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Independent Auditors’ Report 

 
To the Management of  
Finansbank (Russia) Ltd. 
 
 
We have audited the accompanying consolidated balance sheet of Finansbank (Russia) Ltd (the 
“Bank”) and its subsidiary (the “Group”) as at 31 December 2005 and the related consolidated 
statements of income, changes in shareholders’ equity and cash flows for the year then ended. 
These consolidated financial statements are the responsibility of the Bank’s management.  Our 
responsibility is to express an opinion on these consolidated financial statements based on our 
audit.  
 
We conducted our audit in accordance with International Standards on Auditing.  Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement.  An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also 
includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. We believe that our audit 
provides a reasonable basis for our opinion. 
 
In our opinion, the consolidated financial statements present fairly, in all material respects, the 
financial position of the Group as at 31 December 2005, and the results of its operations and its 
cash flows for the year then ended in accordance with International Financial Reporting 
Standards. 
 
 
 
 
 
 
 
 
ZAO KPMG  
22 February 2006 





FINANSBANK (RUSSIA) LTD
Consolidated Balance Sheet as at 31 December 2005

The consolidated balance sheet is to be read in conjunction with the notes to, and forming part of, the consolidated
financial statements.
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2005 2004

Notes RUR’000 RUR’000

(restated)

ASSETS

Cash 361,643 225,859
Due from the Central Bank of the Russian Federation 13 477,923 229,182
Placements with banks and other financial institutions 14 931,213 158,665
Financial instruments at fair value through profit or loss 15 32,113 11,701
Loans to customers 16 11,997,978 3,310,996
Other assets 17 122,780 76,916
Property and equipment 18 256,278 111,941

Total Assets 14,179,928 4,125,260

LIABILITIES AND SHAREHOLDERS’ EQUITY

Financial instruments at fair value through profit or loss 15 20,791 36,393
Deposits and balances from banks and other financial
institutions 19 2,375,802 940,935
Current accounts and deposits from customers 20 2,574,151 1,241,154
Promissory notes 1,439 314,827
Deferred tax liability 21 19,117 11,434

Other borrowed funds 22 7,479,169 992,112
Subordinated debt 23 496,498 180,367
Other liabilities 50,486 19,295

Total Liabilities 13,017,453 3,736,517

Shareholders’ Equity
Share capital 24 827,249 373,649
Share premium 158,631 7,131
Retained earnings 176,595 7,963

Total Shareholders’ Equity 1,162,475 388,743

Total Liabilities and Shareholders’ Equity 14,179,928 4,125,260

Commitments and Contingencies 27-29



FINANSBANK RUSSIA LTD
Consolidated Statement of Cash Flows for the year ended 31 December 2005

The consolidated statement of cash flows is to be read in conjunction with the notes to, and forming part of, the
consolidated financial statements. 6

2005 2004

RUR’000 RUR’000

CASH FLOWS FROM OPERATING ACTIVITIES
Net income before tax 232,507 124,730
Adjustments for:

Provision for impairment losses 463,026 48,375
Unrealized (gain)/loss on financial instruments at fair value through profit or loss (36,014) 24,692
Depreciation 44,784 20,236
Unrealised foreign exchange loss/(gain) 31,113 (23,446)
Net changes in accrued interest income and expenses (27,495) 13,595

Operating income before changes in net operating assets 707,921 208,182

(Increase)/decrease in operating assets
Minimum reserve deposit and customer accounts blocked at CBR (166,443) 41,539

Loans to customers (9,034,107) (2,219,303)
Other assets (40,976) (84,052)

Increase/(decrease) in operating liabilities
Deposits and balances from banks and other financial institutions 1,423,140 773,350
Current accounts and deposits from customers 1,322,088 66,254
Promissory notes (313,388) 169,825
Other liabilities 14,439 3,808

Net cash from operating activities before income tax paid (6,795,247) (1,248,579)

Income tax paid (45,261) (33,253)

Cash flows from operating activities (6,840,508) (1,281,832)

CASH FLOWS FROM INVESTING ACTIVITIES
Net sale of investments - 285,489
Net purchases of property and equipment (189,122) (77,834)

Cash flows from investing activities (189,122) 207,655

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from other borrowed funds 6,405,107 989,000
Proceeds from subordinated debt 309,546 86,009
Proceeds from issuance of share capital 605,100 -

Cash flows from financing activities 7,319,753 1,075,009

Net increase in cash and cash equivalents 998,044 209,014

Effect of changes in exchange rates on cash and cash equivalents (7,414) 1,346

Cash and cash equivalents at the beginning of the year 517,815 307,455

Cash and cash equivalents at the end of the year 31 1,508,445 517,815



FINANSBANK (RUSSIA) LTD
Consolidated Statement of Changes in Shareholders’ Equity

for the year ended 31 December 2005

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.
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Share

Capital
Share

premium

Retained earnings/
(accumulated

losses) Total

RUR’000 RUR’000 RUR’000 RUR’000

Balance at 1 January 2004, as
previously reported 274,084 5,392 24,178 303,654

Effect of restatement (refer Note 2) 99,565 1,739 (101,304) -

Balance at 1 January 2004 (restated) 373,649 7,131 (77,126) 303,654

Net income for the year - - 85,089 85,089

Balance at 31 December 2004
(restated) 373,649 7,131 7,963 388,743

Net income for the year - - 168,632 168,632

Shares issued (refer note 24) 453,600 151,500 - 605,100

Balance at 31 December 2005 827,249 158,631 176,595 1,162,475



FINANSBANK (RUSSIA) LTD
Notes to, and forming part of, the consolidated financial statements

for the year ended 31 December 2005

8

1 Background

Principal activities

These consolidated financial statements include the financial statements of Finansbank (Russia)
Ltd (the “Bank”) and its subsidiary (together referred to as the “Group”).

