interpretations.

2.2 Changes in accounting policy and disclosures
The accounting policies adopted are consistent with those of the previous financial year except as follows:

The Group has adopted the following new and amended IFRS and IFRIC interpretations during the year:

- IFRS7 Financial Instruments; Disclosures
- IFRSS8 Operating Segments
- IAS1 Amendment — Presentation of Financial Statements

- IFRICSB Scope of IFRS 2

- IFRICS Reassessment of Embedded Derivatives

- IFRIC 10 Interim Financial Reporting and Impairment

— IFRIC11'IFRS 2  Group and Treasury Share Transactions

Adoption of these revised standards and interpretations did not have any effect on the financial perfarmance or position of
the Group. They did however give rise to additional disclosures.

IFRS 7, Financial Instruments: Disclosures

This standard requires disclosures that enable users of the financial statements to evaluate the significance of the Group's
financial instruments and the nature and extent of risks arising from those financial instruments. The new disclosures are
included throughout the financial instruments. While there has been no effect on the financial position or resuits,
comparative information has been revised where needed.

IAS 1, Presentation of Financial Statements

This amendment requires the Group to make new disclosures to enable users of the financial statements to evaluate the
Group’s objectives, policies and processes for managing capital. The new disclosure is shown in Note 15.

IFRIC 8 Scope of IFRS 2

This interpretation requires IFRS 2 to be applied to any arrangements in which the entity cannot identify specifically some
or all of the goods received, in particular where equity instruments are issued for consideration which appears to be less
than fair value. The interpretation had no impact on the financial position or performance of the Group.

IFRIC 8, Reassessment of Embedded Derivatives.

IFRIC 9 reguires an entity to assess whether an embedded derivative Is required to be separated from the host contract
and accounted for as a derivative when the entity first becomes a party to the contract. Subsequent reassessment is
prohibited unless there is a change in the terms of the contract that significantly modifies the cash flows that ctherwise
would be required under the contract, in which case reassessment is required. The interpretation had no impact on the
financial position or perfarmance of the Group.

IFRIC 10, Interim Financial Reporting and Impairment

IFRIC 10 prohibits the impairment losses recognized in an interim period on goodwill, investments in equity instruments and
investments in financial assets carried at cost to be reversed at a subsequent balance sheet date. The interpretation had na
impact on the financial position or perfarmance of the Group.




ELKO GRUPA JSC
Consolidated financlal statements
For the year ended 31 December 2007
(Al amounts in LVL theusands unless otherwise stated)

Notes to the consolidated financial statements (continued)

2.2 Changes in accounting policy and disclosures (continued)

Standards, amendments and interpretations that are not yet effective and have not been early adopted by the Group.

The following standards, amendments and interpretations to existing standards have been published that are mandatory for
the Group's accounting periods beginning on or after 31 December 2007 or later periods that the Group has not adopted
early:

IFRS 2 Share-based payments — Vesting Conditions and Cancellations (effective for financial years beginning on or
after 1 july 200%)

IFRS 2 amendment restricts the definition of “vesting condition” to a condition that indudes an explicit or implicit
requirement to provide services. Any other conditions are non-vesting conditions, which have to be taken into account to
determine the fair value of the equity instruments granted. In the case that the award does not vest as the result of a
failure to meet a non-vesting condition that is within the control of either the entity or the counterparty, this must be
accounted for as a cancellation. This standard is not relevant to the Graup.

IFRS 3R, Business Combinations (effective for financial years beginning on or after 1 July 2009}

IFRS 3R (as issued in 2004) and comes into effect for business cambinations for which the acquisition date is on or after
the beginning of the first annual reporting peried beginning on or after 1 July 2069. IFRS 3R introduces a number of
changes in the accounting for business combinations that will impact the amount of goodwill recognized, the reported
results in the period that an acquisition occurs and the future reported results. IFRS 3R is not relevant to the Group's
operations.

IAS 1, Revised Presentation of Financial Statements

The revised IAS 1 Presentation of Financial Statements was issued in September 2007 and becomes effective for financial
years beginning on or after 1 January 2009. The Standard separates owner and non-owner changes in equity. The
statement of changes in equity will include only details of transactions with owners, with all non-owner changes in equity
presented as a single line. In addition, the Standard introduces the statement of comprehensive income: it presents alf
items of Income and expense recognized in profit or loss, together with all other items of recognized income and expense,
either in one single statement, or in two linked statements. The Group is still evaluating whether it will have one ar two
statements.

IFRS 8, Operating Segmenits (effective for financial years beginning on or after 1 January 2009).

IFRS 8 replaces IAS 14 and aligns segment reporting with the requirements of the US standard SFAS 131 Disclosures about
Segments of an Enterprise and Related Information. The Group plans to apply IFRS 8 from annual periods beginning 1
January 2009 and at present is assessing potential effect of this standard of disclosures in the Group’s financial statements.

IAS 23, Borrowing Costs (effective for financial years beginning on or after 1 January 2008},

IAS 23 requires the capitalisation of borrowing costs when such costs refate to a qualifying asset. A qualifying
asset is an asset that necessarily takes a substantial period of time to get ready for its intended use or sale.
Borrowing costs will be capitalised on qualifying assets with a commencement date after 1 January 2009, No
changes will be made for borrowing costs incurred to this date that have been expensed. Upon implementation
of the standard, the impact on the financial statements is expected to be immaterial.

IAS 27R, Consolidated and Separate Financial Statements (effective for financial years beginning on or after 1 July
2009)

The cbjective of IAS 27R is to enhance the relevance, reliability and comparability of the information that a parent entity
provides in its separate financial statements and in its consolidated financial statements for a group of entities under its
control. IAS 27R requires that a change in the ownership interest of a subsidiary is accounted for as an equity transaction.
No impact on the financial statements is to be expected upon the implementation of the IAS 27.

Amendments to IAS 32 and JAS 1 Puttable Financial Instruments (effective for financial years beginning on or after 1
January 2009).




ELKO GRUPA J5C
[+ lidated financial st.

For the year andad 31 December 2007
{All amounts in LVL thousands unless otharwiss stated}

Notes to the consolidated financial statements (continued)

2.2 Changes in accounting policy and disclosures (continued)

The amendment to IAS 32 requires certain puttable financial instruments and obligations arising on fiquidation to be
classified as equity if certain criteria are met. The amendment to IAS 1 requires disclosure of certain information relating to
puttable instruments classified as equity. The Group does not expect these amendments to impact the financial statements
of the Group

IFRIC 11, IFRS 2 ~ Group and Treasury Share Transactions (effective for financial years beginning on or after 1 March
2007}

IFRIC 11 requires arrangements whereby an employee is granted rights to an entity’s equity instruments to be accounted
for as an equity-settled scheme, even if the entity buys the instruments from another party, or the shareholders provide the
equity instruments needed. IFRIC 11 is not relevant to the Group's operations.

IFRIC 12, Service Concession Arrangements (effective for financial vears beginning on or after 1 January 2008)

IFRIC 12 addresses how service concession operators should apply existing IFRS to account for the obligations they
undertake and rights they receive in service concession arrangements. IFRIC 12 is not relevant to the Group’s operations.

IFRIC 13, Customer Loyally Programmes (effective for financial years beginning on or after 1 July 2008)

This Interpretation requires customer loyalty award credits to be accounted for as a separate component of the sales
transactions in which they are granted and therefore part of the fair value of the consideraticn received is allocated to the
award credits and deferred over the period that the award credits are fulfilled. The Group expects that this interpretation
will have no impact on the Group’s financial statements as no such schemes currently exist,

IFRIC 14 IAS 19, The fimit on a Defined Benefit Asset, Minimum Funding Requirements and their Interactions (effective for
financial years beginning on or after 1 January 2008)

This Interpretation provides guidance on how to assess the limit on the amount of surplus in a defined benefit scheme that
can be recognised as an asset under IAS 19 Employee Benefits. The Group expects that this Interpretation will have no
impact on the financial position or performance of the Group as no such schemes currently exists.

2.3 Consolidation

The consolidated financial statements comprise the financial statements of the Group and all its subsidiaries as at 31
December each year.

(a) Subsidiaries

Subsidiaries are all entities over which the Group has the power to govem the financlal and operating policies generally
accompanying a shareholding of more than one half of the voting rights. Subsidiaries are fully consolidated from the date
on which the Group obtains control until the date that such control ceases,

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group. The cost of an
acquisition is measured as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed at
the date of exchange, plus costs directly attributable to the acquisition. Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are measured initially at their fair values at the acquisition date,
irrespective of the extent of any minority interest. The excess of the cost of acquisition over the fair value of the Group's
share of the identifiable net assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of
the net assets of the subsidiary acquired, the difference is recognised directly in the income statement.

(b) Intra-Group transactions and minority interests

Inter-company transactions, balances and unrealized gains on transactions between group companies are eliminated in full.
Unrealized losses are also eliminated but considered an impairment indicator of the asset, transferred. Accounting palicies of
subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the Group.

