


CB ““Locko-bank™ (CJSC)
Consolidated Balance Sheet as at 31 December 2007

2007 2006

Notes RUB’000 RUB’000
ASSETS
Cash 554,923 571,301
Due from the Central Bank of the Russian Federation 12 1,129,021 989,458
Placements with banks and other financial institutions 13 2,431,897 1,029,935
Financial instruments at fair value through profit or loss
- Held by the Group 14 3,182,487 1,184,278
- Pledged under sale and repurchase agreements 14 - 303,787
Amounts receivable under reverse repurchase agreements 15 100,801 -
Loans to customers 16 20,338,991 12,260,748
Investments 17 - 15,505
Property and equipment 18 185,164 159,180
Current income tax prepayment 1,911 1,290
Other assets 19 81,375 88,601
Total Assets 28,006,570 16,604,083
LIABILITIES AND SHAREHOLDERS’ EQUITY
Financial instruments at fair value through profit or loss 14 9,990 662
Deposits and balances from banks and other financial institutions 20 6,708,834 4,279,338
Amounts payable under repurchase agreements - 272,555
Current accounts and deposits from customers 21 10,136,630 6,021,606
Own securities issued 22 7,419,153 3,225,288
Current income tax payable 51,786 76,096
Other liabilities 85,052 63,560
Deferred tax liability 23 181,554 189,273
Total Liabilities 24,592,999 14,128,378
Shareholders’ Equity
Share capital 24 2,781,047 2,181,047
Additional paid-in-capital 67,476 67,476
Retained earnings 565,048 227,182
Total Shareholders’ Equity 3,413,571 2,475,705
Total Liabilities and Shareholders’ Equity 28,006,570 16,604,083

Commitments and Contingencies 27-29

The consolidated balance sheet is to be read in conjunction with the Notes to, and forming part of, the consolidated
financial statements. 6



CASH FLOWS FROM OPERATING ACTIVITIES
Interest and fee and commission receipts
Interest and fee and commission payments

Net receipts from financial instruments at fair value through profit or

loss

Net receipts from foreign exchange
Net receipts from investment properties
Other income

General administrative expenses

(Increase)/decrease in operating assets

Minimum reserve deposit with the Central Bank of the Russian
Federation

Placements with banks and other financial institutions
Financial instruments at fair value through profit or loss
Amounts receivable under reverse repurchase agreements
Loans to customers

Investment properties

Fixed assets held for further leasing

Other assets

Increase/(decrease) in operating liabilities

Deposits and balances from banks and other financial institutions
Amounts payable under repurchase agreements

Current accounts and deposits from customers

Bonds and promissory notes issued

Other liabilities

Net cash provided from operating activities before taxes paid
Taxes paid

Cash flows from operations

CASH FLOWS FROM INVESTING ACTIVITIES
Net sale of investments

Net sale of associate

Net sale of subsidiary

Net (purchases)/sales of property and equipment

Cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of loan participation notes

Net receipts from issuance of share capital

Receipt of additional paid-in-capital from shareholders
Cash flows from financing activities

Net increase in cash and cash equivalents

Effect of changes in exchange rates on cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Notes

32

CB ““Locko-bank™ (CJSC)
Consolidated Statement of Cash Flows for the year ended 31 December 2007

2007 2006
RUB’000 RUB’000
2,590,101 1,433,189
(1,129,058) (550,928)
178,265 141,305
15,879 45452
- 9,725
37,268 21,461
(877,164) (595,226)
(119,595) (85,334)
(1,403,939) 279,879
(1,673,626) (597,757)
(99,208) -
(7,831,130) (7,586,917)
- 146,047
- 22,610
7,226 85,054
2,195,515 3,448,765
(271,871) 272,972
4,032,983 2,365,534
(1,400,380) 1,105,576
21,492 45,768
(5,727,242) 7,175
(152,111) (32,414)
(5,879,353) (25,239)
15,600 -
. 15
- 2,412
(73,226) 281,056
(57,626) 283,483
5,361,384 ]
600,000 -
- 67,476
5,961,384 67,476
24,405 325,720
(20,815) (8,476)
1,378,619 1,061,375
1,382,209 1,378,619

The consolidated statement of cash flows is to be read in conjunction with the Notes to, and forming part of, the

consolidated financial statements.
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CB ““Locko-bank’ (CJSC)
Consolidated Statement of Changes in Shareholders’ Equity
for the year ended 31 December 2007

Additional paid-in- Retained
Share capital capital earnings Total
RUB’000 RUB’000 RUB’000 RUB’000
Balance at 1 January 2006 2,181,047 - 12,370 2,193,417
Net income for the year - - 214,812 214,812
Contribution from shareholders - 67,476 - 67,476
Balance at 31 December 2006 2,181,047 67,476 227,182 2,475,705
Net income for the year - - 337,866 337,866
Shares issued 600,000 - - 600,000
Balance at 31 December 2007 2,781,047 67,476 565,048 3,413,571

The consolidated statement of changes in shareholders’ equity is to be read in conjunction with the Notes to, and
forming part of, the consolidated financial statements.
8



CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

1 Background

Principal activities

The major operating companies of the “Locko-Bank Group (the “Group”) are the parent company
CB “Locko-bank” (the “Bank”), its 100% subsidiaries LLC “OFLK” and CJSC “Resource Group”
and it special purpose entity (“SPE”) Locko Finance Plc.

m  Commercial bank “Locko-bank” was established in the Russian Federation as a limited liability
company, converting in November 2005 to a closed joint-stock company. The Bank was granted
its general banking license in 2003. The principal activities of the Bank are deposit taking and
customer accounts maintenance, lending, cash and settlement operations and operations with
securities and foreign exchange. The activities of the Bank are regulated by the Central Bank of
the Russian Federation (“the CBR”). The majority of the Bank’s assets and liabilities are located
in the Russian Federation. The average number of persons employed by the Bank during the
year was 660 (2006: 451).

m  Limited liability company “OFLK” was established in the Russian Federation as a limited
liability company in March 2002 and started performing active business operations in 2003. Its
principal activity is the provision of finance leasing. The average number of persons employed
during the year was 3 (2006: 3).

m  Closed joint stock company “Resource Group” was established in September 2003 and started
performing active business operations in the second half 2005. Its principal activity is the
provision of finance leasing. The average number of persons employed during the year was 1
(2006: 1).

m  Locko Finance Plc. is special purpose entity established to facilitate the Group’s issue of loan
participation notes (refer to Note 22). The entity is not owned by the Group and the control
arises through the predetermination of the entity’s 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 consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards (“IFRS”).

Basis of measurement

The consolidated financial statements are prepared on the historical cost basis except that financial
instruments at fair value through profit or loss and available-for-sale assets are stated at fair value.



CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

Functional and presentation currency

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

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

Use of estimates and judgments

The preparation of consolidated financial statements in conformity with IFRS requires Management
to make judgements, estimates and assumptions that affect the application of policies and the
reported amounts of assets and liabilities, income and expense. The estimates and associated
assumptions are based on historical experience and various other factors, that are believed to be
reasonable under the circumstances, the results of which form the basis of making the judgements
about carrying values of assets and liabilities that are not readily apparent from other sources.
Although these estimates are based on Management’s best knowledge of current events and actions,
actual results ultimately may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period, or in the period of the revision and future periods if the revision affects
both current and future periods.

Information about significant areas of estimation uncertainty and critical judgments made by
Management in the application of IFRS that have significant effect on these consolidated financial
statements are described in Note 16 “Loans to customers” in respect of the loan impairment
allowance.

3 Significant accounting policies

The following significant accounting policies have been applied in the preparation of the
consolidated financial statements.

Basis of consolidation

Subsidiaries

Subsidiaries are those enterprises controlled by the Group. Control exists when the Group has the
power, directly or indirectly, to govern the financial and operating policies of an enterprise so as to
obtain benefits from its activities. The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control effectively commences until the date
that control effectively ceases.
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CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

Special purpose entities

The Group has established a number of special purpose entities to act as intermediaries in
investment and construction projects and to facilitate the issue of loan participation notes. The
Group does not have any direct or indirect shareholdings in these entities. However, the SPE’s are
established under terms that impose strict limits on the decision-making powers of the SPE’s
management over the operations of the SPE. In addition, the benefits related to their operations and
net assets are presently attributable to the Group via a number of agreements. Accordingly, the
financial statements of SPE’s are included in the consolidated financial statements when the
substance of the relationship between the Group and the SPE indicates that the SPE is controlled by
the Group, even if the Group does not have any direct or indirect shareholdings in the entity.

Associates

Associates are those enterprises in which the Group has significant influence, but not control, over
the financial and operating policies. The consolidated financial statements include the Group’s
share of the total recognised gains and losses of associates on an equity accounted basis, from the
date that significant influence effectively commences until the date that significant influence
effectively ceases. When the Group’s share of losses exceeds the Group’s interest in the associate,
that interest is reduced to nil and recognition of further losses is discontinued except to the extent
that the Group has incurred obligations in respect of the associate.

Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised gains arising from intra-group
transactions, are eliminated in preparing the consolidated financial statements. Unrealised gains
arising from transactions with associates are eliminated to the extent of the Group’s interest in the
enterprise. Unrealised gains resulting from transactions with associates are eliminated against the
investment in the associate. Unrealised losses are eliminated in the same way as unrealised gains
except that they are only eliminated to the extent that there is no evidence of impairment.

Foreign currency transactions

Transactions in foreign currencies are translated to the appropriate functional currency at the
foreign exchange rate ruling at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies at the balance sheet date are translated to the functional currency
at the foreign exchange rate ruling at that date. Non-monetary assets and liabilities denominated in
foreign currencies, which are stated at historical cost, are translated to the functional currency at the
foreign exchange rate ruling at the date of the transaction. Non-monetary assets and liabilities that
are stated at fair value and whose appraised value is denominated in foreign currencies are
translated to the functional currency at the foreign exchange rate ruling at the dates the fair values
were determined. Foreign exchange differences arising on translation are recognised in the
consolidated income statement.

Inflation accounting

The Russian Federation ceased to be hyperinflationary with effect from 1 January 2003 and
accordingly no adjustments for hyperinflation have been made for periods subsequent to this date.
The hyperinflation-adjusted carrying amounts of the Group’s assets, liabilities and equity items as
at 31 December 2002 became their carrying amounts as at 1 January 2003 for the purpose of
subsequent accounting.
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CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

Cash and cash equivalents
The Group considers cash and nostro accounts with the CBR to be cash and cash equivalents. The

minimum reserve deposit with the CBR is not considered to be a cash equivalent due to restrictions
on its withdrawability.

