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AUDITOR'S REPORT

To the Sharoholders of
Public Joint Stock Company
Best Efforts Bank

AUDITEE:

Full Name: Public Joint Stock Company Best Efforts Bank.
Abbreviated Name: PJSC Beast Efforts Bank.

Number and Date of State Registration Certificate:

. State Registration Centificate Ne 435 of the Credit Institution issued by the Central Bank of the
Russian Federation on 3 October 1990.

. Certificate of Entry in the Unified State Register of Legal Entities N2 1037700041323 issued by
the Ministry on Taxes and Levies of the Russian Federation on 21 January 2003.

Location: 38/1 Dolgorukovskaya str., Moscow 127006, Russian Federation.

AUDITOR:

Full Name: Joint Stock Company Audit-Consulting Group Business Systems Development.
Abbreviated Name: JSC ACG RBS.

State Registration Number: 1027738153430.

Location: 5/3 Sushchevsky Val, Moscow 127018, Russian Federation.

Membership in Self-Regulatory Organization of Auditors:

» Full member of the self-regulatory organization of auditors Non-Profit Partnership Auditor
Association Sodruzhestve (NP AAS); Certificate No. 4632 of 20 August 2012.

Number in the Register of Auditors and Audit Organizations of the Self-Regulatory Organization
of Auditors: 11206027697,

The actity nf }50 ACG RD5 Is centified under 150 001:2011
573 Susheheyvshy Val, Muscow 127018, Ruasta, Tel. +7 $465] 467 G834 Fore +7 (495 DT 6H41 e-mad: commen@rlays i werl) Diye o



.hes
Audlitor's Report

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of Public Joint Stock Company Best Efforts
Bank (hereinafter referred to as “the Bank"), which are comprised of the Statement of Financial
Position as of 31 December 2015, Statement of Profit and Loss and Other Comprehensive Income,
Cash Flow Statement, and Statement of Changes in Equity for FY 2015, as well as notes to the
significant accounting policies and other explanatory notes.

MANAGEMENT'S RESPONSIBILITY FOR THE ANNUAL FINANCIAL STATEMENTS

The managemaent of PJSC Best Efforts Bank is responsible for the preparation and fair presentation
of these financial statements in compliance with the International Financial Reporting Principles and
the requirements of the Russian laws concerning financial reporting and internal controls required to
prepare the financial statements that are free from any material misstatement, whether due to fraud
or error,

AUDITOR'S RESPONSIBILITY

Qur responsibility is to express an opinion on the truth and fairness of these financial statements
based on our audit. We performed the audit in compliance with the federal standards on audiling and
international standards on auditing. These standards require observing the applicable code of ethics
as well as planning and performing the audit so as to obtain reasonable assurance that the financial
statements are free from any material misstatements.

The audit included the audit procedures required to obtain audit evidence supporting the figures
reported in the financial statements and relevant disclosures. Audit procedures are selected on the
basis of our judgment that relied on the assessment of the material misstatement risk due to fraud or
error. In assessment of this risk, we examined the system of internal control that ensures proper
preparation and truth and fairness of the annuat financial statements in order to select appropriate
audit proceduras but without an intention 1o express an opinion on the internal control system
efficiency.

The audit also included the assessment of the appropriateness of applicable accounting policy and
reasonableness of estimates derived by the Auditee’s management as well as the evaluation of the
overall presentation of the annual financial statements.

We believe that the audit evidence obtained in the course of the engagement provides a reasonable
and sufficient basis to express an opinion on the truth and fairness of the financial statements.

OPINION

In our opinien, the annual financial statements, in all material respects, give a true and fair view of
the financial position of PJSC Best Efforts Bank as of 31 December 2015, results of its financial
performance and its ¢cash flows for FY 2015 in compliance with the International Financial Reporting
Standards and the requirements of the Russian laws to financial reporting.

www.rbays.ru 4 PJSC Best Efforts Bank
Busiinass Systems Development (RBS), 2010



Audltor's Repaort

Report of findings from the procedures performed in compliance with the requirements of
Article 42 of Federal Law N2 3951 On Banks and Banking Activities (as amended and
supplemented) of 2 December 1990,

Management of PJSC Best Efforts Bank is responsible for the Bank's compliance with statutory
requirements established by the Bank of Russia, as well as for maintaining internal controls and
organizing risk management systems in accordance with the requirements imposed by the Bank of
Russia on such systems,

in compliance with Article 42 of Federal Law Ne 395-1 On Banks and Banking Activities during our
audit of the Bank's annual financial statements for FY 2015 we have audited.

. the Bank's compliance as at 1 January 2016 with the statutory requirements imposed by the
Bank of Russia;

. compliance of the Bank's internal controls and risk management systems with the
requirements imposed by the Bank of Russia on such systems.

This audit was limited by the procedures that were selected on the basis of our judgment and
included inquiries, analyses, inspections of documents, comparisons of the Bank's policies,
procedures and methodologies to applicable requirements established by the Bank of Russia, as
well as recalculations, reconciliations and comparisons of numerical data and other information.

Qur findings from the procedures are reported below,

1) based on our procedures with respect to the Bank's compliance with the statutory requirements
impased by the Bank of Russia we established that :

. the Bank's mandatory ratios as at 1 January 2016 were within the limits established by the
bank of Russia.

We have not performed any procedures on the accounting records maintained by the Bank other
than those that we considered necessary to enable us to express an opinion as to whether the
Bank's annual financial statements present fairly, in all material respects, the financial position of the
Bank as at 31 December 2015, its financial performance and its cash flows for FY 2015 in
compliance with the International Financial Reporting Standards and the requirements of the
Russian laws to financial reporting;

2) based on our procedures with respect to compliance of the Bank's internal controls and risk
management systems with the requirements of imposed by the Bank of Russia on such systems we
found that:

. as at 31 December 2015 the Bank's internal audit department was subordinated and
accountable to the Bank's Board of Directors, the risk management function was not
subordinated to and accountable to divisions accepting the respective risks in accordance with
the regulations and recommendation of the Bank of Russia; the heads of the internal audil
depariment and risk management department of the Bank comply with the gualification
requirements established by the Bank of Russia,

. the Bank's internal documentation, effective as at 31 December 2015, establishing the
procedures and methodologies for identifying and managing the Bank's significant credit,
operational, market, interest, legal, liquidity, reputational risks, and for stress testing was
approved by the authorized management bodies of the Bank in accordance with the
regulations and recommandations of the Bank of Russia;

PJSC Baost Efforts Bank

[ ]

www.thays ru
Business Systems Development (RBS), 2016
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as at 31 December 2015, the Bank maintained a system of reporting on its significant credit,
operational, market, interest, legal, and reputational risks, as well as on the Bank's capital;

the frequency and consistency of the reports prepared by the Bank's risk management function
and the internal audit department during 2015, which cover the Bank's credit, oparational,
market, intarest, legal, liquidity and reputational risks, was in compliance. with the Bank's
internal documentation. The reports included observations made by the Bank's risk
management function and the Internal Audit Department as to their assessment of the
efficiency of the Bank's procedures and methodologies, and recommendations for
improvement;

as at 31 December 2015, the Bank's Board of Directors and the executive managemant of the
Bank had the responsibility for monitoring the Bank's compliance with the risk limils and capital
adequacy ratios as established by the Bank's internal documentation, as well as the efficiency
of risk management procedures applied by the Bank and their consistency.

Qur procedures with respect to the Bank's internal controls and risk management systems were
performed solely for the purpose of examining whether these controls and systems are in
compliance with the requirements imposed by the Bank of Russia on such systems.

29 April 2016
Head of the Credit Institutions Audit Division, ) 3 ﬂi’:"‘jﬂr E.V. Pelevina
Audit Department, ) ‘%
JSC AKG RBS Gl iR "\
acting on the basis of PoA Ne 47 dated 3 August 5 LgoroyTaRORuIR TG ‘-’-\z
2015 H g oo
(qualification certificate Ne 01-000319 as of 26 BN o oomee A5
December 2011 duration unlimited) i % d;/;j/
www.rbays.ru 6 PJSC Best EHorta Hank

Business Systoms Dovelapmont (RBS), 2016
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STATEMENT OF PROFIT AND LOSS AND OTHER COMPREHENSIVE INCOME FOR FY 2015

2015 2014
Notes RUB '000 RUB ‘000
Intorost incomo 4 195 237 218812
Intorost oxponso q {159 631) {144 623)
Net Interest incomo 35 606 74 189
Fee and commission incoma 5 ?B 567 26 320
Foo and commission pxpense 6 (36 BJO) N (6 851)
Net feo and commisslon incame 4a737 " 17 480
Mot ingome from financlal assels availabie for sale 1 762 (6 6B3)
Income lram early discharge of Issued debt llabilities - -
Net incoma from foroign curroncy transactions 7 109 376 40 741
Other Incame 1727 2233
Qparating Income 190 208 127 949
Recaovery {creation) of impairment provisions 8 760 12013
Other general and adminlstrative expanse 9 (123 604) (117 267)
Proflt before income tax 87 364 22895
Income tax axpanse 10 (12 612) (1 804)
Profit for tha year 54 752 20 &N
Other comprehenslve Income less Income tax
Financial assely available for sale:
- Nast change in falr value of financial assots availabla for sale 1012 (27 434)
- Net change in falr value of financial assels avallable for sale
transferred to profit or loss m(1 410) 5 346
Other comprahensive (loss) profit less Income tax ‘ 502 {22 088)
Total comprehenslve Incoma for tha year 55254 {1197)
Baslc and dilutod earnings par ordinary share {(In RUB per shara} 29 0,97 037

The accompanying Notes are an integral part of this Statement of Profit and Loss and Other Comprehensive
Income.

These financial statements wore approved by the Bank's Managemant Board on 29 April 2016 and were
signed an their bahalf by:

1.B. lonova

e X7/ ah
L.5. Grigorénko~—"""

Chairman of the Board Chief Accountant
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AZ AT DECEMBER 2015
STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2015

2015 2014
Notes RUB ‘000 RUB ‘000
ASSETS
Cash and cash eguivalants 11 2130237 937 B17
Stotutory resarve with the Central Bank of tho Russian Fodaration 11 609 11 478
Duo from hanks 2 868 1722
Aceounts recelvable under REPQ agroomonts 12 1107 001 4 999
Positive fair valua of derivativo financial instruments 28 10 563 11 725
‘‘‘‘‘ Financial assots available for sale;
- ownad by tho Bank 13 061 733 605 4N
- pledgod undor REPO agraements 13 204 906 1692 104
l.oans to customers 14 43 063 26 4902
Current Income tax rocolvablos 22 526 34 959
Proporty, ptant and equlpmant 3 546 4 141
Intangible assets 10 734 8 028
Other assets 15 5792 4 252
Total aszats 4 514 578 3243208
LIABILITIES
Nogativa fair value of derlvative financial instrumaents 28 16 097 534
Due to banks - 11
Accounts payable on REPO agrooments 16 1022 866 1451193
Currant accounts and doposits from customers 17 2 285 470 659 809
Dotbt liabilitios issued 18 27749 25 667
Othar liabilitles 19 14 598 13 450
Total llabllities 3386 780 2 150 664
...... EQUITY
Share capital 20 702 762 702 762
Additional capital 685 811 GB5 B11
----- Resarve for ravaluation of financlal assels avallablo for sale {25 366) {25 B68)
Agcumulated loss (215 409) (270 161)
Total equity " 1147798 1092 544
Total Habllities and squity 4514578 3243 208

The accompanying Noles are an integral part of this Statement of Financfal Pasition.

