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1.  KEY ACTIVITIES

These financial statements include separate financial statements of Open Joint Stock Company Bank “Narodniy Credit” (hereinafter the “Bank”). Since the Bank does not have any subsidiaries or associated companies, the financial statements does not include financial statements data of any companies other than the Bank.

Open Joint Stock Company Bank “Narodniy Credit” is a commercial bank established as an open joint stock company. The Bank has been performing operations under the licenses for carrying out banking operations, issued by the Central Bank of the Russian Federation since 1993. The primary activity of the Bank is commercial and retail banking on the territory of the Russian Federation.

Until 2009 the Bank acted as a limited liability company. The Bank was reorganized into an open joint stock company by the decision of the General Meeting of the Shareholders held in September 2008 (Minutes No.2 as of 02.09.2008). The Bank reorganization was completed in April 2009. Federal Tax Service Certificate of Legal Entity State Registration was issued on March 18, 2009, Central Bank Certificate of Credit Organization Registration was issued on March 18, 2009. The license to carry out banking operations as of March 18, 2009 and the Memorandum and Articles of Association of OJSC Bank “Narodniy Credit” were received by the Bank on April 10, 2009 (Letter of the Central Bank of the Russian Federation No.18-7-04/30058 as of 10.04.2009).
The issue of the Bank shares was registered in May 2009 (Share Issue Registration Letter of the Department of the Activity Licensing and Credit Organizations Financial Restructuring of the Bank of Russia No.33-1-7/2724 as of 21.05.2009, Placement Report Registration Letter of the Department of the Activity Licensing and Credit Organizations Financial Restructuring of the Bank of Russia No.33-1-7/2725 as of 21.05.2009), securities issue registration number 10102401В.
The Bank is involved in the scheme of obligatory insurance of individuals’ deposits with banks of the Russian Federation approved by the Federal Law On Insurance of Individuals’ Deposits with Banks of the Russian Federation. In case the license of the Bank is revoked or in case the Bank of Russia imposes a moratorium on payments, 100% of deposits not exceeding 700,000 rubles per an individual are paid under the scheme of obligatory insurance of individuals’ deposits with banks of the Russian Federation.

All Bank subdivisions are located in the territory of the Russian Federation.

As of December 31, 2010 the Bank had: 

- head office in Moscow,

- 1 additional office in Moscow,

- 3 branches in Rostov-on-Don, Sochi, St. Petersburg,

- 3 additional office in Sochi.

The Bank is registered at: 42, str. 1 Pyatnitskaya ul., Moscow, 119017, the Russian Federation.

Average annual number of Bank personnel amounted to 180 persons in 2010 (137 persons in 2009).
The Bank was not a part of any bank or financial industrial groups or holdings as of the date of preparation of these financial statements.

The information on Bank shareholders structure is specified in the notes to share capital and related parties.

2 .  ECONOMIC ENVIRONMENT WHERE THE BANK CONDUCTS ITS BUSINESS
It is important to note that over the last years the economic situation in the Russian Federation was improving. However it should be taken into account that the banking sector in the Russian Federation is particularly sensitive to fluctuations in exchange rates and economic situation.

In addition, it should be taken into account that the present economic conditions still limit the extent of operations carried in financial markets. Market quotations may not reflect financial instruments value that could be defined in the existing active market, sellers and customers carry out operations on. In this regard the Bank management used the most precise information available, while preparing these financial statements to correct market quotations to record own estimation of fair value, if appropriate.

At that it should be taken into account that operations carried out by the Bank on the territory of the Russian Federation bear the following risks:

· Russian ruble used in the Bank operations is not considered a convertible currency outside the Russian Federation, hence conversion of any Russian ruble amounts  into U.S. dollars or any other currency does not mean that ruble amounts were or could be or will be converted into U.S. dollars or any other currency at any rate in future,

· Recently the Russian Federation faced political and economical instability which effected and may thereafter effect activities of Russian Federation enterprises. In this connection business activity performed in Russia is subject to risks not peculiar to countries with developed market system.

These Financial Statements reflect Bank management estimation of possible effect of economic situation on Bank activities and financial position. Further developments may differ from the management estimation and effect significantly Bank activities and financial position.

3.   FUNDAMENTALS OF REPORTING
These Financial Statements were prepared by the Bank in accordance with the International Accounting Standards (IAS) including all standards and interpretations of the Standing Interpretations Committee and International Accounting Interpretations Committee effective as on January 1, 2010.

The Bank keeps accounting in the currency of the Russian Federation and performs accounting records in accordance with the banking laws of the Russian Federation. The Financial Statements have been prepared on the basis of these accounting records with corrections made to bring such statements to conformity with all material aspects of the International Accounting Standards.

Main corrections are made with regard to recognition of deferred tax assets and liabilities, calculation of incoming balance at the beginning of the earliest period presented in the Financial Statements consistent with IAS 29 Financial Statements in the context of hyperinflation, reclassification of financial assets and financial liabilities and their assessment based on IAS 39 Financial Instruments: Recognition and Assessment and IAS 32 Financial Instruments: Disclosure and Presentation.

The accounting policy applied corresponds to that used in the preceding financial year, except for new revised standards used by the Bank which are to be used in annual periods beginning on January 1, 2010.

New revised standards and interpretations as currently being applied to Bank activities are listed below along with the description of the effect of these standards on the Bank accounting policy.

IAS Improvements (issued in April 2009; most of amendments are effective for annual periods beginning on or after January 1, 2010). International Accounting Standards Board issued a second collection of amendments to IAS, mainly, to eliminate internal discrepancies and to verify wording:

- amendment to IFRS 5 Non-Current Assets Held for Sale and Discontinued Operations (hereinafter IFRS 5) clarifies that requirements to disclosure of non-current assets or disposal groups classified as held for sale as well as of discontinued operations are specified only in IFRS 5. Requirements to disclosure contained in other IFRS are not applied, unless specially stated as with regard to such non-current assets or discontinued operations. Amendment to IFRS 5 is used prospectively for annual periods beginning on January 1, 2010.

- amendment to IAS 7 Cash Flows Statement specifies that only expenses leading to assets recognition can be classified as investment cash flows.

The said amendments did not have a material effect on the Bank Financial Statements.

In addition, annual financial statements for the period beginning on January 1, 2010 shall be based on the revised standards and interpretations which are not currently being applied to Bank activities. Such standards and interpretations are listed below along with the conditions due to which the Bank accounting policy was not effected by amendments made to the stated documents:

- IAS 27 Consolidated or Separate Financial Statements (hereinafter IAS 27) (revised in 2008; effective for annual periods beginning on or after July 1, 2009), as far as the Bank is not a member of any group and does not prepare consolidated statements.

- amendment to IAS 39 Financial Instruments: Recognition and Assessment – Eligible Hedged Items (issued on August 2008; effective for annual periods beginning on or after July 1, 2009), as far as the Bank does not carry on hedging operations.

- IFRS 1 First-Time Adoption of International Financial Reporting Standards (hereinafter IFRS 1) (revised in November 2008; effective for annual periods beginning on or after July 1, 2009). Revised IFRS 1 includes previous version content, but differs in structure that simplifies it for understanding of users, as far as the Bank has used the International Financial Reporting Standards for the past several years.

- amendment to IFRS 2 Equity-Based Payments - Group Cash-Settled Equity-Based Payment Transactions (issued in June 2009; effective for annual periods beginning on or after January 1, 2010), as far as the Bank does not use equity-based payments.

- IFRS 3 Business Combinations (hereinafter IFRS 3) (revised in January 2008; effective for business combinations with a purchase date falling on or following July 1, 2009, the beginning of the first annual accounting period), as far as the Bank is not a member of any group and does not prepare consolidated statements.

- Improved IFRS (issued in April 2009; most amendments became effective for annual periods beginning on or after January 1, 2010). The International Financial Reporting Standards Board issued a second collection of amendments to IRFS, mainly, to eliminate internal discrepancies and clarify wording. The amendments below do not affect Bank activities:

 - amendment to IFRS 8 Operating Segments sets out that segment assets and liabilities should be disclosed only if these assets and liabilities are included in the assessment used by the executive agency held liable for making operational solutions, as far as the Bank does not provide for a segmental analysis (since Bank debt securities do not circulate in the Formal Market for Securities);

 - amendment to IAS 36 Impairment of Assets states that the largest subdivision possible to be used prior to aggregation to distribute goodwill acquired as a result of business combination is an operational segment as per IFRS 8. Amendment to IAS 36 is applied prospectively for annual periods beginning on January 1, 2010. This amendment did not affect the Financial Statements of the Bank, as far as the Bank does not prepare consolidated statements.

- IFRIC Interpretation 17 Distributions of Non-Cash Assets to Owners (hereinafter IFRIC 7) (issued in November 2008; effective for annual periods beginning on or after July 1, 2009).

This amendment did not affect the Financial Statements of the Bank, as far as the Bank does nor carry on operations of this sort.

As is evident from the foregoing, the use by the Bank of new revised standards to be applied to annual periods beginning on January 1, 2010 entailed neither the necessity of reclassification of any statement indicators nor the necessity of comparative data correction.

A number of new standards, amendments to and interpretations of these standards had not come into effect by December 31, 2010 and were not used while preparing these financial statements. The foregoing standards and amendments being a part of the said introductions may potentially affect financial and economic activities of the Bank. The Bank intends to start using the said standards and amendments after they have become effective. Currently the Bank is estimating the effect of such changes on its Financial Statements.
IAS 24 Related Party Disclosures (hereinafter IAS 24) (revised in November 2009; effective for annual periods beginning on or after January 1, 2011). Revised IAS 24 simplifies the requirements to disclosure of organizations dealing with state bodies and specifies the definition of related parties.

Currently the Bank is estimating revised IFRS 24 effect on its Financial Statements.

IFRS 9 Financial Instruments (Part 1) (hereinafter IFRS 9) (issued in November 2009; effective for annual periods beginning on or after January 1, 2013). IFRS 9 will replace IAS 39 Financial Instruments: Recognition and Assessment. Organizations may in advance use the first part of the standard for annual periods ending on or after December 31, 2009. The first part of IFRS 9 presents new requirements to financial assets classification and assessment. For further assessment all financial assets are to be, in particular, classified as those assessed at amortized value and those assessed at fair value through profit or loss, at that an irrevocable selection of reassessment record of equity-based financial instruments not held for sale through other consolidated income provides in the consolidated income statement is possible.

- Amendments to IAS 32 Financial Instruments: Presentation (hereinafter IAS 32) - Classification of Rights to Acquisition of Supplement Shares (issued in October 2009; effective for annual periods beginning on or after February 1, 2010). Due to amendments resulted in changes to the financial liability definition stated in IAS 32, rights to acquisition of supplement shares as well as some options and variants are classified as equity instruments. It is applicable in case all holders of non-derivative equity-based financial instruments of same class organizations are provided on a pro-rata basis with rights to a set number of supplement shares for a fixed amount of funds in any currency.

- Amendments to IFRS 7 Financial Instruments: Disclosures - Disclosures of Transfers of Financial Assets (issued in October 2010; effective for annual periods beginning on or after July 1, 2011, at that pre-term use is possible). According to amendments information on risks resulted from transfer by the reporting organization of financial assets (including cases of securitization) is subject to disclosure in notes which constitute a part of financial statements.

- IFRIC Interpretation 19 Extinguishing Financial Liabilities with Equity Instruments (issued in November 2009; effective for annual periods beginning on or after July 1, 2010). This interpretation presents instructions on accounting of organization-debtor’s equity instruments issued for extinguishing financial liabilities.

- IFRS Improvements (issued in May 2010; most amendments will be effective for annual periods beginning on or after January 1, 2011). The International Accounting Standards Board issued a collection of amendments to IFRS, mainly, to eliminate internal discrepancies and to clarify wording:

- amendment to IFRS 7 Financial Instruments: Disclosure specifies the procedure for interaction between quantitative and qualitative disclosures about nature and degree of risks related to financial instruments.

- amendment to IAS 1 Presentation of Financial Statements specifies disclosures about changes to own funds composition.

Currently the Bank is estimating IFRS 9 effect on its Financial Statements.

These Bank Financial Statements are prepared on the basis of activity continuity concept according to which asset divestiture and liabilities fulfillment are performed in the same way as ordinary operations.

Financial statements preparation requires estimations and assumptions affecting recorded amounts of assets and liabilities, disclosure of contingent assets and liabilities as of the date of financial statements preparation, as well as the amount of income and expenses incurred during a fiscal period. Issues which require optimum estimation and which are essential for financial statements are disclosed in Note 31.

4.  ACCOUNTING POLICY PRINCIPLES

4.1.  Consolidated Financial Statements

As already mentioned above, the Bank does not have subsidiaries or associated companies, therefore these financial statements do not include financial statements data of any companies other than the Bank. 

4.2.  Associated Companies

Associated companies are organizations with 20% to 50% of voting shares belonging to the Bank or organizations which activities are influenced significantly, but not controlled by the Bank.

The Bank did not have any associated companies in the fiscal period.

4.3. Key Estimation Methods

When recording financial instruments the Bank uses the methods of their estimation at fair value, amortized value or at cost value.

The fair value is an amount to exchange asset or to regulate liabilities when settling transactions among those well-informed independent parties intending to settle such transaction.

Financial instruments are considered quoted on the active market, provided quotations on these instruments are determined regularly and the information on them can be received on the share market via information analysis systems or other contributing sources, and provided these values show actual and regular market operations performed by independent market participants.

The fair value of financial instruments quoted on the active market is determined on the basis of:

- share market quotations (market values), generally, for financial instruments circulating due to trade organizers;

- financial assets demand prices and financial liabilities supply prices and calculated fair value determined on the basis of information analysis system data (e.g. Reuters and Bloomberg) and data of market dealers and other sources.

In case there are no current quotations on the active market to determine a fair value the following is possible to be used:

- latest quotation (demand (supply) price) according to the data from external independent sources, in case no significant changes in economic conditions took place in the period from its determination till the reporting date;

- price of actual transaction settled by the Bank under standard terms, in case no significant changes in economic conditions took place in the period from its settlement till the reporting date. In case the economic conditions significantly change the said quotation (transaction price) is to be quoted on the basis of this quotation (transaction price) replacement by similar financial instrument. The said latest quotation (transaction price) can be quoted under debt securities with their circulation period to be taken into consideration.

The Bank classifies information used while determining the financial instrument fair value in terms of original data used in estimations as follows:

- current prices (quotations) on the active financial instruments market similar to estimated financial instrument ones (level 1);

- in case there is no information on current prices (quotations): a price of the latest transaction made on the active market (provided no significant changes in economic conditions took place in the period from transaction settlement till the end of the fiscal period) and current prices (quotations) on comparable financial instruments (provided the conditions have changed since transaction settlement), as well as the information based on market data (level 2);

- prices calculated by estimation methods, which original data are not bases on observed market data (level 3).

Fair value determination is based on assumption of continuation of business carried on by the organization that has no intention or necessity to terminate or reduce the scale of its business or carry on operations under disadvantageous conditions. Thus, the fair value is not equivalent to the sum received by the Bank from compulsory transactions, liquidation or property sale for debt repayment.

To determine the fair value of financial instruments, the information on market prices (quotations) of such instruments is not provided in external sources, the following estimation methods are used: discount cash flow model and analysis of financial information on investment objects. In case there is a method of financial instrument estimation widely applied by market participants and proved reliability of estimates and prices received further to actual market transactions, this estimation method is sufficient to be used to determine an instrument price. The estimation method used can be selected for each particular fair value determination. At that, unless otherwise stipulated, estimation methods based on share market prices and demand and supply quotations are applied.

The financial asset or liability amortized value is the value obtained as a result of deduction of amounts of any payments made (received) from an asset or liability value during the initial recognition, and adjusted to accumulated amortization differential between amounts initially recognized and actually received (paid) in terms of the financial instrument, as well as to the amount of loss from impairment of the said instrument. 

Amortization of the above differential is performed on the basis of effective interest rate. Augmented interest includes deferred transaction expenses amortization during initial recognition of any bonuses or discounts from repayment amount using effective interest rate. Augmented interest income and expenses including augmented coupon profit and amortized discount and bonus are included in other assets and liabilities. As for financial assets and liabilities with floating rate cash flows and effective rate are recalculated at the time of new coupon (interest) rate setting. The effective rate is recalculated on the basis of current carrying amount and future payments. At that, the current book value of financial instruments is not changed and a new effective rate is used when calculating amortized value.

The effective interest method is a method of calculation of amortized value of financial assets or liabilities and accrual of interest income or expenses on interest payment during the relevant validity period of financial assets or financial liabilities. The effective interest rate is the rate of discounting future money payments or receipts provided during financial instrument validity period or, if applicable, during a short period of time to net carrying amount of financial assets or liabilities. In calculation of the effective interest rate the Bank estimates cash flows with respect to all contractual terms concerned with financial instruments (e.g., advanced repayment option), without consideration of anticipatory credit losses. This calculation includes all commissions and fees paid and received by the parties under the agreement, which constitute a part of effective interest rate calculation, transaction expenses, and other bonuses and discounts. In case doubts cast on credits repayment, these credits are revaluated down to their recoverable value with further interest income recognition based on the rate used for discounting anticipatory cash flows to determine recoverable value. Cash flows and the estimated date of similar financial instruments are expected to be accurately estimated. However, in some cases when cash flows and expected validity time are impossible to be estimated, the Bank shall use cash flows covered by agreement during the whole period of the financial instrument provided for in the agreement.

The cost value is an amount of cash or cash equivalents paid or a fair value of other indemnity provided for assets acquisition as at the date of acquisition, and includes transaction expenses. Assessment at cost value applies only to investments into equity instruments, which do not have market quotations and the fair value of which is impossible to be assessed reliably, and to derivative financial instruments, which are related to equity instruments having no quotations in the open market and are subject to repayment by such equity instruments. Transaction expenses are extra expenses directly related to acquisition, issue and retirement of financial instruments and including remuneration and commissions paid to agents, advisors, brokers, dealers, fees paid to regulatory bodies and stock exchange markets, as well as taxes and fees collected during property transfer. Transaction expenses do not include bonuses or discounts on debt liabilities, financing expenses, domestic administrative expenses or storage expenses.

