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INDEPENDENT AUDITOR’S REPORT W pve.

To the Shareholders and the Board of Directors of Bank Petrocommerce:

We have audited the accompanying consolidated financial statements of Bank Petrocommerce and its
subsidiaries (the "Group”), which comprise the consolidated balance sheet as at 31 December 2007
and the consolidated income statement, consolidated statement of changes in equity and consolidated
statement of cash flows for the year then ended and a summary of significant accounting policies and
other explanatory notes.

Management's Responsibility for the Consolidated Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on these consclidated 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 consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the consclidated 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 consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements.

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

Opinion

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the financial position of the Group as of 31 December 2007, and its financial performance

and its cash flows for the year then ended in accordance with International Financial Reporting
Standards.

?4 (& H; L& i Tcr). rods o‘t:_,.il(.l "46 .f’, i

19 June 2008
Moscow, Russian Federation

The firm Is an authorized licensee of the tradename and logo of PricewaterhouseCoopers.



Consolidated Balance Shee

Bank Petrocommerce Group

In thousands of Russian Roubles -

Note

31 Docemh_er 2007 31 December 2006

ASSETS
Cash and cash equivalents 7 27 142 574 16 319 839
Mandatory cash balances with central banks 2 465 568 2 243 064
Trading securities 8 14 676 220 14 450 761
Due from other banks 9 1 277 298 373 659
Loans and advances 1o customers 10 135 895 710 108 848 B41
Investmant securitias available for sale 11 1 780 827 1032 404
Repurchase receivable 12 2062174 1230 240
Prepaid income tax 248 380 322 783
Deferred income tax asset 26 6 538 15320
Premises and equipment 13 2851213 2638 913
Other assets 14 1338 318 716 799
TOTAL ASSETS 189 745 821 148 292 632
LIABILITIES
Due to other banks 15 16 965 432 13 801 709
Customer accounts 16 113 359 765 82 596 442
Debt secunties in issue 17 15808 771 11978 734
Other borrowed funds 18 19 900 489 19075 731
Current income tax liability 80 750 55 154
Defarred income tax liability 26 128 814 113 940
Other liabilities 19 1 685 566 917 916
Subordinated debt 20 3745 136 4002016
TOTAL LIABILITIES 170 775723 132 541 651
EQUITY
Share capital 21 6 752 558 6 752 558
Fair value reserve for investmeant securities available for
sale {23 253) (17 641)
Retained earnings 22 12 065 205 8 893 534
Net assets attributable to the Bank's equity holders 18 784 510 15 628 451
Minority interest 175 588 122 530
TOTAL EQUITY 18 970 098 15 750 981
TOTAL LIABILITIES AND EQUITY 189 745 821 148 292 632

Approved for issue by the E

Nikitenko V.N.

President

(jf;-{!-f'u (X "‘:ﬁ/‘:‘
RS o N
The notes set oul on pages 5 to 67 form an integral part of these consolidated financial statements. 1



Bank Petrocommerce Group

Consolidated Income Statement

In thousands of Russian Roubles Note 2007 - 2008
Interest income 23 15 950 5684 10 065 405
Interest expense 23 (8211 779) (4 B12 317)
Net interest income 7738785 5253 088
Provision for loan impairment 9 10 (246 930) {1 207 801)
Net interest income after provision for loan impairment 7 491 855 4 045 487
Fee and commission income 24 2226 257 1 849 148
Fee and commission expsnse 24 (478 587) (293 153)
(Losses net of gains)/gains less losses from trading securities (206 298) 2944 538
Gains less losses from trading in foreign currencies 545 069 398 939
(Losses net of gains)/gains less losses from operations with financial

derivalives (118 594) 212

Foreign exchange transiation losses net of gains (278 081) (16 B852)

(Losses net of gains)/gains less losses arising from investment
securities available for sale (1281) 1108
Other operating income 199 271 156 131

Administrative and other operating expenses 25 (4 872 116) (3 985 509)
Share based compensation 30 (418 064) -
Profit before tax 3 989 421 5100 247
Income lax expensa 26 (1 172 6386) (1 260 682)
Profit for the year 2 816 785 3839 565
Profit attributable to
Equity holders of the Bank 2761435 3793238
Minarity interest 55 350 48 327
Profit for the year 2816785 3 839 565

2

The notes set out on pages 5 to 87 form an integral part of these consolidated financial statements



Bank Petrocommerce Group

Consolidated Statement of Changes in Equity

Note Attributable to equity holders of the Bank Minority Total
Share Fairvalue Retained Total interest equity
capital reservefor eamnings
invest-
ment
securities
in thousands of Russian avallable
~ Roubles for sale o - -
Balance at 1 January 2006 6 752 558 (9691) 5132509 118752376 79910 11 955 286
Investment securities
available for sale
- Fair value losses nel of
gains - (10 287) - (10 287) (75) (10 362)
- Disposals - {1 200) - {(1.200) g2 (1108)
Income tax recorded in
equity 26 2483 - 2 463 gn 2 561
Foreign currency translation
gains less losses/{losses
net of gains) - 1074 (32 213) (31 139) (3 822) (34 961)
Net loss recognised directly
in equity - (7 950) (32213) (40 163) (3 707) (43 B70)
Profit for the year - - 3793238 3783238 46 327 3839565
Total (expense)/income for
20086 - (7950) 3781025 3753075 42620 3795695
Balance at 31 December
2008 6 752 558 (17 641) BB93 534 15628 451 122530 15750 981
Invesiment securities
available for sale
- Fair value losses net of
gains - (5 849) - (G 849) (358) (10 207)
- Disposals 1231 - 1231 50 1281
Income tax recorded in
equity 28 - 1 767 - 1757 58 1816
Foreign currency translation
gains less losses/(losses
net of gains) - 1249 (7 828) (6 579) (2 043) (8 622)
Share bassd compensation 30 - = 418 064 418 0B84 - 418 064
Naet gain recognised directly
in equity - (5612) 410236 404 624 (2202) 402 332
Profit for the year - - 2761435 2761435 55350 2B16785
Total {expense)/income for
2007 - (5612) 3171671 3 166059 53058 3219117
Balance at 31 December
2007 6 752558 (23 253) 12065205 18794 510 175588 18 970 098
The notes set oul on pages & to 67 form an integral part of these consolidated financial statemenis. 3



Bank Petrocommerce Group
Consolidated Statement of Cash Flows

In thousands of Russian Roubles Note 2007 20086
Cash flows from operating activities
Interest received 15 486 908 9 573 397
Interest paid (8 207 413) (3774 062)
Income raceived from trading in trading securities 1024 226 3674127
Income received from trading in foreign currencies 545 069 398 939
(Expenses paid)/income received from financial derivatives (114 411) 6 004
Fees and commissions received 2133727 1793 625
Fees and commissions paid (477 B834) (293 028)
Other operating income received 77 652 115 844
Administrative and other operating expenses paid (4 475 338) (3 851 780)
Income tax paid (1 047 165) (1700 842)
Cash flows from operating activities before changes in

operating assets and liabilities 4945421 6133 244
Changes In operating assets and liabilities
Net increase in mandatory cash balances with central banks (225 259) (557 890)
Net (increase)/decraase in trading securities (1 346 810) 1 823 586
Net increase in due from other banks (958 437) (180 914)
Net increase in loans and advances to customers (29 308 650) (59 231 879)
Net increase in repurchase receivable (971 650} (984 111)
Net increase in other assets (393 584) {141 657)
Net increase in due to other banks 2 489 209 6 944 150
Net increase in customer accounts 31 085 852 24 506 806
Net increase in debt securities in issue 3992 160 3864775
Net increase in other liabilities 566 805 383 050
Net cash from/(used in) operating activities 9874177 (17 440 840)
Cash flows from investing activities
Acquisition of investment securities available for sale (4 297 848) {2018 128)
Proceeds from disposal of investment securities available for sale 3572691 2 390 781
Acquisition of premises and equipment 13 (673 880) (694 945)
Proceeds from disposal of premises and equipment 06 958 17 564
Dividend income received 119 966 38 165
Net cash used in investing activities (1182113) (266 563)
Cash flows from financing activities
Proceeds from other borrowed funds 6 792 354 17 246 518
Repayment of ather borrowed funds (4 424 916) (1 496 818)
Proceeds from subordinated debt - 4 058 409
Dividends paid 27 (2) (587)
Net cash from financing activities 2 367 436 19 807 522
Effect of exchange rate changes on cash and cash

equivalents (244 522) (132 774)
Accrued interest income on cash and cash equivalents 7757 1639
Net increase In cash and cash equivalents 10 822735 1968 984
Cash and cash equivalents at the beginning of the year 16 319839 14 350 BS5
Cash and cash equivalents at the end of the year 7 27 142 574 16 319 839

The notas set out on pages 5 to 87 form an integral part of these consolidated financial statements, 4
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1 Introduction

These consalidated financial statements have been prepared in accordance with International Financial
Reporting Standards for the year ended 31 December 2007 for OAQO Bank Petrocommerce (the "Bank”)
and its subsidiaries (together referred to as the “Group” or “Bank Petrocommerce Group”)

The activities of the Group are regulated by the Central Bank of the Russian Federation (the "CBRF"),
legisiation of the Russian Federation and that of countries in which the Group subsidiaries are
registered.

OAQ Bank Petrocommerce is an open joint-stock commercial bank owned by shareholders whose
liability is limited. The Bank was established in the Russian Federation as a partnership in 1992 and was
granted its general banking licence on 8 September 1993. In March 2000, the Bank changed its legal
status frem a partnership to an open joint stock company. The principal activity of the Bank includes
deposit taking and lending, support of clients’ export/import transactions, foreign exchange, securities
trading and trading in derivative financial instruments. The Bank's operations are conducted in both
Russian and international markets. The Bank's activities are regulated by the Central Bank of the
Russian Federation.

The Bank participates in the State deposit insurance scheme, which was introduced by the Federal Law
#177-FZ "Deposits of individuals insurance in Russian Federation” dated 23 December 2003. The State
Deposit Insurance Agency guarantees repayment of 100% of individual deposits up to RR 100 thousand
and repayment of 90% of individual deposits in excess of RR 100 thousand up to a limit of
RR 400 thousand per individual in case of the withdrawal of a license of a bank or a CBRF imposed
moratorium on payments.

The Bank's office is registered at the following address: Petrovka 24, Moscow, 127051, Russia.
At 31 December 2007 the Bank had 18 branches (2006: 18 branches) in the Russian Federation. The
average number of the Bank's employees during the year was 2 636 (20086: 2 375)

The main shareholder of the Bank is IFD Kapital Group. It owns 87.94% of voting shares
(439 694 599 ordinary shares). IFD Kapital Group is primarily focused on operations in the Russian
Federation and participates in the following businesses: trading and brokerage activities, trust activities,
investment advisory services, administration of pension funds and the provision of insurance services
within the Russian Federation. Also refer to Note 21.

The main subsidiaries of Bank Petrocommerce Group are the following subsidiaries; OAQ Komi
Regional Bank Ukhtabank, ZAO Bank Petrocommerce-Ukraine, OAQO Joint Stock Investment and
Commercial Industrial and Construction Bank Stavropolie, CB UNIBANK S A and Petrocommerce
Invest S.A. Also refer to Note 34.

Below is the description of the main activity of the principal subsidiaries.

Joined-Stock Company Komi Regional Bank Ukhtabank (hereinafter, “Ukhtabank”) is a commercial
bank owned by shareholders whose liability is limited. The Bank's principal business activity is
commercial and retail banking operations, operations with securities and foreign exchange within the
Russian Federation. The Bank has operated under a banking license issued by the CBRF since 1991.
The head office of Ukhtabank is located at the following address: Oktyabrskaya str., 14, Komi Republic,
Ukhta, 168300, Russia. As at 31 December 2007 the Bank had six branches within the Russian
Federation (2008: six branches). The average number of the Ukhtabank's employees during the year
was 543 (2006: 544). The controlling block of shares of Ukhtabank was acquired by the Group in 2002,

ZAO Bank Petrocommerce-Ukraine (hereinafter, “Petrocommerce-Ukraine”) was registered
on 26 September 1996 by the National Bank of Ukraine as a joint-stock company under the name
Aviatekbank. In January 2002, Aviatekbank was acquired by the Group and in February 2002 it was
renamed as ZAQO Petrocommerce-Ukraine. The current banking licence #108-1 was received by
Petrocommerce-Ukraine on 9 April 2002 Petrocommerce-Ukraine's main activities include provision of
banking services to companies representing various economic sectors, state bodies and individuals.
These services include deposit taking, lending, investments in securities and execution of payments in
Ukraine and abroad. Petrocommerce-Ukraine's head office is located in Kiev. As at 31 December 2007
Petrocommerce-Ukraine had four branches in Ukraine (2006: four branches). The average number of
the Petrocommerce-Ukraine's employees during the year was 539 (2006: 510).
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1 introduction (Continued)

Joint-Stock Investment Commercial Industrial and Construction Bank Stavropolie, an open joint-
stock company (hereinafter, “Stavropolpromstroybank”), was created in December 1881 as the
Commercial Bank Stavropolie as a result of restructuring of commercial bank "Stavrapolye™ previously
founded on 26 December 1980. In March 1996 the bank changed its legal form and became an open
joined-stock company. In May 2002, Stavropolpromstroibank was acquired by the Group.
Stavropolpromstroybank has banking licence #1288. Stavropolpromstroibank's main activities include
deposit taking, lending, cash and settiement services to clients and transactions with securities and
foreign currencies. Stavropolpromstroibank's head office is located in Stavropol As at
31 December 2007 Stavropolpromstroibank had seven branches within the Russian Federation (2006:
seven branches). The average number of the Stavropolpromstroibank’s employees during the year was
706 (2006: 608).

Commercial Bank Unibank S.A. (hereinafter, “Unibank™) was created in the Republic of Moldova in
August 1992. In December 2002 it became a subsidiary of the Group. Unibank has a type "B” licence for
all types of banking activities excluding trust activities. Unibank's main activities include deposit taking,
lending, cash and settlement services to clients and transactions with securities. The head office of
Unibank is located in Kishinev. As at 31 December 2007 Unibank had five branches in the Republic of
Moldova (2008: five branches). The average number of the Unibank's employees during the year was
242 (20086: 247).

Petrocommerce Invest S.A. was founded in February 2006. The country of incorporation is
Luxembourg. The registration number is B114800. Main activity of the company is attraction of medium-
and long-term funds on international financial markets for the benefit of the Group.

Presentation currency. These consolidated financial statements are presented in thousands of
Russian Roubles ("RR thousands”).

In the normal course of business the Group enters into transactions with its related parties. These
transactions include, but are not limited io, settlements. lending, deposit taking, guarantees, trade
finance. securities and foreign currency transactions. At 31 December 2007, a substantial portion of the
Group's liabilities (26% of total liabilities) (2006: 14% of total liabilities) are due fo related parties. Refer
to Note 33.

2 Operating Environment of the Group

The Russian Federation displays certain characteristics of an emerging market, including relatively high
inflation and strong economic growth. The banking sector in the Russian Federation is sensitive fo
adverse fluctuations in confidence and economic conditions and may occasionally experience
reductions in liquidity. Management is unable to predict all developments which could have an impact on
the banking sector and consequently what effect, if any, they could have on the financial position of the
Group.

The tax, currency and customs legislation within the Russian Federation is subject to varying
interpretations and changes, which can occur frequently. Furthermore, the need for further
developments in the bankruptcy laws, the absence of formalised procedures for the registration and
enforcement of collateral, and other legal and fiscal impediments contribute to the difficulties
experienced by banks currently operating in the Russian Federation. The future economic direction of
the Russian Federation is largely dependent upon the effectiveness of economic, financial and monetary
measures undertaken by the Government, together with tax, legal, regulatory, and political
developments. The operating environment in the Ukraine and the Republic of Moldova. where the
Group's subsidiaries operate. is broadly comparable to that of the Russian Federation described above

Recent volatility in global financial markets. Since the second half of 2007 there has been a sharp
rise in foreclosures in the US subprime mortgage market The effects have spread beyond the US
housing market as global investors have re-evaluated their exposure to risks, resulting in increased
volatility and lower liquidity in the fixed income, equity, and derivative markets. Such circumstances may
affect the ability to refinance its existing borrowings, customer accounts and other liabilities. and also
may affect the fair value of loans and advances. In accordance with IFRS the decreasing of the fair
value of the asset below its amortised cost resulted from increasing of the basis interest rate is not
neceserily indicates the impairment. Management is unable to reliably estimate the effects on the
Group's financial position of any further possible deterioration in the liquidity of the financial markets and
their increased volatility.
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3 Summary of Significant Accounting Policies

Basis of preparation. These consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards ("IFRS") under the historical cost convention, as modified by
revaluation of trading securities, investment securities available for sale, and financial derivatives. The
Bank maintains its accounting records in accordance with Russian banking regulations. Subsidiaries
maintain their accounting records in accordance with Russian accounting regulations or applicable
companies’ law in respective jurisdictions. These consolidated financial statements have been prepared
from the accounting records of the constituent entities of the Group and adjusted as necessary in order
to be in accordance with IFRS. The principal accounting policies applied in the preparation of these
consolidated financial statements are sst out below. These policies have been consistently applied to all
the periods presented, uniess otherwise stated. Refer to Note 5.

Restatement of interim condensed consolidated financial information for six months ended 30
June 2007, During the reporting period the Group’s management performed a detailed review of the
Group’s IFRS interim condensed consolidated financial information for the six months ended 30 June
2007. and the Group's accounting policies. This review necessitated adjustments to the IFRS interim
condensed consolidated financial information for the six months ended 30 June 2007, as required by
IAS 8 "Accounting Policies, Changes in Accounting Estimates and Errors™ The nature and effect of the
adjustments are detailed below.

During the first six months of 2007 IFD Kapital Group sold 4.130% shares of the Bank to a company
acting in the benefit of the President of the Bank, at nominal value. Also 0.128% shares of the Bank
have been purchased from minorities. As a result, the share capital of the Bank owned by this company
increased up to 7.271%. Finalisation of legal formalities of transferring the legal ownership of the above
mentioned company to the President of the Bank is planned to happen by mid 2008. For the purpose of
IFRS financial statements prepared in accordance with IFRS 2 "Share-based Payment” requirements
and the substance over form argument, the management believes this transaction took place during the
first half of 2007. However, the Group did not account for this transaction in its IFRS interim condensed
consolidated financial information for the six months ended 30 June 2007 as a share-based transaction
based on IFRS 2 "Share-based Payment” The Group will adjust its financial information considering the
impact of accounting for the transaction in accordance with IFRS 2 "Share-based Payment”. This share-
based payment adjustment required a corresponding restatement of interim consolidated income
statement for the six months ended 30 June 2007. There is no effect on retained earnings and total
equity of the Group for the period of the six months ended 30 June 2007, as the consolidated income
statement was adjusted in correspondence with the consolidated statement of equity. Refer to Note 30.

The effect of restatement on the interim consolidated income statement for six months ended
30 June 2007 is as follows:

In thousarids of Russian Roubles

Net profit for the six month ended 30 June 2007 (as previously reported) 1 080 595
Effect of accounting of the share-based payment (Note 30) (418 064)
Net profit for the six month ended 30 June 2007 (restated amount) 662 531

The next interim financial statements of the Group for the six months ended 30 June 2008 will have a full
disclosure of the adjustment described above as well as a restatement of the corresponding information
for the six months ended 30 June 2007 in accordance with IAS 8 "Accounting Policies, Changes in
Accounting Estimates and Errors”.

Consolidated financial statements. Subsidiaries are those companies and other entities (including
special purpose entities) in which the Group, directly or indirectly, has an interest of more than one haif
of the voting rights or otherwise has power to govern the financial and operating policies so as to obtain
benefits. The existence and effect of potential voting rights that are presently exercisable or presently
convertible are considered when assessing whether the Group controls another entity. Subsidiaries are
consolidated from the date on which control is transferred to the Group (acquisition date) and are de-
consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries. The cost of an
acquisition is measured at the fair value of the assets given up. equity instruments issued and liabilities
incurred or assumed at the date of exchange, plus costs directly aftributable to the acquisition. The date
of exchange is the acquisition date where a business combination is achieved in a single transaction,
and is the date of each share purchase where a business combination is achieved in stages by
successive share purchases.
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3 Summary of Significant Accounting Policies (Continued)

The excess of the cost of acquisition over the acquirer's share of the fair value of the net assets of the
acquiree at each exchange transaction is recorded as goodwill The excess of the acquirer’s interest in
the net fair value of the identifiable assets, liabilities and contingent liabilities acquired over cost
("negative goodwill’) is recognised immediately in profit or loss

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination
are measured at their fair values at the acquisition date, irrespective of the extent of any minority
interest. The difference, if any, between the fair values of the net assets at the dates of exchange and at
the date of acquisition is recorded directly in equity.

Intercompany transactions, balances and unrealised gains on transactions between group companies
are eliminated. Unrealised losses are also eliminated unless the cost cannot be recovered. The Bank
and all of its subsidiaries use uniform accounting policies consistent with the Group's policies.