These financial statements were appraved by the Bank's Management Board on 29 April 2016 and were
signed on thair behalf by:

i

I.B. lonova

! : o
Ll
L.8. Grigorenka

Chairman of the Board Chief Accountant
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CASH FLOW STATEMENT FOR FY 2015

CASH FLLOW FROM QPERATING ACTIVITIES

Interests received

Interests paid

Feas and commlssions recaived

Foos and commlsslons pald

Mot gain on financial ossels available for sale

Net galn from foroign curroncy transactions

Other iIncome

Othor gonoral and administrative expense and payroll expense pald

{Increaso) decrease of operating assots

Statutory roservos in tho Contral Bank of the Russlan Federation
Due from banks

Accounts rocaivable under REPO agreements

Positiva fair value of dorivative financial instruments

Finanglal assals available for sale

Loans to customars

Othar assats

tncroase (docraaga) of operating liabilitles

MNogative Tair value of derivative financial Instrumeants

Dua to banks

Accounts payable undor REPO agresments "

Current accounts and deposits from customars

Dabt Habillties Issued

Other liabilities

Net cash flow from operating activitios before Income tax
tncome tax pald

Net cash flow from operating actlvitlos

CASH FLOW FROM INVESTING ACTIVITIES

Acquisition of prapery, plant and equipment and intangiblo assots
Sale of property, plant and equipmeant and Intanglble assets

Net cash flow from investing activities

Net Increase (dacrease) of cash and cash equivalents

Effect of fluctuation in exchange rates of cash and cash equivalonts
Cash and cash equivalents as at tho beginning of the year

Cash and cash equivalents a3 of tha end of the year

CASH FLOW STATEMENT FOR FY 2015

2015 2014
Notos RUB ‘000 RUB ‘000

214 798 191 656

(156 508) (144 342)

78 267 27 267

(36 660) (B 851)

1762 -

(145 933) (123 685)

1727 2 092

(117 147) (112 917)

(131) 2 576

{621) {1 828)

(1101 665) {4 999)

11171 -

1027 471 (1 087 205)

45 112 216 766

(2 548) 11 742

(529) -

(113 .

(425 742) 1 050 399

1526 321 {115 421)

- (15 000)

....................... 133 (15 143)

919 267 (126 893)

________ 578 (1 B04)

919 B45 (128 697)

(5 103) .
S .. . . N

(5.103) 499

914 742 (128 198)

277 G78 152 750

937 817 913 265

11 2130 237 937 B17

The accampanying Notes are an intagral part of this Cash Flow Statement,

These financial statements were approved by the Bank's Management Board on 29 April 2016 and were signed

on their behalf by:

I.B. lonova

Chairman of the Board

_i
e —— e T 5
. T A

L.S. Grigorenko

————

Chief Accountant
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STATEMENT OF CHANGES IN EQUITY FOR FY 2015

STATEMENT OF CHANGES IN EQUITY FOR FY 2015

RUB ‘000

Balance as at 1 January 2014

Total comprahensiva Income

Profit for tho year

Other comprehenslve Income

Met ¢change in fair valug of financial assets
available for sale less deferred incomao
tax

Not ehange in fair value of financlal assets
availabln for sale transferrad to profit or
loss less doforrad income tax

Total othor comprohansive Income

Total comprehenslve Income for the
year

Balanco as at 1 January 2015

Total comprehensive Incomo

Praft for the year

Other comprahensive income

Met changa in fair value of financial assots
availabla for sala less daferrad Incomo
tax

Met change in falr valuo of financlal assets
availablo for sale transfarred to profit or
loss lass doforrad income tax

Other comprohonsive loss

Total comprehensive Income for the
year

Balance as at 31 Daecember 2015

Researve for
rovaluation
Additlonal  of financial Retalned Earnings
Share Capltal Capital annats {accumulated loss) Total
avallable for
sale
702 762 GBS 811 (3 780) {291 052} 1093 741
- - - 20 851 20 891
- - (27 434) - (27 434)
- - 5 346 - 5346
- - (22 088) - (22088)
e - (22 088) 20 891 {1197).
702 762 685 811 (25 868)_ {270 161) 1 092 544
. . - 54 752 54 752
- - 1912 - 1812
- - (1410} - {1410)
- - 502 - 502
- ) - 502 54 752 55 254
702 762 635 a1t (25 266) {215 409) 1 147 TBE

The accompanying Notes are an inlegral part of this Statement of Changes in Equity.

These financial statements wore approved by the Bank's Management Board on 29 Aprit 2016 and were signed

on their behalf by:
Ve

-~

|.B. lonova

Chairman of the Board

R E&fd’/ﬁ?&p

L.5. arigorenko —

Chief Accountant



" NOTES TQ THE FINANCIAL STATEMENTS
Fbrrs FOR THE YEAR ENDED 31 DECEMBER 2015

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2015
1 INTRODUCTION
Organizational Structure and Principal Activities

Public Joint Stock Company BEST EFFORTS BANK (hereinafter referred 1o as “the Bank") was
founded by the decision of its sharsholders as an open joint stock company on the 3 of October
1990. According 1o the decision of the extraordinary general meeting of the Bank's shareholders on
the 8™ of December 2014 the name of the Bank was changed from ALOR BANK (open joint stock
company) to BEST EFFORTS BANK (public joint stack company). Apart from that, according to this
daecision the location of the Bank was also changed from 5/2 QOrdzhonikidze str., Moscow 115419 to
38/1 Dolgorukovskaya str., Moscow 127006. The Bank operates on the basis of license N2 433
issued by the Central Bank of the Russian Federation (hereinafter referred to as “the Central Bank”).
The Bank participates in the Russian state deposit insurance program from the 26" of August 2005.

As at 1 January 2016, the Bank was controiled by the Non-Commeaercial Partnership of RTS' financial
market development. Non-Commercial Partnership of RTS' financial market development is a
membership non-commercial organization founded by legal entities with the purpose of assisting its
mambers in ensuring the effactive functioning of financial markets.

The Bank does not have any branches or subsidiaries, As at 31 December 2015, the Bank had one
structural unit:

- additional Central office: 38/1 Dalgorukovskaya str., Moscow 127006.
All assets and liabilities of the Bank are located in the Russian Federation.

As at 31 December 2015, the Bank's average headcount was 73 employees (45 employees — as at
31 December 2014).

Economic Environment

The Banks operations are primarily located in the Russian Federation. Consequently, the Bank is
exposed to economic and financial risks at the markets of the Russian Federation, which display
characteristics of a developing market. The legal and regulatory framework of the Russian
Federation continues to develop, but is subjects to varying interpretations and freguent changes,
which together other legal and fiscal impediments contribute to the challenges faced by entities
operating in the Russian Federation.

In 2015, the Russian economy and business continued to face quite serious problems, According to
Rosstat (Russian Federal Statistics Service), following the results of 2015 Russian GDP decreased
by 3.7% compared to the previous year. Following the results of 2015, customer inflation was 12.9%
after the increase of prices by 11.4% in 2014. The main factor of increasing inflation was significant
devaluation of Rouble that intensified sharply at the end of 2014 and continued in 2015, In 2015, the
Bank of Russia continued to carry out the monetary and lending policy in the floating exchange rate
regime. The Russian Rouble exchange rate dynamics was mainly impacted by the unstable situation
on the world oil market, outflow of capital frem Russia and the ongoing geopalitical tension.
According to the results of 2015, the Rouble devaluation rates were lower than in 2014, As
compared to the beginning of 2015 the official USD-RBL exchange rate increased by 30% up to
72.9299 Roubles per 1 USD as at 1 January 2016, the EUR-RBL exchange rate increased by 16.5%
up to 79.6395 Roubles per 1 Euro, and the value of bi-currency basket increased by 23%, up to
75.9492 Roubles. The similar indicators in 2014 increased by 72, 52 and 61% respectively.

In 2015, in the situation of restricted access of Russian companies and banks to international capital
markets, the Bank of Russian continued to provide foreign currency to credit institutions on a
repayable basis. The current economic and political situation connected with imposition of sanctions
by a number of counties against Russia and introduction of counter-sanction by Russia against
certain countries, creates risks for the Bank's operations. Management of the Bank believes that

11



& NOTES TO THE FINANCIAL STATEMENTS
E%RTS FOR THE YEAR ENDED 31 DECEMBER 2015

they make all the necessary measures to maintain the Bank's economic stability in the current
environment.

The accompanying financial statements reflect Management's assessment of the possible impact of
the current business environment on the operations and financial position of the Bank. The further
business environment may differ from Management's assessment.

2 BASIS OF PRESENTATION

The Bank maintains its accounting recerds in compliance with the requirements of the effective laws
of the Russian Federation. These financial statements have been prepared on the basis of these
accounting records with adjustments required to bring them, in all material raspects, in line with the
IFRS.

Applied Standards

These financial statements of the Bank are prepared in accordance with the requirements of the
International Financial Reporting Standards (hereinafter — *IFRS"),

Basis of Measurement

These financial statements are prepared on a historical cost convention, except financial instruments
that are measured at fair value, the changes in which are reflected in profit or loss for the period, and
financial assets available for sale that are stated at fair value.

Functional and Presentation Currency

The functional currency of the Bank is the Russian Rouble. Being the national currency of the
Russian Federation it reflects best of all the economic essence of the majority of the Bank's
operations and the underlying circumstances relevant to them.

The Russian Rouble is also the presentation currency for these financial statements.
All figures in these financial statements are rounded to the whole thousands of Roubles.

Accounting Estimates and Judgements

Preparation of financial statement in accordance with IFRS requires Management to make
judgments and use estimates and assumptions that influence the applied accounting policies and the
reported amounts of assets and liabilities, income and expense. The actual results may differ from
such estimates

Estimates and the underlying assumptions are reviewed on the regular basis. Adjusiments in
estimates are recognized in the reporting period when the relevant estimates are reviewed, and in
any subsequent periods that are effected by them,

Note 14 discloses information about the significant uncertainties and critical judgments concerning
the application of accounting policies to loan impairment.

3 SIGNIFICANT ACCOUNTING POLICIES

Below you will find the main accounting policies that were applied in the preparation of these
financial statements.

12



- NOTES TO THE FINANCIAL STATEMENTS
EE%RTS FOR THE YEAR ENDED 31 DECEMBER 2015

Foreign Currencies

Foreign currency transactions are translated into the Bank's functional currency at the exchange
rates that are effective at the date of the transaction. Monetary assets and liabilities denominated in
{oreign currencies as of the reporting date are translated into the functional currency at the exchange
rale that is effective at the reporting date. Profit and loss from operations with monetary assets and
liabilities denominated in foreign currency is the difference between the amortized cost in the
functional currency as of the beginning of the period adjusted for the amount of interests accrued at
the effective interest rate and payments made during the period and amortized cost in the foreign
currency translated into the functional currency at the exchange rate that is effective at the end of the
reporting period. Exchange differences arising on the translation into foreign currency are recognized
in profit or loss, except for the differences arising on translation of equity financial instruments
avaitable for sale, or cash flows that qualify for hedging transactions, that are recognized in other
comprehensive income.

