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Independent auditor’s report

To the Supervisory Council and Shareholders of VTB Bank

We have audited the accompanying consolidated financial statements of VTB Bank and its subsidiaries (together “the
Group”), which comprise the consolidated statements of financial position as at 31 December 2012 and 2011, and
the consolidated income statements, consolidated statements of comprehensive income, of cash flows and of
changes in shareholders’ equity for the years then ended, and a summary of principal accounting policies and other
explanatory information.

Audited entity’s responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with International Financial Reporting Standards, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in accordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the
Group as at 31 December 2012 and 2011, and its financial performance and its cash flows for the years then ended
in accordance with International Financial Reporting Standards.

L A M V’W?ﬁ

24 April 2013

A member firm of Ernst & Young Global Limited


http://www.ey.com/russia

VTB Bank
Consolidated Statements of Financial Position as at 31 December
(in billions of Russian Roubles)

Note 2012 2011
Assets
Cash and short-term funds 7 569.0 407.0
Mandatory cash balances with central banks 63.8 71.9
Financial assets at fair value through profit or loss 8 528.8 571.5
Financial assets pledged under repurchase agreements and
loaned financial assets 9 302.9 198.6
Due from other banks 10 358.6 424.6
Loans and advances to customers 11 4,761.5 4,301.6
Assets of disposal group held for sale 19 15.3 10.3
Financial assets available-for-sale 12 97.4 167.7
Investments in associates and joint ventures 13 48.3 325
Investment securities held-to-maturity 14 0.9 324
Land, premises and equipment 15 142.5 116.8
Investment property 16 148.0 122.5
Intangible assets and goodwill 17 137.3 141.2
Deferred tax asset 34 42.9 42.7
Other assets 18 198.5 148.3
Total assets 7,415.7 6,789.6
Liabilities
Due to other banks 20 759.9 699.7
Customer deposits 21 3,672.8 3,596.7
Liabilities of disposal group held for sale 19 6.1 8.5
Other borrowed funds 22 806.2 734.6
Debt securities issued 23 894.5 664.5
Deferred tax liability 34 12.3 10.0
Other liabilities 25 212.0 209.4
Total liabilities before subordinated debt 6,363.8 5,923.4
Subordinated debt 24 285.8 2411
Total liabilities 6,649.6 6,164.5
Equity
Share capital 26 113.1 113.1
Share premium 358.5 358.5
Perpetual loan participation notes 27 68.3 -
Treasury shares (13.7) (0.6)
Unrealized gain on financial assets available-for-sale and cash
flow hedge 4.3 7.9
Land and premises revaluation reserve 20.8 11.4
Currency translation difference 8.8 11.0
Retained earnings 193.7 102.2
. Equity attributable to shareholders of the parent 753.8 603.5
Non-controlling interests 12.3 21.6
Total equity 766.1 625.1
Total liabilities and equity 7,415.7 6,789.6
Approved for iss%w1 3.
A.L. Kostin i

President — Chairman of the ag t Board

|
Herbert Moos \GI‘}rS)
Chief Financial Officer — Deputy irman of the Management Board

The notes Ne 1 - 46 form an integral part of these consolidated financial statements



VTB Bank

Consolidated Income Statements for the Years Ended 31 December
(in billions of Russian Roubles)

Note 2012 2011
Interest income 28 555.7 416.7
Interest expense 28 (309.7) (189.7)
Net interest income 246.0 227.0
Provision charge for impairment of debt financial assets 33 (59.4) (31.6)
Net interest income after provision for impairment 186.6 195.4
Gains less losses / (losses net of gains) arising from financial
instruments at fair value through profit or loss 29 10.1 (30.8)
Gains less losses from available-for-sale financial assets 12 4.9 4.1
Losses net of gains arising from extinguishment of liability (1.8) (0.7)
Net recovery of losses on initial recognition of financial instruments,
restructuring and other gains on loans and advances to customers 17.2 20.2
Gains less losses arising from dealing in foreign currencies 145 6.1
Foreign exchange translation losses net of gains (7.7) (6.5)
Fee and commission income 30 61.2 47.4
Fee and commission expense 30 (12.9) (8.2)
Share in income of associates and joint ventures 1.2 7.5
Provision charge for impairment of other assets, contingencies and
credit related commitments 33 (2.7) (1.4)
Income arising from non-banking activities 31 57.9 20.4
Expenses arising from non-banking activities (29.2) (9.1)
Other operating income 31 8.1 9.2
Net non-interest income 120.8 58.2
Operating income 307.4 253.6
Staff costs and administrative expenses 32 (191.6) (141.5)
Impairment of goodwill 17 (1.5) -
Profit from disposal of subsidiaries and associates 1.1 3.4
Profit before taxation 115.4 115.5
Income tax expense 34 (24.8) (25.0)
Net profit 90.6 90.5
Net profit attributable to:
Shareholders of the parent 85.8 89.4
Non-controlling interests 4.8 1.1
Basic and diluted earnings per share
(expressed in Russian Roubles per share) 36 0.00817 0.00855

The notes Ne 1 - 46 form an integral part of these consolidated financial statements



VTB Bank

Consolidated Statements of Comprehensive Income for the Years Ended 31 December
(in billions of Russian Roubles)

2012 2011
Net profit 90.6 90.5
Other comprehensive income:
Net result on financial assets available-for-sale, net of tax (3.4) 2.7
Land and premises revaluation, net of tax 9.9 -
Actuarial losses net of gains arising from difference between pension plan
assets and obligations - (0.5)
Share of other comprehensive income of associates and joint ventures (0.2) (0.5)
Effect of changes in tax rates recognized in land and premises revaluation
reserve 0.2 -
Effect of translation, net of tax (2.1) 2.4
Other comprehensive income, net of tax 4.4 41
Total comprehensive income 95.0 94.6
Total comprehensive income attributable to:
Shareholders of the parent 90.0 93.7
Non-controlling interests 5.0 0.9

The notes Ne 1 - 46 form an integral part of these consolidated financial statements



VTB Bank

Consolidated Statements of Cash Flows for the Years Ended 31 December
(in billions of Russian Roubles)

Note 2012 2011
Cash flows (used in) / from operating activities
Interest received 541.6 382.3
Interest paid (277.0) (176.4)
Loss incurred on operations with financial instruments at fair value
through profit or loss (30.4) (23.3)
Income received from extinguishment of liability 2.2 -
Income received on dealing in foreign currency 16.6 10.8
Fees and commissions received 59.0 48.0
Fees and commissions paid (12.5) (7.6)
Other operating income received 3.9 2.0
Staff costs and administrative expenses paid (161.9) (122.1)
Income received from non-banking activities 38.4 17.8
Expenses paid in non-banking activities (17.8) (7.3)
Income tax paid (21.5) (28.8)
Cash flows from operating activities before changes in
operating assets and liabilities 140.6 95.4
Net decrease / (increase) in operating assets
Net decrease / (increase) in mandatory cash balances with central
banks 8.0 (37.3)
Net increase in restricted cash (0.7) -
Net decrease / (increase) in correspondent accounts in precious
metals 2.1 (6.8)
Net decrease / (increase) in financial assets at fair value through
profit or loss 43.8 (159.8)
Net decrease in due from other banks 45.0 11.6
Net increase in loans and advances to customers (595.9) (971.2)
Net increase in other assets (31.6) (44.1)
Net increase in operating liabilities
Net increase in due to other banks 42.6 232.5
Net increase in customer deposits 41.9 832.7
Net increase in debt securities issued other than bonds 132.4 78.9
Net increase in other liabilities 15.5 19.2
Net cash (used in) / from operating activities (156.3) 51.1
Cash flows from / (used in) investing activities
Dividends and other distributions received 24 0.8
Proceeds from sale or maturity of financial assets available-for-sale 1411 58.5
Purchase of financial assets available-for-sale (69.5) (125.6)
Purchase of subsidiaries, net of cash (2.7) 5.8
Disposal of subsidiaries, net of cash 1.2 1.1)
Purchase of and contributions to associates and joint ventures (15.8) (109.1)
Proceeds from sale of share in associates and joint ventures - 6.6
Purchase of investment securities held-to-maturity (1.2) (1.2)
Proceeds from redemption of investment securities held-to-maturity 32.1 2.3
Purchase of land, premises and equipment (26.3) (36.9)
Proceeds from sale of land, premises and equipment 10.5 40.1
Purchase or construction of investment property (8.7) (0.3)
Proceeds from sale of investment property 3.2 1.3
Purchase of intangible assets (4.1) (2.7)
Proceeds from sale of intangible assets 0.7 1.2
Net cash from / (used in) investing activities 62.9 (160.3)