Finansbank (Russia) Ltd (the “Bank”) was established in the Russian Federation as a closed joint
stock company and was granted its general banking license in 1997. The principal activities of the
Bank are deposit taking and customer accounts maintenance, lending and issuing guarantees, cash
and settlement operations and operations with foreign exchange. The activities of the Bank are
regulated by the Central Bank of the Russian Federation (“the CBR”). The Bank has 36 locations
(including 7 branches, 14 express-branches and 15 regional representative offices) (2004 – 27
locations (including 6 branches, 14 express-branches and 7 regional representative offices)), from
which it conducts business throughout the Russian Federation. The average number of persons
employed by the Bank during the period was 1,653 (2004 – 586).

The subsidiary of the Bank is as follows:

% Consolidated
Name

Country of
incorporation 2005 2004

Finans Russia Capital S.A. Luxembourg 100% n/a

Finans Russia Capital S.A. is a special purpose entity established to facilitate the issue of loan
participation notes by the Group (refer to note 22). This entity is not owned by the Group, control
arises through the predetermination of the entity’s activities.

The Bank’s ultimate parent company is Finansbank Anonim Şirketi, a Turkish joint stock
company, which is ultimately controlled by a single individual, Mr. Husnu Ozyegin.

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.



FINANSBANK (RUSSIA) LTD
Notes to, and forming part of, the consolidated financial statements

for the year ended 31 December 2005
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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 are stated at fair value.

Functional and presentation currency

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

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

Restatement of comparative information

In its financial statements for the year ended 31 December 2004, the Group did not apply the
provisions of IAS 29 “Financial Reporting in Hyperinflationary Economies” for the period 1
January 2001 to 31 December 2002.

Adjustments have been made to the comparative information presented in these consolidated
financial statements to restate the comparative figures for the effects of correctly applying IAS 29
“Financial Reporting in Hyperinflationary Economies”. The effect of this restatement on the
comparative information as previously reported is detailed in the consolidated statement of
changes in shareholders’ equity.

Use of estimates and judgments

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

The most significant estimates and assumptions relate to managements’ estimate of the provision
for loan impairment which is described in Note 16.
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Notes to, and forming part of, the consolidated financial statements

for the year ended 31 December 2005

10

3 Significant accounting policies

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

Basis of consolidation

The Group has established one special purpose entity (SPE) to facilitate the issue of loan
participation notes. The Bank does not have any direct or indirect shareholdings in this entity.
However, the SPE is 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 it operations and net assets are presently attributable to the Bank via a number of agreements.
The financial statements of this subsidiary are included in the consolidated financial statements
from the date that control effectively commences until the date that control effectively ceases.
Intra-group balances and transactions are eliminated in preparing the consolidated financial
statements.

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. Foreign
exchange differences arising on translation are recognised in the 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.

Cash and cash equivalents

The Group considers cash, nostro accounts with the CBR and amounts due from other financial
institutions with an original contractual maturity of 90 days or less and which are free from
contractual encumbrances 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.
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for the year ended 31 December 2005
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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;

- are 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;

- are a derivative (except for a derivative that is a designated and effective hedging instrument); or

- are, upon initial recognition, designated by the entity as at fair through the profit or loss.

All trading derivatives in a net receivable position (positive fair value), are reported as an asset.
All trading derivatives in a net payable position (negative fair value), are reported as a liability.

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, those that the Group upon initial recognition designates as at fair value
through profit or loss, or those which the holder may not recover substantially all of its initial
investment, other than because of credit deterioration.

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; or

- meet the definition of loans and receivables.

Available-for-sale assets are financial 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.

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:
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- 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 cannot 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 amortised cost. Amortised cost is calculated using the
effective interest method. Premiums and discounts, including initial transaction costs, are included
in the carrying amount of the related instrument and amortised based on the effective interest rate
of the instrument.

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 amortised 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.
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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 of 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.

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 due to other banks or to customers, as appropriate. The difference
between the sale and repurchase price represents interest expense and is recognized in the
consolidated income statement over the term of the repo agreement using the effective interest
method.

Securities purchased under agreements to resell (“reverse repo”) are recorded as due from banks
or customers as appropriate. The differences between the sale and repurchase prices are treated as
interest and accrued over the term of the reverse repo agreement using the effective interest
method.

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.

Property and equipment

Owned assets

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

Leased assets

Leases under of which the Group assumes substantially all the risks and rewards of ownership are
classified as finance leases. Equipment acquired by way of a finance lease is stated at an amount
equal to the lower of its fair value and the present value of the minimum lease payments at the
inception of the lease, less accumulated depreciation and impairment losses.

Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated useful
lives of the individual assets. Depreciation commences on the date of acquisition. The estimated
useful lives are as follows:

Equipment 5 to 20 years

Leasehold improvements lesser of lease term or 5 years
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Impairment

Financial assets carried at amortized cost

Financial assets carried at amortized cost consist principally of loans and other 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 the event (or events) has had an impact on the estimated future
cash flows of the loan that can be reliably estimated.