Financial instruments

Classification

Financial instruments at fair value through profit or loss are financial assets or liabilities that are:
- acquired or incurred principally for the purpose of selling or repurchasing in the near term;

- part of a portfolio of identified financial instruments that are managed together and for which
there is evidence of a recent actual pattern of short-term profit-taking;

- derivative financial instruments (except for derivative financial instruments that are designated
and effective hedging instruments); or,

- upon initial recognition, designated by the Group as at fair value through profit or loss.
The Group designates financial assets and liabilities at fair value through profit or loss where either:
- the assets or liabilities are managed and evaluated on a fair value basis;

- the designation eliminates or significantly reduces an accounting mismatch which would
otherwise arise; or

- the asset or liability contains an embedded derivative that significantly modifies the cash flows
that would otherwise be required under the contract.

All trading derivatives in a net receivable position (positive fair value), as well as options
purchased, are reported assets. All trading derivatives in a net payable position (negative fair value),

as well as options written, are reported liabilities.

Financial assets and liabilities at fair value through profit or loss are not reclassified subsequent to
initial recognition.

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market, other than those that:

- the Group intends to sell immediately or in the near term;
- the Group upon initial recognition designates as at fair value through profit or loss;
- the Group upon initial recognition designates as available- for-sale; or

- the Group may not recover substantially all of its initial investment, other than because of credit
deterioration.
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CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturity that the Group has the positive intention and ability to hold to
maturity, other than those that:

- the Group upon initial recognition designates as at fair value through profit or loss;
- the Group designates as available-for-sale; or
- meet the definition of loans and receivables.

Available-for-sale assets are those financial assets that are designated as available-for-sale or are
not classified as loans and receivables, held-to-maturity investments or financial instruments at fair
value through profit or loss.

Management determines the appropriate classification of financial instruments at the time of the
initial recognition.

Recognition

Financial assets and liabilities are recognized in the balance sheet when the Group becomes a party
to the contractual provisions of the instrument. All regular way purchases of financial assets are
accounted for at the settlement date.

Measurement

A financial asset or liability is initially measured at its fair value plus, in the case of a financial asset
or liability not at fair value through profit or loss, transaction costs that are directly attributable to
the acquisition or issue of the financial asset or liability.

Subsequent to initial recognition, financial assets, including derivatives that are assets, are
measured at their fair values, without any deduction for transaction costs that may be incurred on
sale or other disposal, except for:

- loans and receivables which are measured at amortized cost using the effective interest method;

- held-to-maturity investments which are measured at amortized cost using the effective interest
method; and

- investments in equity instruments that do not have a quoted market price in an active market and
whose fair value can not be reliably measured which are measured at cost.

All financial liabilities, other than those designated at fair value through profit or loss and financial
liabilities that arise when a transfer of a financial asset carried at fair value does not qualify for
derecognition, are measured at amortized cost. Amortized cost is calculated using the effective
interest rate method. Premiums and discounts, including initial transaction costs, are included in the
carrying amount of the related instrument and amortized based on the effective interest rate of the
instrument.

Where a valuation based on observable market data indicates a fair value gain or loss on initial
recognition of an asset or liability, the gain or loss is recognised immediately in the consolidated
income statement. Where an initial gain or loss is not based entirely on observable market data, it is
deferred and recognised over the life of the asset or liability on an appropriate basis, or when prices
become observable, or on disposal of the asset or liability.

13



CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

Fair value measurement principles

The fair value of financial instruments is based on their quoted market price at the balance sheet
date without any deduction for transaction costs. If a quoted market price is not available, the fair
value of the instrument is estimated using pricing models or discounted cash flow techniques.

Where discounted cash flow techniques are used, estimated future cash flows are based on
management’s best estimates and the discount rate is a market related rate at the balance sheet date
for an instrument with similar terms and conditions. Where pricing models are used, inputs are
based on market related measures at the balance sheet date.

The fair value of derivatives that are not exchange-traded is estimated at the amount that the Group
would receive or pay to terminate the contract at the balance sheet date taking into account current
market conditions and the current creditworthiness of the counterparties.

Gains and losses on subsequent measurement

A gain or loss arising from a change in the fair value of a financial asset or liability is recognized as
follows:

- a gain or loss on a financial instrument classified as at fair value through profit or loss is
recognized in the consolidated income statement;

- a gain or loss on an available-for-sale financial asset is recognized directly in equity through the
consolidated statement of changes in shareholders’ equity (except for impairment losses and foreign
exchange gains and losses) until the asset is derecognized, at which time the cumulative gain or loss
previously recognised in equity is recognized in the consolidated income statement. Interest in
relation to an available-for-sale financial asset is recognized as earned in the consolidated income
statement calculated using the effective interest method.

For financial assets and liabilities carried at amortized cost, a gain or loss is recognized in the
consolidated income statement when the financial asset or liability is derecognized or impaired, and
through the amortization process.

Derecognition

A financial asset is derecognised when the contractual rights to the cash flows from the financial
asset expire or when the Group transfers substantially all the risks and rewards of ownership of the
financial asset. Any rights or obligations created or retained in the transfer are recognized
separately as assets or liabilities. A financial liability is derecognised when it is extinguished.

The Group also derecognises certain assets when it writes off balances pertaining to the assets
deemed to be uncollectible.

Repurchase and reverse repurchase agreements

Securities sold under sale and repurchase (“repo”) agreements are accounted for as secured
financing transactions, with the securities retained in the balance sheet and the counterparty liability
included in amounts payable under repo transactions. The difference between the sale and
repurchase prices represents interest expense and is recognized in the consolidated income
statement over the term of the repo agreement using the effective interest rate method.

14



CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

Securities purchased under agreements to resell (“reverse repo”) are recorded as amounts receivable
under reverse repo transactions. The difference between the purchase and resale prices represents
interest income and is recognized in the consolidated income statement over the term of the repo
agreement using the effective interest rate method.

If assets purchased under agreement to resell are sold to third parties, the obligation to return
securities is recorded as a trading liability and measured at fair value.

Offsetting

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

Leases

Finance leases

The inception of the lease is the earlier of the date of the lease agreement and the date of
commitment by the parties to the principal provisions of the lease. At the inception of the lease the
amounts to be recognised at the commencement of the lease term are determined.

The commencement of the lease term is the date from which the lessee is entitled to exercise its
right to use the leased asset. The commencement of the lease is considered to be the date of the
lease agreement, or commitment if earlier. For purposes of this definition, a commitment should be
in writing, signed by the parties with interest in the transaction, and should specifically set forth the
principal terms of the transaction. However, if the property covered by the lease has yet to be
constructed, installed or has not been acquired by the Group at the date of the lease agreement or
commitment, the commencement of the lease is deemed to be the date when construction and
installation of the property is completed or the property is acquired by the Group.

On commencement of the lease term, when the Group enters into a finance lease as a lessor, the
present value of the lease payments (“net investment in leases™) is recorded as part of loans and
advances to customers. The difference between the gross receivable and the present value of the
receivable is unearned finance income. Finance income is recognised over the term of the lease
using the effective interest method, which reflects a constant periodic rate of return.

Any advance payments made by the lessee prior to commencement of the lease are recorded as a
reduction in the net investment in the lease.

Operating leases

Where the Group is the lessee, the total payments made under operating leases are charged to the
income statement on a straight-line basis over the period of the lease.

When an operating lease is terminated before the lease period has expired, any payment required to

be made to the lessor by way of penalty is recognised as an expense in the period in which
termination takes place.
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CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

Property and equipment
Owned assets

Items of property and equipment are stated at cost less accumulated depreciation and impairment
losses.

Where an item of property and equipment comprises major components having different useful
lives, they are accounted for as separate items of property and equipment.

Depreciation

Depreciation is charged to the consolidated income statement on a straight-line basis over the
estimated useful lives of the individual assets. Depreciation commences on the date of acquisition
or, in respect of internally constructed assets, from the time an asset is completed and ready for use.
Land is not depreciated. The estimated useful lives are as follows:

Buildings 40 years
Office furniture and equipment 3 to 25 years
Vehicles 5 to 10 years
Leasehold improvements 1 to 5 years

Intangible assets

Intangible assets, which are acquired by the Group, are stated at cost less accumulated amortisation
and impairment losses.

Acquired computer software licenses are capitalised on the basis of the costs incurred to acquire
and bring to use the specific software.

Amortisation is charged to the consolidated income statement on a straight-line basis over the
estimated useful lives of intangible assets. The estimated useful lives are as follows:

Computer software 5 years

Impairment
Financial assets carried at amortized cost

Financial assets carried at amortized cost consist principally of loans and other receivables (“loans
and receivables”). The Group reviews its loans and receivables, to assess impairment on a regular
basis. A loan or receivable is impaired and impairment losses are incurred if, and only if, there is
objective evidence of impairment as a result of one or more events that occurred after the initial
recognition of the loan or receivable and that event (or events) has had an impact on the estimated
future cash flows of the loan that can be reliably estimated.

Objective evidence that financial assets are impaired can include default or delinquency by a
borrower, breach of loan covenants or conditions, restructuring of a loan or advance by the Group
on terms that the Group would not otherwise consider, indications that a borrower or issuer will
enter bankruptcy, the disappearance of an active market for a security, deterioration in the value of
collateral, or other observable data relating to a group of assets such as adverse changes in the
payment status of borrowers in the group, or economic conditions that correlate with defaults in the

group.
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CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

The Group first assesses whether objective evidence of impairment exists individually for loans and
receivables that are individually significant, and individually or collectively for loans and
receivables that are not individually significant. If the Group determines that no objective evidence
of impairment exists for an individually assessed loan or receivable, whether significant or not, it
includes the loan in a group of loans and receivables with similar credit risk characteristics and
collectively assesses them for impairment. Loans and receivables that are individually assessed for
impairment and for which an impairment loss is or continues to be recognised are not included in a
collective assessment of impairment.

If there is objective evidence that an impairment loss on a loan or receivable has been incurred, the
amount of the loss is measured as the difference between the carrying amount of the loan or
receivable and the present value of estimated future cash flows including amounts recoverable from
guarantees and collateral discounted at the loan or receivable’s original effective interest rate.
Contractual cash flows and historical loss experience adjusted on the basis of relevant observable
data that reflect current economic conditions provide the basis for estimating expected cash flows.

In some cases the observable data required to estimate the amount of an impairment loss on a loan
or receivable may be limited or no longer fully relevant to current circumstances. This may be the
case when a borrower is in financial difficulties and there is little available historical data relating to
similar borrowers. In such cases, the Group uses its experience and judgement to estimate the
amount of any impairment loss.

All impairment losses in respect of loans and receivables are recognized in the consolidated income
statement and are only reversed if a subsequent increase in recoverable amount can be related
objectively to an event occurring after the impairment loss was recognised.

When a loan is uncollectable, it is written off against the related allowance for loan impairment.
The Group writes off a loan balance (and any related allowances for loan losses) when the Group’s
management determines that the loans are uncollectible and when all necessary steps to collect the
loan are completed.

Financial assets carried at cost

Financial assets carried at cost include unquoted equity instruments included in available-for-sale
assets that are not carried at fair value because their fair value can not be reliably measured. If there
is objective evidence that such investments are impaired, the impairment loss is calculated as the
difference between the carrying amount of the investment and the present value of the estimated
future cash flows discounted at the current market rate of return for a similar financial asset.