Cash and Cash Equivalents

Cash and cash equivalents include ¢ash in hand, cash at the Central Bank on the Nostro accounts,
Nostra accounts at other banks, short-term deposits at the Central Bank and short-term deposits at
other banks with maturity of 3 months or less. Statutory reserves in the Central Bank are not
considered to be cash and cash aquivalents because of the restrictions of use,

Financial Instruments
Classification

Financial instruments at fair value the changes in which are reflected in profit or loss for the period
are financial assets and liabilities that are:

- acquired principally for the purpose of selling or repurchasing in the nearest future;

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

- derivative financial instruments (except for derivative financial instruments that are effactive
hedging instruments); or

- designated as measured at fair value through profit or loss upon initial recognition.

The Bank may designate financial assets and liabilities as measured at fair value through profit or
loss where either:

- the assets and liabilities are managed, evaluated and reported internally on a fair value basis;

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

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

All trading derivative financial instruments with positive fair value, as well as options purchased, are
reported as assets. All trading derivative financial instruments with negative fair value, as well as
options written, are recorded as liabilities.

Management determines the appropriate classification of financial instruments upon initial
recognition. Derivative financial instruments and financial instruments classified as measured at fair
value through profit or loss are not reclassified out of measured at fair value through profit or loss
category. Financial assets that would have met the definition of loans and receivables may be
raclassified out of measured at fair value though profit or loss or available for sale categories, if he
Bank has an intention and ability to hald it for foreseeable future or until their maturity, Other financial
instruments may be reclassified out of measured at fair value though profit or loss or available for
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sale categorles in rare circumstances. Rare circumstances arise from a single event that is unusual
and highly unlikely to reoccur in the nearest future.

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

- intends to sell immediately or in the near term,

- ypon initial recognition designates as measured at fair value through profit or loss.

- upon initial recognition designates as available for sale; or

- may not recover substantially all of its initial ivestment, other than becausa of loan impairment.

Investment held to maturily are nonOderivative financial assets with fixed or determinable payments
and fixed maturity that the Bank has an intention and ability to hold until maturity, other than those
that:

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

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

Recognition

Financial assets and liabilities are recognized in the statement of financial position when the Bank
becomes a party to the contractual provisions of the instrument. All regular way purchases of
financial instruments are accounted for at the settlement date,

Measurement

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

After initial recognition financial assets, including derivative financial assets that are assets, are
measured at their fair values without any deductions of transaction costs that may be incurred on
sale or other disposal, except for:

_ loans and receivables that are measured at amortized cost using the effective interest rate method;

- investments held to maturity that are measured at amortized cost using the effective interest rate
method,

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

Al financia! liabilities, other than financial liabilities at fair value through profit or loss and financial
liabilities that arise when a transfer of a financial asset does not qualify for derecognition, are
measured at amortized cost.
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Amortized Cost

Amortized cost of a financial asset or liability is the cost of the assets or liability upon initial
recognition net of principle paid adjusted for the amount of accrued amortization the difference
between the initially recognized cost and the cost at the settlement date, using the effective interest
rate method net of impairment losses.

Premiums and discounts, including initial transaction costs, are included into the carrying amount of
the related instrument and are amortized on the basis of the effactive interest rate of this instrument.

Fair Value

Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm's length transaction on the measurement date.

When available, the Bank measures the fair value of an instrument using quotad prices in an active
market for that instrument. A market is regarded as active if quoted prices are readily and regularly
available and represent actual and regularly occurring market transactions on an arm’s length basis.

If a market for a financial instrument is not active, the Bank establishes fair value using a valuation
technique, Valuation techniques include using recent arm’s length transactions belween
knowledgeable, willing parties (if available), reference to the current fair value of other instruments
that are substantially the same, discounted cash flow analyses and option pricing models. The
chosen valuation technique makes maximum use of market inputs, relies as little as possible on
estimates specific 1o the Bank, incorporates all factors that market participants would consider in
setling a price, and is consistent with accepted economic methodologies for pricing financial
instruments. Inputs to valuation techniques reasonably represent market expectations and measures
of the risk-return factors inherent in the financial instrument.

The best evidence of the fair value of a financial instrument at initial recognition is the transaction
price, i.e., the fair value of the consideration given or received, unless the fair value of that
instrument is evidenced by comparison with other observable current market transactions in the
same instrument (i.e., without modification or repackaging) or based on a valuation technique whose
variables include only data from observable markets. When fransaction price provides the best
avidence of fair value at initial recognition, the financial instrument is initially measured at the
transaction price and any difference between this price and the value initially obtained from a
valuation model is subsequently recognized in profit or loss on an appropriate basis over the life of
the instrument but not fater than when the valuation is supported wholly by observable market data
or the transaction is closed out.

Assets and long positions are measured at a bid price; liabilities and short positions are measured at
an asking price. Where the Bank has positions with offsetting risks, mid-market prices are used to
measure the offsetting risk positions and a bid or asking price adjustment is applied only to the nat
open position as appropriate. Fair values reflect the credit risk of the instrument and include
adjustments to take account of the credit risk of the Bank and the counterparty where appropriate.
Fair value estimates obtained from models are adjusted for any other factors, such as liquidity risk or
model uncertainties, to the extent that the Bank believes a third-party market participant would take
tham into account in pricing a transaction.

Profit and Loss on Subsequent Remeasurement

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

- profit and loss on a financial instrument classified as measured at fair value through profit of loss is
racognized in profit or loss,
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- profit and loss on a financial asset available for sale is reocgnized as other comprehensive income
in equity (except for impairment losses and foreign exchange gains and losses on debt financial
instruments available sale) until the asset is derecognized, at which time the cumuiative gain or loss
previously recognized in equity is recognized in profit or loss. Interest income on a financial asset
available for sale is recognized when it arises in profit or loss using the effective interest rate

For financial assets and liabilities measured at amortized cost, profit and loss is recognized in profit
and loss when the financial asset or liability is derecognized or impaired, and through the
amortization process.

Derecognition

The Bank derecognizes a financial asset when the contractual rights 1o receive cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flows from the financial asset in
a transaction in which substantially all risks and rewards of ownership of the financial asset are
transfarred, or it neither transfers nor retains substantially all risks and rewards of ownership of the
financial asset, but does not retain the control over the financial asset. Any interest in the transferred
financial asset that satisfies the requirements for derecognition owned by the Bank is recognized as
a separate asset or liability in the statement of financial position. The Bank derecognizes a financial
liability when its contractual obligations are discharged or canceled or expire.

The Bank enters into transactions whereby it transfers assets recognized in the statement of
financial position, but retains all risks and rewards of the transferred assets or a portion of them. If all
or substantially all risks and rewards are retained, than the transferred assets are not derecognized.

In transactions where the Bank neither retains nor transfers substantially alt risks and rewards of
ownership of a financial asset, it derecognizes the asset if control over the asset is lost.

If in transfer of an asset the Bank retains the control over the asset, the Bank continues to recognize
the asset to the extent of its continuing involvement, determined by the extent to which it is exposed
to changes in the value of the transferred assets.

The Bank also derecognizes and writes off assets that are deemed to be uncollectable.

Repurchase and Reverse Repurchase Agreements

Securities sold in repurchase and reverse repurchase transactions (hereinafter — "REPO
agreements”) are accounted for as financing transactions secured by collateral where the securities
continue to be recognized in the statement of financial position, and liabilities to counterparties
included into accounts payable under REPO agreements are recorded within amounts owed credit
institutions or amounts owed to customers, as appropriate. The difference arising from pricing
spreads for the underlying securities is considered to be interest expense and is recognized in profit
or loss over the period that the related REPO agreement is open using the effective interest rate
method.

Securities acquired in repurchase and reverse repurchase transactions are accounted for as due
from credit institutions or loans to customers, as appropriate. Any related income arising from pricing
spreads for the underlying securities is recognized as interest income over the period that the related
REPQO agreement is open using the effective interast rate method.

If assels acquired under REPQO agreements are sold {o third parties, the obligation to return
securities is recorded as a trading liability and is measured at fair valua,
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Derivative Financial Instruments

Derivative financial instruments include swap, forward, futures, spot transactions and options in
interast rate, foreign exchange, precious metals and securities, as well as any combination of these
instruments.

Derivatives are initially recognized at fair value as of the date of the transaction, and are
subsequently remeasured at fair value, All derivative financial instruments are recoded as assets, if
their fair value is positive, and as liabilities, if their fair value is negative.

Changes in the fair value of derivative financial instruments are recognized immediately in profit or
loss.

Derivatives may be embedded into other contractual agreement (*host contract’). An embedded
derivative is separated from the host contract and is accounted for as a separate derivative if, and
only if the economic characteristics and risks of the embedded derivative are not closely related to
the economic characteristics and risks of the host contract, a separate instrument with the same
terms as the embedded derivative would meet the definition of a derivative; and the combined
instrument is not measured at fair value with changes in the fair value recognized in profit or loss.
Derivative financial instruments embedded in financial assets and liabilities measured at fair value
through profit or loss are not separated from a host contract.

In spite of the fact that the Bank carries out trading transactions with derivative financial instrumeants
with the purpose of hedging risks, these transactions da not satisfy the criteria to be accounted for as
hadging transactions.

Offseltting
Financial assets and liabilities are offset and the net amount is reported in the statement of financial

position when there is a legally enforceable right to set off the recognized amounts and there is an
intention to settle on a net basis, or realize the asset and settle the liability simultaneously.

Prperty, Plant and Equipment

Owned Assets

Iterns of property and equipment are stated at cost less accumulated depreciation and impairment
losses,

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

Leased Assels
Lease, which transfers substantially all risks and rewards of ownership to the Bank, is classified as a
finance lease. ltems of property, plant and equipment acquired as par of finance lease are

recognized at the lower of the fair value of the asset and the present value of the minimum lease
payment as of the date of the lease start less accumulated depreciation of impairment losses.

Depreciation

Depreciation is provided to write off the cost on a straight-line basis over the estimated useful life of
an asset. Depreciation commences on the date of acquisition or, in respect of internally consiructed
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assels, from the lime an asset is completed and ready for use. Land is not depreciated. The
estimated useful lives are as follows

- buildings and permanent improvements from 10 to 50 years
- furniture and equipment from 5 to 20 years
- gomputers and office equipment from 2 to 5 years
Intangible Assets

Intangible assets are recognized at historical cost less accumulated depreciation and impairment
loses.

Cosls attributes to acquisition of licenses for special software and its implementation are capitalized
in the cost of the respective intangible asset.

Depreciation is provided to write off the cost on a straight-line basis over the estimated useful life of
the asset and is recorded in profit or loss. Intangible assets are of limited and unlimited useful life.
Intangible assets of limited useful life are amortized during the term of their beneficial use, Useful
lives of intangible assets vary from 3 to 5 years.

Impairment

At the end of each reporting period, the Bank reviews its financial assets or a group of financial
assets for impairment. If there is any evidence of impairment, the Bank assesses the losses from
impairment.

A financial asset or a group of financial assets is impaired and impairment losses are tncurred if, and
only if there is abjective evidence of impairment as a result of one or more events that occurred after
the initial recognition of a financial asset (occurrence of losses) and if that event has had an impact
on the estimated future cash flows of the financial asset or the group of financial assets that can be
reliably estimated.

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

For an investment in an equity security available-for-sale, a significant or prolonged decling in its fair
value below its historical cost is objective evidence of impairment.

