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STATEMENT BY DIRECTOR AND MANAGEMENT

I, Ganhuyag Ch. Hutagt, being one of the directors of XACBANK LLC ("the Bank"), and Delgerjargal
Bayanjargal, being the officer primarily responsible for the financial management of the Bank, do
hereby state that, in our opinion, the accompanying financial statements set out on pages 4 to 51 give a
true and fair view of the financia position of the Bank as at 31 December 2006 and of its financia
performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards.

Ganhuyag Ch. Hutagt Delgerjargal Bayanjargal
(Chief Executive Officer) (Chief Financia Officer)

Ulaanbaatar, Mongolia
29, March 2007



REPORT OF THE INDEPENDENT AUDITORS
Tothe Shareholdersof XacBank LLC

We have audited the accompanyingfinancia statementsof XacBank LLC as at 31 December 2006
set out on pages 4 to 51.

Management's Responsibility for the Financial Statements

Managementis responsiblefor the preparation and fair presentation of these financial statementsin
accordance with International Financial Reporting Standards. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statementsthat are free from material misstatement, whether due to fraud
or error; selecting and applying appropriate accounting policies; and making accounting estimates
that are reasonable in the circumstances

Auditors Responsibility

It is our responsibility to form an independent opinion, based on our audit, on the financial
statements and to report our opinion to you, as a body in accordance with Article 91 of Company
Law of Mongoliaand for no other purpose. We do not assume responsibility to any other person
for the content of this report.

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
reasonabl e assurance whether the financial statements are free from material misstatement.

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

We believethat the audit evidencewe have obtained is sufficient and appropriate to provide a basis
for our audit opinion.



REPORT OF THE INDEPENDENT AUDITORS (CONTD.)
Tothe Shareholdersof XacBank LLC

Opinion
In our opinion, the financial statements give a true and fair view of the financial position of the

Bank as at 31 December 2006, and of its financia performanceand its cash flowsfor the year then
ended in accordance with International Financial Reporting Standards.

Ulaanbaatar, Mongolia



XacBank LLC

INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2006

Note
Interest and similar income 3
Interest and similar expenses 4
Net interest income
Non-interest income 5
Operating income
Operating expenses 6
Profit beforeimpair ment losses
(Impairment losses)/Write back of
impairment losses 7
Grant income 22
Grant expenses 22
Profit befor e taxation
Taxation 8

Profit for theyear attributable to equity
holder s of the Bank

2006 2005
MNT '000 MNT '000
14,595,145 9,834,002
(6,205,888) (4,258,189)
8,389,257 5,575,813
1,302,524 875,585
9,691,781 6,451,398
(6,724,769) (4,444,193)
2,967,012 2,007,205
(397,439) 135,461
83,803 227,558
(83,803) (227,558)
2,569,573 2,142,666
(796,421) (653,739)
1,773,152 1,488,928

The accompanying notes form an integral part of the financial statements.



XacBank LLC

BALANCE SHEET ASAT 31 DECEMBER 2006

ASSETS

Cash and short term funds

Deposits and placements with other banks
and financia institutions

Financia investments

L oans and advances

Other assets

Property, plant and equipment

Intangible assets

TOTAL ASSETS

LIABILITIES

Deposits from customers

Deposits from local financial institutions
Loans from local financial institutions
Loans from foreign financial institutions
Loans from the Bank of Mongolia and
government agencies

Deferred grants

Other liabilities

Tax payable

TOTAL LIABILITIES

Note

10

11
12
13
14
15
16

17
18
19
20

21
22
23

EQUITY ATTRIBUTABLE TO EQUITY HOLDERS

OF THE BANK

Ordinary shares
Share premium
Other reserves
Retained profits
TOTAL EQUITY

TOTAL EQUITY AND LIABILITIES

24

25

2006 2005
MNT '000 MNT '000
5,301,179 2,100,229
13,492,176 10,141,200
500 1,105,366
60,350,085 38,597,470
1,422,422 1,230,830
7,978,334 5,919,929
376,876 112,756
88,921,572 59,207,780
43,007,055 31,396,813
4,080,959 2,800,917
- 1,305,167
26,264,286 10,178,109
3,889,314 3,336,197
160,629 126,864
409,858 312,466
240,718 205,646
78,052,819 49,662,179
8,034,200 8,034,200
8,551 8,551
1,052,792 13,864
1,773,210 1,488,986
10,868,753 9,545,601
88,921,572 59,207,780

The accompanying notes form an integral part of the financial statements.



XacBank LLC

STATEMENT OF CHANGESIN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2006

Non-
distributable <—— Distributable—»
Ordinary Share Other Retained
Note shares premium reserves profits Total

MNT '000 MNT '000  MNT '000 MNT '000 MNT '000
At 1 January 2005 4,205,530 8,551 13,864 631,907 4,859,852
Profit for the year - - - 1,488,928 1,488,928
Issuance of ordinary shares 3,324,750 - - - 3,324,750
Dividends capitalised to
ordinary shares 9 503,920 - - (503,920) -
Dividends 9 - - - (127,929) (127,929)
At 31 December 2005 8,034,200 8,551 13,864 1,488,986 9,545,601
Profit for the year - - - 1,773,152 1,773,152
Transfer to other reserves 25 - 1,038,928 (1,038,928) -
Dividends 9 - - - (450,000) (450,000)
At 31 December 2006 8,034,200 8,551 1,052,792 1,773,210 10,868,753

The accompanying notes form an integral part of the financial statements.



XacBank LLC

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2006

CASH FLOWSFROM OPERATING ACTIVITIES
Profit before taxation
Adjustments for: -
Depreciation of property, plant and equipment
Amortisation of intangible assets
Net impairment losses/(written back) for loans and advances
Impairment of other assets
Impairment written back of financial investments
Loss on disposal of property, plant and equipment
Amortisation of deferred grants

Operating profit before working capital changes
Changesin operating assets. -
Loans and advances
Other assets
Changesin operating liabilities: -
Deposits from customers
Deposits from local financial institutions
Other liabilities

Cash (used in)/generated from operations
Income tax paid
Net cash flow (used in)/generated from operating activities

CASH FLOWSFROM INVESTING ACTIVITIES
Net decrease/(increase) in financial investments
Proceeds on disposal of property, plant and equipment
Purchase of property, plant and equipment
Purchase of intangible assets

Net cash flow used in investing activities

CASH FLOWSFROM FINANCING ACTIVITIES
Proceeds from issuance of ordinary shares
Net drawdown of loans from local and foreign
financial institutions
Net drawdown of loans from the Bank of Mongolia and
government agencies
Deferred grants received
Dividends paid
Net cash flow generated from financing activities

Net increasein cash and cash equivalents

Cash and cash equivalents brought forward (Note 26)
Cash and cash equivalents carried forward (Note 26)

The accompanying notes form an integral part of the financial statements.

2006 2005

MNT '000 MNT '000
2,569,573 2,142,666
544,697 409,941
66,181 2,427
387,118 (130,469)
10,321 1,053
- (6,045)
9,613 6,255
(83,803) (227,558)
3,503,700 2,198,270
(22,139,733)  (17,774,817)
(201,913) (422,098)
11,610,242 15,201,730
1,280,042 1,818,650
97,333 445,294
(5,850,329) 1,467,029
(761,349) (478,995)
(6,611,678) 988,034
1,104,866 (133,947)
75,793 120,429
(2,688,508) (4,019,047)
(330,301) (115,183)
(1,838,150 (4,147,748)
- 3,324,750
14,781,010 3,660,082
553,117 1,671,236
117,568 222,512
(449,941) (126,839)
15,001,754 8,751,741
6,551,926 5,592,027
12,241,429 6,649,402
18,793,355 12,241,429




XacBank LLC

NOTESTO THE FINANCIAL STATEMENTS- 31 DECEMBER 2006

21

CORPORATE INFORMATION

The Bank is principally engaged in the business of provision of banking and financial services
pursuant to License No. 24 issued by the Bank of Mongolia. There have been no significant
changes in the nature of these activities during the year.

The Bank is a limited liability company, incorporated and domiciledin Mongolia. The registered
address and the principal place of business of the Bank is XacBank Building, Prime Minister
Amar's Street, Suhbaatar District, Ulaanbaatar, Mongolia.

The holding company of the Bank is XAC-GE LLC, which is incorporated in Mongolia. The
shareholders of the holding company are:

* Mercy Corps

* MicroVest 1, LP

e TuushinLLC

* Shorecap International LTD
*EITLLC

* Triodos Fair Share Fund

» Stichting Triodos Doen

* Open Society Forum

* Newcom LLC

» Mongolian Women's Federation

* Rotary Club of Ulaanbaatar

* CYDAN SCC

* Employees of XAC-GE LLC and XacBank LLC
* Liberal Women's Intellectual Pool

These financial statements of the Bank for the year ended 31 December 2006 were authorised for
issue by the Board of Directorsin accordance with aresolution of the directors on 29, March. 2007

ACCOUNTING POLICIES

BASIS OF PREPARATION

These financial statements have been prepared in accordance with International Financial Reportir
Standards.

The financial statements have been prepared under the historical cost basis, except for revaluation
of certain financial instruments. The financial statements are presented in the Mongolian Tugrug,
which is denoted by the symbol MNT, rounded to the nearest thousand, except when otherwise
indicated.



22 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(@)

(b)

(©)

(d)

Interest income and expense

Interest income and expense for all interest-bearing financial instruments except those
classifiedas held for trading or designatedat fair value are recognisedin "Interest and similar
income" and "Interest and similar expenses' in the income statement using the effective
interest rates of the financial assets or financial liabilities to which they relate. Interest
incomeis recognised in the income statement as it accrued, except in the case of impaired
loans and advances. Interest on impaired financial assets is recognised at the original
effective interest rate of the financial assets applied to the impaired carrying amount.

