
ORGRESBANK

Summarized Financial Information Prepared From the Audited Financial Statements for the Year Ended 31 December 2007 and Independent Auditors’ Report 
31 December 2007
Contents
INDEPENDENT AUDITOR’S REPORT
Summarized Balance Sheet Information
1

Summarized Income Statement Information
2

Notes to the Summarized Balance Sheet and Income Statement Information
3
Independent AUDITOR’S REPORT

To the Shareholders and the Board of Directors of Joint Stock Bank “ORGRESBANK”:

1 The accompanying summarized financial information (comprising balance sheet information, income statement information and notes on basis of preparation, significant accounting polices and critical accounting estimates and judgements in applying accounting policies – referred to as summarized financial information) has been derived from the financial statements of Joint Stock Bank “ORGRESBANK” (the “Bank”) for the year then ended of 31 December 2007 prepared in accordance with International Financial Reporting Standards (not included herein). 
Management’s Responsibility

2 This summarized financial information is the responsibility of the Bank’s Management. 
Auditor’s Responsibility 

3 Our responsibility is to express an opinion on whether this summarized financial information is consistent, in all material respects, with the financial statements, from which it was derived.
4 We have audited, in accordance with International Standards on Auditing, the financial statements of the Bank for the year ended 31 December 2007, from which this summarized financial information was derived. In our report dated 31 March 2008 we expressed an unqualified opinion on the financial statements, from which the summarized financial information was derived.

Opinion
5 In our opinion, the accompanying summarized financial information is consistent, in all material respects, with the financial statements, from which it was derived.

6 The accompanying summarized financial information does not include, among other things, information on cash flows and changes in equity for the year ended 31 December 2007, and the disclosures required by International Financial Reporting Standards, which have been included in the audited financial statements. For a better understanding of the Bank’s financial position and the results of its operations for the period and of the scope of our audit, the summarized financial information should be read in conjunction with the financial statements, from which the summarized financial information was derived, and our audit report thereon.

Moscow, Russian Federation

31 March 2008
	In thousands of Russian Roubles
	
	31 December

2007
	31 December

2006

	
	
	
	

	Assets
	
	
	

	Cash and cash equivalents
	
	8 908 642
	5 022 628

	Mandatory cash balances with the Central Bank of the Russian Federation
	
	832 539
	215 640

	Trading securities
	
	7 823 274
	4 174 372

	Due from other banks
	
	5 025 466
	1 049 677

	Loans and advances to customers
	
	49 846 206
	13 603 909

	Premises and equipment
	
	216 204
	76 322

	Foreign exchange forward contracts
	
	10 434
	-

	Other assets
	
	225 054
	77 174

	
	
	
	

	
	
	
	

	Total assets
	
	72 887 819
	24 219 722

	
	
	
	

	
	
	
	

	Liabilities
	
	
	

	Due to other banks
	
	42 841 064
	4 295 509

	Customer accounts
	
	21 549 088
	13 954 925

	Debt securities in issue
	
	623 179
	1 592 716

	Deferred tax liability
	
	30 216
	197 008

	Foreign exchange forward contracts
	
	162 497
	-

	Other liabilities
	
	676 915
	98 067

	Subordinated debt
	
	1 830 758
	793 431

	
	
	
	

	
	
	
	

	Total liabilities
	
	67 713 717
	20 931 656

	
	
	
	

	
	
	
	

	EQUITY
	
	
	

	Share capital
	
	944 937
	871 977

	Share premium
	
	2 617 745
	1 552 532

	Retained earnings
	
	1 611 420
	863 557

	
	
	
	

	
	
	
	

	Total equity
	
	5 174 102
	3 288 066

	
	
	
	

	
	
	
	

	Total liabilities and equity
	
	72 887 819
	24 219 722

	
	
	
	


Approved for issue and signed on behalf of the Board of Directors on 31 March 2008.