Financial Assets Carried at Amortized Cost

Financial assets carried at amortized cost consist principally of loans and other receivables. The
Bank reviews its loans and receivables to assess impairment on a regular basis. A loan or receivable
is impaired and Impairment losses are incurred if, and only if there is objective evidence of
impairment as a result of one or more events that occurred after the initial recognition of a loan or
receivable (occurrence of losses) and if that event has had an impact on the estimated future cash
flows of the loan that can be reliably estimated.
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Objective evidence that financial assets are impaired can include default or delinquency by a
borrower, breach of loan covenants or provisions, restructuring of a financial asset or a group of
financial assets on conditions that the Bank wouid not otherwise consider, indicators that a borrower
or issuer will enter bankruptcy, the disappearance of an active market for a sacurity, deterioration in
the value of a collateral, or other observable data relating to a group of assets, such as adverse
changes in the payment status of borrowers in the group, or economic conditions that correlate with
the defaults in the group.

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

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

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

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

When a loan is uncollectable, it is written off against the related provision for loan impairment. The
Bank writes off a loan balance (and any related provisions for impairment losses) when Managamaent
determines that the loans are uncollectible and when all necessary steps to collect the loan are
completed.

Financial Assets Carried al Cost

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

All impairment losses in respect of these investments are recognized in profit or loss and cannot be
reversed.

Financial Assets Available for Sale

Impairment losses on available-for-sale financial assets are recognized by transferring the
cumulative loss that is recognized in other comprehensive income to profit or loss as a
reclassification adjustment. The cumulative loss that is reclassified from other comprehensive
income to profit or loss is the difference between the acquisition cost, net of any principal repayment
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and amortization, and the current fair value, less any impairment loss previously recognized in profit
or loss., Changes in the provision for impairment related to the time value of money are recognized
as a component of interest income.

For an investment in an equity security available-for-sale, a significant or prolonged decline in its fair
value below its cost is objective evidence of impairment,

If, in a subsequent period, the fair value of an impaired available-for-sale debt security increases and
the increase can be objectively related to an event occurring after the impairment loss was
racognized in profit or loss, the impairment loss is reversed, with the amount of the reversal
recognized in profit or loss. However, any subsequent recovery in the fair value of an impaired
available-for-sale equily security is recognized in other comprehensive income.

Non-Financial Assets

Other nonfinancial assets, other than deferred taxes, are assessed at each reporting date for any
indications of impairment. If any such indication exists, then the asset's recoverable amount is
estimated. The recoverable amount of nonfinancial assets is the greater of their fair value less costs
to sell and value-in-use. In assessing value-in-use, the estimated future cash flows are discounted to
their present value using a pre-tax discount rate that reflects current market assessments of the time
value of monay and the risks specific to the asset. For an asset that does not generate cash inflows
largely independant of those from other assets, the recoverable amount is determined for the cash-
generating unit to which the asset belongs. An impairment loss is recognized if the carrying amount
of an asset or its related cash-generating unit exceeds its estimated recoverable amount.

All impairment losses in respect of nonfinancial assets are recognized in profit or loss. An
impairment loss is reversed only if there has been a change in the estimates used to determine the
recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying
amount does not exceed the carrying amount that would have been determined, net of depreciation
or amortization, if no impairment loss had been recognized.

Provisions

Provisions are recognized in the statement of financial position when the Bank has a present legal or
constructive obligation as a result of past events, it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation, and a reliable estimate of the
amount of the obligation can be made. If the effect is material, provisions are determined by
discounting the expecled future cash flows at a pre-tax rate that reflects current market assessments
of the time value of money and, where appropriate, the risks specific to the liability.

A provision for restructuring is recognized when the Bank has approved a detailed and formal
restructuring plan, and the restructuring either has commenced or has been announced publicly.
Future operating costs are not provided for.

Credit Reated Commitments

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

Financial guarantees issued by the Bank represent an obligation to pay a certain amount to a

beneficiary as a compensation of loss, incurred as a result of the debtor's failure to make payment
when due in accordance with the terms of the financial instrument.
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Such guaraniees are initially recognized at fair value less transaction costs and are subseguently
measured al the higher of created provision and initial cost less, where applicable, accumulated
amortization of commission income, received under the financial guarantee. Provisions for losses
under financial guarantees and other credit related cormmitments are recognized when losses are
considered probable and can be measured raliably.

Loan commitments are not recognized, except for the followings:

— loan commitments that the Bank designates as financial liabilties at fair value through profit
or loss;

— if the Bank has a past practice of selling the assets resulting from its loan commitments
shortly after origination, then the loan commitments in the same class are treated as
derivative instruments;

- loan commitments that can be settled net in cash or by delivering or issuing another financial
instrurment;

- commitments to provide a loan at a below-market interest rate.

Share Capital
Share capital contributed before 1 January 2003 is recognized at the cost adjusted with account of
inflation. Charter capital contributed after 1 January 2003 is recognized at the historical cost.

Ordinary Shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of
ordinary shares and share options are recognized as a deduction from equity, net of any tax effects.

Preference Shares

Preference shares that are not subject to repurchase and do not include dividends are classified as
aquity.

Repuchase of Shares

If the Bank repurchases its own shares, the amount of the consideration paid, including directly
altributable costs, is recognized as a decrease in equity.

Dividends

The right of the bank to declare and pay dividends is regutated by the effective laws of the Russian
Federation.

Dividends on ordinary shares are accounted for by deduction from the retained earnings when they
are declared.

Taxation

Income tax comprises current and deferred tax. Income tax is recognized in profit or loss except to
the extent that il relates to items of other comprehensive income or transactions with the participant
recognized directly in equity, in which case it is recognized within other comprehensive income or
directly within equity.
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Current tax expense is the axpected tax payable on the taxable profit for the year, using tax rates
enacted or substantially enacted at the reporting date, and any adjustment to tax payable in respect
of previous years.

Deferred tax is recognized in respect of temporary differences between the carrying amounts of
assets and liabilities for financial raporting purposes and the amounts used for taxation purposes.
Deferred tax is not recognized for assets and liabilities the initial recognition of which affects neither
accounting nor taxable profit. Deferred tax is measured at the tax rates that are expected {o be
applied to the termporary differences when they reverse, based on the laws that have been enacled
or substantively enacted by the reporting date.

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

Income and Expense Recognition
Interest income and expense are recognized in profit or 10ss using the effective interest method.
Fees and commissions are recognized in profit or loss when the corresponding service is provided.

Net income from transaction with financial assets measured at fair value through profit or loss
includes profit or loss from sale and change of fair value of such financial assets and liabilities
measured at fair value through profit or loss.

Other fees, commissions and other income and expense items are recognized in profit or loss when
the corresponding service is provided.

Dividend income is recognized in profit or loss on the date that the dividend is declared.

Payments made under operating leases are racognized in profit or loss on a straight-line basis over
the term of the lease. Lease incentives received are recognized as an integral part of the total lease
expense, over the term of the lease.

Segment Reporting

The Bank is involved only in the banking activity. The Bank does not have any separate subdivisions
or components that engage in business activities from which it may earn revenues and incur
expenses (including revenues and expenses related to fransactions with other components of the
samea Bank), whose operating results are regularly reviewed by the chief operating decision maker to
make decisions about resources 1o be allocated to the segment and assess its performance, and for
which discrete financial information is available. Operations of the Bank and its assets are mainly
located in the Russian Federation, and the Bank does not have clients with revenues exceeding 10%
of the total revenues.

New Standards and Interpretation not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective as at
31 December 2015, and are not applied in preparing these financial statements. Of these
pronouncements, potentially the following will have an impact on the financial position and

performance. The Bank plans to adopt these pronouncements when they become effective.

« IFRS 9 Financial Instruments is issued in several stages, and, should ultimately replace IAS 39
Financial Instrumonts: Recognition and Measurement. The first part of IFRS 9 was issued in
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November 2009 and deals with financial assets classification and measurement. The second
part that deals with financial liabilities classification and measurement was issued in Qclober
2010. The third part, dealing with the general rules of recording hedging operations, was issued
in November 2013. The final standard was supplemented and published in July 2014. The latest
changes will include the new model of calculation of losses from impairment of "expected credit
losses”. The Bank realizes that the nmew standard introduces significant changes into the
procedure of recognizing financial instruments, and, is likely to have a significant effect on the
financial statements. The Bank did not assess the potential impact of these changes. The Bank
does not intend to adopt this standard early. The standard will be applied retrospectively, with
certain exceptions for reporting periods baginning on 1 January 2018 or later.

Various Improvements fo IFRSs have been dealt with on a standard-by-standard basis. All
amendments, which result in accounting changes for presentation, recognition or measurement
purposes, will come into effect not earlier than 1 January 20186.

The Bank has not yet analyzed the likely impact of the improvements on its financial position or

performance.
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4 INTEREST INCOME AND EXPENSE

2015 2014
RUR 000 RUB ‘000
Interast Incomse
Financial assots available {or sale 144 115 171 540
Aceounts receivable undor REPQ agreements ” 26 602 5059
Cash and cash equivalents 21306 24 602
Loans to customaors 3214 17611
----- 1685 237 218 812
Interast oxpensa
Accounts payable under REPQ agreements (103 133} {78 504)
Curront accounts and deposits from customars {54 418} {60 043)
Certlficates of doposit and promissory notos (2 082) (5 958)
Duo to banks e (118)
(159 631) {144 623)
5 FEE AND COMMISSION INCOME
2015 2014
RUB ‘000 ._RUB ‘000
Brokerago 67 261 5131
Bank guarantons issued 4 099 15 380
Accounts malntanance and sarvicing 2 563 3203
Foreign currency transactions and currency control 1100 18563
Other . 3 544 753
78 5687 26 320
6 FEE AND COMMISSION EXPENSE
2015 2014
__ RuB'00  _ RUB'000
Brokeraga (32 954) {(737)
Sottlaments (1 268) (830}
Foreign currency transactions (1 009) (463)
Slack exchange transactions - (6 073)
Other . (1559) (748)
...... (36 830) (8 851)
7 NET INCOME FROM FOREIGN CURRENCY TRANSACTIONS
2015 2014
RUE ‘000 RUB ‘000
Loss from spot transactions and derivatives (8d 428) (13 018)
Profit from revaluation of financial assets and llabilitios 261 392 153 235
Loss from forolgn exchango transactions (63 588) (99 478)
109 378 40 741
8 RECOVERY (CREATION) OF PROVISIONS FOR IMPAIRMENT
2015 2014
RUB ‘000 RUB ‘000
Loans and advances Issued 1o banks - (41)
Loans and advances issued to customers (Note 13) 582 11 364
Other assets (Noto 14) . 178 690
760 12 013
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9 OTHER GENERAL AND ADMINISTRATIVE EXPENSE

Salprias

Taxes and soclal seeurlty costs
Tochnical maintonanco of PPAE
Opearating lease axpanso

Taxes other than on Income
information and tolocommunication services
Deproclation and amorlization
Inventory costs writo off
Insurance

Advertising and marketing
Profossional services

Socurity

Cthar

10 INCOME TAX EXPENSE

Currant income tax exponsc
Total Income tax expanse

2015 2014
RUB'000 RUB '000
70 383 70 189
17 Q88 13 576
6119 4 945
3924 5 B66
3833 3 186
3208 3501
2992 2 982

2 483 890
1985 1518
1101 1 266
375 851

226 879

9927 . .B518

123 604 17 967
2015 2014

RUB ‘000 RUB '000
12612 e 1804
12 612 1 804

In 2015, the applicable income tax rate for current and deferred tax in the Russian Faderation is 20%

(2014: 20%).