Fees and commission income

Fees and commissionincome derived by the Bank relate mainly to card service, application,
transaction, money transfer service, and other fees. Fees and commission are generally
recognised on an accrual basis when service has been provided.

Foreign currenciestrandation

The financial statements are presented in Mongolian Tugrug, which is the Bank's functional
and presentation currency. Transactions in foreign currencies are initially recorded at the
rates ruling at the date of the transaction. Foreign currency monetary assets and liabilitiesare
trandated at the exchangerates ruling at the balance sheet date. All exchangedifferencesare
taken to profit or loss. Non-monetary itemsthat are measured in terms of historical cost in a
foreign currency are translated using the exchange rates as at the dates of the initia
transactions. Non-monetary items measured at fair value in a foreign currency are trand ated
using the exchange rates at the date when the fair value was determined.

Income tax

The Bank provides for current income tax based on its income for financial reporting
purposes, adjusted for items which are not assessable or deductiblefor incometax purpose,
in accordance with the regulations of the Mongolian Government and is measured using the
tax rates that have been enacted at the balance sheet date

Deferred tax is provided for, using the liability method, on temporary differences at the
balance sheet date between the tax bases of assets and liabilitiesand their carrying amounts
in the financia statements. In principle, deferred tax liabilitiesare recognisedfor all taxable
temporary differences and deferred tax assets are recognised for all deductible temporary
differences, unused tax losses and unused tax credits to the extent that it is probable that
taxable profit will be available against which the deductible temporary differences, unused
tax losses and unused tax credits can be utilised. Deferred tax is not recognised if the
temporary differencearises from goodwill or negativegoodwill or from the initial recognition
of an asset or liability in a transaction whichis not a business combinationand at the time of
the transaction, affects neither accounting profit nor taxable profit



2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)

(d)

(€)

(f)

Incometax (Contd.)

Deferred tax is measured at the tax rates that are expected to apply in the period when the
asset is realised or the liability is settled, based on tax rates that have been enacted or
substantively enacted at the balance sheet date. Deferred tax is recognised in the income
statement, except when it arises from a transaction which is recognised directly in equity, in
which case the deferred tax is also recognised directly in equity, or when it arises from a
business combinationthat is an acquisition, in which case the deferredtax is includedin the
resulting goodwill or negative goodwill.

Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalentsconsist of cash and
short term funds, deposits and placements with other banks and financial institutions.

I nvestments and other financial assets

Financial assets within the scope of IAS 39 are classified as either financial assets at fair
value through profit or loss, loans and receivables, held-to-maturity investments, and
available-for-sale financial assets, as appropriate. Financial assets are initially measured at
fair valueplus, in the case of financial assets not classified at fair value through profit or loss,
directly attributable transaction costs. The Bank determinesthe classification of its financial
assets at initial recognition.

All regular way purchases and sales of financial assets are recognised on the trade date i.e.
the date that the Bank commitsto purchase or sell the asset. Regular way purchases or sales
are purchases or sales of financial assets that require delivery of assets within the period
generally established by regulation or convention in the marketplace.

() Financial assetsat fair value through profit or loss

Financial assets classified as held for trading are included in the category financia
assets at fair value through profit or loss. Financial assets are classified as held for
trading if they are acquired for the purpose of selling in the near term.

In addition, a financial instrument, other than one held for trading, is classifiedin
this category if it meets certain criteria and is so designated by management. This
designation, once made, is irrevocable in respect of the financia instruments to
whichit is made. Financial assets so designated, and financial assets classified as
held for trading, are recognisedinitially at fair value, with transaction costs taken
directly to the income statement, and are subsequently remeasured at fair value.
Gains or losses arising from changesin fair value are recognised in the profit or
loss.

10



2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)

(f)

Investments and other financial assets (Contd.)

(i)

(iii)

(iv)

Held-to-maturity investments

Non-derivative financial assets with fixed or determinable payments and fixed
maturity are classified as held-to-maturity when the Bank has the positiveintention
and ability to hold to maturity. Investmentsintended to be held for an undefined
period are not included in this classification. After initial recognition, held-to-
maturity financial investmentsare subsequently measured at amortised costs using
the effectiveinterest rate method, less allowancefor impairment. The amortisation
is included in “Interest and similar income” in the income statement. The losses
arising from impairment of such investments are recognised in the income
statement under “Impairment losses’.

L oans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. They arise when
the Bank provide money directly to a debtor with no intention of trading the
receivable. After initial recognition, such assets are carried at amortised cost using
the effective interest method, less allowance for impairment. The amortisation is
included in “Interest and similar income” in the income statement. The losses
arising from impairment of such investments are recognised in the income
statement under “Impairment losses’.

Available-for-sale financial assets

Available-for-salefinancial assets are those non-derivativefinancial assets that are
designated as available-for-sale or are not classified in any of the three preceding
categories. After initial recognition, available-for-sale financial assets are
measured at fair value, with fair value changesrecognisedas a separate component
of equity until the asset is derecognised or until the asset is determined to be
impaired, at which time the cumulativegain or loss previously reported in equity is
included in the profit or loss. If, in a subsequent period, the fair value of a debt
instrument classified as available-for-sale increases and the increase can be
objectively related to an event occurring after the impairment loss was recognised
in the income statement, the impairment loss is reversed through the income
statement. Impairment losses on equity instruments previously recognised in the
income statement that are no longer required are reversed through reserves, not
through the income statement.

11



2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)

(9)

(h)

Determination of fair value

The fair value of financial assets that are actively traded in organised financial markets is
determined by referenceto quoted market bid prices at the close of business on the balance
sheet date. For assets where there is no active market, fair value is determined using valuatic
techniques Such techniquesinclude using recent arm's length market transactions; reference
to the current market value of another instrument, whichis substantially the same; discounted
cash flow analysis and option pricing models.

Impair ment of financial assets

The Bank assesses at each balance sheet date whether there is any objective evidencethat a
financial asset or a group of financial assets is impaired. A financial asset or group of
financial assets is deemed to be impaired if, and only if, there is objective evidence of
impairment as a result of one or more loss events that has occurred after the initial
recognition of the assets (an incurred 'loss event’) and that loss event (or events) has an
impact on the estimated future cash flows of the financia asset or the group of financial
assets that can be reliably estimated. Evidenceof impairment may includeindicationsthat the
borrower or a group of borrowers is experiencing significant financial difficulty, default or
delinquency in interest or principal payments, the probability that they will enter bankruptcy
or other financial reorganisation and where observable data indicate that there is a
measurable decrease in the estimated future cash flows, such as changes in economic
conditions that correlate with defaults.

() L oans and advances

For loans and advances carried at amortised cost, the Bank first assesses
individually whether objective evidence of impairment exists for financial assets
that are individually significant, or collectively for financial assets that are not
individually significant. If the Bank determines that no objective evidence of
impairment exists for an individually assessed financial asset, whether significant
or not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is, or
continues to be, recognised are not included in a collective assessment of
impairment.

12



2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)
(h)  Impairment of financial assets (Contd.)

() L oans and advances (Contd.)

If thereis objectiveevidencethat an impairment loss has beenincurred, the amount
of the loss is measured as the difference between the assets carrying amount and
the present value of estimated future cash flows. The carrying amount of the asset
is reduced through the use of an allowance account and the amount of the loss is
recognisedin the income statement. Interest income continuesto be accrued based
on the original effective interest rate of the asset. If, in a subsequent year, the
amount of the estimated impairment |oss decreases because of an event occurring
after the impairment was recognised, the previously recognised impairment loss is
reduced accordingly. The reduction of an imparment loss under these
circumstances is recognised in the income statement in the period in which it

OcCcurs.

The present value of the estimated future cash flowsis discounted at the financial
asset's original effectiveinterest rate. The calculation of the present value of the
estimated future cash flows of a collateralisedfinancial asset reflectsthe cash flows
that may result from foreclosure less costs for obtaining and selling the collateral,

whether or not foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assets are
grouped on the basis of type of the Bank's loan products that considers credit risk
characteristics such as purpose of the loan, type of borrowers and collateral type
and industry. The Bank adopted the basic approach where the impairment losses
are computed on an average of historical loss experience of each risk grouping
over the outstanding balance. Historical |oss experienceis adjusted on the basis of
current observable data to reflect the effects of current conditions that did not affe
the years on which the historical 1oss experienceis based and to removethe effects

of conditionsin the historical period that do not exist currently.

(i) Held-to-maturity financial investments

For held-to-maturity investmentsthe Bank assesses individually whether there is
objectiveevidenceof impairment. If thereis objectiveevidencethat an impairment
loss has been incurred, the amount of the loss is measured as the difference
between the asset's carrying amount and the present value of estimated future cash
flows. The carrying amount of the asset is reduced and the amount of the loss is

recognised in the income statement.

If, in a subsequent year, the amount of the estimated impairment loss decreases
because of an event occurring after the impairment was recognised, any amounts
formerly charged are credited to the "Impairment losses on financial investments'.

13



2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)

(h)

(i)

Impair ment of financial assets (Contd.)
(iii) Available-for-sale financial investments

For available-for-salefinancial investments, the Bank assesses at each balance sheet
date whether there is objective evidence that an investment or a group of
investments isimpaired.

In the case of equity investmentsclassified as available-for-sale, objectiveevidence
would include a significant or prolonged declinein the fair value of the investment
below its cost. Where there is evidence of impairment, the cumulative loss -
measured as the difference between the acquisition cost and the current fair value,
less any impairment loss on that investment previously recognised in the income
statement - is removed from equity and recognised in the income statement.
Impairment losses on equity investments are not reversed through the income
statement; increases in their fair value after impairment are recognised directly in

equity.