4.4.  Initial Recognition of Financial Instruments

During initial recognition of financial assets or financial liabilities the Bank assesses them at fair value. At that, in case financial assets or financial liabilities are not assessed at fair value through profit or loss the Bank estimates transaction expenses directly related to acquisition or issue of financial assets or financial liabilities. Profit or loss during initial recognition of financial assets or financial liabilities is accounted only if the transaction price differs from fair value, that is confirmed by other market transactions for actual performance involving the same instrument or estimation method that uses only present market data as base data.

Financial asset purchase and sale is recorded under standard calculation terms as of the date transaction is made, i.e. the date on which the Bank undertakes an obligation to purchase or sell this asset, or as of the date of calculations, i.e. the date of financial asset supply to or by the Bank. The Bank consistently uses the selected method when performing all purchases and sales of financial assets of same category. To this effect financial assets held for sale form a category different from financial assets assessed at fair value through profit and loss. When recording as of the date transaction is settled the following is provided:

- recognition of the financial asset receivable and obligation on payment of this asset on the date of transaction settlement; and

-  derecognition of the asset as a sale subject, recognition of any profit or loss from asset retirement and recognition of customer’s receivables to be repaid on the date of transaction settlement;

When recording as of the date calculations are made the following is provided: 

- asset recognition on the date of its transfer to the Bank; and

- asset derecognition and recognition of any profit or loss from its retirement on the date of supply by the Bank.

When recording as of the date calculations are made the Bank considers any change in fair value of the financial asset receivable in the period between the transaction settlement date and calculation date, exactly as it considers any change in acquired asset value, i.e. a value change does not apply to assets recorded at cost or amortized cost; this change covers profit or loss as applied to assets classified as financial assets at fair value through profit or loss and is recognized as a component of consolidated income included in the consolidated income statement as applied to assets classified as available-for-sale assets. When recording as of the date transaction is settled prior to the date of calculations performance operations are classified as derivative financial instrument operations.

4.5.  Impairment of Financial Assets

The Bank makes provisions for possible impairment of all financial assets categories, except for those at fair value through profit or loss.

Financial asset impairment may result in losses only if there are objective impairment indicators due to one or several events occurred after initial asset recognition (loss event) and if such loss event (events) has such an effect on future financial assets related cash flows that can be estimated reliably.

The dominant factor the Bank considers to determine whether financial assets are impaired or not (loss events) is a past-due debt and possibility to use the relevant provision, if any. The financial asset is considered expired, in case the other party failed to effect payment within the period set forth in the agreement.

Other basic criteria which are also considered during identification of impairment objective evidence (loss events) are specified below:

- any due installment fell into default and delay in payment may not be classified as the delay resulted from payment system troubles;

- borrower or issuer experiences large financial problems as evidenced by financial statements submitted by the borrower or issuer to the Bank;

- borrower or issuer considers the possibility of bankruptcy;

- untoward changes in borrower’s or issuer’s financial solvency caused by changes in national or regional economics, which have impact on the borrower or issuer;

- collateral value is reduced materially due to  adverse market conditions;

- a loan or provided a borrower with favorable conditions for economic or legal reasons, which would not occurred otherwise;

- breakdown of the active market of a certain financial asset as a result of financial difficulties faced the issuer (but not as a result of the asset no longer circulating in the market);

- information on issuer’s or borrower’s tendency to violate agreement terms and conditions concerned with similar financial assets.

Loss from impairment of financial assets at amortized cost is recorded in the consolidated income statement as they are incurred due to one or more events that took place after financial asset initial recognition.

The Bank avoids impairment loss during the initial recognition of the financial asset.

To the extent the Bank does not have objective impairment evidence for the financial asset individually assessed irrespective of such asset significance it is included in the group of financial assets having similar loan risk indicators and is estimated with respect to impairment along with them.

For the purpose of collective estimation of impairment financial assets are grouped according to loan risk indicators. These indicators are used in estimation of future cash flows associated with such assets and represent a debtor’s ability to repay all amounts due in accordance with contract conditions related to estimated assets. 

Future cash flows in the financial assets group which are collectively estimated with respect to impairment are determined on the basis of contract cash flows throughout the remaining validity period of the asset and on the basis of Bank statistics of the size of the past-due debt resulted from loss events and on the basis of the possibility to repay the past-due debt. Correction of last years statistics is performed on the basis of current data observed to reflect the effect of current conditions not influenced preceding periods as well as to eliminate the effect of latest events no longer existing in the current period.

The financial asset impairment loss either reduces a financial asset carrying amount, or is recognized  via provision against financial asset impairment to the extent necessary to reduce the asset carrying amount to current value of expected cash flows (which does not include prospective loan losses still not incurred) discounted with the use of initial effective interest rate of this asset. The calculation of the discounted value of expected cash flows or collateral financial value includes cash flows which might may result from a loaner taking into possession of debtor’s property less expenses on provision acquisition and sale regardless of loaner’s possibility to take into possession of debtor’s property.

In case of reduction of the amount of financial asset impairment in the following period, which can be objectively referred to the event occurred after financial asset impairment recognition (e.g. debtor’ loan upgrade), previously recorded impairment loss is restored by adjustment of the created provision using a consolidated income statement.

The financial assets retirement of which is impossible and in respect of which all the procedures have been carried out to completion for full or partially recovery and a final loss amount is determined, are subject to writing off at the expense of the balance provision for impairment. In case the revised terms concerning impaired financial assets differ markedly from previous ones a new asset is to be initially recognized at fair value.

Available-for-sale financial assets impairment loss are recorded in the consolidated income statement as and when they are incurred due to one or more events (loss events), occurred after initial recognition of available-for-sale financial assets. Significant or long run reduction of fair value of equity security classified as available-for-sale to the amount under acquisition cost of such security is indicative of its impairment. In case of impairment, accumulated loss determined as a differential between acquisition cost and current fair value less loss incurred as a result of impairment of the asset that was initially recognized on profit and loss accounts is transferred from own funds accounts to profit and loss accounts. Equity instruments impairment loss is not restored through profit and loss accounts; after impairment fair value increase is recognized as a part of own funds structure.

As for debt instruments classified as available for sale, estimation of impairment indicators is carried on according to criteria (loss event) that were used during estimation of financial assets at amortized cost. Loss amount to be recorded in the consolidated income statements is equal to the differential between asset acquisition cost (less payments in satisfaction of principal debt and adjusted for amortization of assets estimated by the effective interest method) and current fair value less asset impairment loss that was recognized in the consolidated income statements before. Interest income upon impaired assets is charged with regard to amortized expenses determined on the basis of impairment loss recognition and the interest rate used to discount future cash flows to estimate impairment loss.

The interest income is recorded according to Item “Interest income” of the consolidated income statements. Should the fair value of the debt instrument classified as available-for-sale increase in the following fiscal period and should such increase be objectively classified as the event occurred after the loss from impairment on profit and loss accounts has been recognized, this impairment loss is to be restored through profit and loss accounts of the current fiscal period.

4.6.  Derecognition of Financial Assets

The Bank suspends financial assets recognition in the following cases:

- expiration of contractual rights of demand for financial asset cash flows;

 or

- financial asset transfer that matches derecognition criteria.

The financial asset is declared to have been transferred by the Bank in the event that:

- the Bank transfers contractual rights to receive financial asset cash flows;

 or

- it reserves contractual rights to receive financial asset cash flows and assumes contractual obligations on making cash payments in favor of one or several recipients, as well as under other certain conditions, if any.

At financial asset transfer the Bank estimates risks and rewards associated with holding of this asset.

At that:

- if the Bank transfers a considerable part of all risks and rewards associated with financial asset holding, this financial asset is to be derecognized. Rights and liabilities occurred or reserved during financial asset transfer are to be separately recognized as assets and liabilities;

- if the Bank reserves a considerable part of all risks and rewards associated with financial asset holding, this financial asset recognition is to be continued;

-  if the Bank neither transfers or reserves a considerable part of all risks and rewards associated with financial asset holding, it determines whether this financial asset is still under control. If the control is no longer provided the Bank should suspend recognition of the financial asset transferred. Rights and liabilities occurred or reserved during financial asset transfer are to be separately recognized as assets and liabilities. In case the control is further exercised, the Bank continues to recognize financial assets transferred to the extent it participates in.

In case the assets are reissued under significantly changed conditions, reissued asset recognition is to be suspended and the assets received are to be declared as reacquired ones. In case of the reissue of assets under conditions not subjected to significant changes, the assets received are recorded at the carrying amount of the reissued assets.

4.7  Cash and Cash Equivalents

Cash and cash equivalents are available cash and cash on current accounts with the Bank as well as cash equivalents which constitute short-term highly liquid investments convertible into the foregone cash amount and which are exposed to negligible cost changes risk. All short-term interbank distributions, except for “over night” ones, are presented as parts of funds with other banks. Amounts somehow limited in use are excluded from cash or cash equivalents.

4.8.   Rest Funds on Accounts with the Bank of Russia

Rest funds on accounts with the Bank of Russia represent funds deposited with the Bank of Russia and not held for financing current Bank operations. Therefore, they are to be excluded from cash or cash equivalents to prepare a statement of cash flows.

4.9.  Financial Assets at Fair Value through Profit or Loss

Financial assets at fair value through profit or loss held for sale and other financial assets classified as assets at fair value through profit or loss during initial recognition are referred by the Bank to this category.

Financial assets are classified as held for sale if they are acquired for sale in a short term and are included in portfolio of recognized financial instruments controlled as a whole and representing profit taking during transactions. Derivative financial assets with positive fair value are determined in the way financial assets at fair value through profit and loss are done, provided they are not referred to derivative instruments being efficient hedging instruments.

Other financial assets classified as assets at fair value through profit and loss include financial assets which were referred to this category at initial recognition. The Bank refers financial assets to this category only if such classification eliminates or reduces a number of accounting discrepancies which would otherwise result from assets assessment or recognition of the relevant income and expenses by different methods. In addition, the Bank refers financial assets to this category on the condition it manages a group of financial assets and estimates their efficiency on the basis of fair value according to documented risk management strategy or investment strategy.

Initially and in the future financial assets at fair value through profit or loss are recorded at fair value that is calculated either on the basis of market quotations or different estimation procedures with assumption concerning the possibility of future sale of these financial assets. Depending on the circumstances different estimation methods can be used. The most advantageous thing to determine an instrument fair value is active market price quotations published. If there is no active market the methods including information on latest market transactions between knowledgeable independent parties intending to settle such transactions, and address to current fair value of another similar instrument, results of discounted cash flows analysis and options pricing models analysis are used. The estimation method, if any, widely applied by market participants to determine an instrument price and proved estimates of prices obtained in the course of actual market transactions to be reliable is practiced.

Realized and unrealized income and expenses related to operations with financial assets at fair value through profit and loss are recorded in the consolidated income statement for the period they occurred in and in the income less expenses operations with financial assets at fair value through profit and loss. Interest income upon financial assets at fair value through profit and loss is recorded in the consolidated income statement as interest income upon financial assets at fair value through profit and loss.

Received dividends are recorded in the consolidated income statement as a part of operating income.

The Bank classifies financial assets at fair value through profit and loss as to the relevant categories upon their acquisition.

4.10. Repurchase Agreements, Securities Borrowing
Transactions that entail an obligation to repurchase securities (repo transactions) are recognized as transactions on secured borrowing of funds. Securities transferred in a transaction that entails an obligation to repurchase them are recognized as Financial assets at fair value through profit or loss, Available-for-sale financial assets, and Held-to-maturity financial assets depending on the category of a financial instrument in which they were included as of the date of sale. In case terms of the transaction permit the purchaser to sell or repledge the financial assets, they are reclassified to Available-for-sale pledged assets and recognized separately in the category they were reclassified out of.
The relevant liabilities on borrowed funds are recognized as Funds from other banks or Other borrowed funds. The difference between the sale and repurchase prices is recognized as interest expenses on an accrual basis over the repurchase agreement term using the effective interest method.

Transactions that entail an obligation to resell securities (reverse repo transactions) are recognized as transactions on secured provision of funds. Securities received in a transaction that entails an obligation to resell them are not recognized on a balance sheet.

The relevant claims on the provided funds are recognized as Funds with other banks or Loans and receivables. The difference between the purchase and resale prices is recognized as interest income on an accrual basis over the repurchase agreement term using the effective interest method.

Securities borrowed by counterparties from the Bank are further recognized as securities in the  financial statements of the Bank. Borrowed securities are not recognized. In case, such securities are sold to third parties the financial result of purchase and sale of such securities is recognized in the consolidated income statement as Income less expenses from transactions with financial assets at fair value through profit or loss. Liabilities of return of such securities are recognized as Financial liabilities at fair value through profit or loss held for trading.

4.11. Funds with other Banks

Funds with other banks are recognized when the Bank provides funds to contracting banks (including the Central Bank of the Russian Federation) with a fixed or determinable maturity date. At that the Bank does not intend to trade the relevant receivables not related to derivative financial instruments and not quoted in an open market.

Funds allocated to other banks are recognized as of the issue (deposit) date. When current loans and deposits are initially recognized, they are assessed at fair value. Then loans and deposits are assessed at amortized cost with reduction for impairment. Amortized cost is based on the fair value of the loan or deposit calculated on the basis of the existing interest rate on similar loans and deposits as of the loan issue or deposit date.

The difference between the fair and nominal values of the loan (deposit) due to loan (deposit) interest rates higher or lower than the existing ones is recognized in the consolidated income statement as of the loan issue (deposit) date as Income from interest rates on assets higher (lower) than market rates. Subsequently, the carrying amount of such loans (deposits) is adjusted for amortization of such income/ (expense) and interest income is recognized in the consolidated income statement using the effective interest method.

The procedure of assessment of financial assets impairment is given in Section 4.5 Impairment of Financial Assets.

4.12. Loans and Receivables, Provisions for Impairment of Loan Portfolio

This category includes non-derivative financial assets with fixed or determinable payments that are not quoted in an active market except for:

a) those intended for sale immediately or in the nearest future, which shall be classified as held for trading initially assessed at fair value through profit or loss;

b) those that are determined as available-for-sale after initial recognition;

c) those that are not sufficient for coverage of the owner's material amount of initial investment due to reasons other than decrease in creditworthiness and which shall be classified as available-for-sale.

Loans and receivables are initially recognized at fair value plus transaction costs (i.e. the fair value of a paid or received reimbursement). In an active market, fair values of loans and receivables are assessed as current values of all future revenues (payments) discounted at the current market rate for a similar instrument.
In the absence of an active market the fair value of loans and receivables is assessed at amortized cost using the effective interest method.
Then loans and receivables are assessed at amortized cost using the effective interest cost.

As the standard lending terms of the Bank provide for interest payable on a monthly basis, an interest rate specified in the agreement is taken for an effective interest rate for amortized cost calculation.
Loans and receivables are recognized from the date of issue of funds to borrowers (customers and credit institutions). Loans issued at interest rates other than market interest rates are assessed as of the issue date at fair value which includes future interest payments and the principal discounted at market interest rates for similar loans. The difference between the fair and nominal values of the loan is recognized in the consolidated income statement as income from assets allocated at rates higher than market rates, or as expenses on assets allocated at rates lower than market rates. Subsequently, the carrying amount of such loans is adjusted for amortization of income from (expense on) the loan and the relevant income is recognized in the consolidated income statement using the effective interest method.

During the reporting period, the Bank did not provide loans at rates other than market rates.

The procedure of assessment of financial assets impairment is given in Section 4.5 Impairment of Financial Assets.

The Bank does not purchase loans from third parties.
4.13. Notes Purchased
Depending on the purposes of their purchase, notes are divided into the following asset categories:
- financial assets at fair value through profit or loss, 

- held-to-maturity financial assets,

- funds with other banks,
- loans and receivables,
- available-for-sale financial assets,
and are subsequently recognized in compliance with accounting policy specified in this Note for such asset categories.

4.14. Available-for-Sale Financial Assets
This category includes non-derivative financial assets defined as available-for-sale or not classified as loans and receivables, held-to-maturity investments, financial assets at fair value through profit or loss. The Bank classifies financial assets as a certain category on the purchase date.

This category includes debt and equity securities, which the Bank intends to hold for an indefinite time and which may be sold (exchanged) depending on liquidity management requirements or as a result of changes in interest rates, exchange rates or financial asset prices.

When initially recognized available-for-sale financial assets shall be assessed at fair value plus transaction costs directly related to purchase of a financial asset. At that, the fair value is, as a rule, the price of a financial asset purchase transaction. Subsequently, available-for-sale financial assets are assessed at fair value based on quotes for purchase of financial assets. Some available-for-sale investments for which quotes are not available from outside independent sources are assessed by the Bank at fair value based on the results of the recent sale of similar equity securities to third parties, analysis of other data such as discounted cash flows and financial data on the investee, as well as other valuation techniques. Depending on the situation various valuation methods may be employed. Investment in equity securities for which quoted market prices are not available are assessed at cost.

Unrealized income and expenses due to changes in the fair value of available-for-sale financial assets are recognized as part of the equity capital. In case the available-for-sale financial assets are disposed, the relevant accumulated unrealized income and expenses are included in the consolidated income statement as Income less expenses on transactions with available-for-sale financial assets. The procedure of assessment of financial assets impairment is given in Section 4.5 Impairment of Financial Assets.

Interest income on available-for-sale financial assets is recognized in the consolidated income statement as interest income from available-for-sale financial assets.

Dividends received are recognized in the consolidated income statement as part of operating income.

4.15. Held-to-Maturity Financial Assets

This category includes financial assets with a fixed or determinable maturity date, which the Bank intends and is able to hold to maturity. The Bank classifies financial assets as a certain category on the purchase date. After initial recognition, the Bank assesses its positive intention and ability to hold held-to-maturity financial assets to maturity on each reporting date.

Held-to-maturity financial assets are initially recognized at fair value plus transaction costs, subsequently, they are assessed at amortized cost using the effective interest method less provisions for impairment calculated as the difference between the carrying amount and the current value of the expected future cash flows discounted at the initial effective interest rate.

Interest income on held-to-maturity financial assets is recognized in the consolidated income statement as interest income from held-to-maturity financial assets.

4.16. Goodwill 

Goodwill is the future economic benefits from unidentifiable assets, which cannot be recognized. Goodwill arising out of business combinations is recognized on the balance sheet as an assets as of the acquisition date. Goodwill arising out of acquisition of subsidiaries is separately recognized in the statement of financial position. Goodwill arising out of acquisition of associated companies is included in the item Investments in associated companies.

As of the acquisition date, goodwill is assessed at net cost. The net cost of the goodwill is the amount by which the cost of the business merger exceeds the share of the buying company in the net fair value of identifiable assets, liabilities and contingent liabilities.