Calculation of the effective income tax rate

2015 2014
RUB ‘000 % RUB ‘000 %

Profit {loss) boforo tox 67 364 22 695
income tax calculated using tho affoctivo interest rate (13 473} (20,0) (4 539) {20,0)
Costs not decreasing taxablo profit (121) {0,2) (742) (3.3)
Income taxed at a lower rato 137 0,2 171 0.8
Changos in unracognized deferred tax assot .. B4p 1,3 ajos 14,6
(12 612) {(18,7) {1 804) {7,9)

Income tax assets and liabilities

Temporary differences between the carrying amounts of assets and liabilities for financiat reporting
purposes and the amounts used for taxation purposes give rise to deferred tax assets as at 31

Decembear 2015 and 31 December 2014,

Deferred tax benefits can be received only if the Bank will receive income against which unused tax
loss can be offset, and if there will be no changes in the Russian laws that will impede the Bank from
using these tax benefits in future periods, Deferred tax assets are not reflacted in the financial
statements because of the uncertainty that they can be received.
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- NQTES TO THE FINANGIAL STATEMENTS
%’S FOR THE YEAR ENDED 31 DECEMBER 2015

Tax effect on components of other comprehensive income for 2015 and for 2014 ¢an be presented
as follows:

2015 2014
Profit before Incomae tax Profit before  Income tax
RUB ‘000 tax  eoxpense Proflt aftor tax tax axpense Profit after tax

Net changa In fair value of
financial assats avallable for
salo 2 390 {478} 1912 {33 189) 57885 (27 434)

Nat changa in falr value of
financlat assets avallable for
sale transforred o profit or

loss {1762) a52 {(1410) 6 683 (1337) 5 348
Other comprehansive
Income 620 {12¢) 502 {28 506) 4418 (22 088)

11 CASH AND CASH EQUIVALENTS

2015 2014

___RUB'000 RUB ‘000

Cash 25 337 20 463
Nostro accounts at tho Cantral Bank of the Russlan Federation 574 465 31 016
Nostro accounts ot other banks and credit Inatitutions 1281738 568 657
Broker aggoont 248 697 316 781
2130 237 937 817

Cash and cash equivalents are neither impaired nor past due.

As at 31 December 2015 the Bank has two counterparties (31 December 2014; two counterparties)
which hold over 10% of capital. As at 31 December 2015, the total balances of these counterpartias
were RUB 2 008 630 thousand (31 December 2014: RUB 717 614 thousand).

12 ACCOUNTS RECEIVABLE ON REPO AGREEMENTS

As at 31 December 2015, accounts receivable on REFQ agreements (RUB 1 107 001 thousand)
were secured by highly liquid debt and equity securities for RUB 1 260 800 thousand (31 December
2014 the outstanding amounts on REPO transactions (RUB 4 999 thousand) were secured by highly
liquid debt and equity securities for RUB 6 443 thousand).
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= NOTES TO THE FINANCIAL STATEMENTS

13 FINANCIAL ASSETS AVAILABLE FOR SALE

FOR THE YEAR ENDED 31 DECEMBER 2015

Qwnad by the Bank

Debt instrumeants and other fixed Income instruments
- Bonds of tho Government of the Russlan Federation
- Bonds of the Government of tho Russian Federallon

Total honds of the Government of the Russian Federation

- Corporate bonds
ratod from BBB- to BBB+
rated balow B+

Total corporate bonds

Equlity Instruments
- Corporalo shares

Total equity Instruments

Pledged under REPO agreamants
- Bonds of the Government of the Russian Federatlon
- Bonds of the Govornment of the Russlan Federation

Total bonds of tha Government of the Russian Fedaration

- Corporate bonds
rated from BBB- to BBB+
ratod from BB- to BB+
rated balow B+

Total corporate bonds

Equity Instruments
- Corporato sharos
Total equity instrumants

Financial assets available for sale are neither past due nor impaired.

14 LOANS TO CUSTOMERS

Loans to legal entlties
Loans to small and medium ontitios
Total loans to legal entitlas

Loans to retall customers
Consumor loana

Total lvans to retall customers

Gross loans to customers

Provision far Impairment

2015 2014
RUB ‘000 RUB ‘000
41 624 .
41 624 -
B16 529 478 296
- 0345
816 529 548641
103 580 EG A50
103 580 56850
961 733 605 491
31 839 55
31839 55
153 843 196 886
- 1137 497
i 257 253
153 843 1 591 838
19224 413
_ 19224 413
204 906 1 592 104
2015 2014
RUB ‘000 RUB ‘000
30000 97 374
30000 27 374
13 363 .
13 363 -
43 363 27 374
(300) (882)
43 063 26 492

L.oans to customers loss provislon for Impairment

Analysis of changes in provisions for impairments of loans to customers for 2015 and 2014 is given

in the table below:
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31 Decembor

31 Dacember 2015 2014

RU& ‘000 RUB '000

Provision for impairment as at the baginning of tho yoar Ba2 37 824
Net (recovary) creation of provision for impalrment (582) (11 364}
Loans to customers write off - {25 578)
Provision for Impairment as at the end of the yoar 300 882

Credit quality of loans to customers

The following table provides information on the credit quality of the loans to customers as at 31

December 2015:

Provision for
Impalrment vs

Loans hefore Loans after foans bafore
deductlon of deduction of deduction of
impalrment Provision for impalrment impalrment
------ provision Impalrment provision pravislon
RUB ‘000 RUB 000 RUB ‘000 {%)
Corporate loans
Loans to smatl and medium anterprises
Loans without individual indlcators of impairment _ 30000 (300) 28700 1,00
Total loans to small and medium enterpriseas 30000 (300) 29700 1,00
Retall loans
Consumor loans
Loans without Individual indicators of impalrment 13 362 - 13 363 0,00
Total retail lnans 13 363 - 13 383 0,00
Total loans to customars 43 363 {300} 43 063 0,69

The following table provides information on the credit quality of the loans to customers as at 31

December 2014:

Provision for
Impairment ve

Loans bofore Loans aftar loans beforo
deduction of doduction of deduction of
impairment Provision for Impairmont Impalrment
provigion impalrment provigicn provision
RUB ‘000 RUB ‘000 RUE '000 (%) _
Corporate loans
Loans to small and madlum enterprises
Loans withaut Indlvidual Indicators of impairment 27 374 {882) 26 482 3,22
Total loans to small and medium enterprises 27 314 (882) 26 492 3,22
Total loans to custorners 27 374 (832) 268 492 3,22

Key assumptions and judgements used to assess loan impairment

Corporate lending

impairment of a loan takes place as a result of one or several events that happen after initial
recognition of the loan and influence the estimated future cash flows from the loan that can be
reliably measured. For loans that do not have individua!l indicators of impairment, there is no
objective evidence of impairment that can be related directly to them.

Objective evidence of impairment of loans issued to legal entities include:

. overdue payments under loan agreesments;
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. significant delerioration of the borrower's financial position;

. deterioration of economic situation, negative changes in the markets where the borrower
operates;

. restructuring of a loan on conditions that the Bank would not otherwise consider.

The Bank assess the amount of provision for impairment of loans issued to legal entities on the basis
of on its past loss experience for such types of loans,

Significant assumptions used by Management in assessing the amount of provision for impairment
of loans issued to legal entities includes an assumption that as at 31 December 2015 the annual
level of the actually incurred loses was 1.00% (31 December 2013: 3.22%).

Changes in these estimates may affect the amount of loan impairment provision. For instance, if the
net present value of estimated future cash flows had changed for plus/minus one percent, as at 31
December 2015 the amount of the provision for impairment of loans issued to legal entities would
have been RUB 238 thousand lower/higher {31 December 2014: RUB 212 thousand).

Retail lending

The Bank assess the amaunt of provision for impairment of retail loans on the basis of on its past
loss experience for such types of loans.

Significant assumptions used by Management in assessing the amount of provision for impairment
of retail lpans includes an assumption that as at 31 December 2015 the annual level of the actually
incurred loses was 0.00%.

Changes in these estimates may affect the amount of loan impairment provision. For instance, if the
net present value of estimated future cash flows had changed for plus/minus three percent, as at 31
December 2015 the amount of the provision for impairment of retail loans would have been RUB 321
thousand lower/higher.

Colleteral analysis

The following table provides the analysis of corporate loans, net of impairment, by types of collateral
as at 31 December 2015 and 31 December 2014:

Falr value of collatral

31 Decembear 2015 Loans to customaors, assesod as of tho loan
RUB "'000 carrylng amount lssuanceo date
No collateral 29700 -
Total corporate loans 29 700 -

Fair value of colletral

31 December 2014 Loans to customars, assosed as of tho loan
RUB *000 _____carrylng amount issuance date
Rights of claim 11785 11 785
Mo collateral 14 707 -
Total corporate loans 26 492 11 785

The tables above exclude overcollateralization.

The recoverability of loans issued to legal entities which are neither past due nor impaired is
primarily dependent on the creditworthiness of the borrowers rather than the value of collateral, and
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the Bank does not necessarily update the valuation of collateral as at each reporting date. For most
of the loans, the amounts presented in the table are higher, and are based on the fair value of
collateral measured as of the loan issuance date.

For |loans that are secured by several types of collateral, the type of collateral that is the most
significant to assess impairment is disclosed. Guarantees and commitments from individuals, for
instance, shareholders of borrowers-small and medium enterprises, is not taken into account for
impairment assessment purposes. Therefore, such loans and loans that are not secured by
collateral, or are partially covered by collateral are disclosed in No coflateral category.

Retail lending

The following table provides the analysis of the fair value of collateral for retail loans, net of
impairment, by types of collateral as at 31 December 2015:

Falr value of collotral

Loans to customaers, carrying assesed as of the loan

amount Issuance date
No coltateral 13363 -
Total retall {oans 13 363 -

The tables above exclude overcollateralization.

The Bank may assess the colleteral on an individua! basis as at the reporting date if any evidence of
impairment arises. For the majority of the loans the information given in the table is based on the fair
favue of the colleteral assessed as at the loan issuance date.

Industry and geographic analysis of the loan portfolio

Loans were issued primarily to customners located in the Russian Federation who operate in the
following economic sectors:

2015 2014
RUB ‘000 RUE ‘000
Financial servicos 30 Q00 27 374
Retal] lending 13363 -
43 363 27 374

Impalrmont provision _{300) {882)
43 063 26 492

Significant credit exposures

As at 31 December 2015 and 2014, tha Bank does not have any borrowers or groups of related
barrowers, whose loan balances comprised over 10% of capital:
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FOR THE YEAR ENDED 31 DECEMBER 2015

2015 2014

RUE ‘000 RUEB ‘000

Accounts recelvable 2940 3413

Impairment provision (28223 {3 413)

Total other flnanclal assets 118 -

Advanco paymonts 5423 2958

Other 316 1 556

Impalrment provision (65} {262}

Total other nonfinancial assets 5674 4 252

Total othor assets 5782 4 252

Analysis of changes in impairment provision

2015 2014

RUB '000 RUE 000

impairment provialon as at the beginning of the yoar 3675 7 500

Net {recovery) croation of impairment provision (179) {690)
Olher assels wrile ofl (608) (3 135)

Impairment pravision as at the end of the year 2 BB7 1875

As at 31 December 2015, other assets include RUB 2 822 thousand overdue receivable (31

December 2014: RUB 3 413 thousand).