In the case of debt instruments classified as available-for-sale, impairment is
assessed based on the same criteria as financial assets carried at amortised cost.
Interest continuesto be accrued at the original effectiveinterest rate on the reduced
carrying amount of the asset and is recorded as part of "Interest and similar
income". If, in a subsequent year, the fair value of a debt instrument increases and
the increase can be objectively related to an event occurring after the impairment
loss was recognised in the income statement, the impairment loss is reversed
through the income statement

Property, plant and equipment

All items of property, plant and equipment are initially recorded at cost. Subsequent costs
are includedin the asset’s carrying amount or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits associated with the item will flow to
the Bank and the cost of the item can be measured reliably. The carrying amount of the
replaced part is derecognised. All other repairs and maintenance are charged to the income
statement during the financial period in which they are incurred.

Subsequent to recognition, property, plant and equipment are stated at cost |ess accumul ated
depreciation and any accumulated impairment |osses.

Assets under construction are not depreciated. Depreciation of other property, plant and
equipment is provided for on a straight-line basis to write off the cost of each asset to its
residual value over the estimated useful life at the following annual rates:

Buildings 40 years
Furniture, fixtures and vehicles 10 years
Computers 5years

14



2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)

(i)

()

(k)

Property, plant and equipment (Contd.)

The residual values, useful life and depreciation method are reviewedat each financial year-
end to ensure that the amount, method and period of depreciation are consistent with
previous estimates and the expected pattern of consumption of the future economic benefits
embodied in the items of property, plant and equipment.

An item of property, plant and equipment is derecognisedupon disposal or when no future
economic benefits are expected from its use or disposal. The difference between the net
disposal proceeds, if any and the net carrying amount is recognised in profit or loss.

Intangible assets

Intangible assets includethe value of computer software and licences, and patents and rights.
Intangible assets acquired separately are measured on initial recognition at cost. Following
initial recognition, intangibleassets are carried at cost less any accumul ated amortisation and
any accumulated impairment | osses.

The useful lives of intangible assets are assessed to be either finite or indefinite. Intangible
assets with finite lives are amortised over the useful economiclife. The amortisation period
and the amortisation method for an intangible asset with a finite useful life are reviewed at
least each financial year-end. Changesin the expected useful life or the expected pattern of
consumptionof future economicbenefitsembodiedin the asset are accounted for by changing
the amortisation period or method, as appropriate, and treated as changes in accounting
estimates. The amortisation expense on intangible assets with finitelivesis recognisedin the
income statement in the expense category consistent with the function of the intangible asset.

Amortisationis calculated using the straight-line method to write down the cost of intangible
assets to their residual values over their estimated useful lives as follows:

Software and licences 3-5 years
Patents and rights 3years

Deposits from customers

Deposits from customers are stated at cost whichis the fair value of the considerationto be
paid in the future for deposits received.

15



2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)

()

(m)

(n)

Impair ment of other assets

The Bank assesses at each balance sheet date whether thereis an indicationthat an asset may
be impaired. If any such indicationexists, or when annual impairment testing for an asset is
required, the Bank makes an estimate of the asset's recoverable amount. An asset's
recoverableamount is the higher of an asset's or cash-generating unit's fair values less costs
to sell and its value in use. Where the carrying amount of an asset exceedsits recoverable
amount, the asset is considered impaired and is written down to its recoverable amount. In
assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset.

An assessment is made at each balance sheet date as to whether there is any indication that
previously recognisedimpairment losses may no longer exist or may have decreased. If such
indication exists, the recoverable amount is estimated. A previously recognised impairment
lossis reversed only if there has been a changein the estimates used to determinethe asset's
recoverable amount since the last impairment loss was recognised. If that is the case the
carrying amount of the asset is increased to its recoverable amount. That increased amount
cannot exceed the carrying amount that would have been determined, net of depreciation, had
no impairment loss been recognised for the asset in prior years. Such reversal is recognised
in profit or loss. After such a reversal the depreciationchargeis adjusted in future periodsto
allocate the asset's revised carrying amount, less any residual value, on a systematic basis
over itsremaining useful life.

Sale and repur chase agreement

Securities sold subject to repurchase agreements (‘'repos) are retained in the financial
statements as available-for-sale or held-for-maturity securities and the counterparty liability
is included in amounts due to other financia institutions or as appropriate. Securities
purchased under agreement to resell (‘reverserepos) are recorded as amount due from other
financia institutionsor as appropriate. The differencebetweenthe sale and repurchase price
is treated as interest and accrued over the life of the repo agreementsusing the effectiveyield
method.

Financial guarantees

In the ordinary course of business, theBank givesfinancial guarantees, consisting of letter of
credit and guarantees to their customers. These guarantees, with the exception of related
premiums, are kept off-balance sheet unless a provision is needed to cover probable losses.
Premiumsreceived are initially recognisedin the financial statementsat fair value, in "Other
liabilities'. Subsequent to initial recognition, the Bank’s liability under each guarantee is
measured at the higher of the amortised premium and the best estimate of expenditure
required to settle any financial obligation arising as aresult of the guarantee.

16



2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)

(n)

(0)

(P)

(@)

Financial guarantees (Contd.)

Any increasein theliability relating to financial guaranteesis taken to the income statement
in"Impairmentlosses’. The premiumreceivedis recognisedin the incomestatement in "Non
interest income" on a straight-line basis over the life of the guarantee.

Grants

Grants are recognised initially in the balance sheet as deferred grants when there is
reasonable assurance that they will be receivable and that the Bank will comply with the
conditions attached to them. Grants that compensate the Bank for expenses incurred are
amortised as revenuein income statement on a systematic basis in the same period in which
the expenses are incurred. Grants that compensate the Bank for the cost of an asset are
recognised in income statement on a systematic basis over the useful life of the asset.

Employee benefits

(i) Short term benefits

Wages, salaries and other salary related expenses are recognised as an expensein the
year in which the associated servicesare rendered by employeesof the Bank. Short term
accumulating compensated absences such as paid annual leave are recognised when
services rendered by employeesthat increase their entitlement to future compensated
absences, and short term non-accumul ating compensated absences such as sick leaveare
recognised when absences occur.

(ii) Defined contribution plans

As required by the law, companiesin Mongolia make contributions to the government
pension scheme, Social and Health Fund. Such contributions are recognised as an
expense in profit or loss as incurred.

(iii) Equity compensation benefits

The Employee Stock Ownership Plan allows the Bank’s staff to hold XAC-GE LLC's
shares through an employeeinvestmenttrust company, EIT LLC. The purchase priceis
at 50% (2005: 30%) of the par value of EIT LLC shares. No change is made to the
Bank’s total share capital and no compensation cost is recognised by the Bank.

Operating leases

L ease paymentsfor operating leases, where substantially all risk and benefitsremain with the
lessor, are charged as an expense in the income statement on a straight-line basis over the
term of the relevant lease
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2.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES(CONTD.)

(r) Financial instruments

Financial instruments are recognisedin the balance sheet when the Bank has becomea party
to the contractual provisions of the instrument. The accounting policies on recognition and
measurement of these items are disclosed in their respective accounting policies.

Financial instruments are classified as liabilities or equity in accordance with the substance
of the contractual arrangement. Interest, dividendsand gains and losses relating to a financial
instrument classified as a liability, are reported as expense or income. Distributions to
holders of financial instruments classified as equity are recognised directly in equity.
Financial instruments are offset when the Bank has a legally enforceableright to offset and
intends to settle either on a net basis or to realise the asset and settle the liability
simultaneously.

(s Equity instruments

Ordinary shares are classified as equity and dividendsare recognisedin equity in the year in
which they are declared.

(t) Financial liabilities
The Bank classifiesits financial liabilities in the following categories:

() financial liabilities at fair value through profit or loss; and
(i) non-trading liabilities.

Financial liabilities classified at fair value through profit or loss are carried at fair value,
with gains and losses from change in fair value recognised through the income statement.
Non-trading liabilities are carried at amortised cost using the effective interest method. A
financial liability is removed or derecognised from the balance sheet when the obligation
specified in the contract is discharged, cancelled or expired.

2.3 CHANGE IN ACCOUNTING POLICIES

The Bank has adopted the following new and amended IFRS and IFRIC interpretations during the
year. Adoptionof these new and amended standards and interpretations does not have any effect
on equity and changes in comparative figures as at 1 January 2006.

* JAS 19 Amendment - Actuarial Gains and Losses, Group Plans and Disclosures,

* 1AS 39 Amendment - Cash Flow Hedge Accounting of Forecast Intragroup Transactions,
* JAS 39 Amendment - The Fair Value Option;

* JAS 39 and IFRS 4 Amendment - Financial Guarantee Contracts;

* |FRS 6 - Exploration for and Evaluation of Mineral Resources;

* |IFRIC 4 - Determining whether an Arrangement contains a L ease.

18



2.3

24

CHANGE IN ACCOUNTING POLICIES(CONTD.)

At the date of authorisation of these financial statements, the following Standards, Amendments
and Interpretations were in issue but not yet effective:

* |FRS 7 - Financial Instruments: Disclosures;

* JAS1- Amendment - Presentation of Financial Statements;
* |FRIC 8 - Scope of IFRS 2;

* |FRIC 9 - Reassessment of Embedded Derivatives,

* |IFRIC 10 - Interim Financial Reporting and Impairment;

* IFRIC 11 - IFRS 2 Group and Treasury Share Transactions;
* |FRIC 12 - Service Concessions Arrangement.

The directors anticipate that the adoption of these Standards, Amendmentsand Interpretations in
the financial year ended 31 December 2007 will have no material impact on the financia
statements of the Bank. They will however give rise to additional disclosures.

