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Independent Auditors’ Report 
To the Board of Directors of OJSC URSA Bank 

Report on Review of the Interim Financial Information 

Introduction 

We have reviewed the accompanying interim consolidated condensed balance sheet of OJSC URSA Bank 
(the “Company”) and its subsidiaries (the “Group”) as at 30 June 2008, and the related interim consolidated 
condensed statements of income, changes in shareholders’ equity and cash flows for the six-month period 
then ended (the interim consolidated financial information). Management is responsible for the preparation 
and presentation of this interim consolidated financial information in accordance with International 
Financial Reporting Standard IAS 34 Interim Financial Reporting. Our responsibility is to express a 
conclusion on this interim consolidated financial information based on our review. 

Scope of Review 

We conducted our review in accordance with International Standard on Review Engagements 2410 Review 
of Interim Financial Information Performed by the Independent Auditor of the Entity. A review of interim 
financial information consists of making inquiries, primarily of persons responsible for financial and 
accounting matters, and applying analytical and other review procedures. A review is substantially less in 
scope than an audit conducted in accordance with International Standards on Auditing and consequently 
does not enable us to obtain assurance that we would become aware of all significant matters that might be 
identified in an audit. Accordingly, we do not express an audit opinion. 

Conclusion 

Based on our review, nothing has come to our attention that causes us to believe that the interim 
consolidated financial information of the Group as at 30 June 2008 and for the six-month period then ended 
is not prepared, in all material respects, in accordance with  International Financial Reporting Standard IAS 
34 Interim Financial Reporting. 

 

 

ZAO KPMG 
17 October 2008 
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  Six-month 
period ended 30 

June 2008 
Unaudited  

 Six-month 
period ended 30 

June 2007 
Unaudited  

Note 
RUR’000  

 

 
RUR’000  
(restated) 

     
Interest income 4 12 813 159   8 463 771  
Interest expense 4 (5 845 622)  (4 072 751) 
Net interest income  6 967 537   4 391 020  
     
Fee and commission income  1 772 016   1 182 807  
Fee and commission expense  (182 550)  (108 819) 

Net fee and commission income  1 589 466   1 073 988  
     
Net gain on financial instruments at fair value through profit 
and loss  142 591   162 857  
Net foreign exchange (loss)/income  (51 057)  71 906  
Other operating income  115 155   187 782  
Income from sale of loans  28 958   -  
  8 792 650   5 887 553  
     
Impairment losses  (1 748 781)  (1 032 351) 
Operating expenses  (1 833 516)  (1 188 425) 
Staff costs  (1 865 897)  (1 784 460) 
Income before taxation  3 344 456   1 882 317  
     

Income tax expense  (1 029 083)  (448 325) 

     

Net income  2 315 373   1 433 992  

The interim consolidated condensed financial statements as set out on pages 4 to 41 were approved for issue 
by the Board of Directors and signed on its behalf on 17 October 2008. 
 

 

 

 

 

 

____________________________    ___________________ 
K.V. Brel   V.N. Khokhlov 
General Director First Deputy of General Director 
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  30 June 2008  
Unaudited  

 31 December 2007  
(restated) 

 Note RUR’000   RUR’000  
Assets   
Cash and cash equivalents  14 930 122  5 770 143 
Mandatory cash balances with the Central Bank of the Russian 
Federation  2 238 346  1 561 664 
Placements with banks and other financial institutions  6 036 027  14 590 760 
Financial instruments at fair value through profit or loss   
- Unpledged  10 555 738  5 807 675 
- Pledged under sale and repurchase agreements  1 439 852  - 
Amounts receivable under sale and repurchase agreements  20 239 767  47 506 
Loans to customers 5 123 235 964  127 000 340 
Financial instruments available-for-sale  533  110 521 
Property and equipment  4 231 816  3 672 629 
Other assets  1 505 122  775 666 
Goodwill  6 494 241  6 494 241 
Total assets  190 907 528  165 831 145 
   
Liabilities   
Financial instruments at fair value through profit or loss  1 739 138  707 146 
Deposits and balances from banks and other financial 
institutions  19 157 001  19 304 877 
Amounts payable under sale and repurchase agreements  10 251 346  - 
Current accounts and deposits from customers 6 62 804 860  53 932 761 
Debt securities in issue 7 60 487 053  57 373 111 
Subordinated debt 8 4 960 361  5 189 328 
Other liabilities  991 914  527 606 
Deferred tax liability  264 220  83 683 
Total liabilities  160 655 893  137 118 512 

Shareholders’ equity     
Share capital  1 629 083  1 629 083 
Share premium  21 439 785  21 439 785 
Hedge reserve  (239 182)  - 
Retained earnings  7 421 949  5 643 765 
Total shareholders’ equity  30 251 635  28 712 633 
Total liabilities and shareholders’ equity  190 907 528  165 831 145 
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  Six-month 
period ended 30 

June 2008 
Unaudited 

 Six-month 
period ended 30 

June 2007 
Unaudited 

 
Note 

RUR’000  RUR’000 
(restated) 

Cash flows from operating activities    
Interest received  12 773 764   8 255 606  
Interest paid  (5 722 430)  (3 450 271) 
Fees and commissions received  1 772 016   1 182 807  
Fees and commissions paid  (182 550)  (108 819) 
Net realized (loss)/gain from financial instruments at fair value through 
profit or loss 

 
(39 307)   162 857  

Net realized gain/(loss) from foreign exchange  28 829   (476 277) 
Other operating income received  115 155   187 782  
Staff costs paid  (1 676 747)  (1 704 018) 
Operating expenses paid  (1 607 426)  (984 021) 
Proceeds from sale of loans  287 215   -  
Income tax paid  (1 026 253)  (388 163) 
Cash flows from operating activities before changes in operating 
assets and liabilities 

 
4 722 266   2 677 483  

     

Changes in operating assets and liabilities     
Net increase in mandatory cash balances with the Central Bank of the 
Russian Federation 

 
(676 682)  (77 023) 

Net decrease in placements with banks and other financial institutions  8 522 731   11 905 921  
Net increase in financial instruments at fair value through profit or loss  (5 217 880)  (8 126 534) 
Amounts receivable under sale and repurchase agreements  (20 177 344)  1 379 765  
Net decrease/(increase) in loans to customers  952 165   (31 663 033) 
Net decrease in financial instruments available-for-sale  110 011   -  
Net increase in other assets  (730 038)  (526 879) 
Net increase/(decrease) in deposits and balances from banks and other 
financial institutions 

 
921 823   (4 039 517) 

Amounts payable under sale and repurchase agreements  10 249 375   2 098 643  
Net increase in current accounts and deposits from customers  8 858 100   6 037 397  
Net decrease in promissory notes and deposit certificates  (481 730)  (1 368 577) 
Net (decrease)/increase in other liabilities  (64 484)  586 200  
Net cash from/(used in) operating activities  6 988 313  (21 116 154) 
     

Cash flows from investing activities     
Purchases of property and equipment  (796 005)  (714 560) 
Proceeds from disposal of property and equipment  10 728   -  
Net cash used in investing activities  (785 277)  (714 560) 
     

Cash flows from financing activities     
Proceeds from issuance of share capital  -   10 137 448  
Dividends paid  (75)  (178 309) 
Repayment of subordinated debt  -   (11 545) 
Net proceeds from issue of long-term loan participation notes and 
domestic bonds 

 
3 100 192   17 449 348  

Net cash from financing activities  3 100 117   27 396 942  
    

Effect of exchange rate changes on cash and cash equivalents  (143 174)  (125 964) 
Net increase in cash and cash equivalents  9 159 979   5 440 264  
Cash and cash equivalents at the beginning of the period  5 770 143   7 880 645  
Cash and cash equivalents at the end of the period  14 930 122   13 320 909  

 



OJSC URSA Bank 
Interim Consolidated Condensed Statement of Changes in Shareholders’ Equity for the six-month period ended 30 June 2008 

 

The notes set out on pages 8 to 41 form an integral part of these interim consolidated condensed financial statements. 
  7 

 

Share capital   Share premium   Hedge reserve   Retained earnings   Total  

 RUR’000  
 
 RUR’000   RUR’000   RUR’000  

 
 RUR’000  

Balance at 1 January 2007 (restated) 1 434 920   11 496 500   -   2 051 789   14 983 209   
Net income for the period (unaudited) -   -   -   1 433 992   1 433 992  
Total recognised income and expense for the period 
(unaudited)         1 433 992  
Shares issued (unaudited) 194 163   9 943 285   -   -   10 137 448  
Dividends declared on preference shares (unaudited) -   -   -   (178 559)  (178 559) 
Balance at 30 June 2007 (unaudited) 1 629 083   21 439 785   -   3 307 222   26 376 090  
          
Balance at 1 January 2008 1 629 083   21 439 785   -   5 643 765   28 712 633  
Net income for the period (unaudited) -   -   -   2 315 373   2 315 373  
Change in net unrealized gains (losses) on derivatives 
hedging variability of cash flows, net of tax (unaudited) -   -   310 410   -   310 410  
Foreign currency translation, net of tax (unaudited) -   -   (549 592)  -   (549 592) 
Total recognised income and expense for the period 
(unaudited)         2 076 191  
Dividends declared on preference shares (unaudited) -   -   -   (537 189)  (537 189) 
Balance at 30 June 2008 (unaudited) 1 629 083   21 439 785   (239 182)  7 421 949   30 251 635  
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1 Background 

Principal activities 

These interim consolidated condensed financial statements include the financial statements of Open Joint-
Stock Company URSA Bank (the “Bank”) and its subsidiaries (together referred to as the “Group”). 

URSA Bank was created as a result of the combination of Joint Stock Company Sibacadembank 
(“Sibacadembank) and Joint Stock Company Uralvneshtorgbank (“UVTB”). On 22 December 2006 the 
Bank was granted its general banking license No. 323. 

The activities of the Bank are regulated by the Central Bank of the Russian Federation (the “CBRF”). 

The Group’s principal business activity is commercial and retail banking operations within the Russian 
Federation. The Group is headquartered in Novosibirsk and has a network of branches in the Ural and 
Siberian Federal Districts. The Group has 19 regional headquarters and 238 branches, 3 representative 
offices and 8 028 employees as of 30 June 2008 (as at 31 December 2007: 8 229). 

The Bank’s registered office is: 18 Lenina Street, Novosibirsk, 630004, Russian Federation. 

The Bank’s subsidiaries are as follows:  

Name 

 
Country of 

Incorporation 
Main 

Activity 

% Owned 
as at 

30 June 2008 

 % Owned 
as at 

31 December 2007 
ZS JASO  Russian Insurance  -   57,8% 
Stroyfinance DV  Russian Construction  100%  100%  
URSA Finance Plc  Ireland Investment  -   -  
URSA Mortgage Finance S.A.  Luxemburg Investment  -   -  

The financial statements of Stroyfinance DV have not been consolidated into those of the Group, as the 
effect on the Group’s consolidated financial statements would not be material. 

During the six months ended 30 June 2008 the Group disposed of ZS JASO for an amount of RUR 185 630 
thousand. 

URSA Finance Plc and URSA Mortgage Finance S.A. are special purpose entities established to facilitate the 
issue of loan participation notes by the Group and to facilitate the securitization of assets. The entities are not 
owned by the Group, control arises through the predetermination of the entities’ activities. 