The notes Ne 1 - 46 form an integral part of these consolidated financial statements



VTB Bank

Consolidated Statements of Cash Flows for the Years Ended 31 December (continued)
(in billions of Russian Roubles)

Note 2012 2011
Cash flows from financing activities
Dividends paid 37 (10.8) (7.3)
Proceeds from issuance of local bonds 121.6 21.0
Repayment of local bonds (14.0) (53.9)
Buy-back of local bonds (20.0) (16.7)
Proceeds from sale of previously bought-back local bonds 13.9 14.9
Proceeds from issuance of Eurobonds 138.6 456
Repayment of Eurobonds (77.7) (100.8)
Buy-back of Eurobonds (82.0) (35.3)
Proceeds from sale of previously bought-back Eurobonds 108.0 33.9
Proceeds from syndicated loans 7.2 87.3
Repayment of syndicated loans (12.2) (43.2)
Buy-back of syndicated loans 5.9 (5.9)
Proceeds from other borrowings and funds from local central
banks 1,387.7 452.3
Repayment of other borrowings and funds from local central banks (1,371.7) (122.7)
Proceeds from subordinated debt 46.4 -
Repayment of subordinated debt (3.3) -
Buy-back of subordinated debt (4.6) (4.8)
Proceeds from sale of previously bought-back subordinated debt 0.8 3.1
Proceeds from sale of treasury shares 0.5 1.3
Purchase of treasury shares (13.7) (1.6)
Share issue to minorities - 0.2
Purchase of non-controlling interests in subsidiaries (24.0) (34.8)
Sale of non-controlling interests in subsidiaries 0.2 -
Issue of Perpetual loan participation notes less transaction costs 71.6 -
Payment on Perpetual loan participation notes (1.3) -
Net cash from financing activities 2671 232.6
Effect of exchange rate changes on cash and cash equivalents (9.9) 2.6
Effect of hyperinflation (0.4) (1.3)
Net increase in cash and cash equivalents 163.4 124.7
Cash and cash equivalents at the beginning of the year 7 397.5 272.8
Cash and cash equivalents at the end of the year 7 560.9 397.5

The notes Ne 1 - 46 form an integral part of these consolidated financial statements



VTB Bank

Consolidated Statements of Changes in Shareholders’ Equity for the Years Ended 31 December

2012 and 2011

(in billions of Russian Roubles)

Attributable to shareholders of the parent

Unrealized
gain on
financial
Perpetual assets
loan available- Land and
partici- for-sale and premises Currency Non-

Share Share pation Treasury cash flow revaluation translation Retained controlling Total

capital premium notes shares hedge reserve difference earnings Total interests equity
Balance at 1 January 2011 113.1 358.5 - (0.3) 4.0 11.4 11.0 56.6 554.3 23.9 578.2
Net result from treasury shares
transactions - - - (0.3) - - - - (0.3) - (0.3)
Total comprehensive income
for the period - - - - 2.8 - 2.8 88.1 93.7 0.9 94.6
Transfer of premises
revaluation reserve upon
disposal or depreciation - - - - - 0.2) - 0.2 - - -
Transfer of currency translation
difference upon legal merger of
subsidiary - - - - - - (2.4) 2.4 - - -
Dividends declared - - - - - - - 6.1) (6.1) (1.2) (7.3)
Increase in share capital of
subsidiaries - - - - - - - (3.2) (3.2) 3.4 0.2
Acquisition of subsidiaries - - - - - - - - - 17.0 17.0
Disposal of subsidiaries - - - - - - - - - (0.5) (0.5)
Acquisition of non-controlling
interests - - - - 1.1 0.2 (0.4) (13.9) (13.0) (21.9) (34.9)
Obligation to purchase non-
controlling interests (Note 25) - - - - - - - (21.9) (21.9) - (21.9)
Balance at 31 December 2011 1131 358.5 - (0.6) 7.9 11.4 11.0 102.2 603.5 21.6 625.1
Net result from treasury shares
transactions - - - (13.1) - - - 0.3 (12.8) - (12.8)
Total comprehensive income for
the period - - - - (3.5) 9.8 (2.2) 85.9 90.0 5.0 95.0
Transfer of premises revaluation
reserve upon disposal or
depreciation - - - - - (0.4) - 0.4 - - -
Share-based payments (Note 35) - - - - - - - 1.3 1.3 - 1.3
Acquisition of subsidiaries - - - - - - - - - 0.2 0.2
Disposal of subsidiaries - - - - - - - - - (0.1) (0.1)
Increase in share capital of
subsidiaries - - - - - - - (0.2) (0.2) 0.8 0.6
Acquisition of non-controlling
interests and other capital
transactions - - - - (0.1) - - 11.3 11.2 (13.5) (2.3)
Issuance of perpetual loan
participation notes (Note 27) - - 7.7 - - - - - 7.7 - 7.7
Foreign exchange translation of
perpetual loan participation notes - - (3.4) - - - - 3.4 - - -
Transaction costs on perpetual
loan participation notes issuance - - - - - - - (0.1) (0.1) - (0.1)
Amounts due on perpetual loan
participation notes (Note 27) - - - - - - - (1.3) (1.3) - (1.3)
Tax effect recognized on
perpetual loan participation notes - - - - - - - (0.4) (0.4) - (0.4)
Dividends declared (Note 37) - - - - - - - (9.1) (9.1) (1.7) (10.8)
Balance at 31 December 2012 113.1 358.5 68.3 (13.7) 4.3 20.8 8.8 193.7 753.8 12.3 766.1

The notes Ne 1 - 46 form an integral part of these consolidated financial statements 6



VTB Bank
Notes to the Consolidated Financial Statements — 31 December 2012 and 2011

(in billions of Russian Roubles)

1. Principal Activities

VTB Bank and its subsidiaries (the “Group”) comprise Russian and foreign commercial banks, and other companies
and entities controlled by the Group.

VTB Bank, formerly known as Vneshtorgbank (the “Bank”, or “VTB”), was formed as Russia’s foreign trade bank
under the laws of the Russian Federation on 17 October 1990. In 1998, following several reorganizations, VTB was
reorganized into an open joint stock company. In October 2006 the Group started re-branding to change its name
from Vneshtorgbank to VTB. Simultaneously, the names of some of VTB'’s subsidiaries were changed as presented in
Note 44. In March 2007, the Bank for Foreign Trade was renamed into “VTB Bank” (Open Joint-Stock Company).