SIGNIFICANT ACCOUNTING JUDGMENTSAND ESTIMATES

In the process of applying the Bank's accounting policies, management has used its judgmentsand
made estimates in determining the amounts recognised in the financial statements. The most
significant use of judgments and estimates are as follows:

Impair ment losses on loans and advances

The Bank reviews its problem loans and advances at each reporting date to assess whether an
allowance for impairment should be recorded in the income statement. In particular, judgment by
management is required in the estimation of the amount and timing of future cash flows when
determining the level of allowance required. Such estimates are based on assumptions about a
number of factors and actual results may differ, resulting in future changes to the allowance.

In addition to specific allowanceagainst individually significant loans and advances, the Bank also
makes a collective impairment allowance against exposures which, although not specifically
identified as requiring a specific allowance, have a greater risk of default that when originaly
granted. This takes into consideration factors such as any deterioration in industry risk and
technologica obsolescence, as well as identified structural weaknesses or deterioration in cash
flows.
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INTEREST AND SIMILAR INCOME

L oans and advances

Deposits and placements with other banks and
financial institutions

Financia investments - available-for-sale

INTEREST AND SIMILAR EXPENSES

Current account
Time and demand deposits

Deposits and placements of financia institutions
Loans from local and foreign financial institutions and

government agencies

NON-INTEREST INCOME

Fees and commission income:

Card service fees

Deposit account maintenance and service fees
Loan application fees

Money transfer fees

Other feesincome

Less: Feesand commission expenses

Other income:

Realised foreign currencies gain
Unrealised foreign currencies gain
Rental income

Income from penalties

Recovery of bad loans

Other operating income

Total non-interest incomt
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2006 2005
MNT 000 MNT ‘000
13,867,013 9,413,196
595,875 308,813
132,257 111,093
14,595,145 9,834,002
2006 2005
MNT 000 MNT ‘000
101,206 15,774
3,956,379 2,782,966
212,244 279,382
1,936,059 1,180,067
6,205,333 4,258,189
2006 2005
MNT '000 MNT '000
114,616 31,933
105,640 81,279
501,256 386,630
153,425 97,376
259,267 133,414
1,134,204 730,632
(76,097) (49,593)
1,058,107 681,039
111,914 80,602
22,345 26,974
70,872 64,493
692 763
2,626 1,568
35,968 20,146
244,817 194,546
1,302,524 875,585




OPERATING EXPENSES

Advertising

Amortisation of intangible assets (Note 16)
Armoured guard and security

Businesstrips

Cash collection service

Communication

Computer expenses

Depreciation of property, plant and equipment (Note 15)
Entertainment

Insurance expense

L oans collection expenses

Maintenance of property, plant and egquipment
Membership and audit expenses

Other operating expenses

Staff costs *

Rental expenses

Stationery

Transportation and fuel supplies

Utilities

Staff costs
Salaries, incentives and allowances

Contribution to socia and health fund
Training

IMPAIRMENT LOSSES/(WRITE BACK OF IMPAIRMENT LOSSES)

L oans and advances
Foreclosure properties
Other receivables
Financial investments
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2006 2005
MNT ‘000 MNT ‘000
218,499 137,057
66,181 2427
252,907 51,341
399,215 357,093
809 108
371,237 211,502
20,484 6,289
544,697 409,941
161,032 107,583
29,798 23,860
5,547 5,259
71,39 26,852
87,880 71,041
483,059 318,996
2,975,312 1,987,091
355,683 211,728
245,613 200,703
304,305 220,237
131,115 95,085
6,724,769 4,444,193
2,492,526 1,663,095
476,907 318,512
5,879 5,484
2,975,312 1,987,001
2006 2005
MNT '000 MNT '000
387,118 (130,469)
10,321 98
- 955
- (6,045)
397,439 (135,461)




TAXATION

2006 2005
MNT '000 MNT '000
Current income tax:
Based on results for the year 796,421 653,738

The Bank provides for incometaxes on the basis of its income for financial reporting purposes,
adjusted for itemswhich are not assessable or deductiblefor incometax purposes. The incometax
rate for profits of the Bank is 15% (2005 : 15%) for thefirst MNT 100 millionof taxable income,
and 30% (2005 : 30%) on the excess of taxable incomeover MNT 100 million. Interest incomeon
government bonds is not subject to income tax. Impairment losses for loans and advances is
deductible for income tax purposes.

A reconciliationof incometax expense applicable to profit before taxation at the statutory income
tax rate to incometax expense at the effectiveincometax rate of the Bank for the year ended 31
December isasfollows:

2006 2005

MNT '000 MNT '000
Profit before taxation 2,569,573 2,142,666
Tax at statutory tax rate of 30% (2005: 30%) 770,872 642,800
Effect of income subject to lower tax rate (15,000) (15,000)
Effect of income not subject to tax (96,416) (46,321)
Effect of expenses not alowable for tax purposes 136,965 78,370
Other items - (6,111)
Tax expense for the year 796,421 653,738

Deferred tax is not provided for in the current and previous financia years as there are no
temporary differences

Management believesthat the Bank is in substantial compliance with the tax laws affecting its
operations.
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10.

11.

DIVIDENDS

Declared during the year in respect of:

Year 2005
Dividends declared: MNT 56.01 per ordinary shares

Year 2004
Dividends declared: MNT 30.42 per ordinary shares
Dividends capitalised: MNT 119.82 per ordinary shares

CASH AND SHORT TERM FUNDS

Cash and short term funds represented by:
Local currency
Foreign currencies

DEPOSITSAND PLACEMENTSWITH OTHER BANKS
AND FINANCIAL INSTITUTIONS

Current accounts with the Bank of Mongolia
Placements with other banks and financial institutions

2006 2005
MNT '000 MNT '000
450,000 -
- 127,929
- 503,920
450,000 631,849
2006 2005
MNT '000 MNT '000
2,572,761 1,342,828
2,728,418 757,401
5,301,179 2,100,229
2006 2005
MNT '000 MNT '000
3,986,386 3,255,842
9,505,790 6,885,358
13,492,176 10,141,200

Current accounts with the Bank of Mongolia are maintained in accordance with the Bank of
Mongoliasrequirements. The balances maintained with the Bank of Mongoliaare determinedat set

percentages based on 15 days average cash balances.

Placementswith other banks and financial institutionsrepresent local and foreign currenciescurrent
accounts maintained with foreign and local financial institutions and short term deposits with local

financial institutions.

Other information on financial risks of deposits and placements with other banks and financia

institutions are disclosed in Note 27.
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12.

13.

FINANCIAL INVESTMENTS

Available-for-sale:

Bank of Mongoliatreasury bills, at fair value

Equity, unquoted

2006 2005
MNT '000 MNT '000
- 1,104,866
500 500
500 1,105,366

Unquoted equity represents an investment made in NTB Art Exhibition LLC, a small handcraft
production company. The investment is recorded at cost since its fair value cannot be reliably

estimated. Thereis no market value for this investment.

Other information on financial risks of financial investments are disclosed in Note 27.

LOANSAND ADVANCES

Term loans

Staff loans

Loans to key management personnel
Accrued interest receivables

Gross loans and advances
Allowance for impairment losses

- specific

- collective

Net |oans and advances
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2006 2005
MNT '000 MNT '000
58,545,723 37,183,513

1,051,498 768,000

215,769 126,376

1,023,269 647,188

60,836,259 38,725,077
(357,851) (127,607)
(128,323) -

60,350,085 38,597,470




13. LOANSAND ADVANCES (CONTD.)

L oans and advances analysed by their economic purposes are as follows:

Textile and production

Trading

Food processing

Services

Consumption

Agricultural

Mortgage

Deposit backed

Construction, mining and education
Loans to staff

Loans to key management personnel

Accrued interest receivables
Allowance for impairment |osses
Net loans and advances

2006 2005
MNT '000 MNT '000
2,513,272 1,726,861
18,905,075 15,677,211
1,407,442 787,028
6,883,889 2,911,046
13,056,348 7,577,500
3,264,052 2,470,119
9,045,439 4,664,828
2,237,728 1,251,998
1,232,478 116,922
1,051,498 768,000
215,769 126,376
59,812,990 38,077,889
1,023,269 647,188
(486,174) (127,607)
60,350,085 38,597,470

In accordance with guidelinesand regulationsissued by the Bank of Mongolia, a loan is classified
as non-performing when payment of interest and principal is overdue by more than 90 days. The

details of non-performing loans ("NPLS") are as follows:

Gross balance at end of year
Less: Allowance for impairment losses

Net balance at year end
Gross NPLs as a percentage of gross total loans

Net NPLs as a percentage of net total loans
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2006 2005
MNT '000 MNT 000
517,080 178,242
(344,115) (118,009)
172,965 60,233
0.8% 0.5%

0.3% 0.2%




13.

14.

LOANSAND ADVANCES (CONTD.)

Movementsin the impairment losses are as follows:

Specific Impairment

Balance at beginning of year
Impairment made during the year
Impairment written off

Balance at end of year

Collective Impair ment

Balance at beginning of year
Impairment made during the year
Impairment written back
Balance at end of year

Other information on financial risks of loans and advances are disclosed in Note 27.

2006 2005
MNT '000 MNT '000
127,607 67,523
258,795 70,569
(28,551) (10,485)
357,851 127,607
2006 2005
MNT '000 MNT '000
- 201,038
134,286 -
(5,963) (201,038)
128,323 -

The alowance for impairment losses is considered adequate by the management based upon their
formal reviewsand analysis of existing credits using their knowledgeof prevailing and anticipated

economic conditions.