Russian Business Environment 

The Russian Federation has been experiencing political and economic change which has affected, and may 
continue to affect, the activities of enterprises operating in this environment. Consequently, operations in the 
Russian Federation involve risks, which do not typically exist in other markets. The accompanying 
consolidated financial statements reflect management’s assessment of the impact of the Russian business 
environment on the operations and the financial position of the Group. The future business environment may 
differ from management’s assessment. 

2 Basis of preparation 

Statement of compliance 

The accompanying interim consolidated condensed financial statements have been prepared in accordance 
with IAS 34 Interim Financial Reporting and all applicable International Financial Reporting Standards 
(“IFRS”). They do not include all of the information required for full financial statements and should be read 
in conjunction with the consolidated financial statements of the Group for the year ended 31 December 2007, 
as these interim consolidated condensed financial statements provide an update of previously reported 
financial information. 

Basis of measurement 

The interim consolidated condensed financial statements are prepared on the historical cost basis except that 
financial instruments at fair value through profit or loss and available for sale are stated at fair value. 
Financial assets and liabilities which have fair value hedges are stated at fair value in respect of the risk 
component being hedged. 
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Functional and presentation currency 

The national currency of the Russian Federation is the Russian Rouble (“RUR”). Management has 
determined the Bank’s functional currency to be the RUR as it reflects the economic substance of the 
underlying events and circumstances of the Bank. The RUR is also the Bank’s presentation currency for the 
purposes of these consolidated financial statements. 

Financial information presented in RUR has been rounded to the nearest thousand.  

Use of estimates and judgments 

Management has made a number of estimates and assumptions relating to the reporting of assets and 
liabilities and the disclosure of contingent assets and liabilities to prepare these interim consolidated 
condensed financial statements in conformity with IFRS. Actual results could differ from those estimates. 

In particular, information about significant areas of estimation uncertainty and critical judgments in applying 
accounting policies is described in the following notes: 

Loan impairment estimates - Note 5 

3 Significant accounting policies 

The accounting policies applied by the Group in these interim consolidated condensed financial statements 
are consistent with those applied by the Group in the consolidated financial statements for the year ended 31 
December 2007, except for the application of hedge accounting which it has applied from the date of 
inception of hedges and qualification for hedge accounting. 

Hedge accounting 

The Group enters into derivative financial instruments to hedge its foreign currency and interest rate 
exposures. 

The Group uses cross-currency swaps and forwards to hedge the foreign currency risk arising from it’s 
issuance of debt securities in foreign currency. The Group uses interest rate swaps to hedge its exposure to 
changes in the fair value of its fixed rate liabilities. 

Derivatives which qualify for hedge accounting are recognized initially at fair value with attributable 
transaction costs recognized in profit and loss when incurred. Subsequent to initial recognition, derivatives 
are measured at fair value and changes therein are accounted for as described below: 

Cash flow hedges 

Changes in the fair value of the derivative hedging instrument designated as a cash flow hedge are 
recognized directly in equity to the extent that the hedge is effective. To the extent that the hedge is 
ineffective, changes in fair value are recognized in profit or loss. 

The cumulative gain or loss recognized in equity is transferred to profit or loss in the same period that the 
hedge item affects profit or loss. 

Fair value hedges 

Derivative hedging instruments designated as fair value hedges are measured at fair value with changes in 
fair value recognized in profit or loss. The hedged item is remeasured to fair value in respect of the hedged 
risk with such changes in fair value recognized in profit or loss. 
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Qualification for hedge accounting 

A hedging relationship qualifies for hedge accounting if, and only if, all of the following conditions are met. 

(a) At the inception of the hedge there is formal designation and documentation of the hedging 
relationship and the entity’s risk management objective and strategy for undertaking the hedge. That 
documentation shall include identification of the hedging instrument, the hedged item or 
transaction, the nature of the risk being hedged and how the entity will assess the hedging 
instrument’s effectiveness in offsetting the exposure to changes in the hedged item’s fair value or 
cash flows attributable to the hedged risk. 

(b) The hedge is expected to be highly effective in achieving offsetting changes in fair value or cash 
flows attributable to the hedged risk, consistently with the originally documented risk management 
strategy for that particular hedging relationship. 

(c) For cash flow hedges, a forecast transaction that is the subject of the hedge must be highly probable 
and must present an exposure to variations in cash flows that could ultimately affect profit or loss. 

(d) The effectiveness of the hedge can be reliably measured, i.e. the fair value or cash flows of the 
hedged item that are attributable to the hedged risk and the fair value of the hedging instrument can 
be reliably measured. 

(e) The hedge is assessed on an ongoing basis and determined actually to have been highly effective 
throughout the financial reporting periods for which the hedge was designated. 

If the hedging instrument no longer meets the criteria for hedge accounting, expires or is sold, terminated or 
exercised, then hedge accounting is discontinued prospectively. 

Comparative information 

Certain comparative information has been reclassified to conform to changes in presentation in the current 
year.  

Interest income and interest expenses on sale and repurchase agreements, for the period ended 30 June 2007, 
were presented in Net income/(loss) on securities trading (net amount of RUR 21 993 thousand). Interest 
income of RUR 79 875 thousand and interest expense of RUR 57 882 thousand have been included within 
interest income and interest expense in these interim consolidated condensed financial statements. 

Amounts receivable under sale and repurchase agreements of RUR 47 506 thousand were recorded in the 
financial statements for the year ended 31 December 2007 as placements with banks and other financial 
institutions. In 2008 the Bank has decided to disclose this separately. 

New Standards and Interpretations not yet adopted 

A number of new Standards, amendments to Standards and Interpretations are not yet effective as at 
30 June 2008, and have not been applied in preparing these interim consolidated condensed financial 
statements. Of these pronouncements, potentially the following will have an impact on the Group’s 
operations. The Group plans to adopt these pronouncements when they become effective. The Group has not 
yet analysed the likely impact of these new standards on its financial statements. 

• IAS 1 Presentation of Financial Statements (Revised), which is effective for annual periods beginning 
on or after 1 January 2009, specifies how an entity should present changes in equity not resulting from 
transactions with owners and other changes in equity in its financial statements, and introduces certain 
other requirements in respect of presentation of information in the financial statements. 

• Amendments to IAS 39 Financial Instruments: Recognition and Measurement – Eligible hedged 
Items, which is effective for annual periods beginning on or after 1 July 2009, which introduce 
additional application guidance which clarifies that changes in the cash flows or fair value of a hedged 
item above or below a specified price or variable can be designated. 

• Amendment to IAS 18 Revenue, which is effective for annual periods beginning on or after 1 January 
2009, provides guidance on transaction costs related to originating a financial asset, which is aligned 
with the definition of transaction costs as included in IAS 39. 
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• IFRS 8 Operating Segments, which is effective for annual periods beginning on or after 1 January 
2009, specifies how an entity should report information about its operating segments and sets out 
requirements for related disclosures about products and services, geographical areas and major 
customers. Operating segments are components of an entity about which separate financial information 
is available that is evaluated regularly by the chief operating decision maker in deciding how to allocate 
resources and in assessing performance. Financial information is required to be reported on the same 
basis as is used internally for evaluating operating segment performance and deciding how to allocate 
resources to operating segments. IFRS 8 Operating Segments will replace International Financial 
Reporting Standard IAS 14 Segment Reporting. 

• IFRS 3 Business Combinations and IAS 27 Consolidated and Separate Financial Statements 
(Revised), which is effective for annual periods beginning on or after 1 July 2009. The revisions address, 
among others, accounting for step acquisitions, require acquisition-related costs to be recognised as 
expenses and remove exception for changes in contingent consideration to be accounted by adjusting 
goodwill. The revisions also address how non-controlling interests in subsidiaries should be measured 
upon acquisition and require to account for effects of transactions with non-controlling interest directly 
in equity. 
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4 Interest Income and Expense 

 Six-month  period 
ended  

30 June 2008   

Six-month period 
ended  

30 June 2007  
 RUR'000   RUR'000  
Interest income    
Loans to customers 12 270 379   7 646 073  
Financial instruments at fair value through profit or loss 316 346   663 833  
Placements with banks and other financial institutions 226 434   153 865  

 12 813 159   8 463 771  
Interest expense    
Debt securities in issue (2 576 439)  (1 784 754) 
Current accounts and deposits from customers (2 441 588)  (1 539 873) 
Deposits and balances from banks and other financial institutions (529 972)  (422 627) 
Subordinated debt (297 623)  (325 497) 

 (5 845 622)  (4 072 751) 

Net interest income 6 967 537   4 391 020  

5 Loans to customers 

 30 June 2008  31 December 2007 
 RUR'000  RUR'000 
Loans to legal entities  
Commercial loans 24 893 612  28 631 461 
Loans to small and medium size companies 5 229 502  6 029 785 
Project financing 13 203 965  13 362 889 
Leasing 7 258 924  6 730 870 
Total loans to legal entities 50 586 003  54 755 005 
  
Loans to individuals originated by the Group  
Сonsumer finance loans 37 418 737  35 007 844 
Mortgage finance loans 18 864 644  19 986 556 
Auto finance loans 9 527 478  11 706 019 
Other 5 814 489  4 061 836 
Total loans to individuals originated by the Group 71 625 348  70 762 255 
  
Loans to individuals purchased by the Group  
Сonsumer finance loans 5 604 625  6 325 359 
Mortgage finance loans 1 055 598  1 143 672 
Auto finance loans 119  1 449 
Total loans to individuals purchased by the Group 6 660 342  7 470 480 
  
Gross loans to customers 128 871 693  132 987 740 
Less: provision for loan impairment (5 635 729)  (5 987 400)
Net loans to customers 123 235 964  127 000 340 
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Movements in the loan impairment allowance for the period ended 30 June 2008 are as follows: 

 30 June 2008  30 June 2007 
 RUR'000  RUR'000 
Provision for loan impairment as at the beginning of the period 5 987 400  2 927 343 
Provision for loan impairment for the period 1 745 042  1 032 351 
Reversal of provision on sold loans (2 096 198)  - 
Loans written off during the year as uncollectible (515)  (4 807)
Provision for loan impairment as at the end of the period 5 635 729  3 954 887 

As at 30 June 2008, interest accrued on impaired loans amounted to RUR 126 530 thousand 
(31 December 2007: RUR 101 138 thousand). 

Credit quality of loans to legal entities portfolio 

The following table provides information on the credit quality of the loans to legal entities portfolio as at 
30 June 2008.  