All impairment losses in respect of these investments are recognized in the consolidated income
statement and can not be reversed.

Non financial assets

Other non financial assets, other than deferred taxes, are assessed at each reporting date for any
indications of impairment. The recoverable amount of non financial assets is the greater of their fair
value less costs to sell and value in use. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset. For an asset that does not
generate cash inflows largely independent of those from other assets, the recoverable amount is
determined for the cash-generating unit to which the asset belongs. An impairment loss is
recognised when the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount.
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CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

All impairment losses in respect of non financial assets are recognized in the consolidated income
statement and reversed only if there has been a change in the estimates used to determine the
recoverable amount. Any impairment loss reversed is only reversed to the extent that the asset’s
carrying amount does not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recognised.

Provisions

A provision is recognised in the balance sheet when the Group has a legal or constructive obligation
as a result of a past event, and it is probable that an outflow of economic benefits will be required to
settle the obligation. If the effect is material, provisions are determined by discounting the expected
future cash flows at a pre-tax rate that reflects current market assessments of the time value of
money and, where appropriate, the risks specific to the liability.

Credit related commitments

In the normal course of business, the Group enters into credit related commitments, comprising
undrawn loan commitments, letters of credit and guarantees, and provides other forms of credit
insurance.

Financial guarantees are contracts that require the Group to make specified payments to reimburse
the holder for a loss it incurs because a specified debtor fails to make payment when due in
accordance with the terms of a debt instrument.

A financial guarantee liability is recognised initially at fair value net of associated transaction costs,
and is measured subsequently at the higher of the amount initially recognised less cumulative
amortisation or the amount of provision for losses under the guarantee. Provisions for losses under
financial guarantees and other credit related commitments are recognised when losses are
considered probable and can be measured reliably.

Financial guarantee liabilities and provisions for other credit related commitment are included
within other liabilities.

Share capital

Repurchase of share capital

When share capital recognised as equity is repurchased, the amount of the consideration paid,
including directly attributable costs, is recognised as a decrease in equity.

Dividends

The ability of the Group to declare and pay dividends is subject to the rules and regulations of the
Russian legislation.

Dividends in relation to ordinary shares are reflected as an appropriation of retained earnings in the
period when they are declared.
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CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

Taxation

Income tax comprises current and deferred tax. Income tax is recognised in the consolidated income
statement except to the extent that it relates to items recognised directly in equity, in which case it is
recognised in equity.

Current tax expense is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantially enacted at the balance sheet date, and any adjustment to tax payable in
respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting purposes
and the amounts used for taxation purposes. The following temporary differences are not provided
for: goodwill not deductible for tax purposes, the initial recognition of assets or liabilities that affect
neither accounting nor taxable profit and temporary differences related to investments in
subsidiaries and associates where the parent is able to control the timing of the reversal of the
temporary difference and it is probable that the temporary difference will not reverse in the
foreseeable future. The amount of deferred tax provided is based on the expected manner of
realisation or settlement of the carrying amount of assets and liabilities, using tax rates enacted or
substantially enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits
will be available against which the temporary differences, unused tax losses and credits can be
utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related tax
benefit will be realised.

Income and expense recognition

With the exception of financial assets held for trading and other financial instruments at fair value
through profit or loss, interest income and expense are recognised in the consolidated income
statement using the effective interest method. Interest income on financial assets held for trading
and on other financial instruments at fair value through profit or loss is recognised in net gain on
financial instuments at fair value through profit or loss.

Loan origination fees, loan servicing fees and other fees that are considered to be integral to the
overall profitability of a loan, together with the related direct costs, are deferred and amortized to
the interest income over the estimated life of the financial instrument using the effective interest
rate method.

Other fees, commissions and other income and expense items are recognised when the
corresponding service has been provided.

Dividend income is recognised in the consolidated income statement on the date that the dividend is
declared.

Segment reporting

The Group operates in one business and geographical segment. Therefore separate segment
reporting is not presented.
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Changes in accounting policies

As at 1 January 2007, the Group adopted the International Financial Reporting Standard IFRS 7
“Financial Instruments: Disclosures” and the amendment to International Financial Reporting
Standard IAS 1 “Presentation of Financial Statements” — “Capital Disclosures”. The application of
the Standard and the amendment resulted in increased disclosure in respect of Group’s financial
instruments and the nature and extent of risks arising from financial instruments and increased
disclosure in respect of Group’s objectives, policies and processes for managing capital.

New Standards and Interpretations not yet adopted

A number of new Standards, amendments to Standards and Interpretations are not yet effective as at
31 December 2007, and have not been applied in preparing these consolidated 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.

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.

International Financial Reporting Standard 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.
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4 Net interest income
2007 2006
RUB’000 RUB’000
Interest income
Loans to customers 2,280,673 1,133,105
Net investment in leases 95,175 86,298
Placements with banks and other financial institutions 65,734 38,223
Amounts receivable under reverse repurchase agreements 4,593 -
2,446,175 1,257,626
Interest expense
Own securities issued 614,895 214,665
Deposits and balances from banks and other financial institutions 417,651 155,062
Current accounts and deposits from customers 344,836 196,934
Amounts payable under repurchase agreements 1,270 4,107
1,378,652 570,768
5 Fee and commission income
2007 2006
RUB’000 RUB’000
Settlements 81,341 67,720
Currency exchange fees 57,768 30,268
Cash transactions 48,839 34,025
Trade finance and guarantees 48,128 24,096
Other 5,474 5,788
241,550 161,897
6 Fee and commission expense
2007 2006
RUB’000 RUB’000
Trade finance and guarantees 15,843 18,205
Settlements 8,581 7,730
Cash transactions 6,148 5,228
Brokerage 1,896 2,024
Other 1,991 5,286
34,459 38,473
7 Net gain on financial instruments at fair value through
profit or loss
2007 2006
RUB’000 RUB’000
Debt instruments 172,101 134,032
Equity instruments (7,274) 2,937
164,827 136,969
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8 Net foreign exchange income/(loss)

Gain/(loss) from revaluation of financial assets and liabilities

Gain on spot transactions and derivatives

9 Impairment losses

Impairment losses

Loans to customers

Reversals of impairment losses
Investments

Other assets

Net impairment losses

10 General administrative expenses

Employee compensation
Advertising and marketing
Occupancy
Communications and information services
Taxes other than on income
Depreciation

Insurance

Security

Professional services
Office supplies

Repairs and maintenance
Travel

Other

CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

2007 2006
RUB’000 RUB’000
27,412 (98,041)
15,879 45,452
43,291 (52,589)
2007 2006
RUB’000 RUB’000
(138,362) (67,276)
(138,362) (67,276)
95 -
- 6,690
95 6,690
(138,267) (60,586)
2007 2006
RUB’000 RUB’000
525,741 363,486
83,946 61,524
65,565 33,996
57,946 33,323
47273 32,718
44,180 43,839
24,410 15,330
21,045 11,999
11,114 10,817
10,899 6,157
5,746 3,155
5,455 3,051
21,086 19,669
924,406 639,064

22



CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

11 Income tax expense

2007 2006
RUB’000 RUB’000
Current tax expense
Current year 127,180 44,599
Deferred tax expense
Origination and reversal of temporary differences (7,719) 31,313
Total income tax expense in the consolidated income statement 119,461 75,912

The Bank’s applicable tax rate for current and deferred tax is 24% (2006: 24%).

Reconciliation of effective tax rate:

2007 2006
RUB’000 % RUB’000 %
Income before tax 457,327 290,724
Income tax at the applicable tax rate 109,758 24 69,774 24
Non-deductible costs 13,535 3 22,871 8
Income taxed at lower tax rates (3,832) 1) (16,733) (6)
119,461 26 75,912 26

12 Due from the Central Bank of the Russian Federation

2007 2006
RUB’000 RUB’000
Minimum reserve deposit 301,735 182,140
Nostro accounts 827,286 807,318
1,129,021 989,458

The minimum reserve deposit is a mandatory non-interest bearing deposit calculated in accordance
with regulations issued by the CBR and whose withdrawability is restricted. The nostro accounts
represent balances with the CBR related to settlement activity and were available for withdrawal at
year end.
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13 Placements with banks and other financial institutions

2007 2006
RUB’000 RUB’000

Not impaired or overdue
Nostro accounts
OECD banks 479,480 263,364
Largest 30 Russian banks 231,049 220,705
Other Russian banks 42,227 12,739
Other foreign banks 580 339
Total nostro accounts 753,336 497,147
Loans and deposits
Largest 30 Russian banks 715,223 80,012
Other Russian banks 963,338 452,776
Total loans and deposits 1,678,561 532,788

2,431,897 1,029,935

Concentration of placements with banks and other financial institutions

As at 31 December 2007 and 2006, balances with banks and other financial institutions, which
individually comprised more than 10% of placements with banks and other financial institutions
were as follows:

2007 2006
RUB *000 RUB *000
Deutsche Bank Americas Trust Company 372,215 178,787
ZAO IMB 250,130 -
OAO Sberbank RF 250,062 -
OAO RosBank - 209,513
000 CB Moskommerzbank - 131,656
872,407 519,956
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14 Financial instruments at fair value through profit or loss

2007 2006
RUB’000 RUB’000
Assets
Held by the Group
Debt and other fixed-income instruments
- Government and municipal bonds
Russian Government Federal bonds (OFZ) 554,362 397,541
Russian Government Eurobonds 27,630 1,070
Total government and municipal bonds 581,992 398,611
- Corporate bonds
Rated AA- to AA+ 26,297 -
Rated A- to A+ 12,075 -
Rated BBB- to BBB+ 465,196 10,383
Rated BB- to BB+ 472,619 11,271
Rated B- to B+ 94,524 13,313
Not rated 1,486,075 569,991
Total corporate bonds 2,556,786 604,958
Promissory notes 19,550 93,317

Equity investments
Corporate shares 22,466 86,678
Derivative financial instruments
Foreign currency contracts 1,693 714
3,182,487 1,184,278

Pledged under sale and repurchase agreements
Debt and other fixed-income instruments

Rated BB- to BB+ - 27,953
Rated B- to B+ - 55,445
Not rated - 220,389

- 303,787

All financial instruments at fair value through profit or loss are classified as held for trading.

Liabilities
Derivative financial instruments

Foreign currency contracts 9,990 662
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Foreign currency contracts

The table below summarises, by major currencies, the contractual amounts of the Group's forward
exchange contracts outstanding at 31 December 2007 with details of the contracted exchange rates
and remaining periods to maturity. Foreign currency amounts presented below are translated at
rates ruling at the balance sheet date. The resultant unrealised gains and losses on these unmatured
contracts, along with the amounts payable and receivable on the matured but unsettled contracts,
have been recognised in the consolidated income statement and in financial instruments at fair
value through profit or loss, as appropriate.