Foreign currency transiation gains less losses/(losses net of gains) in the consolidated statement of
changes in equity include the result of net assets revaluation arising on the consolidation of the Group's
subsidiaries whose functional currency differs from the Group's presentation currency (Russian Rouble).
The cumulative balance of currency translation differences recorded in equity at 31 December 2007
amounted to a loss of RR 64 505 thousand (2006: RR 54 634 thousand).

Minority interest Is that part of the net results and of the net assets of a subsidiary attributable to
interests which are not owned, directly or indirectly, by the Bank. Minority interest forms a separate
compenent of the Group’s equity.

Key measurement terms. Depending on their classification financial instruments are carried at fair
value or amortised cost. These measurement terms are presented below

Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm's length transaction. Fair value is the current bid price for
financial assets and current asking price for financial liabilities which are quoted in an active market. For
assets and liabilities with offsetting market risks, the Group may use mid-market prices as a basis for
establishing fair values for the offsetting risk positions and apply the bid or asking price to the net open
position as appropriate. A financial instrument is regarded as quoted in an active market if quoted prices
are readily and regularly available frem an exchange or other institution and those prices represent
actual and regularly occurring market transactions on an arm's length basis.

Valuation techniques such as discounted cash flows models or models based on recent arms length
transactions or consideration of financial data of the investees are used to fair value certain financial
instruments for which external market pricing information is not available. Valuation techniques may
require assumptions not supported by observable market data Disclosures are made in these
consalidated financial statements if changing any such assumptions to a reasonably possible alternative
would result in significantly different profit, income, total assets or total liabilities.

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal
of a financial instrument. An incremental cost is one that would not have been incurred if the transaction
had not taken place. Transaction costs include fees and commissions paid to agents (including
employees acting as selling agents), advisors, brokers and dealers, levies by regulatory agencies and
securities exchanges, and transfer taxes and duties. Transaction costs do not include debt premiums or
discounts, financing costs or internal administrative or holding costs.

Amortised cost is the amount at which the financial instrument was recognised at initial recognition less
any principal repayments, plus accrued interest, and for financial assets less any write-down for incurred
impairment losses. Accrued interest includes amortisation of transaction costs deferred at initial
recognition and of any premium or discount to maturity amount using the effective interest method.
Accrued interest income and accrued interest expense, including both accrued coupon and amortised
discount or premium (including fees deferred at origination, if any), are not presented separately and are
included in the carrying values of related balance sheet items.




3 Summary of Significant Accounting Policies (Continued)

The effective interest method is a method of allocating interest income or interest expense over the
relevant period so as to achieve a constant periodic rate of interest (effective interest rate) on the
carrying amount, The effective interest rate is the rate that exactly discounts estimated future cash
payments or receipts (excluding future credit losses) through the expected life of the financial instrument
or a shorter period, if appropriate, to the net carrying amount of the financial instrument. The effective
interest rate discounts cash flows of variable interest instruments to the next interest repricing date
except for the premium or discount which reflects the credit spread over the floating rate specified in the
instrument, or other variables that are not reset to market rates, Such premiums or discounts are
amortised over the whole expected life of the instrument. The present value calculation includes all fees
paid or received between parties to the contract that are an integral part of the effective interest rate
(refer to income and expense recognition policy).

Initial recognition of financial instruments. Trading securities and derivatives are initially recorded at
fair value. All other financial instruments are initially recorded at fair value plus transaction costs. Fair
value at initial recognition is best evidenced by the transaction price. A gain or loss on initial recognition
is only recorded if there is a difference between fair value and transaction price, which can be evidenced
by other observable current market transactions in the same instrument or by a valuation technigue
whose inputs include only data from observable markets.

All purchases and sales of financial assets that require delivery within the time frame established by
regulation or market convention (“regular way" purchases and sales) are recorded at trade date, which is
the date that the Group commits to deliver a financial asset. All other purchases and sales are
recognised on the settiement date with the change in value between the commitment date and
settlement date not recognised for assets carried at cost or amortised cost: recognised in profit or loss
for trading securities and derivatives; and recognised in equity for assets classified as available for sale.

Cash and cash equivalents. Cash and cash equivalents are items which are readily convertible to
known amounts of cash and which are subject to an insignificant risk of changes in value. Cash and
cash equivalents include all interbank placements and repurchase agreements with other banks with
original maturities of less than three months. Restricted funds are excluded from cash and cash
equivalents. Cash and cash equivalents are carried at amortised cost.

Mandatory cash balances with central banks. Mandatory cash balances with the CBRF and other
central banks are carried at amortised cost and represent non-interest bearing mandatory reserve
deposits in cenfral banks which are not available to finance the Group's day to day operations.
Therefore, they are not considered as part of cash and cash equivalents for the purposes of the
censolidated cash flow statement.

Trading securities. Trading securities are securities, which are either acquired for generating a profit
from short-term fluctuations in price or trader's margin, or are securities included in a portfolio in which a
pattern of short-term trading exists. The Group classifies securities into trading securities if it has an
intention to sell them within a short period after purchase, i.e. within twelve months. Trading securities
are not reclassified out of this category even when the Group's intentions subsequently change

Trading securities are carried at fair value. Interest earned on trading securities calculated using the
effective interest method is presented In the consolidated income statement as interest income.
Dividends are included in other operating income when the Group's right to receive the dividend
payment is established and it is probable that the dividends will be collected. All other elements of the
changes in the fair value and gains or losses on derecognition are recorded in profit or loss as gains less
losses from trading securities in the period in which they arise.

Due from other banks. Amounts due from other banks are recorded when the Group advances money
to counterparty banks with no intention of trading the resulting unguoted non-derivative receivable due
on fixed or determinable dates. Amounts due from other banks are carried at amortised cost.

Loans and advances to customers. Loans and advances to customers, including loans provided
under factoring agreements, are recorded when the Group advances money to purchase or originate an
unquoted non-derivative receivable from a customer due on fixed or determinable dates and has no
intention of trading the receivable. Loans and advances to customers are carried at amortised cost.
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3 Summary of Significant Accounting Policies (Continued)

If, as a result of revised terms regarding impaired financial assets, such revised terms considerably differ
from the previous ones, the new asset is inttially recorded at its fair value

Impairment of financial assets carried at amortised cost. Impairment losses are recognised in profit
or loss when incurred as a result of one or more events (“loss events”) that occurred after the initial
recognition of the financial asset and which have an impact on the amount or timing of the estimated
future cash flows of the financial asset or group of financial assets that can be reliably estimated. If the
Group determines that no objective evidence exists that impairment was incurred 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

The primary factors that the Group considers whether a financial asset is impaired is its overdue status
and realisability of related collateral, if any. The following other principal critena are also used to
determine that there is objective evidence that an impairment loss has occurred:

. any instalment is overdue and the late payment cannot be attributed to a delay caused by the
seftlement systems;:

. the borrower experiences a significant financial difficulty as evidenced by borrower's financial
information that the Group obtains;

. the borrower considers bankruptcy or a financial reorganisation:

' there is adverse change in the payment status of the barrower as a result of changes in the
national or local economic conditions that impact the borrower;

. the value of collateral significantly decreases as a result of deteriorating market conditions.

For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis of
similar credit risk characteristics. Those characteristics are relevant to the estimation of future cash flows
for groups of such assets by being indicative of the debtars’ ability to pay all amounts due according to
the contractual terms of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of the contractual cash flows of the assets and the experience of Management in
respect of the extent to which amounts will become overdue as a result of past loss events and the
success of recovery of overdue amounts. Past experience is adjusted on the basis of current observable
data to reflect the effects of current conditions that did not affect past periods and to remove the effects
of past conditions that do not exist currently.

Impairment losses are recognised through an allowance account to write down the asset's carrying
amount to the present value of expected cash flows (which exclude future credit losses that have not
been incurred) discounted at the original effective interest rate of the asset. The calculation of the
present value of the expected cash flows of a collateralised financial asset includes the cash flows that
may result from foreclosure less costs for obtaining and selling the collateral, whether or not foreclosure
is probable.

If. in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognised (such as an improvement
in the debtor's credit rating), the previously recognised impairment loss is reversed by adjusting the
allowance account through profit or loss.

Uncollectible assets are written off against the related impairment loss provision after all the necessary
procedures to recover the asset have been completed and the amount of the loss has been determined.

Credit related commitments. The Group enters into credit related commitments. including letters of
credit and financial guarantees. Financial guarantees represent irrevocable assurances to make
payments in the event that a customer cannot meet its obligations to third parties and carry the same
credit risk as loans. Financial guarantees and commitments to provide a loan are initially recognised at
their fair value, which is normally evidenced by the amount of fees received. This amount is amortised
on a straight line basis over the life of the commitment, except for commitments to originate loans if it is
probable that the Group will enter into a specific lending arrangement and does not expect to seil the
resulting loan shortly after origination; such loan commitment fees are deferred and included in the
carrying value of the loan on initial recognition. At each balance sheet date, the commitments are
measured at the higher of (i) the unamortised balance of the amount at initial recognition and (i) the best
estimate of expenditure required to settle the commitment at the balance sheet date.
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3 Summary of Significant Accounting Policies (Continued)

Investment securities available for sale. This classification includes investment securities which the
Group Intends to hold for an indefinite period of time and which may be soid in response to needs for
liquidity or changes in interest rates, exchange rates or equity prices. The Group classifies investments
as avallable for sale at the time of purchase.

Investment securities available for sale are carnied at fair value. Interest income on available for sale debt
securities is calculated using the effective interest method and recognised in profit or loss. Dividends on
available for sale equity instruments are recognised in profit or loss when the Group's right to receive
payment is established and it is probable that the dividends will be collected. All other elements of
changes in the fair value are deferred in equity until the investment is derecognised or impaired, at which time
the cumulative gain or loss is removed from equity to profit or loss

Impairment losses are recognised in profit or loss when incurred as a result of one or more events (“loss
events”) that occurred after the initial recognition of investment securities available for sale. A significant
or prolonged decline in the fair value of an equity security below its cost |s an indicator that it is impaired.
The cumulative impairment loss — measured as the difference between the acquisition cost and the
current fair value, less any impairment loss on that asset praviously recognised in profit or loss — is
removed from equity and recognised in profit or loss. Impairment losses on equity instruments are not
reversed through profit or loss. If, in a subsequent period, the fair value of a2 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 profit or loss, the impairment loss is reversed through current
period’s profit or loss

Sale and repurchase agreements. Sale and repurchase agreements (‘repo agreements’), which
effectively ensure the creditor's profitability to the counterparty, are treated as secured financing
transactions. Securities sold under such sale and repurchase agreemenis are not derecognised. The
securities are not reclassified in the balance sheet unless the transferee has the right by contract or
custom to sell or repledge the securities, in which case they are reclassified as repurchase receivable.
The corresponding liabilities are presented within due to other banks or customer accounts.

Securities purchased under agreements to resell (‘reverse repo agreements”), which effectively ensure
the creditor's profitability to the Group, are recorded as cash and cash equivalents, due from other
banks or loans and advances to customers, as appropriate. The difference between the sale and
repurchase price is treated as interest income and accrued over the life of repo agreements using the
effective interest method.

Promissory notes purchased. Promissory notes purchased are included in frading securities, in due
from other banks, in loans and advances to customers or in investment securities available for sale,
depending on their substance and are recorded and subsequently remeasured and accounted in
accordance with the accounting policies for these categories of assets.

Derecognition of financial assets. The Group derecognises financial assets when (a) the assets are
redeemed or the rights to cash flows from the assets otherwise expired or (b) the Group has transferred
substantially all the risks and rewards of ownership of the assets while (i) the Group has transferred
substantially all risks and rewards of ownership, or (i) the Group has neither transferred nor retained
substantially all risks and rewards of ownership but has not retained control. Control (s retained if the
counterparty does not have the practical ability to sell the asset in its entirety to an unrelated third party
without needing to impose additional restrictions on the sale

Premises and equipment. Premises and equipment are stated at cost, restated to the equivalent
purchasing power of the Russian Rouble as at 31 December 2002 for assets acquired prior to
1 January 2003, less accumulated depreciation and provision for impairment, where required. Cost of
premises and equipment of acquired subsidiaries is the estimated fair value at the date of acquisition.

Construction in progress is carried at cost less provision for impairment where required. Cost includes
borrowing costs incurred on specific or general funds borrowed to finance construction of qualifying
assets. Upon completion, assets are transferred to premises and equipment at their carrying amount.
Construction in progress is not depreciated until the asset is available for use.

Costs of minor repairs and maintenance are expensed when incurred. Cost of replacing major parts or
components of premises and equipment items are capitalised and the replaced part is retired.
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3 Summary of Significant Accounting Policies (Continued)

If impaired, premises and equipment are written down to the higher of their value in use and fair value
less costs to sell. The decrease in the carrying value is charged in profit or loss. An impairment loss
recognised for an asset in prior years is reversed if there has been a change in the estimates used to
determine the asset's value in use or fair value less costs to sell.

Gains and losses on disposals determined by comparing proceeds with carrying amount are recognised
in profit or loss.

Depreciation. Depreciation on other items of premises and equipment is calculated using the straight-
line method to allocate their cost to their residual values over their estimated useful lives at the following
annual rates:

Buildings 2% per annum; and
Office and computer equipment 20-33% per annum.

The residual value of an asset is the estimated amount that the Group would currently obtain from
disposal of the asset less the estimated costs of disposal, if the asset were already of the age and in the
condition expected at the end of its useful life. The residual value of an asset is nil if the Group expects
to use the asset until the end of its physical life. The assets’ residual values and useful lives are
reviewed, and adjusted if appropriate, at each balance sheet date.

Operating leases. Where the Group is a lessee in a lease which does not transfer substantially all the
risks and rewards incidental to ownership from the lessor to the Group, the total lease payments are
charged to profit or loss on a straight-line basis over the pericd of the lease.

Leases embedded in other contracts is presented separately if (a) fulfiment of the arrangement is
dependent on the use of a specific asset or assets and (b) the arrangement conveys a right to use the
asset.

Due to other banks. Amounts due to other banks are recorded when money or other assets are
advanced to the Group by counterparty banks. The non-derivative liability is carried at amortised cost.

Customer accounts. Customer accounts are non-derivative liabilities to individuals, state or corporate
customers and are carried at amortised cost.

Debt securities in issue. Debt securities in issue include bonds, promissory notes, deposit and saving
certificates issued by the Group. Debt securities are stated at amortised cost. If the Group purchases its
own debt securities in issue, they are removed from the consolidated balance sheet and the difference
between the carrying amount of the liability and the consideration paid is included in gains or losses arising
from early retirement of debt.

Other borrowed funds. Other borrowed funds include medium and long-term funds attracted by the
Group on the international financial markets. Other borrowed funds are carried at amortised cost. If the
Group purchases its own other borrowed funds, they are removed from the consolidated balance sheet
and the difference between the carrying amount of the liability and the consideration paid is included in
gains or losses arising from early retirement of debt.

Subordinated debt. Subordinated debt is a non-derivative liability carried at amortised cost. The
subordinated debt ranks after all other creditors in case of liquidation.

Derivative financial instruments. Derivative financial instruments are carried at their fair value. All
derivative instruments are carried as assets when fair value is positive and as liabilities when fair value
is negative. Changes in the fair value of derivative instruments are included in profit or loss as either
gains/losses arising from operations with derivatives. The Group does not apply hedge accounting.
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3 Summary of Significant Accounting Policies (Continued)

Income taxes. Income taxes have been provided for in the consolidated financial staternents in
accordance with applicable legisiation enacted or substantively enacted by the balance sheet date. The
income tax charge comprises current tax and deferred tax and is recognised in the consclidated income
statement except if it is recognised directly in equity because it relates to transactions that are also
recognised, in the same or a different pericd, directly in equity.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of
taxable profits or losses for the current and prior periods. Taxable profits or losses are based on
estimates if financial statements are authorised prior o filing relevant tax returns. Taxes, other than on
income, are recorded within administrative and other operating expenses.

Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and
temporary differences arising between the tax bases of assets and liabilities and their carrying amounts
for financial reporting purposes. In accordance with the initial recognition exemption, deferred taxes are
not recorded for temporary differences on initial recognition of an asset or a liability in a transaction other
than a business combination if the transaction, when initially recorded, affects neither accounting nor
taxable profit. Deferred tax balances are measured at tax rates enacted or substantively enacted at the
balance sheet date which are expected io apply o the period when the temporary differences will
reverse or the tax loss carry forwards will be utilised. Deferred tax assets and liabilities are netted only
within the individual companies of the Greup. Deferred tax assets for deductible temporary differences

and tax loss carry forwards are recorded only to the extent that it is probable that future taxable profit will
he available against which the deductions can be utilised.

Deferrad income tax is provided on post acquisition retained earnings of subsidiaries, except where the
Group controls the subsidiary's dividend policy and it is probable that the difference will not reverse
through dividends or ctherwise in the foreseeable future.

Uncertain tax positions. The Group's uncertain tax positions are reassessed by management at every
balance sheetl date. Liabilities are recorded for income tax positions that are determined by
management as more likely than not to result in additional taxes being levied if the positions were o be
challenged by the tax authorities. The assessment is based on the interpretation of tax laws that have
been enacted or substantively enacted by the balance sheet date and any known court or other rulings
on such issues. Liabilities for penalties, interest and taxes other than on income are recognised based
on management's best estimate of the expenditure required to settle the obligations at the balance sheet
date.

Provisions for liabilities and charges. Provisions for liabilities and charges are non-financial liabilities
of uncertain timing or amount. Related provisions are provided for where therg is a present obligation
(legal or constructive) as a result of a past event. It is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation, and a reliable estimate of the amount of the
obligation can be made.

Trade and other payables. Trade payables are accrued when the counterparty performed its
¢bligations under the contract and are carried at amortised cost.

Preference shares. Preference shares are classified as equity and are not redeemable.

Dividends. Dividends are recorded in equity in the period in which they are declared. Dividends
declared after the balance sheet date and before the financial statements are authorised for issue are
disclosed in the subsequent events note. The statutory accounting reperts of the Bank are the basis for
profit distribution and other appropriations. Russian legislation identifies the basis of distribution as the
current year net profit.

income and expanse recognition. |nterest income and expense are recorded in the consolidated income
statement for all debt instruments on an accrual basis using the effective interest method. This method
defers, as part of interest income or expense, all fees paid or received between the parties to the contract that
are an integral part of the effective interest rate, transaction costs and all other premiums or discounts.
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3 Summary of Significant Accounting Policies {Continued)

Fees integral to the effective interest rate include origination fees received or paid by the entity relating
to the creation or acquisition of a financial asset or issuance of a financial liability, for example fees for
evaluating creditworthiness, evaluating and recording guarantees or collateral, negotiating the terms of
the instrument and for processing transaction documents. Commitment fees received by the Group to
originate 10ans at market interest rates are integral to the effective interest rate if it is probable that the
Group will enter into a specific lending arrangement and does not expect to sell the resulting loan shortly
after origination. The Group does not designate loan commitments as financial liabilities at fair value
through profit or loss,

When Joans and cther debt instruments become doubtful of collection, they are written down to present value
of expected cash inflows and interest income is thereafter recorded for the unwinding of the present value
discount based on the asset's effective interest rate which was used to measure the impairment loss.

All other fees, commisgsions and other income and expense items are generally recorded on an accrual
basis by reference to completion of the specific transaction assessed on the basis of the actual service
provided as a proportion of the total services to be provided.

Commissions and fees arising from negotiating, or participating in the negotiation of a transaction for a
third party, such as the acquisition of loans, shares or other securities or the purchase or sale of
businesses, which are earned on execution of the underlying transaction are recorded con its completion.
Portfolio and other management advisary and service fees are recognised based on the applicable
service contracts, usually on a time-proportion basis. Asset management fees related to investment
funds are recorded ratably over the pericd the service is provided. The same principle is applied for
wealth management, financial planning and custody services that are continuously provided over an
extended period of time,

Foreign currency transfation. The functional currency of each of the Group's consolidated entities is
the currency of the primary economic environment in which the entity operates. The Bank’s functional
currency and the Group's presentation currency is the national cumency of the Russian Federation,
Russian Roubles {("RR").

Monetary assets and liabilities are translated into each entity’s functional currency at the official
exchange rate of the CBRF at the respective balance sheet dates. Foreign exchange gains and losses
resulting from the settlement of the transactions and from the translation of monetary assets and
liabilities into each entity’s functional currency at year-end official exchange rates of the CBRF are
recognised in profit or loss. Translation at year-end rates dees not apply to non-monetary items,
including equity investments. Effects of exchange rate changes on the fair value of equity securities are
recarded as part of the fair value gain or loss.

The results and financial position of each group entity (the functional currency of none of which is & currency
of a hyperinflationary economy) are franslated into the presentation currency as follows:

()  assets and liabilities for each balance sheet presented are franslated at the ciosing rate at the date of
that balance sheet;

{iil  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 transkated at the dates of the transactions);
and

(iiy  all resulting exchange differences are recognised as a separate companent of equity.