On 2 January 1991, VTB received a general banking license (number 1000) from the Central Bank of the Russian
Federation (CBR). In addition, VTB holds licenses required for trading and holding securities and engaging in other
securities-related activities, including acting as a broker, a dealer and a custodian, and providing asset management
and special depositary services. VTB and other Russian Group banks are regulated and supervised by the CBR and
the Federal Financial Markets Service. Foreign Group banks operate under the bank regulatory regimes of their
respective countries.

On 29 December 2004, the Bank became a member of the obligatory deposit insurance system provided by the State
Corporation “Deposit Insurance Agency” (DIA). All Group subsidiary banks in Russia: “Bank VTB 24", CJSC,
“TransCreditBank”, JSC, “Bank of Moscow”, OJSC and “Leto Bank”, OJSC are also members of the obligatory
deposit insurance system provided by DIA. The State deposit insurance scheme implies that DIA guarantees
repayment of individual deposits up to the maximum total amount of guaranteed payment of RUR 700 thousand with
a 100% compensation of deposited amount from 1 October 2008.

On 5 October 2005, VTB re-registered its legal address to 29 Bolshaya Morskaya Street, Saint-Petersburg 190000,
Russian Federation. VTB’s Head Office is located in Moscow.

A list of principal subsidiaries included in these consolidated financial statements is provided in Note 44.

The Group operates in the corporate and investment banking, retail, real estate and other sectors. Corporate and
investment banking include deposit taking and commercial lending in freely convertible currencies and in Russian
Roubles, support of clients’ export/import transactions, foreign exchange, securities trading and trading in derivative
financial instruments. The Group’s operations are conducted in both Russian and international markets. The Group
conducts its banking business in Russia through VTB as a parent and 5 subsidiary banks with its network of 137 full
service branches, including 48 branches of VTB, 8 branches of “Bank VTB 24”, CJSC, 40 branches of
“TransCreditBank”, JSC and 41 branches of “Bank of Moscow”, OJSC located in major Russian regions. Within
acquisition of “Bank of Moscow”, OJSC the Group has also obtained control over “Bezhitsa-Bank”, OJSC, “Bank
Moscow-Minsk”, OJSC and “BM Bank”, Ltd. In February 2012, the Group obtained control over “Russian National
Commercial Bank”, OJSC. On August 22, 2012, General Shareholders’ Meeting of “Bezhitsa-Bank”, OJSC approved
the change in the name from “Bezhitsa-Bank”, OJSC to “Leto Bank”, OJSC. In September 2012 procedures for
registering the new name of “Leto Bank”, OJSC were completed.

The Group operates outside Russia through 15 bank subsidiaries, located in the Commonwealth of Independent
States (“CIS”) (Armenia, Ukraine (2 banks), Belarus (2 banks), Kazakhstan and Azerbaijan), Europe (Austria, Cyprus,
Germany, France, Great Britain and Serbia), Georgia, Africa (Angola); through 2 representative offices located in Italy
and China; through 2 VTB branches in China and India and 2 branches of “VTB Capital”, Plc in Singapore and Dubai.
The Group investment banking division also performs broker/dealer operations in the United States of America,
securities dealing and financial advisory in Hong Kong and investment banking operations in Bulgaria.

VTB’s majority shareholder is the Russian Federation state, acting through the Federal Property Agency, which holds
75.5% of VTB'’s issued at 31 December 2012 (31 December 2011: 75.5%).
The number of employees of the Group at 31 December 2012 was 80,860 (31 December 2011: 67,912).

Unless otherwise noted herein, all amounts are expressed in billions of Russian Roubles rounded off to one decimal.




VTB Bank
Notes to the Consolidated Financial Statements — 31 December 2012 and 2011

(in billions of Russian Roubles)

2, Operating Environment of the Group

The Russian Federation. The most part of the Group operations are conducted in the Russian Federation. Russia
continues economic reforms and development of its legal, tax and regulatory frameworks as required by a market
economy. The future stability of the Russian economy is largely dependent upon these reforms and developments
and the effectiveness of economic, financial and monetary measures undertaken by the government.

The Russian economy is vulnerable to market downturns and economic slowdowns elsewhere in the world. In 2012
the Russian Government and the CBR continued to take measures to support the economy in order to overcome the
consequences of the global financial crisis. Despite some indications of recovery there continues to be uncertainty
regarding further economic growth, access to capital and cost of capital, which could negatively affect the Group’s
future financial position, results of operations and business prospects.

Also, factors including increased unemployment in Russia, reduced corporate liquidity and profitability and increased
corporate and personal insolvencies may affect the Group’s borrowers’ ability to repay the amounts due to the Group.
In addition, changes in economic conditions may result in deterioration in the value of collateral held against loans
and other obligations. To the extent that information is available, the Group has reflected revised estimates of
expected future cash flows in its impairment assessment.

Other jurisdictions. In addition to Russia the Group conducts operations in CIS (Ukraine, Belarus, Kazakhstan,
Azerbaijan, Armenia) and Georgia, European countries (Austria, Germany, France, UK and Cyprus) and some other
countries. Tough economic and liquidity situation in many jurisdictions led to decrease or insignificant growth of GDP
followed by shrinking in consumption as well as in investment activities. The primary targets of the local regulators
were support of monetary stability, management of GDP deficit and inflation level regulation. In 2012 economy of the
Republic Belarus remained hyperinflatory.

While management believes it is taking appropriate measures to support the sustainability of the Group’s business in
the current circumstances, unexpected further deterioration in the areas described above could negatively affect the
Group’s results and financial position in a manner not currently determinable.

3. Basis of Preparation

These consolidated financial statements (“financial statements”) have been prepared in accordance with International
Financial Reporting Standards (“IFRS”). The Bank and its subsidiaries and associates maintain their accounting
records in accordance with regulations applicable in their country of registration. These financial statements are
based on those accounting books and records, as adjusted and reclassified to comply with IFRS.

These financial statements have been prepared under the historical cost convention, as modified by the initial
recognition of financial instruments based on fair value, the revaluation of land, premises and investment properties,
available-for-sale financial assets, and financial instruments categorized as at fair value through profit or loss. The
summary of principal accounting policies applied in the preparation of these financial statements is set out below in
Note 5. These policies have been consistently applied to all the periods presented, unless otherwise stated.

These financial statements are presented in Russian Roubles (RUR), the national currency of the Russian
Federation, where the Bank is domiciled.