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 or, in the case of loans and receivables that are not individually significant, the group
of loans or receivables 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 income statement
and are only reversed if a subsequent increase in the recoverable amount can be related
objectively to an event occurring after the impairment loss was recognised.

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 respect of these investments are recognised in the income statement and can
not be reversed.
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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.

All impairment losses in respect of non financial assets are recognized in the income statement
and reversed only if there has been a change in the estimates used to determine the recoverable
amount. Any impairment loss 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.

Share capital

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

Dividends in relation to ordinary shares are reflected as an appropriation of retained earnings in
the period when they are declared.

Taxation
Income tax comprises current and deferred tax. Income tax is recognised in the income statement
except to the extent that it relates to items recognised directly to 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 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.
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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.

Interest income and expenses and fee and commission income

Interest income and expense are recognised in the consolidated income statement as they accrue,
taking into account the effective interest rate of the asset/liability or an applicable floating rate.
Interest income and expense include the amortisation of any discount or premium or other
differences between the initial carrying amount of an interest bearing instrument and its amount at
maturity calculated on an effective interest rate basis.

Loan organization 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 fee and commission income is recognised when the corresponding service is provided.

Comparative information

The Group presented term deposits placed by a subsidiary of its parent company as current
accounts and deposits from customers in its previously issued 31 December 2004 financial
statements. In the 31 December 2005 consolidated financial statements these borrowings have
been presented in other borrowed funds. Accordingly the 31 December 2004 comparative
amounts in relation to these borrowings have also been reclassified to other borrowed funds for
consistency purposes. The effect of this change in presentation is as following:

2004

Current accounts and deposits from customers (992,112)

Other borrowed funds 992,112

Segment reporting

A segment is a distinguishable component of the Group that is engaged either in providing
products or services (business segment), or in providing products or services within a particular
economic environment (geographical segment), which is subject to risks and rewards that are
different from those of other segments.
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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 2005, 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 7 Financial Instruments: Disclosures, which is effective for annual periods beginning
on or after 1 January 2007. The Standard will require increased disclosure in respect of the
Group’s financial instruments.

 Amendment to IAS 1 Presentation of Financial Statements – Capital Disclosures, which is
effective for annual periods beginning on or after 1 January 2007. The Standard will require
increased disclosure in respect of the Group’s capital.

 Amendment to IAS 39 Financial Instruments: Recognition and Measurement – Cash Flow
Hedge Accounting of Forecast Intragroup Transactions, which is effective for annual periods
beginning on or after 1 January 2006.

 Amendment to IAS 39 Financial Instruments: Recognition and Measurement – The Fair
Value Option, which is effective for annual periods beginning on or after 1 January 2006. The
amendment restricts the designation of financial instruments as “at fair value through profit or
loss”.

 Amendment to IAS 39 Financial Instruments: Recognition and Measurement and IFRS 4
Insurance Contracts – Financial Guarantee Contracts, which is effective for annual periods
beginning on or after 1 January 2006. The amendment requires guarantees that are not
insurance contracts to be measured at fair value upon initial recognition.
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4 Net interest income
2005 2004

RUR ’000 RUR ’000

Interest income

Loans to individuals 957,421 211,672

Loans to corporate customers 497,728 246,964

Placements with banks and other financial institutions 18,763 3,916

Financial instruments at fair value through profit or loss 2,173 12,604

1,476,085 475,156

Interest expense

Other borrowed funds (260,156) (3,429)

Deposits and balances from banks and other financial institutions (89,736) (29,158)

Current accounts and deposits from customers (43,738) (23,894)

Subordinated debt (19,813) (7,236)

Promissory notes (10,420) (10,665)

(423,863) (74,382)

5 Fee and commission income
2005 2004

RUR ’000 RUR ’000

Transaction processing fees 105,789 59,957

Fees from retailers 72,504 26,065

Foreign exchange fees 40,181 24,578

Cash withdrawals fees 35,033 13,084

Documentary services fees 34,646 12,780

Intermediary services fee 21,856 -

Reimbursement fees from insurance companies 16,639 -

Annual credit card maintenance fees 13,529 7,898

Interbank operation fees 10,541 5,667

Annual account maintenance fees 9,151 8,485

Credit card issuance fees 4,416 5,918

Other 13,841 8,720

378,126 173,152
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6 Fee and commission expense
2005 2004

RUR ’000 RUR ’000

Fees to retailers 45,858 22,058

Credit card fees 30,415 10,362

Credit insurance expense for retail loans granted 17,833 -

Collection operations fees 10,590 7,210

Fees for documentary services 6,935 80

Fees for participation in retail deposits insurance program 5,514 -

Fees for banknote transactions 5,480 5,406

Other 10,695 7,074

133,320 52,190

7 Net loss on financial instruments at fair value through
profit or loss

2005 2004

RUR ’000 RUR ’000

Debt instruments 260 -

8 Net foreign exchange income
2005 2004

RUR ’000 RUR ’000

(Loss)/gain from revaluation of financial assets and liabilities (31,113) 23,446

Gain on spot transactions and derivatives 92,548 6,362

61,435 29,808

9 Net gain on held-to-maturity investments
2005 2004

RUR ’000 RUR ’000

Realised gain on held-to-maturity investment - 8,229
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10 Impairment losses
2005 2004

RUR ’000 RUR ’000
Impairment losses

Loans to customers 462,835 47,219

Off balance sheet items 191 3,999

463,026 51,218

Reversals of impairment losses

Held-to-maturity investment - (2,843)

- (2,843)