After the initial recognition, the Bank assesses the goodwill at net cost less accumulated impairment losses. The goodwill is tested for impairment at least once a year and when there is any indication that the goodwill may be impaired.

In the reporting period, the Bank did not acquire subsidiaries and/ or associated companies, therefore, the management determined neither a period of the goodwill amortization arising out of major strategic acquisition by the Bank for expansion of its product and geographical markets, nor a period of the effective use of the goodwill arising out of other acquisitions.

4.17. Non-Current Assets
Non-current assets represented by real property are recognized at acquisition cost adjusted for an equivalent of the Russian ruble purchasing power as of January 1, 2003 for assets purchased before  January 1, 2003, or at revalued cost as is noted below less accumulated depreciation and provisions for impairment (if applicable).
Non-current assets represented by computer and office equipment, furniture etc. are recognized at acquisition cost (historical cost) less accumulated depreciation. Such non-current assets were not adjusted (for inflation) for an equivalent of the Russian ruble purchasing power as of January 1, 2003, as actual depreciation (physical and functional) of computer and office equipment, furniture etc. on the balance sheet of the Bank exceeds the inflation rate in the Russian Federation.
In case the carrying amount of an asset exceeds its estimated recoverable amount the carrying amount of the asset is reduced to its recoverable amount and the relevant difference is shown in the consolidated income statement.

An estimated recoverable amount is assessed at the higher of the fair value less costs to sell and value in use.

The buildings (non-current assets) of the Bank are revaluated on a regular basis. Periodicity of revaluation depends on the changes in the fair value of non-current assets to revalue. Non-current asset revaluation reserve included in equity capital is directly recognized in retained earnings/ (accumulated deficit) after realization of income from revaluation, i.e. on derecognition or disposal or in proportion to the use of an asset by the Bank. In the latter case, an amount of from income realized from the revaluation is the difference between the amortization based on the revalued carrying amount and amortization based on the initial cost of an asset.

Incomplete construction is recognized at initial cost adjusted for an equivalent of the Russian ruble purchasing power as of January 1, 2003 for projects incomplete as of January 1, 2003 less provisions for impairment. On completion of the construction the assets are reclassified to the relevant category of non-current assets or investment property and are recognized at carrying amount as of the reclassification date. Incomplete construction is not amortized until commissioning of the asset.

The Bank identifies any indication of non-current assets impairment on each reporting date. If such indication is detected, the Bank assesses the recoverable amount assessed at the higher of the fair value less costs for sale and value in use. The value in use represents the discounted cost of the future cash flows expected from non-current assets. Calculation of the value in use includes assessment of the future cash inflow and outflow arising out of further use of non-current assets and as a result of disposal of the same at the end of the useful life, as well as the use of the relevant discount rate.

In case the carrying amount of non-current assets exceeds their recoverable amount, the carrying amount of non-current assets is reduced to their recoverable amount, and the relevant difference is shown in the consolidated income statement as impairment loss on non-current assets only if non-current assets are not recognized at revalued cost (for instance, using the revaluation model in accordance with IAS 16, Non-Current Assets. Any impairment on a revalued asset is shown as reduction for revaluation. Impairment losses recognized in non-current assets for previous years are reversed if assesses used for determination of the recoverable amount of non-current assets have changed.
Profits and losses arising out of the disposal of non-current assets are determined as the difference between net revenues from disposal and the carrying amount of non-current assets and are recognized in the consolidated income statement. Maintenance-and-repair costs are recognized in the consolidated income statement as of the date they are incurred. Costs on replacement of large components of non-current assets are capitalized with further derecognition of the replaced component.

4.18. Amortization
Assets are depreciated on a straight-line basis over their estimated useful lives. The following depreciation rates are used:

Buildings and premises: 1% per annum;
Equipment: from 3 to 50% per annum;
Leasehold improvements: over the lease term.

Household equipment is included in the  expenses of the Bank on the commissioning date.

According to the management of the Bank, the amortization charge determined on the basis of the requirements of Decree of the Government of the Russian Federation No.1 as of 01.01.2002 corresponds to the IAS requirements and can be used for amortization calculation within this statement.

4.19. Intangible Assets
Intangible assets are represented by identifiable non-monetary assets that have a physical form.

Separately acquired intangible assets are initially assessed at acquisition cost. The acquisition cost of intangible assets acquired as part of business combinations is their fair value as of the acquisition date.  After initial recognition intangible assets are assessed at acquisition cost less accumulated amortization and accumulated impairment losses. A distinction is made between intangible assets with a finite useful life and those with an indefinite useful life. Intangible assets with a finite useful life are amortized over the useful life and are tested for impairment if there is any indication that the intangible asset may be impaired. The amortization period and amortization method for intangible assets with a finite useful life are reviewed at least at the end of each reporting period. Changes in the expected useful life and pattern of use of an asset and future economic benefits from such asset are accounted through changes in the amortization period or method (as appropriate) and are regarded as changes in the accounting estimates.

The amortization charge for intangible assets with a finite useful life is recognized in the consolidated income statement in the expense category corresponding to the function of the intangible asset in the company.

Intangible assets with an indefinite useful life are not amortized. At that, each asset or assets at the level of the cash-generating units are tested for impairment at least once a year. The useful life of an intangible asset with an indefinite useful life is reviewed once a year to determine whether events and circumstances continue to support the useful life assessment. If they do not, the change in the useful life assessment from indefinite to finite is made prospectively.

Costs related to use of software are recognized as expenses as arise. Costs directly related to identifiable software controlled by the Bank and likely to result in economic benefits exceeding costs during a period over a year are recognized as an intangible asset. Direct costs include software development team expenses and the relevant portion of the administrative expenses. Expenses leading to improvement or expansion of the software specification as compared to the initial specification are recognized as capital expenditures and added to the software initial cost. Costs on software development recognized as assets are depreciated on a straight-line basis over their estimated useful lives.

4.20. Operating Lease
When the Bank is a lessee, the amount of payments under the operating lease agreement is recognized by the lessee in the consolidated income statement using the straight-line depreciation method over the lease term.

Lease included in other agreements is singled out if implementation of an agreement is related to a certain asset or assets and entails transfer of the right to the asset use.

4.21. Finance Lease
The lease under the terms of which nearly all risks and benefits arising out of the property right are transferred to the Bank is classified as the finance lease. Non-current assets acquired on terms of the finance lease are recognized at the lower of: the fair value or the present value of the minimum lease payment as of the lease commencement date less the accumulated amortization and impairment losses.

When the Bank acts as the lessor and risks and benefits from ownership of the leased assets are transferred to the lessee, the leased assets are recognized as receivables from finance lease assessed at discounted cost of the future lease payments.

When the Bank acts as the lessee and all risks and benefits are transferred to the Bank, rented assets are recognized as part of non-current assets from the lease commencement date at the lower of: the fair value of rented assets or the current value of the minimum lease payment. A portion of each lease payment is posted to discharge of liability and a portion is posted to financial expenses for maintenance of a constant interest rate on the outstanding balance of finance lease. The relevant lease liabilities less future financial expenses are included in the “Other Liabilities” item. Interest expenses are recognized in the consolidated income statement using the effective interest method over the lease term.

Assets acquired on terms of the finance lease are amortized over their useful lives or, in case the Bank is not sure to acquire the property right before the lease termination over the lease term.

4.22. Borrowed Funds
Borrowed funds include funds from customers, funds from other banks, other borrowed funds.

Borrowed funds are initially assessed at fair value which is an amount of funds received less transaction costs. Subsequently borrowed funds are assessed at amortized cost, and the difference between the amount of funds received and the repayment value is recognized in the consolidated income statement over the period of the use of borrowed funds using the effective interest method.
Borrowed funds at rates other than market rates are assessed as of the receipt date at fair value which includes future interest payments and the principal discounted at market rates for similar borrowings. The difference between the fair and nominal values of borrowed funds as of the receipt date is recognized in the consolidated income statement as income from borrowed funds at rates lower than market rates or expenses on borrowed funds at rates higher than market rates.

Subsequently, the carrying amount of borrowed funds is adjusted for amortization of initial income from / expenses on borrowed funds, and the relevant expenses are recognized as interest expenses using the effective interest method.

In the reporting period the Bank did not raise borrowed funds at rates other than market rates.
4.23. Financial Assets at Fair Value through Profit or Loss

The Bank classifies as such financial liabilities assessed at fair value through profit or loss held for trading, and other financial liabilities classified as assessed at fair value through profit or loss when initially recognized.

A financial asset is classified as held for trading if it is acquired for the purpose of selling or repurchasing it in the near term and is part of a portfolio of identifiable financial instruments managed in the aggregate and recent transaction with them indicate actual profit realization. Financial liabilities held for trading include derivative financial instruments if they show a negative fair value (i.e. having potentially disadvantageous conditions), and they are not recognized as hedging instruments, and liabilities of securities supply by the seller (liabilities arising out of transactions on sale of financial instruments out of balance as of the transaction date).

Other financial liabilities classified as assessed at fair value through profit or loss include financial liabilities classified as such when initially recognized.

The Bank classifies financial liabilities as such when one of the following conditions is fulfilled:

- if such classification eliminates or significantly reduces inconsistencies in accounting which otherwise would arise as a result of assessment of liabilities or recognition of the relevant income and expenses using different methods;

- a group of financial liabilities is managed and assessed for efficiency on the basis of their fair values in compliance with documented risk management or investment strategy, and data on this basis is regularly disclosed and reviewed by the Bank.

Initially and subsequently, financial liabilities at fair value through profit or loss are assessed at fair value calculated on the basis of market quotes or using various valuation methods (valuation methods are described in Section 4.3 Key Valuation Methods).
In the reporting period the Bank did not have financial liabilities at fair value through profit or loss.

4.24. Debt Securities in Issue
Debt securities in issue include notes, certificates of deposit and bonds issued by the Bank. Debt securities in issue are initially recognized at fair value which is an amount of funds received (the fair value of assets received) less transaction costs.

Subsequently, debt securities in issue are assessed at amortized cost and any difference between the net proceeds and redemption costs is recognized in the consolidated income statement as interest expenses over the period of circulation of a debt security using the effective interest method.

For convertible bonds in issue a liability component is determined by way of assessment of the fair value of a similar liability not related to the equity component. The equity component is determined on the basis of the terminal value after deduction of an amount determined for the liability component from the total fair value of convertible bonds. A liability of future payment of the principal and interest to bond holders is assessed at amortized cost up to discharge on conversion or redemption of bonds.

In the reporting period the Bank issued notes only.

If the Bank acquires its own debt securities in issue, they are derecognised, while the difference between the carrying amount of a liability and an amount paid is included in income from / expenses on (early) debt settlement.

4.25. Accounts Payable and Other Payables
Payables are recognized by the Bank on discharge by the counterparty of its obligations and are assessed at amortized cost.

4.26. Share Capital and Share Premium

Share capital is recognized at historical cost. At that, if paid:
- in cash before January 1, 2003 it is adjusted for inflation;

- in non-monetary assets it is recognized at fair value as of the payment date.
The share premium is the excess of contributions to the share capital over the par value of shares issued.

As before 2009, the Bank was a share company (a limited liability company) all of its equity shares were distributed among the members at par. Therefore, the Bank did not receive a share premium.

In the reporting period, the Bank increased the share capital. At that, the Bank received a share premium. Information on the increase of share capital of the Bank is given in Note 16 to this statement.

4.29. Loan Commitments
As part of its current business activities the Bank assumes loan commitments, which include outstanding loan facilities, letters of credit and guarantees and provides other forms of credit insurance.
Financial guarantees are agreements under which the Bank makes payments for compensation of the financial guarantee holder for losses incurred as a result of the debtor's failure to effect a due payment under a debt instrument.
A liability on a financial guarantee is initially recognized at fair value less the relevant transaction costs and subsequently is assessed at the higher of: an amount initially recognized less accumulated amortization and provisions for possible losses on such guarantee. Provisions for possible losses on financial guarantees and other loan commitments are recognized when there is a high probability of losses and an amount of such losses can be assessed with a reasonable degree of accuracy.

Liabilities on financial guarantees and provisions for other loan commitments are included in other liabilities.

4.30. Own Shares Repurchased from Shareholders (Members)

In case the Bank or its subsidiaries repurchase the shares of the Bank the equity capital is reduced by an amount paid including all additional transaction costs less tax liabilities up to the date of realization of such shares or reduction of the share capital by the cost of such shares. In case such shares are further sold, the  amount received is included in the equity capital.

In the reporting period, the Bank did not repurchase own shares.

4.31. Dividends
Dividends declared after the date of the statement of financial position are recognized in the note of events after the reporting date. Dividends are paid and profits are distributed on the basis of net profit for the current year recognized in the accounting reports in compliance with the Russian law.

If dividends to equity instrument holders are declared after the reporting date, they are not recognized as liabilities up to the reporting date.

Dividends are recognized after approval by the General Meeting of Members and are shown as profit distribution.

4.32. Recognition of Income and Expenses
Interest income and expenses are recognized in the consolidated income statement on all debt instruments on an accrual basis using the effective interest method on the basis of an actual acquisition value. An effective interest method is a method of calculation of the amortized cost of a financial asset or financial liability and distribution of interest income and expenses over the relevant period.

An effective interest rate is an exact rate of discounting future monetary payments or revenues over the expected period of validity of a financial instrument or, if applicable, a shorter period, up to the net carrying amount of a financial asset or financial liability. Calculating an effective interest rate the Bank assesses cash flows including all contract terms on a financial instrument (for instance, early redemption), but excluding future losses on loans. Such calculation includes all fees and commissions paid and received by the contracting parties that make an integral part of an effective interest rate, transaction costs, as well as all other premiums and discounts.
Amounts of accrued interest income receivable before expiration of the agreement, as well as accrued coupon yield and accrued discount income are recognized as other assets.

Amounts of accrued interest expenses payable before expiration of the agreement, as well as accrued discount expenses are recognized as other liabilities.

Interest income includes coupon yield on fixed-income securities, accrued discount and premium on notes and other discount instruments.
Interest income from debt securities includes interest (coupon) income received from issuers and other income from debt securities (discounts, resale income).

Interest expenses on debt securities in issue include both interest and discount paid by the Bank on repurchase or redemption of debt securities in issue.
If there are any doubts about repayment of issued loans in due time, they are revalued up to the recoverable amount and interest income is then assessed on the basis of an interest rate used for discounting future cash flows for assessment of the recoverable amount.

Commission income and other income and expenses are recognized on an accrual basis over the period the service is provided. Commission income from loans which have not been issued yet but are likely to is shown in other assets (coupled with the relevant direct costs) and is then taken into account when a loan effective interest rate is calculated. Commission income from transactions for third parties, such as acquisition of loans, shares and other securities, or acquisition or sale of companies are recognized in the consolidated income statement on completion of the transaction. Commission income from investment portfolio management and other management and consultation services are recognized in compliance with terms of service agreements.
Income from services related to asset management (trust management) is recognized in compliance with terms of the agreement as of the date when the Bank acquires the right to the said income and an amount of the same is determinable. Income from services provided over a long period is recognized in each reporting period in proportion to the volume of services provided.

4.33. Tax on Income
This financial statement indicates tax expenses in compliance with the requirements of the Russian tax code in force.
Expenses on / (reimbursement of) tax on income in the consolidated income statement include current taxes and changes in deferred taxes. Current taxes are calculated on the basis of the expected taxable profit for the reporting period using the rate of tax on income effective at the date of the statement of financial position.
Expenses on taxes other than that on income are recognized as operating expenses.

Deferred taxes on income are calculated in accordance with the balance sheet asset and liability method for each temporary difference between the tax base of an asset or a liability and its carrying amount recognized in the statement of financial position. Deferred tax assets and liabilities are calculated on the basis of tax rates that are expected to apply to the period in which the assets will be realized and the liability will be discharged on the basis of the tax rates established in this period or on the reporting date.

Deferred tax assets are recognized to the extent that it is probable to gain taxable profits to which temporary differences will be applied.

Deferred taxes arising out of revaluation at fair value of available-for-sale financial assets when such revaluation is recognized as increase or decrease in other components of consolidated income are also directly recognized as other components of consolidated income in the consolidated income statement. In case of disposal of such financial assets the relevant amounts of deferred taxes are recognized as other components of consolidated income in the consolidated income statement.

4.34. Foreign Currency Translation
Items of this financial statement are prepared in the currency of the  primary operating environment (the Functional Currency) of the Bank. The financial statements are prepared in the currency of the Russian Federation that is the functional and reporting currency of the Bank.

Transactions in a foreign currency are shown at the official rate of the Central Bank of the Russian Federation effective on the transaction date. An exchange difference arising out of transaction settlements in a foreign currency is included in the consolidated income statement at the official rate of the Central Bank of the Russian Federation effective on the transaction date.

Cash assets and liabilities are translated into the currency of the Russian Federation at the official rate of the Central Bank of the Russian Federation at the date of the statement of financial position. Exchange differences related to debt securities and other cash assets recognized at fair value are included in income and expenses on foreign currency translation.

Exchange differences related to non-monetary assets, such as equity securities recognized as financial assets at fair value through profit and loss are shown as income or expenses on revaluation at fair value. Exchange differences on available-for-sale financial assets are recognized as other components of consolidated income through the available-for-sale financial asset revaluation reserve.
The official rate of the Central Bank of the Russian Federation for translation of balances in a foreign currency amounted to:

· 30.4769 RUB to USD as of December 31, 2010 (30.2442 RUB to USD as of December 31, 2009), 

· 40.3331 RUB to EUR as of December 31, 2010 (43.3883 RUB to EUR as of December 31, 2009). 

Currently, the currency of the Russian Federation is not freely convertible in most countries outside the Russian Federation.

4.35. Derivative Financial Instruments 

Derivative financial instruments, including foreign exchange contracts, interest rate futures, forward rate agreements, foreign exchange and interest rate swaps, foreign exchange and interest rate options, and other derivative financial instruments are initially recognized on the balance sheet at fair value (which, as a rule, is the acquisition cost including transaction costs) and revaluated at fair value. The fair value is calculated on the basis of quoted market values, cash flow discounting models, option price or spot rate determination model at the year-end, depending on the transaction type. All derivative instruments showing a positive fair value are recognized as assets and those showing a negative fair value are recognized as liabilities.
Derivative financial instruments showing a positive fair value are recognized in the statement of financial position as Financial assets at fair value through profit or loss, and those showing a negative fair value are stated in the item Financial liabilities at fair value through profit or loss.