4, Changes in Accounting Policies

The accounting policies adopted are consistent with those of the previous financial year, except for certain new
standards and interpretations, which became effective for the Group from 1 January 2012, as described below:

IFRS 1 First-time Adoption of International Financial Reporting Standards - Amendments: Severe
Hyperinflation and Removal of Fixed Dates for First-time Adopters (effective for annual periods beginning on or
after 1 July 2011). — The first amendment provides guidance on how an entity should resume presenting financial
statements in accordance with IFRSs after a period when the entity was unable to comply with IFRSs because its
functional currency was subject to severe hyperinflation. The second amendment replaces references to a fixed date
of “1 January 2004’ with ‘the date of transition to IFRSs’, thus eliminating the need for companies adopting IFRSs for
the first time to restate derecognition transactions that occurred before the date of transition to IFRSs. The
amendments do not have any impact on the Group's financial statements.
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4. Changes in Accounting Policies (continued)

IFRS 7 Financial Instruments: Disclosures — Amendment: Transfers of Financial Assets (effective for annual
periods beginning on or after 1 July 2011). — The amendment was issued in October 2010. It requires additional
disclosures in respect of risk exposures arising from transferred financial assets. The amendment includes a
requirement to disclose by class of asset the nature, carrying amount and a description of the risks and rewards of
financial assets that have been transferred to another party, yet remain on the entity's statement of financial position.
Disclosures are also required to enable a user to understand the amount of any associated liabilities, and the
relationship between the financial assets and associated liabilities. Where financial assets have been derecognized,
but the entity is still exposed to certain risks and rewards associated with the transferred asset, additional disclosure
is required to enable the effects of those risks to be understood. The amendment does not have any impact on these
financial statements.

IAS 12 Income Taxes — Amendments: Deferred tax: Recovery of underlying assets (effective for annual periods
beginning on or after 1 January 2012). — The amendment was issued in December 2010. The amendment clarifies
the determination of deferred tax on investment property measured at fair value. The amendment introduces a
rebuttable presumption that deferred tax on investment property measured using the fair value model in IAS 40
should be determined on the basis that its carrying amount will be recovered through sale. Furthermore, it introduces
the requirement that deferred tax on non-depreciable assets that are measured using the revaluation model in IAS 16
always be measured on a sale basis of the asset. These amendments do not have any impact on the Group's
financial statements.

IFRSs (IASs) and IFRIC interpretations not yet effective

The Group has not early adopted the following IFRSs (IASs) and Interpretations of the International Financial
Reporting Interpretations Committee (IFRICs) that have been issued but are not yet effective:

IFRS 9 Financial Instruments Part 1: Classification and Measurement. IFRS 9, issued in November 2009,
replaces those parts of IAS 39 relating to the classification and measurement of financial assets. IFRS 9 was further
amended in October 2010 to address the classification and measurement of financial liabilities. Key features of the
standard are as follows:

. Financial assets are required to be classified into two measurement categories: those to be measured
subsequently at fair value, and those to be measured subsequently at amortized cost. The decision is to be
made at initial recognition. The classification depends on the entity’s business model for managing its financial
instruments and the contractual cash flow characteristics of the instrument.

. An instrument is subsequently measured at amortized cost only if it is a debt instrument and both (i) the
objective of the entity’s business model is to hold the asset to collect the contractual cash flows, and (ii) the
asset’s contractual cash flows represent payments of principal and interest only (that is, it has only “basic loan
features”). All other debt instruments are to be measured at fair value through profit or loss.

. All equity instruments are to be measured subsequently at fair value. Equity instruments that are held for
trading will be measured at fair value through profit or loss. For all other equity investments, an irrevocable
election can be made at initial recognition, to recognize unrealized and realized fair value gains and losses
through other comprehensive income rather than profit or loss. There is to be no recycling of fair value gains
and losses to profit or loss. This election may be made on an instrument-by-instrument basis. Dividends are to
be presented in profit or loss, as long as they represent a return on investment.

. Most of the requirements in IAS 39 for classification and measurement of financial liabilities were carried
forward unchanged to IFRS 9. The key change is that an entity will be required to present the effects of
changes in own credit risk of financial liabilities designated as at fair value through profit or loss in other
comprehensive income.

. While adoption of IFRS 9 is mandatory from 1 January 2015, earlier adoption is permitted.

The Group is considering the implications of the standard, the impact on the Group’s future financial statements and
the timing of its adoption by the Group.

IFRS 10 Consolidated Financial Statements (effective for annual periods beginning on or after 1 January 2013). —
The standard was issued in May 2011. It replaces all of the guidance on control and consolidation in IAS 27
Consolidated and Separate Financial Statements and SIC-12 Consolidation — Special Purpose Entities. IFRS 10
changes the definition of control so that the same criteria are applied to all entities to determine control. The changes
introduced by IFRS 10 will require management to exercise significant judgement to determine
which entities are controlled, and therefore, are required to be consolidated by a parent, compared with the
requirements that were in IAS 27. In addition IFRS 10 contains extensive application guidance including agency
relationships. The Group is currently assessing the impact of the amended standard on its financial statements.
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4. Changes in Accounting Policies (continued)
IFRSs (IASs) and IFRIC interpretations not yet effective (continued)

IFRS 11 Joint Arrangements (effective for annual periods beginning on or after 1 January 2013). — The standard
was issued in May 2011. It replaces |IAS 31 Interests in Joint Ventures and SIC-13 Jointly Controlled Entities —
Non-Monetary Contributions by Ventures. Changes in the definitions have reduced the number of types of joint
arrangements to two: joint operations and joint ventures. The existing policy choice of proportionate consolidation for
jointly controlled entities has been eliminated. Equity accounting is mandatory for participants in joint ventures. The
Group is currently assessing the impact of the amended standard on its financial statements.

IFRS 12 Disclosure of Interests in Other Entities (effective for annual periods beginning on or after 1 January
2013). — The standard was issued in May 2011. It applies to entities that have an interest in a subsidiary, a joint
arrangement, an associate or an unconsolidated structured entity. It replaces the disclosure requirements currently
found in IAS 27 Consolidated and Separate Financial Statements, |1AS 28 Investments in Associates and IAS 31
Interests in Joint Ventures. IFRS 12 requires entities to disclose information that helps financial statement readers to
evaluate the nature, risks and financial effects associated with the entity’s interests in subsidiaries, associates, joint
arrangements and unconsolidated structured entities. To meet these objectives, the new standard requires
disclosures in a number of areas, including significant judgements and assumptions made in determining whether an
entity controls, jointly controls, or significantly influences its interests in other entities, extended disclosures on share
of non-controlling interests in group activities and cash flows, summarized financial information of subsidiaries with
material non-controlling interests, and detailed disclosures of interests in unconsolidated structured entities. The
Group is currently assessing the impact of the standard on its financial statements.

IFRS 13 Fair Value Measurement (effective for annual periods beginning on or after 1 January 2013). — The
standard was issued in May 2011. The new standard replaces the fair value measurement guidance contained in
individual IFRSs with a single source of fair value measurement guidance. The Group is currently assessing the
impact of the standard on its financial statements.

IAS 27 Separate Financial Statements (effective for annual periods beginning on or after 1 January 2013). — The
standard was revised in May 2011. Its objective is now to prescribe the accounting and disclosure requirements for
investments in subsidiaries, joint ventures and associates when an entity prepares separate financial statements. The
guidance on control and consolidated financial statements was replaced by IFRS 10 Consolidated Financial
Statements. The Group is currently assessing the impact of the amended standard on its financial statements.

IAS 28 Investments in Associates and Joint Ventures (effective for annual periods beginning on or after 1 January
2013). — The standard was revised in May 2011. The amendment of IAS 28 resulted from the Board’s project on joint
ventures. When discussing that project, the Board decided to incorporate the accounting for joint ventures using the
equity method into IAS 28 because this method is applicable to both joint ventures and associates and to withdraw
IAS 31. The relevant standard renaming was undertaken. With this exception, other guidance remained unchanged.
Disclosure requirements were moved to IFRS 12 as described above.