Notional Weighted average contracted
amount exchange rates
2007 2006 2007 2006
RUB’000 RUB’000

Buy USD sell RUB
Less than three months 484,601 93,651 24,73 26,34
Between three months and one year 546,023 53,280 23,82 26,64
Sell USD buy RUB
Less than three months 150,027 - 24,59 -
Between three months and one year 49,990 53,280 25,00 26,64
Sell Euros buy RUB
Less than three months 2,769 8,190 36,10 34,85
Buy Euros sell RUB
Less than three months - 69,333 - 34,67

15 Amounts receivable under reverse repurchase
agreements

2007 2006
RUB’000 RUB’000

Amounts receivable from banks and other financial institutions

Largest 30 Russian banks 30,017 -

Amounts receivable from customers

Foreign corporates 70,784 -
100,801 -

Collateral

As of 31 December 2007 and 2006, amounts receivable under reverse repurchase agreements were
collateralised by the following securities:

2007 2006
RUB’000 RUB’000
Corporate bonds
Rated BB- to BB+ 103,910 -
103,910 -
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16 Loans to customers

Commercial loans

Large sized enterprises

Upper stratum of medium sized enterprises
Lower stratum of medium sized enterprises
Small enterprises

Total commercial loans

Individuals

Gross loans to customers

Impairment allowance

Net loans to customers

CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

2007 2006
RUB’000 RUB’000
9,527,603 7,070,196
3,880,746 1,883,013
1,902,866 650,411
3,160,011 1,504,074
18,471,226 11,107,694
2,157,118 1,344,118
20,628,344 12,451,812
(289,353) (191,064)
20,338,991 12,260,748

As at 31 December 2007 the Group changed the presentation of its loans to customers to provide
further information on the nature of its credit exposures. Accordingly medium sized enterprises
have been separately disclosed. Customers are differentiated among groups depending on their size,
which is mainly based on total assets and revenue. Prior year comparatives have been reclassified

accordingly.

Movements in loan impairment allowance for the years ended 31 December 2007 and 2006 are as

follows:

Balance at the beginning of the year
Net charge for the year
Write-offs

Balance at the end of the year

2007 2006
RUB ’000 RUB ’000
191,064 135,411
138,362 67,276
(40,073) (11,623)
289,353 191,064

As at 31 December 2007, interest accrued on impaired loans amounted to RUB 8,493 thousand (31

December 2006: RUB 8,788 thousand).
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Net investment in leases
Included within loans to customers are net investment in leases. As of 31 December 2007 and 2006

the gross investment in leases and the related unearned finance income and impairment allowance
were as follows:

2007 2006
RUB "000 RUB ’000

Net investment in leases

Gross investment in leases 859,102 752,280
Unearned finance income (269,794) (254,719)
Net investment in leases 589,308 497,561
Impairment allowance (3,486) (6,706)
Net investment in leases less allowance 585,822 490,855

The contractual maturity of the net investment in leases as at 31 December 2007 is as follows:

Gross lease Unearned income Impairment Net investment in
receivable allowance leases
RUB’000 RUB’000 RUB’000 RUB’000
Less than one year 168,690 (89,140) (680) 78,870
One year to five years 665,575 (178,196) (2,634) 484,745
More than five years 24,837 (2,458) (172) 22,207
859,102 (269,794) (3,486) 585,822

The contractual maturity of the net investment in leases as at 31 December 2006 is as follows:

Gross lease Unearned income Impairment Net investment in
receivable allowance leases
RUB’000 RUB’000 RUB’000 RUB’000
Less than one year 157,004 (74,130) (3,202) 79,672
One year to five years 500,941 (174,430) (2,977) 323,534
More than five years 94,335 (6,159) (527) 87,649
752,280 (254,719) (6,706) 490,855
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Credit quality of loan portfolio

The following table provides information on the credit quality of the loans to customer portfolio as
at 31 December 2007:

Gross loans Impairment Net Impairment
allowance loans allowance to
gross loans
RUB’000 RUB’000 RUB’000 %
Loans to large sized enterprises
Loans for which no impairment has been
identified 9,527,603 (66,220) 9,461,383 0.70%
Loans to upper stratum of medium sized
enterprises
Loans for which no impairment has been
identified 3,880,746 (28,226) 3,852,520 0.73%
Loans to lower stratum of medium sized
enterprises
Loans for which no impairment has been
identified 1,902,866 (16,187) 1,886,679 0.85%
Loans to small enterprises
Loans for which no impairment has been
identified 3,001,595 (82,208) 2,919,387 2.74%
Impaired loans:
- overdue less than 90 days 67,255 (13,955) 53,300 20.75%
- overdue more than 90 days and less than 1
year 79,712 (45,713) 33,999 57.35%
- overdue more than 1 year 11,449 (4,265) 7,184 37.25%
Total impaired loans 158,416 (63,933) 94,483 40.36%
Total loans to small enterprises 3,160,011 (146,141) 3,013,870 4.62%
Loans to individuals
Loans for which no impairment has been
identified 2,120,489 (24,423) 2,096,066 1.15%
Impaired loans:
- overdue less than 90 days 11,297 (4,286) 7,011 37.94%
- overdue more than 90 days and less than 1
year 24,476 (3,014) 21,462 12.31%
- overdue more than 1 year 856 (856) - 100.00%
Total impaired loans 36,629 (8,156) 28,473 22.27%
Total loans to individuals 2,157,118 (32,579) 2,124,539 151%
Total loans to customers 20,628,344 (289,353) 20,338,991 1.40%
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The following table provides information on the credit quality of the loan portfolio as at 31

December 2006:
Gross Impairment Net Impairment
loans allowance loans allowance to
gross loans
RUB’000 RUB’000 RUB’000 %

Loans to large sized enterprises

Loans for which no impairment has been

identified 7,001,434 (51,140) 6,950,294 0.73%
Impaired loans:

- overdue less than 90 days 51,505 (4,118) 47,387 8.00%
- overdue more than 90 days and less than 1

year 5,257 (329) 4,928 6.26%
- overdue more than 1 year 12,000 (12,000) - 100.00%
Total impaired loans 68,762 (16,447) 52,315 23.92%
Total loans to large sized enterprises 7,070,196 (67,587) 7,002,609 0.96%
Loans to upper stratum of medium sized
enterprises
Loans for which no impairment has been

identified 1,883,013 (13,520) 1,869,493 0.72%
Loans to lower stratum of medium sized
enterprises
Loans for which no impairment has been

identified 650,411 (18,708) 631,703 2.88%
Loans to small enterprises
Loans for which no impairment has been
identified 1,433,659 (33,471) 1,400,188 2.33%
Impaired loans:

- overdue less than 90 days 22,964 (4,747) 18,217 20.67%
- overdue more than 90 days and less than 1

year 31,300 (17,783) 13,517 56.81%
- overdue more than 1 year 16,151 (13,490) 2,661 83.52%
Total impaired loans 70,415 (36,020) 34,395 51.15%
Total loans to small enterprises 1,504,074 (69,491) 1,434,583 4.62%
Loans to individuals
Loans for which no impairment has been
identified 1,338,803 (16,443) 1,322,360 1.23%
Impaired loans:

- overdue less than 90 days 3,708 (3,708) - 100.00%
- overdue more than 90 days and less than 1

year 1,369 (1,369) - 100.00%
- overdue more than 1 year 238 (238) - 100.00%
Total impaired loans 5,315 (5,315) - 100.00%
Total loans to individuals 1,344,118 (21,758) 1,322,360 1.62%
Total loans to customers 12,451,812 (191,064) 12,260,748 1.53%
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The Group has estimated loan impairment for loans to customers based on an analysis of the future
cash flows for impaired loans and based on its past experience of portfolios of loans for which no
indications of impairment has been identified. In determining the impairment allowance for the loan
portfolio for which no impairment has been identified, Management have assumed loss rates
derived from historic losses and ranging from 0.7% to 2.74% as at 31 December 2007.

Changes in these estimates could effect the loan impairment allowance. For example, to the extent
that the net present value of the estimated cash flows differs by one percent, the level of impairment
as of 31 December 2007 would be RUB 203,390 thousand (2006: RUB 122,607 thousand)
lower/higher.

There were no renegotiated loans that would otherwise be overdue or impaired during the year
ended 31 December 2007 (2006: RUB 9,584 thousand). Such restructuring activity is aimed at
managing customer relationships and maximising collection opportunities.

Analysis of collateral

Principal types of collateral used by the Group for commercial loans are pledges over real estate,
equipment or motor vehicles or guarantees and sureties.

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

Impaired or overdue loans as of 31 December 2007 with a gross value of RUB 37,016 thousand
(2006: RUB 56,213 thousand) are secured by pledge of real estate with a fair value of RUB 50,126
thousand (2006: RUB 68,131 thousand). For the remaining impaired loans of RUB 158,029
thousand (2006: RUB 88,279 thousand) it is impracticable to determine fair value of collateral or
there is no collateral.

During the year ended 31 December 2007 the Group did not obtain any significant assets by taking
control of collateral accepted as security for commercial loans (2006: RUB 566 thousand).
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Analysis of movements in the impairment allowance

Movements in the impairment allowance for loans to customers for the year ended 31 December 2007 are as follows:

Loans to upper Loans to lower

for the year ended 31 December 2007

Loans to large sized stratum of medium stratum of medium Loans to small Loans to
enterprises sized enterprises sized enterprises enterprises individuals Total
RUB *000 RUB *000 RUB *000 RUB *000 RUB ’000 RUB *000
Balance at the beginning of the year 67,587 13,520 18,708 69,491 21,758 191,064
Net charge/(recovery) for the year 18,515 14,706 (2,521) 96,792 10,870 138,362
Write-offs (19,882) - - (20,142) (49) (40,073)
Balance at the end of the year 66,220 28,226 16,187 146,141 32,579 289,353
Movements in the impairment allowance for loans to customers for the year ended 31 December 2006 are as follows:
Loans to upper Loans to lower
Loans to large sized stratum of medium stratum of medium Loans to small Loans to
enterprises sized enterprises sized enterprises enterprises individuals Total
RUB ’000 RUB ’000 RUB "000 RUB ’000 RUB ’000 RUB *000
Balance at the beginning of the year 41,470 33,111 1,380 53,900 5,550 135411
Net charge/(recovery) for the year 35,117 (19,591) 17,328 18,214 16,208 67,276
Write-offs (9,000) - - (2,623) - (11,623)
Balance at the end of the year 67,587 13,520 18,708 69,491 21,758 191,064
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Industry analysis of the loan portfolio

Loans are issued to customers, who operate in the following economic sectors:

2007 2006
RUB *000 RUB *000

Loans to individuals 2,157,118 1,344,118
Large sized, medium sized and small enterprises
Rent of real estate 2,834,534 2,634,785
Construction 2,410,891 1,373,020
Cars, tyres and spare parts trading 2,135,261 940,694
Transport 1,907,096 827,306
Catering, hotel and entertainment 1,133,225 935,116
Production of construction and decoration materials 1,006,211 160,205
Electric and consumer goods trading 905,392 517,170
Construction and decoration materials trading 865,985 523,636
Instruments and equipment production and trading 836,078 342,359
Food and beverages trading 741,089 898,069
Warchouse services 592,813 143,406
Advertising 353,898 228,173
Rent of vehicles and equipment 330,115 19,238
Securities trading 260,000 30,459
Food production 248,381 33,833
Commercial education 244,194 26,600
Metal and metal-roll trading 180,479 1,447
Furniture production 161,985 102,614
Medication trading 150,670 30,000
Paintwork materials production and trading 147,669 183,234
Agricultural products trading 57,056 280,859
Mineral oil trading 28,685 76,616
IT services 27,120 -
Other 912,399 798,855

20,628,344 12,451,812
Impairment allowance (289,353) (191,064)

20,338,991 12,260,748
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Geographical analysis of the loan portfolio

Loans are issued to customers, who operate in the following Federal regions:

2007 2006
RUB ’000 RUB ’000

Central Federal region 18,688,104 12,066,261
North-western Federal region 591,300 254,157
Southern Federal region 556,756 31,360
Volga Federal region 339,242 55,195
Siberian Federal region 290,136 44,839
Ural Federal region 162,806 -

20,628,344 12,451,812
Impairment allowance (289,353) (191,064)

20,338,991 12,260,748

Significant credit exposures

As at 31 December 2007 and 2006, there were no loans to customers, which individually
comprised more than 10% of gross loans to customers.