 Gross loans Impairment Net loans  Impairment to  
gross loans 

 RUR'000   RUR'000   RUR'000  %  
Commercial loans        
Loans for which no specific 
impairment has been identified:        
- Standard loans 22 222 930   (100 702)  22 122 228   0,45% 
- Watch list loans 1 073 758   (4 829)  1 068 929   0,45% 
Total loans for which no specific 
impairment has been identified: 23 296 688   (105 531) 

 
23 191 157  

 
0,45% 

Impaired loans:        
Overdue loans less than 30 days 869 761   (4 495)  865 266   0,52% 
Overdue loans for the period 30-60 
days 35 459   (160)  35 299   0,45% 
Overdue loans for the period 61-90 
days 141 741   (638)  141 103   0,45% 
Overdue loans for the period 91-180 
days 125 088  

 
(23 498) 

 
101 590  

 
18,78% 

Overdue loans for the period 181-360 
days 210 509   (185 642)  24 867   88,19% 
Overdue loans for the period more 
than 360 days 214 366   (194 467)  19 899   90,72% 
 Total impaired loans 1 596 924   (408 900)  1 188 024   25,61% 
Total commercial loans 24 893 612   (514 431)  24 379 181   2,07% 
        

Loans to small and medium size 
companies        
Loans for which no specific 
impairment has been identified:        
- Standard loans 4 865 738   (22 063)  4 843 675   0,45% 
- Watch list loans 25 137   (113)  25 024  0,45% 
Total loans for which no specific 
impairment has been identified: 4 890 875  

 
(22 176) 

 
4 868 699  

 
0,45% 

Impaired loans:        
Overdue loans less than 30 days 88 496   (726)   87 770   0,82% 
Overdue loans for the period 30-60 
days 32 435   (146)  32 289   0,45% 
Overdue loans for the period 61-90 
days 19 211   (86)  19 125   0,45% 
Overdue loans for the period 91-180 
days 57 129   (54 726)  2 403   95,79% 
Overdue loans for the period 181-360 
days 82 446   (38 321)  44 125   46,48% 
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 Gross loans Impairment Net loans  Impairment to  
gross loans 

 RUR'000   RUR'000   RUR'000  %  
Overdue loans for the period more 
than 360 days 58 910   (58 910)  -   100,00% 
Total impaired loans 338 627   (152 915)  185 712   45,16% 
Total loans to small and medium 
size companies 5 229 502  

 
(175 091) 

 
5 054 411  

 
3,35% 

        
Project financing        
Loans for which no specific 
impairment has been identified:        
- Standard loans 13 074 982   (58 838)  13 016 144   0,45% 
Total loans for which no specific 
impairment has been identified 13 074 982  

 
(58 838) 

 
13 016 144  

 
0,45% 

        
Impaired loans:        
Overdue loans for the period 91-180 
days 128 983   (580)  128 403   0,45% 
Total impaired loans 128 983   (580)  128 403   0,45% 

Total project financing 13 203 965 (59 418) 13 144 547   0,45%
        
Leasing        
Loans for which no specific 
impairment has been identified:        
- Standard loans 7 204 501   (32 420)  7 172 081   0,45% 
- Watch list loans 54 423   (245)  54 178   0,45% 
Total loans for which no specific 
impairment has been identified 7 258 924   (32 665)  7 226 259   0,45% 
        
Total leasing 7 258 924   (32 665)  7 226 259   0,45% 
        
Total loans to legal entities 50 586 003   (781 605)  49 804 398   1,55% 

The following table provides information on the credit quality of the loans to legal entities portfolio as at 
31 December 2007. 

 Gross loans  Impairment  Net loans  Impairment 
to gross loans 

 RUR’000  RUR’000  RUR’000  % 
Commercial loans        
Loans for which no specific 
impairment has been identified:  

 
 

 
 

 
 

 - Standard loans 27 837 920   (99 800)  27 738 120   0,36%  
 - Watch list loans 352 330   (1 268)  351 062   0,36%  

Total loans for which no specific 
impairment has been identified: 28 190 250  

 
(101 068) 

 
28 089 182  

 
0,36%  

Impaired loans:        
Overdue loans less than 30 days 22 531   (82)  22 449   0,36%  
Overdue loans for the period 30-60 
days 16 290  

 
(59) 

 
16 231  

 
0,36%  

Overdue loans for the period 61-90 
days 19 802  

 
(71) 

 
19 731  

 
0,36%  

Overdue loans for the period 91-180 
days 17 642  

 
(17 642) 

 
-  

 
100,00%  

Overdue loans for the period 181-
360 days 281 146  

 
(281 146) 

 
-  

 
100,00%  

Overdue loans for the period more 
than 360 days 83 800  

 
(83 800) 

 
-  

 
100,00%  
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 Gross loans  Impairment  Net loans  Impairment 
to gross loans 

 RUR’000  RUR’000  RUR’000  % 

Total impaired loans 441 211   (382 800)  58 411   86,76%  
        
Total commercial loans 28 631 461   (483 868)  28 147 593   1,69%  

        
Loans to small and medium size 

companies  
 

 
 

 
 

 
Loans for which no specific 
impairment has been identified:  

 
 

 
 

 
 

 - Standard loans 5 832 147   (20 996)  5 811 151   0,36%  
Total loans for which no specific 
impairment has been identified: 5 832 147  

 
(20 996) 

 
5 811 151  

 
0,36%  

Impaired loans:        
Overdue loans less than 30 days 59 621   (215)  59 406   0,36%  
Overdue loans for the period 30-60 
days 32 709  

 
(118) 

 
32 591  

 
0,36%  

Overdue loans for the period 61-90 
days 665  

 
(2) 

 
663  

 
0,36%  

Overdue loans for the period 91-180 
days 40 121  

 
(13 965) 

 
26 156  

 
34,81%  

Overdue loans for the period 181-
360 days 39 589  

 
(39 589) 

 
-  

 
100,00%  

Overdue loans for the period more 
than 360 days 24 933  

 
(24 933) 

 
-  

 
100,00%  

Total impaired loans 197 638   (78 822)  118 816   39,88%  
        
Total loans to small and medium 
size companies  6 029 785  

 
(99 818) 

 
5 929 967  

 
1,66%  

Project financing        
Loans for which no specific 
impairment has been identified:  

 
 

 
 

 
 

 - Standard loans 13 301 043    (47 884)  13 253 159   0,36%  
 - Watch list loans 29 687   (107)  29 580   0,36%  
Total loans for which no specific 
impairment has been identified 13 330 730  

 
 (47 991) 

 
13 282 739  

 
0,36%  

Impaired loans:        
Overdue loans less than 30 days 27 007    (97)   26 910   0,36%  
Overdue loans for the period 91-180 
days 5 152  

 
 (5 152) 

 
-  

 
100,00%  

Total impaired loans 32 159    (5 249)  26 910   16,32%  
        
Total project financing 13 362 889    (53 240)  13 309 649   0,40%  

        

Leasing         
Loans for which no specific 
impairment has been identified:  

 
 

 
 

 
 

 - Standard loans 6 730 870    (24 231)  6 706 639   0,36%  
Total loans for which no specific 
impairment has been identified 6 730 870  

 
 (24 231) 

 
6 706 639  

 
0,36%  

        
Total leasing 6 730 870    (24 231)  6 706 639   0,36%  
        
Total loans to legal entities 54 755 005    (661 157)  54 093 848   1,21%  
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The Group has estimated loan impairment for loans to legal entities based on an analysis of the future cash 
flows for impaired loans and based on its past loss experience for portfolios of loans for which no indications 
of impairment has been identified. 

In determining the portfolio impairment allowance for loans to legal entities at 30 June 2008, the key 
assumption was a historic loss rate of 0.45%, which is based on the average losses for five years. 

Changes in this estimate could effect the loan impairment provision. For example, to the extent that the net 
present value of the estimated cash flows differs by plus/minus one percent, the loan impairment on loans to 
legal entities as at 30 June 2008 would be RUR 498 044 thousand lower/higher (31 December 2007: RUR 
540 938 thousand lower/higher). 

During the 6 months ended 30 June 2008 the Bank renegotiated loans to legal entities that would otherwise 
be past due or impaired of RUR 531 888 thousand (31 December 2007: RUR 258 832 thousand). Such 
restructuring activity is aimed at managing customer relationships and maximising collection opportunities. 
These loans are included in standard loans in these interim consolidated condensed financial statements.  

Analysis of movements in the impairment allowance 

Movements in the loan impairment allowance by classes of loans to legal entities for the 6 months ended 
30 June 2008 are as follows: 

RUR’000 
Commercial 

loans

Loans to 
small and 

medium size 
companies

Project 
financing Leasing  Total

Loan impairment allowance as at 
1 January 2008 483 868 99 818 53 240 24 231  661 157
Loan impairment losses during the 
period 30 563 75 273 6 178 8 434  120 448
Loan impairment allowance as at 
30 June 2008 514 431 175 091 59 418 32 665  781 605

Movements in the loan impairment allowance by classes of loans to legal entities for the year ended 
30 June 2007 are as follows: 

RUR’000 
Commercial 

loans 

Loans to 
small and 

medium 
size 

companies 
Project 

financing Leasing Total 
Loan impairment allowance as at 
1 January 2007 344 300   59 590   78 946   53 646   536 482  
Loans written off during the year as 
uncollectible (4 807)  -   -   -   (4 807) 
Loan impairment losses during the 
year (8 515) 

 
(25 451) 

 
6 198  

 
16 047  

 
(11 721) 

Loan impairment allowance as at 
30 June 2007 330 978   34 139   85 144   69 693   519 954  
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Credit quality of loans to individuals  

The following table provides information on the credit quality of the retail loan portfolios as at 30 June 2008: 
Gross loans Impairment Net loans  Impairment to 

gross loans
  

RUR’000 RUR’000 RUR’000  %
Loans issued to individuals   
Consumer loans   
- Not past due 31 287 339 (298 972) 30 988 367  1,0%
- Overdue less than 30 days 1 781 359 (345 346) 1 436 013  19,4%
- Overdue 30-60 days 611 501 (265 766) 345 735  43,5%
- Overdue 61-90 days 434 170  (224 807) 209 363  51,8%
- Overdue 91-180 days 1 044 143 (707 269) 336 874  67,7%
- Overdue 181-360 days 1 293 553 (982 673) 310 880  76,0%
- Overdue more than 360 days 966 672 (841 343) 125 329  87,0%
Total consumer loans 37 418 737 (3 666 176) 33 752 561  9,8%
Mortgage loans   
- Not past due 17 065 319 (13 949) 17 051 370  0,1%
- Overdue less than 30 days 740 631 (14 822) 725 809  2,0%
- Overdue 30-60 days 160 121 (10 202) 149 919  6,4%
- Overdue 61-90 days 95 330 (9 236) 86 094  9,7%
- Overdue 91-180 days 271 734 (37 634) 234 100  13,8%
- Overdue 181-360 days 359 365  (54 820) 304 545  15,3%

- Overdue more than 360 days 172 144 (26 260) 145 884  15,3%
Total mortgage loans 18 864 644 (166 923) 18 697 721  0,9%
Auto loans   
- Not past due 7 574 235 (35 349) 7 538 886  0,5%
- Overdue less than 30 days 525 654 (58 107) 467 547  11,1%

- Overdue 30-60 days 157 174 (40 506) 116 668  25,8%
- Overdue 61-90 days 119 401 (38 013) 81 388  31,8%
- Overdue 91-180 days 313 111 (127 186) 185 925  40,6%
- Overdue 181-360 days 583 141 (249 588) 333 553  42,8%
- Overdue more than 360 days 254 762 (109 823) 144 939  43,1%
Total auto loans 9 527 478 (658 572) 8 868 906  6,9%
Other loans to individuals   
- Not past due 5 351 083 (37 392) 5 313 691  0,7%
- Overdue less than 30 days 150 114 (34 797) 115 317  23,2%

- Overdue 30-60 days 17 695 (9 114) 8 581  51,5%
- Overdue 61-90 days 60 028 (41 570) 18 458  69,3%
- Overdue 91-180 days 107 780 (84 979) 22 801  78,8%
- Overdue 181-360 days 92 359  (84 302) 8 057  91,3%
- Overdue more than 360 days 35 430  (33 507) 1 923  94,6%
Total other loans to individuals 5 814 489 (325 661) 5 488 828  5,6%
Total retail loans 71 625 348 (4 817 332) 66 808 016  6,7%
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Gross loans Impairment Net loans  Impairment to 
gross loans

  