IFRS 7 Financial Instruments: Disclosures — Amendment: Disclosures — Offsetting Financial Assets and
Financial Liabilities (effective for annual periods beginning on or after 1 January 2013). — The amendment was
issued in December 2011. The amendment requires to include information that will enable users of an entity’s
financial statements to evaluate the effect or potential effect of netting arrangements, including rights of set-off
associated with the entity’s recognized financial assets and recognized financial liabilities, on the entity’s financial
position. The Group is currently assessing the impact of the amended standard on disclosures in its financial
statements.

IAS 32 Financial Instruments: Presentation — Amendment: Offsetting Financial Assets and Financial
Liabilities (effective for annual periods beginning on or after 1 January 2014). — The amendment was issued in
December 2011. The amendment clarifies the meaning of “currently has a legally enforceable right to set-off” and also
will be necessary to assess the impact to the Group by reviewing settlement procedures and legal documentation to
ensure that offsetting is still possible in cases where it has been achieved in the past. In certain cases, offsetting may
no longer be achieved. In other cases, contracts may have to be renegotiated. The requirement that the right of set-
off be available for all counterparties to the netting agreement may prove to be a challenge for contracts where only
one party has the right to offset in the event of default.

The amendment also clarifies the application of the IAS 32 offsetting criteria to settlement systems (such as central
clearing house systems) which apply gross settlement mechanisms that are not simultaneous. The Group is currently
assessing the impact of the amended standard on disclosures in its financial statements.
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4. Changes in Accounting Policies (continued)
IFRSs (IASs) and IFRIC interpretations not yet effective (continued)

IAS 1 Presentation of Financial Statements — Amendment: Presentation of Items of Other Comprehensive
Income (effective for annual periods beginning on or after 1 July 2012). — The amendment was issued in June 2011.
The amendment requires that an entity present separately items of other comprehensive income that may be
reclassified to profit or loss in the future from those that will never be reclassified to profit or loss. Additionally, the
amendment changes the title of the statement of comprehensive income to statement of profit or loss and other
comprehensive income. The Group expects the amended standard to change presentation of its financial statements,
but have no impact on measurement of transactions and balances.

Amendment to IAS 19 Employee Benefits (effective for annual periods beginning on or after 1 January 2013). —
The amendment was issued in June 2011. The amendment makes significant changes to the recognition and
measurement of defined benefit pension expense and termination benefits, and to the disclosures for all employee
benefits. The standard requires recognition of all changes in the net defined benefit liability (asset) when they occur,
as follows: (i) service cost and net interest in profit or loss; and (ii) remeasurements in other comprehensive income.
The Group is currently assessing the impact of the amended standard on its financial statements.

IFRS 1 “First-time adoption of International Financial Reporting Standards — Amendment: Government
Loans“ (effective for annual periods beginning 1 January 2013). The amendment was issued in March 2012. The
amendment, dealing with loans received from governments at a below market rate of interest, gives first-time
adopters of IFRSs relief from full retrospective application of IFRSs when accounting for these loans on transition.
This will give first-time adopters the same relief as existing preparers.

Improvements to International Financial Reporting Standards (effective for annual periods beginning 1 January
2013).The improvements were issued in May 2012. The improvements consist of changes to five standards:

IFRS 1 was amended to (i) clarify that an entity that resumes preparing its IFRS financial statements may either
repeatedly apply IFRS 1 or apply all IFRSs retrospectively as if it had never stopped applying them, and (ii) to add an
exemption from applying IAS 23 “Borrowing costs”, retrospectively by first-time adopters.

IAS 1 was amended to clarify that explanatory notes are not required to support the third balance sheet presented at
the beginning of the preceding period when it is provided because it was materially impacted by a retrospective
restatement, changes in accounting policies or reclassifications for presentation purposes, while explanatory notes
will be required when an entity voluntarily decides to provide additional comparative statements.

IAS 16 was amended to clarify that servicing equipment that is used for more than one period is classified as
property, plant and equipment rather than inventory.

IAS 32 was amended to clarify that certain tax consequences of distributions to owners should be accounted for in the
income statement as was always required by IAS 12.

IAS 34 was amended to bring its requirements in line with IFRS 8. IAS 34 will require disclosure of a measure of total
assets and liabilities for an operating segment only if such information is regularly provided to chief operating decision
maker and there has been a material change in those measures since the last annual financial statements.

Transition Guidance Amendments to IFRS 10, IFRS 11 and IFRS 12 (effective for annual periods beginning 1
January 2013). The amendments were issued in June 2012. The amendments clarify the transition guidance in IFRS
10 “Consolidated Financial Statements”. Entities adopting IFRS 10 should assess control at the first day of the annual
period in which IFRS 10 is adopted, and if the consolidation conclusion under IFRS 10 differs from IAS 27 and SIC
12, the immediately preceding comparative period (that is, year 2012 for a calendar year-end entity that adopts IFRS
10 in 2013) is restated, unless impracticable. The amendments also provide additional transition relief in IFRS 10,
IFRS 11 “Joint Arrangements” and IFRS 12 “Disclosure of Interests in Other Entities”, by limiting the requirement to
provide adjusted comparative information only for the immediately preceding comparative period. Further, the
amendments will remove the requirement to present comparative information for disclosures related to
unconsolidated structured entities for periods before IFRS 12 is first applied.

4. Changes in Accounting Policies (continued)

IFRSs (IASs) and IFRIC interpretations not yet effective (continued)

IFRS 10, IFRS 11 and IFRS 12 — Amendment: Investment Entities (effective for annual periods beginning 1
January 2014). The amendments were issued in October 2012. The amendments define an investment entity and
introduce an exception to consolidating particular subsidiaries for investment entities. These amendments require an
investment entity to measure those subsidiaries at fair value through profit or loss in accordance with IFRS 9 in its
consolidated and separate financial statements. The amendments also introduce new disclosure requirements for
investment entities in IFRS 12 and IAS 27.

Other revised standards and interpretations: IFRIC 20 “Stripping Costs in the Production Phase of a Surface
Mine*, considers when and how to account for the benefits arising from the stripping activity in mining industry. The
interpretation is not expected to have any impact on the Group’s financial statements.
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5. Summary of Principal Accounting Policies
Subsidiaries

Subsidiaries are those entities, in which the Group has direct or indirect interest of more than one half of the voting
rights, or otherwise has power to govern the financial and operating policies so as to obtain benefits from its activities.
The existence and effect of potential voting rights that are currently exercisable or currently convertible are
considered when assessing whether the Group controls another entity. Subsidiaries are consolidated from the date,
on which control is transferred to the Group (acquisition date) and are no longer consolidated from the date when
control ceases. All intragroup balances and transactions, including income, expenses, dividends and unrealized gains
on transactions between the Group members are eliminated in full; unrealized losses are also eliminated unless the
transaction provides evidence of an impairment of the asset transferred. Where necessary, accounting policies for
subsidiaries have been changed to ensure consistency with the accounting policies adopted by the Group.

Acquisition of subsidiaries

The acquisition method of accounting is used to account for the acquisition of subsidiaries by the Group. Identifiable
assets acquired and liabilities assumed, including contingent liabilities, which are a present obligation and can be
measured reliably, are measured initially at their fair values at the acquisition date, irrespective of the extent of any
non-controlling interest.

The excess of the aggregate of: i) purchase consideration paid, ii) the amount of any non-controlling interest in the
acquiree and iii) acquisition-date fair value of the acquirer’s previously held equity interest in the acquiree (in case of
the business combination achieved in stages), over the fair value of the acquiree’s identifiable net assets is recorded
as goodwill. If the result of the above calculation is negative, the difference is recognized directly in the income
statement.