16 ACCOUNTS PAYABLE UNDER REPO AGREEMENTS

2015 2014

RUB ‘000 RUB 000

Other credit Institution 1022 866 100 546
Carttral Bank of the Russlan Federation - 1 350 647
1022 866 1451 193

As at 31 December 2015 the Bank pledged securities with the fair value of RUB 1 194 572 thousand

as collatera! for REPQO agreements (31 December 2014: RUB 1 582 104 thousand).

17 CURRENT CUSTOMER ACCOUNTS AND DEPOSITS

2015 2014
RUB '000 RUB ‘000
Current accounts and ondemand deposits
- Rotall customers 497 532 14 218
« Logal antities 1308895 M6 785
Fixed-term deposits
- Retail customors 7 056 2 452
- Lagal antities .. Br1987 326 364
2 285 470 658 80D

As at 31 December 2015, the Bank has four customers whose balances comprised mare than 10%
of the capital (as at 31 December 2014: one customer), As at 31 December 2015, the total amount
of balances of accounts and deposits of these clients was RUB 1 549 274 thousand (31 December
2014: RUB 250 916 thousand).
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18 DEBT LIABILITIES ISSUED

2015 2014
RUB '000 RUE '000

Debt liabilitios issuead 27 749 25 667
A7 749 25 667

19 OTHER LIABILITIES

2015 2014
RUB ‘000 RUB ‘000

Trade payables 989 2616

Total other financial liabilities 949 2615
Salaries 5455 3477
Dividonds payable 4 553 4553
Payable under return of commlasion 1328 1278
Othar taxes payable 553 93
Other non-financlal liablitios 1720 1434
Total othor non-financial liabilitles 13608 10 835
Total other liabilities 14 598 13 450

20 SHAREHOLDERS' EQUITY
Issued share capital and share premium

Registered, issued and circulating share capital of the Bank consists of 56,490,000 ordinary shares
(31 December 2013: 56,490,000) and 100,000 preference shares (31 December 2013; 100,000).
The nominal value of each ordinary share is 10 RUB, the nominal value of each preference share is
1 RUB.

The holders of ordinary shares are entitled to receive dividends as annually declared and are entitled
to one vote per share at annual and other general meetings of the Bank's shareholders.

The holders of preference shares are entitled to receive dividends as annually declared at annual
and other general meetings of the Bank's shareholders. The holders of preference shares do not
have voting rights at general meetings of the Bank's shareholders. Shareholders-holders of
preference shares acquire voting rights at the general meeting of shareholders by the decision
introducing amendments to the Bank's articles of association limiting the rights of shareholders-

holders of preference shares.
31 Dacember 2015 31 December 2014

RUE ‘000 RUB '000
Nominal value of ordinary sharos 564 800 564 900
MNominal value of preference sharos 100 100
Irflation adjustment 137 762 137 762
Shareholders’ aquity 702 752 702 762

Dividends

Distributions to participants are restricted to the maximum retained earnings of the Bank, which are
determined according to legislation of the Russian Federation. In accordance with the requirements
of the legislation of the Russian Federation as of the reporting date the amount available for
distribution was RUB 139 193 thousand (31 December 2014: RUB 80 190 thousand).
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21 RISK MANAGEMENT

Risk management is fundamental o the banking business and is an essential element of the Group's
operations. Market risk, credit risk and liquidity risk are the main risks the Bank's operations are
exposed to.

Risk management policies and procedures

The Banks policy in tackling the risks is aimed at identification, analysis and management of risks
the Bank is exposed to, at establishment of risk limits and the relevant contrals, as well as at regular
assessment of the risk levels and the extent they correlate with the established risk fimits. Risk
management policies and procedures are reviewed at a regular basis in order to reflect the changes
in the market situation and in the producis and services offered by the Bank, as well as emerging
best practices,

The Board of Directors is responsible for the appropriate functioning of the risk management
controls, for managing key risks, for approving risk management policies and procedures, and for
major transactions approval.

The Management Board is responsible for the implementation of the risk management strategy,
monitoring risks, implementation of measures to minimize risks, and it also ensures that the Bank
operates within the established risk limits.

In order to implement risk regulating processes and risk management principles the Bank created
the following Committees:

The Risk Cantrol Department is responsible for identification and assessment of risks, analysis and
forecasts of the risk levels, working out recommendations to minimize risks, informing the Bank's
management on the current and forecasted risk levels.

Credit, market and liquidity risks are managed and controlled by the Management Board, Internal
Audit Department, Credit Committee and ALM Committee, both at the portfolio level on the whole,
and at the level of separate transactions. To enhance the efficiency of decision-making, risk
management function is divided between different departments of the Bank, depending on the risk
type and the size of the risk exposure.

Both internal and external risk factors are identified and managed within the departments of the
Bank. Attention is given to identification of the whole list of risk factors and determination of the
sufficiency of the current risk minimizing procedures.

Market Risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices. Market risk comprises currency risk, interest rate risk and
other price risks. Market risk arises from open positions in interest rate, currency and equity financial
instruments, which are exposed to general and specific market movements and changes in the level
of valatility of market prices.

The objective of market risk managemant is to manage and control market risk exposures within
acceplable parameters, whilst optimizing the return on risk.

ALM Committee is responsible for market risk management. ALM Committee approves internal
market risk norms on the basis of risk tackling recommendations and suggestions made by the Risk
Control Department.

The Bank manages its market risk by setting open position limits in relation to the size of portfolio of
certain financial instruments, terms of interest rate change, currency position, loss limits and by
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regular monitoring of compliance with them, the results of which are reviewed and approved by the
Management Board.

Interest rate risk
Average interest rates
The table below displays average effective interest rates for interest bearing assets and liabilities as

at 31 December 2015 and 2014. These interest rates are an approximation of the yields to maturity
of these assels and liabilities.

2015 2014
__Average offective interast rate, % Average offectlve intorost rate, %
Other Other
RUB USD  _currencles RUB USD  currencles
Interost bearing assats
Cash and cash equivalents 8.0% - - 8.0% - -
Accounts rocoivahlo under
REFO agreements 11.1% - - 19.0% - -
Financial assels avallable for
sala 13.3% - - 13.2% - -
Loans 1o cusiomers 18.0% - - 15.9% - -

Interast bearing lahilitios
Accounts payahle under REPO

agreaments 10.9% - - 17.1% - -
Curranl accounts and depaosits

from customars

- Fixar-tarm doposits 10.8% 0.4% 0.1% 19.1% 2.5% -
Dabt liabilitins 1ssued 9.5% - - 9.5% - -

Interest rate sensitivity analysis

Interest rate risk management based on the analysis of the term when interest rates are reviewed is
supplemented by monitoring the assets and liabilities sensitivity. An analysis of sensitivity of profit or
loss and equity (less taxes) to changes in the interest rates (repricing risks) based on a simplified
scenario of a 100 basis point (bp) symmetrical rise or fall in all yield curves and positions of interest
bearing assets and liabilities existing as at 31 December 2015 and 2014 is as follows:

2015 2014

. RUB ‘000 RUB ‘000

100 bp parallel decrease 9092 8 660
100 bp parallel increase (9.092) (8 660)

An analysis of sensitivity of profit ar loss and equity as a resull of changes in the fair value of debt
financial assets available for sale due to changes in the interest rates based on positions existing as
at 31 December 2015 and 2014 and a simplified scenario of a 100 basis point (bp) symmetrical fall
or rise in all yield curves is as follows:

2015 2014
Net profit or loss Equity Net profit or loss Equlty
RUB ‘000 RUB ‘000 RUBE ‘000 RUB ‘000
100 bp parallel decrease - 6975 - 14 099
100 bp parallel increase - (6 975) « . (14099)

Currency risk
The Bank has assets and liabilities denominated in several foreign currencies.
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Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in foreign currency exchange rates.

The following table shows the foreign currency exposure structure of assets and liabilities as at 31

Dacember 2015:

ASSETS

Cash and cash aquivalonts

Stalulory resarves with tho Contral Bank
of the Russlan Fedearation

Duo to banks

Accounts recoivablo undor REPO
agreements

Posilive falr value of derivative financiat
instruments

Financial assots ovailable for sale
Loans to customers

Other financial assets

Total assets

LIABILITIES

MNegative falr value of derivativo financial
instrumaonis

Accounts payablg under REPO
agreaments

Currant accounts and deposits from
customors

Debt Habllities issued

Other financlal liabilitles

Total llabkilitios

Effect of dorivative financial
Instruments oxprozod in forelgn
curranclos

Net position

RUB uso EUR Total
RUB '000 RUB '000 RUB‘000  RUB‘000
832 416 315 595 982 226 2130 237
11 609 - - 11609
3 2 865 - 2 868
1106 905 96 - 1107 001
- 858 9 907 10 563
1 089 486 77153 - 1166 639
43 063 - - 43 063
18 - u 118
3 082 600 396 365 992 133 4472098
15873 224 - 16 097
1003 336 19 530 - 1022 866
1929 698 329 061 26 711 2285470
27 749 - - 27 749
. 989 - - 989
_.. 2977845 348 815 26 711 3353171
0996 859 {47 622) (954 771) {5 534)
1102 814 (72) 10 651 1113393

The foreign currency exposure structure of assets and liabilities by currency as at 31 December

2014 is as follows:

ASSETS

Cash and eash equivalents

Statutory reserves with tho Contral Bank
of tho Russian Federation

Duo to banks

Accounts recelvablo under REPO
agreements

Posltiva falr valie of dertvativo financiol
instrumonts

Financlal assats availablo for sale
Loans to customers

Total assetls

LIABILITIES

MNengallve falr valuo of dorivative financial
instruments

Duo to banks

Accounts payable undaer REPO
agroomants

Current accounts and doposils from
customers

RUB usD EUR Total

RUS ‘000 RUB ‘000 RUB ‘000 RUS '000 _
440 583 142 254 354 980 937 817
11478 - - 11478
- 1722 - 1722
4 999 - - 4999
11725 - - 11725
2 140 333 57 262 - 2197 595
26 492 e - 26492
2635610 201 238 354880 3191828
. 534 - 534
11 - - 11
1450 770 423 - 1451 193
578 757 67 348 13 704 659 BOY
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RUB ush EUR Total
RUB '000 RUB ‘000 RUB ‘000 RUB ‘000
Debt Habllitios issuod 25 667 - - 25 667
Othor financiol liabilllles 2618 - - 2615
Total liabilitles 2 057 820 68 305 137704 2139 829

Effect of derlvative financial

Instruments expresed In forelgn

currancles 486705 (133 089) {341 714) 11 902
Net posltion 1064495 (156) (438) 1063 901
The weakening of the Russian Rouble, as indicated below, against the following currencies at 31
December 2015 and 2014 would have increased (decreased) equity and profit or loss by the
amounts shown below. This analysis is on net of tax basis and is based on foreign currency
exchange rate variances that the Bank considered to be reasonably possible at the end of the
reporting period. The analysis assumes that all other variables, in particular interest rates, remain

constant.