RUR’000 RUR’000 RUR’000  %
Loans purchased by the Bank    
Consumer loans   
- Not past due 5 595 917 (11) 5 595 906  0,0%
- Overdue less than 30 days - - -  - 
- Overdue 61-90 days - - -  - 
- Overdue 181-360 days 6 710 (6 710) -  100,0%
- Overdue more than 360 days 1 998  (1 799) 199  90,0%
Total consumer loans 5 604 625 (8 520) 5 596 105  0,2%
Mortgage loans   
- Not past due 669 512 (585) 668 927  0,1%
- Overdue less than 30 days 223 646 (4 476) 219 170  2,0%
- Overdue 30-60 days 4 446 (284) 4 162  6,4%
- Overdue 61-90 days 14 177 (1 374) 12 803  9,7%
- Overdue 91-180 days 41 755 (5 878) 35 877  14,1%
- Overdue 181-360 days 60 289 (9 197) 51 092  15,3%
- Overdue more than 360 days  41 773 (6 372) 35 401  15,3%

Total mortgage loans 1 055 598 (28 166) 1 027 432  2,7%
Auto loans   
- Not past due 2 - 2  0%
- Overdue more than 360 days 117 (106) 11  90,6%

Total auto loans 119 (106) 13  89,1%
Loans purchased by the Bank 6 660 342 (36 792) 6 623 550  0,6%

The following table provides information on the credit quality of the retail loan portfolios as at 31 December 
2007: 

Gross loans Impairment Net loans  Impairment to 
gross loans

  

RUR’000 RUR’000 RUR’000  %
Loans issued to individuals   

Consumer loans   

- Not past due 29 355 940 (643 383) 28 712 557   2,19% 
- Overdue less than 30 days 958 257 (190 069) 768 188   19,83% 
- Overdue 30-60 days 464 422 (223 308) 241 114   48,08% 
- Overdue 61-90 days 348 750 (204 093) 144 657   58,52% 
- Overdue 91-180 days 656 453 (471 319) 185 134   71,80% 
- Overdue 181-360 days 840 797 (692 441) 148 356   82,36% 
- Overdue more than 360 days 2 383 225 (2 227 704) 155 521   93,47% 
Total consumer loans 35 007 844 (4 652 317) 30 355 527   13,29% 
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Gross loans Impairment Net loans  Impairment to 
gross loans

  

RUR’000 RUR’000 RUR’000  %
Mortgage loans   

- Not past due 18 883 987 (16 611) 18 867 376   0,09% 
- Overdue less than 30 days 432 925 (8 409) 424 516   1,94% 
- Overdue 30-60 days 155 509 (9 473) 146 036   6,09% 
- Overdue 61-90 days 114 899 (11 115) 103 784   9,67% 
- Overdue 91-180 days 185 220 (25 690) 159 530   13,87% 
- Overdue 181-360 days 181 561 (27 806) 153 755   15,31% 
- Overdue more than 360 days 32 455 (4 970) 27 485   15,31% 
Total mortgage loans 19 986 556 (104 074) 19 882 482   0,52% 
Auto loans   

- Not past due 10 442 193 (68 607) 10 373 586   0,66% 
- Overdue less than 30 days 384 685 (40 465) 344 220   10,52% 
- Overdue 30-60 days 187 168 (49 084) 138 084   26,22% 
- Overdue 61-90 days 155 551 (49 276) 106 275   31,68% 
- Overdue 91-180 days 285 361 (110 096) 175 265   38,58% 
- Overdue 181-360 days 192 479 (78 720) 113 759   40,90% 
- Overdue more than 360 days 58 582 (25 039) 33 543   42,74% 
Total auto loans 11 706 019 (421 287)  11 284 732   3,60% 

Other loans to individuals    

- Not past due 3 874 219 (14 715) 3 859 504   0,38% 
- Overdue less than 30 days 55 296 (4 010) 51 286   7,25% 

- Overdue 30-60 days 28 128 (5 012) 23 116   17,82% 
- Overdue 61-90 days 8 620 (4 422) 4 198   51,30% 
- Overdue 91-180 days 27 186 (23 872) 3 314   87,81% 
- Overdue 181-360 days 54 280 (52 092) 2 188   95,97% 
- Overdue more than 360 days 14 107 (12 878) 1 229   91,29% 
Total other loans to individuals 4 061 836 (117 001) 3 944 835   2,88% 
Total retail loans 70 762 255 (5 294 679) 65 467 576   7,48% 
Loans purchased by the Bank      

Consumer loans     

- Not past due 6 323 640  (6 747)  6 316 893   0,11% 
- Overdue less than 30 days 46  (39)  7   84,78% 
- Overdue 61-90 days 800  (686)  114   85,75% 
- Overdue 181-360 days 221  (192)  29   86,88% 
- Overdue more than 360 days 652  (588)  64   90,18% 
Total consumer loans 6 325 359  (8 252)  6 317 107   0,13% 
Mortgage loans     

- Not past due 949 591  (775)  948 816   0,08% 
- Overdue less than 30 days 19 417  (377)  19 040   1,94% 
- Overdue 30-60 days 41 496  (2 557)  38 939   6,16% 
- Overdue 61-90 days 17 566  (1 700)  15 866   9,68% 
- Overdue 91-180 days 63 060  (8 650)  54 410   13,72% 
- Overdue 181-360 days 52 542  (8 029)  44 513   15,28% 

Total mortgage loans 1 143 672  (22 088)  1 121 584   1,93% 
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Gross loans Impairment Net loans  Impairment to 
gross loans

  

RUR’000 RUR’000 RUR’000  %
Auto loans     

- Not past due 70  (1)  69   1,43% 
- Overdue 181-360 days 303  (259)  44   85,48% 
- Overdue more than 360 days 1 076  (964)  112   89,59% 

Total auto loans 1 449  (1 224)  225   84,47% 
Loans purchased by the Bank 7 470 480  (31 564)  7 438 916   0,42% 

The Group estimates loan impairment based on its past historical loss experience on these types of loans. The 
key assumptions at 30 June 2008 are: 

• loss migration rates are constant and can be estimated based on historic loss migration pattern for 
the last 24 months or since inception of the product, for new products. 

• The value the collateral can be sold for on unpaid mortgage and auto loans is 85% and 56% 
respectively. 

Analysis of collateral  

Mortgage loans are secured by underlying housing real estate. Auto loans are secured by underlying vehicles. 
Credit card overdrafts and consumer loans are not secured. 

Analysis of movements in the impairment allowance 

Movements in the loan impairment allowance by classes of retail loans for the period ended 30 June 2008 are 
as follows: 

RUR’000 
Consumer loans Mortgage 

loans
Auto loans Other loans   Total 

Loan impairment 
allowance as at 1 January 
2008 4 660 569 126 162 422 511 117 001  5 326 243 
Loans written off during the 
year as uncollectible (276) -

 
(239) -  (515)

Recovery of impairment 
allowance on sold loans (2 096 198) - - -   (2 096 198)
Loan impairment losses 
during the year 1 110 601 68 927 236 406 208 660   1 624 594 
Loan impairment 
allowance as at 30 June 
2008 3 674 696 195 089 658 678 325 661  4 854 124 

Movements in the loan impairment allowance by classes of retail loans for the year ended 30 June 2007 are 
as follows: 

RUR’000 
Consumer loans Mortgage 

loans 
Auto loans Other loans   Total 

Loan impairment 
allowance as at 1 January 
2007 2 295 640   22 656  65 407   7 158   2 390 861  
Loan impairment losses 
during the year 701 573  

 
157 753  179 184  

 
5 562  

 
1 044 072  

Loan impairment 
allowance as at 30 June 
2007 2 997 213  180 409  244 591  12 720   3 434 933  

Securitisation of assets 

As at 31 December 2007, the Group sold mortgage loans of RUR 7 856 636 thousand (31 December 2006: 
nil) to URSA Mortgage Finance S.A.. To fund the purchase of mortgage loans URSA Mortgage Finance 
S.A. issued Notes, which are direct, secured and unconditional obligations of  URSA Mortgage Finance S.A. 
and are backed by the mortgage loans. 
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URSA Bank currently holds all of the Notes and thus retains substantially all the risk and rewards, and 
therefore URSA Mortgage Finance S.A. is consolidated into the accounts of the Group, and the loans are 
included in the Group’s balance sheet. 

The group did not securitize any assets during the six-month period ended 30 June 2008. 

Sale of consumer loans 

During the 6 months ended 30 June 2008 the Group sold to a related party consumer loans overdue more 
than 180 days with a gross amount of RUR 2 354 229 thousand (net of provision: RUR 258 031 thousand) 
for RUR 286 989 thousand resulting in a gain of RUR 28 958 thousand.  

Industry and geographical analysis of the loan portfolio 

Loans and advances to customers are issued primarily to customers located within the Russian Federation, 
who operate in the following economic sectors: 

 30 June 2008    31 December 2007   
 RUR’000  %  RUR’000  % 
Individuals 78 285 690  61  78 232 735  59 
Trade 21 081 214  16  18 882 224  14 
Production 8 782 167  7  8 664 749  7 
Financial services 8 469 716  7  7 930 947  6 
Construction 3 476 726  3  4 184 313  3 
Services 2 850 147  2  6 974 768  5 
Mining 2 655 687  2  3 290 044  2 
Farming 289 103  -  2 209 122  2 
Transport 335 264  -  914 109  1 
Trade finance 167 497  -  1 057 645  1 
Energy 10 296  -  301 780  - 
Other 2 468 186  2  345 304  - 
Total loans to customers (gross of provisions) 128 871 693  100  132 987 740   100 

Loan maturities 

The maturity of the Group’s loan portfolio is presented in Note 10, which shows the remaining period from 
the reporting date to the contractual maturity of the loans comprising the loan portfolio.  

6 Current accounts and deposits from customers 

 

30 June 2008   31 December 2007  
 RUR'000   RUR'000  
Current accounts and demand deposits    
-Retail 4 537 086   4 545 373  
-Corporate 8 102 117   7 546 659  
Term deposits   
-Retail  35 976 403   31 407 928  
-Corporate 14 189 254   10 432 801  

 62 804 860   53 932 761  

Concentrations of current accounts and customer deposits 

As of 30 June 2008 and 31 December 2007, the Bank did not have any customers, whose balances exceeded 
10% of total customer accounts.  
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7 Debt securities in issue 

 30 June 2008   31 December 2007  
 RUR'000   RUR'000  
Long-term loan participation notes 40 187 453   41 766 235  
Domestic bonds 19 059 685   14 180 625  
Promissory notes 1 239 915   1 415 228  
Deposit certificates -   11 023  

Total debt securities in issue 60 487 053  
 

57 373 111  

As at 30 June 2008 and 31 December 2007, the Group had the following long-term loan participation notes 
outstanding: 

Principal 
amount as at 30 

June 2008 (in 
thousand) 

Principal amount
as at 31 December 
2007 (in thousand) Interest rate Issue date Maturity date 30 June 2008

31 December
2007

350 933 USD  350 933 USD  9,00%  
12 May 

2006 12 May 2009 8 285 384 8 635 945

-  62 948 USD  9,75%  

13 
December 

2005 
19 May

 2008 - 1 558 403

4 384 575  HUF 4 384 575  HUF  11,66%  

21 
September

 2006 
21 September

 2009 748 248 636 085

300 000 EUR  300 000 EUR  8,30%  

16 
November

2006 
16 November

 2011 11 225 941 10 855 022

5 000 000 RUR  5 000 000 RUR  9,13%  
26 February

 2007 
26 February

 2010 5 143 041 5 138 843

400 000 EUR  400 000 EUR  7,00%  
21 May

 2007 
21 May

 2010 14 784 839 14 941 937
Total long-term loan participation notes 40 187 453 41 766 235