Changes in the fair values of derivative instruments are recognized as income less expenses on foreign exchange transactions, income less expenses on transactions on financial assets assessed at fair value through profit or loss, and income less expenses on transactions on precious metals depending on the transaction type.

Some derivative instruments embedded into other financial instruments, such as a conversion option embedded into a convertible bond are singled out of the principal agreement if their risks and economic characteristics are not closely related to the risks and economic characteristics of the principal agreement and the principal agreement is not assessed at fair value with recognition of unrealized income and expenses in the consolidated income statement.

The Bank does not make transactions defined as hedging by IAS 39, Financial Instruments: Recognition and Assessment. In the reporting period, the Bank did not make transactions on derivative financial instruments specified in this note.
4.36. Assets under Custody and Trust

Assets owned by third parties, the customers of the Bank, delivered under a custody agreement, agency agreement, trust agreement or any other similar agreement, are not the  assets of the Bank and, therefore, are not added on the balance sheet of the Bank.
Commissions received from such transactions are recognized as commission income.

4.37. Offsetting
Financial assets and liabilities are offset and the balance sheet indicates the net value only in those cases when the law provides for offsetting recognized amounts and there is a positive intention to dispose of an asset and discharge a liability.

4.38. Inflation Adjustment
IAS 29, Reporting in Hyperinflationary Economies requires that reporting in a hyperinflationary economy should be prepared in the national currency adjusted for the purchasing power of the national currency at the date of the statement of financial position.

Characteristics of the economic environment of a country which indicate the existence of hyperinflation include the cumulative inflation rate over three years approaching, or exceeding 100%.

The inflation rate was assessed using the consumer price index according to the Federal State Statistics Service of the Russian Federation:

	Year
	Inflation Rate
	Development of Inflation

	 
	over the year
	over last three years
	over last three years

	1993
	940.00%
	-
	-

	1994
	315.00%
	-
	-

	1995
	231.00%
	6 839.9%
	6 739.91%

	1996
	121.80%
	886.3%
	786.28%

	1997
	111.00%
	312.3%
	212.31%

	1998
	184.40%
	249.3%
	149.31%

	1999
	136.60%
	279.6%
	179.60%

	2000
	120.20%
	302.8%
	202.77%

	2001
	118.60%
	194.7%
	94.73%

	2002
	115.10%
	164.1%
	64.08%

	2003
	112.00%
	152.9%
	52.89%


From the foregoing it follows that over 1995 – 2000 the Russian economy was hyperinflationary. In 2001, the economy began to recover, in 2002, it completely recovered. From 2003, the Russian economy has not been marked by hyperinflation as the cumulative inflation rate in 2001-2003 hardly exceeded 50%.

Therefore, the Bank applied IAS 29, Reporting in Hyperinflationary Economies for a period up to December 31,2002.

Application of IAS 29 is that non-monetary items of the financial statement, including equity components were revalued in units of assessment at December 31, 2002 using the relevant inflation rates to the initial cost, and accounting in subsequent periods was based on the revalued cost.

4.39. Estimated Liabilities
An estimated liability is a non-financial obligation of an undetermined amount or having an undetermined maturity date.

Estimated liabilities are recognized if the Bank has any liabilities (legal or arising out of settled business practice) that arose before the reporting date. At that, there is a high probability that discharge of these liabilities will require an outflow of economic resources from the Bank, and an amount of liabilities can be strictly determined.

4.40. Salaries and Related Deductions
Expenses related to accounting salaries, vacation allowances, contributions to the Pension Fund of the Russian Federation and Social Insurance Fund of the Russian Federation are undertaken as the Bank employees perform the relevant activities, while expenses related to accounting temporary disability benefits, child care allowances and non-cash benefits are undertaken by the Bank upon occurrence of the relevant events.
The Bank assumes an obligation of payment to employees for carry-over vacations. Such liabilities are recognized in the statement of financial position in the “Other Liabilities” item and in the consolidated income statement in part of vacations in the reporting period and in retained earnings in part of vacation in periods before the reporting period.

4.41. Segment Reporting
Segment is an identifiable Bank component related to either provision of products and services (activity segment), or provision of products and services in a certain economic environment (geographical segment) having risks and benefits different from those typical of other segments.
A segment is separately recognized if a major portion of its income is generated due to sales to external customers, and its income, financial result or assets account for at least ten per cent of the total income, total financial result or total assets of all segments.
As segment reporting is only presented on companies with marketable debt or equity securities and those raising funds through issue of shares and debt instruments in an open market, the Bank does not prepare and present such information.

4.42. Transactions with Related Parties
The Bank carries out transactions with related parties. Parties are deemed to be related if, among other things, one of them is in a position to control the other, is under control together with the other, is under joint control of the other and a third party or can significantly influence financial and operating decisions taken by the other party.

Considering relations with related parties the Bank takes into account the economic content of such relations but not only and not so much the legal form of the same.

Information on transactions with related parties is given in Annex 29 to this Statement.

5. CASH AND CASH EQUIVALENTS
	Thousand Rubles
	2010
	2009

	Cash
	675,211
	272,741

	Account balances with the Central Bank of the Russian Federation (excluding the legal reserve)
	1,199,152
	903,018

	Corresponding accounts and overnight deposits with other banks:

     - in the Russian Federation

     - in other countries
	367,608

1,050,051
	209,429

1,142,334

	Total Cash and Cash Equivalents
	3,292,022
	2,527,522


In the reporting period, the Bank did not carry out financial transactions which did not require cash and cash equivalents and were not included in the Statement of Cash Flow.

6. FINANCIAL ASSETS AT FAIR VALUE
THROUGH PROFIT OR LOSS
	Thousand Rubles
	2010
	2009

	Corporate bonds
	8,980
	19,157

	Total debt securities
	8,980
	19,157

	Quoted Russian shares
	1,472,346
	356,185

	Units in investment funds
	538,121
	

	Total equity securities
	2,010,467
	356,185

	Total financial assets at fair value through profit or loss held for trading
	2,019,447
	375,342


As of December 31, 2010, corporate bonds in the  portfolio of the Bank were publicly traded bonds issued by Russian companies.

Equity securities were represented by publicly traded shares issued by Russian companies and units in closed unit shares investment funds.

An interpretation of the investment of the Bank in financial assets at fair value through profit or loss held for trading as of December 31, 2010 is given below:

	Name
	Country 
	Fair Value

	
	of Registration
	2010
	2009

	Corporate bonds
	
	
	

	VTB JSC
	Russia
	8,980
	9,219

	Russian Railways JSC
	Russia
	-
	9,938

	Total debt securities
	
	8,980
	19,157

	Ufaneftekhim JSC
	Russia
	493,309
	-

	RusHydro JSC
	Russia
	335,293
	10,608

	Bashneft JSC
	Russia
	212,934
	-

	Sibirtelecom JSC
	Russia
	167,457
	-

	United Aircraft Corporation JSC
	Russia
	104,682
	-

	MOESK JSC
	Russia
	77,274
	61,219

	INTER RAO UES JSC
	Russia
	41,064
	10,648

	Ufaorgsintez JSC
	Russia
	20,930
	-

	Surgutneftegaz JSC
	Russia
	19,313
	69,651

	Yakutskenergo JSC
	Russia
	90
	-

	Lukoil Oil Company JSC
	Russia
	-
	65,638

	Gazprom OJSC
	Russia
	-
	85,253

	Uralsvyazinform JSC
	Russia
	-
	7,962

	Sberbank of Russia JSC
	Russia
	-
	37,158

	Mobile TeleSystems JSC
	Russia
	-
	7,514

	MMC Norilsk Nickel JSC
	Russia
	-
	534

	Panoramic Investment CSIF under the management of 

Maxwell Capital Management LLC
	Russia
	538,121
	-

	Total equity securities:
	
	2,010,467
	356,185


In its portfolio, the Bank has no financial assets at fair value through profit or loss held for trading not quoted in an active market.

Financial assets held for trading are recognized at fair value that includes write-offs of loans. As trading securities are recognized at fair value determined on the basis of observed market data, the Bank does not analyze and monitor indications of impairment.

As of December 31, 2010, the estimated fair value of financial assets at fair value through profit or loss was equal to their carry amount and amounted to 2,019,447 thousand rubles (as of December 31, 2009: 375,342 thousand rubles). Please, see Note 28.

Analysis of debt financial assets held for trading by credit quality as of December 31, 2010 is given below:

	Thousand Rubles
	Corporate bonds

	Current (at fair value):
	

	     Corporate bonds
	8,980

	Total debt financial assets held for trading:
	8,980


Analysis of debt financial assets held for trading by credit quality as of December 31, 2009 is given below:

	Thousand Rubles
	Corporate bonds

	Current (at fair value):
	

	     Corporate bonds
	19,157

	Total debt financial assets held for trading:
	19,157


As of December 31, 2010 and December 31, 2009, in its portfolio the Bank had neither financial assets at fair value through profit or loss held for trading provided as security for repurchase agreements (repo transactions), nor financial assets at fair value through profit and loss transferred without derecognition.

Analysis of interest rates and maturity dates and geographical analysis of financial assets at fair value through profit or loss held for trading are given in Note 25.
In the reporting period, the Bank did not purchase financial assets at fair value through profit or loss issued by related parties.

7. FUNDS WITH OTHER BANKS
	Thousand Rubles
	2010
	2009

	Notes of banks
	1,138,758
	42,832

	Current loans with other banks
	950,000
	31,435

	Other funds with banks
	39,831
	4,981

	Total funds with other banks before creation of provisions for impairment
	2,128,589
	79,248

	Less provisions for impairment with other banks
	(20,000)
	-

	Total funds with other banks
	2,108,589
	79,248


Analysis of changes in provisions for impairment of funds with other banks in 2010 is given below:

	Thousand Rubles
	Current Loans
	Other Funds
	Notes of Banks

	Provisions for impairment of funds with other banks as of December 31 of the year before the reporting period
	-
	-
	-

	(Provisions recovery) / Allocations to provisions for impairment of funds with other banks over the reporting period
	20,000
	-
	-

	Write-off of funds with other banks over the reporting period
	-
	-
	-

	Provisions for impairment of funds with other banks as of December 31 of the reporting year
	20,000
	-
	-


Analysis of changes in provisions for impairment of funds with other banks in 2009 is given below:

	Thousand Rubles
	Current Loans
	Other Funds
	Notes of Banks

	Provisions for impairment of funds with other banks as of December 31 of the year before the reporting period
	-
	-
	-

	(Provisions recovery) / Allocations to provisions for impairment of funds with other banks over the reporting period
	-
	-
	-

	Write-off of funds with other banks over the reporting period
	-
	-
	-

	Provisions for impairment of funds with other banks as of December 31 of the reporting year
	-
	-
	-


Analysis of funds with other banks by credit quality as of December 31, 2010:

	Thousand Rubles
	Current Loans
	Other Funds
	Notes of Banks

	Current without indications of individual impairment:
	930,000
	39,831
	1,138,758

	- standard
	930,000
	39,831
	1,138,758

	- under observation
	-
	-
	-

	Impaired on an individual basis:
	20,000
	-
	-

	- undue
	-
	-
	-

	- overdue
	20,000
	-
	-

	Total funds with other banks before deduction for impairment
	950,000
	39,831
	1,138,758

	Provisions for impairment
	(20,000)
	-
	-

	Total funds with other banks
	930,000
	39,831
	1,138,758


Analysis of funds with other banks by credit quality as of December 31, 2009 is given below:

	Thousand Rubles
	Current Loans
	Other Funds
	Notes of Banks

	Current without indications of individual impairment:
	31,435
	4,981
	42,832

	- standard
	31,435
	4,981
	42,832

	- under observation
	-
	-
	-

	Impaired on an individual basis:
	-
	-
	-

	- undue
	-
	-
	-

	- overdue
	-
	-
	-

	Total funds with other banks before deduction for impairment
	31,435
	4,981
	42,832

	Provisions for impairment
	-
	-
	-

	Total funds with other banks
	31,435
	4,981
	42,832


As of December 31, 2010, the estimated fair value of funds with other banks was equal to their carrying amount and amounted to 2,108,589 thousand rubles (as of December 31, 2009: 79,248 thousand rubles). Please, see Note 28.

As of December 31, 2010, the Bank had 2 borrowers with a total amount of loans issued to each exceeding 125,000 thousand rubles. An aggregate amount of these loans was 850,000 thousand rubles, that accounted for 40.31% of the total loan portfolio.
As of December 31, 2009, the Bank had no borrowers with a total amount of loans issued to each exceeding 70,000 thousand rubles.

Analysis of funds with other banks by current structure and maturity date and analysis of interest rates are given in Note 25.

In the reporting period, the Bank did not issue interbank loans to related parties.
8. LOANS AND RECEIVABLES
	Thousand Rubles
	2010
	2009

	Corporate loans
	7,550,587
	9,266,633

	- loans
	4,361,805
	7,597,424

	- loan facilities
	3,188,782
	1,669,209

	- overdrafts
	-
	-

	Loans to small and medium business
	1,439,479
	820,600

	- loans
	538,483
	159,860

	- loan facilities
	838,362
	604,098

	- overdrafts
	62,634
	56,642

	Loans to individuals
	456,065
	288,970

	- loans
	441,008
	278,436

	- overdrafts on plastic cards
	15,057
	10,534

	Notes
	91,915
	71,915

	Other allocated funds
	750
	239

	Loans and receivables before creation of provisions 

for impairment of loans and receivables
	9,538,796
	10,448,357

	Less provisions for impairment of loan portfolio

and receivables
	(2,241,726)
	(1,336,318)

	Total loans and receivables
	7,297,070
	9,112,039


Analysis of changes in provisions for impairment of loans and advances to customers for 2010 is given below:

	Thousand Rubles
	Large Loans
	Small and Medium Business
	Individuals
	Other Funds
	Notes 

	Provisions for impairment of the loan portfolio as of December 31 of the year before the reporting period
	1,039,476
	222,452
	21,475
	-
	52,915

	(Provisions recovery) / Allocations to provisions for impairment of loans over the reporting period
	583,438
	257,224
	63,746
	-
	1,000

	Write-off of bad loans over the reporting period
	-
	-
	-
	-
	-

	Provisions for impairment of the loan portfolio as of December 31 of the reporting year
	1,622,914
	479,676
	85,221
	-
	53,915


Analysis of changes in provisions for impairment of loans and advances to customers for 2009 is given below:

	Thousand Rubles
	Large Loans
	Small and Medium Business
	Individuals
	Other Funds
	Notes 

	Provisions for impairment of the loan portfolio as of December 31 of the year before the reporting period
	366,160
	167,548
	19,702
	-
	52,055

	(Provisions recovery) / Allocations to provisions for impairment of loans over the reporting period
	673,316
	54,904
	1,773
	-
	860

	Write-off of bad loans over the reporting period
	-
	-
	-
	-
	-

	Provisions for impairment of the loan portfolio as of December 31 of the reporting year
	1,039,476
	222,452
	21,475
	-
	52,915


Analysis of loans and receivables by credit quality as of December 31, 2010 is given below:

	Thousand Rubles
	Large Loans
	Small and Medium Business
	Individuals
	Other Funds
	Notes 

	Current without indications of individual impairment:
	3,519,324
	699,536
	130,179
	750
	40,000

	- standard
	-
	15,500
	72,083
	750
	-

	- under observation
	3,519,324
	684,036
	58,096
	-
	40,000

	Impaired on an individual basis:
	4,031,263
	739,943
	325,886
	-
	51,915

	- undue
	4,031,263
	653,140
	320,998
	-
	-

	- overdue:

- less than 1 year

- from 1 to 2 years

- from 2 to 5 years

- more than 5 years
	-

-

-

-

-
	86,803

-

-

84,803

2,000
	4,888

688

4,200

-
	-

-

-

-
	51,915

-

51,915

-

	Total loans and receivables before deduction for impairment
	7,550,587
	1,439,479
	456,065
	750
	91,915

	Provisions for impairment
	(1,622,914)
	(479,676)
	(85,221)
	-
	(53,915)

	Total loans and receivables
	5,927,673
	959,803
	370,844
	750
	38,000


Analysis of loans and receivables by credit quality as of December 31, 2009 is given below:

	Thousand Rubles
	Large Loans
	Small and Medium Business
	Individuals
	Other Funds
	Notes 

	Current without indications of individual impairment:
	3,620,215
	355,420
	178,244
	239
	20,000

	- standard
	-
	-
	37,835
	239
	-

	- under observation
	3,620,215
	355,420
	140,409
	-
	20,000

	Impaired on an individual basis:
	5,646,418
	465,180
	110,726
	-
	51,915

	- undue
	5,566,481
	456,070
	105,376
	-
	-

	- overdue:

- less than 1 year

- from 1 to 2 years

- from 2 to 5 years
	79,937

-

79,937

-
	9,110

2,244

3,354

3,512
	5,350

5,350

-

-
	-

-

-

-
	51,915

-

51,915

-

	Total loans and receivables before deduction for impairment
	9,266,633
	820,600
	288,970
	239
	71,915

	Provisions for impairment
	(1,039,476)
	(222,452)
	(21,475)
	-
	(52,915)

	Total loans and receivables
	8,227,157
	598,148
	267,495
	239
	19,000


When studying an issue of loan impairment the Bank considers if there is or if there is no overdue debt and if enforcement of security, if any, is possible.
The value of accepted security for loans and receivables as of December 31, 2010 is given below:

	Thousand Rubles
	Large Loans
	Small and Medium Business
	Individuals
	Other Funds
	Notes 

	Value of security for loans without indications of individual impairment:

- marketable securities

- guarantees and collateral

- property
	-

4,145,090

1,073,848
	-

1,681,298

1,174,015
	-

128,948

57,600
	-

-

-
	-

-

-

	Value of security for loans defined as impaired on an individual basis:

- marketable securities

- guarantees and collateral

- property
	-

550,000

1,081,853
	-

1,176,887

534,803
	-

46,882

335,112
	-

-

-
	-

-

-

	Total value of security for loans and receivables
	6,850,791
	4,567,003
	568,542
	-
	-


The value of accepted security for loans and receivables defined as impaired as of December 31, 2009 is given below:

	Thousand Rubles
	Large Loans
	Small and Medium Business
	Individuals
	Other Funds
	Notes 

	Value of security for loans defined as impaired on an individual basis:

- marketable securities

- guarantees and collateral

- property
	-

1,788,902

2,507,791
	-

955,956

439,824
	-

5,761

117,942
	-

-

-
	-

-

-

	Total value of security for loans and receivables
	4,296,693
	1,395,780
	123,703
	-
	-


The carrying amount of security is determined on the basis of the professional judgements of the Bank. Assessment of the fair value of accepted security for impaired loans does not seem practicable.