______________________________
______________________________

I.V. Kogan
T.N. Sharova

Chairman of the Management Board
Chief Accountant

	In thousands of Russian Roubles
	
	2007
	2006

	
	
	
	

	Interest income
	
	3 482 331
	1 584 890

	Interest expense
	
	(1 112 525)
	(362 427)

	
	
	
	

	
	
	
	

	Net interest income
	
	2 369 806
	1 222 463

	Provision for loan impairment 
	
	14 128
	(66 448)

	
	
	
	

	
	
	
	

	Net interest income after provision for loan impairment 
	
	2 383 934
	1 156 015

	
	
	
	

	Fee and commission income
	
	432 559
	604 314

	Fee and commission expense
	
	(142 747)
	(107 976)

	(Losses net of gains)/gains less losses from trading securities
	
	(4 203)
	218 610

	(Losses net of gains)/gains less losses from financial derivatives
	
	(379 851)
	8 775

	(Losses net of gains)/gains less losses arising from trading in foreign currencies
	
	(270 851)
	26 250

	Foreign exchange translation gains less losses/(losses net of 
gains)
	
	806 652
	(108 606)

	Other operating income
	
	32 936
	22 338

	Administrative and other operating expenses
	
	(1 762 027)
	(1 013 974)

	
	
	
	

	
	
	
	

	Profit before tax
	
	1 096 402
	805 746

	Income tax expense
	
	(350 835)
	(184 362)

	
	
	
	

	
	
	
	

	Profit for the year
	
	745 567
	621 384

	
	
	
	


Basis of Preparation and Significant Accounting Policies
Basis of preparation. These financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”). The principal accounting policies applied in the preparation of these financial statements are set out below. These policies have been consistently applied to all the periods presented, unless otherwise stated.
Key measurement terms. Depending on their classification financial instruments are carried at cost, fair value, or amortised cost as described below.

Cost is the amount of cash or cash equivalents paid or the fair value of the other consideration given to acquire an asset at the time of its acquisition and includes transaction costs. Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a financial instrument. An incremental cost is one that would not have been incurred if the transaction had not taken place. Transaction costs include fees and commissions paid to agents (including employees acting as selling agents), advisors, brokers and dealers, levies by regulatory agencies and securities exchanges, and transfer taxes and duties. Transaction costs do not include debt premiums or discounts, financing costs or internal administrative or holding costs.
Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction. Fair value is the current bid price for financial assets and current asking price for financial liabilities, which are quoted in an active market. For assets and liabilities with offsetting market risks, the Bank may use mid-market prices as a basis for establishing fair values for the offsetting risk positions and apply the bid or asking price to the net open position as appropriate. A financial instrument is regarded as quoted in an active market if quoted prices are readily and regularly available from an exchange or other institution and those prices represent actual and regularly occurring market transactions on an arm’s length basis.
Amortised cost is the amount at which the financial instrument was recognised at initial recognition less any principal repayments, plus accrued interest, and for financial assets less any write-down for incurred impairment losses. Accrued interest includes amortisation of transaction costs deferred at initial recognition and of any premium or discount to maturity amount using the effective interest method. Accrued interest income and accrued interest expense, including both accrued coupon and amortised discount or premium (including fees deferred at origination, if any), are not presented separately and are included in the carrying values of related balance sheet items.
The effective interest method is a method of allocating interest income or interest expense over the relevant period so as to achieve a constant periodic rate of interest (effective interest rate) on the carrying amount. The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts (excluding future credit losses) through the expected life of the financial instrument or a shorter period, if appropriate, to the net carrying amount of the financial instrument. The effective interest rate discounts cash flows of variable interest instruments to the next interest repricing date except for the premium or discount, which reflects the credit spread over the floating rate specified in the instrument, or other variables that are not reset to market rates. Such premiums or discounts are amortised over the whole expected life of the instrument. The present value calculation includes all fees paid or received between parties to the contract that are an integral part of the effective interest rate (refer to income and expense recognition policy).