Net impairment losses 463,026 48,375

11 General administrative expenses
2005 2004

RUR ’000 RUR ’000

Employee compensation 318,391 160,629

Occupancy 79,782 49,921

Social security premiums and federal budget payments 63,747 38,102

Depreciation 44,784 17,878

Taxes other than on income 42,366 37,562

Professional services 26,389 13,216

Office supplies 26,328 15,724

Advertising and marketing 26,306 17,364

Repairs and maintenance 25,736 8,490

Communications and information services 19,566 7,984

Travel expenses 14,278 1,138

Security 11,094 5,142

Other 23,809 21,930

722,576 395,080

12 Income tax expense
2005 2004

RUR ’000 RUR ’000
Current tax expense

Current year 56,192 37,056

Deferred tax expense

Origination and reversal of temporary differences 7,683 2,585

Total income tax expense in the income statement 63,875 39,641

The Group’s applicable tax rate for current and deferred tax is 24% (2004: 24%).
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Reconciliation of effective tax rate:
2005

RUR ’000

2004

RUR ’000

Income before tax 232,507 124,730

Income tax at the applicable tax rate 55,802 29,935

Non-deductible costs 8,073 9,706

63,875 39,641

13 Due from the Central Bank of the Russian Federation
2005 2004

RUR ’000 RUR ’000

Minimum reserve deposit 240,210 73,616

Nostro account 215,589 133,291

Customer accounts blocked at CBR 22,124 22,275

477,923 229,182

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 balances represent balances with the CBR related to settlement activity and are available
for withdrawal.

The customer accounts blocked at CBR are non-interest bearing deposits for the purpose of
performing foreign currency transactions by the Group’s customers.

14 Placements with banks and other financial institutions
2005 2004

RUR ’000 RUR ’000

Nostro accounts 47,353 28,010

Loans and deposits 883,860 130,655

931,213 158,665

Concentration of placements with banks and other financial institutions
As at 31 December 2005, the Group had four counterparties, whose balances individually
exceeded 10% of total placements with banks and other financial institutions (2004: two). The
gross value of these balances as of 31 December 2005 was RUR 828,050 thousand (2004: RUR
121,056 thousand).
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15 Financial instruments at fair value through profit or loss
2005 2004

RUR ’000 RUR ’000

Assets
Derivative financial instruments

Foreign currency contracts 32,113 11,701

Liabilities
Derivative financial instruments

Foreign currency contracts 20,791 36,393

Foreign currency contracts

The table below summarises, by major currency, the contractual amounts of the Group’s forward
exchange contracts outstanding at 31 December 2005 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 amount Weighted average contracted
exchange rates

2005 2004 2005 2004

RUR ’000 RUR ’000

Buy USD sell RUR
Less than 3 months 755,541 194,241 28.4762 29.0838

Between 3 months and 1 year 2,878,250 221,990 28.9413 29.6837

Buy Euros sell USD
Less than 3 months 170,939 94,526 1.3037 1.1939

Buy USD sell Euros
Less than 3 months 669,913 82,957 0.8193 0.8362
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16 Loans to customers

Industry and geographical analysis of the loan portfolio

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

2005 2004

RUR ’000 RUR ’000

Retail customers

Instant loans 3,531,499 961,034

Car loans 2,575,852 -

Multi purpose loans 1,107,829 219,472

Holiday loans 44,931 25,960

Other 179,347 75,885

Commercial customers

Trade 2,320,235 1,060,888

Construction and real estate 1,103,531 311,610

Manufacturing 1,022,596 619,013

Transportation 362,621 -

Hotel, food and beverage services 151,108 -

Other 123,847 99,717

12,523,396 3,373,579

Provision for impairment (525,418) (62,583)

11,997,978 3,310,996

Contractually overdue loans

Information in relation to contractually overdue loans is summarised as follows:

2005 2004

RUR ’000 RUR ’000

Gross loans with contractually overdue principal and interest 1,515,282 250,246

Provision for impairment (503,614) (62,583)

Net contractually overdue loans recorded in the balance sheet 1,011,668 187,663

Analysis of movements in the provision for impairment

2005 2004

RUR ’000 RUR ’000

Balance at the beginning of the year 62,583 15,364

Net charge for the period 462,835 47,219

Balance at the end of the period 525,418 62,583
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The Group has reviewed its current commercial loan portfolio and has identified five loans
totalling RUR 41,830 thousand which display indicators of impairment and created provisions for
these loans of RUR 36,763 thousand at 31 December 2005. Apart from these five loans, the
Group historically has had no impaired commercial loans and estimates that there were no other
impaired loans which existed at 31 December 2005. Thus it has not provided for the remaining
commercial loan portfolio. Changes in these estimates could effect the loan impairment provision.
For example, to the extent that the net present value of the estimated cash flows differs by plus
one percent, the loan impairment on commercial loans as of 31 December 2005 would be RUR
50,472 thousand higher.

The Group estimates loan impairment on its retail loan portfolio based on its past historical loss
experience on these types of loans. Retail lending is relatively new to Russia, the Group and the
industry have limited historical experience in this type of lending on which to base its provision
for impairment. Changes in these estimates could effect the loan impairment provision. For
example, to the extent that the net present value of the estimated cash flows differs by plus/minus
one percent, the loan impairment on retail loans as of 31 December 2005 would be RUR 69,508
thousand lower/higher.

Loan maturities

The maturity of the Group’s loan portfolio is presented in note 34, 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 credits issued by the Group it is likely that many of
the Group’s commercial 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.