2015 2014
RUB '000 RUB ‘000
10% appreclation of USD agalnst RUB (6) (12}
10% approciation of EUR agalnst RUB 852 (35)

The strengthening of the Russian Rouble against the above currencies at 31 December 2015 and
2014 would have had the equal bul opposite effect on the above currencies to the amounts shown
above, on the basis that all other variables remain conslant.

Craedit risk

Credit risk is the risk of financial losses of the Bank if a customer or counterparty fails to meet its
contractual obligations. The bank manages its credit risk through approved policies and procedures
that include requirements to establish and observe credit risk concentration limits, as welt as through
¢reation of the Credit Commiltee and ALM Committee that are responsible for making decisions on
credit risk regulation and for control over compliance with internal limits and norms

The credit policies of the Bank, as well as amendments to these policies, are considered by the
Credit Committee and the Management Board, and are approved by the Bank's Board of Directors.

The credit policies regulates the Bank's credit operations and other operations containing the credit
risk (hereinafter — “the credit operations") that are carried out with retail and corporate clients,
including different kinds of short-term and long-term lending, issue of guarantees and letters of
credit, acceptance of guarantees as collateral for liabilities of corporate clients, acceptance of letters
of credit.

Credit policies cover transactions exposed to credit risk with financial institutions (credit institutions,
payment/settlement systems, depositary institutions, clearing houses, financial companies), including
interbank lending, conversion operations, limiting risks on operations with Nostro accounts,
issuefacceptance of guarantees, acceptance of the lefters of credit, transactions dealing with
sale/purchase of financial assets on a deferred payment basis (supply of financial assets), etc., as
well as parlicipation in syndicated loans and co-loans that enable the Bank to divide the risk.

Procedures used to consider loan applications, methodology used to assess the creditworthiness of
borrowers and counterparties, requirements to loan documentation are set forth in the Regulations
on lending under different lending programs.

Loan applications from corporate clients are passed over for consideration to Activa Qperations
Department that is responsible for corporate credit portfolio. Reports of analysts of this Department
are based on the struclural analysis of borrower's business and financial position. The Credit
Committee reviews loan applications on the basis of the documents provided by the Active
Operations Department. Before ihe Credit Committee approves separate transactions, the
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documents are reviewed by legal adviser to the Management Board. Security Department tests
clients' economic security.

The Bank continuously monitors the performance of individual credit exposures and reguiarly
reassesses the creditworthiness of its customers. The review is based on the customer's most
recent financial statements and other information submitted by the borrower, or otherwise obtained
by the Bank.

The maximum exposure to credit risk is generally reflecled in the carrying amounls of financial
assets on the statement of financial position. The impact of possible netting of assets and liabilities
to reduce potential credit exposure is not significant.

The maximum exposure 1o credit risk recognized on the statement of financial position at 31
December 2015 and 2014 is as follows:

31 Doecember 2015 31 December 2014
RUB ‘000 RUE ‘000

ASSETS
Cash and cash aquivalents 2104 900 917 354
Siatotury resorvos with the Central Bank of tho Russlan Federation 11 609 11 478
Due from banks 2 868 1722
Accounts recelvable undor REPOC agreaments 1107 0 4 999
Pasitive fair value of darvative financial instruments 10 563 11 725
Debl Habllities avallable for aale 1043835 2 140 232
Loans 1o cliants 43063 26 492
Othar financial assets 118 -
Total maxlmum risk leval - 4 323957 3114102

The Bank receives collateral for customer loans in the form of real estate pledge and other assets
and guarantees pledge. The value of collateral is assessed at the date of the loan issue, and, as a
rule, is not reviewed, except for the cases when the loans is considered impaired on the individual
basis. If the market value of collateral decreases, the borrower is usually asked to provide additional
collateral,

Collateral is not usually provided for the rights of claim on derivative financial instruments,
investments in securities, loans and advances issued 1o banks, except for the cases when securities
are received under reverse REPO transactions and securities lending transactions.

For the analysis of concentration of credit risk in respect of loans and advances to customers refer to
Note 13.

For the maximum credit risk exposure in respect of unrecognized contract commitments as of the
reporting date refer to Note 22,

As at 31 December 2015, the Bank has two counterparties (31 Dacember 2014; one counterparty)
whose individual credit risk exposure exceeds 10% of the maximum level of credit risk exposure. As
at 31 December 2015, the credit risk exposure in respact of these counterparties is RUB 2 910 063
thousand (31 December 2014: RUB 484 276 thousand).

Liguidity risk

Liquidity risk is the risk that the Bank may face difficulties in meeting its payment obligations.
Liquidity risk arises when the terms of maturity of assets and liabilities do not coincide. Matching
and/or controlied mismatching of assets and liabilities maturities and interest rates is the key factor in
managing liquidity risk. Due to the diverse nature of the Bank's operations and ralated uncertainties
full coincidence between assets and liabilities maturities is not common practice at financial
institutions, which gives an oppartunity to increase the return on operations, but also increases the
risk of losses.

The Bank maintains the required liquidity level in order to ensure the ¢ontinuing availability of cash
required to settle all liabilities as they mature.
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The Bank strives to actively maintain diversified and stable structure of financing sources consisting
of debt securities issued, long-term and short-term foans from other banks, deposits from major
corporate and retail clients, as well as to diversify highly liquid asset portfolio in order to be able to
raact quickly and without sharp swings to unforeseeable liquidity requirements.

Risk liquidity factors, segregation of liquidity management function and responsibilities, liquidity
assessment and management methods, reporting and information exchange procedures in the
course of liquidity risk management are described in detail on the Liquidity Risk Management
Reqgulation.

The Bank's liquidity management and control system includes the following elements:

- the Bank's Management Board that is responsible for the general organization of efficient liquidity
management and control over liquidity position ;

- ALM Committee that is responsible for liquidity management decision-making, ensuring efficient
liquidity management and implementing controls over liquidity position and implementation of the
relevant decisions;

- Risk Control Department that is responsible for liquidity position analysis;

- Treasury that is responsible for ensuring compliance with the established norms and limits in active
banking transactions;

- the Bank's head office and additional offices that are responsible for providing information about
the inflows and clients’ payments;

- the Bank's internal documents regulating the Bank's liquidily level and setting forth measures to
maintain liquidity: documents describing liquidity position analysis procedure, decisions of managing
bodies on mobilization of assets, implementation of new banking products, involvement of additional
resources, elc.;

- the system ensuring provision of regular and current information and reports on the Bank's tiquidity
to regulatory authorities,

- Internal Control Department that is responsible for ensuring compliance with all risk managemant
procedures.

Financial Reporting Division of the Accounting and Financial Reporting Department on a daily basis
calculates statutory economic standards in compliance with the procedures established by the
Central Bank, as well as assesses the actual value of statutory liquidity ratio and the size of risks the
Bank is exposed to.

An inherent element of liguidity management is a regular review of liquidity position based on the
short-term liquidity foracast and data taken from the repots. If there is an inconsistency between the
forecasted and actual results, the Bank analyses these inconsistencies with the purpose to introduce
adjustments into liquidity management system. In order to assess a perspective liquidity position a
short-term liquidity foracast is made.

Liquidity level forecast is made by extrapolation of the current liquidity level with account of
adjustment for the planned changes in the asset and liability structure on the basis of data provided
by the Bank's divisions that are responsible far such information.

The following tables show the undiscounted cash flows on financial assets and liabilities and
unracognized credit-related commitments on the basis of their earliest possible comractual maturity.
The total gross inflow and oulflow disclosed in the tables is the contractual, undiscounted cash flow
on the liabilities or off-balance commitments, For issued financial guarantee contracts, the maximum
amount of the guarantee is allocated to the earliest period in which the guarantee can be called.
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| NOTES TO THE FINANGIAL STATEMENTS
Fehems FOR THE YEAR ENDED 31 DEGEMBER 2015

According to the Russian laws, individuals can withdraw their demand deposits from the Bank at any
time, however, in most cases, they lose the right to receive accrued interest income. Consequently,
such deposits net of accrued interest income are disclosed in the table below in Demand and less

than 1 month category. Information about the contractual maturities of these depaosits is given later
on.

2015 2014

RUB ‘000 RUB '000_
Deamand and less than 1 month 4185 -
From 1 to 3 months - 62
From 3 to 12 months 2871 2 390
From 1 year to 5 yoors - e ——_
7 058 2 452
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- NOTES TO THE FINANCIAL STATEMENTS
EE:BRTS FOR THE YEAR ENDED 31 DECEMBER 2015

The table below shows the analysis of financial assets available for sale by their contractual maturity
as at 31 December 2015 and 31 December 2014:

2015 2014
RUB ‘000 RUB ‘000_

From 1 to 3 months 58 203 167
From 3 1o 12 months 168 798 553 963
From 1 yoar to 5 yoars 587 863 756 829
Over b years 287 126 626 371
No maturity 122 804 57 263
Financlal assata avallable for sale 1 166 639 2197 595

The Bank also calculates mandatory liquidity ratios on a daily basis in accordance with the
requirements of the Central Bank.

These ratios include:

= instant liquidity ratip (N2), which is calculated as the ratio of highly liquid assets to liabilities
payable on demand;

s current liquidity ratio (N3), which is calculated as the ratio of liquid assets to liabilities
maturing within 30 calendar days;

» long-term liquidity ratio (N4), which is calculated as the ratio of assets maturing after 1 year to
the equity and liabilities maturing after 1 year.

Requlrement 2015, % 2014, %
Inalant llgutdity ratio (N2) Not less than 15% 92,0 51.9
Currant liquidity rallo (N3) Not loss than 50% 156,6 72.9
Long-term liquidity ratio (N4} Nat mora than 120% 0,8 0,0

22 CAPITAL MANAGEMENT
The Bank's lead regulator, the Central Bank, sets and monitors capital requirements for the Bank.

The Bank defines as capital those items defined by statutory regulation as capital (aquity) of credit
institutions. As at 31 December 2014, the minimum level of a ratio of capital to risk As at 31
December 2014, the minimum basic capital adequacy ratio (hereinafter — “N1.1 ratio”), the minimum
additional capital adequacy ratio (hereinafter — “N1.2 ratio”) and the minimum equily adequacy ratio
(hereinafter — “N1.0 ratio™) were 5.5%, 5.5% and 10.0% respectively. Starting from 1 January 2015
the minimum level of N1.2 ratio is 6.0%. As at 31 December 20156 and 31 December 2014 the
Bank's capital adequacy ratio was compliant with the statutory required level.

The calculation of capital adequacy based on requirements set by Regulation N2 395-P of the
Cenfral Bank as at 31 December is as follows:

2015 2014

RUB ‘000 ... RuB ‘000

Basic copital 11056 643 1 D67 875

Addltional capital 46658 84

Total capltal 11562 301 1 067 959
Risk weighted aggets 2719 898 3565958 _
NA1.1 ratio (%) 40.7% . 280.9%
N1.2 ratio (%) 40.7% 20.9%
N1.0 ratlo {%) 42.4% 29.9%
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;‘5.'3 CREDIT RELATED CONTINGENCIES

At any moment the Bank may have to be required to provide |oan resources. These commitments
may involve issue of loans resources in the form of approved loans, credit card limits and overdrafts.

The Bank issues bank guarantees and letters of credit with the purpose to ensure fulfiliment of the
clients' obligations to third parties. Such agreements record the limits of the Bank's liabilities, and, as
a rule, are effective up to one year.