Initial recognition of financial instruments. Trading securities, derivatives and other financial instruments at fair value through profit or loss are initially recorded at fair value. All other financial instruments are initially recorded at fair value plus transaction costs. Fair value at initial recognition is best evidenced by the transaction price. A gain or loss on initial recognition is only recorded if there is a difference between fair value and transaction price, which can be evidenced by other observable current market transactions in the same instrument or by a valuation technique whose inputs include only data from observable markets.
Basis of Preparation and Significant Accounting Policies (Continued)
All purchases and sales of financial assets that require delivery within the time frame established by regulation or market convention (“regular way” purchases and sales) are recorded at trade date, which is the date that the Bank commits to deliver a financial asset. All other purchases and sales are recognised when the Bank becomes a party to the contractual provision of the instrument.
Cash and cash equivalents. Cash and cash equivalents are items, which are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in value. All short term interbank placements, beyond overnight placements, are included in due from other banks. Cash and cash equivalents are carried at amortised cost.
Mandatory cash balances with the Central Bank of the Russian Federation. Mandatory cash balances with the Central Bank of the Russian Federation (“CBRF”) are carried at amortised cost and represent non-interest bearing mandatory reserve deposits, which are not available to finance the Bank’s day to day operations and hence are not considered as part of cash and cash equivalents for the purposes of the cash flow statement.

Trading securities. Trading securities are securities, which are either acquired for generating a profit from short-term fluctuations in price or trader’s margin, or are securities included in a portfolio in which a pattern of short-term trading exists. The Bank classifies securities into trading securities if it has an intention to sell them within a short period after purchase, i.e. within six months. Trading securities are not reclassified out of this category even when the Bank’s intentions subsequently change.
Trading securities are carried at fair value. Interest earned on trading securities calculated using the effective interest method is presented in the income statement as interest income. Dividends are included in other operating income within other operating income when the Bank’s right to receive the dividend payment is established and it is probable that the dividends will be collected. All other elements of the changes in the fair value and gains or losses on derecognition are recorded in profit or loss as gains less losses from trading securities in the period in which they arise.
Due from other banks. Amounts due from other banks are recorded when the Bank advances money to counterparty banks with no intention of trading the resulting unquoted non-derivative receivable due on fixed or determinable dates. Amounts due from other banks are carried at amortised cost.

Loans and advances to customers. Loans and advances to customers are recorded when the Bank advances money to purchase or originate an unquoted non-derivative receivable from a customer due on fixed or determinable dates and has no intention of trading the receivable. Loans and advances to customers are carried at amortised cost.
Impairment of financial assets carried at amortised cost. Impairment losses are recognised in profit or loss when incurred as a result of one or more events (“loss events”) that occurred after the initial recognition of the financial asset and which have an impact on the amount or timing of the estimated future cash flows of the financial asset or group of financial assets that can be reliably estimated. If the Bank determines that no objective evidence exists that impairment was incurred for an individually assessed financial asset, whether significant or not, it includes the asset in a group of financial assets with similar credit risk characteristics and collectively assesses them for impairment. Objective evidence that a financial asset or group of assets is impaired includes observable data that comes to the attention of the holder of the asset about the following loss events:
· significant financial difficulty of the issuer or obligor;

· a breach of contract, such as a default or delinquency in interest or principal payments;

· the lender grants to the borrower a concession, for economic or legal reasons relating to the borrower’s financial difficulty;

· it becomes probable that a borrower enters bankruptcy or other financial reorganisation; 

· an extinction of an active market for a financial asset; or

· observable data indicate, there is a measurable decrease in the estimated future cash flows from a group of financial assets since the date of their initial recognition, although the decrease cannot yet be identified with the individual financial assets in the group.

Basis of Preparation and Significant Accounting Policies (Continued)
For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis of similar credit risk characteristics. Those characteristics are relevant to the estimation of future cash flows for groups of such assets by being indicative of the debtors’ ability to pay all amounts due according to the contractual terms of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are estimated on the basis of the contractual cash flows of the assets and the experience of Management in respect of the extent to which amounts will become overdue as a result of past loss events and the success of recovery of overdue amounts. Past experience is adjusted on the basis of current observable data to reflect the effects of current conditions that did not affect past periods and to remove the effects of past conditions that do not exist currently.
Impairment losses are recognised through an allowance account to write down the asset’s carrying amount to the present value of expected cash flows (which exclude future credit losses that have not been incurred) discounted at the effective interest rate of the asset. The calculation of the present value of the estimated future cash flows of a collateralised financial asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling the collateral, whether or not foreclosure is probable.