When a subsidiary is disposed of through sale, liquidation, repayment of share capital or abandonment of all,
or part of, that entify, the exchange differences deferred in equity are reclassified to profit or loss,

As at 31 December 2007 the principal rate of exchange used for translating foreign currency balances
was USD 1 = RR 24,5462 (2006: USD 1= RR 26.3311).
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3 Summary of Significant Accounting Policies (Continued)

Fiduclary assets and trust activities. Assets and liabilities held by the Group in its own name, but on
the account of third parties, are not reported on the consolidated balance sheet The extent of such
balances and transactions is indicaied in Note 30. For the purposes of disclosure, fiduciary and trust
activities do not encompass safe custody functions. Commissions received from fiduciary activities are
shown in fee and commission income.

Offsetting. Financial assets and liabilities are offset and the net amount reported in the consolidated
balance sheet only when there is a legally enforceable right to offset the recognised amounts and there
is an intention to either settle on a net basis or to realise the asset and settle the liability simultaneously.

Accounting for the effects of hyperinfiation. The Russian Federation has previously experienced
relatively high levels of inflation and was considered to be hyperinflationary as defined by IAS 29
‘Financial Reporting in Hyperinflationary Economies™ ('IAS 29°). IAS 29 requires that the financial
statements prepared in the currency of a hyperinflationary economy be stated in terms of the measuring
unit current at the baiance sheet date. It states that reporting operating results and financial position in
the local currency without restatement is not useful because money loses purchasing power at such a
rate that the comparison of amounts from transactions and other events that have occurred at different
times, even within the same accounting peried. is misleading.

The characteristics of the economic environment of the Russian Federation indicated that hyperinfiation
had ceased effective from 1 January 2003. Restatement procedures of IAS 29 are therefore only applied
to assets acquired or revalued and liabilities incurred or assumed prior to that date. For these balances,
the amounts expressed in the measuring unit current at as 31 December 2002 are the basis for the
carrying amounts in these consolidated financial statements. The restatement was calculated using the
conversion factors derived from the Russian Federation Consumer Price Index ("CPI"), published by the
Russian Statistics Agency, and from indices obtained from other sources for years prior to 1982.

Staff costs and related contributions. Wages, salaries, contributions to the Russian Federation state
pension and social insurance funds, paid annual leave and sick leave and bonuses are accrued in the
year in which the associated services are rendered by the employees of the Group.

Share based payments to key management. For equity-settied share-based payment transactions
with key management the Group, measures the services received and the corresponding increase in
equity, directly, at the fair value of the services received. Because of the difficulty of measuring directly
the fair value of the services received by the Group from key management, the Group measures the fair
value of the services received by reference to the fair value of the equity instruments granted to key
management.

Segment reporting. A segment is a distinguishable component of the Group that is engaged either in
providing products or services (business segment) or in providing products or services within a particular
economic environment (geographical segment), which is subject to risks and rewards that are different
from those of other segments. Segments with a majority of revenue eamed from sales to external
customers and whose revenue, result or assets are ten percent or more of all the segments are reported
separately. Geographical segments of the Group have been reported separately within these
consolidated financial statements based on the ultimate domicile of the counterparty, e g. based on
economic risk rather than legal risk of the counterparty.

Changes In accounting policies and presentation. Where necessary, corresponding figuras have
been adjusted to conform to the presentation of the current year amounts. The effect of reclassifications
is as follows:

In thousands of Russian Roubles - 2006
Balance sheet

Increase in

Prepaid income tax 322783
Current tax liability 55 154
Decrease in

Other assets 322783
Other liabilities 55 154

Any further changes to these consolidated financial statements require approval of the Group's
Management who authorised these consolidated financial statements for issue.
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4 Critical Accounting Estimates, and Judgements in Applying Accounting Policies

The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities
within the next financial year. Estimates and judgements are continually evajuated and are based on
management's experience and other factors, including expectations of future events that are believed to
be reasonable under the circumstances. Management also makes certain judgements, apart from those
involving estimations, in the process of applying the accounting policies. Judgements that have the most
significant effect on the amounts recognised in the consolidated financial statements and estimates that
can cause a significant adjustment to the carrying amount of assets and lizbiiities within the next
financial year include:

Impairment of investment securities available for sale. The Group determines that available-for-sale
equity investments are impaired when there has been a significant or prolonged decline in the fair value
below its cost. This determination of what is significant or prolonged requires judgement. In making this
judgement, the Group evaluates among other factors, the volatility in share price. In addition, impairment
may be appropriate when there is evidence of a deterioration in the financial health of the investee,
industry and sector performance, changes in technology, and operational or financing cash flows. Had
all the declines in fair value below cost been considered significant or prolonged, the Group would suffer
a2 loss of RR 30404 thousand (2006: RR 25582 thousand), which would be recorded in the
consolidated income statement, This ioss is currently recorded in the consolidated statement of changes
in equity under |AS 38,

Impairment losses on loans and advances. The Group regularly reviews its loan portfolios to assess
impairment. In determining whether an impairment loss should be recorded in the income statement, the
Group makes judgements as to whether there is any observable data indicating that there is a
measurable decrease in the estimated future cash flows from a porifolio of loans before the decrease
can be identified with an individual loan in that portfolio. This evidence may include observable data
indicating that there has been an adverse change in the payment status of borrowers in a group, or
national or local economic conditions that correlate with defaulis on assets in the group. Management
uses estimates based on historical loss experience for assets with credit risk characteristics and
objective evidence of impairment similar to those in the portfolio when scheduling its future cash flows.
The methodology and assumptions used for estimating both the amount and timing of future cash flows
are reviewed regularly to reduce any differences between loss estimates and actual loss experience.

Fair value of derivatives. The fair values of financial derivatives that are not quoted in active markets
are determined by using valuation techniques. Where valuation techniques (for example, medels) are
used to determine fair values, they are validated and periodically reviewed by qualified personnel
independent of the area that created them. All models are certified before they are used, and models are
calibrated to ensure that outputs reflect actual data and comparative market prices. To the extent
practical, models use only observable data, however areas such as credit risk (both own and
counterparty), volatilities and correlations require management to make estimates. Changes in
assumptions about these factors could affect reported fair values.

Special purpose entities. Judgement is required to determine whether the substance of the
relationship between the Group and a special purpose entity indicates that the special purpose entity is
controlled by the Group. In assessing ability of the Group to control the special purpose entities
management fakes info consideration the factors presented in SIC 12 "Consolidation - Special Purpose
Entities”, such as the SPE conducting activities on behalf of the Group and whether the Group contrals a
majority of the benefits of the SPE’s operations. Refer to Note 34.

Tax legisiation. Russian tax, currency and customs legislation is subject to varying interpretations.
Refer to Note 30.

Initial recognition of related party transactions. In the normal course of business the Group enters
into transactions with its related parties. |IAS 39 “Financial Instruments: Recognition and Measurement”
requires initial recognition of financial instruments based on their fair values. Judgement is applied in
determining if transactions are priced at market or non-market interest rates, where there is no active
market for such transactions. The basis for judgement is pricing for similar types of transactions with
unrelated parties and effective interest rate analysis.
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5 Adoption of New or Revised Standards and Interpretations

Certain new IFRSs became effective for the Group from 1 January 2007 Listed below are those new
and amended standards or interpretations which are or in the future couid be relevant to the Group s
operations and the nature of thewr impact on the Group's accounting policies All changes in agcounting
policies were apphed retrospectively with adjustments made to the retained earnings at 1 January 2006
unless otherwise described below

IFRS 7, Financial Instruments: Disclosures and a complementary Amendment to IAS 1
Presentation of Financial Statements - Capital Disclosures (effective from 1 January 2007). The
IFRS introduced new disclasures to improve the information about financial instruments including about
gquantitative aspects of risk éxposures and the methods of risk management The new quanttative
disclosures provide information about the extent of exposure to risk. based on informaton provided
internally to the entity's key management personnel Qualitative and guantitative disclosures will cover
exposure to credit nsk, liquidity nsk and market risk in¢cluding sensitivity analysis to market nsk IFRS 7
replaces |AS 30. Disclosures in the Financial Statements of Banks and Simidar Financial Institutions. and
some of the requrements in IAS 32 Financial Instruments Disclosure and Presentation The
Amendment to IAS 1 introduces disclosures about level of an entity s capital and how it manages
capital The new disclosures are made in these consclicated financial statemeants

Other new standards or interpretations. The Group has adopted the following other new standards or
interpretations which became effective from 1 January 2007

= IFRIC 7. Applying the Restatement Approach under IAS 29 (effective for penods beginning on or
after 1 March 2008)

. IFRIC 8, Scope of IFRS 2 (effective for periods beginning on or after 1 May 2006)

s IFRIC 8. Reassessmen! of Embedded Denvatives (effective for annual peniods beginning on or
after 1 June 2006)
. IFRIC 10. Interim Financial Reporting and Impairment (effective for annual periods beginning on

or after 1 November 2006)

The new IFRIC interpretations 7 to 10 did not significantly affect the Group s cansolidated financial
statements

6 New Accounting Pronouncements

Certain new standards and interpretations have been published that are mandatory for the Group's
accounting pericds beginning on or after 1 January 2008 or later periods and which the Group has not
early adopted

IFRS 8, Operating Segments (effective for annual periods beginning on or after 1 January 2009).
The standard applies to entities whose debt or egquity instruments are traded in 3 public market or that
file, or are in the process of filing. therr financial statements with a regulatory organisation for the
purpese of issuing any class of instruments in a public market IFRS B reguires an eptity to repon
financial and descriptive information about its operating segments and specifies how an entity should
report such information. Currently. the management evaluates the effect of this Standard on disclosing
information on segments in the Group s consolidated financial statements

IAS 23, Borrowing Costs (revised March 2007; effective for annual periods beginning on or after
1 January 2009). The revised IAS 23 was issued in March 2007 The main change to IAS 23 s the
removal of the option of the immediate recognition as expenses the borrowing costs related to assels
that take a substantial period of ume to get ready for use or sale An entity 1s therefore. required to
capitalise such borrowing costs as part of the cost of the asset The revised standard apples
prospectively to borrowing costs relating to qualfying assets for which the commencement date for
capitalisation is on or after 1 January 2009 Currently the management svaluates the effect of this
Standard on disclosing information in the Group's consalidated financial statements
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6 New Accounting Pronouncements (Continued)

IAS 1, Presentation of Financial Statements (revised September 2007; effective for annual
periods beginning on or after 1 January 2009). The main change in |AS 1 is the replacement of the
income statement by a statement of comprehensive income which will alse include all non-owner
changes in equity, such as the revaluation of available-for-sale financial assets Alternatively. entities will
be allowed to present two statements: a separate income statement and a statement of comprehensive
income. The revised IAS 1 also introduces a reguirement to present a statement of financial position
(balance sheet) at the beginning of the earliest comparative period whenever the entity restates
comparatives due to reclassifications, changes in accounting policies, or corrections of errors. The
Group expects the revised IAS 1 to affect the presentation of its consolidated financial statements but to
have no impact on the recognition or measurement of specific transactions and balances

IAS 27, Consolidated and Separate Financial Statements (revised January 2008; effective for
annual periods beginning on or after 1 July 2009). The revised IAS 27 will require an entity to
attribute total comprehensive income to the owners of the parent and to the non-controlling interests
(previously “minority interests™) even if this results in the non-controlling interests having a deficit
balance (the current standard requires the excess losses to be allocated to the owners of the parent in
most cases). The revised standard specifies that changes in a parent's ownership interest in a
subsidiary that do not result in the loss of control must be accounted for as equity transactions. It also
specifies how an entity should measure any gain or loss arising on the loss of control of a subsidiary. At
the date when control is lost, any investment retained in the former subsidiary will have to be measured
at its fair value. The Group is currently assessing the impact of the amended standard on its
consolidated financial statements

Vesting Conditions and Cancellations—Amendment to IFRS 2, Share-based Payment (issued in
January 2008; effective for annual periods beginning on or after 1 January 2009). The amendment
clarifies that anly service conditions and performance conditions are vesting conditions. Other features
of a share-based payment are not vesting conditions. The amendment specifies that all cancellations,
whether by the entity or by other parties. should receive the same accounting treatment The Group is
currently assessing the impact of the amended standard on its consolidated financial statements

IFRS 3, Business Combinations (revised January 2008; effective for business combinations for
which the acguisition date is on or after the beginning of the first annual reporting period
beginning on or after 1 July 2009). The revised IFRS 3 will allow entities to choose to measure non-
controlling interests using the existing IFRS 3 method (proportionate share of the acquiree's identifiable
net assets) or at fair value The revised IFRS 3 is more detailed in providing guidance on the application
of the purchase methed to business combinations. The requirement to measure at fair value every asset
and liability at each step in a step acquisition for the purposes of calculating a portion of goodwill has
been removed. Instead, goodwill will be measured as the difference at acquisition date between the fair
value of any investment in the business held before the acquisition, the censideration transferred and
the net assets acquired. Acquisition-related costs will be accounted for separately from the business
combination and therefore recognised as expenses rather than included in goodwill An acquirer will
have to recognise at the acquisition date a liability for any contingent purchase consideration. Changes
in the value of that liability after the acquisition date will be recognised in accordance with other
applicable IFRSs, as appropriate. rather than by adjusting goodwill. The revised IFRS 3 brings into its
scope business combinations involving only mutual entities and business combinations achieved by
contract alone. The Group is currently assessing the 'mpact of the amended standard on its
consolidated financial statements

Other new standards or interpretations. The Group has not early adopted the following other new
standards or interpretations:

. IFRIC 11, IFRS 2 — Group and Treasury Share Transactions (effective for annual periods
beginning on or after 1 March 20G7),

= IFRIC 12, Service Concession Arrangements (effective for annual periods beginning on or after
1 March 2008),

. IFRIC 13, Customer Loyalty Programmes |(effective for annual periods beginning on cor after
1 July 2008);

. IFRIC 14, IAS 18 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and
their Interaction (effective for annual periods beginning on or after 1 January 2008).

Unless otherwise described above, the new standards and interpretations are not expected to
significantly affect the Group's consclidated financial statements
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7 Cash and Cash Equivalents

_In thousands of Russian Roubles — SR S 2007 2006
Cash on hand 5 468 688 3873287
Balances with central banks (other than mandatory reserve deposits) 8880778 6 800 519
Correspondent accounts and overnight placements with other banks
- Russian Federation 635 221 968 610
- Other countries 1 383 265 1 376 000
Placements with cther banks with original maturities of less than thres

months ) 5122 201 1784 990
Reverse sale and repurchase agreements with other banks with original

maturities of less than three months 4726 381 BO2 775
Settlement accounts with trading systems 826 040 913 358
Total cash and cash equivalents 27 142 574 16 319 839

At 31 December 2007 cash and cash equivalents of RR 4726381 thousand
(2006: RR 802 775 thousand) are effectively collateralised by securities purchased under reverse sale
and repurchase agreements at a fair value of RR 5 565 887 thousand (2006° RR 1 006 728 thousand)

Geographical, currency, maturity and interest rate analyses of cash and cash equivalents are disclosed
in Note 29. The information on related party balances is disclosed in Note 33

8 Trading Securities

In thousands of Russian Roubles 2007 2008
Federal loan bonds (OFZ bonds) 6681310 5643 697
Corporate bonds 4 863 577 1395 267
Municipal bonds and bonds of the Russian Federation's regions 1073639 219878
US Treasury Strip securities 580 477 B76 B46
Corporate Eurobonds 261613 535135
Bonds of the Bank of Russia - 283 795
Promissory notes - 250 352
Russian Federation Eurobonds - 150 500
Credit-linked notes - 51438
Total debt securities 13 469 616 9 206 918
Quoted corporate shares 1 206 604 5175 681
Global depository receipts - 68 162
Total equity securities 1 206 604 5243 843
Total trading securities 14 B76 220 14 450 761

OFZ bonds are Russian Rouble denominated government securities issued by the Ministry of Finance of
the Russian Federation.

Corporate bonds are debt securities denominated in Russian Roubles, issued by large Russian
companies in financial, energy, oil and gas, banking and other sectors.

Municipal bonds and bonds of Russian Federation's regions represent debt securities denominated in
Russian Roubles.
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8 Trading Securities (Continued)

US Treasury Strip securities represent zero-coupon debt securities issued in the United States of
America under Separate Trading of Registered interest and Principal securities (STRIP) program. and
are freely tradable internationally.

Corporate Eurobonds are interest bearing securities denominated in USD, issued by large Russian
companies, and are freely tradable internationally

Corporate shares mainly include shares of major Russian oil and gas, metallurgical, chemical, machine-
building and other sectors. These shares are freely tradable in Russia.

The analysis of the Group's trading debt securities at 31 December 2007 is set out below:

Maturity Annual coupon Annual yield to
rate maturity )

In%pa o frcm__ - 1o from o fom 1o
Federal loan bonds (OFZ

bonds) April 2008 November 2021 58 10.0 54 8.5
Corperate bands September 2008  November 2018 70 13.7 5.8 15.6
Municipal bonds and bonds of

the Russian Federation's

regions May 2010 April 2014 7.8 125 70 ag
US Treasury Strip securities May 2011 February 2017 - - 31 4.2
Corporate Eurobonds February 2009 June 2022 687 89 7.2 8.3

The analysis of the Group's trading debt securities at 31 Dacember 2006 is set out below:

Maturity Annual coupon Annual yield to
R e e maturity

In % p.a. o ~ __from te ~ from 0 from to
Federal ioan bonds (OFZ

bonds) June 2007 November 2021 6.0 100 57 8.5
Corporate bonds June 2008 June 2018 55 1.0 6.9 97
US Treasury Strip securities Fabruary 2011 February 2011 - - 45 48
Corporate Eurobonds Juna 2007 October 2010 80 105 BB 13.2

September

Bonds of the Bank of Russia September 2009 2009 - - 48 48
Promissory notes January 2007 July 2007 = - 78 21.0
Russian Federation Eurcbonds March 2030 March 2030 50 50 59 5.9
Municipal bonds and bonds of

the Russian Federaticn's

regions December 2007 June 2015 100 135 6.5 73
Credit-linked notes October 2014 October 2014 9.6 98 52 52

Trading securities are carried at fair value which also refiects any credit risk of these securities As
frading securities are carried at their fair values based on observable market data, the Group does nat
analyse or monitor any impairment indices. As at 31 December 2007 and 31 December 2006, the Group
helds no overdue nor impaired trading securities. For credit quality analysis also refer {o Note 28

The Bank Is licensed by the Federal Commission on Securities Markets for trading in securities.

At 31 December 2007, tracing securities with a fair value of RR 2573796 thousand
(2008: RR 2 485 872 thousand) were pledged as collateral with respect to a credit line cpened with the
CBRF. At 31 December 2007, the Group had no deposits from the CBRF attracted within this credit limit
(2008: nil). Refer to Note 30.

Geographical, currency, maturity and interest rate analyses of trading securities are disclosed in
Note 29. The information on related party balances is disclosed in Note 33.
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9 Due from Other Banks

_In thousands of Russian Roubles o 2007 20086
Term placements with other banks with original maturities of more than three
months 1277 532 374 253
Overdue placements with other banks 12 450 13473
Less: Provision for impairment of due from other banks (12 883) {14 0B7)
Total due from other banks 1277 298 373 659
Movements in the provision far impairment of due from other banks are as follows
2007 2008
Term Overdue Term Overdue
placements placements placements placements
with other with other with other with other
banks with banks banks with banks
original original
maturities of maturities of
more than more than
__In thousands of Russian Roubles three months N three months o
Provision for impairment of due from
other banks at 1 January 554 13473 880 7090
{Recovery of)/provision for impairment of
due from other banks during the year (317) - (214) 6 948
Effect of translation to presentation currency (44) (1023) (72) {565)
Provision for impairment of due from
other banks at 31 December 233 12 450 594 134713

The analysis of due from other banks by credit quality at 31 December 2007 and 31 December 20086 is

set out below

2007 ) 2006
Term Overdue Term Overdue
placements placements placements placements
with other with other with other with other
banks with banks banks with banks
original original
maturities of maturities of
more than three more than three
In thousands of Russian Roubles months o months
Due from other banks (before
provision for impairment)
- Russian Federation banks 1 030 840 - 11
- OECD countries banks - - 6 907 -
- Non-OECD countries banks 248 582 12 450 367 335 13 473
Total due from other banks
(before provision for
impairment) 1277 532 12 450 374 253 13 473
Less: Provision for impairment (233) (12 450) (594) (13 473)
Total due from other banks 1277 299 373 658 -
21




9 Due from Other Banks (Continued)

The overdue placements with other banks represent individually impaired placements with other banks
past due more than one year.

As at 31 December 2007 term placements with other banks with origina! maturities of more than three
months include a balance of RR 1 030 240 thousand (2008: nil) that represents a placement to a
Russian bank ccollateralised by a real estate with a fair value of RR 1 855 841 thousand (2006: nil).

As at 31 December 2007, term placements with other banks totaling RR 248087 thousand
{2006: RR 353 416 thousandy were pledged to third parties as collateral with respect to term ptacements
of other banks. Refer to Notes 15 and 30.

The carrying value of each categary of duge from other banks approximates their fair vaiue as at
31 December 2007 and 31 December 2006. At 31 December 2007, the estimated fair value of dug from
other banks was RR 1 277 298 thousand (2008: RR 373 658 thousand). Refer to Note 32.