Non-controlling interest is the interest in subsidiaries not attributable, directly or indirectly to the Group. The Group
measures non-controlling interest that represents present ownership interest and entitles the holder to a proportionate
share of net assets in the event of liquidation on a transaction by transaction basis, either at: (a) fair value, or (b) the
non-controlling interest's proportionate share of net assets of the acquiree. This choice is made by the acquirer for
each business combination. Non-controlling interests that are not present ownership interests are measured at fair
value. Non-controlling interest at the subsequent reporting date represents the initially recognized amount of non-
controlling interest at the acquisition date and the non-controlling interest's portion of movements in comprehensive
income and equity since the date of the combination. Non-controlling interest is presented as a separate component
within the Group's equity except for the non-controlling interests in mutual funds under the Group’s control, which are
accounted for within Group’s liabilities.

In a business combination is achieved in stages, the acquirer should remeasure its previously held equity interest in
the acquiree at its acquisition-date fair value and recognize the resulting gain or loss, if any, in profit or loss.
Acquisition-related costs should be accounted for separately from the business combination and therefore recognized
as expenses rather than included in goodwill. An acquirer should recognize at the acquisition date a liability for any
contingent purchase consideration.

Increases in ownership interests in subsidiaries

The differences between the carrying values of net assets attributable to interests in subsidiaries acquired and the
consideration given for such increases are charged or credited directly to retained earnings as a capital transaction.

Investments in associates and joint ventures

Associates are entities in which the Group generally has between 20% and 50% of the voting rights, or is otherwise
able to exercise significant influence, but which it does not control or jointly control. Investments in associates are
accounted for under the equity method and are initially recognized at cost, including goodwill. Subsequent changes in
the carrying value reflect the post-acquisition changes in the Group’s share of net assets of the associate and
accumulated goodwill impairment losses, if any. The Group’s share of its associates’ profits or losses is recognized in
the income statement, and its share of other comprehensive income is recognized in other comprehensive income of
the Group. However, when the Group’s share of losses in an associate equals or exceeds its interest in the associate,
the Group does not recognize further losses, unless the Group is obliged to make further payments to, or on behalf of,
the associate.

Profits and losses from transactions between the Group and its associates are eliminated to the extent of the Group's
interest in the associates.
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5. Summary of Principal Accounting Policies (continued)

A joint venture exists where the Group has a contractual arrangement with one or more parties to undertake activities
typically, however not necessarily, through entities that are subject to joint control. The Group recognizes interests in
a jointly controlled entity using the equity method and applies the same accounting policies as those for investments
in associates.

Venture Capital Investments

Investments in companies that are managed as part of the Group’s investment portfolio of securities at fair value
through profit and loss and over which the Group may have significant influence are carried at fair value as permitted
by IAS 28 which requires investments in associates that are held by venture capital organizations to be excluded from
the scope of IAS 28 if these investments are designated upon initial recognition as at fair value through profit or loss
or are classified as held for trading and accounted in accordance with IAS 39. These venture capital investments of
the Group are also classified as investments in associates and the changes in the fair value of such investments are
accounted for similar to the changes in the fair value of financial assets designated as at fair value through profit or
loss as described below.

Financial assets
Initial recognition of financial assets

When financial assets are recognized initially, they are measured at fair value, plus, in the case of investments not at
fair value through profit or loss, directly attributable transaction costs. The Group determines the classification of its
financial assets at initial recognition and subsequently can reclassify financial assets in certain cases as described
below.

Fair value at initial recognition is best evidenced by the transaction price. A gain or loss on initial recognition is only
recorded if there is a difference between fair value and transaction price which can be evidenced by other observable
current market transactions in the same instrument or by a valuation technique whose inputs include only data from
observable markets.

The Group uses valuation techniques, which are based on discounted cash flow models and other pricing models, to
determine the fair value of financial assets that are not traded in an active market. For such assets differences may
arise between the fair value at initial recognition, which is considered to be the transaction price, and the amount
determined at initial recognition using the valuation technique. Any such differences are not recognized as “day 1”
gain or loss but rather are amortized on a straight line basis over the term of the relevant financial asset.

Classification and reclassification of financial assets

Financial assets in the scope of IAS 32 and IAS 39 are classified as either financial assets at fair value through profit
or loss, loans and receivables, held-to-maturity investments, or available-for-sale financial assets, as appropriate.

Financial assets at fair value through profit or loss:
(a)Financial assets held for trading

Financial assets classified as held for trading are included in the category ‘financial assets at fair value through profit
or loss’. Financial assets are classified as held for trading if they are acquired or generated for the purpose of selling
in the near term. Derivatives are also classified as held for trading unless they are designated as and are effective
hedging instruments. Gains or losses on financial assets held for trading are recognized in the income statement.

Financial assets held for trading, are either acquired for generating a profit from short-term fluctuations in price or
trader’s margin, or are securities included in a portfolio, in which a pattern of short-term trading exists. The Group may
choose to reclassify a non-derivative trading financial asset out of the fair value through profit or loss category if the
asset is no longer held for the purpose of selling it in the near term. Financial assets other than loans and receivables
are permitted to be reclassified out of fair value through profit or loss category only in rare circumstances arising from
a single event that is unusual and highly unlikely to reoccur in the near term. Financial assets classified as trading
financial assets that would have met the definition of loans and receivables may be reclassified if the Group has the
intention and ability to hold these financial assets for the foreseeable future or until maturity.

Non-derivative trading financial assets are carried at fair value. Interest earned on non-derivative debt trading
financial assets calculated using the coupon (contractual) interest rate is presented in the income statement as
interest income. Dividends are included in dividend income within other operating income when the Group’s right to
receive the dividend payment is established. All elements of the changes in the fair value are recorded in the income
statement as gains less losses from financial assets at fair value through profit or loss in the period, in which they
arise.
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5. Summary of Principal Accounting Policies (continued)
(b) Financial assets designated as at fair value through profit or loss

Other financial assets at fair value through profit or loss are those designated irrevocably, at initial recognition, into
this category. Management designates financial assets into this category only if (a) such classification eliminates or
significantly reduces an accounting mismatch that would otherwise arise from measuring assets or liabilities or
recognizing the gains and losses on them on different bases; or (b) a group of financial assets, financial liabilities or
both is managed and its performance is evaluated on a fair value basis, in accordance with a documented risk
management or investment strategy, and information on that basis is regularly provided to and reviewed by the
Group’s key management personnel as defined in IAS 24. Recognition and measurement of this category of financial
assets is consistent with the above policy for trading securities and is in accordance with IAS 39.

The fair value of investments that are actively traded in organized financial markets is determined by reference to
quoted market bid prices at the close of business on the reporting date. For investments where there is no active
market, fair value is determined using valuation techniques. Such techniques include using recent arm’s length
market transactions, reference to the current market value of another instrument, which is substantially the same,
discounted cash flow (net present value) analysis, option pricing models and other relevant valuation models.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market and not classified or designated as at fair value through profit or loss upon initial recognition. Such
assets are carried at amortized cost using the effective interest method. This cost is computed as the amount initially
recognized minus principal repayments, plus or minus the cumulative amortization using the effective interest method
of any difference between the initially recognized amount and the maturity amount. This calculation includes all fees
and points paid or received between parties to the contract that are an integral part of the effective interest rate,
transaction costs and all other premiums and discounts. Gains and losses are recognized in the income statement
when the loans and receivables are derecognized or impaired, as well as through the amortization process.