As of December 31, 2010, the estimated fair value of loans and receivables was equal to their carrying amount and amounted to 7,297,070 thousand rubles (as of December 31, 2009: 9,112,039 thousand rubles). Please, see Note 28.

As of December 31, 2010, the Bank had 25 borrowers with a total amount of loans issued to each exceeding 125,000 thousand rubles. An aggregate amount of these loans was 5,927,673 thousand rubles that accounted for 81.23% of the total loan portfolio.
As of December 31, 2009, the Bank had 31 borrowers with a total amount of loans issued to each exceeding 70,000 thousand rubles. An aggregate amount of these loans was 8,227,157 thousand rubles that accounted for 90.29% of the total loan portfolio.
Analysis of loans and receivables by current structure and maturity date and analysis of interest rates are given in Note 25.
In the reporting period, the Bank did not issue loans to related parties. The relevant information on related parties is given in Note 29.

9. AVAILABLE-FOR-SALE FINANCIAL ASSETS
In the reporting period, the Bank did not carry out transactions with available-for-sale financial assets.

10. OTHER ASSETS
	Thousand Rubles
	2010
	2009

	Receivables and advance payments
	171,076
	106,672

	Accrued interest income 
	57,279
	38,526

	Security obtained into ownership for non-payment
	16,949
	-

	Securities settlements
	9,772
	6,086

	Deferred expenses
	6,960
	6,273

	Advance tax payments
	566
	377

	Less provisions
	(9,187)
	(6,635)

	Total other assets
	253,415
	151,299


Analysis of changes in provisions for impairment of other assets over the year is given below:

	Thousand Rubles
	2010
	2009

	Provisions for impairment of other assets as of
December 31 of the year before the reporting period
	6,635
	1,480

	(Provisions recovery) / Allocations to provisions for impairment of
other assets over the reporting year
	2,552
	5,155

	Provisions for impairment of other assets as of
December 31 of the reporting year
	9,187
	6,635


On settlement of overdue loan non-payment the Bank obtained into ownership real estate units provided as security. The Bank intends to dispose of these assets in the foreseeable future. These assets are not defined as held for sale in accordance with IFRS 5, Non-Current Assets Held for Sale and Discontinued Operations, as the Bank did not launch active marketing assesses for disposal of the same. On acquisition these assets were recognized at fair value.

Analysis of other assets by currency structure and maturity date is given in Note 25.
The Bank has no other assets representing claims on related parties.

11. NON-CURRENT ASSETS
	Thousand Rubles


	Leased Non-Current Assets
	Intangible Assets
	Other Non-Current Assets
	Household Equipment 
	Total



	Terminal value as of
December 31, 2009
	9,706
	155
	19,753
	21
	29,635

	Initial (or estimated) cost
	
	
	
	
	

	Opening balance
	17,251
	230
	33,197
	21
	50,699

	Revenues
	2,705
	-
	21,904
	183
	24,792

	Transfer
	(6,114)
	-
	6,114
	-
	-

	Disposal
	(6,760)
	-
	(1,325)
	-
	(8,085)

	Closing balance
	7,082
	230
	59,890
	204
	67,406

	Accumulated amortization
	
	
	
	
	

	Opening balance
	7,545
	75
	13,444
	-
	21,064

	Amortization charge
	4,411
	21
	7,074
	-
	11,506

	Transfer
	(6,114)
	-
	6,114
	-
	-

	Disposal
	(1,931)
	-
	(1,276)
	-
	(3,207)

	Closing balance
	3,911
	96
	25,356
	-
	29,363

	Terminal value as of
December 31, 2010
	3,171
	134
	34,534
	204
	38,043


Vehicles, equipment, furniture and household equipment purchased by the Bank are recognized in the relevant categories, not including incomplete construction.

Non-current assets represented by vehicles, computer and office equipment, furniture etc. are recognized at acquisition cost (historical cost) less accumulated depreciation. Such non-current assets were not adjusted (for inflation) for an equivalent of the Russian ruble purchasing power as of January 1, 2003, as actual depreciation (physical and functional) of computer and office equipment, furniture etc. on the balance sheet of the Bank exceeds the inflation rate in the Russian Federation.
Reclassification of non-current assets out of the category Leased Non-Current Assets to the category Other Non-Current Assets was related to purchase by the Bank of equipment taken on lease in 2007-2008. As of the reclassification date depreciation was completely accrued.
In the reporting period, the Bank did not deliver to third parties non-current assets as security for other borrowed funds.
12. FUNDS FROM OTHER BANKS
	Thousand Rubles
	2010
	2009

	Corresponding accounts and overnight deposits from other banks:
	101,849
	48,292

	Current term loans to and deposits from other banks
	50,003
	140,003

	Total funds from other banks
	151,852
	188,295


As of December 31, 2010, the estimated fair value of funds from banks was equal to their carrying amount and amounted to 151,852 thousand rubles (as of December 31, 2009: 188,295 thousand rubles). Please, see Note 28.

As of December 31, 2010, the Bank had no lenders with a total amount of funds received from each exceeding 125,000 thousand rubles.
As of December 31, 2009, the Bank had 1 lender with a total amount of funds received exceeding 70,000 thousand rubles. An aggregate amount of these loans was 110,000 thousand rubles that accounted for 58.42% of the total loan portfolio.
Analysis of funds from banks by current structure and maturity date and analysis of interest rates are given in Note 25.
In the reporting period, the Bank did not raise interbank loans from related parties.

13. FUNDS FROM CUSTOMERS
	Thousand Rubles
	2010
	2009

	Legal entities:
	5,608,824
	5,427,941

	- current (operating) accounts
	3,726,112
	4,393,038

	- term deposits
	1,882,712
	1,034,903

	Individuals:
	4,858,469
	1,310,053

	- current accounts (on-call deposits)
	293,516
	156,771

	- term deposits
	4,564,953
	1,153,282

	Total funds from customers
	10,467,293
	6,737,994


As of December 31, 2010, the Bank had no customers, individuals, with balances exceeding 125,000 thousand rubles.
As of December 31, 2009, the Bank had no customers, individuals, with balances exceeding 70,000 thousand rubles.
As of December 31, 2010, among the term deposits and loans of the Bank from legal entities there were 3 lenders with a balance exceeding 125,000 thousand rubles. An aggregate amount of those deposits was 1,180,279 thousand rubles that accounted for 11.28% of the total amount of funds from customers.

As of December 31, 2009, among the term deposits and loans of the Bank from legal entities there were 3 lenders with a balance exceeding 70,000 thousand rubles. An aggregate amount of those deposits was 643,000 thousand rubles that accounted for 9.54% of the total amount of funds from customers.

As of December 31, 2010, the estimated fair value of funds from customers was equal to their carrying amount and amounted to 10,467,293 thousand rubles (as of December 31, 2009: 6,737,994 thousand rubles). Please, see Note 28.

Analysis of funds from customers by current structure and maturity date and analysis of interest rates are given in Note 25.
In the reporting period, the funds of the Bank raised from related parties were represented by deposits from individuals, the management of the Bank and employees, and funds from the members and other related parties on vostro accounts. The relevant information on related parties is given in Note 29.

14. DEBT SECURITIES IN ISSUE
	Thousand Rubles
	2010
	2009

	Notes
	1,506,605
	3,609,054

	Total debt securities in issue
	1,506,605
	3,609,054


As of December 31, 2010, the estimated fair value of debt securities in issue was equal to their carrying amount and amounted to 1,506,605 thousand rubles (as of December 31, 2009: 3,609,054 thousand rubles). Please, see Note 28.

Analysis of debt securities in issue by currency structure and maturity date is given in Note 25.
In the reporting period, the Bank allocated notes for related parties. The relevant information on related parties is given in Note 29.

15. OTHER LIABILITIES

	Thousand Rubles
	2010
	2009

	Accrued interest expenses
	174,362
	104,820

	Lease liabilities
	2,792
	8,386

	Other liabilities under banking transactions
	264
	2,107

	   Payables under banking and internal transactions
	8,820
	510

	Taxes (except for tax on income)
	1,058
	713

	Deferred income
	345
	256

	Provisions for off-balance-sheet liabilities
	382,288
	216,998

	Total other liabilities
	569,929
	333,790


Analysis of other liabilities by current structure and maturity date and analysis of interest rates are given in Note 25.
The Bank has no other liabilities representing liabilities to related parties.

Data on minimum lease payments under finance lease as of December 31, 2010 are given below:

	Thousand Rubles
	Under 1 year
	From 1 to 3 years
	Over 3 years
	Total

	Minimum lease payments
	2,536
	932
	-
	3,468

	Less future finance charges
	(598)
	(78)
	-
	(676)

	Discounted cost of minimum lease payments
	1,938
	854
	-
	2,792


Data on minimum lease payments under finance lease as of December 31, 2009 are given below:

	Thousand Rubles
	Under 1 year
	From 1 to 3 years
	Over 3 years
	Total

	Minimum lease payments
	7,077
	3,820
	-
	10,897

	Less future finance charges
	(1,913)
	(598)
	-
	(2,511)

	Discounted cost of minimum lease payments
	5,164
	3,222
	-
	8,386


The purchase cost of non-current assets taken on lease is included in the total amount of lease payments. The net liabilities of the Bank under finance lease are recognized in the statement of financial position of the Bank with account of receivables for advances made.
Rented assets, of which the carrying amount is given in Note 11, are actually used as security for finance lease liabilities as a rented asset is returned to the lessor in the event of default.

16. SHARE CAPITAL AND SHARE PREMIUM

As of the beginning of 2009, the Bank operated as a limited liability company. In May 2009, in relation to reorganization into an open joint-stock company the Bank issued 1,100,000,000 ordinary shares of the 1 ruble par value each. Shares were distributed among the Bank shareholders on the pro rata basis.

The issued and fully paid authorized share capital consists of the following components:

	Thousand Rubles
	Number

of Shares

(thousand units)
	Ordinary Shares


	Share Premium
	Preferred Shares
	
	Own Shares Repurchased from Shareholders


	Total Amount Adjusted for Inflation



	Balance as of 0January 1, 2009
	1,100,000
	1,100,000
	-
	-
	
	-
	1,229,959

	Less
Own shares
repurchased from 

shareholders
	-
	-
	-
	-
	
	-
	-

	Balance as of December 31, 

2009
	1,100,000
	1,100,000
	-
	-
	
	-
	1,229,959

	Issued shares
	270,000
	270,000
	731,700
	-
	
	-
	1,001,700

	Less
Own shares
repurchased from 

shareholders
	-
	-
	-
	-
	
	-
	-

	Balance as of December 31,
2010
	1,370,000
	1,370,000
	731,700
	-
	
	-
	2,231,659


A share premium is an excess of the actual share capital of the Bank over the par value of shares distributed among shareholders.

In October 2009, the General Meeting of Shareholders decided to increase the share capital of the Bank to 1,370,000,000 rubles through an additional issue of 270,000,000 ordinary shares of the 1 ruble par value each.

It was decided to distribute them among a closed set of people. The shares were paid in cash.

The placing price amounted to 3 rubles 71 kopecks per share. Thus, the Bank received 270,000,000 rubles in payment for the par value of shares and 731,700,000 rubles in payment for increase in the share premium.

Changes to the Articles of Association of the Bank were introduced in April 2010. According to the new version of the Articles of Association the share capital of the Bank amounts to 1,370,000,000 rubles and consists of 1,370,000,000 ordinary shares of the 1 ruble par value each.

In October 2010, the General Meeting of Shareholders decided to increase the share capital of the Bank to 1,511,000,000 rubles through an additional issue of 141,000,000 ordinary shares of the 1 ruble par value each.
It was decided to distribute them among a closed set of people. The payment was made through an exchange agreement on a real estate unit with the share purchaser of the Bank.

The placing price amounted to 3 rubles 71 kopecks per share. Thus, the Bank received 141,000,000 rubles in payment for the par value of shares and 382,110,000 rubles in payment for increase in the share premium.

Changes to the Bank Articles of Association were introduced in April 2011. According to the new version of the Articles of Association the share capital of the Bank amounts to 1,511,000,000 rubles and consists of 1,511,000,000 ordinary shares of the 1 ruble par value each. As of the date of this statement, an additional share issue was fully paid with real estate (building).

As of the beginning of the reporting 2010, the shareholders of the Bank were 3 legal entities.

In 2010, the Bank issued additional shares. Besides, throughout 2010, the shares of the Bank were traded in the secondary market. As of the end of the reporting 2010, the shareholders of the Bank were 5 legal entities and 1 individual.

One of the shareholders has a 61.35% interest in the capital of the Bank, an interest of the rest legal entities does not exceed 9.86% of the share capital of the Bank. An interest of the individual in the share capital of the Bank amounts to 2.96%.
In the reporting period, the Bank did not repurchase own shares.

17. OTHER COMPONENTS OF CONSOLIDATED INCOME (FUNDS)
In the reporting period the Bank had no other components of consolidated income.

18. INTEREST INCOME AND EXPENSES
	Interest income includes:                                                  Thousand Rubles
	2010
	2009

	Loans to and receivables from customers
	1,660,165
	1,165,362

	Notes of banks
	52,668
	86,917

	Notes of companies (other than banks)
	12,714
	7,403

	Funds with other banks
	9,944
	11,714

	Correspondent accounts with other banks
	8,626
	7,316

	Repo transactions
	796
	724

	Total interest income from financial assets, which are not assessed at fair value through profit or loss:
	1,744,913
	1,279,436

	Bonds of credit institutions
	876
	759

	Bonds of other issuers (other than banks)
	633
	386

	Government bonds (federal loan bonds)
	-
	172

	Total: interest income
	1,746,422
	1,280,753


	Interest expenses include:                                                Thousand Rubles
	2010
	2009

	Deposits from individuals
	298,971
	96,902

	Debt securities (notes) in issue
	207,909
	218,623

	Term deposits from legal entities
	129,769
	64,837

	Current (operating) accounts
	39,657
	18,664

	Other funds borrowed from legal entities
	8,000
	8,000

	Term deposits from banks
	3,221
	10,989

	Repo transactions
	67
	4,237

	Total interest expenses on financial assets, which are not assessed at fair value through profit or loss:
	687,594
	422,252

	Finance lease liabilities
	1,233
	2,273

	Total: interest expenses
	688,827
	424,525


Net interest income /(net interest expenses): 1,057,595 thousand rubles

19. COMMISSION INCOME AND EXPENSES
Commission income includes:

	Thousand Rubles
	2010
	2009

	Commissions for settlement and cash services
	139,507
	65,688

	Commissions for guarantees issued
	88,892
	100,018

	Other commissions
	23,387
	19,316

	Total commission income
	251,786
	185,022


Commission expenses include:

	Thousand Rubles
	2010
	2009

	Commissions for settlement transactions
	11,546
	6,937

	Other commissions
	2,468
	4,889

	Total commission expenses
	14,014
	11,826


Net commission income/ (expenses): 237,772 thousand rubles

20. OPERATING INCOME AND EXPENSES
Other operating income includes:

	Thousand Rubles
	2010
	2009

	Dividends received
	20,631
	3,928

	Penalties received
	4,666
	5,085

	Income from lease of property
	2,075
	2,309

	Other income
	1,462
	635

	Recovered provisions for other transactions
	-
	-

	Total operating income
	28,834
	11,957


Administrative and other operating expenses include:

	Thousand Rubles
	2010
	2009

	Staff expenses
	147,214
	107,998

	Created provisions for other transactions
	167,842
	60,640

	Lease
	44,618
	34,687

	Professional services (security, communication and other)
	34,223
	20,117

	Other taxes (except for tax on income)
	19,407
	11,800

	Amortization
	11,506
	9,448

	Maintenance-and-repair costs
	8,143
	5,811

	Other
	35,032
	19,169

	Total operating costs
	467,985
	269,670


The financial result of creation (recovery) of provisions for other transactions is represented as a balance for 2010 and 2009.

21. INCOME LESS EXPENSES ON TRANSACTIONS ON FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS
Data on income less expenses on transactions on financial assets at fair value through profit or loss are given below.

	Thousand Rubles
	
20010
	2009

	Quoted equity securities
	79,277
	134,327

	Corporate bonds
	(178)
	448

	Russian government bonds
	-
	19

	Total income less expenses on transactions on financial assets at fair value through profit or loss
	79,099
	134,794


The final amount includes income and expenses, arising out of sale and purchase, and changes in the fair value of financial assets at fair value through profit or loss.

22. TAX ON INCOME
Income tax expenses include the following components:

	Thousand Rubles
	2010
	2009

	Current income tax expenses
	58,555
	41,915

	Changes in deferred taxes related to:
	(13,804)
	8,217

	 - occurrence and write-off of temporary differences
	(13,804)
	8,344

	 - influence of changes in tax rates
	-
	(127)

	Income tax expenses for the year
	44,751
	50,132

	
	
	

	Profit/ (loss) before tax in accordance with IFRS
	63,672
	189,152

	Taxable at a rate of 20%
	63,672
	188,980

	Taxable at a rate of 15%
	-
	172

	Estimated tax charges (reimbursement) at the relevant rate
	12,734
	37,822

	Adjustment for non-taxable income and expenses not reducing the tax base:
	160,082
	61,550

	 - recovery of impairment provisions not increasing the tax base
	(3,339,332)
	(1,459,406)

	 - impairment provisions not reducing the tax base
	3,509,224
	1,519,834

	 - non-taxable income
	(19,253)
	(3,928)

	 - expenses not reducing the tax base
	8,703
	2,135

	 - other non-temporary differences
	740
	2,915

	
	
	

	Taxable profit (loss)
	223,754
	250,702

	 - taxable at a rate of 20%
	223,754
	250,530

	 - taxable at a rate of 15%
	-
	172

	Income tax expenses for the year
	44,751
	50,132


Differences between IFRSs and the Russian tax code lead to certain temporary differences between the carrying amount of a number of assets and liabilities for preparation of financial statements and calculation of tax on income. Tax consequences of these temporary differences dynamics are recognized at a rate of 20%, except for income from government securities taxable at a rate of 15%.
	Thousand Rubles
	2010
	2009

	Tax consequences of temporary differences
reducing the tax base
	
	

	
	
	

	Revaluation at fair value of securities
	-
	85,328

	Accrued income and expenses
	20,939
	-

	
	
	

	Total amount of a deferred tax liability
	4,188
	17,066

	
	
	

	Tax consequences of temporary differences increasing the tax base
	
	

	
	
	

	Revaluation of securities at fair value
	(89,959)
	-

	Accrued income and expenses
	-
	(43,606)

	
	
	

	Net amount of a deferred tax asset
	(17,992)
	(8,721)

	
	
	

	Total net deferred tax (liability) asset
	(13,804)
	8,344


As of December 31, 2010, a deferred tax asset of 4,825 thousand rubles arose out of use for tax and financial accounting of different methods of accrual of income from investment in notes of credit and other institutions and expenses on notes issued (less 3,728 thousand rubles), and revaluation of these securities at fair value (less 1,097 thousand rubles).