Geographical, currency. maturity and interest rate analyses of due from other banks are disclosed in
Note 28.

10 Loans and Advances to Customers

in thousands of Russian Roubles 2007 2006

Corparate entities

Commercial loans 100 008 626 ‘83 515576
Reverse sale and repurchase agreements 16 482 159 11109 2982
Factoring 10 256 269 10 549 842
Individuals

Lnans to individuals 10 837 684 6 838 323
Reverse sale and repurchase agreaments 151 129 -
Less: Provision for loan impairment (3 640 167) {3 564 182)
Total loans and advances to customers 135895710 108 948 341

At 31 December 2007, Ioans and advances to customers of RR 18 633 2B8 thousand
{2006: RR 11 108 252 thousand} were effectively collateralised by securities purchased under reverse
saie and repurchase agreements with a fair value of RR 21 488 151 thousand (2006:
RR 13 749 183 thousand}.

Movements in the provision for loan impairment are as follows:

Corporate entities Individuals Total
Commercial Reverse Factoring Loans to Reverse
lcans sale and individuals sale and
in thousands af Russian repurchase repurchase
Roubles agreements agresments

Provision for lgan impairment

at 1 January 2007 3 263 695
Provision/{recovery of

provision} for loan

impairment during the year 71378 - {10 549) 186 418 - 247 247
Leoans and advances to

customers written off during

109 440 191 057 - 3564192

the year as uncellectible {162 414) - - (121 - (162 535)
Effect of translation to
presentation currency (8 D00} - (268) {469} - (8 737)

Provision for loan
impairment
at 31 December 2007 3 164 659 - 58 623 376 B85 - 3 640 167
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10 Loans and Advances to Customers (Continued)

__Corporate entities _Individuals Total
Commercial Reverse Factoring Loans to Reverse
loans sale and individuals sale and
In thousands of Russian repurchase repurchase
Roubles agreements ___agreements
Provision for loan impairment
at 1 January 2006 2261717 - 41 937 116 925 - 2420579
Provision for loan impairment
during the year 1058 372 67 722 74773 - 1200867
Loans and advances to
customers written off during
the year as uncollectible 144 6853) - - (31) - (44 684)
Effect of translation to
presentation currency (11 741) - (219) (610) (12 570)
Pravision for loan
impairment at
31 December 2006 3 263 695 . 109 440 191 057 - 3564192
23




10 Loans and Advances to Customers (Continued)

The analysis of the Group's loan portfolio by credit quality at 31 December 2007 is set out below

___Corporate entities Individuals Total
Commercial Reverse Factoring Loans to Reverse
loans sale and individuals sale and
In thousands of Russian repurchase repurchase
_Roubles ___ agreements . Aagreements o
Current and not impaired
loans
- standard 95600601 18482158 10245822 g 552 562 151129 134032473
- wa'ch list 1451 884 531073 1082 957
Total current and not
impaired loans 97 052485 18 482 159 10245922 10083735 151129 136 D15 430
Past due but not impaired
loans
- less than 1 month
overdue 1482 056 5651 356 494 1 854 201
Total past due but not
impaired loans 1482 0586 E 5651 366 454 - 1854 201
Individually impaired loans
- current 153 878 27 089 180 967
- less than 1 month
overdue 3430 - 103 3533
- 1 to 3 months overdue 115 759 - 6 568 . 122 327
- 3 to 6 months overdue 110 941 4 696 g 857 - 125 484
- 6'to 12 months overdue 387 835 - 38 943 - 438778
- over 1 year overdue 6592 242 104 905 - 797 147
Total individually
impaired loans 1474 085 - 4 696 1B7 465 - 1 666 246
Total loans and
advances to customers
(before provision for
impairment) 100 00B 626 1B 482 159 10 256 269 10 637 694 151129 139535877
Less: Provision for loan
impairment (3 164 659) - (98 623) (376 885) - (3640 167)
Total loans and
advances to customers 96843967 1B482159 101576468 10 260 809 151128 135895710
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10 Loans and Advances to Customers (Continued)

The analysis of the Group’s loan portfolio by credit quality at 31 December 2006 is set cut below.

Corporate entities Individuals Total
Commercial Reverse Factoring Loans to Reverse
loans sale and individuals sale and
in thousands of Russian repurchase repurchase
Roubles agreements agreements
Current and not impaired
loans
- standard 80952297 11109292 10946 412 6 654 122 - 109 662 123
- watch lis{ 1112 536 - - 124 647 - 1237 183
Total current and not
impaired loans 82 084 833 11109292 10946 412 6778 769 - 110 895 306
Past due but not impaired
loans
- less than 1 month overdue B1 B25 - - 2 605 84 520
Total past due but not
impaired loans 61 825 - - 2 685 - 64 520
tndividually impaired ioans
- current 180 371 - - 36783 - 217 154
- less than 1 month overdue 41 651 - 3430 2911 - 47 992
-1 to 3 months overdue 108 062 - - 2282 - 110 354
- 3 to 6 months overdue 84 703 - - 12 500 - 897 203
- § to 12 months overdue 180 051 - - 39000 - 219 051
- over 1 year overdue 794 080 . - §3 373 - 857 453
Total individually impaired
loans 1388 918 - 3430 156 859 - 1 549 207
Total loans and advances
to customers {(before
provision for impairmenty 83515576 11109292 10 949 842 6938 323 - 112513033
Less: Provision for loan
impairment (3 263 695) - (109 440) (191 057) - (3 564 192)
Total loans and advances
to customers 80251881 11109282 10 840 402 6 747 266 - 108 948 841

The watch list loans represent locans with credit risk higher than remote. The primary factors that the
Group considers whether a loan is impaired are its overdue status, individual signs of impairment and
realisability of related collateral, if any. As a result, the Group presents above an ageing analysis of
loans that are individuzlly determined to be impaired,

i
fh—
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10  Loans and Advances to Customers [Continued)

Fair value of collateral in respect of Ipans overdue, but not impaired and loans individually designated as

impaired, at 31 December 2007 and 31 December 2006 was as follows:

Commercial Loans to Total
in thousands of Russian Roubles loans individuais
31 December 2007
Fair value of caliateral on past due but not impaired loans
- real estate 2 454 630 405 642 2 850 572
- equipment and motar vehicles 245 829 7 956 254 785
- other assets 64 925 B8 B M3
Fair value of loan coffaterals individually designated as
impaired
- financial claims to the Group and cash 2914 - 2914
- tradable securities 235224 503 235727
- real estate 1617 468 3618 1626 086
- equipment and rmotor vehicles 307 483 24 191 331654
- gther assets 1 306 936 376 1307 312
Total & 236 383 447 B74 6 684 063
Commercial Loans to Total
In thousands of Russian Roubles loans individuals
31 December 2006
Fair value of collateral on past due but not impaired loans
- real estate 32185 626 32781
- equipment and motor vehicles 21766 8§70 22738
- other assets 49 926 54 49 980
Fair value of loan colfaterals individually designated as
impaired
- financial ctaims to the Group and cash 2633 - 2633
- tradabie securities 1142075 - 1142075
- real esiate 1003276 1804 1 005 081
- equipment and motor vehicles 808 011 20277 828 283
- other assets 712 517 346 712 863
Total 3772359 24 078 3796 437

In this ciassification, the financial claims to the Group and cash represent the most reliable security.

Fair value of collateral on loans individually assessed as impaired exceeds the amount of carrying value
of these loans at 31 December 2007 and 31 December 2008 as in the event of default the collateral is
likely to be sold with a discount to its fair vaiue upon completion of all legally required procedures. Refer
also fo Note 29 for risk management policies applied by the Group in relation to fair value of collateral

calculation,
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10 Loans and Advances to Customers (Continued)

Economic sector risk concentrations within the customer loan portfolio are as foliows

in thousands of Russian Roubles

Trade
Manufacturing
Finance sector
Construction
Agriculture
Individuals
Transpori

Food processing
Oil and energy
Other

Total loans and advances to customers
(befare provision for impairment)

2007 ) 2008 .
Amount ) %e Amount %
28 195 320 20 27853 213 25
27 401 270 20 20 000 396 18
21405 788 15 18 481 540 18
13875319 10 8 504 500 8
11 288 042 8 8 380 447 8
10788 823 8 6938 323 6
B 313538 6 7 032 455 B
73180968 5 7815776 7
5693 641 4 5028 895 -
51556 168 - 2 458 488 2
139 535 877 100 112513 033 100

The analysis of the Group's lean porifolio (gross) by types of collateral at 31 December 2007 is sat out

below.
Corporate entities Individuals Total
Commercial Reverse  Factoring Loans to Reverse
loans sale and individuals sale and
In thousands of Russian repurchase repurchase
Roubles agreements - agreements -
Unsecured lcans g 351 847 B 10 256 268 1638271 - 21247 387
Loans collateralised by:
- financial claims to the Group
and cash 426 233 - - 481 749 908 682
- tradable securities 2771834 18482159 - 51 018 151128 21456 240
- real estate 40 633673 - 2 473 046 - 43106718
- equipment and motor
vehicles 16 808 708 - - 334 878 16 843 587
- warranties and banking
guarantees 17 064 311 - 5646 530 - 22710841
- other assels 13151 218 - - 11 202 13 162 42
Total loans and advances
to customers 100 008 626 18482159 10256269 10637 694 151 129 139 535 877
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10  Loans and Advances to Customers (Continued)

The analysis of the Group's loan portfolio (gross) by types of collateral at 31 December 2006 is set out

below
Corporate entities Individuals Total
Commercial Reverse  Factoring Loans to Reverse
loans sale and individuals sale and
in thousands of Russian repurchase repurchase
__FRoubles N agreements B agreements
Unsecured loans .13 837173 10 9490 B42 1078820 - 25885635
Loans coliateralised by:
- financial claims fo the
Group and cash 452 528 - - 416 072 - 868 600
- tradable securities 8094584 11109282 96 836 - 19300512
- real estate 25 498 888 - - 878 357 - 26377243
- equipment and motor
vehicles 11 114 8980 - 256 382 - 11371362
- warranties and banking
guarantees 10 861 003 - - 4137930 - 14998933
- gther assets 13 656 422 - - 74 328 - 13730748
Total loans and advances
to customers 83515576 11109292 10949 842 6938 323 - 112513033

Unsecured commercial loans represent mainly loans on which the collateral has not yet been registered
with state bodies. On loans issued within factoring agreements the Group has the possibility of claims
recourse from the debtor to the seller. Refer to Note 29. If there are several types of collateral, with the
aggregate collateral value exceeding the amount of the respective loan, the amount of outstanding loans
was presented in the following way: it was allocated to different types of collateral in the order of
decreasing liquidity and reliability of collateral

The carrying value of each ciass of loans and advances to customers approximates fair value as at
31 December 2007 and 31 December 2006. At 31 December 2007 the estimated fair value of loans and
advances to customers was RR 140 921 002 thousand (2006: RR 108 948 841 thousand). Refer to
Note 32,

Geographical, currency, maturity and interest rate analyses of loans and advances to customers are

disclosed in Note 29. The information on related party balances is disclosed in Note 33.

11 Investment Securities Available for Sale

_In thousands of Russian Roubles - 2007 2006
Corporate baonds 501 480 659 830
Municipal bonds and bonds of the Russian Federation's regions 233 483 125947
Promissory notes 213777 67 189
State debt securities of non-OECD countries 68 114 57 358
Debt secunties of central banks of non-OECD countries 80 552 79085
Corporate Eurobonds 2 554 2827
Vnesheconombank bonds (OVGVZ) 2227 2331
Total debt securities 1082197 9494 567
Private equity fund investments £56 898 -
Quoted corporate shares 23 259 16 393
Unguoted corporate shares 18 473 18 444
Total equity securities 698 630 37 837
Total investment securities available for sale 1780 827 1032404
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11 Investment Securities Available for Sale (Continued)

Corporate bonds represent debt securities issued by large companies and banks. Corporate bonds are
freely tradable in the Russian Federation

Municipal bonds and bonds of Russian Federation's regions represent interest bearing securities

denominated in Russian Roubles. These bonds are tradable on the MICEX and other Russian stock
exchanges.

Promissory notes represent interesi-bearing securities issued by Russian banks.

State debt securities of non-OECD countries represent interest-bearing bonds issued by the Ministry of
Finance of Moldova. ’

Debt securities of central banks of non-OECD countries represent zerg-coupon bonds issued by the
Bank of Moldova at a discount.

Private equity fund investments represent investments in a private equity fund which invests mainly in
unlisted equity securities of companies from a wide range of industries in the Russian Federation and
CIS Private equity fund investments are carned at their estimated fair value

The analysis of the Group's debt investment securities available for sale at 31 December 2007 is set out
below:

Maturity Annual coupon Annual yield to
rate = maturity

In%p.a. from to from to  fom = to
Corporate bonds March 2008  November 2012 74 186.0 75 187
Municipal bends and bonds of the

Russtan Federation's regions June 2008 April 2014 70 12.0 54 108
Promissory notes February 2008  December 2008 - - 79 G4
State debt securities of non-OECD

countries January 2008  December 2009 127 17.2 100 16.1
Debt securities of central banks of

non-0OECD countries January 2008 January 2008 - - 136 14.3
Corporate Eurobonds October 2010 October 2010 84 B4 7.3 73
Vnesheconombank bonds (OVGVZ) M2y 2008 May 2008 30 3.0 60 60

The analysis of the Group's debt investment securities available for sale at 31 December 2006 is set out
below:

Maturity Annual coupon Annual yield to
rate maturity

In%pa. from to _from to __from to
Corporate bonds February 2007 September 2013 78 120 75 101
Municipal bonds and bonds of the

Russian Federation's regions September 2007 Oclober 2011 78 12.0 6.9 8.3
Debt securities of central banks of

non-OECD countries January 2007 January 2007 - - 148 155
State debt securities of non-OECD

countries January 2007 September 2008 10.0 1.7 3.1 16.5
Promissory notes Demand April 2007 - - 0.0 8.0
Corporate Eurobonds October 2010 October 2010 g4 84 6.7 67
Vnesheconombank bonds

(OVGVZ) May 2008 May 2008 30 3.0 57 57

For credit guality analysis also refer Note 28 Geographical, currency, maturity and interest rate
analyses of investment securities available for sale are disclosed in Note 28 The information on related
party balances is disclosed in Note 33
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12 Repurchase Receivable

Repurchase receivable represents securities sold under sale and repurchase agreements, which the
counterparty has the right, by contract or custom, 0 sell or repledge.

In thousands of Russian Roubles 2007 2006
Federal loan bonds (OFZ boends) . 1735762 813176
Corporate bonds 326 412 -
Total debt securities 2062174 613176

Quoted corporate shares

- 617 084
Total equity securities “ 617 064
Total repurchase receivable 2062 174 1230 240

The analysis of the Group's repurchase receivable at 31 December 2007 is set out below:

Maturity Annual couponrate  Annual yield to

maturity

in%p.a. from to from to from to
Federal loan bonds (OFZ bonds) April 2008  August 2018 58 10.0 54 6.4
Corporate bonds December 2008 June 2018 7.0 83 6.8 7.8

The analysis of the Group's repurchase receivable at 31 December 2006 is set cut below:

Maturity Annual coupon rate  Annual yield to
maturity
fn % p.a. from 1o from to from to
Federal loan bonds {OFZ bonds) Aprit 2008  August 2018 6.0 10.0 58 6.4

For credit quality analysis also refer Note 29. At 31 December 2007 due to other banks includes
RR 1254 745 thousand (2006: RR 685 918 thousand) received under repurchase agreements with

securities at a fair value of RR 1299 743 thousand (2006 RR 739 362 thousand). Refer to Notes
15 and 30.

At 31 December 2007 customer accounts include RR 747 183 thousand (2008: RR 429 928 thousand)
received under repurchase agreements with securities at a fair value of RR 762 431 thousand
(2006: RR 430 878 thousand). Refer to Notes 18 and 30

As at 31 December 2007 the estimated fair value of repurchase receivable was RR 2 062 174 thousand
(2006: RR 1 230 240 thousand).

Geographical, currency, maturity and interest rate analyses of repurchase receivabie are disclosed in
Note 29. The information an refated party balances is disclosed in Note 33.




13  Premises and Equipment

Premises Office and Construction Total
computer in progress
in thousands of Russian Roubles equipment

Carrying amount at 1 January 2008 1274 274 764 933 266 247 2305754

Cost
Cpening balance 1395 208 1423 057 266 547 3084 812
Additions : 20874 241 300 432771 694 845
Transfers 28 966 103 833 (133 589 -
Cisposals (8 466) (49 330) (24 102) {81 898)
Effect of translation to presentation

currency (6 964) {14 997) (108) (22 069)

Ciosing balance 1430618 1703 663 541 509 JIETST90

Accumulated depreciation
Opening baiance 120 934 658 124 - 779 058
Depreciation charge (Note 25) 27 183 272188 - 294 359
Disposals {1 748) {26 926) - (28 674)
Effect of translation to presentation

currency (1 982) (10 884) - (12 866}

Clesing balance 144 387 892 510 1038877

Carrying amount at
31 December 2006 1286 251 811153 541 509 2638913

Cost
Opening balance 1430618 1703663 541 508 3 675790

Additions 111 361 398 630 163 889 673 880
Transfers 373 583 102 347 (475 930)

Effact of translation fo presentation
currency (1620 (& 760) 78 {8 302}

Closing balance 1827 189 2 125 581 229 292 4182 042

Accumulated depreciation
Opening balance 144 367 892 510 - 1 036 877
Depreciation charge (Note 25) 33 742 324 903 - 358 645
Disposals {8 653} {49 581) 4 {58 234)
Effect of transtation o presentation

currency {1 029) {5 430) - (6 459

Closing balance 168 427 1162 402 - 1330829

Carrying amount at
31 December 2007 1658 762 963 159 228 292 2851213

Construction in progress consists of construction and refurbishment of premises and equipment not yet
in operation. Upon completion, assets are transferred to premises and equipment.

H

I Disposals (86 753) (72 319} (254) (159 326)




| 4

14  Other Assets

_In thousands of Russian Roubles ) . 2007 ) 2006

Other financial assets

Recevables on commissions 283 049 104 024
Seftlements on plastic cards operations 150 645 98 618
Term deals settlements deposits 57 806 -
Derivatives 46 194 113
Cash transfers 12 224 7 850
Conversion deals settiements 5048 6 602
Other financia! assets 33 547 1194
Total other financial assets 597 513 218 101

Other non-financial assets

Receivables and advance payments 470 853 307 958
Settlements on non-banking operations 228 404 154 011
Prepaid other taxes 15513 2 450
Settiements on other operations 26235 33279
Total other non-financial assets 740 BOS 497 698
Total other assets 1338 318 716 799

Geographical, currency and maturity analyses of other assets are disclosed in Note 28

15  Due to Other Banks

in thousands of Russian Roubles o ) 2007 2006
Correspondent accounts and overnight placements of other

banks 260 481 850 938
Term deposits of other banks 12 821 032 11531 173
Sale and repurchase agreements with other banks 2883919 1088 049
Sale and repurchase agreements with the CBRF - 531 549
Total due to other banks 15965 432 13801709

At 31 December 2007, the fair value of secunities transferred to other banks under sale and repurchase
agreements in the amount of RR 2 883 919 thousand (2006: RR 1 088 049 thousand), comprised
RR 3 003 921 thousand (2006: RR 1 214 177 thousand). The Group purchased part of these securities
with a fair value of RR 1704 177 thousand (2006° RR 528 406 thousand) under reverse sale and
repurchase agreements (‘reverse repo”) The remaining securites with a fair value of
RR 1 28@ 744 thousand (2006: RR 685 771 thousand) are included in repurchase receivable Refer to
Notes 12 and 20

At 31 December 2008, the fair value of securities transferred to the CBRF under sale and repurchase
agreements in the amount of RR 531 549 thousand. comprised RR 545 350 thousand. The Group
purchased part of these securities with a fair value of RR 431 759 thousand under reverse sale and
repurchase agreements (‘reverse repo’). The remaining securites with a fair value of
RR 113 591 thousand are included in repurchase receivable Refer to Notes 12 and 30.
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15  Due to Other Banks (Continued)

As at 31 December 2007, term deposits of other banks of RR 228975 thousand
(2006 RR 353 505 thousand) were collateralised by lerm placements with other banks of
RR 246 087 thousand (2006: RR 353 416 thousand). Refer to Notes 9 and 30

The carrying value of each class of due to other banks approximates their far value as at
31 December 2007 and 31 December 2006. As at 31 December 2007 the estimated fair value of due to
other banks was RR 15 965 432 thousand (2008. RR 13 801 709 thousand). Refer to Note 32.