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

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

Credit related commitments. The Bank enters into credit related commitments, including letters of credit and financial guarantees. Financial guarantees represent irrevocable assurances to make payments in the event that a customer cannot meet its obligations to third parties and carry the same credit risk as loans. Financial guarantees and commitments to provide a loan are initially recognised at their fair value, which is normally evidenced by the amount of fees received. This amount is amortised on a straight line basis over the life of the commitment. At each balance sheet date, the commitments are measured at the higher of (i) the unamortized balance of the amount at initial recognition and (ii) the best estimate of expenditure required settling the commitment at the balance sheet date.
Sale and repurchase agreements and lending of securities. Sale and repurchase agreements (“repo agreements”), which effectively provide a lender’s return to the counterparty are treated as secured financing transactions. Securities sold under such sale and repurchase agreements are not derecognised. The securities are not reclassified in the balance sheet unless the transferee has the right by contract or custom to sell or repledge the securities, in which case they are reclassified as repurchase receivables. The corresponding liability is presented within amounts due to other banks or other borrowed funds. 

Securities purchased under agreements to resell (“reverse repo agreements”), which effectively provide a lender’s return to the Bank are recorded as due from other banks or loans and advances to customers, as appropriate. The difference between the sale and repurchase price is treated as interest income and accrued over the life of repo agreements using the effective interest method. 

Securities lent to counterparties for a fixed fee are retained in the financial statements in their original balance sheet category unless the counterparty has the right by contract or custom to sell or repledge the securities, in which case they are reclassified and presented separately. Securities borrowed for a fixed fee are not recorded in the financial statements, unless these are sold to third parties, in which case the purchase and sale are recorded in profit or loss within gains less losses arising from trading securities. The obligation to return the securities is recorded at fair value in other liabilities.
Basis of Preparation and Significant Accounting Policies (Continued)
Promissory notes purchased. Promissory notes purchased are included in trading securities or in due from other banks or in loans and advances to customers, depending on their substance and are recorded, subsequently remeasured and accounted for in accordance with the accounting policies for these categories of assets.
Derecognition of financial assets. The Bank derecognises financial assets when (a) the assets are redeemed or the rights to cash flows from the assets otherwise expired or (b) the Bank has transferred the rights to the cash flows from the financial assets or entered into a qualifying pass-through arrangement while (i) also transferring substantially all the risks and rewards of ownership of the assets or (ii) neither transferring nor retaining substantially all risks and rewards of ownership but not retaining control. Control is retained if the counterparty does not have the practical ability to sell the asset in its entirety to an unrelated third party without needing to impose additional restrictions on the sale.

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

Cost of repairs and maintenance is expensed when incurred. 

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

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

Depreciation. Depreciation is calculated using the straight-line method to allocate cost of fixed assets to their residual values over their estimated useful lives. The following annual rates are applied for the main categories of fixed assets:

Buildings


2.5% per annum;

Office equipment

17% per annum;

Computers


20% per annum;

Transport vehicles

20% per annum.
The residual value of an asset is the estimated amount that the Bank would currently obtain from disposal of the asset less the estimated costs of disposal, if the asset were already of the age and in the condition expected at the end of its useful life. The residual value of an asset is nil if the Bank expects to use the asset until the end of its physical life. The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.
Operating leases. Where the Bank is a lessee in a lease, which does not transfer substantially all the risks and rewards incidental to ownership from the lessor to the Bank, the total lease payments, including those on expected termination, are charged to profit or loss on a straight-line basis over the period of the lease.
Due to other banks. Amounts due to other banks are recorded when money or other assets are advanced to the Bank by counterparty banks. Due to other banks are carried at amortised cost. 

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

Debt securities in issue. Debt securities in issue include promissory notes and debentures issued by the Bank. Debt securities are stated at amortised cost. If the Bank purchases its own debt securities in issue, they are removed from the balance sheet and the difference between the carrying amount of the liability and the consideration paid is included in gains arising from retirement of debt.