The Group applies a policy of treating transactions with minority interests as transactions with parties external to the Group.
Disposals to minority interests result in gains and losses for the Group that are recorded in the income statement.
Purchases from minority interests result in goodwill, being the difference between any consideration paid and the relevant
share acquired of the carrying value of net assets of the subsidiary.

10




ELKO GRUPA JSC
Consolidated financial statements
Forthe year ended 31 Dscember 2007
{All amounts in LVL thousands unfess otherwise stated)

Notes to the consolidated financial statements (continued)

2.4 Segment reporting

The Group operates in different geographical areas that are subject to different risks and retums. The only segment
assessed for the Group is geographical segment.

2.5 Foreign currency translation
(a} Funictional and presentation Currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary
economic environment in which the entity operates (‘the functional currency’). For the Group as a whole, the functional
currency is USD dollar but the reporting currency is Latvian Lats (LVL} in accordance with legislation of the Repubiic of
Latvia. The consolidated financial statements are presented in LVL, the Group’s reporting currency.

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of
the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the
transiation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencles are recognised
in the income statement.

{c} Group companies
The results and financial position of all the group entities that have a functional currency different from the presentation
currency are translated into Lats (LVL) as follows:

- assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet;

- income and expenses for each income statement are translated at average exchange rates (unless this average is not a
reasonable approximation of the cumulative effect of the rates prevailing on the transaction dates, in which case income
and expenses are translated at the rate on the dates of the transactions); and

- all resulting exchange differences are recognized as a separate component of equity.

On consolidation, exchange differences arising from the translation of the net investment in foreign operations are taken to
sharehaiders’ equity. When a foreign operation Is partially disposed of or sold, exchange differences that were recorded in
equity are recognised in the income statement as part of the gain or loss on sale,

2.6 Property, plant and equipment

All property, plant and equipment are stated at historical cost less depreciation and impairment. Historical cost includes
expenditure that is directly attributable to the acquisition of the items. Borrowing costs are not capitalised.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as appropriate, only when
it is probable that future economic benefits associated with the item will flow to the Group and the cost of the item can be
measured reliably. The carrying amount of the replaced part is derecognized. Al other repairs and maintenance are charged
to the income statement during the financial period in which they are incurred.

Depreciation is calculated using the straight-line method to allocate cost of assets to their residual values over their
estimated useful lives, as follows:
% per annum

— Motor vehicles 25
- Communication egquipment 50
- Computers and other data accumulating equipment 50
— Other fixtures and fittings 20

Depreciation rates have been reviewed arkt deemed appropriate for the financial year ending 31. December 2007,
The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each batance sheet date,

An asset’s carrying amount is written down immediately {o its recoverable amount if the asset's carrying amount is greater
than its estimated recoverable amount {Note 2.7).

Gains and losses on disposals are determined by comparing the proceeds with the cartying amount. These are included in
the income statement.

1




ELKQ GRUPA J3C
Consclidated financial stat t:

For the year ended 31 Dscember 2007
{All amounts in LVL thousands unless otherwise stated)

Notes to the consolidated financial statements (continued)

2.7 Intangible assets

Group’s intangible assets mainly include acquired computer scftware. Acquired computer software licenses are capitalized
on the basis of the costs incurred to acquire and bring to use the specific software, These costs are amortized over their
estimated useful lives (5 years}.

2.8 Impairment of non-financial assets

The Group does not have assets that are not subject to amortisation. Assets that are subject to amortization are reviewed
for impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An
impairment loss is recognized for the amount by which the asset’s camrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows {cash-generating
units). Non-financial assets other than goodwill that suffered impairment are reviewed for possible reversal of the
impairment at each reporting date.

2.9 Financial assets

The Group classifies its financial assets in the following categories: loans and receivables and at fair value through profit or
loss. The classification depends on the purpose for which the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition and, where allowed and appropriate, re-evaluates this designation at
each financial year end.

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market. They are included in current assets, except for maturities greater than 12 months after the balance sheet
date. These are classified as non-current assets. Loans and receivables are classified as trade and other receivables in the
halance sheet (Note 2.12).

Since hedge accounting is not applied to derivative financial instruments these are classified as held for trading within
financial instruments at fair value through profit or foss (Nate 2.10). The Group does not have other financial assets within
this category.

Regular purchases and sales of financial assets are recognised on the trade-date — the date on which the Group commits to
purchase or sell the asset. Financial assets are derecognised when the rights to receive cash flows from the investments have
expired or have been transferred and the Group has transferred substantially all risks and rewards of ownership.

The Group assesses at each balance sheet date whether a financial asset or group of financial assets is impaired.

2.10 Derivative financial instruments and hedging activities

The Group does not apply hedge accounting to derivative financlal instruments, therefore the existing ones are classified in
a category held for trading. Derivative financial instruments are initially recognised at fair value on the date a derivative
contract is entered into and are subsequently measured at their fair value. The changes in the fair value of derivative
instruments are recognised immediately in the income statement. The Group’s use of derivative financial instruments has
been limited to interest rate swaps and interest options used to reduce the Group’s exposure to changes in floating interest
rates. These agreements have been terminated in November 2007,

2.11 Inventories

Inventories are valued at the fower of cost and net realisable value. Cost is determined using the welghted average
method. The cost of goods comprises acquisition costs, additional expenses related to transportation, import duties for
environmental protection and insurance as well as any discounts and allowances granted by vendors. Net realisable value is
the estimated selling price in the ordinary course of business, less applicable variable selling expenses. Estimated selling
price is based upon an aging analysis of the inventery on hand, technological obsolescence, the nature of vendor relations
and assumptions about future demand.
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Notes to the consolidated financial statements (continued)

2.12 Trade receivables

Trade receivables are recognised initially at fair value and subsequently measured at amortised cost using the effective
interest method, less provision for impairment that is accounted for in a separate allowance account. A provision for
impairment of trade receivables is established when there is objective evidence that the Group will not be able to collect all
amounts due according te the original terms of the receivables. Significant financial difficulties of the debtor, probability
that the debtor will enter bankruptcy or financial reorganisation, and default or delingquency in payments (more than 90
days overdue) are considered indicators that the trade receivable is impaired. In estimating the required provisions, the
Company takes into consideration the overall quality and aging of the receivable portfolig, the existence of credit insurance,
specifically identified customer risks and historical write-off experience, The amount of the provision is the difference
between the amortised cost and the present value of estimated future cash flows, discounted at the original effective
interest rate. When a trade receivable is uncollectible, it is written off against the allowance account for trade receivables.

Trade receivables, which are sold to factoring company under recourse conditions, remain on the balance sheet as an asset.
Corresponding liability is recognised within borrowings.

2.13 Cash and cash equivalents

Cash and cash equivalents include cash in hand and deposits held at cail with banks.

2.14 Share capital and dividend distribution

Ordinary shares are classified as equity. The Company has issued only ordinary shares.
Dividend distribution to the Company’s shareholders is recognised as a liability in the Group’s financial statements in the
periad, in which the dividends are approved by the Company’s shareholders,

2.15 Trade payables

Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the effective
interest method.

2.16 Warranties

The Group's vendors generally warrant the products distributed by the Group and allow to retum defective products, induding
those that have been returmed to the Group by its customers. Based on the past experience and the contractual agreements
with vendars, the Group assesses that the receipt of the reimbursement from vendors is virtually certain. The Group does not
independently warrant the products it distributes. Historically the Group has not incurred any significant service warranty casts.
The costs incur along the process of handling the returmed goods. A provision for these estimated costs is recorded at the time
of sale and periodically adjusted to reflect actual experience.

2.17 Borrowings

Botrowings are recognised Initially at fair value, net of transaction costs incurred. Borrowings are subsequently measured at
amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is recognised in the
income statement over the perfod of the borrowings using the effective interest method. No borrowing costs are capitalised
into any qualifying assets. Borrowings are classified as current liabilities unless the Group has an unconditional right to defer
settlement of the liability for at least 12 months after the balance sheet date.

2.18 Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases
of assets and liabilities and their carrying amounts in the consolidated financial statements. However, the deferred income
tax is not accounted for if it arises from initial recognition of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is
determined using tax rates (and laws)} that have been enacted or substantially enacted by the balance sheet date and are
expected to apply when the related deferred income tax asset is realised or the deferred income tax liability is settled.
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Notes to the consolidated financial statements (continued)

2.18 Deferred income tax (continued)

Deferred income tax assets are recognised to the extent that it is probable that future taxable profit will be available against
which the temporary differences can be utilised,

Deferred income tax is provided on temporary differences arising on investments in subsidiaries, except where the timing of
the reversal of the temporary difference is controlled by the Group and it is probable that the temporary difference will not
reverse in the foreseeable future.

2.19 Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events, it is
probable that an outflow of resources will be required, and a reliable estimate of the amount can be made. Where the effect
of the time value of money is material, the amount of a provision is the present value of the expenditures expected to be
required to settle the obligation.

2.20 Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services in the
ordinary course of the Group’s activities. Revenue is shown net of value-added tax, returns, rebates and discounts and after
eliminating sales within the Group.