Gecgraphical, currency, maturity and interest rate analyses of due to other banks are disclosed in
Note 28. The information cn rélated party balances s disclosed in Note 33

16 Customer Accounts

!n thousands of Russian Roubles i ) 2007 - 2006

State and public organisations

- Current/settlement accournts 6473 168 5778675
- Term deposits 3172 381 2872
Corporate entities

- Current/settlement accounts 18817127 16 258 262
- Term deposits 40 030023 25 640 859
- Sale and repurchase agreements 598 151 1218 701
Individuals

- Current/demand accounts 9 593 023 7794 762
- Term depaosits 34 175882 24 804 311
Total customer accounts 113 359 765 B2 596 442

Economic sector concentrations within customer accounts are as follows:

o 2007 o 2006 .
_In thausands of Russian Roubles Amount % Amount %
Individuals 43 768 915 38 32 6589 073 40
Finance sector 25903 218 23 7 504 260 9
Trade 10 184 357 9 8 953 008 11
State and public organisations 9 645 549 9 & 779 547 7
Services 6583110 ] 8 501 358 10
Oil preduction and refining 4 146 031 4 4 377 750 5
Construction 3870909 3 5 428 506 7
Manufacturing 2 582 425 2 1 604 281 2
Eneray 1189 377 1 4 826 457 3]
Other 5485873 6 2919200 3
Total customer accounts 113 359 765 100 B2 596 442 100

At 31 December 2007, included in customer accounts are deposits of RR 3 466 626 thousand
(2006: RR 2 138 918 thousand) held as collateral for irrevocable commitments under import letters of
credit and letters of credit for settiements in the Russian Federation. Refer to Note 30.




16 Customer Accounts (Continued)

At 31 December 2007, the fair value of securities iransferred to customers under sale and repurchase
agreements in the amount of RR 988 151 thousand (2006. RR 1 218 701 thousand)., comprised
RR 1015 152 thousand (2006' RR 1 197 668 thousand). The Group purchased part of these securities
with a fair value of RR 252 722 thousand (20060 RR 766 780 thousand) under reverse sale and
repurchase agreements (‘reverse repo”). The remaining securities with a fair value of
RR 762 430 thousand (2006 RR 430 878 thousand) are included in repurchase receivable Refer to
Notes 12 and 30

The carrying value of each class of customer accounts approximates their fair value as at 31 December
2007 and 31 December 2006' As at 31 December 2007 the estimated fair value of customer accounts
was RR 111 714 208 thousand (2006: RR 82 596 442 thousand). Refer to Note 32

Geographical, currency, maturty and interest rate analyses of customer accounts are disclosed in
Note 29. The information on related party balances is disclosed in Note 33

17 Debt Securities in Issue

_In thousands of Russian Roubles o 2007 o 2008
Promissory notes 10 952 984 B 466 696
Bonds 2 950 285 2966 772
Deposit and saving certificates 2 005 502 545 266
Total debt securities 15908 771 11978 734

Issued promissory notes represent debt securities denominated in Russian Roubles, US Doliars and
Euro with maturity from “demand” to December 2027 (2008 from "demand” to December 2021). The
effective interest rates on these promissory notes range from 0.0% to 10.8% (2006. from 0.0% ‘o
12.7%)

Bonds are debt securities denominated in Russian Roubles and issued in the Russian Federation in
August 2006 (2006 August 2008). These bonds mature in August 2009 (2006: August 2009), and have
a fixed coupon rate of 8.5% (2006 8.5%) and yield to maturity of B.8% (2006. 8.9%).

Deposit and saving certificates are debt securities denominated in Russian Roubles with maturities from
January 2008 to December 2008 (20086: from January 2007 to December 2007). The effective interest
rates on these deposit and saving certificates range from 8.5% to 11.1% (2006: from 7.5% to 11.0%).

At 31 December 2007 the estimated fair values of promissory notes, bonds and deposit and savings
certificates were RR 11 386 166 thousand, RR 2 935 543 thousand and RR 2 005 502 thousand
respectively

At 31 December 2006 the estimated fair values of promissory notes. bonds and deposit and savings
certificates were RR 8470191 thousand, RR 2 976 502 thousand and RR 545266 thousand
respectively. Refer to Note 32.

Geographical, currency, maturity and interest rate analyses of debt securities in issue are disclosed in
Note 29 The information on related party balances is disclosed in Note 33

18 Other Borrowed Funds

_In thousands of Russian Roubles R ——— 2007 2006
Term borrowings 15 864 405 15 581 019
Syndicated loans 4 036 084 3494 712
Total other borrowed funds 19 900 489 19 075731
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18  Other Borrowed Funds (Continued)

Term borrowings represent medium and long-term funds attracted by the Group on the international
financial markets,

in March 2006 the Group issued Euro Medium Term Notes with a nominal value of
USD 225 000 thousand, a fixed nominal interest rate of 8.0%, maturity in March 2009 and the effective
interest rate of 8.7%.

In December 2006 the Group issued Loan Parficipation Notes with a nominal value of
LUSD 300 000 thousand, a fixed nomina!l interest rate of 6.75%, maturity in December 2009 and the
effective interest rate of 9.3%.

In March 2007 the Group issued additional Loan Participation Notes with a nominal value of
USD 125 000 thousand, a fixed nominal interest rate of B.758%, maturity in December 2009 and the
effactive interest rate of 9.3%.

A syndicated loan in the amount of USD 14 000 thousand was received by the Group in Qctober 2005
from two Croatian banks. This loan matures in October 2010 and has a floating interest rate of & month
LIBOR plus 1.25% p.a. As at 31 December 2007, the effective interest rate for this loan was 8.0% p.a.
(2008: 9.1%).

A syndicated loan of USD 14 338 thousand was received by the Group in June 2006 from the above two
Croatian banks. This loan matures in June 2011 and has a floating interest rate of 8 month LIBOR plus
1.25% p.a. As at 31 December 2007, the effective interest rate for this loan was 7.2% p.a. (2006: 7.4%).

A syndicated loan of USD 14 398 thousand was received by the Group in Cctober 2008 from the above
two Croatian banks. This loan matures in October 2011 and has a floating interest rate of 6 month
LIBOR plus 1.25% p.a. As at 31 December 2007, the effective interest rate for this loan was 7.1% p.a.
(2006. 7.3%).

A syndicated loan of USD 135 000 thousand was received by the Group in June 2007 from a consortium
of Russian and foreign banks. This loan matures in June 2008 and has a floating interest rate of 6 month
LIBOR plus 0.8% p.a. As at 31 December 2007, the effactive interest rate for this lcan was 7.1% p.a.

At 31 December 2006 the Group had Loan Participation Notes issued in February 2004 through a large
foreign bank with a nominal of USD 120 000 thousand, a fixed interest rate of 9.0%, maturity date in
February 2007 and the effective interest rate of 10.1%. in November 2004, part of the securities with a
nominal value of USD 55 560 thousand was claimed by holders for early redemption and repaid by the
Group in connection with notification of bond holders of thanges in the shareholding structure of the
Bank. Then Loan Participation Notes were redeemed on time,

As at 31 December 2008, the Group had a syndicated loan of USD 81 500 thousand, received in April
2006 from a consortium of Russian and foreign banks. This loan has maturity date in April 2007 and a
floating interest rate of 3 month LIBOR plus 1.9% p.a. As at 31 December 2006, the effective interest
rate for this loan was 8.6% p.a. The loan was repaid in due time.

At 31 December 2007 the fair values of term borrowings and syndicated loans were
RR 15 946 574 thousand and RR 4 077 691 thousand respectively.

At 31 December 2006 the fair wvalues of term borrowings and syndicated loans were
RR 15 830 804 thousand and RR 3 525 952 thousand respectively. Refer to Note 32.

Geographical, currency, maturity and interest rate analyses of other borrowed funds are disclosed in
Note 29,
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19 Other Liabilities

_In thousands of Russian Roubles - 2007 2008

Other financial liabilities

Settiements on factoring operations 917 334 384 444
Settlements on plastic cards operations 186 712 143 767
Denvatives 50 377 5905
Accrued financial liabilities 48 096 19 361
Cash transfers ) 11 188 B 704
Other financial liabilities 8478 13 354
Total other financial liabilities 1218 186 575 575

Other non-financial liabilities

Accrued staff costs 234 764 170 982
Settlements on bank operations 74 725 6 394
Other taxes payable 64 306 58 176
Other non-financial liabilities 93 585 106 789
Total other non-financial liabilities 467 380 342 341
Total other liabilities 1 685 566 917 916

Geographical, currency and maturity analyses of other liabilities are disclosed in Note 29

20 Subordinated Debt

In November 2006, the Group received a subordinated loan of USD 150 000 thousand from a related
party with a floating interest rate of 3 month LIBOR plus 4.0% and maturity in May 2012, Under the
contract. the debt ranks after all cther creditors in case of liguidation of the Bank. As at 31 December
2007, the effective interest rate for this subordinated loan was 9 1% (2008 9. 7%)

In October 2007 the Group renegotiated the maturity terms of the subordinated debt till November 2016

As at 31 December 2007 the estimated fair value of this subordinated debt was RR 3 745 136 thousand
(2006: RR 4 002 (018 thousand). Refer to Note 32.

Geographical, currency, maturity and interest rate analyses of the subordinated debt are disclosed in
Note 28. The informaticn on related party balances is disclosed in Note 33.

21  Share Capital

2007 o 2006
Number of Ncminal Inflation Number of Nominal Inflation
shares, value adjusted shares, value adjusted
In thousands of Russian in thousand amount in thousand amount
Roubles units units N o

Ordinary shares 500 000 5 000 000 6 7652 558 450000 4 500000 6 228 658
Preference shares - E - 500 500 000 523 900

Total share capital 500 D00 5 000 000 6752558 450 500 5000000 6 752 558




21 Share Capital {Continued)

All ordinary shares have a nominal value of RR 10 per share. All ordinary shares rank egually and each
share carries one vote. The amount of dividend i1s determined and approved at the Bank's annual
general meeting

Preference shares in the amount of 500 thousand units with nominal value of RR 1000 each were
converted intc 50 000 thousand convertible preference shares with nominal value of RR 10 per share.
Then convertibie preference shares were converted into ordinary shares

In December 2008. the ownership structure of the Bank was changed within the companies of IFD
Kapital Group. As a result of this change and upon additional acquisition of shares from other
shareholders. at 31 December 2007 Reserve Invest Holaing (Cyprus) Limited owns 87.84% of the

Bank's share capital (2006 89 25%)

22 Retained Earnings

In accordance with Russian legisiation, the Group allocates profits as dividends or transfers them to
reserves (fund accounts) on the basis of statutory accounting reporis prepared in accordance with the

Russian Accounting Rules. The Group's Russian Accounting Rules at

31 Dacember 2007 are RR 11 149 345 thousand (31 December 2006: RR 8 724 370 thousand)

23  Interest Income and Expense
In thousands of Russian Roubles 2007 2006
Interest income
Loans and advances fo customers 13 206 590 8 627 282
Debt trading securties 1083617 751 061
Reverse sale and repurchase agreements ( reverse repo

agreements”) 1 060 380 254 103

Correspondent accounts and due from other banks 503 061 301 109
Debt investment securities available for sale a6 908 130 582
Other - 1268
Total interest income 15 950 564 10 065 405
Interest expense
Deposits of individuals 2534715 1907 670
Other borrowed funds 1 646 536 812 219
Term deposits of legal entities 1387 930 966 906
Debt securties in issue 1121328 734 950
Due to other banks 727 502 249 585
Sale and repurchase agreements (“repo agreements”) 433 438 79 992
Subordinated debt 338 520 52 351
Current accounts of legal entities 11 656 8 550
Other 154 94
Total interest expense B211779 4812317
Net interest income 7738785 5253088
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24  Fee and Commission Income and Expense

in thousands of Russian Roubles 2007 2008
Fee and commission income
Commission on settlement transactions 1073 400 830 925
Commission on cash transactions 564 882 464 644
Comrmission for trust managerment 143 211 179 727
Guarantees issued 105 118 66 642
Commission on cash collection 84 247 63 387
Fiduciary commissions 552 485
Other 249 838 243 356
Total fee and commission income 2 226 257 1849148
Fee and commission expense
Commission on seftlement transactions 275 208 200 930
Commission on cash coliection £6 366 43 318
Commission on cash transactions A2 840 15 506
Qther 103 8983 33 388
Total fee and commission expense 478 587 253 1583
Net fee and commission income 1 747 870 1 555 983
25 Administrative and Other Operating Expenses
In thousands of Russian Roubles Note 2007 2006
Staff costs 29803678 2 241 3256
Office maintenance 524 547 458 318
Depreciation of premises and equipment 13 358 645 299 359
Rent 263 549 224 855
Stale deposit insurance system membership fee 195 456 157 195
Advertising and marketing services 127 572 68 438
Taxes other than on income B7 967 83914
Expenses related to premises and eguipment 81 287 120 805
Other 429 415 330 902
Total administrative and other operating expenses 4372116 3 985509

included in staff costs are statutory social security and pension contributions of RR 382 657 thousand

(2006: RR 286 952 thousand).
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26 Income Taxes

Income tax expense comprises the following:

_In thousands of Russian Roubles 2007 20086
Current 1ax charge 1146 184 1376 036
Deferred tax 26 472 (115 354)
Income tax expense for the year 11726386 1260 682

The income tax rate applicable to the majority of the Group's income is 24% (20058 24%)
A reconciliation between the expected and the actual taxation charge is provided below.

| In thousands of Russian Roubles . B 2007 2006
IFRS profit before taxation 3989 421 5100 247

:

l — e i s
Theoretical tax charge at statutory rate (2007: 24%; 2006: 24%) 957 481 12240589
Tax effect of tams which are not deductible or assessabie for taxation
purposes:
- Non deductible expenses 58 374 31 356
- Income on government secunties taxed at different rates (100 310) (68 834)
- Unrecognised fax losses 63 878 -
- Share based compensation 100 335 -
- Other non temporary differences 92 858 74 101
Income tax expense for the year 1172 636 1 260 682

Differences between IFRS and Russian statutory taxation regulations and between IFRS and statutory
taxation regulation of non-resident subsidiaries give rise to temporary differences between the carrying
amount of assets and liabllities for financial reporting purposes and their tax bases The tax effect of the
movement on these temporary differences is recorded at the rate of 24% (2006: 24%). except for
iIncome on state securities of the Russian Federation that is taxed at 15% (2006 15%).
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26 Income Taxes (Continued)

1 January Charged to Credited 31 December
2007 profit or ioss directly to 2007
_In thousands of Russian Roubles equity
Tax effect of deductible/{taxable) temporary
differences
Provision for loan impairment 208 404 1408 400) (200 996)
Premises and equipment ) (97 896) (38 877) = (138 873)
Fair valuation of trading investments (337 542) 330 263 - (7279)
Fair valuation of investment securities available for
sale {3 624) (Bas) 1818 (2 T52)
Debt securities in issue 38987 4 607) - 34 390
Accruals 124 483 45 652 170 151
Other (31 458) 51 541 20083
Net deferred tax liability (98 620) (26 472) 1816 (123 276)
Recognised deferred tax assel 15 328 (8 721) 2 8538
Recognised deferred 1ax liability (113 845 (17 681) 1816 {128 B14)
Net deferred tax liability (98 620) (26 472) 1816 (123 278)
1January Credited to Credited 31 December
2006 profit or loss directly to 2006
In thousands of Russian Roubles — ‘equity .
Tax effect of deductibie/(taxabie) temporary
differences
Prevision for loan impairmeant 211214 {2 810) - 208 404
Premises and equipment (100 052) 2158 - (57 896)
Fair valuation of trading investments (438 489) 58 957 - (337 542)
Fair valuation of investment secunties available for
sale 3065 (9 250) 2 561 {3 624)
Debt secunties in issue 20510 18 487 - 38 097
Accruals 04 143 30356 - 124 499
Cther (8 §18) (22 542) - (31 458)
Net deferred tax liability (216 535) 115 354 2 561 (98 620)
Recognised deferred tax asset 15 867 (638) - 15 329
Recognised aeferred tax liability (232 402) 116882 2 561 {113 ©49)
Net deferred tax liability (216 535) 115 354 2 561 (98 620)
40
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26  Income Taxes (Continued)

In the context of the Group's current structure and Russian tax legisiation, tax losses and current tax
assets of different group companies may not be offset against current tax liabilities and taxable profits of
other group companies and. accordingly, taxes may accrue even where there i1s a consolidated tax loss.
Therefore, deferred tax assets and liabllities are offset only when they relate to the same taxable entity
and the same taxation authority.

A deferred tax asset in the amount of RR 6 538 thousand (2006: RR 15 329 thousand) and a deferred
tax liability in the amount of RR 128 814 thousand (2005: RR 113 849 thousand) have been recorded in
the consolidated balance sheat after offsetting of the gross amounts presented above.

27 Dividends

_In thousands of Russian Roubles SEEpRp— 2007 o 2006
Dividends payable at 1 January 718 1306
Dividends paid during the year 2 587
Dividends payable at 31 December Ti7 718

On 26 May 2006, the Annual General Shareholders’ Meeting resolved not to pay dividends based on the
results for the 2005 financial year.

On 25 May 2007, the Annual General Shareholders’ Meeting resclved not to pay dividends based on the
results for the 2006 financial year

28  Segment Apalysis

The Group's primary format for reporting segment information is business segments and the secondary
format is geographical segments

Business Segments. The Group is organised on a basis of three main business segments

. Retall banking — representing private banking services, private customer current accounts,
savings, deposits, trust management, custody. plastic cards. consumer lcans and mortgages.

. Corporate banking — representing current accounts, deposits, overdrafts, loan and other credit
facilities, factoring and foreign currency products

. Financial market transactions — representing stock and money market transactions. brokerage and
depositary services, securities, foreign exchange trading and trading in derivative financial
instruments, sale and repurchase (‘repo’) agreements, attraction of long-term funds on
international financial markels.

Starting from 2007 the Group has been applying a transfer pricing system. Under this system funds are
ordinarily reallocated between segments at internal interest rates set by the Treasury of the Group.
which are determined by reference to the market yield curves. In addition, the internal management
accounting system ailows realiocation of certain operating expenses between the reportable segments.
The presentation of the comparative information for the period ended 31 December 2006 has been
changed to conform to the current periocd presentation.
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28  Segment Analysis (Continued)

Segment information for the main reportable business segments of the Group for 2007 and 2006 is set

out below:

Retail Corporate Financial Eliminations Total
in thousands of Russian Roubles banking banking markets
2007
External revenues 2 376 602 13277 894 2721586 - 18 376 082
Intersegment revenues 3208017 4 799 330 4 (099 885 (12 108 232) -
Total revenues 5 585519 18 077 224 § 821 581 (12 108 232} 18 378 092
Total revenues comprise:
Interest income 15 950 564
Fee and commission income 2 228 257
Other operating income 189 271
Total revenues 1B 376 082
Segment results arv 178 6 726 255 {482 144) - G 621 289
Unallocated costs (2 631 868}
Profit before tax 3889 421
Income tax expense (1172 638)
Profit for the year 2818785
Other segment items
Capital expenditure 245 680 404 572 23618 - 673 880
Depreciation charge (152 925) {189 036) (16 684) - {358 B45)
{Provision)/recovery of provision
for loan impairment (186 418) (60 B828) v - (245 930)
Segment assets 17 122249 112 461 301 51 667 690 181 251 240
Deferred income 1ax assset 6 538
Other unallocated assets 8488 043
Total assets 189 745 821
Segment tiabilities 45 156 865 69 773 556 50 530 502 - 166 460 523
Deferred income tax liabflities 129 814
Other unaliocated liabilities 4 184 986
Total liabilities 170775723
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28  Segment Analysis (Continued)
in thousands of Russian Retail Corporate Financial Eliminations Total

Roubles _____ banking  banking = markets L
2006
External revenues 1801 303 B 548 861 1320 518 - 12 070 682
Intersegment revenues 2 245 785 3 844 790 2141173 (8 235 728) -
Total revenues 4 051 068 12 793 651 3 461 891 (8 235 728) 12 070 682
Total revenues comprise:
Interest income 10 085 405
Fee and commission income 1 B49 146
Other operating iIncome 156 131
Total revenues 12 070 682
Segment results 86 512 3621338 2638013 . 6 345 863
Unallocated costs (1 245 B186)
Profit before tax 5100 247
Income tax expense {1260 682)
Profit for the year 3 839 565
Other segment items
Capital expenditure 255 237 414 218 25 490 594 045
Depreciation charge {133 233) (156 559) (G 567) - (299 359)
Provision for loan impairment (74 773) (1126 (94) {6 734) (1 207 601)
Segment assets 10309308 102 251972 34 233 364 146 794 642
Deferred income tax asset 15 329
Other unallocated asseis 1 482 861
Total assets 148 292 632
Segment liabilities 33 501 876 49 491 432 44 981 664 127 975072
Deferred income tax liabilities 113 849
Other unallocated liabilities 4 452 630
Total liabilities 132 541 651
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28  Segment Analysis (Continued)

Geographical segments. Segment information for the main reportable geographical segments of the
Group for years ended 31 December 2007 and 31 December 2006 is set out below.