Loans and receivables of acquired subsidiaries are initially recorded in the statement of financial position at their
estimated fair value at the date of acquisition.

The Group may change the intention of holding certain loans and receivables for foreseeable future and intend to sell
these items. In the above case the Group reclassifies these specific items from loans and receivables to available-for-
sale financial assets. These reclassified assets are measured at fair value through other comprehensive income.

Held-to-maturity investments

Quoted non-derivative financial assets with fixed or determinable payments and fixed maturity are classified as held-
to-maturity when the Group has the positive intention and ability to hold to maturity. Investments intended to be held
for an undefined period are not included in this category. Held-to-maturity investments are subsequently measured at
amortized cost. For investments carried at amortized cost, gains and losses are recognized in the income statement
when the investments are disposed or impaired, as well as through the amortization process.

Held-to-maturity investments of acquired subsidiaries are initially recorded in the statement of financial position at
their estimated fair value at the date of acquisition.

Available-for-sale financial assets

Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-sale
or are not classified in any of the three preceding categories. After initial recognition available-for-sale financial assets
are measured at fair value with gains or losses being recognized in other comprehensive income in a separate
component of equity until the investment is derecognized or until the investment is determined to be impaired.
However, interest calculated using the coupon (contractual) interest rate is recognized in the income statement.

When the Group derecognizes available-for sale financial assets, the Group reclassifies the cumulative gain or loss
previously recognized in other comprehensive income in a separate component of equity to a separate line in the
income statement.

If there is objective evidence that an available-for-sale financial asset is impaired the cumulative loss previously
recognized in other comprehensive income being the difference between the acquisition cost and the current fair
value (less any impairment loss on that asset previously recognized in income statement) — is reclassified from
separate component of equity to the income statement.
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5. Summary of Principal Accounting Policies (continued)

The fair value of investments that are actively traded in active financial markets is determined by reference to quoted
current bid prices. For investments where there is no active market, fair value is determined using valuation
techniques. Such techniques include using recent arm’s length market transactions, reference to the current market
value of another instrument, which is substantially the same, and discounted cash flow analysis.

Financial assets classified as available-for-sale that would have met the definition of loans and receivables may be
reclassified if the Group has the intention and ability to hold these financial assets for the foreseeable future.

Derecognition of financial assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is
derecognized where:

. the rights to receive cash flows from the asset have expired; or

. the Group has transferred its rights to receive cash flows from the asset, or retained the right to receive cash
flows from the asset, but has assumed an obligation to pay them in full without material delay to a third party
under a ‘pass-through’ arrangement and has no obligation to pay amounts to eventual recipients unless it
collects equivalent amounts from the original assets and the Group either (a) has transferred substantially all
the risks and rewards of the asset, or (b) has neither transferred nor retained substantially all the risks and
rewards of the asset, but has transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor
retained substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is
recognized to the extent of the Group’s continuing involvement in the asset. Continuing involvement that takes the
form of a guarantee over the transferred asset is measured at the lower of the original carrying amount of the asset
and the maximum amount of consideration that the Group could be required to repay.

Where continuing involvement takes the form of a written and/or purchased option (including a cash-settled option or
similar provision) on the transferred asset, the extent of the Group’s continuing involvement is the amount of the
transferred asset that the Group may repurchase, except that in the case of a written put option (including a cash-
settled option or similar provision) on an asset measured at fair value, the extent of the Group’s continuing
involvement is limited to the lower of the fair value of the transferred asset and the option exercise price.

Restructuring of financial assets

The Group from time to time may restructure some of its financial assets. This mostly relates to loans and
receivables. The accounting treatment of such restructuring is conducted in the following basic scenarios:

. If the currency of the loan has been changed the old loan is derecognized and the new loan is recognized. As
a result, the new loan will be recognized which requires the estimation of a new effective interest rate. If the
new effective interest rate is below the market interest rate, the loss on initial recognition is recognized in the
reporting period.

. If the loan restructuring is not caused by the financial difficulties of the borrower but the cash flows were
renegotiated on favorable terms for the borrower - the loan is not recognized as impaired. The loan is not
derecognized but the new effective interest rate is determined based on the remaining cash flows under the
loan agreement till maturity. If the new effective interest rate is below the market rate at the date of
restructuring, the new carrying amount is calculated as the fair value of the loan after restructuring, being the
present value of the future cash flows discounted using the market rate at the date of restructuring. In this
case, the difference between the carrying amount before restructuring and the fair value of the loan after
restructuring is recognized as a loss on loan restructuring.

. If the loan is impaired after being restructured, the Group uses the original effective interest rate in respect of
the new cash flows after renegotiation to estimate the recoverable amount of the loan. The difference between
the recalculated present value of the new cash flows taking into account collateral and the carrying amount
before restructuring is included in the provision charges for debt financial assets for the period.

Secuiritization of financial assets

As part of its operational activities, the Group securitizes financial assets, generally through the transfer of these assets
to special purpose entities that issue debt securities to investors or through the arrangement of funded participation
agreements. The transferred securitized assets may qualify for derecognition in full or in part. Interests in the securitized
financial assets may be retained by the Group and are primarily classified as loans to customers. Gains or losses on
securitizations are based on the carrying amount of the financial assets derecognized and the retained interest, based
on their relative fair values at the date of transfer.
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5. Summary of Principal Accounting Policies (continued)
Financial Liabilities

Financial liabilities in the scope of IAS 32 and IAS 39 are classified as either financial liabilities at fair value through
profit or loss, or other financial liabilities, as appropriate. The Group determines the classification of its financial
liabilities at initial recognition. When financial liabilities are recognized initially, they are measured at fair value, minus,
in the case of financial liabilities not at fair value through profit or loss, directly attributable transaction costs. Other
financial liabilities are carried at amortized cost using the effective interest rate method.

Financial liabilities of acquired subsidiaries are initially recorded in the statement of financial position at their
estimated fair value at the date of acquisition.

Financial liabilities are classified as financial liabilities at fair value through profit or loss if they are issued for the
purpose of repurchasing them in the near term. They normally contain trade financial liabilities or "short" positions in
securities. Derivatives with negative fair value are also classified as financial liabilities at fair value through profit or
loss. Gains or losses on financial liabilities at fair value through profit or loss are recognized in the income statement.

The fair value of financial liabilities, classified as financial liabilities at fair value through profit or loss, that are actively
traded in organized financial markets is determined by reference to quoted current ask prices. For financial liabilities
classified as financial liabilities at fair value through profit or loss, where there is no active market, fair value is
determined using valuation techniques. Such techniques include using recent arm’s length market transactions,
reference to the current market value of another instrument, which is substantially the same, discounted cash flow
(net present value) analysis, option pricing models and other relevant valuation models.

Derecognition of financial liabilities

A financial liability is derecognized when the obligation under the liability is discharged or cancelled or expires. Where
an existing financial liability is replaced by another from the same creditor on substantially different terms, or the
terms of an existing liability are substantially modified, such an exchange or modification is treated as a derecognition
of the original liability and the recognition of a new liability, and the difference in the respective carrying amounts is
recognized in the income statement.

When a financial liability is repurchased (bought-back) by a certain Group member, it is derecognized. The difference
between the carrying value (amortized cost) of a financial liability as of the date of buy-back and the consideration
paid is recognized in the income statement as the gain or loss arising from extinguishment of liability.