The Group recognises revenue when the amount of revenue can be reliably measured, it is probable that future economic
benefits will flow to the entity and specific criteria have been met for each of the Group's activities as described below. The
amount of revenue is not considered to be reliably measurable until all contingencies relating to the sale have been
resalved. The Group bases its estimates on historical results, taking into consideration the type of customer, the type of
transaction and the specifics of each arrangement.

(3) 5ales of goods - wholesale

Sales of goods are recognized when a group entity has transferred the risk and rewards, i.e. it has delivered products to the
client and there is no unfulfilled obligation that could affect the client’s acceptance of the praducts. Delivery does not occur
until the products have been shipped from warehouse, the risks of obsolescence and loss have been transferred to the
dient, and either the client has accepted the products in accordance with the sales contract, the acceptance provisions have
iapsed, or the Group has ohjective evidence that all criteria for acceptance have been satisfied.

Sales are recorded based on the price specified in the inveices, net of the estimated volume discounts and returns at the
time of sale. Accumuiated experience is used to estimate and provide for the discounts and returns. The volume discounts
are assessed based on anticipated annual purchases.

(b) Sales of services

The Group generates income from providing marketing and transpart agency services. Since these services do not comprise
Group’s core business, the income is classified as other income in the income statement, These services are provided on a
time and material basis or as a fixed-price contract. Revenue from fixed-price contracts for delivering transportation
services is generally recognised by reference to the stage of completion of the service. Revenue from time and material
contracts is recognized at contractual rates as direct expenses are incurred,

If circumstances arise that may change the original estimates of revenues, costs or extent of progress toward completion,
estimates are revised. These revisions may result in increases or decreases in estimated revenues or costs and are reflected
in income in the period in which the circumstances that give rise to the revision become known by management,

(c} Inferest income and income from penalties

Interest income is recognised on a time-proportion basis using the effective interest method. Income from penalties
charged to clients is recognized at the moment of receipt. Penalties represent mostly charges to customers for late
payments.

2.21 Vendor programs

The Group receives funds from vendors in a form of credit notes for price protection, product rebates, marketing, promation
and infrastructure investments, which are booked as adjustments to the cost of inventory, cost of sales or other revenue
based on the nature of the program. Some of these programs may extend over one or more reporting periods. Rebates or
other vendor incentives as earned based on sales of respective products or as services are provided in accordance with the
terms of the related program.
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Notes to the consolidated financial statements (continued)

2,22 Leases

The Group leases certain property, plant and equipment. Leases of property, plant and equipment where the Group has
substantially all the risks and rewards of ownership are classified as finance leases. Finance leases are capitalised at the lease’s
commencement at the lower of the fair value of the leased property and the present value of the minimum lease payments.

Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the finance
halance outstanding. The corresponding rental obligations, net of finance charges, are included in other short-term and
other long-term payables. The interest element of the finance cost Is charged to the income statement aver the lease period
50 as to produce a constant pericdic rate of interest on the remaining balance of the liability for each peried. The property,
plant and equipment acquired under finance leases is depreciated over the shorter of the useful life of the asset and the
lease term.

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases {net of any incentives received from the lessor) are charged to
the income statement on a straight-line basis over the period of the lease.

2.23 Pension obligations

The Group companies do not operate any pension plans other than those required by the applicable legislations in the
respective countries. The Group companies pay social security contributions to the state social security funds (the Funds)
on behalf of its employees based on the defined contribution plan in accordance with the local legal requirements. A defined
contribution plan is a plan under which Group company pays fixed contributions into the Fund and will have no legal or
constructive obligations to pay further contributions if the Fund does not hold sufficient assets te pay all employees benefits
relating to employee service in the current and prior period. The social security contributions are recognised as an expense
on an accrual basis and are included within staff costs.

3. Financial risk management

3.1 Finandcial risk factors

The Group’s activities provide exposure to a variety of financial risks: market risk (including cumrency risk and cash flow
interest rate risk), credit risk and liquidity risk. The Group’s overall risk management programme focuses on the
unpredictability of financial markets and seeks to minimise potential adverse effects on the Group's financial performance.

Risk management is carried out by the finance management of the Company both under policies approved and separate
decisions made by the Board of Directors. It identifies, evaluates and hedges financial risks in close co-operation with the
Group's operating units.

(1) Market risk

(a) Foreign exchange risk
The Group operates internationally and is exposed to foreign exchange risk arising from primarily with respect to the US
dollar and the EUR. Foreign exchange risk arises from future commercial transactions, recognised assets and liabilities and
net investments in foreign operations.

The purchase of goods from vendors is predominantly done in the US dellars. The sales from the Company to subsidiaries
are done in the US dollars. The sales to customers are carried out by the subsidiaries in the respective local currencies,
except for ELKO Trading Switzerland AG, whose sales are done in the US dollars. Although the subsidiaries carry out the
sales in the local currencies, the prices in the market tend to follow the purchasing currency the US dollars. ELKO Trading
Switzerland sales in U5 dollars and its significant weight in the Group’s sales result in the fact, that trade payables and
receivables have very similar structure in terms of currency composition (Notes 10 and 14).

The Group has investments in foreign operations, which net assets are exposed to foreign currency translation risk. As at 31
December 2007, the Group did not have any hedging agreements.
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Notes to the consolidated financial statements (continued)

3.1 Financial risk factors (continued)

The following table demonstrates the sensitivity to a reasonably possible change in the US dollar exchange rate, with all
other variables held constant, of the Group’s profit before tax and the Group’s equity.

Increase [ decrease Effect on

in US dollar rate equity (*000)

2007 0.484 (2,727)
2006 0.536 (1,178)
2005 0.593 49

(B) Interest rate risk

The Group's exposure to the risk of changes in market interest rates relates primarily to the Group's short-term borrowings
to finance a part of its working capital needs, which exposes the Graup’s income and operating cash flows towards the
changes in market interest rates, Borrowings are taken in a form of credit lines. During year 2007, the Group’s borrowings
at variable rate were predominantly denominated in the US dollars and Euro (Note 15).

The Group's use of derivative financial instruments has been limited to interest rate swaps and interest options used to
reduce the Group’s exposure to changes in floating interest rates. These agreements have been terminated in November

(August) 2007.

The following table demonstrates the sensitivity to a reasonable possible change In interest rates, with all other variables
held constant, of the Group's profit before tax through the impact on floating rate borrowings.

Increase / decrease Effect on profit

in basis points before tax {"000)

2007 USD LIBOR + 10 40
2007 USD LIBOR -10 (40)
2006 USD LIBOR +10 32
2006 USD LIBOR - 10 (32)
2005 UsD LIBOR + 10 8
2005 USD LIBOR -10 (8)

(&) Credit risk

Credit risk is managed on a Group basis by implementing centralised procedures and control. Credit risk arises fram the
credit exposure to outstanding trade receivables (Note 15 to trade and other receivables). The Group minimizes these risks
through credit risk insurance and conservative credit policy. Individual risk limits are set based on internal or external
ratings in accordance with the credit policy. The utilisation of credit limits is regularly monitored.

(3} Liquidity risk

Prudent liquidity risk management includes maintaining sufficient cash, the availability of funding from an adequate amount
of committed credit facilities. Due to the dynamic nature of the underlying businesses, the Group maintains flexibility in
funding by maintaining avallability under committed credit lines. Management monitors rolling forecasts of the Group's
liquidity reserve on the basis of expected cash flows.
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Notes to the consolidated financial statements (continued)

The table below summarises the maturity profile of the Group's financial liabilities at 31 December 2007 based on
contractual undiscounted payments:

Year ended
31/12/2007

Non-current
borrowings
Current
borrawings
Dividends

Trade and other
payables

On demand

3,454

< 3 months

78,509

3to12
months

45,175

1 to 5 years Total
5,613 5,613

- 45,175

- 3,454

- 78,509

The table below summarises the maturity profile of the Group's financial liabilities at 31 December 2006 based on
contractual undiscounted payments:

Year ended
31/12/2006

Non-current
borrawings
Current
horrowings
Dividends

Trade and other
payables

On demand

< 3 months

232

51,615

3to12
months

60,480

1to 5 years Total
113 113

- 60,712

- 51,615

The table below summarises the maturity profile of the Group’s financial liabilities at 31 December 2005 based on
contractual undiscounted payments:

Year ended
31/12/2005

Non-current
borrowings
Current
borrowings
Dividends

Trade and other
payables

On demand

50

< 3 months

538

48,230

3to12
months

10,942

1 to 5 years Total
80 80

- 11,480

- 50

- 48,230
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Notes to the consolidated financial statements (continued)

3.1 Financial risk factors (continued)

(4) Legislative risk

The Company has used, and continues to use, a variety of third-party entities in which it does not hold any direct or indirect
equity interest to facilitate the import of products into Russia and Ukraine. In the Eastern European countries the tax
legislation and rulings are stitl subject to frequent change, and are consequently not as stable as the tax practices in most
of the Western world countries. In the event that Russian and/or Ukrainian tax authorities choose to take a more aggressive
position in their interpretation and enforcement of tax legislation, the Company might be held liable in case of a failure of a
third party to comply with the interpretations of the authorities in Russia and/or Ukraine. Any estimate of a likelihood of any
liability arising as a result of the Russian or Ukrainian tax enforcement, its effect on the financial position of the Group or
the maximum amount cannot be reasonably assessed. Historically no such claims have arisen. Sales of products to Russian
and Ukrainian custormers are disclosed in Note 6.