Basis of Preparation and Significant Accounting Policies (Continued)
Derivative financial instruments. The Bank enters into foreign exchange forward contracts to manage its foreign currency exposure. Foreign exchange forward contracts are carried at their fair value as assets when fair value is positive and as liabilities when fair value is negative. Changes in the fair value of the foreign exchange forward contracts are included in profit or loss as gains less losses from financial derivatives. The Bank does not apply hedge accounting.

Accrued interest receivable and accrued interest payable. Accrued interest receivable and accrued interest payable, including both accrued coupon and amortised discount, are included in the carrying values of related balance sheet items.
Income taxes. Income taxes have been provided for in the financial statements in accordance with Russian legislation enacted or substantively enacted by the balance sheet date. The income tax charge comprises current tax and deferred tax and is recognised in the income statement except if it is recognised directly in equity because it relates to transactions that are also recognised, in the same or a different period, directly in equity.

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

Deferred income tax is provided for using the balance sheet liability method for tax losses carried forward and temporary differences arising between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. In accordance with the initial recognition exemption, deferred taxes are not recorded for temporary differences on initial recognition of an asset or a liability in a transaction other than a business combination if the transaction, when initially recorded, affects neither accounting nor taxable profit. Deferred tax balances are measured at tax rates enacted or substantively enacted at the balance sheet date, which are expected to apply to the period when the temporary differences will reverse or the tax loss carry forwards will be utilised. Deferred tax assets for deductible temporary differences and tax losses are recorded only to the extent that it is probable that future taxable profits will be available against which the deductions can be utilised.

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

Provisions for liabilities and charges. Provisions for liabilities and charges are non-financial liabilities of uncertain timing or amount. They are accrued when the Bank has a present legal or constructive obligation as a result of past events, it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a reliable estimate of the amount of the obligation can be made.
Trade and other payables. Trade payables are accrued when the counterparty performed its obligations under the contract and are carried at amortised cost.
Share premium. When shares are issued, the excess of contributions received, over the nominal value of the shares issued is recorded as share premium in equity.
Employee share scheme. The fair value of the share rights related to the Nordea Long term incentive program was at the grant date recognized as expense over a period of 24 months. This is the period over which the services are received. At the time of exercise, payment by employees is recognized as an increase in shareholders equity.
Income and expense recognition. Interest income and expense are recorded in the income statement for all debt instruments on an accrual basis using the effective interest method. This method defers, as part of interest income or expense, all fees paid or received between the parties to the contract that are an integral part of the effective interest rate, transaction costs and all other premiums or discounts.
Basis of Preparation and Significant Accounting Policies (Continued)
Fees integral to the effective interest rate include origination fees received or paid by the entity relating to the creation or acquisition of a financial asset or issuance of a financial liability, for example fees for evaluating creditworthiness, evaluating and recording guarantees or collateral, negotiating the terms of the instrument and for processing transaction documents. Commitment fees received by the Bank to originate loans at market interest rates are integral to the effective interest rate if it is probable that the Bank will enter into a specific lending arrangement and does not expect to sell the resulting loan shortly after origination. The Bank does not designate loan commitments as financial liabilities at fair value through profit or loss.

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

All other fees, commissions and other income and expense items are generally recorded on an accrual basis by reference to completion of the specific transaction assessed on the basis of the actual service provided as a proportion of the total services to be provided.
Commissions and fees arising from negotiating, or participating in the negotiation of a transaction for a third party, such as the acquisition of loans, shares or other securities or the purchase or sale of businesses, which are earned on execution of the underlying transaction are recorded on its completion. Portfolio and other management advisory and service fees are recognised based on the applicable service contracts, usually on a time-proportion basis.

Foreign currency translation. Functional currency of the Bank is the currency of the primary economic environment in which the Bank operates. The Bank’s functional currency and presentation currency is the national currency of the Russian Federation, Russian Roubles (“RR”).

Transactions denominated in foreign currency are recorded at the exchange rate ruling on the transaction date. Exchange differences resulting from the settlement of transactions denominated in foreign currency are included in the income statement using the exchange rate ruling on that date.