As at 30 June 2008 and 31 December 2007, the Group had the following domestic bonds outstanding:  

Principal 
amount as at 30 

June 2008 (in 
RUR thousand) 

Principal 
amount as at 31 
December 2007 

(in RUR 
thousand) Interest rate Issue date Maturity date 30 June 2008  

31 December 
2007

3 000 000  3 000 000  9,60%  
8 June
 2006 

4 June
 2009 3 012 823  3 003 964 

 1 500 000   1 500 000  7,60%  
12 December 

2005 
12 December

 2008 1 491 506  1 446 010 

3 000 000  3 000 000  10,05%  
24 October 

2006 
18 October 

2011 3 044 929  3 042 468 

1 500 000  1 500 000  7,65%  
27 April 

2006 
27 April

 2008 -  1 521 060 

5 000 000  5 000 000  8,40%  
26 July 

2007  
19 July

 2012 5 166 681  5 167 123 

6 203 000  -  11,19%  
17 April 

2008  
9 April

 2015 6 343 746  - 
Total domestic bonds 19 059 685  14 180 625 
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8 Subordinated Debt  

Principal  
(in thousands) Interest rate Issue date Maturity date

30 June  
2008  

 31 December 
2007 

130 000 USD 12,00% 30 June 2006 30 December 2011 3 059 777   3 198 798 
30 000 USD 12,25% 29 June 2005 6 July 2010 736 269   769 116 

7 500 USD 
LIBOR 
+6,75% 15 August 2006 15 October 2013 178 502   187 793 

6 000 USD 
LIBOR+ 

8,00% 30 September 2005 30 September 2010 139 393   145 757 

5 000 USD 
LIBOR+ 

6,75% 15 August 2006 15 October 2013 118 873   125 058 
15 000 RUR 11,00% 16 June 2005 16 June 2010 15 000   15 000 
7 000 RUR 12,00% 20 April 2004 20 April 2009 7 000   7 000 

10 000 USD 
LIBOR + 

6,50% 28 November 2006 15 September 2013 238 300   251 266 

20 000 USD 
LIBOR+ 

6,00% 25 October 2006 25 October 2013 467 247   489 540 
Total subordinated loans 4 960 361   5 189 328  

9 Analysis by segment  

The Bank’s primary format for reporting segment information is by business segments. As the majority of 
operations, credit related commitments, capital expenditure, and revenues of the Group relates to residents of 
the Russian Federation, the Group does not have a secondary format for reporting segment information by 
geographical segments. 

The Bank is organised into three main business segments: 

• Commercial banking – includes corporate banking operations which include deposit taking and 
commercial lending, settlements and cash operations with corporate clients. 

• Retail banking – includes retail banking operations which include deposit taking and lending, 
settlements, foreign exchange and cash operations with individuals.  

• Treasury and investments – includes corporate finance, debt and equity capital markets, money 
markets, trading and brokerage in securities, foreign exchange, REPO transactions and trading in 
derivatives.  

Segment breakdown of assets and liabilities of the Group is set out below.  

30 June 
2008  

31 December 
2007 

RUR’000  RUR’000 
Assets    
Commercial banking 55 263 378 59 481 759
Retail banking 77 561 169 77 693 971
Treasury and investments 50 107 697 21 882 109
Unallocated assets  7 975 284 6 773 306
Total assets 190 907 528 165 831 145
Liabilities   
Commercial banking 21 768 520  18 518 596
Retail banking 40 515 871  35 953 663
Treasury and investments 97 115 368  82 034 964
Unallocated liabilities 1 256 134  611 289
Total liabilities 160 655 893  137 118 512 
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Income statement segment information for the main reportable business segments of the Group for the period 
ended 30 June 2008 is set out below. 

RUR’000 
Commercial  

banking  
 
 

Retail  
Banking  

 
 

Treasury and  
investments   Total  

External revenue 4 928 180   9 195 324   668 360    14 791 864  
Net revenue from other segments (2 174 262)   (1 612 160)   3 786 422   -  
Revenue 2 753 918   7 583 164   4 454 782   14 791 864  
Impairment losses (120 449)  (1 628 332)  -    (1 748 781) 
Interest expense (633 663)  (1 807 924)  (3 404 035)   (5 845 622) 
Fee and commission expense (24 428)  (29 868)  (128 254)   (182 550) 
Staff costs and operating 
expenses (792 200)  (2 869 578)  (37 635)   (3 699 413) 

Gain from sale of loans -   28 958   -    28 958  
Segment result 1 183 178   1 276 420   884 858    3 344 456  
Income tax expense        (1 029 083) 
Net income        2 315 373  
Other segment items         
Capital expenditure 170 458   617 450   8 098    796 006  
Depreciation charge 48 415   175 375   2 300    226 090  

Income statement segment information for the main reportable business segments of the Group for the period 
ended 30 June 2007 is set out below. 

RUR’000 
Commercial  

banking  
 
 

Retail  
Banking  

 
 

Treasury and 
Investments   Total  

External revenue 3 521 178   5 533 958   1 013 987    10 069 123  
Net revenue from other segments (1 804 987)  (465 908)  2 270 895    -  
Revenue 1 716 191   5 068 050   3 284 882   10 069 123  
Impairment losses 9 773   (1 042 124)  -    (1 032 351) 
Interest expense (230 284)  (1 275 221)  (2 567 246)   (4 072 751) 
Fee and commission expense (77 508)  (11 543)  (19 768)   (108 819) 
Staff costs and operating expenses (597 464)  (2 347 160)  (28 261)   (2 972 885) 
Segment result 820 708   392 002   669 607    1 882 317  
Income tax expense        (448 325) 
Net income        1 433 992  
Other segment items         
Capital expenditure 143 606   564 161   6 793    714 560  
Depreciation charge 26 758   105 118   1 265    133 141  

10 Risk management   

The financial activity of the Bank exposes it to many types of risks. For purposes of effective risk 
management, the Group has identified that it has exposure to the following major types of risks: credit, 
market, liquidity and operational risks. 

Risk management system 

The Bank’s risk management system includes: 

• Risk management organizational structure – the system of divisions and departments of the Bank 
involved in the risk management process; 

• risk identification, assessment and control framework; 
• system of internal risk controls. 

(i) Risk management organizational structure 

The Board of Directors, Management Board, Asset and Liability Management Committee (ALCO), 
Operating Risk Committee, Credit Committees and the Risk Management Division are responsible for risk 
management. 
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The Board of Directors performs general supervision over the risk management system, and approves the 
development strategy for the risk management system, risk policies and major transactions. The Management 
Board is responsible for approval and control over the implementation of risk management policies. ALCO 
performs day-to-day management of market and liquidity risks. Day-to-day credit risk management is 
performed by a system of Credit Committees. Direct risk management is performed through a system of 
special Risk Management Divisions. The Chief Risk Officer (CRO) is responsible for the overall risk 
management function at the Bank. He reports directly to the Chief Executive Officer (CEO) of the Bank. 

The Bank considers a collegiate approach to decision-making to be a priority. The scope of responsibilities is 
clearly defined when allocating duties to management and staff at the Bank. Monitoring of such 
responsibilities is performed by review of the relevant reports on a regular basis. 

(ii) Risk identification, assessment and control framework 

The risk management instruments used by the Bank are described in the relevant methodological documents 
(methodologies, instructions and policies). The risk management methodology is regularly reviewed by the 
Bank and updated to reflect changes in market conditions, products and services offered by the Bank, and the 
constantly evolving risk management best practices. 

(iii) System of internal risk controls 

The Bank’s system of internal risk controls includes the following functions: 

• control over the Bank’s risk exposure (monitoring of exposure to risks, control over risk limits); 
• compliance control; 
• internal audit of the risk management system. 

Credit risk 

Credit risk is the risk of financial losses to the Bank in connection with the non-performance, late or partial 
performance by a debtor of its obligations to the Bank. 

(i) Credit risk management organizational structure 

To optimize the decision-making process on loans, the Bank has created a comprehensive system of Credit 
Committees with different levels of responsibilities: 

• 1st level credit committees of the Siberian and Urals banks; 
• 2nd level credit committees of the Siberian and Urals banks; 
• 1st level credit committees of branches and head-offices; 
• 2nd level credit committees of branches and head-offices. 

The duties of the 1st level Credit Committees of the Siberian and Urals banks are approved by the CEO of 
the Bank. The duties of other Credit Committees are allocated by the 1st level Credit Committees of the 
Siberian and Urals banks based on the scope of business of the relevant branch or head-office and the 
qualifications and experience of the members of the Credit Committee. In this regard, 2nd level Credit 
Committees are mostly delegated duties related to decision making on SME loan applications.  

The 1st level Credit Committees of the Siberian and Urals banks report to the CEO of the Bank, while other 
Credit Committees report to the 1st level Credit Committees of the Siberian and Urals banks. The heads of 
credit risk departments and divisions are appointed the chairpersons of the respective Credit Committees. 
Meetings of the Credit Committees are usually held several times a week. If the obligations of a borrower or 
group of borrowers exceed RUB 1 billion, the decision of the Credit Committee must be approved by the 
Management Board of the Bank. 

The main principles of lending and risk assessment are determined by the Bank’s credit policy. The credit 
policy establishes: 

• procedures for review and approval of loan applications; 
• principles for assessing the creditworthiness of borrowers; 
• principles for evaluating collateral; 
• requirements on credit documentation; 
• procedures for monitoring of loans; 
• procedures for working with distressed debt. 

The credit policy is reviewed annually and approved by the Management Board of the Bank. The 
Management Board monitors implementation of the credit policy. The credit policy is approved separately 
for the corporate division, the retail division and financial market operations division. 
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(ii) Assessment and control of credit risk 

The Bank’s credit risk exposure is estimated through the assessment (monitoring) of the financial position of 
borrowers (including issuers and counterparties). 

Credit risk is controlled through the setting of credit risk limits: 

• limits on the obligations of a borrower or group of borrowers; 
• concentration limits (limits on the obligations of the largest borrower and the industry structure of 

the loan portfolio, including the securities portfolio). 

(iii) Loan administration 

Corporate loan applications are originated by managers of business units. A loan application includes general 
information on a borrower’s business, its credit history and financial position. Completed loan applications 
are independently reviewed by the specialists of the Credit Risk Departments or Divisions in terms of the 
borrower’s creditworthiness, evaluation of collateral, and allocation of an internal credit rating. The Legal 
Department concurrently performs the legal due diligence of the credit project. As a result, a second 
conclusion is made. Based on the conclusions of the managers of business units and specialists of the Credit 
Risk Departments or Divisions, the relevant Credit Committee takes a decision on the loan application. 

After loan origination, the Bank regularly reviews the borrower’s financial position and the quality of its debt 
servicing. The review is based on the borrower’s most recent financial statements and other information 
submitted by the borrower at the Bank’s request or obtained independently by the Bank. The review may 
lead to the reconsideration of the borrower’s internal credit rating. The Bank also monitors the current 
market value of collateral using reports of either independent appraisers or the conclusions of authorized 
Bank specialists. If the market value of the collateral decreases, the Bank usually requests that the debtor 
provide additional security on the loan. 

Depending on the amount of the loan, retail loan applications are reviewed using a three-level system: 
pursuant to a simplified procedure using scoring models, through a system of independent risk experts 
(underwriters) or through the adoption of decisions by the Retail Lending Committee in the form similar to 
corporate loan applications. 

In addition to analysis of individual borrowers, the Bank also analyzes the entire credit portfolio in terms of 
credit concentration risks by borrowers, industries and geographical regions. 