Loan maturities

The maturity of the Group’s loan portfolio is presented in Note 35, which shows the remaining
period from the reporting date to the contractual maturity of the loans comprising the loan
portfolio. Due to the short-term nature of the loans issued by the Group, it is likely that many of
the Group’s loans to customers will be prolonged on maturity. Accordingly, the effective maturity
of the loan portfolio may be significantly longer than the classification indicated based on
contractual terms.
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17 Investments

Investments are comprised of:

% Controlled 2007
Carrying 2006
Country of Value Carrying Value
Name Incorporation Main Activity 2007 2006 RUB’000 RUB’000
LLC “ISK
Euro-polis”  Russian Federation Insurance - 195 - 15,505
- 15,505
Analysis of movements in the impairment allowance
2007 2006
RUB’000 RUB’000
Balance at the beginning of the year 979 979
Net recovery for the year (95) -
Write-off (884) -
Balance at the end of the year - 979
18 Property and equipment
Office
furniture Leasehold
and Intangible improve-
RUB’000 Building equipment Vehicles assets ments Total
Cost
At 1 January 2007 67,259 72,725 8,125 46,391 42,759 237,259
Additions - 41,488 2,636 9,637 19,465 73,226
Disposals - (11,995) - - - (11,995)
At 31 December 2007 67,259 102,218 10,761 56,028 62,224 298,490
Depreciation
At 1 January 2007 (9,426) (26,345) (3,689) (11,061) (27,558) (78,079)
Depreciation charge (1,681) (13,265) (1,346) 9,972) (17,916) (44,180)
Disposals - 8,933 - - - 8,933
At 31 December 2007 (11,107) (30,677) (5,035) (21,033) (45474)  (113,326)
Carrying value
At 31 December 2007 56,152 71,541 5,726 34,995 16,750 185,164
At 31 December 2006 57,833 46,380 4,436 35,330 15,201 159,180

The Group plans to revalue its building in 2008.
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Office
furniture Leasehold Const-
and Intangible improve-  ruction in
RUB’000 Building equipment  Vehicles assets ments progress Total
Cost
At 1 January 2006 66,972 50,919 7,154 31,221 16,185 286,550 459,001
Additions 287 27,516 971 15,170 26,574 - 70,518
Disposals - (5,001) - - - (286,550) (291,551)
Effect of disposal of
subsidiary - (709) - - - - (709)
At 31 December 2006 67,259 72,725 8,125 46,391 42,759 - 237,259
Depreciation
At 1 January 2006 (7,744) (19,782) (1,891) (3,757) (3,256) - (36,430)
Depreciation charge (1,682) (8,753) (1,798) (7,304) (24,302) - (43,839)
Disposals - 1,739 - - - - 1,739
Effect of disposal of
subsidiary - 451 - - - - 451
At 31 December 2006 (9,426)  (26,345) (3,689)  (11,061)  (27,558) - (78,079)
Carrying value
At 31 December 2006 57,833 46,380 4,436 35,330 15,201 - 159,180
At 31 December 2005 59,228 31,137 5,263 27,464 12,929 286,550 422,571
19 Other assets
2007 2006
RUB’000 RUB’000

VAT receivable 59,023 58,411
Advances and accounts receivable 14,605 25,047
Materials and supplies 1,679 1,978
Other 6,068 3,165

81,375 88,601
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20 Deposits and balances from banks and other financial

institutions
2007 2006
RUB’000 RUB’000

Term deposits of banks 1,926,734 1,028,209
Syndicated loans 1,850,041 1,654,148
Due to banks under post-finance agreements 1,229,706 889,072
Due to IFC and development banks 1,201,093 702,646
Subordinated loan 489,201 -
Vostro accounts 12,059 5,263

6,708,834 4,279,338

Due to banks under post-finance agreements represent financing received from banks for
documentary credit transactions.

As at 31 December 2007 the Group had 2 syndicated loans from a syndicate of 14 banks
amounting RUB 998,823 thousand denominated in RUB and another from a syndicate of 9 banks
amounting RUB 851,218 thousand denominted in USD. On 23 February 2007 the Group received
a USD denominated subordinated loan of USD 20,000 thousand from European Bank for
Reconstruction and Development (EBRD) with a maturity in 2014 and a current interest rate of
10.15%.

Concentration of deposits and balances from banks and other financial institutions

As at 31 December 2007 and 2006 deposits and balances from banks and other financial
institutions, which individually comprised more than 10% of deposits and balances from banks
and other financial institutions, were as follows:

2007 2006
RUB ’000 RUB ’000
European Bank for Reconstruction and Development 1,413,510 -
1,413,510 -

21 Current accounts and deposits from customers

2007 2006
RUB’000 RUB’000
Current accounts and demand deposits 4,401,631 2,819,913
Term deposits 5,734,999 3,201,693
10,136,630 6,021,606

Concentrations of current accounts and customer deposits

As of 31 December 2007 and 2006, the Group had no exposure exceeding 10% of total current
accounts and deposits from customers.
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22 Own securities issued
2007 2006
RUB’000 RUB’000
Loan participation notes 5,601,975 -
Promissory notes 1,457,914 2,713,628
RUB denominated bonds 359,264 511,660
7,419,153 3,225,288
In 2007, the details of the Group’s issued loan participation notes were as follows:
Nominal value Issue date Maturity Interest rate Interest
date payment
100,000,000 USD 01.03.2007 01.03.2010 10.0% Semi-annual
3,000,000,000 RUB 24.07.2007 24.07.2009 10.5% Semi-annual

23 Deferred tax liability

Temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for taxation purposes give rise to net deferred tax

liabilities as of 31 December 2007 and 2006.

These deductible temporary differences, which have no expiry dates, are listed below at their tax

effected accumulated values:

Assets Liabilities Net
RUB’000 2007 2006 2007 2006 2007 2006
Placements with banks and other financial
institutions - 120 - - - 120
Financial instruments at fair value through
profit or loss 3,462 1,663 (7,619) (4,394) (4,157) (2,731)
Amounts receivable under reverse repurchase
agreements - - (344) - (344) -
Loans to customers 2,424 3,121 (160,792) (186,913) (158,368) (183,792)
Investments - 235 - (212) - 23
Property and equipment 4,788 477 (18,110)  (15,368)  (13,322)  (14,891)
Other assets 3,966 4,749 (272) - 3,694 4,749
Deposits and balances from banks and other
financial institutions 3,221 2,242 (6,399) (3,048) (3,178) (806)
Amounts payable under repurchase agreements - 164 - - - 164
Current accounts and deposits from customers 376 1,088 - - 376 1,088
Own securities issued - - (17,752) (1,160)  (17,752) (1,160)
Other liabilities 11,497 7,963 - - 11,497 7,963
Total deferred tax assets/ (liabilities) 29,734 21,822 (211,288) (211,095) (181,554) (189,273)

The tax rate applicable for deferred taxes was 24% (2006: 24%).
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Movement in temporary differences during the year ended 31 December 2007

Balance Recognised in Balance

RUB’000 1 January 2007 income 31 December 2007
Placements with banks and other financial
institutions 120 (120) -
Financial instruments at fair value through profit or
loss (2,731) (1,426) (4,157)
Amounts receivable under reverse repurchase
agreements - (344) (344)
Loans to customers (183,792) 25,424 (158,368)
Investments 23 (23) -
Property and equipment (14,891) 1,569 (13,322)
Other assets 4,749 (1,055) 3,694
Deposits and balances from banks and other
financial institutions (806) (2,372) (3,178)
Amounts payable under repurchase agreements 164 (164) -
Current accounts and deposits from customers 1,088 (712) 376
Own securities issued (1,160) (16,592) (17,752)
Other liabilities 7,963 3,534 11,497

(189,273) 7,719 (181,554)

24 Share capital

Issued capital

The authorised, issued and outstanding share capital comprises 2.0 million ordinary shares (2006:
1.4 million). All shares have a par value of RUB 1,000. During 2007 0.6 million ordinary shares
were issued at their nominal value.

The holders of ordinary shares are entitled to receive dividends as declared from time to time and
are entitled to one vote per share at annual and general meetings of the Bank.

Dividends

Dividends payable are restricted to the maximum retained earnings of the Bank, which are
determined according to legislation of the Russian Federation. In accordance with the legislation
of the Russian Federation, as of the balance sheet date, reserves available for distribution
amounted to RUB 1,012,183 thousand (2006: RUB 421,121 thousand).

25 Risk management

Management of risk is fundamental to the business of banking and is an essential element of the
Group’s operations. The major risks faced by the Group are those related to market risk, which
includes price, interest rate and currency risks, credit risk and liquidity risk.
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Risk management policies and procedures

The Group’s risk management policies aim to identify, analyse and manage the risks faced by the
Group, to set appropriate risk limits and controls, and to continuously monitor risk levels and
adherence to limits. Risk management policies and procedures are reviewed regularly to reflect
changes in market conditions, products and services offered and emerging best practice.

The Board of Directors of the Group has overall responsibility for the oversight of the risk
management framework, overseeing the management of key risks and reviewing its risk
management policies and procedures as well as approving significantly large exposures.

The Executive Board of the Group is responsible for monitoring and implementation of risk
mitigation measures and making sure that the Group operate within the established risk
parameters. The Executive Board of the Group is also responsible for the overall risk management
and compliance functions, ensuring the implementation of common principles and methods for
identifying, measuring, managing and reporting both financial and non-financial risks.

Credit, market and liquidity risks both at portfolio and transactional levels are managed and
controlled through a system of Credit Committees and an Asset and Liability Management
Committee. In order to facilitate efficient decision-making, the Group has established a hierarchy
of credit committees depending on the type and amount of the exposure.