When the Bank issues guarantees, loan off-balance commitments and letters of credit, the Bank
applies the same risk management policies and procedures as upon issue of loans to customers.

Contractual amounts of off-balance labilities are presented, by category, in the table below,
Amounts disclosed in the table in respect of loan commitments presuppose that these liabilities will
be settled in full. Amounts disclosed in the table in respect of guarantees and letters of credit are the
maximum amounts of accounting losses that would have been recognized as of the reporting date, if
the counterparties failed to fulfill their contractual obligations.

2015 2014

RUB ‘000 RUB ‘000

Guaranieas and lettors of crodit 141826 288 275
141 826 288 275

Many of the disclosed liabilities can be terminated without their partial or full settlement. As a result,
these liabilities do not entail anticipated c¢ash outflow, The majority of loans and credit line liabilities
are not the Bank's absolute obligations.

As at 31 December 2015 and 31 December 2014, the Bank did not have any counterparties the total
amount of loan liabilities to whom comprised more than 10% of the total capital.

24 OPERATING LEASE
Bank as a lessee

Operating lease liabilities where the Bank acts as a lessee and that cannot be annulled unitaterally
as at 31 December were as follows:

2015 2014

RUE ‘000 RUB ‘000

Less than 1 year 4 766 4094
Between 1 and 5 yoars 7006 . BB02
11772 10 6948

The Bank leases a number of premises and equipment under operating lease agreements. The
leases typically run for an initial period from five 1o ten years, with an option to renew the lease after
that date. Lease payments are usually increased annually to reflect market rentals. Operating lease
liabilities do not include contingent liabilities.

25 CONTINGENT LIABILITIES
Outstanding litigations
in the ordinary course of business the Bank is subject 1o tegal actions and complaints, Management

balieves that the ultimate liability, if any, arising from such actions or complaints (if any) wilt not have
a material adverse effect on the financial position or further operations of the Bank.
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Taxation contingencies

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

Starting from 1 January 2012 new transfer pricing rules came into force in Russia. They provide the
possibility for tax authorities to make transfer pricing adjustments and impose additional tax liabilities
in respect of controllable transactions if their prices deviate from the market interval or profitability
range. According to the provisions of transfer pricing rules, the taxpayer should sequentially apply
five methods of market price determination prescribed by the Tax Code

Tax liabilities arising from transactions between companies are determined using actual transaction
prices. It is possible with the evolution of the interpretation of the transfer pricing rules in the Russian
Federation and the changes in the approach of the Russian tax authorities, that such transfer prices
could be challenged. Given the short period since the current Russian transfer pricing rules became
effective, the impact of any such challenge cannot be reliably estimated. However, Management
believes thal they can significantly affect the financial position and/or the overall operations of the
Bank.

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

26 RELATED PARTY TRANSACTIONS
Transaction with the Board of Directors and the Management Board

The total amount of remuneration included into Payroll expenses as at December 2015 and 2014 is
as follows:

2015 2014

_Rus‘ooe ~ _ RUB 000
Short-lerm rermuneration to tho Board of Directors and the Management Board _7840 10 406
7 840 10 408

As at 31 December 2015 and 31 December 2014, the outstanding balances and the related average
effective interest rates on transactions with related parties were as follows:

31 Decomber 2015 31 December 2014
Averaga Avoerage
effective effectlve

__RUB:000 Interest rates RUB ‘000~ interestrates

Statament of Financlal Posltlon
ASSETS
Customer loans:
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31 December 2015 31 December 2014

Average Average
effective effective
RUR *000 interest rates RUB ‘000 intorsat rates
Ratail loans:
-in RUB 9 469 15.5% - -
LIABILITIES
Customor curront accounts and deposits:
Current accounts:
-in RUB 1116 0.0% 135 0.0%

In 2015 and 2014, the amounts included into profit or loss from transactions with the Board of

Directors and Management Board were as follows:

2015 2014
. RUB 000 RUE '000

Statemont of Comprehonsive Incoma
Intarost incomeo 521 -
Intarast axpense - (10)
Feo and commlasion income 53 -
Mot loss from foroign currency transactions (A75) -
Other general and administrativo oxponso {7 8B40) {10 406)

Other related party transactions

Other related parties include entities that are shareholders of the Banks and associated entities and
persons. As at 31 December 2015 and 31 December 2014, the outstanding balances and the related
average effective interest rates on related party transactions were as follows:

31 December 2015 31 Dacember 2014

Avearage Average
aflactive offective
RUB ‘000 Interest rates RUB ‘000 Intarast rates
Statemaont of Financial Posltion
ASSETS
Cash and cash equivalents:
Nostro aceounts in other banks and financial institutions:
- n RUB 2 - 4 079 -
-in USD 37 861 - 9626 -
Broker account In RUES - - 310 005 8.0%
Accounts raceivable under REPQ agreomants:
-in USD 96 0.7% - -
Financial assats available for sale:
- owned by the Bank 45 651 - - -
- plodgod under REPD agreements 19 225 - a7 111 -
Other assels 6 - - -
LIABILITIES
Accounts payable under REPO agreomants:
-in RUB - - 85 017 10.5%
-inWUsh 19 531 0.3% 423 0.0%
Customer current accounts and doposits:
Curront accounts;
-in RUB 13121 0.0% 69 746 0.0%
-in USD 8733 0.0% 0 266 0.0%
Fixed-torm doposits:
-in RUB 725 258 10.8% 326 602 19.0%
-inUsD 136 307 0.4% - -
Cther ausels 17 - - -

As at 31 December 2015, the Bank issued a guarantee to a shareholder amounting to RUB 53 086
thousand (31 December 2014: RUB 27 500 thousand).
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I"n 2015 and 2014, the amounts included into profit or loss from other related party transactions were
as follows:

2015 2014
RUB ‘000 RUE "000
Statarnent of Comprehansive Incoma
tntarest Income 27 24 326
inlarest expense {59 448) (59 788)
Foo and commisgion Ingcome 3875 11 841
Fee and commission oxponse (216) (19
Net loss from forelgn currency transactions (30 519) {399)
Othar incomo 186 1
Croation of iImpairmont provision {660) {249)
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’ NOTES TO THE FINANCIAL STATEMENTS
B lems FOR THE YEAR ENDED 31 DECEMBER 2015

The Bank performed an assessment of the fair value of its financial instruments, as required by IFRS
7 Financial Instruments: Disclosures.

The estimated fair value of financial instruments available for sale is based on quoted market prices
at the reporting date without any deduction for transaction costs.

The fair value of all other financial assets and liabilities are measured using the discounted cash flow
method on the basis of estimated future cash flows and discount rates used for similar instruments
as of the reporting date. In using the discounted cash flow method the future cash flows are
measured on the basis Management's estimates and the discount rate is the market rate used for
similar instruments as at the reporting date. The rates disclosed for the main financial instruments,
by currency, in Note 21 Risk Management Interest Rate Risk section are not materially differant from
the market rates effective as of the reporting date,

As at 31 December 2015 and 31 December 2014, Management concluded that the fair value of all
financial assets and financial liabilities are not materially different from their carrying value.

Measurement of fair value is aimed at a more precise determination of the amount for which an
asset could be exchanged between knowledgeable, willing parties in an arm's length transaction on
the measurement date. However, due o existing uncertainties and subjectivity of estimates the fair
value should not be regarded as the amount for which an asset can be immediately sold or a liability
can be immediately settled.

Fair value hierarchy

The Bank measures fair values for financial instruments recorded on the statement of financial
position using the following fair value hierarchy that reflects the significance of the inputs used in
making the measurements:

. Leve! 1: Quoted market price (unadjusted) in an active market for an identical instrument.

. Level 2: Valuation techniques based on observable inputs, either directly {i.e. as prices) or
indirectly (i.e. derived from prices). This category includes instruments valued using: quoted
market prices in active markets for similar instrumenis; quoted prices for identical or similar
instruments in markets that are considered less than active; or other valuation techniques
where all significant inputs are directly or indirectly obsaervable from market data.

. Lavel 3: Valuation techniques using significant unobservable inputs. This category includes all
instruments where the valuation technique inciudes inputs not based on observable data and
the unobservable inputs have a significant effect on the instrument’s valuation. This categery
includes instruments that are valued hased on quoted prices for similar instruments where
significant unobservable adjustments or assumptions are required to reflect differences
batween the instruments.

The table below analyses financial instruments measured at fair value at 31 December 2015, by the
level in the fair value hierarchy into which the fair value measurement is categorized..

Laval 1 Leveli2 Total
Pasitive fair valuae of derivative financlal Instrumonts - 10 583 10 563
Financlal asseats availablo for salo
- Debt instrumoents and other fixod Income Instruments 1043835 - 1043 835
~ Equity Instrumonts 122 804 - 122 804
Nogative fair value of derivative financial instruments - s09? 16 097
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The table below analyses financial instruments measured at fair value at 31 December 2014, by the

tevel in the fair value hierarchy into which the fair value measurement is categorized:

Pasitlve falr valua of darivative financial instrumants
Financlal assets availablo for salo

- Debt Instrumants and othor fixed Income Instruments

-« Equity instrumenls
Negative fair value of derivativo financial Instruments

Laval 1 Lavel 2 Total
- 11 725 1% 725
2 140 332 - 2 140 332
&7 263 - A7 263
- 534 634

28 DERIVATIVE FINANCIAL INSTRUMENTS

The table below shows the analysis of derivative financial instrumenis as at 31 December 2015 and

31 December 2014:

2015 2014
RUB ‘000 RUB 000
Faralgn currancy forward contracis{swap) (assots} 10 009 11725
Faralgn currancy forward eontracts (assets) 504 -
Foreign currancy forward contracts (swap) (llabllitles) (16 097) (178}
Faroign currency forward contracts (liabilitios) - (356)
Total darlvative financlal instrumants (5 534) 11191
Nomilnal transaction cost Fair value
2015 2015
- RUB'DOG RUS ‘000
Purchase of USD for RUB
For less than 1 month 18 658 102
Purchase of RUB for USD
For less than 1 month 2 282 258 (15 873)
Purchase of EUR for RUB
For less than 1 month 1276749 9 906
Purchase of USD for EUR
Far less than 1 month 2231297 (223)
{6 08E)
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.

The table below shows the analysis of derivative financial instruments as at 31 December 2014:

Nominal transaction cost Fair valug
2014 2014
RUB ‘000 RUB 000
Purchase of USD for RUB
For less than 1 month 12 827 (178)
Purchase of RUB for USD
For less than 1 monith 148 586 2314
Purchase of RUB for EUR
For less than 1 month 351 125 9 411
11 547

29 EARNINGS PER SHARE
Basic earnings per share are calculated by dividing net profit or loss from ordinary shares by the
weighted average of ordinary shares circulating during the year.

The Bank does not have ordinary shares that potentially reduce the amount of earnings per share,
So, therefore, the diluted earnings per share are equal to the basic earnings per share.

20156 2014
Net Income for period payable to shareholders 54 752 20 83
Whaightod avorage of clroulating ordinary sharaes {In thousand sharos) 56 480 56 490
0.97 0.37
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L.8. Grigorenko —~~

I.B. lonova

Chairman of the Board Chief Accountant

29 April 2016

53



NUMBERED, BOUND,

SEALED

54 {Fifty four) SHEETS
Head of the Credit Instititions Audit

ivision
JSC AKG RBS

D

E.Y. Pelevina