Market risk 

Market risk is the risk that changes in market prices of securities, foreign currency and precious metals 
exchange rates, and interest rates will lead to changes in income or the value of the Bank’s portfolio. Market 
risk includes, currency, interest rate and other price risk. The Bank’s exposure to market risk arises from 
open positions in equities, foreign currencies, precious metals and interest rates. 
The objective of market risk management is to ensure the Bank’s ability to control the effects of market risk 
factors. 

Overall responsibility for market risk management has been delegated to ALCO, chaired by the First Deputy 
Chief Executive Officer of the Bank. ALCO is responsible for management of the structure of the Bank’s 
assets and liabilities, setting marginal interest rates, setting market risk limits, and approving the 
methodology for market risk management. 
Market risk is managed by the Treasury Department and Financial Risk Department of the Bank. The 
Financial Risk Department estimates the Bank’s exposure to market risk, and calculates and monitor market 
risk limits: Value-at risk open position limits, interest-sensitivity limits and stop-loss limits. The Treasury 
Department manages open positions within the established limits whilst seeking to obtain the maximum 
profit for the Bank. 

Value-at-risk 

The Bank applies the Value-at-Risk (VaR) method to estimate exposure to price and currency risks. VaR is 
the amount of losses on positions which will not be exceeded over a specified time horizon in the future with 
a given level of confidence. The Bank uses the following parameters to estimate VaR: 

• level of confidence: 99%; 
• calculation method: historical;  
• number of observations used for calculation– 12 months. 
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Although VaR is a valuable tool in measuring market risk exposure, it has a number of limitations, especially 
in low-liquidity markets: 

• The use of historical data as a basis for forecasting future events may not encompass all possible 
scenarios, particularly those which are of an extreme nature. 

• The use of a confidence level of 99% does not take into account losses that may occur beyond this 
level. There is one percent chance that the loss could exceed the VaR level. 

• Since VaR is calculated at the end of a trading day, it does not necessarily reflect exposure to risk 
that may arise during the trading day. 

Due to the aforementioned limitations of VaR, the Bank also applies other instruments to assess market risk: 
stress-testing, gap analysis of interest rate risk, analysis of sensitivity of security portfolio value and net 
interest income of the Bank to changes in interest rates. When performing stress-testing, the Bank uses a 
wide range of sensitivity tests and scenario stress-tests to model the impact of extreme market scenarios on 
the Bank’s financial result.  

A summary of VAR estimates as at 30 June 2008 in respect of the Banks’ currency and fixed income 
securities positions is as follows: 

RUR’000 30 June 2008   31 December 2007  
Currency risk 204 383   30 387  

Interest rate risk on securities with fixed income 291 923   139 680  

Hedging 

To mitigate the potential impact of external factors on the fair value of the Bank’s financial instruments 
value and it’s сash flows the Group undertakes hedging for some of its risks.  

The Group hedges the following risks: 

• currency risk 
• interest rate risk 

The Group uses the following financial instruments for hedging purposes: 

• forward contracts 
• swaps 

The Group makes use of two types of hedging models: 

• Fair value hedge – hedging of changes in the fair value of a hedged item that is attributable to a 
particular risk that may affect profit or loss of the Group for the period. 

• Cash flow hedge – hedging of the exposure to variability in cash flows (e.g. debt and interest 
repayment) that is attributable to a particular risk associated with the bank’s financial instruments. 
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Currency risk 

Currency risk is the risk of financial losses as a result of a change in the exchange rates of foreign currencies. 

As at 30 June 2008 the Bank had the following foreign currency positions: 

 Roubles USD dollars Other currencies   Total 

 RUR’000 RUR’000 RUR’000   RUR’000 
Assets   
Cash and cash equivalents 6 454 701 6 862 281 1 613 140   14 930 122 
Mandatory cash balances with the Central 
Bank of the Russian Federation 2 238 346 - -  

 
2 238 346 

Placements with banks and other financial 
institutions 3 347 492 2 688 467 68  

 
6 036 027 

Financial instruments at fair value through 
profit or loss 10 726 764 530 606 738 220  

 
11 995 590 

Amounts receivable under sale and 
repurchase agreements 20 239 767 - - 

 
20 239 767 

Loans to customers 113 849 078 7 672 846 1 714 040   123 235 964 
Financial instruments available-for-sale 101 - 432   533 
Property and equipment 4 231 816 - -   4 231 816 
Other assets 1 418 489 73 961 12 672   1 505 122 
Goodwill 6 494 241 - -   6 494 241 
Total assets 169 000 795 17 828 161 4 078 572   190 907 528 
Liabilities   
Financial instruments at fair value through 
profit or loss 1 739 138 - -  

 
1 739 138 

Deposits and balances from banks and other 
financial institutions 2 299 508 15 725 730 1 131 763   19 157 001 
Amounts payable under sale and repurchase 
agreements 10 251 346 - -  

 
10 251 346 

Current accounts and deposits from 
customers 53 670 865 5 226 076 3 907 919  

 
62 804 860 

Debt securities in issue 25 221 882 8 128 343 27 136 828   60 487 053 
Subordinated debt 22 000 4 938 361 -   4 960 361 
Other liabilities 442 867 547 706 1 341   991 914 
Deferred tax liability 264 220 - -   264 220 

Total liabilities 93 911 826 34 566 216 32 177 851   160 655 893 
Net balance sheet position as of 30 June 
2008  75 088 969 (16 738 055) (28 099 279) 

 
30 251 635 

Net off-balance sheet position as of 30 
June 2008 (45 899 191) 17 888 754 28 010 437  

 
- 

Net position as of 30 June 2008 29 189 778 1 150 699 (88 842)  30 251 635 
Net position as of 31 December 2007  28 475 365 222 976 14 292   28 712 633 

The net RUR position substantially represents  the Bank’s net equity, which is denominated in RUR. 
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Interest rate risk 

Interest rate risk is the risk of changes in income or the value of financial instrument portfolio due to changes 
in interest rates. A change in interest rate levels may either increase or reduce the Bank’s net interest income 
and the value of its interest-sensitive portfolios. 

The Bank’s exposure to interest rate risk is caused by the mismatching of interest re-pricing dates of balance 
sheet and off-balance-sheet assets and liabilities. 

The table below shows the interest bearing assets and liabilities of the Bank and the corresponding average 
effective interest rates as at 30 June 2008 and 31 December 2007.  
  

 
Value

RUR’000 

 30 June 2008
Average
Effective

Interest Rate 

  
 

Value 
RUR’000 

 31 December 2007
Average
Effective

Interest Rate 
Interest Bearing Assets        
        
Cash and cash equivalents        
Correspondent accounts and overnight 
placements with other Banks  

 
 

 
 

 
 

- RUR 3 682 501  3,4%  1 036 432  2,4% 
- foreign currency 8 158 489  3,4%  211 889  5,4% 
        
Placements with banks and other 
financial institutions  

 
 

 
 

 
 

- RUR 3 347 492  5,3%  9 266 167  4,5% 
- foreign currency 2 688 535  2,2%  5 324 593  3,7% 
        
Financial instruments at fair value 
through profit or loss  

 
 

 
 

 
 

- RUR 9 670 831  9,3%  4 508 188  8,2% 
- foreign currency 530 606  8,7%  552 696  7,2% 
        
Amounts receivable under repurchase 
agreements  

 
 

 
 

 
 

- RUR 20 239 767  5,1%  -  - 
- foreign currency -  -  47 506  2,8% 
        
Loans to customers        
Loans to corporate entities        
- RUR 40 494 768  14,7%  45 398 060  14,3% 
- foreign currency 9 309 630  12,7%  8 695 788  12,4% 
        
Loans to individuals         
Originated by the Group        
- RUR 66 730 760  24,4%  65 367 274  24,9% 
- foreign currency 77 256  12,0%  100 302  12,0% 
        
Purchased by the Group        
- RUR 6 623 550  17,3%  7 438 916  17,4% 
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Interest Bearing Liabilities        
        
Deposits and balances from banks and 
other financial institutions  

 
 

 
 

 
 

Vostro accounts        
- RUR 93 252  0,0%  63 446  0,1% 
- foreign currency 22 555  0,0%  18 317  0,0% 
        
Term deposits and syndicated debt        
- RUR 2 206 256  4,3%  2 608 784  6,9% 
- foreign currency 16 834 938  4,6%  16 614 330  6,8% 
        
Amounts payable under repurchase 
agreements  

 
 

 
 

 
 

- RUR 10 251 346  3,8%  -  - 
        
Current accounts and deposits from 
customers  

 
 

 
 

 
 

- RUR 41 945 452  10,0%  37 127 421  10,2% 
- foreign currency 8 783 971  6,6%  5 086 620  7,9% 
        
Debt securities in issue        
- RUR 25 221 882  9,6%  20 769 937  8,9% 
- foreign currency 35 265 171  8,0%  36 603 174  8,1% 
        
Subordinated loans        
- RUR 22 000   11,3%  22 000  11,3% 
- foreign currency 4 938 361   11,6%  5 167 328  12,0% 
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The following table shows information on the Group’s exposure to interest rate risks as at 30 June 2008. The table includes assets and liabilities at their carrying value, as at the 
earlier of the following two dates: maturity or the date of repricing of interest rates.  

 Less than 
1 month 

1 to 6 
months 

6 months 
to 1 year 

1 to 5  
years  

More than 
5 years 

Non-interest 
bearing 

Overdue Total  
 

Assets RUR’000 RUR’000 RUR’000 RUR’000  RUR’000 RUR’000 RUR’000 RUR’000  
Cash and cash equivalents 11 840 990 - - -  - 3 089 132 - 14 930 122  
Mandatory cash balances with the Central Bank of 
the Russian Federation - - - -  - 2 238 346 - 2 238 346  
Placements with banks and other financial institutions 5 955 440 79 998 - 589  - - - 6 036 027  
Financial instruments at fair value through profit or 
loss 214 032 556 952 3 403 917 5 612 350  414 186 1 794 153 - 11 995 590  
Amounts receivable under sale and repurchase 
agreements 20 239 767  20 239 767  
Loans to customers 7 957 530 17 583 823 15 808 472 54 482 266  19 627 317 - 7 776 556 123 235 964  
Financial instruments available-for-sale - - - -  - 533 - 533  
Property and equipment - - - -  - 4 231 816 - 4 231 816  
Other assets - - - -  - 1 505 122 - 1 505 122  
Goodwill - - - -  - 6 494 241 - 6 494 241  
Total assets 46 207 759 18 220 773 19 212 389 60 095 205  20 041 503 19 353 343 7 776 556 190 907 528  

Overdue amounts represent the full balances of overdue customers after provisions. 
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Less than 

1 month 
1 to 6 

months 
6 months 

to 12 months 
1 to 5  
years  

More than 
5 years 

Non-interest 
bearing Overdue Total  

Liabilities RUR’000 RUR’000 RUR’000 RUR’000  RUR’000 RUR’000 RUR’000 RUR’000  
Financial instruments at fair value through profit or 
loss - - - -  - 1 739 138 - 1 739 138  
Deposits and balances from banks and other financial 
institutions 3 040 685 12 551 888 2 533 529 1 030 899  - - - 19 157 001  
Amounts payable under sale and repurchase 
agreements 10 251 346 - - -  - - - 10 251 346  
Current accounts and deposits from customers 10 533 925 15 032 344 9 422 807 15 715 571  24 776 12 075 437 - 62 804 860  
Debt securities in issue 426 913 2 930 187 18 090 007 39 039 946  - - - 60 487 053  
Subordinated debt 51 292 1 134 390 7 000 3 767 679  - - - 4 960 361  
Other liabilities - - - -  - 991 914 - 991 914  
Deferred tax liability - - - -  - 264 220 - 264 220  
Total liabilities 24 304 161 31 648 809 30 053 343 59 554 095  24 776 15 070 709 - 160 655 893  
   