OTHER ASSETS

Other receivables
Less: Allowance for impairment losses

Foreclosure properties
Less: Allowance for impairment losses

Prepaid expenses
Consumables and other inventories
Accrued interest receivables
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2006 2005
MNT '000 MNT '000
354,696 106,915
(2,393) (5,711)
352,303 101,204
11,821 1,500
(11,821) (1,500)
564,423 656,744
505,696 467,658

- 5,224
1,422,422 1,230,830




31 December 2006

At Cost

At 1 January 2006
Additions

Disposals

Write-offs

Transfer

At 31 December 2006

Accumulated Depreciation
At 1 January 2006

Charge for the year (Note 6)
Disposals

Write-offs

At 31 December 2006

Net Book Value

15. PROPERTY, PLANT AND EQUIPMENT

Furniture, Capital
fixtures wor K-in-
Buildings and vehicles  Computers progress Total
MNT '000 MNT '000 MNT '000 MNT'000  MNT '000
3,622,083 1,415,086 1,319,931 431,361 6,788,461
341,341 501,177 374,452 1,471,538 2,688,508
(4,967) (109,673) (52,698) - (167,338)
- - (11,801) - (11,801)
397,605 - - (397,605) -
4,356,062 1,806,590 1,629,884 1,505,294 9,297,830
118,074 229,605 520,853 - 868,532
96,367 165,754 282,576 - 544,697
(704) (33,299) (47,929) - (81,932)
- - (11,801) - (11,801)
213,737 362,060 743,699 - 1,319,496
4,142,325 1,444,530 886,185 1,505,294 7,978,334
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31 December 2005

At Cost

At 1 January 2005
Additions

Disposals

Write-offs

Transfer

At 31 December 2005

Accumulated Depreciation
At 1 January 2005

Charge for the year (Note 6)
Disposals

Write-offs

At 31 December 2005

Net Book Value

Furniture, Capital
fixtures wor K-in-
Buildings and vehicles  Computers progress Total
MNT '000 MNT '000 MNT '000 MNT'000  MNT '000
943,607 964,817 823,617 269,820 3,001,861
2,573,076 584,324 594,706 266,941 4,019,047
- (134,055) (74,842) - (208,897)
- - (23,550) - (23,550)
105,400 - - (105,400) -
3,622,083 1,415,086 1,319,931 431,361 6,788,461
36,789 165,540 362,025 - 564,354
81,285 109,642 219,014 - 409,941
- (45,577) (36,636) - (82,213)
- - (23,550) - (23,550)
118,074 229,605 520,853 - 868,532
3,504,009 1,185,481 799,078 431,361 5,919,929
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16.

INTANGIBLE ASSETS

31 December 2006

At Cost

At 1 January 2006
Addition

At 31 December 2006

Accumulated Amortisation
At 1 January 2006

Charge for the year (Note 6)
At 31 December 2006

Net Book Value

31 December 2005

At Cost

At 1 January 2005
Addition

At 31 December 2005

Accumulated Amortisation
At 1 January 2005

Charge for the year (Note 6)
At 31 December 2005

Net Book Value

Softwar e Patents
and Licenses and Rights Total
MNT '000 MNT '000 MNT '000
114,133 1,050 115,183
330,208 93 330,301
444 341 1,143 445,484
2,427 - 2,427
65,868 313 66,181
68,295 313 68,608
376,046 830 376,876

Softwar e Patents
and Licenses and Rights Total
MNT '000 MNT '000 MNT '000
114,133 1,050 115,183
114,133 1,050 115,183
2,427 - 2,427
2,427 - 2,427
111,706 1,050 112,756

28



17.

18.

19.

DEPOSITSFROM CUSTOMERS

Current account
Demand deposits
Time deposits
Other deposits

2006 2005
MNT '000 MNT '000
5,372,795 3,671,545
9,349,055 6,345,471
28,271,453 21,379,797
13,752 -
43,007,055 31,396,813

Other information on financial risks of deposits from customers are disclosed in Note 27.

DEPOSITSFROM LOCAL FINANCIAL INSTITUTIONS

2006 2005
MNT '000 MNT '000
Time Deposit from Chinggis Khaan Bank 1,750,959 -
Time Deposit from Ulaanbaatar City Bank 2,330,000 -
Time Deposit from Mongol Post Bank - 800,000
Time Deposit from Zoos Bank - 2,000,917
4,080,959 2,800,917

Other information on financia risks of deposits from local financial institutions are disclosed in
Note 27.

LOANSFROM LOCAL FINANCIAL INSTITUTIONS

2006 2005
MNT '000 MNT '000
Unsecur ed:
Mongol Post Bank - 800,000
Chinggis Khaan Bank - 505,167
- 1,305,167

Other information on financial risks of loans from local financial institutions are disclosed in
Note 27.
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20. LOANSFROM FOREIGN FINANCIAL INSTITUTIONS

2006 2005

MNT '000 MNT '000
Unsecured:
Deutsche Bank Microcredit Development Fund, Inc 101,613 154,549
International Finance Corporation 364,358 445,102
DexiaMicro Credit Fund 587,012 1,854,593
Calvert Social Investment Foundation, Inc 836,010 618,198
Microvest 1, LP - 1,854,594
ASN-Novib Fonds 1,764,657 1,236,395
Oikocredit Ecumenical Development Cooperative Society U.A 1,745,762 2,221,140
Shorecap International Ltd 583,228 611,178
Triodos Doen 1,557,667 578,057
Triodos Fair Share Fund 1,160,990 604,303
BlueOrchard Finance S.A. 7,583,539 -
DB-Global Commercial Microfinance Consortium, Ltd 4,798,047 -
DWM Securitizations SA. 2,321,777 -
European Bank for Reconstruction and Devel opment 2,859,626 -

26,264,286 10,178,109

Loans from Foreign Financial Institutionsare non-securedand the Bank has not had any defaults of
principal, interest or other breaches with respect to their liabilities during the year.

L oan from Deutsche Bank Microcredit Development Fund, Inc ("DB")

The loan was obtained in 2002 in the form of subordinated debt for a principal amount of USD
125,000 to finance the Bank’s micro-finance and small and medium enterprise (“SME”) lending
activities. The loan bears interest at a rate of 2% (2005: 2%) per annum and is repayable in August
2007.

Loan from the International Finance Corporation ("1FC")

The loan from IFC, amounting to USD 400,000, bears interest at a rate of 9.11% (2005: 7.32%)
per annum. The loan was obtained in 2002 to finance the Bank’s micro-financeand SME lending
activities. Theloan is repayablein twel ve semi-annual instal mentswhich commencedon 15 January
2005 and will be fully repaid in July 2010.
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20. LOANSFROM FOREIGN FINANCIAL INSTITUTIONS (CONTD.)

L oans from Dexia Micro Credit Fund ("DMCF")
The loans obtained from DM CF comprise the following:

(i) A promissory note issued by the Bank for a principal amount of USD 500,000. The note bears
interest at arate of 11.53% (2005: 10.67%) per annum. The loan was fully settled during the year.

(ii) A promissory note issued by the Bank for a principal amount of USD 1,000,000. The notewas
obtained in 2005 to finance the Bank’s micro-financeand SME lending activities. The note bears
interest at a rate of 9.75% (2005: 9.75%) per annum. The loan is repayable in two equal semi-
annual instalmentsof USD 500,000 each, commencingin December 2006 and to be fully repaidin
June 2007.

Loan from Calvert Social Investment Foundation, Inc ("CSIF")

The loan obtained from CSIF is in the form of promissory notes issued by the foundation for a
principal amount of USD 700,000. The note was obtained in 2004, 2005 and 2006 respectively to
financethe bank’ s micro-financeand SME lendingactivities. The notesbear interest at a rate of 6%
(2005: 6%) per annum and will be fully repaid in July 2008.

Loan from Microvest 1, LP

The loan obtained from Microvest 1, LP, amounting to USD 1,500,000, bears interest at a rate of
10.48% (2005: 9.77%) per annum. The loan was obtained in 2004 to support further expansion of
the Bank’s micro-finance and SME lending activities. The loan has been fully repaid during the
year.

L oans from ASN-Novib Fonds
The loans obtained from ASN-Novib Fonds comprise the following:

(i) USD 1,000,000, which bears interest at a rate of 9% (2005: 9%) per annum. The loan was
obtained in 2004 to support further expansion of the Bank’s micro-finance and SME lending
activities. The loan has been fully repaid during the year.

(i) MNT 584,000,000, which bears interest at a rate of 12.5% per annum. The loan was obtained
in 2006 to support further expansion of the Bank’s micro-financeand SME lending activities. The
loan will be fully repaid in September 2008.

(iii) USD 1,000,000, which bears interest at a rate of 8.5% per annum. The loan was obtained in

2006 to support further expansion of the Bank’s micro-financeand SME lending activities. The
loan will be fully repaid in September 2008.
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20. LOANSFROM FOREIGN FINANCIAL INSTITUTIONS (CONTD.)

L oans from Oikocredit Ecumenical Development Cooperative Society U.A (" Oikocredit”)
The loans obtained from Oikocredit comprise the following:

(i) MNT 444,690,000, which bears interest at a rate of 13% (2005: 13%) per annum. The loan was
obtained to finance the Bank’s micro-financeand SME lending activities. The loan has been fully
repaid during the year.

(if) USD 724,920, which was convertedto MNT 853,955,760 during the year, bears interest at a
rate of 12% per annum. The loan was obtained in 2005 to finance the Bank’s micro-financeand
SME lending activities. The loan is repayable in four equal semi-annual instalments of MNT
213,488,940 each commencing April 2007 and will be fully settled in October 2008.

(iii) EUR 600,000, which bears interest at a rate of 9.09% (2005: 8.02%) per annum. The loan was
obtained in 2005 to finance the Bank’s micro-finance and SME lending activities. The loan is
repayablein four equal semi-annual instalmentscommencingApril 2007 and will be fully repaidin
October 2008.