Offsetting

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 to realize the asset and settle the liability simultaneously.

Cash and cash equivalents

Cash and cash equivalents are items, which can be converted into cash within a day. All short-term interbank
placements, including overnight placements, are included in due from other banks. Amounts which relate to funds that
are of a restricted nature, and correspondent accounts in precious metals are excluded from cash and cash
equivalents. Cash and cash equivalents are carried at amortized cost, which approximates fair value.

Mandatory reserve deposits with central banks

Mandatory reserve deposits with the CBR and other central banks are carried at amortized cost and represent non-
interest bearing deposits, which are not available to finance the Group’s day-to-day operations and hence are not
considered as part of cash and cash equivalents for the purposes of the statement of cash flows.

Due from other banks

Amounts due from other banks are recorded when the Group advances money to counterparty banks with no

intention of trading the resulting receivable, which is due on fixed or determinable dates. Amounts due from other
banks are carried at amortized cost less allowance for impairment.
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5. Summary of Principal Accounting Policies (continued)
Repurchase and reverse repurchase agreements and lending of financial instruments

Sale and repurchase agreements (‘repo agreements”) are treated as secured financing transactions. Securities or
other financial assets sold under sale and repurchase agreements are not derecognized. The financial assets are not
reclassified in the statement of financial position unless the transferee has the right by contract or custom to sell or
repledge the financial assets, in which case they are reclassified as financial assets pledged under sale and
repurchase agreements (repurchase receivables). The corresponding liability is presented within customer deposits,
amounts due to other banks or other borrowed funds.

Financial assets purchased under agreements to resell (“reverse repo agreements”) are recorded as due from other
banks or loans and advances to customers, as appropriate.

The difference between the sale and repurchase price is treated as interest income/expense and accrued over the life
of repo agreements using the effective interest method.

Financial assets lent to counterparties are retained in the financial statements in their original statement of financial
position category unless the counterparty has the right by contract or custom to sell or repledge the financial assets,
in which case they are reclassified and presented separately as loaned financial assets.

Financial assets borrowed are not recorded in the financial statements, unless these are sold to the third parties, in
which case an obligation to return the financial assets (“short position”) is recorded in Other liabilities at fair value
through profit or loss in the statement of financial position. The revaluation of this obligation is recorded in the income
statement within gains less losses arising from financial instruments at fair value through profit or loss.

Derivative financial instruments

In the normal course of business, the Group enters into various derivative financial instruments including futures,
forwards, swaps and options and other instruments in the foreign exchange, capital and commodities markets. Such
financial instruments are primarily held for trading and are initially recognized in accordance with the policy for initial
recognition of financial instruments and are subsequently measured at fair value. The fair values are estimated based
on quoted market prices or pricing models that take into account the current market and contractual prices of the
underlying instruments and other factors. Derivatives are carried as assets when their fair value is positive and as
liabilities when it is negative. Gains and losses resulting from these instruments are included in the income statement
as gains less losses arising from financial instruments at fair value through profit or loss or gains less losses arising
from dealing in foreign currencies, depending on the nature of the instrument.

An embedded derivative is a component of a hybrid (combined) financial instrument that includes both the derivative
and a host contract with the effect that some of the cash flows of the combined instrument vary in a similar way to a
stand-alone derivative. Derivative instruments embedded in other financial instruments are treated as separate
derivatives if their risks and characteristics are not closely related to those of the host contracts and the host contracts
are not carried at fair value with unrealized gains and losses reported in the income statement.

Hedge accounting

The Group uses derivative instruments to manage exposures to fluctuations both of cash flows from interest received
and paid, and of fair values for specifically determined items. As a result, the Group applies hedge accounting for
transactions, which meet the specified criteria.

At inception of the hedge relationship, the Group formally documents the relationship between the hedged item and
the hedging instrument, including the nature of the risk, the objective and strategy for undertaking the hedge and the
method that will be used to assess the effectiveness of the hedging relationship.

Also at the inception of the hedge relationship, a formal assessment is undertaken to ensure the hedging instrument
is expected to be highly effective in offsetting the designated risk in the hedged item. Hedges are formally assessed
each quarter. A hedge is regarded as highly effective if the changes in fair value or cash flows attributable to the
hedged risk during the period, for which the hedge is designated, are expected to offset in a range of 80% to 125%.
For situations where that hedged item is a forecast transaction, the Group assesses whether the transaction is highly
probable and presents an exposure to variations in cash flows that could ultimately affect the income statement.

Fair value hedges

For designated and qualifying fair value hedges, the change in the fair value of a hedging derivative is recognized in
the income statement within “Gains less losses arising from financial instruments at fair value through profit or loss”
caption. Meanwhile, the change in the fair value of the hedged item attributable to the risk being hedged is recorded
as part of the carrying value of the hedged item and is also recognized in the income statement in “Gains less losses
arising from financial instruments at fair value through profit or loss” caption.
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5. Summary of Principal Accounting Policies (continued)

Derivative financial instruments (continued)

If the hedging instrument expires or is sold, terminated or exercised, or where the hedge no longer meets the criteria
for hedge accounting, the hedge relationship is terminated. For hedged items recorded at amortized cost, using the
effective interest rate method, the difference between the carrying value of the hedged item on termination and the
face value is amortized over the remaining term of the original hedge. If the hedged item is derecognized, the
unamortized fair value adjustment is recognized immediately in the income statement.

Cash flow hedges

For designated and qualifying cash flow hedges, the effective portion of the gain or loss on the hedging instrument is
initially recognized through other comprehensive income directly in equity in the cash flow hedge reserve within
“Unrealized gain on financial assets available-for-sale and cash flow hedge” caption. The ineffective portion of the
gain or loss on the hedging instrument is recognized immediately in the income statement in “Gains less losses
arising from financial instruments at fair value through profit or loss”.

When the hedged cash flow affects the income statement, the gain or loss on the hedging instrument is “recycled” in
the corresponding income or expense line of the income statement. When a hedging instrument expires, or is sold,
terminated, exercised, or when a hedge no longer meets the criteria for hedge accounting, any cumulative gain or
loss existing in equity at that time remains separately in equity until the forecast transaction occurs. When a forecast
transaction is no longer expected to occur, the cumulative gain or loss that was reported in equity is immediately
transferred to the income statement in “Gains less losses arising from financial instruments at fair value through profit
or loss”.

Regular way transactions

Regular way transactions are purchases or sales of financial assets that require delivery of assets within the period
generally established by regulation or convention in the marketplace. All regular way purchases and sales of financial
assets are recognized or derecognized on the contractual settlement date which is the date when the asset is to be
delivered to or by the Group. Regular way transactions are not recognized as derivatives because of the short
duration of the commitment to deliver financial assets between the trade and settlement date.

Any change in the fair value of the financial assets at fair value through profit or loss to be received during the period
between the trade date and the settlement date is recognized in the income statement and for financial assets
available for sale is recognized in other comprehensive income for financial assets purchased. For financial assets
sold on a regular way basis no changes in fair value are recognized in the income statement or in other
comprehensive income between the trade and settlement date. Assets carried at cost or amortized cost are not
affected by the change in fair value during the period between the trade and settlement date.

Promissory notes purchased

Promissory notes purchased are included in financial assets at fair value through profit or loss or in due from other
banks or in loans and advances to customers or in investment securities held-to-maturity, depending on their
substance and are r