17 Other assets
2005 2004

RUR ’000 RUR ’000

Advances given 73,489 28,469

Amounts blocked as collateral for card settlements 20,751 14,785

Prepayments 10,185 25,185

ATM settlements 9,277 5,421

Other 9,078 3,056

122,780 76,916
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18 Property and equipment
RUR’000

Equipment
Leasehold

improvements Total

Cost

At 1 January 2005 109,675 36,579 146,254

Additions 168,125 22,704 190,829

Disposals (2,028) - (2,028)

At 31 December 2005 275,772 59,283 335,055

Depreciation

At 1 January 2004 (27,146) (7,167) (34,313)

Depreciation charge (29,380) (15,404) (44,784)

Disposals 320 - 320

At 31 December 2005 (56,206) (22,571) (78,777)

Carrying value

At 31 December 2005 219,566 36,712 256,278

At 31 December 2004 82,529 29,412 111,941

19 Deposits and balances from banks and other financial
institutions

2005 2004

RUR ’000 RUR ’000

Vostro accounts 3,358 3,252

Term deposits 1,225,385 937,683

Syndicated loan 1,147,059 -

2,375,802 940,935

During 2005, the Bank received a syndicated loan in the amount of USD 40,000 thousand, which
matures on 13 June 2006 with an interest rate of Libor + 2.25%.

Concentration of deposits and balances from banks and other financial institutions

As at 31 December 2005, the Group had one bank, whose balances individually exceeded 10% of
total deposits from banks and other financial institutions (2004: two). The value of these balances
as at 31 December 2005 was RUR 439,648 thousand (2004: RUR 682,674 thousand).
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20 Current accounts and deposits from customers
2005 2004

RUR ’000 RUR ’000

Current accounts and demand deposits

- Retail 721,596 236,189

- Corporate 1,139,582 422,576

Term deposits

- Retail 655,571 520,480

- Corporate 57,402 61,909

2,574,151 1,241,154

Blocked accounts

As of 31 December 2005, the Group maintained customer deposit balances of RUR 48,068
thousand (2004: RUR 81,332 thousand) which were blocked by the Group as collateral for loans
and off-balance sheet credit instruments granted by the Group.

21 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.

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

Assets Liabilities Net

RUR’000 2005 2004 2005 2004 2005 2004

Financial instruments at fair value through
profit or loss - - (4,286) - (4,286) -

Loans to customers 14,966 - - (2,927) 14,966 (2,927)

Other assets - - (3,618) (4,833) (3,618) (4,833)

Property and equipment - - (13,617) (3,796) (13,617) (3,796)

Other borrowed funds - - (8,721) - (8,721) -

Other liabilities - 122 (3,841) - (3,841) 122

Total deferred tax assets/(liabilities) 14,966 122 (34,083) (11,556) (19,117) (11,434)

The rate of tax applicable for deferred taxes was 24% (2004: 24%).

The above deductible temporary differences do not expire under current tax legislation.
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Movement in temporary differences during the year

RUR’000 Balance
1 January 2005

Recognised in
income

Balance
31 December 2005

Financial instruments at fair value through profit or loss - (4,286) (4,286)

Loans to customers (2,927) 17,893 14,966

Other assets (4,833) 1,215 (3,618)

Property and equipment (3,796) (9,821) (13,617)

Other borrowed funds - (8,721) (8,721)

Other liabilities 122 (3,963) (3,841)

(11,434) (7,683) (19,117)

22 Other borrowed funds
2005 2004

RUR ’000 RUR ’000

Loan participation notes 4,308,449 -

Term deposit placed by LLC Finans International Invest 2,544,182 992,112

Other 626,538 -

7,479,169 992,112

In December 2005 the Group issued USD 150,000,000 of loan participation notes with a coupon
rate of 7.9% which mature on 12 December 2008. The proceeds of the issue were deposited with
Finans Russia Capital S.A. (refer to note 1).

During the second half 2005 LLC Finans International Invest placed a RUR 2,500,000 thousand
deposit with the Group at an interest rate of 8.55% and which matures on 10 September 2007.

23 Subordinated debt

As at 31 December 2005 the Bank had the following subordinated loans:

Principal
amount

USD’000
Interest

rate Issue date Maturity date

2005

RUR’000

2004

RUR’000

1,500 6% 1 October 1999 1 October 2012 43,174 41,623

2,000 6% 16 December 2002 16 December 2012 57,565 55,498

3,000 9% 16 November 2004 17 November 2012 86,348 83,246

3,250 9% 8 July 2005 18 May 2013 93,543 -

7,500 7.5% 1 December 2005 1 October 2015 215,868 -

496,498 180,367
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24 Share capital

Issued capital

The authorised, issued and outstanding share capital comprises 108 thousand ordinary shares
(2004: 28 thousand). All shares have a par value of RUR 5,670. During 2005, 80 thousand
ordinary shares were issued, including 50 thousand at a premium of RUR 3,030 per share.

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

The composition of shareholders and their respective percentage of ownership is as follows:

31 December 2005 31 December 2004

RUR ’000 % RUR ’000 %

Finans International Holding N.V. 600,113 98.00% 158,760 100.00%

Others 12,247 2.00% - -

Effect of the application of IAS 29 214,889 - 214,889 -

827,249 100.00% 373,649 100.00%

Dividends

Dividends payable are restricted to the maximum retained earnings of the Bank, which are
determined according to legislation in the Russian Federation. In accordance with the legislation
of the Russian Federation, as of the balance sheet date, reserves available for distribution amount
to RUR 278,329 thousand (2004: RUR 221,632 thousand).
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25 Analysis by segment

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

The Group is organised into two main business segments:

Commercial banking – includes corporate banking operations which include deposit taking and
commercial lending, settlements and cash operations. Commercial banking services also include
trade finance.