3.2 Fair value estimation

The carrying value of trade receivables and payables approximates fair value. The fair value of financial liabilities for
disclosure purposes is estimated by discounting the future contractual cash flows at the current market interest rate that is
available to the Group for similar financial instruments. The estimated fair value of derivative financial instruments
represents the amount required to enter into similar offsetting contracts with similar remaining maturities based on quoted
market prices.

3.3 Capital management

The primary objective of the Group’s capital management is to ensure that it maintains a strong credit rating and healthy
capital ratios in order to support its business and maximise shareholder value,

The Group manages its capital structure and makes adjustments to it, in light of changes in economic conditions. No
thanges were made in the objectives, policies or processes during the financial years presented.

The Group monitors capital using the following ratios:

31.12,2007 31.12.2006 31.12.2005
Consolidated financials

Equity without minority
interest 41,183 32,653 21,993
Total assets 173,635 120,736 82,478
Equity ratio 24% 27% 27%
Net Debt 44,618 32,733 9,148
Total equity 43,126 34,165 23,044
Net Liabilities/ Equity 1.0 1.0 0.4
EBIT 19,964 16,529 9,171
Interest payments 2,108 1,216 1,112
EBIT/Interest payments 95 13.6 8.2
Total Debt 47,118 33,896 10,623
EBIT 19,964 16,529 9,171
Total DEBT/EBIT 24 2.1 1.2
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Notes to the consolidated financial statements (continued)

4. Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition,
rarely equal the related actual results. The estimates and assumptions that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next financial year are outlined below.

(a} Vendor programs

The Group has to apply use of estimates about the credit notes due from vendors at the date of the balance sheet based on
the available information and past experience. In several vender programs the size of the rebate is dependent on the
perfarmance of other distributors and is known exclusively by the vendor.

An estimate of a receivable from vendors in relation to the vendors programmes for the year ended 31 December 2007
amounted to LVL 3,107 thousand (2006: LVL 1,881 thousand; 2005: LVL 1,142 thousand} based on the individual vendor
agreement assessment. All rebate amounts for 2007 accounted for in the financial statements are known,

(b} Income faxes

The Group is subject to income taxes in numerous jurisdictions. Significant judgment is required in determining the
worldwide provision for income taxes. There are many transactions and calculations for which the ultimate tax
determination is uncertain during the ordinary course of business. The Group recognises liabilities for anticipated tax audit
issues based on estimates of whether additional taxes will be due. Where the final tax outcome of these matters is different
fram the amounts that were initially recorded, such differences will impact the income tax and deferred tax provisions in the
period in which such determination is made (Notes 17 and 24).

(¢} Impairment of inventories

The Group is subject to the risk that the value of its inventory will dacline as a result of price reductions by vendors or
technological obsolescence. It is the policy of mast of the Group's vendors to protect distributors from the loss in value of
inventory due to technological change or the vendors’ price reductions. However, the Group does not have coentractual
rights to claim price protection to many of its vendors. Even when the contractual rights exist the announcement of price
protection to distributors is at vendors’ discretion. Accordingly, there are instances when vendors might be unable or
unwilting to compensate the Group for price protection claims.

The outstanding price protection claims are LVL 321 thousand (2006: LVL 128 thousand; 2005: LVL 16 thousand).

Significant judgement is applied, when estimating the net realisable value of inventory. Incorrect assumptions could be
made about the state of technological obsolescence, the nature of vendor relations and future demand (Note 11),

{a} Impairment of trade receivaiies
Significant judgement is applied, when estimating the provisions for impairment of trade receivables (Note 10).

(e} Warranty provisions

The Group's vendors generally warrant the products distributed by the Group and allow to retum defective products, including
thase that have been returned to the Group by its customers. Based on the past experience and the contractual agreements
with vendors, the Group assesses that the receipt of the reimbursement from vendors is virtually certain. The Group does not
independently warrant the products it distributes. Historically the Group has not incurred any significant service warranty costs.
The costs are incurring alang the process of handling the returned goods. A provision for these estimated costs is recorded at
the time of sale and periodically adjusted to reflect actual experience. The amount of provision with respect to warranties is
disclosed in Note 16.

() Revenue recogrition

The Group’s sales to CIS and other countries segment (Note 6) are performed to the end customers using a number of
intermediaries, The customers perceive the Group as a seller of the goods, the intermediaries in substance do not assume
general inventory risk and usually the payments are made by the intermediaries to the Group after the intermediaries have
received cash from the customers. Based on the above the management have concluded that the intermediaries act as
agents and the Group recognises revenue after the intermediaries have sold goods to the customers. The goods that have
been fegally sold but for which no revenue is yet recognised are included in Inventories as consignment inventories (Note
11).
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Notes to the consolidated financial statements (continued)

5. Prior period adjustments due to an error

5.1 Descriptions of the prior period adjustments due to an error on the consolidated financial
statements

The consolidated financial statements of the Group have been restated for the financial years ending 31 December 2005
and 2006 due to the following:

a) During the 2007, the Group management reconsider factors used for determining its functional currency. Taken
into account the economic benefits from underlying transactions, events and conditions, the Group management
determined that the functional currency of the Group is USD, rather than LVL applied (the reporting currency
according to the legislation of the Republic of Latvia), Based on the fact that the same factors were also effective
in the previous periods, using LVL as the functional currency was an error. As a result, the consolidated financial
statements for the year ended 31 December 2005 and 2006 have been restated. The impact of the change for
the years ended 31 December 2005 and 2006 has been disclosed in Note 5.2.

b) To reflect the actual nature of business, the Group has reflected the warranty provision on the net basis
according to the interpretation of IAS 37 Provisions, Contingent Liabilities and Contingent Assets. This is a change
from prior year's application of the standard when warranty provision was accounted for in grass amounts in
assets and liabilities. The impact on the balance sheet for the years ending 31 December 2005 and 2006 has
been disclosed in the note 5.2, The changes did not affect the total consolidated equity and profit for either of the
years.

5.2 Effect of the prior period adjustments due to an error on the consolidated financial
statements

The following reconciliations provide a quantification of the effect of the changes in accounting palicy on the consolidated

financial statements. The first reconciliation provides an overview of the impact on equity of the changes as at 1 January
and 31 December for the years 2005 and 2006 respectively.

1 January 31 December 1 January 31 December

Note 2005 2005 2006 2006
13,740 23,044 23,044 34,165

Total equity (before prior period
adjustments}
Translation Reserve 5.1(a) - - - (1,478)
Retained Earnings 5.1(a) - - - 1,478
Total i i iod

otal equity (after prior perio 13,740 23,044 23,044 34,165

adjustments)

These adjustments have occurred due the change in the functional currency.
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Notes to the consolidated financial statements (continued}

5.2 Effect of the changes in accounting policy on the consolidated financial statements {continued)

The impact of the balance sheet for the years ending 31 December 2005 and 2006 is as follows:

31 December 31 December

Note 2005 2006
ASSETS (before prior period
adjustments} 51(b) 83,715 122,439
Reduction in Provisions (1,662) (1,700)
ASSETS (after prior period
adjustments) 82,053 120,739
LIABILITIES (hefore prior period
adjustments) 5.1 (b} 61,096 88,274
Reduction in Provisions (1,662) (1,700)
LIABILITIES {after prior period 59,434 86,574

adjustments)

These adjustments have occurred due the change in the accounting for warranty provisions.

The impact of the income statement is as follows:

20406 2006 2006

Note
before prior period prior period after prior period
adjustments adjustments adjustments
Revenue 356,184 459 356,643
Other income 1,334 883 2,217
Other expenses (1,553) 1,444 (109)
Finance income 1,451 {1,308) 143
Profit for the year 5.1 (a} 12,881 1,478 14,359

These adjustments have occurred due the change in the functional currency and relate to the exchange rate differences.
There is no impact on the income statement for the year ending 31 December 2005.
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Notes to the consolidated financial statements (continued)

6. Segment information

Geographical segments by location of customers

The Group considers geography as its only reporting segment, The range of products sold by the Group, classes of its
customers and distribution channels do not represent separate business segments as they are not subject to different risks
and returns. Accordingly, the Group has only one business segment.

At 31 December 2007, it is organized into three main geographical segments by location of customers:

- (1) The Baltic area relates to Latvia, Lithuania and Estonia

- {2) Central and Eastern Europe area relates to Slovakia, Slovenia, Romania and Croatia

- {3) The area of CIS and other countries primarily relate to Russia and Ukraine.
The purchasing of inventory from vendors as well as financing is managed by the Company giohally, Therefore, financing
items like interest income and expense, as well as cash and borrowings are managed on a global basis at corporate level.
This activity is further referred to as central operation.

Therefore, the Group measures geographical segment performance, including corporate performance, based on the
segment’s operating result. Unallocated remain operating expenses of the central operation.