Net balance sheet position on interest bearing 
assets and liabilities as of 30 June 2008  21 903 598 (13 428 036) (10 840 954) 541 110 20 016 727 4 282 634 7 776 556 30 251 635  
Net off-balance sheet position on interest bearing 
assets and liabilities as of 30 June 2008  22 000 000 (27 140 943) (22 000 000) 27 140 943  - - - -  
Net position on interest bearing assets and 
liabilities as of 30 June 2008 43 903 598 (40 568 979) (32 840 954) 27 682 053  20 016 727 4 282 634 7 776 556 30 251 635  
Net position on interest bearing assets and 
liabilities as of 31 December 2007 15 116 741 (31 737 376) (4 892 493) 21 478 634  19 889 129 4 826 170 4 031 828 28 712 633  
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The results of the analysis of the sensitivity of the Bank’s net interest income and equity for the year to changes 
in interest rate repricing risk based on a simplified scenario of a 100 basis point (bp) symmetrical fall or rise in 
all yield curves (assuming no asymmetrical movement in yield curves and a constant balance sheet position): 

RUR’000 30 June 2008  31 December 2007 
 Effect on 

profit 
 Effect on 

equity 
 Effect on 

profit 
 Effect on 

equity 
100 bp parallel rise 38 970   38 970   (93 853)  (93 853) 
100 bp parallel fall (38 970)  (38 970)  93 853   93 853  

Equity price risk 

Equity price risk is the risk of changes in income or the value of financial instruments portfolio due to changes 
in equity securities prices. 

The results of the analysis of the sensitivity of the Bank’s trading income and equity for the year to changes in 
equity securities prices on a simplified scenario of 5% symmetrical increase or decrease in all equity securities 
prices are given in the table below: 

RUR’000 30 June 2008  31 December 2007 
 Effect on 

profit 
 Effect on 

equity 
 Effect on 

profit 
 Effect on 

equity 
5% increase in equity securities prices 22 185  22 185   16 009   16 009  
5% decrease in equity securities prices (22 185)  (22 185)  (16 009)  (16 009) 

Liquidity risk 

Liquidity risk is the risk that the Bank will encounter difficulty in raising funds to meet its commitments. 

Liquidity risk exists when the maturities of assets and liabilities do not match. It should be noted that it is 
unusual for financial institutions ever to be completely matched since the business transacted is often of an 
uncertain term. An unmatched position potentially enhances profitability, but can also increase the risk of 
losses. 

The Bank’s liquidity risk management policy is determined by ALCO, the Treasury Department manages the 
Bank’s current liquidity ratio, and the Financial Risk Department assesses liquidity risks. 

The Bank takes the following actions for the purposes of liquidity risk management: 

• diversification of the structure of assets and liabilities; 
• forecasts of all inflows and planning of all cash flows by major currencies over the next 30 calendar 

days; 
• forming a portfolio of highly liquid securities sufficient for maintaining a stable liquidity position; 
• development and implementation of plans for liquidity management in extreme situations; 
• monitoring of conformity of liquidity ratios to the requirements of the regulator – Central Bank of the 

Russian Federation; 
• measures to set or increase credit tires for the Bank by counterparty banks to provide a reserve source 

for maintaining liquidity on the interbank market. 

Liquidity risk is estimated through gap-analysis (calculation of liquidity gap between assets and liabilities by 
call dates and maturity) and setting limits on cumulative liquidity gap. Stress-testing of the Bank’s liquidity is 
also performed. The liquidity risk estimates are reported to Bank management and ALCO. 

The Bank also calculates mandatory liquidity ratios on a daily basis in accordance with requirements of the 
Central Bank of Russia. The Bank was in compliance with these ratios during the year ended 31 December 
2007 and during the six-months period ended 30 June 2008. 

Liquidity risk is estimated through gap-analysis (calculation of liquidity gap between assets and liabilities by 
call dates and maturity) and setting limits on cumulative liquidity gap. Stress-testing of the Bank’s liquidity is 
also performed. The liquidity risk estimates are reported to Bank management and ALCO. 

The following tables show the undiscounted cash flows on the Bank’s financial liabilities and unrecognized 
loan commitments on the basis of their earliest possible contractual maturity. The Gross nominal (inflow)/ 
outflow disclosed in the table is the contractual, undiscounted cash flow on the financial liability or 
commitment.  
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The Bank’s expected cash flows on these financial liabilities and unrecognized loan commitments may vary 
significantly from this analysis. 

The gross undiscounted cash flows of the Bank as at 30 June 2008 was as follows: 

Demand  
and less  

than  
1 month  

From 
1 to 6 

month 

From 6 to 
12 months 

From 1 to 
 5 years 

More  
than  

 5 years  
 

Total gross 
nominal 
outflow/ 
(inflow) 

Carrying 
 amount 

Non-derivative liabilities    

Deposits and balances 
from banks and other 
financial institutions 2 507 075  7 483 305 3 266 916 6 363 690 504 698  20 125 684  19 157 001 

Amounts payable under 
repurchase agreements 10 251 346  - - - -  10 251 346  10 251 346 

Current accounts and 
deposits from customers 22 896 752  13 023 877 11 863 171 20 272 243 26 715  68 082 758  62 804 860 

Debt securities in issue 454 998  4 126 519 14 277 250 48 385 627 7 586 480  74 830 874  60 487 053 

Subordinated debt 52 222  242 921 302 224 5 614 668 851 845  7 063 880  4 960 361 

Other liabilities 818 910  63 835 3 582 21 164 84 423  991 914  991 914 

Derivatives     
Inflow (1 250 849) (31 265 727) (40 574 771) (44 131 736) (262 782) (117 485 865) (1 210 381)

Outflow 1 351 621  31 826 435 41 462 264 45 092 107 310 464  120 042 891  1 739 138 

Total 37 082 075  25 501 165 30 600 636 81 617 763 9 101 843  183 903 482  159 181 292 

Credit related 
commitments 6 992 572  1 111 980 835 107 1 150 290 699 871  10 789 820  10 789 820 

The gross undiscounted cash flows of the Bank as at 31 December 2007 was as follows: 

Demand  
and less  

than  
1 month  

From 
1 to 6 

month 

From 6 to 
12 months 

From 1 to 
 5 years 

More  
than  

 5 years  
 

Total gross 
nominal 
outflow/ 
(inflow) 

Carrying 
 amount 

Non-derivative liabilities    

Deposits and balances from 
banks and other financial 
institutions 1 210 734  6 918 117 6 293 281 5 335 512 513 476  20 271 120  19 304 877 
Current accounts and 
deposits from customers 18 933 859  15 337 163 7 744 853 15 404 735 93 277  57 513 887  53 932 761 
Debt securities in issue 600 911  4 431 653 5 519 124 58 834 069 -  69 385 757  57 373 111 

Subordinated debt 52 931  255 719 314 461 6 103 954 1 008 332  7 735 397  5 189 328 
Other liabilities 465 979  9 168 26 414 1 593 24 452  527 606  527 606 

Derivatives    

Inflow (12 822 327) (19 939 641) (17 553 864) (37 864 941) -  (88 180 773) (822 115)

Outflow 12 815 446  19 862 439 18 150 338 38 109 866 -  88 938 089  707 146 

Total 21 257 533  26 874 618 20 494 607 85 924 788 1 639 537  156 191 083  136 212 714 

Credit related 
commitments 7 385 750  771 093 1 274 391 2 361 208 876 652  12 669 094  12 669 094 

The table below shows the contractual maturities of the Bank’s assets and liabilities excluding interest receipts 
and payments, as at 30 June 2008. Overdue amounts represent the full balances of overdue customers after 
provisions. 

Despite the significant share of current accounts and deposits of clients on demand, diversification of these 
deposits by number and type of depositor and the experience accumulated by the Group over previous periods 
indicate that these obligations form a stable source of financing of the Group’s operations. According to current 
legislation individuals can withdraw their deposits placed before contractual maturity but will incur a penalty. 
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 Less than 

1 month 
1 to 6

months
6 to 12 months 1 to 5 

years 
More than

5 years 
No maturity  Overdue  Total  

Assets RUR’000  RUR’000 RUR’000  RUR’000  RUR’000  RUR’000 RUR’000  RUR’000  
Cash and cash equivalents 14 930 122  -  -  -  -  -  -  14 930 122  
Mandatory cash balances with the Central Bank 
of the Russian Federation 511 770  310 994  362 176  947 839  105 567  -  -  2 238 346  
Placements with banks and other financial 
institutions 5 955 440  79 998  -  589  -  -  -  6 036 027  
Financial instruments at fair value through profit 
or loss 1 833  122 409  403 479  10 237 421  646 617  583 831  -  11 995 590  
Amounts receivable under sale and repurchase 
agreements 20 239 767  -  -  -  -  -  -  20 239 767  
Loans to customers 7 957 530  17 583 823  15 808 472  54 482 266  19 627 317  -  7 776 556  123 235 964  
Financial instruments available-for-sale -  -  -  -  -  533  -  533  
Property and equipment -  -  -  -  -  4 231 816  -  4 231 816  
Other assets 934 615  144 159  224 937  28 468  5 931  109 709  57 303  1 505 122  
Goodwill -  -  -  -  -  6 494 241  -  6 494 241  
Total assets 50 531 077  18 241 383  16 799 064  65 696 583  20 385 432  11 420 130  7 833 859  190 907 528  

 
Liabilities        
Financial instruments at fair value through profit 
or loss 16 773  247 773  464 058  1 010 534  -  -  -  1 739 138  
Deposits and balances from banks and other 
financial institutions 2 496 961  7 378 015  2 983 626  5 856 246  442 153  -  -  19 157 001  
Amounts payable under sale and repurchase 
agreements 10 251 346  -  -  -  -  -  -  10 251 346  
Current accounts and deposits from customers 22 609 362  11 653 909  10 606 958  17 909 855  24 776  -  -  62 804 860  
Debt securities in issue 426 913  2 930 187  11 887 007  39 039 946  6 203 000  -  -  60 487 053  
Subordinated debt 51 292  10 971  7 000  4 080 932  810 166  -  -  4 960 361  
Other liabilities 818 910  63 835  3 582  21 164  84 423  -  -  991 914  
Deferred tax liability -  -  -  -  -  264 220  -  264 220  
Total liabilities 36 671 557  22 284 690  25 952 231  67 918 677  7 564 518  264 220  -  160 655 893  
         
Net gap 13 859 520  (4 043 307) (9 153 167) (2 222 094) 12 820 914  11 155 910  7 833 859  30 251 635  
Cumulative gap as at 30 June 2008 13 859 520  9 816 213  663 046  (1 559 048) 11 261 866  22 417 776  30 251 635   
Cumulative gap as at 31 December 2007 9 701 140  5 063 139  5 728 476  (4 859 332) 13 862 288  24 663 059  28 712 633   
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Operational risk 

Operational risk is the risk of financial losses to the Bank due to: 

• the mismatch of internal business processes to the nature and scale of the Bank’s activities; 
• violation by Bank officials and/or other parties of the internal regulations of the Bank and the laws of 

the Russian Federation (due to incompetence, accidental or deliberate actions or inaction); 
• disparity (insufficiency) of the functional capabilities (characteristics) of the information, technical 

and other systems used by the Bank and/or their failure (breakdown); 
• impact of external events; 
• impact of legal risk factors. 