In the reporting period, a deferred tax liability of 8,979 thousand rubles was recognized as of December 31, 2009.

23. DIVIDENDS
In compliance with the Russian Law Concerning Banks and Banking Activities, only accumulated retained earnings of the Bank can be distributed among its members as dividends subject to accounting prepared in accordance with the Russian Accounting Standards.
As of December 31, 2010, the retained earnings of the Bank in accordance with Russian Accounting Standards amounted to 39,188 thousand rubles. At that, 21,836 thousand rubles of the retained earnings shall be allocated to the provisions of the Bank in compliance with the Russian law.

In the reporting period, the Bank did not declare and pay dividends.

24. SEGMENT ANALYSIS
As segment reporting is only presented on companies with marketable debt or equity securities and those raising funds through issue of shares and debt instruments in an open market, the Bank does not prepare and present such information.

25. RISK MANAGEMENT
Risk management is a set of internal procedures of the Bank for limitation of the assumed risk level.

The objective of the risk management system is maintenance of the overall risk assumed by the Bank at the level determined by the Bank in accordance with its strategic mission. The priority task is preservation of assets and capital on the basis of minimization of exposure to risks which may cause unexpected losses.

The objective of risk analysis and management system of the Bank is achieved on the basis of a system comprehensive approach, which implies fulfillment of the following tasks:

· detection and analysis of all risks arising in the course of activities of the Bank;

· determination of attitude to various risk types;

· qualitative and quantitative assessment (assessment) of certain risks;

· establishment of correlations between certain risk types for assessment of an effect of assesses planned for limitation of a certain risk type on growth or reduction of other risks;

· establishment of a risk monitoring system, as well as a system of prompt and sufficient response, which allow to prevent or minimize a risk.

( I ) Credit Risk

Credit risk arises in areas of activities, where success depends on the borrower's, counterparty's or issuer's performance. Therefore, credit risk management is based on detection of causes of impossibility or unwillingness to perform obligations and methods of risk reduction.

Credit risk can be qualitatively and quantitatively assessed and grows in proportion to the duration of transaction.

Qualitative assessment is a verbal description of a risk level, which, as a rule, has the form of an opinion on creditworthiness. An objective of risk qualitative assessment is taking a decision on the possibility of the funds allocation of the Bank, sufficiency of security and transfer to assessment of the quantitative parameters.

Quantitative assessment consists in determination of the limit losses on a transaction and justification of the relevant provisions.
The Bank assumes credit risk, particularly, a risk that the counterparty will fail to repay a loan in full in due time. The Bank controls credit risk, setting limits on a single borrower or a group of related borrowers. The Bank on a regular basis monitors such risks and reviews the limits depending on the market environment. The Bank Management Board adopts the limits of credit risk on products, borrowers and branches.
Actual observance of limits on the level of assumed risk is controlled on a daily basis.

Credit risk management consists in regular analysis of the ability of the current and prospective borrowers to repay interest and principal, as well as change of the credit limits, if necessary.

Besides, the Bank manages credit risk, particularly, through acceptance of collateral and guarantees from legal entities and individuals.

The peak level of credit risk of the Bank is, as a rule, recognized in the carrying amount of financial assets in the statement of financial position. Possible offsetting assets and liabilities does not contribute much to reduction of potential credit risk.

Credit risk arising out of off-balance-sheet financial instruments is defined as the probability of losses due to failure to fulfill terms of an agreement by the other party of a transaction on such financial assets. In respect of contingent liabilities the Bank employs the same credit policy as in respect of balance-sheet financial instruments based on the transaction approval procedure, use of risk limits and monitoring.

Assesses for risk minimization for departments assuming this type of risk:
1. A document establishing procedures of issue, administration and repayment of loans and other instruments involving credit risk;

2. A document establishing procedures of taking a decision on allocation of funds of the Bank;

3. A document establishing procedures of taking decisions on acquisition / disposal of securities and derivative financial instruments, including creation of an investment and trading portfolio, as well as inter-portfolio transfer of quoted securities in case of the acquisition objective change;

4. Documents establishing the procedure of setting, reviewing and cancellation of limits on contracting banks, the procedure of issue, administration and repayment of interbank loans, deposits and other investment of funds;

5. A document establishing allocation of functions and powers among the management of the Bank bodies and officers in setting limits on loan services;

6. A document establishing the procedure of ensuring performance of obligations to the Bank;

7. A developed and implemented system for assessing creditworthiness of prospective borrowers and issuers of notes;

8. Collegial taking an affirmative decision on loan issue and acquisition of notes from third parties;

9. Availability of exhaustive information on the borrower (issuer of notes), including data on the founders, cash flows, the financed transaction etc.;

10. Compulsory security for loans issued, insurance of pledged property;

11. Creation of loan loss provisions.

12. Documented procedures of study of all documents presented by the borrower, validation check of financed transactions, investigation of the borrower's credit report, analysis of presence or absence of loan debts, including overdue debts, verification of powers of the borrower's officers signing a loan agreement, check of availability and the quality of security;

13. A documented procedure of creation, administration and storage of the borrower's credit reports and control over observance of the same;

14. A procedure of daily control over repayment (redemption) by borrowers of provided funds and interest thereupon, including overdue loan debts and necessary assesses for repayment of the same.

15. A procedure of control over limit observance;

Risks are also minimized through observance of risk standards on borrowers in respect of balance-sheet assets and off-balance-sheet liabilities of the Bank.

( I I ) Market Risk

Market risk includes equity, exchange rate and interest rate risks.

The Bank assumes market risk related to open interest rate, exchange rate and equity positions involving the risk of general and specific market changes. The Bank Management Board sets limit levels of assumed risk and controls observance of the same on a daily basis. However, such approach does not prevent losses over the set limits in case of significant market changes.

Assess for risk minimization:

Interest Rate Risk:

1. Maintenance of time balance of assets and liabilities.

2. Diversification of the securities trading portfolio into amounts, dates and issuers.

3. A document establishing a policy of borrowing and allocation of funds.

4. Selection of an optimum ratio between setting borrowing rates of interest and allocation at market average rates;

5. A document establishing the procedure of setting interest rates on allocated funds and liabilities of the Bank;

6. Procedures and separation of powers of officials in issues or change of interest rates under agreements concluded or securities issued, as well as change of duration of concluded agreements and maturity of securities;

7. Control over the quality of the loan and securities portfolios for prevention of the effective interest rate decrease due to extra allocations to loan loss provisions;
Equity Risk:

1. Setting limits on securities transactions in part of amounts, issuers and dates.

2. Limitation of investment in assets involving risk of violent market value fluctuations.

Exchange Rate Risk:

1. An internal document regulating the procedure of control over an open foreign-currency position.

2. Conduct of foreign currency transactions via reliable counterparties.
( I I I ) Exchange Rate Risk

The Bank is exposed to exchange rate risk, which is the risk of losses due to adverse changes in foreign exchange rates on open foreign-currency positions. The Bank Management Board sets limit levels of assumed risk with a breakdown into currencies at the end of each day and throughout a day and controls observance of the same on a daily basis. Analysis of the exchange rate risk of the Bank as of December 31, 2010 is given below.
Assets and liabilities of the Bank are shown at carrying amount with a breakdown into major currencies net of provisions.
As of the reporting date of December 31, 2010, the foreign-currency position of the Bank was the following:

	Thousand Rubles
	RUB 
	USD
	EUR
	Total

	Assets
	
	
	
	

	Cash and cash equivalents
	1,868,227
	432,799
	990,996
	3,292,022

	Legal reserve on accounts with the Central Bank of the Russian Federation
	224,015
	-
	-
	224,015

	Financial assets at fair

value through profit or loss
	2,019,447
	-
	-
	2,019,447

	Funds with other banks
	2,089,340
	39,249
	-
	2,128,589

	Loans and receivables
	8,744,675
	738,728
	55,393
	9,538,796

	Other assets
	201,467
	61,131
	4
	262,602

	Deferred tax asset
	4,825
	-
	-
	4,825

	Non-current assets
	38,043
	-
	-
	38,043

	Total assets
	15,190,039
	1,271,907
	1,046,393
	17,508,339

	Liabilities
	
	
	
	

	Funds from other banks
	98,106
	27,720
	26,026
	151,852

	Funds from customers
	8,651,816
	818,973
	996,504
	10,467,293

	Debt securities in issue
	1,299,362
	207,243
	-
	1,506,605

	Other liabilities
	169,459
	7,045
	11,137
	187,641

	Current income tax liabilities
	13,852
	-
	-
	13,852

	Total liabilities
	10,232,595
	1,060,981
	1,033,667
	12,327,243

	Net balance-sheet position
as of December 31, 2010
	4,957,444
	210,926
	12,726
	5,181,096

	Net balance-sheet position 

as of December 31, 2009
	3,078,782
	(5,904)
	(5,653)
	3,067,225

	
	
	
	
	

	Claims on loans
	200,000
	-
	-
	200,000

	Loan commitments
	(4,489,273)
	(143,045)
	(1,633)
	(4,633,951)

	Off-balance-sheet net contingent position

as of December 31, 2010
	(4,289,273)
	(143,045)
	(1,633)
	(4,433,951)

	Off-balance-sheet net contingent position

as of December 31, 2009
	(2,428,042)
	(1,856)
	(2,311)
	(2,432,209)


 ( I V ) Liquidity Risk

Liquidity risk arises out of maturity mismatch. The Bank is exposed to the risk due to everyday necessity to use available funds for settlements on customers' accounts on deposit maturity, loan issue, payment on guarantees and derivative financial instruments settled with funds.

The Bank does not accumulate funds for an event of one-time discharge of all above-mentioned liabilities as on the basis of available practice it is possible to forecast at a sufficient accuracy level the volume of funds required for discharge of these liabilities. The Bank Finance Committee manages liquidity risk.

Assesses for risk minimization: a system of management of the daily payment position of the Bank in general and by certain currencies, including:

1. Systems of management of the daily payment position of the Bank;

2. Systems of management of general accounting liquidity;

Distribution of assets and liabilities by term to demand and maturity as of December 31, 2010 is given in the Table below. Some active transactions, however, can be long-term, particularly, due to repeated roll-overs short-term loans can have a longer term.

Assets and liabilities of the Bank are shown at carrying amount with a breakdown into major currencies net of provisions.

The  liquidity position of the Bank as of December 31, 2010 is given below:

	Thousand Rubles


	On-call and under 

1 month
	From 1 to 6

months
	From 6 months

to 1 year
	From 1 to 5 years
	Over 5 years
	Undetermined maturity date
	Total

	Assets
	
	
	
	
	
	
	

	Cash and cash
equivalents 
	3,292,022
	-
	-
	-
	-
	-
	3,292,022

	Legal reserve on
accounts with the Central Bank of the Russian Federation
	224,015
	-
	-
	-
	-
	-
	224,015

	Financial assets
at fair
value through profit or
loss
	2,019,447
	-
	-
	-
	-
	-
	2,019,447

	Funds with other banks
	959,565
	85,610
	988,131
	75,283
	-
	20,000
	2,128,589

	Loans and
receivables 
	411,440
	4,156,279
	3,143,575
	1,314,264
	369,809
	143,429
	9,538,796

	Other assets
	173,101
	6,814
	14,427
	3,019
	-
	65,241
	262,602

	Deferred tax asset
	-
	-
	-
	-
	-
	4,825
	4,825

	Non-current assets
	-
	-
	-
	-
	-
	38,043
	38,043

	Total assets
	7,079,590
	4,248,703
	4,146,133
	1,392,566
	369,809
	271,538
	17,508,339

	Liabilities
	
	
	
	
	
	
	

	Funds from other banks
	151,849
	-
	3
	-
	-
	-
	151,852

	Funds from customers
	4,612,286
	3,239,424
	2,142,706
	372,877
	100,000
	-
	10,467,293

	Debt securities
in issue
	7,193
	816,236
	595,599
	87,577
	-
	-
	1,506,605

	Other liabilities
	131,709
	30,334
	19,941
	5,657
	-
	-
	187,641

	Current income tax liabilities
	-
	13,852
	-
	-
	-
	-
	13,852

	Total liabilities
	4,903,037
	4,099,846
	2,758,249
	466,111
	100,000
	-
	12,327,243

	Net liquidity gap as of December 31, 2010
	2,176,553
	148,857
	1,387,884
	926,455
	269,809
	271,538
	5,181,096

	Overall gap
as of December 31, 2010
	2,176,553
	2,325,410
	3,713,294
	4,639,749
	4,909,558
	5,181,096
	

	Overall gap
as of December 31, 2009
	(289,627)
	(350,177)
	2,523,645
	2,905,748
	2,855,967
	3,067,225
	

	
	
	
	
	
	
	
	

	Claims on loans
	-
	-
	-
	200,000
	-
	-
	200,000

	Loan commitments
	(33,706)
	(2,907,339)
	(1,513,775)
	(160,341)
	(18,790)
	-
	(4,633,951)

	Off-balance-sheet net contingent position as of December 31, 2010
	(33,706)
	(2,907,339)
	(1,513,775)
	39,659
	(18,790)
	-
	(4,433,951)

	Off-balance-sheet net contingent position as of December 31, 2009
	(701,365)
	(503,600)
	(631,205)
	(796,039)
	-
	200,000
	(2,432,209)


Outstanding claims are shown in the column Undetermined maturity date.

The Bank has no outstanding liabilities on the balance sheet.

Funds on legal reserve accounts with the Central Bank of the Russian Federation are classified as On-call and under 1 month, as most of liabilities in respect of these funds are also included in this category.

Legal claims are shown in the column Undetermined maturity date.

Matching and / or controlled mismatch of maturity dates and interest rates on assets and liabilities is an essential issue in the Bank management. Full matching is, as a rule, impossible as transactions often have undetermined maturity dates and differ from each other. Mismatch of these positions increases prospective profitability but at the same time the risk of losses.
Assets and liability maturity dates and the possibility of replacement at reasonable cost of interest liabilities on their maturity dates are essential factors for assessment of the liquidity and risks of the Bank in case of interest rate and foreign exchange rate change.

The management supposes that notwithstanding a material portion of on-call deposits from individuals diversification of such deposits into the number and type of the depositor, as well as the experience of the Bank accumulated over the previous periods define such deposits as a long-term and stable source of financing.

( V ) Interest Rate Risk

The Bank assumes a risk related to effect of market interest rate fluctuations on its financial position and cash flows. Such fluctuations can increase the level of an interest margin, however, in the event of an unexpected change in interest rates the interest margin can also decline and cause losses.

The Bank is exposed to interest rate risk, primarily, due to issue of loans at fixed interest rates in amounts and for terms different from amounts and terms of borrowing funds at fixed interest rates. As a practical matter, interest rates are established for short terms. Besides, interest rates fixed in terms of agreements on assets and liabilities are often revised on the basis of mutual agreement in accordance with the market environment.

The Bank Management Board sets a limit on the level of a gap in interest rate periods and monitors observance of the set limits on a daily basis. In the absence of hedging instruments, the Bank, as a rule, tries to match interest rate positions.

Analysis of effective weighted average interest rates on all types of interest (discount) assets and liabilities is given in the Table below. Analysis was performed on the basis of effective weighted average interest rates as of the end of the reporting period.

	Asset and Liability Maturities
	On-call 

and under 1 month
	From 1 to 6

months
	From 6 months

to 1 year
	From 1 to 

5 years
	Over 

5 years

	Assets
	
	
	
	
	

	Funds with other banks
	2.42%
	9.34%
	9.10%
	9.50%
	-

	- issued loans
	2.07%
	-
	14.50%
	-
	-

	- notes of banks
	13.50%
	9.34%
	9.10%
	9.50%
	-

	Loans and receivables 
	14.94%
	15.62%
	15.19%
	16.60%
	17.13%

	- issued loans
	14.83%
	15.62%
	15.19%
	16.60%
	17.13%

	- notes 
	16.00%
	-
	-
	-
	-

	Financial assets at fair
value through profit
or loss
	7.40%
	-
	-
	-
	-

	Total assets
	6.18%
	15.49%
	13.73%
	16.41%
	17.13%

	Liabilities
	
	
	
	
	

	Funds from other banks
	4.50%
	-
	-
	-
	-

	- contracted loans
	4.50%
	-
	-
	-
	-

	Funds from customers
	4.87%
	9.87%
	10.95%
	12.23%
	8.00%

	- on-call deposits from individuals
	0.66%
	-
	-
	-
	-

	- term deposits from individuals
	9.00%
	11.07%
	10.90%
	12.23%
	-

	- term deposits from legal entities
	2.17%
	7.85%
	11.42%
	-
	8.00%

	Debt securities in issue
	5.02%
	10.62%
	8.13%
	12.51%
	-

	Lease liability
	-
	-
	21.98%
	21.94%
	-

	Total liabilities
	4.85%
	10.02%
	10.35%
	12.30%
	8.00%


As of December 31, 2010, analysis of sensitivity of the Bank to change of interest rates based on periods of asset and liability interest rates did not differ significantly from maturity analysis.

In 2010 and 2009, the Bank did not have interest instruments with a floating rate.

Analysis of effective average interest rates on all types of major currencies for major monetary financial instruments is given in the Table below. Analysis was performed on the basis of effective weighted average interest rates as of the year-end.