Retail banking – includes retail banking operations which include deposit taking and commercial
lending, settlements and cash operations.

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

31 December
2005

31 December
2004

Assets
Commercial banking 6,339,271 2,517,603
Retail banking 7,738,630 1,452,691
Unallocated assets 102,027 154,966

Total assets 14,179,928 4,125,260

Liabilities
Commercial banking 2,706,288 1,689,306
Retail banking 10,225,047 2,010,250
Unallocated liabilities 86,118 36,961

Total liabilities 13,017,453 3,736,517

Segment information for the main reportable business segments of the Group for the year ended 31
December 2005 is set below:
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Commercial
banking Retail banking Total

External revenue 682,456 1,323,949 2,006,405
Net revenue from other segments (92,162) 92,162 -

Revenue 590,294 1,416,111 2,006,405

Impairment losses (25,613) (437,413) (463,026)
Interest expense (107,843) (316,020) (423,863)
Fee and commission expense (31,101) (102,219) (133,320)
Net foreign exchange translation loss (14,010) (17,103) (31,113)
General administrative expenses (196,515) (526,061) (722,576)

Segment result 215,212 17,295 232,507

Income tax expense (63,875)

Net income after taxes 168,632

Other segment items
Additions of property and equipment 41,982 148,847 190,829
Depreciation and amortisation (9,853) (34,931) (44,784)

Interest expense has been allocated on the basis of the percentage of liabilities employed by each
segment. Net revenues from other segments represent income and expense from lending and
borrowing between segments, which is calculated based on the amount of funds attracted from other
segments and the Group’s interest rate for intersegment borrowings. No costs have been charged to
segments for the use of shareholders' equity.

Segment information for the main reportable business segments of the Group for the year ended 31
December 2004 is set below:

Commercial
banking Retail banking Total

External revenue 340,160 323,150 663,310
Net revenue from other segments 8,927 (8,927) -

Revenue 349,087 314,223 663,310

Impairment losses (1,147) (47,228) (48,375)
Interest expense (51,971) (22,410) (74,381)
Fee and commission expense (6,825) (45,365) (52,190)
Net foreign exchange translation gain 14,867 8,579 23,446
General administrative expenses (139,349) (247,731) (387,080)

Segment result 164,662 (39,932) 124,730

Income tax expense (39,641)

Net income after taxes 85,089

Other segment items
Additions of property and equipment 27,171 48,305 75,476
Depreciation and amortisation (6,436) (11,442) (17,878)



FINANSBANK (RUSSIA) LTD
Notes to, and forming part of, the consolidated financial statements

for the year ended 31 December 2005

31

26 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, fair value interest rate and currency risks, credit risk and liquidity risk. These risks
are managed in the following manner:

Market risk

Price risk
Price risk is the risk that the value of a financial instrument will fluctuate as a result of changes in
market prices, whether those changes are caused by factors specific to the individual instrument or
factors affecting all instruments traded in the market. Price risk arises when the Group takes a
long or short position in a financial instrument.

Fair value interest rate risk
Fair value interest rate risk is the risk that the value of a financial instrument will fluctuate
because of changes in market interest rates. Fair value 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. For further information on the Group’s exposure to fair value
interest rate risk at year end refer to note 33.

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 15 and note 35.

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

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, including guidelines to limit portfolio concentration and
the establishment of a Credit Committee, which actively monitors the Group’s credit risk. The
Group’s credit policy is reviewed and approved by the Management Board.

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in raising funds to meet its
commitments. 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 Management Board. For further
information on the Group’s exposure to liquidity risk at year end refer to note 34.
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27 Commitments

At any time the Group has outstanding commitments to extend credit. 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 two years.

The contractual amounts of commitments and contingent liabilities 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.

2005

RUR ’000

2004

RUR ’000

Contracted amount

Loan and credit line commitments 1,011,049 871,855

Guarantees and letters of credit 659,955 469,807

Credit card commitments 316,269 135,558

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

The Group has recognised a provision for losses relating to guarantees of RUR 5,694 thousand
(2004: RUR 5,503 thousand)

Analysis of movements in the provision for impairment

2005 2004

RUR ’000 RUR ’000

Balance at the beginning of the year 5,503 1,504

Net charge for the period 191 3,999

Balance at the end of the period 5,694 5,503

28 Operating leases

Leases as lessee

Non-cancelable operating lease rentals are payable as follows:
2005 2004

RUR ’000 RUR ’000

Less than one year 23,331 10,290

23,331 10,290
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The Group leases a number of premises and equipment under operating leases. The leases
typically run for an initial period from 3 to 8 years, with an option to renew the lease after that
date. Lease payments are usually increased annually to reflect market rentals.

During the current year RUR 79,782 thousand was recognised as an expense in the income
statement in respect of operating leases (2004: RUR 49,921 thousand).

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 does not have full coverage for its equipment, business interruption, or third party liability
in respect of property or environmental damage arising from accidents on the 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.