The Bank is in the process of development and implementation of an operational risk framework which 
incorporates the following elements: 

• identification of operational risk (including concentration zones); 
• assessment (determining materiality for the Bank); 
• reducing the Bank’s exposure to operational risk; 
• monitoring of operational risk; 
• control over operational risk. 

The Bank uses the following methods for identifying operational risk: 

• systems of self-assessment of operational risk by Bank divisions; 
• collection of information on losses related to operational risk, their systemization and storage; 
• analysis of the reports of the Bank’s internal and external auditors and supervisory bodies; 
• analysis of statistical information on losses as a result of realization of operational risk in other credit 

institutions. 

The Bank has identified the following as the main methods for assessing the level of operational risk: 

• use of a system of key risk indicators (under development); 
• statistical analysis of distribution of actual losses (based on an analysis of databases on operational 

losses); 
• modeling/scenario analysis (under development). 

Exposure to operational risk is reduced through the use of the following measures: 

• regulation, standardization and improvement of the Bank’s business processes to reduce exposure to 
operational risk; 

• distribution of equity to cover possible losses from the realization of operational risk (under 
development); 

• organization of a system for insuring operational risk (comprehensive insurance contract “BBB”); 
• improving the information security system (access control to computerized banking products, control 

over security of computer networks, etc.); 
• implementation of a management quality system; 
• improvement of the system of internal controls.  

The procedures for monitoring and control over operational risks include the following:  

• procedures for control over key operational risks; 
• monitoring of the quality of business processes; 
• control over increasing operational loss limits pursuant to the Bank’s internal documents; 
• regular formation of operational risk cards; 
• preparation of reports for Bank management. 
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11 Contingencies 

Insurance 

The insurance industry in the Russian Federation is in a developing state and many forms of insurance 
protection common in other parts of the world are not yet generally available. The Group does not have full 
coverage for its premises and equipment, business interruption, or third party liability in respect of property or 
environmental damage arising from accidents on Group property or relating to the Group’s operations. Until 
the Group obtains adequate insurance coverage, there is a risk that the loss or destruction of certain assets could 
have a material adverse effect on the Group’s operations and financial position. 

Litigation 

In the ordinary course of business, the Bank is subject to legal actions and complaints. Management believes 
that the ultimate liability, if any, arising from such actions or complaints, will not have a material adverse effect 
on the financial conditions of the results or future operations of the Bank. 

Taxation contingencies 

The taxation system in the Russian Federation is relatively new and is characterised by frequent changes in 
legislation, official pronouncements and court decisions, which are often unclear, contradictory and subject to 
varying interpretation by different tax authorities. Taxes are subject to review and investigation by a number of 
authorities, which have the authority to impose severe fines, penalties and interest charges. A tax year remains 
open for review by the tax authorities during the three subsequent calendar years; however, under certain 
circumstances a tax year may remain open longer. Recent events within the Russian Federation suggest that the 
tax authorities are taking a more assertive position in their interpretation and enforcement of tax legislation. 

These circumstances may create tax risks in the Russian Federation that are substantially more significant than 
in other countries. Management believes that it has provided adequately for tax liabilities based on its 
interpretations of applicable Russian tax legislation, official pronouncements and court decisions. However, the 
interpretations of the relevant authorities could differ and the effect on the Group’s financial position, if the 
authorities were successful in enforcing their interpretations, could be significant. 

12 Related party transactions 

There is no ultimate controlling party as none of the Group’s ultimate shareholders own more than 50% of the 
Group. 

The shareholders’ structure of the Group is as follows: 

Name of shareholder  Share in the share capital 
  30 June 2008 
Kim Igor Vladimirovich  28,06% 
EBRD  13,82% 
AVINDALE INVESTMENTS S.A.  8,68% 
Bekarev Andrey Alexandrovich  6,51% 
Taranov Alexandr Alexandrovich  6,51% 
DEG  5,01% 
ZAO DKK (nominal shareholder)  14,03% 
Other  17,38% 

For the purposes of these interim consolidated condensed financial statements, parties are considered to be 
related if one party has the ability to control the other party or exercise significant influence over the other 
party in making financial or operational decisions as defined by International Financial Reporting Standards 
IAS 24 “Related Party Disclosures”. In considering each possible related party relationship, attention is 
directed to the substance of the relationship, not merely the legal form. 
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The outstanding balances as at 30 June 2008 with related parties are as follows:  

 30 June 2008 

RUR’000 Shareholders 

Key 
management 

personnel

Companies 
with significant 
shareholders in 

common Other Total 
      
Cash and cash equivalents      
Correspondent accounts -  -  172  -  172  
      
Placements with banks and other 
financial institutions      
Term deposits -  -  125 000  -  125 000  
      
Financial instruments available-for-sale      
Equities/ Shares in authorized capital -  -  -  8  8  
      
Loans to customers      
Loans outstanding (gross) 10 083  73 910  -  675  84 668  
Loan impairment -  (341) - (21) (362) 
      
Other assets      
Investments in unconsolidated subsidiary -  -  -  162  162  
      
Deposits and balances from banks and 
other financial institutions      
Term placements of other banks 2 382 105  -  104 556  -  2 486 661  
Correspondent accounts of other banks -  -  90 186  -  90 186  
      
Current accounts and deposits from 
customers      
Term deposits 448 145  39 797  93 967  50 205  632 114  
Current/demand accounts 3 916  5 071  179 206  2 130  190 323  

Subordinated debt 471 587  -  22 000  -  493 587  

Credit related commitments 10 055  4 661  1 500  102  16 318  

Guarantees received 20 343  38 958  688 376  46  747 723  

As at 30 June 2008 the Group purchased consumer finance loans to individuals from a related party at their 
book value which have an outstanding balance of RUR 5 595 843 thousand (31 December 2007: RUR 
6 315 211 thousand). Loans continue to be serviced by this related party. The Group pays a service commission 
per month to this related party.  

The sellers of the loans retain a certain portion of the interest paid by the borrowers, in return for which they 
have provided renewable guarantees to the Group in respect of principal and interest amounts. As at 30 June 
2008, guarantees received comprise a guarantee of RUR 115 000 thousand (31 December 2007: RUR 115 000 
thousand) from a related party in respect of consumer finance loans.   

In respect of the guarantee from the related party, should the full amount of the guarantee be required to be 
called on, the seller is obligated to either provide further guarantees, in increments of RUR 115 000 thousand 
(31 December 2007: RUR 115 000 thousand), as required up to the full value of the outstanding loans, or to 
pay a penalty of 2% of the outstanding balance of the loan portfolio and accrued interest. 
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As at 30 June 2008 the average effective interest rates on major related parties balances were as follows: 

   30 June 2008 

    Roubles  
Foreign 

Currency 

Assets       
Loans to customers    11,58%  11,00% 
Placements with banks and other financial 
institutions    10,90%  - 
       
Liabilities       
Deposits and balances from banks and 
other financial institutions    3,25%  5,71% 
Current accounts and deposits from 
customers    10,85%  1,43% 

Subordinated debt    11,32%  8,92% 

As of 30 June 2008 the results of transactions with related parties are as follows: 

 30 June 2008 

RUR’000 Shareholders  

Key 
management 

personnel 

Companies with 
significant 

shareholders in 
common Other Total 

     
Interest income on loans to customers 464  4 589  9 796  57  14 906  
Interest income on placements with 
banks and other financial institutions -  -  1 175  -  1 175  
Interest expense on deposits and 
balances from banks and other financial 
institutions (86 533) -  (298) -  (86 831) 
Interest expense on current accounts and 
deposits from customers (12 803) (1 700) (6 829) (2 289) (23 621) 
Interest expense on subordinated debt (25 569) -  (1 238) -  (26 807) 
Impairment losses -  3 701 1 537  86 5 324  
Net fee and commission income 17  -  57 111  35  57 163  
Other income -  -  2 414  -  2 414  
Operating expenses (49) -  (152 034) (5 176) (157 259) 
Occupancy -  -  (11 655) -  (11 655) 

As of 30 June 2008 the total remuneration of the key management personnel, including discretionary 
compensation, amounted to RUR 261 733 thousand (30 June 2007: RUR 210 901 thousand).  

Included in key management personnel are members of the Board of Directors and the Management Board. 

The Group does not provide post-employment, share-based or other long-term benefits to the key management 
personnel. 
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The outstanding balances as at 31 December 2007 with related parties are as follows:  

 31 December 2007 

RUR’000 Shareholders  

Key  
management  

personnel 

Companies with 
significant 

shareholders in 
common Other  Total  

      
Cash and cash equivalents    
Correspondent accounts -  -  6  -  6  
      
Financial instruments available-for-sale    
Equities/ Shares in authorized capital -  -  -  8  8  
    
Loans to customers    
Loans outstanding (gross) 10 460  102 773  722 284  8 533  844 050  
Loan impairment -  (4 042) (1 537) (107) (5 686) 
      
Other assets    
Investments in unconsolidated subsidiary -  -  -  70 246  70 246  
    
Deposits and balances from banks and 
other financial institutions    
Term placements of other banks 2 440 308  -  -  -  2 440 308  
Correspondent accounts of other banks -  -  53 057  -  53 057  
      
Current accounts and deposits from 
customers    
Term deposits 14 450  70 647  1 361 771  34 104  1 480 972  
Current/demand accounts 591  -  31 716  215 546  247 853  

Subordinated debt 494 187  -  -  22 000  516 187  

Credit related commitments 10 230  3 559  87 876  109  101 774  

Guarantees received 20 268  31 031  861 455  31 563  944 317  

As at 31 December 2007 effective interest rates on major related parties balances were as follows: 

   31 December 2007 
   Roubles  

Foreign 
Currency

Assets       
Loans to customers    14,5%  11,0% 
       
Liabilities       
Deposits and balances from banks and other 
financial institutions    -   7,52% 
Current accounts and deposits from 
customers    8,79%  7,20% 
Subordinated debt   11,32%   11,40% 
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As at 30 June 2007 the results of transactions with related parties for are as follows: 

 30 June 2007 

RUR’000 Shareholders  

Key 
management 

personnel 

Companies with 
significant 

shareholders in 
common Other Total 

      
Interest income on loans to customers 1 504   1 728  117 060  215  120 507  
Interest income on deposits and balances 
from banks and other financial institutions -  -  2 495  -  2 495  
Interest expense on due to other banks (84 026) -  -  -  (84 026) 
Interest expense on term deposits (347) (689) (464) (1 931) (3 431) 
Interest expense on subordinated debt (29 527) - -  (1 235) (30 762) 
Provision for loan impairment 357  (239) (5 262) (13) (5 157) 
Net fee and commission income -  24  31 828  3 267  35 119  
Other income 56  888  1 440  3 607  5 991  
Operating expenses (5 733) -  (43 112) (9 057) (57 902) 

 

13 Subsequent events 

Subsequent to 30 June 2008 there has been a significant decrease in Russian securities prices. The volume of 
Eurobond issues and similar wholesale financing by Russian banks has also significantly reduced. Such 
circumstances may affect the ability of the Group and banks in Russia to obtain new borrowings and refinance 
existing borrowings at terms and conditions that applied to similar transactions in recent periods. Borrowers of 
the Bank may also be affected by the lower liquidity situation which could in turn impact their ability to repay 
their amounts owed. 