In thousands of Russian Roubles Russia OECD Other Total
2007

Segment assets 176 B36 366 7091 425 5818030 189 745 821
Segment iiabilines 125 862 540 33 025 267 11 857 916 170775723
External revenues S 17 251 818 361 166 763 107 18 376 082
Credit related commitments 6 353 755 522 472 1793406 B 669723
Capital expenditure 638 206 - 35674 673 880
2008

Segment assets 136 636 136 3801 047 7 755 449 148 292 632
Segment liabilities 97 680 820 27 404 307 7 446 524 132 541 651
External revenues 10 0899 680 305 577 1 665 425 12 D70 682
Credit related commitments 4 847 214 22 482 1830414 5709110
Capital expenditure 669 375 - 25570 594 945

External revenues, assets, liabilities and credit related commitments have generally been zllocated
based on ultimate domicile of the counterparty, i e based on their respective geographical locations

29  Financial Risk Management

The risk management function within the Group is carried out in respect of financial risks (credit, market,
geographical, currency, liguidity and interest rate), operational risks and legal risks. The Group's risk
management policy is intended to ensure an optimal balance between the accepiable level of risk
undertaken by the Group and the return from banking activities to restrict potential adverse effects on
the Group's financial performance. to ensure sustainabllity of the business of the Group and as well as
to protect the rights and interests of the Group's stakeholders - shareholders. clients. counterparties and
others. The primary objectives of the financial risk management function are to establish risk limits. and
then ensure that exposure to risks stays within these limits. The operational and legal risk management
functions are intended to ensure proper functioning of internal policies and procedures to minimise
operational and legal risks. The risk management objectives, policies and procedures are similar for the
Bank and its subsidiaries.

Risk management structure. The risk management governance system of the Group includes setting,
implementing and controlling risk management policies and procedures and subsequent updating of
policies and procedures based on current economic, business and regulatory environment.

The Board of Directors is responsible for the overall supervision of the risk management system

The Executive Board has overall responsibility over asset and liability management including approval of
key risk management policies and procedures and large risk exposures, assessment of risk
management system bodies and approval of contingency plans.

The Executive Board, Financial and Economic Committee and Credit Committees make decisions that
set out the risk management procedures that fall within the competence of the respective unit and
establish limits on the risks related to particular cperations.




29 Financial Risk Management (Continued)

The Financial and Economic Committee is a coordinating body responsible for the management of the
assets and liabilities of the Group.

The Risk Control Department is directly responsible for the developing of policies on assessment of
current level of risks, risk management procedures, identification and analysis of different types of risk
and monitoring of compliance of the procedures and established limits bounding the risks. The Risk
Control Department is independent from business units, its members have voting rights on the decisions
of the Financial and Economic Committee and voting rights and veto power on Credit Committies. The
Risk Control Department reports to the Group's management on a regular basis. The review of major
risks is communicated to the Board of Directors on a semi-annual basis in the report on risk
management, which includes credit, market, liquidity, operating and reputation risks

Credit risk. The Group takes on exposure to credit risk, which is the risk that a counterparty will cause a
financial loss for the Group in the result of default Credit risk is the most important risk for the Group's
business, management therefore carefully manages its exposure to credit risk. Credit exposures arise
principally in lending activities that lead to loans and advances, and investment activities that bring debt
securities into the Group's asset portfolic. There is also credit risk in off-balance sheet items, such as
guarantees and loan commitments

The Group's maximum exposure to credit risk is reflected in the carrying amounts of financial assets on
the consolidated balance sheet For guarantees and credit related commitments, the maximum leve| of
credit risk is equal to the amount of liabilities. Refer to Note 30.

The following committees are responsible for approval of corporate and retail transactions which
might create credit risk exposure.

. The Financial and Economic Committee estabiishes credit risk management procedures for
REPO transactions. the procedure for use of credit risk limits by counterparty on REPO
transactions and settlements, and also determines credit risk limits for banks, including for
transactions with their own debt securities, for transactions with government securities and by
security type (for investments and reverse REPO transactions);

. The Credit Committee approves decisions on issued loans with limits exceeding RR 150 miilion
(RR30 million for individuals) under standard lending programs, all non-standard loan
applications and also approves the limits for corporate debt securities. The Bank's Credit
Commitiee sets credit limits for lending business units;

. The Small Credit Committee approves decisions on issued loans with limits up to RR 150 million
(RR 30 millien for individuals),

. The Branch Credit Committee considers lending applications from customers and takes lending
decisions on the basis of the established credit limits

The credit risk management system implies setting of limits which includes individual counterparty limits,
industry limits, as well as limits restricting credit product type, currency. period, type of collateral and
other.

The Group developed a methodology that enables evaluation of creditworthiness and credit quality of all
types of counterparties corporate clients, small and medium businesses, security issuers, banks,
individuals, counterparties within the scope of financing on terms of claim assignment (factoring),
insurance companies, etc

The Group's credit risk management system includes a model, which allows to assess expected losses
on the credit portfolio (the ‘expected loss model’) by using (i) the ‘probability of default’ by the client or
counterparty on its contractual obligations; (i) current exposures to the counterparty and its likely future
development, from which the Group derives the ‘exposure at defauit’, and (i) the likely economic loss
ratio on the defaulted obligations (the ‘loss given default). By calculating these measurements the
Group determines a risk premium for covering expected losses on the credit porifolic. This mode! takes into
consideration such parameters as financial position of a counterparty, credit sk exposure, lending period,
offered collateral and other factors that adjust the final nsk premium, The Group continuously improves its
credit risk measurement model However, these measurements should be contrasted with impairment
allowances recorded by the Group in these consolidated financial statements as required under IAS 39,
which are based on losses that have been incurred at the balance sheet date (the ‘incurred loss model)
rather than expected losses. Refer to Note 3.

The Group actively continues to develop its risk management system for lending to individuals. The
scoring models that are used in lending to individuals enable the Group to reduce its risks at credit
issue, however, the Group continues to enhance the efficiency of its systems
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29 Financial Risk Management (Continued)

Farr value of collateral is determined by the Group's experts in respect of the group of related borrowers
by types of supposed collateral Fair value normally exceeds the amount of established limit by 20%-
80%, depending on the borrower’s financial position, the type of coliateral, the borrower’s credit history
and transparency of its reporting  Credit nsk for off-balance sheet financial instruments is defined as the
possibiiity of sustaining a loss as a result of ancther party to a financial instrument failing to perform in
accordance with the terms of the contract The Group uses the same credit policies in making
conditional obligations as it does for on-balance sheet financial instruments through established credit
approvals, risk control limits and moniteoring procedures.

The Group usually takes collateral as security for all loans and credit facilities granted to its customers.
Loans, even to related parties, are generally over-secured in terms of value of the security. However,
borrowers regarded as “prime” by the Group may be granted short-term treasury loans without collateral.
The main types of collateral or credit support taken are financial claims to the Group. guarantees,
Russian Government securities, shares in blue-chip companies. liquid promissory notes, real estate,
goods. wares and merchandise and similar monetary assets. Pledges of, amongst other things.
equipment are a typical form of security taken by the Group. According to the Group's internal
procedures, collateral should be provided (where it is required) to cover outstanding liabilities during the
whele the term of a loan.

The major part of factoring finance provided by the Group implies the possibility of claim recourse from
the Debtor to the Seller. The Group treats this as a security to mitigate its risks.

Transactions of the Group can give nse to a settiement risk at the time of settlement for transactions
Settlement risk is the risk of losses resulting from the counterparty’s inability to meet its obligations to
provide cash, securities or other assets stipulated by the contract.

For certain types of transactions the Group reduces this risk by making settlements in form of “delivery
versus payment” or by clearing agents in order to be sure that final settiements will be completed only
after both parties fulfil their contractual obligations in full. Undertaking an exposure to the settlement risk
on unconditional settlement transactions requires avaiiability of credit risk limits and (or) special limits of
settlement risk by counterparty. Such limits constitute part of the above process of approval/monitoring
of limits per counterparty.

Market risk. The Group is expesed 1o market risk related to open positions on (a) currency, (b) interest
rate and (c) equity instruments which are subject to risk of general and specific market changes. The
Management sets limits on the value of risk that may be accepted, which is monitored on a daily basis.
However, the use of this approach does not prevent losses outside of these limits in the event of more
significant market movements.

Management of market risks includes limitation of pessible losses on own positions that may be incurred
by the Group over a specified time horizon with a given level of confidence as a result of movements in
exchange rates, market prices and interest rates by establishing limits for each type of transactions, and
control over compliance with the set limits.

The Financial and Econemic Committee sets limits to restrict possible losses arising form market risks.
The Risk Control Department is responsible for developing recommendations on setting and revising
risk minimisation limits and procedures

Market risks are managed on the basis of the following methods:

. Diversification of the active portfolio in the maney and stock market, using, inter alia, a multilevel
system of limits;

- Daily revaluations of positions on the basis of market prices;

- Implementation and monitoring of compliance over aggregate and private limits on all

money/stock market instruments;

. Implementation and permanent monitoring of compliance with stop-out limits to restrict the
Group’s losses on instruments;

. Limits on investments in securities are revised with consideration of their liquidity (possibility of
immediate disposal of the portfolio without significant effect on the market price)

48




[
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Before opening of the limits for debt securities, including repurchase receivables and securities available
for sale, the Group assesses both the credit quality of the issuer and the liquidity of the securities. The
credit quality requirements applied to the issuers are higher than the criteria applied to the borrowers
These criteria additionally include higher requirements to seme financial performance indicators (i.e,
gearing, financial efficiency efc ). the total assets and net assets of the issuer should not be less than
total assets and net assets of the largest borrowers of the Group, the terms of issue stipulate the ability
for early redemption in case of the change of the owner. the quality of the Issuer, assessed In
accordance with internal rating methodology, should not be worse than the quality of the borrower
entitited to receive the unsecured loan for the term similar to the term to maturity of the security, and the
holding companies are also obliged to present audited consolidated financial statements.

Additional criteria taken into account in course of liquidity analysis are the volume of transactions on the
organised exchange markets, spread between sale and purchase prices and the spread between the
security prices and risk-free assets of the same currency and maturity.

The limits for trading securities are opened only in case if the investment plan stipulates the sale of this
security within 12 months and the liquidity of the security allows to sell it within 1-3 months without
decrease in value.

The Group uses the VaR (value-at-risk) method for most trading positions and stress tests for non-liquid
financial instruments. The VaR method is a method of evaluating potential losses that may occur on risk
positions as a result of a change in market rates and prices over a specified time horizon with given level
of confidence. The VaR model used by the Group is based on a 99% confidence level and stipulates a
1to 10 day holding period depending on the item category. The VaR model represents forecasting
based on historical data. The model builds probability future development scenarios based on historical
data of market guotations with consideration of interdependence between different markets and
instruments. Potential changes in market prices are calculated with reference tc market data for the last
twelve months.

Although the VaR methodology is an important instrument for evaluation of the probable market risk
value, it has several constraints, especially in respect of low liquid markets:

] Using historical data as the basis for estimation of future events may not reflect all possible
scenarios,
" Implementation of 1 to 10 day hoelding period stipulates that the Group considers to sell or hedge

the position within 1 to 10 days. In practice, this is always the case. However, in case of low
market liquidity even a 10 day period may not be sufficient.

. A confidence level of 98% does not consider losses that may occur beyond this level. Probability
distribution of losses that may occur beyond the 99% level is not evaluated,
. Since the VaR amount is calculated on the basis of closing trading sessions data, it does not

always reflect intraday fluctuations.

The Group does not confine market risk evaluation to VaR calculation only, as this method is associated
with certain constraints described above. Constraints inherent in the VaR method are corrected by
revising limits on open positions set with consideration of instruments’ liquidity. limits on volumes of
trapsactions in respect of each trading peorifolio. In addition, the Group also uses stress-tesis for
medelling possible financial effect of certain exceptional market scenarios for the Group's capital
position.

Information on the level of VaR associated with the Group's currency risk and securities price risk at
31 December 2007 and at 31 December 2006 is provided below:

In thousands of Russian Roubles 2007 2006
Fixed income secunties price risk 378 341 330 349
Equity securities price risk 245 242 1034278
Currency rate risk exposure 3540 §272
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Geographical risk. The geographical concentration of the Group's assets and liabilities as at
31 December 2007 is set out below.

_In thousands of Russian Roubles Russia =~ OECD Other Total

Financial assets

Cash and cash equivalents 20 276 208 6292 643 573723 27 142 574
Mandatory cash balances with central banks 2342 572 - 122 996 2 485 568
Trading securities 14 086 742 589 478 - 14 676 220
Due from other banks 1030 940 - 246 358 1277 289
Loans and advances to customers 131404 348 B39 4490523 135885710
Investment securities available for sale 1646 527 4 808 129 682 1 780 827
Repurchase receivable 2082 174 - - 2082174
Other financial assets 346 384 201 256 49 873 587 513
Total financial assets 173 195 895 7 088 B24 5613166 185897 885
Non-financial assets

Prepaid income tax 237 235 - 12 145 249 380
Deferred income lax asset - - 6 538 6 538
Premises and eguipment 2744 909 - 106 304 2851213
Other non-financial assets 658 327 2601 79 877 740 805
Total assets 176 836 366 7 091425 5818030 189 745821
Financial liabilities

Oue to other banks 7 233 961 B 463 BEBO 267 611 15 865 432
Customer accounts g6 502 681 6 356 761 10500323 113350765
Debt securities in issue 15908 771 - - 15908 771
Other borrowed funds 710180 18 166 404 1023 895 18 800 489
Other financial liabilities 1 147 164 33 366 37 656 1218 186
Subordinated debt 3745136 - - 3745136
Total financial liabilities 125 247 903 33 020 391 11829485 170097 779
Non-financial liabilities

Current tax liability 72 9680 - 779 80 750
Deferred income tax liability 129 814 - - 129 814
Other non-financial liabilities 441 863 4 876 20641 467 380
Total liabilities 125892 540 33 025 287 11857916 170775723
Net balance sheet position 50 943 826 (25933 842) (6 039 8886) 18 970 098
Credit related commitments (Note 30) 6 353755 522472 1793 436 8668723

Assets, liabilities and credit related commitments have been based on the country, in which the
counterparty is located. The column "OECD countries” in the table above includes mainly balances with
counterparties from the USA Germany and UK. Balances with Russian counterparties actually
outstanding to/from off-shore companies of these Russian counterparties are allocated to the caption
*Russia” Cash an hand and premises and equipment have been allocated based on the region in which
they are physically held
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The geographical concentration of the Group's assets and liabilities as at 31 December 2008 is set out
below:

_In thousands of Russian Roubles - Russia OECD Other __Total
Financial assets
Cash and cash eguivalents 12518077 3047 322 753 440 16 319 839
Mandatory cash balances with central banks 2113545 - 128 518 2243084
Trading securities 13722 477 728 284 - 14 450 761
Due from other banks ; 11 5907 366 741 373 659
Loans and advances fo custome 102 774 888 38 987 6134986 108 948 841
Investment securities available for sale 826 852 7 435 198 317 1032 404
Repurchase receivable 1230 240 - - 1230 240
Other financial assets 141 443 68 706 8 8652 218 101
Total financial assets 133 328 313 3 B97 641 7591955 144 B17 908

Non-financial assets

Prepaid income tax 312 476 ~ 10 313 322 783
Deferred income tax asset B 286 - 7 043 15 328
Premises and equipment 2534 152 - 104 761 28386813
Other non-financial assets 452 915 3406 41 377 407 BOH
Total assets 136 636 136 3 901 047 7755449 148 292632

Financial liabilities

Due to cther banks 7123 484 6410 448 287 778 13 B01 709
Customer accounts 73 B42 838 3651228 5102 576 B2 596 442
Debt securities in issue 11 459 880 = 518 844 11878734
Other borrowed funds 245 858 17 334 790 1495 (082 18075 731
Cther financial liabilitizs 514 102 7 824 53 649 575 575
Subordinated debt 4 002 016 = . 4002018
Total financial liabilities 97 187 989 27 404 291 7437927 132030 207

Non-financial liabilities

Current tax liability 56 111 = 43 55154
Deferred income tax liability 113 141 - 808 113 848
Other non-financial liabliities 334 579 16 7746 342 341
Total liabilities 97 690 820 27 404 307 7 448 524 132 541 651
Net balance sheet position 38945316 (23 503 260) 308 925 15 750 981
Credit related commitments (Note 30) 4 847 214 22 4B2 1833414 6709110

Currency risk. Currency risk is the risk that the Group's income or financial instruments portfolio may
change due to exchange rate fluctuations.

The Financial and Economic Committee manages the volume of currency risk by setting a limit on the
level of open currency positions. The Department for Financial Market Operations manages the level of
open currency positions within the set limits. The Treasury transfers open currency position to the
Department for Financial Market Operations through concluding intragroup fransactions. The Risk
Control Department monitors the aggregate currency risk level




29 Financial Risk Management (Continued)

The table below summarises the Group's exposure to foreign currency exchange rate risk at
31 December 2007:

In thousands of Russian Roubles RR UsD Euro Other Total
Financial assets
Cash and cash egquivalents 15329124 61583 2H 1218502 440 857 27 142 574
Mandatory cash balances with central

banks 2342 572 42 297 13 D48 67 651 2 465 568
Trading securlies 14011378 664 842 - - 14876220
Due from other banks - 1Q96 757 - 180 502 1277209
Loans and advances to customers 84 133694 35708 758 4088 745 1964513 135805710
Investment securities available for sale G84 838 661 689 4 608 129 692 1780827
Repurchase receivable 20682174 - - - 2062174
Other financial assels 439 556 79787 56 6831 21 359 597 513
Total financial assets 133 303 338 44 407 444 5382734 2804374 185857 885
Mon-financial assets
Prepaid income tax 237 235 = - 12 145 249 380
Deferred income tax asset - - - 5538 6 538
Fremises and equipment 2 744 8508 - - 106 304 2851213
Other non-financial assets 663 749 10 061 2 897 64 068 740 805
Total assets 136949229 44 417 532 5 3858631 2993429 189 745821
Financial liabilities
Due to other banks 7 132 008 8237912 2315645 270867 15065432
Customer accounts 96 078 142 11 787 340 3537 150 1857 133 113 350765
Debt securities in issug 15 BG4 379 43 853 539 - 15908771
Other borrowed funds - 19900489 - - 19900 489
Other financial liabilities 1114 381 65 758 4 883 33184 1218 186
Subordinated debt - 3745136 - - 3745136
Total financial liabilities 120 168 910 41 780 488 5858 197 2270184 170097779
Non-financial liabitities
Current tax liability 72 960 - - 7 780 80 750
Defarred income tax fiability 129 814 - - - 129 814
Other non-financial liabilities 441 984 14 530 2 962 7 504 487 380
Total liabilities 120 833668 41 795018 5861159 2285878 170775723
Net balance sheet position 16 115 561 2822514 (475 528) 707551 18970098
Derlvatives on financial instrumants

{Note 34) 3 253623 {3292 122) 98190 24 508 {4 183)
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29  Financial Risk Management (Continued)

At 31 December 2008, the Group had the following positions in currency:

In thousands of Russian Roubles RR 1J8D Euro Qther Total
Financial assets
Cash and cash equivalents 11 665 267 20838756 1 853 262 710854 16 319 B3
Mandatory cash balances with central

banks 2 113 545 36 956 6 451 86 102 2 243 064
Trading securities 12 980 167 1413818 46 675 14 450 761
Due frem other banks 22 314 112 905 58 620 373659
Loans and advances to cusiomers 58 691 900 30519985 6 418 999 2319657 108 848 B41
Investmeznt securities available for sale B24 320 5158 4 608 198 317 1032 404
Repurchase receivable 1230 240 - - 1230 240
Cther financial assets 203 148 3422 g72 11 859 27811
Total financial azssets 98 719 309 34 383 308 8 329 582 33B5709 144 817 3909
Non-financial assets
Prepaid income tax 312470 - - 10313 322783
Deferred income fax asset 8 286 - 2 7 041 15 329
Premises and equipment 2 534 181 - - 104 762 2638913
Cther non-financial assets 475653 18 3 087 18630 497 698
Total assets 102049 879 34 383 327 g 232671 3526755 148 292632
Financial liahilities
Cue to other banks 8910 398 3436 685 2 887 230 557 385 13 801 709
Customer accounts 63823378 11431114 4949192 2382760 82586442
Debt securities in issue 11 063 311 821 142 104 311 - 11978734
Other borrowed funds - 18075731 - - 19075731
Other financial liabilities 489 553 36 097 819 43 908 575 575
Subordinaled deht - 4 002 016 - - 4002 016
Total financial liabitities B2 276638 38 802756 7 956 752 2994061 132030 207
Non-financial liabilities
Current tax Yability 551N - - 43 55 154
Deferred income tax liability 113 141 - - 808 113 049
Other non-financial liabilities 325145 8 363 2479 6 354 342 341
Total liabilities 82 770 035 33 B11 119 7 959 221 3001266 132 541 651
Net balance sheet position 19 2783 844 (4 427 792) 373 440 52548% 15 750 981
Derivatives on financial instruments

{Note 31) (4237 145) 5253269 (1021 916) - (5792)
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Movements in foreign exchange rates may affect the borrowers’ repayment ability and incurrence of loan
losses. At the same time, the Group seeks to provide to corporate clients loans in the currency which
meets the requirements of the borrower's business structure in order tc minimise the incurrence of loan
losses due to realisation of potential currency risk for the borrower.