The segment results for the year ended 31 December 2007 are as follows:

The Baltic Central and CIS and other  Unallocated Group
Eastern Europe countries

Total segment revenue 54,916 139,296 754,544 - 948,756
Inter-segment revenue (10,438} {49,363) (363,927) - (423,728)
Revenue 44,478 89,933 390,617 - 525,028
?;;3:’“"9 profit / Segment 1,290 2,366 15,882 345 19,883
Finance income (Note 23) 81
Finance costs (Note 23} (2,108}
Profit before income tax 17,856
Income tax expense (1,445) (1,445)
Profit for the year 16,411

The segment results for the year ended 31 December 2006 are as follows:

The Baltic Central and CIS and other  Unallocated Group
Eastern Europe countries

Total segment revenue 54,482 97,526 519,025 - 671,033
Inter-segment revenue (18,180) (34,382) (261,828) - (314,390)
Revenue 36,302 63,144 257,197 - 356,643
?e‘;iftati"g profit / Segment 334 1,384 14,618 50 16,386
Finance income {Note 23} 143
Finance costs {(Note 23) {1,216)
Profit before income tax 15,313
Income tax expense (954) (554)
Profit for the year 14,359
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Notes to the consolidated financial statements (continued)

6. Segment information (continued)

The segment results for the year ended 31 December 2005 are as follows:

The Baltic Central and CIS and other  Unallocated Group
Eastern Europe countries

Total segment revenue 54,798 86,773 516,524 - 658,005
Inter-segment revenue (31,681} (34,318} (253,803) - (319,802)
Revenue 23,117 52,455 262,721 - 338,293
roepsﬁztating profit / Segment 691 1,299 7,085 70 9,145
Finance income (Note 23) 26
Finance costs (Note 23) (1,112)
Profit before income tax 8,059
Income tax expense (621) (621)
Profit for the year 7,438

Segment assets consist primarily of equipment, intangible assets, inventories, trade and other receivables, cash and cash
equivalents. Unallocated assets comprise principally the central operations’ equipment, inventory and other receivables from
non-related parties. Segment liabilities comprise operating liabilities, Unallocated liabilities comprise the central operation’s
borrowings and other trade payables. Capital expenditure comprises additions to equipment (Note 7) and intangible assets
{Note 8).

The segment assets and liabilities at 31 December 2007 and capital expenditure for the year then ended are as follows:

Year ended

31 December 2007
The Baltic Central and CIS and other  Unallocated Group

Eastern Europe countries
Assets 9,336 13,912 127,823 22,564 173,635
Liabilities 3,487 9,909 107,733 9,380 130,509
Capital expenditure (Note 8) - 59 - 38 97
Amortisation (Note 8) 3 6 - 4 13
Capital expenditure (Note 7) 7 119 - 251 377
Depreciation (Note 7) ] 63 - 114 186

The segment assets and iiabilities at 31 December 2006 and capital expenditure for the year then ended are as follows:

Year ended

31 December 2006
The Baltic Central and CIS and other Unallocated Group

Eastern Europe countries
Assets 6,671 9,922 89,201 14,945 120,735
Liabilities 3,346 6,528 75,181 1,119 86,574
Capital expenditure (Note 8) 5 6 - 3 14
Amortisation (Note 8) 2 5 - 4 11
Capital expenditure (Note 7) 22 42 - 127 191
Depreciation (Note 7) 25 54 - 167 186
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6. Segment information (continued)

The segment assets and liabilities at 31 December 2005 and capital expenditure for the year then ended are as follows:

Year ended

31 December 2005
The Baltic Central and CIS and other Unallocated Group

Eastern Europe countries
Assets 8,351 10,557 46,698 16,832 82,478
Liabilities 5,880 8,532 37,933 7,089 59,434
Capital expenditure {(Note 8} - 5 - 4 9
Amortisation (Note 8) 1 6 - 39 46
Capital expenditure (Note 7) 24 96 - 186 306
Depreciation (Note 7) 22 55 - 89 166

Some of the Group’s assets are located in different geographical areas from its customers. It applies to the central
operation's assets, inventory, receivables from non-related parties and cash.

The segment assets at 31 December 2007 and capital expenditure for the year then ended according to the location of

assets are as foliows:

Year ended
31 December 2007

The Baltic Central and CIS and Central Group

Eastern Europe other warehouse in the

countries Netherlands
Assets 14,962 13,512 127,823 16,938 173,635
Capital expenditure {Note 8} 38 59 - - 97
Capital expenditure {Note 7) 258 119 - - 377

The segment assets at 31 December 2006 and capital expenditure for the year then ended according to the location of

assats are as follows:

Year ended
321 December 2006

The Baltic Central and CIS and Central Group

Eastern Europe other warehouse in the

countries Netherlands
Assets 11,582 9,922 89,201 10,034 120,739
Capital expenditure (Note 8) 8 6 - - 14
Capital expenditure (Note 7) 149 42 - - 191

The segment assets at 31 December 2005 and capital expenditure for the year then ended according to the location of

assets are as follows;

Year ended
31 December 2005

The Baltic Central and CIS and Central Group

Eastern Europe other warehouse in the

countries Netherlands
Assets 9,610 10,557 46,698 15,613 82478
Capital expenditure (Note 8) 4 5 - - 9
Capital expenditure {Note 7} 210 96 - . 306
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Notes to the consolidated financial statements (continued)

7. Property, plant and equipment

At 1 January 2005
Cost
Accumulated depreciation

Net book amount

Year ended 31 December 2005
Opening net book amount
Exchange differences
Additions

Disposals (Note 27)
Depreciation charge (Note 19}
Closing net book amount

At 1 January 2006
Cost
Accumulated depreciation

Net book amount

Year ended 31 December 2006
Opening net book amount
Exchange differences
Additions

Disposals {(Note 27)
Depreciation charge (Note 19)
Reclassification

Closing net book amount

At 31 Decernber 2006
Cost
Accumulated depreciation

Net baook amount

Leasehold Communi- Vehicles & Other fixed Total
improvements cation and machinery assets
computer
engineering
133 263 236 322 954
{129) (185) (195) (182) (691)
4 78 41 140 263
4 78 41 140 263
- 3 - 4 )
10 52 122 122 306
- {4) 1 (2) (3)
] (60) (40) (59) (166)
7 69 124 197 397
143 314 359 438 1,254
{136) (245) (235} (241} (857)
7 69 124 167 397
7 69 124 197 397
- 1 - 8 9
- 42 122 27 191
. - (36) {21) {(57)
&) (&9 (83) {32) {186)
- (3) 103 {100) -
- 45 230 79 354
143 354 548 352 1,397
(143) (309) (318) {273) (1,043)
- 45 230 79 354
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7. Property, plant and equipment {continued)

Leasehold Communi- Vehicles & Other fixed Total
improvements cation and machinery assets
computer

engineering
Year ended 31 December 2007
Opening net book amount - 45 230 79 354
Exchange differences - - (2) 9 7
Additions 16 124 193 44 377
Disposals (Note 27) - (N (9 (8 (18)
Depreciation charge (Note 19) (6) (57) (97) (26) {186)
Reclassification - - 9 {9 -
Closing net book amount 10 111 324 89 534
At 31 December 2007
Cost or valuation 159 477 739 388 1,763
Accumulated depreciation (149) (366} {415) {299) (1,229)
Net book amount 10 111 324 89 534

Depreciation expenses of property, plant and equipment in the amount of LVL 186 thousand (2006: LVL 186 thousand; 2005: LVL
166 thousand) have been charged in income statement and are shown in administrative expenses. The part of the carrying value of
machinery and equipment held under [eases.

During the reporting period machinery were acquired on finance lease terms in amount of LVL 122 thousand (2006: LVL 83
thousand; 2005: LVL 145 thousand). The carrying amount of the machinery bought on finance lease as at 31 December 2007 is
LVL 205 thousand (2006: LVL 155 thousand; 2005: 122 thousand). The ownership rights on these assets will be transferred to the
Group only after settling all lease liabilities (see also Note 15). Borrowing costs are not included in the carrying amount of assets.

Property, plant and equipment in the amount of LVL 131 thousand {2006: LVL 53 thousand; 2005: nil) have been pledged to secure
bank credit lines {Note 15).

Vehicles and machinery includes the following amounts where the Group is a lessee under a finance lease:

2007 2006 2005
Cost — capitalised finance leases 324 262 179
Accumulated depreciation (119 (107) (57)
Net book amount 205 155 122

Operating lease rentals amounting to LVL 397 thousand (2006: LVL 328 thousand, 2005: LVL 331 thousand) relating to the lease of
tenancy are included in the income statement.
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8. Intangible assets

At 1 January 2005

Cost

Accumulated amortisation
Net book amount

Year ended 31 December 2005
Opening net book amaount
Exchange differences
Additions

Amortisation charge (Note 19)
Closing net book amount

At 31 December 2005
Cost

Accumulated amortisation
Net book amount

Year ended 31 December 2006
Opening net bock amount
Exchange differences

Additions

Amortisation charge (Note 19)

Closing net book amount

At 31 December 2006
Cost

Accumulated amortisation
Net book amount

Year ended 31 December 2007
Opening net book amount
Exchange differences

Additions

Amertisation charge (Note 19)

Closing net book amount

At 31 December 2007
Cost

Accumulated amortisation
Net book amount

Amortisation expenses of intangible assets in the amount of LVL 13 thousand (2006: LVL 11 thousand; 2005: LVL 46 thousand)
have been charged in income statement and are shown in administrative expenses.