	
	2010
	2009

	 
	Carrying Amount
	Weighted Average Interest Rate
	Carrying Amount
	Weighted Average Interest Rate
	Carrying Amount
	Weighted Average Interest Rate
	Carrying Amount
	Weighted Average Interest Rate
	Carrying Amount
	Weighted Average Interest Rate
	Carrying Amount
	Weighted Average Interest Rate

	
	RUB
	
	USD
	
	EUR
	
	RUB
	
	USD
	
	EUR
	

	Assets
	
	
	
	
	
	
	
	
	
	
	
	

	Funds with other banks
	2,069,068
	6.02%
	-
	-
	-
	-
	74,267
	14.30%
	4,547
	4.60%
	-
	-

	- loans
	930,310
	2.07%
	-
	-
	-
	-
	31,435
	11.16%
	4,547
	4.60%
	-
	-

	- notes
	1,138,758
	9.24%
	-
	-
	-
	-
	42,832
	16.60%
	-
	-
	-
	-

	Loans and advances to customers
	8,600,495
	15.66%
	738,729
	15.52%
	55,393
	14.48%
	10,127 615
	18.43%
	53,823
	16.87%
	120,369
	15.08%

	- loans
	8,560,495
	15.66%
	738,729
	15.52%
	55,393
	14.48%
	10,107 615
	18.42%
	53,823
	16.87%
	120,369
	15.08%

	- notes
	40,000
	16.00%
	-
	-
	-
	-
	20,000
	23.00%
	-
	-
	-
	-

	Financial assets at 

fair value
	8,980
	7.40%
	-
	-
	-
	-
	19,157
	11.03%
	-
	-
	-
	-

	Total assets
	10,678,543
	13.79%
	738,729
	15.52%
	55,393
	14.48%
	10,221 039
	18.39%
	58,370
	15.91%
	120,369
	15.08%

	Liabilities
	
	
	
	
	
	
	
	
	
	
	
	

	Funds from other banks
	50,000
	4.50%
	-
	-
	-
	-
	140,000
	5.09%
	-
	-
	-
	-

	Funds from customers:
	4,684,670
	10.59%
	800,678
	7.47%
	973,195
	8.37%
	1,231,641
	10.77%
	460,304
	8.99%
	497,167
	8.99%

	   - on-call deposits from individuals
	8,902
	0.58%
	1,748
	0.10%
	261
	7.46%
	78
	0.10%
	3
	0.10%
	640
	0.10%

	   - term deposits from individuals
	2,900,368
	12.45%
	691,651
	8.53%
	972,934
	8.37%
	196,660
	14.35%
	460,301
	8.99%
	496,527
	9.00%

	   - term deposits from legal entities
	1,775,400
	7.61%
	107,279
	0.75%
	-
	-
	1,034,903
	10.09%
	-
	-
	-
	-

	Debt securities in issue
	1,299,362
	10.71%
	207,243
	3.47%
	-
	-
	3,195 412
	13.49%
	413,642
	6.41%
	-
	-

	Lease liability
	2,792
	21.97%
	-
	-
	-
	-
	8,386
	24.99%
	-
	-
	-
	-

	Total liabilities
	6,036,824
	10.57%
	1,007,921
	6.65%
	973,195
	8.37%
	4,575,439
	12.52%
	873,946
	7.77%
	497,167
	8.99%


( V I ) Geographic Risk 

The Bank is hardly exposed to geographic risk, as the majority of its customers (depositors and borrowers) are located in Moscow.
26. CAPITAL MANAGEMENT

Equity capital management has the following objectives:
- observance of capital requirements established by the Central Bank of the Russian Federation;

- maintenance of ability of the Bank to function as a constantly operating enterprise;
- maintenance of the capital base at the level of the capital adequacy ratio established by the Central Bank of the Russian Federation.

Observance of the capital adequacy ratio established by the Central Bank of the Russian Federation is monitored through monthly reports including the relevant calculations checked and signed by Chairman of the Management Board and Senior Accountant of the Bank. Assessment of other objectives of equity capital management is carried out on annual basis.

Subject to the requirements in force established by the Central Bank of the Russian Federation, banks shall maintain the ratio of equity to risk weighted assets (the capital adequacy ratio) at the level exceeding the compulsory minimum level.

The Bank fulfilled these requirements throughout the reporting period (and throughout the previous year).
27. CONTINGENT LIABILITIES
( I ) Lawsuits
From time to time, in the course of the operation of the Bank, lawsuits are filed against the Bank. On the basis of own estimate and recommendations of internal and external professional advisers the management of the Bank supposes that these lawsuits will not lead to heavy losses incurred by the Bank and, therefore, has not created provisions for these lawsuits.

As of the date of this report there were no lawsuits against the Bank.

In the reporting period the Bank participated as a plaintiff in the following proceedings:
1). For recovery from the borrower of the Bank Riron LLC of loan and interest debts and a penalty.
In compliance with the Judgment of the Moscow City Arbitration Court of 16 December 2005, the defendant shall repay to the Bank 1,524,165 rubles 62 kopecks, including: 1,511,576 rubles and 06 kopecks for redemption of the principal and interest and 12,589 rubles and 56 kopecks for redemption of a penalty.
Subject to the Judgment of the Moscow City Arbitration Court of 13.09.2006 the claims of the Bank were added on the list of Riron LLC lenders' claims. Bankruptcy proceedings against Riron LLC were commenced subject to the Judgment of the Moscow City Arbitration Court of 21.11.2006.

Subject to the Judgment of the Moscow City Arbitration Court of 23.12.2008 a decision was adopted on appointment of a new administrator and extension of bankruptcy proceedings for other 6 months.

On 29.01.2009 a meeting of Riron LLC lenders was held at which a decision was adopted on disposal of Riron LLC property.

Subject to Judgment of the Moscow City Arbitration Court of 07.07.2009 a decision was adopted on extension of bankruptcy proceedings for other 6 months.

On 15.01.2010 the Moscow City Arbitration Court resolved to terminate bankruptcy proceedings.

On 21.01.2010 as per Ruling of the Moscow City Arbitration Court a decision was adopted on termination of bankruptcy proceedings. The lenders' claims outstanding due to the borrower's funds insufficiency were declared discharged. Bankruptcy proceedings against the borrower were terminated.

2). For recovery from guarantors of a loan to Plastservice LLC D.I. Shkarupa and A.G. Kireev of loan and interest debts and a penalty.

An amount of claims of the Bank was equal to 5,158,796 rubles 88 kopecks, including 2,000,000 rubles of the principal, 725,601 rubles and 77 kopecks of accrued interest and 2,433,195 rubles and 11 kopecks of a penalty. A state duty paid amounted to 33,993 rubles and 99 kopecks.

On 18.11.2008 the Perovsky District Court of Moscow passed a judgment on recovery from the guarantor of a loan to Plastservice LLC D.I. Shkarupa of claims of the Bank in the amount of 2,843,829 rubles and 77 kopecks, including 2,000,000 rubles of the principal, 825,601 rubles and 77 kopecks of accrued interest. A state duty paid amounted to 18,228 rubles.

In March 2009, enforcement proceedings were commenced against D.I. Shkarupa.

In February 2010, as per Decision of the Bailiff enforcement proceedings were commenced against D.I. Shkarupa with attachment. In March 2010, the Bank received the Bailiff's Decision on attachment of D.I. Shkarupa's share in Berginya - Delivery Service LLC.

In May 2010, a decision was received on deductions from D.I. Shkarupa's income.
For debt recovery bailiffs collected and transferred to the Bank an amount of 88,040 rubles.
3). For recovery from the borrower of the Bank Wine Holding Trading House of debts on loans issued under agreements no. 365/07 of 16.07.2007 and no. 446/07 of 10.10.2007, accrued interest and a penalty.

3.1). As of the commencement date an amount of claims of the Bank under loan agreement no. 365/07 amounted to 41,566,544 rubles 29 kopecks, including 40,500,000 rubles of the principal, 1,044,590 rubles and 18 kopecks of accrued interest and 21,954 rubles and 11 kopecks of a penalty. A state duty paid amounted to 100,000 rubles.

On 15.07.2008, the Moscow City Arbitration Court passed a judgment on satisfaction of claims of the Bank in the amount of 41,566,544 rubles 29 kopecks, including 40,500,000 rubles of the principal, 1,044,590 rubles and 11 kopecks of accrued interest, a state duty of 100,000 rubles and enforcement of the pledged property.
In September 2008, the Bank received a writ of execution.

In April 2009, as per Decision of the Bailiff enforcement proceedings were commenced against Wine Holding Trading House LLC.

In December 2009, subject to Judgment of 01.12.2009 and Act of 01.12.2009 the Bailiff adopted a decision on proceedings termination and return to the Bank of the enforcement document.

3.2). As of the commencement date an amount of claims of the Bank under loan agreement no. 446/07 amounted to 53,494,332 rubles 95 kopecks: including 40,500,000 rubles of the principal, 2,843,959 rubles and 04 kopecks of accrued interest and 10,150,373 rubles and 91 kopecks of a penalty. A state duty paid amounted to 102,000 rubles.

On 06.11.2008, the Moscow City Arbitration Court passed a judgment on satisfaction of claims of the Bank in the amount of 52,543,959 rubles and 04 kopecks: including 40,500,000 rubles of the principal, 2,843,959 rubles and 04 kopecks of accrued interest, 9,200,000 rubles of a penalty; a state duty paid amounted to 102,000 rubles.

In January 2009, the Bank received a writ of execution.

In March 2009, as per Decision of the Bailiff enforcement proceedings were commenced against Wine Holding Trading House LLC.

In February and May 2010, the Bank received a notification from the Bailiff stating that the Borrower had not transferred the money and location of its property remained unknown.

In March 2011, subject to the Judgment of 22.03.2011 and the Act of 22.03.2011 the Bailiff adopted a decision on proceedings termination and return to the Bank of the enforcement document.

4). For recovery from the guarantor of debts on loans issued under agreements no. 365/07 of 16.07.2007 and no. 446/07 of 10.10.2007 to Wine Holding Trading House LLC, accrued interest and a penalty.

4.1). An amount of claims of the Bank under loan agreement no. 365/07 was equal to 41,566,544 rubles 29 kopecks, including 40,500,000 rubles of the principal, 1,044,590 rubles and 18 kopecks of accrued interest and 21,954 rubles and 11 kopecks of a penalty. A state duty paid amounted to 20,000 rubles.

In December 2009, the Moscow City Arbitration Court passed a judgment on satisfaction to the full extent of claims of the Bank in the amount of 41,566,544 rubles and 29 kopecks and a state duty in the amount of 20,000 rubles.

In June 2010, the Bank received the original of a writ of execution.

As per Decision of the Bailiff of 01.07.2010 enforcement proceedings were commenced against S.A. Artemenko.

4.2). An amount of claims of the Bank under loan agreement no. 446/07 was equal to 43,937,282 rubles and 47 kopecks: including 40,500,000 rubles of the principal, 1,197,401 rubles and 67 kopecks of accrued interest, and 2,239,880 rubles and 80 kopecks of a penalty. A state duty paid amounted to 20,000 rubles.

In December 2009, the Moscow City Arbitration Court passed a judgment on satisfaction to the full extent of claims of the Bank in the amount of 43,937,282 rubles and 47 kopecks and a state duty in the amount of 20,000 rubles.

In April 2010, the Bank received the original of a writ of execution. In May 2010, enforcement proceedings were commenced against S.A. Artemenko.

5). For recovery from the issuer Macromir LLC of payment of a note, as well as an amount of penalties and expenses on protest for non-payment and a state duty.

On 10.11.2008, the Bank presented for payment a note of Macromir LLC of the 52,840,164 ruble par value. On 13.11.2008 the notary drew up an act of protest for non-payment. In December 2008, the Bank filed a lawsuit with the Arbitration Court of Saint Petersburg.

An amount of claims of the Bank on the note was equal to 53,068,059 rubles and 73 kopecks, including 52,840,164 rubles of the principal amount, 207,895 rubles and 73 kopecks of a penalty, and 20,000 rubles of expenses on protest for non-payment. A state duty paid amounted to 101,000 rubles.

In May 2009, bankruptcy proceedings were commenced against Macromir LLC. In September 2009, the court appointed an administrator.

In December 2009, the Moscow City Arbitration Court passed a judgment on satisfaction to the full extent of claims of the Bank in the amount of 53,068,059 rubles and 73 kopecks and a state duty in the amount of 20,000 rubles.

In December 2009, the Bank received the original of a writ of execution.
Subject to the Judgment of the Moscow City Arbitration Court of 20.11.2009 the Bank was added on the list of lenders of Macromir LLC.

On 27.10.2010, by the results of the administrator's report, the Arbitration Court of Saint Petersburg adopted a decision on extension of bankruptcy proceedings for other 6 months.
On 27.04.2011, the Arbitration Court of Saint Petersburg adopted a decision on extension of bankruptcy proceedings for other 6 months.

6). For recovery from A.V. Shishkin of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 179,744 rubles and 40 kopecks, including 119,979 rubles and 93 kopecks of the principal, 12,177 rubles and 39 kopecks of accrued interest, 21,388 rubles and 97 kopecks of an interest debt, and 26,199 rubles and 01 kopecks of a penalty. A state duty paid amounted to 3,397 rubles and 44 kopecks.

In June 2009, the Court passed a default judgment on recovery from the debtor of the total amount of claims of the Bank equal to 179,744 rubles and 40 kopecks and a state duty in the amount of 3,397 rubles and 44 kopecks.

In September 2009, the Bank received a writ of execution. In October 2009, enforcement proceedings were commenced against A.V. Shishkin.

In February 2010, as per Decision of the Bailiff the right to leaving abroad of A.V. Shishkin was restricted.

On 30.03.2010, the Bailiff adopted a decision on proceedings termination for lack of property for enforcement and return to the Bank of the enforcement document.

7). For recovery from guarantors of a loan to Serebryanoprudsky Distillery LLC V.L. Shapovalov and A.V. Yegarmin of loan and interest debts and a penalty.

An amount of claims of the Bank was equal to 6,585,734 rubles and 42 kopecks, including 3,486,391 rubles and 07 kopecks of the principal, 63,292 rubles and 31 kopecks of accrued interest, and 3,036,051 rubles and 98 kopecks of a penalty. A state duty paid amounted to 20,000 rubles.

In June 2009, the Court passed a judgment on recovery from the guarantors of the total amount of claims of the Bank equal to 6,585,734 rubles and 42 kopecks and a state duty in the amount of 20,000 rubles.

In November 2009, the Bank received writs of execution.
In December 2009, enforcement proceedings were commenced against V.L. Shapovalov.

In January 2010, enforcement proceedings were commenced against A.V. Yegarmin.

On 11.05.2010 and 17.03.2011, the Bailiff adopted decisions on temporary restriction of the right to leaving abroad of A.V. Yegarmin.

8). For recovery by S.V. Kuchkin of a debt on a loan issued under facility agreement no. FL-076/07 of 11.04.2007.

An amount of claims of the Bank was equal to 4,999,890 rubles 80 kopecks, including 4,000,000 rubles of the principal, 221,049 rubles and 43 kopecks of accrued interest and 778,841 rubles and 37 kopecks of a penalty. A state duty paid amounted to 20,000 rubles.

In June 2009, the Court passed a judgment on recovery from the debtor of the total amount of claims of the Bank equal to 4,999,980 rubles and 80 kopecks and a state duty in the amount of 3,397 rubles and 44 kopecks.

Subject to the Judgment of the Moscow City Court of 21.01.2010 the penalty amount was reduced by 300,000 rubles and amounted to 400,000 rubles; in total, 4,641,049 rubles and 43 kopecks were recovered from S.V. Kuchkin.
In April 2010, the Bank received a writ of execution. As per Decision of the Bailiff of 22.04.10, an enforcement proceedings were commenced against S.V. Kuchkin.

9). For recovery from A.V. Chervyakov of a debt on a loan issued under facility agreement no. FL-207/08 of 18.11.2008.

An amount of claims of the Bank was equal to 318,215 rubles and 34 kopecks, including 200,000 rubles of the principal, 24,767 rubles and 12 kopecks of accrued interest and 93,488 rubles and 22 kopecks of a penalty. A state duty paid amounted to 4,783 rubles.

In December 2009, the Court passed a default judgment on recovery from the debtor of the total amount of claims of the Bank equal to 318,215 rubles and 34 kopecks and a state duty in the amount of 4,783 rubles.

In February 2010, the Bank received a writ of execution. In April 2010, enforcement proceedings were commenced against A.V. Chervyakov.

10). For recovery from Commercial Bank SOTSEKONOMBANK LLC of a debt on an interbank loan issued under General Agreement on General Terms of Conducting Transactions in Internal Interbank Market no. 13/03-07 of 13.03.2007.

On 15 November 2010, the Bank filed a lawsuit with the Moscow City Arbitration Court for recovery from Commercial Bank SOTSEKONOMBANK LLC of a debt on an interbank loan in the amount of 20,084,182 rubles and 88 kopecks, including:

- 20,000,000.00 rubles of the principal;

- 24,657.53 rubles of interest for the period of 29.10.2010 to 07.11.2010;

- 73.30 rubles of a penalty for delay in payment of interest on an interbank loan for the period of 08.11.2010 to 14.11.2010;

- 59,452.05 rubles of a penalty for delay in repayment of the interbank loan for the period of 08.11.2010 to 14.11.2010.

In February 2011, the Court passed a judgment on recovery from the debtor of the total amount of claims of the Bank equal to 20,084,182 rubles and 88 kopecks and a state duty in the amount of 123,420 rubles 91 kopecks.

Taking into account withdrawal of license from Commercial Bank SOTSEKONOMBANK LLC the Bank also filed a demand of lender with the temporary administration of Commercial Bank SOTSEKONOMBANK LLC and was appointed a third-priority lender for an amount of 20,084,182 rubles and 88 kopecks.

In March 2011, the Bank received a writ of execution.
The writ of execution was forwarded to the administrator of Commercial Bank SOTSEKONOMBANK LLC for additional clarification and justification of claims of the Bank introduced to the list of lenders' claims and discharge by the administrator of Commercial Bank SOTSEKONOMBANK LLC current liabilities to the Bank, including expenses on a state duty in the amount of 123,420 rubles and 91 kopecks, which were not subject to introduction to the list, but were immediately discharged. On 05.05.2011 a demand for discharge of the current liabilities (expenses on a state duty in the amount of 123,420 rubles and 91 kopecks) was also forwarded to the administrator of Commercial Bank SOTSEKONOMBANK LLC with attached banking details for payment.

11). For recovery from G.G. Karapetyan of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 31,128 rubles and 51 kopecks, including 24,774 rubles and 84 kopecks of the principal, 336 rubles and 01 kopecks of accrued interest, 1,710 rubles and 48 kopecks of an interest debt, and 3,206 rubles and 35 kopecks of a penalty. A state duty paid amounted to 1,100 rubles and 83 kopecks.