Litigation

The Group’s 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 these IFRS financial statements, if the authorities were successful in
enforcing their interpretations, could be significant.
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30 Related party transactions
The Bank’s ultimate parent company is Finansbank Anonim Şirketi, a Turkish joint stock
company, which is ultimately controlled by a single individual, Mr. Husnu Ozyegin.

The Bank enters into related party transactions with members of its Management Board, its parent
company and other subsidiaries of the Group’s ultimate parent company.

Transactions with members of the Management Board

Total remuneration included in employee compensation (refer note 11):

2005 2004

RUR ’000 RUR ’000

Members of the Management Board 41,436 10,048

The outstanding balances and average interest rates as of the balance sheet date with members of
the Management Board are as follows:

2005
RUR ’000

Average
Interest

Rate
2004

RUR ’000

Average
Interest

Rate

Balance Sheet

Assets

Loans to customers 3,386 10.00% - -

Liabilities

Deposits from customers 10,223 7.77% 8,729 4.42%

Amounts included in the income statement in relation to transactions with members of the
Management Board are as follows:

2005 2004

RUR ’000 RUR ’000

Income statement

Interest income 303 -

Interest expense (589) (641)
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Transactions with other related parties

The outstanding balances and the related average interest rates as of 31 December 2005 and
related income statement amounts of transactions for the year ended 31 December 2005 with other
related parties are as follows:

Parent company Subsidiaries of the Group’s
ultimate parent company

Total

2005
RUR ’000

Average
Interest

Rate
2005

RUR ’000

Average
Interest Rate 2005

RUR ’000

Average
Interest

Rate

Balance Sheet

Assets

Placements with banks and other
financial institutions - - 15,674 - 15,674 -

Financial instruments at fair
value through profit or loss - - 13,928 - 13,928 -

Loans to customers - - 80,144 8.82% 80,144 8.82%

Liabilities

Financial instruments at fair
value through profit or loss - - 20,188 - 20,188 -

Deposits and balances from banks
and other financial institutions * - - 467,839 7.50% 467,839 7.50%

Deposits from customers - - 16,008 - 16,008 -

Other borrowed funds ** - - 2,544,182 8.55% 2,544,182 8.55%

Subordinated debt 302,216 7.93% 194,282 7.45% 496,498 7.74%

Off balance sheet items

Guarantees received for loan
participation notes issued by the
Group 4,317,375 - 4,317,375

Income statement

Interest income - 5,575 5,575

Interest expense (9,546) (252,922) (262,468)

Fee and commission income - 45,979 45,979

* Included in deposits and balances from banks and other financial institutions is RUR 431,738
thousand, which represents deposits from one related party bank which, acting in an agent
capacity, attract funds from third parties for the purpose of placing these funds with the Group on
behalf and at the request of the third parties.
** Other borrowed funds with related parties represent a term deposit placed with the Group by
LLC Finans International Invest. This related party was established by the Bank’s parent company
for the purpose of issuing its own bonds to third parties and depositing the proceeds with the
Group.
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The outstanding balances and the related average interest rates as of 31 December 2004 and
related income statement amounts of transactions for the year ended 31 December 2004 with other
related parties are as follows:

Parent company Subsidiaries of the Group’s
ultimate parent company

Total

2004
RUR ’000

Average
Interest

Rate
2004

RUR ’000

Average
Interest Rate 2004

RUR ’000

Average
Interest

Rate
Balance Sheet

Assets

Placements with banks and other
financial institutions - - 5,784 - 5,784 -

Loans to customers - - 22,308 7.50% 22,308 7.50%

Liabilities
Financial instruments at fair
value through profit or loss - - 3,779 - 3,779 -
Deposits and balances from banks
and other financial institutions * - - 683,798 7.95% 683,798 7.95%

Promissory notes - - 314,827 5.16% 314,827 5.16%
Other borrowed funds ** - - 992,112 12.80% 992,112 12.80%

Subordinated debt 83,246 9% 97,121 6.00% 180,367 7,44%

Off balance sheet items
Guarantees received - - - - - -

Income statement

Interest income - 23 23
Interest expense (1,214) (16,517) (17,731)

Fee and commission income - 16,094 16,094
\

* Included in deposits and balances from banks and other financial institutions is RUR 490,724
thousand, which represents deposits from one related party bank which, acting in an agent
capacity, attract funds from third parties for the purpose of placing these funds with the Group on
behalf and at the request of the third parties.
** Other borrowed funds with related parties represent term deposit placed with the Group by LLC
Finans International Invest. This related party was established by the Bank’s parent company for
the purpose of issuing its own bonds to third parties and depositing the proceeds with the Group.

31 Cash and cash equivalents
Cash and cash equivalents at the end of the period as shown in the statement of cash flows are
composed of the following items:

2005 2004

RUR ’000 RUR ’000

Cash 361,643 225,859
Due from Central Bank – nostro accounts 215,589 133,291

Nostro accounts with Banks and amounts due from other financial
institutions with an original maturity of 90 days or less and which are free
from contractual encumbrances 931,213 158,665

1,508,445 517,815
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32 Fair value of financial instruments
The estimated fair values of financial instruments at fair value through profit or loss and loan
participation notes included into other borrowed funds is 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 is calculated using discounted
cash flow techniques based on estimated future cash flows and discount rates for a similar
instruments at the balance sheet date.

Management of the Group believes that fair value of financial instruments does not differ
significantly from their carrying value.

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.

33 Range of interest rates

The table below displays the Group’s interest bearing assets and liabilities as of the balance sheet
date and their corresponding range of effective interest rates at those dates.