Both external and internal risk factors are identified and managed throughout the Group’s
organisational structure. Apart from the standard credit and market risk analysis, the Risk Control
Department and Treasury Department monitors financial and non-financial risks by holding
regular meetings with operational units in order to obtain expert judgments in their areas of
expertise.

Audit and Risk Committee (“ARCO”)

ARCO is responsible for monitoring of and control over the accuracy of the financial statements
of the Group, analysis of the Group’s internal financial control system, risk management system
and efficiency of the Group’s internal audit. This committee advises the Board of Directors on
terms of appointment of external auditors and monitors external auditors’ performance. ARCO
reports directly to the Board of Directors.

Market risk

Market risk as it relates to the Group is the risk that movements in market prices, including
foreign exchange rates, interest rates, credit spreads and equity prices will affect the Group’s
income or the value of its portfolios. Market risks comprise currency risk, interest rate risk and
other price risk. Market risk arises from open positions in interest rate, currency and equity
financial instruments, which are exposed to general and specific market movements and changes
in the level of volatility of market prices.

The objective of market risk management is to manage and control market risk exposures within
acceptable parameters, whilst optimizing the return on risk.
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Overall authority for market risk is vested in the Asset and Liability Committee (ALCO), chaired
by the Chairman of the Executive Board of the Group. Market risk limits are approved by ALCO
based on recommendations of the Treasury Department.

The Group manages its market risk by setting open position limits in relation to financial
instrument, interest rate maturity and currency positions and stop-loss limits which are monitored
on a regular basis and reviewed and approved by the ALCO.

The management of the interest rates risk component of market risk is monitored by interest rate
gap analysis is supplemented by monitoring the sensitivity of the Group’s net interest margin to
various standard and non-standard interest rate scenarios.

The Group also utilizes Value-at-Risk (VaR) methodology to monitor market risk of its trading
positions.

Interest rate repricing risk

Interest rate repricing risk is the risk that movements in interest rates will affect the Group’s
income.

The Group is exposed to the effects of fluctuations in the prevailing levels of market interest rates
on its financial position and cash flows. Interest margins may increase as a result of such changes
but may also reduce or create losses in the event that unexpected movements arise.

Interest rate risk arises when the actual or forecasted assets of a given maturity period are either
greater or less than the actual or forecasted liabilities in that maturity period.

An analysis of sensitivity of the Group’s net income for the year and equity to interest rate
repricing risk based on a simplified scenario of a 100 basis point (bp) symmetrical fall or rise in
all yield curves and positions of interest-bearing assets and liabilities existing as at 31 December
2007 and 31 December 2006 is as follows:

2007 2006
RUB’000 RUB’000
100 bp parallel increase 8,146 3,001
100 bp parallel decrease (6,413) (2,168)

Currency risk

The Group has assets and liabilities denominated in several foreign currencies. Foreign currency
risk arises when the actual or forecasted assets in a foreign currency are either greater or less than
the liabilities in that currency. For further information on the Group’s exposure to currency risk at
year end refer to Notes 14 and 36.
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An analysis of sensitivity of the Group’s net income for the year and equity to changes in the
foreign currency exchange rates based on positions existing as at 31 December 2007 and 2006 and
a simplified scenario of a 5% change in USD and Euro to Russian Rouble exchange rates is as
follows:

2007 2006
RUB’000 RUB’000
5% appreciation of USD against RUR (1,171) 3,468
5% depreciation of USD against RUR 1,171 (3,468)
5% appreciation of EUR against RUR (962) (656)
5% depreciation of EUR against RUR 962 656

Value at Risk (VAR) estimates

VaR is a technique that estimates the potential losses that could occur on risk positions as a result
of movements in market rates and prices over a specified time horizon and to a given level of
confidence. The VaR model used by the Group is based upon a 95 percent confidence level and
assumes a 1 or 30-day holding period depending on the type of positions. The VaR model used is
mainly based on historical simulation. The model derives potential movements in market prices
determined with reference to market data from at least the last 12 months.

Although VaR is a valuable tool in measuring market risk exposures, it has a number of
limitations, especially in less liquid markets:

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

e A 1 or 30-day holding period assumes that all positions can be liquidated or hedged within
that period. This is considered to be a realistic assumption in almost all cases but may not be
the case in situations in which there is severe market illiquidity for a prolonged period.

e The use of a 95% confidence level does not take into account losses that may occur beyond
this level. There is a 5 percent probability that the loss could exceed the VaR.

e As VaR for financial instruments is only calculated on the end-of-day bases and does not
necessarily reflect exposures that may arise on positions during the trading day.

The Group does not solely rely on its VaR calculations in its market risk measurement due to
inherent risk of usage of VaR as described above. The limitations of the VaR methodology are
recognised by supplementing VaR limits with other position and sensitivity limit structures,
including limits to address potential concentration risks within each trading portfolio, and gap
analysis.

A summary of the VaR estimates in respect of the Group’s portfolio of financial instruments at
fair value through profit or loss as at 31 December 2007 is as follows:

2007 2006
RUB’000 RUB’000
Fixed income securities interest rate risk 109,604 47,461
Equity securities price risk 4,060 22,031
113,664 69,492
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Credit risk

Credit risk is the risk of financial loss occurring as a result of default by a borrower or
counterparty on their obligation to the Group. The Group has developed policies and procedures
for the management of credit exposures (both for on balance sheet and off balance sheet
exposures), including guidelines to limit portfolio concentration and the establishment of Credit
Committees at various levels, which actively monitor the Group’s credit risk in accordance with
authority delegated to them. The Group’s credit policy is reviewed and approved by the Board of
Directors. Members of the Credit Committees are approved by the Executive Board.

The Group’s credit policy establishes:

e General approaches for issuing loans to various segments of legal entities and individuals;
e Procedures for review and approval of loan/credit applications;

e Methodology for the credit assessment of borrowers (corporate, SME and individuals);

e Methodology for the credit assessment of counterparties, issuers and insurance companies;
e Methodology for the evaluation of collateral;

e Credit documentation requirements;

e Procedures for the ongoing monitoring of loans and other credit exposures;

e Requirements for concentration risk of loan portfolio in context of industries, credit exposure
on one borrower (or group of related borrowers), credit exposure on largest 20 and 30
borrowers (or group of related borrowers).

During 2007 the Group granted loans to large sized, medium sized and small enterprises as well
as to individuals.

Loans to small enterprises and lower stratum of medium sized enterprises are issued by
specialized local subdivisions of the Group which exist in all regions of the Group’s presence.
Such subdivisions include sales unit responsible for direct sales, collection of loan/credit
applications and other documents and examination of information obtained from borrowers by
visiting their enterprises; and credit unit responsible for analysis of loan/credit applications and
preparation of reports for taking lending decision.

Where local subdivision has own lending limit for loans issuance, decisions under this limit are
made by head of the subdivision based on reports from credit unit and security. Otherwise, reports
from credit unit are subject to approval of the SME Lending Department in head office. Reports
on loan/credit applications which exceed 5 million RUB are subject to independent review by the
Risk Control Department in head office and issuance of separate conclusion. For approval of
loans to small enterprises and lower stratum of medium sized enterprises exceeding 5 million
RUB, the following documents are taken into consideration: Credit unit report, the Risk Control
Department conclusion and reports from security and legal department.
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There are 4 levels of decision making limits regarding loans approval to small enterprises and
lower stratum of medium sized enterprises:

e Approval of loans not exceeding 3 million RUB is made by specialized local divisions in case
such authority was delegated to them;

e Responsible deputy chairman of the Executive Board can approve loan issuance not exceeding
5 million RUB;

e Small Credit Committee has authority to approve loans not exceeding 15 million RUB;

e Principal Credit Committee of the Group has authority to approve loans not exceeding 50
million RUB.

After granting loan to small enterprises and lower stratum of medium sized enterprises the Group
monitors fulfilment by the borrower of the loan redemption schedule and in some cases financial
position and existence of the collateral. Frequency and necessity of collateral and borrowers’
financial position monitoring depends on size of credit exposure. A special unit within the SME
Lending Department and the Bad Debt Collection Department are responsible for recovery of
overdue and impaired loans. Analysis of loan portfolio credit risk attributable to small enterprises
and lower stratum of medium sized enterprises is regularly performed by the Risk Control
Department.

Only local sudivisions located in Moscow region grant loans to upper stratum of medium sized
enterprises and large sized enterprises. Corporate loan/credit applications are originated by the
client managers of the Corporate Clients Department and are then passed on to the Corporate
Lending Department of the Group, which is responsible for lending to the upper stratum of
medium sized enterprises and large sized enterprises as well as for lending to lower stratum of
medium sized enterprises attracted by managers from the Corporate Clients Department.

Reports produced by the department’s credit analysts are based on a structured analysis focusing
on the customer’s business and financial performance. The loan/credit application and the report
are then independently reviewed by the Risk Control Department and a second opinion is given
accompanied by a check that credit policy requirements have been met. The Credit Committee
reviews the loan/credit application on the basis of submissions by the Corporate Lending
Department and the Risk Control Department. Individual transactions are also reviewed by the
Group’s Legal, Accounting and Tax departments depending on the specific risks and pending
final approval of the Credit Committee.

There are 2 levels of decision making limits regarding loans issuance to the upper stratum of
medium sized enterprises and large sized enterprises:

e Principal Credit Committee of the Group has authority to approve loans not exceeding 50
million RUB;

e Extended Credit Committee of the Group has authority to approve loans exceeding 50 million
RUB.
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The Group continuously monitors the performance of individual credit exposures in portfolio of
upper stratum of medium sized and large sized enterprises and regularly reassesses the
creditworthiness of its customers. The review is based on the customer’s most recent financial
statements and other information submitted by the borrower, or otherwise obtained by the Group.
The current market value of collateral is regularly assessed by either independent appraisal
companies or the Group’s specialists, and in the event of negative movements in market prices the
borrower is usually requested to put up additional security.

During 2007 the Group granted standardised retail loans and other loans to individuals. Retail
loan/credit applications are reviewed by the Group’s Retail Lending Department through the use
of scoring models and application data verification procedures developed together with the Risk
Control Department.

Apart from individual customer analysis, the whole credit portfolio is assessed by the Risk
Control Department with regard to credit concentration and market risks.

The Group’s maximum exposure to on balance sheet credit risk is generally reflected in the
carrying amounts of financial assets on the balance sheet. The impact of possible netting of assets
and liabilities to reduce potential credit exposure is not significant.

The Group monitors concentrations of credit risk by industry/sector and by geographic location.
For the analysis of concentration of credit risk in respect of loans and advances to customers refer
to Note 16 “Loans to customers”.

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in raising funds to meet its
commitments. Liquidity risk exists when the maturities of assets and liabilities do not match. The
matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities
is fundamental to the management of financial institutions, including the Group. It is unusual for
financial institutions ever to be completely matched since business transacted is often of an
uncertain term and of different types. An unmatched position potentially enhances profitability,
but can also increase the risk of losses.