Loan from Shorecap International Ltd ("SCI")

The loan obtained from SCI, amountingto USD 500,000, bears interest at a rate of 9% (2005: 9%)
per annum. The loan was obtained in 2005 to finance the Bank’s micro-financeand SME lending
activities. The loan is repayable in four equal quarterly instalments commencing December 2007
and will be fully repaid in September 2008.

Loans from Triodos Doen
The loans obtained from Triodos Doen comprise of the following:

(i) MNT 560,185,000, which bears interest at a rate of 13% (2005: 13%) per annum. The loan was
obtained in 2005 to financethe expansion of Bank’ slendingactivities. The loan will be fully repaid
in October 2008.

(i) MNT 1,000,000,000, which bears interest at a rate of 13% per annum. The loan was obtained
in 2006 to finance the expansion of Bank’s lending activities. The loan will be fully repaid in July
2010.

L oans from Triodos Fair Share Fund
The loans obtained from Triodos Fair Share Fund comprise of the following:

(i) USD 500,000, which bears interest at a rate of 9% (2005: 9%) per annum. The loan was
obtained in 2005 to financethe expansion of Bank’ slending activities. The loan will be fully repaid
in October 2008.

(if) USD 500,000, which bears interest at a rate of 8.5% per annum. The loan was obtained in 2006
to finance the expansion of Bank’s lending activities. The loan will be fully repaid in July 201
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20. LOANSFROM FOREIGN FINANCIAL INSTITUTIONS (CONTD.)

Loan from BlueOrchard Finance S.A.

The loan obtained from BlueOrchard, amounting to USD 6,500,000, bears interest at a rate of
8.25% per annum. The loan was obtained in 2006 to finance the expansion of the Bank’s micro-
finance lending activities. The loan is repayable in four equal quarterly instalments commencing
June 2010 and will be fully repaid in March 2011.

Loan from DB-Global Commercial Microfinance Consortium, Ltd. ("DBGC")

The loan obtained from DBGC, amounting to MNT 4,672,000,000, bears interest at a rate of
9.25% per annum. The loan was obtained in 2006 to finance the Bank’s micro-financeand small-
medium enterprise lending activities. The loan is repayable in eight equal semi-annual instalments
commencing March 2007 and will be fully repaid in September 2010.

Loan from DWM Securitizations SA. ("DWMS")

The loan obtained from DWMS, amounting to USD 2,000,000, bears interest at a rate of 8.25%
per annum. The loan was obtained in 2006 to finance the expansion of the Bank’s micro-finance
and small-medium enterprise lending activities. The loan will be fully repaid in June 2011.

L oan from the European Bank for Reconstruction and Development ("EBRD")

Theloan was obtained from EBRD, amountingto USD 2,500,000, bears interest at a rate of 9.12%
per annum. The loan was obtained in 2006 to assist the development of the micro and small
business sector in Mongolia. The loan is repayable in five equal semi-annual instalments
commencing September 2008 and will be fully repaid in September 2010.

Other information on financial risks of loans from foreign financial institutions are disclosed in
Note 27.
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21. LOANSFROM THE BANK OF MONGOLIA AND GOVERNMENT AGENCIES

2006 2005
MNT '000 MNT '000
Unsecur ed:
L oans from the Bank of Mongolia
Agricultural Sector Development Project Loan 290,966 497,136
Employment Generation Project 70,300 42,200
361,266 539,336
Loan from the Ministry of Social Welfare and L abour
Employment Generation Support Fund 500,000 500,000
Loan from the World Bank
Micro Finance Devel opment Fund 837,579 924,858
Loan from the International Fund for Agricultural Development
Rural Poverty Reduction Program 1,849,458 1,372,003
Loan from the Ministry of Trade and Industry 341,011 -
3,889,314 3,336,197

L oans from the Bank of Mongolia

() Agricultural Sector Development Project L oan

The Bank obtained this loan in Mongolian Tugrug from the Bank of Mongolia. The objectiveof the
loan is to providefinancial aid to small and mediumenterprisesin the agricultural sector. The loan
bears interest at 5.5% (2005: 5.5%) per annum, payable on a quarterly basis which commencedon
5 January 2006 and will be fully repaid in October 2007.

(ii) Employment Generation Project

The Bank obtained this loan in Mongolian Tugrug from the Bank of Mongoliaamountingto MNT
118,500,000 bears interest at a rate of 10% (2005: 10%) per annum. The loan was obtained
through 4 disbursementsfrom October 2005 to June 2006 to support micro and medium business
entitiesin Mongolia. The loan is repayable in 7 instalments, commencingon April 2006 and to be
fully repaid in June 2007.

Loan from the Ministry of Social Welfare and L abour

The Bank obtained thisloan in Mongolian Tugrug from the Ministry of Social Welfare and Labour.
The objective of the loan is to provide financial aid to small and medium enterprises. The loan
amountingto MNT 500 millionobtainedin 2005, which bears interest at rate of 6% per annum was
fully repaid in 2006. The Bank obtained another loan which amounts to MNT 500 million during
the year. The loan bearsinterest at arate of 0.8% per annum and will be fully repaid in July 2007
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LOANS FROM THE BANK OF MONGOLIA AND GOVERNMENT AGENCIES
(CONTD.)

Loan from the World Bank

The objective of the loan is to support and improve the living standard of inhabitant in the rural
areas. The loan bears interest rate at 8% (2005: 5%-8%) per annum, payable on a monthly basis
with principal repayment commencingon September 2005 and final repayment duein March 2009
in accordance with the repayment schedule.

Loan from the International Fund for Agricultural Development

The objectiveof the loan is to support and reduce the poverty in the rural areas. The loan, which
amounts to USD 1,823,380, is to be received from March 2004 to December 2009. It bears
interest at a rate of 6% (2005: 6%) per annum. The loan is repayable in 10 equal semi-annual
instalments commencing from June 2013 and will be fully repaid in December 2017.

Loan from the Ministry of Trade and Industry

The objective of the loan is to support micro and medium businesses. The loan, which is in
Mongolian Tugrug amountingto MNT 340 millionwas obtained in 2006, bears interest at a rate
of 1.2% per annum and will be due and fully repaid on 8 November 2008.

The loans are unsecured and the Bank has not had any defaults of principal, interest or other
breaches with respect to their liabilities during the year.

Other informationon financial risks of loans from the Bank of Mongoliaand governmentagencies
aredisclosed in Note 27.

DEFERRED GRANTS
2006 2005
MNT '000 MNT '000
Consultative Group to Assist the Poorest ("CGAP") 78,475 26,164
International Finance Corporation ("IFC") 7,308 7,659
United States Agency for International Development ("USAID 74,846 92,331
Other grants - 710
160,629 126,864
Movements in the deferred grants are as follows:
2006 2005
MNT '000 MNT '000
Balance at beginning of year 126,864 131,910
Received during the year 117,568 222,512
Amortised during the year (83,803) (227,558)
Balance at end of year 160,629 126,864
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22

DEFERRED GRANTS (CONTD.)

The CGAP grant was approved in 2001 with the objective of assisting the X.A.C Co., Ltd in
making a successful transition to a micro-financebank. The grant allows the Bank to carry out the
following activities:

» Develop internal systems that meet the requirements and needs of a micro-finance bank;

» Secure higher standard of external audit services; and

« Strengthen senior management and corporate governance, in particular, financial management
and banking skills.

During the year, XacBank won the CGAP s Pro Poor Innovation Challengefor its “Development
Guide” service supporting rural savings and credit cooperatives. The grant was disbursed to
XacBank to improvethe Bank's serviceto the public, which include providetraining to cooperative
managers and members, finance awards for the best cooperatives and provides MIS program to
cooperatives.

The IFC grant was received in 2002 with the objective of providing funds for technical assistance
in the following initiatives:

* Hiring of technical advisor;

* Provide training for senior managers with an established micro-finance institution; and

* Participation by an international participant in the meetings of the Bank’s Board of Directors
and training for the Bank’s Board members.

The Microenterprise Implementation Grant Program ("MIGP") grant was received in 2003 from
United States Agency for International Development ("USAID") with the objectiveof assisting the
Bank in expanding its branch network, staff training and devel opingnew products and services, as
well asinternal systems needed to control growth.

Expenditure financed by grants

Donor and Purpose 2006 2005
MNT '000 MNT '000

 Expenditure financed by grants from "CGAP" covering

consulting fee - 4,767
 Expenditure financed by grants from "CGAP" covering

meeting and training fee 4,689 -
* Expenditure financed by grants from United Nations

Development Program covering scholarships to students 710 1,461
 Expenditure financed by grants from USAID's Income

Generation Project covering facility improvements - 187,814

 Expenditure financed by grants from USAID's Income
Generation Project covering internal systems development &

IT audit consultancy, training and exposure trip 14,243 33,516
 Expenditure financed by grants from MIGP covering
purchasing of accounting program 14,825
 Expenditure financed by grants from MIGP covering
renovation of building 49,336 -
83,803 227,558
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24,

25.

26.

OTHER LIABILITIES

2006 2005
MNT '000 MNT '000
Delay on clearing settlement 95,406 150,550
Other payables 313,303 160,826
Dividends payable 1,149 1,090
409,858 312,466
ORDINARY SHARES
Number of Ordinary Shar es of
MNT 1,000 each Amount
2006 2005 2006 2005
MNT '000 MNT '000
At 1 January 8,034,200 4,205,530 8,034,200 4,205,530
Issued during the year - 3,324,750 - 3,324,750
Dividend capitalised to
ordinary shares - 503,920 - 503,920
At 31 December 8,034,200 8,034,200 8,034,200 8,034,200

The holders of ordinary shares are entitled to receive dividendsas declared from time to time and
are entitled to one vote per share at meetingsof the Bank. All shares rank equally with regard to

the Bank's residual assets,

OTHER RESERVES

During the year the Board of Directors approved the transfer of MNT 1,038,928,000 from retained
profits to other reserves. At the date of this report, no policy is formalised by the Board as to the

purpose of this reserves.