Intangible assets in the amount of LVL 43 thousand (2006: LVL 9 thousand; 2005: nil) have been pledged to secure bank credit

lines {Note 15}.

ELKO GRUPA JSC
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Notes to the consolidated financial statements (continued)

Software

281
(216)
65

65

(46)
28

290
(262)
28

28

14
(11)
3

304
(273)
31

31

97
(13)
115

401
(286)
115
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9, Derivative financial instruments

Derivatives are classified as current assets or liabilities since these are classified as trading financial instruments.

The Group has inferest rate collar through two contracts (swap and floor option) with outstanding notional amount at 31
December 2007 LVL nil (2006: LVL 16,080 thousand; 2005: LVL nil). According to the conditions of the contract the Group swaps
floating LIBOR interest to fixed interest rate of 5.75% and additionally has sold floor interest rate option at 5.52%. The change
in fair value recognised in the profit or loss that arises from the interest rate swap amounts to a loss of LVL 20 thousand {2006:
LvL 154 thousand; 2005: LVL nil} (Note 23). The maturity of the contracts was 25 July 2008. These agreements have been
terminated in November 2007. All settlements have been made.

2007 2006 2005
Assets Liabilities Assets Liabilities Assets Liabilities

Interest rate swap - - - 154 - -

Interest rate floor option - - 114 - - -

- - 114 154 - -

10. Trade and other receivables

2007 2006 2005

Trade receivables 98,685 40,614 19,145
Less: provision for impairment of trade receivables (120) (175) (242)
Trade receivables — net 98,565 40,439 18,903
VAT receivable 294 848 726
Personal income tax receivable - 8 8
QOther tax receivable in foreign countries 1,873 542 661
Prepayments 549 338 200
Other debtors 242 113 a3
101,523 42,288 20,591

Trade receivables in the amount of LVL 116,721 thousand (2005: LVL 83,341 thousand; 2004: LVL 48,760 thousand) have been
pledged to secure bank credit lines (Note 15).

Trade receivables are non-interest bearing and are generally on 30 days’ terms.

As at 3t December, the ageing analysis of trade receivables is as follows:

Totai Neither past Past due but not impaired
due nor
impaired <30 day 30-60 day 60-90 day 90-120day >120day
2007 98,565 87,479 8,743 1,897 382 27 37
2006 40,439 35,046 4,860 479 7 8 39
2005 18,903 13,425 5,124 293 12 17 32
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10. Trade and other receivables {continued)

The ageing of impaired receivables is as follows:

2007 2006 2005

3 to 6 month 52 17 38
QOver 6 month 94 167 223
146 184 261

As at 31 December 2007, trade receivables at nominal value of LVL 146 thousand (2006: LVYL 184 thousand; 2005: LVL 261
thousand) were impaired and provided for. The amount of the provision was LVL 120 thousand (2006: LYL 175 thousand; 2005:
LVL 242 thousand).

Movements in the provision for impairment of trade receivables are as follows:

2007 2006 2005
At 1 January 175 242 119
Impairment charge (individual basis) 120 175 123
Receivables written off during the year as uncollectible (175) (242) -
At 31 December 120 175 242

The creation and release of provision for impaired receivables have been included in administrative costs in the inceme
statement. Amounts charged to the allowance account are generally written off when there is no expectation of recovering
additional cash.

The carrying amounts of the Group’s trade and other receivables are denominated in the following currencies:

2007 2006 2005

LVL 7,589 4,515 3,247
usD 84,528 30,922 10,518
RON 2,882 1,305 1,094
LTL 2,115 1,803 1,965
SKK 1,415 1,686 1,857
Other currencies 2,994 2,057 1,910
101,523 42,288 20,591
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11. Inventories

2007 2006 2005

Trade inventory (net realisable value) 54,150 71,215 49,643
Trade inventory in transit 14,710 5472 10,242
Prepayments for trade inventory 51 23 6
68,911 76,710 59,891

Estimates of net realisable value of inventory are based on the most reliable evidence available at the time the estimates are
made. As such estimates are continuously evaluated; it is commeon that in the normal course of business, circumstances that
previously caused inventories to be written down below cost no longer exist resulting in reversals of write-downs. Write-downs
for damaged and missing inventory is LVL 355 thousand (2006: LVL 560 thousand; 2005: LVL 227 thousand) are charged to
distribution ¢osts in the income statement {(Note 19).

The cost of inventories recognised as expense and included in cost of sales amounted to LVL 497,119 thousand (2006: LVL
335,783 thousand; 2005: LVL 324,851 thousand). Inventory in the amount of LVL 23,423 thousand (2006: LVL 16,866 thousand;
2005: LVL 15,948 thousand) have been pledged to secure bank credit lines (Note 15).

Of the total inventories consignment inventories as at 31 December 2007 was LVL 42,553 thousand (2006: LVL 58,175
thousand; 2005: 36,035 thousand), see Note 4(f).

12, Cash and cash equivalents

2007 2006 2005
Cash at bank 2,480 1,146 1,468
Cash on hand 20 17 7
2,500 1,163 1,475

The effective interest rate on the cash deposits as at 31 December 2007 was 1.4% (2006: 1.4%; 2005: 1.8%),

13. Share capital

Number of shares Ordinary shares  Share premium Total
(thousands)

At 1 January 2005 6,000 6,000 - 6,000
— Proceeds from shares issued 877 877 3,496 4,373
At 31 December 2005 6,877 6,877 3,496 10,373
At 1 January 2006 6,877 6,877 3,496 10,373
- Proceeds from shares issued - - - -
At 31 December 2006 6,877 6,877 3,496 10,373
At 1 January 2007 6,877 6,877 3,496 10,373
— Proceeds from shares issued - - . _
At 31 December 2007 6,877 6,877 3,496 10,373

The total authorised and issued number of ordinary shares is 6,877 thousand shares (2006: 6,877 thousand shares; 2005: 6,000
thousand shares) with a par value of LVL 1 per share (2006: LVL 1 per share, 2005: LVL 1 per share). All issued shares are fully
paid. There is no share options in any of the years presented. On 11 August 2005 877 thousand shares at par value of LYL 1 per
share were issued. Total issue price was LVL 4,373 thousand. All issued shares were purchased by cash contribution.
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14, Trade and other payables

2007 2006 2005

Trade payables 75,629 49,300 47,285
Social security and other taxes 983 789 832
Unpaid dividends 3,454 - 50
Other 39 206 12
Accrued expenses 1,858 1,320 101
81,963 51,615 48,280

The carrying amounts of the Company’s trade payables are denominated in the following currencies:

2007 2006 2005

LVL 380 244 85
usp 72,559 47,099 44,390
EUR 977 742 998
SKK 691 661 1,325
SIT 44 40 116
HRK 192 244 127
Other currencies 786 270 244
75,629 49,300 47,285

Terms and conditions of the above financial liabilities:

- Trade payables are non-interest bearing and normally have 30 to 45 day terms.

- QOther payables are non-interested bearing and have an average term of 30-day terms.
- Interest payable is normally settled monthly throughout the financial year.

- For terms and conditions relating to related parties, refer to Note 28.
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15. Borrowings

Interest-bearing loans and borrowings

Current

Obligations under finance lease
and hire purchase contracts

Bank overdrafts

Credit line from AS DnB Nord
Banka (Latvia)

Credit line from AS SEB Latvijas
Unibanka (Latvia)

Credit line from Ludova bank
(Slovakia)

Credit line from Vieobecna
uverova bank (Slovakia)

Credit line from UniCredit Tirtac
Bank {Romania)

Credit line from Hypo Alpe-Adria-
Bank d.d (Croatia)

Credit line from HYB {(Romania)

Credit line from AS Eesti Uhispank
(Estonia)

Credit line from DNB Nord
(Lithuania)

Credit line from AB Vilniaus Bankas
{Lithuania}

Credit line from Vereins und
Westbank Vilniaus skyrius (Lithuania)

Other loans:

Loan from AS DnB Nord Banka
{Latvia)

Loan from SKB bank (Slovenia)

EUR Loan from SKB bank
{Slavenia)

Loan from Novofjubljanska bank
{Slovenia)

Loan from ELBACOMP D.0.0.