The Group maintains liquidity management with the objective of ensuring that funds will be
available at all times to honor all cash flow obligations as they become due. The Group’s liquidity
policy is reviewed and approved by the Executive Board.

The Group seeks to actively support a diversified and stable funding base comprising debt
securities in issue, long-term and short-term loans from other banks, core corporate and retail
customer deposits, accompanied by diversified portfolios of highly liquid assets, in order to be
able to respond quickly and smoothly to unforeseen liquidity requirements.

The liquidity management policy of the Group requires:

e projecting cash flows by major currencies and considering the level of liquid assets necessary
in relation thereto;

e maintaining a diverse range of funding sources;
e managing the concentration and profile of debts;
e maintaining debt financing plans;

e maintaining a portfolio of highly marketable assets that can easily be liquidated as protection
against any interruption to cash flow;
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e maintaining liquidity and funding contingency plans;
e monitoring balance sheet liquidity ratios against regulatory requirements.

The Treasury Department receives information from business units regarding the liquidity profile
of their financial assets and liabilities and details of other projected cash flows arising from
projected future business. The Treasury Department then provides for an adequate portfolio of
short-term liquid assets to be maintained, largely made up of short-term liquid trading securities,
loans to banks and other inter-bank facilities, to ensure that sufficient liquidity is maintained
within the Group as a whole.

The daily liquidity position is monitored and regular liquidity stress testing under a variety of
scenarios covering both normal and more severe market conditions is performed by the Treasury
Department. Under the normal market conditions, liquidity reports covering the liquidity position
of the Group are presented to senior management on a weekly basis. Decisions on the Group’s
liquidity management are made by the Asset and Liability Management Committee and
implemented by the Treasury Department.

The Bank also calculates mandatory liquidity ratios on a daily basis in accordance with the
requirement of the Central Bank of Russia. The Group was in compliance with these ratios during
the years ended 31 December 2006 and 31 December 2007.

The following tables show the undiscounted cash flows on the Group’s financial liabilities and
unrecognized loan commitments on the basis of their earliest possible contractual maturity. The
total gross amount disclosed in the table is the contractual, undiscounted cash flow on the
financial liability or commitment. The Group’s expected cash flows on these financial liabilities
and unrecognized loan commitments may vary significantly from this analysis.

The position of the Group as at 31 December 2007 was as follows:

Total
Demand gross
and less From From From More amount )
than 1to3 3to6 61012 than outflow/ Carrying

1 month months months months 1 year (inflow) amount
Non-derivative liabilities
Deposits and balances
from banks and other
financial institutions 627,919 644,796 1,838,625 1,833,982 2,739,696 7,685,018 6,708,834
Current accounts and
deposits from customers 6,013,257 461,912 737,520 2,845,070 431,006 10,488,765 10,136,630
Own securities issued 214,692 381,106 736,642 671,393 6,700,524 8,704,357 7,419,153
Current income tax
payable - 51,786 - - - 51,786 51,786
Otbher liabilities 45,052 40,000 - - - 85,052 85,052
Derivative liabilities

- Inflow (216,808) (417,093) (590,006) - - (1,223,907) (1,693)
- Outflow 216,147 420,942 595,115 - - 1,232,204 9,990

Total 6,900,259 1,583,449 3,317,896 5,350,445 9,871,226 27,023,275 24,409,752
Loan commitments 115,368 83,386 409,730 529,621 360,104 1,498,209 1,498,209
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Non-derivative liabilities

Deposits and balances from
banks and other financial
institutions

Amounts payable under
repurchase agreements

Current accounts and deposits
from customers

Own securities issued
Current income tax payable
Other liabilities
Derivative liabilities

- Inflow

- Outflow
Total

Loan commitments

CB ““Locko-bank’ (CJSC)
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Total
Demand gross
and less From From From More amount )
than lto3 3t06 6 to 12 than outflow/ Carrying
1 month months months months 1 year (inflow) amount
874,215 353,462 1,331,171 1,350,468 672,851 4,582,167 4,279,338
284,506 - - - - 284,506 272,555
2,986,094 374,778 480,589 1,692,282 911,749 6,445,492 6,021,606
141,752 484,263 220,780 679,186 2,017,561 3,543,542 3,225,288
- 76,096 - - - 76,096 76,096
- 41,677 21,883 - - 63,560 63,560
(171,190) - (105,942) - - (277,132) (714)
171,138 - 105,942 - - 277,080 662
4,286,515 1,330,276 2,054,423 3,721,936 3,602,161 14,995,311 13,938,391
134,413 89,715 176,003 356,205 456,246 1,212,582 1,212,582

For further information on the Group’s exposure to liquidity risk at year end refer to Note 35.

26

Capital management

The Central Bank of Russia sets and monitors capital requirements for the Bank.

The Bank defines as capital those items defined by statutory regulation as capital for credit
institutions. Under the current capital requirements set by the Central Bank of Russia banks have
to maintain a ratio of capital to risk weighted assets (“statutory capital ratio”’) above the prescribed
minimum level. As at 31 December 2007, this minimum level is 10%. The Bank was in
compliance with the statutory capital ratio during the years ended 31 December 2006 and 31

December 2007.

The Group also monitors its capital adequacy levels calculated in accordance with the
requirements of the Basle Accord, as defined in the International Convergence of Capital
Measurement and Capital Standards (updated April 1998) and Amendment to the Capital Accord
to incorporate market risks (updated November 2007), commonly known as Basel 1.
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The following table shows the composition of the Group’s capital position calculated in
accordance with the requirements of the Basel Accord, as at 31 December 2007:

2007 2006
RUB’000 RUB’000
Tier 1 capital
Share capital 2,781,047 2,181,047
Additional paid-in-capital 67,476 67,476
Retained earnings 565,048 227,182
Total tier 1 capital 3,413,571 2,475,705
Tier 2 capital
Subordinated debt excluding accrued interest 490,924 -
Total tier 2 capital 490,924 -
Total capital 3,904,495 2,475,705
Risk-weighted assets
Banking book 21,006,798 13,078,338
Trading book 2,740,349 1,434,965
Total risk weighted assets 23,747,147 14,513,304
Total tier 1 capital expressed as a percentage of risk-weighted assets
(“tier 1 capital ratio”) 14.4% 17.1%
Total capital expressed as a percentage of risk-weighted assets
(“total capital ratio”) 16.4% 17.1%

The risk-weighted assets are measured by means of a hierarchy of risk weights classified
according to the nature of — and reflecting an estimate of credit, market and other risks associated
with — each asset and counterparty, taking into account any eligible collateral or guarantees. A
similar treatment is adopted for off-balance sheet exposures, with some adjustments to reflect the
more contingent nature of the potential losses.

The Group is subject to minimum capital adequacy requirements calculated in accordance with
the Basel Accord established by covenants under liabilities incurred by the Group. Tier 1 capital
ratio under these covenants should be not less than 8% and total capital ratio should not be less
than 12%. Further covenants require that the Group’s statutory capital ratio should not be less than
10% and the capital adequacy ratio calculated in accordance with methodology of IFC, the lender,
should not be less than 12%. The Group has complied with all externally imposed capital
requirements during the years ended 31 December 2007 and 31 December 2006.

27 Commitments

At any time the Group has outstanding commitments to extend loans. These commitments take
the form of approved loans and credit card limits and overdraft facilities.

The Group provides financial guarantees and letters of credit to guarantee the performance of

customers to third parties. These agreements have fixed limits and generally extend for a period of
up to three years.
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The contractual amounts of commitments are set out in the following table by category. The
amounts reflected in the table for commitments assume that amounts are fully advanced. The
amounts reflected in the table for guarantees and letters of credit represent the maximum
accounting loss that would be recognised at the balance sheet date if counterparties failed
completely to perform as contracted.

2007 2006
RUB’000 RUB’000
Contracted amount
Undrawn loan commitments 1,498,209 1,212,582
Guarantees and letters of credit 804,952 1,150,780

The total outstanding contractual commitments to extend loans indicated above does not
necessarily represent future cash requirements, as these commitments may expire or terminate
without being funded.

28 Operating leases

Leases as lessee

Non-cancelable operating lease rentals are payable as follows:

2007 2006
RUB’000 RUB’000
Less than one year 52,753 45,594
Between one and five years 23,961 30,799
More than five years 1,188 -
77,902 76,393

The Group leases a number of premises and equipment under operating lease. The leases typically
run for an initial period of one to three years, with an option to renew the lease after that date.
Lease payments are usually increased annually to reflect market rentals. None of the leases
includes contingent rentals.

During the year 2007 RUB 65,565 thousand was recognised as an expense in the consolidated
income statement in respect of operating leases (2006: RUB 33,996 thousand).
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29 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 has full coverage for its premises and equipment and cash in transit. The Group does not
have full coverage for business interruption, or third party liability in respect of property or
environmental damage arising from accidents on Group’s 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. Starting from April 2006 the Group has an insurance agreement with
Ingosstrakh which gives insurance coverage through a public (or third party) liability policy,
bankers blanket bond (BBB), electronic and computer crime insurance (ECC) policies, covering
the following risks: public (civil) liability, dishonest or fraudulent acts of employees, loss of
money (valuables) and losses resulting from forged or altered valuable documents, securities and
counterfeit currency, electronic fraud.

Litigation

Group management is unaware of any significant actual, pending or threatened claims against the
Group.

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 financial position of the Group, if the authorities were successful
in enforcing their interpretations, could be significant.

30 Custody activities

The Group provides custody services to its customers, whereby it holds securities on behalf of
customers and receives fee income for providing these services. These securities are not assets of
the Group and are not recognised in the consolidated balance sheet.
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31 Related party transactions

Transactions with the members of the Board of Directors and the Executive Board

Total remuneration included in employee compensation (refer Note 10):

2007 2006
RUB’000 RUB’000
Members of the Board of Directors 14,503 40,657
Members of the Executive Board 49,378 56,965
63,881 97,622

The above amounts include non-cash benefits in respect of the members of the Board of Directors
and the Executive Board.

The outstanding balances and average interest rates as of 31 December 2007 with the members of
the Board of Directors and the Executive Board are as follows:

Average Average
2007 Interest 2006 Interest
RUB’000 Rate RUB’000 Rate

Consolidated Balance Sheet
Assets
Loans to customers 12,531 13% 21,788 13%
Liabilities
Current accounts and deposits from
customers 50,884 11% 41,357 9%

Other amounts are included in the consolidated income statement in relation to transactions with
the members of the Board of Directors and the Executive Board as follows:

2007 2006
RUB’000 RUB’000
Consolidated Income statement
Interest income 2,004 1,783
Interest expense (5,154) (3,450)
Fee and commission income 238 83
General administrative expense (63,881) (97,622)

51



Transactions with other related parties

CB ““Locko-bank’ (CJSC)
Notes to, and forming part of, the Consolidated Financial Statements
for the year ended 31 December 2007

The outstanding balances and the related average interest rates as of 31 December 2007 and
related consolidated income statement amounts of transactions for the year ended 31 December
2007 with other related parties are as follows. Other related parties include entities controlled by

shareholders of the Group.