Monetary assets and liabilities denominated in foreign currency are translated into Russian Roubles at the official exchange rate of the CBRF at the balance sheet date. Translation differences on debt securities and other monetary financial assets measured at fair value are included in foreign exchange translation gains less losses. Effects of exchange rate changes on the fair value of non-monetary items, for example trading equity securities, are recorded as part of the fair value gain or loss.

At 31 December 2007 the principal rate of exchange used for translating foreign currency balances was USD 1 = RR  24.5462 (2006: USD 1 = RR 26.3311).
Fiduciary assets. Assets held by the Bank in its own name, but on the account of third parties, are not reported on the balance sheet. Commissions received from fiduciary activities are shown in fee and commission income.
Offsetting. Financial assets and liabilities are offset and the net amount reported in the balance sheet only when there is a legally enforceable right to offset the recognised amounts, and there is an intention to either settle on a net basis, or to realise the asset and settle the liability simultaneously.

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

Basis of Preparation and Significant Accounting Policies (Continued)
The characteristics of the economic environment of the Russian Federation indicate that hyperinflation has ceased effective from 1 January 2003. Restatement procedures of IAS 29 are therefore only applied to assets acquired or revalued and liabilities incurred or assumed prior to that date. For these balances, the amounts expressed in the measuring unit current at as 31 December 2002 are the basis for the carrying amounts in these financial statements. The restatement was calculated using the conversion factors derived from the Russian Federation Consumer Price Index (“CPI”), published by the Russian Statistics Agency, and from indices obtained from other sources for years prior to 1992.

Staff costs and related contributions. Wages, salaries, contributions to the Russian Federation state pension and social insurance funds, paid annual leave and sick leave and bonuses are accrued in the year in which the associated services are rendered by the employees of the Bank.
Critical Accounting Estimates, and Judgements in Applying Accounting Policies
The Bank makes estimates and assumptions that affect the amounts recognised in the financial statements and the carrying amounts of assets and liabilities within the next financial year. Estimates and judgements are continually evaluated and are based on Management’s experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances. Management also makes certain judgements, apart from those involving estimations, in the process of applying the accounting policies. Judgements that have the most significant effect on the amounts recognised in the financial statements and estimates that can cause a significant adjustment to the carrying amount of assets and liabilities within the next financial year include:
Impairment losses on loans and advances. The Bank regularly reviews its loan portfolios to assess impairment. In determining whether an impairment loss should be recorded in the income statement, the Bank makes judgements as to whether there is any observable data indicating that there is a measurable decrease in the estimated future cash flows from a portfolio of loans before the decrease can be identified with an individual loan in that portfolio. This evidence may include observable data indicating that there has been an adverse change in the payment status of borrowers in a group, or national or local economic conditions that correlate with defaults on assets in the group. Management uses estimates based on historical loss experience for assets with credit risk characteristics and objective evidence of impairment similar to those in the portfolio when scheduling its future cash flows. The methodology and assumptions used for estimating both the amount and timing of future cash flows are reviewed regularly to reduce any differences between loss estimates and actual loss experience. To the extent that the probability of default in repayment of principal differs by +/- 1% of the total loans and advances to customers, the provision would be approximately RR 66 057 thousand (2006: RR 30 586 thousand) higher or lower.
Fair value of derivatives. The fair values of financial derivatives that are not quoted in active markets are determined by using valuation techniques. Where valuation techniques (for example, models) are used to determine fair values, they are validated and periodically reviewed by qualified personnel independent of the area that created them. To the extent practical, models use only observable data, however areas such as credit risk (both own and counterparty), volatilities and correlations require Management to make estimates. Changes in assumptions about these factors could affect reported fair values.
Tax legislation. Russian tax, currency and customs legislation is subject to varying interpretations.
Initial recognition of related party transactions. In the normal course of business the Bank enters into transactions with its related parties. IAS 39 requires initial recognition of financial instruments based on their fair values. Judgement is applied in determining if transactions are priced at market or non-market interest rates, where there is no active market for such transactions. The basis for judgement is pricing for similar types of transactions with unrelated parties and effective interest rate analysis.
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