Credit cards

Non-current

Ohligations under finance lease
and hire purchase contracts

Other loans:
Bonds

ELKO GRUPA JSC
Consolidated financial stataments
For the year anded 31 Dacambar 2007
{All amounts in LVL theusands unless otherwise stated)

Notes to the consolidated financial statements (continued)

Effective
Interest rate %

EURIBOR + 1.4%

Usk 3 month
LIBOR + 0.75%
UsD 12 month
LIBOR + 1.45 %
USD 1 month fixed
LIBOR + 0,55%
USD 1 month fixed
LIBOR + 0,4%

LIBOR +1.6%

9,5% vearly

RIBOR +2.85%
(9.54%)

5.5%
Libor +1,3%
EURIBOR+2%

EURIBOR+2%

10% p.a {fixed
interest rate)
0.05522

0.05522
0,45% quarterly

3.33%
0%

EURIBOR + 1.4%

10% p.a {fixed
interest rate)

Maturity

2008

29.05.2008
30.06.2006
30.04.2008
12.12.2006
15.05.2008
15.01.2006
26.11.2006
04.04.2006
01.12.2008

10.03.2006

10.03.2006

29.09.2008
14.11,2008

03.12,2008

17.03.2008
20.12.2007
2007

28.11.2011

29.11.2010

2007 2006 2005
82 57 39
35,265 29,975 -
6,183

595 1,193 -

- - 1,424
1,286 - -
- - 264

- 325 8

- 3 117
2,140 2,003 -
- - 658

- - 375
2,420 - -
450 - 618
141 - -

- - 323

- 232 538

- 1 -
42,419 33,789 10,547
131 107 76
4,568 - -
4,699 107 76
47,118 33,896 10,623
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15. Borrowings (continued)

Non-current
Finance lease liabilities

Other barrowings

Current

Bank borrowings
Finance lease liabilities
Other borrowings

Total borrowings

The carrying amounts of the Group’s borrowings are denominated In the following currencies;

LVL
usp
EUR
LTL
SIT
SKK
HRK
EEK
RON

2007 2006 2005
131 107 76
4,568 - .
4,699 107 76
42,337 33,500 9,970
82 57 39

- 232 538
42,419 33,789 10,547
47,118 33,896 10,623
2007 2006 2005

- . 520
39,566 31,494 7,607
7,548 1,948 2,089

- 208 -

- 231 18

4 11 -

- - 264

- 4 117

- - 8
47,118 33,896 10,623

The effective interest rate on the USD denominated borrowings as at 31 December 2007 was 6.17% (2006: 6.22%; 2005:
5.12%;). The effective interest rate on the EUR denominated borrowings as at 31 December 2007 was 6.91% (2006: 5.07%;
2005: 3.88%). The effective interest rate on the other currencies denominated borrowings as at 31 December was 19% (2006:

4,65%; 2005: 6.50%).

The exposure of the Group’s borrowings to interest rate changes and the contractual repricing dates at the balance sheet dates

are as follows:

6 months or less
6-12 months
1-5 years

2007 2006 2005
1,881 31,498 7,540
40,538 2,291 3,007
4,699 107 76
47,118 33,896 10,623
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15. Borrowings (continued)

Bank borrowings
The Group has the following bank borrowings:

2007 2006 2005

Credit line from AS DnB Nord Banka (Latvia) 35,265 29,875 -
Loan from AS DnB Nord Banka (Latvia) 2,420 - -
Credit line from AS SEB Latvijas Unibanka (Latvia) - - 6,183
Loan from Novaljubljanska bank (Slovenia) - - 323
Loan from SKB bank (Slovenia) 631 - 518
Credit line from VSeobecna uverova bank (Slovakia) - - 1,424
Credit line from Ludova bank (Stovakia) 595 1,193 -
Credit line from AB Vilniaus Bankas (Lithuania} - - 658
Credit line from Vereins und Westbank Vilniaus skyrius } ) 375

(Lithuania)

Credit line from DNB Nord (Lithuania) 2,140 2,003 -
Credit line from AS Eesti Uhispank (Estonia) - 3 117
Credit line from Hypo Alpe-Adria-Bank d.d {Croatia) - - 264
Credit line from HVB {Romania) - 325 8
Credit line from UniCredit Tiriac Bank {(Romania} 1,286 - -
Credit cards - 1 -
42,337 33,500 9,970

Most of the borrowings are provided in a form of bank credit lines amounting to LVL 42,337 thousand (2006: LVL 33,500
thousand; 2005: LVL 9,970 thousand). Borrowings are secured by property, plant and equipment, intangible assets, trade
receivables and inventory (Notes 7, 8, 10 and 11}). The fair value of current borrowings approximates their carrying amount, as
they bear floating interest rates and the impact of discounting is not significant. The effective interest rate on the bank

borrowings as at 31 December 2007 was 6.23 % (2006: 6.15%; 2005; 4.99%).

The Group has the following undrawn borrowing facilities:

31.12.2007 31.12.2006 31.12.2005

Credit line limit 47,628 35,206 11,614
Credit line used {42,337) (33,500 (9,970)
5,291 1,706 1,644
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15. Borrowings (continued)

Finance leases
The present value of finance lease liabilities is as follows:

2007 2006 2005
Mo later than 1 year 82 57 39
Later than 1 year and no later than 5 years 130 107 76
212 164 115
Finance lease liabilities — minimum lease payments:
No later than 1 year 86 59 41
Later than 1 year and no later than 5 years 137 113 80
273 172 121
Future finarice charges on finance costs {11} (8) )]
Present value of finance lease liabilities 212 164 115
The effective interest rate on the finance leases as at 31 December 2007 was 5.61 % (2006: 4.55%; 2005; 3.97%).
Other berrowings
The Group has the following other borrowings:
2007 2006 2005
Long-term portion
Bonds 4,568 - -
4,568 - -
Short-term portion
Factoring - - 520
Borrowing from related party (see Note 28) - 232 18
- 232 538
4,568 232 538

The Company has no factoring arrangements for receivables at the balance sheet date. The effective interest rate on the

factoring as at 31 December was 4.65% in 2005.

The effective interest rate on the loan from related party as at 31 December 2006 was 3.40%; (2005: 3.73%). In 2007 there

was na loan from the related party.

16. Provisions

2007 2006 2005
Beginning of year 216 129 157
Charged / (credited) to the income statement:
— Additional provisions 28 105 1
— Used during year (133) (18) {29)
End of year 111 216 129

Provisions represent expected costs with regards to handling warranty process of the sold goods.
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17. Deferred income tax

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against
current tax liabilities and when the deferred income taxes relate to the same fiscal authority. The offset amounts are as follows:

2007 2006 2005
Deferred income tax assets:
- Deferred income tax asset to be recovered after more ®) ) i
12 months
- geof:tr'rjzd income tax asset to be recovered within 12 (19) 3) i
(27) (10) -
Deferred Income tax liabilities:
— Deferred income tax liability to be recovered after 21 4 6
more than 12 months
- Deferred income tax liability to be recovered within 12 4 @) ’
manths
25 2 7
Deferred income tax assets {13) (10) -
Deferred income tax liabilities 11 2 7
The gross movement on the deferred income tax account is as follows:
2007 2006 2005
Deferred tax assets at the beginning of the year (10) - -
Deferred tax liabilities at the beginning of the year 2 7 9
Net gain on foreign exchange - (2) -
Income statement charge (Note 24) 6 (13} (2)
Deferred tax assets at the end of the year (13) (10) -
Deferred tax liabilities at the end of the year 11 2 7
Deferred tax liabilities and assets
Accelerated tax Other Total
depreciation
At 1 January 2005 12 3 9
Credited to the income statement 3 (5) (2)
At 31 December 2005 15 (8) 7
At 1 January 2006 15 (8} 7
Charged / {credited) to the income statement (13) (2) (15)
At 31 December 2006 2 (10) (8)
At 1 January 2007 2 (10) (®)
Credited to the income statement 23 (17) 6
At 31 December 2007 25 (27) (@)

The Group did not recognise deferred income tax assets of LVL 164 thousand at 31 December 2007 (2006: LVL 75 thousand;
2005: LVL 39 thousand) in respect of losses amounting to LVL 402 thousand (2006: LVL 496 thousand; 2005: LVL 229
thousand) that can be carried forward against future taxable income.
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18. Revenue

2007 2006 2005

Desktop components 280,983 208,833 226,113
Notebooks 147,324 70,269 42,393
Monitors 35,342 37,987 35,845
Peripherals 6,208 8,248 7,672
Consumer and multimedia 32,074 14,171 10,867
Solution products 23,097 17,135 15,403
525,028 356,643 338,293

19. Expenses by nature

2007 2006 2005

Trade inventory sold 497,119 335,783 324,851
Employee benefit expense 4,019 3,154 2,625
Depreciation and amortisation charges (Notes 7, 8) 199 197 212
Transportation expenses 813 416 564
Advertising costs 260 206 254
Rent and office maintenance expenses 601 470 507
Professional fees 865 214 354
Write-off of damaged goods 355 560 227
DOther expenses 1,582 1,365 1,135
505,813 342,365 330,729

20. Employee benefit expenses

2007 2006 2005

Wages and salaries 3,230 2,482 1,885
Social security costs 688 571 485
Cther employment benefits 101 10 255
4,019 3,154 2,625

Employees involved in the sales functions are a subject to a partial variable remuneration based on the sales performance.

In accordance with the legislation of respective countries 30.17 % (2006: 30.17%; 2005: 30.3%) of the Social security costs are

used to fund the state defined contribution pension systems.