Liquidity risk. Liquidity risk is the risk of difficulties arising with repayment of the Group's financial
liabilities. Liguidity risk arises when the maturity of assets and liabilities does not match Given the
diversity of the Group's transactions and associated uncertainty, the full matching of maturities of assets
and liabilities is not a standard practice for financial institutions, which enables them to increase
profitability of operations, but. at the same time. increases the risk of losses or the risk that the Group
will be unable to meet its obligations.

The objective of liquidity management is to establish and maintain such condition of the Group's asset
and liability structure by type and basic maturity that would enable the Group to tmely fulfil its
obligations to creditors, to satisfy the demand of Group's clients for cash borrowings and to maintain the
Group's reputation as a reliable financial institution that is paying special attention to liquidity risk
regulation.

The Group seeks to maintain a diversified and stable structure of sources of financing consisting of
issued debt secunties, long-term and short-term deposits of banks, deposits of major corporate and
retail clients as well as a diversified portfolio of highly liquid assets so that the Group could be able to
promptly react to unforeseen liquidity requirements

The Financial and Economic Committee is responsible for liquidity management organisation, In order to
streamline the liquidity management procedures the Group separately conducts short-term liguidity
management, day-to-day management of which is performed by the Treasury and structured liquidity
management, where decisions are taken by the Financial and Economic Committee and information is
prepared by the Risk Control Department.

Liquidity risk management is centralised in the Treasury by entering into transfer deals for all term
transactions among the Treasury and business units. The deals are conciuded for the period
corresponding to the period of transactions at transfer rates.

The Group's liquidity management policy comprises:

" daily projecting of cash flows by major currencies and calculation of the required level of current
liquidity which complies these cash flows;

. maintaining current liquidity in the amount sufficient for full coverage of the liabilities with maturity
within 30 days,

. maintaining diversified structure of the sources and structure of financing.

. management of the concentration and structure of borrowed funds.

. development and implementation of debt financing plans;

. development of additional plans for liquidity and specified financing level maintenance,;

. control over the compliance of the Group's balance sheet liquidity ratios with statutory ratios;

. establishing of limits and rates for attraction/piacement of funds by instruments and of transfer
rates.

The Treasury receives information on planned transactions from the business units. If the dates for
notification about the planned transactions are not observed and also If the transaction exceeds the
established limits on amount the Treasury has the right to ban this transaction of the business unit

Monitoring of current and projected current liquidity position is done daily on the basis of preparation of
payment schedule and forecast of short-term resources requirements. Monitoring of structural liguidity
position is done by means of regular preparation of current and projected reporis on assets and liabilities
gaps (GAP-report).

The Bank Petrocommerce and its Russian subsidiaries caiculate liquidity ratios on a caily basis in
accordance with the requirement of the CBRF. These ratios include:

. Instant liquidity ratio (N2), which is calculated as the ratio of highly-liquid assets to liabilities
payable on demand;

. Current liquidity ratio (N3), which is calculated as the ratio of liquid assets to liabilities maturing
within 30 calendar days;

. Long-term liquidity ratio (N4). which is calculated as the ratio of assets maturing after cne year to
regulatory capital and liabilities maturing after one year.
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The Bank was in compliance with liquidity ratios caiculated in accordance with the requirement of the
Central Bank of Russian Federation at 31 December 2007 and at 31 December 2008

Subsidiary banks in Ukraine and Moldova calculate liquidity ratios in accordance with the reguirements
of national banks of these countries accordingly.

The table below shows liabilities as at 31 December 2007 by their remaining contractual maturity. The
amounts disclosed in the table below are the contractual undiscounted cash flows, including prices
specified in deliverable forward agreements to purchase financial assets for cash. These undiscounted
cash flows differ from the amounts stated in the balance sheet, as the balance sheet amounts are based
on discounted cash flows

When the amount payable is not fixed. the amount in the table is determined on the basis of the terms
available on the balance sheet date. Currency payments are restated applying spot exchange rate at the
reporting date

The maturity analysis of financial liabilities based on the contractual undiscounted cash flows at
31 December 2007 is as follows:

Demand and From 1 to From&6to From1to5 Laterthan$ Total

In thousands of less than 6 months 12 months years years

Russian Roubles 1 month o S
Liabilities
Due to other banks 7 593085 2 B70 031 4233273 1682 670 74084 16463 153
Customer accounts 56 157 488 31 556 403 25 B0D6 521 2B10 431 16876 116 347 828
Debt securities in issusg 1168 149 2 034 302 B 622 706 4 881233 440 871 17 147 261
Other borrowed funds s 4202 391 796 038 17 505 782 - 22504 151
Other financial

[iabilities 70 421 1 136 808 839 10 120 - 1218 186
Subordinated debt 85 665 78810 241 486 1285583 4 921 850 6614 404
Derivative financial

instruments
- Additions (10 776 304) (2 592 869) (24 507) - - (13383 680)
- Disposals 10 802 100 2817 185 24 792 - - 13 444 057
Total 65100624 41904139 39701148 2B 185799 5453781 180 345491
Other credit related

commitments 1 052 086 4 577 475 1045089 19985073 - B8 669 723

The maturity analysis of financial liabilities based on the contractual undiscounted cash flows at
31 December 2006 is as follows:

Demand From 1 to From 6 to From1 Laterthan5 Total
and 6 months 12 months to 5 years years
in thousands of less than
Russian Roubles 1 month —
Liabilities
Due to other banks 7417075 19852172 41168022 663 299 3811 14 152 479
Customer accounts A7 B8B3485 19345615 15779370 1138025 20111 84172806
Debt securities in issue 1 468 635 3 141 921 4 435 347 3 586 460 381042 13014405
Other borrowed funds 93 987 4 948 501 7242456 16782216 - 22548950
Other financial liabilities 560 503 5 987 7 669 1208 - 575 575
Subordinated debt 52 748 81 156 278 235 1385104 4 174 826 5982 170
Derivative financial
instrumenis
- Additions (B 142 B57) - - - - (6 142 657)
- Disposals 6 148 562 - - . . 6 148 562
Total 57488339 29485362 25341089 23 557 310 4 579990 140452090
Cther credit related
commitments 849 217 2688 310 1681685 1381 688 - 6709 110
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The table below shows assets and fiabilties at 31 December 2007 by their remaining contractual
maturity unless there is evidence that any of these acsets are impaired and will be settled after their
contractual maturity dates in which case the expected date of settlement is used. Some of the assets
and liabilities, however, may be of a ionger term nature; for example, loans are frequently renewed and
accordingly short term loans can have a ionger term duration.

The entire portfolio of trading securities and repurchase receivable are classified within demand and iess
than one month as these portfolios are of trading nature and Management believes this is a fairer
portrayal of its liquidity position.

The liquidity position of the Greup at 31 December 2007 is set out below:

Demand From 1to From6&to From1to b Laterthan5 No stated Totat
and 8 months 12 months years years maturity

In thousands of Russian less than

Roubles 1 manth
Financial assets
Cash and cash

equivalents 27 142 574 - - - - - 27142574
Mandatory cash balances

with central banks 2 465 568 - - - - - 2 465 BB
Trading securities 14 676 220 - - - - - 14876220
Due from othar bhanks 228 218 26 - 1 048 054 - - 1 277 299
[y | sl amm b
Ll il Sy alivaas L

customers 23211282 42811450 25450348 41839675 2 482 957 - 135885710
investment securities

avaiiable for sale B7 096 306 B14 100 542 588 870 18 875 698 630 1780827
Repurchase receivable 2082174 - - - - - 2062 174
Other financial assets 164 931 363 847 68 735 - - - £87 513
Total financial assets 70019064 43482137 25619623 43576589 2 501 832 698 630 185 897 885
Non-financial assets
Prepaid income tax 125 427 123 853 - “ - - 249 380
Deferred income tax

assel - - 6 538 - - - 5 538
Premises and equipment - - - - - 2851213 2851213
QOther non-financial

assets 619 154 53 647 10129 87 675 - - 740 805
Toltal assets 70753645 43659937 25636290 43634274 2501 832 3548 843 189745821
Financial liabilities
Due to other banks 7 458 656 2 806 492 4028 200 1590 084 74 Q00 - 15985432
Customer accounts 55 B33 426 30945275 23 5660 801 2811020 9 143 - 113 359 765
Debt securities in issue 1 165 098 1817 874 B0O0B 340 4475788 440 871 - 15908771
Other borrowed funds - 3418 921 110029 16 371 539 - - 18800 489
Qther financial tiabilities 70 421 11385 806 839 10120 - - 1218186
Subordinated debt - - - - 3745136 - 3745136
Total fimancial liabilities &4 537 601 40125168 36108 309 25059 551 4 269 150 - 170097 779
Non-financial liabilities
Current tax liabilities 80 750 - - - - - 80D 750
Deferred income tax

liabifity 15 562 - 114 252 - - - 129814
Other non-financial

liabilities 347 663 117 648 §22 1 447 - - 457 380
Total liabilitles 64 581 576 40242816 368221183 25060998 4 269 150 - 170775723
Net liquidity gap 5 782 065 3417121 (10584 893) 18573276 (1767 318) 3549843 18970098
Cumulative liquidity

gap 5782 Q69 9199 190 (1385703} 17187573 15420255 18970098 -
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The liquidity position of the Group at 31 December 2006 is set out below:

Demand and From % to FromBto From1tcS Laterthan$ No stated Total

In thousands of less than & months 12 months years years maturity

Russian Roubles 1 month
Financial assets
Cash and cash

equivalents 16 319 B39 - - - - - 18319839
Mandatary cash

balances with

central banks 2 243 064 - - - - - 2243064
Trading securities 14 450 761 - - - - -~ 14 450 7681
Due from other

banks 364 420 1208 - 8031 - - 373659
Loans and

advances to

customers 13239866 25083389 20038427 42 355993 3216 166 - 108 948 841
Investment

securities

available for sale 98 814 211003 55 628 613 987 15133 37 B39 1032 404
Repurchase

raceivable 1230240 - - - - - 1230 240
Other financial

assets g2 815 126 104 73 109 - - 219101
Total financial

assets 48 039819 28421704 20995128 42982120 3331295 A7 839 144 817 909
Non-financial

assets

Prepaid income

tax 180 260 142 523 - - - - 322 783
Deferred income

tax asset - - 1 060 14 269 - - 15 329
Premises and

equipment - - - - - 2638913 2638913
Other non-financial

assets 132243 67 971 15 705 9159 272610 - 487 598
Total assets 48352322 29642198 21011893 43 005558 3603905 2676752 148 292632
Financial

liabilltias

Due to other banks 6 297 088 1820 467 34811 504 1228237 443 413 - 13 801 708
Customer

accounts 47 857 869 18 420 880 15 28BS 939 1007 425 11 320 - 82506 442
Debt securities in

igsue 1570 298 2959385 3933842 3134 169 381042 - 11978734
Other borrowed

funds - 4 368 046 121171 14 586 514 - - 19075731
Other financial

liabilities 560 503 5997 7 869 1206 - - 575575
Subordinated debt - - - 4002 016 - 4 002 016
Tetal financial

liabilities 56285756 27683 77S 23264325 19958 551 4 B37 800 - 132030 207
Non-financial

liabilities

Current tax

liabilities 55 154 - - - - - 55 154
Deferred income

tax liabitity 24 516 . B89 433 - - . 113 949
Other non-financiai

liabilities 174 153 162 336 4725 1427 - - 342 341
Total liabilities 55539579 27845111 23358483 19959678 4 8§37 800 - 132 541 861
Net liquidity gap (8 187 257) 1796 087 {2 348 590) 23 045 B0 {1233 891) 28768752 15750981
Cumulative

liquidity gap (8187 257y (6391170) (B737760) 14308120 13074229 15750981 .
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29 Financial Risk Management (Continued)

The matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities
is fundamental to the management of the Group, It is unusual for banks ever to be completely matched
since business transacted is often of an uncertain term and of different types. An unmatched position
potentially enhances profitability, but can also increase the risk of losses The maturities of assets and
liabilities and the ability to replace. at an acceptable cost, interest-bearing liabilities as they mature, are
important factors in assessing the liquidity of the Group and its exposure to changes In interest and
exchange rates.

Management believes that in spite of a substantial portion of customers accounts being on demand,
diversification of these deposits by number and type of depositors, and the past experience of the Group
would indicate that these customers accounts provide a long-term and stable source of funding for the
Group. Apart from the above stated, the Group also monitors the level of mismatch in maturity of assets
and liabilities within the major time intervals.

Customer accounts are classified in the above analysis based on contractual maturities. However, in
accordance with the Russian Civil Code. individuals have a right to withdraw their deposits prior to
maturity if they forfeit their nght to accrued interest

Management of capital. The Group's objectives when managing capital are to comply with the capital
requirements set by the Central Bank of the Russian Federation, to safeguard the Group's ability to
continue as a going concern and to maintain a sufficient capital base to achieve a capital adeguacy ratio
based on Basel Accord of at least 8% Under the current capital requirements set by the Central Bank of
Russian Federation banks have to maintain a ratio of regulatory capital to risk weighted assets
("statutory capital ratio”) above a prescribed minimum level Refer to Note 30

The Group's policy is aimed to maintain the level of capital sufficient to keep the trust of investors,
creditors and the market in general, as well as for the future development of the Group's operations.

The Central Bank of the Russian Federation sets and monitors compliance with regulatory capital ratios
on the part of the Group's Russian banks and the Group in general. National banks of Ukraine and
Moldova Republic set and monitor compliance with regulatory capital ratios mandatory for
Petrocommerce-Ukraine and Unibank respectively.

The Group manages capital adequacy using capital ratio projections based on the Basel Agreement and
the CBRF requirements with the quarter to year horizon Growth rates for asset-side transactions in the
medium- and long term are planned with consideration of capital requirements. The Group develops and
implements capital growth measures when appropriate.

To ensure compliance with the capital adequacy ratio in the short run (up to one month), the Group uses
a system of limits on the use of capital. Limits on the use of capital are revised on a monthly basis and
are generally set for business units with consideration of loan portfolic growth planning for the nearest
month, projected expenses and possible losses resulting from crystallisation of credit and/or market
risks in the short run. The collegial body in charge of approval of capital management procedures and
setting limits on the use of capital is the Financial and Economic Committee. The body in charge of
development of capital management procedures and compliance with the set limits on the use of capital
is the Risk Control Department Business units should comply with set limits on the use of capital
Compliance with limits 1s monitored on a daily basis.

Currently, under requirements of the CERF, the Bank and the Group have to maintain a ratio of
regulatory capital to risk weighted assets (“statutory capital ratio”) above certain minimal level. As at
31 December 2007 this minimal level was set at 10% (2006: 10%).

At 31 December 2007 and at 31 December 2008, the Bank's and the Group’s capital adegquacy ratio
complied with the statutory level. Apart from this, the Group and the Bank should comply with the
minimum capital level stipulated by the terms of the Bank's and the Group's obligations, including
requirements to the capital adequacy level caiculated on the basis of the Basel Agreement (generally
known as Basel |). Refer to Note 30.
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29  Financial Risk Management (Continued)

Interest rate risk. The Group takes on exposure to the effects of fluctuations in the prevailing levels of
market interest rates on its financial position and cash flows Interest margins may also increase as a
result of such chanages but may reduce or create losses in the event that unexpected movements arise
The table below summarises the Group's exposure 1o interast rate risks at 31 December 2007. The table
also presents the Group's assets and liabllities at carrying amounts, categorised by the earlier of

contractual interest repricing or maturity dates

Demand and From 1 to From6to From1to5 Laterthan8 Non-interest Total

In thousands of less than 8 months 12 months years years bearing
_ Russtan Roubles 1 month o -
Financial assets
Cash and cash

equivalents 27 142 574 - - = - 7 142 574
Mandatory cash

palances with

central banks 2 465 568 - - - = S 2 485 568
Trading securities - 02403 547 128 10820 842 1082 243 1206804 14676220
Due from other banks 228218 28 - 1 048 054 = - 1277 28¢
Loans and advances

1o customers 23224783 43115831 25352162 41720207 2 482 957 - 135885710
Investmeant securties

available for sale 87 098 425 478 231883 356 178 18 B75 £82 519 1780827
Repurchase

receivable - 3595 523 308 162 1226 234 132 185 - 2062 174
Other financial assels - - - - = 547 513 597 513
Total financial

assets 53129210 44539159 26739135 55270515 3733230 2486636 1B5 897 886
Non-financial assets
Prepaid income fax - - B - . 249 380 249 380
Deferred income tax

assel - - - - 6538 & 538
Premises and

gguipment = - - - - 2851213 2831218
Other non-financial

assels - - - - 740 805 740 805
Total assets 53129210 44539158 26739135 55270515 3733230 6334572 1B9 745 B21
Financial liabilities
Due 1o other banks 7679923 4411192 3874 317 - . - 15965432
Customer accounts 88745826 27 804 021 14 508 381 2 262 254 9 143 - 113358785
Debt securities in

issue 1165 08B 1817674 B 008 34D 4 476 788 440 B71 - 15908771
Other borrowed funas B 4 035 084 - 15 864 405 - - 19 G00 489
Oiher financial

liapilities - E B = - 1218 186 1218 186
Subordinated debt 3745138 . - - - - 3745135
Total financial

liabilities B81 336 083 38068871 26391038 22633 487 450 014 1218186 170087 779
Non-financial

liabilities
Current tax liabiities - E - - - 80 750 80750
Deferred income tax

fiability - - - - 128 814 128 814
Other non-financial

liapiities - = = = - 467 380 457 380
Total liabilities 81336083 38068871 26391038 22633 487 450 014 1896130 170775723
Net sensitivity gap (28 206 873) 6 470 188 348087 32637028 3283 216 4438442 18970098
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29  Financial Risk Management (Continued)

The table below summarises the Group's exposure to interest rate risks at 31 December 2008

Demand From 1to Frométo From1to§ Laterthan5 Non-interest Total
and 6 months 12 months years years bearing

In thousands cf less than

Russian Roubles 1 month o . —_
Financial assats
Cash and cash

equivalenis 16 312 839 - - 16318839
Mandatory cash *

balances with

central banks 2243 064 - - - - 2 243064
Trading sezurities 4783 582 534 723277 7153782 742562 5243843 14 450 761
Due from other

banks 364 420 1208 8 G31 - 373 658
Loans and advances

to customers 13239868 20925412 20734084 41733313 3316166 - 108 848 841
Investment securities

available for sale g8 814 211003 55 628 613 987 15133 37 839 1032 404
Repurchase

receivable - 5563 814 59 362 617 064 1230 240
Other financial

assels - 219101 219 101
Total financial

assets 32270766 30720157 21512989 50062927 4133223 6117847 144817 209
Non-financial

assets
Prepaid income tax - 322 783 322 783
Deferred income tax

asset 15 329 15 329
Premises and

equipment - - - 2638913 2638913
Other non-financial

assets - - - 497 698 487 698
Total assets 32270766 30720157 21512989 50082927 4133223 9592570 148 292632
Financial liabilities
Due to other banks 6307883 2478196 3504 338 667 879 443 413 13 801 709
Customer accounts 47 B57 B6S 18420880 15289939 1 007 351 11403 82 596 442
Debt secunties in

iIssue 1570296 2959385 3633842 3134169 381042 11978 734
Other borrowed

funds 2 489 335 2758972 - 13826424 19 075 731
Other financial

liabilities - B 575 575 575 575
Subordinated debt - 4002016 - - 4 002 016
Total financial

liabilities 58225383 30629449 23128119 18635823 835 858 575575 132030 207
Non-financial

liabilities
Current tax liability S - - - 55 154 55 154
Deferred income tax

liability - - 113 848 113 949
Other non-financial

liabilities = - - - 342 341 342 341
Total liabilities 58 225383 30620449 23128119 18635823 B35858 1087019 1325418651
Net sensitivity gap (25 954 617) 90708 (1615130) 31427104 3297365 B505551 15750981
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29 Financial Risk Management (Continued)

The Group is exposed to cash flow interest rate risk, principaily through assets and liabilities for which
interest rates are reset as market rates changa These assels and liabilities are presented in the above
table as being repriced in the shori-term, The Group i1s exposed to fair value interest rate risk as a result
of assets and liabilities at fixed interest rates in amounts and periods which differ, these are pnmarily
presented in the above table as being repriced in the long-term. In practice. interest rates that are
contractually fixed on both assets and liabilities are usually renegotiated to reflect current market
conditions.

The Group monitors the level of mismatch of interest rate repricing terms and dates and manages
interest rate risk by regulating the level of the mismatch. In the absence of any available hedging
instruments. the Group normally seeks to match its interest rate positions in respect of dates and
repricing terms

The table below summarises the effective interest rate, by major currencies, for major debt instruments
The analysis has been prepared based on period-end effective rates.