In April 2010, the Court passed a judgment on recovery from the debtor of the total amount of claims of the Bank equal to 30,027 rubles and 68 kopecks and a state duty in an amount of 1,100 rubles and 35 kopecks.

On April 30, 2010, G.G. Karapetyan submitted an application for a grace period of 4 months for payment.

In April 2010, the Bank received a writ of execution. In July 2010, the writ of execution was forwarded to the Proletarsky District Department of the Federal Bailiff Service.

No documents on the course of the enforcement proceedings have been received until now.
12). For recovery from S.A. Nikitin of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 33,673 rubles and 63 kopecks, including 23,880 rubles and 67 kopecks of the principal, 2,403 rubles and 03 kopecks of accrued interest, 2,041 rubles and 30 kopecks of an interest debt, and 4,173 rubles and 67 kopecks of a penalty. A state duty paid amounted to 1,174 rubles and 96 kopecks.

In April 2010, the Court passed a default judgment on recovery from the debtor of the total amount of claims of the Bank equal to 32,498 rubles and 67 kopecks and a state duty in the amount of 1,174 rubles and 96 kopecks.

In June 2010, the Bank received a writ of execution. In August 2010, the writ of execution was forwarded to the Zheleznodorozhny District Department of the Federal Bailiff Service.

No documents on the course of the enforcement proceedings have been received until now.
13). For recovery from R.F. Mamedov of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 50,368 rubles and 40 kopecks, including 39,849 rubles and 64 kopecks of the principal, 3,817 rubles and 39 kopecks of accrued interest, 1,681 rubles and 33 kopecks of an interest debt, and 3,358 rubles and 84 kopecks of a penalty. A state duty paid amounted to 1,661 rubles and 20 kopecks.

In May 2010, the Court passed a default judgment on recovery from the debtor of the total amount of claims of the Bank equal to 48,707 rubles and 20 kopecks and a state duty in an amount of 1,661 rubles and 20 kopecks.

In June 2010, the Bank received a writ of execution. In July 2010, the writ of execution was forwarded to the Tatsinsky District Department of the Federal Bailiff Service.

In August 2010, a Decision on Commencement of Enforcement Proceedings was received.

The debtor is in a place of detention.

No documents on the course of the enforcement proceedings have been received until now.

14). For recovery from L.N. Kravchuk of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 50,379 rubles and 28 kopecks, including 39,948 rubles and 92 kopecks of the principal, 7,802 rubles and 30 kopecks of accrued interest, 306 rubles and 46 kopecks of an interest debt, and 660 rubles and 07 kopecks of a penalty. A state duty paid amounted to 1,661 rubles and 53 kopecks.

In July 2010, the Court passed a default judgment on recovery from the debtor of the total amount of claims of the Bank equal to 48,717 rubles and 75 kopecks and a state duty in the amount of 1,661 rubles and 53 kopecks.

In August 2010, the Bank received a writ of execution. In August 2010, the writ of execution was forwarded to the Voroshilovsky District Department of the Federal Bailiff Service.

No documents on the course of the enforcement proceedings have been received until now.
15). For recovery from A.V. Litvinov of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 41,470 rubles and 24 kopecks, including 34,967 rubles and 23 kopecks of the principal, 1,283 rubles and 13 kopecks of accrued interest, 1,322 rubles and 04 kopecks of an interest debt, and 2,495 rubles and 79 kopecks of a penalty. A state duty paid amounted to 1,402 rubles and 05 kopecks.

In May 2010, the Court passed a default judgment on recovery from the debtor of the total amount of claims of the Bank equal to 40,068 rubles and 19 kopecks and a state duty in the amount of 1,402 rubles and 05 kopecks.

In September 2010, the Bank received a writ of execution. In September 2010, the writ of execution was forwarded to the Sovetsky District Department of the Federal Bailiff Service.

In September 2010, a Decision on commencement of enforcement proceedings was received.

The debtor is in a place of detention.

No documents on the course of the enforcement proceedings have been received until now.
16). For recovery from N.P. Syusyura of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 23,006 rubles and 13 kopecks, including 17,796 rubles and 75 kopecks of the principal, 1,706 rubles and 53 kopecks of accrued interest, 877 rubles and 65 kopecks of an interest debt, and 1,760 rubles and 94 kopecks of a penalty. A state duty paid amounted to 864 rubles and 26 kopecks.

In April 2010, the Court passed a judgment on recovery from the debtor of the total amount of claims of the Bank equal to 22,141 rubles and 87 kopecks and a state duty in the amount of 864 rubles and 72 kopecks.

In April 2010, the Bank received a writ of execution.
In January 2011, the bank card loan was closed due to debt repayment.

17). For recovery from A.N. Kovalenko of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 28,798 rubles and 61 kopecks, including 24,967 rubles and 91 kopecks of the principal, 1,249 rubles and 44 kopecks of accrued interest, 533 rubles and 56 kopecks of an interest debt, and 1,014 rubles and 73 kopecks of a penalty. A state duty paid amounted to 1,032 rubles and 97 kopecks.

In October 2010, the Court passed a judgment on recovery from the debtor of the total amount of claims of the Bank equal to 27,765 rubles and 64 kopecks and a state duty in the amount of 1,032 rubles and 97 kopecks.

In October 2010, the Bank received a writ of execution.
In October 2010, the bank card loan was closed due to debt repayment.

18). For recovery from A.P. Pyshnograyev of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 22,928 rubles and 91 kopecks, including 20,456 rubles and 11 kopecks of the principal, 1,706 rubles and 53 kopecks of accrued interest, 571 rubles and 65 kopecks of an interest debt, and 1,039 rubles and 14 kopecks of a penalty. A state duty paid amounted to 862 rubles and 01 kopeck.

In May 2010, the Court passed a judgment on recovery from the debtor of the total amount of claims of the Bank equal to 22,066 rubles and 90 kopecks and a state duty in the amount of 862 rubles and 01 kopeck.

In May 2010, the Bank received a writ of execution.
In September 2010, the bank card loan was closed due to debt repayment.

19). For recovery from V.L. Tumanyan of a bank card debt (in the form of an overdraft).

An amount of claims of the Bank was equal to 23,083 rubles and 20 kopecks, including 19,998 rubles and 29 kopecks of the principal, 554 rubles and 88 kopecks of accrued interest, 668 rubles and 44 kopecks of an interest debt, and 1,249 rubles and 61 kopecks of a penalty. A state duty paid amounted to 873 rubles and 84 kopecks.

In June 2010, the Court passed a judgment on recovery from the debtor of the total amount of claims of the Bank equal to 22,209 rubles and 36 kopecks and a state duty in an amount of 873 rubles and 84 kopecks.

In June 2010, the Bank received a writ of execution.
In November 2010, the bank card loan was closed due to debt repayment.

The Bank created provisions for possible losses on those loans equal to 100% of the exposure at default, as according to the  management of the Bank, the probability of repayment is very low.
( I I ) Tax Code 

The Tax Code of the Russian Federation in force authorizes tax authorities to adjust income and expenses of tax payers and charge additional tax liabilities on all controlled transactions to the extent that the difference between the transaction cost and market value exceeds 20%.
Controlled transactions include transactions with related parties and transactions with non-related parties if the difference between two similar market transactions with two different counter parties exceeds 20%. In practice, no formal guides on application of these rules exist.

According to the management of the Bank, forthcoming inspections by tax authorities will not lead to charge of considerable additional tax liabilities. Therefore, the management of the Bank has not created provisions for a contingent tax liability.

If any of the transactions of the Bank is challenged by tax authorities the relevant tax amounts, as well as fines and penalties will be additionally charged. A period for tax inspections amounts to three years.

( I I I ) Capital Commitments
As of December 31, 2010 and December 31, 2009 the Bank had no capital commitments.
( I V ) Operating Lease Liabilities
Minimum amounts of the future lease payments under operating lease of premises irrevocable to the extent that the Bank acts as a lessee are given below:
	Thousand Rubles
	

	throughout 1 year 
	34,524

	from 1 to 5 years 
	43,213

	over 5 years 
	-

	Total operating lease liabilities
	77,737


( V ) Loan Commitments
These instruments are primarily used for provision of funds to customers as necessary. Guarantees, which are irrevocable commitments of the Bank to effect payments in case of non-performance by the customer of its obligations to third parties, involve the same level of credit risk as loans, as such.
Documentary letters of credit, which are commitment letters stating that the Bank will effect payments in a specified amount on behalf of its customers under certain conditions, are secured with the relevant goods supply and cash deposits and, therefore, involve a lower risk level than direct lending does.

Commitments of provision of loans in certain amounts, at a certain rate and for a certain period are recognized as off-balance-sheet items.

The  loan commitments of the Bank include:

	Thousand Rubles
	2010
	2009

	Issued guarantees
	3,005,127
	2,069,272

	Commitments for loans
	1,520,380
	562,917

	Outstanding loan facilities
	108,444
	20

	Less provisions for loan commitments
	(382,288)
	(216,998)

	Total loan commitments
	4,251,663
	2,415,211


Commitments for loans include an outstanding portion of loans approved for issue in the form of an overdraft or debt ceiling. Commitments for loans assumed by the Bank involve risk of losses equal to the total amount of outstandings. However, an amount of possible losses is less than the total amount of outstandings as the most part of commitments for loans is conditioned by the customer conformance to certain creditworthiness standards. The Bank monitors a term to maturity of loan commitments as long-term commitments usually involve a higher level of credit risk as compared to short-term ones.

The total debt under loan commitments does not represent future monetary claims to the extent that expiration of the commitment period and cancellation of the specified commitments without provision of funds to the borrower are possible.

Analysis and changes in provisions for loan commitments are given below.
	Thousand Rubles
	2010
	2009

	Provisions as of December 31 of the year before the reporting period
	216,998
	161,514

	Allocations to provisions/ (Provisions recovery) for losses on
loan commitments over the reporting period
	165,290
	55,484

	Provisions as of December 31 of the reporting year
	382,288
	216,998


The value of accepted security for issued guarantees as of December 31, 2010 is given below:

	Thousand Rubles
	Issued guarantees

	Value of security:

- guarantees and collateral

- property
	2,595,062

64,910

	Total value of security for issued guarantees
	2,659,972


( V I ) Assets under Custody
As of December 31, 2010 and December 31, 2009 the Bank had the following assets under custody:

	Thousand Rubles
	2010
	2009

	Securities of customers
	230,000
	110,000

	Total assets under custody:
	230,000
	110,000


Securities of customers accepted for custody are valued by the Bank at par value.

( V I I ) Pledged Assets
As of December 31, 2010 and December 31, 2009 the Bank had the following assets as security for its obligations to counter parties:

	Thousand Rubles
	2010
	2009

	Notes of other banks
	295,500
	42,832

	Total pledged assets:
	295,500
	42,832


Assets used as security for obligations are valued by the Bank at expected value of their disposal.

28. FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is an amount at which the asset could be bought or sold in a current transaction between willing parties, or transferred to an equivalent party, other than in a liquidation sale. A quoted price of a financial asset is a certainty of its fair value.

The Bank calculated estimated fair values of financial instruments on the basis of available market data (if any) and appropriate valuation techniques. However, for interpretation of market data for determination of fair value judgments are required. As is fully considered in Note 2, the Russian economy shows features peculiar to developing countries with a slump in transactions in financial markets. Though the management uses available market data for calculation of fair values of financial instruments such data do not always reflect values which can be realized in the current environment.

Financial Instruments Recognized at Fair Value
Cash and cash equivalents, financial assets and liabilities at fair value through profit or loss, and available-for-sale financial assets are recognized at fair value in the statement of financial position.
Funds with other banks
The fair value of funds deposited at a floating rate is equal to their carrying amount. An estimated fair value of funds deposited at a fixed interest rate is based on calculation of discounted cash flows using interest rates applied to instruments with a similar level of credit risk and maturity in the money market.
According to the management of the Bank, as of December 31, 2010, fair values of loans issued to banks did not differ significantly from their carrying amounts. It is due to existing practice of interest rate revision for reflection of the current market environment; as a result interest on most outstanding amounts is accrued at rates approximately equal to market rates.

Loans and receivables

Loans and receivables are recognized net of impairment provisions. An estimated fair value of loans and receivables is a discounted amount of the expected future cash flows. For determination of the fair value the expected future cash flows are discounted at current market rates.

According to the management of the Bank, as of December 31, 2010, fair values of loans and advances issued to customers did not differ significantly from their carrying amounts. It is due to existing practice of interest rate revision for reflection of the current market environment; as a result interest on most outstanding amounts is accrued at rates approximately equal to market rates.

29. TRANSACTIONS WITH RELATED PARTIES
For the purposes of this statement, parties are deemed to be related if one of them is in a position to control the other or can significantly influence financial and operating decisions taken by the other party, in compliance with IAS 24, Related Party Disclosures. Considering relations with related parties the Bank takes into account the economic content of such relations and not only the legal form of the same.

In the reporting period, the Bank allocated debt securities for related parties, and raised funds from related parties in the form of deposits. In the reporting period, the Bank allocated certain loans for related parties. Such transactions were conducted at market rates.
The closing balance, income and expense items (and other transactions) under transactions with related parties are given below:

	Thousand Rubles
	2010
	2009

	Loans 
	
	

	Loans as of December 31 of the year before the reporting period
	2,291
	2,285

	Loans issued throughout the year
	41,426
	24,809

	Loans repaid throughout the year
	37,880
	24,803

	Loans as of December 31 of the reporting year
	5,837
	2,291

	Provisions
	(217)
	(94)

	Loans as of December 31 of the reporting year
net of provisions
	5,620
	2,197

	Commitments for loans
as of December 31 of the reporting year
	10,845
	3,900

	Interest income from loans
	1,059
	467

	
	
	

	Deposits and current accounts
	
	

	Deposits and current accounts as of December 31 of the year 

before the reporting period
	193,751
	115,858

	Deposits and current accounts opened throughout the year
	1,731,561
	392,656

	Deposits and current accounts redeemed throughout the year
	1,372,440
	314,763

	Deposits and current accounts as of December 31 of the reporting year
	552,875
	193,751

	Interest expenses on deposits and current accounts
	(30,902)
	(13,207)

	
	
	

	Debt securities in issue
	
	

	Notes issued as of December 31 of the year 

before the reporting period
	-
	-

	Notes issued throughout the year
	146,942
	-

	Notes paid throughout the year
	-
	-

	Notes issued as of December 31 of the reporting year
	146,942
	-

	Interest expenses on notes issued
	(38)
	-

	
	
	

	Total profit/ (loss)
	(29,881)
	(12,740)


	Thousand Rubles
	2010
	2009

	Compensation of managerial staff
	
	

	Salaries and other short-term payments
	18,261
	9,954

	Total
	18,261
	9,954


In the reporting period, the Bank conducted no other transactions with related parties.

In 2010, the Bank did not pay compensation to the members of the Board of Directors.
30. EVENTS AFTER REPORTING DATE
Over the period from January 1, 2011 to the date of this financial statement, according to the management of the Bank, no significant events took place which could influence the consistency of this financial statement, except for the following ones:

1). Increase of the share capital of the Bank through an additional issue. Details on increase of the share capital of the Bank in 2011 is given in Note 16.

2). In December 2010, the Bank won a sale of an equity interest in the Bank of Khakassia JSCB (JSC) owned by the Republic of Khakassia. An interest purchased by Narodniy Credit Bank LLC consisted of 74,013 ordinary registered uncertified shares of Joint-Stock Commercial Bank Khakas Republican Bank - Bank of Khakassia (Open Joint-Stock Company), which accounted for 25.01% of the share capital. After acquisition by the Bank of an interest in the Bank of Khakassia JSCB (JSC) on January 14, 2011, a Group of Banks was established.

In June 2011, the Bank took a decision on sale of the entire interest in the Bank of Khakassia JSCB (JSC). As of the date of this financial statement, the Bank concluded a transaction on sale of the said interest.

31. INFLUENCE OF ESTIMATES AND ASSUMPTIONS ON RECOGNIZED ASSETS AND LIABILITIES
The Bank carries out estimates and assumptions affecting amounts of recognized assets and liabilities throughout the next financial year. Estimates and judgments are made and based on accumulated experience and other factors including expected future events that may or may not occur depending on certain conditions.

(а) Losses on loan and receivables impairment

The Bank tests the loan portfolio for impairment at least on each reporting date. If it is necessary to recognize an impairment loss in the consolidated income statement, the Bank uses judgments on availability of data that indicate decrease in the expected future cash amounts within the loan portfolio before such decrease is determinable on the basis of a certain loan in such portfolio. Such indication can include data on changes in the borrower's creditworthiness, national or local economic environment that lead to decline in the cost of the asset value of the Bank.

For planning the future cash flows, the Bank uses estimates based on accumulated experience of losses on assets with credit risk parameters and reasonable indication of impairment similar to those contained in the portfolio. Methods and assumptions used for assessment of amounts and periods of funds movement are analyzed on a regular basis for reduction of differences between estimated and actual impairment losses.

(b) Impairment of available-for-sale equity investments

The Bank determines that available-for-sale equity investments are impaired at significant or prolonged decrease in the fair value as compared to the actual value. Such determination of significance and duration requires professional judgment. Making a judgment the Bank assesses normal volatility in the cost of a security. Besides, impairment may be indicated by decline in the financial position of an investee and the industrial sector, changes in the technology, operating and financial cash flows.

(c) Held-to-maturity investments

The Bank fulfills requirements of IAS 39 and classifies non-derivative financial assets with fixed or determinable payments and a fixed maturity as held-to-maturity. Such classification requires professional judgment. Making such judgment the Bank assesses its positive intention and ability to hold such investments to maturity. If the Bank is not able to hold investments for reasons other than those provided by the standard, for instance, sale of an insignificant amount not long before the term termination then it should reclassify all investments to available-for-sale. Investments will be valuated at fair value, instead of amortized cost.

(d) Tax on income

Sources of income of the Bank are located in the Russian Federation. Therefore, the Bank makes all calculations of tax on income in compliance with the Tax Code of the Russian Federation in force. For preparation of reporting the Bank uses data on actual amounts of tax on income due for payment by the Bank on the basis of tax calculations. Therefore, the Bank has no need for any professional judgements for determination of income tax expenses.
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� This note does not cover hedging derivatives.
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