CASH AND CASH EQUIVALENTS

Cash and short term funds
Deposits and placements with other banks
and financial institutions
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2006 2005
MNT '000 MNT '000

5,301,179 2,100,229
13,492,176 10,141,200
18,793,355 12,241,429




27. FINANCIAL RISK MANAGEMENT POLICIES

Management of risk is fundamental to the banking business and is an essential element of the
Bank's operations. The main risks inherent to the Bank's operations are those related to credit
exposures, liquidity and market movements in interest rates and foreign exchange rates. A
description of the Bank's risk management policies in relation to those risks are as follows:

Credit risk

The Bank is exposedto credit risk whichis therisk that Bank's customers, clientsor counterparties
will be unable or unwilling to pay interest, repay capital, or otherwise fulfil their contractual
obligations under loan agreements, other credit facilities, or in respect of other financia
instruments. The Bank structures the levels of credit risk it undertakes by placing limits on the
amount of risk accepted in relation to one borrower, or group of borrowers, and to industry
segments. Such risks are monitoredon a revolvingbasis and subject to an annual or more frequent
review. Credit limit to any single borrower and portfolio limits by loan products are approved and
reviewed periodically by the Board Credit Committee.

Exposure to credit risk is managed through regular analysis of the ability of borrowers and
potential borrowers to meet interest and capital repayment obligations and by changing these
lending limits where appropriate. Exposure to credit risk is also managed in part by obtaining
collaterals and corporate and personal guarantees.

Apart from deposits and placementswith other banks and financial institutionsamountingto MNT
904 million (2005 : MNT 1,082 million), all banking assets and liabilities were geographically
concentrated in Mongolia.

Currency risk

The Bank is exposed to effects of fluctuationsin the prevailing foreign currency exchangerates on
its financial position and cash flows. The Bank's management sets limits on the level of exposure
by currencies (primarily USD) and in total for both overnight and intra-day positions, which are
monitored daily. The table below summarises the Bank's exposure to foreign currency exchange
rate risk at 31 December.
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27. FINANCIAL RISK MANAGEMENT POLICIES(CONTD.)

Currency risk (contd.)

Local Foreign Currencies
Concentrations of assets, liabilities and off balance Currency usD Others Total
sheet items (MNT million) (MNT million) (MNT million) (MNT million)
Asat 31 December 2006
Assets
Cash and short term funds 2,573 1,528 1,200 5,301
Deposits and placements with other banks
and financial institutions 5,668 7,390 434 13,492
Financia investments 1 - - 1
L oans and advances 45,205 15,403 228 60,836
Other assets 1,125 294 3 1,422
54,572 24,615 1,865 81,052
Liabilities
Deposits from customers 37,514 5,405 88 43,007
Deposits from local financial institutions 4,081 - - 4,081
Loans from foreign financial institutions 7,827 17,575 862 26,264
Loans from the Bank of Mongolia and
government agencies 2,039 1,850 - 3,889
Other liabilities 377 33 - 410
Tax payable 241 - - 241
52,079 24,863 950 77,892
Net position 2,493 (248) 915 3,160

Off balance sheet items 70,236 160 - 70,396
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27. FINANCIAL RISK MANAGEMENT POLICIES(CONTD.)

Currency risk (contd.)

Local Foreign Currencies
Concentrations of assets, liabilities and off balance Currency usD Others Total
sheet items (MNT million) (MNT million) (MNT million) (MNT million)
Asat 31 December 2005
Assets
Cash and short term funds 1,343 528 229 2,100
Deposits and placements with other banks
and financial institutions 4,441 5,039 661 10,141
Financial investments 1,105 - - 1,105
L oans and advances 31,330 7,250 145 38,725
Other assets 831 400 - 1,231
39,050 13,217 1,035 53,302
Liabilities
Deposits from customers 28,096 3,296 5 31,397
Deposits from local financial institutions 2,801 - - 2,801
Loans from local financial institutions 1,305 - - 1,305
Loans from foreign financial institutions 999 8,296 883 10,178
Loans from the Bank of Mongolia and
government agencies 1,967 1,369 - 3,336
Other liabilities 159 153 - 312
Tax payable 206 - - 206
35,533 13,114 888 49,535
Net position 3,517 103 147 3,767

Off balance sheet items 41,732 - - 41,732
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27. FINANCIAL RISK MANAGEMENT POLICIES (CONTD.)
Liquidity risk

The Bank is exposed to liquidity risks that the Bank will be unable to meet its payment obligationswhen
they fall due under normal and stress circumstances. The Bank sets limitson the minimum proportion of
maturing funds available to cover such cash outflows and on the minimumlevel of interbank and other
borrowing facilities that should be in place to cover withdrawals at unexpected levels of demand. The
following table analyses assets and liabilities of the Bank into relevant maturity groupings based on the
remaining period at balance sheet date to the contractual maturity date.
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27. FINANCIAL RISK MANAGEMENT POLICIES (CONTD.)
Liquidity risk (contd.)

The contractual maturities of banking assets and liabilities for the year ended 31 December 2006 are as follows (MNT million):

Lessthan 3 6 monthsto 1
months 3to 6 months year 1to5years Over 5years Total

Assets
Cash and short term funds 5,301 - - - - 5,301
Deposits and placements with other banks
and financial institutions 9,631 3,830 - 31 - 13,492
Financial investments - - - - 1 1
Loans and advances 14,543 13,904 15,169 10,902 6,318 60,836
Other assets 688 106 13 110 - 917

30,163 17,840 15,182 11,043 6,319 80,547
Liabilities
Deposits from customers 23,481 4,469 4,969 3,762 6,326 43,007
Deposits from local financial institutions 1,751 2,330 - - - 4,081
Loans from foreign financia institutions 21 1,329 722 24,192 - 26,264
Loans from the Bank of Mongoliaand
government agencies 262 187 714 887 1,839 3,889
Deferred grants - - - - 161 161
Other liabilities 202 53 151 4 - 410
Tax payable 241 - - - - 241

25,958 8,368 6,556 28,845 8,326 78,053
Net liquidity gap 4,205 9,472 8,626 (17,802) (2,007) 2,494

Accumulated gap 4,205 13,677 22,303 4,501 2,494
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27. FINANCIAL RISK MANAGEMENT POLICIES (CONTD.)
Liquidity risk (contd.)

The contractual maturities of banking assets and liabilities for the year ended 31 December 2005 are as follows (MNT million):

Lessthan 3 6 monthsto 1
months 3to 6 months year 1to5years Over 5years Total

Assets
Cash and short term funds 2,100 - - - - 2,100
Deposits and placements with other banks
and financial institutions 8,432 1,098 611 - - 10,141
Financial investments 1,105 - - - - 1,105
Loans and advances 12,501 10,057 9,460 3,389 3,318 38,725
Other assets 615 128 1 19 - 763

24,753 11,283 10,072 3,408 3,318 52,834
Liabilities
Deposits from customers 16,127 5118 3,897 2,595 3,660 31,397
Deposits from local financial institutions 2,801 - - - - 2,801
Loans from local financial institutions - 505 800 - - 1,305
Loans from foreign financia institutions 948 1,217 2,761 5,252 - 10,178
Loans from the Bank of Mongoliaand
government agencies 193 751 230 800 1,362 3,336
Deferred grants - - - - 127 127
Other liabilities 65 244 3 - - 312
Tax payable 206 - - - - 206

20,340 7,835 7,691 8,647 5,149 49,662
Net liquidity gap 4,413 3,448 2,381 (5,239) (1,831) 3,172

Accumulated gap 4,413 7,861 10,242 5,003 3,172
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27. FINANCIAL RISK MANAGEMENT POLICIES(CONTD.)
Interest raterisk

The Bank is exposed to the effects of fluctuationsin the prevailing levels of market interest
rates on its financial position and cash flows. Interest rate risk is measured by the extent to
which changesin market interest rates impact margins and net income. To the extent the term
structure of interest bearing assets differs from that of liabilities, net of interest incomewill
increase or decrease as a result of movementsin interest rates. The Bank's expected repricing
and maturity dates do not differ significantly from the contract dates, which are disclosedin
the liquidity risk table above

Interest rate risk is managed by increasing or decreasing positions within limits specified by
the Bank's management. These limitsrestrict the potential effect of movementsin interest rates
on interest margin and on the value of interest sensitive assets and liabilities.

The Bank's interest rate policy is reviewed and approved by the Board's Risk Management
Committee. The following table summarises repricing mismatches on the Bank's financial
assets and liabilitiesat the balance sheet date. The carrying amounts of interest rate sensitive
assets and liabilities are presented in the periods in which they next reprice to market rate or
mature, and are summed to show the interest rate sensitivity gap.



27. FINANCIAL RISK MANAGEMENT POLICIES(CONTD.)

Interest raterisk

Effective
interest rate
Asat 31 December 2006 %

Assets

Cash and short term funds -
Deposits and placements with other

banks and financial institutions 3.00%
Financial investments -
Loans and advances 27.67%
Other assets -

Liabilities

Deposits from customers

Deposits from local financial
ingtitutions

Loans from foreign financial
ingtitutions

Loans from the Bank of Mongolia
and government agencies 5.37%
Other liabilities -
Tax payable -

11.38%
0.86%

7.92%

Net financial assets/(liabilities)

Non-inter est Lessthan 3 6 monthsto 1
sensitive months 3to 6 months year lto5years Over 5years Total
MNT million MNT million MNT million MNT million MNT million MNT million ~ MNT million
5,301 - - - - - 5,301
5,468 4,163 3,830 - 31 - 13,492
1 - - - - - 1
- 25,589 13,665 12,498 9,084 - 60,836
917 - - - - - 917
11,687 29,752 17,495 12,498 9,115 - 80,547
- 43,007 - - - - 43,007
- 1,751 2,330 - - - 4,081
- 21 1,329 722 24,192 - 26,264
- 262 187 714 887 1,839 3,889
410 - - - - - 410
241 - - - - - 241
651 45,041 3,846 1,436 25,079 1,839 77,892
11,036 (15,289) 13,649 11,062 (15,964) (1,839) 2,655




Interest raterisk (Contd.)