Shareholders Other related parties Total
Average Average
Interest Interest
RUB’ 000 Rate RUB’000 Rate RUB’000

Consolidated Balance Sheet
Assets
Loans to customers 336 10% 385,267 14% 385,603
Liabilities
Current accounts and deposits
from customers 91,304 8% 452,440 4% 543,744
Deposits and balances from banks
and other financial institutions 284,699 10% - - 284,699
Consolidated Income statement
Interest income 85 39,117 39,202
Interest expense (36,035) (13,518) (49,553)
Fee and commission income 163 21,959 22,122

The outstanding balances and the related average interest rates as of 31 December 2006 and
related consolidated income statement amounts of transactions for the year ended 31 December
2006 with other related parties are as follows. Other related parties include entities controlled by
shareholders of the Group.

Shareholders Other related parties Total
Average Average
Interest Interest
RUB’ 000 Rate RUB’000 Rate RUB’000

Consolidated Balance Sheet
Assets
Loans to customers 178 16% 317,933 13% 318,111
Liabilities
Current accounts and deposits
from customers 13,898 5% 227,496 5% 241,394
Deposits and balances from banks
and other financial institutions 304,234 10% - - 304,234
Own securities issued 3,250 12% 28,964 9% 32,214
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Shareholders Other related parties Total
Average Average
Interest Interest
RUB’ 000 Rate RUB’000 Rate RUB’000

Consolidated Income statement
Interest income 1,843 18,918 20,761
Interest expense (13,862) (11,552) (25,414)
Fee and commission income 271 16,248 16,519
Fee and commission expense - (2,063) (2,063)

32 Cash and cash equivalents

Cash and cash equivalents at the end of the financial year as shown in the consolidated statement
of cash flow are composed of the following items:

2007 2006
RUB’000 RUB’000
Cash 554,923 571,301
Due from the Central Bank — nostro accounts 827,286 807,318
1,382,209 1,378,619

33 Fair value of financial instruments

The estimated fair value of the Group’s financial assets and liabilities, as required to be disclosed
by IAS 32 Financial Instruments: Disclosure and Presentation, is as follows:

The estimated fair values of financial instruments at fair value through profit or loss and RUB
denominated bonds included into own securities issued are based on quoted market prices at the
balance sheet date without any deduction for transaction costs.

The estimated fair values of all other financial assets and liabilities are calculated using
discounted cash flow techniques based on estimated future cash flows and discount rates for
similar instruments at the balance sheet date.

Management of the Group belives that estimated fair values of financial instruments approximates
their carrying values except for loan participation notes included into own securities issued
(whose carrying value is RUB 5,601,975 thousand and fair value is RUB 5,397,591 thousand).

The estimates of fair value are intended to approximate the amount for which a financial
instrument could be exchanged between knowledgeable, willing parties in an arm's length
transaction. However given the uncertainties and the use of subjective judgment, the fair value
should not be interpreted as being realisable in an immediate sale of the assets or settlement of
liabilities.
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34 Average effective interest rates

The table below displays the Group’s interest bearing assets and liabilities as at 31 December
2007 and 2006 and their corresponding average effective interest rates as at that date. These
interest rates are an approximation of the yields to maturity of these assets and liabilities except
for deposits and balances from banks and other financial institutions amounting to RUB 2,202,147
thousand for which interest rates are variable.

2007 2006
Average Average
Value Effective Value Effective

RUB’000 Interest Rate RUB’000 Interest Rate

Interest Bearing Assets

Due from Central Bank of the Russian
Federation 1,129,021 0% 989,458 0%

Placements with banks and other financial
institutions

Nostro accounts

-RUB 197,414 0% 139,946 0%
-USD 429,781 3% 230,062 3%
- other currencies 126,141 3% 127,139 2%
Loans and deposits

- RUB 1,678,561 4% 378,732 5%
-USD - - 143,225 9%
- other currencies - - 10,831 0%

Financial instruments at fair value through
profit or loss

-RUB 2,831,244 9% 1,302,889 9%
- USD 291,846 8% 97,784 9%
- other currencies 35,238 7% - -

Amounts receivable under reverse repurchase

agreements
-RUB 30,017 7% - -
-USD 70,784 14% - -

Loans to customers

-RUB 13,501,607 16% 7,523,596 16%
-USD 6,343,780 14% 4,525,992 13%
- other currencies 782,957 11% 402,224 12%
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2007 2006
Average Average
Value Effective Value Effective

RUB’000 Interest Rate RUB’000 Interest Rate

Interest Bearing Liabilities

Deposits and balances from banks and other
financial institutions

Vostro accounts

-RUB 6,132 0% 2,303 0%
-USD 5,915 0% 285 0%
- other currencies 12 0% 2,675 0%
Term deposits

-RUB 1,859,084 8% 1,082,886 7%
-USD 4,208,383 8% 2,805,437 8%
- other currencies 629,308 5% 385,752 6%

Amount payable under repurchase agreements
-RUB - - 200,456 8%
-USD - - 72,099 6%

Current accounts and deposits from customers
Current accounts and demand deposits

-RUB 4,054,106 0% 2,561,249 0%
-USD 212,311 0% 197,744 0%
- other currencies 135,214 0% 60,920 0%
Term deposits

-RUB 4,541,555 11% 1,769,723 11%
-USD 946,197 9% 1,291,939 9%
- other currencies 247,247 9% 140,031 8%

Own securities issued

- RUB 4,648,783 10% 2,211,303 10%
-USD 2,730,044 10% 955,357 11%
- other currencies 40,326 11% 58,628 11%
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35 Maturity analysis

The following table shows assets and liabilities of the Group by their remaining contractual
maturity as at 31 December 2007, with the exception of securities included in financial
instruments at fair value through profit or loss, which are shown in the category “Less than 1
month” based on the fact that the Group’s management believes that all of these financial
instruments could be liquidated within one month in the normal course of business.

As at 31 December 2007, the contractual maturities of securities included in financial instruments
at fair value through profit or loss are: RUB 19,467 thousand (2006: RUB 318,762 thousand) in
“Less than 1 month”, RUB 81,706 thousand (2006: RUB 36,992 thousand) in “1 to 3 months”,
RUB 540,615 thousand (2006: RUB 381,138 thousand) in *“3 months to 1 year”, RUB 2,251,790
thousand (2006: RUB 564,388 thousand) in “1 year to 5 years”, RUB 264,750 thousand (2006:
RUB 99,393 thousand) in “more than 5 years” and RUB 22,466 thousand (2006: RUB 86,678
thousand) in “No maturity”.
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Assets

Cash

Due from the Central Bank of the Russian Federation
Placements with banks and other financial institutions

Financial instruments at fair value through profit or
loss

Amounts receivable under reverse repurchase
agreements

Loans to customers

Property and equipment
Current income tax prepayment
Other assets

Total assets

Liabilities
Financial instruments at fair value through profit or
loss

Deposits and balances from banks and other financial
institutions

Current accounts and deposits from customers
Own securities issued

Current income tax payable

Other liabilities

Deferred tax liability

Total liabilities

Net position as at 31 December 2007
Net position as at 31 December 2006

CB ““Locko-bank’ (CJSC)
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Less than 1to3 3 months 1to5 More than
1 month months to 1 year years 5 years No maturity Overdue Total
RUB’000 RUB’000 RUB’000 RUB’000 RUB’000 RUB’000 RUB’000 RUB’000
554,923 - - - - - - 554,923
911,822 13,679 96,897 91,148 15,475 - - 1,129,021
2,431,897 - - - - - - 2,431,897
3,181,246 211 1,030 - - - - 3,182,487
30,017 70,784 - - - - - 100,801
952,707 3,773,445 8,930,191 6,404,994 125,594 - 152,060 20,338,991
- - - - - 185,164 - 185,164
- 1,911 - - - - - 1,911
27,373 43,792 9,472 738 - - - 81,375
8,089,985 3,903,822 9,037,590 6,496,880 141,069 185,164 152,060 28,006,570
2 3,849 6,139 - - - - 9,990
614,495 603,918 3,303,648 960,178 1,226,595 - - 6,708,834
5,980,885 416,879 3,343,845 395,021 - - - 10,136,630
202,116 336,467 1,066,696 5,813,874 - - - 7,419,153
- 51,786 - - - - - 51,786
45,052 40,000 - - - - - 85,052
- - - - - 181,554 - 181,554
6,842,550 1,452,899 7,720,328 7,169,073 1,226,595 181,554 - 24,592,999
1,247,435 2,450,923 1,317,262 (672,193) (1,085,526) 3,610 152,060 3,413,571
(207,605) (233,681) 424,667 2,804,173 (372,053) (14,588) 74,792 2,475,705
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The following table shows the currency structure of assets and liabilities at 31 December 2007:

Other
RUB usD currencies Total
RUB’000 RUB’000 RUB’000 RUB’000

Assets

Cash 271,088 189,697 94,138 554,923
Due from the Central Bank of the Russian Federation 1,129,021 - - 1,129,021
Placements with banks and other financial institutions 1,875,974 429,788 126,135 2,431,897
Financial instruments at fair value through profit or loss 2,855,108 292,140 35,239 3,182,487
Amounts receivable under reverse repurchase agreements 30,017 70,784 - 100,801
Loans to customers 13,282,899 6,280,012 776,080 20,338,991
Property and equipment 185,164 - - 185,164
Current income tax prepayment 1,911 - - 1,911
Other assets 79,999 1,300 76 81,375

Total assets

19,711,181 7,263,721 1,031,668 28,006,570

Liabilities

Financial instruments at fair value through profit or loss 194 9,796 - 9,990
Deposits and balances from banks and other financial

institutions 1,865,216 4,214,298 629,320 6,708,834
Current accounts and deposits from customers 8,595,661 1,158,508 382,461 10,136,630
Own securities issued 4,648,783 2,730,044 40,326 7,419,153
Current income tax payable 51,786 - - 51,786
Other liabilities 70,860 12,349 1,843 85,052
Deferred tax liability 181,554 - - 181,554
Total liabilities 15,414,054 8,124,995 1,053,950 24,592,999
Net on balance sheet position as of 31 December 2007 4,297,127 (861,274) (22,282) 3,413,571
Net off balance sheet position as of 31 December 2007  (827,838) 830,607 (2,769) -

Net on and off balance sheet position as of 31

December 2007

Net on and off balance sheet position as of 31
December 2006

3,469,289 (30,667) (25,051) 3,413,571

2,401,689 91,276 (17,260) 2,475,705

37 Events subsequent to the balance sheet date

In February 2008, the General Meeting of Shareholders approved on increase in share capital by
additional issue of 600,000 ordinary nominal shares with par value of RUR 1,000 placed through

closed subscription.
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