21. Other income

2007 2006 2005

Income from services provided 1,245 1,225 791
Gain from disposal of fixed assets 16 8 14
Other income 101 984 888
1,362 2,217 1,693

37




ELKQ GRUPA JSC

Consolidat

d financial

143

Far the year ended 31 December 2007

{All amounts in LVL thousands unloss otherwise statad)

Notes to the consolidated financial statements (continued)

22, Other expenses

Direct aperating expenses arising on providing services
Penalties and similar expenses
Loss from foreign exchange influence

Gther expenses

23, Finance income and costs

Interest expense:

— Bank borrowings
= QOther interests

Loss from changes in the fair value of derivative financial
instruments (Note 9)

Net losses on fareign exchange

Finance costs

Finance income:

— Interest income ¢n short-term bank deposits
~ Received penalties

— Other interest income

Gain an changes in the fair value of derivative financial
instruments (Note 9}

Net gain on foreign exchange

Finance income

Net finance costs

2007 2006 2005
132 77 31

223 3 1

232 - -

107 29 80
694 109 112
2007 2006 2005
(2,067) (1,047) (496)
{21) (15) (8)
(20) (154) -

- - (608)
(2,108) (1,216} (1,112)
46 5 2

19 18 16

16 6 8

- 114 .

81 143 26
(2,027) (1,073) (1,086)
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Notes to the consolidated financial statements (continued)

24. Income tax expense

2007 2006 2005
Current tax 1,439 967 623
Deferred tax (Note 17) 6 (13) (2)
1,445 954 621

The tax charge differs from the theoretical amount that would arise using the tax rate applicable to the Company to the Group’s
profit before tax as follows:

Profit before tax 17,856 15,313 8,059
‘crszna:y ﬁ:; :;n::;;ic rates applicable to profits in the 1,458 952 629
Incame not subject to tax (70} (24) (26)
Expenses not deductible for tax purposes 110 52 59
Tax discount for donations (53) (26} (41)
Tax charge 1,445 954 621

The weighted average applicable tax rate was 8.1% (2006: 6.2%; 2005: 7.7%). The decrease is caused by a change in the
profitability of the Group’s subsidiaries in the respective countries.

25, Earnings per share
The Company has na dilutive potential shares therefore diluted earnings per share are equal to basic earning per share.

Basic earnings per share are calculated by dividing the profit attributable to equity holders of the Company by the weighted
average number of ordinary shares in issue during the year, There were no treasury shares.

2007 2006 2005
Profit attributable to equity holders of the Company 15,727 13,979 7,227
. " h -
Weighted average number of ordinary shares in issue 6,877 6,877 6343
(thousands)
Basic earnings per share (LVL per share) 2.29 2.03 1.14

26. Dividends per share

The dividends paid in 2007 were LVL 5,648 thousand (LVL 0.82 per share); 2006: LVL 2,092 thousand (LVL 0.30 per share);
2005: LVL 2,356 thousand (LVL .39 per share). A dividend in respect of the year ended 31 December 2007 of LVL 0.44 per
share, amounting to a total dividend of LVL 3,000 thousand, is to be proposed at the Annual General Meeting on 18 April 2008.
These financial statements do not reflect this dividend payable.
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Notes to the consolidated financial statements (continued)

27. Cash used in operations

2007 2006 2005
Profit before income tax 17,856 15,313 8,059
Adjustments far;
— Depreciation (Note 7) 186 186 166
— Amortisation {Note 8) 13 11 46
— Profit on disposal of property, plant and equipment {see (16) (8) (14)

below)
— Interest and similar income (81) {143) {26)
- Interest and similar expenses 2,098 1,216 1,112
Changes in working capital (exciuding the effects of
exchange differences on consclidation):

- Inventories 7,799 {16,819} {51,198)
~  Trade and other receivables (59,235) (21,379} 9,905
~ Trade and other payables 25,013 1,834 26,828
Cash used in operations (6,367) {19,789) (5,122)
In the cash flow statement, proceeds from sale of property, plant and equipment comprise:

2007 2006 2005
Net book amount (Note 7) 18 57 5
Profit on disposal of property, plant and equipment 16 8 14
Praceeds from disposal of property, plant and equipment 34 65 19

28. Related-party transactions
There are no ultimate controlling parties of the Group. The shareholders of the Company are as foilows:
% for Share Capital
2007 2006 2005

Egons Mednis, President of Company 9.6 9.6 9.7
Andris Putans, Chairman of the Council 9.8 9.8 9.9
Eriks Strods, Member of the Council 9.1 9.1 9.3
Kaspars Viskints, Member of the Council 9.8 9.8 9.9
IT Investicijas, A/S, domiciled in Latvia 35.2 35.2 35.7
East Capital Asset Management AB, domiciled in Sweden 8.8 8.8 8.5
Amber Trust II 5.C.A,, domiciled in Luxemburg 17.7 17.7 17.0

(a} Key management compensation

The members of the Council do not receive any remuneration. The members of the Board of Directors were entitled to a
remuneration of LVL 514 thousand (2006: LVL 367 thousand; 2005: LVL 433 thousand}.

2007 2006 2005

The Board members’ remuneration:
- salary expenses 397 301 350
- social insurance 117 66 83
514 367 433
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Notes to the consolidated financial statements (continued)

28. Related-party transactions (continued)

(b)Transactions with related parties:
The payables to related parties arise mainly from operating lease transactions. Particularly, rental services LVL 218 thousand

(2006: LYL 124 thousand; 2005: LVL 100 thousand) were bought from an entity controlled by some of the shareholders of the
Company. The outstanding accounts payable as of the balance sheet date are LVL 5 thousand (2006: LVL 4 thousand; 2005: LVL

2 thousand).

The Company has entered into an agreement with related party AST BALTS for rent of warehousing and office space. The given
premises are in a construction process with expected completion in stages during 2008 and 2009. 1In 2007 the Company has

done a prepayment in the amount of LVL 248 thousand.

In 2006, the Group’s borrowings included a loan advanced from ELBACOMP D.0.0. to ELKOTEX D.0.Q in the amount of LVL 232
thousand {2005: LVL 18 thousand}). The director of ELKOTEX D.0.0 has controlling interest In ELBACOMP D.0.0. The loan had
3.40% (2005: 3.73%) annual interest rate. By the end of the financial year 2007, the loan was settled.

There were no sales to related parties in any of the years presented. There were no receivables from or loans or guarantees
issued to related parties at any balance sheet date presented.

29, Commitments

The Group leases various offices and warehouses under cancellable operating lease agreements. Should the Group dedide to
terminate these agreements, it is required 10 give one menth notice. There are no further penalty payments required.

The Group has no capitat commitments at the balance sheet date.

30. Issued guarantees and pledges

AJS DnB NORD Banka with mediation of DnB NOR Bank ASA has issued guarantee in the amount of USD 4,000 thousand in
favour of INTEL INTERNATIONAL B.V. Guarantee serves as a partia! security of A/S ELKO GRUPA purchases on credit to INTEL

INTERNATIONAL B.V.

A/S DnB NORD Banka with mediation of DnB NOR Bank ASA has issued a stand by letter of credit in the amount of USD 3,000
thousand in favour of ASUS Technology PTE LTD. The letter of credit serves as a partial security of A/S ELXO GRUPA purchases

on credit to ASUS Technglogy PTE LTD.
For piedges see Note 7, Note B, Note 10, Note 11 and Note 15.

31. Subsequent events

There are no subsequent events since the last date of the reporting year, which would have a significant effect on the financial
position of the Group as at 31 December 2007.
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INDEPENDENT AUDITOR'S REPORT
To the shareholders of AS Elko Grupa

Report on the Financial Statements

We have audited the accompanying 2007 consolidated financial statemenis of AS Elko Grupa, and its subsidiaries (the “Group”), which
are set out on pages 3 through 41 and which comprise the consofidated balance sheet as at 31 December 2007, the consolidated
statements of income, changes in equity and consoiidated cash flows for the year then ended, and a summary of significant accountng
policies and other explanatory notes.

Management's Responsibility for the Financial Statements

The Group’s management is responsibie for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards, as adopted by EU, This responsibility includes: designing, implementing and maintaining
internal control relevant to the preparation and fair presentation of financiai statements that are frae from material misstatement, whether
due to fraud or error; selecting and appiying appropriate accounting poficies; and making accounting estimates that are reasonable in
the circumstances,

Auditors Responsibility

Qur responsibitity is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with
international Standards on Auditing. Those standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance whether the financial statements are free from material misstatement,

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

We believe that the audit evigence we have obtained is sufficient and apprapriate to provide a basis for our audit opinion,
Opinion
In our opinion, the financial statements referred to above give a fue and fair view of the financial position of the Group as of

31 December 2007, and of its financial performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards, as adopted by EU.

Emphasis of Matter

Without qualifying our opinion, we draw attention to Note 3.1. (4) to the consolidated financial statements which indicates legislative risk
of the Group in relation to its import of products into Russia and Ukraine. The operations of the Group and its financial position and
financial performance may significantly be affected by future changes in interpretation and enforcement of tax tegisiation by the Russian
or Ukrainian tax authorities.
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