Asat 31 December 2005

Assets

Cash and short term funds
Deposits and placements with other
banks and financial institutions
Financial investments

Loans and advances

Other assets

Liabilities

Deposits from customers

Deposits from local financial institutions
Loans from local financial institutions
Loans from foreign financial institutions
Loans from the Bank of Mongolia

and government agencies

Other liabilities

Tax payable

Net financial assets/(liabilities)

Effective
interest rate
%

7.19%
6.79%
30.59%

10.48%
9.80%
12.00%
9.38%

6.42%

27. FINANCIAL RISK MANAGEMENT POLICIES(CONTD.)

Non-inter est Lessthan 3 6 monthsto 1
sensitive months 3to 6 months year lto5years Over 5years Total
MNT million MNT million MNT million MNT million MNT million MNT million ~ MNT million
2,100 - - - - - 2,100
3,256 5,176 1,098 611 - - 10,141
- 1,105 - - - - 1,105
- 12,501 10,057 9,460 3,389 3,318 38,725
763 - - - - - 763
6,119 18,782 11,155 10,071 3,389 3,318 52,834
- 16,127 5,118 3,897 2,595 3,660 31,397
- 2,801 - - - - 2,801
- - 505 800 - - 1,305
- 948 1,217 2,761 5,252 - 10,178
- 193 751 230 800 1,362 3,336
312 - - - - - 312
206 - - - - - 206
518 20,069 7,591 7,688 8,647 5,022 49,535
5,601 (1,287) 3,564 2,383 (5,258) (1,704) 3,299
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28. EMPLOYEE BENEFITS

29.

Equity Compensation Benefits

Under the Bank’s Employee Stock Ownership plan, shares are allocated to employees on the
following conditions:

* Employment duration with the Bank and its predecessor companies must be at least one year
and the employee must complete more than 1,000 hours of service.

* Performing rating in the most recent evaluation period; and

* Employeeshall read, understand and agree to abide by the policy prior to purchasing any Stock
under this policy.

The number of shares offered for sale and its price will be determinedat the discretion of the Bank’s
Board of Directors. The shares were offered at a price of 50% (2005: 30%) of the par value of EIT
LLC shares. Prior to 2005, the Plan enables employeesto purchase shares which were held by
XAC-GE LLC in XacBank LLC. In 2005, all XacBank’s shares (except 12,311 shares) previously
held by the employeesin XacBank LLC are transferred to XAC-GE LLC. In return the employee's
interest weretransferred to EIT LLC, an investmenttrust company set up to hold the sharesin XAC-
GE LLC. The share capital of XacBank LLC is not affected by these transactions. The Bank does
not bear or incur any cost in connection with these transactions.

RELATED PARTY DISCLOSURES

The Bank is controlled by XAC-GE LLC (incorporated in Mongolia). XAC-GE LLC is owned by
the shareholders as disclosed in Note 1

A number of banking transactions are entered into with related parties in the normal course of
business. These includeloans, deposits and foreign currency transactions. These transactions were
carried out on commercial terms and at market rates. The volumes of related party transactions,
outstanding balances as at the year end, and relating expense for the year are listed below.

2006 2005
MNT '000 MNT '000
(8 Compensationsto key management personnel
- Salaries, incentives and allowances 199,336 98,414
- Contribution to social and health fund 37,874 18,699
237,210 117,113
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29. RELATED PARTY DISCLOSURES (CONTD.)

(b) Loansto key management personnel

Repayable

- within one year

- one year to five years
- over five years

2006 2005
MNT '000 MNT '000
220,561 119,405
24,227 11,617
55,631 83,003
140,703 24,785
220,561 119,405

Theloansto Bank's employeesbear interest rates ranging from 5% to 30% (2005

annum.

(c) Loansfrom shareholders of XAC-GE LLC

Microvest 1, LP

Shorecap International Ltd
Triodos Doen

Triodos Fair Share Fund

(d) Loaninterest paid to shareholders of XAC-GE LLC

(e) Deposits from corporate shareholders
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: 5% to 18.0%) per

2006 2005
MNT '000 MNT '000
- 1,854,594
583,228 611,178
1,557,667 578,057
1,160,990 604,303
3,301,885 3,648,132

2006 2005
MNT '000 MNT '000
355,053 221,615

2006 2005
MNT '000 MNT '000
4,011,256 3,634,495




30. CAPITAL ADEQUACY

31.

Bank of Mongoliarequires commercial banks to maintain a core capital adequacy ratio of 5% and
risk weighted capital ratio of 10%, compiled on the basis of total equity and total assets as adjusted

for their risk. The capital adequacy ratios of the Bank as at 31 December are as follows:

Core capital ratio
Risk weighted capital ratio

Tier | capital
Statutory fund
Share premium
Other reserves
Retained profits
Total Tier | capital

2006 2005
15.81% 21.12%
15.81% 21.12%

2006 2005

MNT '000 MNT '000
8,034,200 8,034,200
8,551 8,551
1,052,792 13,864
1,773,210 1,488,986
10,868,753 9,545,601

Breakdown of risk weighted assets in the various categories of risk weights are as follows:

2006 2005
MNT '000 MNT '000
Risk Risk
Assets Weighted Assets Weighted

%

0 9,287,565 - 6,450,438 -
10 - - - -
20 9,580,297 1,916,059 6,852,474 1,370,495
50 9,278,324 4,639,162 4,673,022 2,336,511

100 62,207,945 62,207,945 41,494,295 41,494,295
Total 90,354,131 68,763,166 59,470,229 45,201,301
CAPITAL COMMITMENTS

2006 2005
MNT '000 MNT '000
Approved and contracted for:
Property, plant and equipment 407,315 -
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32.

33.

OFF BALANCE SHEET ITEMS

Letters of credit
Assets pledged to the Bank as collateral
Other off balance sheet items

2006 2005
MNT '000 MNT '000
159,826 -
69,583,507 41,341,256
652,983 391,353
70,396,316 41,732,609

Letters of credit commit the Bank to make payment on behalf of customersin the event of a specific
act, generally related to the import or export of goods.

Assets pledgedto the Bank are strictly for the purpose of providing collateral for loans and advances.
To the extend that the Bank is permitted to sell the assets, they are classified on the balance sheet as
foreclosure properties. The pledged assets will be returned when the underlying transaction is
terminated.

COMPARATIVES

The comparativefigures have been audited by a firm of certified public accountants other than Ernst
& Young Mongolia Audit LLC. The presentation and classification of items in the current year
financial statements have been consistent with the previous financial year except that certain
comparative amounts as at 31 December 2005 have been reclassified to conform with current year
presentation as disclosed bel ows:

As AsPreviously
Restated Adjustment Stated
MNT'000 MNT'000 MNT'000

Income statements
Interest and similar expenses (4,258,189) (23,488) (4,234,701)
Non-interest income 875,585 29,742 845,843
Operating expenses (4,444,193) (6,254) (4,437,939)
Balance sheet
Deposits and placements with other banks
and financial institutions 10,141,200 32,884 10,108,316
Financial investments 1,105,366 205 1,105,161
Loans and advances 38,597,470 647,188 37,950,282
Other assets 1,230,830 (724,796) 1,955,626
Deposits from customers 31,396,813 498,654 30,898,159
Deposits from local financial institutions 2,800,917 917 2,800,000
Loans from local financial institutions 1,305,167 5,167 1,300,000
Loans from foreign financial institutions 10,178,109 110,002 10,068,107
Loans from the Bank of Mongolia and
government agencies 3,336,197 16,062 3,320,135
Other liabilities 312,466 (675,321) 987,787
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34.

35.

FAIR VALUES OF FINANCIAL ASSETSAND LIABILITIES

Financial instruments comprisefinancial assets and financial liabilities. The fair value of a financial
instrument is the amount at which the instrument could be exchanged or settled between
knowledgeableand willing parties in an arm’ s length transaction, other than in aforced or liquidation
sale. Where quoted market prices are not available, the fair values are measured at discounted rates
commensurate with the quality and duration of the asset or liability. Asthereis no active market for
large part of the Bank’s financial instruments, judgementis necessary in estimating fair value, based
on current economic conditions and specific risk attributable to the instrument.

A considerableportion of the financial instrumentsas at 31 December 2006 and 2005 are short term
in nature with maturities of lessthan oneyear. Based on fair value assessments as indicated above,
the estimated fair values of those financial assets and financial liabilities, both short and long term as
at the balance sheet date, approximate their carrying amounts as shown in the balance sheet except
for the followings:

Carrying Values Fair Value
2006 2005 2006 2005
MNT'000 MNT'000 MNT'000 MNT'000

Loan from Deutsche Bank
Microcredit Development
Fund 101,613 154,549 142,414 144,072
Loan from the Ministry of
Social Welfare and Labour 500,000 500,000 481,048 470,281
Loan from the Ministry of
Trade and Industry 341,011 - 301,306 -

942,624 654,549 924,768 614,353

MONGOLIAN TRANSLATION

Thesefinancia statementsare aso prepared in the Mongolianlanguage. In the event of discrepancies
or contradictions between the English version and the Mongolian version, the English version will
prevail.
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