31 December 2005 31 December 2004

Minimum Maximum Minimum Maximum

Assets

Placements with banks and other
financial institutions 2.50% 4.26% 1.00% 3.00%

Loans to customers

- Corporate loans 6.46% 31.30% 8.00% 37.31%

- Consumer loans 8.17% 118.60% 10.00% 117.33%

- Credit cards 26.00% 36.00% 26.00% 36.00%

Liabilities

Deposits and balances from banks
and other financial institutions

- Term deposits 2.50% 7.63% 2.00% 12.25%

- Syndicated loan Libor+2.25% Libor+2.25% - -

Deposits from customers 1.00% 11.00% 2.00% 14.00%

Promissory notes 4.5% 4.5% 5.16% 5.17%

Other borrowed funds

- Loan participation notes 8.11% 8.11% - -

- Term deposit placed by LLC
Finans International Invest 8.55% 8.55% 12.8% 12.8%

- Other 9.73% 9.73% - -

Subordinated debt 6.00% 9.00% 6.00% 9.00%
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34 Maturity analysis
The following table shows the Group’s assets and liabilities by remaining contractual maturity dates as at 31 December 2005. Except in relation to the
syndicated loan included into deposits and balances from banks and other financial institutions which carries a variable rate, these remaining contractual
maturity dates also represent the contractual interest rate repricing dates.

Less than 1 to 3 3 months to 1 year to More than No

Overdue 1 month months 1 year 5 years 5 years maturity Total
Assets RUR ’000 RUR ’000 RUR ’000 RUR ’000 RUR ’000 RUR ’000 RUR ’000 RUR ’000
Cash - 361,643 - - - - - 361,643
Due from the Central Bank of the Russian Federation - 407,379 17,216 39,392 13,936 - - 477,923
Placements with banks and other financial institutions - 931,213 - - - - - 931,213
Financial instruments at fair value through profit or loss - 10,999 19,343 1,771 - - - 32,113
Loans to customers 1,011,668 1,478,073 2,622,589 4,694,588 2,191,060 - - 11,997,978
Other assets - 56,525 45,504 - - - 20,751 122,780
Property and equipment - - - - - - 256,278 256,278

Total assets 1,011,668 3,245,832 2,704,652 4,735,751 2,204,996 - 277,029 14,179,928

Liabilities
Financial instruments at fair value through profit or loss - 7,407 10,489 2,895 - - - 20,791
Deposits and balances from banks and other financial
institutions

-
441,384 123,326 1,811,092 - - - 2,375,802

Current accounts and deposits from customers - 2,055,271 154,458 342,943 21,479 - - 2,574,151
Promissory notes - - 1,439 - - - - 1,439
Deferred tax liability - - - - - - 19,117 19,117
Other borrowed funds - - 72,136 18,001 7,389,032 - - 7,479,169
Subordinated debt - - - - - 496,498 - 496,498
Other liabilities - - 50,486 - - - - 50,486

Total liabilities - 2,504,062 412,334 2,174,931 7,410,511 496,498 19,117 13,017,453
?

Net position as at 31 December 2005 1,011,668 741,770 2,292,318 2,560,820 (5,205,515) (496,498) 257,912 1,162,475

Net position as at 31 December 2004 187,663 (422,519) 779,724 (159,481) 304,781 (180,367) (121,058) 388,743
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35 Currency analysis

The following table shows the currency structure of assets and liabilities at 31 December 2005:

RUR USD
Other

currencies Total

RUR ’000 RUR ’000 RUR ’000 RUR ’000

Assets

Cash 220,483 129,885 11,275 361,643

Due from the Central Bank of the Russian Federation 477,923 - - 477,923

Placements with banks and other financial
institutions 13,155 901,338 16,720 931,213

Financial instruments at fair value through profit or
loss 32,113 - - 32,113

Loans to customers 8,949,347 2,323,124 725,507 11,997,978

Other assets 84,582 23,147 15,051 122,780

Property and equipment 256,278 - - 256,278

Total assets 10,033,881 3,377,494 768,553 14,179,928

Liabilities

Financial instruments at fair value through profit or
loss 20,791 - - 20,791

Deposits and balances from banks and other
financial institutions 368,820 1,835,645 171,337 2,375,802

Current accounts and deposits from customers 1,612,602 862,461 99,088 2,574,151

Promissory notes - 1,439 - 1,439

Deferred tax liability 19,117 - - 19,117

Other borrowed funds 3,170,720 4,308,449 - 7,479,169

Subordinated debt - 496,498 - 496,498

Other liabilities 40,055 9,373 1,058 50,486

Total liabilities 5,232,105 7,513,865 271,483 13,017,453

Net on balance sheet position as of 31 December
2005 4,801,776 (4,136,371) 497,070 1,162,475

Net off balance sheet position as of 31 December
2005 (3,633,791) 4,132,765 (498,974) -

Net on and off balance sheet position as of 31
December 2005 1,167,985 (3,606) (1,904) 1,162,475

Net on and off balance sheet positions as of 31
December 2004 407,617 (28,238) 9,364 388,743

Net RUR on and off balance sheet positions approximates the amount of the Group’s total
Shareholders’ Equity of RUR 1,162,475 thousand (2004: RUR 388,743 thousand).

36 Subsequent events
In February 2006 the Bank issued USD 100 000 thousand of Loan Participation Notes through
Finans Russia Capital S.A. (refer to note 1). The notes mature in 2008 and the coupon rate is
7.9%.