2007 2006
in%pa B RR  USD Euro Other RR  USD Euro Other

Assets
Correspondent accounts and overnight

placements with other banks 30 15 0s 02 2.3 44 2.1 31
Placements with other banks with original

maturities of less than three months 44 45 40 . 85 53 35 138
Reverse sale and repurchase agreements

with other banks with original maturities

of less than three months 71 - . . 17 - < <
Debt trading securities 78 3 - - 64 63 - -
Due from other banks - 118 - 28 . 50 22 B4
Loans and advances to customers 167 127 107 15.7 121 123 839 17.3
Debt investment securities available for

sale se 6.7 - 133 85 62 - 128
Repurchase receivable 62 - - - 62 - - -
Liabilities
Due to other banks 54 63 55 33 47 67 50 63
Customer accounts
- current and settlement accounts 03 01 04 16 01 01 p2 o8
- lerm deposits T4 74 53 140 75 68 53 50
Debt securities in issue 8.5 6.5 00 - 77 48 28
Other borrowed funds - B8 E - . a1 - -
Subordinated debt - a1 = . - 97 - -

The sign - in the table above means that the Group does not have the respective assets or liabilities in
corresponding currency.

Interest risk management by means of monitoring of the mismatching of the maturities of interest
bearing assets and liabilities is supplemented by the procedure of monitoring of the Group's net interest
income sensitivity to various standard and non-standard interest rate change scenaric Also, for the
purpose of balance sheet interest rate risk management the Group regulates conditions of early
repayment of assets and liabilities. In order to limit mismatch in the conditions of early repayment of the
Group's assets and liabilities certain clauses are introduced into standard forms of contracts on term
transactions that protect from the risk of early repayment and from failure to meet deadlines for fulfilment
of commitments.
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29 Financial Risk Management (Continued)

The analysis of the sensitivity of net interest income on the Group's non-trading bock for one year based
on the Increase or decrease In market interest rates, prepared on the basis of a simplified scenario of
parallel decrease or increase of yieid curves by 100 basis points on the assumption of the absence of
asymmetric changes in yieid curves and presence of a constant balance sheet position, 1s set out beiow

_In thousands of Russian Roubles _ 2007 2006
Parallel increase by 100 basis points (107 397) (5 983)
Paralle! decrease by 100 basis points 107 397 5983

30 Contingencies and Commitments

Legal proceedings. From time to time and in the normal course of business. claims against the Group
are received. On the basis of its own estimates and internal professional advice the Management is of
the opinion that no material losses will be incurred in respect of claims and accordingly no provision has
been made in these consolidated financial statements.

Tax legislation. Russian tax currency and customs legisiation is subject to varying interpretations. and
changes, which can occur freguently. Management's interpretation of such legislation as applied to the
transactions and activity of the Group may be challenged by the relevant regional and federal
authorities.

The Russian tax authorities may be taking a more assertive position in their interpretation of the
legisiation and assessments, and it is possible that transactions and activities that have not been
challenged in the past may be challenged. In October 2006, the Supreme Arbitration Court issued
guidance to lower courts on reviewing tax cases providing a systemic roadmap for anti-avoidance
claims, and it is possible that this will significantly increase the level and frequency of tax authorities
scrutiny

As a result, adaitional taxes, penalties and interest may be assessed. Fiscal periods remain open !o
review by the authorities in respect of taxes for three calendar years preceding the year of review. Under
certain circumstances reviews may cover longer periods.

Russian transfer pricing legislation introduced 1 January 1899 provides the possibility for tax authorities
to make transfer pricing adjustments and impose additional tax liabilities in respect of all controllable
transactions, provided that the transaction price differs from the market price by more than 20%.

Controllable transactions include transactions with interdependent parties. as determined under the
Russian Tax Code. all cross-border transactions (irrespective whether performed between related or
unrelated parties), transactions where the price applied by a taxpayer differs by more than 20% from the
price applied in similar transactions by the same taxpayer within a short period of time. and barter
transactions. There is no formal guidance as to how these rules should be applied in practice. The
arbitration court practice in this respect has beaen contradictory.

Tax liabilities arising from intercompany transactions are determined using actual transaction prices. It is
possible with the evolution of the interpretation of the transfer pricing rules in the Russian Federation
and the changes in the approach of the Russian tax authorities, that such transfer prices could
potentially be challenged in the future. Given the brief nature of the current Russian transfer pricing
rules, the impact of any such challenge cannot be reliably estimated; however, it may be significant to
the financial condition and/or the overall operations of the entity

The Group includes companies incorporated outside of Russia. Tax liabilties of the Group are
determined on the assumptions that these companies are not subject to Russian profits tax because
they do not have a permanent establishment in Russia. Russian tax laws do not provide detailed rules
on taxation of foreign companies. It is possible that with the evolution of the interpretation of these rules
and the changes in the approach of the Russian tax authorities, the non-taxable status of some or all of
the foreign companies of the Group in Russia may be challenged. The impact of any such challenge
cannot be reliably estimated; however, it may be significant to the financial condition and/or the overall
operations of the entity.




30 Contingencies and Commitments (Continued)

Russian tax legislation does not provide definitive guidance in certain areas. From time to time, the
Group adopts interpretations of such uncertain areas that reduce the overall tax rate of the Group. As
noted above, such tax positions may come under heightened scrutiny as a result of recent
developments in administrative and court practices, the impact of any challenge by the tax authorities
cannot be reliably estimated; however, it may be significant to the financial condition and/or the overall
operations of the entity.

In addition to the above transfer pricing matters management estimates that the Group has other
possible obiigations from exposure to other than remote tax risks in the range from zero to
RR 186 099 thousand (31 December 2006: from zero to RR 273223 thousand). The Group's
Management believes that its interpretation of the relevant legislation is appropriate and the Group's tax.
currency legislation and customs pesitions will be sustained

Capital commitments. At 31 December 2007 the Group has contractual capital expenditure
commitments in respect of premises and equipment for the total amount of RR 539 248 thousand
(2006: RR 67 324 thousand).

The Group has already allocated the necessary resources in respect of these commitments. The Group
believes that futvre net income and funding will be sufficient to cover this and any similar such
commitments,

Operating lease commitments. Where the Group is the lessee, the future minimum lease payments
under non-canceliable operating leases are as follows:

In thousands of Russian Roubles 2007 2006
Not later than 1 year 290 584 188 887
Later than 1 year and not later than § years 785 042 420 882
Later than 5 years 808 372 783 860
Total operating lease commitments 1863 998 1393639

Compliance with covenants. The Group is subject to certain covenants related prnmarily to other
borrowed funds. Non-compliance with such covenants may result in claims from creditors for early
repayment of debt by the Group.

One of these covenants is fulfiment by the Group of minimum capital adequacy requirements calculated
in accordance with the requirements of the Basel Accord, as defined in the International Convergence of
Capital Measurement and Capital Standards (updated April 1998) and Amendment to the Capital Accord
to incorporate market risks (updated November 2005), commonly known as Basel |.

The composition of the Group's capital calculated in accordance with Basle Accord at
31 December 2007 and at 31 December 2006 is as follows:

In thousands of Russian Roubles ) i 2007 _ 2006
Tier 1 capital 18 893 351 15768 622
Tier 2 capital 3734672 3904078
Total equity 22728023 18 762 700
Total risk weighted assets 165 936 990 138 056 726

Total capital-to-risk-weighted-assets ratio (%) (total capital

adequacy ratio) 13.7% 14.3%
Total Ter 1 capital-to-risk—weighted-assets ratio (%)
{Tier 1 capital adequacy ratio) 11.4% 11.4%

Also the Group's objective of capital management is to comply with the capital requirements set by the
Central Bank of the Russian Federation. Refer to note 29.
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30 Contingencies and Commitments (Continued)

Share-based payments to key management. During the first six manths of 2007 IFD Kapital Group
sold 4 130% shares of the Bank to a company acting in the benefit of the President of the Bank, at
nominal value. Also 0.128% shares of the Bank have been purchased from minorties. As a result, the
share capital of the Bank owned by this company increased up to 7.271%. Finalisation of legal
formalities of transferring the legal ownership of the above mentioned company to the President of the
Bank is planned to happen by mid 2008 For the purpose of IFRS financial statements prepared in
accordance with IFRS 2 "Share-based Payment" requirements, and the substance over from argument
management believes this transaction took place during the first half of 2007 This share based
compensation was fully vested at the date As a result of this trasaction made at nominal value,
acquisition share based compensation, In accordance with IFRS 2 “Share-based Payment’, in the
amount of RR 418 064 thousand was recorded in the consolidated income statement and consolidated
statement of changes in equity of the Group.

Credit related commitments. The primary purpose of these instruments is to ensure that funds are
available © a customer as required. Guarantees and standby letters of credit, which represent
irrevocable assurances that the Group will make payments in the event that a customer cannot meet its
obligations to third parties. carry the same credit risk as loans Documentary and commercial letters of
credit. which are written undertakings by the Group on behalf of a customer authorising a third party to
draw drafts on the Group up to a stipulated amount under specific terms and conditions, are
collateralised by the underlying shipments of goods to which they relate or cash deposits and therefore
carry less risk than a direct borrowing.

The Group monitors the term to maturity of credit related commitments because longer-term
commitments generally have a greater degree of credit risk than shorter-term commitments. The
outstanding credit related commitments of the Group are as follows:

_In thousands of Russian Roubles - . 2007 2006
Guarantees issued 6831804 3841829
Expori letters of credit 1299015 133 287
Import letters of cradil 3560 883 2 586 825
Letters of credit for payments in the Russian Faderation 178 011 167 165
Total credit related commitments B 669 723 6709 110

Deposits of RR 3 466 826 thousand (2006 RR 2 138 918 thousand) held as coliateral for irrevocable
commitments under import letters of credit and Ietters of credit with settlement in the Russian Federation
are recorded in customer accounts (Refer to Note 16). These letters of credit are not included in the
table above

At 31 December 2007 the Group had commitments in relation to credit lines totalling
RR 16 881 003 thousand (2006: RR 15 576 861 thousand). The Group had no irrevocable commitments
(2006: RR 36 046 thousand)

The total outstanding contractual amount of undrawn credit lines, letters of credit and guarantees does
not necessarily represent future cash requirements. as they may expire or terminate without being
funded

Credit related commitmenrts are denominated in currencies as follows:

In thousands of Russian Roubles 2007 20086
Russian Roubles 51068 158 1643 885
usD 2803765 3708712
Euro 577 195 1 326 698
Other 90 805 28 815
Total credit related commitments 8669723 6709 110

Trust activities. The Group provides asset management services to its customers in its own name but
on their accounts. These are assets that are not included in the Group's consolidated balance sheet as
they are not assets of the Group. The assets managed by the Group are disclosed at their fair value and
fall into the following categories
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30 Contingencies and Commitments {Continued)

In thousands of Russian Roubles 2007 2008
Corporate shares 4 308 616 3110728
Corporate bonds 1 788 694 2 246 486
Cash funds 180 358 377 357
Municipal bonds and bonds of the Russian Federation's regions 807 333834
Federat loan bands (OFZ bonds) - 447 482
Other 497 581 284 629
Total assets in trust management 6 753 957 € 800 317

Fiduciary assets. These assets are held in the custady of the Group and not inciuded in the Group’s
consolidated balance sheet as they are not assets of the Group. Investment units are recorded at their
estimated fair value. Other securities are disclosed at nominal value. Nominal values disclosed below
are normally different from the fair values of respective securities. The fiduciary assets fall into the

following categories:

in thousands of Russian Roubles 2007 2006
Corporate shares 1 458 784 1613157
Corporale Eurobonds 208 843 g2 159
Promissory notes 13 507 28 088
Corporate bonds 17 928 12 349
Investment units - 1765108
Cther 170 15 302

Assets pledged and restricted. At 31 December 2007, the Group has the following assets piedges as

collateral.
2007 2006
Assels Related Assets Related
in thousands of Russian Houbles Note pledged liability pledged liability
Trading securities pledged for the
credi limit of the CBRF B 2573796 - 2 485872 -
Trading securities pledged under
sale and repurchase agreements 12, 15, 16 2062174 2001938 1230240 1115 846
Securities purchased under reverse
sale and repurchase agreements
and pledged under sale and
repurchase agresments 15, 16 1 956 399 1880 132 1726 955 1722 453
Term deposits of other banks g, 15 246 087 228 975 353 416 353 505
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31 Derivative Financial Instruments

Foreign exchange and other derivative financial instruments entered into by the Group are generally
traded 1n an over-the-counter market with professional market counterparties on standardised
contractual terms and conditions. Derivatives have potentially favourable (assets) or unfavourable
(liabilities) conditions as a result of fluctuations in market interest rates, foreign exchange rates or other
variables relative to their terms. The aggregate far values of derivative financial assets and liabilities can
fluctuate significantly from time to time.

The principal or agreed amounts and fair values of derivative financial instruments held are set out in the
following table. The table reflects gross positions before the netting of any counterparty positions (and
payments) and covers the contracts with settlement dates afler the respective balance sheet date. The
contracts are short term in nature

2007 2006

Principal or Positive Negative “Principal or Positive Negative

In thousands of agreed fairvalue fair value agreed fair value fair value
Russian Roubles amount ___amount

Forwards
Foreign currency
- purchase of USD for

RR S 068 337 2089 {37 B41) 4752 764 - (3 831)
- purchase of USD for

EUR - 5 - 1021860 103 (1 790)
- purchase of EUR for

RR 9810 - (15) 1631 2
- purchase of EUR for

usD - -
- purchase of RR for

usD 14 061 957 32 289 (11 868) 521 180 8 (184)
- Other 24 508 - (2886) - -

Securilies
- sale of securities 985 862 11836 (267)

Futures

Foreign currency

- purchase of USD 3 657 321 - .
- sale of USD 1815857 - .

Total derivative
financial
instruments 46 194 (50 377) 113 (5 905)
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32 Fair Value of Financial Instruments

Fair value is the amount at which a financial instrument could be exchanged in a current transaction
between willing parties, ather than in a forced sale or liquidation The best evidence of fair value is price
guntations in an active market

The estimated fair values of financial instruments have been determined by the Group using available
market information, where it exists, and appropriate valuation methodologies. However, judgement is
necessarily required to interpret market data to determine the esiimated far value. The Russian
Federation continues fo display some charactenstics of an emerging market and economic conditions
continue to limit the volume of activity in the financial markets Market gquotations may be outdated or
reflect distress sale transactions and therefore not represent fair values of financial instruments.
Management has used all available market information in estmating the fair value of financial
instruments

Financial instruments carried at fair value. Trading securities, investment securities avaiiable for sale,
derivative financial instruments and repurchase receivable are carried on the consolidated balance
sheet at therr fair value. Fair values were determined based on guoted market prices. Cash and cash
equivalents are carried at amortised cost which approximates current fair vaiue

Loans and recelvables carried at amortised cost. The fair value of floating rate instruments is
norma'ly their carrying amount. The estimated fair value of fixed interest bearing placements is based on
estimated future cash fiows expected to be received discounted at current interest rates for new
instruments with similar credit nsk and remaining maturity. Refer to Notes 9 and 10 for the estimated fair
values of due from other banks and loans and advances to customers, respectively

Liabilities carried at amortised cost. The fair value of bonds and Eurobonds in issue Is based on
guoted market prices, if availlable. The estimated fair value of fixed interest rate instruments with stated
maturity, for which a quoted market price is not available, was estimated based on expected cash flows
discounted at current interest rates for new instruments with similar credit risk and remaining maturity
The fair value of liabilities repayable on demand or after a notice period ("demandable liabilities”) is
estimated as the amount payable on demand, discounted from the first date that the amount could be
required to be paid. Refer to Naotes 15, 16, 17, 18 and 20 for the estimated fair values of due to other
banks, customer accounts, debt securities in issue, cther borrowed funds and subordinated debt,
respectively

33  Related Party Transactions

Parties are considered to be related if one party has the ability to control the other party, is under
common control, or can exercise significant influence over the other party in making financial or
operational decisions. In considering each passible related party relationship. attention is directed to the
substance of the relationship, not merely the legal form

As set out in Note 1, the main shareholder of the Group is the financial group IFD Kapital. A majority
stake in IFD Kapital Group is beneficially owned by Mr Alekperov and Mr. Fedun (the ‘ultimate
beneficiaries’) and is managed by a professional asset management company, which is not owned by
the ultimate beneficiaries. Transactions with related parties are entered into in the normal course of
business with the Bank’s significant shareholders. ultimate beneficiaries. directors and companies with
which the Bank has significant shareholders in common. These transactions include settlements, loans,
deposit taking, guarantees. trade finance and foreign currency transactions. These transactions are
priced at market rates.
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33  Related Party Transactions (Continued)

At 31 December 2007 and 31 December 2006, the outstanding balances with related parties were as

follows:
2007 2006
In thousands of Russian Roubles Shareholders Other Sharehoclders Other
Correspondent accourds and overnight deposits

with other banks {cantractual interest rate:

2007: 0.0%; 20086: 0.0%) - 1582 - 2575
Trading securities - 377 092 - 1124 321
Loans and advances to custorers
Loans and advances (contractual interest rate:

2007 10.0%-20.0%; 2008: 7.2%-16.0%) 681277 287 687 2 358 307 1000726
Provision for loan impairment (1667) (4 669) {5 014) (6 545)
Debt investment securiies available for sale

(contractual interest rate: 2008: 14.0%) - - - 47 B35
Equity investment securities available for sale - 26 809 - 24 476
Repurchase receivabie - - - 178135
Due to other banks
Correspondent accounts and overnight deposits

of other banks (contractual interest rate: 2007:

0.1%; 2006: 0.0%-0.1%) - 11872 - 4045
Tearm placements of other banks (coniractual

interest rate; 2006: 2.0%) - - - 40 004
Customer accounts
Current/settlement accounts (contractual interest

rate: 2007: 0.0%-0.5%; 2006: 0.0%-0.1%} 57 027 4027 713 1122 921 4 405 B25
Term deposits {contractual interest rate: 2007:

0.5%-15.5%; 2006:; 0.5%-11.5%) 5817 716 27193 833 4 524 482 3727 007
Debt securities in issue (contractual interest rate:

2007: 0.0%-9.0%, 2006: 0.0%-11.0%) - 2819798 29019 607 451
Subordinated debt {contractual interest rate:

2007: 8.1%:; 2006: 9.4%) - 3745136 - 4 002 016
Guarantees issued by the Group - 1 909 328 285 1483 208
Guarantees received by the Group - 189 193 67 321 129 500
Import letters of cradit - 44 587 - 48 530
Letters of credit for settlements in the Russian

Federation - 158 401 - 145 879
Assets in trust managemant 1674514 141 842 2706 841 30 302
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33  Related Party Transactions (Continued)

The income and expense items with related parties for the year 2007 and 2008 were as follows:

2007 2008

in tho1sands of Russian Roubles Shareholders Other Shareholders Other
Interest income:
- Loans to customers 4 505 7427 13443 35583
- Debd investment securities available for sale - 2081 - 3250
- Sale and repurchase agreements - 11 882 938 1098
Interest axpense:
- Due to other banks - 60} - 2)
- Customer accounts (286 131) (496 310y (326 562) (313 870)
- Debt securilies issued (8} {25 354) (910} (7 490)
- Subordinated debt - {338 520} - (52 351)
Losses net of gains from {rading securilies - {37 321) - (31 370)
Gains less lgsses from disposal of investment

securities available for sale - - - 2029
Gains less iosses from trading in foreign

cumrencies 2 552 138713 4 066 173 291
Fee and commission income 141 324 812 4 298 345 462
Fee and commission expense - {77 - (123)
Share based compensation (418 064} - - -

Aggregate amounts lent to and repaid by refated parties during 2007 and 2006 were:
2007 2006

fn thousands of Russian Roubles Sharehglders Other Shareholders Other
Amounts lent {o related parties during the year 298 953 3440 295 5231645 17380239

Amounts repaid by related parties during the year 2 587 039 4 138 584 3002178 1121335

The *Shareholders” column in the table mainly represents IFD Kapital Group and its ultimate
beneficiaries and companies which are controlled by IFD Kapital Group and have direct ownership in the
Bank. The "Other” column in the table mainly represents companies that are not shareholders of the
Bank, but are controlled by Lukoil Group or IFD Kapital Group.

As at 31 December 2007, included in customer accounts are amounts of RR 1656 325 thousand
(2006 RR 2 860 571 thousand) belonging to the uitimate beneficiaries of IFD Kapital Group. Interest
expense on these customer accounts comprised KRR 91 224 thousand (2006: RR 83 920 thousand).

in 2007, the remuneraticn of members of the Management Board comprised salaries, discretionary
bonuses and other short-term benefits of RR 364 617 thousand (2006; RR 290 B16 thousand) excluding
share based compensation.

34  Principa! Subsidiaries

Name Nature of Percentage of Percentage of Country of
business the Bank's Group’s control registration

direct

cwnership

Komi Regional Bank

“UKHTABANK" Banking 95.74 96.74 Russia
Petrocommerce-Ukraine Bank Banking 7496 85.30 Ukraine
Stavropolpromstroybank Banking 77.27 77.27 Russia
UNIBANK Banking - 100.00 Mcldova
Petrocammerce Invest 5.A. Financial activity 100.00 100.00 Luxembourg

The Group does not have direct ownership in Unibank but exercises control as the Supervisery Council
consists of Vice-presidents of the Bank. In addition fo the above subsidiaries, the Group controls a
number of special purpose entities. The principal activity of these special purpose entities is operations
with securities on the Russian market.
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